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The information in this prospectus is not complete and may be changed. We may not sell these securities until the
registration statement filed with the Securities and Exchange Commission is effective. This prospectus is not an offer to

sell these securities and is not soliciting an offer to buy these securities in any state where the offer or sale is not
permitted.

Subject to Completion
Preliminary Prospectus dated May 6, 2002

PROSPECTUS

5,500,000 Shares

NETELTL

Common Stock

This is Netflix, Inc.’s initial public offering o€ommon stock. We are selling all of the shares.

We expect the public offering price to be betwe&8.80 and $15.00 per share. Currently, no publiketaxists for the shares.
After pricing of the offering, we expect that tHeases will be quoted on the Nasdaq National Mankeler the symbol “NFLX.”

Investing in our common stock involves risks that ee described in the “Risk Factors” section beginnig
on page 5 of this prospectus.

Per Share Total
Public offering price $ $
Underwriting discoun $ $
Proceeds, before expenses, to Netflix, $ $

The underwriters may also purchase up to an additi®25,000 shares from us at the public offeririgep less the underwriting
discount, within 30 days from the date of this pexsus to cover overallotments.

Neither the Securities and Exchange Commissiorangistate securities commission has approved appisved of these securities
or determined if this prospectus is truthful or gbete. Any representation to the contrary is a rahoffense.

The shares will be ready for delivery on or about , 2002.

Merrill Lynch & Co.
Thomas Weisel Partners LLC
U.S. Bancorp Piper Jaffray

The date of this prospectus is , 2
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You should rely only on the information containaedhis prospectus. We have not, and the undensritave not, authorized any
other person to provide you with different informoat If anyone provides you with different or in@istent information, you should not rely
on it. We are not, and the underwriters are nokingaan offer to sell these securities in any gidtion where the offer or sale is not
permitted. You should assume that the informatigpearing in this prospectus is accurate only deeflate on the front cover of this
prospectus or other date stated in this prospe@uisbusiness, financial condition, results of afiens and prospects may have changed
that date.

Through and including , 2002 (the 25th détgr the date of this prospectus), all dealersatifig transactions in these securities,
whether or not participating in this offering, miag required to deliver a prospectus. This is intamdto the dealers’ obligation to deliver a
prospectus when acting as underwriters with regpetteir unsold allotments or subscriptions.

Netflix is a registered trademark and Netflix.cddineMatch and Mr. DVD are trademarks of Netflixclfeach trademark, trade
name or service mark of any other company appearittgs prospectus belongs to its holc



SUMMARY

This summary highlights information contained elsere in this prospectus. You should read the eptiospectus carefully, including
“Risk Factors” and our financial statements and thates to those financial statements appearingsdisee in this prospectus before you
decide to invest in our common stock.

Our Company

We are the largest online entertainment subscrig@vice in the United States providing more t6@8,000 subscribers access to a
comprehensive library of more than 11,500 movieyvision and other filmed entertainment titles. @tandard subscription plan allows
subscribers to have three titles out at the same Wwith no due dates, late fees or shipping chaae®19.95 per month. Subscribers can view
as many titles as they want in a month. Subscribelet titles at our Web sife@ww.netflix.comgided by our proprietary CineMatch
technology, receive them on DVD by firdiass mail and return them to us at their conver@ersing our prepaid mailers. Once a title has
returned, we mail the next available title in astrber’'s queue. In 2001, our total revenues w&ge3million, and our net loss was $38.6
million. For the three months ended March 31, 2@2,total revenues were $30.5 million, and ourlogs was $4.5 million. As of March 31,
2002, we had an accumulated deficit of $141.8 amilli

In 2001, domestic consumers spent more than $88rbdn in-home filmed entertainment, represenaipgroximately 78% of total
filmed entertainment expenditures, according torAsdedia Research. Consumer video rentals and aseslcomprised the largest portion
of in-home filmed entertainment, representing $&ioh, or 71% of the market in 2001, accordingdams Media Research.

The home video segment of the in-home filmed eaitemient market is undergoing a rapid technologysitaon away from VHS to
DVD. The DVD player is the fastest selling consumlectronics device in history, according to DVDi&tainment Group. In September
2001, standalone set-top DVD player shipments @eipha/CR shipments for the first time in historydahis trend continued throughout the
remainder of 2001. At the end of 2001, approxinya®8 million U.S. households had a standalonegeBi/D player, representing an
increase of 91% in 2001. Adams Media Research atgsithat the number of U.S. households with a pi4yer will grow to 69 million in
2006, representing approximately 62% of U.S. tsiewi households in 2006.

Our subscription service has grown rapidly sinsddtinch in September 1999. We believe our growathldeen driven primarily by
our unrivalled selection, consistently high level€ustomer satisfaction, rapid customer adoptioR\D players and our increasingly
effective marketing strategy. We primarily use gasgperformance marketing programs and free trifdre to acquire new subscribers. In the
San Francisco Bay area, where the U.S. Postalc®erain make one- or two-day deliveries from our Bae distribution center,
approximately 2.8% of all households subscribe &tflix.

Our proprietary CineMatch technology enables us¢ate a customized store for each subscribercagdrterate personalized
recommendations which effectively merchandize aumgrehensive library of titles. We provide morenti® million personal
recommendations daily. In April 2002, more than0DD, of our more than 11,500 titles were selectedurysubscribers.

We currently provide titles on DVD only. We are @ised on rapidly growing our subscriber base andme®s and utilizing our
proprietary technology to minimize operating co§tar technology is extensively employed to manageiategrate our business, including
our Web site interface, order processing, fulfiliheperations and customer service. We believeemimology also allows us to maximize
our library utilization and to run our fulfillmemperations in a flexible manner with minimal capreguirements.
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Our scalable infrastructure and online interfadeielate the need for expensive retail outlets dlmvaus to service our large and
expanding subscriber base from one primary digiobuwcenter and a series of low-cost regional iigtion centers. We utilize proprietary
technology developed in-house to manage the shypgoinl receiving of a total of 5.8 million DVDs papnth. Our software automates the
process of tracking and routing titles to and fremeh of our distribution centers and allocates rorelgponsibilities among them. We recently
began operating low-cost regional distribution eemthroughout the United States to reduce delitiargs and increase library utilization.

We were incorporated in Delaware in August 1997 emthged our name from NetFlix.com, Inc. to Netflnc. in March 2002. Our
executive offices are located at 970 University Awe, Los Gatos, California 95032, and our telephamaber at that address is (408) 399-
3700. Our Web site is located at http://www.netflom. The information contained in our Web sitesdnet constitute a part of this
prospectus.



The Offering

Common stock offered by Netfli 5,500,000 share

Common stock to be outstanding after the offe 20,611,894 share

Use of proceeds We estimate that our net proceeds from this oftewill be
approximately $69.6 million. We intend to use tle¢ proceeds
for:

repayment of approximately $14.0 million of édedness
under our subordinated promissory notes, includicgrued
interest as of April 30, 2002; and

general corporate purposes, including working ey

Risk factors See “Risk Factors” and other information includedhis
prospectus for a discussion of factors you shoatdfally conside
before deciding to invest in shares of our comnionks

Proposed Nasdag National Market sy NFLX

Unless we indicate otherwise, all information irstprospectus: (1) assumes no exercise of theaigtment option granted to the
underwriters; (2) assumes the conversion into comstock of each outstanding share of our prefesteck, which will occur automatically
upon the completion of this offering; (3) is basgedn 15,111,894 shares outstanding as of May 2,406luding shares to be issued to
certain studios immediately prior to this offeringsed on our capitalization as of May 2, 2002g{4¢s effect to a proposed one-for-three
reverse stock split to be effected prior to the plation of this offering; and (5) excludes:

4,365,062 shares of common stock issuable upoextreise of stock options outstanding as of Ma3®2, with a weighted
average exercise price of $3.00 per share, of whith9,727 were vested as of May 2, 2002 with gkted average exercise
price of $2.95 per share, and 1,677,435 sharesrofron stock available for future option grants urale 1997 Stock Plan and
2002 Stock Plan, as of May 2, 20t

7,017,962 shares of common stock issuable uportisresf warrants with a weighted average exeraise pf $3.27 per share;
and

583,333 shares of common stock reserved for isguamder our 2002 Employee Stock Purchase
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Summary Financial and Other Data

The summary financial data below should be readthmy with “Management’s Discussion and Analysi§iofancial Condition and
Results of Operations” and the consolidated firarstatements and the related notes included etxewh this prospectus.

Statement of Operations Data:

Three Months

Year Ended December 31, Ended March 31,

1999 2000

2001 2001 2002

(in thousands, except per share data)

Total revenue $ 5,00¢ $ 35,89/ $ 75,91 $ 17,057 $ 30,521
Gross profit (loss) 632 11,03 26,00t (1,120 15,36¢
Operating loss (30,03) (57,557 (37,22)) (20,417 (4,059
Net loss (29,84%) (57,367 (38,619 (20,599 (4,509)

Net loss per common shai
Basic and diluted

$ (21.4)  $ (40.5)

$ (21.19 $ (12.2¢) $ (2.20

Pro forma—basic and dilutdd (2.74) $ (0.30
Supplemental pro form@) (2.59) $ (0.26)
Number of shares used in computing per common siraints
Basic and diluted 1,39¢ 1,414 1,82¢ 1,68( 2,047
Pro forma—basic and dilutéd 14,09¢ 14,83¢
Supplemental pro form@ 14,56 14,76%
As of March 31, 2002
Pro Forma Pro Forma
Actual @ As Adjusted @
(in thousands)
Balance Sheet Data:
Cash and cash equivalents $ 15,67! $ 15,67: $ 71,35¢
Working capital (deficit’ (9,547) (9,549 46,13¢
Total assets 44,74( 44, 74( 100,42}
Long-term debt, less current portion 4,117 4,117 95¢
Redeemable convertible preferred st 101,83( — —
Stockholders’ equity (deficit) (90,87 10,95¢ 69,80!
Three Months
Year Ended December 31, Ended March 31,
1999 2000 2001 2001 2002
(in thousands)
Other Data:
EBITDA @ (unaudited) $(21,229  $(28,179 $ (1,716 $(3,600) $ 3,58¢
Adjusted EBITDA®) (unaudited) (24,40%) (43,860 3,729 © (8,019 © 66€
Number of subscribers (unaudite 107 29z 45€ 303 603
Net cash provided by (used il
Operating activities $(16,529) $(22,70¢) $ 4,847 $(2,805) $ 6,50¢
Investing activities (19,747 (24,977) (12,670 (4,087 (5,799
Financing activities 49,40¢ 48,37 9,05¢ (927) (1,1679)

(1) The pro forma balance sheet data, pro forma netdes share—basic and diluted, and pro forma numibshnares—basic and diluted give effect to theveesion of all outstanding
shares of our preferred stock, including the Sefidon-Voting Preferred Stock to be issued to stsdinmediately prior to this offering, into shamfscommon stock automatically
upon completion of this offering.

(2) The supplemental pro forma net loss per share—laasidiluted gives effect to the assumed repaymientr subordinated promissory notes as of July20D1 with the proceeds from
the offering for the shares solely sold to repasthsubordinated promissory notes.

(3) The pro forma as adjusted column gives effect ¢osdle of 5,500,000 shares of common stock offeyads at an assumed initial public offering prié&d4.00 per share and the
application of the net proceeds from the offeriafger deducting underwriting discounts and commissiand estimated offering expenses, includingymeat of our subordinated
promissory notes.

(4) EBITDA consists of operating loss before depreoiatamortization of intangible assets, amortizaté®VD library, non-cash charges for equity instents granted to non-
employees, gains or losses on disposal of assdtstack-based compensation. EBITDA provides anradtive measure of cash flow from operations. Yioousd not consider
EBITDA as a substitute for operating loss, as aicator of our operating performance or as an dtive to cash flows from operating activities aneasure of liquidity. We may
calculate EBITDA differently from other companies.

(5) Adjusted EBITDA consists of EBITDA less amortizatiof DVD library. Adjusted EBITDA provides an altetive measure of cash flow from operations. Yoousth not consider
Adjusted EBITDA as a substitute for operating Ia@san indicator of our operating performance araalternative to cash flows from operating atiggi as a measure of liquidity. \
may calculate Adjusted EBITDA differently from otheompanies.

(6) Adjusted EBITDA for the year ended December 31,1280d for the three months ended March 31, 200béas “normalized” to reflect DVD library amortiz@ as if a one-year
amortizable life had been used beginning as ofagnl, 2000 instead of January 1, 2001. As motg fliscussed in Note 1 to the Notes to Financiat8hents, on January 1, 2001,
we revised our DVD library amortization policy fromm accelerated method using a three-year lifegsame accelerated method over a one-year life.
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RISK FACTORS

You should carefully consider the risks describeldlw before buying shares in this offering. If afiyhe following risks actually
occur, our business, financial condition and reswf operations could be harmed. In that casetridging price of our common stock could
decline, and you could lose all or part of yourastment.

Risks Related to Our Business

We have a limited operating history and history ofhet losses, and we anticipate that we will experier net losses for the foreseeable
future.

You should consider our business and prospecighndf the risks, expenses and difficulties endeted by companies in their early
stage of development. We have experienced significet losses since our inception and, given tipeifitant operating and capital
expenditures associated with our business plaigipaite continuing net losses for the foreseealtigré. If we do achieve profitability, we
cannot be certain that we will be able to sustaimcrease such profitability. We incurred net Essf $38.6 million for the year ended 2001.
As of March 31, 2002, we had total stockholdersiaiteof $90.9 million. Only recently, beginning 2001, have we generated positive cash
flow from operations, and we cannot be certain #atvill be able to sustain or increase such pasitsh flow from operations from period
to period in the future. To achieve and sustaififataility, we must accomplish numerous objectiviesJuding substantially increasing the
number of paying subscribers to our service. Waeghassure you that we will be able to achievedlugectives.

If our efforts to attract subscribers are not succesful, our revenues will be affected adversely.

We must continue to attract and retain subscriB@succeed, we must continue to attract a largeben of subscribers who have
traditionally used video retailers, video rentallets, pay cable channels, such as HBO and Showénmepay-per-view and video-on-
demand, or VOD, for in-home filmed entertainmentr @bility to attract and retain subscribers wépénd in part on our ability to
consistently provide our subscribers a high quakgerience for selecting, viewing, receiving aetiming titles, including providing
accurate recommendations through our CineMatchtdogy. If consumers do not perceive our serviderofg to be of high quality, or if we
introduce new services that are not favorably regkby them, we may not be able to attract ormegabscribers. In addition, many of our
new subscribers originate from word-of-mouth adsar and referrals from existing subscribers.uf efforts to satisfy our existing
subscribers are not successful, we may not betalagract new subscribers, and as a result, mantee will be affected adversely.

We rely heavily on our proprietary technology to ptocess deliveries and returns of our DVDs and to mage other aspects of our
operations, and the failure of this technology to perate effectively could adversely affect our busiss.

We use complex proprietary software to procesveiés and returns of our DVDs and to manage athpects of our operations.
Our proprietary technology is intended to allow ptimary distribution center in San Jose, Califarand our recently opened regional
distribution centers to be operated on an integrhasssis. We have only recently begun shipping D¥Ds our regional distribution centers,
and we are continuing to modify the software usethanage the delivery and return process for treggienal distribution centers as our
utilization of these facilities increases and asowen and operate additional distribution centésge are unable to maintain and enhance our
technology to manage the processing of DVDs amamglistribution centers in a timely and efficienaimmer, our ability to retain existing
subscribers and to add new subscribers may be liethai

If we are not able to manage our growth, our busings could be affected adversely.

We have expanded rapidly since we launched our $itelin April 1998. We anticipate that further erpan of our operations will
be required to address any significant growth insascriber base and to take
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advantage of favorable market opportunities. Artyriel expansion will likely place significant demarah our managerial, operational,
administrative and financial resources. If we astable to respond effectively to new or increadechands that arise because of our growth,
or, if in responding, our management is materidibtracted from our current operations, our busimeay be affected adversely. In addition,
if we do not have sufficient breadth and depthheftitles necessary to satisfy increased demasih@rirom growth in our subscriber base,
our subscriber satisfaction may be affected adixerse

The increased utilization of our regional distribatcenters is intended to decrease the delivedyraturn times for DVDs. We
anticipate that subscribers will exchange moreditis a result of the reduced time that DVDs spetrdnsit, and that our shipping and
delivery costs and revenue sharing expenses wilkase, which would adversely affect our operatasylts if not offset by increased
subscriber retention and other mitigating factors.

We have no experience offering our subscriptiomiseroutside the United States. If we offer ouvimr outside the United States,
we will need to focus substantial resources to hiagaperations in a foreign environment, includamdressing issues related to foreign labor
markets and the regulatory environments. As a triesult managerial, operational, administrative inancial resources may be strained. Any
international expansion may not achieve the sulbscecquisition or operating results anticipatedibyt the time we determine to expand
operations internationally.

If we experience excessive rates of subscriber chyrour revenues and business will be harmed.

We must minimize the rate of loss of existing suibers while adding new subscribers. For the twehanths ended March 31,
2002, an average of approximately 8% of our tathksribers cancelled their subscriptions each maxthrage churn is related to the
average age of our subscriber base. In periodspid subscriber growth, we believe that our avecdgen is likely to increase. In periods of
slow subscriber growth, we believe that our avedgen is likely to decrease. Our brief operatimgjdry leads us to believe that subscriber
duration with the service is a leading indicatosobscriber churn, which we also believe decreastbsage of service. Based in part on
subscriber data from our service over the prevexsnonths, we currently estimate the average chatmover the lifetime of a new
subscriber to be approximately 7%. This impliegsatimated average subscriber lifetime of approxétgat4 months. However, these
estimates are subject to change based on a nuhfaetars including increased rates of subscriptiancellations and decreased rates of
subscriber acquisition. We cannot assure you ttestet estimates will be indicative of future perfanoe or that the risks related to these
estimates will not materialize. Subscribers cativeir subscription to our service for many reasamduding a perception that they do not use
the service sufficiently, delivery takes too lotiftg service is a poor value and customer serviegessare not satisfactorily resolved. We must
continually add new subscribers both to replaceatitbers who cancel and to continue to grow ouimass beyond our current subscriber
base. If too many of our subscribers cancel owiseror if we are unable to attract new subscslemumbers sufficient to grow our
business, our operating results will be adversffcted. Further, if excessive numbers of subscsilbancel our service, we may be required
to incur significantly higher marketing expenditsitban we currently anticipate to replace thessailiers with new subscribers.

Our operating results are expected to be difficulto predict based on a number of factors that also ilv affect our long-term
performance.

We expect our operating results to fluctuate sigaiftly in the future based on a variety of factongny of which are outside our
control and difficult to predict. As a result, petito-period comparisons of our operating resubky mot be a good indicator of our future or
long-term performance. The following factors mafeef us from period-to-period and may affect ourgdgerm performance:

our ability to manage our fulfilment processedhémdle significant increases in the number of stitss and subscriber
selections

our ability to improve or maintain gross margin®imr busines

changes by our competitors to their product andiceiofferings



price competitior

our ability to maintain an adequate breadth andhdeftitles
our ability to manage our inventory leve

changes in promotional support offered by stu

our ability to maintain, upgrade and develop out\8ie, our internal computer systems and ourllimliéint processes and
utilize efficiently our distribution center

fluctuations in consumer spending on DVD playerg[X8 and related produc

fluctuations in the use of the Internet for theghase of consumer goods and services such asdfiessd by us
technical difficulties, system downtime or Interdétruptions

our ability to attract new and qualified personimeh timely and effective manner and retain exgpersonne

the amount and timing of operating costs and ch@ipenditures relating to expansion of our busineperations and
infrastructure

our ability to effectively manage the developmeim@w business segments and mar!

our ability to maintain and develop new and exgstimarketing relationshig

our ability to successfully manage the integrattboperations and technology resulting from acdjoiss;
governmental regulation and taxation policies;

general economic conditions and economic conditspeific to the Internet, online commerce andntioie industry

In addition to these factors, our operating resuléy fluctuate based upon seasonal fluctuatio®™b player sales and in the use
the Internet. During our limited operating histome have experienced greater additions of new siltless during late fall and the winter
months, and these seasonal fluctuations may cantmfuture periods.

If our efforts to build strong brand identity, and improve subscriber satisfaction and loyalty are nosuccessful, we may not be able to
attract or retain subscribers, and our operating results will be affected adversely.

The Netflix brand is only four years old, and wesnhcontinue to build strong brand identity. To sext, we must continue to attract
and retain a large number of owners of DVD playens have traditionally relied on store-based reatalets and persuade them to subscribe
to our service through our Web site. We may beireduo incur significantly higher advertising apgbmotional expenditures than we
currently anticipate to attract large numbers aof sebscribers. We believe that the importance aftddoyalty will increase with a
proliferation of DVD subscription services and atheeans of distributing titles, such as VOD. If twanding efforts are not successful, our
operating results and our ability to attract artdiresubscribers will be affected adversely.

In addition, DVD players have become availableporchase for under $100. Purchasers of DVD plageimw price levels may be
less inclined than earlier purchasers of DVD playertry our subscription service or may not bdimglto commit to a monthly subscription
fee. If we are unable to attract similar interestrf new purchasers of DVD players as we have frarohasers of DVD players to date, our
revenues may be affected adversely.

If we experience delivery problems or if our subsdbers or potential subscribers lose confidence irhe U.S. mail system, we could lose
subscribers, which could adversely affect our opetang results.

We rely exclusively on the U.S. Postal Serviceagtiver DVDs from our distribution centers and foibscribers to return DVDs to
us. We are subject to risks associated with usiagublic mail system to meet
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our shipping needs, including delays caused byeliotism, potential labor activism and inclementtirer. For example, in the fall of 2001
terrorists used the U.S. Postal Service to debwveelopes containing Anthrax, following which madliveries around the United States
experienced significant delays. Our DVDs also agext to risks of breakage during delivery anddiiawy by the U.S. Postal Service. Our
failure to timely deliver DVDs to our subscribexsutd cause them to become dissatisfied and canceldavvice, which could adversely affect
our operating results.

Increases in the cost of delivering DVDs could adveely affect our gross profit and marketing expense

Increases in postage delivery rates will adveraéflyct our gross profit if we elect not to raise subscription rates to offset the
increase. The U.S. Postal Service has announced tiifl increase the rate for first-class postdgen $0.34 to $0.37 in June 2002. In
addition, the U.S. Postal Service has announcegtierm plans to reduce its costs and make its aemiore efficient. If the U.S. Postal
Service curtails its services, such as by the disgoation of Saturday delivery service, our apith timely deliver DVDs could diminish, ar
our subscriber satisfaction could be affected axblgr

Currently, most filmed entertainment is package@aingle lightweight DVD. Our delivery processlesigned to accommodate the
delivery of one DVD to fulfill a selection. Becausgthe lightweight nature of a DVD, we generallgilrone envelope containing a title using
standard first-class postage, however, studiossimcally provide additional content on a second D\@Dmay package a title on two DVDs.
If packaging of filmed entertainment on multiple D¥ were to become more prevalent, or if the wed§i@VDs were to increase, our costs
of delivery and fulfillment processing would incsea In addition, we expense shipping costs oftfiaeprograms to new subscribers as
marketing expense. Therefore, if the cost of deligetitles were to increase, our marketing expemseld be adversely affected.

If we are unable to effectively utilize our CineMath technology, our business may suffer.

Based on proprietary algorithms, our CineMatch nebdbgy enables us to predict and recommend titielsedfectively merchandize
our library to our subscribers. We believe thatider for CineMatch to function most effectivellymust access a large database of user
ratings. We cannot assure you that the proprietlygrithms in our CineMatch technology will contéto function effectively to predict and
recommend titles or that we will continue to becassful in enticing subscribers to rate enougéstitbr our database to effectively predict
and recommend new or existing titles.

If CineMatch does not enable us to predict andmemnend titles that our subscribers will enjoy, oargpnal movie recommendation
service will be less useful, in which event:

our subscriber satisfaction may decrease, subssnibay perceive our service to be of lower valug @ur ability to attract and
retain subscribers may be affected adver:

our ability to effectively merchandise and utilizer library will be affected adversely; ¢

our subscribers may default to choosing titles faombong new releases or other titles that cost us toegrovide, and our
margins may be affected adverse¢

If we do not correctly anticipate our short and lorg-term needs for titles that we acquire pursuant tadevenue sharing agreements, our
subscriber satisfaction and results of operations ay be affected adversely.

Under our revenue sharing agreements, we gengralprder titles prior to their release on DVD lzhea our anticipated needs. If
we anticipate inaccurately and we acquire insudfiticopy depth for specific titles, it is generathpracticable for us to acquire additional
copy depth for such titles while such titles arbjsct to revenue sharing. If we do not acquireisidgifit copies of titles, we may not satisfy
subscriber demand, and our subscriber satisfaatidiresults of operations could be affected adixer€®nversely, if we attempt to
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mitigate this risk and acquire more copies thardeddo satisfy our subscriber demand, then oumitorg utilization would become less
effective and our gross margins would be affectbcesely.

If our subscribers select titles that are more expwesive for us to acquire and deliver on a more fregent basis, our expenses would
increase.

Certain titles cost us more to acquire or resufireater revenue sharing expenses depending @otinee from whom they are
acquired and the terms on which they are acquifstibscribers select these more costly titles noft@n on a proportional basis compared to
all titles selected, our revenue sharing and dihéD acquisition expenses could increase, and aassggmargins could be adversely affected.

If we are unable to offset increased demand for tiés with increased subscriber retention or operatig margins, our operating results
may be affected adversely.

Subscribers to our service can view as many titgethey want every month and, depending on thécgeplan, may have out
between two and eight titles at a time. With owr abregional distribution centers, there will beeduction in the transit time of DVDs. As a
result, we anticipate that our subscribers willleatge more titles per month which will increase @perating costs. If our subscriber reten
does not increase or our operating margins domptdve to an extent necessary to offset the effeicicreased operating costs, our operating
results will be adversely affected.

In addition, subscriber demand for titles may iasefor a variety of other reasons beyond our ofnircluding promotion by
studios and seasonal variations in movie watching.subscriber growth and retention may be affeatharsely if we attempt to increase
monthly subscription fees to offset any increasestof acquiring or delivering titles.

If we are unable to compete effectively, our busirss will be affected adversely.

The market for in-home filmed entertainment is irs&ly competitive and subject to rapid change. Mamsumers maintain
simultaneous relationships with multiple in-hormengd entertainment providers and can easily sh#hging from one provider to another.
For example, consumers may subscribe to HBO, rénta from Blockbuster, buy a DVD from Wal-Mart aisdbscribe to Netflix, or some
combination thereof, all in the same month. Conpetimay be able to launch new businesses atuwellatow cost. DVDs represent only one
of many existing and potential new technologiesviewing filmed entertainment. In addition, the gtb in adoption of DVD technology is
not mutually exclusive from the growth of otherhaologies. If we are unable to successfully compatie current and new competitors and
technologies, we may not be able to achieve adedgunatket share, increase our revenues, or achigmaintain profitability. Our principal
competitors include, or could include:

video rental outlets, such as Blockbuster and kadlyd Entertainmer
movie retail stores, such as Best Buy, WHlrt and Amazon.cor
subscription entertainment services, such as HBDSiowtime
pay-per-view and video-odemand service

online DVD sites, such as dvdovernight and Rentrdychim

Internet movie providers, such as Movielink, backgdColumbia TriStar, Warner Bros. and a few ostedios, Movies.com,
backed by Walt Disney, CinemaNow.com, backed byBboster and Microsoft, and Movie Fli

cable providers, such as AOL Time Warner and Coineas

direct broadcast satellite providers, such as Did@nd Echosta
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Many of our competitors have longer operating hie& larger customer bases, greater brand reéogrihd significantly greater
financial, marketing and other resources than wesdme of our competitors have adopted, and matyreanto adopt, aggressive pricing
policies and devote substantially more resourcesarketing and Web site and systems developmentwieado. The rapid growth of our
online entertainment subscription business sincenmeption may attract direct competition fromgar companies with significantly greater
financial resources and national brand recognisoich as Wal-Mart’s online affiliate Walmart.comBlockbuster. Blockbuster announced in
April 2002 plans to test-market two subscriptiontad programs in the summer of 2002, includingtdst of an online subscription service.
Increased competition may result in reduced opagatiargins, loss of market share and reduced resen addition, our competitors may
form or extend strategic alliances with studios distiibutors that could affect adversely our @pild obtain filmed entertainment on
favorable terms.

If consumer adoption of DVD players slows, our busiess could be adversely affected.

The rapid adoption of DVD players has been fueledtiong retail support, strong studio support tafithg DVD player prices. If
retailers or studios reduce their support of thelDfgrmat, or if manufacturers raise prices, corgithlDVVD adoption by consumers could
slow. If new or existing technologies, such as DS/iwere to become more popular at the expenseadbption or use of DVD technology,
consumers may delay or avoid purchasing a DVD playar subscriber growth will be substantially ughced by future consumer adoption
of DVD players, and if such adoption slows, oursartber growth may also slow.

We depend on studios to release titles on DVD fongexclusive time period following theatrical releas.

Our ability to attract and retain subscribers latesl to our ability to offer new releases of filinentertainment on DVD prior to their
release to other distribution channels. Excepttieatrical release, DVD and VHS currently enjoygaigicant competitive advantage over
other distribution channels, such as pay-per-vied/\4OD, because of the early timing of the disttitn window for DVD and VHS. The
window for DVD and VHS rental and retail sales éngrally exclusive against other forms of non-ttiealt movie distribution, such as pay-
per-view, premium television, basic cable and neltvemd syndicated television. The length of thel@sige window for movie rental and
retail sales varies, typically ranging from 30 tbcays.

Our business could suffer increased competition if:

the window for rental were no longer the first éolling the theatrical release;
the length of this window were shorter

The order, length and exclusivity of each windowdach distribution channel is determined solelyH®ystudio releasing the title,
and we cannot assure you that the studios wilthahge their policies in the future in a mannet #auld be adverse to our business and
results of operations.

In addition, any conditions that adversely afféset ovie industry, including constraints on capifialncial difficulties, regulatory
requirements and strikes, work stoppages or otisentions involving writers, actors or other edgdrpersonnel, could affect adversely the
availability of new titles, consumer demand fomfédd entertainment and our business.

If we are unable to renegotiate our revenue sharinggreements when they expire on terms favorable s, or if the cost to us of
purchasing titles on a wholesale basis increasesirgjross margins may be affected adversely.

Since 2000, we have entered into over 50 revenaigngharrangements with studios and distributarf001, we acquired
approximately 80% of our DVDs through revenue sigaagreements with studios and distributors, inolgi@dur agreements with Columbia
TriStar Home Entertainment and Warner Home VidédwesE revenue sharing agreements generally have térap to five years. The length
of time we share revenue
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on each title ends after a fixed period. As oueraie sharing agreements expire, we may be requinegigotiate new terms that could be
disadvantageous to us.

Titles that we do not acquire under a revenue sgagreement are purchased on a wholesale basisftalios or other distributors.
If the price of titles that we purchase wholesalgéases, our gross margin will be affected adlxerse

If the sales price of DVDs to retail consumers deeases, our ability to attract new subscribers mayéaffected adversely.

The cost of manufacturing DVDs is substantiallysl#san the price for which new DVDs are generadlg $n the retail market. Thu
we believe that studios and other resellers of D¥Be significant flexibility in pricing DVDs foretail sale. If the retail price of DVDs were
to become significantly lower, consumers may chdogmirchase DVDs rather than subscribe to ouric®rv

If disposable DVDs are developed, adopted and supgied as a method of content delivery by the studig®ur business could be
adversely affected.

We are currently aware that certain entities atlengiting to develop disposable DVDs. As currentigtemplated, disposable DVDs
would allow a consumer to view a DVD for an unliedtnumber of times during a given time period,dieihg which the DVD becomes
unplayable by a chemical reaction, and is thenadiaple. If disposable DVDs become a viable alt@éraahethod of content delivery
supported by the studios, our business could beradly affected.

If we fail to maintain or adequately replace our otside sources of new subscribers or are unable towrtinue to market our service in
the manner currently conducted, our subscriber levis may be affected adversely and our marketing expses may increase.

We obtain a large portion of our new subscribersubh incentive-based online marketing programs.eigage third parties to
solicit new subscribers through the use of bandsy pop-under and pop-over placements, direct bmkse-mails. We also have an active
affiliate program by which third parties registetiwus and obtain particular advertisements frorfousise on their Web sites or through o
online marketing forums. In addition, we have ergghiyn various offline incentive-based marketinggreoms. For example, we obtain
subscribers through solicitations placed insidepthekaging of stand alone DVD players through ayeaments we have with DVD player
manufacturers, including ApexDigital, JVC Corpooatiof America, Panasonic Consumer Electronics Comdahilips Consumer
Electronics, RCA, Samsung, Sanyo-Fisher, Sharpy &tertronics and Toshiba. We have recently explather incentive-based advertising
channels including newspaper and television adsiegti These third parties may not continue to pidie in our marketing programs if the
programs do not provide sufficient value for thmarticipation, our competitors offer better ternnste market for incentive-based advertising
decreases. If we are unable to maintain or refitaese sources of subscribers, our subscriber levaysbe affected adversely and our cost of
marketing may increase.

In addition, while the DVD player manufacturershwithom we have promotional relationships are reglio include our
promotional materials with every DVD player theyl,s&e cannot effectively control what portion oD players sold by them actually
include the promotional materials. If these DVDyglamanufacturers do not fully comply with the terof our promotional relationships, our
ability to attract new subscribers may be affectddersely.

If we are unable to continue our current marketingactivities, our ability to attract new subscribersmay be affected adversely.

We may not be able to continue to support the niendg@f our service by mass e-mail or other onlmeans if such activities are
adverse to our business. Laws or regulations magnbeted which prohibit use of
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mass e-mails or similar marketing activities. Eifemo relevant law or regulation is enacted, we rdasgontinue use or support of these
activities if we become concerned that subscribepotential subscribers deem them intrusive oy titherwise adversely affect our goodwill
and brand. For example, we recently terminated@ationship with certain third party online e-mlaibkers who were unwilling or unable to
comply with our requirements which include thatraltipients have “opted-in” to receive the solitita. If these marketing activities are
curtailed, our ability to attract new subscribe@yrbe affected adversely.

Following the offering, we may need additional capal, and we cannot be sure that additional financig will be available.

Historically, we have funded our operating lossed eapital expenditures through proceeds from geieguity and debt financings
and equipment leases. Although we currently ardieiphat the proceeds of this offering, togethéh wur available funds and cash flow from
operations, will be sufficient to meet our cashdsefr the foreseeable future, we may require addit financing. Our ability to obtain
financing will depend, among other things, on oewelopment efforts, business plans, operating pegiace and condition of the capital
markets at the time we seek financing. We canrmatrasyou that additional financing will be availalbd us on favorable terms when requi
or at all. If we raise additional funds through tbsuance of equity, equity-linked or debt secesitthose securities may have rights,
preferences or privileges senior to the rightswofammon stock, and our stockholders may expegi€lilation.

Any significant disruption in service on our Web sie or in our computer systems could result in a lasof subscribers.

Subscribers and potential subscribers access otics¢hrough our Web site, where the title setatiirocess is integrated with our
delivery processing systems and software. Our egjout and ability to attract, retain and serve sulbyscribers is dependent upon the reliable
performance of our Web site, network infrastructame fulfillment processes. Interruptions in thegstems could make our Web site
unavailable and hinder our ability to fulfill setems. Much of our software is proprietary, andnely on the expertise of members of our
engineering and software development teams focdhéinued performance of our software and commystems. Service interruptions or
unavailability of our Web site could diminish theerall attractiveness of our subscription servizxexisting and potential subscribers.

Our servers are vulnerable to computer virusessiphi/or electronic break-ins and similar disrupsipwhich could lead to
interruptions and delays in our service and opanatand loss, misuse or theft of data. Our Welpsit®dically experiences directed attacks
intended to cause a disruption in service. Anynatitis by hackers to disrupt our Web site serviceurrinternal systems, if successful, could
harm our business, be expensive to remedy and damageputation. Our general business disruptisarance does not cover expenses
related to direct attacks on our Web site or irdbgystems. Efforts to prevent hackers from engeoiar computer systems are expensive to
implement and may limit the functionality of oumgiees. Any significant disruption to our Web siteinternal computer systems could result
in a loss of subscribers and adversely affect ogimtess and results of operations.

Our communications hardware and the computer harslused to operate our Web site are hosted aatiléiés of a third party
provider. Hardware for our delivery systems is raiimed in our distribution centers. Fires, floogarthquakes, power losses,
telecommunications failures, break-ins and simelagnts could damage these systems and hardwaaeise them to fail completely.
Problems faced by our third party Web hosting ptew, with the telecommunications network provideith whom it contracts or with the
systems by which it allocates capacity among itssribers, including us, could impact adverselyekigerience of our subscribers. Any of
these problems could result in a loss of subsiber
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Our executive offices and primary distribution center are located in the San Francisco Bay area. In ¢hevent of an earthquake, other
natural or man-made disaster or power loss, our opgations would be affected adversely.

Our executive offices and primary distribution eardre located in the San Francisco Bay area. @siness and operations could be
materially adversely affected in the event of aleat blackouts, fires, floods, earthquakes, polesses, telecommunications failures, break-
ins or similar events. We may not be able to eiffety shift our fulfillment and delivery operatiomie to disruptions in service in the San
Francisco Bay area or any other facility. BecahgeSan Francisco Bay area is located in an earkkegsensitive area, we are particularly
susceptible to the risk of damage to, or totalrdesion of, our primary distribution center and therounding transportation infrastructure.
We are not insured against any losses or expehaearise from a disruption to our business dusatthquakes. Further, the State of
California has experienced deficiencies in its posugply over the last year, resulting in occadioolling black-outs. If rolling blackouts or
other disruptions in power occur, our business@retations would be disrupted, and our businesddimeiaffected adversely.

The loss of one or more of our key personnel, or otailure to attract, assimilate and retain other highly qualified personnel in the
future, could seriously harm our existing businesand new service developments.

We depend on the continued services and performafrmer key personnel, including Reed Hastings,@ief Executive Officer,
President and Chairman of the Board, W. Barry Mtd@aidr., our Chief Financial Officer and Secretdrjomas R. Dillon, our Vice
President of Operations, Leslie J. Kilgore, oure/Rresident of Marketing, and Neil Hunt, our Vigestdent of E-Commerce. In addition,
much of our key technology and systems are custanterfor our business by our personnel so thabfedf our key technology personnel
could disrupt the operation of our title selectaomd fulfillment systems and have an adverse effeaur ability to grow and expand our
systems.

Privacy concerns could limit our ability to leverage our subscriber data.

In the ordinary course of business, and in pawiguh connection with providing our personal mordgeommendation service, we
collect and utilize data supplied by our subscsb&¥e currently face certain legal obligations rdgay the manner in which we treat such
information. Other businesses have been criticigegrivacy groups and governmental bodies for gttsrio link personal identities and ot
information to data collected on the Internet relgag users’ browsing and other habits. Increasgdlation of data utilization practices,
including self-regulation, as well as increasederdment of existing laws could have an adverscetin our business.

Our reputation and relationships with subscribers would be harmed if our billing data were to be accesed by unauthorized persons.

To secure transmission of confidential informatidmtained by us for billing purposes, including striisers’ credit card data, we re
on licensed encryption and authentication technoltgconjunction with the credit card companies, take measures to protect against
unauthorized intrusion into our subscribers’ creditd and other data. If, despite these measugesxperienced any unauthorized intrusion
into our subscribers’ data, current and potentiabksribers may become unwilling to provide the iinfation to us necessary for them to
become subscribers, and our business could baedfadversely. Similarly, if a well-publicized bokeof the consumer data security of any
other major consumer Web site were to occur, thetdd be a general public loss of confidence inube of the Internet for commerce
transactions, which could adversely affect our hess.

In addition, because we obtain subscribers’ biliimfgrmation on our Web site, we do not obtain sigimes from subscribers in
connection with the use of credit cards by thendésrcurrent credit card practices, to the extentdwaot obtain cardholders’ signatures, we
are liable for fraudulent credit card transactiangn where the associated financial institutigorapes payment of the orders. We do not
currently
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carry insurance against the risk of fraudulent itreatd transactions. A failure to adequately colnfiraudulent credit card transactions would
harm our business and results of operations.

Our relationship with subscribers and credit card @mpanies could be harmed if our billing software fds.

We have in the past experienced problems with vlbsaiber billing software, causing us to oversilbscribers. Although we have
and will continue to credit the accounts of thessulbers we overbill, problems with our billing seére may have an adverse effect on our
subscriber satisfaction and may cause one or nfdreanajor credit companies to disallow our coméid use of their payment products. In
addition, if our billing software fails and we fad bill subscribers our cash flow and results pémations will be affected adversely.

If our trademarks and other proprietary rights are not adequately protected to prevent use or appropation by our competitors, the
value of our brand and other intangible assets majge diminished, and our business may be adverselyfated.

We rely and expect to continue to rely on a contimneof confidentiality and license agreements vaitit employees, consultants
and third parties with whom we have relationshgsswell as trademark, copyright, patent and tradees$ protection laws, to protect our
proprietary rights. Netflix is a registered tradeknaf Netflix, Inc. We have also filed trademarkpdipations in the United States for the
Netflix.com, CineMatch and Mr. DVD names, and héiled U.S. patent applications for aspects of @shnhology. We have filed an amen
trademark application for the Netflix design logsponsive to a denial of our initial application flee Netflix design logo. From time to time
we expect to file additional trademark and pat@miiaations. Nevertheless, these applications nmypa approved, third parties may
challenge any patents issued to or held by usg] garties may knowingly or unknowingly infringe quaitents, trademarks and other
proprietary rights, and we may not be able to pneirgfringement without substantial expense toliuthe protection of our proprietary rights
is inadequate to prevent use or appropriation lvgl fharties, the value of our brand and other igille assets may be diminished, competi
may be able to more effectively mimic our serviod anethods of operations, the perception of ouiness and service to subscribers and
potential subscribers may become confused in th&etace and our ability to attract subscribery to@ adversely affected.

Intellectual property claims against us could be cstly and result in the loss of significant rights elated to, among other things, our
Web site, CineMatch technology, title selection presses and marketing activities.

Trademark, copyright, patent and other intellecpraperty rights are important to us and other camigs. Our intellectual property
rights extend to our technology, business procemséshe content on our Web site. We use the @uieial property of third parties in
merchandising our products and marketing our serficough contractual and other rights. If theranig claim against us for infringement,
misappropriation, misuse or other violation of dhjrarty intellectual property rights, and we arahig to obtain sufficient rights or develop
non-infringing intellectual property or otherwiskes our business practices, as appropriate, anelyt basis, our business and competitive
position may be affected adversely. Many compaaiesievoting significant resources to developingmia that could potentially affect me
aspects of our business. There are numerous p#tantsroadly claim means and methods of condudtirginess on the Internet. We have
exhaustively searched patents relative to our @ogy. We may be accused of infringing certainhafste patents. In addition, other parties
may assert infringement or unfair competition drestintellectual property claims against us thatldaelate to any aspect of our technology,
business processes, merchandizing and marketiivitiastor our intellectual property rights. We car predict whether third parties will
assert claims of infringement against us, the stiljgtter of any of these claims or whether thasertions or prosecutions will adversely
affect our business. If we are forced to defendelres against any of these claims, whether thewih or without merit or are determined
in our favor, we may face costly litigation, diviens of technical and management personnel, inglidituse our current Web site or
CineMatch technology or inability to market ourdee or merchandise our products. As a resultdispute, we may have to develop non-
infringing technology, enter into royalty or licéng agreements adjust our merchandizing or margetativities or take other action to
resolve the claims. These actions, if required, bmynavailable on terms acceptable to us, costiyavailable.
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If we are unable to protect our domain names, oureputation and brand could be affected adversely.

We currently hold various domain names relatinguobrand, including Netflix.com. Failure to protecr domain names could
affect adversely our reputation and brand, and nitakere difficult for users to find our Web sitadhour service. The acquisition and
maintenance of domain names generally are reguliategbvernmental agencies and their designeesréhaation of domain names in the
United States may change in the near future. Gavgfrodies may establish additional top-level dammaappoint additional domain name
registrars or modify the requirements for holdimgriin names. As a result, we may be unable to ecquimaintain relevant domain names.
Furthermore, the relationship between regulatianeing domain names and laws protecting tradesramnkl similar proprietary rights is
unclear. We may be unable to prevent third paft@s acquiring domain names that are similar térjrige upon or otherwise decrease the
value of our trademarks and other proprietary gght

Because our business is accessed over the Internkthe Internet infrastructure is not developed ormaintained, we will lose
subscribers.

The Internet may not become a viable commerciakatptace for many potential subscribers due toenadte development of
network infrastructure and enabling technologied #ddress consumer concerns about:

network performanc
security

reliability;

speed of acces

ease of use; a
bandwidth availability

The Internet has experienced a variety of outagdsialays as a result of damage to portions dffitastructure, and it could face
outages and delays in the future. These outagedelags could frustrate public use of the Intermatiuding use of our Web site offerings. In
addition, the Internet could lose its viability disedelays in the development or adoption of neamdards and protocols to handle increased
levels of activity or due to governmental regulatio

If we become subject to liability for the Internetcontent that we publish or upload from our users, ar results of operations would be
affected adversely.

As a publisher of online content, we face potenigddility for negligence, copyright, patent ordeamark infringement or other clail
based on the nature and content of materials thgtublish or distribute. We also may face potetigdilility for content uploaded from our
users in connection with our community-related eahbr movie reviews. If we become liable, then lousiness may suffer. Litigation to
defend these claims could be costly and harm culteof operations. We cannot assure you thatres@@dequately insured to cover claims of
these types or to indemnify us for all liabilityathmay be imposed on us.

We may need to change the manner in which we condumur business, or incur greater operating expenseff government regulation
of the Internet or other areas of our business chages or if consumer attitudes toward use of the Inteet change.

The adoption or modification of laws or regulatioafating to the Internet or other areas of ouliress could limit or otherwise
adversely affect the manner in which we currentigduct our business. In addition, the growth angeiiggment of the market for online
commerce may lead to more stringent consumer giotec
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laws, which may impose additional burdens on usefare required to comply with new regulationgegislation or new interpretations of
existing regulations or legislation, this compliarauld cause us to incur additional expenseger alir business model.

The manner in which Internet and other legislatitay be interpreted and enforced cannot be predistgrmined and may subject
either us or our customers to potential liabiligshich in turn could have an adverse effect on ausiress, results of operations and financial
condition. The adoption of any laws or regulatitimst adversely affect the popularity or growth g& wf the Internet could decrease the
demand for our subscription service and increaseast of doing business.

In addition, if consumer attitudes toward use @&f lthternet change, consumers may become unwillirsglect their entertainment
online or otherwise provide us with information assary for them to become subscribers. Furthemayenot be able to effectively market
our services online to users of the Internet. Ifare unable to interact with consumers becausaarfges in their attitude toward use of the
Internet, our subscriber acquisition and retenséind operating results may be affected adversely.

Risks Related to this Offering
Our officers and directors and their affiliates will exercise significant control over Netflix.

After the completion of this offering, our execwiofficers and directors, their inmediate familymieers and affiliated venture
capital funds will beneficially own, in the aggrégaapproximately 61.0% of our common stock. Initaold, Jay Hoag, one of our directors,
will beneficially own approximately 33.9% of ourromnon stock, Reed Hastings, our president, chiefugiee officer, and chairman of our
board of directors will beneficially own approxinedt 14.9% of our common stock and Michael Schule, @inour directors, will beneficially
own approximately 11.9% of our common stock. The@eatage of shares beneficially owned by theseoperafter the offering assumes that
they do not purchase any shares of our common statks offering. However, certain of these pesar their affiliates, have the right to
purchase shares in this offering. See “CertaintiRelships and Related Transactions—Letter AgreeméhtCertain Stockholders.” These
stockholders may have individual interests thatdififerent from yours and will be able to exercisgnificant control over all matters
requiring stockholder approval, including the eleetof directors and approval of significant corgrtransactions, which could delay or
prevent someone from acquiring or merging with us.

Provisions in our charter documents and under Delaare law could discourage a takeover that stockholds may consider favorable.

Following this offering, our charter documents niéscourage, delay or prevent a merger or acquisitiat a stockholder may
consider favorable because they:

authorize our board of directors, without stockleoldpproval, to issue up to 10,000,000 shares ddésignated preferred sto
provide for a classified board of directc
prohibit our stockholders from acting by writtemesent
establish advance notice requirements for propasiatjers to be approved by stockholders at stodenaheetings; ar
prohibit stockholders from calling a special megtii stockholder:
As a Delaware corporation, we are also subjecettam Delaware anti-takeover provisions. Underaelre law, a corporation may
not engage in a business combination with any halfl&5% or more of its capital stock unless thelanhas held the stock for three years

among other things, the board of directors hasaygal the transaction. Our board of directors coellg on Delaware law to prevent or delay
an acquisition of us. For a description of our tafstock, see “Description of Capital Stock.”
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Our stock price could be volatile and could declinéollowing this offering.

Prior to this offering, there has been no publickatfor shares of our common stock. An active raarkay not develop following
completion of this offering, or if developed, magttve maintained.

The market prices of the securities of Internet teathinology-related companies have been extrenodifile. The price at which our
common stock will trade after this offering coulel &xtremely volatile and may fluctuate substantidiie to the following factors, some of
which are beyond our control:

variations in our operating resu

variations between our actual operating resultsthaadxpectations of securities analysts, investodsthe financial communit
announcements of developments affecting our busijrsgstems or expansion plans by us or ot

market volatility in general; at

the operating results of our competit

As a result of these and other factors, investomur common stock may not be able to resell thigares at or above the initial
offering price.

In the past, securities class action litigatiorenfhas been instituted against companies followargpds of volatility in the market
price of their securities. This type of litigatiahdirected at us, could result in substantialts@nd a diversion of management’s attention and
resources.

We will record substantial expenses related to oussuance of stock options that may have a materiakgative impact on our operating
results for the foreseeable future.

We are required to recognize, as a reduction akbimders’ equity, deferred compensation equahéodifference between the
deemed fair market value of our common stock fearficial reporting purposes and the exercise pfitieese options at the date of grant. 1
deferred compensation is amortized over the vegt@ngpd of the applicable options, generally thieéour years, using the graded vesting
method. At December 31, 2001, approximately $5lianiof deferred compensation related to emplogteek options remained
unamortized. The resulting amortization expensehaive a material negative impact on our operatasglts in future periods. In addition, in
August and September 2001 we repriced optionsitchpse an aggregate of 913,795 shares of our corstock to $3.00 per share. We
cannot predict the amount of compensation expdraente will have to recognize on a quarterly bésighese repriced options, and it could
materially negatively impact our operating restdisfuture periods. See further disclosure of aldaaward accounting on pages 28 and 29
under “Management’s Discussion and Analysis of ke Condition and Results of Operations—Operakrgenses—Stock-Based
Compensation.”

Future sales of our common stock, including the shas purchased in this offering, may depress our st price.

Sales of substantial amounts of our common stothkeampublic market following this offering by ouxisting stockholders or upon
the exercise of outstanding options or warranfautchase shares of our common stock may adverfebt the market price of our common
stock. Such sales could create public perceptiaiffi€ulties or problems with our business. Asesult, these sales might make it more
difficult for us to sell securities in the futureatime and price that we deem necessary or agptep

17



Upon completion of this offering, we will have otaisding 20,611,894 shares of common stock, assuntirexercise of the
underwriters’ over-allotment option and no exer@$eutstanding options and warrants after Maya®2 of which:

all of the 5,500,000 shares we are selling in dfffisring may be resold in the public market immeéslaafter this offering, othe
than shares purchased by our affiliates or stoddrelsubject to the lo-up agreements; ar

14,948,762 shares are subject to the lock-up agreesnand will become available for resale in thielipumarket beginning 181
days after the date of this prospec

With limited exceptions, these lock-up agreement$ibit a stockholder from selling, contractingstll or otherwise disposing of
any common stock or any securities that are coielinto or exercisable for common stock for 1&¥slfrom the date of this prospectus,
although Merrill Lynch may, in its sole discretiand at any time without notice, release all or pogtion of the securities subject to these
lock-up agreements. As a result of these lock-upeagents, notwithstanding possible earlier eligipfbr sale under the provisions of Rule
144, 144(k) or 701, none of these shares may loeusttil 181 days after the date of this prospectus.

We have reserved up to 10% of the shares to bersthis offering for sale to certain of our curtstockholders, and up to an
additional 5% for sale to certain of our businessoaiates and related persons. If any of our custeckholders purchase these reserved
shares, the shares will be restricted from saleutige lockup agreements. If any of these shares are purchgggersons who are not curri
stockholders, such shares will not be subjectak-lop agreements.

Beginning 181 days after the date of this prospedtil 63,036 additional shares underlying optioitisbecome available for sale in
the public market.

In addition, some of our current stockholders haemand” and/or “piggyback” registration rightsaannection with future
offerings of our common stock. “Demand” rights eleaihe holders to demand that their shares betezgsand may require us to file a
registration statement under the Securities Aocuatexpense. “Piggyback” rights provide for notioghe relevant holders of our stock if we
propose to register any of our securities undeStheurities Act, and grant such holders the righintiude their shares in the registration
statement. All holders of registrable securities ot able to exercise their registration rightsl 80 days following the date of this
prospectus without the consent of Merrill Lynch.

As restrictions on resale end, our stock price @alubp significantly if the holders of these reged shares sell them or are perce
by the market as intending to sell them. Thesessal might make it more difficult for us to ssdicurities in the future at a time and at a
price that we deem appropriate.

Financial forecasting by us and financial analystsvho may publish estimates of our financial resultsvill be difficult because of our
limited operating history, and our actual results nay differ from forecasts.

As a result of our recent growth and our limite@@ing history, it is difficult to accurately farast our revenues, gross profit,
operating expenses, number of paying subscribarsbar of DVDs shipped per day and other finanaial aperating data. The inability by
or the financial community to accurately forecast operating results could cause our net lossasginen quarter to be greater than expected,
which could cause a decline in the trading pricewofcommon stock. We have a limited amount of rivegul historical financial data upon
which to base planned operating expenses. We hasinent and forecasted expense levels and D\¢Disitions on our operating plans ¢
estimates of future revenues, which are dependetiteogrowth of our subscriber base and the derfartitles by our subscribers. As a
result, we may be unable to make accurate finafmiatasts or to adjust our spending in a timelynes to compensate for any unexpected
shortfalls in revenues. We believe that thesedliffies in forecasting are even greater for finahanalysts that may publish their own
estimates of our financial results.
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Our management may not use the proceeds of this effng effectively.

Our management has broad discretion over the ugmoéeds of this offering. In addition, our marmragat has not designated a
specific use for a substantial portion of the peatseof this offering. Accordingly, it is possibleat our management may allocate the proc
in ways that do not improve our operating resuittaddition, these proceeds may not be investgikttd a favorable rate of return.

We have no intention to pay cash dividends on ouroenmon stock for the foreseeable future, and our les financing agreements
prohibit us from doing so.

We currently expect to retain future earningsnif ,ao finance the growth and development of owifess and do not anticipate
paying any cash dividends for the foreseeable éutaurther, lease financing agreements to whiclaneea party and pursuant to which we
have outstanding indebtedness, prohibit us froningagny dividends. Therefore, you will not receargy return on an investment in our
common stock unless you sell your common stoclafprice greater than which you paid for it.
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FORWARD-LOOKING STATEMENTS

You should not place undue reliance on forward-ieglstatements in this prospectus. This prospestngins forward-looking
statements that involve risks and uncertaintiegsé&lstatements relate to our future plans, obgsitexpectations and intentions. We use
words such as “anticipates,” “believes,” “plansgkpects,” “future,” “estimates,” “intends” and siar expressions to identify such forward-
looking statements. Forward- looking statementhighe statements regarding our business strategyefoperating performance, the size of
the market for our services and our prospects. Sfmuld not place undue reliance on these forwasllihg statements, which apply only as
of the date of this prospectus. Our actual resaltdd differ materially from those anticipated hese forward-looking statements for many
reasons, including the risks faced by us descritbéRisk Factors” starting on page 5 and elsewethis prospectus. We caution you not to
rely on these statements without also considefhirgisks and uncertainties associated with thederaents and our business that are
addressed in this prospectus.

This prospectus contains various estimates retatdte Internet, e—.commerce and the filmed entariant industry. These estimates
have been included in studies published or prodbgedarket research and other firms including Ad&heslia Research, DVD
Entertainment Group and the National Cable Telewigissociation. These estimates have been producediustry analysts based on trends
to date, their knowledge of technologies and marlkatd customer research, but these are foreaagtard are subject to inherent
uncertainty.

USE OF PROCEEDS

The net proceeds to us from the sale of 5,500,da6es being offered by us at an assumed initidigpalfering price of $14.00 per
share, after deducting estimated underwriting dist®and commissions and estimated offering expgease estimated to be approximately
$69.6 million, or approximately $80.4 million ifehunderwriters’ over-allotment option is exercisedull.

The principal purposes of this offering are to teempublic market for our common stock, to faatétour future access to the public
capital markets and to provide us with flexibilitythe future, including to acquire additional mesises, products or technologies either with
the net proceeds from this offering or throughghslicly traded common stock we create through dfffisring, although we have no present
intention to acquire any such businesses, produdeschnologies at this time. We intend to use riquo of the net proceeds of this offering to
repay all outstanding indebtedness under our sutatet promissory notes, which was approximatel.@illion as of April 30, 2002,
including accrued interest, and for general corgopairposes, including working capital. Our suboatied promissory notes, issued in July
2001, accrue interest at a stated rate of 10% gwargompounded annually and mature upon the eaflikily 10, 2011 and the completion of
this offering. The proceeds we received from tiseasice of our subordinated promissory notes hase bged for working capital, capital
expenditures and general corporate purposes.

We have not allocated a specific amount of oupneteeds from this offering to any particular pupoother than repayment of
indebtedness under our subordinated promissongndtee net proceeds that we actually expend foemgeorporate purposes may vary
significantly depending on a number of factors|uding future revenue growth, if any, and our cistvs. As a result, we will retain broad
discretion over the allocation of the net procefeais this offering. Pending use of the net procdeaim this offering, we intend to invest the
net proceeds in short-term, investment-grade s#esiri

DIVIDEND POLICY

We have never declared or paid any cash dividendsio capital stock. We currently expect to refatuire earnings, if any, to
finance the growth and development of our busia@sksdo not anticipate paying any cash dividendkérforeseeable future. Our existing
lease financing agreements prohibit us from pagimg dividends.
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CAPITALIZATION
The following table sets forth our cash, cash egjents and capitalization as of March 31, 2002:

on an actual bas

on a pro forma basis assuming the conversion ahaltes of our preferred stock into shares of comstack automatically
upon completion of this offering, including shatese issued to certain studios immediately paahts offering and the filing
of our amended and restated certificate of incaan upon completion of this offering; a

on a pro forma as adjusted basis to reflect thee &fah,500,000 shares of our common stock at amaess initial public offering
price of $14.00 per share, less the underwritisgalints and commissions and estimated offeringresqse and repayment of
$13.9 million of our subordinated promissory notekich will result in a $10.8 million charge to exse in the period of the
offering.

This information should be read in conjunction wilanagement’s Discussion and Analysis of Finan€iahdition and Results of
Operations and our financial statements and notdsokse statements appearing elsewhere in thipgctass.

As of March 31, 2002

Pro Forma
Actual Pro Forma As Adjusted
(in thousands)
Cash and cash equivalel $ 15,67 $ 15,67 $ 71,35¢
] ] ]
Subordinated promissory notes, net of unamortizecbdnt of $10.8 millior $ 3,15¢ $ 3,15¢ $ —
Capital lease obligations, net of current por 95¢ 95¢ 95¢
Total lon¢-term debt 4,117 4,117 95¢
Redeemable convertible preferred stock and warr
Series B, C, D, E and E-1 Convertible PreferreaSt26,925,014 shares authorized
(actual); no shares authorized (pro forma and @nmé as adjusted); 20,316,909 share
issued and outstanding (actual); no shares issuedtstanding (pro forma and pro forn
adjusted 101,47¢ — —
Convertible preferred stock warral 351 — —
Total redeemable convertible preferred stock andamés 101,83( — —
Stockholder' equity (deficit):
Preferred stock, $0.001 par value: 10,000,000 sheuthorized (pro forma and pro forma
adjusted); no shares issued and outstanding (pmeefand pro forma adjuste — — —
Series A Convertible Preferred Stock, $0.001 parezeb,000,000 shares authorized
(actual); no shares authorized (pro forma and @nmé as adjusted); 4,444,545 shares
issued and outstanding (actual); no shares issugdatstanding (pro forma and pro
forma as adjustec 4 — —
Series F Convertible Preferred Stock, $0.001 pareva,500,000 shares authorized (acti
no shares authorized (pro forma and pro forma pstedl); 1,712,954 outstanding
(actual); no shares issued and outstanding (prod@nd pro forma as adjuste 2 — —
Common stock, $0.001 par value: 33,333,333 shart®azed (actual); 150,000,000 shares
authorized (pro forma and pro forma as adjustedpP859 shares issued and outstan
(actual); 15,060,797 shares issued and outstarfdindorma) and 20,560,797 shares
issued and outstanding (pro forma as adjus 2 15 21
Additional paic-in capital 74,75 176,57t 246,18(
Deferred stoc-based compensatic (23,859 (23,859 (23,859
Accumulated defici (141,772 (141,772 (152,54)
Total stockholder equity (deficit) (90,877) 10,95¢ 69,80!
Total capitalizatior $ 15,07t $ 15,07t $ 70,76(
| | |
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DILUTION

If you invest in our stock, your interest will béuded to the extent of the difference betweengtblic offering price per share of @
common stock and the pro forma net tangible bodkevper share of our common stock after this affgri

The pro forma net tangible book value of our comretmtk on March 31, 2002 was $2.5 million or $Qo&T share of common sto
Pro forma net tangible book value per share reptegshe amount of our total tangible assets lass$ iabilities, divided by the number of
shares of common stock outstanding, after givifigeeto the automatic conversion of our preferredlsinto common stock upon the
completion of this offering. Dilution in net tandgbbook value per share represents the differeat@den the amount per share paid by
purchasers of shares of our common stock in thiéiafy and the net tangible book value per shamuofcommon stock immediately
afterwards. After giving effect to our sale of Bnllion shares of common stock offered by this pextus at an assumed initial public offel
price of $14.00 per share and after deducting tiemwriting discounts, commissions and estimatéetiofy expenses payable by us, and the
application of a portion of the net proceeds tayeall outstanding indebtedness under our subaetinaromissory notes, our pro forma net
tangible book value would have been $61.4 millmmapproximately $2.99 per share. This representmanediate increase in pro forma net
tangible book value of $2.82 per share to exissitogkholders and an immediate dilution in pro fome&tangible book value of $11.01 per
share to new investors. The following table illagds the per share dilution:

Estimated public offering price per shi $ 14.0C
Pro forma net tangible book value per share asaithi31, 200: $ 0.17
Increase per share attributable to new inves 2.82
Pro forma net tangible book value per share dfiisrdffering 2.9¢
Dilution in pro forma net tangible book value paaee to new investol $ 11.01

This table excludes all options and warrants tamegcommon stock that will remain outstanding upompletion of this offering.
See Notes 4, 6 and 7 to Notes to Financial Statesn€he exercise of outstanding options and wasraaving an exercise price less than the
offering price would increase the dilutive effegtrtew investors.

The following table sets forth on a pro forma baagsof March 31, 2002, the differences betweemtimaber of shares of common
and preferred stock purchased from us, the castidmEnation and average price per share paid byimxistockholders and by the new
investors, before deducting expenses payable hysirsg the estimated public offering price of $D4p@&r share.

Shares Purchased Total Consideration
Average Price Per
Number Percentage Amount Percentage Share
Existing stockholder 15,060,79 73.2% $ 104,745,00 57.€% $ 6.9¢
New investors 5,500,001 26.7 77,000,00 42 .4 14.0C
Total 20,560,79 100.(% $ 181,745,00 100.(%
| ]

If the underwriter's over-allotment option is exised in full, the number of shares held by new juiblvestors will be increased to
6,325,000 or approximately 29.6% of the total nundfeshares of our common stock outstanding afftisrdffering.
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SELECTED FINANCIAL AND OTHER DATA

The following selected financial data should bedregaconjunction with “Management’s Discussion gkthlysis of Financial
Condition and Results of Operations,” and are @edliby reference to our financial statements ast@sthereto appearing elsewhere in this
prospectus. The audited statement of operatiossaditforth below for the years ended Decembet 249, 2000 and 2001 and the audited
balance sheet data as of December 31, 2000 anda26@ierived from, and are qualified by referemg®tr financial statements included
elsewhere in this prospectus. The statement ofatipes data for the years ended December 31, 1998&a the period from August 29, 1997
(inception) to December 31, 1997 and the balaneetstfata as December 31, 1997, 1998 and 1999 dvedi&om, and are qualified by
reference to, our financial statements not inclueledwhere in this prospectus. The statement ahtipaes data for the three months ended
March 31, 2001 and 2002 and the balance sheetdabMarch 31, 2002, are derived from, and qulifty reference to, the unaudited
financial statements of Netflix included elsewhigr¢his prospectus and include all adjustments sy for a fair presentation on the same
basis as the annual financial statements. Thertoatoesults are not necessarily indicative ofilssto be expected for any future period.

Period from Three Months

August 29, 1997 Year Ended December 31, Ended March 31,
(Inception) to

December 31,
1997 1998 1999 2000 2001 2001 2002

(in thousands, except per share data)
Statement of Operations Data:

Revenues
Subscription $ — $ 58t $ 4,852 $ 35,89¢ $ 74,25t $ 17,05 $30,06¢
Sales — 754 152 — 1,657 — 45¢
Total revenue — 1,33¢ 5,00¢ 35,89¢ 75,91 17,05} 30,527
Cost of revenues:
Subscription — 53E 4,217 24,86: 49,08¢ 18,177 14,87:
Sales — 77€ 15€ — 81¢ — 28€
Total cost of revenues — 1,311 4,37: 24,86 49,907 18,177 15,15¢
Gross profit — 28 632 11,03 26,00t (1,120 15,36¢
Operating expenses:
Fulfillment* — 763 2,44¢ 10,247 13,45: 3,61 4,15¢
Technology and development* 10C 3,851 7,417 16,82: 17,73¢ 5,47¢ 3,181
Marketing* 102 4,05z 14,07( 25,72; 21,03: 6,652 7,93¢
General and administrative 15¢ 1,35¢ 1,992 6,99( 4,65¢ 1,51¢ 1,30¢
Restructuring charges — — — — 671 — —
Stock-based compensation* — 1,151 4,742 8,80: 5,68¢ 2,04: 2,84(
Total operating expens: 361 11,18! 30,66¢ 68,59( 63,23: 19,297 19,42
Operating loss (361) (11,159 (30,03) (57,557 (37,22)) (20,417 (4,059
Interest and other income (expense), net 2 72 18€ 194 (1,39)) (181) (454)
Net loss $ (35¢9) $(11,08)) $(29,84%) $(57,367) $(38,61%) $(20,59¢) $(4,50¢)
I — — — — — —
Basic and diluted net loss per common share $ — $ (36.8)) $ (21.4)) $ (40.5%) $ (21.1%) $ (12.2¢) $ (2.20)
I — — — — — —
Weighted average shares outstanding used in congpuét loss per
common share — 301 1,39¢ 1,41¢ 1,82¢ 1,68( 2,047

* Amortization of stock-based compensation notudeld in expense

line-item:
Fulfillment $ = $ 10t $ 624 $ 2,29¢ $ 1,201 $ 42¢ $ 39
Technology and development — 223 1,141 2,871 1,93( 724 1,20¢
Marketing — 253 351 1,88¢ 1,402 49¢ 84z
General and administrative — 57C 2,62¢ 1,74¢ 1,152 392 397
$ — $ 1,151 $ 4,742 $ 8,80 $ 5,68¢ $ 2,04: $ 2,84(
| | | | | | |
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As of December 31,

As of March 31,
1997 1998 1999 2000 2001 2002

(in thousands)
Balance Sheet Data:

Cash and cash equivalents $1,58: $ 1,061 $ 14,19¢ $ 14,89 $ 16,13 $ 15,67:
Working capital (deficit) 1,36( (4,709 11,02¢ (1,65%) (6,65€) (9,547)
Total asset 1,901 4,84¢ 34,77 52,48¢ 41,63( 44,74(
Capital lease obligations, less current portion — 17z 811 2,02¢ 1,057 95¢
Notes payable, less current port — — 3,95¢ 1,84: — —
Subordinated notes payal — — — — 2,79¢ 3,15¢
Redeemable convertible preferred stock — 6,321 51,81¢ 101,83( 101,83( 101,83(
Stockholders’ equity (deficit) 1,63¢ (8,049 (32,029 (73,267 (90,509 (90,87
: Three Months
AEgng;dzg,ngw Year Ended December 31, Ended March 31,
(Inception) to
December 31, 199 1998 1999 2000 2001 2001 2002

(in thousands)

Other Data:
EBITDA (1) (unaudited) $ (356) $(9,579)  $(21,229 $(28,179 $ (1,716 $ (3,600 $ 3,58¢
Adjusted EBITDA®) (unaudited) (35  (9.85) (24409 (43860 (13,720 © 8,019 ® 66€
Number of subscribers (unaudite — — 107 292 45€ 303 602
Net cash provided by (used ii
Operating activities $ (261) $(5,40¢) $(16,529) $(22,70¢) $ 4,84i $ (2,80%) $ 6,50¢
Investing activities (152) (2,369 (19,749 (24,979 (12,670) (4,087) (5,799¢)
Financing activities (1,999 (7,250 49,40¢ 48,37¢ 9,05¢ (927) (1,167

(1) EBITDA consists of operating loss before depreomtamortization of intangible assets, amortizabé®VD library, non-cash charges for equity instents granted to non-
employees, gains or losses on disposal of assdtstack-based compensation. EBITDA provides anradtieve measure of cash flow from operations. Yioousd not consider
EBITDA as a substitute for operating loss, as aicator of our operating performance or as an dtive to cash flows from operating activities aneasure of liquidity. We may
calculate EBITDA differently from other companies.

(2) Adjusted EBITDA consists of EBITDA less amortizatiof DVD library. Adjusted EBITDA provides an altetive measure of cash flow from operations. Yoausth not consider
Adjusted EBITDA as a substitute for operating lasan indicator of our operating performance araalternative to cash flows from operating atiggi as a measure of liquidity. We
may calculate Adjusted EBITDA differently from otheompanies.

(3) Adjusted EBITDA for the year ended December 31,1280d for the three months ended March 31, 200bkes “normalized” to reflect DVD library amortizan as if a one-year
amortizable life had been used beginning as ofaanl, 2000 instead of January 1, 2001. As motg fliscussed in Note 1 to the Notes to Financiat&hents, on January 1, 2001,
we revised our DVD library amortization policy fromm accelerated method using a three-year lifagsame accelerated method over a one-year life.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion of our financial conditiand results of operations should be read in cocijiem with our financial
statements and related notes. This discussion tmntarward-looking statements which involve rigksl uncertainties. Our actual results
could differ materially from those anticipated hese forward-looking statements for many reasoadyding the risks faced by us described
in “Risk Factors” starting on page 5 and elsewhénehis prospectus.

Overview

We are the largest online entertainment subscrig@rvice in the United States providing more t6@0,000 subscribers access to a
comprehensive library of more than 11,500 movieyvision and other filmed entertainment titles. @tandard subscription plan allows
subscribers to have three titles out at the same with no due dates, late fees or shipping chamye®l19.95 per month. Subscribers can view
as many titles as they want in a month. Subscribelesct titles at our Web sife@ww.netflix.comgided by our proprietary CineMatch
technology, receive them on DVD by firdiass mail and return them to us at their conver@ersing our prepaid mailers. Once a title has
returned, we mail the next available title in asariber’'s queue.

We were organized as a Delaware corporation in Augf®97. We have incurred significant losses siurenception. As of March
31, 2002, we had a total stockholders’ deficit @S million. We expect that we will continue taur losses for the foreseeable future. We
also expect to incur significant marketing, tecloggl and development, general and administrativestoak-based compensation expenses.
As a result, we will need to significantly increase operating margins to achieve profitability andy never achieve profitability.

Critical Accounting Policies

We believe our change to the estimated life ovackvive amortize the costs of acquiring titles far bbrary and the selection of a
method of amortization for the costs we incur tquaie titles for our library are critical accourdipolicies because they involve some of the
more significant judgments and estimates useddrpthparation of our financial statements.

Change in Estimated Life of the Cost of Our Library

In late 2000 and early 2001, we entered into @sei revenue sharing agreements with studios wdubktantially changed our
business model for acquiring DVDs and satisfyingsstiber demand for titles. These revenue shagngements enable us to acquire DVDs
at a lower upfront cost than traditional buyingaagements. We share a percentage of the net ressgenerated by the use of each particular
title with these studios over a fixed period ofdingenerally 12 months. Before the change in osiness model, we typically acquired fewer
copies of a particular title and utilized each copgr a longer period of time. The implementatibthese revenue sharing agreements
improved our ability to acquire larger quantitidsiewly released titles and satisfy a substantalipn of subscriber demand for such titles
over a shorter period of time. On January 1, 20@lrevised the amortization policy for the cosbof library from an accelerated method
using a three-year life to the same acceleratetdadatf amortization using a one-year life.

The change in life has been accounted for as agehiaraccounting estimate and is accounted for prospective basis from Janui
1, 2001. Had the DVDs acquired prior to Januar0D1 been amortized using a three-year life, ametitin expense for 2001 would have
been $4.7 million lower than the amount recordedunfinancial statements, representing a $2.5%&pare impact on loss per common share
in 2001.
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Selection of a Method of Amortization of Upfrons@oof Our Library

Under our revenue sharing agreements, we remipfiont payment to acquire titles from the studibsis payment includes a
contractually specified initial fixed license fdwt is capitalized. Some payments also includen&ractually specified prepayment of future
revenue sharing obligations that is classifiedrapg@d revenue sharing expense and is applied tfainre revenue sharing obligations. A
nominal amount is also capitalized upon acquisitiba particular title for the cost of the estinthteimber of DVDs we expect to purchase at
the end of the title term. This cost is amortizathwhe cost of the initial license fee on an aecatied basis over one year. We believe the use
of an accelerated method is appropriate becauswmeally experience heavy initial demand for atitvhich subsides once initial demand
has been satisfied.

Revenues

We derive substantially all of our revenues fronntiny subscription fees. From the launch of our V8 in April 1998 through
January 1999, we generated revenues primarily fngliwidual DVD rentals and sales to customers. laréh 1999, we stopped selling new
DVDs. From February 1999 through October 1999, amegated revenues primarily from individual DVD taa to customers. In September
1999, we launched our subscription service, aralijin February 2000, for a fixed monthly subscripfiee of $15.95, subscribers could have
up to four titles per month with no due dates te faes, and for $3.98, could order an additioitiel tn February 2000, we modified our
standard subscription service to provide subsaibecess to an unlimited number of titles for $2%8r month, with a maximum of four
titles out at any time. Existing subscribers wavé&ched to our new service, some at $15.95 per mant the rest at $19.95 per month. In
October 2000, we again modified our standard siftfmm service to provide subscribers access tordimited number of titles for a fixed
monthly fee, with a maximum of three titles outls same time. There is no minimum subscriptiomopesnd subscribers can cancel our
service at any time.

We had an insignificant amount of DVD sales in 1888 no DVD sales in 2000. Beginning in late 20890part of the change in our
business model, we began acquiring larger quasitifigoarticular titles through our revenue shadggeements. As a result, once initial
demand for a particular title has been satisfiezlway hold a number of titles in excess of the tjties needed to satisfy ongoing subscriber
demand. Several studios allow us to sell the DV&giaed from them at the end of the revenue shaeny. Before we sell a particular title,
we compare the number of copies we hold to estifateire demand to determine the number of copesan sell without jeopardizing our
ability to satisfy future subscriber demand. Frammetto time, we expect to make bulk sales of oedu3VDs to resellers.

We recognize subscription revenues ratably duragheubscribes monthly subscription period. We record refundsubscribers ¢
a reduction of revenues or deferred revenues, @®ppate. We recognize revenues from the salesefl IDVDs to resellers when the DVDs
are shipped to the reseller. Historically, revenfues) DVD rentals and shipping revenues also weoegnized when the product was shipped
to the customer.

In addition to our standard service, we also offémwer priced plan in which subscribers can keaptitles at the same time for
$13.95 per month, as well as higher priced plaferiofy four, five and eight titles out at the satinee for $24.95, $29.95 and $39.95 per
month, respectively. As of March 31, 2002, apprately 90% of our paying subscribers paid $19.980re per month.

Cost of Revenues
Cost of Subscription Revenues

We acquire titles for our library using traditiorlalying methods and revenue sharing agreementditibraal buying methods
normally result in higher upfront costs when coneplato titles obtained through revenue sharing ageess. Cost of subscription revenues
consists of revenue sharing costs, amortizatiasuof
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library, amortization of intangible assets relate@quity instruments issued to certain studios@rstage and packaging costs related to
shipping titles to paying subscribers.

Revenue sharing costs Our revenue sharing agreements generally éousio pay an initial upfront fee for each DVDga@ed.
Under certain of our revenue sharing agreement@ayen additional minimum revenue sharing feeearth DVD shipped to a subscriber.
Other than the initial upfront payment for DVacquired, we are not obligated to pay any minimewenue sharing fee on DVDs that are
shipped. We characterize these payments to th@stad revenue sharing costs. As of December 311, 20e had revenue sharing agreerr
with over 40 studios that expire at various daginming in 2002.

Amortization of the cost of DVDs Prior to January 1, 2001, we amortized out 0b®VDs using an accelerated method over an
estimated life of three years and assumed no salvalge. On January 1, 2001, we revised the estihidiée to one year and assumed a
salvage value of $2.00 for the DVDs that we belieeewill eventually sell.

Amortization of intangible assets related to eqiggued to studios In 2000, in connection with signing revenuarstg
agreements with Columbia TriStar Home Entertainm@reamworks International Distribution and Warhkerme Video, we agreed to issue
each of these studios an amount of our Series F\Iwimg Preferred Stock equal to 1.204% of ounfuliluted equity securities outstanding.
In 2001, in connection with signing revenue shaaggeements with Twentieth Century Fox Home Entamant and Universal Studios
Home Video, we agreed to issue to each of the tudigs an amount of our Series F Non-Voting Preféi$tock equal to 1.204% of our fully
diluted equity securities outstanding. As of Decentil, 2001, the aggregate of Series F Non-Votiefered Stock granted to these five
studios equaled 6.02% of our fully diluted equiggsrities outstanding. Prior to this offering, thasudios are entitled to receive additional
grants of Series F Non-Voting Preferred Stock tantaén their equity interests at 1.204% of ouryuliluted equity securities outstanding.
Consequently, when we grant options or issue stwekalso are obligated to issue additional shar&enes F Non-Voting Preferred Stock to
these studios to maintain their equity ownershiprgst at 6.02% in the aggregate. Our Series F\\aiimg Preferred Stock automatically
converts into our common stock upon the closinthisf offering. We recognize our obligation to grémse equity interests at fair value as an
intangible asset and we increase additional paihpital on our balance sheet. We then amortizentaegible asset on a straight-line basis to
cost of subscription revenues over the term of eagbnue sharing agreement with each studio. Thefie the three agreements entered into
in 2000 is five years and the term for the two agrents entered into 2001 is three years. Eachtliare is a dilution event prior to this
offering, we will determine the value of our oblien to issue additional equity interests. The dateed value is added to the intangible a
and amortized to cost of subscription revenues theeremaining term of the applicable revenue sigagigreement.

Postage and packaging. Postage and packaging costs consist of thagesists to mail titles to and from our payingssuibers,
each of which is currently $0.34 but will increase$0.37 on June 30, 2002, and the packaging tmstse mailers.

Cost of Sales Revenues

Cost of revenues for DVD sales includes the salvadee for used DVDs sold and, historically, costnerchandise sold to
customers.

Operating Expenses
Fulfillment

Fulfillment expense represents those expensesrettur operating and staffing our distribution andtomer service centers,
including costs attributable to receiving, inspegtand warehousing our library.
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Fulfillment expense also includes credit card faed other collection related expenses. Through ibbee 2001, we maintained only one
distribution center in San Jose, California. Weangently shipping DVDs to subscribers from eigdgional distribution centers. We bega
implement use of regional distribution centersanuary 2002. We plan to open a few additional megidistribution centers in 2002. As we
open and operate new regional distribution centeesexpect that our fulfillment expense will incsea

Technology and Development

Technology and development expense consists objpayrd related expenses we incur related to tgstiraintaining and modifying
our Web site, CineMatch technology, telecommunicetisystems and infrastructure and other intersalsoftware systems. Technology and
development expense also includes depreciatiomeof@mputer hardware we use to run our Web sitestomd our data. We continuously
research and test a variety of potential improvamenour internal hardware and software systenasiaffort to improve our productivity a
enhance our subscribers’ experience. We expedrttnue to invest in technology and improvementsunWeb site and internal-use
software and, as a result, we expect our techna@ogydevelopment expense will continue to incredéebelieve certain costs we have
incurred on several improvement projects have anggbenefit. Consequently, we capitalized technolmgyg development related expenses of
$0.3 million in 1999, $1.3 million in 2000 and $Xllion in 2001. The capitalized amounts are amed on a straight-line basis over the
estimated period of benefit of each improvemenmtgimag from one to two years.

Marketing

Marketing expense consists of marketing expenditarel other promotional activities, including rewersharing costs, postage and
packaging costs and library amortization costdedlto free trial periods. In the second half cd20we implemented several new subscriber
acquisition activities which provide incentivestlire form of pay-for-performance payments for eagl subscriber provided to us. We
anticipate that our marketing expense will incréadeiture periods as a result of the overall gtowit our subscriber base, free trial offers and
pay-for-performance arrangements.

General and Administrative

General and administrative expense consists obflamd related expenses for executive, financeterd acquisition and
administrative personnel, as well as recruitingfgssional fees and other general corporate expense

Stock-Based Compensation

Stock-based compensation for equity instrumentgeidso employees represents the aggregate difieranthe grant date, between
the respective exercise price of stock optiongasksgrants and the deemed fair market value ofittterlying stock. Stock-based
compensation is generally amortized over the vggiariod of the underlying options or grants basedn accelerated amortization method.

In 2001, we offered our employees and directorsitiie to exchange certain stock options. We exgkdroptions to purchase 0.9
million shares of common stock with varying exeeqgisices in exchange for options to purchase Oldomshares of common stock with an
exercise price of $3.00. The stock option exchaegalted in variable award accounting treatmenafbof the exchanged options. Variable
award accounting will continue until all optionshgect to variable accounting are exercised, caadall expire. Variable accounting treatrn
will result in unpredictable and potentially sigoént charges or credits to our operating expefiees fluctuations in the market price of our
common stock.

For each hypothetical one-dollar increase or deer@athe fair value of our common stock, we veltord deferred compensation in
an amount equal to the number of shares underthimgariable awards
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multiplied by the one-dollar change. However, te &xtent these variable awards are not fully vestedstock compensation expense will be
less than the amount we record as deferred comgi@msBor example, if at December 31, 2001 thevalue of our common stock had
increased or decreased by $3.00, our deferred-bi@skd compensation would change by approximagly &illion and our stock-based
compensation expense would be affected by appra&iyn®0.4 million. Once these variable awards bezdufly vested, our stock based
compensation will be affected on a dollar-for-dobbasis and a change in our stock price will dlyeichpact the amount we record as stock-
based compensation in an amount equal to the nuofilséiares underlying the variable awards outstandiultiplied by the change in the f
value of our common stock. For example, assumih@.@lmillion variable awards are fully vested andstanding and assuming an increase
or decrease in the fair value of our common std&3d00 in a quarter, our stock-based compensatipense or credit related to the variable
awards for that quarter would be $2.5 million. Advtarch 31, 2002, most of these variable awardewet fully vested and had a variety of
final vesting dates over the next three years.

Results of Operations
Three Months Ended March 31, 2001 Compared to Thre®onths Ended March 31, 2002
Revenue

Subscription revenues. Our subscription revenues increased from $fifllion for the three months ended March 31, 2091 t
$30.1 million for the three months ended MarchZ102, representing a 76% increase. This increaselviien primarily by a 78% increase
in the average number of subscribers between 2002@02. We believe the increase in the numbeulodaibers was caused by our
unrivalled selection of titles, consistently higivéls of subscriber satisfaction, the rapid conswadeption of DVD players and our
increasingly effective marketing programs.

Sales revenues. Our sales revenues increased from $0.0 fothitee months ended March 31, 2001 to $0.5 millmrttie three
months ended March 31, 2002. This increase wasadoer sale of used DVDs to resellers. We did edtamny titles during the three months
ended March 31, 2001.

Cost of Revenues and Gross Profit

Cost of subscription revenues.Cost of subscription revenues decreased fra82®illion for the three months ended March 31,
2001 to $14.9 million for the three months endeddié81, 2002, representing an 18% decrease. Thieawge was attributable primarily to
the net effect of the following:

Revenue sharing cos  Our revenue sharing costs increased from $illibmfor the three months ended March 31, 2001 to
$6.2 million for the three months ended March 3102, representing a 157% increase. As a percenfagéscription
revenues, our revenue sharing costs increasedf8min the three months ended March 31, 2001 to @0%te three months
ended March 31, 2002. This increase was due piiyrtara substantial increase in the percentag#les$ tsubject to revenue
sharing agreements mailed to our subscrit

DVD amortization coste  Our DVD amortization costs decreased from $idillion for the three months ended March 31,
2001 to $2.7 million for the three months ended dia81, 2002, representing a 76% decrease. Theatecveas attributable to
an increase in amortization in the three montheeérdarch 31, 2001 which was caused by the chantieiastimated life of
our DVD library from three years to one year. ldiéidn, the decrease was also caused by a dedreasquisitions of DVD
library from $23.9 million in 2000 compared to $8mlion in 2001.

Amortization of intangible assets related to eqisgued to studio: We recorded intangible assets of $0.9 millionthe thre:
months ended March 31, 2001 and $1.2 million ferttiree months ended March 31, 2002 related tissuance of Series F
Non-Voting Preferred Stock to studios. We recordedteelamortization of these intangible assets of $lHon for the three
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months ended March 31, 2001 and $0.6 million ferttiree months ended March 31, 2002. The increasmortization of
intangible assets was attributed to increasestam@ible assets caused by our obligation to isdddianal shares of Series F
Non-Voting Preferred Stock to these studios updutidin.

Postage and packaging cos Our postage and packaging costs increased$vgmillion for the three months ended March
31, 2001 to $5.4 million for the three months entadch 31, 2002, representing a 26% increase. imbisase was attributable
primarily to an increase in the number of DVDs redito our subscribers. As a percentage of subsmriptvenues, our postage
and packaging costs decreased from 25% for the thamths ended March 31, 2001 to 18% for the threeths ended March
31, 2002 primarily due to a decrease in the pogpagéitle as a result of packaging improveme

Cost of sales revenues. Cost of sales revenues increased from $0.théothree months ended March 31, 2001 to $0.3anifior
the three months ended March 31, 2002. This inereas attributable to our decision to sell used B\@resellers.

Gross profit.  Our gross profit increased from a $1.1 millioss for the three months ended March 31, 2001L%04$million profit
for the three months ended March 31, 2002. Oursgposfit increased primarily as a result of thevgitoin our subscription revenues and a
decrease in our direct costs of providing thosesstiftion services.

Operating Expenses

Fulfillment.  Fulfillment expenses increased from $3.6 millfor the three months ended March 31, 2001 to $dlibn for the
three months ended March 31, 2002, representiri@iticrease. This increase was primarily attriblgtéds increases in the overall volume
the activities of our primary fulfilment centerdian increase in credit card fees from $0.8 milfanthe three months ended March 31, 2001
to $1.0 million for the three months ended March&102. As a percentage of subscription revenudfd|rhent expenses decreased from z
for the three months ended March 31, 2001 to 14%htthree months ended March 31, 2002 primatily b a combination of an increasing
revenue base and improvements in our fulfillmendpctivity due to our continuous efforts to refemed streamline our fulfillment operatiol
Credit card fees as a percentage of revenues dddliom approximately from 5% in the three monthdezl March 31, 2001, to
approximately 3% in the three months ended Marc¢t2B8@2, but increased in terms of absolute dolldus,to a 76% increase in subscription
revenues.

Technology and development.Excluding capitalized software development gostir technology and development expenses
decreased from $5.5 million for the three monthdeenMarch 31, 2001 to $3.2 million for the threenths ended March 31, 2002,
representing a 42% decrease. This decrease wasdcpiiarily by decreases in personnel costs asudtrof employees terminated as part of
our restructuring during the quarter ended Septe®®e2001. As a percentage of subscription reveneehnology and development
expenses decreased from 32% for the three monttesiévarch 31, 2001 to 11% for the three months eémdigrch 31, 2002 primarily due to
an increase in subscription revenues.

Marketing. Our marketing expenses increased from $6.7amifbr the three months ended March 31, 2001 8 $llion for the
three months ended March 31, 2002, representirgy@itcrease. This increase was attributable prignarigrowth in the number of new
subscribers offset by decreases in the marketiagpmr acquired subscriber. As a percentage otsipkisen revenues, marketing expenses
decreased from 39% for the three months ended MaircB001 to 26% for the three months ended Maigi2B02 primarily due to an
increase in subscription revenues and a reduatifreé trials.

General and administrative. Our general and administrative expenses desmtiasm $1.5 million for the three months ended
March 31, 2001 to $1.3 million for the three mongéinsled March 31, 2002, representing
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a 14% decrease. This decrease was attributablelgiito our cost containment efforts. As a peragetof subscription revenues, general and
administrative expenses decreased from 9% forhitee tmonths ended March 31, 2001 to 4% for thesthrenths ended March 31, 2002
primarily due to an increase in subscription reenu

Stock-based compensation Our stock-based compensation expenses ind&ase $2.0 million for the three months ended Mrarc
31, 2001 to $2.8 million for the three months entfedch 31, 2002, representing a 39% increase. imbigase was attributable to increased
charges related to variable award accounting afhette additional stock-based compensation foramgtigranted with exercise prices below
the deemed fair value of our common stock.

Interest and Other Income (Expense),

Interest and other income (expense), net congisteaply of interest earned on our cash and caslivatents offset by interest
expense related to interest-bearing obligations héteinterest and other expense, net of $0.2 mifto the three months ended March 31,
2001 and interest and other expense, net of $0l®mior the three months ended March 31, 2002s Thange was attributable primarily t
decrease in interest income caused by a decrease interest bearing cash balances and additinteakest charges caused by the issuance of
subordinated notes payable with a face amount ®0#dillion in July 2001.

Year Ended December 31, 2000 Compared to Year Endé&kcember 31, 2001
Revenue

Subscription revenues. Our subscription revenues increased from $88l&n in 2000 to $74.3 million in 2001, represiwt a
107% increase. This increase was driven primasilam 88% increase in the average number of suleseriietween 2000 and 2001. We
believe the increase in the number of subscribasseaused by our unrivalled selection of titlesisistently high levels of subscriber
satisfaction, the rapid consumer adoption of DVBypls and our increasingly effective marketing paags. In addition, part of the increase
was due to a $4.00 increase in the monthly sultgmmifee charged to some of our subscribers beginim October 2000.

Sales revenues. Our sales revenues increased from $0.0 in 20@0.7 million in 2001. This increase was dueuo sale of used
DVDs to resellers. We did not sell any titles irD20

Cost of Revenues and Gross Profit

Cost of subscription revenues.Cost of subscription revenues increased from®tillion in 2000 to $49.1 million in 2001,
representing a 97% increase. This increase walsu#tble primarily to:

Revenue sharing cos  Our revenue sharing costs increased from $ill®min 2000 to $12.8 million in 2001, represergia
692% increase. As a percentage of subscriptiomt®a our revenue sharing costs increased frorm42600 to 17% in 2001.
This increase was due primarily to a substantizieiase in the percentage of titles subject to newesharing agreements mailed
to our subscriber:

DVD amortization costc Our DVD amortization costs increased from $Iiion in 2000 to $19.5 million in 2001,
representing a 73% increase. This increase walsuditble primarily to the decrease in the periodrovhich we amortize the
cost of our library. As a percentage of subscriptevenues, our DVD amortization costs decreased 81% in 2000 to 26%
2001 primarily due to lower upfront prices paid B¥Ds in connection with our revenue sharing agreets

Amortization of intangible assets related to eqisgued to studia. We recorded deferred costs of $6.1 millio2@®0 and
$4.1 million in 2001 related to our issuance ofiggto studios. We
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recorded related amortization of intangible asee®0.6 million in 2000 and $2.1 million in 2001hi§ increase was attributat
to a full year of amortization in 2001 as compai@d partial year of amortization in 2000, additibdeferred charges for two
new revenue sharing agreements in 2001 and in@@asieferred charges caused by our obligatioasiod additional equity
securities to these studios.

Postage and packaging cos Our postage and packaging costs increased$ddn# million in 2000 to $14.7 million in 200
representing a 29% increase. This increase walsud#tble primarily to an increase in the numbebdDs mailed to our
subscribers. As a percentage of subscription reegraur postage and packaging costs decrease®f%min 2000 to 20% in
2001 primarily due to a decrease in the postagepat title as a result of packaging improveme

Cost of sales revenues. Cost of sales revenues increased from $0.000 20 $0.8 million in 2001. This increase wasilaiiiable tc
our decision to sell used DVDs to resellers in 200 did not sell any DVDs in 2000.

Gross profit.  Our gross profit increased from $11.0 millior2000 to $26.0 million in 2001, representing a%36crease and
gross profit percentages of 31% in 2000 and 342001. Our gross profit percentages increased pilyres a result of the growth in our
subscription revenues and a decrease in our dive@mental costs of providing those subscriptiervises.

Operating Expenses

Fulfilment.  Fulfillment expenses increased from $10.2 onillin 2000 to $13.5 million in 2001, representingl&o increase. This
increase was primarily attributable to increasehénoverall volume of the activities of our primdulfillment center and an increase in credit
card fees from $1.6 million in 2000 to $3.2 million2001. As a percentage of subscription reverfuéfdlment expenses decreased from
29% in 2000 to 18% in 2001 primarily due to a comaltion of an increasing revenue base and improvesiewur fulfillment productivity
due to our continuous efforts to refine and stré@enbur fulfillment operations. Credit card feesrigased due to an increase in subscription
revenues.

Technology and development.Excluding capitalized software development sostir technology and development expenses
increased from $16.8 million in 2000 to $17.7 ro#fliin 2001, representing a 5% increase. This iser@as primarily the result of our
investment in storing data, handling large increasdraffic on our Web site and maintaining anddifyong our software related to our Web
site, CineMatch technology and our internal-sofeniafrastructure. As a percentage of subscriptemenues, technology and development
expenses decreased from 47% in 2000 to 24% in gAftarily due to an increase in subscription revenu

Marketing. Our marketing expenses decreased from $25liomih 2000 to $21.0 million in 2001, representad8% decrease.
This decrease was primarily attributable to scatingk the number of free trial offers for part 602 and a reduction in our free trial offer
period of 30 days to typically 14 days for the Inaka of 2001. As a percentage of subscription resgnmarketing expenses decreased from
72% in 2000 to 28% in 2001 primarily due to an @a&ge in subscription revenues.

General and administrative. Our general and administrative expenses destgasm $7.0 million in 2000 to $4.7 million in 200
representing a 33% decrease. This decrease waarijbyimttributable to our cost containment effart2001 and the $1.3 million one-time
cost of our withdrawn public offering in 2000. Aparcentage of subscription revenues, general dmihéstrative expenses decreased from
19% in 2000 to 6% in 2001 primarily due to an im@® in subscription revenues.

Restructuring. In 2001, we recorded a restructuring expenskOdf million relating to severance payments madéstemployees
we terminated in an effort to restructure our orgation to streamline our processes and reducensgge We had no restructuring expense in
prior years.
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Stock-based compensation.Our stock-based compensation expenses decrigase$8.8 million in 2000 to $5.7 million in 2001,
representing a 35% decrease. This decrease waaribyiattributable to reduced charges caused bization of the graded vesting method of
stock compensation amortization and fewer optisaséad at exercise prices below deemed fair value fdllowing table shows the amounts
of stock-based compensation expense that would e recorded under the following categories efating expenses had stock-based
compensation expense not been separately statibe statement of operations:

Year Ended
December 31,

2000 2001

(in thousands)

Fulfillment $ 2,29t % 1,201
Technology and developme 2,871 1,93(C
Marketing 1,88¢ 1,40:
General and administrati 1,74¢ 1,152

$ 8,80 $ 5,68¢

Interest and Other Income (Expense),

We had interest and other income, net of $0.2 onilln 2000 and interest and other expense, net.dfiillion in 2001. The change
between 2000 and 2001 was attributable primarily tiecrease in interest income caused by a dedreaseinterest bearing cash balances
and additional interest charges caused by thenssuaf subordinated notes payable with a face atrafu$1.3.0 million. These notes payable
have a carrying amount of $2.8 million at Decentfer2001. The difference between the carrying arhand face amount is being accreted
to interest expense using an effective rate of pg¥@mnnum. Upon completion of this offering, theaéning unamortized discount on our
subordinated promissory notes, $10.9 million atédaloer 31, 2001, will be recorded as an expendeeipériod of the offering.

Year Ended December 31, 1999 Compared to Year Endé&ecember 31, 2000
Revenue

Subscription revenues. Our subscription revenues increased from $4l@&min 1999 to $35.9 million in 2000, represergia
639% increase. This increase was driven primasila Bubstantial increase in the number of subswribetween 1999 and 2000. We believe
the increase in subscribers was caused by ouralledvselection of titles, consistently high levefsubscriber satisfaction, the rapid
consumer adoption of DVD players and our incredginffective marketing programs.

Sales revenues. Our sales revenues decreased from $0.2 milidi999 to $0.0 in 2000 due to our decision to aliginue selling
new DVDs through our Web site in 1999.

Cost of Revenues and Gross Profit

Cost of subscription revenues.Cost of subscription revenues increased fror@ ##llion in 1999 to $24.9 million in 2000,
representing a 490% increase. This increase wamply attributable to:

Revenue sharing cos  Our revenue sharing costs increased from $01®99 to $1.6 million in 2000. Our revenue sharing
costs increased as a result of our decision in 20@dter into revenue sharing agreements as asedower our upfront costs
of acquiring titles. We did not have any revenuarsty agreements in 19¢

DVD amortization costc Our DVD amortization costs increased from $hiBlion in 1999 to $11.3 million in 2000. This
increase was attributable primarily to an incraase cost o
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acquisitions of DVDs from $9.9 million in 1999 t@%9 million in 2000. As a percentage of subsaniptievenues, our DVD
amortization costs decreased from 37% in 1999 % B112000 primarily due to growth in our subscigptirevenues at a rate in
excess of the growth in our amortization.

Amortization of intangible assets related to eqisgued to certain studio Our intangible assets increased from $0.0 8919
to $6.1 million in 2000 due to our issuance of & Non-Voting Preferred Stock to Columbia TriSfame Entertainment,
Dreamworks International Distribution and WarnemioVideo. We also recorded related amortizatioimaingible assets of
$0.6 million in 2000. We did not issue any equdystudios and accordingly had no amortization 9l

Postage and packaging cos Our postage and packaging costs increased$gmillion in 1999 to $11.4 million in 2000.
This increase was attributable primarily to an @ase in the number of DVDs mailed to our subscsib&s a percentage of
subscription revenues, our postage and packagistg decreased from 49% in 1999 to 32% in 2000 piiyndue to lower
packaging costs per shipment as a result of a tiedua the weight of our packaging materiz

Cost of sales revenues. Cost of sales revenues decreased from $0l@miih 1999 to $0.0 in 2000. This decrease waibaitible
to our decision to discontinue selling new DVDsotigh our Web site in 1999.

Gross profit.  Our gross profit increased from $0.6 millionli®99 to $11.0 million in 2000, representing gmpixfit percentages of
13% in 1999 and 31% in 2000. Our gross profit pet@ges increased primarily as a result of the grambur subscription revenues and a
decrease in our direct costs of providing thosesstiftion services.

Operating Expenses

Fulfilment.  Fulfillment expenses increased from $2.4 millin 1999 to $10.2 million in 2000, representing1®% increase. This
increase was attributable primarily to increasethénoverall volume of the activities of our primdulfillment center and an increase in credit
card fees from $0.2 million in 1999 to $1.6 millian2000. As a percentage of subscription reverfuéfdiment expenses decreased from
50% in 1999 to 29% in 2000 primarily due to a comaftion of an increasing revenue base and improveseour fulfillment productivity as
a result of our continuous efforts to refine arréamline our fulfilment operations offset by tmeiease in credit card fees.

Technology and development.Excluding capitalized software development sostir technology and development expenses
increased from $7.4 million in 1999 to $16.8 mitlim 2000, representing a 127% increase. This aserevas primarily the result of our
investment in storing data, handling large increasdraffic on our Web site and maintaining anddifyong our software related to our Web
site, CineMatch technology and our internal-sofeniafrastructure. As a percentage of subscripteamenues, technology and development
expenses decreased from 153% in 1999 to 47% in pAE@rily due to an increase in subscription rexemn

Marketing. Our marketing expenses increased from $14.1 milhat999 to $25.7 million in 2000, representing3®dincrease.
This increase was attributable primarily to oueirified efforts to acquire new subscribers throexfiernal advertising agencies, television
commercials and an increase in the length of @ frial period. As a percentage of subscriptimemees, marketing expenses decreased
from 290% in 1999 to 72% in 2000 primarily due toiacrease in subscription revenues.

General and administrative. Our general and administrative expenses inetetsm $2.0 million in 1999 to $7.0 million in 200
representing a 251% increase. This increase wésugdtble primarily to increases in personnel aaxllity-related costs associated with the
expansion of our business and the $1.3 million obst
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our withdrawn public offering. As a percentage abscription revenues, general and administratiyyepesge decreased from 41% in 1999 to
19% in 2000 primarily due to an increase in sulpsicn revenues.

Stock-based compensation.Our stock-based compensation expense incréasadb4.7 million in 1999 to $8.8 million in 2000,
representing an 86% increase. This increase wésugdtble primarily to charges we recorded reldtedsuing options to employees at
exercise prices below the deemed fair value atitttes of grant. The following table shows the ant®oh stock-based compensation expense
that would have been recorded under the followettggories of operating expenses had stmaded compensation expense not been sep:
stated on the statement of operations:

Year Ended December 31,

1999 2000

(in thousands)

Fulfillment $ 624 $ 2,29¢
Technology and developme 1,141 2,871
Marketing 351 1,88¢
General and administratiy 2,62¢ 1,74¢

$ 474z % 8,80:

Interest and Other Income (Expense),

We had interest and other income, net of $0.2 omilin 1999 and 2000. Interest income increased $6r@ million in 1999 to $1.6
million in 2000 as a result of an increase in owgrall average cash balance during 2000 which wased by the receipt of $50.0 million in
proceeds from the sale of Series E preferred statdrest expense increased from $0.7 million t& $dillion as a result of an increase in
interest bearing debt in 2000.
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Selected Quarterly Operating Results

The following tables set forth unaudited quartestiytement of operations data for the nine quaeteded March 31, 2002 as well as
the percentage of total revenues represented lieeted items. The information for each of thesergua has been prepared on substantially
the same basis as the audited financial statenrattgled elsewhere in this prospectus and, in hisian of management, include all
adjustments, consisting only of normal recurrinfusiinents, except as otherwise indicated, nece$satlye fair presentation of the results of
operations for such periods. This data should ad e conjunction with the audited financial statens and the related notes included
elsewhere in this prospectus. These quarterly tipgreesults are not necessarily indicative of operating results for any future period.

Three Months Ended

March 31, June 30 Sept. 30 Dec. 31 March 31, June 30 Sept. 30 Dec. 31 March 31,
2000 2000 2000 2000 2001 2001 2001 2001 2002

(in thousands)

Revenues:
Subscription $ 5,17¢ $ 7,147 $ 10,182 $13,39] $ 17,057 $17,39: $ 18,44« $21,36: $ 30,06¢
Sales — — — — — 967 434 25€ 45¢
Total revenues 5,17¢ 7,143 10,18: 13,39 17,057 18,35¢ 18,87¢ 21,61¢ 30,527
Cost of revenues:
Subscriptior 3,12¢ 5,15( 7,21 9,37( 18,17: 10,77¢ 9,661 10,46¢ 14,87:
Sales — — — — — 44¢ 17€ 197 28¢
Total cost of revenues 3,12¢ 5,15( 7,21z 9,37( 18,17: 11,22: 9,84: 10,66¢ 15,15¢
Gross profit 2,04¢ 1,997 2,96¢ 4,021 (1,120) 7,131 9,03t 10,95: 15,36¢
Operating expenses:
Fulfillment 1,82¢ 2,471 2,36¢ 3,57¢ 3,61z 3,58¢ 3,28¢ 2,961 4,15¢
Technology and developme 3,24¢ 3,95¢ 4,041 5,57¢ 5,47¢ 4,89¢ 4,46° 2,901 3,181
Marketing 6,122 5,63¢ 6,61¢ 7,35( 6,65: 4,09(C 3,44¢ 6,84¢ 7,93¢
General and administrative 764 1,761 1,862 2,60z 1,51¢ 1,031 1,002 1,11C 1,30¢
Restructuring charge — — — — — — 671 — —
Stock-based compensation 1,962 2,53( 2,07z 2,231 2,04: 1,43¢ 1,22( 987 2,84(
Total operating expense 13,92( 16,36¢ 16,96! 21,34: 19,297 15,04: 14,08 14,80¢ 19,42
Operating loss (11,879 (14,369 (13,999 (17,32) (20,417 (7,905 (5,049 (3,85€) (4,059
Interest and other income (expens
net (102) 30z 21C (216) (182) (96) (505) (609) (454)
Net loss $ (11,97¢) $(14,067) $(13,787) $(17,53¢) $ (20,599 $ (8,007) $ (5,559 $ (4,46%) $ (4,509
— — — — — — — — —
Other Data:
EBITDA ™) (unaudited) $ (6249 $ (7,360 $ (6179 $(8,390 $ (3,600 $ (131 $ 612 $ 1,407 $ 3,58
Adjusted EBITDA®
(unaudited) ©859 (11,119  (10,63) (13,25 8,019 ® 3419 @ (1,629 @ (664 @ 66€
Number of subscribers
(unaudited) 15€ 194 23¢ 292 302 30€ 334 45€ 602

(1) EBITDA consists of operating loss before depreomtamortization of intangible assets, amortizabd®VD library, non-cash charges for equity instients granted to non-
employees, gains or losses on disposal of assdtstack-based compensation. EBITDA provides anradtieve measure of cash flow from operations. Yioousd not consider
EBITDA as a substitute for operating loss, as aicator of our operating performance or as an dtive to cash flows from operating activities aneasure of liquidity. We may
calculate EBITDA differently from other companit

(2) Adjusted EBITDA consists of EBITDA less amortizatiof DVD library. Adjusted EBITDA provides an altetive measure of cash flow from operations. Yoausth not consider
Adjusted EBITDA as a substitute for operating I@san indicator of our operating performance araalternative to cash flows from operating atiggi as a measure of liquidity.
We may calculate Adjusted EBITDA differently fronther companies

(3) Adjusted EBITDA for each quarter in 2001 has beeorfhalized” to reflect DVD library amortization #sa one-year amortizable life had been used beggas of January 1, 2000
instead of January 1, 2001. As more fully discussedote 1 to the Notes to Financial Statements]amuary 1, 2001, we revised our DVD library anzation policy from an
accelerated method using a tt-year life to the same accelerated method over -year life.
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Three Months Ended

March 31, June 30 Sept. 30 Dec. 31 March 31, June 30 Sept. 30 Dec. 31 March 31,
2000 2000 2000 2000 2001 2001 2001 2001 2002
Revenues:
Subscriptior 10C% 10C% 10C% 10C% 10C% 95% 98% 99% 98%
Sales 0 0 0 0 0 5 2 1 2
Total revenues 10C 10C 10C 10C 10C 10C 10C 10C 10C
Cost of revenues:
Subscriptior 60 72 71 70 107 59 51 48 49
Sales 0 0 0 0 0 2 1 1 1
Total cost of revenues 60 72 71 70 107 61 52 49 50
Gross profit 40 28 29 30 @) 39 48 51 50
Total operating expenses 26¢ 22¢ 16€ 15¢ 1132 82 75 69 64
Operating loss (229 (201) (237 (229 (120C) (43) 27) (18) (24
Interest and other expense, (%) 4 2 (%) Q) Q) (%) ?3) Q)
Net loss (23)% (197)% (135% (13)% (121)% (44)% (29% (21)% (15)%
— — — — — — — — —

Subscription Revenues

The increase in total subscription revenues fogadirters presented was caused by increases muthieer of our paying subscribers.
We believe the number of paying subscribers ine@ésr several reasons including the unrivalleéa@n offered by our subscription
service, consistently high levels of customer fatison, the rapid consumer adoption of DVD playems our increasingly effective market
programs.

Cost of Subscription Revenues

On January 1, 2001, we revised the estimated fitiplibrary from three years to one year. Amatian expense for the quarter
ended March 31, 2001 includes an increase in apatidn caused by the effect of revising the lifeof library. The decrease in DVD
amortization expense as a percentage of subserigieenues between the quarter ended March 31, &@D1he quarter ended June 30, 2001
is caused primarily by a decrease in the amortizabst of our library.

Technology and Development

The decrease between the quarter ended Septemi28@0and the quarter ended December 31, 200taveed by decreases in
personnel costs as a result of employees termirgatedpart of our restructuring during the quagteted September 30, 2001.

Marketing

The decrease during each of the three quarterggueést to the fourth quarter of 2000 is due toisgddack our free trial offers
during the first two quarters of 2001. The incremsmarketing expense in the fourth quarter of 268Llts from an increase in the number of
free trials offered to new subscribers as wellragarease in the expense we incurred for pay-&fgpmance subscriber referral programs.

General and Administrative

The decrease between the quarter ended Decemh2d(@1and the quarter ended March 31, 2001 wagddnsexpenses incurred
in relation to our withdrawn initial public offerinthat were expensed during the quarter ended Desre®i, 2000.
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Liquidity and Capital Resources

We have financed our operations primarily with $61million raised through private sales of our commnand preferred equity
securities and subordinated promissory notes. Adasth 31, 2002, we had cash and cash equivalé®E507 million.

We expect to devote substantial resources to ammtion expand our subscriber base, expand ouryiboameet subscriber demand,
automate our fulfillment operations and maintaid anhance the systems necessary to support outtgraithough we anticipate that our
current cash and cash equivalents and cash flowhjding the net proceeds from this offering, vl sufficient to fund our activities for at
least the next 12 months and the foreseeable fuligeannot assure you that we will not be requicegse the proceeds from this offering,
obtain additional financing within this time periodthat additional financing, if needed, will beadable on terms acceptable to us, or at all.
In addition, although there are no present undedstgs, commitments or agreements with respeatycaquisition of other businesses,
products or technologies, we may, from time to tienaluate acquisitions of other businesses, ptedutd technologies. If we are unable to
raise additional equity or debt financing, if andem needed, we could be forced to significantlyailiour operations.

In July 2001, we issued subordinated promissorgsiahd warrants to purchase 6,818,947 shares abounon stock at an exercise
price of $3.00 per share for net proceeds of $&fliBn. We allocated $10.9 million of the proceddshe warrants and recorded it as
additional paid-in capital and $1.9 million to thetes payable. The resulting discount of $11.lionills being accreted to interest expense
using an effective annual interest rate of 21%. €llnordinated promissory notes accrue intereststdtad rate of 10% per year compounded
annually. The subordinated notes and all accruedast are due and payable upon the earlier tor@fcluly 10, 2011 or the completion of
this offering. As a result, upon completion of thffering, the remaining unamortized discount Ww#l recorded as an expense in the period of
the offering.

At March 31, 2002, we had redeemable convertibéégored stock with a redemption value of $101.7ioml The holders of this
redeemable convertible preferred stock have thiempd redeem their shares for cash during a 60paaiypd commencing June 12, 2004. The
redeemable convertible preferred stock will autacadlyy convert to common stock upon the closinghi$ offering. Upon such conversion,
the redemption right will terminate.

At March 31, 2002, we had a note payable to Ligh#eoCapital Partners Il, L.P. secured by substinéith of our assets with an
unpaid balance of $1.0 million. The note payabldus in monthly principal installments of $0.2 naifi plus interest through September,
2002.

At March 31, 2002, our current liabilities exceedent current assets by $9.5 million, and we hatt cd$15.7 million, accounts
payable of $16.3 million and accrued expenses gf fdllion. At March 31, 2002 we also had commitrizeto make payments on capital
leases and operating leases of approximately $Bliémduring the remainder of 2002, $4.0 milliam 2003, $2.9 million in 2004 and $1.5
million in 2005. Our working capital deficiency himereased from $6.7 million at December 31, 2@0$9.5 million at March 31, 2002.
Deferred revenues of $4.9 million at December ®D12and $6.3 million at March 31, 2002 are includethe determination of our working
capital deficiency. These amounts represent caldcted in advance of revenue recognition and moll result in cash outflows. Excluding
deferred revenues, our working capital deficienag\®1.7 million at December 31, 2001 and $3.3 onilit March 31, 2002. The increase in
our working capital deficiency was caused primabijyour decision to spend approximately $6.2 nillio the three months ended March 31,
2002 for the acquisition of titles for our libramtithout taking into account the net proceeds ftbim offering, we currently anticipate that
working capital deficiency will not increase foetforeseeable future.

38



Cash Flows

Net cash used in operating activities was $16.5aniin 1999 and $22.7 million in 2000. Net casbyded by operating activities
was $4.8 million in 2001. Cash used in operatingdies in 1999 was primarily attributable to athess of $29.8 million, partially offset by
deferred compensation expense, depreciation andiaatmn expense, non-cash interest expense,deegein accounts payable, accrued
expenses, and deferred revenue. Cash used iniogeaativities in 2000 was primarily attributabted net loss of $57.4 million and an
increase in prepaid and other current assetsapaniffset by deferred compensation expense, aidien and amortization expense, non-
cash interest expenses, increases in accountslpagabrued expenses and deferred revenue. Caglguidy operating activities in 2001
was primarily attributable to an increase in revesraidecrease in operating expenses and an inéneaseounts payable.

Net cash used in investing activities was $19.Tionilin 1999, $25.0 million in 2000 and $12.7 natiin 2001. Net cash used in
investing activities in 1999 was primarily attribbte to our acquisition of titles for our DVD libbiga short-term investments and property and
equipment. Net cash used in investing activitie3dA0 was primarily attributable to our acquisitwfrtitles for our library and property and
equipment, partially offset by proceeds from thie sd short-term investments. Net cash used indting activities in 2001 was primarily
attributable to our acquisition of titles for oisrary and property and equipment. The 63% decreasash used to acquire DVDs in 2001
from 2000, primarily reflects the reduced cash nexuents to acquire DVDs under our revenue shagrgements. While DVD acquisition
expenditures are classified as cash flows fromgting activities you may wish to consider theseethgr with cash flows from operating
activities.

Net cash provided by financing activities was agpmately $49.4 million in 1999, $48.4 million in @0 and $9.1 million in 2001.
Net cash provided by financing activities in 199&swprimarily attributable to proceeds from the sdleur Series C and Series D Convert|
Preferred Stock and from a note payable, partafiyet by payments on a note payable and capaaklebligations. Net cash provided by
financing activities in 2000 was primarily attrilable to proceeds from the sale of our Series E €uilwe Preferred Stock, partially offset by
payments on notes payable and capital lease obligatNet cash provided by financing activitie001 was primarily attributable to
proceeds from the sale of common stock warrantssahdrdinated promissory notes, partially offsepayments on notes payable and caj
lease obligations.

General Economic Trends, Quarterly Results of Opergons and Seasonality

We anticipate that our business will be affectedjbyeral economic and other consumer trends. Qainégs may be subject to
fluctuations in future operating periods due tadety of factors, many of which are outside of oantrol. For example, we believe that sales
of DVD players have affected the growth of new suib&rs. To date, there has been a distinct sehpatiarn to the sale of DVD players
which accelerates during the Christmas holidayaeas

Recent Accounting Pronouncements

In June 2001, the FASB issued SFAS No. Blisiness Combination®r SFAS No. 141. The standard concludes thdtueiness
combinations within the scope of the statementvélaccounted for using the purchase method. Rrglyicthe pooling-of-interests method
was required whenever certain criteria were metabBse those criteria did not distinguish econorhiatitsimilar transactions, similar
business combinations were accounted for usingrdifft methods that produced dramatically diffefier@incial statement results. SFAS No.
141 no longer permits the use of pooling-of-intermethod of accounting. In addition, the statenads requires separate recognition of
intangible assets apart from goodwill if they meee of two criteria: the contractual-legal criterior the separability criterion. SFAS No. 141
also requires the disclosure of the primary reagmna business combination and the allocatiorhefgurchase price paid to the assets
acquired and liabilities assumed by major balahesscaption. The provisions of SFAS No. 141 applgll business combinations initiated
after June 30, 2001. The adoption of this standaltchot impact our financial statements.
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In June 2001, the FASB also issued SFAS No. G&ddwill and Other Intangible Assetsr SFAS No. 142. It addressed how
intangible assets that are acquired individuallyithin a group of assets (but not those acquinea business combination) should be
accounted for in the financial statements uporr theguisition. SFAS No. 142 adopts a more aggregate of goodwill and bases the
accounting on the units of the combined entity imtoch an acquired entity is aggregated. SFAS M@&.dlso prescribes that goodwill and
intangible assets that have indefinite useful lwdbnot be amortized but rather tested at leastually for impairment. Intangible assets that
have definite lives will continue to be amortizeceotheir useful lives, but no longer with the doamt of the 40-year ceiling. SFAS No. 142
provides specific guidance for the testing of gottidar impairment, which may require reeasurement of the fair value of the reporting.!
Additional ongoing financial statement disclosuaes also required. The provisions of the stateraentequired to be applied starting with
fiscal years beginning after December 15, 2001. statement is required to be applied at the beginaf the fiscal year and applied to all
goodwill and other intangible assets recognizeithénfinancials at that date. Impairment lossed@le reported as resulting from a change in
accounting principle. We implemented SFAS No. 1dgibning January 1, 2002. The adoption of thisdaash will not impact our financial
statements.

In August 2001, the FASB issued SFAS No. 14dcounting for the Impairment or Disposal of Lonigdd Assetsor SFAS No.
144, It supersedes SFAS No. 1Atcounting for Impairment of Long-Lived Assets ford_ong-Lived Assets to be Disposed afid APB
Opinion No. 30Reporting the Effects of Disposal of a SegmentRiiginess It establishes a single account model based tippframework
of SFAS No. 121. It removes goodwill and intangibsets from its scope. It describes a probahilgighted cash flow estimation approach
to deal with certain situations. It also establgshéprimary asset” approach to determine the 8ashestimation period for a group of assets
and liabilities that represents the unit of accownfor a long-lived asset to be held and used. frogisions of SFAS 144 are effective for
fiscal years beginning after December 15, 2001. adaption of this standard will not impact our ficzl statements.

Qualitative and Quantitative Disclosures about Marlet Risk

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

We are the largest online entertainment subscrig@vice in the United States providing more t6@8,000 subscribers access to a
comprehensive library of more than 11,500 movikevision and other filmed entertainment titles. Gtandard subscription plan allows
subscribers to have three titles out at the same with no due dates, late fees or shipping chamye®l19.95 per month. Subscribers can view
as many titles as they want in a month. Subscribelet titles at our Web sife@ww.netflix.comgided by our proprietary CineMatch
technology, receive them on DVD by firdiass mail and return them to us at their conver@iersing our prepaid mailers. Once a title has
returned, we mail the next available title in asariber’'s queue.

Our subscription service has grown rapidly sinsdatinch in September 1999. We believe our growthteen driven primarily by
our unrivalled selection, consistently high level€ustomer satisfaction, rapid consumer adoptfdd\¢D players and our increasingly
effective marketing programs. In the San FrancBay area, where we have one- or two-day delivegygraximately 2.8% of all households
subscribe to Netflix.

Our proprietary CineMatch technology enables us¢ate a customized store for each subscribercagerterate personalized
recommendations which effectively merchandize aumgrehensive library of titles. We provide morenti® million personal
recommendations daily. In April 2002, more thar0DD, of our more than 11,500 titles were selectedurysubscribers. In comparison, most
entertainment service providers merchandize a wesedection of box office hits. A national videmtal chain generates nearly 70% of its
rental revenues from new releases. We generatexpmately 70% of our activity from back catalogitées. We believe that our CineMatch
technology, based on proprietary algorithms andrtbhee than 150 million movie ratings we have caéedrom our users during the past two
years, enables us to build deep subscriber rekttipa and maintain a high level of library utilimst.

We market our service to consumers primarily thfopgy-for-performance marketing programs, includingine promotions,
advertising insertions with most leading DVD playeanufacturers and promotions with electronics\addo software retailers. These
programs encourage consumers to subscribe to nacs@nd include a free trial period of typicall¢ days. At the end of the trial period,
subscribers are automatically enrolled as payimga&ibers, unless they cancel their subscriptigopréximately 90% of trial subscribers
become paying subscribers. All paying subscribezsdled monthly in advance by credit card.

We stock almost every title available on DVD, exithg mature and adult content. We have establistehue sharing relationshi
with more than 50 studios and distributors. Thesgtionships provide us access to titles on teitinactive to us. We also purchase titles
directly from studios, distributors and independamtducers.

We are focused on rapidly growing our subscribeekand revenues and utilizing our proprietary teldgy to minimize operating
costs. Our technology is extensively employed toaga and integrate our business, including our ¥itelinterface, order processing,
fulfillment operations and customer service. Weeha that our technology also allows us to maxinaigelibrary utilization and to run our
fulfillment operations in a flexible manner with miinal capital requirements.

We currently provide titles to our subscribers dvilbonly. However, we continue to monitor additioni@livery technologies and,
when appropriate, believe that we are well-posétto offer digital distribution and additional tkelry options to our subscribers.

Industry Overview

Filmed entertainment is distributed broadly throagbariety of distribution channels. Out-of-homstdbution channels include
movie theaters, airlines and hotels. In-home distion channels include home
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video rental and retail outlets, cable and sagetétevision, pay-per-view, video-on-demand, or VV@Bd broadcast television. Currently,
studios distribute their filmed entertainment coi@pproximately six months after theatrical reéetiisthe home video market, seven to nine
months to pay-per-view and VOD, one year to sé¢edind cable and two to three years to basic @filesyndicated networks.

In-Home Filmed Entertainment Market

Domestic consumer expenditures for in-home filmegkeainment reached $29 billion in 2001 and atgegted to grow to $41
billion in 2006, according to Adams Media Reseaiidfis market is vital to studios. Consumer spendingn-home filmed entertainment was
more than three times the $8.4 billion consumeentpt theaters in 2001, according to Adams MeéiseBrch.

Consumer rentals and purchases of VHS and DV»titte the largest source of domestic consumer expegs on in-home filmed
entertainment, representing approximately $20/®hilor 71% of the market in 2001, according toeftts Media Research. Video rental
outlet inventory is generally heavily weighted todaew releases to satisfy current consumer demeandrated by heavy advertising and
promotional spending by the studios.

Consumers access subscriptlmased services, such as HBO or Showtime, primtdmiyugh cable or satellite providers. Accordin
Adams Media Research, subscription delivered cagehe second largest source of domestic conserpnditures on in-home filmed
entertainment, representing approximately $7.70billor 27% of the market in 2001. The National Ieakelevision Association estimates
that the number of available programming networks grown from 82 in 1991 to 231 in 2001.

Pay-per-view and VOD currently represent the srelegment of the market. We believe that consselection is generally
limited to less than 100 titles. Limited title setien may contribute to the relatively small siZagle pay-per-view and VOD markets. The
market for pay-per-view and near-VOD was $726 onllin 2001, representing less than 3% of the inénéilmed entertainment market, and
is expected to grow to $1.3 billion in 2006, acéogko Adams Media Research. The market for cal@®Wvas $30 million in 2001,
representing less than 1% of the in-home filme@mrainment market, and is expected to grow to $illidn in 2006, according to Adams
Media Research.

Consumer Transition to DVD

The home video segment of the in-home filmed eaitemient market is undergoing a rapid technologysiteon away from VHS to
DVD. We believe this transition is analogous to shét in the music industry from audio cassettesdmpact discs that resulted in significant
additional demand for both new releases and batkocpie inventory. Specifically, the music indudtgnefited from consumers replacing
their old library of audio cassettes with highealiy compact discs. We believe the home video saris likely to see a similar trend as
consumers rediscover back catalogue titles on higiality DVDs.

The DVD player is the fastest selling consumerteteics device in history, according to DVD Entartaent Group. At year-end
2001, there were 25 million U.S. television houddbavith a standalone set-top DVD player, repraagr23% of U.S. television households.
The number of homes with a standalone set-top DMpep increased 91% in 2001, according to AdamsidMB@search. In September 2001,
DVD player shipments outpaced VCR shipments foffitise time in history, and this trend continuedaihghout the remainder of 2001. The
number of U.S. households with a DVD player is etpé to grow to 69 million by the end of 2006, esg@nting approximately 62% of U.S.
television households in 2006, according to Adaneslid Research.

Every major domestic movie studio supports the Dginat. DVD rentals reached $2.3 billion in 200p,142% from 2000 and are
expected to account for more than 50% of videcalaetvenue by 2004, up
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from 7% in 2000, according to Adams Media Reseandh believe this projected growth in DVD rentaleaue is the direct result of
consumer adoption of the DVD.

Challenges Faced by Consumers in Selecting In-Héilmeed Entertainment

The proliferation of new releases available fohome filmed entertainment combined with the addaiademand for back catalogue
tittes on DVD create two primary challenges for somers in selecting titles.

Despite the large number of titles, consumers éadkep selection of titles from existing subsaviptthannels and traditional video
rental outlets. Subscription channels, such as B®OShowtime, and pay-per-view services currerffyr@ narrow selection of titles at
specified times due to programming schedule coinssrand technological issues relating to chanaphcity. Traditional video rental outlets
primarily focus on offering new releases and deViotéed space to display and stock back cataldiles.

Even when consumers have access to the vast naititkes available, they generally have limitedans to effectively sort through
the titles. In 2001, over 725 domestic and fordilns were rated for theatrical release in the BaiStates and over 5,400 new releases and
back-catalogue titles, excluding adult titles, weskeased on DVD. In addition, consumers are fag#d 231 network shows covering
126 hours of weekly television viewing. We belieng CineMatch technology provides our subscribleestbols to select titles within the vi
array of options that appeal to their individuaferences.

Competitive Strengths
We believe that our revenue and subscriber grovglaaesult of the following competitive strengths:

Comprehensive Library of Titles. We have developed strategic relationships teihstudios and distributors, enabling us to
establish and maintain a broad and deep selectitithes. Since our service is available nationallie believe that we can
economically acquire and provide subscribers ad@oaelection of titles than video rental outletdeo retailers, subscription
channels, pay-per-view and VOD services. We cuyeriter virtually every title available from theare than 50 studios and
distributors from whom we acquire titles. To maxdmiur selection of titles, we continuously add lyawleased titles to our
library. Our library contains numerous copies opplar new releases, as well as the many titlesapéal to more select
audiences

Personalized Merchandizin  We utilize our proprietary CineMatch technoldgycreate a custom interface for each
subscriber to effectively merchandize our librdwgers rate titles on our Web site, and our CineMétchnology compares
these ratings against the database of ratingscteflédrom our entire user base. For each visit@sé comparisons are used to
make predictions about specific titles the visittay enjoy. These predictions are used to merchartitlizs to visitors
throughout the Web site. We believe that CineMatétws us to create demand for our entire librargt naximize utilization
of each title. Although we offer a complete selectdf new releases, many subscriber selections@reback catalogue titles.
In April 2002, subscribers selected more than 10 @0our more than 11,500 titles, representing ntioaa 95% of all titles in
our library. We believe that as the number of arseribers and ratings database grows, CineMatitihevable to more
accurately predict individual preferenc

Scalable Business Model. We believe that we have a scalable, low-cosirn@ss model designed to maximize our revenues
and minimize our costs. Subscribers’ prepaid mgnthtdit card payments and the recurring natur@iofsubscription business
provide working capital benefits and significananéerm revenue visibility. In order to manage andtain subscriber
acquisition costs, we primarily utilize pay-for-fmmance marketing programs with online affiliatesl others and use logos
inserts in DVD player boxes. We have entered iat@nue sharing agreements with studios and distribto lower our upfroi
cash payments which enhance
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ability to expand the depth and breadth of ourlifpr Our library remains active beyond the newasdewindow. In April 2002,
approximately 73% of the titles we delivered weamnf our back catalogue. Our scalable infrastrucamet online interface
eliminate the need for expensive retail outlets ali@v us to service our large and expanding sulbscbase from a series of
low-cost regional distribution centers. We emplemporary, hourly and part-time workers to contaipor costs and provide
maximum operating flexibility. Finally, we have ladelivery costs through the use of standard fietmail to ship and return
titles to and from subscribers.

Convenience, Selection and DeliverySubscribers can conveniently select titles iijding and modifying a personalized
queue of titles on our Web site. We create a unayperience for subscribers because most pagesrdfeb site are tailored
individual selection and ratings history. Under standard service, subscribers can have three titleat the same time with
due dates or late fees. Once selected, titleseate® subscribers by first-class mail and returieeds in pre-paid mailers. Upon
receipt of returned titles, we automatically maibscribers the next available title in their quetiselected titles

Growth Strategy

Our strategy to provide a premier filmed entertantrsubscription service to our large and growoyal subscriber base includes
the following key elements:

Providing a Compelling Value Proposition for Subbers. We provide subscribers access to our comprérelisrary with
no due dates, late fees or shipping charges fiaied fmonthly fee. We merchandize titles in easketmgnize lists including ne
releases, genres and other targeted categoriexdDuenient, easy to use Web site allows subserifoequickly select current
titles, reserve upcoming releases and build arwviddal queue for future viewing using our proprigtpersonalization
technology. Our CineMatch technology provides stibecs with recommendations of titles from our ¢ibr. We quickly
deliver titles to subscribers from our regionatwsition centers by standard fi-class mail

Utilizing Technology to Enhance Subscriber Exparéeand Operate Efficiently We utilize proprietary technology developed
in-house to manage the processing and distribwionore than 100,000 DVDs per day from our disthidru centers. Our
software automates the process of tracking andngtitles to and from each of our distribution texs and allocates order
responsibilities among them. We continuously maniest and seek to improve the efficiency of astribution, processing

and inventory management systems as our subsb@serand shipping volume grows. We recently beganating low-cost
regional distribution centers throughout the Uniftdtes to reduce delivery time and increase ltuélization. See “—
Fulfillment Operations” on page 47. We believe tstadrter delivery time will result in improved coster acquisition, retention
and satisfactior

Building Mutually Beneficial Relationships with Fiéd Entertainment Provide. We have entered into revenue sharing
agreements with studios that lower our upfront ebstcquiring titles, minimize our inventory riskdincrease the depth and
breadth of our library. Our growing subscriber bpsvides studios with an additional distributiantlet for popular movies ai
television series, as well as niche titles and @os. Through our growing subscriber and ratingaliese, we also help studios
reach targeted audiences to promote new theatnchhome video releas¢

Implementing Digital Delivery We continuously monitor the development of &ddal digital distribution technologies.
Historically, new technologies, including the VCRdamore recently the DVD player, have led to thesation of additional
distribution channels for filmed entertainment. Weend to utilize our strong relationships with gtadios to obtain rights to
acquire and deliver filmed entertainment througlerging digital distribution platforms as they be@eatonomically,
commercially and technologically viable for thos#yscribers who prefer digital distributic
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Our Web Site—www.netflix.com

We have applied substantial resources to plan,loewed maintain proprietary technology to impletrie features of our Web si
such as subscription account signup and managepemspnalized movie merchandising, inventory opéation and customer support. Our
software is written in a variety of languages amalsron industry standard platforms.

Our CineMatch technology uses proprietary algorghmcompare subscriber movie preferences witrepeates of other users
contained in our database. This technology enaldes provide personalized predictions and mowemanendations unique to each
subscriber.

We believe our dynamic store software optimizessstiber satisfaction and the management of ouaribby integrating CineMatch
predictions, subscribers’ current queues and vigwistories, inventory levels and other factordetermine which movies to merchandise to
each subscriber.

Our proprietary movie search engine indexes owrestve library by title, actor, director and produyand sorts them by genre into
collections.

Our account signup and management tools providdscsiber interface familiar to online shoppers. ¥ge a real-time postal
address validator to help our subscribers enteecbpostal addresses and to determine the adalifpmstal address fields required to assure
speedy and accurate delivery. We use an onlinet@&dl authorization service to help our subsestavoid typographic errors in their credit
card entries. These features help prevent fraudsabscriber disappointment resulting from failu@itiate a trial.

Throughout our Web site, we have extensive measameand testing capabilities, allowing us to cambinsly optimize our Web site
according to our needs as well as those of ourcsiltiess. We use random control testing extensively.

Our Web site is run on hardware and software catimtat a service provider offering reliable netaoonnections, power, air
conditioning and other essential infrastructure. Mamage the Web site 24 hours a day, seven dagela We utilize a variety of proprietary
software, freely available tools and commerciallpported tools, integrated in a system designedpimlly and precisely diagnose and
recover from failures. Many of our Web site systemmesredundant, including most of the networkingihere and the Web servers. We
conduct upgrades and installations of softwarermaaner designed to minimize disruptions to ousstibers.

Merchandizing

The key to our merchandizing efforts is the persos@ommendations generated by our CineMatch tdolggoAll subscribers and
site visitors are given many opportunities to tétes. Based on the ratings we collect, we are #&bldetermine how a particular subscriber
will likely feel about other titles in our libraryVe can also generate “average” ratings for titles.

CineMatch ratings also determine which titles aspldyed to a subscriber and in which order. Fangple, a list of new releases
may be ranked by user preference rather than bgseldate, allowing subscribers to quickly finldsithey are more likely to enjoy. Ratings
also determine which titles are featured in leagkepaositions on our Web site to increase custoatésfaction and selection activity. Finally,
CineMatch data is used to generate lists of sintilais, which has proved to be a powerful methmdchtalogue browsing. Subscribers often
start from a familiar title and use our CineMatdmifars to find other titles they may enjoy.

Recommendations are available to anyone who hed tities on our Web site, whether or not theyaaseibscriber. By aggregating
the ratings of our subscribers and other visitees have built what we believe to be the world'g&sat personal movie ratings database,
containing more than 150 million ratings.
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We also provide our subscribers with decision suppformation about each title in our library. hinformation includes:

factual data, including length, rating, cast arelcrspecial DVD features and screen forn

editorial perspective, including plot synopses, radkailers and reviews written by our editors &ydther Netflix subscribers;
and

CineMatch data, including personal rating, averagi@g and other similar titles the subscriber raajoy

Marketing

We have multiple marketing channels through whiehattract subscribers to our service. We competisatmajority of our chann
partners on a pay-for-performance basis. We belieaeour paid marketing efforts are significarglyhanced by the benefits of word-of-
mouth advertising, our subscriber referrals andamtive public relations program. Approximately 30%our subscribers are referrals from
existing subscribers or come from other unpaid mi@mg channels. We believe that improvements we ma&de to the subscriber experience
have enhanced our subscriber acquisition effanta. $imple random sample conducted in March 2082.cximately 88% of respondents s
they would be likely to recommend our service faend. We focus our paid marketing efforts on fibldlowing channels:

Online Advertising

Online advertising is our largest paid source af sebscribers. We advertise our service onlineutjhanass e-mails, banner ads,
pop-over advertisements, pop-under advertisemewt®a popular Web portals and other Web sitesdtit@n, we make available Web-
based banner ads and other advertisements thdiptnities may retrieve on a self-assisted basis fror Web site and place on their Web
sites. Brokers may also retrieve advertisements fue or our Web site to place with third partielsir@ parties can generally terminate their
online marketing relationship with us at any tir@& occasion, we enter into short-term online méamgetelationships. We do not rely on any
third party for a significant portion of our subibar referrals. Third parties that place our adserhents and generate online subscriber
referrals are generally paid a cash bounty for satiscriber referred to us, with no minimum or maxin amounts for which we are liable.
Subscribers referred to us through our affiliategpam are tracked by an independent third party.

DVD Player Manufacturer

We have agreements with leading DVD player manufacs requiring them to place a Netflix insert desDVD player boxes that
describes our service and offers a free trial. i@sgrt advertisements were placed in approximatéds of all standalone set-top DVD player
boxes sold in the United States in 2001. Our DVaypt manufacturer and reseller relationships irelise with Apex Digital, JVC
Corporation of America, Panasonic Consumer Eleateo@ompany, Philips Consumer Electronics, RCA, 8arg, Sanyo-Fisher, Sharp,
Sony Electronics and Toshiba.

Other Channels

We also work with a number of other channels oogportunistic basis. We have a relationship witbaaing consumer electronics
and video retailer, which uses point-of-sale materand stickers on product packaging to promotflikle its stores.

Content Acquisition

We have entered into revenue sharing arrangematitsnere than 50 studios and distributors. Therayeanents cover six of the top
eight studios, including Buena Vista Home Video|u@ubia TriStar Home
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Entertainment, Dreamworks International Distribnti@wentieth Century Fox Home Entertainment, UrseéStudios Home Video and
Warner Home Video. Under these agreements we ggnebdain titles for a low initial cost in exchaador a commitment to share a
percentage of our subscription revenues for a ddfperiod of time. After the revenue sharing pesggires for a title, the agreements
generally grant us the right to acquire for a misifiee a percentage of the units for retentiorate by us. The balance of the units are
destroyed or returned to the originating studice Pphincipal terms of each agreement are similaiture but are generally unique to each
studio. In addition to revenue sharing agreemeawtsalso purchase titles from various studios asttidutors, including Paramount and
MGM, and other suppliers, including Ingram Entertaéent, Inc. and Video Product Distributors, on echase order basis. In 2001, we
acquired approximately 80% of our DVDs through mwenue sharing arrangements.

Fulfilment Operations

We currently stock more than 11,500 titles on nthes 3.3 million DVDs. During April 2002, we shipbéo and received from
subscribers more than 5.8 million DVDs. We haveliagpsubstantial resources developing, maintaiming testing the proprietary technolc
that helps us manage the fulfillment of individoadlers and the integration of our Web site, tratisa@rocessing systems, fulfillment
operations, inventory levels and coordination af distribution centers.

Our primary distribution center is housed in a 80,8quare foot facility in San Jose, Californiaattdition, we operate several
regional distribution centers. We currently argppimg DVDs to subscribers from eight regional dlisttion centers located in Santa Ana,
California, Worcester, Massachusetts, Tacoma, Wgsbm, Houston, Texas, Minneapolis, Minnesota, BylGeorgia, Flushing, New York
and Denver, Colorado. We began processing DVDsitfir@ur regional distribution centers in Januar@20our of the regional distribution
centers are processing DVD returns from approxim&®@% or more of the subscribers within the regiortended to be serviced by these
centers. The other four centers are processing BBfilns from approximately 50% of the subscribeithiw the regions intended to be
serviced by them. We plan to open a few additioegional distribution centers in 2002 dependindgt@nsuccess of our recently opened
distribution centers. We estimate the set-up cbatregional center to be approximately $60,000.B8&eve that we can ship approximately
500,000 DVDs per day from our San Jose distributiemtier and an average of approximately 50,00Giaddl DVDs per day from each of
our regional distribution centers.

We believe our regional distribution centers allesvto improve the subscription experience for nan-Brancisco Bay area
subscribers by shortening the transit time forDWDs in the U.S. Postal Service. Based on perfooeatandards established by the U.S.
Postal Service for its postal zones, we expecttalide to provide one- or two-day delivery sertiwat least 90% of the U.S. population by
the second half of 2002.

Customer Service

We believe that our ability to establish and maimtang-term relationships with subscribers depeidpart, on the strength of our
customer support and service operations. We engewmad utilize frequent communication with and fesak from our subscribers in order
continually improve our Web site and our servicar @ustomer service center is open seven days k. Wée utilize email to proactively
correspond with subscribers. We also offer phomget for subscribers who prefer to talk directlghna customer service representative.
focus on eliminating the causes of customer supgadid and automating certain self-service featoresur Web site, such as the ability to
report and correct most shipping problems. Curyemte support over 10,000 subscribers per cust@umgport representative. Our customer
service operations are housed in our San Josdoédi facility.

Competition

The market for in-home filmed entertainment is irsely competitive and subject to rapid change. Mamsumers maintain
simultaneous relationships with multiple in-homengd entertainment providers and
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can easily shift spending from one provider to hantFor example, consumers may subscribe to H&@,ar DVD from Blockbuster, buy a
DVD from Wal-Mart and subscribe to Netflix, or soro@mbination thereof, all in the same month.

Video rental outlets and retailers against whontampete include Blockbuster Video, Hollywood Eraérinent, Amazon.com,
Wal-Mart and Best Buy. We believe that we compete #itse video rental outlets and movie retailers arilyion the basis of title selectic
convenience and price. We believe that our scalaldiness model and our subscription service withdndelivery and access to our
comprehensive library competes favorably agaislitional video rental outlets.

We also compete against online DVD sites, sucheagrRydvd.com and dvdovernight, subscription enitemant services, such as
HBO and Showtime, pay-per-view and VOD providerd aable and satellite providers. We believe weasite to provide greater subscriber
satisfaction due to the broader and deeper sefectititles we are able to offer subscribers, duilits to personalize our library to each
subscriber based on the subscriber’s selectionrigigbersonal ratings and the tastes and prefesesfcgmilar users through our CineMatch
technology and extensive database of user prefeseantd the ease by which subscribers are abldettt s@d return titles.

VOD has received considerable media attention. \/©mbw widely deployed in most major hotels, and &arly deployments in
many major cable systems. Within a few years, wiewe VOD will become widely available to digitahlsle and satellite subscribers. VOD
carries as many titles as can be effectively mevdtzad on a set-top box platform, which we belitvbe generally up to 100 recent releases,
plus adult content. For consumers who primarily ttha latest big releases, VOD may be a conveudistiibution channel. We believe that
our strategy of developing a large and growing etibsr base and our ability to personalize oumlifprto each subscriber by leveraging our
extensive database of user preferences positiofas/asably to provide digital distribution of filndeentertainment as that market develops.

Employees

As of March 31, 2002, we had 260 full-time emplaye@f these full-time employees, 160 were in fldfiént operations, 51 were in
technology and development, 22 were in marketirh2¥were general or administrative employees. Wieaipart-time and temporary
employees to respond to fluctuating seasonal derfmarid/D shipments. We had 129 temporary employsesesf March 31, 2002. Our
employees are not covered by a collective barggiagreement, and we consider our relations witheoysloyees to be good.

Intellectual Property

We use a combination of trademark, copyright aaddrsecret laws and confidentiality agreementsdtept our proprietary
intellectual property. We have a registered tradé&rfa the Netflix name. We have filed applicatidios several additional trademarks and
two patents. Our outstanding trademark and pafgiications may not be allowed. Even if these agions are allowed, they may not
provide us a competitive advantage. To date, we Ineled primarily on proprietary processes andwdiow to protect our intellectual
property related to our Web site and fulfilmenbpesses. Competitors may challenge successfullyaligity and scope of our trademarks.

From time to time, we may encounter disputes oigdits and obligations concerning intellectual prypéNe believe that our
service offering does not infringe the intellectpadperty rights of any third party. However, weagat assure you that we will prevail in any
intellectual property dispute.

Facilities

Our executive offices are located in Los Gatosif@alia, where we lease approximately 25,000 sqfegtunder a lease that expi
in October 2005, subject to the right of the legederminate our lease which
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expires in 2003. We also lease approximately 50s2@re feet of space in San Jose, California, @Wvermaintain our customer service
center, information technology operations and printistribution center under a lease that expine®eécember 2004. As of March 31, 2002,
we also had entered into leases for no more tharyear for a total of approximately 40,000 squasd for facilities in Santa Ana, California,
Worcester, Massachusetts, Tacoma, Washington, De@utrado, Flushing, New York, Duluth, Georgiauston, Texas, Minneapolis,
Minnesota and Lansing, Michigan for use as regidisitibution centers.

Legal Proceedings

We are not a party to any material legal proceeding
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MANAGEMENT
Executive Officers, Directors and Key Employees

The following table sets forth certain informatiaith respect to our executive officers, directansl &ey employees as of May 2,
2002.

Name Age Position

Executive Officers and Directors

Reed Hasting 41  Chief Executive Officer, President and ChairmathefBoarc
W. Barry McCarthy, Jr. 48  Chief Financial Officer and Secrete
Thomas R. Dillor 58 Vice President of Operatiol
Leslie J. Kilgore 36  Vice President of Marketin
Timothy M. Haley(1)(2] 47  Director
Jay C. Hoag(2 43  Director
A. Robert Pisano(1 59  Director
Michael N. Schuh(1 58  Director
Richard N. Bartor 35  Director
Michael Ramsa 52  Director
Key Employees
Marc B. Randolpt 44  Vice President of New Marke
Neil Hunt 40  Vice President of -Commerce
J. Mitchell Lowe 49  Vice President of Business Developm
Patricia J. McCort 48  Vice President of Human Resourt
Michael Osiel 39 Vice President of IT Operatiot
Ted Sarando 37  Vice President of Content Acquisitit
David Hyman 36  General Counst

(1) Member of the audit committe
(2) Member of the compensation commit

Reed Hastinghas served as our Chief Executive Officer sincaeeper 1998, our President since July 1999 andr@kai of the
Board since inception. Mr. Hastings also curreaiyves as President of the California State BokEtlacation. From June 1998 to July
1999, Mr. Hastings served as Chief Executive OffafeTechnology Network, a political service orgeation for the technology industry. Mr.
Hastings served as Chief Executive Officer of PAtréa Software, a maker of software developmentsofmom its inception in October 1991
until it was acquired by Rational Software Corpmnata software development company, in August 18987 Hastings holds an M.S.C.S.
degree from Stanford University and a B.A. from Rimwm College.

W. Barry McCarthy, Jr has served as our Chief Financial Officer sinpeilA999 and our Secretary since May 1999. Fronudey
1993 to December 1999, Mr. McCarthy was Senior Woesident and Chief Financial Officer of Music @&p a music programming service
distributed over direct broadcast satellite andecappstems. From June 1990 to December 1992, MEavtby was Managing Partner of BMP
Partners, a financial consulting and advisory fifrom 1982 to 1990, Mr. McCarthy was an Associdtee President and Director with
Credit Suisse First Boston, an investment bankimg. fMr. McCarthy holds an M.B.A. from The Whart&thool of Business at the
University of Pennsylvania and a B.A. from Williai@sllege.

Thomas R. Dillorhas served as our Vice President of Operationg gipcil 1999. From January 1998 to April 1999, Willon
served as Chief Information Officer at Candescezutifologies Corp., a manufacturer of flat panglldiss. From May 1987 to December
1997, he served as Chief Information Officer of @ga Technology, a maker of computer peripheratsIMlon currently serves on the
board of directors of Tricord Systems, Inc., a gest, developer and marketer of server appliadesDillon holds a B.S. from the
University of Colorado.
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Leslie J. Kilgorehas served as our Vice President of Marketing dihaech 2000. From February 1999 to March 2000, Kilgiore
served as a Director of Marketing for Amazon.com|ragernet retailer. Ms. Kilgore served as a brarahager for The Procter & Gamble
Company, a manufacturer and marketer of consunoelugts, from August 1992 to February 1999. Ms. #liggholds an M.B.A. from the
Stanford University Graduate School of BusinessaBdS. from The Wharton School of Business althersity of Pennsylvania.

Timothy M. Haleyhas served as one of our directors since June M98&laley is a co-founder of Redpoint Venturesgature
capital firm, and has been a Managing Directoheffirm since November 1999. Mr. Haley has beeraadging Director of Institutional
Venture Partners, a venture capital firm, sincerzaty 1998. From June 1986 to February 1998, MteyHavas the President of Haley
Associates, an executive recruiting firm in thethigchnology industry. Mr. Haley currently servestioe Board of Directors of several priv
companies. Mr. Haley holds a B.A. from Santa Clandversity.

Jay C. Hoaghas served as one of our directors since June B38& June 1995, Mr. Hoag has been a GeneraldPattiiechnolog
Crossover Ventures, a venture capital firm. Mr. glearves on the board of directors of EXE TechrieB®dnc., eLoyalty Corporation,
Expedia, Inc. and several private companies. Maddoolds an M.B.A. from the University of Michigand a B.A. from Northwestern
University.

A. Robert Pisantias served as one of our directors since April 28ce September 2001, Mr. Pisano has been therlsht
Executive Director and Chief Executive Officer bétScreen Actors Guild. From August 1993 to Ap8i®Q, Mr. Pisano served as Executive
Vice President, and the Vice Chairman and Direofdvietro-GoldwynMayer Inc., a motion picture and television studits. Pisano holds ¢
LL.B. from the Boalt Hall School of Law at the Uesity of California, Berkeley and a B.A. from Sdowse State University.

Michael N. Schulhas served as one of our directors since Febri@89. From August 1998 to the present, Mr. Schulskaged as
member of Foundation Capital, a venture capitat fiPrior to joining Foundation Capital, Mr. Schuasna founder and Chief Executive
Officer of Intrinsa Corporation, a supplier of pumtivity solutions for software development orgatians from 1994 to 1998. Mr. Schuh
serves on the board of directors of several prigatapanies. Mr. Schuh holds a B.S.E.E. from thesehsity of Maryland.

Richard N. Bartorhas served as one of our directors since May 2@02Barton founded Expedia, Inc., a leading proviogtravel
planning services, in 1994 and has been its Prasi@dief Executive Officer and director since Sapber 1999. Mr. Barton serves on the
board of directors of Ticketmaster. Mr. Barton tso#&dB.S. in industrial engineering from Stanfordvénsity.

Michael Ramsayas served as one of our directors since May 2d02Ramsay has been the Chairman of the Board m&fcirs,
Chief Executive Officer and President of TiVo Ina.provider of personal television services, site@ception in August 1997. From April
1996 to July 1997, Mr. Ramsay was the Senior ViesiBent of the Silicon Desktop Group for Silicora@hics, Inc., a manufacturer of
advanced graphics computers. Mr. Ramsay holds aiBBectrical Engineering from the University ®flinburgh, Scotland.

Marc B. Randolplhas served as our Vice President of New Marketedirecember 2001, as our President from Octobe3 99
July 1999, as our Executive Producer from July 1i@98ovember 2001, as our President and Chief BExecOfficer from August 1997 to
September 1998 and as a member of our board aftaissfrom inception to February 2002. From Octal#36 to August 1997, Mr.
Randolph served as Vice President of MarketindrftagrityQA, a maker of software development toalsq its successor, Pure Atria
Software. Mr. Randolph holds a B.A. from Hamiltoollgge.

Neil Hunthas served as our Vice President of E-Commerce Jiacuary 1999. From August 1997 to January 1999HWMNt served
as a Director of Engineering of Rational Softwamgdration, and from April 1992 to August 1997 yarious engineering roles for its
predecessor, Pure Atria Software. Mr. Hunt hol@ha. from the University of Aberdeen, U.K and &Bfrom the University of Durham,
U.K.
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J. Mitchell Lowehas served as our Vice President of Business Dewednt since February 1998 and was a consultangtiixNrom
October 1997 to February 1998. Mr. Lowe is a fourafeand served as Chief Executive Officer andaoeof Interaction, Inc., a video rental
chain, from January 1984 to June 2000. Mr. Lowgeston the Board of Directors of the Video SoftwBemalers Association from 1991 to
1998 and as its Chairman of the Board from 199608y .

Patricia J. McCordhas served as our Vice President of Human Resosimes November 1998. From January 1998 to November
1998, Ms. McCord was a principal of Patty McCorch€alting, consulting various startup businessesmiRiune 1994 to July 1997, Ms.
McCord served as Director of Human Resources abRatSoftware Corporation and Pure Atria Software.

Michael Osiethas served as our Vice President of IT OperatiortedMarch 2000. From July 1997 to March 2000, ®sier served
as Director of Enterprise Operations for Quantump@ration, a supplier of tape drives. From MarcB3.8 July 1997 Mr. Osier served as
Senior Manager for Conner Peripherals, a storaggeaay and Seagate Technologies.

Ted Sarandobas served as our Vice President of Content Adiprnsi since March 2000. From May 1999 to March 2000
Sarandos served as Vice President of Product amdnigledising at Video City, a video rental compafriyym 1993 to May 1999, Mr.
Sarandos served as Western Regional Director es%aild Operations for ETD, a video rental company.

David Hymarhas served as our general counsel since Febru@® Eéom August 1999 to February 2002, Mr. Hymanes as
General Counsel and Senior Corporate Counsel fdnafeGroup, Inc., an Internet retailer. From NoveniB95 to August 1999, Mr.
Hyman served as an associate at Morrison & Foergter a law firm. Mr. Hyman holds a J.D. from thaildersity of Virginia School of Law
and a B.A. from the University of Virginia.

Classified Board of Directors

Our certificate of incorporation will provide forcassified board of directors consisting of thetsses of directors, each serving
staggered three year terms. As a result, a poofiaur board of directors will be elected each y@arimplement the classified structure, pi
to the consummation of the offering, two of the fo@es to the board will be appointed to a one yean, three will be appointed to two year
terms and two will be appointed to three-year terftrereafter, directors will be elected for threayterms. Messrs. Pisano and Barton have
been designated Class | directors whose termsesapthe 2003 annual meeting of stockholders. MeSahuh, Ramsay and Haley have been
designated Class Il directors whose term expiréisea004 annual meeting of stockholders. Messastirigs and Hoag have been designated
Class Il directors whose term expires at the 28@%ual meeting of stockholders.

Our executive officers are appointed by the boddirectors on an annual basis and serve untit tecessors have been duly
elected and qualified. There are no family relatfops among any of our directors or executive effic

Board Committees
We established an audit committee and compensatiommittee in March 2000.

Our audit committee consists of Messrs. Haley,Rissand Schuh. The audit committee reviews ourriadegiccounting procedures
and consults with and reviews the services providedur independent accountants.

Our compensation committee consists of Messrs.yHate Hoag. The compensation committee reviews@rmmmends to the
board of directors the compensation and benefitsioemployees.
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Compensation Committee Interlocks and Insider Parttipation

No member of our board of directors or compensatimnmittee serves as a member of the board oftdiseor compensation
committee of any entity that has one or more exeeutfficers serving as a member of our board oéatbrs or compensation committee.

Director Compensation

In September 2001, we granted A. Robert Pisangd#aroto purchase 33,333 shares of our common stoclune 2000, we granted
Mr. Pisano an option to purchase 33,333 sharesrof@mmon stock. This option was repriced in Sepem2001. These options now have an
exercise price of $3.00 per share and expire tarsyafter the date of grant. We do not currentlyeteplan to compensate our directors for
their service as members of the board of directarday 2002, we granted options to purchase g0t000 shares of common stock to each
of Richard N. Barton and Michael Ramsay. Theseonogthave an exercise price of $6.00 per sharexpickden years from the date of grant.

Executive Compensation

The table below summarizes the compensation edonegrvices rendered to Netflix in all capacitieseach of the years in the
threeyear period ended December 31, 2001 by our Chiettive Officer and our executive officers in 200hese executives are referre:

as the named executive officers elsewhere in tisgectus.

Summary Compensation Table

Long-Term
Compensatior
Awards
Securities All
Underlying Other
Name and Principal Positions Year Salary Options Compensatior
Reed Hasting® 2001 $ 13,80( 500,00( $ —
Chief Executive Officer, President, Chairman of Bward 200¢ 13,80( = —
199¢ 15,51( — —
W. Baty Mecarthy, r 2001 200000 101,66 3,501°
200C 196,53 — 64,798
199¢ 131,54( 110,00( 32,454
Thomas R. D”!g”  Operat 2001 200,00 194,33(®) 5,38¢9
Vice President of Operations 200( 195 96; 16.66¢ 7740
199¢ 131,25( 109,99¢ —
Leslie J. K”gofg Marke 2001 190,00 284,33 3,014
Vice President of Marketing 2000 141,03 116,66 64,1661
199¢ — —_ —_
Marc B. RandolpHb 2001 200,00( 166,66t 2,312
Vice President of New Markets 200c 196,53t — 18
199¢ 169,76¢ — —

(1) Mr. Hastings’annual salary for 2002 has been increased to $20:

(2) Includes $3,231 representing our matching contidbunade under our 401(k) plan and $270 for taxabieunts attributable to Mr.

McCarthy under our group term life insurance pal

(3) Includes $64,524 representing taxable amountbatable to Mr. McCarthy for relocation expensegigai us and $270 for taxable

amounts attributable to Mr. McCarthy under our gréerm life insurance polic
(4) Includes amounts attributable to Mr. McCarthy felocation expenses paid by

53



(5) Includes 34,999 shares underlying options that wepéced in January 2001 and 51,665 shares uridgrptions that were repriced in
August 2001. The options repriced in January 208devariginally granted to Mr. Dillon in DecemberdBand the options repriced in
August 2001 include the options repriced in Jan28§1 and the options granted to Mr. Dillon in AsgR000.

(6) Includes $4,615 representing our matching contidbutnade under our 401(k) plan and $774 for taxabieunts attributable to Mr.
Dillon under our group term life insurance poli

(7) Includes taxable amounts attributable to the emg#aynder our group term life insurance po

(8) Includes 100,000 shares underlying options thaewepriced in January 2001 and 116,666 shares lyimpoptions that were repriced
in August 2001. The options repriced in Januaryl2@8re originally granted to Ms. Kilgore in MarcB@ and the options repriced in
August 2001 include the options repriced in Jan2&§1 and an additional option granted to Ms. Kiégim August 200C

(9) Includes $3,752 representing our matching contidbutnade under our 401(k) plan and $162 for taxabieunts attributable to Ms.
Kilgore under our group term life insurance poli

(10) Includes $64,043 representing amounts attributibls. Kilgore for relocation expenses paid by nd $125 for taxable amounts
attributable to Ms. Kilgore under our group terfie insurance policy
(11) Mr. Randolph is no longer one of our executivecsfs

(12) Includes $2,135 representing our matching contidbutnade under our 401(k) plan and $180 for taxableunts attributable to Mr.
Randolph under our group term life insurance po

Option Grants During Last Fiscal Year

The following table sets forth certain informatiarth respect to stock options granted to each eftimed executive officers in the
year ended December 31, 2001. The potential réddizalue is calculated based on the term of thi®opwhich is ten years and an assur
initial public offering price of $14.00 per shamdsassumed rates of stock appreciation of 5% afel tdmpounded annually. These assumed
rates of appreciation comply with the rules of 8ezurities and Exchange Commission and do notsept@®ur estimate of future stock price.
Actual gains, if any, on stock option exercised bé dependent on the future performance of oumsomstock.

In 2001, we granted options to purchase an aggrefa,457,659 shares to employees, includingapeaing of options to purcha
451,533 shares in January 2001 and options to psec880,462 shares in August 2001. All options lzategm of ten years. Optionees may
pay the exercise price of their options by caskckhpromissory note or delivery of already-ownkdres of our common stock. All options
are immediately exercisable upon grant for regtdatock which is subject to repurchase by us sttindhe event of the optionee’s
termination of employment for any reason (includdegth or disability) to the extent our right opuechase has not lapsed. See “—
Employment Agreements and Change in Control Arrereges.” Most options vest over four years, with 288the options vesting on the
date one year after the vesting commencement alade]1/48th of the remaining options vesting eachtimthereafter.

Potential Realizable
Value at Assumed
Annual Rates of Stock
Price Appreciation

Individual Grants for Option Term
% of Total
Options

Number of Granted to

Securities Employees Exercise

Underlying in Last Price
Name Options Granted Fiscal Year Per Share Expiration Date 5% 10%
Reed Hasting 500,00t 14.5%  $ 3.0C 07/18/1:  $9,902,26. $16,656 ,19
W. Barry McCarthy, Jr. 101,66 3.C 3.0C 07/18/1: 2,013,44 3,386,73
Thomas R. Dillon 194,33(2 5.€ 3.0C 07/18/1: 3,155,47! 5,307,69
Leslie J. Kilgore 284,333 8.2 3.0C 07/18/1: 3,650,60! 6,140,541
Marc B. Randolpt 166,66¢ 4.8 3.0C 07/18/1: 3,300,74. 5,552,04.

(1) Mr. McCarthy disclaims beneficial ownership of 7€hares of common stock underlying these opti®as.“Principal Stockholders.”
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(2) Includes 34,999 shares underlying options that wepéced in January 2001 and 51,665 shares uridgrptions that were repriced in
August 2001. The options repriced in January 208deveriginally granted to Mr. Dillon in DecemberdBand the options repriced in
August 2001 include the options repriced in Jan2&§1 and the options granted to Mr. Dillon in AsgR000.

(3) Includes 100,000 shares underlying options thaewepriced in January 2001 and 116,666 shares lyirdpoptions that were repriced in
August 2001. The options repriced in January 208deveriginally granted to Ms. Kilgore in March 2080d the options repriced in
August 2001 include the options repriced in Jan2&@1 and an additional option granted to Ms. Kiégim August 200C

Aggregate Option Exercises During the Last Fiscal &ar and Fiscal Year-End Option Values

The following table sets forth information with pest to the named executive officers concerningpapxercises for the year ended
December 31, 2001, and exercisable and unexereisgtibns held as of December 31, 2001.

The “Value of Unexercised In-the-Money Options @cBmber 31, 2001" is based on an assumed initidigoiffering price of
$14.00 per share, less the per share exerciseqgirthe option multiplied by the number of shaiesuied upon exercise of the option.

Number of Securities Underlying Value of Unexercised
Shares Unexercised Options at In-the-Money Options at
Acquired December 31, 2001 December 31, 2001
on Value

Name Exercise Realizec Unexercisable Exercisable Unexercisable Exercisable
Reed Hasting — $ — — 500,00 $ — $5,500,00!
W. Barry McCarthy, Jr. 9,99¢ — — 198,330 — 2,181,65:
Thomas R. Dillor — — — 234,33: — 2,577,64.
Leslie J. Kilgore — — — 184,33. — 2,027,65:
Marc B. Randolph — — — 166,66t — 1,833,32

(1) Mr. McCarthy disclaims beneficial ownership of 33shares of common stock underlying these opti®es. Principal Stockholders.”

Compensation Plans
1997 Stock Plan

Our 1997 Stock Plan was adopted by our board ettbirs and approved by our stockholders in 199 Aasllast amended and
restated in October 2001. Our 1997 Stock Plan geal/for the grant of incentive stock options, wittiie meaning of Section 422 of the
Internal Revenue Code, to our employees, and &gtant of nonstatutory stock options and stocklpase rights to our employees, directors
and consultants. The number of shares reserved ondd@997 Stock Plan will be reduced at the effectime of this offering in an amount
equal to the number of shares then reserved foaig®, but not yet granted. Shares returned thd8@ Stock Plan after this offering will be
available for issuance at the discretion of ourtiad directors. As of May 2, 2002, we had reseraedtal of 4,365,060 shares of our comi
stock for issuance pursuant to outstanding andamesed options and an additional 1,110,769 steraiable for future option grants.

Our 1997 Stock Plan provides that in the eventmieager or sale of substantially all of the assbts successor corporation will
assume or substitute each option or stock puradfigise If the outstanding options or stock purchaghts are not assumed or substituted, the
administrator will provide notice to the option&at he or she has the right to exercise the optiaock purchase right as to all of the shares
subject to the option or stock purchase rightudiig shares which would not otherwise be exertésdibr a period of 15 days from the date
of the notice. The option or stock purchase rigititterminate upon the expiration of the 15-dayipér In

55



addition, if, within 12 months of a merger or safessets, a holder of an option under our 199¢kS®ban is terminated involuntarily other
than for cause, the vesting schedule for such hisldetion will accelerate with respect to an amtoofnshares equal to the number of shares
that would otherwise vest within 12 months after ¢late of the termination of such holder.

In addition, in July 2001 we granted to Reed Hastian option to purchase 500,000 shares of our @onstock, which is subject to
vesting over three years, and in February 2002naetgd to Mr. Hastings an option to purchase 1@gdares of our common stock, whic
subject to vesting over four years, each with arase price of $3.00 per share. Both of theseoptivere granted outside of our 1997 Stock
Plan, but on terms substantially identical theratal are exercisable for ten years from the datganit.

2002 Stock Plan

Our board of directors adopted the 2002 Stock Pi&ebruary 2002 and our stockholders approve@@@2 Stock Plan in 2002. T
2002 Stock Plan provides for the grant of incensiteek options, within the meaning of Section 42the Internal Revenue Code, to our
employees, and for the grant of nonstatutory sttions and stock purchase rights to our employgiestors and consultants.

Number of Shares of Common Stock Available unée?®2 Stock Plan. We have reserved 666,666 shares of our comingk s
for issuance pursuant to the 2002 Stock Plan, ditiad to the number of shares which have beenrvedebut not issued under our 1997 S
Plan as of the effective date of this offeringatidition, our 2002 Stock Plan provides for annnateéases in the number of shares available
for issuance under our 2002 Stock Plan on thedigtof each fiscal year, beginning with our fisgaar 2003, equal to the lesser of 5% of the
outstanding shares of common stock on the firstaddiie applicable fiscal year, 1,000,000 shanad,another amount as our board of
directors may determine.

Administration of the 2002 Stock Plan Our board of directors or, with respect tdaté&nt groups of optionees, different commit
appointed by our board, will administer the 200@c8tPlan. In the case of options intended to gualif “performance-based compensation”
within the meaning of Section 162(m) of the IntéfRavenue Code, the committee will consist of twonore “outside directors” within the
meaning of Section 162(m). The administrator haspibwer to determine the terms of the options &mckpurchase rights granted, not
inconsistent with the terms of the 2002 Stock Pilacluding the exercise price (which may be redumgthe administrator after the date of
grant), the number of shares subject to each opti@tock purchase right, the exercisability of tiptions and stock purchase rights and the
form of consideration payable upon exercise.

Options. The administrator will determine the exercisiegof options granted under the 2002 Stock Rlahwith respect to all
incentive stock options and nonstatutory stockangtiintended to qualify as “performance-based coisgigon”within the meaning of Sectic
162(m) of the Internal Revenue Code, the exerdi®e pust at least equal the fair market valuewfammmon stock on the date of grant.
term of an incentive stock option may not exceedyiars, except that with respect to any partidipdo owns 10% of the voting power of
all classes of our outstanding capital stock, #mmtmay not exceed five years and the exercise prigst equal at least 110% of the fair
market value on the grant date. The administragterchines the term of all other options.

No optionee may be granted an option to purchage than 500,000 shares in any fiscal year. In cctime with his or her initial
service as an employee, an optionee may be grantegtion to purchase up to an additional 166,666cs.

After termination of employment, a participant megercise his or her option for the period of tirteted in the option agreement.
Generally, if termination is due to death or diibhithe option will remain exercisable for 12 nibs. In all other cases, the option will
generally remain exercisable for three months. Harean option may never be exercised later tharepiration of its term.
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Stock Purchase Rights Stock purchase rights, which represent tha tig purchase our common stock, may be issuedrunade
2002 Stock Plan. The administrator will determine purchase price of stock purchase rights gramedr our 2002 Stock Plan. Unless the
administrator determines otherwise, a restrictedkspurchase agreement will grant us a repurchasenothat we may exercise upon the
voluntary or involuntary termination of the purchés service with us for any reason, including Heatdisability. The purchase price for
shares we repurchase will generally be the originak paid by the purchaser and may be paid byetktion of any indebtedness of the
purchaser to us. The administrator determinesateeat which our repurchase option will lapse.

Transferability of Options and Stock Purchase Right Unless otherwise determined by the administratur 2002 Stock Plan
generally does not allow for the transfer of opsi@n stock purchase rights and only the optioneg emarcise an option or stock purchase
right during his or her lifetime.

Adjustments upon Change in Control.Our 2002 Stock Plan provides that in the ewéiat change in control, the successor
corporation will assume or substitute each optiostock purchase right. If the outstanding optionstock purchase rights are not assumed ol
substituted, the administrator will provide nottoghe optionee that he or she has the right tocesesthe option or stock purchase right as to
all of the shares subject to the option or stoaklpase right, including shares which would not otlige be exercisable, for a period of 15
days from the date of the notice. The option oclstmurchase right will terminate upon the expinatad the 15-day period.

Amendment and Termination of the 2002 Stock Pla@.ur 2002 Stock Plan will automatically termim&t 2012, unless we
terminate it sooner. In addition, our board of diogs has the authority to amend, suspend or tataithe 2002 Stock Plan provided it does
not impair the rights of any optionee.

2002 Employee Stock Purchase Plan

Concurrently with this offering, we intend to impient an employee stock purchase plan. Our boaddedtors adopted the 2002
Employee Stock Purchase Plan in February 2002 andtockholders approved our 2002 Employee StockHase Plan in 2002.

Number of Shares of Common Stock Available unée2®2 Employee Stock Purchase PlarA total of 583,333 shares of our
common stock will be made available for sale urider2002 Employee Stock Purchase Plan. In additi@nplan provides for annual
increases in the number of shares available foaisse under the 2002 Employee Stock Purchase Rldredirst day of each fiscal year,
beginning with our fiscal year 2003, equal to thsskr of:

2% of the outstanding shares of our common stodkeriirst day of the applicable fiscal ye
333,333 shares; a
such other amount as our board may deteri

Administration of the 2002 Employee Stock Purclilaa. Our board of directors or a committee establisby our board will
administer the 2002 Employee Stock Purchase Planb@ard of directors or its committee has full @axdlusive authority to interpret the
terms of the plan and determine eligibility.

Eligibility to Participate. Our employees and employees of future deséghsubsidiaries are eligible to participate in20662
Employee Stock Purchase Plan if they are custoynamilployed for at least 20 hours per week and rti@e five months in any calendar y¢
However, an employee may not be granted an opdigrutchase stock under the 2002 Employee StockhBsecPlan if:

the employee immediately after grant owns stoclsessing 5% or more of the total combined voting groov value of all
classes of our capital stock;

the employee’s rights to purchase stock underfallio employee stock purchase plans accrues aé dhat exceeds $25,000
worth of stock for each calendar ye

57



Offering Periods and Contributions Our 2002 Employee Stock Purchase Plan is d@@o qualify under Section 423 of the
Internal Revenue Code and contains consecutivelapgeng 24-month offering periods. Each offerirggipd includes four six-month
purchase periods. The offering periods generadit sin the first trading day on or after May 1 &Nwvember 1 of each year, except for the
first such offering period which will commence dweffirst trading day on or after the effective daft¢his offering and most likely will end ¢
the first trading day on or after May 1, 2004 ane $econd offering period which will commence orvélober 1, 2002. All eligible
employees automatically will be enrolled in thesfioffering period, but payroll deductions and amned participation in the first offering
period will not be determined until after the etfee date of the Form S-8 registration statemeritiwis intended to register the shares
reserved for issuance under the plan. The planifeparticipants to purchase common stock throwgirgll deductions of up to 15% of their
eligible compensation which generally includes dipi@ant’s base salary, commissions, overtime gaiff premium, bonuses and other
remuneration paid directly to the employee. A ggrtint may purchase a maximum of 4,167 sharesglany six-month purchase period.

Purchase of Shares Amounts deducted and accumulated by the |jaatit are used to purchase shares of our commok atdhe
end of each six-month purchase period. The pri&&% of the lower of the fair market value of oomamon stock at the beginning of an
offering period or at the end of a purchase pefiithe fair market value at the end of a purchaeseod is less than the fair market value a
beginning of the offering period, participants via withdrawn from the current offering period &slling their purchase of shares on the
purchase date and automatically will be re-enrdihea new offering period. Participants may endrtparticipation at any time during an
offering period, and will be paid their payroll dediions to date. Participation ends automaticgligrutermination of employment with us.

Transferability of Rights. A participant may not transfer rights grantedier the 2002 Employee Stock Purchase Plan otheri
will, the laws of descent and distribution or asestvise provided under the plan.

Adjustments upon Change in Control.In the event of a change in control, a sucaessporation may assume or substitute each
outstanding option. If the successor corporatiduses to assume or substitute for the outstanditigres, the offering period then in progress
will be shortened, and a new exercise date wilidte which shall be before the date of the propabkedige in control. In such event, the
administrator will provide notice of the new exsecidate to each optionee at least ten businesddéy® the new exercise date.

Amendment and Termination of the 2002 Employe&k $tochase Plan. The administrator has the authority to amengtoninate
our plan, except that, subject to certain exceptiescribed in the 2002 Employee Stock Purchase Rtesuch action may adversely affect
any outstanding rights to purchase stock undeplidne

401(k) Retirement Plan

On January 1, 1998, we adopted the Netflix 401@jrement Plan which covers all of our eligible éoyges who are at least 21
years old and have completed one month of serviteus. The 401(k) Plan currently excludes frontipgration employees of affiliate
employers, employees under a collective bargaiagrgement and nonresident alien employees. Th&¥BIgh is intended to qualify under
Sections 401(a), 401(m) and 401(K) of the InteRetenue Code and the 401(k) Plan trust is intetmlgdalify under Section 501(a) of the
Internal Revenue Code. All contributions to the @)Plan by eligible employees, and the investneamhings thereon, are not taxable to ¢
employees until withdrawn and are 100% vested imately. Our eligible employees may elect to redilnegr current compensation up to the
maximum statutorily prescribed annual limit anchttve such salary reductions contributed on thdialbéo the 401(k) Plan.

Employment Agreements and Change in Control Arrangments

In a change in control, if the options under oueaded and restated 1997 Stock Plan are not assamsetdstituted for, each
outstanding option will fully vest and become imriadelly exercisable. In addition, if,
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within 12 months of a change in control, a holdesirooption under our amended and restated 199Kk $lan is terminated involuntarily
other than for cause, the vesting schedule for botdter's option will accelerate with respect toaamount of shares equal to the number of
shares that would otherwise vest over the followliggnonths.

In April 1999, our board of directors awarded WrigaMicCarthy, Jr. an option to purchase 110,000eshaf our common stock
under a stock option agreement. One-quarter oflithees underlying Mr. McCarthy’s option vested prin2000 and 1/48th of the total
shares vest each month thereafter. Pursuant téfemeiter from us to Mr. McCarthy, upon a charfeontrol of Netflix, the vesting
schedule will accelerate with respect to an amoéishares equal to the number of shares that wathiefwise vest over the following 12
months or 50% of the unvested options, whichevgreater. All of the shares underlying this optwati be fully vested on April 14, 2003,
subject to Mr. McCarthy continuing to be our em@eythrough that date.

In April 1999, our board of directors awarded Then®a Dillon an option to purchase 75,000 sharesiotcommon stock under a
stock option agreement. One-quarter of the sharderlying Mr. Dillon’s option vested in March 20@@d 1/48th of the total shares vest each
month thereafter. Pursuant to an offer letter fisrio Mr. Dillon, if, upon a change of control oéfflix, Mr. Dillon is terminated, the vesting
schedule will accelerate with respect to an amoéishares equal to the number of shares that wathkelwise vest over the following
12 months. In the event that Mr. Dillon’s employrh&nterminated by us not for cause, Mr. DillonMaié entitled to severance of three
months continued salary and benefits. In additién,Dillon is entitled to an annual bonus targea&15,000 based on our performance.

In March 2000, our board of directors awarded leeKligore an option to purchase 100,000 sharesiotommon stock under a
stock option agreement. One-quarter of the shardsrlying Ms. Kilgore’s option were to vest in Mar2001 and 1/48th of the total shares
each month thereafter. In January 2001, Ms. Kilgooptions were repriced and the terms adjustet that one-quarter of the shares
underlying Ms. Kilgore’s option vested in DecemB800 and 1/48th of the total shares vest each ntheteafter. Pursuant to an offer letter
from us to Ms. Kilgore, if, upon a change of cohtrtbNetflix, Ms. Kilgore is involuntarily termina&d or her role within the subsequent
company is substantially and materially alterechwiitt her consent, the vesting schedule will acaédewith respect to an amount of shares
equal to the number of shares that would otherwése over the following 12 months. All of the statmderlying Ms. Kilgore’s option will
be fully vested on December 20, 2004, subject toHlilgore continuing to be our employee throught tikae. In the event that Ms. Kilgore’'s
employment is terminated by us not for cause, Migdfe will be entitled to severance of three mantbntinued salary and benefits.

Limitations on Directors’ Liability and Indemnifica tion

Our certificate of incorporation provides that alinectors will not be personally liable to us or stockholders for monetary
damages for breach of their fiduciary duties asdors, except liability for any of the following:

any breach of their duty of loyalty to the corpaator its stockholder

acts or omissions not in good faith or which inwimtentional misconduct or a knowing violationaiv;
payments of dividends or approval of stock repuselaor redemptions that are prohibited by Delaveaveor
any transaction from which the director derivedraproper personal bene

This limitation of liability does not apply to lidlties arising under the federal securities lawd @oes not affect the availability of
equitable remedies such as injunctive relief ocissson.
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Our certificate of incorporation and bylaws willopide that we shall indemnify our directors, offiseemployees and other agents to
the fullest extent permitted by law. We believet thdemnification under our bylaws covers at leasiligence and gross negligence on the
part of indemnified parties. Our bylaws also pemsitto secure insurance on behalf of any officieectbr, employee or other agent for any
liability arising out of his or her actions in suchpacity, regardless of whether Delaware law weeldnit indemnification.

We have entered into agreements to indemnify aectiirs and executive officers, in addition to ithdemnification provided for in
our certificate of incorporation and bylaws. Thageeements, among other things, provide for indéoation of our directors and officers f
expenses, judgments, fines, penalties and setttesm@ounts incurred by any such person in any actiggroceeding arising out of such
person’s services as a director or officer or atrequest.

We believe that these provisions and agreementsemessary to attract and retain qualified perasrdirectors and executive
officers. There is no pending litigation or procigdinvolving any of our directors, officers, empées or agents. We are not aware of any
pending or threatened litigation or proceeding thaght result in a claim for indemnification by aettor, officer, employee or agent.
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CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Described below are certain transactions betweemd®ur executive officers, directors and the fieia¢ owners of 5% or more of
our common stock and certain persons affiliateth witrelated to these persons, including family foers. Beneficial ownership is
determined in accordance with the rules of the Bgesiand Exchange Commission and generally iredugbting or investment power with
respect to such securities. Venture capital fuhdstiave acquired our securities are not typidadiyeficial owners of our common stock
because they do not have investment or voting abatter the securities. Such voting and investneentrol typically lies with the general
partner, in the case of a limited partnership, oreenber or manager, in the case of a limited ligbtompany. The general partner, membe
manager of such entities is often an entity its®ifj such general partners, members or manageoft@necontrolled by an individual or gro
of individuals.

Subordinated Promissory Note and Warrant Financing

In July 2001, we issued $13.0 million aggregatgin&l principal amount of subordinated promissaoyes and warrants to acquire
an aggregate of 6,818,947 shares of common staeks®e capital to finance our operations. The wasravere sold for $0.003 per underlying
share of common stock and have an exercise pri$8.60D per share. The following executive offic&gf stockholders and certain family
members of our executive officers and directothat time participated in the subordinated promigsmte and warrant financing:

Principal

Amount of Underlying Aggregate
Purchaser Notes Warrants Consideration
Entities affiliated with Jay C. Hody $ 8,290,28 4,605,13- $ 8,304,10:
Entities affiliated with Michael N. Schuh 2,772,38! 1,540,02 2,777,00:
Entities affiliated with Timothy M. Hale{) 1,670,66 556,88 1,672,33
W. Barry McCarthy, Jr. 30,00( 10,00( 30,03(
Randolph Randolpf 2,50( 947 2,50z

(1) The record holders of such securities consistipT ¢V I, V.O.F.; (ii) Technology Crossover Ventsg I, C.V.; (iii) TCV Il Strategic
Partners, L.P.; (iv) TCV Il (Q), L.P.; (v) Technglp Crossover Ventures Il, L.P.; (vi) TCV IV, L.Rviji) TCV IV Strategic Partners,
L.P.; and (viii) TCV Franchise Fund, L.P. See faitn(2) in “Principal Stockholders” for a descriptiof Mr. Hoag's relationship with
these entities. Mr. Hoag is one of our direct

(2) The record holders of such securities consistipEqundation Capital Leadership Fund, L.P. andHg@undation Capital Leadership
Principals Fund, LLC. See footnote (5) in “Prindifaockholders” for a description of Mr. Schuh’$ateonship to these entities. Mr.
Schuh is one of our directol

(3) The record holders of such securities consistipisétitutional Venture Partners VIII, L.P. and) (MM Investment Fund VIII, LLC. See
footnote (6) in“Principal Stockholde” for a description of Mr. Hal€'s relationship to these entities. Mr. Haley is oheur directors

(4) Mr. Randolph is the brother of Marc B. Randolplfigrmer director and our Vice President of New Mas!
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Preferred Stock Sales

Series E Preferred Stock In April 2000, we sold 5,332,689 shares ofi&eE Preferred Stock, at a purchase price of $9388
share, and sold warrants to acquire Series E Peef&tock, at a purchase price of $0.01 per unigrishare of Series E Preferred Stock, to
raise capital to finance our operations. The wasraave an exercise price of $14.07 per share. &eate of Series E Preferred Stock will
convert into approximately 0.68 shares of commonlstind each warrant to purchase shares of SefesfBrred Stock will represent a
warrant to purchase such number of shares of consteck multiplied by approximately 0.68 upon contiplie of this offering. The following
5% stockholders and certain family members of secative officers and directors at that time pusdthshares and warrants in that
financing:

Shares
Number Underlying Aggregate
Purchaser of Shares Warrants Consideration
Entities affiliated with Jay C. Hod§ 4,359,87! 435,98¢  $40,899,99
Entities affiliated with Michael N. Schu® 319,82¢ 31,98 3,000,311
Entities affiliated with Timothy M. Hale{) 319,82¢ 31,98: 3,000,311
Europ@web B.V® 319,82¢ 31,98 3,000,311
Muriel Randolph® 5,33( 53¢ 50,00:
Randolph Randolp 5,33( 533 50,00:

(1) The record holders of such securities consistipT ¢V Il, V.O.F.; (ii) Technology Crossover Ventsg I, C.V.; (iii) TCV Il Strategic
Partners, L.P.; (iv) TCV Il (Q), L.P.; (v) Technglp Crossover Ventures Il, L.P.; (vi) TCV IV, L.Rnd (vii) TCV Franchise Fund, L.P.
Of the shares acquired by TCV IV, L.P., 147,69@wth shares were subsequently transferred to TCStidtegic Partners, L.P. by T(
IV, L.P. See footnote (2) i“Principal Stockholde” for a description of Mr. Ho¢' s relationship with these entitie

(2) The record holders of such securities consistipEqundation Capital Il, L.P.; (ii) Foundation Gtgb Il Entrepreneurs Fund, LLC; and
(iii) Foundation Capital Il Principals Fund, LLCe& footnote (5) in “Principal Stockholders” for @sdription of Mr. Schuls relationshi
to these entities

(3) The record holders of such securities consistipfstitutional Venture Partners VI, L.P.; anig (VM Investment Fund VIII, LLC. Se
footnote (6) in“Principal Stockholde” for a description of Mr. Hal€'s relationship to these entitie

(4) Europ@web, B.V. was a record holder of more thanob%ur stock. The shares purchased by Europ@wéb \vigere transferred to
Finanzas, B.V., an affiliate of Europ@web. The skasf Series E Preferred Stock held by Finanzaé,Bere converted into shares of
Series I-1 Preferred Stock in connection with our subordidgiromissory note and warrant financi

(5) Muriel Randolph is the mother of Marc B. Randolphe shares of Series E Preferred Stock held byRdedolph were converted into
shares of Series-1 Preferred Stock in connection with our subordidgiromissory note and warrant financi

Series D Preferred Stock In June 1999 and October 1999, we sold aneagge of 4,649,927 shares of Series D Preferrezk St
a purchase price of $6.52 per share, to raiseatdpifinance our operations. Each share of S&iPseferred Stock will convert into
approximately 0.47 shares of common stock upon ¢etiop of this offering. The following 5% stockh@ds purchased shares in that
financing:

Number Aggregate
Purchaser of Shares Consideration
Forum Holding Amsterdam B.\W 4,081,11¢ $26,608,88
Entities affiliated with Jay C. Hodg 366,73! 2,391,11
Entities affiliated with Michael N. Schuf 153,37+ 999,99¢

(1) The shares of Series D Preferred Stock acquirdebbym Holding Amsterdam B.V. have been transfetoeginanzas, B.\
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(2) The record holders of such securities consistipTQV Il, V.O.F.; (ii) Technology Crossover Veneg I, C.V.; (iii) TCV Il Strategic
Partners, L.P.; (iv) TCV Il (Q), L.P.; and (v) Teullogy Crossover Ventures I, L.

(3) The record holders of such securities consistipEqundation Capital Il, L.P.; (ii) Foundation Gtgb Il Entrepreneurs Fund, LLC; and
(iii) Foundation Capital Il Principals Fund, LLCe& footnote (5) in “Principal Stockholders” for @sgription of Mr. Schuls relationshi|
to these entities

Series C Preferred Stock In February 1999 and June 1999, we sold areggte of 4,650,269 shares of Series C Preferiamk Sl
a purchase price of $3.27 per share, to raiseatdpifinance our operations. Each share of S&iPseferred Stock will convert into
approximately 0.44 shares of common stock upon éetiop of this offering. The following 5% stockhe@ls, directors, executive officers &
certain of their family members purchased shareélanfinancing:

Number Aggregate
Purchaser of Shares Consideration
Entities affiliated with Michael N. Schuh 1,834,86.  $6,000,00:
Entities affiliated with Jay C. Hodg 1,834,86. 5,999,99
Entities affiliated with Timothy M. Hale{®) 611,62: 2,000,00:
Reed Hasting 234,55 767,00:
Muriel Randolpt 22,93¢ 75,00!
Hastings 1996 Irrevocable Truét 9,17¢ 29,99¢
Wil Hastings® 9,17¢ 29,99¢
Joan Hasting®) 5,50¢ 18,00:

(1) The record holders of such securities consistipEqundation Capital Il, L.P.; (ii) Foundation Gtgb Il Entrepreneurs Fund, LLC; and
(iii) Foundation Capital Il Principals Fund, LLCe& footnote (5) in “Principal Stockholders” for @sgription of Mr. Schuls relationshi|
to these entities

(2) The record holders of such securities consistipT ¢V Il, V.O.F.; (ii) Technology Crossover Veneg I, C.V.; (iii) TCV Il Strategic
Partners, L.P.; (iv) TCV Il (Q), L.P.; and (v) Teuilogy Crossover Ventures I, L.

(3) The record holders of such securities consist)dhétitutional Venture Partners VIII, L.P. and) (VM Investment Fund VIII, LLC. See
footnote (6) in“Principal Stockholde” for a description of Mr. Hale's relationship to these entitie

(4) Wil and Joan Hastings are the trustees of the higstl996 Irrevocable Tru

(5) Wil Hastings is the father of Reed Hastings, ouie€Executive Officer, President and Chairman ef Board
(6) Joan Hastings is the mother of Reed Hast

Letter Agreement with Certain Stockholders

In connection with our sale of Series C PreferratiSin February 1999, we entered into a letteeagrent with Technology
Crossover Ventures I, L.P., Institutional Ventartners VIII, L.P. and Foundation Capital Il, Ld®ncerning our initial public offering. In
connection with our sale of Series D Preferred IStoddune 1999, the letter agreement was amendideatated to add Forum Holding
Amsterdam B.V. as a party. Under this agreemerdanaanded and restated, we have agreed to regatrththmanaging underwriters offer an
aggregate of 10% of the shares to be sold in ffésing for sale to these Series C and Series Eemed stockholders, subject to compliance
with applicable law. Each of these four stockhaddeas the right to participate with respect to gation of the 10% allocation equal to their
pro rata ownership of our Series C and Series BeRezl Stock as compared to the other participagtogkholders. Any sales of our common
stock pursuant to this agreement will occur corentty with this offering.
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Letter Agreement with Forum Holding Amsterdam B.V.

In June 1999, in connection with our sale of Sedid®referred Stock, we entered into a letter agezgtiwith Forum Holding
Amsterdam B.V. granting to LVMH Moet Hennessy Lowigitton, an affiliate of Forum Holding Amsterdam\B and a party related to
Finanzas, B.V., the right of first refusal with pest to any joint venture we propose to createurofe for the sale, rental or distribution of
products. The letter agreement terminates in J004.2

Promotional Agreement with LVMH Moet Hennessy LouisVuitton

In February 2002, we entered into a promotiona¢agrent with LVMH Moet Hennessy Louis Vuitton, atygaelated to Finanzas
B.V. Pursuant to the agreement, we agreed to paYkH a cash bounty for each subscriber referreds¢drom the MP3.com Web site. The
cash bounty paid to LVMH is similar in amount t@ ttash bounty paid to unrelated third parties. dgreement with LVMH terminates on
March 30, 2002, although it has been extended Ipassthat date.

Common Stock Sales

Since December 31, 1998, we have issued an aggreh@v0,664 shares of our common stock to ourwgkexofficers and directo
for an aggregate consideration of $241,095.
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PRINCIPAL STOCKHOLDERS

The table below sets forth information regarding bieneficial ownership of our common stock as of/2a2002, by the following
individuals or groups:

each person or entity who is known by us to owrefieially more than 5% of our outstanding stc
each of the named executive offic:

each of our directors; a

all of our directors and executive officers as aug

Beneficial ownership is determined in accordandé wie rules of the Securities and Exchange Comomisand generally includes
voting or investment power with respect to the siies. Except as otherwise indicated, and sulifeapplicable community property laws,
the persons named in the table have sole votingrevedtment power with respect to all shares ofroam stock held by them. Shares of
common stock subject to options or warrants thatcarrently exercisable or exercisable within 6@sdare deemed to be outstanding and
beneficially owned for the purpose of computing pleecentage ownership of that person but are eated as outstanding for the purpose of
computing the percentage ownership of any othesqmerBecause all options granted under our 1993kRUan and outside the plan are
exercisable upon grant for restricted stock, athefshares of our common stock underlying optiteid by our executive officers and
directors are deemed to be beneficially owned loh person. Venture capital funds that have acquitedecurities are not typically
beneficial owners of our common stock because tlveyot have investment or voting control over teeusities. Such voting and investment
control typically lies with the general partner tive case of a limited partnership, or a membenamager, in the case of a limited liability
company. The general partner, member or managarabf entities is often an entity itself, and suehagal partners, members or manager
often controlled by an individual or group of in@luals. Certain of the footnotes to the table beldentify the relationship between the
beneficial holder which is listed in the body oéttable and the record holders of the securitieseds otherwise indicated, the address for
each stockholder listed in the following table /s bletflix, Inc., 970 University Avenue, Los Gat@A 95032.

Applicable percentage ownership in the followinbléais based on 15,111,894 shares of common staskamding as of May 2,
2002, pro forma to reflect the conversion of alisbanding shares of preferred stock into commockstipon the closing of this offering and
the issuance of additional shares to certain ssudimediately prior to the closing of this offering

To the extent that any shares are issued uponisgatoptions, warrants or other rights to acqoire capital stock that are presel
outstanding or granted in the future or reserveduture issuance under our stock plans, therebeilfurther dilution to new public investors.
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Percent of Shares
Outstanding

Number After

of Shares Before Offering
Name and Address Beneficially Ownec Offering @
Jay C. Hoa®® 8,555,13 43.2% 33.%%

528 Ramona Street
Palo Alto, CA 9430:

Technology Crossover Management IV, L.L&. 6,399,34 34.2 26.4
528 Ramona Street
Palo Alto, CA 9430:

Reed Hasting® 3,150, 76! 20.C 14.¢

Michael N. Schul® 2,636,95: 15.¢ 11.¢

70 Willow Road, Suite 200
Menlo Park, CA 9402

Timothy M. Haley and Institutional Venture Managetm¥/IIl, LLC © 2,250,51. 14.4 10.€
c/o Redpoint Ventures
3000 Sand Hill Road
Building 2, Suite 290
Menlo Park, CA 9402

Maria van der Sluijz-Plant? 2,060,771 13.€ 10.C
Locatellikade 1
Parnassustoren
1076 AZ Amsterdam
The Netherland

Technology Crossover Management Il, L.L®&. 1,989,74. 12.4 9.2
528 Ramona Street
Palo Alto, CA 9430:

Foundation Capital Management Co. Il, LEEC 1,096,93: 7.
70 Willow Road, Suite 200
Menlo Park, CA 9402

(¢6)
o1
(@8]

Marc B. RandolpHt® 839,99° 5.2 4.C
Leslie J. Kilgoret 320,66! 2.1 15
W. Barry McCarthy, Jri1? 318,99° 2.1 L8
Thomas R. Dillor{*® 315,33: 2.C 1kt
A. Robert Pisan§4 66,66¢ * *
Richard N. Bartor{> 50,00( * *
Michael Ramsay*> 50,00( * *
All directors and executive officers as a group &@sonsjy® 17,715,01 75.2% 61.(%

*  Less than 1% of our outstanding shares of commuk.

(1) Assumes that the persons named below do not pwemsshares in this offering. However, certaithefpersons named below, or
entities affiliated with such persons, have thétip purchase shares in this offering. See “CeRalationships and Related
Transaction—Letter Agreement with Certain Stockhold”

(2) Mr. Hoag is not the record holder of any of ounséies and disclaims beneficial ownership of thares set forth next to his name
except to the extent of his pecuniary interestdimeMr. Hoag is a Managing Member of Technologps3over Management Il, L.L.C.,
Technology Crossover Management IV, L.L.C. and TQW&hagement, L.L.C. Mr. Hoag, along with Richardkiinball, have the
power to make votin
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(6)

)

©)

©)

decisions on behalf of such entities. TCVF Manags#ieL.C. is the sole general partner of, anddwals investment control over, T(C
Franchise Fund, L.P., which is the record holdef2y613 of our shares and a warrant to acquire283p4 our shares. Mr. Kimball also
disclaims beneficial ownership of the shares sghfioext to Mr. Hoa's name except to the extent of his pecuniary isteherein
Technology Crossover Management IV, L.L.C. is et tecord holder of any of our securities. It is iole general partner of, and has
sole investment control over, TCV IV, L.P. and TOX Strategic Partners, L.P. TCV IV, L.P. is the et holder of 2,698,015 of our
shares and a warrant to purchase 3,471,289 ohawes. TCV IV Strategic Partners, L.P. is the rédwider of 100,605 of our shares
and a warrant to acquire 129,439 of our shz

Includes options to purchase an aggregate of 60G08are:

Mr. Schuh is not the record holder of any of ownsdies and disclaims beneficial ownership of shares set forth next to his name
except to the extent of his pecuniary interestdimeMr. Schuh is a Manager of Foundation Capitahisgement Co. I, LLC and FC
Leadership Management Co., LLC. FC Leadership Mam&mt Co., LLC is the sole general partner of, lzalsole investment control
over, Foundation Capital Leadership Fund, L.P.cWlis the record holder of a warrant to acquir®@,821 of our shares. FC
Leadership Management Co., LLC is also the soleagamnof, and has sole investment control over, Bation Capital Leadership
Principals Fund, LLC, which is the record holdemaokarrant to acquire 40,000 of our sha

Mr. Haley is not the record holder of any of oucggties and disclaims beneficial ownership of shares set forth next to his name
except to the extent of his pecuniary interestdimeMr. Haley is together with Samuel D. ColleRgid W. Dennis, Ruthann Quindlen,
L. James Strand, William P. Tai, T. Peter Thomaspftéey Y. Yang, Rebecca B. Robertson and R. Thdias, the sole Managing
Directors of Institutional Venture Management VLLC. Institutional Venture Management VIII, LLC iBe sole general partner of,
and has sole investment control over, Institutioreture Partners VIII, L.P., which is the recoalder of 1,667,276 of our shares and
a warrant to acquire 546,586 of our shares. Ingiital Venture Management VIII, LLC is also theesahanager of, and has sole
investment control over, IVM Investment Fund VILC and IVM Investment Fund VIII-A, L.L.C. IVM Invetment Fund VIII, LLC is
the record holder of 20,863 of our shares and aamato acquire 10,302 of our shares. IVM Investntamd VIII-A, LLC is the record
holder of 5,486 of our shares. Messrs. Collellapfdg, Strand, Tai, Thomas, Yang, Dyal and Msesn@lah and Robertson also
disclaim beneficial ownership of the shares sd¢hfaext to Mr. Haley's name except to the exterheir pecuniary interest there

Ms. van der Sluijz-Plantz is not the record holoieany of our securities and disclaims benefici@hership of the shares set forth next
to her name except to the extent of her pecuniggrest therein. Ms. van der Sluijz-Plantz is thie snanaging director of Finanzas,
B.V., which is the record holder of 2,038,990 of shares and a warrant to purchase 21,786 of @ues.

Technology Crossover Management Il, L.L.C. is hetitecord holder of any of our securities. It is sole general partner of, and has
sole investment control over, TCV Il (Q), L.P., T@\Strategic Partners, L.P. and Technology CroesMentures Il, L.P. TCV Il (Q),
L.P. is the record holder of 396,749 of our shames$ a warrant to acquire 335,041 of our shares. MGW#ategic Partners, L.P. is the
record holder of 70,407 of our shares and a watcaatquire 59,458 of our shares. Technology Crassdentures Il, L.P. is the reca
holder of 516,054 of our shares and a warrant qoiae 435,790 of our shares. Technology Crossovanddement Il, L.L.C. is also the
sole investment general partner of, and has sekstment control over TCV I, V.O.F. and Technold@pssover Ventures II, C.V.
TCV I, V.O.F. is the record holder of 16,763 ofr@hares and a warrant to acquire 14,156 of ouesh@echnology Crossover
Ventures Il, C.V. is the record holder of 78,790af shares and a warrant to acquire 66,536 o$loares

Foundation Capital Management Co. Il, LLC is na thcord holder of any of our securities. It is soée manager of, and has sole
investment control over, Foundation Capital Il Epreneurs Fund, LLC and Foundation Capital Il Rpals Fund, LLC. Foundation
Capital Il Entrepreneurs Fund, LLC is the recorttdeoof 109,692 of our shares and Foundation ChpiRrincipals Fund, LLC is the
record holder of 54,844 of our shares. Foundatiapit@l Management Co. Il, LLC is also the sole gahpartner of, and has sole
investment control over, Foundation Capital Il, L.&hich is the record holder of 932,397 of ourreBaThe other Managers of
Foundation Capital Management Co. Il, LLC are Ja@eAnderson
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(10)

(11)
(12)

(13)
(14)

(15)
(16)

William B. Elmore, Kathryn C. Gould and Paul G. Kip. They also disclaim beneficial ownership of shares beneficially owned by
Foundation Capital Management Co. Il, LLC exceph®extent of their pecuniary interest ther

Includes: (i) 21,666 shares held by Mr. Randolphifncapacity as trustee of the Marc & Lorraine @Raph 2000 Logan B. Randolph
Trust; (ii) 21,666 shares held by Mr. Randolph is dapacity as trustee of the Marc & Lorraine Rdpd@000 Morgan B. Randolph
Trust; (iii) 21,666 shares held by Mr. Randolphhia capacity as trustee of the Marc & Lorraine Rdplk 2000 Hunter B. Randolph
Trust; and (iv) options to purchase an aggregati66f666 shares. Mr. Randolph disclaims benefaaalership of the shares of
common stock held of record by each of Marc Rartudlpustee of the Marc & Lorraine Randolph 2000 &od@. Randolph Trust,
Marc Randolph, Trustee of the Marc & Lorraine Rdpd@®000 Hunter B. Randolph Trust and Marc Randolphstee of the Marc &
Lorraine Randolph 2000 Morgan B. Randolph Tr

Includes options to purchase an aggregate of 33Gbére:

Includes: (i) options to purchase an aggregat®@f6b5 shares; (ii) a warrant to purchase 10,0@6esh and (iii) 6,666 shares held by
W. Barry McCarthy, Jr., Trustee of the Peter DudiégCarthy Trust—2001 u/i dtd. December 31, 2001. McCarthy disclaims
beneficial ownership of the 6,666 shares he hadBrastee of the Peter Dudley McCarthy Trust—200#td. December 31, 2001 and
39,329 shares underlying options for which he lieed to transfer investment and voting pos

Includes options to purchase an aggregate of 315B8re:

Includes options to purchase an aggregate of 6&béfes. These options are held in the name obheR Pisano, trustee of Pisano
Living Trust dated 9/4/9:

Includes an option to purchase 50,000 sh

Includes, without duplication, the shares, optiand warrants listed in footnotes (2) through (8), (9) and (11) through (15) abo
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DESCRIPTION OF CAPITAL STOCK
Authorized and Outstanding Capital Stock

We will be authorized to issue 150,000,000 shafesmmon stock, $0.001 par value, and 10,000,0@@eshof undesignated
preferred stock, $0.001 par value, upon the closfrthis offering, pursuant to the amended andatesdtcertificate of incorporation that we
intend to file effective as of the closing. Pursti@nour existing certificate of incorporation, afithe shares of our preferred stock issued and
outstanding prior to the closing of this offeringlwe converted to common stock.

Prior to the completion of this offering, we willdf an amended and restated certificate of incatpam to effect a one-for-three
reverse stock split of our common stock. Pursuattie reverse stock split, three shares of our comstock held by our current stockholders
will be combined into one share of our common stddie number of shares of common stock into whishshares of preferred stock will be
converted upon the closing of this offering will &yepropriately adjusted to take into account thvenge stock split. Except where otherwise
noted, the information in this prospectus conceyrihare amounts takes into account the effecteoétticipated reverse stock split.

Common Stock

As of May 2, 2002, there were 15,111,894 share®ofmon stock outstanding which were held of redgrd 75 stockholders, takil
into account the anticipated conversion of our tautding preferred stock into an aggregate of 12(BI/&Hshares of common stock prior to the
closing of this offering.

Pursuant to our certificate of incorporation toitbeffect upon the closing of this offering, holdef our common stock will be
entitled to one vote per share on all matters tedied upon by our stockholders. Subject to prefege that may be applicable to any
outstanding shares of preferred stock, common btidkrs will be entitled to receive ratably suchidiénds, if any, as may be declared from
time to time by our board of directors out of furkeigally available for that purpose. In the eveia tiquidation, dissolution or winding up of
Netflix, our common stockholders will be entitlexighare ratably in all assets remaining after payrogliabilities, subject to pric
distribution rights of preferred stock, if any, theutstanding. Common stockholders will have nepngtive or conversion rights or other
subscription rights. There will be no redemptiorsioking fund provisions applicable to our commuock.

Preferred Stocl

Pursuant to our certificate of incorporation toileffect upon the closing of this offering, ourand of directors will be authorized,
without any action by our stockholders, to desigraaid issue preferred stock in one or more seni@tcdesignate the powers, preferences
and rights of each series, which may be greaterttiharights of our common stock. It is not possitol state the actual effect of the issuance
of any shares of preferred stock upon the rightsodders of our common stock until the board oédiors determines the specific rights of
holders of such preferred stock. However, the ¢&gfatght include, among other things:

impairing dividend rights of our common sta

diluting the voting power of our common stc

impairing the liquidation rights of our common dtpanc

delaying or preventing a change in control of uthaut further action by our stockholde

Upon the completion of this offering, no shareswif preferred stock will be outstanding, and weehaw present plans to issue any
shares of our preferred stock following this offeri

69



Warrants

At May 2, 2002, warrants to purchase an aggredafedd 7,962 shares of our common stock were oudsign These warrants
generally expire five years from the date of isand have a weighted average exercise price of §&@3hare.

Registration Rights

Following this offering, the holders of an aggrega®?,875,013 shares of our common stock and 7,62 &Rares of common stock
underlying outstanding warrants, will be entitledhe following rights with respect to registratiohsuch shares under the Securities Act.
These rights are provided under the terms of aeesgent between us and certain holders of our sBReEdinning six months following the
date of this prospectus, if holders of at least 5%he then outstanding securities entitled tchswgistration rights request that an amount of
securities having a reasonably anticipated aggeeafédring price to the public, before deductioruaflerwriter discounts and commissions
at least $20,000,000 be registered, we may benetjon up to two occasions, to register theirehéor public resale. Also, these holders
may require on four separate occasions, but no tharetwice within any 12-month period, that weisegy their shares for public resale on
Form S-3, if available, or similar short-form regadion if the value of the securities to be regjist is at least $2,000,000. Depending on
certain conditions, however, we may defer suchstegion for up to 90 days. Furthermore, in thentwee elect to register any of our shares
of common stock for purposes of effecting any pubffering, these holders will be entitled to inddua portion of their shares of common
stock in the registration, but we may reduce thalmer of shares proposed to be registered if negedsa to market conditions. All expenses
in connection with any such registration, othenthaderwriting discounts and commissions, will loente by us. All of these registration
rights will terminate five years following the clag of this offering, or, with respect to any pauiiar stockholder, at such time as the holder is
entitled to sell all of its shares in any three thqgmeriod under Rule 144 of the Securities Act.

Anti-Takeover Provisions

Certain provisions of Delaware law and our cerdifecof incorporation and bylaws as will be in effiadlowing the closing of this
offering could make the following more difficult:

the acquisition of Netflix by means of a tendefeg,
acquisition of control of Netflix by means of a gyocontest or otherwise; a
the removal of our incumbent officers and direc

These provisions, summarized below, are expectdistmurage certain types of coercive takeovertpegx and inadequate takeover
bids, and are designed to encourage persons sdekdieguire control of us to negotiate with our fabaf directors. We believe that the
benefits of increased protection against an unditiear unsolicited proposal to acquire or restruetus outweigh the disadvantages of
discouraging such proposals. Among other thinggotiation of such proposals could result in impib¥erms for our stockholders.

Delaware Anti-Takeover Law We are subject to Section 203 of the Delav&ereral Corporation Law, an anti-takeover law. In
general, Section 203 prohibits a publicly held Dlee corporation from engaging in a “business comfion” with an “interested
stockholder” for a period of three years followithg date the person became an interested stockhotdess the “business combination” or
the transaction in which the person became anested stockholder is approved by our board of thredn a prescribed manner. Generall
“business combination” includes a merger, assetauk sale, or other transaction resulting in arftial benefit to the interested stockholder.
Generally, an “interested stockholder” is a peratio, together with affiliates and associates, oamsvithin three years prior to the
determination of interested stockholder statusosid, 15% or more of a corporation’s voting stotke applicability of this provision may
have an anti-takeover effect with respect to tretisas not approved in advance by the board otthrs, including
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discouraging attempts that might result in a premaver the market price for the shares of commocksheld by stockholders.

Election and Removal of Directors Our board of directors will be divided intagle classes, each serving staggered three-year
terms. As a result, only a portion of our boardlioéctors will be elected each year. To implembstdlassified structure, prior to the closing
of this offering, two of the nominees to the bowaill be appointed to a one-year term, three willdpgpointed to two-year terms and two will
be appointed to three-year terms. Thereafter, @irsavill be elected for three-year terms. Direstoray be removed only for cause and with
the approval of the holders of two-thirds of outstanding stock. The board of directors will have éxclusive right to increase or decrease
the size of the board and to fill vacancies onlabard. This system of electing directors may tendiscourage a third party from making a
tender offer or otherwise attempting to obtain camf us, because it generally makes it more diffifor stockholders to replace a majority
of the directors.

Stockholder Meetings Under our certificate of incorporation as voi#l in effect following the closing of this offegnonly the
board of directors, the chairman of the boardctiief executive officer or the president may cpé@al meetings of stockholders.

Requirements for Advance Notification of Stockholdteminations and Proposals Our bylaws will contain advance notice
procedures with respect to stockholder proposalsla nomination of candidates for election asatines, other than nominations made by or
at the direction of the board of directors or a outtee of the board.

Elimination of Stockholder Action by Written Cortsen Our certificate of incorporation as will beeaffect following the closing of
this offering eliminates the right of stockholdéwsact by written consent without a meeting. Thisviision will make it more difficult for
stockholders to take action opposed by the boadirettors.

No Cumulative Voting Our certificate of incorporation as will beeéffect following the closing of this offering doest provide
for cumulative voting in the election of directovghich, under Delaware law, precludes stockholffers cumulating their votes in the
election of directors, frustrating the ability ofmarity stockholders to obtain representation anlibard of directors.

Undesignated Preferred Stock The authorization of undesignated preferrediswill make it possible for the board of director
without stockholder approval, to issue preferretistwith voting or other rights or preferences thald impede the success of any attem,
obtain control of us. These and other provisiong hrave the effect of deferring hostile takeovergl@aying changes in control or
management of Netflix.

Amendment of Provisions in the Certificate of Ipmoation.  Our certificate of incorporation will requitiee affirmative vote of th
holders of at least two-thirds of our outstandinging stock in order to amend any provision of oeutificate of incorporation concerning:

the required vote to amend or repeal the sectidheotertificate of incorporation providing for tHght to amend or repeal
provisions of the certificate of incorporatic

management of the business by our board of dirg
absence of the authority of stockholders to aathften consen
authority to call a special meeting of stockholg

procedure and content of stockholder proposalseroimg business to be conducted at a meeting okistdders, including
election of directors

number of directors and structure of the boardi@atiors
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removal of directors and the filling of vacanciesthe boarc
director nominations by stockholde

absence of the necessity of directors to be eldntedritten ballot
personal liability of directors to us and our stiocklers; an
indemnification of our directors, officers, empl@geand agen

Amendment of Provisions in the BylawsOur certificate of incorporation will requirke affirmative vote of the holders of at least
two-thirds of our outstanding voting stock in ord@amend any provision of our bylaws concerning:

meetings of or actions taken by stockholc

number of directors and their term of offi

election and qualification of directo

removal of directors and the filling of vacanciesthe boarc
indemnification of our directors, officers, empl@geand agents; a
amendment to our bylav

Transfer Agent and Registrar
The transfer agent and registrar for our commooksi® Equiserve Trust Company, N.A.
Nasdaq National Market Listing

Our common stock has been approved for quotatiah@MNasdaqg National Market under the symbol “NFLX.
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SHARES ELIGIBLE FOR FUTURE SALE

Prior to this offering, there has been no markebior common stock, and there can be no assurhata significant public market
for the common stock will develop or be sustainierahis offering. Future sales of substantial ants of common stock, including shares
issued upon exercise of outstanding options andants, in the public market following this offerieguld adversely affect market prices
prevailing from time to time and could impair otniléy to raise capital through sale of our equecurities. Sales of substantial amounts of
our common stock in the public market after thérietions lapse could adversely affect the premgilmarket price of our common stock and
our ability to raise equity capital in the future.

Upon completion of this offering, we will have 1211894 outstanding shares of common stock based shres outstanding as of
May 2, 2002, assuming no exercise of the understiteser-allotment option and no exercise of outdtag options or warrants after this
offering. Of these outstanding shares, the 5,5@gb@res sold in this offering will be freely tratlawithout restriction under the Securities
Act, unless purchased by our “affiliates,” as tieam is defined in Rule 144 under the Securities Acstockholders subject to the lock-up
agreements described in “Underwriting.” Substalytiall shares of our stock outstanding prior tethifering are subject to the lock-up
agreements. Beginning 180 days after the dateé®ptiospectus and upon the expiration of the Iqelegreements, approximately 18,150,788
additional shares will be available for sale in ph#lic market, subject in some cases to compliavittethe volume and other limitations of
Rule 144. The following table shows when the shaiide available for sale in the public marketeafl80 days from the date of this
prospectus.

Number of Shares
Eligible for Sale Comment

10,592,49 shares will be saleable in compliance with Rule (st/bject in some cases to volume limitatiol
3,943,121  shares will be saleable in compliance with Rule(&)+
118,45 shares will be saleable in compliance with Rule.’
3,202,021 shares subject to vested options will be salealdeuyant to registration on Forn-8.
457,81: shares held for less than one year and will nadbeable in compliance with Rule 144 until such one
year holding period has been

Beginning 180 days after the date of this prospe@pproximately 1,163,036 additional shares ugiherloptions will become
available for sale in the public market.

In addition, as of May 2, 2002, there were outsitagavarrants to purchase 7,017,962 shares of constomk. Substantially all of
the shares underlying such warrants are subjdotksup agreements.
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All of our warrants contain a “net exercigag’bvision permitting the holders to exercise therasats without paying the exercise pr
if the fair market value of our common stock excetee exercise price per share. If these holderd & exercise their warrants by the “net
exercise” method, they will receive fewer sharesamfimon stock than they would have otherwise battiexl to had they exercised the
warrant by paying cash. The following table illagés how many shares of common stock underlyingvamrants would be saleable
beginning 181 days after the date of this prospseata the restrictions, if any, upon such resaleyming that the shares underlying the
warrants are not registered by us, a weighted geez&ercise price of $3.27 per share, the warastexercised by the “net exercise” method
and the fair market value of our shares of comniockson the date of exercise is $14.00:

Number of shares of

Number of days after Number of shares of common stock issued by us
the date of this common stock upon “net exercise” of the
prospectus underlying the warrants warrants Restrictions upon resale
181 80,68: 61,83 None
181 6,937,28! 5,316,931  Shares are subject to the volume limitations oeR44

If our warrant holders acquire shares of commonkstpon exercise of a warrant other than througyteaexercise,” they will have
to hold the shares acquired for at least one yatwvfing exercise prior to sale, unless we regigtershares acquired. Because we do not
know what the fair market value of our stock pra# be in the future, we cannot estimate how mahgres of our common stock will be
saleable upon a “net exercise” of our warrants.

Rules 144 and 701

In general, under Rule 144 as currently in effeeginning 90 days after the date of this prospeetyperson who has beneficially
owned shares of our common stock for at least eae ycluding the holding period of any prior ownexcept an affiliate of Netflix, would
be entitled to sell within any three-month perioduanber of shares that does not exceed the grefater

1% of the number of shares of common stock thestanding which will equal approximately 206,119rslsammediately afte
this offering; anc

the average weekly trading volume of the commouokstluring the four calendar weeks preceding tliegfibf a Form 144 with
respect to such sal

Sales under Rule 144 are also subject to certaimeraf sale provisions and notice requirementstarde availability of current
public information about us. Under Rule 144(k),esason who is not deemed to have been our affifitny time during the three months
preceding a sale, and who has beneficially ownesktares proposed to be sold for at least two yedrtsling the holding period of any prior
owner, except an affiliate of Netflix, is entitléa sell such shares without complying with the mearof sale, public information, volume
limitation or notice provisions of Rule 144.

Rule 701, as currently in effect, permits resaleshares in reliance upon Rule 144 but without ciianpe with certain restrictions.
Any employee, officer, director or consultant whoghased shares under a written compensatory pleontract may be entitled to rely on
the resale provisions of Rule 701. Rule 701 perafiiiates to sell their Rule 701 shares undereRid4 without complying with the holding
period requirements of Rule 144. Rule 701 furtherjales that non-affiliates may sell such share®liance on Rule 144 without having to
comply with the holding period, public informatiomlume limitation or notice provisions of Rule 14¥l holders of Rule 701 shares are
required to wait until 90 days after the date o firospectus before selling such shares. As of Bj&p02, the holders of options exercisable
for approximately 3,202,026 shares of our commonkstvill be eligible to sell their shares pursutmRule 701 or pursuant to registration on
Form S-8 upon the expiration of the 180-day lockpepod.

74



Stock Options

Following the effectiveness of this offering, welMile a registration statement on Form S-8 regjiisty shares of common stock
subject to outstanding options and reserved farréuissuance under our stock plans. As of May @226ptions to purchase a total of
4,365,062 shares were outstanding. In additioatad of 2,260,768 shares were reserved for futsseance under our 1997 Stock Plan, 2002
Stock Plan and 2002 Employee Stock Purchase Panmn stock issued upon exercise of outstandingelesptions or issued under our
2002 Employee Stock Purchase Plan, other than consteck issued to affiliates are available for indilaée resale in the open market.

Registration Rights

Beginning six months after the date of this prosg®dolders of 12,875,013 shares and holders obw to purchase 7,017,962
shares of common stock will be entitled to certdémand registration rights for sale in the publarket. Registration of such shares unde
Securities Act would result in such shares becorfriegly tradable without restriction under the Sé@@s Act, except for shares held by
affiliates, immediately upon the effectivenessudlsregistration.
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UNDERWRITING

Merrill Lynch, Pierce, Fenner & Smith Incorporat@dhomas Weisel Partners LLC and U.S. Bancorp Rip#ray, Inc. are acting as
representatives of each of the underwriters naneémhb Subject to the terms and conditions set forth purchase agreement among us and
the underwriters, we have agreed to sell to themmdters, and each of the underwriters has agmmaabrally and not jointly, to purchase fr
us, the number of shares of common stock set @plosite its name below.

Underwriter Number of Shares

Merrill Lynch, Pierce, Fenner & Smi
Incorporatec
Thomas Weisel Partners LL
U.S. Bancorp Piper Jaffray, In
Total 5,500,00!

Subject to the terms and conditions set forth @ghrchase agreement, the underwriters have agreeetrally and not jointly, to
purchase all of the shares sold under the purcdmgsement if any of these shares are purchasad.uhderwriter defaults, the purchase
agreement provides that the purchase commitmerteafondefaulting underwriters may be increaseti@purchase agreement may be
terminated.

We have agreed to indemnify the underwriters agaipscified liabilities, including some liabilitiesder the Securities Act, or to
contribute to payments the underwriters may beirequo make in respect of those liabilities.

The underwriters are offering the shares, subgeptior sale, when, as and if issued to and acddptehem, subject to approval of
legal matters by their counsel, including the vgfidf the shares, and other conditions contaimetthé purchase agreement, such as the re¢
by the underwriters of officer’s certificates aeg&l opinions. The underwriters reserve the rightithdraw, cancel or modify offers to the
public and to reject orders in whole or in part.

Commissions and Discounts

The representatives have advised us that they pedpdially to offer the shares to the publicla tnitial public offering price set
forth on the cover page of this prospectus ancetdats at that price less a concession not in exafes per share. The underwriters
may allow, and the dealers may reallow, a discoohin excess of $ per share to otleatats. After the initial public offering, the
public offering price, concession and discount haychanged.

The following table shows the public offering pricederwriting discount and proceeds before expetsas. The information
assumes either no exercise or full exercise byttterwriters of their overallotment option.

Per Share Without Option With Option
Public offering price $ $ $
Underwriting discoun $ $ $
Proceeds, before expenses, to Netflix, | $ $ $

The total expenses of the offering, not including tinderwriting discount, are estimated at apprateéty $2,000,000 and are paye
by us.
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Overallotment Option

We have granted an option to the underwriters tolpse up to 825,000 additional shares at the puoffiéring price less the
underwriting discount. The underwriters may exex¢fgs option for 30 days from the date of thisgperctus solely to cover any
overallotments. If the underwriters exercise thpian, each will be obligated, subject to condiaontained in the purchase agreement, to
purchase a number of additional shares proportotwathat underwriter’s initial amount reflectedtle above table.

Reserved Shares

At our request, the underwriters have reserveddte, at the initial public offering price, up téef the shares offered hereby to be
sold to certain of our business associates antetefgersons. The number of shares of common siailable for sale to the general public
will be reduced to the extent such persons purcbask reserved shares. Any reserved shares whaatoaorally confirmed for purchase
within one day of the pricing of this offering wble offered by the underwriters to the general ipuin the same terms as the other shares
offered in this prospectus.

In addition, in connection with the purchase of 8eries C Preferred Stock, we entered into a lagerement with Foundation
Capital I, L.P., Technology Crossover Ventured.IR. and Institutional Venture Partners VIlI, L,.Bated February 16, 1999, pursuant to
which we agreed to require the managing underwoitemderwriters of our initial public offering tffer to each of the foregoing parties the
right to purchase, in the aggregate, 10% of tha tdtares to be issued by us in this offering epiliblic per share offering price, subject to
compliance with applicable law. In connection wtile purchase of our Series D Preferred Stock, wended the letter agreement to add
Forum Holding Amsterdam B.V. as a party. At ouruest, the underwriters will offer 10% of the shaagailable for sale in this offering to
these investors. Each of these four stockholdesgHwaright to participate with respect to thattipor of the 10% allocation equal to their pro
rata ownership of our Series C and Series D PeleBtock as compared to the other participatingkbimlders. These investors are subject to
lock-up agreements with respect to any such shanehased by them.

No Sales of Similar Securities

We and our executive officers and directors anth@eexisting stockholders have agreed, subjelitived exceptions, not to sell or
transfer any common stock or securities convertitile, exchangeable for exercisable for, or repleyalith common stock, for 180 days after
the date of this prospectus without first obtainiing written consent of Merrill Lynch. Specificallwe and these other persons have agreed
not to directly or indirectly:

offer, pledge, sell or contract to sell any comrstotk

sell any option or contract to purchase any comstook

purchase any option or contract to sell any comsiook

grant any option, right or warrant for the saleanf common stoc

lend or otherwise dispose of or transfer any comstook

request or demand that we file a registration statd related to the common stock

enter into any swap or other agreement that trasisfewhole or in part, the economic consequeticevmership of any

common stock whether any such swap or transactitmbe settled by delivery of shares or other sgées), in cash or
otherwise

Quotation on the Nasdaq National Market

Our common stock has been approved for quotatiah@Nasdaqg National Market under the symbol “NFLX.
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Before this offering, there has been no public raaf@r our common stock. The initial public offegiprice was determined through
negotiations among us and the representativeslditi@n to prevailing market conditions, the fast@onsidered in determining the initial
public offering price are:

the valuation multiples of publicly traded companikat the representatives believe to be compatahis

our financial informatior

the history of, and the prospects for, its pastfmedent operations, and the prospects for, andgiof, our future revenue
an assessment of our management, its past anchpogerations, and the prospects for, and timin@uwif future revenue
the present state of our development;

the above factors in relation to market values\arébus valuation measures of other companies egmgactivities similar to
ours.

An active trading market for the shares may noettgy. It is also possible that after the offerihg shares will not trade in the puk
market at or above the initial public offering grid he underwriters do not expect to sell more thanpercent of the shares being offered in
this offering to accounts over which they exeraseretionary authority.

Price Stabilization, Short Positions and Penalty Ris

Until the distribution of the shares is complet8dcurities and Exchange Commission rules may limierwriters and selling group
members from bidding for and purchasing our comstonk. However, the representatives may engagamsdctions that stabilize the price
of the common stock, such as bids or purchasesdpfix or maintain that price.

The underwriters may purchase and sell the comnumk 1 the open market. These transactions mdydecshort sales, stabilizing
transactions and purchases to cover positionsextdst short sales. Short sales involve the satbdwynderwriters of a greater number of
shares than they are required to purchase in thargj. “Covered” short sales are sales made iaraaunt not greater than the underwriters’
option to purchase additional shares from the issuthe offering. The underwriters may close au aovered short position by either
exercising their option to purchase additional shar purchasing shares in the open market. Imrditimg the source of shares to close out
the covered short position, the underwriters wolhsider, among other things, the price of sharagiable for purchase in the open market as
compared to the price at which they may purchaaeestthrough the over-allotment option. “Nakstbrt sales are any sales in excess of
option. The underwriters must close out any nakextposition by purchasing shares in the open gtafknaked short position is more
likely to be created if the underwriters are coneerthat there may be downward pressure on the pfithe common shares in the open
market after pricing that could adversely affesfeistors who purchase in the offering. Stabiliziragsactions consist of various bids for or
purchases of common shares made by the underwiritre open market prior to the completion of dffering.

The underwriters may also impose a penalty bids Dlecurs when a particular underwriter repays éautiderwriters a portion of the
underwriting discount received by it because tipeasentatives have repurchased shares sold by thref@account of such underwriter in
stabilizing or short covering transactions.

Similar to other purchase transactions, the undest purchases to cover the syndicate short sagshave the effect of raising or
maintaining the market price of the common stockrewenting or retarding a decline in the markétepof the common stock. As a result,
price of the common stock may be higher than theepghat might otherwise exist in the open market.
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Neither we nor any of the underwriters make anyasgntation or prediction as to the direction ognitide of any effect that the
transactions described above may have on the gfittee common stock. In addition, neither we noy ahthe representatives make any
representation that the representatives will engagfgese transactions or that these transactiwor® commenced, will not be discontinued
without notice.

LEGAL MATTERS

The validity of the common stock offered herebyl wé passed upon for us by Wilson Sonsini GoodgidRosati, Professional
Corporation, Palo Alto, California. Certain legahtters will be passed upon for the underwriter€hiill Gordon & Reindel, New York,
New York. As of the date of this prospectus, WSektment Company 99A, WS Investment Company 98AVd8dnvestment'97B,
investment partnerships composed of certain cuaedtformer members of and persons associatedMiifon Sonsini Goodrich & Rosati,
Professional Corporation, as well as certain irdiiai attorneys of this firm, beneficially own argaggate of 42,199 shares of our common
stock.

EXPERTS

The financial statements of Netflix, Inc. as of Betder 31, 2000 and 2001 and for each of the yadleithree-year period ended
December 31, 2001 appearing in this prospectusegistration statement have been audited by KPM®8, lihdependent certified public
accountants, as set forth in their report therappgearing elsewhere herein, and upon the authafriggid firm as experts in accounting and
auditing.

WHERE YOU CAN FIND MORE INFORMATION

We have filed with the Securities and Exchange Casion a registration statement on Form S-1 witipeet to the common stock
offered by this prospectus. This prospectus, whafstitutes a part of the registration statemesgschot contain all of the information set
forth in the registration statement or the exhibitsl schedules which are part of the registratiateshent. For further information with resp
to us and our common stock, see the registratairrsent and the exhibits and schedules theretoddoyment we file may be read and
copied at the Commission’s public reference roam#/ashington, D.C., New York, New York and Chicaliilmois. Please call the
Commission at 1-800-SEC-0330 for further informataéibout the public reference rooms. Our filinggwiite Commission are also available
to the public from the Commission’s Web sitéhtip://www.sec.gov

Upon completion of this offering, we will becomebgect to the information and reporting requiremaaftthe Securities Exchange
Act of 1934 and, accordingly, will file periodicperts, other reports, proxy statements and otHerrimation with the Commission. Such
periodic reports, other reports, proxy statementsather information will be available for insp@stiand copying at the Commission’s public
reference rooms, and the Web site of the Commissifamred to above.
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When the reverse common stock split referred tdate 11 of the Notes to the Financial Statemengsile®n consummated, we will
be in a position to render the following report.

Is/ KPMG LLP
Form of Independent Auditors’ Report

The Board of Directors and Stockholders
Netflix, Inc.

We have audited the accompanying balance sheétstflix, Inc. (formerly known as NetFlix.com, In@ap of December 31, 2000
and 2001, and the related statements of operastoskholders’ deficit, and cash flows for eachihaf years in the three-year period ended
December 31, 2001. These financial statementdhareesponsibility of the Company’s management. i@sponsibility is to express an
opinion on these financial statements based omodits.

We conducted our audits in accordance with audiiagdards generally accepted in the United StdtAmerica. Those standards
require that we plan and perform the audit to sbtagsonable assurance about whether the finastaiaiments are free of material
misstatement. An audit includes examining, on tldasis, evidence supporting the amounts and disads in the financial statements. An
audit also includes assessing the accounting ptegused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thataodits provide a reasonable basis for our opinio

In our opinion, the financial statements referedlbove present fairly, in all material respedts, financial position of Netflix, Inc.
as of December 31, 2000 and 2001, and the redutsaperations and its cash flows for each ofytbars in the three-year period ended
December 31, 2001, in conformity with accountingpgiples generally accepted in the United State&roérica.

Mountain View, California
February 27, 2002
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Netflix, Inc.

Balance Sheets

(in thousands, except share data)

Assets

Current asset:
Cash and cash equivalel
Prepaid expenst
Prepaid revenue sharing expe
Other current asse

Total current asse

DVD library, net
Intangible assets, n
Property and equipment, r
Deposits

Other asset

Total asset

Liabilities and Stockholders’ Deficit
Current liabilities:
Accounts payabl
Accrued expense
Deferred revenu
Current portion of capital lease obligatic
Notes payabli

Total current liabilities

Deferred ren

Capital lease obligations, less current por

Note payable

Subordinated notes payable, net of unamortizeddrgoof $10,851 and $10,76°
at December 31, 2001 and March 31, 2002, respégc!

Total liabilities
Commitments and contingency (notes 4 an
Redeemable convertible preferred stock (nof

Stockholder’ deficit (note 7):

Convertible preferred stock, $0.001 par value; 8,800 shares authorized;
4,444 545, 6,157,499, 6,157,499 and no sharesdsmekoutstanding at
December 31, 2000, December 31, 2001, March 312 266 March 31, 20C
pro forma, respectively; aggregate liquidation erefce of $2,22

Common stock, $0.001 par value; 33,333,333 sharttmazed (actual);
150,000,000 shares authorized (pro forma); 2,18,7461,855, 2,191,859
and 15,060,797 shares issued and outstanding anier 31, 2000,
December 31, 2001, March 31, 2002 and March 312 200 forma,
respectively

Additional paic-in capital

Deferred stoc-based compensatic

Accumulated defici

Total stockholder deficit

Total liabilities and stockholde’ deficit

As of

As of

December 31, March 31, 2002
2000 2001 Actual Pro Forma

(unaudited)
$ 14,89t $ 16,13 $ 15,67: $ 15,67:
2,73¢ 1,01¢ 1,81¢ 1,81¢
63€ 732 277 277
32 1,67( 2,09¢ 2,09¢
18,30: 19,55: 19,86¢ 19,86¢
16,90¢ 3,63: 6,70z 6,70z
5,582 7,917 8,42¢ 8,42¢
9,95¢ 8,20t 7,42¢€ 7,42¢€
643 1,67 1,691 1,691
1,09¢ 64¢€ 632 632
$ 52,48t $ 41,63( $ 4474 $ 44,74
— — — —
$ 7,69 $ 13,71¢ $ 16,29: $ 16,29:
5,91¢ 4,54¢ 4,35¢ 4,35¢
2,77 4,937 6,281 6,281
1,28: 1,34¢ 1,43: 1,43:
2,29 1,667 1,042 1,04z
19,95¢ 26,20¢ 29,41: 29,41:
10z 24C 252 252
2,02¢ 1,057 95¢ 95¢
1,84: — — —
— 2,79¢ 3,15¢ 3,15¢
23,92t 30,30¢ 33,78: 33,78:
101,83( 101,83 101,83( —
4 6 6 —
2 2 2 15
34,64 52,47¢ 74,75 176,57¢
(9,266 (5,725 (23,859 (23,859
(98,648 (137,260 (141,779  (141,77)
(73,26 (90,50/) (90,877) 10,95¢
$ 52,48¢ $ 41,63( $ 44,74 $ 44,74



See accompanying notes to financial statements.
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Revenues
Subscriptior
Sales

Total revenue

Cost of revenues
Subscriptior
Sales

Total cost of revenue
Gross profit (loss

Operating expense
Fulfillment*
Technology and developmer
Marketing*
General and administrative
Restructuring charge
Stocl-based compensatior

Total operating expens
Operating los!
Other income (expense
Interest and other incon

Interest expens

Net loss

Net loss per common sh—basic and dilute:

Weighted average sha—basic and dilute

Netflix, Inc.

Statements of Operations

(in thousands, except per share data)

Three Months Ended

Pro forma net loss per sh—basic and diluted (unaudite

Pro forma weighted average shi—basic and dilute:

* Amortization of stock-based compensation notukeld in expense line-

item:
Fulfillment
Technology and developme
Marketing
General and administratiy

Year Ended December 31, March 31,
1999 2000 2001 2001 2002
(unaudited)

$ 4,85¢ $ 35,89 $ 74,25t $ 17,057 $30,06¢
152 — 1,657 — 45¢
5,00¢ 35,89¢ 75,91: 17,057 30,52
4,217 24,86 49,08¢ 18,17 14,87:
15€ — 81¢ — 28€
4,37 24,86 49,90 18,17 15,15¢
633 11,03: 26,00¢ (1,120 15,36¢
2,44¢ 10,241 13,45: 3,61° 4,15¢
7,41% 16,82: 17,73¢ 5,47¢ 3,181
14,07( 25,72 21,03: 6,65 7,93¢
1,99: 6,99( 4,65¢ 1,514 1,30¢

— — 671 — —
4,742 8,80: 5,68¢ 2,04: 2,84(
30,66¢ 68,59( 63,23 19,297 19,42:
(30,03)  (57,55)  (37,22)  (20,41) (4,059
924 1,64¢ 461 182 77
(73€) (1,457 (1,852 (362) (531)
$(29,84Y)  $(57,367)  $(38,619)  $(20,59¢)  $(4,50¢)
— — — — —
$ (21.4) $ (4057 $ (2119 $ (1220 $ (2.20
| | | | |
1,394 1,414 1,82¢ 1,68( 2,047
$ (2.79 $ (0.30)

— —

14,09¢ 14,83

| |

$ 624 $ 2,29¢ $ 1,201 $ 42¢ $ 39:
1,141 2,871 1,93( 724 1,20¢
351 1,88¢ 1,40: 49¢ 842
2,62¢ 1,74¢ 1,152 392 397

$ 4,742 $ 8,80: $ 5,68¢ $ 2,04 $ 2,84(
— — — — —

See accompanying notes to financial statem:
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Balances as of January 1, 1999
Exercise of options
Issuance of common stock upon exercise of wat
Repurchase of restricted stock
Warrants issued in connection with debt financir
Deferred stoc-based compensatic
Stock-based compensation expense
Net loss

Balances as of December 31, 1999
Exercise of options and issuance of restrictedks
Repurchase of restricted stock
Issuance of common stock for services rendered
Warrants issued in connection with operating le
Warrants issued in connection with services

rendered

Warrants issued in connection with debt financ
Subscribed Series F non-voting preferred stock
Deferred stock-based compensation
Stock-based compensation expel
Net loss

Balances as of December 31, 2000

Exercise of option

Repurchases of restricted common stock

Issuance of common stock in exchange for services
rendered

Warrants issued in connection with subordinatec
notes payable

Warrants issued in connection with capital lease
obligation

Warrants issued in exchange for services rendel

Issued Series F non-voting preferred stock

Subscribed Series F r-voting preferred stoc

Netflix, Inc.

Statements of Stockholders’ Deficit
(in thousands, except share data)

Deferred stock-based compensation (forfeitures) net —

Stock-based compensation expense
Net loss

Balances as of December 31, 2001

Exercise of options (unaudited)

Subscribed Series F non-voting preferred stock
(unaudited’

Deferred stock-based compensation (unaudited)

Stock-based compensation expense (unaudited’

Net loss (unaudited)

Balances as of March 31, 2002 (unaudi

Convertible
Preferred Stock Common Stock Additional Deferred Stock- Total
Paid-in Based Accumulated Stockholders’
Shares Amount Shares Amount Capital Compensation Deficit Deficit

444454  $ 4 860,020 $ 1 $ 810: $ 471) $ (11440 $ (8,049
— — 1,323,78 1 35€ — — 357
— — 90,49¢ — 31 — — 31
— — (200,15() — (31 — — 31
— — — — 762 — — 762

— — — — 6,872 (6,872) — —
— — — = = 4,74: — 4,74:
— — — — — — (29,84%) (29,84%)
4,444 54! 4 2,074,16! 2 16,092 (6,841) (41,285 (32,029
— — 81,00: — 422 — — 422
— — (26,657) — (141) — — (2417)
— — 7,25¢ — 30€ — — 30€
— — — — 21€ — — 21€
— — — — 28E — — 28t
— — — — 10t — — 10t
— — — — 6,12¢ — — 6,12¢

— — — — 11,22¢ (11,229 — —
— — — — — 8,80: — 8,80:
— — — — — — (57,369 (57,369
4,444 54! 4  2,135,76i 2 34,64! (9,26¢) (98,64%) (73,267
— — 30,04¢ — 125 — — 12¢
— — (5,625) — 12 — — (12)
— — 1,66€ — 10 — — 10
— — — — 10,88¢ — — 10,88¢
— — — — 172 — — 17z
— — — — 18 — — 18
1,712,95. 2 — — 4,27¢ — — 4,281
— — — — 217 — — 217

_ — — 2,14¢ (2,145 — -
— — — — — 5,68¢ — 5,68¢
— — — — — — (38,619 (38,619
6,157,49! 6 2,161,85 2 52,47¢ (5,725 (137,26¢) (90,50¢)
— — 30,00« — 87 — — 87
— — — — 1,21z — — 1,212

_ — — — 20,97¢ (20,979 — -
— — — — — 2,84( — 2,84(
— — — — — — (4,50¢) (4,50¢)
6,157,49' $ 6 2,191,85 $ 2 $ 74,75: $ (23,859 & (141,779 $ (90,877)
I N EE——— ] I I I

See accompanying notes to financial statements.
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Netflix, Inc.

Statements of Cash Flows
(in thousands)

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash (irsgprovided by
operating activities
Depreciation of property and equipmi
Amortization of DVD library
Amortization of intangible asse
Noncash charges for equity instruments granteat-employees
Stocl-based compensation expel
Loss on disposal of property and equipmr
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 (used in) provided by operating activi

Cash flows from investing activities:
Purchases of she-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 investing activiti

Cash flows from financing activities:
Proceeds from issuance of redeemable convertiefeped stocl
Proceeds from issuance of common si
Net proceeds from issuance of subordinated notgashfmand
detachable warran
Repurchases of common stc
Proceeds from issuance of notes pay
Principal payments on notes payable and capitaklealigation:

Net cash provided by financing activit

Net increase (decrease) in cash and cash equis
Cash and cash equivalents, beginning of pe

Cash and cash equivalents, end of pe

Supplemental disclosure
Cash paid for intere:

Noncash investing and financing activiti
Purchase of assets under capital lease oblige

Discount on capital lease obligati

Three Months Ended

Year Ended December 31, March 31,
1999 2000 2001 2001 2002
(unaudited)
$(29,845)  $(57,369)  $(38,61§  $(20,598  $(4,508
884 3,60~ 5,507 1,31¢ 1,457
3,18- 15,68! 22,12 13,09¢ 2,917
— 54¢€ 2,16: 35€ 70€
— 59¢ 28 10 —
4,742 8,80: 5,68¢ 2,04: 2,84(
— 14E — — —
- - - - (282)
39¢ 497 1,017 124 39t
(85) (2,686) (15) 214 (779
2,271 2,35¢ 6,02¢ 92¢ 2,57
1,571 2,70¢ (1,37¢ (574) (186)
35¢ 2,30z 2,16¢ 24t 1,35(C
— 10z 13¢€ 39 13
(16,529 (22,700 4,847 (2,805) 6,50¢
(6,322) — — — —
— 6,322 — — —
(3,295 (6,210 (3,239 (954) (95)
(9,866)  (23,89Y (8,85)) (2,999 (6,167)
— — — — 45¢
(259) (1,189 (58€) (134 —
(19,749 (24,979 (12,670 (4,087 (5,799
45,49¢ 50,01: — — —
357 422 12t 26 87
— — 12,83! — —
— (141) (12) — —
5,00( — — — —
(1,447 (1,917 (3,885 (959) (1,259
49,40¢ 48,37¢ 9,05¢ (927) (1,167
13,13: 697 1,23¢ (7,819 (460)
1,061 14,19¢ 14,89¢ 14,89¢ 16,13:
$ 14,19¢ $ 14,89¢ $16,13: $ 7,07¢ $15,67:
| | | | |
$ 282 $ 946 $ 8C $ 23¢ $ 13€
— — — — —
$ 1,02¢ $ 3,00C $ 52C $ = $ 58:
— — — — —
$ 76z $ 108 $ 172 $ — $ —



Warrants issued as a deposit on an operating

Exchange of Series F non-voting convertible preféistock for

intangible asse

$ — $ 21€
L] L]
$ — $ 6,12¢

See accompanying notes to financial statements
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Netflix, Inc.

Notes to Financial Statements
Years Ended December 31, 1999, 2000 and 2001
(Information as of March 31, 2002 and for the threemonth periods ended
March 31, 2001 and 2002 is unaudited)
(in thousands, except share, per share and per DViata)

1. Organization and Significant Accounting Polies
Description of busines

Netflix, Inc. (the “Company”), was incorporated Angust 29, 1997 (inception) and began operation&pmil 14, 1998. The
Company provides an online entertainment subsorigervice providing subscribers access to a cadmpsave library of filmed
entertainment titles formatted on digital videokdf$DVD"). The standard subscription plan providagoscribers access to an unlimited
number of titles for $19.95 per month with no daged or late fees. The subscribers select titldfseaCompany’s website at
www.netflix.com.

Unaudited interim financial statements

The unaudited interim financial information as ofidh 31, 2002 and for the three months ended M2tcR001 and 2002 has been
prepared on the same basis as the audited finastatainents. In the opinion of management, suchditeal information includes all
adjustments (consisting of normal recurring adj@stts) necessary for a fair presentation of thisrimt information when read in conjunction
with the audited financial statements and noteethe

Proposed initial public offering and pro forma imfieation

In February 2002, the Board of Directors authoritteslfiling of a registration statement with thec&eties and Exchange
Commission (“SEC”) to sell shares of its commorcktim connection with a proposed initial publicexfhg (“IPO”). In February 2002, the
Board of Directors and the Company’s stockholdéss approved, subject to the completion of an IB®amendment to the Company’s
certificate of incorporation which will set the hatized number of shares of common stock at 1500000and the authorized number of
shares of preferred stock at 10,000,000.

The unaudited pro forma balance sheet as of MatcB@02 reflects the assumed automatic converditmreaedeemable convertit
preferred stock into 9,659,693 shares of commocksdod the assumed automatic conversion of theSériand F convertible preferred st
into 3,209,245 shares of common stock. Costs dyrattributable to the proposed initial public aoffeg of $736 are included in prepaid
expenses in the balance sheet as of March 31, 2002.

Cash and cash equivalents

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

DVD library

Historically, the Company purchased DVDs from stsdand distributors. In 2000 and 2001, the Commantgred into a series of
revenue sharing agreements with several studioshadiianged the business model for acquiring DV Rksatisfying subscriber demand.
These revenue sharing agreements enable the Cortpabtain DVDs at a lower up front cost than untiaditional buying arrangements.
The Company
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Notes to Financial Statements (continued)

Years Ended December 31, 1999, 2000 and 2001
(Information as of March 31, 2002 and for the threemonth periods ended
March 31, 2001 and 2002 is unaudited)

(in thousands, except share, per share and per DViata)

shares a percentage of the actual net revenuesaggahby the use of each particular title with shedios over a fixed period of time, which is
typically 12 months for each DVD title (hereinafteferred to as the “title term”). At the end oéttitle term, the Company has the option of
either returning the DVD title to the studio or pliasing the title. Before the change in businesseiéhe Company typically acquired fewer
copies of a particular title upfront and utilizeach copy acquired over a longer period of time. iflf@ementation of these revenue sharing
agreements improved the Company’s ability to obtiger quantities of newly released titles anisasubscriber demand for such titles
over a shorter period of time.

In connection with the change in business modellasnuary 1, 2001, the Company revised the amadizablicy for the cost of its
DVD library from an accelerated method using adhyear life to the same accelerated method of aratidn over one year. The change in
life has been accounted for as a change in acemuastimate and is accounted for on a prospectsestirom January 1, 2001. Had the D\
acquired prior to January 1, 2001 been amortizetjuke three year life, amortization expense fald2would have been $4.7 million lower
than the amount recorded in the accompanying fiahetatements, which represents a $2.57 per stmpact on loss per share in 2001.

Under certain revenue sharing agreements the Conrparits an upfront payment to acquire titles fritra studios. This payment
includes a contractually specified initial fixeddnse fee that is capitalized and amortized inr@ecwe with the Company’s DVD library
amortization policy. Some payments also includergtractually specified prepayment of future revesharing obligations that is classifiec
prepaid revenue sharing expense and is appliedstdature revenue sharing obligations. A nomimabant is also capitalized upon
acquisition of a particular title for the cost betestimated number of DVDs the Company expegbsitchase at the end of the title term. This
cost is amortized with the cost of the initial lise fee on an accelerated basis over one year.

Several studios permit the Company to sell used BJpon the expiration of the title term. For thB8&Ds that the Company
estimates it will sell at the end of the title temrsalvage value of $2.00 per DVD is provided. those DVDs that the Company does not
expect to sell, no salvage value is provided. Thm@any currently estimates that approximately 153®\éDs acquired will be sold at the
end of the title term. As of December 31, 2001 Btadch 31, 2002, the salvage values of $578 and $@&3@ectively, are included in DVD
library in the accompanying financial statements.

During 1999 and 2000, the Company’s DVDs were airedton an accelerated method (sum of the yeaits diggthod) over a
period of three years with no salvage value.

DVD library and accumulated amortization are akfos:

As of December 31,

As of March 31,

2000 2001 2002
DVD library $ 26,18¢ $ 35,03¢ $ 41,02¢
Less accumulated amortizati 9,27¢ 31,40¢ 34,32¢
DVD library, net $ 16,90¢ $ 363 % 6,70z
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Years Ended December 31, 1999, 2000 and 2001
(Information as of March 31, 2002 and for the threemonth periods ended
March 31, 2001 and 2002 is unaudited)

(in thousands, except share, per share and per DViata)

Intangible asset

During 2000, in connection with revenue sharingeagrents with three studios, the Company agreessteeieach studio an equity
interest equal to 1.204% of its fully diluted egusecurities outstanding in the form of Series Nfting Convertible Preferred Stock
(“Series F Preferred Stock'n 2001, in connection with revenue sharing agregmwith two additional studios, the Company agreeidsue
each studio an equity interest of 1.204% of ityyfdlluted equity securities outstanding in thenfioof Series F Preferred Stock.

As of December 31, 2001 and March 31, 2002, theemgge equity interests of these five studios exLi6l02% of the outstanding
fully diluted equity interests. If, at any time grito the effective date of an initial public offeg, these interests represent less than 6.02% of
the Company'’s outstanding fully diluted equity sées, then the Company is obligated to issue taulthl shares of Series F Preferred Stock
for no additional consideration to maintain thokel®s’ aggregate fully diluted equity interes6a02%. Each share of Series F Preferred
Stock automatically converts into 0.3333 sharesoafimon stock just prior to the effective date ofratial public offering with at least $20
million in aggregate gross proceeds. Upon converdlee Company’s obligation to maintain the studeaglity interests at 6.02% expires.

The Company measures the original issuances andudrsgquent adjustments using the deemed fair ealhe securities at the
issuance and any subsequent adjustment datesskahof Series F Preferred Stock is convertilite éme share of Common Stock upon a
qualified “IPO”. Additionally, Series F Preferredio8k preference in liquidation is the same as Com®iwck. Accordingly, the deemed fair
value of the Series F Preferred Stock is equdiealieemed fair value of the Company’s common stbek.deemed value is recorded as an
intangible asset and is amortized to cost of sijfson revenues ratably over the remaining terrthefagreements which are either three or
five years. Total gross intangible assets relatettiése agreements as of December 31, 2000, Dec&hk2001 and March 31, 2002 was
$6,128, $10,210 and $11,423, respectively. Accutadlamortization as of December 31, 2000, Decei®be2001 and March 31, 2002 was
$546, $2,622 and $3,287, respectively.

During 2001, in connection with a strategic mankgtalliance agreement, the Company issued 416 [#@s of Series F Preferred
Stock. Under the agreement, the strategic parimecbmmitted to provide, on a best-efforts bassipallated number of impressions to a co-
branded Web site and the Company’s Web site operiad of 24 months. In addition, the Company Isve¢d to use the partner’s trademark
and logo in marketing the Company’s subscriptianises. The Company recognized the deemed fairvalihese instruments as an
intangible asset with a corresponding credit taitaafthl paid-in capital. The intangible asset isnigegamortized on a straight-line basis to
marketing expense over the two year term of thegesjic marketing alliance. The gross intangibletrsated to this agreement as of
December 31, 2001 and March 31, 2002 was $416.rActated amortization as of December 31, 2001 anctiM3al, 2002 was $87 and
$128, respectively.

Property and equipmel

Property and equipment are carried at cost leasnadiated depreciation. Depreciation is calculatgdgithe straight-line method
over the shorter of the estimated useful liveshefrespective assets, generally up to three yeatise lease term, if applicable.

The Company evaluates long-lived assets for impaitravhenever events or changes in circumstancesabedhat the carrying
amount of an asset may not be recoverable. If agshts are considered to be impaired,
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Years Ended December 31, 1999, 2000 and 2001
(Information as of March 31, 2002 and for the threemonth periods ended
March 31, 2001 and 2002 is unaudited)

(in thousands, except share, per share and per DViata)

the impairment to be recognized is measured agitfezence between the carrying amount of the lbwed asset and its fair value. Fair value
for impairment purposes is measured based on quadekiet prices in active markets; where quotedegrin active markets are not available,
fair value is estimated using undiscounted estithassh flows over the remaining life of the resjvecasset.

Capitalized software costs

The Company capitalizes costs related to developirabtaining internal-use software. Capitalizatidrcosts begins after the
conceptual formulation stage has been completegitalized software costs are included in internsd-goftware in property and equipment
and amortized over the estimated useful life ofgbiware, which ranges from one to two years.

Revenue sharin
Revenue sharing expense is recorded as DVD'’s dubjeevenue sharing agreements are shipped tecsobs.
Revenue recognitio

Subscription revenues are recognized ratably dwéuly subscriber's monthly subscription period URd$ to customers are
recorded as a reduction of revenues or deferrezhtes; as appropriate. Revenues from sales of DW®seaorded upon shipment. Prior to
adopting a subscription model, revenues from imdisl DVD rentals were recorded upon shipment.

Cost of revenues

Cost of subscription revenues consists of revehaérgy costs, amortization of the DVD library, atmation of intangible assets
related to equity instruments issued to studiospstage and packaging costs related to DVDs peovid paying subscribers. Cost of
revenues for DVD sales includes the salvage valused DVDs that have been sold.

Fulfillment

Fulfillment costs represent those costs incurregpi@rating and staffing the Company’s fulfilmentdacustomer service centers,
including costs attributable to receiving, inspegtand warehousing the Company’s DVD library. Huaffent costs also include credit card
fees.

Technology and development

Technology and development costs consist of pagrallrelated costs incurred related to testingntaaiing and modifying the
Company’s Web Site, Cinematch software and othermal-use software systems. Technology and dexwedapcosts also include
depreciation on the computer hardware the Compaay to run its Web site and store data.
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Notes to Financial Statements (continued)

Years Ended December 31, 1999, 2000 and 2001
(Information as of March 31, 2002 and for the threemonth periods ended
March 31, 2001 and 2002 is unaudited)

(in thousands, except share, per share and per DViata)

Marketing

Marketing consists of advertising, public relatipsgbscriber acquisition costs and other costsettlim promotional activities
including revenue-sharing payments, postage, pauffagnd DVD library amortization related to fremtiperiods.

Subscriber acquisition and advertising expenses

The Company expenses subscriber acquisition aneriglng costs as incurred. These amounts aredadlin marketing expenses
the accompanying financial statements. Subscribguisition and advertising expenses were $3,913,42% and $12,041 for the years ended
December 31, 1999, 2000 and 2001, respectivelys@ilter acquisition and advertising expenses war22¥ and $4,922 for the three month
periods ended March 31, 2001 and 2002, respectively

Stock-based compensation

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

Income taxe:

The Company accounts for income taxes using thet assl liability method. Deferred income taxesramgnized by applying
enacted statutory tax rates applicable to futusrs/eo differences between the financial stateroenying amounts of existing assets and
liabilities and their respective tax bases and aijrgy loss and tax credit carryforwards. The eftectleferred tax assets and liabilities of a
change in tax rates is recognized in income irpiTéod that includes the enactment date. The measant of deferred tax assets is reduce
necessary, by a valuation allowance for any taxefiesfor which future realization is uncertain.

Comprehensive loss

Net loss, as reported in the statements of opestie the Company’s only component of comprehenisigs during all periods
presented.

Net loss per shar

Basic net loss per share is computed using thehtexigaverage number of outstanding shares of constoak, excluding common
stock subject to repurchase. Diluted net loss paresis computed using the weighted-average nuoflmrtstanding shares of common stock
and, when dilutive, potential common stock fromstamding options and warrants to purchase comnoak,stising the treasury stock
method, and convertible securities using the “inggrted” method. All potential common stock issuembave been excluded from the
computations of diluted net loss per share fopatiods presented because the effect would beilatitid.
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Years Ended December 31, 1999, 2000 and 2001
(Information as of March 31, 2002 and for the threemonth periods ended
March 31, 2001 and 2002 is unaudited)

(in thousands, except share, per share and per DViata)

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

Year Ended December 31, Three Months Ended March 31,
1999 2000 2001 2001 2002
Stock options 531,00( 1,139,00! 2,999,00! 1,112,000 4,287,001
Warrants 31,00( 236,00( 7,018,001 236,00 7,018,00!
Common stock subject to repurchi 925,00( 509,00( 140,00( 413,00! 108,00(
Redeemable convertible preferred st 4,995,00 6,772,00! 9,660,001 6,772,001 9,660,00
Convertible preferred stoc 1,419,001 1,419,00! 2,052,001 1,768,000 2,052,00!
Subscribed preferred sto — 440,00( 1,071,001 307,00 1,157,001
Totals 7,901,00! 10,515,00 22,940,00 10,608,00 24,282,00

Unaudited Pro Forma Net Loss per Common Shafero forma basic and diluted net loss per commonresisacomputed by dividir
net loss by the weighted average number of shdresnamon stock outstanding for the period (exclgdihares subject to repurchase) plus
the weighted average number of shares of commak sésulting from the assumed conversion upon libsirg of the planned initial public
offering of outstanding shares of convertible pnefd stock as if the shares had been converted diatedy upon their issuance.

Fair value of financial instrumen

The fair value of the Compars/tash, accounts payable and borrowings approxéntiaé carrying values due to their short maitt
or fixed-rate structure.

Use of estimates

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

Segment reporting

The Company is organized in a single operating segifior purposes of making operating decisionsassgssing performance. The
chief operating decision maker evaluates performamakes operating decisions and allocates resobesed on financial data consistent
with the presentation in the accompanying finansiatements.

Recently issued accounting standa

In July 2001, the FASB issued SFAS No. 1Blisiness Combinationand SFAS No. 14Z500dwill and Other Intangible Assets.
SFAS No. 141 addresses the accounting for andtiegaf business combinations
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(Information as of March 31, 2002 and for the threemonth periods ended
March 31, 2001 and 2002 is unaudited)

(in thousands, except share, per share and per DViata)

and requires that all business combinations belented for using the purchase method of accoun8R#S No. 141 is effective for all
business combinations initiated after June 30, 208& adoption of SFAS No. 141 did not have angafén the Company'’s financial
statements.

SFAS No. 142 addresses financial accounting anattieg for acquired goodwill and other intangibksats. SFAS No. 142 changes
the accounting for goodwill from amortization medhto an impairment-only method. The amortizatiogabdwill, including goodwill
recorded in past business combinations, will cepeam adoption of SFAS No. 142. For goodwill acqdiby June 30, 2001, SFAS No. 142 is
effective for all fiscal years beginning after Dedmer 15, 2001. Goodwill and intangible assets aeguafter June 30, 2001, will be subject to
immediate adoption of SFAS No. 142. The adoptioBBAS No. 142 will not have any effect on the Comps financial statements.

In August 2001, the FASB issued SFAS No. 14dcounting for the Impairment or Disposal of Longdd Asset§SFAS No. 144).
SFAS No. 144 addresses financial accounting anottiag for the impairment or disposal of long-livagsets. This statement requires that
long-lived assets be reviewed for impairment whenewents or changes in circumstances indicatghbatarrying amount of an asset may
not be recoverable. Recoverability of assets thde and used is measured by a comparison of tigirmg amount of an asset to future net
cash flows expected to be generated by the assleé tarrying amount of an asset exceeds its agtiifuture cash flows, an impairment
charge is recognized by the amount by which theyray amount of the asset exceeds the fair valubefsset. SFAS No. 144 requires
companies to separately report discontinued opgrmtind extends that reporting to a component ehtity that either has been disposed of
(by sale, abandonment, or in a distribution to awher is classified as held for sale. Assets tdibposed of are reported at the lower of the
carrying amount or fair value less costs to sd¢ie Tompany is required to adopt SFAS No. 144 onalgnl, 2002. The provisions of SFAS
No. 144 for assets held for sale or other dispgsakrally are required to be applied prospectiaéior the adoption date to newly initiat
disposal activities. Management does not expecadoption of SFAS No. 144 to have a material impacthe Company’s financial
statements.

2. Property and Equipment, Net

Property and equipment consisted of the following:

As of December 31,

As of March 31,

2000 2001 2002
Computer equipmet $ 864/ % 9,24t % 9,58:
Interna-use softwart 3,50(¢ 5,28t 5,54¢
Furniture and fixture 1,60¢ 2,03: 2,10z
Leasehold improvemen 86¢ 1,62 1,63¢
14,62( 18,19( 18,86¢

Less accumulated depreciati 4,661 9,98t 11,44:
$ 9,95¢ % 8208 % 7,42¢

] ] I

Property and equipment includes approximately $64fd $5,500 of assets under capital leases asagrBber 31, 2000 and 2001,
respectively. Accumulated amortization of assetfenithese leases totaled $2,185
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and $2,276 as of December 31, 2000 and 2001, riagglgcinternal-use software includes approximatkl,595 and $2,795 of internally
incurred capitalized software development costsf &ecember 31, 2000 and 2001, respectively. Acdated amortization of capitalized
software development costs totaled $1,080 and 13838 December 31, 2000 and 2001, respectively.

3. Accrued Expenses

Accrued expenses consisted of the following:

As of December 31,

As of March 31,

2000 2001 2002

Accrued state sales and use $ 2,66 % 237¢ $ 2,58(
Employee benefit 1,91¢ 1,47¢ 1,08¢
Other 1,33¢ 68¢ 68¢
$ 5,91¢ $ 4,544 $ 4,35¢

| | |

4. Debt and Warrants
Capital lease obligations

The Company has entered into capital leases foadhaisition of equipment. The Company has outstancapitalized lease
obligations under these arrangements of $3,3080%82and $2,392 as of December 31, 2000, Decemh@081 and March 31, 2002,
respectively. Such amounts are payable in monttgiallments of principal and interest with effeetimterest rates ranging between 16.3%
and 27.4% per annum.

Notes payabli

The Company has a note payable to Lighthouse Gd&ataners Il, L.P. with an unpaid balance of $5,181,667 and $1,042 as of
December 31, 2000, December 31, 2001 and MarcB®2, respectively. The note payable is securesubgtantially all of the assets of the
Company, accrues interest at 12% per annum arayebie in monthly installments of principal anceirest through September 2002.

Subordinated notes payable

In July 2001, the Company issued subordinated m®ony notes and warrants to purchase 6,818,94@sbaits common stock at
exercise price of $3.00 per share for net proceé842,831. The subordinated notes have an aggréaee value of $13,000 and stated
interest rate of 10%. Approximately $10,884 of plneceeds was allocated to the warrants as addifiaid-in capital and $1,947 was
allocated to the subordinated notes payable. Tédtieg discount of $11,053 is being accreted tergst expense using an effective annual
interest rate of 21%. The face value of the sulmateid notes and all accrued interest are due arablgaupon the earlier of July 2011 or the
consummation of a qualified initial public offerings of December 31, 2001 and March 31, 2002, acttnpaid interest of $650 and $925,
respectively, is included in the carrying amounthaf subordinated notes payable balance of $2,78%3,158, respectively, in the
accompanying financial statements. Upon a changeritrol, as defined, the subordinated note holdersntitled to consideration equal to
three times the face value of the notes plus addnterest.
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Warrants and common stock issued with debt instnigne

In February 1999, in connection with borrowings eind note payable, the Company issued to the 1€9G]486 shares of common
stock at $0.34 per share. The Company accountdtiédair value of the common stock of approxima&162 as an increase to additional
paid-in capital with a corresponding provision &btdiscount. The debt discount was accreted évant expense over 24 months.

In May 2000, in connection with a capital lease, @ompany issued a warrant that provided the letideright to purchase 7,669
shares of common stock at $19.56 per share. Thep@wyraccounted for the fair value of the warraramfroximately $105 as an increase to
additional paid-in capital with a corresponding\pstmn to debt discount. The debt discount is beiogreted to interest expense over the term
of the related debt, which is 36 months.

In July 2001, in connection with borrowings undebardinated promissory notes, the Company issuétkttoote holders warrants
purchase 6,818,947 shares of common stock. The @oymgccounted for the fair value of the warrant$1d#,884 as an increase to additional
paid-in capital with a corresponding discount ohadinated notes payable.

In July 2001, in connection with a capital leaseeegent, the Company granted warrants to purcha80® shares of common stc
at an exercise price of $3.00 per share. The firevof approximately $172 was recorded as anaseréo additional paid-in capital with a
corresponding reduction to the capitalized leadigation. The debt discount is being accreted tergst expense over the term of the lease
agreement which is 45 months.

The fair values of warrants were estimated at #ie df issuance of each warrant using the Blaclol®shvaluation model with the
following assumptions: the term of the warrantkfisee rates between 4.92% to 6.37%; volatilityd6%6 for all periods; and a dividend yield
of 0.0%.

Warrants, options and common stock issued in exggnéor cash and services rendered

In March 2000, in consideration for employee retimgiand placement services rendered, the Comsaugd 7,258 shares of
common stock to a consultant. The Company recattedeemed fair value of the common stock issuekB06 as marketing expense.

Also in March 2000, in consideration for marketsegvices rendered, the Company issued an optiarctmsultant to purchase 5,!
shares of common stock at $13.50 per share. Thep&@uwyrecorded the fair value of the option of apprately $195 as marketing expense.

In April 2000, in connection with the sale of Serke preferred stock, the Company sold warrantsitohase 533,003 shares of Se
E preferred stock at a price of $0.01 per share.Warrants have an exercise price of $14.07 peesiiie proceeds from the sale of these
warrants were recorded as part of the issuancerdsSE preferred stock in the accompanying statéwfestockholders’ deficit. In July 2001,
in connection with a modification of the terms loétSeries E preferred stock, certain Series E wah@ders agreed to the cancellation of
warrants to purchase 500,487 shares of Seriesférpé stock. The remaining warrants to purchasgl®shares are exercisable at $14.07
per share.
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In November 2000, in connection with an operateask, the Company issued a warrant that provigelb#isor the right to purchase
20,000 shares of common stock at $6.00 per shaeeCbmpany also issued an option, in connectioh thig lease to a consultant to purct
8,333 shares of common stock at $6.00 per shareCbBmpany accounted for the fair value of the warod approximately $216 as an
increase to additional paid-in capital with a cep@nding increase to other assets. This asseing Amortized over the term of the related
operating lease, which is five years. The Compaapnded the fair value of the option of approxirha$90 as general and administrative
expense.

In July 2001, the Company issued a warrant to meeti00,000 shares of Series F non-voting prefstomtt at $9.38 per share to a
Web portal company in connection with an integratmd distribution agreement. The fair market valtihe warrants of approximately $18
was recorded as sales and marketing expense andraase to additional paid-in capital.

The Company calculated the fair value of the wasramd nonemployee stock options using the Bladicl®s valuation model with
the following assumptions: the term of the warmranoption; risk-free rates between 5.83% to 6.3véfatility of 80% for all periods; and
dividend yield of 0.0%.

5. Commitments
Lease commitmen

The Company leases its primary facilities undercameelable-operating leases. The Company alsoamitaicleases with various
expiration dates through October 1, 2004. Futur@mim lease payments under noncancelable capitabparating leases as of December
31, 2001, are as follows:

Year Ending December 31, Capital Leases Operating Leases
2002 $ 1,768 $ 2,47:
2003 1,26 2,54:
2004 17€ 2,48¢
2005 — 1,46¢
Thereafte — —
Total minimum payment 3,20¢ $ 8,96¢
I

Less interest and unamortized discc (804)
Present value of net minimum lease paym 2,40z
Less current portion of capital lease obligati (1,34
Capital lease obligations, noncurri $ 1,05

]

Rent expense for the years ended December 31, 2000,and 2001 was $783, $1,533 and $2,450, regplgctRent expense is
computed using the straight-line method and thérmim operating lease payments required over theelesm.
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Other commitments

In 2001, the Company entered into two strategiduetarg alliances for the primary purpose of geriegahew subscribers. The first
alliance provides that the Company will pay a sfettibounty in cash for each referred subscribevelsas an ongoing share of revenues for
every new subscriber referral for the two year tefrthe agreement. In addition, after a minimunestnold of subscribers has been referred,
the Company is obligated to issue additional shaf&eries F Preferred Stock for every subscribarred. Under the second alliance, the
Company will pay a specified bounty for every nefierred subscriber in excess of a specified minimuaraddition, the Company will share
a portion of revenues for the term of the agreerfmmtach referred subscriber. Through Decembe2301, the Company had paid $415
under these agreements. Also, through Decembe&081,, no amounts of Series F Preferred Stock had barned or issued under the first
alliance.

6. Redeemable Convertible Preferred Stock

The redeemable convertible preferred stock at Dbeer®l, 2000 consists of the following:

Number of Redemption and Liquidation
Number of Shares Shares Issued and Dividends Per Value Total Liquidation
Par Value Authorized Outstanding Share Per Share Value

Series E $ 0.001 5,776,61! 5,684,022 $ 0.086: $ 1.06 $ 6,13¢
Series C 0.001 4,750,001 4,650,26! 0.261¢ 3.27 15,20¢
Series C 0.001 4,650,001 4,649,922 0.521¢ 6.52 30,31¢
Series E 0.001 5,874,19! 5,332,68! 0.750( 9.3¢ 50,02
21,050,81 20,316,90 $ 101,68:
— — ——

The redeemable convertible preferred stock at Deeei®l, 2001 and March 31, 2002 consists of tHevidahg:

Number of Redemption and Liquidation

Number of Shares Shares Issued and Dividends Per Value Total Liquidation
Par Value Authorized Outstanding Share Per Share Value

Series B $ 0.001 5,776,61 5,684,02. $ 0.0864¢ $ 1.0 $ 6,13¢
Series C 0.001 4,750,001 4,650,26! 0.261¢ 3.27 15,20¢
Series C 0.001 4,650,001 4,649,92 0.521¢ 6.52 30,31¢
Series E 0.001 5,874,19! 5,007,53I 0.750( 9.3¢ 46,97
Series I-1 0.001 5,874,19! 325,15¢ 0.750( 9.3¢ 3,05(C
26,925,01 20,316,90 $ 101,68:
I I I
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Netflix, Inc.

Notes to Financial Statements (continued)

Years Ended December 31, 1999, 2000 and 2001
(Information as of March 31, 2002 and for the threemonth periods ended
March 31, 2001 and 2002 is unaudited)

(in thousands, except share, per share and per DViata)

The rights, preferences and privileges of the prefestockholders are as follows:
Dividends

The holders of redeemable convertible preferreckstme entitled to receive annual dividends pereshathe rates stated above. S
dividends, which are in preference to any dividemadg€ommon stock, are payable whenever funds gedlyeavailable and when declared by
the Board of Directors. The right of the holdergha redeemable convertible preferred stock toiveadividends is not cumulative. No
dividends on redeemable convertible preferred shasle been declared from inception through Marci2802.

Redemptiol

The holders of redeemable convertible preferreckstave the option to redeem their shares for dasing a 60-day period
commencing June 12, 2004.

Liquidation

After payment to holders of Series A, B, C, D, H &1 convertible preferred stock, each share of comstock and preferred sto
is entitled to receive pro rata any remaining aseéthe Company until such time as the holdeiSasfes A, B, C, D, E and E-1 convertible
preferred stock receive aggregate amounts tot&ting0, $3.24, $9.81, $19.56, $28.14 and $28.14lpene, respectively. Thereafter, all
remaining proceeds are to be allocated to the olofecommon stock and Series F Preferred Stock oo rata basis.

Conversion

At December 31, 2000, each share of Series C, DEaedleemable convertible preferred stock was atibleinto 0.3333 shares of
common stock.

At December 31, 2001, each share of Series B ahddleemable convertible preferred stock was cditheinto 0.3333 shares of
common stock.

In July 2001, the conversion rates for the Seriem@D preferred stock were adjusted in accordaiitbethe anti-dilution provisions
as set forth in the Company’s Certificate of Inargiion such that each share of the Series C ametf@rred stock converts into 0.4395 and
0.4735 shares of common stock, respectively.

The original terms of the Series E preferred stmmhktained a special anti-dilution provision thaaganteed a value of $14.07 per
share in the event of an initial public offerindiélunrecorded measured value of this contingereflmal conversion feature was $30,120.
This conversion feature was cancelled in July 2@@1he same time the conversion rate for Serigseferred stock was modified to 0.4796
shares of common stock for each share of Serigeférped stock. In addition, in accordance withahédilution right included in the
Certificate of Incorporation, the conversion raie $eries E preferred stock was further changedtieg in a conversion rate of 0.6812
shares of common stock for each share of SerigefEérped stock. The cancellation of the benefic@lversion feature and the modification
of the conversion rate of the Series E preferradkshad no financial accounting effect becauséntiiders of these shares received no net
benefit.
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Netflix, Inc.

Notes to Financial Statements (continued)

Years Ended December 31, 1999, 2000 and 2001
(Information as of March 31, 2002 and for the threemonth periods ended
March 31, 2001 and 2002 is unaudited)

(in thousands, except share, per share and per DViata)

Conversion of each share of Series B, C and D peafestock is automatic upon closing of a publienifg of the Company's
common stock for aggregate gross proceeds of stt$8 million. Conversion of each share of Sefiesd E-1 redeemable convertible
preferred stock is automatic upon closing of a jputffering of the Company’s common stock for agge proceeds of at least $40 million
and a minimum price per share of $5.00. Series 8D preferred stock may be automatically comeebly an affirmative vote of 75% of
the then outstanding shares of each respectivess&ach share of Series E and E-1 redeemablertibierstock may be automatically
converted by a vote of 75% of the then outstandhmyes of Series E and E-1 (voting together asglesclass on an if-converted basis).

Voting rights

The holders of each share of redeemable convepilferred stock are entitled to the number of vefgual to the number of shares
of common stock on an if-converted-basis. The hsldé Series E and E+edeemable convertible preferred stock do not lla right to vot
with respect to such shares for the election aaars of the Company. The holders of Series BpdC2, redeemable convertible preferred
stock voting as separate classes are each enttiddct one director of the Company's Board o&Etors.

7. Stockholders’ Equity and Convertible Preferrel Stock
Dividends

The holders of Series A convertible preferred smakentitled to receive annual dividends per sba&.05. Such dividends, which
are in preference to any dividends on common shpelpayable whenever funds are legally availabtevamen declared by the Board of
Directors. The right of the holders of Series Awentible preferred stock to receive dividends iscumulative. No dividends on convertible
preferred stock have been declared from incepticough March 31, 2002. Series F Non-Voting contetpreferred stock is not entitled to
any preferred dividends.

Liquidation

The liquidation value of one share of Series A @stilile preferred stock is $0.50, resulting in @ltdiquidation value of $2,222.
After payment to holders of Series A, B, C, D, e &1 convertible preferred stock, each share ofroon stock and preferred stock is
entitled to receive pro rata any remaining assetiseoCompany until such time as the holders ofeSek convertible preferred stock receive
aggregate amounts totaling $1.50 per share, ragplyctThereafter, all remaining proceeds are talecated to the holders of common stock
and Series F Preferred Stock on a pro rata basis.

Conversion

Each share of Series A convertible preferred stoclonvertible, at the option of the holder, at éme, into 0.3333 shares of
common stock. Series F Preferred Stock may nobheerted into common stock until the earlier ofifhjnediately prior to a change in
control, or (2) such time as such shares have beleor transferred to a third party not affiliat@ih the initial holders of Series F Preferred
Stock. Conversion of each share of Series A coilempreferred stock and Series F Preferred Steekiiomatic upon closing of a public
offering of the Company's common stock for aggregmbss proceeds of at least $20 million. Eachesbfr
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Netflix, Inc.

Notes to Financial Statements (continued)

Years Ended December 31, 1999, 2000 and 2001
(Information as of March 31, 2002 and for the threemonth periods ended
March 31, 2001 and 2002 is unaudited)

(in thousands, except share, per share and per DViata)

Series A convertible preferred stock shall be aatiically converted by a vote of a majority of then outstanding shares of Series A
preferred stock.

Voting rights

The holders of each share of Series A convertildéepred stock shall be entitled to the numberaiés equal to the number of
shares of common stock on an if-converted-basis.hididers of Series F Preferred Stock have no geights.

Employee Stock Purchase PI

In February 2002, the Company adopted the 2002 &replStock Purchase Plan. The Company reserved| ®t®83,333 shares of
common stock for issuance under the 2002 Employeek3urchase Plan. In addition, the plan providesinnual increases in the number of
shares available for issuance under the 2002 Erapl&yock Purchase Plan on the first day of eachlfi@ar, beginning with our fiscal year
2003, equal to the lesser of:

2% of the outstanding shares of our common stodkeriirst day of the applicable fiscal ye
333,333 shares; a
such other amount as our board may deteri

Stock option plan

As of December 31, 2001, the Company was authotzésbsue up to 4,879,978 shares of common stocknnection with its 1997
stock option plan for directors, employees and attasts. The 1997 stock option plan provides ferifsuance of stock purchase rights,
incentive stock options or non-statutory stock asi

In February 2002, the Company adopted the 200k Rtan. The 2002 Stock Plan provides for the godimcentive stock options
employees and for the grant of nonstatutory stqtlons and stock purchase rights to employees;tire and consultants. The Company
reserved a total of 666,666 shares of common gtwdksuance under the 2002 Stock Plan. Any remgishares reserved but not yet issued
under the 1997 plan as of the effective date ahaial public offering will be added to the totaserved shares under the 2002 Stock Plan. In
addition, our 2002 Stock Plan provides for annoaetéases in the number of shares available foamsiunder our 2002 Stock Plan on the
first day of each fiscal year, beginning with oisichl year 2003, equal to the lesser of 5% of titstanding shares of common stock on the
first day of the applicable fiscal year, 1,000,8b@res, and another amount as our board of disectay determine.

Stock purchase rights are subject to a restridtmzk purchase agreement whereby the Company hamgtti¢o repurchase the stock
at the original issue price upon the voluntaryrmoluntary termination of the purchaser’'s employmeith the Company. The repurchase
rights lapse at a rate determined by the stock @tlministrator but at a minimum rate of 25% peryea

The exercise price for incentive stock optionstikeast 100% of the stock’s deemed fair value endéite of grant for employees
owning less than 10% of the voting power of alkskes of stock, and at least 110%
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Notes to Financial Statements (continued)

Years Ended December 31, 1999, 2000 and 2001
(Information as of March 31, 2002 and for the threemonth periods ended
March 31, 2001 and 2002 is unaudited)

(in thousands, except share, per share and per DViata)

of the deemed fair value on the date of grant fopleyees owning more than 10% of the voting poweallaclasses of stock. For nonstatutory
stock options, the exercise price is also at #4886 of the deemed fair value on the date of g@rdervice providers owning more than 10%
of the voting power of all classes of stock andess than 85% of the deemed fair value on the afageant for service providers owning less
than 10% of the voting power of all classes of ktoc

Options generally expire in 10 years, however, timay be limited to 5 years if the optionee ownglst@presenting more than 10%
of the Company. Vesting periods are determinechbystock plan administrator and generally proviteshares to vest ratably over three or
four years.

Generally, the Company’s Board of Directors grasons at an exercise price of not less than #esrabd fair value of the
Company’s common stock at the date of grant. INLl2@e Company offered its employees the righitthange certain employee stock
options. The exchange resulted in the cancellaif@mployee stock options to purchase 0.9 millibares of common stock with varying
exercise prices in exchange for 0.9 million empéogtock options with an exercise price of $3.0G dption exchange resulted in variable
award accounting treatment for all of the exchamygtébns. Variable award accounting will continugilall options subject to variable
accounting are exercised, cancelled or expired.

SFAS No. 123 requires the disclosure of net logbtae Company had adopted the fair value metloodt$ stock-based
compensation arrangements for employees sincetieption of the Company. Had compensation cost betarmined consistent with SFAS
No. 123, the Compar's net loss and net loss per share would have agéollows:

Year Ended December 31,

1999 2000 2001
Net loss:
As reportec $ (29,845  $ (57,369  $ (38,619
Pro forma (29,949 (58,279 (39,569
Basic and diluted net loss per sh
As reportec (21.4)) (40.5%) (21.1%)
Pro forma (21.49 (41.27) (21.67%)

The fair value of each option was estimated ordtte of grant using the minimum-value method wlih following weighted-
average assumptions: no dividend yield; volatitity)%; risk-free interest rate of 5.40%, 6.24% 4&rith% for the years ended 1999, 2000 and
2001, respectively; and expected life of 3.5 yéarsll periods.
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Notes to Financial Statements (continued)

Years Ended December 31, 1999, 2000 and 2001
(Information as of March 31, 2002 and for the threemonth periods ended
March 31, 2001 and 2002 is unaudited)

(in thousands, except share, per share and per DViata)

A summary of the activities related to the Compargptions for the years ended December 31, 1998 aAd 2001 and for the th
months ended March 31, 2002 is as follows:

Options Outstanding

The weighted-average fair value of options gramefscal 1999, 2000, and 2001 was $13.98, $25r8b%0.42, respectively.
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Shares Weighted-
Available Number Average
for Grant of Shares Exercise Price

Balances as of January 1, 1¢ 294,67¢ 1,389,07 $ 0.252

Authorized 582,22¢ —
Granted (667,02) 667,02: 3.63¢
Exercisec — (1,323,78) 0.27(¢
Cancelec 201,27¢ (201,279 1.35(C
Repurchase 200,15( —

Balances as of December 31, 1¢ 611,31: 531,03: 4.041
Authorized 587,28« — —
Granted (849,46 849,46t 9.37¢
Exercisec — (81,009) 5.22¢
Cancelec 160,47! (160,47Y 7.54¢
Repurchase 26,65 — 5.31(

Balances as of December 31, 2! 536,25¢ 1,139,01 7.44:
Authorized 3,133,33: — —
Granted (3,457,65) 3,457,65! 3.20¢
Exercisec — (30,04¢) 4.14¢
Cancelec 1,567,155 (1,567,15) 7.33¢
Repurchase 5,62t —

Balances as of December 31, 2! 1,784,71 2,999,47. 2.98:
Authorized 666,66 — —
Granted (1,420,66) 1,420,66 3.00(
Exercisec — (30,009 3.00C
Cancelec 103,09¢ (203,099 3.00(

Balances as of March 31, 20 1,133,811 4,287,03 $ 3.00(

| | |

Options exercisable as of December

1999 39,24¢ $ 1.26:
2000 185,68:¢ $ 3.75(
2001 918,25: $ 2.93i



Netflix, Inc.

Notes to Financial Statements (continued)

Years Ended December 31, 1999, 2000 and 2001
(Information as of March 31, 2002 and for the threemonth periods ended
March 31, 2001 and 2002 is unaudited)

(in thousands, except share, per share and per DViata)

As of December 31, 2001, the range of exercisegramd weightedverage remaining contractual life of outstandiptioms were a
follows:

Options Outstanding Options Exercisable

Weighted- Average

Remaining Contractual Weighted- Average Weighted- Average
Exercise Prices Number of Options Life (Years) Exercise Prices Number of Options Exercise Prices
$0.165 to $0.33 55,712 6.2z $ 0.177 55,67C $ 0.177
$3.000 2,923,01! 9.2¢ 3.0C 841,91¢ 3.0C
$6.000 to $6.75 15,748 8.5¢ 6.0C 15,66: 6.0C
$13.500 5,00( 8.2¢8 13.5C 5,00(C 13.5C
2,999,471 918,25:
I — —

8. Income Taxes

Income tax expense differed from the amounts coatphy applying the U.S. federal income tax rat84sfo to pretax loss as a res
of the following:

Year Ended December 31,

1999 2000 2001
Expected tax benefit at U.S. federal statutory cht@4% $ (10,147 $ (19,509 $ (13,130
Current year net operating losses for which ndexefit is recognize 7,80( 16,57« 11,33(
Stock based compensati 1,49¢ 2,95 1,86/
Other 851 (28) (64)

Total income tax expen $ — $ — $ —
| | |

The tax effects of temporary differences that gise to significant portions of the deferred tagets and liabilities as of December
31, 2000 and 2001, are presented below:

As of December 31,

2000 2001
Deferred tax asset
Net operating loss carryforwa $ 26,82 $ 32,62¢
Accruals and reserve 6,99: 13,88t
Other 1 20
Gross deferred tax ass: 33,81¢ 46,53
Less valuation allowanc (33,819 (46,537
Net deferred tax asse $ — $ —

Management has established a valuation allowandabégoortion of deferred tax assets for whichieadion is uncertain. The total
valuation allowance for the years ended DecembgP@10 and 2001 increased $18,219 and $12,713%ateply.
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Notes to Financial Statements (continued)

Years Ended December 31, 1999, 2000 and 2001
(Information as of March 31, 2002 and for the threemonth periods ended
March 31, 2001 and 2002 is unaudited)

(in thousands, except share, per share and per DViata)

As of December 31, 2001, the Company had net apgrbitss carry forwards for federal and Califorimeome tax purposes of
approximately $83,699 and $56,260, respectivelyetiuce future income subject to income tax. Thlefal net operating loss carry forward
will expire beginning in 2012 to 2021 and the Gatifia net operating loss carry forwards expire beigig in 2002 to 2011, if not utilized.

The Tax Reform Act of 1986, imposes restrictionghanutilization of net operating loss carryforwahd tax credit carryforwards
in the event of an “ownership change,” as defingthle Internal Revenue Code. The Company’s aliitytilize its net operating loss carry
forwards is subject to restrictions pursuant tes#provisions.

9. Employee Benefit Plan

The Company maintains a 401(k) savings plan cogesubstantially all of its employees. Eligible emy#es may contribute through
payroll deductions. The Company matches employagibations at the discretion of the Company’'s Bbaf Directors. During the years
ended December 31, 1999, 2000 and 2001, the Confzenmatched a total of $0, $0 and $304, respégtive

10. Restructuring Charges

During 2001, the Company recorded a restructuriregge of $671,000 relating to severance paymentie w45 employees
terminated in an effort to streamline the Compaytscesses and reduce expenses. Substantialighilities related to this restructuring
charge were paid as of December 31, 2001.

11. Subsequent Event

On May 1, 2002, the pricing committee of the baafrdirectors authorized a one-for-three reversekssplit of the Company’s
common stock to be effective prior to the initiabfic offering. Accordingly, all share and per shamounts for the Company’s common
stock including common stock options, common stwekrants, and net loss per common share informéiime been restated in the financial
statements to retroactively reflect the stock splite conversion ratios of the Company’s convestfieferred stock have been restated in the
financial statements to retroactively reflect tffe& of the reverse stock split.
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PART Il
INFORMATION NOT REQUIRED IN PROSPECTUS
Item 13. Other Expenses of I ssuance and Distribution

The following table sets forth the costs and expensther than underwriting discounts and commissipayable by Netflix in
connection with the sale and distribution of commtotk being registered. All amounts are estimetegpt the SEC registration fee, NASD
filing fee and Nasdaqg National Market listing fee.

SEC registration fe $ 0(1)
NASD filing fee 12,00(
Nasdaq National Market listing f 100,00(
Blue Sky fees and expens 10,00(
Printing and engraving cos 175,00(
Legal fees and expens 800,00(
Accounting fees and expens 700,00(
Transfer Agent and Registrar fe 10,00(
Miscellaneous expens 193,00(
Total $ 2,000,00t

(1) Filing fee previously paid in connection with Regagion Statement on Form Bwithdrawn by Netflix on July 21, 20(

Item 14. Indemnification of Directors and Officers

Section 145 (“Section 1459f the General Corporation Law of the State of belee, as the same exists or may hereafter be am
(the “General Corporation Law”) provides that a @ehre corporation may indemnify any person who evds a party or is threatened to be
made a party to any threatened, pending or contpetton, suit or proceeding, whether civil, crimliradministrative or investigative (other
than an action by or in the right of such corpamiby reason of the fact that such person is aravdirector, officer, employee or agent of
such corporation, or is or was serving at the retjoesuch corporation as a director, officer, esypk or agent of another corporation or
enterprise. The indemnity may include expensedudieg attorneys’ fees), judgments, fines and an®paid in settlement actually and
reasonably incurred by such person in connectidh svich action, suit or proceeding, provided sumisgn acted in good faith and in a
manner he reasonably believed to be in or not captsthe corporation’best interests and, with respect to any crinaetbn or proceedini
had no reasonable cause to believe that his comesciilegal.

Section 145 further authorizes a corporation te@pase and maintain insurance on behalf of any pewbo is or was a director,
officer, employee or agent of the corporation,sooii was serving at the request of the corporattoa director, officer, employee or agent of
another corporation or enterprise, against anyliflasserted against such person and incurreslis person in any such capacity, arising
out of such person’s status as such, whether aheatorporation would otherwise have the powéndemnify such person against such
liability under Section 145.

Registrant’s Amended and Restated Certificate ofiporation and Bylaws provide that Registrant widlemnify to the fullest
extent permitted by law any person made or thregtém be made a party to an action or proceedihgther criminal, civil, administrative or
investigative, by reason of the fact that he, é&tator or intestate is or was a director, offmeemployee of Registrant or any predecessor of
Registrant, or serves or served at any other catjpor, partnership, joint venture, trust or otheteeprise as a director, officer, employee or
agent at the request of Registrant or any predece$&egistrant.
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Registrant’s Bylaws provide for mandatory indenudtion to the fullest extent permitted by Generatgoration Law against all
expense, liability and loss including attorney’sedgjudgments, fines, ERISA excise taxes or persa#thd amounts paid in settlements,
provided that Registrant shall not be requirechttemnify unless the proceeding in which indemntfaais sought was authorized in adva
by our board of directors.

Registrant’s directors and officers are covereihbyrance maintained by Registrant against speditbilities for actions taken in
their capacities as such, including liabilities anthe Securities Act of 1933, as amended. In Exdjithe Registrant has entered into contracts
with its directors and officers providing indemudtion of such directors and officers by the Registto the fullest extent permitted by law,
subject to certain limited exceptions.

The Purchase Agreement (Exhibit 1.1 hereto) pra/ideindemnification by the Underwriters of Regasit and its officers and
directors, and by Registrant of the underwritess certain liabilities arising under the Securitfest or otherwise in connection with this
offering.

Item 15. Recent Sales of Unregistered Securities

The following is a summary of Registrant’s trangatd within the last three years, involving saléRegistrant’s securities that were
not registered under the Securities Act:

(& OnJune 22, 1999 and October 31, 1999, Ragtissued and sold an aggregate of 4,649,92@slh Series D
preferred stock to a total of 10 private invesfors$6.52 per share, or an aggregate of $30,317 ;H24 foregoing purchase and sale
was exempt from registration under the Securitiespirsuant to Section 4(2) thereof on the basisttie transaction did not invol
a public offering.

(b) On April 13 and April 17, 2000, Registrassiied and sold (i) an aggregate of 5,332,689 sbaf®sries E non-voting
preferred stock at a price per share of $9.38(&ndarrants to purchase up to an aggregate of@883shares of Series E non-voting
preferred stock each with an exercise price of G1per share, at a price per warrant share of $€Cd total of 16 private investors
for an aggregate of $50,025,619. The foregoinglmses and sales were exempt from registration uhdeBecurities Act pursuant
to Section 4(2) thereof on the basis that the &etiens did not involve a public offering.

(c) On May 19, 2000, Registrant issued and aolcrrant to purchase 7,669 shares of common $toglprivate investor
at an exercise price of $19.56 per share, in cdiorewith a lease agreement. The foregoing purchasesale was exempt from
registration under the Securities Act pursuanteoti®n 4(2) thereof on the basis that the transaatid not involve a public offering

(d) On October 26, 2000, Registrant issued 285shares of Series F non-voting preferred stoekrtmvie studio in
connection with a revenue sharing agreement. Tiegyédng was exempt from registration under the Beesl Act pursuant to
Section 4(2) thereof on the basis that the trarwadid not involve a public offering.

(e) On October 31, 2000, Registrant issued aamato purchase 20,000 shares of common stoclptivate investor at e
exercise price of $6.00 per share, in connectidh wireal estate lease. The foregoing was exempt fegistration under the
Securities Act pursuant to Section 4(2) thereoftenbasis that the transaction did not involve lalipwffering.

() On February 22, 2001, Registrant issuedggrenate of 860,121 shares of Series F non-votiefgped stock to
certain movie studios, in connection with cert@manue share agreements. The foregoing was exesnpirégistration under the
Securities Act pursuant to Section 4(2) thereoffenbasis that the transaction did not involve lalipwffering.

(@) On April 2, 2001, Registrant issued 436,3B3res of Series F non-voting preferred stockrtmaie studio, in
connection with a revenue share agreement. Thgdorg was exempt from
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registration under the Securities Act pursuantdoti®n 4(2) thereof on the basis that the transaatid not involve a public offerins

(h) OnJune 1, 2001, Registrant issued andasualdrrant to purchase 85,000 shares of common siaelprivate investor
at an exercise price of $3.00 per share, in coforeatith an equipment lease agreement. The forggpinchase and sale was
exempt from registration under the Securities Agspant to Section 4(2) thereof on the basis tiatransaction did not involve a
public offering.

(i) OnJune 5, 2001, Registrant issued and aeldrrant to purchase 100,000 shares of SeriesferRrd Stock to a
private investor at an exercise price of $9.38gbare, in connection with an integration and distion agreement. The foregoing
purchase and sale was exempt from registrationrithdeSecurities Act pursuant to Section 4(2) tbkeom the basis that the
transaction did not involve a public offering.

() OnJuly 10, 2001, Registrant issued and §dldn aggregate of $13 million of subordinatedrpissory notes, and (ii)
warrants to purchase an aggregate of 6,818,94@sbacommon stock each with an exercise price8dibper share, at a price per
warrant share of $0.01, to a total of 23 privaiestors for an aggregate of $13,020,456.88. Thegfiing purchases and sales were
exempt from registration under the Securities Asspant to Section 4(2) thereof on the basis ti@transactions did not involve a
public offering.

(k) On August 21, 2001, Registrant issued 41®ghares of Series F non-voting preferred stogkdonsumer electronics
retailer, in connection with a strategic marketaggeement. The foregoing was exempt from registrainder the Securities Act
pursuant to Section 4(2) thereof on the basistti®atransaction did not involve a public offering.

() On March 4, 2002, Registrant issued 423 gli&res of Series F non-voting preferred stockrtmeie studio in
connection with a revenue sharing agreement. Tiregfiing was exempt from registration under the Beéesl Act pursuant to
Section 4(2) thereof on the basis that the traifmadid not involve a public offering.

(m) On , 2002, Registrant issaadiggregate of shares of SeriesrFvoting preferred stock to
certain movie studios holding Series F non-votingfgrred stock of Registrant pursuant to certatir@itution provisions for the
benefit of such studios. The foregoing were exefnguh registration under the Securities Act pursuarection 4(2) thereof on the
basis that the transaction did not involve a publfering.

(n) As of , Registrant has isbaad sold an aggregate of shafreemmon stock upon exercise of
options issued to certain employees and consultamisr Registrant’'s amended and restated 1997 $fackfor an aggregate
consideration of $ . The foregoing pasds and sales were exempt from registration uhde$ecurities Act pursuant to Rule

701 of the Securities Act.

Except as indicated above, none of the foregomgstictions involved any underwriters, underwritligcounts or commissions, or

any public offering, and Registrant believes thattetransaction was exempt from the registratiognirements of the Securities Act by virtue
of Section 4(2) thereof, Regulation D promulgategteéunder or Rule 701 pursuant to compensatoryfibptens and contracts relating to
compensation as provided under such Rule 701. dipients in such transactions represented thiinfion to acquire the securities for
investment only and not with a view to or for saml@onnection with any distribution thereof, anghagpriate legends were affixed to the st
certificates and instruments issued in such traimsee All recipients either received adequaterimfation about Registrant or had access,
through their relationships with Registrant, tolsugformation.
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Iltem 16. Exhibits and Financial Statement Schedules

(a8 Exhibits
Exhibit
Number Description
1.1%* Form of Purchase Agreeme
3.1* Amended and Restated Certificate of IncorporatioRegistrant, as amende
3.2* Proposed Amended and Restated Certificate of Irncatipn of Registran
3.3* Amended and Restated Bylaws of Registr
3.4* Proposed Amended and Restated Bylaws of Regis
4.1* Form of Registrars Common Stock Certificat
5.1 Form of Opinion of Wilson Sonsini Goodrich & Rosd&rofessional Corporatio
10.1* Form of Indemnification Agreement between Regigteard each of its directors and office
10.2* 2002 Employee Stock Purchase P
10.3* Amended and Restated 1997 Stock F
10.4* 2002 Stock Plar
10.5* Amended and Restated Stockhol’ Rights Agreement dated July 10, 20
10.6* Amended and Restated Agreement Concerning the Rigbairticipate dated June 22, 19
10.7* Office Lease dated October 27, 2000 between Ragisand BR3 Partner
10.8* Lease Agreement dated August 11, 1999 between fRegisand Lincoln-Recp Old Oakland Opco, LLC; Fshendment
to Lease Agreement dated December 3, 1999; Secoramhdment to Lease Agreement dated January 4, 2700@
Amendment to Lease Agreement dated June 12, 2Q0kée Registrant and Joseph Su
10.9* Offer letter dated April 19, 1999 with W. Barry Mag@hy, Jr., Chief Financial Officer of Registra
10.10* Offer letter dated March 25, 1999 with Tom Dilldfice President of Operations of Registr:
10.11* Offer letter dated March 13, 2000 with Leslie Jigiéire, Vice President of Marketing of Registre
10.12°¢F Letter Agreement dated as of May 1, 2000 betweeagisRant and Columbia TriStar Home Entertainmant,
10.13¢F Revenue Sharing Output License Terms between Ragisind Warner Home Vide
23.1 Consent of KPMG LLP
23.2* Consent of Wilson Sonsini Goodrich & Rosati, Prefesal Corporation (contained in Exhibit 5.
24.1* Power of Attorney

*  Previously filed
**  To be filed by amendme

t  Confidential treatment requested on portions of &xhibit. An unredacted version of this exhibis lieen filed separately with the
Securities and Exchange Commissi

(b) Financial Statement Schedules

Schedules have been omitted because the informaipnired to be set forth therein is not applicalsles shown in the financial
statements or notes thereto.
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ltem 17. Undertakings

The undersigned Registrant hereby undertakes toderdo the Underwriters at the closing specifiedhie Purchase Agreement
certificates in such denominations and registemezsich names as required by the Underwriters tmiperompt delivery to each purchaser.

Insofar as indemnification for liabilities arisimmder the Securities Act may be permitted to dine;tofficers and controlling
persons of Registrant pursuant to the provisiofeseaced in Item 14 of this Registration Statenwerdtherwise, Registrant has been advised
that in the opinion of the Securities and Excha@igexmission such indemnification is against pubbtiqy as expressed in the Securities Act
and is, therefore, unenforceable. In the eventdtadaim for indemnification against such liabégi(other than the payment by Registrant of
expenses incurred or paid by a director, officeigantrolling person of Registrant in the succdsséiense of any action, suit or proceeding)
is asserted by such director, officer or contrgllperson in connection with the securities beimgistered hereunder, the Registrant will,
unless in the opinion of its counsel the matterlieen settled by controlling precedent, submit¢owart of appropriate jurisdiction the
guestion whether such indemnification by it is agapublic policy as expressed in the Securitiesafwd will be governed by the final
adjudication of such issue.

The undersigned Registrant hereby undertakes that:

(1) For purposes of determining any liabilityden the Securities Act, the information omittedirthe form of prospectus
filed as part of this Registration Statement imarete upon Rule 430A and contained in a form ofpectus filed by Registrant
pursuant to Rule 424(b)(1) or (4) or 497(h) undher $ecurities Act shall be deemed to be part sfRagistration Statement as of the
time it was declared effective.

(2) For the purpose of determining any liabilityder the Securities Act, each post-effective aimant that contains a
form of prospectus shall be deemed to be a newtragpn statement relating to the securities efieherein, and the offering of
such securities at that time shall be deemed tbédaitial bona fide offering thereof.
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SIGNATURES

Pursuant to the requirements of the Securities Registrant has duly caused this Registration Bt to be signed on its behalf
the undersigned, thereunto duly authorized, inGite of Los Gatos, State of California, on the 8dy of May, 2002.

NTFLIX , I NC.
E

By:/s/ REEDH ASTINGS

Reed Hastings
Chief Executive Office

Pursuant to the requirements of the SecuritiesoAEB33, as amended, this Registration Statemenbéan signed by the following
persons in the capacities and on the dates indidstiow.

Signature Title Date

/sl REeDH ASTINGS President, Chief Executive Officer and Director May 6, 2002
(principal executive officer)

Reed Hasting

W. BARRY M c C ARTHY , JR.* Chief Financial Officer (principal financial and May 6, 2002
accounting officer)

W. Barry McCarthy, Jr
T IMOTHY M. H ALEY * Director May 6, 2002

Timothy M. Haley

Jay C. HoaGg* Director May 6, 2002
Jay C. Hoa(
A. ROBERTPISANO * Director May 6, 2002

A. Robert Pisani
M ICHAEL N. SCHUH* Director May 6, 2002

Michael N. Schut

Director
Richard N. Bartor

Director
Michael Ramsa

*By:
/s/ REEDH ASTINGS

Reed Hastings
Attorney-in-Fact
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EXHIBIT INDEX

Exhibit
Number Description
1.1%* Form of Purchase Agreeme
3.1* Amended and Restated Certificate of IncorporatioRegistrant, as amende
3.2* Proposed Amended and Restated Certificate of Incatipn of Registran
3.3* Amended and Restated Bylaws of Registr
3.4* Proposed Amended and Restated Bylaws of Regis
4.1* Form of Registrars Common Stock Certificat
5.1 Form of Opinion of Wilson Sonsini Goodrich & Rosd&rofessional Corporatio
10.1* Form of Indemnification Agreement between Regigteard each of its directors and office
10.2* 2002 Employee Stock Purchase P
10.3* Amended and Restated 1997 Stock F
10.4* 2002 Stock Plar
10.5* Amended and Restated Stockhol’ Rights Agreement dated July 10, 20
10.6* Amended and Restated Agreement Concerning the Rigbarticipate dated June 22, 19
10.7* Office Lease dated October 27, 2000 between Ragisand BR3 Partner
10.8* Lease Agreement dated August 11, 1999 between fRegiand Lincoln-Recp Old Oakland Opco, LLC; Fshendment
to Lease Agreement dated December 3, 1999; Secormhdment to Lease Agreement dated January 4, 2700@
Amendment to Lease Agreement dated June 12, 2Q0kée Registrant and Joseph St
10.9* Offer letter dated April 19, 1999 with W. Barry Mag@hy, Jr., Chief Financial Officer of Registra
10.10* Offer letter dated March 25, 1999 with Tom Dilldfice President of Operations of Registr:
10.11* Offer letter dated March 13, 2000 with Leslie Jigiéire, Vice President of Marketing of Registre
10.12°¢F Letter Agreement dated as of May 1, 2000 betweeagisRant and Columbia TriStar Home Entertainmant,
10.13¢F Revenue Sharing Output License Terms between Ragisind Warner Home Vide
23.1 Consent of KPMG LLP
23.2* Consent of Wilson Sonsini Goodrich & Rosati, Prefesal Corporation (contained in Exhibit 5.
24.1* Power of Attorney

*  Previously filed
**  To be filed by amendme

t  Confidential treatment requested on portions of &xhibit. An unredacted version of this exhibis lieen filed separately with the
Securities and Exchange Commissi

Exhibit 5.1
[WILSON SONSINI GOODRICH & ROSATI LETTERHEAD]
, 2002

Netflix, Inc.
970 University Avenue
Los Gatos, California 95032

Re: Registration Statement on Form S-1
Ladies and Gentlemen:

We have examined the Registration Statement on Befnfiled by you with the Securities and Excha@genmission (“SEC”) on
March 6, 2002 (Registration No. 333-83878), as atadr(as such may be further amended or supplemah&etRegistration Statement”), in
connection with the registration under the Seasifct of 1933, as amended, of up to 6,325,00@shzfryour Common Stock (the “Shargs”
The Shares include an over-allotment option gratdgde underwriters of the offering to purchasg,820 shares. We understand that the
Shares are to be sold to the underwriters of tfexinfy for resale to the public as described inRlegjistration Statement. As your legal
counsel, we have examined the proceedings takérgrafamiliar with the proceedings proposed t¢aen, including actions of your board
of directors and stockholders and instruments, ohas, certificates and records that we have deeetedant and necessary for the basis of
our opinion hereinafter expressed, by you in cotioeavith the sale and issuance of the Shares.

It is our opinion that, upon completion of the predings being taken or contemplated by us, asgaunsel, to be taken prior to t



issuance of the Shares, including the proceediaggytiaken in order to permit such transactiong@#rried out in accordance with
applicable state securities laws, the Shares, vgseied and sold in the manner described in thesRatfon Statement and in accordance with
the resolutions adopted by your Board of Directasifi,be legally and validly issued, fully paid amdnassessable.

We express no opinion as to any matter relatinbadaws of any jurisdiction other than the lawstaf State of California and
Delaware and the federal laws of the United States.

We consent to the use of this opinion as an extoltite Registration Statement and further congetiite use of our name wherever
appearing in the Registration Statement, includirgprospectus constituting a part thereof, andaemgndments thereto.

Very truly yours,

EXHIBIT 23.1
CONSENT OF KPMG LLP

The Board of Directors
Netflix, Inc.:

We consent to the use of our “Form of Independartitdrs’ Report” included herein and to the refereto our firm under the
heading “Experts” in the prospectus.

/sl KPMG LLP

Mountain View, California
May 6, 2002

End of Filing
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