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Item 2.02 Results of Operations and Financial Contion.

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, aatiradt be deemed incorporated by reference infiéings under the Securities Act of
1933, as amended, unless specifically stated seithe

On October 14, 2004, Netflix, Inc. announced itaficial results for the quarter ended Septembe2@®. The press release, which is
attached hereto as Exhibit 99.1 and incorporateeitméy reference, discloses certain financial messsthat may be considered non-GAAP
financial measures. Generally, a non-GAAP finangiebsure is a numerical measure of a company’'snpeaice, financial position, or cash
flows that either excludes or includes amounts @inatnot normally excluded or included in the nbstctly comparable measure calculated
and presented in accordance with generally accemeolinting principles in the United States. Manag@ believes that non-GAAP net
income is a useful measure of operating performaecause it excludes the non-cash impact of stpttkroaccounting. In addition,
management believes that free cash flow is a usedalsure of liquidity because it excludes the aperational cash flows from purchases
sales of short-term investments and cash flows financing activities. Management believes thagmefice to gross margin and GAAP net
income, excluding the registrant’s recently annegihchange in amortization policy and reductionaitvage value, as well as subscriber
acquisition costs for the registrant’s U.S. busine® useful measures because they give insigiéstors with respect to the ongoing
operations of the registrant’s primary businessallmv for an equivalent comparison to prior resullowever, these non-GAAP measures
should be considered in addition to, not as a gubsfor, or superior to net income and net caslvided by operating activities, or other
financial measures prepared in accordance with GAAP

Item 9.01 Financial Statement and Exhibits.
(c) Exhibits
99.1 Press release dated October 14, 2004 by Netflix,



SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the registrant has duly causisdréport to be signed on its behalf
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Exhibit 99.1

I

FOR IMMEDIATE RELEASE IR CONTACT: Deborah Crawfort
Thursday, October 14, 20( Director of Investor Relatior
408 31'-3712

PR CONTACT Shernaz Dave
408 31-3723

Netflix Announces GAAP Net Income of $18.9 milliorfor Q3 2004

Los Gatos, Calif. — October 14, 2004 Netflix (Nasdaq: NFLX) today reported results fioe third quarter ended September 30, 2004.
» Revenue increased 96 percent to $141.6 million 3&.2 million for the same period in 2003

* GAAP Net Income was $18.9 million, compared to GAXREt Income of $2.9 million for the second quade2004

» Free Cash Flow was $14.1 million, up 80 percent tive same period in 2003. GAAP net cash providedperating activities was
$49.3 million, up 124 percent from the same penoa003

Third Quarter 2004 Financial Highlights

Revenudor the third quarter was a record $141.6 milliop,96 percent from $72.2 million for the third gtgarof 2003, and up 18 percent
from $120.3 million in the second quarter of 2004.

GAAP net incomdor the third quarter was $18.9 million, or $0.2% piluted share, compared to a GAAP net incon3d8 million, or $0.0
per diluted share, for the third quarter of 2008 arGAAP net income of $2.9 million, or $0.04 péuidd share, for the second quarter of

2004. Net income benefited from lower than expecte in the quarter and the change in amortizatidticy for back catalogue DVDs as
well as a reduction in salvage value.

Excluding the change in amortization policy anduatobn in salvage value, GAAP net income would hagen $14.9 million or $0.23 per
diluted share. On October 4, 2004, the Company @mred that it revised its amortization policy ftrlback catalogue DVD library from a
“sum of the months” accelerated method using ay@a-life to the same accelerated method of anatitiz using a three-year life. In
accordance with APB 20, the change in life \



accounted for as a change in accounting estimasepraspective basis starting July 1, 2004. Neeasds will continue to be amortized over
12 months.

Non-GAAP net incomevas $22.6 million, or a profit of $0.35 per dilutgldare, for the third quarter of 2004 compared ¢adEAAP net
income of $6.1 million, or $0.10 per diluted shéoethe third quarter of 2003 and Non-GAAP net imepof $7.0 million, or $0.11 per diluted
share, for the second quarter of 2004. Non-GAARnmme equals net income on a GAAP basis befoekdtased compensation expense.
Excluding the change in amortization and reduciosalvage value, Non-GAAP net income would haverb®18.6 million or $0.29 per
diluted share.

Free cash flovifor the third quarter of 2004 was $14.1 millionldr percent of revenue, up 80 percent from $7.9aniih the third quarter of
2003 and up 125 percent from $6.3 million in theosel quarter of 2004. Cash provided by operatittiyiies for the third quarter of 2004
was $49.3 million, up 124 percent from $22.0 millia the third quarter of 2003 and up 54 perceminf$32.0 million for the second quarter
of 2004.

Gross margirfor the third quarter was 49.5 percent. In thedtlgjuarter of 2004, gross margin benefited from lothan anticipated monthly
movie rentals per average paying subscriber whashlted in lower than expected revenue sharingedisa® postage and packaging expenses.
Excluding the previously announced accounting chan@mortization of back catalogue DVDs and reidudin salvage value gross margin
would have been 46.6 percent.

SubscribersNetflix ended the third quarter of 2004 with apgroately 2,229,000 total subscribers. During thertgraNetflix acquired
590,000 new trial subscribers, a 54 percent year-gear increase from the 383,000 new trial subecsiacquired in the third quarter of 2003
and a sequential increase of one percent from8BeéDB0 new trial subscribers acquired in the secpradter of 2004.

SAC for US Domestidor the third quarter was $36.97 per naial subscriber compared to $31.81 for the thuwdrter of 2003 and $35.12 1
the second quarter of 2004.

Churn?for the third quarter of 2004 was 5.6 percent, carag to 5.2 percent in the third quarter of 2008 @mchanged from the second
quarter of 2004. Churn includes free trial subsmslas well as paying subscribers who elect nariew their monthly subscription service
during the quarter.

Business Outlook

Netflix expects the business environment to becmmeasingly competitive in the coming year, whinhnagement will discuss in t
conference call this afternoon.

“Over the past five years, Netflix has built thegest base of subscribers for online DVD rentathwiore than 2.2 million customers
nationwide,” said Reed Hastings, chairman and CERetflix. “We expect to spend the next year rapidly acquisifgscribers and deliverii
the best consumer experience to continue domingtimgnline DVD rental market Netflix pioneered.”

1 Free cash flow is defined as cash provided by diperactivities less cash provided by (used ingesting activities after excluding
purchases and sales of sl-term investments

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



Float and Trading Plans

The Company estimates the public float at approtetgat5,059,814 shares as of September 30, 2002 papcent from 44,431,219 shares as
of June 30, 2004, based on registered shareststceiet name with the Depository Trust and Clga@orporation. No outstanding shares are
subject to a lock-up agreement of any kind. Frametto time executive officers of Netflix may eléatbuy or sell stock in Netflix. All such
purchases or sales are made pursuant to the té09%-1 Trading Plans approved by the Companygamerally adopted no less than three
months prior to the first date of sale under suein.p

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 remlathe call will be available via Netflix's websit
http://ir.netflix.com. For those without access to the Internet, a yeplahe call will be available from approximatéy00 p.m. Pacific Time
on October 14, 2004 through October 20, 2004. Stertito a replay, call (719) 457-0820, access 68d&46. The Company also plans to
include discussion of its business outlook in tbeference call.

Use of Non-GAAP Measures

Management believes that Non-GAAP net income isedul measure of operating performance becauselildes the non-cash impact
of stock option accounting. In addition, managentstieves that free cash flow is a useful meastiliguidity because it excludes the non-
operational cash flows from purchases and salshat-term investments and cash flows from finag@ativities. Management believes that
reference to Gross Margin, GAAP Net Income, exelgdhe change in amortization policy and reductiosalvage value, as well as SAC for
the U.S. business are useful measures becausgitteemsight to investors with respect to the ongobperations of the Company’s primary
business and allow for an equivalent comparisquritar results. However, these Non-GAAP measuresilshoe considered in addition to, not
as a substitute for, or superior to net incomersetccash provided by operating activities, or ofir&ncial measures prepared in accordance
with GAAP. A reconciliation to the GAAP equivalerdsthese Non-GAAP measures is contained in tatfatan on the attached unaudited
financial statements.

About Netflix

Netflix (Nasdaq: NFLX) is the world’s largest ordirmovie rental service, providing more than twdlionl subscribers access to over
25,000 DVD titles. For $17.99 a month (effectiveMdmber 1, 2004), Netflix subscribers rent as mapb as they want, and keep them as
long as they want, with three movies out at a tilfteere are no due dates, no late fees and no sbifgés. DVDs are delivered for free by
first-class mail from regional shipping centersatsd throughout the United States. Netflix canheaore than 85 percent of its subscribers
with generally one business-day delivery. The campaovides subscribers extensive information ab movies, including critic
reviews, member reviews, online trailers, ratiregg] personalized movie recommendations. For mdéoenration, visit www.netflix.com



Forward-Looking Statements

This press release contains certain forward-looktatements increases in competition, subscrilmevthrand our position within the online
DVD rental market. The forward-looking statemenmtshiis release are subject to risks and uncenrgaiitiat could cause actual results and
events to differ, including, without limitation: pability to manage our growth, in particular maimagour subscriber acquisition cost as well
as the mix between revenue sharing titles and titt# subject to revenue sharing that are delivieredir subscribers; our ability to attract r
subscribers and retain existing subscribers; catigretchanges in pricing and availability for adiiging space; fluctuations in consumer
usage of our service, customer spending on DVDau&yDVDs and related products; disruption in sengn our website or with our
computer systems; deterioration of the U.S. econonponditions specific to online commerce or tiradéd entertainment industry;
conditions that effect our delivery through the LP8stal Service, including increases in first €lagstage; increases in the costs of acquiring
DVDs; and, widespread consumer adoption of differeades of viewing in-home filmed entertainmentd&tailed discussion of these and
other risks and uncertainties that could causeahotsults and events to differ materially fromfsferward-looking statements is included in
our filings with the Securities and Exchange Consiis, including our Annual Report on Form 10-K dilevith the SEC on February 27,
2004. We undertake no obligation to update forwaodking statements to reflect events or circumstaraccurring after the date of this press
release.



Netflix, Inc.

Consolidated Statements of Operations
(unaudited)

(in thousands, except per share data)

Three Months Ended Nine Months Ended
September 3C September 3C September 3C September 3C
June 30,
2003 2004 2004 2003 2004
Revenues
Subscriptior $ 71,27¢  $119,71( $ 140,41 $ 189,63( $ 359,94
Sales 924 611 1,23( 1,42¢ 2,38¢
Total revenue 72,20: 120,32: 141,64 191,05¢ 362,33!
Cost of revenues
Subscriptior 38,32¢ 69,60« 71,13( 103,40: 197,17¢
Sales 32z 184 471 494 83¢
Total cost of revenue 38,64¢ 69,78¢ 71,60: 103,89¢ 198,01¢
Gross profit 33,55¢ 50,53t 70,04 87,16: 164,31¢
Operating expense

Fulfillment 8,32- 14,37 15,01 21,92¢ 40,17¢

Technology and developme 4,73¢ 5,652 6,32 13,04 17,01¢

Marketing 12,18 20,47 22,52t 35,341 69,69¢

General and administratiy 2,67¢ 3,28( 4,12z 7,01¢ 10,53¢

Stocl-based compensatic 2,771 4,13¢ 3,66( 6,887 12,22¢

Total operating expens 30,69¢ 47,91¢ 51,64¢ 84,22: 149,65«
Operating incom: 2,85¢ 2,617 18,39¢ 2,93¢ 14,66¢
Other income (expense

Interest and other incon 534 304 57¢ 1,67¢ 1,47¢

Interest and other expen (87) (30 (52 (379 (113
Net income $ 330 $ 2891 $ 1892 $ 4241 $ 16,02¢
Net income per shar

Basic $ 07 % .0€ $ 3€ % 09 3 31

Diluted $ .0E 3 04 $ 2¢ 3 07 $ 225
Weighted average common shares outstani

Basic 48,17: 51,89¢ 52,21 46,99( 51,79¢

Diluted 62,92( 64,97¢ 64,44¢ 61,36¢ 64,79
Non-GAAP net income reconciliation:

Net income $ 330 $ 2891 $ 18,92 $ 4241 $ 16,02¢
Add back:

Stocl-based compensatic 2,771 4,13¢ 3,66( 6,887 12,22¢
Non-GAAP net income $ 608 $ 7,026 $ 2258 $ 11,12¢ $ 28,25t
Non-GAAP net income per shar

Basic $ A2 $ 14 0 $ 43 3 24 3 .BE

Diluted $ AC $ A1 $ 38 8 A8 08 44
Weighted average common shares outstani

Basic 48,17: 51,89¢ 52,21 46,99( 51,79¢

Diluted 62,92( 64,97¢ 64,44¢ 61,36¢ 64,79



Netflix, Inc.
Consolidated 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
Commitments and contingenci
Stockholder equity:

Common stock, $0.001 par value; 80,000,000 anddDEOQ00 shares authorized at December 31,
2003 and September 30, 2004, respectively; 50,80%8d 52,303,438 issued and outstanding at
December 31, 2003 and September 30, 2004, respkc

Additional paic-in capital

Deferred stoc-based compensatic
Accumulated other comprehensive inca

Accumulated defici

Total stockholdel' equity

Total liabilities and stockholde’ equity

As of
December 31 September 3C
2003 2004

$ 89,89 $ 167,81
45,29 —
2,231 3,64¢
90t 3,771

61¢ 1,33¢
138,94t 176,56¢
22,23¢ 41,50:
2,94¢ 1,41¢
9,772 13,64¢
1,272 1,53¢
83¢€ 962

$ 176,01. $ 235,63
$ 32,65¢ $ 47,66¢
11,62¢ 15,84(
18,32« 26,65¢
41¢€ 164
63,01¢ 90,33(
241 487

44 —
63,30 90,811
51 52
270,83t 285,18
(5,487 (3,109
59¢ (44)
(153,29)) (137,26)
112,70¢ 144,82(
$ 176,01. $ 235,63




Netflix, Inc.

Consolidated Statements of Cash Flows
(unaudited)

(in thousands)

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net caskigea 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
Noncash 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 (used in) provided by investing
activities

Cash flows from financing activities:

Proceeds from issuance of common si

Principal payments on notes payable and capitaklea
obligations

Net cash provided by financing activiti

Effect of exchange rate changes on cash and casvaénts
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

Nine Months Ended

September 3C September 3C September 3C September 3C
June 30,

2003 2004 2004 2003 2004
$ 3,30¢ $ 2,891 $ 18,92 $ 4,241 $ 16,02¢
1,11¢ 1,328 1,56¢ 3,591 4,14«
12,320 21,14 20,45( 28,33t 59,71¢
775 454 458 2,39( 1,53¢
2,771 4,13¢ 3,66( 6,887 12,22¢
— 274 — — 274
(86€) (427) (941) (1,329 (1,737)
16 11 11 84 33
65 (2,529 (3,479 27C (5,000
45C (631) 5,11¢ 8,10¢ 15,01«
66C 1,391 1,98¢ 1,852 4,21F
1,37 3,75 1,407 4,02¢ 8,33¢
(8) 171 10¢ (25) 24€
21,98t 31,96¢ 49,26¢ 58,43: 115,03«
(354) (222) — (1,097 (58€)
— 45,01 — — 45,01
(1,59¢) (2,049 (4,165 (4,557) (8,027
(13,467 (24,089 (31,986 (36,909 (79,639
924 611 1,23( 1,42¢ 2,38¢
11 (16€) (20€) (762) (399
(14,487 19,10¢ (35,12)) (41,89)) (41,239
98¢ 2,30t 37¢ 4,03: 4,49
(551) (11€) (100) (1,219 (329)
437 2,181 275 2,81 4,16¢
— — (44) — (44)
7,941 53,25¢ 14,37( 19,35¢ 77,92(
71,22¢ 100,18¢ 153,44 59,81« 89,89¢
$ 79,17( $153,44« $ 167,81 $ 79,17( $ 167,81
$ 21,98¢ $ 31,96¢ $ 49,26¢ $ 58,43 $ 115,03
(1,59¢) (2,049 (4,165 (4,557) (8,02))
(13,467 (24,089 (31,986 (36,909 (79,639
924 611 1,23( 1,42¢ 2,38¢
11 (16€) (20€) (762) (399
$ 7,85¢ $ 6,27¢ $ 14,14 $ 17,63¢ $ 29,36¢




Netflix, Inc.
Consolidated Other Data
(unaudited)

(in thousands, except percentages and subscrifaisémn cost)

Subscriber information:
Subscribers: beginning of peri
New trial subscribers: during peris
New trial subscribers ye-to-year chang:
New trial subscribers quarter-to-quarter
sequential chang
Less subscriber cancellations : during pe
Subscribers: end of peric
Subscribers ye-to-year chang:
Subscribers quarter-to-quarter sequential
change
Free subscribers: end of peri

Free subscribers as percentage of ending

subscriber:
Paid subscribers: end of peri
Paid subscribers ye-to-year chang:
Paid subscribers quarter-tpprarter sequenti
change
Churn
Subscriber acquisition c—consolidatec
Subscriber acquisition c—U.S.

Margins:

Gross margir

Operating margil

Net margin

Expenses as percentage of revenue
Fulfillment

Technology and developme
Marketing

General and administrati\

Operating expenses before stock-based
compensatiol
Stocl-based compensatic

Total operating expens

Year-to-year change:
Total revenue
Fulfillment
Technology and developme
Marketing
General and administratiy
Operating expenses before stock-based
compensatiol
Stocl-based compensatic
Total operating expens

As of /

Three Months Ended

September 3C June 30
2003 2004
1,143 1,932
383 583
38.2% 78.2%
17.1% (23.9%
(239) (422)
1,291 2,09:
74.(% 82.5%
12.€% 8.2%
49 69
3.8% 3.2%
1,242 2,02¢
75.48% 83.&%
12.&% 9.2%
5.2% 5.€%
$ 31.81 $35.12
$ 31.81 $35.1%
46.5% 42.(%
4.C% 2.2%
4.€% 2.4%
11.5% 11.%%
6.€% 4.7%
16.% 17.(%
3.7% 2.1%
38.1% 36.4%
3.&8% 3.4%
42.5% 39.8%
77.% 90.4%
69.6% 99.(%
19.5% 37.1%
31.(% 105.71%
43.2% 56.7%
39.2% 87.2%
5.% 142.6%
35.2% 90.€%

September 3C

2004

2,09¢
59C
54.(%

1.2%
(454)
2,22¢
72.7%

6.5%
94

4.2%
2,13¢
71.%

5.5%

5.6%
$ 38.1¢
$ 36.97

49.5%
13.(%
13.4&%

10.6%
4.5%
15.%
2.S%

33.£%
2.€%

36.5%

96.2%
80.4%
33.5%
84.¢%
53.%

71.%
31.&%
68.2%

As of /

Nine Months Ended

September 3C

2003

857
1,127
36.6%

(693)
1,291
74.%

49

3.8%
1,24z
75.4%

5.5%
$  31.3¢
$ 31.3¢

45.6%
1.5%
2.2%

11.5%
6.8%
18.5%
3.7%

40.5%
3.6%

44.1%

77.5%
57.5%
22.2%
39.8%
45.1%

41.4%
12.6%
38.5%

September 3C

2004

1,48
1,93¢
71.5%

(1,19
2,22¢
72.7%

94

4.2%
2,13¢
71.%

5.3%
$  36.0¢
$  35.6¢

45.4%
4.C%
4.4%

11.1%
4.7%
19.2%
2.5%

37.%
3.4%

41.5%

89.t%
83.2%
30.5%
97.2%
50.1%

77.1%
77.€%
77.1%



Netflix, Inc.

Non-GAAP Reconciliation Schedule

(unaudited)

(in thousands, except percentages and per shangnésho

Three Months Ended

September 3C

June 30,
2003 2004
Change in Accounting Estimates for DVLC
Library
Total cost of revenue $ 38,64¢ $69,78¢
Increase in estimated useful life of back-
catalogue — —
Reduction in estimated salvage value of
purchased DVI's — —
Total cost of revenues without changes in estinr $ 38,64¢ $69,78¢
Gross margir 46.5% 42.(%
Gross margin without changes in estims 46.5% 42.(%
Net income $  3,30% $ 2,891
Increase in estimated useful life of back-
catalogue — —
Reduction in estimated salvage value of
purchased DVI's — —
Net income without changes in estime $  3,30% $ 2,891
Net income per diluted shat $ 0.0t $ 0.0¢
Net income per diluted share without change
estimates $ 0.0t $ 0.0¢
Non-GAAP net income $  6,08C $ 7,02t
Increase in estimated useful life of back-
catalogue — —
Reduction in estimated salvage value of
purchased DVI's — —
Non-GAAP net income without changes in
estimates $  6,08( $ 7,02t
Non-GAAP net income per diluted sha $ 0.1¢C $ 0.11
Non-GAAP net income per diluted share without
changes in estimat $ 0.1C $ 0.11

September 3C

2004

$ 71,60:
5,857
(1,857
$ 75,60

49.5%
46.€%

$ 18,92
(5,857)
1,857
14,92t
0.2¢

0.2%
22,58t

B B B B

(5,857)

1,85i

$ 18,58t

&

0.3¢

Nine Months Ended

September 3¢ September 3¢
2003 2004
$ 103,89¢ $ 198,01
= 5,857
— (1,857
$ 103,89 $ 202,01
45.6% 45.2%
45.6% 44.2%
$ 4,241 $  16,02¢
— (5,85
— 1,857
$ 4,241 $  12,02¢
$ 007 $  0.2¢
$  0.07 $  0.1¢
$ 11,126 $ 28,25¢
— (5,857
— 1,857
$ 11,126 $  24,25¢
$  0.1¢ $ 044
$  0.1€ $  0.37



