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CASE STUDY 6.1: NETFLIX

Netfix's new employee practices have grabbed

e nildy. In 2012, a simple intornal e :S;:Zf:: F
went viral and was viewed more than 5 million times on thnga We:
Shenyl Sandberg, chief operating officer of Facebook, saig it
“may well be the most important document ever to com’e out of
{silicon] Valley.” Dozens of bloggers and journalists scrambled
1o analyze its contents. And Netflix is surely doing something
right: In 2013, the company’s stock value tripled. It reached a
record 29 million subscribers and won three Emmy Awards for
s original show House of Cards.

What was revealed in that game-changing PowerPoint? It was
simply a “commonsense” approach, according to Patty McCord,
then Netflix's chief talent officer and one of the presentation’s
authors. Netflix treats the people it hires as grownups. It grants
them a great deal of freedom, and it expects them to use it wisely.

Game Changers

Conventional human resources (HR) is full of structure and doc-
umentation. Directors spend hours drafting standard operating
procedures about time off, performance appraisals, training, and
more. Netflix has simplified the process by doing away with many
of these policies and focusing on results rather than processes.

McCord realized that motivating employees to produce out-
standing results had a lot to do with trusting them with greater
independence. That didn’t mean installing an arcade or skate-
board park, as other tech companies have done. Instead, Netﬂix
started doing away with formal procedures. Among the first to
90 was the leave procedure. Gone were the standard 10 day.s of
Vacation, 10 holidays, and handful of sick days. The new policy?
Take what you need when you need it.

ake as much vacation time

Giving employees the leeway to t
R lov y ckless.

@ they'd like might strike many HR professionals as re

Wouldn't people abuse such a liberal leave plan? McCord, how-
ever, had shifted to a different philosophy. Written policies, she
reasoned, were mainly designed to eliminate problems created by
avery small percentage of employees. The vast majority of people,
and particularly the type of person Netflix tries to recruit, could be
counted on to use common sense in their decision making.

This approach was extended to other areas. Travel and expense
accounts are generally kept under a watchful eye, policed by HR
or accounting to ensure that money is being spent in an accept-
able manner, with plenty of documentation and accountability.
Netflix turned tradition on its head, creating what may be the
shortest expense policy any company has ever set: “Act in Net-
fli's best interests.” Employees are also allowed to book their
own travel online rather than going through a designated travel
agent, allowing them to choose the best price.

Netflix compensates its employees very well, but there’s free-
dom there, too. Peaple can choose what portion of their pay they
would like to receive in direct compensation and what portion in
stock options. This allows them to consider what sort of risk level
they're comfortable with (the value of any company’s stock will
fluctuate over time) and what is best for them and their families.
Netflix also eliminated performance-based bonuses, preferring
o pay people fairly and trust them to do good work. There are no
“golden handcuffs"—a form of retention plan that does not allow
employees to receive stock options or other incentives until
they've reached a certain number of years of service. Employees
are also encouraged to research and interview with competitor
companies and then have frank discussions with HR. This helps
both the department and the employee know what is are good
salaries for various positions.

The company also decided to forega conventional performance

reviews. It eliminated the performance metrics typical of many
companies’ evaluations, like grading an employee on a five-point





