NETFLIX INC

FORM 8-K

(Unscheduled Material Events)

Filed 4/21/2005 For Period Ending 4/21/2005

Address 970 UNIVERSITY AVENUE .
LOS GATOS, California 95032
Telephone 408-317-3700
CIK 0001065280
Industry Recreational Activities
Sector Services
Fiscal Year 12/31
e oo ecgaroning com EDGAR Customer Senice. 303.852-6665

Corporate Sales: 212-457-8200



SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 8-K

Current Report Pursuant to Section 13 or 15(d) of
the Securities Exchange Act of 1934

Date of Report (Date of earliest event reported):
April 21, 2005

NETFLIX, INC.

(Exact name of registrant as specmed in its chaer)

Delaware 00C-49802 77-0467272
(State or other jurisdiction (Commission File Number) (I.R.S. Employer
of incorporation) Identification No.)

970 University Avenue
Los Gatos, CA
95032

(Address of principal executive offices)
(Zip Code)

(408) 317-3700

(Registrant’s telephone number, including area code

(Former name or former address, if changed since & report)

Check the appropriate box below if the Form 8-a{lis intended to simultaneously satisfy the §liobligation of the registrant under any of
the following provisions:

O

O
O
O

Written communications pursuant to Rule 425 unberSecurities Act (17 CFR 230.4z2
Soliciting material pursuant to Rule -12 under the Exchange Act (17 CFR 240-12)
Pre-commencement communications pursuant to Rul-2(b) under the Exchange Act (17 CFR 240-2(b))

Pre-commencement communications pursuant to Rul-4(c) under the Exchange Act (17 CFR 240-4(c))




Item 2.02 Results of Operations and Financial Contion.

On April 21, 2005, Netflix, Inc. announced its fir@al results for the quarter ended March 31, 200& press release, which is attac
hereto as Exhibit 99.1 and incorporated hereindfgrence, discloses certain financial measuresihgtbe considered non-GAAP financial
measures. Generally, a non-GAAP financial measugenumerical measure of a companyerformance, financial position, or cash flowest
either excludes or includes amounts that are nohally excluded or included in the most directiyquarable measure calculated and
presented in accordance with generally acceptesbationg principles in the United States. Managenhefieves that non-GAAP net income
is a useful measure of operating performance bedaescludes the non-cash impact of stock optimroanting. In addition, management
believes that free cash flow is a useful measutwoidity because it excludes the non-operatiaedh flows from purchases and sales of
short-term investments and cash flows from finag@intivities. However, these non-GAAP measures Ishimel considered in addition to, not
as a substitute for, or superior to net incomeratctcash provided by operating activities, or ofir@ncial measures prepared in accordance
with GAAP. The non-GAAP information is presentedhgsconsistent methodology from quarter-to-quaated year-to-year.

The information in this report shall not be treassd‘filed” for purposes of Section 18 of the Sées Exchange Act of 1934, nor shall
it be deemed incorporated by reference into anigtregion statement or other document pursuartiedSecurities Act of 1933 or the
Securities Exchange Act of 1934, except as exprasated by specific reference in such filing.

Item 9.01 Financial Statement and Exhibits.
(c) Exhibits
99.1 Press release dated April 21, 2005 by Metfic.
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99.1* Press release issued by Netflix, Inc. on April 2005.
* This exhibit is intended to be furnished and shatibe deeme*“filed” for purposes of the Securities Exchange Act of 1
Exhibit 99.1
I ] @
FOR IMMEDIATE RELEASE IR CONTACT: Deborah Crawfor
Thursday, April 21, 200 Director of Investor Relatior
408 31-3712

PR CONTACT Ken Ross
VP, Corporate Communicatiol
408 31-3931

Netflix Announces Q1 2005 Financial Results
GAAP Net Loss of $8.8 million, Revenue of $154 miin
and 3.02 million Subscribers

Los Gatos, Calif. — April 21, 2005- Netflix (Nasdag: NFLX) today reported results fioe first quarter ended March 31, 2005.

For the first quarter:
. Revenue increased 54 percent year-over-year to.$hadlion

. Subscribers increased 56 percent year-over-yeaffmillion, at the upper end of management’s gide

. GAAP net loss was $8.8 million, significantly bettean management’s guidance for the quarter

“On a highly competitive playing field, our perfoamce in the first quarter was strong across alldgarating aspects of the business,” said
Reed Hastings, the company’s co-founder and CE@ édtled subscribers at a quick and cost effeciiee pnd we minimized customer
churn in the face of heavy promotion and deep disting by our competition. Looking out over thedae of 2005, we believe consumers
will continue to respond enthusiastically to ournvéze and we expect to hit our target of four roitlisubscribers by year’s end.”

First-Quarter 2005 Financial Highlights

Revenudor the first quarter of 2005 was a record $154illian, representing 54 percent year-over-year ghofsrom $100.4 million for the
first quarter of 2004, and 7 percent quarter-owsrter growth from $143.9 million for the fourtharter of 2004.

GAAP net losdor the first quarter of 2005 was $8.8 million, .17 per share, compared to a GAAP net loss & $ilion, or $0.11 per
share, for the first quarter of 2004 and GAAP nebime of $5.6 million, or $0.09 per diluted shdoe the fourth quarter of 2004.
Management had guided to a GAAP net loss for tisé diuarter of $16 to $19 million. The outperforroameflects higher revenue, better-
than-expected gross margin and lower-than-expdatiiiment and marketing expenses in the quarter.

Non-GAAP net lossvas $4.5 million, or $0.09 per share, for the fipgarter of 2005 compared to nGAAP net loss of $1.4 million, or $0.!
per share for the first quarter of 2004 and-GAAP




net income of $9.9 million, or $0.16 per dilutecgh for the fourth quarter of 2004. Non-GAAP metdme (loss) equals net income (loss) on
a GAAP basis before stock-based compensation egpens

Gross margirfor the first quarter of 2005 was 38.4 percent carag to 43.6 percent for the first quarter of 2884 45.5 percent for the
fourth quarter of 2004. The sequential declinerimsg margin reflects the first full quarterly impa€ the price reduction implemented in
November of 2004

Free cash flowfor the first quarter of 2005 was negative $8.9ioml compared to positive $9.0 million in the ficpiarter of 2004 and
positive $5.4 million for the fourth quarter of 200

Cash provided by operating activities for the faatairter of 2005 was $29.4 million, compared to.838illion for the first quarter of 2004 a
$32.5 million for the fourth quarter of 2004.

Subscriber acquisition co3for the first quarter of 2005 was $37.89 per gmssscriber addition compared to $35.12 for the spened of
2004 and $36.18 for the fourth quarter of 2004.

Churnsfor the first quarter of 2005 was 5.0 percent, carad to 4.7 percent for the first quarter of 2004 4.4 percent for the fourth quarter
of 2004. Churn includes free subscribers as wehiagéng subscribers who elect not to renew theintinly subscription service during the
quarter.

SubscribersNetflix ended the first quarter of 2005 with approately 3,018,000 total subscribers, representthgédrcent year-over-year
growth from 1,932,000 total subscribers at the @fithe first quarter of 2004 and 16 percent seqakgtowth from 2,610,000 subscribers at
the end of the fourth quarter of 2004.

During the quarter Netflix acquired 945,000 gragissriber additions, representing 24 percent ygar-gear growth from 760,000 gross
subscriber additions acquired in the first quanfe2004 and 21 percent quarter-over-quarter grdwetim 783,000 gross subscriber additions
acquired in the fourth quarter of 2004. For theoselcconsecutive quarter gross subscriber additisaxshed an alime high, despite increas
competition.

Of the 3,018,000 total subscribers at quarter 86gercent or 2,887,000 were paid subscribers oiter 4 percent, or 131,000, were free
subscribers. Paid subscribers represented 95 pearfcertal subscribers at the ends of both the §jterter of 2004 and the fourth quarter of
2004.

Household penetratian the San Francisco Bay Area rose to 9.8 perceimbaseholds at the end of the first quarter of2@@ from 7.2
percent at the end of the first quarter of 2004 @u0dpercent at the end of the fourth quarter @42@verall household penetration outside the
Bay Area reached 2.6 percent at the end of thiedfirarter of 2005, up from 1.7 percent at the drtiefirst quarter of 2004 and 2.3 percet
the end of the fourth quarter of 2004. Following fhist quarter of 2005, Netflix will no longer reg household penetration.

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

2 Subscriber acquisition cost is defined as the totlketing expense on the Company’s Statement efd@ipns divided by total gross
subscriber additions during the quar

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



Business Outlook

The Company’s performance expectations for thersgoarter of 2005 and the full year of 2005 aréolsws:
Second Quarter 2005

. Ending subscribers of 3.065 million to 3.265 mitlio

. Revenue of $160 million to $165 million
. GAAP net loss of $2.2 million to $7.2 million

Full Year 2005
. Ending subscribers of 3.85 million to 4.15 million

. Revenue of $660 million to $685 million

. GAAP net loss of $5 million to $15 million

Float and Trading Plans

The Company estimates the public float at approtetgat5,813,910 shares as of March 31, 2005, ugrdemt from 45,543,522 shares as of
December 31, 2004, based on registered sharesnh&iet name with the Depository Trust and ClepfLorporation. No outstanding shares
are subject to a lock-up agreement of any kindnHime to time executive officers of Netflix mayeet to buy or sell stock in Netflix. All
open market sales are made pursuant to the tera@bdf1 Trading Plans approved by the Company enérglly adopted no less than three
months prior to the first date of sale under suanp

Earnings Call

The Netflix earnings call will be webcast todaya80 p.m. Eastern Time / 2:30 p.m. Pacific Time] aray be accessed at
http://ir.netflix.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 approximatéy80 p.m. Pacific Time
on April 21, 2005 through April 28, 2005. To listena replay, call (719) 457-0820, access code 3204

Use of Non-GAAP Measures

Management believes that non-GAAP net income isedul measure of operating performance becauselitéges the non-cash impact of
stock option accounting. In addition, managemeliebes that free cash flow is a useful measuréqoidity because it excludes the non-
operational cash flows from purchases and salekart-term investments and cash flows from finag@ntivities. However, these non-
GAAP measures should be considered in additiondbas a substitute for, or superior to net incame net cash provided by operating
activities, or other financial measures prepareacicordance with GAAP. A reconciliation to the GAAguivalents of these non-GAAP
measures is contained in tabular form on the athcimaudited financial statements.

About Netflix

Netflix (Nasdaq: NFLX) is the wor’s largest online movie rental service, providingreithan three million subscribers access to 00¢iG0
DVD titles. Under the company’s most popular progréor $17.99 a month, Netflix subscribers rentresyy DVDs as they want and keep
them as long as they want, with three movies oattahe. There are no due dates, no late fees astiipping fees. DVDs are delivered for
free by the USPS from regional shipping centeratiett throughout the United States. Netflix can me@®arly 90 percent of its subscribers
with generally one business-day delivery. Netflifecs personalized movie recommendations to its brmand has more than 500 million
movie ratings. Netflix also allows members to steard recommend movies to one another through ignés™ feature. For more
information, visitwww.netflix.com.




Forward-Looking Statements

This press release contains certain forwlanking statements within the meaning of the feblseaurities laws, including statements regar
our subscriber growth, revenue and GAAP net losshi® second quarter and full year of 2005. Thevéwd-looking statements in this release
are subject to risks and uncertainties that coaidse actual results and events to differ, includivithout limitation: impacts arising out of
competition, our ability to manage our growth, argicular managing our subscriber acquisition essivell as the mix between revenue
sharing titles and titles not subject to revenwarisig that are delivered to our subscribers; oilitalo attract new subscribers and retain
existing subscribers; changes in pricing and aludiitg for advertising space; fluctuations in conser usage of our service, customer sper
on DVD players, DVDs and related products; dismupiin service on our website or with our computatams; deterioration of the U.S.
economy or conditions specific to online commencthe filmed entertainment industry; conditionsttegiect our delivery through the U.S.
Postal Service, including increases in first classtage; increases in the costs of acquiring D\ADd; widespread consumer adoption of
different modes of viewing in-home filmed entertaent. A detailed discussion of these and othesrsid uncertainties that could cause
actual results and events to differ materially fremeh forward-looking statements is included infiimgs with the Securities and Exchange
Commission, including our Annual Report on FormKlL@iled with the Securities and Exchange CommissiarMarch 15, 2005. We
undertake no obligation to update forw-looking statements to reflect events or circumstararcurring after the date of this press rele



Netflix, Inc.

Consolidated Statements of Operations
(unaudited)

(in thousands, except per share data)

Three Months Ended

December 31

March 31, March 31,
2004 2004 2005
Revenues
Subscriptior $ 99,82 $ 140,66:  $152,44¢
Sales 547 3,22¢ 1,69¢
Total revenue 100,37( 143,89: 154,14(
Cost of revenues
Subscriptior 56,44« 76,22 93,98t¢
Sales 18: 2,21¢ 99¢
Total cost of revenue 56,62’ 78,44: 94,98¢
Gross profit 43,74: 65,45 59,15¢
Operating expense

Fulfillment 10,79( 16,43: 16,69¢

Technology and developme 5,03¢ 5,89( 7,15¢

Marketing 26,691 28,33: 35,80:

General and administratiy 3,13¢ 5,74¢ 5,007

Stocl-based compensatic 4,43¢ 4,35¢ 4,27¢

Total operating expens 50,09: 60,76: 68,93¢
Operating income (los (6,350 4,68¢ (9,789
Other income (expense

Interest and other incon 591 1,11¢ 1,051

Interest and other expen (32) (57 (38)
Income (loss) before income tax (5,790 5,75( (8,770
Provision for income taxe — 181 44
Net income (loss $ 5790 $ 556¢ $ (8,819
Net income per shar

Basic $ (1) 3 A1 8 (\19)

Diluted $ (1) $ 08 & (17
Weighted average common shares outstani

Basic 51,28: 52,55! 52,81¢

Diluted 51,28: 63,70: 52,81¢
Reconciliation of Non-GAAP Financial Measures
(Unaudited)

Non-GAAP net income reconciliation:
Net income (loss $ 5790 $ 556¢ $ (8,819
Add back:

Stocl-based compensatic 4,43¢ 4,35¢ 4,27¢
Non-GAAP net income (loss $ (1,35) $ 9927 $ (4,539
Non-GAAP net income (loss) per share

Basic $ (0 % A€ $ (.09

Diluted $ (0 % A€ $ (.09
Weighted average common shares outstani

Basic 51,28: 52,55! 52,81¢

Diluted 51,28: 63,70: 52,81¢



Netflix, Inc.

Consolidated Balance Sheets

(unaudited)

(in thousands, except share and par value data)

Assets

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

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

Total asset

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

Total current liabilities
Deferred ren

Total liabilities
Stockholder' equity:

Common stock, $0.001 par value; 160,000,000 stard®rized at December 31, 2004 and March 3
2005; 52,732,025 and 52,964,505 issued and outsgaati December 31, 2004 and March 31, 20(
respectively

Additional paic-in capital

Deferred stoc-based compensatic

Accumulated other comprehensive income (li

Accumulated defici

Total stockholdel' equity

Total liabilities and stockholde’ equity

As of

December 31

March 31,

2004 2005
$ 174,46: $ 165,82:
2,741 1,782
4,69 5,027
5,44¢ 1,40
187,34t 174,03¢
42,15¢ 52,621
961 507
18,72¢ 23,63¢
1,60( 1,561
1,00( 1,21¢
$ 251,79: $ 253,58
$ 49,77¢ $ 52,63:
13,13: 15,68!
31,93¢ 32,46:

68

94,91( 100,77¢
60C 6932
95,51( 101,46¢
53 53
292,84 296,12:
(4,692 (3,327)
(222) (222)
(131,699 (140,51;)
156,28: 152,11
$ 251,79: $ 253,58:




Netflix, Inc.

Consolidated Statements of Cash Flows
(unaudited)

(in thousands)

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net caskigeal by operating activitie:
Depreciation of property and equipmi
Amortization of DVD library
Amortization of intangible asse
Stocl-based compensation expel
Stock option income tax benef
Loss on disposal of property and equiprr
Gain on disposal of DVD
Noncash interest expen
Changes in operating assets and liabilit
Prepaid expenses and other current a:
Accounts payabl
Accrued expense
Deferred revenu
Deferred ren

Net cash provided by operating activit

Cash flows from investing activities:
Purchases of sh-term investment
Purchases of property and equipm
Acquisitions of DVD library
Proceeds from sale of DVL
Deposits and other assi

Net cash used in investing activit|

Cash flows from financing activities:
Proceeds from issuance of common sl
Principal payments on notes payable and capitaklealigation:

Net cash provided by financing activiti

Effect of exchange rate changes on cash and casvadnts
Net increase in cash and cash equival
Cash and cash equivalents, beginning of pe

Cash and cash equivalents, end of pe

Non-GAAP free cash flow reconciliation:
Net cash provided by operating activit
Purchases of property and equipm
Acquisitions of DVD library
Proceeds from sale of DVL
Deposits and other assi

Non-GAAP free cash flow

Three Months Ended

December 31

March 31, March 31,
2004 2004 2005
$ (57790 $ 556¢ $ (8,819
1,252 1,72 1,93¢
18,12] 20,62¢ 22,00¢
62€ 454 454
4,43t 4,35¢ 4,27¢
— 17¢ —
— 13t —
(364) (1,180 (1,129
11 11 11
99¢ (4,130) 4,671
10,52¢ 2,107 2,857
83¢€ (2,709 2,55(
3,17: 5,27¢ 527
(33 112 93
33,80( 32,53 29,44
(364) — —
(1,80¢) (6,941) (6,845)
(23,570) (23,33) (33,040
547 3,22¢ 1,69¢
(19) (99) (177
(25,212 (27,149 (38,369
1,81¢ 1,53¢ 36&
(112) (107) (79
1,70¢ 1,431 28€
— (179) —
10,29: 6,647 (8,639
89,89 167,81 174,46
$100,18¢ $ 174,46. $165,82:
$ 33,800 $ 32,537 $ 29,44
(1,80¢) (6,941 (6,845
(23,570) (23,33) (33,040
547 3,22¢ 1,69
(19 (99 a77)
$ 895( $ 539 $ (8,92



Netflix, Inc.

Consolidated Other data

(unaudited)

(in thousands, except percentages and subscrifaiséon cost)

Subscriber information:

Subscribers: beginning of peri

Gross subscribers additions: during pel

Gross subscriber additions y-to-year chang:
Gross subscriber additions qua-to-quarter sequential chan

Less subscriber cancellations : during pe

Subscribers: end of peric

Subscribers ye-to-year chang:

Subscribers quart-to-quarter sequential chan
Free subscribers: end of peri

Free subscribers as percentage of ending subst
Paid subscribers: end of peri

Paid subscribers ye-to-year chang:

Paid subscribers quar-to-quarter sequential chan
Churn
Subscriber acquisition co- Consolidatec
Subscriber acquisition co- U.S.
Margins:

Gross margir

Operating margil

Net margin
Expenses as percentage of revenue

Fulfillment

Technology and developme

Marketing

General and administratiy

Operating expenses before st-based compensatic
Stocl-based compensatic

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

As of / Three Months Ended

March 31,

2004

1,487
76(
82.5%
71.2%
(315)
1,93
83.7%
29.6%
90
4.7%
1,84
82.6%
30.1%
4.7%
$ 35.1
$ 35.12

43.6%
(6.9)%
(5.8)%

10.€%
5.C%
26.€%
3.1%

45.5%
4.4%

49.£%

80.5%
69.(%
20.5%
102.1%
39.5%
75.5%
84.2%
76.2%

December 31

2004

2,22¢

787
76.2%
32.7%

(402)

2,61(
75.5%
17.1%

124
4.8%

2,48¢
75.6%
16.4%
4.4%

$ 36.1¢

$ 34.6¢

45.5%
3.2%
3.£%

11.4%
4.1%
19.7%
4.C%

39.2%
3.C%

42.2%

77.2%
75.8%
21.1%
94.(%
124.(%
79.%
13.7%
72.71%

March 31,

2005

2,61
94¢
24.%%
20.7%
(537)
3,01¢
56.2%
15.6%
131
4.3%
2,887
56.7%
16.1%
5.0%
$ 37.8¢
$ 37.8¢

38.4%
(6.9)%
(5.7%

10.£%
4.€%
23.2%
3.2%

41.8%
2.9%

44. 1%

53.6%
54.7%
42.(%
34.1%
59.7%
41.6%
(3.5)%
37.6%
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