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Introduction

According to Footnote 6 in Netflix’s most recent form 10-Q, Netflix owes Hollywood roughly $15

billion for content. NFLX's content is a phantom component of Enterprise Value. The content liability, is like an unfunded
pension liability in Enterprise Value for a mature company. As Netflix owes Hollywood +/-$15 billion at some point the content cost
needs to be monetized, to be cut or Netflix must to dilute the equity in to address the escalating obligation. So far, the liability has
been allowed to expand from $700 million in 2012 because subscription and revenue growth are strong and the pace of the
Capitalization has expanded faster than revenue growth.

Conservatively NFLX's Enterprise Value when including the liability is closer to $83 billion than $68 billion. In a deal, | suspect a
smart strategic partner will balk paying a premium given the liability just as SIRI balked at paying a premium for Pandora. Thus, if
a buyer believes there is roughly $70 billion in value the buyer will target approximately $120 a share and not $150 a share. (I am
short and this is a hypothetical and not a price target!)

Cancelling shows suggests Netflix is managing costs. What may be troubling is for years, the Wall Street Daily affirmation has
been “NFLX knows what its subscribers watch” thus content risk on new programing was dismissed as an issue. Wall Street will
also say a Netflix Show is Popular when the Company does not provide any user metrics. Thus, Wall Street underweights the risk
lurking off the balance sheet.
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If Netflix truly had a better content acquisition model owing to its big data; Netflix would be spending less on content per sub and
Netflix would never have to cancel a show. Belief in Netflix's Big Data is at the heart of the Wall Street Bull Case which is why
NFLX can have a premium multiple, a greater content liability and less than 10% of the EBITDA as compared to CBS. Some
investors believe NFLX cannot make a mistake in terms of content risk and reward. There are 15 billion reasons why Wall Street
consensus is exaggerated. Trading at 200x earnings, some might suggest NFLX has limited content risk discounted in the current
price.

6. Commitments and Contingencies
Streaming Content

As of March 31, 2017, the Company had $15.3 billion of obligations comprised of $3.9 billion included in "Current content
liabilities" and $3.0 billion of "Non-current content liabilities" on the Consolidated Balance Sheets and $8.4 billion of obligations that are
not reflected on the Consolidated Balance Sheets as they did not yet meet the criteria for asset recognition.

As of December 31, 2016, the Company had $14.5 billion of obligations comprised of $3.6 billion included in "Current content
liabilities" and $2.9 billion of "Non-current content liabilities" on the Consolidated Balance Sheets and $8.0 billion of obligations that are
not reflected on the Consolidated Balance Sheets as they did not yet meet the criteria for asset recognition.

The expected timing of payments for these streaming content obligations is as follows:

As of

March 31, December 31,

2017 2016

(in thousands)
Less than one year $ 6,599,754 $ 6,200,611
Due after one year and through three years 6,939,847 6,731,336
Due after three years and through five years 1,562,941 1,386,934
Due after five years 187,592 160,606
Total streaming content obligations $ 15,290,134 $ 14,479,487

Source Netflix SEC 10-Q



Content is pricey and so is Netflix

Netflix trades with higher multiples as compared to peers
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Template: Capital IQ Default Comps
Currency: US Dollar
As-Of Date: May-30-2017

Company Comp Set

Company Name TEV/Total TEV/EBITDALTM - TEV/EBIT LTM - P/Diluted EPS P/TangBV LTM -
Revenues LTM - Latest Latest Before ExtraLTM - Latest

Latest Latest
Amazon.com, Inc. (NasdaqGS:AMZN) 3.3x 39.1x 116.4x 187.7x 26.7x
Netflix, Inc. (Nas daqGS:NFLX) 7.6x 112.2x 123.2x 211.1x NM
Live Nation Entertainment, Inc. (NYSELYV) 0.9x 12.8x 40.4x NM NM
Domino's Pizza, Inc. (NYSEDPZ) 4.8x 24.3x 25.8x 44.6x NM
Facebook, Inc. (NasdaqGS:FB) 13.5x 25.0x 29.5x 38.7x 10.6x
Tesla, Inc. (NasdaqGS:TSLA) 7.2x 116.6x NM NM 12.1x
Criteo S.A. (NasdaqGS:CRTO) 1.8x 18.7x 28.4x 47.1x 11.1x
Summary Statistics TEV/Total TEV/EBITDALTM - TEV/EBIT LTM - P/Diluted EPS P/TangBV LTM -
Revenues LTM - Latest Latest Before ExtraLTM - Latest

Latest Latest
High 13.5x 116.6x 123.2x 211.1x 26.7x
Low 0.9x 12.8x 25.8x 38.7x 10.6x
Mean 5.6x 49.8x 60.6x 105.8x 15.1x
Median 4.8x 25.0x 34.9x 47.1x 11.6x
S&P 500 (*SPX) 2.4x 12.2x 17.8x 24.2x 8.6x

Displaying 7 Companies.

Excel Comp Set ID: 1Q432581714

Values converted at today's spot rate.

Netflix’s balance sheet is not as strong as it once was with the expansion of debt. The table below
does not include the $15 billion content liability which is contingent. Including the liability makes NFLX roughly
as levered as Tesla.

S&P
Capital 1Q

ComEan‘ ComEarabIe AnaI‘sis > CRI i#NFLX‘ > OEeratini Statistics

Template: Capital IQ Default Comps
Currency: US Dollar
As-Of Date: HIHHEHHT

Company Comp Set

Company Name LT™M LT™M LTM Total LT™M LTM Net LTM Total 5 Year
Gross EBITDA Revenues,1l EBITDA,1 Income, 1Yr Debt/EBITDA Beta

Marain % Marain % Yr Growth % Yr Growth Growth %
Amazon.com, Inc. (NasdaqGS:AMZN) 35.6% 8.6% 25.71% 34.49% 121.44% 1.8x 1.48
Netflix, Inc. (NasdagqGS:NFLX) 33.6% 6.8% 32.74% 101.75% 166.38% 5.2x 1.25
Live Nation Entertainment, Inc. (NYSELYV) 27.3% 7.2% 16.74% 15.92% - 3.8x 0.84
Domino's Pizza, Inc. (NYSEDPZ) 31.1% 19.5% 13.49% 13.68% 20.71% 4.4x 0.63
Facebook, Inc. (NasdaqGS:FB) 86.4% 54.0% 53.23% 75.07% 134.90% - 0.68
Tesla, Inc. (NasdaqGS:TSLA) 23.6% 6.2% 101.01% - - 18.2x 1.18
Criteo S.A. (NasdaqGS:CRTO) 35.7% 9.3% 33.86% 37.73% 21.79% 0.5x 2.71
Summary Statistics LT™M LT™M LTM Total LT™M LTM Net LTM Total 5 Year
Gross EBITDA Revenues,1l EBITDA,1 Income, 1Yr Debt/EBITDA Beta

Margin % Margin % Yr Growth % Yr Growth Growth %

%

High 86.4% 54.0% 101.01% 101.75% 166.38% 18.2x 271
Low 23.6% 6.2% 13.49% 13.68% 20.71% 0.5x 0.63
Mean 39.0% 15.9% 39.54% 46.44% 93.04% 5.6x 1.25
Median 33.6% 8.6% 32.74% 36.11% 121.44% 4.1x 1.18
S&P 500 (*SPX) 32.6% 19.3% 3.70% 3.83% 15.67% 4.1x -

Displaying 7 Companies.

Excel Comp Set ID: 1Q432581714

Values converted at today's spot rate.



Cancelling Shows may be good for earnings near term

Netflix does not provide user metrics but for years | have compared Netflix programing to other TV events and have extrapolated
intent to view from Google Trends and Twitter Trends Data. The idea is if something like the NBA finals has Google Search
Footprint and House of Cards are trending concurrently viewership can be extrapolated. The Google Trends comparison could
provide an estimate of the Netflix views if an estimate of the NBA views is accurate and correlated. Is it perfect? no, but the
extrapolation has been validated in the past. Thus, | am 80% confident the extrapolation will yield an estimate for Netflix views +/-
2 million. My estimate is a more accurate data point then management comments. About Sense 8 Management said “Sense 8 was
not watched and expensive (Netflix Original) ...... in 2015. They also stated ....it (Sense8) was mind blowing and International in
2015 and has the best 4 hours of anything we have done. (in the Hollywood Reporter).

Views and time spent viewing is now an important metric for NFLX. Netflix may now need to write down content as Netflix is
capitalizing content. Under capitalizing and expense rules, if shows are cancelled after 2 or 3 years and they are not well viewed
the accountants will make Netflix expense the shows more conservatively. Better matching the expense and timing of revenue
could weigh on earnings. The write down is also more likely if Netflix is amortizing the shows over a 4 to 6 year period. Any content
company cannot expense as if the Original is going to last 10 years and get 10 million viewers if it is cancelled after 3 years and
gets 3 only million viewers. Moreover, while a write down is noncash in some most industry cases, the new expensing following a
write down suggests lower margins and less opportunity for earnings growth. Netflix would certainly have fewer assets, and less
equity to support the debt needed to fund remainder of its $15 billion liability. A Company burning cash and taking on liabilities to
fund future earnings and FCF is undermined by a write down as the asset is marked down because the Cash Flows did not pass
the accounting means test.

Google trends is a relative qualitative measure. It measures performance against its self thus a search term that has 100 hit today
versus 50 hits yesterday and 100 is an all-time high has a Google trend of 100 today and 50 yesterday. If the search term has half
the hits as a compared another term then the Google trend is 50 today versus 100 for the compared term.

Based on the Google Trends, Netflix has roughly 6 million unique viewers in the US as compared to 30 million for the NBA finals.
This audience has grown by roughly 100% since S1E1 when HOC was estimated to have 2.5 million unique fans. | would also
suggest that Kevin Spacey needs to put Donald Trump on his Christmas card list because based on Google Trends the House of
Cards has benefitted from Trump’s Palace intrigues, IMHO.

NBA Finals Google Trends
versus
House of Cards
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Source: Google Trends and TenXresearch.com



Have we seen peak TV? Is the Golden Age of Scripted TV over?

When we compare House of Cards (HOC, Black), to Netflix's Cancelled Shows and also Homeland (HL, RED) on Show Time we
can get feel for how the shows are trending over the same period from 2013 to the present. We also note, over all TV ratings for
all scripted Shows are down double digits in 2017 thus the Golden age of TV is over and maybe it was over the second the last
episode of Breaking Bad was dropped. The ratings below are C+3 and the actual views of each season may be more than 100%

greater when including time shifted views.

Current/latest season’'s ratings data, sorted by initial
airings

Nielsen Ratings

Showtime TV shows

Viewers Year-to-year

(mil) change
Shameless (renewed) s7 1.416 -9.39%
Homeland (renewed) s6 1.276 -16.51%
Ray Donovan (renewed) s4 1.227 -11.70%
Billions (renewed) s2 0.88 -19.85%
The Affair (renewed) s3 0.649 -22.87%
Penny Dreadful (ended) s3 0.578 -5.23%
Masters of Sex (cancelled) s4 0.453 -23.85%
Episodes (renewed/ending) | s4 0.349 -35.35%
Twin Peaks s3 0.331
House of Lies (cancelled) s5 0.323 -44.64%
Roadies (cancelled) sl 0.307
Dice (renewed) sl 0.191
I'm Dying Up Here s1 0.167
Guerrilla sl 0.102
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https://www.google.com/url?q=http://tvseriesfinale.com/tv-show/twin-peaks-season-three-ratings/&sa=D&ust=1497377487875000&usg=AFQjCNFE6kxs8pgRwbEfVul_dec8n5WEjQ
https://www.google.com/url?q=http://tvseriesfinale.com/?p%3D47296&sa=D&ust=1497377487876000&usg=AFQjCNEK4Q1HvncOjNrwcj2ffSVQT1yGqA
https://www.google.com/url?q=http://tvseriesfinale.com/?p%3D51612&sa=D&ust=1497377487876000&usg=AFQjCNGrke4gV9fA5aNvSLGpNMVKQGe2hQ
https://www.google.com/url?q=http://tvseriesfinale.com/?p%3D47304&sa=D&ust=1497377487876000&usg=AFQjCNG3JPB-EwViR0d1l2V56p2Mm2tHQQ
https://www.google.com/url?q=http://tvseriesfinale.com/tv-show/im-dying-season-one-ratings/&sa=D&ust=1497377487876000&usg=AFQjCNHxzeB76HflTihjXybyE3mOtMm5Bw
https://www.google.com/url?q=http://tvseriesfinale.com/tv-show/guerrilla-season-one-ratings/&sa=D&ust=1497377487876000&usg=AFQjCNG8U5rXy6Lz_aGvPlOkKbjr3IXMHQ

While House of Cards Clearly outperforms; Netflix's Fallen Stars seem
popular according to Google Trends.

As compared to Home Land and HOC: Sense8, The Get Down, and Marco Polo, three notable cancelled Netflix Shows, appear to
have Google Trends that are in the same league as House of Cards and likely had similar viewership. However, | suspect since
HOC is cheaper to produce and a key Netflix tentpole thus the show was not cancelled. However, if the Netflix model is based on
retaining HOC and Orange is the New Black Subscribers throughout the year Netflix is going to need to find another way to combat
churn. Maybe the new content is Cinema or International but so far Netflix does not have a runaway movie hit that compares to
House of Cards, or Orange is the New Black.

Comparison of House of Cards versus Netflix's Cancelled Shows
Google Trends 2013 to the Present
Source: TenXResearch
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When we look at the average Google Trends of the Netflix programing sample HOC lags the cancelled Originals
comparison set. Sense8 and Marco Polo had global Google trends which are roughly double HOC. | suspect these
Originals were at some point more popular than HOC but are not more popular today.

Average Google Trends 2013 to Present
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There is more to statistics than an average.

The goal of good expensive content is to retain audiences and keep people from cancelling subscriptions. The Standard Deviation
may be a good measure of retention for a particular Original.

Netflix, owing to its business model, must essentially renew its subscriber base each month. If Netflix had popular stable content
retention is an easier task as compared to blowing up the Internet every month with a spectacular premier. HOC may be less
popular at times as compared to the cancelled Netflix shows. However, over time HOC has fewer ups and downs as exemplified
by the lower standard deviation on Google Trends. Thus, the HOC audience is more bankable than The Get Down or even
Homeland due to the low average variance over time.

Google Trends Netflix Comparisons Standard Deviation
Source: TenX Research
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Conclusion

Warning: Combined with the departure of Reed Hunt, the exit of some of Netflix’s long time hedge fund holders, | would be very
cautious on Netflix. | respect this company and for many years the Netflix has created alpha by marketing direct to the consumer.
Recently, Netflix in addition to cancelling shows (which if the model was 100% effective they would not need to do) Netflix has out
licensed programming to TenCent in China and Altice. While these deals will be good for earnings and the top line, long term the
lack of exclusivity undermines the Netflix Brand which is about disruption.

The Bull Case Changes occurring today will lead to greater earnings growth than modeled in the consensus. The Bull Case also
would suggest current cuts have no immediate influence on subscriber growth rates in the near term or the reminder of 2017. In
the Bull Case NFLX retains subs at lower cost as compared to the cancelled shows, the current 52 week range could be sustained
and a short is a bad idea.

The Bear Case The bear case is NFLX is reacting and not cutting to the where the ball will be. | think that is bad for a Company
with a triple digit multiple, a 6 year old SVOD business, that owes Hollywood $15 billion. Under the Bear Case the rate of subscriber
growth slows faster than expected and the forecast for 100 million US Subs is pushed out yet again from to 2026. Under the Bear
Case fewer expenses are capitalized and earnings approximates NFLX's negative FCF. Under the Bear Case NFLX capitalizes
the liability and earnings are depressed. Under the Bear Case, | think it reasonable to assume that over 2 to 3 years the Netflix EV
to Sales multiple contracts roughly 50% which is still growthy and a premium to the S&P 500.

| think in the near term the Bull Case is 70% probable and in the long-term the Bear Case could be optimistic. If Netflix responds -
poorly and slowly to the apparent Originals Content bubble bursting -as evidenced by poor TV ratings and high costs- Netflix could
have more downside.

Devising a strategy to exploit this bi modal data set is a challenge. To para phrase Miyamoto Musashi, the great 16t Century
General, “You must understand that there is more than one path to the top of the mountain” So Netflix requires out of the box
thinking given [ think it could go up 20% and down +50%. .

Personally, | have been systematically buying puts and pressing positions, and then hedging after about 10% downside. After 3
years, the strategy has worked but | would have made more money being long NFLX shares. After the recent sell off, | am not
naked short today. The selloff has little to do with this report, | am looking for a career not a trade. However, if | were running
Institutional Funds | would be rebalancing long positions because NFLX is not a name | would be overweight after a 30% run over
the last 12 months and even more from the $84 52 week low. Musashi also said, “Do nothing that is of no use”.

If | were managing Long/ Short assets | would be long Netflix shares, and have a disproportional 10:1 position in Netflix Puts. For
example, If | were long $150 million in stock and $1.5 million out of the money puts the stock could go up $15 and the position
could be profitable. If the stock goes down owing to put leverage and writing calls against the long the position would be profitable.
That would be my strategy which is borrowed from David Rocker many years ago. The benefit of my trade is if management does
start to falter, | would also be positioned to be an activist and lobby for change. | like those options and the opportunity to create
value multiple ways.
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Metfllx, Ino_ (NFLY)  $152.72

Supply Chain Cverview

Suppliers (8 of 46)

Company Mame

R DirgamWorks Animation SKG, Inc. Class A

- CBS Garparation Glass B
M Tworty-First Cantury Fax, Inc. Class A
g Cemeast Corparatian Class A

o Tivo Inc.

Customars (5 of 18)

Company Mame

o Tivo Inc.

o Pz Enbartainmant LLC

R ProSisbenSal 1 Madia SE

R PCCW Limiled

R DISH Matwork Corporation Class A

Partners (5 of 20)

Company Nama
" CES Carparaltion Class B

D TiVe Inc.

o Tirma Wamar Inc.
o Twarty-First Cantury Fax, Inc. Class &

o Comcas! Corparafion Class &

Spurca: FactSet Supply Chain Aslationships.

33.00%

% of Revanue

Partnarship Type

In-icarsing

In-lisareing, Out-liensing

In-icarsing

In-licarsing

In-icarsing

Sorind by related revanun, relaSionship dsclosure, product overiap, and nama.

Al Valugs in USD

Mani? Rp? Do 25 Jul 17

FAoport as of 13Jun 17

O Direct Discdasure A Reverse Discdosurs M Mutual Disclosura
% of Ravenue  Markal Valua (M) FactSel Secior

25,161

51,618

195472

Marioat Valwa (M)

8,606
4 356

A0,765

Markal Valua (M)
26,161

75,5933

51818

195472

‘Consumar Senvices

‘Consumar Sonvices

‘Consumar Sonvicos

Consumar Soervices

‘Consumar Durables

FactSal Secior
Consunar Durables

‘Consumar Services

‘Consumar Services

‘Communicafions

Consumnar Services

FactSel Secior
‘Consumar Services

‘Consumar Durables

‘Consumar Services

‘Consumar Services

‘Consumar Senvices

FaciSei Indusiny
Movie=Entartainmant

Braadeasting

MoviesEntartainmant

Cable/Sasmllite TV

Elnctronicsigplianoes

FaciSal Indusry
Electonicsgpliances

MaviesEntartainman

Brosdaasting

Major Telacommunicafions

Cable/Sasallite TV

FaciSal Indusiny
Braadeasting

ElectonicsAgpliancs

Mavip=Entartainman

Mavip=Entmrtainmant

CablesSasmllite TV
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Nettix, Inc. (NFLX)  $152.72

Report as of 13 Jun 17

Revenue Exposure By Country Country Map of Revenue Exposure
Total LTM Revenue $9.58
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Revenue Exposure By Super-region Revenue Exposure By Economy
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B Americas: 69.2%
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Full Disclosure
Investors should assume the author has a trading interest in any of the enterprises noted in this report and investors should not
use the findings in this report as the sole basis for an investment decision. Readers should not view any of the views in this report

as a buy sell recommendation.

| have made no fees and provide no representations or warranties for the information in this report.



