
An investigation into the efficiency of Netflix's financial performance




[image: A black background with white text

Description automatically generated]











UNIVERSITY OF WALES TRINITY AND SAINT DAVID






STUDENT NAME: NOEMI BREGOLIN
STUDENT NUMBER: 2030799
SUPERVISOR: DR TAYE OSADIYA
MODULE CODE: LCBB6000



Table of contents


	Introduction

Background of the study                                                       
Problem statement
Objectives of the study 
Research questions
Research Methodology and Design
Research Philosophy
Deductive Research Approach
Quantitative Research Method
Descriptive Research Strategy
Research Design
Limitations of the study
Organization of the study
Ethical considerations
Literature review
Financial performance
Netflix corporate manager's motivations and strategies
Conclusion
Research timetable
References

	P3

	
	P3

	
	P3

	
	P4

	
	P4

	
	P5

	
	P5

	
	P6

	
	P6

	
	P7

	
	P7

	
	P8

	
	P8

	
	P9

	
	P10

	
	P10

	
	P10

	
	P12

	
	P12

	
	P13

	
	

	Literature review

	Research Methodology and Design

	Findings 
Analysis

	Conclusion and Reflection
Reflections














Chapter 1

Introduction



Background of the study

The cinematographic environment is highly complex and varied.
2023 has been a year of significant changes for the film industry and represents a recovery from the post-pandemic period. Among film distributors, streaming platforms have emerged in the foreground precisely due to the external factors of COVID-19. (Eriksen, 2023) 
Analysing the financial numbers, revenues, costs, and profits is fundamental to understanding how Netflix acts in the context of cinema and entertainment, as they provide a comprehension of the firm financial performance (McDonald, 2019).                                                                              The rise of home entertainment provides the foundation for financial leverage and shapes how Netflix, as a content distributor, aligns its operational efficiency with external factors. (Eriksen, 2023)
The dissertation's point of analysis is to investigate and compare a given period's revenue, costs, and profit to derive operational efficiency during the period in question.
A comparative analysis also helps to understand the economic-financial positioning of a company relative to a group of competing companies. 






Problem Statement

Assessing a firm’s financial performance is crucial to understanding the profitability and growth potential of a firm. An examination of key financial indicators and financial statements can gauge the efficiency and effectiveness of Netflix. (Kenton, 2023)








Purpose of the study 

From a US DVD-by-mail business to a worldwide streaming service, Netflix has evolved to become one of the top entertainment businesses in the world (Netflix, 2023a). Netflix's financial performance for 2024 is yet to be determined, however, Netflix is expected to have a solid financial performance in 2024 (Sparks, 2023). The report states that Netflix expects earnings per share of $4.05 in the fourth quarter of 2024 and profits of $15.71 per share for the full year (Sparks, 2023)
Revenue growth will be a key objective, and it is necessary to analyse the company's performance to ensure it is aligned with its financial goals for the coming year.
Therefore, the aim of the study is to take advantage of the company's financial statements through an in-depth analysis to understand the company's economic well-being fully. Representing the company situation through the balance sheet, financial statement, and cash flow allows to have a dynamic vision of the performance. (Kenton, 2022)






Objectives of the study 

· To explore accounting related to the production industry.
· To evaluate the firm financial performance based on financial and accounting information, such as cash flows, financial statements, and income statement analysis.
· Evaluate Netflix's financial position.




Research questions

1. How did Netflix determine its success in terms of revenue?
2. What is Netflix's value?
3. How did Netflix's financial performance change over the selected period?









Research Methodology and Design

The research onion defines the stages a researcher must encounter when evolving a practical methodology. 
The stages are represented by the layers of the onion, which should be ‘peeled off’ until the core, the data collection. Defining each layer concerning the dissertation topic connotes the design of the methodology and its method used for the research. In other words, it establishes the theory of how the research should be conducted and the procedures utilized to obtain data (Saunders, Lewis and Thornhill, 2019).
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Research Philosophy

Research philosophy indicates the beliefs concerning the nature of reality being investigated. Knowledge development is generally obtained in terms of ontology, epistemology, and axiology (Saunders, Lewis and Thornhill, 2019).
Respectively, the first is what constitutes the nature of reality or knowledge, the second is related to human belief or knowledge in a field, and the third is associated with the nature of values (Saunders, Lewis and Thornhill, 2019).

Ontological philosophy defines the research philosophy of the dissertation. Since the idea of objectivity is directly dominant in accounting and financial practices, the concepts related to these subjects constitute a reflection of reality. (Lukka, 1990). The researcher believes numerical values and financial metrics, constitute the reality of Netflix's financial performance.  

The philosophical stance connected to objectivity in business and management research is positivism, which focuses on observing social reality to produce legislation. An objective philosophical approach, involving ontology and positivism includes universalism, where the research is real, external, and independent (Saunders, Lewis and Thornhill, 2019).


Deductive Research Approach 

Following the peel-off of the layer of the onion, the researcher's approach is chosen as deductive.
The abductive approach conveys an interaction between specific and general, where conclusions are followed by testing. The abduction tactic switches from data to theory and vice versa.
The inductive approach starts from the collection of data to formulate a theory, following untested conclusions. It proceeds from the particular to the broad. 
The deductive approach is based on rationality and follows a logical thread from some premises to certain conclusions (Saunders, Lewis and Thornhill, 2019).
A deductive approach is associated with quantitative research and uses grouped data to evaluate an initial hypothesis, leading to the denial or approval of the theory. Data analysis constitutes the middle process between the theory and conclusion as it is used to evaluate (Saunders, Lewis and Thornhill, 2019).




Quantitative Research Method

The research method connotes a quantitative approach to the dissertation. 
Qualitative research involves the collection of observable information using labels or classifications rather than numerical data. Since descriptive and verbal data comprise most qualitative data, their use and processing will inevitably be more complex, as they are subject to different interpretations (Saunders, Lewis and Thornhill, 2019).
On the other side, quantitative research focuses on quantifying, measuring, and computing information gathered by using an empirical approach, which entails measuring the subject of study precisely enough to draw precise and comprehensive conclusions (Saunders, Lewis and Thornhill, 2019). The goal is to minimise any potential influences from outside circumstances in order to ensure the objectivity of the data collected. They are usually associated with experiments and survey research.
The data collection features of this method are highly structured: the analysis of the research is based on graphs, diagrams, statistics, and formulas, and it will focus on examining the relation between variables (Saunders, Lewis and Thornhill, 2019).






Descriptive Research Strategy

The research strategy for the following dissertation is descriptive in the parameters of extension to exploratory research.
The aim is to use the data objectively. Consequently, descriptive studies are the best choice as they accurately portray the (quantitative) data, starting from the questions 'Who', 'What', 'When', 'Where', and 'How'.
The clear vision of the events then includes the explanatory part, or rather leads to description-explanatory research, since the data have the objective of an explanation and are not ends to themselves. (Saunders, Lewis and Thornhill, 2019)




Research Design

To ascertain the financial performance of Netflix over a selected period, the annual financial report of the company will be rigorously analysed (Netflix, 2023b). 
The balance sheet gives a picture of a business, assets, liabilities, and equity at a specific point in time, the firm's value to its owners, which means the owner's equity.
Equity is defined by the subtraction between what a business owns (assets) and what it owes (liabilities) (McDonald, 2019).

An income statement summarises business revenues and expenses over some time. If the balance sheet is a snapshot of a specific time, the income statement covers a range of time. 
The body of the report defines the company's net income, which equals the revenues earned minus expenses incurred (McDonald, 2019).

As profit doesn't necessarily translate to cash flow, businesses require other financial metrics complementary to the income statement to report how the company uses its cash. 
A cash flow statement shows a business's cash inflows and outflows over time and defines the ability to generate future income.
Cash flow activities are worked out from operating, investing and financial activities (McDonald, 2019). 











Limitations of the study

The study targets a period from 2021 to 2023, and it's related to Netflix only, with a quick comparison to competitors.
This study uses a quantitative approach, which may not allow qualitative information to be used to explain figures. Future research should use financial and accounting metrics to obtain information on management accounting practices. Figures are not subject to bias as a favourable painting of the organisation's picture, and with an accurate interpretation, the presentation of information requires only objectivity and transparency in explaining the studies (Franco, 2020). 
However, to respect and avoid too high company exposure, the dissertation is limited solely to information accessible to users such as stakeholders and investors. Privileged information is therefore excluded, i.e., data subject solely to the company's internal use, such as a specific film production cost breakdown, budgets, and forecasts.









Organization of the study
This study is divided into six chapters, each explaining the research topic. The first chapter presents the research topic, outlining goals and problem statements. The second chapter covers theoretical underpinnings and previous investigations. The third chapter introduces the research methodology, philosophy, approach and strategy, data collection method and analysis. The fourth- and fifth chapters present data findings and analysis. Chapter 6 covers conclusions and reflection.
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Ethical considerations

The accounting profession depends on ethics since accountants are trusted to maintain the honesty and openness of financial transactions. Upholding moral principles is essential to ensuring accurate reporting, building stakeholder trust, and adhering to legal requirements (Thobjorn, 2023).
This section requires particular attention as it may be subject to controversy.
If used correctly, the quantitative analysis could provide vital information to sustain the researcher's theoretical claims; the inappropriate use of this technique could jeopardize the reliability of the research conducted and the quantitative method (Franco, 2020).
The challenges that will arise during the research will be directed at the accumulation of information, with a commitment to adopting objectivity and precautions to avoid misrepresentations and manipulation of the results.
As explained in the limitations, the collection of information is aimed at an audience external to the company, such as investors and shareholders (Kenton, 2022). Constraints in privileged content showing are upholding Netflix's internal management and protecting the company from speculators. 


























Literature review

Accounting theory

Financial Performance

A company's capacity to generate revenue and use assets from its primary mode of business is measured objectively by its financial performance (Kenton, 2023). The concept is also used to define the overall state of a firm’s finances over an exact time frame.
Financial performance is a financial tool used by investors and analysts to compare similar companies within the same industry and a snapshot of internal management accounting practices. (Kenton, 2023)

· Quantifiable indicators called financial performance indicators are used to assess a firm’s performance.
· The income statement, the statement of cash flows, and the balance sheet are the financial statements used to assess overall financial performance.
(Kenton, 2023)

Generally accepted accounting rules (GAAP) set the foundation of financial accounts (Kenton, 2023). Public businesses are required to use accrual accounting following GAAP. Private businesses can choose to utilise accrual or cash accounting, and they have more latitude in preparing their financial statements (Kenton, 2023).

Components absent from many debates of financial statement analysis are essential before proceeding. The financial analysis must include the drives of corporate managers and the strategies of the organisations in which they work, in addition to accounting rules, cash flows, and definitions of standard ratios. (Fridson and Alvarez, 2011)


Netflix corporate manager's motivations and strategies
Netflix Corporation is a dynamic company that operates in the entertainment industry. It offers streaming services for TV shows, movies, and original content to a global audience.               The organization's dynamics follow the long-term strategic path, which includes focusing on technological innovation, content acquisition, and international consumer preferences. (Netflix, 2023a)
The key motivations of Netflix corporate managers related to the strategic plan include:
•	Financial success and progress through accounting and financial tools. (Netflix, 2023a)
This section regards budgeting, forecasting, and financial analysis to ensure the organization's financial health and sustainability. Additionally, effective management of the finance function involves implementing internal controls and risk management strategies to mitigate financial risks and maximize opportunities for growth and profitability.                                                        Netflix committee implemented a comprehensive outreach plan to gather input from shareholders and conducted meetings with key investors to address their concerns. A closer alignment with shareholder expectations and ensuring transparency in executive pay practices is a result. Additionally, Netflix has also taken into consideration the importance of environmental, social, and governance (ESG) matters with shareholders. (Netflix, 2023a)
•	Entertainment and media to guarantee subscriber satisfaction through a wide range of quality content and innovation. (Netflix, 2023a)
In addition to Netflix's successful TV shows and films, significant progress occurred in expanding the international content library. The company has acquired the rights to popular foreign series such as Lupin Season 3 and Money Heist Part 5, which resonated well with global audiences. Furthermore, the strategic partnerships with renowned international filmmakers have resulted in critically acclaimed movies like The Hand of God and The Power of the Dog, further solidifying the position as a leading provider of diverse and captivating entertainment (Netflix, 2023a).
•	Marketing to stay ahead of competitors by enhancing the enterprise's reputation with innovative features and market share growth. (Netflix, 2023a)
Netflix has focused on creating buzz and generating word-of-mouth through its original content, which has proven highly successful. However, as the streaming landscape becomes more competitive, the company recognises the need for a stronger marketing strategy. Marian Lee's appointment reflects Netflix's commitment to finding innovative ways to reach and engage with a global audience while still staying true to its core belief in the power of its content. (Sperling, 2023)
•	Global Business & Government Relations: through targets for international growth and develop strategies to adapt to local markets. (Netflix, 2023a)
International successes have solidified Netflix's position as a global entertainment powerhouse, reaching audiences far beyond the home country. Netflix commitment to producing diverse and captivating content in various languages has allowed connection with viewers from different cultures and backgrounds, fostering a sense of appreciation for storytelling worldwide (Netflix, 2023a).
•	Demographic Diversity as a social responsibility and incorporation of sustainable practices, promoting diversity and inclusion and contributing to the communities where the company operates. (Netflix, 2023a)
The commitment to inclusion goes beyond just the internal operations. Netflix continuously strives to improve hiring practices and create a workplace environment that values and celebrates diversity in all its forms. Additionally, the partnerships with organizations promote diversity and inclusion in the entertainment industry. Collaborating with these organizations can create a more inclusive and representative media landscape for audiences worldwide (Netflix, 2023a).
•	Human Capital Management by valuing stakeholders: proficiency in human resource matters, encompassing talent attraction and retention, succession planning, employee engagement, and culture development.                                                                                                                               (Netflix, 2023a)
Netflix leaders are responsible for creating great teams by hiring and developing talented individuals and play a crucial role in shaping the company culture. Fostering a culture of continuous feedback on performance and regular check-ins can lead to more meaningful conversations about performance and ultimately drive improvement. This approach allows for flexibility and adaptability in decision-making, as it acknowledges that not all situations can be addressed by rigid policies. Employees are encouraged to engage in open and honest communication by fostering a culture of adultlike behaviour, leading to more effective problem-solving and collaboration contributing to a more efficient and cost-effective work environment. (McCord, 2014)







Conclusion 

The researcher will critically apply the concepts analysed in Chapter 1 in the following chapters. The analysis will be carried out following the research methodology and design established in Chapter 1, keeping the research's purpose and the literature review's background knowledge as the main point of reference.
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