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Item 7. Financial Statements and Exhibits.
(c) Exhibits.

99.1
Press release dated October 15, 2003 by Netflix, In

ltem 12. Results of Operations and Financial Catition.
The information provided in this Report is beingriished under Item 12 of Form 8-K and in accordamitle SEC release 33-8216.

On October 15, 2003, Netflix, Inc. announced itsficial results for the fiscal quarter ended Sep#rr80, 2003. The press release,
which has been attached as Exhibit 99.1, discloseain financial measures, in particular, &AAP net income and free cash flow, that r
be considered non-GAAP financial measures. Genpemthon-GAAP financial measure is a numerical memasf a company’s performance,
financial position, or cash flows that either extds or includes amounts that are not normally ebeddwor included in the most directly
comparable measure calculated and presented indaraee with generally accepted accounting prinsipiehe United States. Management
believes that non-GAAP net income is a useful meastioperating performance because it excludeadhecash impact of stock option
accounting. In addition, management believes ttegt ¢ash flow is a useful measure of liquidity lesegit excludes the non-operational cash
flows from purchases and sales of short-term imrests and cash flows from financing activities. ldoer, these non-GAAP measures
should be considered in addition to, not as a #ubstor, or superior to net income and net casivided by operating activities, or other
financial measures prepared in accordance with GAAR non-GAAP measures included in our press seleave been reconciled to the
nearest GAAP measures.
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NETFLIX REPORTS THIRD QUARTER GAAP NET INCOME OF $3.3 MILLION
AND NON-GAAP NET INCOME OF $6.1 MILLION

* Revenue of $72.2 million, up 77 percent year-oweryand up 14 percent sequentially.

* GAAP net income of $3.3 million or $0.10 per dildtshare.

* Non-GAAP net income of $6.1 million or $0.19 per dédtshare.

* Non-GAAP free cash flow of $7.9 million. GAAP net casfovided by operating activities of $22.0 million.

LOS GATOS, CA — October 15, 2003 — Netflix, Inc.gdtdaq: NFLX) announced record financial resultdfierthird quarter ended
September 30, 2003. “This record quarter and tinsistent, steady progress we’'made as a public company shows the power dbasines

model and its ability to scale as our subscribeelgrows,” said Reed Hastings, founder and CEOetilikl “Service improvements continue
to fuel our evangelical grassroots marketing effarid to push retention to an all-time high.”
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Revenue, Subscribers, and Churn

Total revenue for the third quarter was a recor@. &illion, up 77 percent compared to $40.7 millfor the third quarter 2002, and up 14
percent compared to $63.2 million for the seconakigu 2003.

Netflix ended the third quarter of 2003 with appgroately 1,291,000 total subscribers, up 144,000386 sequentially. During the quar

Netflix acquired 383,000 new trial subscribers8agp@rcent yei-over-year increase from the 277,000 new trial stibsrs acquired in the

third quarter of 2002 and a sequential increaskrgiercent from the 327,000 new trial subscribequied in the second quarter of 2003. For
a graphical presentation of the Company’s housepefetration growth for its metro shipping marketease link to:
http://ir.netflix.com/news/hubgrowth2.pdf

Average monthly subscriber chutfor the third quarter of 2003 was 5.2 percent asgared to 7.2 percent in the third quarter of 280@ 5.¢
percent in the second quarter of 2003. Churn imguiacross the subscriber base during the quartesonse to steady improvements in the
quality of the Netflix service. Churn includes freml subscribers as well as paying subscribers athct not to renew their monthly
subscription service during the quarter.

Gross Margin

Gross margin for the third quarter was 46.5 peragmfrom 44.2 percent in the second quarter oB82@¥oss margin increased in the third
quarter due to lower than expected content cosss. isage per average paid subscriber increaggdlglduring the quarter.

Subscriber Acquisition Cost

Subscriber acquisition co3for the third quarter was $31.81 per new-trial suiber compared to a cost of $33.57 for the thirerter of 2002
and a cost of $30.45 for the second quarter of 2068 Company continues to benefit from rapid ghoimtword of mouth as an acquisition
source.

IMonthly churn is defined as customer cancellatiorthe quarter divided by the sum of beginning subgrs and gross subscriber additions,
divided by three months. This is the same churinidiein as previously given but restated in plainglish for clarity.
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GAAP Net Income (Loss), Non-GAAP Net Income (Lossand Free Cash Flow

Netflix reported GAAP net income of $3.3 milliorr, $0.10 per diluted share, for the third quarte2@3 compared to a GAAP net loss
$2.9 million, or $0.13 per diluted share, for thied quarter of 2002 and GAAP net income of $3.8iom, or $0.11 per diluted share, for the
second quarter of 2003.

Non-GAAP net income was $6.1 million, or $0.19 peutid share, for the third quarter of 2003 comp&wel Non-GAAP net loss of $228
thousand, or $0.01 per diluted share, for the thudrter of 2002 and NOBAAP net income of $5.0 million, or $0.16 per dddtshare, for tt
second quarter of 2003. Non-GAAP net income (lesgials net income (loss) on a GAAP basis befoirekdbased compensation expense.

Free cash flow for the third quarter 2003 was $fillon or 11 percent of revenue, up 36 percentfi®6.8 million in the third quarter of 20
and up 82 percent compared to $4.3 million forgbeond quarter of 2003. This is the Company’s bighthsecutive quarter of positive free
cash flow. For the twelve months ended Septembge2@@B, the Company generated $22.3 million of &@eh flow and finished the third
quarter with $124.4 million of cash and short-ténwvestments. Less outstanding debt of $0.6 milltbis equates to net cash of $123.8
million or $3.94 per diluted share. Non-GAAP freesh flow is defined as cash flows from operatintvaies less cash flows used in
investing activities excluding purchases and saleshort-term investments. Cash provided by opegadictivities for the third quarter 2003
was $22.0 million, up 99 percent from $11.1 milliarthe third quarter 2002 and down 7 percent caegh#o $23.6 million for the second
quarter of 2003.

Use of Non-GAAP Measures

Management believes that Non-GAAP net income (lzsa)useful measure of operating performance Iseciiexcludes the non-cash impact
of stock option accounting. In addition, managentatieves that free cash flow is a useful meastiliguidity

2“Subscriber acquisition cost” (“SAC”) is defined @ total marketing expense on the Company’s Beté of Operations divided by total
new trial subscribers in the quarter.



because it excludes the non-operational cash floms purchases and sales of short-term investnardscash flows from financing
activities. However, these NdABAAP measures should be considered in additiondbas a substitute for, or superior to net incélmss) anc
net cash provided by operating activities, or offreancial measures prepared in accordance with BARreconciliation to the GAAP
equivalents of these Non-GAAP measures is contamégbular form on the attached unaudited findrst@ements.
Revised Guidance
The Company revised guidance for the fourth quasefollows:

» Ending subscribers of 1,425 to 1,475 thousand, ftg#0 to 1,475 thousand

* Revenue of $77 to $81 million, from $74 to $80 raill

*  GAAP net loss of $0.2 million to net income of $2n8lion, from a net loss of $2.5 million to nettiome of $1.5 million
¢ Non-GAAP net income before stock-based compensatiperese of $3.0 to $6.0 million, from $0.5 to $3.3lion

» Gross margin of 42.5 to 44.5 percent, from 42 tpdetent

* SAC of $30 to $33, from $32 to $35

e Churn of 4.9 to 5.4 percent, from 5.2 to 5.8 percen

Float, Lock Up Expiration, and Diluted Shares

The Company estimates the public float at approtetgd 7,212,257 shares as of September 30, 20@&Imasregistered shares held in street
name with the Depository Trust and Clearing Corpora The IPO lock up has expired, and no outstaméhares are subject to a lock-up
agreement of any kind. From time to time executiffecers of Netflix may elect to sell stock in Nigtf All such sales are made pursuant to
the terms of 10b5-1 Trading Plans approved by thm@any and generally adopted no less than thre¢hsignior to the first date of sale
under such plan.

Earnings Call

The Netflix earnings call will be webcast todaypad0 p.m. Eastern Time / 2:00 p.m. Pacific Timej aray be accessed at
http://ir.netflix.comor at




http://www.prnewswire.com Following the conclusion of the webcast, a remhthe call will be available via Netflix’s websitat
http://ir.netflix.com. For those without access to the Internet, a yeplahe call will be available from 5:00 p.m. PiaziTime on October 15,
2003 through October 22, 2003. To listen to a rgpdall (719) 4579820, access code 711903. The Company plans tadimcliscussion of i
business outlook in the conference call.

About Netflix

Launched in 1998, Netflix is the world’s largestina movie rental service, providing more than am#ion subscribers with access to a
comprehensive library of more than 15,000 DVD sitlEor $19.95 a month, Netflix subscribers can asninany DVDs as they want, with
three movies out at a time, and keep them forRg & they like. There are no due dates and nddase DVDs are delivered directly to the
subscriber’s address by first-class mail from siigenters throughout the United States. Net#ix tceach more than 70 percent of its
subscribers with generally overnight delivery. TWampany also provides background information on D¥¥[@ases, including critic reviews,
member reviews and ratings and personalized megiennmendations. For more information, visit htipaiv.netflix.com.

Forward-Looking Statements

This press release contains certain forwlanking statements within the meaning of the febseaurities laws, including statements regar
our subscriber growth, revenues, GAAP net incomssi, Non-GAAP net income (loss), gross marginsstiber acquisition cost and churn
for the fourth quarter of 2003. These statemergsabject to risks and uncertainties that couldeactual results and events to differ,
including, without limitation: our ability to managur growth, in particular managing our subscréeuisition cost as well as the mix
between revenue sharing titles and titles not stilbjerevenue sharing that are delivered to ousatithers; our ability to attract new
subscribers and retain existing subscribers; fatddns in consumer usage of our service, custopmrding on DVD players, DVDs and
related products; competition; disruption in seevim our website or with our computer systems;raetgion of the U.S. economy or
conditions specific to online commerce or the fithemtertainment industry; conditions that effeat delivery through the U.S. Postal Serv
including increases in first class postage; in@eas the costs of acquiring DVDs; and, widespraausumer adoption of different modes of
viewing in-home filmed entertainment. A detailedalission of these and other risks and uncertaitht&#scould cause actual results and
events to differ materially from such forward-longistatements is included in our filings with thex@rities and Exchange Commission,
including our Annual Report on Form 10-K filed witte SEC on March 31, 2003. We undertake no oliigab update forward-looking
statements to reflect events or circumstances aoguafter the date of this press release.
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Netflix, Inc.

Statements of Operations
(Unaudited)

(in thousands, except per share data)

Three Months Ended

Nine Months Ended

September 3C June 30, September 3C September 3C September 3C
2002 2003 2003 2002 2003
Revenues
Subscriptior $ 40,16! $63,07: $ 71,27¢ $ 105,84( $ 189,63(
Sales 56€ 11€ 924 1,77¢ 1,42¢
Total revenue 40,73: 63,187 72,20: 107,61¢ 191,05¢
Cost of revenues
Subscriptior 21,147 35,14¢ 38,32¢ 53,79¢ 103,40:
Sales 34¢ 93 322 94¢ 494
Total cost of revenue 21,49¢ 35,24: 38,64¢ 54,74¢ 103,89¢
Gross profit 19,23t 27,94¢ 33,55¢ 52,87: 87,16:
Operating expense
Fulfillment 4,90¢ 7,221 8,32 13,917 21,92¢
Technology and developme 3,96¢ 4,12: 4,73¢ 10,66¢ 13,04«
Marketing 9,29¢ 9,957 12,18: 25,29 35,347
General and administratiy 1,87( 2,09: 2,67¢ 4,817 7,01¢
Stocl-based compensatic 2,622 1,70¢ 2,771 6,11¢t 6,887
Total operating expens 22,66¢ 25,09¢ 30,69¢ 60,80¢ 84,22:
Operating income (los! (3,430 2,84¢ 2,85¢ (7,939 2,93¢
Other income (expense
Interest and other incon 711 56C 534 1,06( 1,67¢
Interest and other expen (137) (95) (87 (11,82) (379
Net income (loss $ (2,850 $331L $ 3,30 $ (18,699 $ 4,241
Net income (loss) per shal
Basic $ (139 $ 14 % 14 $ 1.64 $ 18
Diluted $ (139 $ 11 % AC $ 1.64 $ 14
Weighted average common shares outstani
Basic 21,92 23,64¢ 24,08¢ 11,39¢ 23,49¢
Diluted 21,92:  30,81: 31,46( 11,39t 30,68¢
Reconciliation of Non-GAAP Financial Measures
(Unaudited)
Non-GAAP net income (loss) reconciliation
Net income (loss $ (2,850 $ 3,31 $ 3,30z $ (18,699 $ 4,241
Add back:
Stocl-based compensatic 2,622 1,704 2,771 6,11¢ 6,881
Non-cash interest on early repayment of ¢ — — — 10,69¢ —
Non-GAAP net income (loss $ (22¢) $ 5,017 $ 6,08( $ (1,88 $ 11,12¢
Non-GAAP net income (loss) per share:
Basic $ (0)) $ 21 % 25 $ (17 % A7
Diluted $ (0) $ 1€ $ ¢ $ (17 % .3€




Netflix, Inc.

Balance Sheets

(Unaudited)

(in thousands, except share and per share data)

As of
December 31 September 3C
2002 2003
Assets
Current asset:
Cash and cash equivalel $ 5981« $ 79,17(
Shor-term investment 43,79¢ 45,23]
Prepaid expenst 2,75z 1,94:
Prepaid revenue sharing expen 303 957
Other current asse 40¢ 29t
Total current asse 107,07! 127,60:
DVD library, net 9,97 18,44
Intangible assets, n 6,09/ 3,704
Property and equipment, r 5,62( 6,58¢
Deposits 1,69( 1,68¢
Other asset 79 847
Total asset $ 130,53( $ 158,86«
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payabl $ 20,35 $ 28,45¢
Accrued expense 9,102 10,95¢
Deferred revenu 9,74: 13,77
Current portion of capital lease obligatic 1,231 371
Total current liabilities 40,42¢ 53,55¢
Deferred ren 28¢ 262
Capital lease obligations, less current por 46C 18t
Total liabilities 41,17+ 54,00:
Commitments and contingenci
Stockholder’ equity:
Common stock, $0.001 par value; 150,000,000 an@080000 shares authorized at December 31,
and September 30, 2003, respectively; 22,445,768241227,548 issued and outstanding at
December 31, 2002 and September 30, 2003, resplsc 22 24
Additional paic-in capital 260,06° 265,79:
Deferred stoc-based compensatic (11,707 (6,509
Accumulated other comprehensive inca 774 1,11¢
Accumulated defici (159,809 (155,569)
Total stockholder equity 89,35¢ 104,86:
Total liabilities and stockholde’ equity $ 130,53( $ 158,86




Netflix, Inc.

Statements of Cash Flows
(Unaudited)

(in thousands)

Three Months Ended

Nine Months Ended

September 3C June 30, September 3C September 3C  September 3C
2002 2003 2003 2002 2003
Cash flows from operating activities:
Net income (loss $ (2,850 $ 3,31:$  3,30¢ $ (18,699 $ 4,241
Adjustments to reconcile net income (loss) to r@esthc
provided by operating activitie
Depreciation of property and equipmi 1,57¢ 1,14C 1,11¢ 4,481 3,591
Amortization of DVD library 4,66: 9,392 12,32: 11,56¢ 28,33t
Amortization of intangible asse 80¢ 80¢ 773 2,33: 2,39(
Noncash charges for equity instruments granteain n
employee: 40 — — 40 —
Stocl-based compensation expel 2,622 1,704 2,771 6,11°¢ 6,881
Gain on disposal of DVD (512) (99 (86¢) (1,469 (1,329
Noncash interest expen 37 36 16 11,35 84
Changes in operating assets and liabilit
Prepaid expenses and other current a: (505) (399 65 (31€) 27C
Accounts payabl 4,77 5,791 45C 4,43: 8,10¢
Accrued expense 28¢ 76¢ 66C 3,564 1,852
Deferred revenu 11z 1,16 1,371 2,24; 4,02¢
Deferred ren 16 (8) (8) 45 (25)
Net cash provided by operating activit 11,07¢ 23,62( 21,98¢ 25,69¢ 58,43:
Cash flows from investing activities:
Purchases of shterm investment (467) (369) (359) (42,614 (1,097)
Purchases of property and equipm (719 (2,400 (1,596 (1,569 (4,557
Acquisitions of DVD library (5,679 (17,02)) (13,469 (15,319 (36,909
Proceeds from sale of DVL 56€ 11€ 924 1,77¢ 1,42¢
Deposits and other assi 524 20 11 53¢ (762)
Net cash used in investing activiti (5,767 (19,659 (14,48 (57,180 (41,89)
Cash flows from financing activities:
Proceeds from issuance of common si 91 1,49¢ 98¢ 86,60¢ 4,03:
Repurchases of common stc — — — ©)] —
Principal payments on notes payable and capitaklea
obligations (83€) (2617) (557) (16,929 (1,219
Net cash provided by (used in) financing
activities (745) 1,23t 437 69,67t 2,81¢
Net increase in cash and cash equival 4,56: 5,201 7,941 38,19( 19,35¢
Cash and cash equivalents, beginning of pe 49,75¢ 66,02¢ 71,22¢ 16,131 59,81+
Cash and cash equivalents, end of pe $ 54,32: $71,22¢$ 79,17( $ 5432 ¢ 79,17(
Non-GAAP Free Cash Flow reconciliation:
Net cash provided by operating activit $ 11,07« $23,62($% 21,98¢ $ 25,69 $ 58,43
Purchases of property and equipm (719 (2,400 (1,596 (1,569 (4,557
Acquisitions of DVD library (5,679 (17,020) (13,469 (15,319 (36,907
Proceeds from sale of DVL 56€ 11€ 924 1,77¢ 1,42¢
Deposits and other assi 524 20 11 53¢ (762)
Non-GAAP Free Cash Flow $ 577« $ 432¢$  7,85¢ $ 11,12¢ $ 17,63¢




Netflix, Inc.
Other Data
(Unaudited)

(in thousands, except subscriber acquisition cost)

Three Months Ended

Nine Months Ended

September 30, June 30 September 30, September 30, September 30,
2002 2003 2003 2002 2003
Subscribers:
New trial subscribers: during peris 2717 327 38¢ 82¢ 1,125
New trial subscribers year-to-
year chang 158.¢% 38.6% 38.2% 143.2% 36.6%
New trial subscribers quarter-
to-quarter sequential chan 17.0% (21.€%) 17.1%
Subscribers: end of peric 742 1,145 1,291 742 1,291
Subscribers year-to-year
change 122.2% 71.2% 74.(% 122.2% 74.(%
Subscribers quarter-to-quarter
sequential chang 10.7% 9.C% 12.€%
Free subscribers: end of peri 34 46 49 34 49
Free subscribers as percentage
of ending subscribel 4.€% 4.C% 3.8% 4.€% 3.8%
Paid subscribers: end of peri 70¢ 1,101 1,24: 70¢ 1,24:
Year-to-year chang 124.&% 73.%% 75.£% 124.¢% 75.4%
Quarter-to-quarter sequential
change 11.8% 9.1% 12.8%
Subscriber churn (monthh 7.2% 5.6% 5.2% 7.C% 5.5%
Subscriber acquisition ca 33.57 $ 30.5 $ 31.€ $ 30.€6 $ 31.56
Margins:
Gross margir 47.2% 44.2% 46.5% 49.1% 45.¢%
Operating margil (8.4%) 4.5% 4.(% (7.4%) 1.5%
Net margin (7.C%) 5.2% 4.€% (17.4%) 2.2%
Non-GAAP net margir (0.€%) 7.% 8.4% (1.8%) 5.8%
Expenses as percentage of revenue
Fulfillment 12.(% 11.2% 11.5% 12.9% 11.5%
Technology and developme 9.7% 6.5% 6.€% 9.% 6.6%
Marketing 22.8% 15.8% 16.9% 23.5% 18.5%
General and administrati\ 4.€% 3.2% 3.7% 4.5% 3.7%
Operating expenses before
stocl-based compensatic 49.2% 37.(% 38.1% 50.8% 40.5%
Stocl-based compensatic 6.4% 2.7% 3.8% 5.7% 3.6%
Total operating expens 55.6% 39.7% 42.5% 56.5% 44.1%
Year-to-year change:
Total revenue 115.¢% 73.8% 77.5% 98.2% 77.5%
Fulfillment 49.5% 48.8% 69.€% 32.7% 57.5%
Technology and developme (11.1%) 17.2% 19.5% (28.1%) 22.2%
Marketing 170.% 23.6% 31.(% 78.2% 39.8%
General and administrati\ 86.4% 27.8% 43.2% 35.&% 45.7%
Operating expenses before
stock-based compensation
and restructuring charg 64.4% 29.5% 39.2% 27.(% 41.2%
Restructuring charge (10C%) — — (10C%) —
Stocl-based compensatic 64.(% (29.9%) 5.€% 12.2% 12.€%
Total operating expens 56.7% 22.5% 35.4% 23.1% 38.5%




Netflix, Inc.

Non-GAAP Guidance Reconciliation Schedule
(Unaudited)

(in thousands)

Non-GAAP net income (loss) reconciliation:
Net income (loss
Add back:
Stocl-based compensatic

Fourth Quarter, 2003
Guidance Range

$ (200 $2,30(

3,20( 3,70C

Non-GAAP net income

$3,00( $6,00(
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Netflix Market Penetration
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