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Netflix, Inc.
Condensed Consolidated Statements of Operations
(unaudited)
(in thousands, except per share data)

Three Months Ended

Six Months Ended

June 30, June 30, June 30, June 30,
2004 2005 2004 2005
Revenues
Subscriptior $119,71( $164,02° $219,530 $316,47:
Sales 611 47C 1,15¢ 2,164
Total revenue 120,32: 164,49 220,69: 318,63
Cost of revenues
Subscriptior 69,60 99,95% 126,04¢ 193,94:
Sales 184 354 367 1,35:
Total cost of revenue 69,78¢ 100,31: 126,41! 195,29¢
Gross profit 50,53: 64,18¢ 94,27¢ 123,34:
Operating expense
Fulfillment* 14,37: 17,56( 25,16: 34,25¢
Technology and developmer 5,652 7,51: 10,69: 14,66¢
Marketing* 20,47 26,33¢ 47,17( 62,14
General and administrative 3,28( 4,89¢ 6,41¢ 9,90t
Stocl-based compensatic 4,13¢ 3,42: 8,56¢ 7,702
Total operating expens 47,91¢ 59,73: 98,00¢ 128,67(
Operating income (los 2,617 4,45¢ (3,739 (5,329
Other income (expense
Interest and other incon 304 1,24¢ 89t 2,291
Interest and other expen (30 3 (672) (47)
Net income (loss) before income ta: 2,891 5,691 (2,899 (3,079
Provision for income taxe — 13 — 57
Net income (loss $ 2891 $ 568 $ (2,899 $ (3,130
Net income (loss) per shal
Basic $ .06 $ A1 $ (0.06) $ (0.09
Diluted $ .04 $ .0¢ $ (0.06) $ (0.06
Weightec-average common shares outstand
Basic 51,89¢ 53,19( 51,59( 53,00¢
Diluted 64,97¢ 64,59: 51,59( 53,00¢
* Amortization of stoc-based compensation not included in expense lingsii
Fulfillment $ 465 $ 332 $ 97¢ $ T7TZ
Technology and developme 1,86¢ 1,13t 3,492 2,54¢
Marketing 582 621 1,14¢ 1,36
General and administratiy 1,221 1,33t 2,95¢ 3,01¢
Total stocl-based compensatic $ 4132 $ 342: $ 856¢ $ 7,702

See accompanying notes to condensed consolidaiucfal statements.
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Assets

Current asset:
Cash and cash equivalel
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

Netflix, Inc.
Condensed Consolidated Balance Sheets
(unaudited)
(in thousands, except share and par value data)

Current portion of capital lease obligatic

Total current liabilities
Deferred ren

Total liabilities
Commitments and Contingenci
Stockholder equity:

Common stock, $0.001 par value; 160,000,000 start®rized at December 31, 2004 and June 30,
2005; 52,732,025 and 53,426,304 issued and outataati December 31, 2004 and June 30, 2005,

respectively
Additional paic-in capital
Deferred stoc-based compensatic
Accumulated other comprehensive I
Accumulated defici

Total stockholdel' equity

Total liabilities and stockholde’ equity

See accompanying notes to condensed consolidaiucfal statements.

5

As of

December 31
June 30,
2004 2005

$ 174,46: $ 170,97:

2,741 4,34¢
4,69t 4,567
5,44¢ 2,517
187,34t 182,40!
42,15¢ 56,03:
961 127
18,72¢ 27,41(
1,60( 1,552
1,00( 1,202

$ 251,79 $ 268,72t

$ 49,77 $ 56,21

13,13: 13,70:
31,93¢ 33,49;
68 —
94,91( 103,41
60C 78E
95,51( 104,19!
53 53
292,84 301,66¢
(4,699 (2,139
(222) (222)

(131,699  (134,82)

156,28 164,53:

$ 251,79 $ 268,72¢
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Netflix, Inc.
Condensed Consolidated Statements of Cash Flows
(unaudited)
(in thousands)
Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2004 2005 2004 2005
Cash flows from operating activities:
Net income (loss $ 2,891 $ 568 $ (2,899 $ (3,130
Adjustments to reconcile net income (loss) to r@esthcprovided by operating activitie
Depreciation of property and equipmi 1,32: 2,15¢ 2,57¢ 4,09¢
Amortization of DVD library 21,141 25,55: 39,26¢ 47 ,55¢
Amortization of intangible asse 454 38C 1,08( 834
Stocl-based compensation expel 4,13¢ 3,42: 8,56¢ 7,70z
Loss on disposal of sh-term investment 274 — 274 —
Gain on disposal of DVD (427) (20¢) (797 (1,339
Non-cash interest expen 11 — 22 11
Changes in operating assets and liabilit
Prepaid expenses and other current a: (2,52)) (3,219 (1,527) 1,452
Accounts payabl (631) 3,57¢ 9,89¢ 6,43¢
Accrued expense 1,391 (1,979 2,22 571
Deferred revenu 3,75¢ 1,03¢ 6,921 1,561
Deferred ren 171 92 13¢ 18t
Net cash provided by operating activit 31,96¢ 36,49 65,76¢ 65,93’
Cash flows from investing activities:
Purchases of shterm investment (222) — (586) —
Proceeds from sale of sh-term investment 45,01 — 45,01 —
Purchases of property and equipm (2,049 (5,93)) (3,856 (12,776
Acquisitions of DVD library (24,087 (29,219 (47,659 (62,259
Proceeds from sale of DVL 611 47C 1,15¢ 2,16¢
Deposits and other assi (16¢) 22 (187) (15%)
Net cash provided by (used in) investing activi 19,10: (34,657 (6,117) (73,025
Cash flows from financing activities:
Proceeds from issuance of common sl 2,30¢ 3,31 4,12¢ 3,67¢
Principal payments on capital lease and other atitigs (11¢) — (229) (79
Net cash provided by financing activiti 2,187 3,31z 3,89t 3,59¢
Net increase (decrease) in cash and cash equis 53,25¢ 5,15( 63,55( (3,489
Cash and cash equivalents, beginning of pe 100,18t 165,82. 89,89« 174,46:
Cash and cash equivalents, end of pe $153,44. $170,97. $153,44: $170,97:

See accompanying notes to condensed consolidaiucfal statements.
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Netflix, Inc.
Notes to Condensed Consolidated Financial Statement
(in thousands, except shares, per share data andrpentages)

Basis of Presentation

The accompanying condensed consolidated interianiial statements of Netflix, Inc. and its whollyreed subsidiary (the “Companytiave
been prepared in conformity with accounting pritespgenerally accepted in the United States andarsistent in all material respects with
those applied in the Company’s annual report omFbd-K for the year ended December 31, 2004. Thparation of consolidated financial
statements in conformity with U.S. generally acedmccounting principles requires management teereaiimates and judgments that affect
the amounts reported in the consolidated finarsta&tements and accompanying notes. Examples inthedestimate of useful lives and
residual value of its DVD library; the valuation stbck-based compensation; and the recognitiomeasurement of income tax assets and
liabilities. The actual results experienced by @mmpany may differ from management’s estimates.

The interim financial information is unaudited, laflects all normal recurring adjustments that arehe opinion of management, necessary
to fairly present the information set forth thereie interim financial statements should be r@acbnjunction with the audited financial
statements and related notes included in the Coyg2004 annual report on Form 10-K filed with tBecurities and Exchange Commission
on March 15, 2005. Interim results are not necdgsadicative of the results for a full year. Cairt amounts reported in previous periods
have been reclassified to conform to the curreesgmtation.

Recent Accounting Pronouncements

In December 2004, the Financial Accounting Stansl@alard (“FASB”) issued Statement of Financial Aacting Standards (“SFAS”) No.
123(R),Share-Based Paymenivhich establishes standards for transactionshictwan entity exchanges its equity instrumentgfmyds or
services. This standard replaces SFAS No. A28punting for Stock-Based Compensatiad supersedes APB Opinion No. 26counting

for Stock Issued to Employe. This Standard requires a public entity to meatheecost of employee services received in exchéorgen
award of equity instruments based on the grantfd@tealue of the award. This eliminates the eximepto account for such awards using the
intrinsic method previously allowable under APB @ipn No. 25. In March 2005, the Securities and Exge Commission (“SEC”) issued
Staff Accounting Bulletin 107 (“SAB 107”) which sumarizes the views of the SEC staff regarding theraction between SFAS 123(R) and
certain SEC rules and regulations and providestidiffs views regarding the valuation of share-bigs@&yment arrangements for public
companies. In April 2005, the SEC issued Releas@588 delaying the effective date of SFAS 123(Ryl as such the Company will be
required to implement the provisions of SFAS NA&(R) beginning January 1, 2006. The Company preWoadopted the fair value
recognition provisions of SFAS No. 123 in the setqnarter of 2003, and restated prior periodsattttme. Accordingly the Company
believes SFAS No. 123(R) will not have a matengbact on its financial position or results of optienas.

In March 2005, the FASB issued FIN 47, Accountiog@onditional Asset Retirement Obligations. FINd&rifies that an entity must record
a liability for a “conditional” asset retirementlaation if the fair value of the obligation can Easonably estimated. The provision is
effective for no later than the end of fiscal yeansling after December 15, 2005. The Company doesxpect the adoption of this standard
to have a material effect on its financial posit@rresults of operations.

In June 2005, the FASB issued SFAS No. #etounting Changes and Error CorrectionSFAS 154 replaces APB Opinion No. 20,
Accounting Changeand SFAS No. 3Reporting Accounting Changes in Interim Financi@t®&ments SFAS 154 requires that a voluntary
change in accounting principle be applied retrospely with all prior period financial statementsegented on the new accounting principle.
SFAS 154 also requires that a change in metho@mfettiating or amortizing a long-lived nonfinan@aket be accounted for prospectively as
a change in estimate, and correction of errorgeénipusly issued financial statements should bméera restatement. SFAS 154 is effective
for accounting changes and correction of errorsamadiscal years beginning after December 15, 2805ough the Company will continue

to evaluate the application of SFAS 154, it doetscaorently believe that the adoption of this stamdwill have a material impact on its
financial position or results of operations.

Fair Value of Financial Instruments

The fair value of the Company’s cash, short-termegtments, accounts payable, accrued expensespital tease obligations approximates
their carrying value due to their short maturity.
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Netflix, Inc.
Notes to Condensed Consolidated Financial Statement Continued
(in thousands, except shares, per share data andrpentages)

Restricted Cash
As of June 30, 2005, other assets included restricash of $1,000 related to a workers’ compensatsurance deposit.

Revenue Recognition

Subscription revenues are recognized ratably dwéuly subscriber's monthly subscription period uRd$ to subscribers are recorded as a
reduction of revenues. Revenues from sales of D840k are recorded upon shipment.

Cost of Revenues

Cost of subscription revenues consists of revehadrsgy expenses, amortization of the DVD libramgatization of intangible assets related
to equity instruments issued to studios, and pestagl packaging expenses related to DVDs provig@dying subscribers. Revenue sharing
expenses are recorded as DVDs subject to revermumglagreements are shipped to subscribers. €83fD sales include the net book
value of the DVDs sold, shipping charges and, whggmdicable, a contractually specified percentdgbesales value for the DVDs that are
subject to revenue share agreements.

Fulfillment

Fulfillment expenses represent those costs incunregerating and staffing the Compasjulfillment and customer service centers, inahgy
costs attributable to receiving, inspecting andeliausing the Company’s DVD library. Fulfillment exyses also include credit card fees.

Technology and Devel opment

Technology and development expenses consist obppayrd related costs incurred in testing, maintajrand modifying the Company’s Web
Site, its recommendation service, developing sohgifor downloading movies to subscribers, telecamoations systems and infrastructure
and other internal-use software systems. Technaogydevelopment expenses also include depreciatidghe computer hardware and
capitalized software.

Marketing

Marketing expenses consist of payroll and relatgubases and advertising expenses. Advertising egsanclude marketing program
expenditures and other promotional activities,udahg revenue sharing expenses, postage and pagkagienses and library amortization
related to free trial periods. Advertising costs arpensed as incurred except for advertising taztucosts, which are expensed the first
time the advertising is run.

In November of 2002, the Emerging Issues Task FErE¢TF”) reached a consensus on Issue No. 02At6punting by a Customer
(Including a Reseller) for Certain Considerationdeared from a Vendqgrwhich addresses the accounting for cash considergiven to a
reseller of a vendor’s products from the vendore Tompany and its vendors participate in a vanéooperative advertising programs and
other promotional programs in which the vendors/gte the Company with cash consideration in exchdngmarketing and advertising of
the vendors products. If the consideration received reprasezinbursement of specific incremental and idexttié costs incurred to promc
the vendor’s product, it is recorded as an offseéhé associated marketing expense incurred. Ambrgsement greater than the costs
incurred is recognized as a reduction of cost eémees when recognized in the Company’s statenfergerations.

Revenue Sharing Expenses

The Company acquires DVDs from studios and distotsthrough either direct purchases or revenugrghagreements. The revenue
sharing agreements enable the Company to obtaindaf@ lower upfront cost than under traditionegcli purchase arrangements. Under the
revenue sharing agreements, the Company sharesenfage of the actual net revenues generatedehysth of each particular title with the
studios over a fixed period of time, or the Titlerih, which is typically twelve months for each D¥ilbe. At the end of the Title Term, the
Company generally has the option of returning tMbDitle to the studio, destroying the title or phasing the title. The revenue sharing
expenses are expensed to ‘Cost of SubscriptionrReg as DVDs subject to revenue sharing agreenaeatshipped to subscribers.

The terms of some revenue sharing agreements twitlios obligate the Company to make minimum reveshisging payments for certain
tittes. The Company amortizes minimum revenue glggorepayments (or accretes an amount payabled@stif the payment is due in
arrears) as revenue sharing obligations are indu&grovision for estimated shortfall, if

8
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Netflix, Inc.
Notes to Condensed Consolidated Financial Statement Continued
(in thousands, except shares, per share data andrpentages)

any, on minimum revenue sharing payments is matteeiperiod in which the shortfall becomes probalsé can be reasonably estimated.
Additionally, the terms of some revenue-sharingeagrent with studios provide for rebates based bieaing specified performance levels.
The Company accrues for these rebates as earned tahistorical title performance and estimatedeshand for the titles over the

remainder of the title term. Actual rebates maywahich could result in an increase or reductiothim estimated amounts previously accr

DVD Library

The Company remits an upfront payment to acquilkestfrom the studios and distributors. This paytmecludes a contractually specified
initial fixed license fee that is capitalized andatized in accordance with the CompaniVD library amortization policy. Volume purche
discounts received from studios on the purchasitles are recorded as a reduction of DVD libraryentory when earned. The Company
amortizes its DVD library, less estimated salvagli@, on a “sum-of-the-months” accelerated basis g estimated useful life. The useful
life of the new-release DVDs and back-catalogue BVestimated to be 1 year and 3 years, respctineestimating the useful life of its
DVD library, the Company takes into account libratifization as well as an estimate for lost or dged DVDs.

Prior to July 1, 2004, the Company amortized th& obits entire DVD library, including the capitedd portion of the initial fixed license fe
on a “sum-of-the-months” accelerated basis overyaae. However, based on a periodic evaluatiorotti bew release and back-catalogue
utilization for amortization purposes, the Compadeyermined that back-catalogue titles have a sagmifly longer life than previously
estimated. As a result, the Company revised thimatt of useful life for the back-catalogue DVDréby from a “sum of the months”
accelerated method using a one-year life to theessmouelerated method of amortization using a these-ife. The purpose of this change
to more accurately reflect the productive life leé$e assets. In accordance with Accounting PriegiBbard Opinion No. 2@ccounting
Changeq“APB 20"), the change in life has been accountaths a change in accounting estimate on a praspdisis from July 1, 2004.
New releases will continue to be amortized ovena year period. As a result of the change in thienated life of the bac-catalogue library,
total cost of revenues was $3.4 million lower, inebme was $3.4 million higher and net income pares was $0.06 higher for the three
months ended June 30, 2005 and total cost of resewas $7.8 million lower, net income was $7.8imilhigher and net income per share
was $0.15 higher for the six months ended Jun@@05.
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Netflix, Inc.
Notes to Condensed Consolidated Financial Statement Continued
(in thousands, except shares, per share data andrpentages)

In addition, in the third quarter of 2004 the Compaetermined that it is selling fewer previousinted DVDs than estimated but at an
average selling price higher than historicallyrestied. The Company therefore revised its estimiadaloeage values, on direct purchase
DVDs. For those direct purchase DVDs that the Caomgpsstimates it will sell at the end of their uddifies, a salvage value of $3.00 per
DVD has been provided effective July 1, 2004. last DVDs that the Company does not expect torsebalvage value is provided.
Simultaneously with the change in accounting estnod expected salvage values the Company recadeatte-off of approximately $1.9
million related to non-recoverable salvage valuthinthird quarter of 2004.

DVD library and accumulated amortization are akfos:

As of

December 31

June 30,
2004 2005
DVD library, gross $ 198,21¢ $ 257,63
Less accumulated amortizati (156,059 (201,600)
DVD library, net $ 42,15¢ $ 56,03
I ntangible Assets
Intangible assets and accumulated amortizationistealsof the following:
As of December 31, 2004 As of June 30, 2005
Accumulated Accumulated
Gross carrying amortization Gross carrying amortization
amount Net amount Net
Studio intangible asse $ 1152¢ $ (10,567 $961 $ 11,52¢ $ (11,40) $127
Strategic marketing alliance intangible as: 41€ (41¢€) — 41€ (41¢€) —
Total $ 11,94 $ (10,98) $961 $ 11,94« $ (11,817) $127

The unamortized balance of the studio intangibsetwill be fully amortized in 2005.

Stock-Based Compensation

In 2003, the Company adopted the fair value redmanprovisions of SFAS No. 123ccounting for Stock-Based Compensatias amende
by SFAS No. 148Accounting for Stock-Based Compensation — Trams#itd Disclosure, an Amendment of FASB Statemerit23g for
stock-based employee compensation.

During the third quarter of 2003, the Company begjamting stock options to its employees on a migriiasis. Such stock options are
designated as non-qualified stock options andivasiediately, in comparison with the three to foeay vesting periods for stock options
granted prior to the third quarter of 2003. As suteof immediate vesting, stock-based compensatigense determined under SFAS No.
123 is fully recognized upon the stock option gsafor those stock options granted prior to thelthuarter of 2003 with three to four-year
vesting periods, the Company continues to amottieadeferred compensation associated with the stpti&ns over their remaining vesting
periods.

10
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Netflix, Inc.
Notes to Condensed Consolidated Financial Statement Continued
(in thousands, except shares, per share data andrpentages)

The fair value of options granted in the secondtguaf 2005 was estimated at the date of gramigussie Black-Scholes pricing model with
the following assumptions:

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2004 2005 2004 2005
Dividend yield 0% 0% 0% 0%
Expected volatility 65% 45% 65%- 70% 45%- 85%
Risk-free interest rat 1.47%- 2.31% 3.81%- 3.91% 1.47%- 2.31% 2.85%- 3.91%
Expected life (in years 1.0- 2.t 3.0-4.C 1.0- 2.t 1.0-4.C

The fair value of the shares issued under the eyeplstock purchase plan was estimated at the figtamt using the Black-Scholes pricing
model with the following assumptions:

Three Months Ended

June 30, June 30,
2004 2005
Dividend yield 0% 0%
Expected volatility 70% 37%- 45%
Risk-free interest rat 1.11%- 2.07% 3.14%- 3.64%
Expected life (in years 0.5-2.C 0.5-2.C

In light of recent guidance in SAB 107, the Compasgvaluated the assumptions used to estimateathe wf stock options granted in the
second quarter of 2005. The Company revised thaility factor used to estimate the fair value mwfick-based compensation awarded during
the second quarter of 2005 to be based on a blemdtorical volatility of its common stock and itgad volatility of tradable forward call
options to purchase shares of its common stockr Rrithe second quarter of 2005, the Company astidnfuture volatility based on histori
volatility of its common stock over the most recpatiod commensurate with the estimated expededfithe Company’s stock options.

For purpose of determining the expected term assamphe Company bifurcates its option grants imto employee groupings. Each
grouping has exhibited different exercise behaviothe second quarter of 2005, the Company refitsegistimate of expected term for option
grants from 1 year for one group and 2.5 yearshi@other group to 3 years and 4 years, respegtirebetermining the estimate, the
Company considered several factors, including tethical option exercise behavior of its employaad the terms and vesting periods of the
options granted. The Company will continue to mamihe assumptions used to measure stock-basedeosatpon. As a result of the change
in the volatility and expected term assumptionsglstbased compensation expense was $0.4 millioerogperating income and net income
were $0.4 million higher and basic and dilutedinebme per share were $0.01 higher for the threetinscand six months ended June 30,
2005.

Income Taxes

The Company accounts for income taxes using thet assl liability method. Deferred income taxesraeognized by applying enacted
statutory tax rates applicable to future yearsiffergnces between the financial statement carrgimgunts of existing assets and liabilities
and their respective tax bases and operating la$sax credit carryforwards. The effect on defei@dassets and liabilities of a change in tax
rates is recognized in income in the period theluitles the enactment date. The measurement ofeléfiexx assets is reduced, if necessar
a valuation allowance for any tax benefits for vhiature realization is uncertain.

Net Income (Loss) Per Share

Basic net income (loss) per share is computed ubmgveighted-average number of outstanding shlefresmmon stock during the period.
Diluted net income per share is computed usingvighted-average number of outstanding sharesrofran stock and, when dilutive,
potential common shares outstanding during theogdeRotential common shares consist primarily ofémental shares issuable upon the
assumed exercise of stock options and warrantarghpse common stock using the treasury stock rdetho

11
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Netflix, Inc.
Notes to Condensed Consolidated Financial Statement Continued
(in thousands, except shares, per share data andrpentages)

The shares used in the computation of net incoass)Iper share are as follows (rounded to the setreusand):

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2004 2005 2004 2005
Weightec-average share- basic 51,898,00' 53,190,000 51,590,000 53,005,00
Effect of dilutive potential common shart
Warrants 8,700,001 8,112,001 — —
Employee stock optior 4,377,000 3,290,00! — —
Weightec-average share- diluted 64,975,000 64,592,000 51,590,00 53,005,00

For the six months ended June 30, 2004 and 20@&ntm common shares from the assumed exercigsawants and employee stock opti
were excluded from the diluted calculation as tiretusion would have been anti-dilutive as the @any was in a net loss position.

12
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Netflix, Inc.
Notes to Condensed Consolidated Financial Statement Continued
(in thousands, except shares, per share data andrpentages)

The following table summarizes the outstanding iptdé common shares excluded from the diluted datmn (rounded to the nearest
thousand):

Three Months Ended Six Months Ended

June 30, June 30, June 30, June 30,

2004 2005 2004 2005
Warrants — — 9,190,001 7,991,00!
Employee stock optior 362,000 1,291,000 5,377,001 3,126,00!

Comprehensive | ncome (L 0ss)

The Company’s comprehensive income (loss) consfstget income (loss) and net unrealized gains €lg)ssn available-for-sale
investments. The balance in accumulated other cgingmisive income consists of accumulated net umezhfjains on available-for-sale
investments. During the second quarter of 2004Cithpany liquidated all of its available-for-sat@éstments.

The components of comprehensive income (loss)safellaws:

Three Months Ended Six Months Ended

June 30, June 30, June 30, June 30,

2004 2005 2004 2005
Net income (loss $ 2,891 $568. $(2,899 $(3,130)
Other comprehensive income (los
Net unrealized losses on availe-for-sale investment (1,229 — (870) —
Add: reclassification adjustment for losses realirenet income (loss 274 — 274 —
Comprehensive income (los $ 1,94: $5,682 $(3,49Y) $(3,130

Legal Proceedings

From time to time, in the normal course of its @iens, the Company is a party to litigation mati@nd claims, including claims relating to
employee relations and business practices. Libgatan be expensive and disruptive to normal basioperations. Moreover, the results of
complex legal proceedings are difficult to predigsted below are material legal proceedings tocllihe Company is a party. The Company
believes that it has defenses to the cases shtifeldw and is vigorously contesting these mat#@nsunfavorable outcome of any of these
matters could have a material adverse effect ol€tivapany’s financial position, liquidity or resuti§ operations.

Between July 22 and September 9, 2004, seven pgatpsecurities class action suits were filed ininéed States District Court for tl
Northern District of California against the Compamd, in the aggregate, Reed Hastings, W. Barryavit@, Jr., and Leslie J. Kilgore. Thi
class action suits were consolidated in Januarp 288d a consolidated complaint was filed on Felyr@d4, 2005. The complaint alleges
violations of certain federal securities laws, seglinspecified damages on behalf of a class aflasers of our common stock between
October 1, 2003 and October 14, 2004. The plamtifiege that the Company made false and misleatdittgments and omissions of material
facts based on its disclosure regarding churn afidedy speed, claiming alleged violations by enamed defendant of Sections 10(b) and 20
(a) of the Securities Exchange Act of 1934 and ROle-5 promulgated thereunder and alleged violatncertain of its officers of Section
20A of Securities Exchange Act of 1934. On June2®85, the Court dismissed the action with leavanend.

On September 14, 2004, BTG International Inc. fdad against the Company and other, unaffiliatthganies in the United States District
Court for the District of Delaware. The complailieges that the Company infringed U.S. Patent N615,860 entitled “Method and
Apparatus for Tracking the Navigation Path of atusethe World Wide Web.” The complaint also alleg&ringement of another patent by
certain of the other named defendants, not inclytiie Company. The complaint seeks unspecified eosgtory and enhanced damages,
interest and fees, and to permanently enjoin tiiend@nts from infringing the patents in the future.
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Netflix, Inc.
Notes to Condensed Consolidated Financial Statement Continued
(in thousands, except shares, per share data andrpentages)

On September 23, 2004, Frank Chavez, individually @n behalf of others similarly situated, filedlass action lawsuit against the Company
in California Superior Court, City and County ofrfSarancisco. The complaint asserts claims of, anuther things, false advertising, unfair
and deceptive trade practices, breach of contsaatedl as claims relating to the Company’s statemeggarding DVD delivery times. The
complaint seeks restitution, disgorgement, damaaes)junction, specific performance and otherefeli

On October 19, 2004, Doris Staehr and Steve Stabhreholders claiming to be acting on the Compabghalf, filed a shareholder
derivative suit in the Superior Court of the Stat€alifornia for the County of Santa Clara agairettain officers and certain current and
former members of the board of directors, spedlfideed Hastings, W. Barry McCarthy, Thomas RIdi| Leslie J. Kilgore, Richard
Barton, Timothy Haley, Jay Hoag, A. Robert Pisaviiwhael Schuh and Michael Ramsay. The plaintifésralthat the named defendants
breached their fiduciary duties by allowing allelyefdlse and misleading statements to be made degaramong other things, churn. They
also claim that the named defendants illegallyedahe Company’s stock while in possession of mateonpublic information. In addition,
the plaintiffs assert claims for abuse of contgogss mismanagement, waste and unjust enrichmbatlaivsuit seeks, on the Company’s
behalf, unspecified compensatory and enhanced desndiggorgement of profits earned through allégsider trading, recovery of
attorneys’ fees and costs, and other relief. Indb@mer 2004, the Court stayed this proceeding pgraisolution of a similar action brought
by Miles L. Mitzner, in the United States Districourt for the Northern District of California, afutther stayed this proceeding pending
resolution of the securities class action suit dbsd above. Although the action brought by Mr. Migr was dismissed in February 2005 and
the securities class action suit was dismissed leéthe to amend, as of the date of the filing & thport the stay in the Staehr action had not
been lifted by the Superior Court.

I ntellectual Property Indemnification Obligations

In the ordinary course of business, the Companyehtered into contractual arrangements under wihitds agreed to provide
indemnification of varying scope and terms to besgpartners and other parties with respect tainartatters, including, but not limited to,
losses arising out of the Company’s breach of siggeements and out of intellectual property infeimgnt claims made by third parties. In
these circumstances, payment by the Company istaomal on the other party making a claim pursuarthe procedures specified in the
particular contract, which procedures typicallyallthe Company to challenge the claims. FurtherGbmpany’s obligations under these
agreements may be limited in terms of time andfeowant, and in some instances, the Company may fegeeirse against third parties for
certain payments made by it under these agreemaraddition, the Company has entered into indeicatibn agreements with its directors
and certain of its officers that will require ithang other things, to indemnify them against cerliaibilities that may arise by reason of their
status or service as directors or officers. Theseof such obligations vary. It is not possiblertake a reasonable estimate of the maximum
potential amount of future payments under thessoilar agreements due to the conditional natuth@iCompany’s obligations and the
unique facts and circumstances involved in eactiqudarr agreement. No amount has been accruecgiadbompanying financial statements
with respect to these indemnification obligations.
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Item 2. Management'’s Discussion and Analysis of Financial @dition and Results of Operations
Forward-Looking Statements

This quarterly report on Form 10-Q contains cerfamvard-looking statements within the meaninghef federal securities laws. These
forward-looking statements include, but are noitkh to, statements regarding: revenue growth,aiey expenses; gross margin; liquidity;
subscriber acquisition and retention; churn; dgwalents in downloading and customer demand; revpauaverage paying subscriber;
marketing expenses, and subscriber acquisition Thsse forward-looking statements are subjedsi® rand uncertainties that could cause
actual results and events to differ. A detailedwusion of these and other risks and uncertaititetscould cause actual results and events to
differ materially from such forward-looking statent® is included as part of our 2004 annual repofform 10K filed with the Securities ar
Exchange Commission on March 15, 2005.

We undertake no obligation to revise or publicliease the results of any revision to any forwaiking statements contained in this
Quarterly Report on Form 10-Q or to explain whyuattresults differ.

Overview
Our Business

We are the largest online movie rental subscripgienvice providing more than 3,000,000 subscribecgss to a comprehensive library of
more than 50,000 movie, television and other filreatertainment titles. Our most popular subscripfitan allows subscribers to have up to
three titles out at the same time with no due dadés fees or shipping charges for $17.99 per mdntaddition to this plan, we offer other
subscription plans with different price points araalying service levels. Subscribers select tittemua Web site aided by our proprietary
recommendation service, receive them on DVD by th&il and return them to us at their conveniendegusur prepaid mailers. After a title
has been returned, we mail the next availableititie subscriber's queue. The terms and conditignshich subscribers utilize our service
and a more detailed description of how our serwiogks can be found at www.netflix.com/TermsOfUse

Our business has grown rapidly since inceptiornyltieg in substantially increased revenues. Ounginchas been fueled by the rapid adop
of DVDs as a medium for home entertainment as aglhcreased awareness of online DVD rentals. Videabthat our business will contin
to grow as the market for online DVD rentals conés to grow, a reflection of both the convenienue walue of the subscription rental
model.

We derive substantially all of our revenues fronmntindy subscription fees. In the second quarterQffs? we continued to show strong growth
in our subscription base and subscription reverilesincome was higher in the second quarter ob230compared to the second quarter of
2004 though we lowered the price of our most papseavice plan primarily because of our abilitygtow our subscription revenues withoi
commensurate increase in expenses.

We continue to experience aggressive direct comipetfrom Blockbuster. In particular, Blockbustert dts standard subscription price twice
during the last quarter of 2004 and currently hps@ $3 below our most popular service priceaddition, Blockbuster has continued
television advertising of its online offering. lddition, it remains possible that other potentigkants, such as Amazon.com, will offer
competing services, either directly or in conjuoctivith others. Our focus in 2005 continues todeetain our leadership position despite the
dynamic competitive landscape.

We launched two new revenue initiatives in the sdaguarter of 2005: retail sales of previougigwed DVDs and our Ad Sales program.
also continue to invest resources to develop swiatfor downloading movies to consumers. Our ctegegy has been and remains to grow a
large DVD subscription business; however, as teldyyoand infrastructure develop to allow effectared convenient delivery of movies over
the Internet, we intend to offer our subscribeesdhoice of receiving their movies on DVD or by dd@ading, whichever they prefer.
Although our solutions may be well in advance ofimiagful demand for downloading services and weeekpnly modest consumer interest
for the near term, we believe the demand for #ibmology will grow steadily over the next ten ygear

Key Business Metrics

Management periodically reviews certain key busimastrics in order to evaluate the effectivenessuofoperational strategies, allocate
resources and maximize the financial performancauobusiness. The key business metrics includéotlmving:

e Churn: Churn is a monthly measure defined as customeretlations in the quarter divided by the sum of begig subscribers ar
gross subscriber additions, then divided by threaths. Management reviews this metric to evaludtetiaer we are retaining our
existing subscribers in accordance with our busipésns
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» Subscriber Acquisition CosBubscriber acquisition cost is defined as totalketéng expense divided by total gross subscriber
additions. Management reviews this metric to evalhaw effective our marketing programs are in &oog new subscribers on an
economical basit

» Gross Margin:Management reviews gross margin in conjunction wfttrn and subscriber acquisition cost to targigsired
operating margin

Management believes it is useful to monitor thestrics together and not individually as it doesmake business decisions based upon any
single metric. Please see “Results of Operatior&ivb for further discussion on these key businessios.

Critical Accounting Policies and Estimates

Other than the change in estimates used to detersbitk-based compensation expense, there havenbesggnificant changes during the six
months ended June 30, 2005 to the items that vetodisd as our critical accounting policies andneates in Management's Discussion and
Analysis of Financial Condition and Results of Ggiems in our Annual Report on Form 10-K for thayended December 31, 2004.

Stock-Based Compensation

We account for stock-based compensation expensesxordance with the fair value recognition pravisi of Statement of Financial
Accounting Standards (“SFAS”) No. 128¢counting for Stock-Based Compensatasamended by SFAS No. 14&counting for Stock-
Based Compensati—Transition and Disclosure, an Amendment of FASB:8tent No. 1230e use the Black-Scholes option-pricing model
which requires the input of highly subjective asptions, including the option’s expected life and frice volatility of the underlying stock.
Changes in the subjective input assumptions caemaly affect the estimate of fair value of optsogranted and our results of operations
could be materially impacted. In light of recentdg@ince in Staff Accounting Bulletin No. 107 (“SAB7"), we reevaluated the assumptions
used to estimate the value of stock options graimtéite second quarter of 2005.

» Expected volatilit, We determined that implied volatility of publictsaded options in our common stock is expectduetmore
reflective of market conditions and, therefore, oamsonably be expected to be a better indicatexpécted volatility than historic
volatility of our common stock. Therefore, we readsthe volatility factor used to estimate the failue of stock-based
compensation awarded during the second quarted@8 ® be based on a blend of historical volatityur common stock and
implied volatility of tradable forward call optiorie purchase shares of our common stock. Pridresécond quarter of 2005, we
estimated future volatility based on historicalatdity of our common stock over the most recenigukcommensurate with the
estimated expected life of our stock optic

» Expected TernPrior to the third quarter of 2003, we granted stogtions, which generally vest over three to fgear periods.
Since the third quarter of 2003, we began grarftifig vested stock options to our employees on athly basis. As a result, we
changed the expected life from 3.5 years to 1.5syéa the second quarter of 2004, we revised stimate of expected life based
on our review of historical patterns for exercieéstock options. We bifurcated our option grants itwo employee groupings who
exhibited different exercise behavior and changedestimate of the expected life from 1.5 yearsafboption grants in the first
quarter of 2004 to 1 year for one group and 2.5s/&a the other group beginning in the second tgmaf 2004. In the second
quarter of 2005, we further refined our estimatexgiected term for option grants to 3 years for gnoeip and 4 years for the other
group from 1 year and 2.5 years, respectively gienining the estimate, we considered severabfacincluding the historical
option exercise behavior of our employees anddhmag and vesting periods of the options grantedskié continue to monitor the
assumptions used to measure s-based compensatia
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Results of Operations

The following table sets forth, for the periodsgmeted, the line items in our Statements of Opmratas a percentage of total revenues.
The information contained in the table below shdaddead in conjunction with the Financial StatetseNotes to Financial Statements, and
Management’s Discussion and Analysis of Financ@hdition and Results of Operations included in Qisrterly Report on Form 10-Q.

Interest and other expen — — —

Three Months Ended Six Months Ended
June 30, June 30 June 30 June 30
2004 2005 2004 2005
Revenues
Subscriptior 99.5% 99.7% 99.5% 99.2%
Sales 0.t 0.2 0.t 0.7
Total revenue 100.C 100.C 100.C 100.C
Cost of revenues
Subscriptior 57.¢ 60.& 57.1 60.¢
Sales 0.2 0.2 0.2 0.4
Total cost of revenue 58.C 61.C 57.2 61.2
Gross profit 42.C 39.C 427 38.7
Operating expense
Fulfillment 11.€ 10.7 11.4 10.€
Technology and developme 4.7 4.€ 4.8 4.€
Marketing 17.C 16.C 21.2 19.F
General and administrati\ 2.7 3.C 2.6 3.1
Stocl-based compensatic 3.5 2.C 3.¢ 2.4
Total operating expens 39.¢ 36.2 44.4 40.4
Operating income (los! 2.2 2.7 (.7) (.7
Other income (expense
Interest and other incon 0.2 0.8 0.4 0.7

Net income (loss) before income ta: 2.4 S 1.3 (2.0
Provision for income taxe — — — —
Net income (loss 2.4% 3.5% (1.9% (1.0%

Three and Six Months Ended June 30, 2004 Compared fThree and Six Months Ended June 30, 2005
Revenues

Three Months Ended Six Months Ended
Perceni Perceni
June 30, June 30, Change June 30, June 30, Change
2004 2005 2005 2004
(in thousands, except percentages and average
monthly subscription revenue per paying subscriber)
Revenues
Subscriptior $119,71( $164,02° 37.% $219,537 $316,47. 44.2%
Sales 611 47C  (23.0)% 1,15¢ 2,16¢  86.%
Total revenue $120,32: $164,49° 36.7% $220,69: $318,63° 44.{%
Average number of paying subscrib 1,93 2,99¢ 55.1% 1,781 2,84  59.t%
Average monthly subscription revenue per payingstiber $ 206¢ $ 182 (11.D)% $ 205¢ $ 18.5¢ (9.8%

We currently generate all of our revenues in thdddinStates. We derive substantially all of oureraves from monthly subscription fees :



recognize subscription revenues ratably during satiscriber’s monthly subscription period. In aiddif we generate a small portion of our
revenues from the sale of previously-viewed DVDd etognize such revenues when the DVDs are shipped
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The increase in our subscription revenues forhiheet months and six months ended June 30, 20G&iparison with the same prior-year
periods was primarily attributable to substantiavgth in the average number of paying subscribsisummarized in the table above, offs¢
part by a decline in average monthly subscript@mrenue per paying subscriber. We believe the isergathe number of paying subscribers
was driven primarily by increased consumer awarenéthe benefits of online DVD rentals and conitigimprovements in our service. The
decline in the average monthly subscription revgmerepaying subscriber was a result of the priczadese of our most popular service plan
coupled with the increased promotion of our lowastcservice plans. In June 2004, we increased tmhty subscription price of our most
popular service plan from $19.95 to $21.99. Howgg#ective November 2004, in response to the cimangompetitive landscape, we
lowered the price to $17.99. In addition, we introed new lower cost service plans in the secondeaf 2005. We expect the average
revenue per paying subscriber to continue to de@mwe promote our lower cost service plans.

Subscriber churn was 4.7 percent in the secondequair2005, down from 5.6 percent in the seconarigu of 2004 and 5.0 percent in the
guarter of 2005. We believe the decline was prilpaite to three factors:

e The impact of pricing and the introduction of lovemst service plans. The reduction in the pricewfstandard subscription plan
from $21.99 per month to $17.99 per month effechieeember 1, 2004 caused a decline in churn. Ruithat, in June 2004, we
experienced an increase in churn when we increthgeggrice of our standard subscription plan frord.$% per month to $21.99 per
month. Additionally, the introduction of lower casgrvice plans also resulted in a decline in ct

* As we grow, the ratio of new subscribers to totdistribers declines, leading to an increase iratleeage duration, or age, of the
subscriber base. New subscribers are actually fikedg to cancel their subscriptions than olderstribers, and therefore, an
increase in subscriber age tends to lead to raemhscth churn

» We continued to make improvements in a number pfakeas, including increasing the in-stock rate saldction of titles as we
expanded our DVD library and enhancing our Webaite recommendation service. We believe these wepnents to our service
increased subscriber satisfaction, which resuliddwer churn

We face intense competition from Blockbuster ay ttentinue with their aggressive pricing and hemarketing spending to promote their
online DVD rental service. If we are unable to cetepeffectively against Blockbuster and our othéstang competitors as well as against
potential new entrants into the online movie reatadscription business such as Amazon, in botinietpour existing subscribers and
attracting new subscribers, our churn will likehgiease and our business will be adversely affected

The following table presents our ending subscrbfrmation:

As of

June 30,
2004

June 30,
2005

(in thousands, except percentages)

Free subscribel 69 87
As a percentage of total subscrib 3.2% 2.7%
Paid subscriber 2,02¢ 3,10¢
As a percentage of total subscrib 96.7% 97.2%
Total Subscriber 2,09¢ 3,19¢
Cost of Revenues
Three Months Ended Six Months Ended
Percent Percent
June 30, June 30, Change June 30, June 30, Change
2004 2005 2004 2005

Cost of revenues
Subscriptior
Sales

Total cost of revenue

(in thousands, except percentages)

$69,60¢ $ 99,957 43.6%
184 354 92.4&%

$69,78¢ $100,31: 43.%

$126,04( $193,94! 53.9%

367 1,35 268.1%

$126,41! $195,29¢ 54.5%

Cost of subscription revenues consists of revehadrgg expenses, amortization of our DVD librampaatization of intangible assets related
to equity investments issued to studios, and pestagl packaging expenses related to shipping tdlpaying subscribers. Costs related to
free-trial subscribers are allocated to marketixgeases. Cost of DVD sales include the net boolevaf the DVDs sold, shipping charges
and, where applicable, a contractually specifiedtg@etage of the sales value for the DVDs that abgest to revenue share agreements.
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The increase in cost of subscription revenues solale dollars for the three months ended Jun@@05 in comparison with the same
prior-year periods was primarily attributable te flollowing factors:

. The number of DVDs mailed to paying subscribersaased 52 percent, which was driven by a 55 peioerdase in the
number of average paying subscribers offset by ailight decline in monthly movie rentals per aggr paying subscribe

. Postage and packaging expenses increased by $ilHof mepresenting a 52 percent increase. Thisgase was primarily
attributable to the increase in the number of aye@aying subscribers and the number of DVDs madquhying subscriber

. DVD amortization increased by $4.7 million, repmgtseg a 24 percent increase. This increase wasapilyrattributable to
increased acquisitions for our DVD library pariyatiffset by the impact in the current period of48hillion related to the
change in estimate of useful life of our b-catalogue DVD library made in the third quarte2604.

. Revenue sharing expenses increased by $11.2 milBpresenting a 52 percent increase. This incrgaserimarily
attributable to the increase in the number of aye@aying subscribers coupled with an increaskdrpercentage of DVDs
subject to revenue sharing agreements mailed togaybscribers. In addition, revenue sharing egeenvere higher in the
second quarter of 2005 due to a provision for Sterated shortfall on certain titles subject to iminm revenue sharing

payments
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The increase in cost of subscription revenueshfersix months ended June 30, 2005 in comparisdnthét same prior-year period was
primarily attributable to the following factors:

. The number of DVDs mailed to paying subscribersaased 61 percent, which was driven by a 60 peicerdase in the
number of average paying subscribers coupled wiight increase in monthly movie rentals per agerpaying subscribe

. Postage and packaging expenses increased by $8lonmepresenting a 61 percent increase. Thisdgase was primarily
attributable to the increase in the number of aye@aying subscribers and the number of DVDs madquhying subscriber

. DVD amortization increased by $8.8 million, repmgtseg a 24 percent increase. This increase wasapilyrattributable to
increased acquisitions for our DVD library paryatiffset by the impact in the current period of@million related to the
change in estimate of useful life of our b-catalogue DVD library made in the third quarte2604.

. Revenue sharing expenses increased by $27.6 milBpresenting a 75 percent increase. This incrgaserimarily
attributable to the increase in the number of aye@aying subscribers coupled with an increaskdrpercentage of DVDs
subject to revenue sharing agreements mailed togaybscribers. In addition, revenue sharing egeenvere higher in the
six months ended June 30, 2005 due to a provisiothé estimated shortfall on certain titles subjeaninimum revenue
sharing payment:

Gross Profit and Gross Margin

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2004 2005 2004 2005

(in thousands, except percentages)

Gross profit $50,53: $64,18t¢ $94,27¢ $123,34:
Gross margir 42.(% 39.(% 42.1% 38.1%

The decline in gross margin for the three and gixtins ended June 30, 2005 as compared to the s@mngear periods was attributal
to the decline in revenue per paid shipment asutref the price decrease of our most popularisemlan implemented in the fourth quarter
of 2004, offset partially by the change in estinratated to the useful life of our back-cataloguéDibrary. In addition, the gross margin for
the six months ended June 30, 2004 was favoralppdted by certain credits received from studiosltieg) from amendments to revenue
sharing agreements.

If movie rentals per average paying subscribergases or if we see more shipments of DVDs suljegtvenue share, additional
erosion in our gross margin will occur.

Operating Expenses:

Fulfillment
Three Months Ended Six Months Ended
Percent Percent
June 30, June 30, Change June 30, June 30, Change
2004 2005 2004 2005
(in thousands, except percentages)
Fulfillment $14,37: $17,56( 22.2% $25,16: $34,25¢ 36.1%
As a percentage of revent 11.% 10.7% 11.2% 10.8%

The increase in fulfillment expenses in absolutbadefor the three and six months ended June G@56 \h comparison with the same
prior-year periods was primarily attributable toiaarease in personnel-related costs resulting fiteerhigher volume of activities in our
customer service and shipping centers, an inciiedseility-related costs resulting from expansmfrcertain of our shipping centers and the
addition of new ones, coupled with an increase@alit card fees as a result of the increase incsigi®ns.
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As a percentage of revenues, fulfillment expense$imed primarily due to the combination of an essing revenue base and operational
efficiencies, which reduced fulfillment costs paigshipment by approximately 19 percent and 17Herthree and six months ended Jun
2005 as compared to the same prior-year periods.

Technology and Devel opment

Three Months Ended Six Months Ended
Percent Percent
June 30, June 30, Change June 30, June 30, Change
2004 2005 2004 2005
(in thousands, except percentages)
Technology and developme $5,652  $7,51¢ 32.9% $10,69:  $14,66¢ 37.2%

As a percentage of revent 4.7% 4.€% 4.8% 4.€%

The increase in technology and development expensdssolute dollars for the three and six montideel June 30, 2005 in compari:
with the same prior-year periods was primarily tbgult of an increase in personmelated costs. As a percentage of revenues, teatyainc
development expenses decreased slightly primauigytd a greater increase in revenues than techyaluod) development expenses.

We continuously research and test a variety ofrgiateimprovements to our internal hardware andvemfe systems in an effort to
improve our productivity and enhance our subscsibexperience. Additionally, we are developing $iolus for downloading movies to
subscribers. As a result, we expect that our tdolgyaand development expenses will continue toeiase in absolute dollars for the
remainder of 2005.

Marketing
Three Months Ended Six Months Ended
Percent Percent
June 30, June 30, Change June 30, June 30, Change
2004 2005 2004 2005
(in thousands, except percentages and subscribercagsition cost)
Marketing $20,47 $26,33¢ 28.6% $47,17( $62,141 31. 1%
As a percentage of revent 17.(% 16.(% 21.2% 19.5%
Other data
Gross subscriber additio 58¢ 707 21.2% 1,34: 1,652 23.(%
Subscriber acquisition ca $ 3512  $ 37.2¢ 6.1% $ 35.12 $ 37.62 7.1%

The increase in marketing expenses in absolutarddibr the three and six months ended June 3@ 0Gmparison with the same
prior-year periods was primarily attributable toiaarease in marketing program costs, primarilgdimail, radio, television and online
advertising, to attract new subscribers and areas® in personnel-related costs in order to supip@iigher volume of marketing activities.
However, the increase in marketing expenses wamlbhaoffset by a $0.7 million reduction in liafiif in the second quarter of 2005 due to
the final settlement of certain marketing programs.

Subscriber acquisition cost increased for the thraksix months ended June 30, 2005 in comparisthrntiie same prior-year periods as
a result of an increase in marketing program spendirimarily the introduction of direct mail, radand television advertising as acquisition
channels and increases in online advertising ra®s. percentage of revenues, marketing expensesased slightly primarily due to a
greater increase in revenues than marketing expense

We anticipate that our marketing expense and siltfesaacquisition cost will continue to increase tioe remainder of 2005. The highly
competitive landscape, including the continued mtom by Blockbuster of its online service, thegydtal entry of others into the online
subscription rental business, could adversely imnpacmarketing expenditures as we seek to maimtaghincrease our market leadership.

General and Administrative

Three Months Ended Six Months Ended
Percent Percent
June 30 June 30
June 30, June 30, Change Change
2004 2005 2004 2005

(in thousands, except percentages)

General and administrati\ $3,28( $4,89¢ 49.2% $6,41¢ $9,90¢ 54.4%



As a percentage of revent 2.7% 3.% 2.5% 3.1%
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General and administrative expenses consist obflaamd related expenses for executive, financetesd acquisition and administrati
personnel, as well as professional fees and o#regrgl corporate expenses.

The increase in general and administrative expensassolute dollars for the three and six montidee June 30, 2005 in comparison
with the same prior-year periods was primarilyibtttable to an increase in legal costs relatechgping legal proceedings as well as an
increase in personnel-related costs, insurance eost professional fees, to support our growingatfmns. As a percentage of revenues, the
increase in general and administrative expensegviagarily due to a greater increase in generaladrdinistrative expenses than increase in
revenues.

Stock-Based Compensation

Three Months Ended Six Months Ended
Percent Percent
June 30 June 30
June 30, June 30, Change Change
2004 2005 2004 2005
(in thousands, except percentages)
Stocl-based compensatic $4,13¢  $3,42¢ 17.29% $8,56¢  $7,70- (10.1)%

As a percentage of revent 3.5% 2.(% 3.%% 2.4%

The decrease in stock-based compensation expenabsadlute dollars and as a percentage of revdaudse three and six months
ended June 30, 2005 in comparison with the sanoe-year periods was primarily due to a change in apsioms used to estimate the valu
stock options granted in the second quarter of 2005

In light of recent guidance in SAB 107, we reevéddahe assumptions used to estimate the valuedf sptions granted in the second
quarter of 2005. We determined that implied valgtis expected to be more reflective of marketditans and, therefore, can reasonably be
expected to be a better indicator of expected Wityahan historical volatility. Therefore, we rised the volatility factor used to estimate the
fair value of stocksased compensation awarded during the second gu&2605 to be based on a blend of historical tdglaof our commor
stock and implied volatility of tradable forwardlloaptions to purchase shares of our common stedkr to the second quarter of 2005, we
estimated future volatility based on historicalatdity of our common stock over the most receniggkcommensurate with the estimated
expected life of our stock options.

For the purpose of determining the expected tesuraption, we bifurcate our option grants into twopdoyee groupings. Each grouping has
exhibited different exercise behavior. In the secquarter of 2005, we refined our estimate of etgmbterm for option grants from 1 year for
one group and 2.5 years for the other group toaBsyand 4 years, respectively. In determining #tenate, we considered several factors,
including the historical option exercise behaviboor employees and the terms and vesting peribtgemptions granted. We will continue
monitor the assumptions used to measure stock-lmagegensation expense.
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Other Income (Expense):
Interest and Other |ncome

Three Months Ended Six Months Ended
Perceni Percent
June 30 June 30
June 30, Change June 30. Change
2004 2005 2004 2005
(in thousands, except percentages)
Interest and other incon $ 304 $ 1,24¢ 309.¢% $ 895  $2,29i 156.6%

As a percentage of revent 0.2% 0.8% 0.4% 0.7%

Interest and other income consists primarily ofiiest earned on our cash and cash equivalents ttioe liquidation of our short-
term investments during the second quarter of 2084d.increase in interest and other income fothhee and six months ended June 30, :
in comparison with the same prior-year periods prawarily due to higher interest income earned onaash and cash equivalents due to
increased interest rates as well as higher avexagiebalances. Additionally, interest and otheonne in the second quarter of 2004 was I
due to the impact of the realized loss of $274 ftbensale of our short-term investments.

Liquidity and Capital Resources

Since inception, we have financed our activitigmprily through a series of private placementsafwertible preferred stock,
subordinated promissory notes, our initial pubfifeeng and net cash generated from operating itietiv As of June 30, 2005, we had cash
and cash equivalents of $171.0 million. We haveegated net cash from operations during each qusirtee the second quarter of 2001. In
order to continue to generate cash from our oparatiwe must increase our revenues while contgpbiir operating expenses. Many factors
will impact our ability to grow revenues includirig,t not limited to, the number of subscribers glgm up for our service, the growth or
reduction in our subscriber base, and our abitityévelop new revenue sources. In addition, we maag to lower our prices and increase our
marketing expenses in response to the aggressimpatiion from Blockbuster and other potential ants in the market. Although we
currently anticipate that cash flows from operagidiogether with our available funds, will be stint to meet our cash needs for the
foreseeable future, we may require or choose taimlatdditional financing. Our ability to obtain éincing will depend on, among other thin
our development efforts, business plans, opergt@nfprmance and the condition of the capital marl¢the time we seek financing. We
cannot assure you that additional financing wilkvailable to us on favorable terms when requioe@t all. If we raise additional funds
through the issuance of equity, equityked or debt securities, those securities maehraghts, preferences or privileges senior to itjets of
our common stock, and our stockholders may expegi€liution.

The following table summarizes our cash flow atig:

Three Months Ended Six Months Ended

June 30, June 30, June 30, June 30,

2004 2005 2004 2005
Net cash provided by operating activit $31,96¢ $36,49: $65,76¢ $ 65,93]
Net cash provided by (used in) investing activi 19,10 (34,657 (6,111 (73,029
Net cash provided by financing activiti 2,18 3,31: 3,89¢ 3,59¢

For the three months ended June 30, 2005, neteastded by operating activities increased $4.3iamlin comparison with the same prior-
year period. The increase was primarily attribigablthe increase in net income, the increase-cash adjustments to net income,
specifically the increase in the amortization of BD library as a result of increased purchasetitles, offset in part by the unfavorable
impact of changes in working capital assets arillii@s. For the six months ended June 30, 20@5¢cash provided by operating activities
increased only slightly in comparison with the samer-year period.

For the three and six months ended June 30, 2@d%ash used in investing activities decreasedBy8million and $66.9 million,
respectively in comparison the same prior-yeargasri The change was primarily attributable to ttezpeds from the sale of our short-term
investments in the second quarter of 2004 of $485ldn and an increase in the acquisitions oéstfor our library to support our larger
subscriber base and increased purchases of prgrettgquipment to support our growing operations.
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For the three and six months ended June 30, 2@d%ash provided by financing activities increa$&d. million and decreased by $0.3
million, respectively, in comparison with the sapr@r year periods. The increase was primarilyilaitable to an increase in the proceeds
from our issuance of common stock under our em@ayeck plans while the decrease was primarilytddewer proceeds from our issuance
of common stock under our employee stock plansbffartially by a decrease in payments of our ehfgtse obligations.

Off-Balance Sheet Arrangements

As part of our ongoing business, we do not engagensactions that generate relationships wittonsalidated entities or financial
partnerships, such as entities often referred girastured finance or special purpose entitiesofdingly, our operating results, financial
condition and cash flows are not subject to offabak sheet risks.

Indemnification Arrangements

In the ordinary course of business, we enter intdractual arrangements under which we agree wigeondemnification of varying scope
and terms to business partners and other parttas@spect to certain matters, including, but imottéd to, losses arising out of our breach of
such agreements and out of intellectual propeftjnigement claims made by third parties. In additiwe have entered into indemnification
agreements with our directors and certain of oficerfs that will require us, among other thingsindemnify them against certain liabilities
that may arise by reason of their status or seagcdirectors or officers.

The terms of such obligations vary. Generally, ximam obligation is not explicitly stated, so theegall maximum amount of the
obligations cannot be reasonably estimated. Tq dadave not incurred material costs as a re$giich obligations and have not accrued
any liabilities related to such indemnification iglations in our financial statements.

Recent Accounting Pronouncements

In December 2004, the Financial Accounting Stansl@alard (“FASB”) issued Statement of Financial Aacting Standards (“SFAS”) No.
123(R),Share-Based Paymenivhich establishes standards for transactionshictwan entity exchanges its equity instrumentgfmyds or
services. This standard replaces SFAS No. A28punting for Stock-Based Compensatiad supersedes APB Opinion No. 26counting
for Stock issued to EmployeThis Standard requires a public entity to meadueecbst of employee services received in exchamganf
award of equity instruments based on the grantfd@tealue of the award. This eliminates the eximepto account for such awards using the
intrinsic method previously allowable under APB @ipn No. 25. In March 2005, the Securities and Exge Commission (“SEC”) issued
Staff Accounting Bulletin 107 (SAB 107) which sumnizas the views of the SEC staff regarding theradgon between SFAS 123(R) and
certain SEC rules and regulations and providestidiffs views regarding the valuation of share-bigs@yment arrangements for public
companies. In April 2005, the SEC issued Releas@588 delaying the effective date of SFAS 123(Ryl as such the Company will be
required to implement the provisions of SFAS NA&B(R) beginning January 1, 2006. The Company preWoadopted the fair value
recognition provisions of SFAS No. 123 in the setqgnarter of 2003, and restated prior periodsattttime. Accordingly, we believe SFAS
No. 123(R) will not have a material impact on aonahcial position or results of operatio

In March 2005, the FASB issued FIN 47, Accountiog@onditional Asset Retirement Obligations. FINc&rifies that an entity must record
a liability for a “conditional” asset retirementlajation if the fair value of the obligation can Easonably estimated. The provision is
effective for no later than the end of fiscal yeamsling after December 15, 2005. We do not exrecatioption of this standard to have a
material effect on our financial position or reswf operations.

In June 2005, the FASB issued SFAS No. #etounting Changes and Error CorrectionSFAS 154 replaces APB Opinion No. 20,
Accounting Changeand SFAS No. 3Reporting Accounting Changes in Interim Financi@t®&ments SFAS 154 requires that a voluntary
change in accounting principle be applied retrospely with all prior period financial statementsegented on the new accounting principle.
SFAS 154 also requires that a change in metho@fettiating or amortizing a long-lived nonfinan@aket be accounted for prospectively as
a change in estimate, and correction of errorgémnipusly issued financial statements should bméera restatement. SFAS 154 is effective
for accounting changes and correction of errorsamadiscal years beginning after December 15, 2@805ough we will continue to evalua
the application of SFAS 154, we do not currentlijdwe that the adoption of this standard will hawaterial impact on our financial positi

or results of operations.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk

For financial market risks related to changes tarigst rates, reference is made to Item 7A “Quatité and Qualitative Disclosures About
Market Risk” contained in Part Il of our annual oejpon Form 10-K for the year ended December 3042Qur exposure to market risk has
not changed materially since December 31, 2004.

Item 4. Controls and Procedures

Our management, with the participation of our Cligécutive Officer and Chief Financial Officer, &vated the effectiveness of our
disclosure controls and procedures (as defineduiedR13a-15(e) and 15d-15(e) under the Securitiehdhge Act of 1934, as amended) as of
the end of the period covered by this quarterlyrepn Form 10-Q. Based on that evaluation, oueCEkecutive Officer and Chief Financial
Officer concluded that our disclosure controls pratedures as of the end of the period coverediisyquarterly report on Form 10-Q were
effective in ensuring that information requiredom disclosed by us in reports that we file or sthmder the Securities Exchange Act of
1934, as amended, is recorded, processed, sumuharidereported within the time periods specifiethim Securities and Exchange
Commission’s rules and forms.

There was no change in our internal control oveairfcial reporting that occurred during the quasteted June 30, 2005 that has materially
affected, or is reasonably likely to materiallyesftf, our internal control over financial reporting.

Our management, including our Chief Executive @ifiand Chief Financial Officer, does not expect tha disclosure controls and
procedures or our internal controls will preverteator and all fraud. A control system, no matiew well conceived and operated, can
provide only reasonable, not absolute, assuraratdtib objectives of the control system are metthen, the design of a control system must
reflect the fact that there are resource constaartd the benefits of controls must be considegkadive to their costs. Because of the inherent
limitations in all control systems, no evaluatidrcontrols can provide absolute assurance thaballrol issues and instances of fraud, if any,
within Netflix have been detected.
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PART Il. OTHER INFORMATION

Item 1. Legal proceedings

From time to time, in the normal course of businassare a party to litigation matters and claimsluding claims relating to employee
relations and business practices. Litigation caexensive and disruptive to normal business ojpeiatMoreover, the results of complex
legal proceedings are difficult to predict. Listeelow are the material legal proceedings that lhaekea material development since our last
periodic report.

Between July 22 and September 9, 2004, seven gadpsecurities class action suits were filed inUiinéed States District Court for tl
Northern District of California against us andle aggregate, Reed Hastings, W. Barry McCarthyadd Leslie J. Kilgore. These cle
action suits were consolidated in January 2005 aacohsolidated complaint was filed on February2®85. The complaint alleges violations
of certain federal securities laws, seeking unggettdamages on behalf of a class of purchasessiofommon stock between October 1,
2003 and October 14, 2004. The plaintiffs alleg tie made false and misleading statements andsimmssof material facts based on our
disclosure regarding churn and delivery speedmifaj alleged violations by each named defenda®teations 10(b) and 20(a) of the
Securities Exchange Act of 1934 and Rule 10b-5 pitgated thereunder and alleged violations by aedéiur officers of Section 20A of
Securities Exchange Act of 1934. On June 28, 20@5Court dismissed the action with leave to amend.

Item 2. Unregistered Sales of Equity Securities and Use Bfoceeds

(d) Use of Proceeds:

We continue to maintain approximately $72.0 millmfithe net proceeds from our initial public offegiin May 2002 in cash and cash
equivalents.
Item 4. Submission of Matters to a Vote of Security Holders

Our Annual Meeting of Stockholders was held on May2005. The following two proposals were adopted:

Proposal One:
Election of two Class Il directors to hold officatil the 2008 Annual Meeting of Stockholders:

Number of Shares

Nominees For Withheld
Jay Hoac 50,851,07 448,60!
Reed Hasting 50,866,82 432,85:

In addition, the following individuals continued be directors following the Annual Meeting of Sthokders: Richard Barton, Timothy
Haley, Michael Schuh and A. Robert Pisano. Subsedoghe Annual Meeting of Stockholders, as disetbin our current report on Form 8-
K filed with the Securities and Exchange Commissiardune 13, 2005, the Board appointed Gregoryehgsr and A. George “Skip” Battle
as members of the Board.

Proposal Two:
Ratification of the appointment of KPMG LLP as ipgadent auditors for the year ending December 3152

Number of Shares

For Against Abstain Broker Non-Votes

51,127,60 89,79¢ 82,28( 0
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Item 6 . Exhibits
(a) Exhibits:

Exhibit
Number

Exhibit Description

3.1
3.2
3.3

4.1
10.1

10.2
10.3
10.4
10.5
10.6
10.7
10.8
10.9
10.12(
10.17*

10.12%

10.1
10.1¢
10.1¢
10.1¢€
10.1%

Amended and Restated Certificate of Incorpora
Amended and Restated Byla

Certificate of Amendment to the Amended and Redt&tertificate of
Incorporation

Form of Common Stock Certifica

Form of Indemnification Agreement entered into bg tegistrant with
each of its executive officers and direct

2002 Employee Stock Purchase F

Amended and Restated 1997 Stock |

2002 Stock Plal

Amended and Restated Stockhol’ Rights Agreemer

Office Lease between the registrant and BR3 Pa

Lease Agreement with Lincc-Recp Oakland Opco, LLC, as ament
Employment Offer Letter for W. Barry McCartl

Employment Offer Letter for Tom Dillo

Employment Offer Letter with Leslie J. Kilgo

Letter Agreement between the registrant and ColarfkiStar Home
Entertainment, Inc

Revenue Sharing Output License Terms between thstrant and
Warner Home Vider

Form of Subordinated Promissory Ni

Lease between Sobrato Land Holdings and Netflix,
Lease between Sobrato Interests Il and Netflix,
Description of Director Equity Compensation P

Executive Severance and Retention Incentive
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Filed
Form File No. Exhibit Filing Date Herewith
10-Q 00C-4980: 3.1 August 2, 200
S-1/A  33:-8387¢ 3.4 April 16, 200:
10-Q 00C-4980: 3.2 August 2, 200
S-1/A  33:2-8387¢ 4.1 April 16, 200:
S-1/A 33:3-8387¢ 10.1 March 20, 200
S1 33E-8387¢ 10.2 March 6, 200
S-1/A  3338387¢ 10.3 May 16, 200.
S-1 33:-8387¢ 10.4 March 6, 200
S-1 33:-8387¢  10.5 March 6, 200
S-1 33:-8387¢ 10.7 March 6, 200
S1 33E-8387¢ 10.8 March 6, 200
S1 33E-8387¢ 10.9 March 6, 200
S1 333-8387¢ 10.10 March 6, 200
S-1 33E-8387¢ 10.11  March 6, 200
S-1/A  33:-8387¢ 10.12 May 20, 200.
S-1/A  33:3-8387¢ 10.13  May 20, 200
S-1/A 33:-8387¢ 10.14  May 20, 200
10-Q 00C-4980: 10.15 August 2, 200
10-Q 00C-4980: 10.16 August2, 200
8-K 00C-4980z 10.1 July 5, 200
8-K 00C-4980z 10.2 July 5, 200
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31.1 Certification of Chief Executive Officer Pursuant$ection 302 of the Sarba-Oxley Act of 200z

31.2 Certification of Chief Financial Officer Pursuant$ection 302 of the Sarba-Oxley Act of 200z

32.I* Certifications of Chief Executive Officer and Chlghancial Officer Pursuant to Section 906 of theb@nes-Oxley
Act of 2002

**  Confidential treatment granted on portions of thedbits.
*  These certifications are not deemed filed by 8EC and are not to be incorporated by referenaay filing we make under the
Securities Act of 1933 or the Securities Exchangedk 1934, irrespective of any general incorparatanguage in any filing:
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SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly causisdréport to be signed on its behalf
by the undersigned thereunto duly authorized.

N ETFLIX , | NC.

Dated: August 5, 2005 By: /s/ REEDH ASTINGS

Reed Hastings
Chief Executive Office

Dated: August 5, 2005 By: /sl BARRY M ¢ C ARTHY

Barry McCarthy
Chief Financial Officer
(Principal financial and accounting office
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Exhibit
Number

EXHIBIT INDEX

Exhibit Description

3.1
3.2
3.3

4.1
10.1

10.2
10.3
10.4
10.5
10.6
10.7
10.8
10.9
10.1(
10.17+*

10.12%

10.1:
10.1¢
10.1¢
10.1¢
10.1%

Amended and Restated Certificate of Incorpora
Amended and Restated Byla

Certificate of Amendment to the Amended and Redt&tertificate of
Incorporation

Form of Common Stock Certifica

Form of Indemnification Agreement entered into by tegistrant with
each of its executive officers and direct

2002 Employee Stock Purchase F

Amended and Restated 1997 Stock f

2002 Stock Pla

Amended and Restated Stockhol’ Rights Agreemer

Office Lease between the registrant and BR3 Pa

Lease Agreement with Lincc-Recp Oakland Opco, LLC, as amen
Employment Offer Letter for W. Barry McCartl

Employment Offer Letter for Tom Dillo

Employment Offer Letter with Leslie J. Kilgo

Letter Agreement between the registrant and ColarmbiStar Home
Entertainment, Inc

Revenue Sharing Output License Terms between thstrant and
Warner Home Vide:

Form of Subordinated Promissory Ni

Lease between Sobrato Land Holdings and Netflix,
Lease between Sobrato Interests Il and Netflix,
Description of Director Equity Compensation P

Executive Severance and Retention Incentive
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Incorporated by Reference

Filed
Form File No. Exhibit Filing Date Herewith
10-Q 00C-4980: 3.1 August 2, 200
S-1/A 33:2-8387¢ 3.4 April 16, 200:
10-Q 00C-4980: 3.2 August 2, 200
S-1/A  33:8387¢ 4.1 April 16, 200:
S-1/A 33:3-8387¢ 10.1  March 20, 200
S1 33E-8387¢ 10.2 March 6, 200
S-1/A  33:-8387¢ 10.3 May 16, 200.
S1 33E-8387¢ 10.4 March 6, 200
S-1 33:-8387¢  10.5 March 6, 200
S-1 33:-8387¢ 10.7 March 6, 200
S-1 33:-8387¢  10.8 March 6, 200
S1 33E-8387¢ 10.9 March 6, 200
S1 333-8387¢ 10.10 March 6, 200
S1 333-8387¢ 10.11 March 6, 200
S-1/A  333-8387¢ 10.12 May 20, 200.
S-1/A  333-8387¢ 10.13 May 20, 200.
S-1/A  333-8387¢ 10.14 May 20, 200.
10-Q 00C-4980: 10.15 August 2, 200
10-Q 00C-4980: 10.16 August 2, 200
8-K 00C-4980:z 10.1 July 5, 200
8-K 00C-4980z 10.2 July 5, 200
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31.1 Certification of Chief Executive Officer Pursuant$ection 302 of the Sarba-Oxley Act of 2002 X
31.2 Certification of Chief Financial Officer Pursuant$ection 302 of the Sarba-Oxley Act of 200z X
32.1*  Certifications of Chief Executive Officer and Chlghancial Officer Pursuant to Section 906 of tlaebanes-Oxley Act

of 2002 X

**  Confidential treatment granted on portions of thedbits.
*  These certifications are not deemed filed by 8EC and are not to be incorporated by referenaay filing we make under the
Securities Act of 1933 or the Securities Exchangedk 1934, irrespective of any general incorparatanguage in any filing:
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Exhibit 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Reed Hastings, certify that:
1. I have reviewed this quarterly report on ForraQ 0f Netflix, Inc.;

2. Based on my knowledge, this report does notaioriny untrue statement of a material fact or dmnéttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e))imtednal control over financial reporting (as definin Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and we have:

a) designed such disclosure controls and procedoresiused such disclosure controls and procedotes designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidh&ubsidiary, is made known to us by
others within those entities, particularly durihg toeriod in which this report is being prepared;

b) designed such internal control over financigloming, or caused such internal control over foialhreporting to be designed under
our supervision, to provide reasonable assuramzgdng the reliability of financial reporting attte preparation of financial stateme
for external purposes in accordance with geneeadtepted accounting principles;

c) evaluated the effectiveness of the registratisslosure controls and procedures and presentidsineport our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

d) disclosed in this report any change in the tegi's internal control over financial reportirftat occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth dilsguarter in the case of an annual report) thatnhaterially affected, or is reasonably
likely to materially affect, the registrant’s intedl control over financial reporting; and

5. The registrang other certifying officer and | have disclosedsdhon our most recent evaluation of internal @miver financial reporting
to the registrant’s auditors and the audit commitieregistrant’s board of directors (or personggeming the equivalent function):

a) all significant deficiencies and material weads®s in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and refioancial information; and

b) any fraud, whether or not material, that invelweanagement or other employees who have a signifiole in the registrargt'interna
control over financial reporting.

Dated: August 5, 2005 By: / s/ REEDH ASTINGS

Reed Hastings
Chief Executive Office
Exhibit 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Barry McCarthy, certify that:
1. I have reviewed this quarterly report on ForraQ 0f Netflix, Inc.;

2. Based on my knowledge, this report does notadoriny untrue statement of a material fact or dmnéttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the peri



covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4. The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatednal control over financial reporting (as definin Exchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and we have:

a) designed such disclosure controls and procedoresiused such disclosure controls and procedoes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiary, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepared;

b) designed such internal control over financigloméing, or caused such internal control over foialhreporting to be designed under
our supervision, to provide reasonable assuramagding the reliability of financial reporting attte preparation of financial stateme
for external purposes in accordance with geneeatepted accounting principles;

c) evaluated the effectiveness of the registratisslosure controls and procedures and presentidsineport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psint based on such evaluation; and

d) disclosed in this report any change in the temi's internal control over financial reportirftat occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth dilsguarter in the case of an annual report) thatnhaterially affected, or is reasonably
likely to materially affect, the registrant’s intel control over financial reporting; and

5. The registrang other certifying officer and | have disclosedsdrhon our most recent evaluation of internal @bmtver financial reporting
to the registrant’s auditors and the audit commititregistrant’s board of directors (or person$queing the equivalent function):

a) all significant deficiencies and material weads®s in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the regigfeaability to record, process, summarize and refioancial information; and

b) any fraud, whether or not material, that invelveanagement or other employees who have a signifiole in the registrargt’interna
control over financial reporting.

Dated: August 5, 2005 By: /S/ BARRY M ¢ C ARTHY

Barry McCarthy
Chief Financial Officel
Exhibit 32.1

CERTIFICATIONS OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

CERTIFICATIONS OF CHIEF EXECUTIVE OFFICER AND CHIEF  FINANCIAL OFFICER
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Reed Hastings, certify, pursuant to 18 U.S.QtiBa 1350, as adopted pursuant to Section 90BeoSarbanes-Oxley Act of 2002, that the
quarterly report on Form 10-Q of Netflix, Inc. fitre quarter ended March 31, 2005 fully complieshwlie requirements of Section 13(a) or
15(d) of the Securities Exchange Act of 1934 arad ithiformation contained in such report fairly @ets, in all material respects, the finan
condition and results of operations of Netflix, .Inc

Dated: August 5, 2005 By: / s/ REEDH ASTINGS

Reed Hastings
Chief Executive Office

I, Barry McCarthy, certify, pursuant to 18 U.S.@&c8on 1350, as adopted pursuant to Section 9@tecbarbanes-Oxley Act of 2002, that the
quarterly report on Form 10-Q of Netflix, Inc. fitre quarter ended March 31, 2005 fully complieshwlie requirements of Section 13(a) or
15(d) of the Securities Exchange Act of 1934 arad ithiformation contained in such report fairly @ets, in all material respects, the finan
condition and results of operations of Netflix, .Inc

Dated: August 5, 2005 By: / s/ B ARRY M ¢ C ARTHY

Barry McCarthy
Chief Financial Officel

End of Filing
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