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PART I. FINANCIAL INFORMATION
Item1. Financial Statements
Netflix, Inc.
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Revenues
Subscriptior
Sales

Total revenue
Cost of revenues
Subscriptior
Sales

Total cost of revenue

Gross profit

Operating expense
Fulfillment *
Technology and developmen
Marketing *
General and administrative
Stocl-based compensatic

Total operating expens

Operating los!
Interest and other income (expense),

Net loss

Net loss per shar
Basic and Dilute«

Weighted average shares outstand
Basic and Dilutet

Netflix, Inc.

Statements of Operations
(Unaudited)
(in thousands, except per share data)

* Amortization of stoc-based compensation not included in expens«-item:

Fulfillment

Technology and developme
Marketing

General and administratiy

4

Three Months Ended

Six Months Ended

June 30, June 30,

2001 2002 2001 2002
$17,39: $ 35,60¢ $ 34,44¢ $ 65,677
967 752 967 1,21C
18,35¢ 36,36( 35,41¢ 66,88
10,77¢ 17,77¢ 28,95 32,65!
44¢€ 318 44¢€ 59¢
11,22: 18,09: 29,39¢ 33,25(
7,131 18,26¢ 6,01 33,63
3,58¢ 4,85¢ 7,20z 9,00¢
4,89¢ 3,51¢ 10,37( 6,69¢
4,09( 8,054 10,74: 15,99:
1,031 1,63¢ 2,54t 2,947
1,43¢ 2,74¢ 3,47¢ 5,58¢
15,04: 20,81( 34,33¢ 40,23:
(7,908) (2,542  (28,32)) (6,596
(96)  (10,88)) (277) (11,34
$(8,001) $(13,429 $(28,599 $(17,93)
— — — —
$ (449 $ (1.31) $ (1649 $ (2.99
| | | |
1,78i 10,21¢ 1,73¢ 6,132
— — — —
$ 29C $ 356 $ T71¢ $ T74¢
49¢€ 1,06¢ 1,22( 2,271
351 64¢ 84¢ 1,491
29¢ 672 691 1,07(¢
$143¢ $ 2,746 $ 3,47¢ $ 5,58¢
— — — —

See accompanying notes to financial statements.
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Netflix, Inc.

Balance Sheets
(Unaudited)
(in thousands, except share data)

As of
December 31 June 30,
2001 (1) 2002
Assets
Current asset:
Cash and cash equivalel $ 16,13 $ 49,75¢
Shor-term investment — 42,04(
Prepaid expense 1,01¢ 2,16¢
Prepaid revenue sharing expen 732 29¢
Other current asse 1,67( 765
Total current asse 19,55: 95,03:
DVD library, net 3,63: 6,11¢
Intangible assets, n 7,917 7,71C
Property and equipment, r 8,20¢ 6,721
Deposits 1,67 1,69¢
Other asset 64€ 61¢€
Total asset $ 41,630 $117,89¢
| ]
Liabilities and Stockholders’ (Deficit) Equity
Current liabilities:
Accounts payabl $ 13,71t $ 13,37
Accrued expense 4,54¢ 7,81¢
Deferred revenu 4,937 7,06¢
Current portion of capital lease obligatic 1,34t 1,492
Notes payabli 1,667 417
Total current liabilities 26,20¢ 30,16¢
Deferred ren 24C 26¢
Capital lease obligations, less current por 1,057 765
Subordinated notes payal 2,79¢ —
Total liabilities 30,30¢ 31,20(
Commitments and contingen
Redeemable convertible preferred st 101,83 —
Stockholder’ (deficit) equity:
Convertible preferred stock, $0.001 par value; 8,800 shares authorized; 6,157,499 and no shanesds
and outstanding at December 31, 2001 and JunedBR, Pespectively; aggregate liquidation preferer
of $2,222 6 —
Common stock, $0.001 par value; 100,000,000 ancdDBD00 shares authorized at December 31, 2001
and June 30, 2002, respectively; 2,161,855 andB813B0 issued and outstanding at December 31, 2001
and June 30, 2002, respectiv 2 21
Additional paic-in capital 52,47¢ 261,01:
Deferred stoc-based compensatic (5,725 (19,029
Accumulated other comprehensive |i — (207)
Accumulated defici (137,26¢) (155,209
Total stockholder (deficit) equity (90,509 86,69¢
Total liabilities and stockholde’ (deficit) equity $ 41,63( $117,89¢




(1) Derived from audited financial stateme

See accompanying notes to financial statements.
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Netflix, Inc.

Statements of Cash Flows
(Unaudited)
(in thousands)

Six Months Ended

June 30,
2001 2002
Cash flows from operating activities:
Net loss $(28,599 $(17,93))
Adjustments to reconcile net loss to net cash (irsegprovided by operating activitie
Depreciation of property plant and equipm 2,67¢ 2,90t
Amortization of DVD library 17,60: 6,90t
Amortization of intangible asse 812 1,52t
Noncash charges for equity instruments granteai-employees 20 —
Stocl-based compensation expel 3,47¢ 5,58¢
Gain on disposal of DVD — (957)
Noncash interest expen 88  11,31¢
Changes in operating assets and liabilit
Prepaid expenses and other current a: 15C 18¢
Accounts payabl 1,92¢ (3449)
Accrued expense (584) 3,27¢
Deferred revenu 401 2,12¢
Deferred ren 76 29
Net cash (used in) provided by operating activi (1,959 14,62
Cash flows from investing activities:
Purchases of shterm investment — (42,147
Purchases of property and equipm (1,639 (844)
Acquisitions of DVD library (4,567 (9,64)
Proceeds from sale of DVL — 1,21(
Deposits and other assi (529 9
Net cash used in investing activit| (6,735 (51,419
Cash flows from financing activities:
Net proceeds from issuance of common s 84 86,51t
Repurchases of common stc (7) ©)
Principal payments on notes payable and capitaklealigation: (1,929 (16,097
Net cash (used in) provided by financing activi (1,847 70,42(
Net increase (decrease) in cash and cash equis (10,539 33,62¢
Cash and cash equivalents, beginning of pe 14,89 16,13
Cash and cash equivalents, end of pe $ 4,361 $ 49,75¢

Supplemental disclosure:
Cash paid for intere: $ 44C $  37¢€
Noncash investing and financing activiti
Purchase of assets under capital lease oblige $ — $ 58t
Exchange of Series F n-voting convertible preferred stock for intangibksat $ 1,79 $ 1,31¢
Unrealized loss on shrterm investment $ — $ (109
$

Conversion of redeemable convertible preferredkstocommon stoc — $101,83(

See accompanying notes to financial statements.
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Netflix, Inc.

Notes to Financial Statements
(in thousands, except share and per share data)

1. Basis of presentation

The accompanying unaudited financial statemente baen prepared by Netflix, Inc. (“Netflix” or th€ompany”) and reflect all
adjustments that are, in the opinion of managenmaaessary for fair presentation of the interimiqoby presented. Such adjustments are of a
normal recurring nature. The results of operatfonghe interim periods presented are not necdgsadicative of the results for any future
interim periods or for the entire fiscal year. @artinformation and footnote disclosures normatigliuded in annual financial statements
prepared in accordance with generally acceptedusticny principles have been omitted, although tben@any believes that the disclosures
included are adequate to make the information a&d not misleading. The unaudited financial statémand notes herein should be read in
conjunction with the audited financial statememtd aotes for the fiscal year ended December 311 20Bich were included as part of the
Company’s registration statement on Form S-1 (Ride 333-83878), as declared effective by the Séearand Exchange Commission on
May 22, 2002.

Description of business

The Company was incorporated on August 29, 199%&fition) and began operations on April 14, 199& Tbmpany provides an
online entertainment subscription service providngscribers access to a comprehensive libramneéd entertainment titles formatted on
digital video disk (“DVD"). The standard subscrii plan provides subscribers access to an unlimit@dber of titles, with three titles out at
a time, for $19.95 per month with no due datesit® fees. The subscribers select titles at the @agip website at www.netflix.com.

Use of estimates

The preparation of financial statements in conftymiith accounting principles generally acceptethia United States of America
requires management to make estimates and assas it affect the reported amounts of assetsiabitities and disclosure of contingent
assets and liabilities at the date of the finarstialements and the reported amounts of revenuesxpenses during the reporting period.
Actual results could differ from those estimates.

2. Initial public offering

On May 29, 2002, the Company closed the sale @BEIO0 shares of common stock and on June 14, 20@Zompany closed the sale
of an additional 825,000 shares of common stochnimmitial public offering at a price of $15.00rshare. A total of $94,875 in gross
proceeds was raised from these transactions. déucting the underwriting fee of approximately6®, and approximately $2,307 of other
offering expenses, net proceeds were approxim&g8y927. Upon the closing of the initial publicerfhg, all preferred stock was
automatically converted into common stock.
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Netflix, Inc.

Notes to Financial Statements—(continued)
(in thousands, except share and per share data)

3. Cash and cash equivalents

The Company considers highly liquid instrumentswatiginal maturities of three months or lesshatdate of purchase, to be cash
equivalents. The Company'’s cash and cash equisadeatprincipally on deposit in short-term assetagament accounts at three large
financial institutions.

4. Short-term investments

Short-term investments generally mature betweesretmonths and three years from the purchase da¢eCdmpany has the ability to
convert these short-term investments into cashyapaint in time without penalty. All short-termviestments are classified as available for
sale and are recorded at market value using tre¥fispidentification method. Unrealized gains anddes are reflected in other compreher
income and accumulated other comprehensive income.

5. DVD library

Historically, the Company purchased DVDs from stisdind distributors. In 2000 and 2001, the Compentgred into a series of
revenue sharing agreements with several studivstizmged the business model for acquiring DVDssatidfying subscriber demand. These
revenue sharing agreements enable the Companyaim &\ Ds at a lower upfront cost than under tiadial buying arrangements. The
Company shares a percentage of the actual netueseenerated by the use of each particular title thve studios over a fixed period of
time, which is typically 12 months for each DVDOdi{hereinafter referred to as the “title term”}.tAe end of the title term, the Company has
the option of either returning the DVD title to thieidio or purchasing the title. Before the chaingausiness model, the Company typically
acquired fewer copies of a particular title upfrant utilized each copy acquired over a longerogeof time. The implementation of these
revenue sharing agreements improved the Compabhifitydo obtain larger quantities of newly reledséles and satisfy subscriber demand
for such titles over a shorter period of time.

In connection with the change in business modellasruary 1, 2001, the Company revised its amoidizgiolicy for the cost of its DV
library from an accelerated method using a three i to the same accelerated method of amorzatver one year. The change in life has
been accounted for as a change in accounting dstamna is accounted for on a prospective basis ffamnuary 1, 2001.

Under certain revenue sharing agreements the Conrparits an upfront payment to acquire titles fritra studios. This payment
includes a contractually specified initial fixeddnse fee that is capitalized and amortized inralece with the Company’s DVD library
amortization policy. Some payments also includergtractually specified prepayment of future revesharing obligations that is classifiec
prepaid revenue sharing expense and is chargeghémse as future revenue sharing obligations argried.

DVD library and accumulated amortization are akfos:

As of
December 31 June 30,
2001 2002
DVD library $ 35,03¢ $ 44,42
Less accumulated amortizati $ (31,40¢) $(38,31)
DVD library, net $ 3632 $ 6,11¢
| |
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Netflix, Inc.

Notes to Financial Statements—(continued)
(in thousands, except share and per share data)

6. Intangible assets

During 2000, in connection with revenue sharingeagrents with three studios, the Company agreessteeieach studio an equity
interest equal to 1.204% of the Company’s fullptd equity securities outstanding in the form efi& F Non-Voting Convertible Preferred
Stock (“Series F Preferred Stock”). In 2001, inmection with revenue sharing agreements with twditmshal studios, the Company agreed
to issue each studio an equity interest equal204P6 of the Company’s fully diluted equity secwstioutstanding in the form of Series F
Preferred Stock.

The Company'’s obligation to maintain the studiagligy interests at 6.02% of the Company'’s fullyutild equity securities outstanding
terminated immediately prior to its initial publbéfering. The studios’ Series F Preferred Stoclomatically converted into 1,596,415 shares
of common stock upon the closing of the Companyital public offering.

The Company measured the original issuances andubsequent adjustments using the deemed fair valie securities at the
issuance and any subsequent adjustment datese€&heed value was recorded as an intangible assés antbrtized to cost of subscription
revenues ratably over the remaining term of theaments which initial terms were either three e fiears. Total gross intangible assets
related to these agreements as of December 31,8@DJune 30, 2002 was $10,210 and $11,528, résglgcAccumulated amortization as
of December 31, 2001 and June 30, 2002 was $2/62$4,043, respectively.

During 2001, in connection with a strategic markgtalliance agreement, the Company issued 416 [#@s of Series F Preferred
Stock. These shares automatically converted in8813 shares of common stock upon the closingeoCtbmpany’s initial public offering.
Under the agreement, the strategic partner has dtednbo provide, on a best-efforts basis, a séifrd number of impressions to almandec
Web site and the Company’s Web site over a peri@flanonths. In addition, the Company is allowedi$e the partner’'s trademark and logo
in marketing the Company'’s subscription servicd®e Tompany recognized the deemed fair value otthestruments as an intangible asset
with a corresponding credit to additional paid-apital. The intangible asset is being amortized straight-line basis to marketing expense
over the two-year term of the strategic marketiigrace. The gross intangible asset related todgigement as of December 31, 2001 and
June 30, 2002 was $416. Accumulated amortizatiaf Becember 31, 2001 and June 30, 2002 was $83%H91 respectively.

7. Subordinated notes payable

In July 2001, the Company issued subordinated m®ony notes and warrants to purchase 6,818,94ésbéits common stock at an
exercise price of $3.00 per share for net proceé842,831. The subordinated notes had an aggréagesalue of $13,000 and stated inte
rate of 10%. Approximately $10,884 of the proceeds allocated to the warrants as additional paichpital and $1,947 was allocated to the
subordinated notes payable. The resulting discoluf11,053 was being accreted to interest expesisg @n effective annual interest rate of
21%. The face value of the subordinated notes Brdeued interest were due and payable upondHhi&eof July 2011 or the consummat
of a qualified initial public offering. As of Decdyar 31, 2001 accrued unpaid interest of $650 isidted in the carrying amount of the
subordinated notes payable balance of $2,799 iadbempanying financial statements. The Compangwomated a qualified initial public
offering on May 29, 2002 and repaid the face valne
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Netflix, Inc.

Notes to Financial Statements—(continued)
(in thousands, except share and per share data)

all accrued interest on the subordinated promiseotgs. The repayment resulted in a non-cash sitespense of $10,695, related to the
acceleration of the accretion of the discounthmthree and six months ended June 30, 2002.

8. Revenue recognition

Subscription revenues are recognized ratably dwauly subscriber's monthly subscription period uRd$ to customers are recorded as
a reduction of revenues or deferred revenue, a®pppte. Revenues from sales of DVDs are recotgxh shipment. Prior to adopting a
subscription model, revenues from individual DVItads were recorded upon shipment.

9. Stock-based compensation

The Company accounts for its stock-based emploge®ensation plans using the intrinsic-value metibferred stock-based
compensation expense is recorded if, on the dageaott, the current fair value of the underlyingcgtexceeds the exercise price. Deferred
compensation resulting from repriced options iswalted pursuant to FASB Interpretation No. 44.i@y granted to nonemployees are
considered compensatory and are accounted foir ataiae pursuant to Statement of Financial AccownStandards (SFAS) No. 123. The
Company discloses the pro forma effect of usingfdivevalue method of accounting for all employémck-based compensation arrangements
in accordance with SFAS No. 123.

In 2001, the Company offered employees and directar right to exchange certain stock options. Campany exchanged options to
purchase approximately 900,000 shares of commak stith varying exercise prices in exchange foliap to purchase approximately
900,000 shares of common stock with an exercisemfi $3.00 per share. As of June 30, 2002, opflamapproximately 700,000 shares of
common stock were outstanding. The stock optiom&mnge resulted in variable award accounting treatrfioe all of the exchanged options.
Variable award accounting will continue until afitmns subject to variable accounting are exercisadcelled or expire. Once these awards
are exercised, cancelled or expire, they will ner be subject to variable award accounting. Wiaccounting treatment will result in
unpredictable and potentially significant chargesredits to the Company’s operating expenses ftoctuations in the market price of the
Company’s common stock. For each hypothetical aikudincrease or decrease in the fair value of@benpany’s common stock, the
Company will record deferred compensation in an@amequal to the number of shares underlying thmbke awards multiplied by the one-
dollar change. However, to the extent these vaziablards are not fully vested, the stock-based eosgiion expense will be less than the
amount we record as deferred compensation.

10. Comprehensive loss

Comprehensive loss consists of net loss and otiies @nd losses affecting stockholders’ equity, tiatler generally accepted
accounting principles, are excluded from net Isssh as unrealized gains and losses on investraeailable for sale. The balances in
accumulated other comprehensive loss consist @falined losses on short-term investments.

11. Netloss per share

Basic net loss per share is computed using thehtexigaverage number of outstanding shares of constoai, excluding common
stock subject to repurchase. Diluted net loss paresis computed using the weighted-average nuoflmrtstanding shares of common stock

10
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Netflix, Inc.

Notes to Financial Statements—(continued)
(in thousands, except share and per share data)

and, when dilutive, potential common stock fromstamding options and warrants to purchase comnoak,stising the treasury stock
method. All potential common stock issuances haentexcluded from the computations of diluted os$ Iper share for all periods presented
because the effect would be antidilutive.

Diluted net loss per share does not include thecefif the following antidilutive common equivalesitares (rounded to nearest
thousand):
As of

June 30,
2001 As of June 30, 200

Weighted

Average

Exercise
Shares Shares  Price

Stock options outstandir 1,83¢ 4,33t $ 3.1¢
Warrants outstandin 19¢ 6,92:$ 3.21
Common stock subject to repurchi 247 70% 0.9

2,28t 11,33($ 3.17
Redeemable convertible preferred st 7,48( — N/A
Convertible preferred stoc 2,21z — N/A

11,97¢ 11,33C N/A

12. Recently issued accounting standards

In April 2002, the Financial Accounting StandardsaBl (“FASB”) issued Financial Accounting Stand@feAS”) 145 “Recision of
FASB Statements no. 4, 44, and 64, Amendment ofg-8fatement No. 13, and Technical Corrections U&datrement 4, pursuant to which
all gains and losses from extinguishments of dedsewequired to be aggregated and, if materiadsdiad as an extraordinary item, net of
related income tax effect. This statement elimis&tatement 4 and, thus, the exception to app@isigion 30 to all gains and losses related
to extinguishments of debt. The Company adopted EABduring the three months ended June 30, 2002%a result has classified the
charge related to the unamortized discount upoayrapnt of the subordinated notes payable as oxpense, instead of extraordinary loss
extinguishment of debt, in the accompanying statemef operations.

13. Stock split

On May 17, 2002, the Company amended its Certdichincorporation to give effect to a one-for-#nreverse stock split of the
Company’s common stock. Accordingly, all share padshare amounts for the Company’s common staitkding common stock options,
common stock warrants, and net loss per commore shEormation have been restated to retroactivedigct the stock split.

11
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Item2. Management’s Discussion and Analysis of Finaia Condition and Results of Operations.
Forward Looking Statements

This quarterly report contains certain forward-limgkstatements within the meaning of the federaligges laws, including statements
regarding our expectations concerning amortizatiointangible assets related to equity issuedudies, the impact of postal increases and
disc usage on our gross margins, the potentiadase in subscriber acquisition costs, and futwekdbased compensation expense.

These statements are subject to risks and uncdietathat could cause actual results and everd#fey, including: our ability to manag
our growth, in particular managing our subscribaguasition costs as well as the mix between revestaging titles and titles not subject to
revenue sharing that are delivered to our subssiloeir ability to attract new subscribers andine¢xisting subscribers; fluctuations in
consumer spending on DVD players, DVDs and relpteducts; competition; deterioration of the U.Sormamy or conditions specific to
online commerce or the filmed entertainment indystonditions that effect our delivery through tHeS. Postal Service, including increases
in postage; increases in the costs of acquiring B\AMd, widespread consumer adoption of differesdes of viewing in-home filmed
entertainment. A detailed discussion of these ahdraisks and uncertainties that could cause hotgalts and events to differ materially
from such forward-looking statements is includeghag of the Company’s registration statement om¥8-1 (File No. 333-83878), as
declared effective by the Securities and Exchangar@ission on May 22, 2002.

The Company undertakes no obligation to reviseubtiply release the results of any revision to faryard-looking statements
contained in this quarterly report, or to explaimwactual results differ.

Overview

We are the largest online entertainment subscrig@rvice in the United States providing more t6@0,000 subscribers access to a
comprehensive library of more than 12,000 movieyvision and other filmed entertainment titles. @tandard subscription plan allows
subscribers to have three titles out at the same Wwith no due dates, late fees or shipping chaaye®l9.95 per month. Subscribers can view
as many titles as they want in a month. Subscribelesct titles at our Web site (www.netflix.comiled by our proprietary CineMatch
technology, receive them on DVD by firdiass mail and return them to us at their conver@ersing our prepaid mailers. Once a title has
returned, we mail the next available title in asariber’'s queue.

We were organized as a Delaware corporation in Aug@97. We have incurred significant losses siwreinception. We expect that
we will continue to incur losses, for the foresdedbture. We also expect to incur significant neditkg, technology and development, gen
and administrative and stock-based compensatioensgs. As a result, we will need to significantigrease our operating margins to achieve
profitability and may never achieve profitability.

Critical Accounting Policies

We believe the estimated life over which we amerthze costs of acquiring titles for our library ahd selection of a method of
amortization for the costs we incur to acquiresitfor our library are critical accounting policlescause they involve some of the more
significant judgments and estimates used in thpgsetion of our financial statements.

12
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Changein Estimated Life of the Cost of Our Library

In late 2000 and early 2001, we entered into @sedi revenue sharing agreements with studios wdublktantially changed our busin
model for acquiring DVDs and satisfying subscridemand for titles. These revenue sharing agreeneeatsie us to acquire DVDs at a lo
upfront cost than traditional buying arrangemeWs.share a percentage of the net revenues genérathd use of each particular title with
these studios over a fixed period of time, gengrbBl months. Before the change in our business magetypically acquired fewer copies of
a particular title and utilized each copy over agler period of time. The implementation of theseeneie sharing agreements improved our
ability to acquire larger quantities of newly reded titles and satisfy a substantial portion ofstber demand for such titles over a shorter
period of time. On January 1, 2001, we revisedathertization policy for the cost of our library fnoan accelerated method using a threar
life to the same accelerated method of amortizaiging a one-year life.

The change in life has been accounted for as agehianaccounting estimate and is accounted for prospective basis from January 1,
2001. Had we continued to amortize the DVDs acquingéor to January 1, 2001 using a three-year difeortization expense for the three and
six months ended June 30, 2001 would have beemilli@n and $9.9 million, respectively, lower théme amount recorded in our financial
statements.

Selection of a Method of Amortization of Upfront Costs of Our Library

Under our revenue sharing agreements, we remipfiont payment to acquire titles from the studibsis payment includes a
contractually specified initial fixed license fd®t is capitalized. Some payments also includen&ractually specified prepayment of future
revenue sharing obligations that is classifiedrapg@id revenue sharing expense and is expensedersue sharing obligations are incurred.
The DVD acquisition costs are amortized on an acaétd basis over one year. We believe the use afeelerated method is appropriate
because we normally experience heavy initial denfand title, which subsides once initial demand haen satisfied.

13
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Results of Operations

The following table sets forth consolidated resaftsperations and other financial data:

Netflix, Inc.

Statements of Operations
(Unaudited)

(in thousands, except per share data, per subscribdata and percentages)

Revenues
Subscriptior
Sales

Total revenue
Cost of revenues
Subscriptior
Sales
Total cost of revenue
Gross profit
Operating expense
Fulfillment
Technology and developme
Marketing
General and administratiy
Stocl-based compensatic
Total operating expens

Operating los!
Interest and other income (expense),

Net loss

Net loss per shar
Basic and Dilute«

Pro forma Basit
Pro forma Dilutec

Weighted average shares outstand
Basic and Dilutet

Pro forma Basit

Pro forma Dilutec

14

Three Months Ended

Six Months Ended

June 30, June 30,
2001 2002 2001 2002
$17,39: $ 35,60¢ $ 34,44¢ $ 65,677
967 752 967 1,21C
18,35¢ 36,36( 35,41¢ 66,88
10,77¢ 17,77¢ 28,95 32,65!
44¢€ 318 44¢€ 59¢
11,22: 18,09: 29,39¢ 33,25(
7,131 18,26¢ 6,01 33,63
3,58¢ 4,85¢ 7,20z 9,00¢
4,89¢ 3,51¢ 10,37( 6,69¢
4,09( 8,054 10,74: 15,99:
1,031 1,63¢ 2,54t 2,947
1,43¢ 2,74¢ 3,47¢ 5,58¢
15,04: 20,81( 34,33¢ 40,23:
(7,908) (2,542  (28,32)) (6,596)
(96)  (10,88)) (277) (11,34
$(8,001) $(13,429 $(28,599  $(17,93)
— — — —
$ (449 $ (1.31) $ (1649 $ (2.99
| | | |
$ (59 $ (76 $ (212 $ (L.1))
— — — —
$ (59 $ (76 $ (212 $ (1.1
— — — —
1,787 10,21¢ 1,73¢ 6,132
— — — —
13,66¢ 17,57: 13,51« 16,20«
— — — —
13,66¢ 25,057 13,51« 16,20¢
| | | |
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Other data:
Pro forma net income (loss):
Net loss
Add back:
Stocl-based compensatic
Non-cash interest on early repayment of ¢

Pro forma net income (loss

Pro forma net income (loss) per share
Pro forma Basi

Pro forma Dilutec

Subscribers (00r's):
New Trial Subscribers: during period (('s)
New Trial Subscribers Year to Year Chai
Subscribers: end of period (00’s)
Year to Year Chang
Subscriber Churn
Average subscribers during period (’s)
Year to Year Chang
Subscriber Acquisition Cost

Margins:
Gross margin
Operating margil
Net margin
Pro forma net margin
Expense % of revenues
Fulfillment
Technology and developme
Marketing
General and administratiy

Operating expenses before sto-based compensatiol

Stocl-based compensatic

Total operating expens

Year to Year Change:
Subscription revenue
Sales revenue

Total revenues
Fulfillment
Technology and developme
Marketing
General and administrati

Operating expenses before sto-based compensatiol

Stocl-based compensatic

Total operating expens

Three Months Ended

Six Months Ended

June 30, June 30,
2001 2002 2001 2002
$(8,007) $(13,429  $(28,599 $(17,93))
1,43¢ 2,74¢ 3,47¢ 5,58¢
— 10,69¢ — 10,69t
$(6,56¢) $ 12 ($ 25,120 $ (1,656
— — — —
$ (.49 $ .0C $ (1.86 $ (10
| | | |
$ (.49 $ .0C $ (186 $ (10
— — — —
88 23€ 232 54¢
(20%) 16&% 2% 13€%
30¢ 67C 30¢ 67C
59% 11&% 5% 11&%
7.1% 6.7% 8.€% 6.€%
30¢€ 637 277 54¢
75% 10&% 58% 97%
$ 46.4¢ $ 34.1: $ 46.31] $ 29.1¢
38.% 50.2% 17.(% 50.2%
(43.1%) (7.C%) (80.(%) (9.5%)
(43.€%) (36.9%) (80.€%) (26.€%)
(35.£%) 0.0% (70.5%) (2.5%)
19.5% 13.52% 20.2% 13.5%
26.71% 9.7% 29.2% 10.(%
22.% 22.2% 30.2% 23.%
5.€% 4.5% 7.2% 4.4%
74.1% 49.7% 87.1% 51.8%
7.€% 7.€% 9.8% 8.4%
81.% 57.2% 96.%% 60.2%
| | | |
142% 105% 18(% 91%
100% (22%) 100% 25%
157% 98% 187% 89%
45% 35% 67% 25%
24% (28%) 44% (35%)
(27%) 97% (9%) 49%
(41%) 59% 1% 16%
(2%) 33% 20% 12%
(43%) 91% (23%) 61%
(8%) 38% 13% 17%
— — — —
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Unaudited Pro Forma Net Income (Loss) per Common Share —Pro forma basic net income (loss) per common sisszemputed by
dividing net income or loss by the weighted avenagmber of shares of common stock outstandinghfemperiod (excluding shares subject to
repurchase) plus the weighted average number oésloh common stock resulting from the assumed exsion upon the closing of the init
public offering of outstanding shares of convedipteferred stock as if the shares had been cauventmediately upon their issuance. Pro
forma diluted net loss per share is computed usiagro forma basic weighted-average number otanténg shares of common stock and,
when dilutive, potential common stock from outstagdoptions and warrants to purchase common stmikg the treasury stock method.

Churn —We calculate churn as a monthly percentage deteitiras a quotient, the numerator of which is time sfithe previous
quarter’s ending subscribers plus the current guarhew trial subscribers minus the ending subscsi for the current quarter and the
denominator of which is the sum of the previousrtgrss ending subscribers plus the current quasteew trial subscribers and then dividing
this resulting number by 3, which is the numbemainths in the quarter. For example, assuming erglibgcribers for the previous quarter of
603,000; new trial subscribers of 236,000 durirggd¢hrrent quarter; current quarter ending subsgibE670,000, gives a churn of 6.7% [i.e.
((603,000+236,000-670,000)/(603,000+236,000))/3794

Subscriber Acquisition Cost —We calculate subscriber acquisition cost by divgdihe total marketing expense for the period by ne
trial subscribers during the period.

Three Months Ended June 30, 2001 Compared to Thrddonths Ended June 30, 2002
Revenues

We derive substantially all our revenues from mbnsubscription fees. Periodically, we generateereie from the sale of excess
DVDs. We recognize subscription revenues ratablyndueach subscribes’monthly subscription period. We recognize reverfuam the sal
of used DVD’s when the DVDs are shipped.

Subscription revenues.  Our subscription revenues for the three moatitked June 30, 2002 were $35.6 million, represgril05%
increase from our subscription revenues of $17Idamifor the three months ended June 30, 2001.ifitxease in total subscription revenues
was caused by a 108% increase in the average nwhbebscribers from 306,000 during the three meetided June 30, 2001 to 637,000
during the three months ended June 30, 2002. Wevieahe average number of subscribers increaseski@ral reasons including the
continuing consumer adoption of DVD players, owré@asingly effective marketing programs and thenopgof ten regional distribution
centers.

Salesrevenues. Our sales revenues for the three months eduleel 30, 2002 were $0.8 million, representing a 22%ease from our
sales revenues of $1.0 million for the three mosetided June 30, 2001. This decrease was attrileuialal reduction in our sale of used D\
to resellers.
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Cost of Revenues

Cost of subscription revenues consists of revehaergg costs, amortization of our library, amotti@a of intangible assets related to
equity investments issued to certain studios arstigge and packaging related to shipping titlesatorm subscribers. Cost of revenues for
DVD sales includes salvage value and revenue ghadsts for used DVDs sold.

Cost of subscription revenues.  Cost of subscription revenues for the threatiioended June 30, 2002 was $17.8 million, reptesg
a 65% increase from our cost of subscription reesraf $10.8 million for the three months ended BMe2001. This increase was
attributable primarily to the net effect of theléaling:

Revenue sharing costs.  Our revenue sharing costs for the three mosrtkied June 30, 2002 were $6.8 million, represeratin
138% increase from our revenue sharing costs & $2lion for the three months ended June 30, 200is increase was due
primarily to a 108% increase in average humbeubgsribers between the three months ended Jurg®80,and 2002, coupled
with an increase in the mix between titles delideie subscribers that were subject to revenuershagrsus titles that were not
subject to revenue sharing. As a percentage otspkion revenues, our revenue sharing costs isectérom 16.5% in the three
months ended June 30, 2001 to 19.2% in the threghe@nded June 30, 2002.

DVD amortization costs.  Our DVD amortization costs for the three menghded June 30, 2002 were $3.6 million, reprasgnti
an 11% decrease from our DVD amortization cos®4of million for the three months ended June 30120 he decrease was
attributable to an increase in amortization inttivee months ended June 30, 2001, which was céaystie change in the
estimated life of our DVD library from three yeaosone year.

Amortization of intangible assets related to equity issued to studios. For the three months ended June 30, 2002¢eeaded
amortization costs related to equity issued toistudf $0.7 million, representing a 52% increaserfiour amortization costs of
$0.4 million for the three months ended June 30120he increase in amortization was attributeititoeases in intangible assets
caused by our obligation to issue additional sherékese studios upon dilution, which ceased imately prior to our initial
public offering. We expect amortization of intangilassets related to equity issued to studiosnirerelatively constant at
approximately $0.7 million per quarter for the nsi quarters.

Postage and packaging costs. Our postage and packaging costs for the tm@&ths ended June 30, 2002 was $6.7 million,
representing a 96% increase from our postage atkhgang costs of $3.4 million for the three monginsled June 30, 2001. This
increase was attributable primarily to a 111% iaseein the number of DVDs mailed to our subscribaffset by a slight reductic
in per unit packaging costs. On June 30, 2002rateefor first-class postage increased from $00380t37, which will cause an
increase in our per shipment cost of DVDs in fujpeeiods.
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Cost of salesrevenue. Cost of sales revenues for the three monttiecedune 30, 2002 were $0.3 million, representiBg% decrease
from our cost of sales revenue of $0.4 milliontfoe three months ended June 30, 2001. This deonessattributable to a reduction in sales
of used DVDs.

Grossprofit.  Our gross profit increased from $7.1 millian the three months ended June 30, 2001 to $18i8mfor the three
months ended June 30, 2002, representing 38.9%@aéH of revenues, respectively. Our gross prafitpntages increased primarily as a
result of the growth in our subscription revenued a decrease in our direct incremental costsafiging those subscription services. In
connection with the opening of our ten regionatribsition centers, we have begun to see a modestase in the disc usage by subscribers in
those areas serviced by our regional distributemters. As a result of increased postage costsliandisage, the Company expects gross
profit percentages for the third and fourth quartrfiscal 2002 to decline two to three percenfagjats from the gross profit percentage for
the three months ended June 30, 2002 and be nartige of 47% and 48%.

Operating Expenses

Fulfillment .  Fulfillment expense represents those expensesred in operating and staffing our distributemd customer service
centers, including costs attributable to receivingpecting and warehousing our library. Fulfillmhemrpense also includes credit card fees and
other collection related expenses. Fulfillment egeefor the three months ended June 30, 2002 wast#ilion, representing a 35% increase
from our fulfillment expense of $3.6 million foretthree months ended June 30, 2001. This increaseatiributable primarily to an increase
in the overall volume of the activities of our fillthent operations and an increase in credit caesf The Company recently completed
opening ten regional distribution centers throughbe United States. The opening of these regidisadibution centers did not have a
material impact on fulfillment expense becauseetkgense associated with the regional distributenters were partially offset by reductions
in the fulfillment expense of our primary distritnrt center in San Jose, California. As a percentdigevenues, fulfillment expense decrea
from 19.5% for the three months ended June 30, 289QB.3% for the three months ended June 30, d06Zrimarily to a combination of an
increasing revenue base and improvements in ofilirfdnt productivity due to our continuous effottsrefine and streamline our fulfillment
operations.

Technology and development . Technology and development expense consigiaybll and related expenses we incur related to
testing, maintaining and modifying our Web siten€¥atch technology, telecommunications systemsdre#nastructure and other internal-use
software systems. Technology and development expass includes depreciation of the computer hareead software we use to run our
Web site and store our data. Technology and der@op expense for the three months ended June 8Q,\2&8s $3.5 million, representing a
28% decrease from our technology and developmergrese of $4.9 million for the three months ende®e R0, 2001. This decrease was
caused primarily by decreases in personnel cosigesult of employees terminated as a part of@structuring during the three months
ended September 30, 2001. As a percentage of regetachnology and development expense decreasadf.7% for the three months
ended June 30, 2001 to 9.7% for the three montiiscedune 30, 2002 due primarily to an increasevemnues.
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Marketing. Marketing expense consists of marketing praonad and program expenditures, costs relatedet tiial periods and
marketing staff and other expense. We obtain alpagtion of our new subscribers through incenbigsed marketing programs with third
parties and consequently our marketing programredipgres fluctuate with the number of new subseslzequired. The costs related to free
trial periods includes revenue sharing costs, pestand packaging costs, library amortization castsintangible amortization costs.
Marketing expense for the three months ended JOn2®2 was $8.1 million, representing a 97% ineecfeom our marketing expense of
$4.1 million for the three months ended June 30.120his increase was attributable primarily tc68% increase in the number of new trial
subscribers for the three months ended June 3@, @)@ pared to the three months ended June 30,86t by decreases in the marketing
cost per acquired subscriber from $47 to $34. Tdweahse in the cost per acquired subscriber wapritnarily to marketing staff and other
costs remaining relatively constant in absolutdadslbut declining 62% on a per acquired subsctisis due to the large increase in acq
subscribers. As a percentage of revenues, marketipgnses remained constant at 22% of revenuexpéetehe cost per acquired subsct
to increase for the third and fourth quarters sé¢di 2002 due to increases in incentive based rilaglkgrograms. In addition, Blockbuster
announced in its June 2002 quarterly earningsteatlit would begin testing this summer an in-st@kD subscription rental program, the
DVD Freedom Pass, and that it may roll out thiggpam nationwide by the end of the year. This progras well as potential competition
from other sources, such as Wal Mart’s online iat®l Walmart.com, may impact our business and casi$e increase our marketing
expenditures.

General and administrative. General and administrative expense consigi&yrfoll and related expenses for executive, fieanc
content acquisition and administrative personreelyell as recruiting, professional fees and otteeregal corporate expenses. General and
administrative expense for the three months ended 30, 2002 was $1.6 million, representing a 58&eiase from our general and
administrative expense of $1.0 million for the thraonths ended June 30, 2001. This increase wasulsi attributable to an increase in the
number of personnel to support our growing subsctitase as well as increased directors and offioetsance and property insurance costs
and additional professional fees caused by publispany filing requirements. As a percentage of meres, general and administrative
expenses decreased from 5.6% for the three monttesdeJune 30, 2001 to 4.5% for the three monthedddne 30, 2002 due primarily to an
increase in revenues.

Stock-based compensation.  Stock-based compensation expense for the thoe¢hs ended June 30, 2002 was $2.7 million,
representing a 91% increase from our stock-basegbensation expense of $1.4 million for the threeth® ended June 30, 2001. This
increase was attributable to the issuance of opilie2002 with exercise prices below the deemeadvidue of our common stock. Since our
initial public offering, there is no longer any féifence between fair market value and the exeprise for new option grants and as a result
no new deferred stock-based compensation haseapected to arise from new awards. Consequenthgxpect our future stock-based
compensation expense will relate to existing awards

The increase in stock-based compensation expessevak attributable to increased charges relatedrtable award accounting. In
2001, we offered our employees and directors tjie tb exchange certain stock options. We exchangédns to purchase approximately
900,000 shares of common stock with varying exerpigces in exchange for options to purchase apmpaely 900,000 shares of common
stock with an exercise price of $3.00 per shareofAkine 30, 2002, approximately 700,000 of thesrds were outstanding.
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The stock option exchange resulted in variable dwacounting treatment for all of the exchangedbogt Variable award accounting will
continue until all options subject to variable amtting are exercised, cancelled or expire. Onceetlagvards are exercised, cancelled or e
they will no longer be subject to variable awardamting. Variable accounting treatment will resaltinpredictable and potentially
significant charges or credits to our operatingemges from fluctuations in the market price of cmammon stock. For each hypothetical one-
dollar increase or decrease in the fair value ofoounmon stock, we will record deferred compensaitican amount equal to the number of
shares underlying the variable awards multipliedh®yone-dollar change. However, to the extenttivesiable awards are not fully vested,
our stock compensation expense will be less thamthount we record as deferred compensation.

For example, as of June 30, 2002, if the marketevaf our common stock was different by $1.00,dmferred stock-based
compensation would change by approximately $700e0@Dour stock-based compensation expense woldéférted by approximately
$200,000. Once these variable awards become fa#ijed, our stock based compensation will be affieatea dollar-for-dollar basis and a
change in our stock price will directly impact #@ount we record as stock-based compensationamanint equal to the number of shares
underlying the variable awards outstanding mukiglby the change in the market value of our comstock. For example, assuming all of
the approximately 700,000 variable awards are fudigted and outstanding and assuming an increatecogase in the market value of our
common stock of $1.00 in a quarter, our stock basegpensation expense or credit related to thebkriawards for that quarter would be
$700,000. As of June 30, 2002, most of these vieralvards were not fully vested and had a variéfinal vesting dates over the next three
years.

Interest and Other Income (Expense), Net

Interest and other income (expense), net congistefly of interest earned on our cash and caslivatpnts offset by interest expense
related to interest-bearing obligations. Interest ather expense, net was $10.9 million for theg¢hmonths ended June 30, 2002, representin
a substantial increase from our interest and aRkpense, net of $0.1 million for the three monthdezl June 30, 2001. This increase was
attributable primarily to a non-cash $10.7 millieme-time charge associated with our early repaymieall outstanding indebtedness under
our subordinated promissory notes, related to tieelaration of the accretion of the unamortizedalist during the three months ended June
30, 2002.

Six Months Ended June 30, 2001 Compared to Six Mom$é Ended June 30, 2002
Revenues

Subscription revenues.  Our subscription revenues for the six montidee June 30, 2002 were $65.7 million, represergifg%
increase from our subscription revenues of $34Idamifor the six months ended June 30, 2001. Tleegase in total subscription revenues
was caused by a 97% increase in the number of gearzbscribers for the six months ended June 3, @D277,000 to 546,000 for the six
months ended June 30, 2002. We believe the nunfilsaibscribers increased for several reasons ingjuitiie continuing consumer adoption
of DVD
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players, our increasingly effective marketing peogs and the opening of ten regional distributiamtees during the six months ended June
30, 2002

Salesrevenues. Our sales revenues for the six months endee 30, 2002 were $1.2 million, representing a 26éfteiase from our
sales revenues of $1.0 million for the six monthdesl June 30, 2001. This increase was attributabfereases in our sale of used DVD’s to
resellers.

Cost of Revenues

Cost of subscription revenues. Cost of subscription revenues for the six mernded June 30, 2002 was $32.7 million, repregpat
13% increase from our cost of subscription revermfié®29.0 million for the six months ended JuneB®)1. This increase was attributable
primarily to the net effect of the following:

Revenue sharing costs.  Our revenue sharing costs for the six monttied June 30, 2002 were $13.3 million, represeraing
152% increase from our revenue sharing cost of 8fll®n for the six months ended June 30, 2001sTicrease was due
primarily to a 97% increase in average number bEstibers between 2001 and 2002, coupled with enredse in the mix between
titles delivered to subscribers that were subjecevenue sharing versus titles that were not stibjerevenue sharing. As a
percentage of subscription revenues, our revenaignghcosts increased from 15.3% in the six moatided June 30, 2001 to
20.2% in the six months ended June 30, 2002.

DVD amortization costs. Our DVD amortization costs for the six monémeled June 30, 2002 were $6.0 million, represerating
60% decrease from our DVD amortization costs of $5illion for the six months ended June 30, 200e decrease was
attributable to an increase in amortization inghkemonths ended June 30, 2001, which was caus#ételghange in the estimated
life of our DVD library from three years to one yea

Amortization of intangible assets related to equity issued to studios.  For the six months ended June 30, 2002, werded
amortization costs of $1.4 million relating to egussued to studios, representing a 63% increase dur amortization costs of
$0.8 million for the six months ended June 30, 200t increase in amortization was attributablmtoeases in intangible assets
caused by our obligation to issue additional sharékese studios upon dilution, which ceased imately prior to our initial
public offering We expect the amortization of irgée assets related to equity issued to studiosrtwin relatively constant at
approximately $0.7 million per quarter for the neix quarters.

Postage and packaging costs. Our postage and packaging costs for the sixthsoended June 30, 2002 was $12.0 million,
representing a 56% increase from our postage agihgang costs of $7.7 million for the six monthsled June 30, 2001. This
increase was attributable primarily to a 95% insesim the number
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of DVDs mailed to our subscribers, partially offegta reduction in the per unit packaging costsJ@me 30, 2002, the rate for
first-class postage increased from $0.34 to $GBifch will cause an increase in our per shipmest 06 DVDs in future periods.

Cost of salesrevenue. Cost of sales revenues for the six months@ddae 30, 2002 were $0.6 million, representing% &crease
from our cost of sales revenue of $0.4 milliontfee six months ended June 30, 2001. This increaseattributable primarily to an increase
sales of used DVDs.

Grossprofit.  Our gross profit increased from $6.0 milli@m the six months ended June 30, 2001 to $33.6omilbr the six months
ended June 30, 2002, representing 17.0% and 5. 88venues, respectively. Our gross profit peragggancreased primarily as a result of
the growth in our subscription revenues and a dserén our direct incremental costs of providingsthsubscription services, coupled with
the reduction in DVD amortization costs in 200Zampared to 2001. In connection with the openingwften regional distribution centers,
we have begun to see a modest increase in theisige by subscribers in those areas serviced byegional distribution centers. As a result
of increased postage costs and disc usage, the @&yneppects gross profit percentages for the emidifourth quarters of fiscal 2002 to
decline two to three percentage points from thegprofit percentage for the six months ended 30n2002 and be in the range of 47% and
48%.

Operating Expenses

Fulfillment .  Fulfillment expense for the six months endeae]30, 2002 was $9.0 million, representing a 258teiase from our
fulfillment expense of $7.2 million for the six mitis ended June 30, 2001. This increase was atthleuprimarily to increases in the overall
volume of the activities of our fulfillment operatis and an increase in credit card fees. The Coymagently opened ten regional distribut
centers throughout the United States. The operfitigese regional distribution centers did not haveaterial impact on fulfillment expense
because the expense associated with the regimtabdiion centers were partially offset by redans in the fulfillment expense of our
primary distribution center in San Jose, Califoriia a percentage of revenues, fulfillment expatesreased from 20.3% for the six months
ended June 30, 2001 to 13.5% for the six monthedddne 30, 2002 due primarily to a combinatioaroincreasing revenue base and
improvements in our fulfillment productivity due éoir continuous efforts to refine and streamlinefalfillment operations.

Technology and development . Technology and development expense for thensimths ended June 30, 2002 were $6.7 million,
representing a 35% decrease from our technologylanelopment expense of $10.4 million for the sbniths ended June 30, 2001. This
decrease was caused primarily by decreases inrpagiscosts as a result of employees terminatedudopour restructuring during the three
months ended September 30, 2001. As a percentageeafues, technology and development expensesatstt from 29.3% for the six
months ended June 30, 2001 to 10.0% for the siximseended June 30, 2002 due primarily to an ineréasevenues and a decrease in the
absolute dollar amount we spent on technology aveldpment.

Marketing. Marketing expense for the six months ende@ B 2002 was $16.0 million, representing a 49%eiase from our
marketing expense of $10.7 million for the six nimnt
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ended June 30, 2001. This increase was attribupaltearily to a 136% increase in the number of ieal subscribers for the six months
ended June 30, 2002 compared to the six monthglehaw 30, 2001 offset by decreases in the magketist per acquired subscriber from
$46 to $29. The decrease in the cost per acquitestsber was due primarily to costs related te freals and marketing staff and other costs
remaining relatively constant in absolute dollaus declining 55% on a per acquired subscriber kdigisto the large increase in acquired
subscribers. As a percentage of revenues, marketipgnses decreased from 30.3% for the six momidesdeJune 30, 2001 to 23.9% for the
six months ended June 30, 2002 due primarily tmamease in revenues. We expect the cost per athsirbscriber to increase for the third
and fourth quarters of fiscal 2002 due to incre&s@scentive based marketing programs. In addjtilnckbuster announced in its June 2002
quarterly earnings call that it would begin testihiz summer an istore DVD subscription rental program, the DVD Fiem Pass, and tha
may roll out this program nationwide by the endhef year. This program, as well as potential coitipetfrom other sources, such as Wal
Mart’s online affiliate Walmart.com, may impact dursiness and cause us to increase our marketpendiures.

General and administrative.  General and administrative expense for thergirths ended June 30, 2002 was $2.9 million, sgprtng
a 16% increase from our general and administratieense of $2.5 million for the six months endetkJ80, 2001. This increase was
attributable primarily to an increase in the numifepersonnel to support our increasing subsciibse as well as increased directors and
officers insurance and property insurance costsagitional professional fees caused by public camgdiling requirements. As a percent:
of revenues, general and administrative expensgeased from 7.2% for the six months ended Jun2@WL to 4.4% for the six months
ended June 30, 2002 due primarily to an increasevienues.

Sock-based compensation.  Stock-based compensation expense for the enthme ended June 30, 2002 was $5.6 million, reptiege
a 61% increase from our stock-based compensatisense of $3.5 million for the six months ended J83®e2001. This increase was
attributable to increased stock-based compenstdiasptions granted with exercise prices belowdbemed fair value of our common stock
in the three months ended March 31, 2002 and aantid increase in the fair value of our commacktin the same three month period and
it's associated impact on our variable award actiognelated to the repriced options. Since ouiahpublic offering, there is no longer any
difference between fair market value and the ezerprice for new option grants and consequentigaeve deferred stock-based compensation
has or is expected to arise from any new awardss€mpiently we expect our future stock-based conapensexpense, associated with
options granted below the deemed fair value, wikte to existing awards.

Interest and Other Income (Expense), Net

Interest and other income (expense), net congistefly of interest earned on our cash and caslivatpnts offset by interest expense
related to interest-bearing obligations. Interest ather expense, net was $11.3 million for thensanths ended June 30, 2002, representing &
substantial increase from our interest and othpeese, net of $0.3 million for the six months endede 30, 2001. This increase was
attributable primarily to a non-cash $10.7 millieme-time charge associated with our early repaymieall outstanding indebtedness under
our subordinated promissory notes related to thelacation of the accretion of the unamortized alistt.
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Liquidity and Capital Resources

Since inception, we have financed our activitigmprily through a series of private placementsafwertible preferred stock,
subordinated promissory notes and our initial pubffering. On May 29, 2002, we closed the salg,600,000 shares of common stock and
on June 14, 2002, we closed the sale of an additR®25,000 shares of common stock, in an initidliowffering at a price of $15.00 per
share. A total of $94.9 million in gross proceedswaised from this sale. After deducting the uwdéng fee of approximately $6.7 million
and approximately $2.3 million of offering expensast proceeds were approximately $85.9 millionofAdune 30, 2002, we had cash and
cash equivalents of $49.8 million and short-terrestments of $42.0 million.

Net cash used in operating activities was $2.0anilfor the six months ended June 30, 2001. Nét pasvided by operating activities
was $14.6 million for the six months ended June2B02. The $16.6 million improvement in cash frope@tions between the six months
ended June 30, 2001 and June 30, 2002 was driiandy by a $31.5 million increase in our revenaesl a $3.3 million increased in our
accrued but unpaid expenses.

Net cash used in investing activities increasethffi®.7 million for the six months ended June 3@12® $51.4 million for the six
months ended June 30, 2002. This increase walsuagthle primarily to a $42.1 million purchase obskterm investments with a portion of
our initial public offering proceeds and a $5.1lioil increase in the costs related to the acqaisitif titles for our DVD library. While DVD
acquisition expenditures are classified as cashsflivom investing activities you may wish to coraithese together with cash flows from
operating activities.

Net cash used by financing activities was $1.8iomilfor the six months ended June 30, 2001, whicheiased to net cash provided by
financing activities of $70.4 million for the sixanths ended June 30, 2002. The net cash providéddncing activities for the six months
ended June 30, 2002 was attributable primarilyré@@eds from the sale of our common stock in oitialrpublic offering that raised net
proceeds of $85.9 million, partially offset by tregpayment of $14.2 million on our subordinated aqiayable and $1.9 million on our other
notes payable and capital lease obligations.

Recent Accounting Pronouncements

In June 2001, the Financial Accounting Standardsr8¢FASB) issued Statement No. 1A6¢counting for Asset Retirement
Obligations . This Statement addresses financial accountingegmatting for obligations associated with theregtient of tangible long-lived
assets and the associated asset retirement chstsStatement applies to all entities. It appletegal obligations associated with the
retirement of long-lived assets that result from élequisition, construction, development and (og)rtormal operation of a long-lived asset,
except for certain obligations of lessees. As lisdlis Statement, a legal obligation is an oblmathat a party is required to settle as a result
of an existing or enacted law, statute, ordinanceyritten or oral
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contract or by legal construction of a contractemtie doctrine of promissory estoppel. This Statenamends FASB Statement No. 19,
Financial Accounting and Reporting by Oil and Gas Producing Companies. The adoption of this standard will not impact omahcial
statements.

In July 2002, the Financial Accounting StandardafiqFASB) issued Statement No. 1A6¢counting for Costs Associated with Exit or
Disposal Activities. The standard requires companies to recognize asstxiated with exit or disposal activities whegythre incurred rather
than at the date of a commitment to an exit oraiapplan. Examples of costs covered by the stdridalude lease termination costs and
certain employee severance costs that are assbeiatea restructuring, discontinued operationnplaosing, or other exit or disposal
activity. Previous accounting guidance was providgdEITF Issue No. 94-3, “Liability Recognition f@ertain Employee Termination
Benefits and Other Costs to Exit an Activity (inding Certain Costs Incurred in a Restructuringjdt@ment 146 replaces Issue 94-3. The
adoption of this standard will not impact our ficé statements.

Item 3. Qualitative and Quantitative Disclosures abouMarket Risk

The primary objective of our investment activitisgo preserve principal, while at the same tim&im&ing income we receive from
investments without significantly increased riskng of the securities we invest in may be subabarket risk. This means that a change in
prevailing interest rates may cause the principadant of the investment to fluctuate. For examiplee hold a security that was issued wil
fixed interest rate at the then-prevailing rate treprevailing interest rate later rises, the gatiour investment will decline. To minimize
this risk in the future, we intend to maintain @artfolio of cash equivalents and investments waidety of securities, including commercial
paper, money market funds, government and non-gavemt debt securities and certificates of depotit maturities of less than thirteen
months. In general, money market funds are noestihp market risk because the interest paid oh &uwls fluctuates with the prevailing
interest rate.
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Iltem1l.

PART II. OTHER INFORMATION

Legal Proceedings

We are not a party to any material legal proceeding

tem 2.
(@)
(b)
(©)

Changes in Securities and Use of Proceeds

None
None
Recent Sales of Unregistered Securities.

During the quarter ended June 30, 2002, we issnedald an aggregate of 90,642 shares of commaR &to aggregate proceeds
of approximately $261,000, $0.001 par value peresparsuant to the exercise of stock options issunelér our Amended and
Restated 1997 Stock Plan. All such shares werefeplthsh to our employees or former employeesr&iere no underwriting
discounts or commissions applicable to such sslestelied on Rule 701 of the Securities Act of 18@3the sale of such shares.

In addition, on May 22, 2002, we issued an aggeeghB77,643 shares of our Series F Non-Votingd?refl Stock pursuant to
pre-existing contractual obligations. This Series H&red Stock automatically converted into sharesomfimon stock just prior

the effective date of the Company’s initial puliéering. No further consideration was paid for tb&uance of these shares. There
were no underwriting discounts or commissions applie to these issuances.

On May 31, 2002, we issued 65,422 shares of ountamstock upon the exercise of one of our outstandiarrants for $196,2€
In addition, on June 27, 2002, we issued 24,198=shaf our common stock upon the net exercise efafrour outstanding
warrants. There were no underwriting discountsoonmissions applicable to these issuances.

(d) Use of Proceeds.

On May 29, 2002, we consummated the sale of areggtg of 5,500,000 shares of our common stock0%(@r value per share,
and on June 14, 2002 we consummated the saleaggregate of 825,000 shares of common stock, puirsoi@ur initial public
offering registered on our registration statemenEorm S-1 under the Securities Act of 1933 (Fite BB3-83878). The aggregate
offering price of and the gross proceeds we reckfkam the initial public offering was $94,875,00he registration statement
was declared effective by the Securities and Exg&@ommission on May 22, 2002. The offering ofaf@ementioned shares
terminated on June 14, 2002. The managing undensifibr our initial public offering were Merrill Lnch & Co., Thomas Weisel
Partners LLC and U.S. Bancorp Piper Jaffray. Wearably estimate that the total expenses incuryagsbn connection with the
offering was approximately $9.0 million, includiag aggregate of $6.7 million in underwriting disntsuand commissions and an
estimated $2.3 million in other expenses, resuliingstimated aggregate net proceeds to us of $8Hién.
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We used $14.2 million of the net proceeds fromdffiering to retire our subordinated promissory sofehe table below sets forth
the aggregate net proceeds paid in connectionthéthepayment of our subordinated promissory naliesctly or indirectly, to:

« our officers, directors and their associates;
« persons owning 10% or more of our outstanding comstock; and
- any of our affiliates.

Other than as set forth in the table below, nonth@iproceeds from the offering were paid, direotlyndirectly, to any of our
officers or directors or any of their associategpcany other person.

Aggregate
Principal
Amount of Amount Paid,
Promissory Including
Name and Title Notes Interest
W. Barry McCarthy, Jr.
Chief Financial Officer and Secrete $ 30,00 $ 32,66:
Patricia J. McCord
Vice President of Human Resourt $ 10,00 $ 10,88¢
Neil Hunt
Vice President of -Commerce $ 20,00 $ 21,77
Entities affiliated with Jay C. Hoag ( $8,290,28°  $9,026,19:
Entities affiliated with Michael N. Schuh ( $2,772,38: $3,018,48!
Entities affiliated with Timothy M. Haley (¢ $1,670,66  $1,818,96

(1) The record holders of such securities consistipT.QV I, V.O.F.; (ii) Technology Crossover Vengs Il, C.V.; (iii) TCV Il Strategic
Partners, L.P.; (iv) TCV Il (Q), L.P.; (v) Technglp Crossover Ventures Il, L.P.; (vi) TCV IV, L.Rviji) TCV IV Strategic Partners,
L.P.; and (viii) TCV Franchise Fund, L.

(2) The record holders of such securities consistipEqundation Capital Leadership Fund, L.P. andR@undation Capital Leadership
Principals Fund, LLC

(3) The record holders of such securities consistipfnstitutional Venture Partners VIII, L.P. and) (VM Investment Fund VIII, LLC.
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We invested approximately $42.1 million, of the eening net proceeds, in short-term investmentsthadalance in cash and cash
equivalents.

Item4. Submission of Matters to a Vote of Security Holers

In May 2002, our stockholders approved: (i) our adesl and restated certificate of incorporationatiifig) a reverse stock split on our
common stock prior to the consummation of our ahitiublic offering; (ii) our amended and restatediicate of incorporation effective
following the consummation of our initial publicfefing; (iii) our amended and restated bylaws dffecafter the consummation of our initial
public offering; (iv) our 2002 Stock Plan; (v) 02002 Employee Stock Purchase Plan; (vi) the forimaémnification agreements to be
entered into with our officers and directors; anid the waiver of certain registration rights gtad under our amended and restated
stockholders’ rights agreement. Each of the aboatters was approved by: 1,481,512 shares of oigsSarPreferred Stock, 1,585,644
shares of our Series B Preferred Stock, 1,771,Bai®s of our Series C Preferred Stock, 2,165,98festof our Series D Preferred Stock,
3,186,007 shares of our Series E Preferred St@&385 shares of our Series E-1 Preferred Stock121 shares of our Series F Non-Voting
Preferred Stock and 1,964,994 shares of our constomk. There were no votes cast against any ahtii¢ers that were approved, nor were
there any abstentions or broker non-votes.

Item5. Other Information
None.

Item 6. Exhibits and Reports on Form 8-K

(@) Exhibits.

Exhibit
Number Description

3.1 Amended and Restated Certificate of Incorporal

3.2 Amended and Restated Bylaws.

4.1 Form of Common Stock Certificate. (
10.1 Form of Indemnification Agreement with each of Registrar’'s Executive Officers and Directors. |
10.2 2002 Employee Stock Purchase Plan.
10.3 Amended and Restated 1997 Stock Plan
10.4 2002 Stock Plan. (€
10.5 Amended and Restated Stockhol’ Rights Agreement dated July 10, 2001.
10.6 Office Lease dated October 27, 2000 with BR3 Pastr(8)
10.7 Letter Agreement dated August 11, 1999 with LineBkecp Old Oakland Opco, LLC; First Amendment todeeAgreement

dated December 3, 1999; Second Amendment to Legeefkent dated January 4, 2000; Third Amendmeln¢ase Agreement
dated June 12, 2001 with Joseph Scully

10.8 Offer Letter dated April 19, 1999 with W. Barry Maghy, Jr. (10

10.9 Offer Letter dated March 25, 1999 with Tom Dilldh1)

10.10 Offer Letter dated March 13, 2000 with Leslie Jigigre. (12)

10.11 Letter Agreement dated May 1, 2000 with Columbiesiar Home Entertainment, Inc. (1
10.12 Revenue Sharing Output License Terms with Warnenélvideo. (14

10.13 Form of Subordinated Promissory Note date July200,1. (15)

99.1 Certification of Chief Executive Officer and Chigihancial Officer.
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(1)
(2)
3)
(4)
(5)
(6)
(7)
(®)
(©)

(10)

(11)

(12)

(13)

(14)

(15)

Incorporated by reference to Exhibit 3.4 of ouris&gtion statement on Form S-1 filed with the Siims and Exchange Commission
on April 16, 2002

Incorporated by reference to Exhibit 4.1 of ouris&rgtion statement on Form S-1 filed with the Siims and Exchange Commission
on April 16, 2002

Incorporated by reference to Exhibit 10.1 of ogistration statement on Form S-1 filed with the 8iies and Exchange Commission
on March 20, 200z

Incorporated by reference to Exhibit 10.2 of ogis&ration statement on Form S-1 filed with the B&ies and Exchange Commission
on March 6, 200z

Incorporated by reference to Exhibit 10.3 of ogis&ration statement on Form S-1 filed with the B&ies and Exchange Commission
on May 16, 2002

Incorporated by reference to Exhibit 10.4 of owistration statement on Form S-1 filed with the 8iies and Exchange Commission
on March 6, 200z

Incorporated by reference to Exhibit 10.5 of ogis&ration statement on Form S-1 filed with the B&ies and Exchange Commission
on March 6, 200z

Incorporated by reference to Exhibit 10.7 of ogis&ration statement on Form S-1 filed with the B&ies and Exchange Commission
on March 6, 200z

Incorporated by reference to Exhibit 10.8 of owgistration statement on Form S-1 filed with the 8iies and Exchange Commission
on March 6, 200z

Incorporated by reference to Exhibit 10.9 of owgistration statement on Form S-1 filed with the 8iies and Exchange Commission
on March 6, 200z

Incorporated by reference to Exhibit 10.10 of agistration statement on Form S-1 filed with theu8igies and Exchange
Commission on March 6, 200

Incorporated by reference to Exhibit 10.11 of agistration statement on Form S-1 filed with theu8igies and Exchange
Commission on March 6, 200

Incorporated by reference to Exhibit 10.12 of agistration statement on Form S-1 filed with the8ities and Exchange
Commission on May 20, 200

Incorporated by reference to Exhibit 10.13 of agistration statement on Form S-1 filed with theu8igies and Exchange
Commission on May 20, 200

Incorporated by reference to Exhibit 10.14 of agistration statement on Form S-1 filed with theu8igies and Exchange
Commission on May 20, 200

(b) We did not file any current reports on F@fK for the quarter ended June 30, 2002.
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Signatures

In accordance with the requirements of the Seesrixchange Act of 1934, the registrant has catiedeport to be signed on its
behalf by the undersigned, thereunto duly authdrize

Netflix, Inc

Dated: August 13, 2002 By: /sl ReeDH ASTINGS

Reed Hastings
Chief Executive Office

Dated: August 13, 2002 /sl BARRY M c C ARTHY

By:
Barry McCarthy
Chief Financial Officer
(Principal financial and accounting officer)
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Exhibit
Number

EXHIBIT INDEX

Description

3.1

3.2

4.1
10.1
10.2
10.3
10.4
10.5
10.6
10.7

10.8
10.9
10.10
10.11
10.12
10.13
99.1

Amended and Restated Certificate of Incorporal

Amended and Restated Bylaws.

Form of Common Stock Certificate. (

Form of Indemnification Agreement with each of fegistrar’s Executive Officers and Directors. |
2002 Employee Stock Purchase Plan.

Amended and Restated 1997 Stock Plan

2002 Stock Plan. (€

Amended and Restated Stockhol’ Rights Agreement dated July 10, 2001.

Office Lease dated October 27, 2000 with BR3 Pastr(8)

Letter Agreement dated August 11, 1999 with LineBkcp Old Oakland Opco, LLC; First Amendment todeeAgreement
dated December 3, 1999; Second Amendment to Legie=ient dated January 4, 2000; Third Amendmemedase Agreement
dated June 12, 2001 with Joseph Scully

Offer Letter dated April 19, 1999 with W. Barry Mag@hy, Jr. (10

Offer Letter dated March 25, 1999 with Tom Dilldh1)

Offer Letter dated March 13, 2000 with Leslie Jiggre. (12)

Letter Agreement dated May 1, 2000 with Columbigs¥ar Home Entertainment, Inc. (1
Revenue Sharing Output License Terms with Warnenélvideo. (14

Form of Subordinated Promissory Note date July2001. (15)

Certification of Chief Executive Officer and Chieinancial Officer.

@)
)
®3)
(4)
®)
(6)
)
8)
9)
(10)
(11)
(12)
(13)
(14)

(15)

Incorporated by reference to Exhibit 3.4 of ouris&gtion statement on Form S-1 filed with the Siims and Exchange Commission
on April 16, 2002

Incorporated by reference to Exhibit 4.1 of ouris&gtion statement on Form S-1 filed with the Siims and Exchange Commission
on April 16, 2002

Incorporated by reference to Exhibit 10.1 of ogis&ration statement on Form S-1 filed with the B&ies and Exchange Commission
on March 20, 200z

Incorporated by reference to Exhibit 10.2 of ogistration statement on Form S-1 filed with the B&ies and Exchange Commission
on March 6, 200z

Incorporated by reference to Exhibit 10.3 of owgistration statement on Form S-1 filed with the 8iies and Exchange Commission
on May 16, 2002

Incorporated by reference to Exhibit 10.4 of ogistration statement on Form S-1 filed with the 8iies and Exchange Commission
on March 6, 200z

Incorporated by reference to Exhibit 10.5 of ogistration statement on Form S-1 filed with the B&ies and Exchange Commission
on March 6, 200z

Incorporated by reference to Exhibit 10.7 of ogis&ration statement on Form S-1 filed with the B&ies and Exchange Commission
on March 6, 200z

Incorporated by reference to Exhibit 10.8 of owgistration statement on Form S-1 filed with the 8iies and Exchange Commission
on March 6, 200z

Incorporated by reference to Exhibit 10.9 of ogis&ration statement on Form S-1 filed with the B&ies and Exchange Commission
on March 6, 200z

Incorporated by reference to Exhibit 10.10 of agistration statement on Form S-1 filed with theu8igies and Exchange
Commission on March 6, 200

Incorporated by reference to Exhibit 10.11 of agistration statement on Form S-1 filed with the8ities and Exchange
Commission on March 6, 200

Incorporated by reference to Exhibit 10.12 of agistration statement on Form S-1 filed with the8ities and Exchange
Commission on May 20, 200

Incorporated by reference to Exhibit 10.13 of agistration statement on Form S-1 filed with theu8igies and Exchange
Commission on May 20, 200

Incorporated by reference to Exhibit 10.14 of agistration statement on Form S-1 filed with theu8igies and Exchange
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Exhibit 3.1

STATE OF DELAWARE
SECRETARY OF STATE
DIVISION OF CORPORATIONS
FILED 06:00 PM 05/29/2002
020340802-2790864

AMENDED AND RESTATED

CERTIFICATE OF INCORPORATION
OF
NETFLIX, INC.
a Delaware corporation

Netflix, Inc., a corporation organized and existimgler the General Corporation Law of the StatBalware (the "General Corporati
Law") hereby certifies as follows:

1. That this corporation was originally incorpoaten August 29, 1997 under the name Kibble, Inarspant to the General Corporation Li

2. Pursuant to Sections 242 and 228 of the Gefengdoration Law of the State of Delaware, the amesits and restatement herein set forth
have been duly approved by the Board of Directasstiockholders of NetFlix.com, Inc.

3. Pursuant to Section 245 of the General Corpmrdtaw, this Amended and Restated Certificate obtporation (this "Certificate") restates
and integrates and further amends the provisiotiseofAmended and Restated Certificate of Incorpamadf this corporation.

4. The text of the Amended and Restated Certifiotacorporation is hereby amended and restatéd entirety as follows:
ARTICLE |

The name of this corporation is Netflix, Inc. (tl®rporation™).
ARTICLE I

The address of the registered office of the cofmman the State of Delaware is Corporation Tr@snter, 1209 Orange Street, in the City of
Wilmington, County of New Castle, Delaware 1980hehame of its registered agent at such addrdgsi€orporation Trust Company.

ARTICLE Il

The nature of the business or purposes to be ctediby the corporation is to engage in any lawdtlaa activity for which corporations may
be organized under the General Corporation Lawadaare, as the same exists or may hereafter bedade

ARTICLE IV

The corporation is authorized to issue two clas$esock, to be designated, respectively, "Commimtks and "Preferred Stock". The total
number of shares which the corporation shall hasikaxity to issue is 160,000,000 consisting of 080,000 shares of Common Stock, par
value $0.001 per share, and 10,000,000 sharesfdrRyd Stock, par value $0.001 per sh



The Board of Directors of the corporation (the "Bb%is authorized, subject to any limitations présed by law, to provide for the issuance
of shares of Preferred Stock in series, and tdbstafrom time to time the number of shares tonmbuded in each such series, and to fix the
designation, powers, preferences, and rights osliages of each such series and any qualificatiiomsations or restrictions thereof.

Each outstanding share of Common Stock shall eriti# holder thereof to one vote on each mattqrghp submitted to the stockholders of
the corporation for their vote; provided, howeubat, except as otherwise required by law, holdéSommon Stock shall not be entitled to
vote on any amendment to this Certificate of Inoogion (including any certificate of designatiodnRveferred Stock relating to any series of
Preferred Stock) that relates solely to the terfrene or more outstanding series of Preferred Sifaitie holders of such affected series are
entitled, either separately or together as a clétssthe holders of one or more other such setgegote thereon by law or pursuant to this
Certificate of Incorporation (including any certdite of designation of Preferred Stock relatingrtg series of Preferred Stock).

ARTICLE V

The following provisions are inserted for the magragnt of the business and the conduct of the afédithe corporation, and for further
definition, limitation and regulation of the poweakthe corporation and of its directors and stat#brs:

A. The business and affairs of the corporationldfmmanaged by or under the direction of the Bolaraddition to the powers and authority
expressly conferred upon them by statute or byGleigificate of Incorporation or the Bylaws of tbarporation, the directors are hereby
empowered to exercise all such powers and do eltl aats and things as may be exercised or doneebgorporation.

B. The directors of the corporation need not betebtby written ballot unless the Bylaws so provide

C. Any action required or permitted to be takerttmy stockholders of the corporation must be eftkatea duly called annual or special
meeting of stockholders of the corporation and matybe effected by any consent in writing by sucitkholders.

D. Special meetings of stockholders of the corponatnay be called only by the Chairman of the Bo#rd Chief Executive Officer, the
President or by the Board acting pursuant to duéea adopted by a majority of the Whole Boardd amy power of stockholders to call a
special meeting is specifically denied. Only suakibess shall be considered at a special meetiapokholders as shall have been stated in
the notice for such meeting. For purposes of tigificate of Incorporation, the term "Whole Boastiall mean the total number of
authorized directors of the corporation whethenatrthere exist any vacancies in previously autteatidirectorships.
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ARTICLE VI

A. Subject to the rights of the holders of anyeeof Preferred Stock to elect additional directorder specified circumstances, the numb
directors shall be fixed from time to time excludivby the Board pursuant to a resolution duly aeldfpy a majority of the Board. The
directors, other than those who may be electedhiéyolders of any series of Preferred Stock unpleciied circumstances, shall be classit
with respect to the time for which they severalbjchoffice, into three classes, as nearly equalimber as possible, one class to be originally
elected for a term expiring at the annual meetingt@ckholders to be held in 2003, another clagsetoriginally elected for a term expiring at
the annual meeting of stockholders to be held 2@nd another class to be originally electecafterm expiring at the annual meeting of
stockholders to be held in 2005, with each clagsotd office until its successor is duly elected gualified. At each succeeding annual
meeting of stockholders, directors elected to sedd¢bose directors whose terms expire shall beezldor a term of office to expire at the
third succeeding annual meeting of stockholdeses dffteir election.

B. Subject to the rights of the holders of anyesenf Preferred Stock then outstanding and unkesBoard otherwise determines, newly
created directorships resulting from any increashé authorized number of directors or any vaeiti the Board resulting from death,
resignation, retirement, disqualification, remofram office or other cause shall, unless othenpise/ided by law or by resolution of the
Board, be filled only by a majority vote of the@titors then in office, whether or not less thamargm, and directors so chosen shall hold
office for a term expiring at the annual meetingtafckholders at which the term of office of thasd to which they have been chosen expires
No reduction in the authorized number of direcgirall have the effect of removing any director befsuch director's term of office expir

C. Advance notice of stockholder nominations far ¢fhection of directors and of business to be tibbyg stockholders before any meeting of
the stockholders of the corporation shall be givetihe manner provided in the Bylaws of the corgiora

D. Subject to the rights of the holders of anyesedf Preferred Stock then outstanding, unlesswibe restricted by statue, by the Certificate
of Incorporation or the Bylaws of the corporatiany director, or all of the directors, may be reeuwirom the Board, but only for cause and
only by the affirmative vote of the holders of @ast 66 2/3% of the voting power of all of the tloestanding shares of capital stock of the
corporation then entitled to vote at the electibdicectors, voting together as a single class.

ARTICLE VI

The Board is expressly empowered to adopt, amengpaal any of the Bylaws of the Corporation. Adgjgtion, amendment or repeal of the
Bylaws of the corporation by the Board shall require approval of a majority of the Whole Boarde Htockholders shall also have power to
adopt, amend or repeal the Bylaws of the corpamapoovided, however, that, in addition to any votehe holders of any class or series of
stock of the corporation required by law or by tBextificate of Incorporation, the affirmative vatéthe holders of at least 66 2/3% of the
voting power of the then outstanding shares ofngpsitock entitled to vote generally in the electidn
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directors, voting together as a single class, $latiequired to adopt, amend or repeal all or amtign of Article Il, Section 3.2, Section 3.3,
Section 3.4, Section 3.15, Article VI or Article bf the Bylaws of the corporation.

ARTICLE VII

A director of the corporation shall not be perstniédble to the corporation or its stockholders flaonetary damages for breach of fiduciary
duty as a director, except for liability (a) forydoreach of the director's duty of loyalty to thermoration or its stockholders, (b) for acts or
omissions not in good faith or which involve intental misconduct or a knowing violation of law, (@)der Section 174 of the General
Corporation Law of Delaware, or (d) for any trartgatfrom which the director derived an impropergmnal benefit. If the General
Corporation Law of Delaware is amended to autharmporate action further eliminating or limitinget personal liability of directors, then
the liability of a director of the corporation shia¢ eliminated or limited to the fullest extentipéted by the General Corporation Law of
Delaware as so amended.

The corporation shall indemnify to the fullest extpermitted by law any person made or threateodx tmade a party to an action or
proceeding, whether criminal, civil, administratimeinvestigative, by reason of the fact that e, $iis or her testator or intestate is or was a
director, officer, employee or agent of the corpiora(or any predecessor thereof), or serves aeseat any other corporation, partnership,
joint venture, trust or other enterprise as a dinreofficer, employee or agent at the requeshefdorporation (or any predecess

Any amendment, repeal or modification of the foiieggaragraph shall not adversely affect any raghtrotection of a director of the
corporation existing at the time of such amendmemteal or modification.

ARTICLE VI

The corporation reserves the right to amend oralegy@y provision contained in this Certificate n€brporation in the manner prescribed by
the laws of the State of Delaware and all rightsfened upon stockholders are granted subjectisadiservation; provided, however, that,
notwithstanding any other provision of this Ceciifie of Incorporation, or any provision of law thaght otherwise permit a lesser vote or no
vote, but in addition to any vote of the holdersny class or series of the stock of this corporatequired by law or by this Certificate of
Incorporation, the affirmative vote of the holdefsat least 66 2/3% of the voting power of the thertstanding shares of voting stock entitled
to vote generally in the election of directors,ingttogether as a single class, shall be requaoedhtend or repeal this Article IX, Article V,
Article VI, Article VII or Article VIII.
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IN WITNESS WHEREOF, Netflix, Inc. has caused thiménded and Restated Certificate of Incorporatidmetexecuted by its President and
Chief Executive Officer this May 29, 2002.

NETFLIX, INC.

/sl Reed Hastings

Reed Hasti ngs
Presi dent and Chi ef Executive
O ficer
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Exhibit 99.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEFINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Reed Hastings, certify, pursuant to 18 U.S.GtiSa 1350, as adopted pursuant to Section 90B6eoSarbane®xley Act of 2002, the
the Quarterly Report of Netflix, Inc. on Form 10f@) the quarterly period ended June 30, 2002 fudignplies with the requirements of
Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and that information contained in suataerly Report fairly presents in all
material respects the financial condition and rissofl operations of Netflix, Inc.

By: /sl ReeDH ASTINGS

Name Reed Hasting
Title:  Chief Executive Office
Date: August 13, 200:

I, Barry McCarthy, certify, pursuant to 18 U.S.@cBon 1350, as adopted pursuant to Section 9@tedbarbanes-Oxley Act of 2002,
that the Quarterly Report of Netflix, Inc. on Fol®-Q for the quarterly period ended June 30, 200% €omplies with the requirements of
Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and that information contained in suataerly Report fairly presents in all
material respects the financial condition and itssofl operations of Netflix, Inc.

By: /sl BARRY M c C ARTHY

Name Barry McCarthy
Title:  Chief Financial Officel
Date: August 13, 200:

End of Filing
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