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Item 7. Financial Statements and Exhibits.
(c) Exhibits.
99.1 Press release dated July 15, 2004 by Netflix,

Item 12. Results of Operations and Financial Condibn.

The information provided in this Report is beingnished and shall not be deemed “filed” for thepgmses of Section 18 of the
Securities Exchange Act of 1934, as amended, aaitredt be deemed incorporated by reference inféings under the Securities Act of
1933, as amended, unless specifically stated seithe

On July 15, 2004, Netflix, Inc. announced its fin@h results for the quarter ended June 30, 2084.press release, which is attached
hereto as Exhibit 99.1 and incorporated hereindfgrence, discloses certain financial measurgsaiticular, non-GAAP net income (loss)
and free cash flow, that may be considered non-GA#dhcial measures. Generally, a non-GAAP finantieasure is a numerical measure
of a company’s performance, financial positioncash flows that either excludes or includes amotivasare not normally excluded or
included in the most directly comparable measuleutated and presented in accordance with genesattgpted accounting principles in the
United States. Management believes that non-GAAReme (loss) is a useful measure of operatimppmance because it excludes the
non-cash impact of stock option accounting. In &oliolj management believes that free cash flomisedul measure of liquidity because it
excludes the non-operational cash flows from pwseband sales of shderm investments and cash flows from financingvétags. Howevel
these non-GAAP measures should be considered itiadtb, not as a substitute for, or superior & imcome and net cash provided by
operating activities, or other financial measuneppred in accordance with GAAP. The non-GAAP messincluded in our press release
have been reconciled to the nearest GAAP meaddasagement believes that gross margin and subs@dogiisition cost guidance for the
U.S. business in the third and fourth quartersuaeful measures because they give insight to ioxestith respect to the ongoing operations
of the Company’s primary business and allow foeguivalent comparison to prior results. Furthermtirere is no reconciliation to
consolidated GAAP measures for gross margin andcsilier acquisition cost as the Company has ndiZethline-item detail with respect to
its costs for the international expansi
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Exhibit 99.1

NETFLIY

@
FOR IMMEDIATE RELEASE IR CONTACT: Deborah Crawfor
Thursday, July 15, 20C Director of Investor Relatior
408 31'-3712

PR CONTACT Lynn Brinton
Director of Corporate Communicatio
408 31°-3726

Netflix Announces GAAP Net Income of $2.9 million ad
Non-GAAP Net Income of $7.0 million for Q2 2004

Los Gatos, Calif. — July 15, 2004 Netflix (Nasdag: NFLX) today reported results floe second quarter ended June 30, 2004.

“A driver of our strong performance this quarterthe tenth consecutive quarter of more than 70 péreEar-over-year revenue and
subscriber growth — is the fact that Netflix conts to represent the world’s best movie rental ggpee for millions of Americans,” said
Reed Hastings, founder and CEO. “We are espe@dhsed that this growth continues at $22 a maniice increase last quarter that
optimizes both growth and profitability.”

. Revenue was $120.3 million compared to $63.2 mnilfar the same period in 2003, up 90 percent year pear

. GAAP Net Income was $2.9 million, compared to a GANet Loss of $5.8 million the previous quarter

. Free Cash Flow was $6.3 million, up 45 percent cmegh to the same period in 2003. GAAP net cashigedvby operating
activities was $32.0 million, up 35 percent compaethe same period in 20

Second Quarter 2004 Financial Highlights

Revenudor the second quarter was a record $120.3 millign90 percent compared to $63.2 million for theosel quarter of 2003, and up
percent compared to $100.4 million for the firsagar of 2004. This represents the tenth consexgjizarter of year over year revenue gro
greater than 70 percent.

GAAP Net Income (Loss) GAAP net income for the second quarter was $2li8m or a profit of $0.04 per diluted share, goaned to a
GAAP net income of $3.3 million, or a profit of $8. per diluted share, for the second quarter 082001 a GAAP net loss of $5.8 million
the first quarter of 2004, or a loss of $0.11 pkrteld share. GAAP net income was above




mid-point of management’s guidance for the quafle increase in income reflects a 10 percentagd gdecline in marketing expense as a
percentage of revenue.

Non-GAAP Net Income (LossNon-GAAP net income was $7.0 million, or a profith®.11 per diluted share, for the second quarft@0064
compared to Non-GAAP net income of $5.0 million$6r08 per diluted share for the second quart@068 and Non-GAAP net loss was
$1.4 million, or a loss of $0.03 per diluted shdoe the first quarter of 2004. Non-GAAP net incofffess) equals net income (loss) on a
GAAP basis before stock-based compensation expense.

Free cash flovifor the second quarter of 2004 was $6.3 millio’d @ percent of revenue, up 45 percent from $4.8aniln the second
quarter of 2003 and down 30 percent from $9.0 arilin the first quarter of 2004. This is the Comypareleventh consecutive quarter of
positive free cash flow. Cash provided by operatiotyvities for the second quarter of 2004 was $32illion, up 35 percent from $23.6
million in the second quarter of 2003 and down Eeet from $33.8 million for the first quarter dd@4.

Gross margirfor the second quarter was 42.0 percent, at the dngl of the range of the Company’s guidance ab4® percent and, as
expected, down from 43.6 percent in the first qeraof 2004. Gross margin last quarter included3gogrcent favorable impact as a result of
non-recurring credits during the quarter. Excludimmgprecurring credits, gross margin would have beeB p2rcent last quarter. In the sec
quarter of 2004, gross margin benefited from a mlgrglight decline in movie rentals per averageipgyubscriber to 6.6 discs from 6.7 di

in the prior quarter. The resulting decline in pog and packaging expense was offset by an incireasatent costs as a percent of revenue.

Subscribers Netflix ended the second quarter of 2004 withragimnately 2,093,000 total subscribers. During diarter Netflix acquired
583,000 new trial subscribers, a 78 percent year-gear increase from the 327,000 new trial subsecsiacquired in the second quarter of
2003 and a sequential decline of 23 percent franv80,000 new trial subscribers acquired in thet fuarter of 2004. Despite the seasonal
decline in subscriber growth, new trial subscrilmesw at double last year's Q2 year over year gnaate. This is the second consecutive
guarter in which trial subscriber growth doublednpared with last year's new trial growth rate.

Subscriber acquisition co3for the second quarter was $35.12 per new-triadatiler compared to a cost of $30.45 for the secpraditer of
2003 and unchanged from the first quarter of 26@4.the third quarter of 2004, the Company expsgbscriber acquisition cost to rise to a
range of $37 to $39 per new-trial subscriber duadceased spending on television advertising dutte third quarter and decreased on-line
spending in response to third-party on-line adsej rate increases during the second quarter.

Churn3for the second quarter of 2004 was 5.6 percenbaspared to 5.6 percent in the second quarter 08 20@ 4.7 percent in the first
quarter of 2004. After increasing immediately fallag the April 15" announcement of the June fprice increase, the subscriber
cancellation rate recovered and since late Mayrétasned to the rate and the pattern the Company

1 Free cash flow is defined as cash flows from ofragaictivities less cash flows used in investintivéties excluding purchases and sale:
shor-term investments

2 Subscriber acquisition cost is defined as the totlketing expense on the Company’s Statement efddipns divided by total gross
subscriber additions during the quar

3 Churn is defined as customer cancellations in tretgr divided by the sum of beginning subscrilaers gross subscriber additions,
divided by three montt



experienced in the comparable period last yearriCimeludes free trial subscribers as well as pgginbscribers who elect not to renew their
monthly subscription service during the quarter.

Business Outlook
Guidance for the third quarter is:

Consolidated-
. Ending subscribers of 2,150 to 2,350 thousand
. Revenue of $141 to $145 million
. GAAP net income of $6.7 to $10.2 million
. Non-GAAP net income of $10.2 to $13.7 million

US Domestic-
. Gross margin of 43 to 45 percent
. SAC of $37 to $39
. Churn of 4.8 to 5.6 percent

Guidance for the fourth quarter is:

Consolidated-
. Ending subscribers of 2,400 to 2,700 thousand
. Revenue of $150 to $160 million
. GAAP net income of $8.8 to $14.8 million
. Non-GAAP net income of $12.5 to $18.5 million

US Domestic-
. Gross margin of 43.5 to 45.5 percent
. SAC of $37 to $39
. Churn of 4.6 to 5.4 percent

The Company'’s revised guidance for the full yea2@d4 is:

Consolidated-
. Revenue of $511 to $525 million from $485 to $538iom
. GAAP net income of $12.6 to $22.1 million from $3.@o $18.5 million (the Company'guidance includes the cost of internatic
expansion
. Non-GAAP net income of $28.4 to $37.9 million from $260 $34.5 million

GAAP and Non-GAAP net income guidance includesstimated net loss of approximately $2.0 to $3.0iomlin Q3 and $2.0 to $3.0
million in Q4 of 2004 related to our planned int@ional expansion in the UK.

Float and Trading Plans

The Company estimates the public float at approteigat4,431,219 shares as of June 30, 2004, upc2pefrom 43,521,526 shares as of
March 31, 2004, based on registered shares haldat name with the Depository Trust and Clea@ogporation. No outstanding shares are
subject to a lock-up agreement of any kind. Frometto time executive officers of Netflix may eléatouy or sell stock in Netflix. All such
purchases or sales are made pursuant to the téh9%-1 Trading Plans approved by the Companygamerally adopted no less than three
months prior to the first date of sale under sueln



Earnings Call

The Netflix earnings call will be webcast todaypa20 p.m. Eastern Time / 2:00 p.m. Pacific Time] aray be accessed at
http://ir.netflix.com. Following the conclusion of the webcast, a remhthe call will be available via Netflix’s websitat

http://ir.netflix.com. For those without access to the Internet, a yeplahe call will be available from 5:00 p.m. PaciTime on July 15,
2004 through July 21, 2004. To listen to a reptal, (719) 457-0820, access code 102221. The Coynglan plans to include discussion of
its business outlook in the conference call.

Use of Non-GAAP Measures

Management believes that Non-GAAP net income (lzsa)useful measure of operating performance Isechexcludes the non-cash impact
of stock option accounting. In addition, managentsatieves that free cash flow is a useful meastiiguidity because it excludes the non-
operational cash flows from purchases and salshart-term investments and cash flows from finag@ntivities. However, these Non-
GAAP measures should be considered in additiondbas a substitute for, or superior to net incdlogs) and net cash provided by operating
activities, or other financial measures prepareacicordance with GAAP. A reconciliation to the GAA&uivalents of these Non-GAAP
measures is contained in tabular form on the athcimaudited financial statements. ManagementJugalithat gross margin and subscriber
acquisition cost guidance for the U.S. busineghérthird and fourth quarters are useful measueeause they give insight to investors with
respect to the ongoing operations of the Compgmyrsary business and allow for an equivalent coinsgparto prior results. Furthermore,
there is no reconciliation to consolidated GAAP mwas for gross margin and subscriber acquisitish & the Company has no finalized
line-item detail with respect to its costs for theernational expansion.

About Netflix

Netflix (Nasdaq: NFLX) is the wor’s largest online movie rental service, providingrenthan two million subscribers access to oved@D,
DVD titles. For $21.99 a month, Netflix subscribegat as many DVDs as they want, and keep themrasds they want, with three movies
out at a time. There are no due dates, no lategfie@$10 shipping fees. DVDs are delivered for frgdirst-class mail from regional shipping
centers located throughout the United States. IMetdin reach more than 80 percent of its subsibéh generally next business day
delivery. The Company provides subscribers extenigsiformation about DVD movies, including critioviews, member reviews, online
trailers, ratings, and personalized movie recomragons. For more information, visit www.netflix.com

Forward-Looking Statements

This press release contains certain forwlanking statements within the meaning of the febleeaurities laws, including statements regar
our subscriber growth, revenues, GAAP net incomssi, Non-GAAP net income (loss), gross marginsetber acquisition cost and Churn
for the remaining quarters and full year of 200isTpress release also contains forward-lookingstants regarding our anticipated net loss
in connection with international expansion. Thenfard looking statements in this release are subjetsks and uncertainties that could ce
actual results and events to differ, including hwitt limitation: long-term negative impacts to Qlusubscriber acquisition or other aspects of
our business arising out of our subscription serpidce increase; our ability to manage our growtiparticular managing our subscriber
acquisition cost as well as the mix between revestaging titles and titles not subject to reve



sharing that are delivered to our subscribersability to attract new subscribers and retain éxissubscribers; changes in pricing and
availability for advertising space; fluctuationsdansumer usage of our service, risks associatédour plan to expand into international
markets, including unforeseen cost and managenignaction, customer spending on DVD players, D\ADd related products; competition;
disruption in service on our website or with oumguter systems; deterioration of the U.S. econongoaditions specific to online
commerce or the filmed entertainment industry; dimuas that effect our delivery through the U.SsRd Service, including increases in first
class postage; increases in the costs of acquiifigs; and, widespread consumer adoption of differeodes 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 forwardeoking statements is included in our filings witte Securities and Exchange Commission, includimgfmnual Report o
Form 10-K filed with the SEC on February 27, 2004 undertake no obligation to update forward-logkstatements to reflect events or
circumstances occurring after the date of thisprekease



Netflix, Inc.
Statements of Operations
(unaudited)

(in thousands, except per share data)

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 income (lost

Other income (expense
Interest and other incon
Interest and other expen

Net income (loss

Net income (loss) per shal
Basic

Diluted

Weightec-average common shares outstand

Basic

Diluted

Non-GAAP net income (loss) reconciliation

Net income (loss
Add back:
Stocl-based compensatic

Non-GAAP net income (loss

Non-GAAP net income (loss) per sha

Basic

Diluted

Weightec-average common shares outstand

Basic

Diluted

Three Months Ended

Six Months Ended

June 30, March 31, June 30, June 30, June 30,
2003 2004 2004 2003 2004
$63,07: $ 99,82: $119,71( $118,35: $219,53:

11€ 547 611 504 1,15¢
63,18’ 100,37( 120,32: 118,85t 220,69:
35,14¢ 56,44« 69,60¢ 65,07¢ 126,04¢
93 18: 184 17z 367
35,24 56,62 69,78¢ 65,24¢ 126,41!
27,94¢ 43,74: 50,53¢ 53,60¢ 94,27¢
7,221 10,79( 14,37: 13,60¢ 25,16:
4,12: 5,03¢ 5,652 8,30¢ 10,69:
9,957 26,69: 20,47 23,16¢ 47,17(
2,09¢ 3,13¢ 3,28( 4,341 6,41¢
1,70¢ 4,43¢ 4,13¢ 4,11C 8,56¢
25,09¢ 50,09: 47,91¢ 53,52t 98,00¢
2,84¢ (6,350 2,617 83 (3,739
56C 591 304 1,141 89t
(95) (31) (30) (286) (61)

$ 3,31: $ 5,790 $ 2,891 $ 93¢ $ (2,899
$ .07 $ (1) % .0€ $ .02 $ (.0€)
$ 05 $ (1) $ 04 $ .02 $ (0e
47,29¢ 51,28: 51,89¢ 46,38¢ 51,59(
61,62« 51,28: 64,97t 60,27 51,59(
$331: $ (5790 $ 2,891 $ 93¢ $ (2,899
1,704 4,43t 4,13¢ 4,11( 8,56¢
$5017 $ (1,359 $ 7,028 $ 5048 $ 5,67C
$ 011 $ (03 $ 214 $ 11 $ 11
$ oot $ (03 $ 11 $ .08 $ .0¢
47,29¢ 51,28: 51,89¢ 46,38¢ 51,59(
61,62« 51,28: 64,97t 60,27 64,90




Netflix, Inc.
Balance Sheets
(unaudited)

(in thousands, except share and per share data)

Assets

Current asset:
Cash and cash equivalel
Shor-term investment
Prepaid expenst
Prepaid revenue sharing expen
Other current asse

Total current asse
DVD library, net
Intangible assets, n
Property and equipment, r
Deposits
Other asset

Total asset

Liabilities and Stockholders’ Equity
Current liabilities:

Accounts payabl

Accrued expense

Deferred revenu

Current portion of capital lease obligatic

Total current liabilities
Deferred ren

Capital lease obligations, less current por

Total liabilities
Stockholder' equity:

Common stock, $0.001 par value; 80,000,000 anddDEOQ00 shares authorized at December 31,
2003 and June 30, 2004, respectively; 50,849,3d®%arl21,300 shares issued and outstand
December 31, 2003 and June 30, 2004, respec

Additional paic-in capital

Deferred stoc-based compensatic
Accumulated other comprehensive inca

Accumulated defici

Total stockholder equity

Total liabilities and stockholde’ equity

As of
December 31
June 30,
2003 2004
$ 89,89 $ 153,44
45,297 —
2,231 2,42:
90t 2,214
61¢ 641
138,94t 158,72:
22,23¢ 30,25¢
2,94¢ 1,86¢
9,772 11,05:
1,272 1,481
83¢€ 814
$ 176,01 $ 204,19:
$ 32,65¢ $ 42,55:
11,62t 13,85
18,32« 25,25!
41€ 252
63,01¢ 81,90¢
241 37¢
44 —
63,30¢ 82,28:
51 52
270,83t 282,27¢
(5,482 (4,232
59¢ —
(153,29)) (156,19;)
112,70¢ 121,90t
$ 176,01 $ 204,19:




Netflix, Inc.

Statements of Cash Flows
(unaudited)

(in thousands)

Cash flows from operating activities:
Net income (loss
Adjustments to reconcile net income (loss) to reshcprovided by
operating activities
Depreciation of property and equipmi
Amortization of DVD library
Amortization of intangible asse
Stocl-based compensation expel
Loss on disposal of sh-term investment
Gain on disposal of DVD
Non-cash interest expen
Changes in operating assets and liabilit
Prepaid expenses and other current a:
Accounts payabl
Accrued expense
Deferred revenu
Deferred ren

Net cash provided by operating activit

Cash flows from investing activities:
Purchases of sh-term investment
Proceeds from sale of sh-term investment
Purchases of property and equipm
Acquisitions of DVD library

Proceeds from sale of DVL

Deposits and other assi

Net cash provided by (used in) investing activi

Cash flows from financing activities:
Proceeds from issuance of common si
Principal payments on capital lease and other atitigs

Net cash provided by financing activiti

Net increase in cash and cash equival
Cash and cash equivalents, beginning of pe

Cash and cash equivalents, end of pe

Non-GAAP free cash flow reconciliation:
Net cash provided by operating activit
Purchases of property and equipm
Acquisitions of DVD library

Proceeds from sale of DVL

Deposits and other assi

Non-GAAP free cash flow

Three Months Ended

Six Months Ended

June 30, March 31, June 30, June 30, June 30,
2003 2004 2004 2003 2004

$ 3,31 $ 5,790 $ 2,891 $ 93¢ $ (2,899
1,14( 1,252 1,32 2,47: 2,57
9,392 18,127 21,14 16,01 39,26¢
80¢ 62€ 454 1,617 1,08(
1,70¢ 4,43t 4,13¢ 4,11(C 8,56¢
— — 274 — 274
(94) (364) (427) (461) (791)

36 11 11 68 22
(39¢) 99¢ (2,529 20E (1,522
5,791 10,52¢ (637) 7,65¢ 9,89¢
76¢ 83¢€ 1,391 1,192 2,227
1,167 3,17z 3,75t 2,651 6,927
(8) (33) 171 (17) 13€
23,62( 33,80( 31,96¢ 36,441 65,76¢
(369) (364) (222) (747) (58€)

— — 45,01: — 45,01:
(2,400 (1,809 (2,048 (2,967) (3,856
(17,02) (23,57() (24,087 (23,430 (47,659
11€ 547 611 504 1,15¢
20 (19) (16€) (77%) (187)
(19,659 (25,214 19,10¢ (27,409 (6,117
1,49¢ 1,81¢ 2,30¢ 3,04¢ 4,12¢
(261) (111) (11€) (66€) (229)
1,23t 1,70¢ 2,187 2,371 3,89¢
5,201 10,29¢ 53,25¢ 11,41¢ 63,55(
66,02¢ 89,89 100,18t 59,81« 89,89
$71,22¢ $100,18¢ $153,44« $ 71,22¢ $153,44«
$ 23,62( $ 33,80( $ 31,96¢ $ 36,44 $ 65,76¢
(2,400 (1,809 (2,049 (2,967) (3,856
(17,027 (23,570 (24,089 (23,430 (47,659
11€ 547 611 504 1,15¢
20 (19 (16€) (779) (187)

$ 4,32¢ $ 8,95( $ 6,27¢ $ 9,781 $ 15,22¢




Netflix, Inc.

Other Data
(unaudited)
(in thousands, except percentages and subscrifaiséon cost)
As of / As of /
Three Months Ended Six Months Ended
June 30 June 30 June 30 June 30
March 31,
2003 2004 2004 2003 2004
Subscriber information:
Subscribers: beginning of peri 1,052 1,48 1,932 857 1,48
New trial subscribers: during peris 327 76C 583 744 1,34:
New trial subscribers ye-to-year chang: 39% 82% 78% 36% 81%
New trial subscribers quar-to-quarter sequential chan (22)% 71% (23)% — —
Less subscriber cancellations: during pe! (232) (315) (422) (4549) (737)
Subscribers: end of peric 1,145 1,932 2,09z 1,145 2,09:
Subscribers ye-to-year chang: 71% 84% 82% 71% 82%
Subscribers quart-to-quarter sequential chan 9% 30% 8% 9% 8%
Free subscribers: end of peri 46 a0 69 46 69
Free subscribers as percentage of ending subss 4% 5% 3% 4% 3%
Paid subscribers: end of peri 1,101 1,84: 2,02¢ 1,101 2,02¢
Paid subscribers ye-to-year chang: 74% 83% 84% 74% 84%
Paid subscribers quar-to-quarter sequential chan 9% 30% 10% 9% 10%
Churn 5.6% 4.7% 5.6% — —
Subscriber acquisition co $30.4¢ $ 35.1¢ $35.12 $31.1¢ $35.1z2
Margins:
Gross margir 44.2% 43.€% 42.(% 45.1% 42.1%
Operating margil 4.5% (6.9% 2.2% 0.1% (1.7%
Net margin 5.2% (5.9% 2.4% 0.68% (1.9%
Expenses as percentage of revenue
Fulfillment 11.4% 10.8% 11.9% 11.8% 11.4%
Technology and developme 6.5% 5.C% 4.7% 7.C% 4.8%
Marketing 15.8% 26.€% 17.(% 19.5% 21.4%
General and administrati\ 3.2% 3.1% 2.7% 3.7% 2.5%
Operating expenses before st-based compensatic 37.(% 45.5% 36.5% 41.6% 40.5%
Stocl-based compensatic 2.7% 4.4% 3.4% 3.4% 3.€%
Total operating expens 39.7% 49.9% 39.7% 45.(% 44.5%
Year-to-year change:
Total revenue 73.&% 80.2% 90.4% 77.1% 85.7%
Fulfillment 48.8% 69.(% 99.(% 51.(% 85.(%
Technology and developme 17.2% 20.5% 37.1% 24.(% 28.71%
Marketing 23.6% 102.1% 105.7% 44 % 103.6%
General and administratiy 27.&% 39.5% 56.7% 47.2% 47.&%
Operating expenses before st-based compensatic 29.5% 75.5% 87.2% 42.6% 81.(%
Stocl-based compensatic (29.9%) 84.2% 142.6% 17.7% 108.5%

Total operating expens 22.5% 76.2% 90.% 40.2% 83.1%



Netflix, Inc.

Non-GAAP Guidance Reconciliation Schedule

(unaudited)
(in thousands)

Non-GAAP net income reconciliation:

Net income
Add back:
Stocl-based compensatic

Non-GAAP net income

Non-GAAP net income reconciliation:

Net income
Add back:
Stocl-based compensatic

Non-GAAP net income

Non-GAAP net income reconciliation:

Net income
Add back:
Stocl-based compensatic

Non-GAAP net income

Third Quarter, 2004
Guidance Range

$ 6,70( $10,20(

3,50( 3,50(

$10,20( $13,70(

Fourth Quarter, 2004
Guidance Range

$ 8,80( $14,80(

3,70C 3,70C

$12,50( $18,50(

Full Year, 2004
Guidance Range

$12,60( $22,10(

15,80( 15,80(

$28,40( $37,90(



