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BY GEORGE WINSLOW 

AMIXED earnings report pushed 
Netfl ix’s stock down last week 
and raised a number of key 

issues about the SVOD provider’s 
future—its aggressive international 
expansion, the growing importance of 
the company’s original programming 
slate and programing costs. 

But management dismissed sluggish 
Q3 U.S. subscriber gains as something 
of a technical fl uke, and Wall Street 
analysts generally agreed. In the wake 
of the earnings report, many analysts 
have raised their stock price targets 
for the company. 

In a letter to shareholders, CEO 
Reed Hastings and CFO David Wells 
noted that the Netfl ix added only 0.88 
million U.S. subscribers—lower than 
the 1.15 million management had pre-
dicted —in Q3. They blamed “slightly 
higher-than-expected involuntary 
churn (inability to collect), which 
we believe was driven in part by the 
ongoing transition to chip-based credit 
and debit cards.”

Top management also stressed that 
they company signifi cantly beat its in-
ternational sub growth targets, adding 
2.74 million, rather than the predicted 
2.4 million. Execs also reiterated 
their conviction that they would hit 
year-end targets for net new U.S. subs, 
writing, “This would mark the fourth 
consecutive year we’ve added about
6 million members in the U.S.” 

In the third quarter, total worldwide 
Netfl ix memberships hit 69.17 million, 
with U.S. memberships growing to 

43.18 million and international mem-
berships jumping to 25.99 million.

Hastings and Wells also dismissed 
concerns that slowing growth would 
make it diffi cult for the SVOD pro-
vider to reach its long-term goal of be-
tween 60 million and 90 million U.S. 
subs. “Internet TV is better than linear 
TV,” Hastings said. “So the fundamen-
tal confi dence [we have] about [reach-
ing] the large scale [of 60 million-plus 
U.S. subs] is because on-demand is a 
better experience than linear.”

“The entire market is going to move 
from linear to on-demand in the next 
10 to 20 years,” he predicted.

Management declined to discuss 
performance in individual territories 
like France and Germany where some 

analysts noted slower 
than expected take-
up, but the better than 
expected international 
subscriber gains were 
a key reason why a number of analysts 
raised their stock price targets. 

“Our plan remains to run around 
break-even through 2016 and to de-
liver material profi ts thereafter” from 
international markets, Hastings and 
Wells told shareholders. 

Management also rejected increased 
competition as a factor in the U.S. sub 
slowdown. “It really hasn’t affected 
us,” Hastings said when asked about 
the launch of streaming services by 
Dish, Comcast, Verizon and others. 

On the original content side, Hast-

ings referred to the company’s to 
spend about $5 billion on program-
ming next year. He also said Netfl ix 
plans to raise more money to help 
ramp up spending on originals. 

So far that bet has paid off hand-
somely. Chief content offi cer Ted 
Sarandos cited a number of instances 
where new shows like Narcos had 
helped both U.S. and international 
expansion and said Netfl ix’s pipeline 
of original content is growing rapidly. 

“We’re releasing more
original titles in Q4
[of 2015] than we 
released in the entire 
second year of original 
programming,” Saran-
dos said.

Programming costs re-
main a concern. Stream-
ing content obligations 
hit $10.4 billion in the 
third quarter of 2015, 
up from $7.7 billion in 
the fi rst quarter of 2014. 
Management admitted 

programmers are concerned about 
licensing content to a major competi-
tor like Netfl ix. 

“The media business is absolutely 
in fl ux,” Sarandos said. “The future of 
how networks and studios deal with 
Netfl ix and Hulu and Amazon Prime 
Instant Video is certainly going to 
determine their future. So there is a 
lot of caution.” 

But Sarandos insisted Netfl ix is still 
able to ink attractive licensing deals. 
“You’re seeing more chatter, but it’s 
roughly business as usual,” he said. 

Netfl ix’s Quarter: Churn, Chips and Caution
Worse-than-expected Q3 U.S. sub counts raise concerns about domestic growth potential

Narcos, the new drama series that was shot in Columbia with some top Brazilian 
talent, is an example of Netfl ix originals that founder and CEO Reed Hastings (right) 
believes will help boost subscriber counts in both the U.S. and international markets.

Dem Debate Does CNN Proud
THE FIRST DEMOCRATIC PRESIDENTIAL DEBATE, which aired on CNN 
Oct. 13, grabbed a 3.6 live-plus-seven-day rating in viewers 18-49, a 4.2 
rating in the “news demo” of 25-54, and 15.8 million total live-plus-seven 
viewers. While CNN should be pleased with these numbers, they were down 
from the fi rst two Donald Trump-powered Republican debates on CNN and 
Fox News, respectively. 

Fox News aired the fi rst Republican debate on Aug. 6, which averaged 
a 5.3 live-plus-seven rating in viewers 18-49, a 6.6 in 25-54 and 24 million 
total viewers. 

CNN’s Sept. 16 broadcast of the second debate earned a 4.9 rating among 
viewers 18-49, a 6.0 in the news demo and 23.1 million total viewers. 

In addition to the allure of Trump, the GOP debates also did not have
to compete against primetime powerhouses The Voice and NCIS or TBS’
coverage of Major League Baseball’s National League Division Series.
       —A.J. Katz, Ratings Intelligence D
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FARE THEE WELL
NYC’s Taxi and Limousine 
Commission voted Oct. 15 
to dump the oft-annoying 
Taxi TV for a pilot pay-
ment program that utilizes 
less-obtrusive tablets
or smartphones.

FATES AND FORTUNES

EXEC MOVES OF THE WEEK
Q��(1) BRIDGET WILEY has been tapped to oversee current pro-
gramming for CBS Entertainment and CBS Television Stu-
dios. She succeeds Glenn Geller, who was recently appointed 
president of CBS Entertainment. Q��(2) JOE ORTIZ will replace 
Tina Exarhos as head of marketing at MTV. A 28-year veteran 
of the network, Exarhos most recently served as executive VP 
of marketing and creative. Q��(3) HENRY AHN was upped to presi-
dent, content distribution and marketing at Scripps Networks 
Interactive. Ahn was previously executive VP at Scripps.  Q�

�(4) DARCY TOMLIN was promoted to VP of programming and op-
erations of Discovery Networks International. The company vet 
will oversee content partnerships between Discovery Networks 
International and the company’s U.S. brands. Q�Participant Me-
dia named (5) DAVID LINDE CEO. Linde, who comes from Lava 
Bear Films, starts Nov. 1. In addition to its fi lm unit, Participant 
owns TV network Pivot. Q��truTV made a trio of appointments, 
naming (6) BRYAN TERRY VP of development and programming 
and ROHIT SANG and TOMMY CODY executive producers.
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Trump Time
DONALD TRUMP’S spot 
on Saturday Night Live 
Nov. 7 will likely trigger the 
so-called “equal opportuni-
ties” section of the Commu-
nications Act.

TV stations will need to 
add up all the time Trump 
appears on the show, and 
afterward post a notifi cation 
in their FCC political fi les 
letting the public—and more 
importantly, other qualifi ed 
candidates—know how much 
airtime he received.

So long as Trump is a 
legally qualifi ed candidate 
active in the state in which 
the TV station is located—
a call the FCC makes on 
a case-by-case approach 
based on a variety of fac-
tors—those stations would 
be obligated to provide an 
equivalent amount of free 
time for each candidate. If 
Trump is legally qualifi ed in 
at least 10 states—his cam-
paign website lists exactly 10 
state campaign chairs—then 
he is considered a national 
candidate and all stations 
have to offer the time.

The other candidates 
need to request the time 
with the station—not SNL—
within seven days of 
Trump’s appearance.

NBC affi liates know the 
drill. They were required to 
fi le notifi cations following 
Hillary Clinton’s guest spot 
on the show Oct. 3. Clinton’s 
total airtime was 3 minutes 
and 12 seconds, “commenc-
ing at 11:53:01 p.m. EDT and 
ending at 12:01:44 Oct. 4.”

Trump will likely trump 
that total by quite a bit as 
SNL guest host.

Equal opportunities is dif-
ferent from the “equal time” 
rule, which once held that TV 
stations had to provide equal 
time to the other side if they 
editorialized in favor of a 
candidate. That requirement 
has since been dropped. —JE
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PROGRAMMING UPDATE:

PICKUPS AND DEPARTURES 
(Clockwise from top left): (1) Rosewood, starring Morris Chestnut, 
got a vote of confi dence from Fox with a full-season pickup from 
the network on Oct. 16. Q� ABC gave rookie drama (2) Quantico a 
full-season order Oct. 13. Q�CBS sent comedy (3) Angel From Hell, 
which stars Jane Lynch, to February on Oct. 14; Long-running CW 
reality show.  Q��(4) America’s Next Top Model will come to an end 
after Cycle 22. The series fi nale will air Dec. 4.
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FCC SETS TV STATION 
AUCTION PRICES 

LADIES AND GENTLEMEN, start your 
auction analysis engines. The FCC is put-
ting the pedal to the metal on the broad-

cast incentive auction, having late last week 
released the fi nal opening bid prices. WCBS 
New York is tops at $900 million, for all the sta-

tions whose spectrum it needs to 
free up for wireless.

Some smaller markets 
were sporting the Maytag 
repairman-like “not need-
ed” beside their names in 
the FCC spreadsheet.  For 
example, the FCC needs 
no stations in the Grand 

Junction-Montrose, Colo., or 
Butte-Bozeman, Mont., DMAs.

In other markets there were mul-
tiple stations with hundreds of million-dollar 
price tags, though prices could vary widely 
depending on whether the station is a UHF or 
VHF, low- or full-power.

The FCC released a timetable for TV stations 
to apply to put spectrum in the auction, a list of 
eligible stations and how much the opening bids 
for each station will be, based on their value in 
clearing UHF spectrum for wireless.

Key dates to remember are Nov. 17, when the 
FCC will hold an online tutorial on the auction 
process; noon on Dec. 1, the opening of the ap-
plication window for broadcasters to participate; 
and 6 p.m. on Dec. 18, when the window closes.

March 29 remains the target deadline for the 
reverse auction, in which broadcasters bid each 
other down for a payout.

But that is only the beginning of that auction 
process, which will take many weeks. In fact, a 
senior offi cial said the forward and reverse auc-
tions likely will not completed until the second 
or even the third quarter. —John Eggerton

For prices, go to broacastingcable.com/Oct19.

1003_LeadIn.indd   2 10/16/15   5:19 PM


