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Netflix Growth

Netflix US and International Subscribers: 2015-2018 (in millions)
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Netflix content mix

Netflix USA: genre mix over time
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June 2015 MWJune 2016 M February 2017
Overall content Catalog has been reduced 28% 11X increase in content 2 years old or less

in last 18 months 60% decrease in content 5 years or older
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Netflix Content Strategy

Spends more than any other SVOD company on content

« $6B in 2017, up from $5B in 2016

* Projected to spend $8B in 2018

« NBC spent $4.3B, CBS $4B in 2016

Originals strategy increasingly driven by international market
* Invest in local content with international appeal

* 3%, the Brazilian Sci-Fi series.
* One of the most watched originals in Brazil.

* Ted Sarandos says it did well in the rest of Spanish-speaking
Latin America.

* Many watched in the US in its dubbed and subtitled form

« Partner with local providers
« TV2 and Rita

Disruptive original financing model
« Pay more up front, limit upside potential
 Removes risk for content provider
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Netflix Content Strategy

Content catalog is getting smaller
* Using data to ensure usage rate increases
« Pays more for the best content, prioritizes global licenses
« Rarely licenses full catalog
Focus on originals
« Original titles increased from 150 6/15 to 550 2/17
« Drama, comedy, kids/family, documentary
Expanding into new content genres
« Experimenting with unscripted
+  Talk shows (Chelsea Handler-failure), Reality (Beastmaster)
* Nointerest in live: Sports, News
Trusts the data
« Deals with Adam Sandler, PeeWee Herman
Content strategy is working
* Viewing times increasing
« Seeing meaningful growth, even in mature markets
« US streamers +11% YoY to 52.3M Q3 2017
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Beastmaster is “...results
oriented but something people
will want to watch a year from
now. It’s more about the heart
of the competitors and less
about the ‘here’s who won, it’s
over.””

Ted Sarandos
Netflix CCO




What do customers like about Netflix

Family profiles more highly valued than price by users
« First time this has happened

* Netflix is for everyone in the family

Price still important

« Even as $1/$2 price increase rolls out

Binge viewing very important

* Firsttime it is ranked so highly

Netflix is consistently rated higher in quality, content, value, and
convenience than traditional television

« Broadcast TV NPS 14
« SVOD NPS 41
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If you are a Netflix subscriber, which of Netflix's features do you find
appealing? (Choose all that apply)
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Technology

Owns the complete technology stack of delivery
OpenConnect
* Netflix CDN

» Places caches for free in ISP networks
- Saves ISP and Netflix money
* Improves performance for the customers on that network.

Netflix approved TVs

* Program to allow manufacturers to claim “Netflix runs better on this TV”

« Set of features must be supported: including fast start, dedicated remote button
ISP index

« “Shames” ISPs into improving performance

Other efforts continue

« Recommendations, bandwidth reduction and control, interface innovation etc.
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Technology — Net Neutrality

Believes the company is less vulnerable to erosion of net neutrality
regulations

“The culture around net neutrality is very strong. The expectations of
consumers are very strong. So even if the formal framework gets
weakened, we don’t see a big risk actualizing, because consumers
know they’re entitled to getting all of the web services.”

Reed Hastings, March 2017
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Strategy — toward a billion members

Totally data driven in every aspect of the business
* “We are a learning machine”

Driven by global expansion

« Using global client to identify demand

* Launches custom services in promising regions
Poland, Greece

Growth is primary objective
 Amazon suffered many years of losses before it became profitable

“I remind everyone at Netflix that Facebook and YouTube have a billion daily actives. In many parts
we are just so small in comparison with those other Internet firms, we have a lot of catch-up to
do.” Reed Hastings, Q4 2016
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Weaknesses

Overreaches sometimes
* Fight with the movie industry is unproductive

«  “How did distribution innovate in the movie business in the last 30 years? Well, the
popcorn tastes better, but that’s about it.”

«  “What Netflix wants to do is to unleash film. It’'s fundamentally about growing the
movie business.”

 Reed Hastings, CEO Netflix, March 2017

Not competitive in some markets

« Too expensive versus competition (iflix) in SE Asia

* Focused on the television, some markets mobile dominates
Sometimes arrogant

« “We'd like for them to obey the rules in Indonesia [...] If we partner directly, we can
manage Netflix through an over the top platform that Telkom has.”

Dian Rachmawan, Director of Consumer Service,Telkom Indonesia
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The number of Prime Video users

People subscribe to Amazon for the shopping Do you subscribe to Amazon Prime specifically for video?
benefits, not the video

* Only 7.5% say they subscribed for the

B Yes, | love their video

g content!
video
« 47.4% subscribed for the shopping B No. | subscribed for the
benefits shopping benefits, but |

: atch the video too
. Of those that are prime members, three " v

guarters watch prime video ONo, | subscribed for the
shopping benefits, and

don’t watch the videos

Company has 100 million Prime Members ONo, | subscribe for the

worldwide shopping benefits - |

. - . . didn’t know they offered
Around_ 75 million used Prime Video stroaming viden
worldwide 4.1% m | don’t subscribe to

« Between 25-30 million U.S. monthly users Amazon Prime
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Content Spending Compared

Non-Sports Video Content Spending - 2017

Internet companies in orange
(numbers in billions of US dollars)

Source: MoffettNathanson, 2018
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Content strategy

Content spending was $4.6B in 2017

* Includes music and video

 Spent $3.2B in 2016

» Tripled spending on originals in 2017

Willing to work within existing industry constraints
 Manchester By The Sea distributed as a “regular” movie

e Distribution deals with CBS for summer shows like Extant,
Under the Dome

Leverages customer feedback to decide on originals
« Customers can vote on pilot episodes of new shows

 Amazon ultimately decides which go forward, which get
cut
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Amazon Channels Program

Amazon 3

Unlimited access to addictive
dramas, hilarious comedies,
movies, and so much more

See All Channels WESTWORLD

Channels is a reseller program

 Amazon uses its marketing might to push
partner video services to customers

*  When you search for a movie or show in
a partner channel

When you enter Amazon Prime Video
* In email promotions to members

rJSCREENrAEDIA
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hit movies, sports, and more [?

HOMILAND

Partner content integrated into Prime Video
Interface
Credentials don’t work with partner’s own
app
Amazon handles billing, customer support,
marketing

* For afee, of course
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Amazon Channels Program

Amazon

Unlimited access to addictive
dramas, hilarious comedies,
movies, and so much more

See All Channels Learn mot WESTWORLD

At least 90 US partners

« Amazon claims already sold “millions™ of
partner subscriptions

Partners seem very happy with the program
« Solves an impossible problem for them

* Helps them be found by Amazon’s 100M
prime members
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Amazon Channels launched in UK, Germany,
Austria
* 40 on-demand partners

- ITV, Discovery, Eurosport, MGM and
Amazon’s own curated Bollywood channel
Heera

Also includes traditional flow TV channels

Discovery Channel - £4.99/month
- First time available outside of pay TV
Eurosport - £6.99/month
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Amazon moving to ad-supported service

Rich Au, head of Amazon Channels in the U.S.,
says:

« Offer ad-supported services later this year

* Not part of Channels program

Amazon engagement could use some help
* People watch much less on Prime Video
* “Free ad-supported” flow TV could help

Si(éh Au, head of Amazon Channels in the Viewing Hours per Month 268
.S., says:
® Oﬂ:er ad_Supported SerV|CeS |ater thlS 260 W Total Streaming HHs lSlreaming-Only HHs 28.9
year Source: comScore OTT Intelligence, U.S., April 2017
* Not part of Channels program
Not exactly clear what he means
« VMVPD?
* Free to subscriber flow TV? .
« Could partner with CBS, Discovery NETFLIX ou ) amazon hulu
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Amazon’s complete entertainment strategy
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Amazon Channels is, in effect, a la carte TV

Customers buy only the channels they want
They can drop them whenever they want
Everything is integrated into a single place
Unified by voice search, recommendations

Ad-supported flow TV

Digital rentals and purchases

Anchored by Amazon devices
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VRV - different aggregation approach

VRV is a new aggregation app which targets the world of fandom
Brings a variety of SVOD channels to that audience
* Anchor tenant: Crunchyroll

* Includes other services like Rooster Teeth, Funimation, Nerdist, Cartoon
Hangover, Mundo

« Has bundles: Crunchyroll, Rooster Teeth, Funimation, Nerdist, Cartoon
Hangover for $10/month

« Each partner provides free ad-supported content
- Enticement to get people to download the app

Helps smaller SVOD services be found by an audience receptive to the

content

ASCREENNEDIA
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@ ESCAPE

We've locked celebrities in a room together and thrown a
bunch of puzzles and riddles at them to see if they can
free themselves in under a half hour. Janet Varney hosts ...

CHANNEL SELECTIONS

MACKENZIEOAVIS  CAITUN
’ t
i

CAT ,»,WW/ ‘
RGENT

JAPANESE CAT AGENT ALWAYS SHINg
HORROR FILMS Mondo

21



VRV - different aggregation approach

“We made a very conscious choice with VRV. We said ‘what is our expertise?’
Product and engineering, and marketing and distribution. We went to a bunch of
companies that understood brand and content and creation and having a voice
and who their community is. And we said let’s partner up. You bring great
programming, great content, and an audience to the table and we will commit to

giving you the tools to build your business.”
Arlen Marmel, VP Marketing and Distribution, Ellation.
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Amazon content mix

Amazon USA: # distinct movie and TV show titles

28,000
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Ampere Analysis 2017

Amazon continues to expand content catalog * Originals up 3X since June 2015

* Up 62% since June 2015
Also focusing on originals, exclusives

JSCREENNEDIA

*  Exclusives up 4X
Amazon Videos Direct
« Delivered 8000 short form videos
* YouTube model

Not for distribution or publication
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Amazon Strategy

Amazon is, at its core, a retailer

« Video was introduced to bolster the Prime program as the lure of two-day
shipping began to fade

Digital media downloads, streaming took over from physical media sales
and shipping

* Retail sales are first and foremost, even with prestigious video awards!
- “When we win a Golden Globe it helps us sell more
shoes.”

- “People that use Prime Video renew <their
membership in Prime> at higher rates and convert
from free trials at higher rates.”

- “We can charge less for premium content because
we have the flywheel spinning”

- Translation: One business can help subsidize
another

- Big advantage for Amazon over Netflix in license
negotiations
Jeff Bezos at the Code Conference, May 2016
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Why Amazon allowed separate video subscriptions

Video is a key incentive supporting Prime membership

Why did the company allow people to subscribe just to the video

¢ $8.99 a month

* Full Prime membership is $99 a year

The reason is Amazon Channels

« Amazon wants to sell Channels to as many people as possible

 Those people that don’t want to buy from Amazon store, can
still use Amazon Channels

« Pricing is unattractive for existing Prime members
Allowing people to sign-up from Prime Video
separately is still a retall strategy!

ASCREENNEDIA
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Amazon hardware strategy

Looking to create vertically integrated distribution channels, like Apple
 Fire TV, Fire TV stick put Amazon Video at center of online experience

* Islicensing Fire TV OS to television manufacturers
« Partnering with BestBuy on 10 models of smart TVs
* Insignia (in-house brand), Toshiba
* Models exclusively available through BestBuy, not Amazon

No strong differentiation from competitors

 Not as many services available as competitors
* Me-too products

« Part of ecosystem of devices: Alexa, Kindle Fire
Furthers Amazon’s retail strategy

« Selling partner content in “channels”

« Digital movie rentals and sales

JSCREENNEDIA
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Amazon perceived as biggest disrupter
2.6%
3.7%. 0.2%

5.8%

Digital TV Europe interviewed 380 digital
TV industry execs from 42 countries.

Which of the following
companies do you think will

: have the biggest single
27% _sald th_ey thought _Amazqn would have impact on the business of
the biggest impact of digital video __ digital video distribution
distribution over the next two years. over the nexttwo years?

21% said Netflix

Everything else is relatively small in
CO m paFISOn . ' Amazon . Hollywood studios collectively

. Netflix (e.g. Disney, Sony Pictures, Viacom)

. Large over-the-air broadcasters

. Large international telecom collectively (e.g. BBC, NHK, RTL

operators collectively (e.g. AT&T,

DO you ag ree’) Orange, Telefonica, Vodafone) G.ro:p) I
. Google pple
. Facebook .Twitter

@ cable & DTHMPVDs/
pay TV operators collectively (e.g.
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Amazon weaknesses

Service experience is generally weaker than Netflix, Hulu, Apple
* Interfaces lack polish, cohesion

« Billing is confusing

« TV devices not as successful as competitors

* App installation clumsy, confusing

Vulnerable to overall economic conditions

* Retalil slows down and consumer confidence is weak
* Video services generally do well during tough times
Moving to monopoly status in core market

« Attracting the attention of government regulators
Vulnerable to net neutrality issues

« Climate is anti-regulation in the US

« Already signs of neutrality infringement

JSCREENNEDIA
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Netflix versus Amazon

Overall strategy Video service business Retail business

Overall content strategy =~ Content aggregator Service aggregator

Content approach Originals, license newer  Originals, exclusives,
titles library

Video business Premium provider Ala carte TV
approach

FISCREENNEDIA 29
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Conclusion

Are Amazon and Netflix CompetitOI’S? Amazon is Seeking a broader role
« Neither Bezos nor Hastings says so

. There is room for both « As service aggregator, manager

« Both companies have bigger challenges than * Pay TV replacement

competing with each other + Can it do this without Netflix as a
Netflix wants to be the one service everybody partner?
must have

* Views itself as a consumers complete

* Providing general entertainment entertainment package

« Views itself as part of a consumer’s overall
entertainment package

* May launch new tiers of service
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About nScreenMedia

nScreenMedia is a resource to the Digital Media Industry as it transitions to the new infrastructure for
multi-screen delivery. Through a mix of informed opinion, news, information and research
nScreenMedia helps you make sense of multi-screen media.

www.nscreenmedia.com

Disclaimer

We at nScreenMedia use rigorous methodologies in constructing and validating our research and opinions. Our collective knowledge
includes information gathered from public and private sources, industry interviews and other research sources. Since the markets
nScreenMedia covers are subject to rapid change, nScreenMedia is not responsible for loss caused by any errors, omissions, or
misinterpretation of the contents. All information is provided “as is” with no warranty implied or expressed. nScreenMedia disclaims any
liability to any individual or organization that has made business or investment decisions based on reliance on the contents of our

research.

Copyright Notice

This document is published by nScreenMedia, Copyright 2018. Reproduction is strictly forbidden unless authorized by nScreenMedia.
This document must not be forwarded. It is for the personal use of the individual originally receiving it from the nScreenMedia only. You
may use diagrams and data points in presentations and documents you create provided that: full attribution to nScreenMedia is included,
you do not include more the 30% of the diagrams in a single presentation or document. All rights reserved.
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