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Netflix Inc. Upgraded To 'A' From
'BBB+' On Performance, Revised
Financial Policy; Outlook Stable

CHICAGO (S&P Global Ratings) July 22, 2024--S&P Global Ratings today took the rating actions listed above. The

upgrade reflects Netflix's accelerating growth, strong margin expansion, and strengthened credit metrics and

cash flow. Netflix continues to report operating results that exceed expectations through the first half of 2024.

S&P Global Ratings-adjusted leverage decreased to 1x as of June 30, 2024, and has remained under 1.5x over the

past six quarters due to strong earnings and cash flow growth. Netflix's initiative to limit password sharing rolled

out in mid-2023 has been the key factor to reaccelerating revenue growth that we now expect at 14%-15% in

2024 and about 10% in 2025. In the past four quarters, the company added over 39 million subscribers and now

has 278 million globally.

The company's leadership position and significant investments in content and marketing have resulted in a

globally recognizable brand, strong customer retention, and pricing power that we expect to sustain strong

revenue growth, operating leverage, and robust cash flow. Despite planning to increase content spending up to

$17 billion in 2024, up from the $13 billion in 2023 depressed by the Hollywood strikes, we expect Netflix to

generate a robust $6 billion of free operating cash flow (FOCF) due to EBITDA growth of 33%.

We expect Netflix will maintain a financial policy, including possible acquisitions, below our 2x leverage

downgrade trigger. After reporting first-quarter results, Netflix updated its financial policy that we view as

supportive of our upgrade to 'A'. As part of the update, the company now targets a "solid investment-grade

rating" as opposed to just an "investment-grade rating". While Netflix removed its former target of $10

billion-$15 billion gross debt, we do not view this as a negative. We now forecast EBITDA will be over $10 billion,

which provides about a $10 billion cushion to maintaining leverage below our 2x downgrade threshold, or

significantly more than $10 billion if it pursued a sizeable acquisition due to its significant cash flow generation.

We view an acquisition of that magnitude as unlikely given Netflix's history of not pursuing large-scale

acquisitions, which is supportive of the upgrade.

U.S.-based Netflix Inc. has outperformed our forecast over the past several quarters and is

generating mid-teens percent revenue growth and material margin expansion that has reduced

leverage to 1.1x from 1.6x at the end of 2022.

—

Netflix updated its financial policy after announcing its first-quarter results, supporting our view

that S&P Global Ratings-adjusted leverage will remain below 2x on a sustained basis.

—

As a result, we raised our ratings on Netflix, including the issuer credit rating to 'A' from 'BBB+'.—

The stable outlook reflects our expectation that Netflix will maintain its global leadership position

in streaming video and generate 10%-15% revenue growth over the next two years due to its

higher subscriber base and increased user monetization from price increases and advertising

leading to modest margin expansion. We expect leverage to remain about 1x absent meaningful

acquisitions.

—



Additionally, Netflix explicitly has said that it does not currently have any plans to pursue a leveraged share

buyback and will use FOCF to repurchase shares, which will hold leverage steady in the absence of major

acquisitions. We expect strong and improving FOCF along with a conservative financial policy, allowing ample

headroom to maintain leverage below 2x and significant flexibility to pursue any strategic large-scale

acquisitions.

In our view, evolving dynamics in the media ecosystem enhance Netflix's competitive position. Its position as the

global leader in streaming remains strong and, in our view, has increased as the streaming landscape has

shifted. Competitors are focused on generating sustainable profitability as opposed to subscriber growth. These

dynamics have rationalized spending on content while several participants consistently raise prices. Both

factors benefit Netflix because they ease competition to acquire content and allow for industry average revenue

per user (ARPU) growth.

Netflix's successful execution of its password sharing initiative and ongoing investment in its already strong

technology platform maintain its strong competitive advantage and contribute to the strong reacceleration of

growth that we view as sustainable over the next 2-3 years. We also view the ongoing shift of advertising toward

digital as an additional opportunity for growth. Netflix has been expanding its ad-supported subscriber base and

ad-tech capabilities. Advertising could be a meaningful contributor to growth by 2026 if Netflix executes its

strategy.

The stable outlook on Netflix reflects our expectation that it will maintain its global leadership position in

streaming video. We expect the company to generate 10%-15% revenue growth over the next two years due to its

higher subscriber base and increased user monetization from price increases and advertising leading to modest

margin expansion. We expect leverage to remain about 1x absent meaningful acquisitions.

We could lower our rating on Netflix if:

While unlikely over the next 12-24 months, we could raise our rating on Netflix if it:

Revenue declines and margin contracts due to an increasingly competitive landscape such that

leverage increases above 2x; or

—

It adopts a more aggressive financial policy with respect to acquisitions and shareholder returns

such that leverage increases and remains above 2x.

—

Maintains leverage of less than 1x on a sustained basis; and—

Successfully builds out a scaled advertising platform that contributes to revenue growth greater

than 10% and operating margin approaching 30% over the next 2-3 years.

—



Related Criteria

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant

factors, have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with

such criteria. Please see Ratings Criteria at www.spglobal.com/ratings for further information. Complete ratings

information is available to RatingsDirect subscribers at www.capitaliq.com. All ratings affected by this rating

action can be found on S&P Global Ratings' public website at www.spglobal.com/ratings.

European Endorsement Status

Global-scale credit rating(s) issued by S&P Global Ratings’ affiliates based in the following jurisdictions

 have been endorsed into the EU and/or the UK in accordance

with the relevant CRA regulations. Note: Endorsements for U.S. Public Finance global-scale credit ratings are

done per request. To review the endorsement status by credit rating, visit the spglobal.com/ratings website and

search for the rated entity.

No content (including ratings, credit-related analyses and data, valuations, model, software or other application
or output therefrom) or any part thereof (Content) may be modified, reverse engineered, reproduced or

distributed in any form by any means, or stored in a database or retrieval system, without the prior written
permission of Standard & Poor’s Financial Services LLC or its affiliates (collectively, S&P). The Content shall not

be used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors,
officers, shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy,

completeness, timeliness or availability of the Content. S&P Parties are not responsible for any errors or

omissions (negligent or otherwise), regardless of the cause, for the results obtained from the use of the Content,
or for the security or maintenance of any data input by the user. The Content is provided on an “as is” basis. S&P

PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM

BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR

THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION. In no event shall
S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special

or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or
lost profits and opportunity costs or losses caused by negligence) in connection with any use of the Content
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even if advised of the possibility of such damages.

Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as

of the date they are expressed and not statements of fact. S&P’s opinions, analyses and rating acknowledgment
decisions (described below) are not recommendations to purchase, hold, or sell any securities or to make any

investment decisions, and do not address the suitability of any security. S&P assumes no obligation to update

the Content following publication in any form or format. The Content should not be relied on and is not a
substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or

clients when making investment and other business decisions. S&P does not act as a fiduciary or an investment
advisor except where registered as such. While S&P has obtained information from sources it believes to be

reliable, S&P does not perform an audit and undertakes no duty of due diligence or independent verification of

any information it receives. Rating-related publications may be published for a variety of reasons that are not
necessarily dependent on action by rating committees, including, but not limited to, the publication of a periodic

update on a credit rating and related analyses.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued

in another jurisdiction for certain regulatory purposes, S&P reserves the right to assign, withdraw or suspend
such acknowledgment at any time and in its sole discretion. S&P Parties disclaim any duty whatsoever arising

out of the assignment, withdrawal or suspension of an acknowledgment as well as any liability for any damage
alleged to have been suffered on account thereof.

S&P keeps certain activities of its business units separate from each other in order to preserve the

independence and objectivity of their respective activities. As a result, certain business units of S&P may have

information that is not available to other S&P business units. S&P has established policies and procedures to
maintain the confidentiality of certain non-public information received in connection with each analytical

process.

S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of

securities or from obligors. S&P reserves the right to disseminate its opinions and analyses. S&P's public ratings
and analyses are made available on its Web sites,  (free of charge), and

(subscription), and may be distributed through other means, including via S&P
publications and third-party redistributors. Additional information about our ratings fees is available at

.

Any Passwords/user IDs issued by S&P to users are single user-dedicated and may ONLY be used by the

individual to whom they have been assigned. No sharing of passwords/user IDs and no simultaneous access via
the same password/user ID is permitted. To reprint, translate, or use the data or information other than as

provided herein, contact S&P Global Ratings, Client Services, 55 Water Street, New York, NY 10041; (1) 212-438-

7280 or by e-mail to: .
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