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Revenues
Subscriptior
Sales

Total revenue
Cost of revenues
Subscriptior
Sales

Total cost of revenue

Gross profil

Operating expense
Fulfillment*
Technology and developmer
Marketing*
General and administrative
Stock-based compensatic

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

Net income (loss

Net income (loss) per shal
Basic

Diluted

Weighte-average common shares outstand

Basic

Diluted

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

Three Months Ended

Six Months Ended

* Amortization of stoc-based compensation not included in expense lingsil

Fulfillment

Technology and developme
Marketing

General and administrati

Total stocl-based compensatic

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

11€ 611 504 1,15¢
63,181 120,32: 118,85¢ 220,69:
35,14¢ 69,60¢ 65,07¢ 126,04¢
93 184 17z 367
35,24 69,78¢ 65,24¢ 126,41!
27,94¢ 50,53: 53,60¢ 94,27¢
7,221 14,37: 13,60¢ 25,16:
4,12: 5,652 8,30¢ 10,69:
9,957 20,47 23,16¢ 47,17(
2,09:¢ 3,28( 4,341 6,41¢
1,70¢ 4,13¢ 4,11( 8,56¢
25,09¢ 47,91¢ 53,52¢ 98,00¢
2,84¢ 2,617 83 (3,739
56C 304 1,141 89t
(95) (30) (28€) (62)

$ 3,31 $ 2,891 $ 93¢ $ (2,899
$ 0.07 $ 0.0¢ $ 0.02 $ (0.06)
$ 005 $ 004 $ 00z $ (0.00
47,29¢ 51,89¢ 46,38t 51,59(
61,62« 64,97t 60,27: 51,59(
$ 207 $ 46E $ 54C $ 97¢€
654 1,86¢ 1,48¢ 3,492
26¢ 582 697 1,14¢
574 1,221 1,38¢ 2,95¢

$ 1,70¢ $ 4,13¢ $ 4,11(C $ 8,56¢

See accompanying notes to financial statements.

4




Table of Contents

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

Assets

Current assett
Cash and cash equivalel
Shor-term investment
Prepaid expense
Prepaid revenue sharing expen
Other current asse

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

Total asset

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

Total current liabilities
Deferred ren
Capital lease obligations, less current por

Total liabilities
Stockholder equity:
Common stock, $0.001 par value; 80,000,000 anddDBO)00 shares authorized at Decembe
2003 and June 30, 2004, respectively; 50,849,3d®2a 21,300 shares issued and outstanding at
December 31, 2003 and June 30, 2004, respec
Additional paic-in capital
Deferred stoc-based compensatic
Accumulated other comprehensive inco
Accumulated defici

Total stockholder equity

Total liabilities and stockholde’ equity

See accompanying notes to financial statements.
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As of

December 31

June 30,

2003 2004
$ 89,89 $ 153,44
45,29 —
2,231 2,422
90t 2,21¢
61¢ 641
138,94¢ 158,72:
22,23¢ 30,25¢
2,94¢ 1,86¢
9,772 11,05:
1,27: 1,481
83€ 814
$ 176,01. $ 204,19:
$ 32,65¢ $ 42,55
11,62¢ 13,85:
18,32 25,25!
41¢€ 258
63,01¢ 81,90¢
241 37¢

44 —
63,30¢ 82,28
51 52
270,83¢ 282,27¢
(5,487) (4,237)
59¢€ —
(153,29)) (156,197
112,70¢ 121,90¢
$ 176,01. $ 204,19:
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Netflix, Inc.
Statements of Cash Flows
(unaudited)
(in thousands)

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

Net cash provided by operating activit
Cash flows from investing activities:

Purchases of sh«term investment
Proceeds from sale of sh

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

Cash and cash equivalents, end of pe

Three Months Ended

Six Months Ended

June 30, June 30, June 30, June 30,
2003 2004 2003 2004

$ 331: $ 2891 $ 93¢ $ (2,899
1,14(C 1,32¢ 2,47 2,57¢
9,39 21,14 16,01 39,26¢
80¢ 454 1,617 1,08(
1,70¢ 4,13¢ 4,11( 8,56¢
— 274 — 274
(94) (427) (461) (792)

36 11 68 22
(39€) (2,529) 20& (1,522)
5,791 (631) 7,65¢ 9,89¢
76¢ 1,391 1,192 2,221
1,167 3,75¢ 2,651 6,921
(8) 171 (17) 13¢
23,62( 31,96¢ 36,44 65,76¢
(362) (222) (749) (586€)
3,89t

5,201 53,25¢ 11,41¢ 63,55(
66,02¢ 100,18t 59,81« 89,89¢
$71,22¢ $153,44: $71,22¢ $153,44:

See accompanying notes to financial statements.
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Netflix, Inc.
Notes to Financial Statements
(in thousands, except shares, per share data andrpentages)

Description of Business

Netflix, Inc. (the “Company” or “we”) was incorpded on August 29, 1997 and began operations o Mpri1998. The Company is an
online movie rental subscription service, providsujpscribers with access to a comprehensive litotifles. For a monthly subscription fee
under the standard plan, subscribers can rent ag digital video discs (“DVDs") as they want, withree movies out at a time, and keep them
for as long as they like. There are no due datdsnarlate fees. DVDs are delivered directly toshbescriber’'s address by first-class mail from
distribution centers throughout the United Statésee Company also provides background informatiothenCompany’s Web site
( www.netflix.com) on DVD releases, including critic reviews, membmrews, online trailers, ratings and personalizexvie
recommendations.

Basis of Presentation

The accompanying interim financial statements audited and, in the opinion of management, inchlbadjustments, consisting
normal and recurring items, necessary for a fasentation of the balance sheets, results of apesaind cash flows for the periods presented.
These financial statements should be read in cotipmwith the audited financial statements andtesl notes included in the Company’s 2003
annual report on Form 10-K filed with the Secustand Exchange Commission on February 27, 2004rafbpg results for the three and six
months ended June 30, 2004 may not be indicatifetofe operating results.

Reclassifications
Certain reclassifications have been made to peadiod balances in order to conform to the curremiqn’s presentatior

Stock Split

On January 16, 2004, the Company’s Board of Dirscapproved a two-for-one split in the form of acgt dividend on all outstanding
shares of the Company’s common stock. As a restifteostock split, the Company’s stockholders reegione additional share for each share
of common stock held on the record date of Febr@a®004. The additional shares of common stoclewlestributed on February 11, 2004.
common share and per-share amounts in the accoinganserim financial statements and related nbgge been retroactively adjusted to
reflect the stock split for all periods presented.

Use of Estimates

The preparation of financial statements in confoymiith accounting principles generally acceptethi@ United States of America
requires management to make estimates and assasihiat affect the reported amounts of assetsiabitities, disclosure of contingent assets
and liabilities at the date of the financial stagens, and the reported amounts of revenues anchegpeluring the reporting periods. Signific
items subject to such estimates and assumptiohglmthe carrying amounts of DVD library, intangilassets and property and equipment,
stock-based compensation expenses and income fsotesl results could differ from those estimates.

Fair Value of Financial I nstruments

The fair value of the Company’s cash, accounts lplayaccrued expenses and borrowings approximagésdarrying value due to their
short maturity.
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Netflix, Inc.
Notes to Financial Statements - Continued
(in thousands, except shares, per share data andrpentages)

Cash and Cash Equivalents

The Company considers highly liquid instrumentshwatiginal maturities of three months or less hat date of purchase, to be cash
equivalents. The Company’s cash and cash equigadgatprincipally on deposit in short-term assetagament accounts at two large financial
institutions.

Restricted Cash
As of June 30, 2004, other assets included restricash of $800 related to a workers’ compensatisurance deposit.

Short-Term | nvestments

The Compan’s shor-term investments generally mature between oneigadg/éars from the purchase date. The Companyheastility
to convert these short-term investments into casimgtime without penalty. All short-term investnteare classified as available-for-sale and
are recorded at market value. Net unrealized gaimseflected in accumulated other comprehensivenire.

A decline in the market value of available-for-siaeestments below cost that is deemed to be di@r-temporary results in a reduction
in the carrying amount to fair value. The impairmisncharged to earnings and a new cost basiséinvestments is established. To determine
whether an impairment is other-than-temporary Gbenpany reviews factors including the economic eEmrnent and market conditions, its
ability and intent to hold the investments untiharket price recovery, and the severity and dunatfcthe impairment. No impairment charges
were recorded for the periods presented.

During the second quarter of 2004, the Company ¢eteqb the sale of its short-term investments androed a realized loss of $274
from the transaction. All proceeds from the saleawe-invested in the Company’s money market fuvtdch is classified as cash equivalents.

Capitalized Software Costs

The Company capitalizes costs related to developiraptaining interni-use software. Capitalization of costs begins dfterconceptue
formulation stage has been completed. Capitalinftsvare costs are included in property and equigpeet and are amortized over the
estimated useful life of the software, which is gelly one year.

DVD Library

The Company acquires DVDs from studios and distoitsuthrough either direct purchases or revenugrghagreements. The revenue
sharing agreements enable the Company to obtaindAf[a lower upfront cost than under traditionatcti purchase arrangements. Under the
revenue sharing agreements, the Company sharesentage of the actual net revenues generatedehysth of each particular title with the
studios over a fixed period of time, or the Titlerih, which is typically twelve months for each DViile. At the end of the Title Term, the
Company has the option of either returning the DifIe to the studio or purchasing the title.

In addition, the Company remits an upfront paymeracquire titles from the studios and distributansler revenue sharing agreements.
This payment includes a contractually specifietlahfixed license fee that is capitalized and atimed in accordance with the Company’s
DVD library amortization policy. This payment malg@include a contractually specified prepaymerfutire revenue sharing obligations that
is classified as prepaid revenue sharing expengésasharged to expense as future revenue shabiigations are incurred.

The Company amortizes the cost of its DVD librdegs estimated salvage value, on a “sum-of-the-nsdraiccelerated basis over one
year.

For those DVDs that the Company estimates it weill at the end of their useful lives, a salvageigadf $2.00 per DVD is provided. For
those DVDs that the Company does not expect torselbalvage value is provided.
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