NETFLIX INC

FORM 10-Q

(Quarterly Report)

Filed 11/14/2002 For Period Ending 9/30/2002

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



Table of Contents

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-Q

(Mark One)

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2002
OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the transition period from to

Commission File Number: 000-49802

Netflix, Inc.

(Exact name of Registrant as specified in its chaet)

Delaware 77-0467272
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification Number)

970 University Avenue
Los Gatos, California 95032

(Address and zip code of principal executive offic®

(408) 399-3700

(Registrant’s telephone number, including area code

Indicate by check mark whether the registranthés filed all reports required to be filed by Sewxti3 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wemjuired to file such reports) and (2)
has been subject to such filing requirements ferpidst 90 days. YESI NoO

As of November 6, 2002 there were 22,127,160 sharéee registrant’s common stock, par value $0,@didstanding.




Table of Contents

Table of Contents

Part1  Financial Informatior
Item 1. Financial Statemen
Iltem 2. Managemer's Discussion and Analysis of Financial Conditiod &esults of Operatior
Iltem 3. Quantitative and Qualitative Disclosure About MarRésk
Item 4. Controls and Procedur

Part1l.  Other Informatior
Iltem 1. Legal Proceeding
Iltem 2. Changes in Securities and Use of Proct
Iltem 6. Exhibits and Reports on Forn-K
Signatures
Certifications
Exhibit Index

11
20
20

21
21
22
24
25
27



Table of Contents

PART I. FINANCIAL INFORMATION
Item1. Financial Statements
Netflix, Inc.
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Netflix, Inc.

Statements of Operations
(Unaudited)
(in thousands, except per share data)

Three Months Ended

Nine Months Ended

September 30, September 30,
2001 2002 2001 2002
Revenues
Subscriptior $18,44 $40,16: $ 52,89: $105,84(
Sales 434 56¢ 1,401 1,77¢
Total revenue 18,87¢ 40,73: 54,29: 107,61¢
Cost of revenues
Subscriptior 9,66 21,14° 38,62( 53,79¢
Sales 17€ 34¢ 622 94¢
Total cost of revenue 9,84: 21,49¢ 39,24: 54,74¢
Gross profit 9,03t 19,23t 15,05: 52,87:
Operating expense
Fulfillment * 3,28:¢ 4,90¢ 10,48t 13,917
Technology and developmen 4,46: 3,96¢ 14,83: 10,66¢
Marketing * 3,444 9,29¢ 14,187 25,29:
General and administrative 1,00z 1,87( 3,54¢ 4,817
Restructuring charge 671 — 671 —
Stocl-based compensatic 1,22( 1,467 4,69¢ 7,05z
Total operating expens: 14,08 21,51( 48,42: 61,74
Operating los! (5,049 (2,27%) (33,37) (8,87))
Interest and other income (expense), (505) 58C (782) (10,767
Net loss $(5,559 $(1,69Y)  $(34,15) $(19,63)
Net loss per shari
Basic and dilute: $ (299 $ (0.0 $(191) $ (1.7
Weighted average shares outstand
Basic and dilutes 1,891 21,92; 1,78¢ 11,39¢
* Amortization of stoc-based compensation not included in expens«-item:
Fulfillment $ 27¢€ $ 1ac¢ $ 99t $ 867
Technology and developme 422 503 1,64: 2,78(
Marketing 28t 29¢ 1,13¢ 1,79(C
General and administratiy 23€ 54€ 927 1,61¢
$ 1,22( $ 1,461 $ 4,69¢ $ 7,05:

See accompanying notes to financial statements.
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Netflix, Inc.

Balance Sheets
(Unaudited)
(in thousands, except share data)

As of
December 31 September 3C
2001(1) 2002
Assets
Current asset:
Cash and cash equivalel $ 16,13 $ 54,32
Shor-term investment — 43,21%
Prepaid expenst 1,01¢ 1,801
Prepaid revenue sharing expen 732 37¢
Other current asse 1,67(C 1,551
Total current asse 19,55: 101,27!
DVD library, net 3,63: 7,07(C
Intangible assets, n 7,917 6,90z
Property and equipment, r 8,20¢ 5,87(
Deposits 1,67 1,18¢
Other asset 64€ 60E
Total asset $ 41,63( $ 122,900
Liabilities and Stockholders’ (Deficit) Equity
Current liabilities:
Accounts payabl $ 13,71 $ 18,14¢
Accrued expense 4,54¢ 8,10¢
Deferred revenu 4,93 7,17¢
Current portion of capital lease obligatic 1,34t 1,48:
Notes payabli 1,667 —
Total current liabilities 26,20¢ 34,917
Deferred ren 24( 28t
Capital lease obligations, less current por 1,057 394
Subordinated notes payal 2,79¢ —
Total liabilities 30,30+« 35,59¢
Commitments and contingen
Redeemable convertible preferred st 101,83 —
Stockholder’ (deficit) equity:
Convertible preferred stock, $0.001 par value; 8,800 shares authorized; 6,157,499 and no shares
issued and outstanding at December 31, 2001 arnér8ber 30, 2002, respectively; aggregate
liguidation preference of $2,222 at December 3D128nd $0 at September 30, 2( 6 —
Common stock, $0.001 par value; 100,000,000 ancdDBID00 shares authorized at December 31, 2001
and September 30, 2002, respectively; 2,161,852a5659,068 issued and outstanding at December
31, 2001 and September 30, 2002, respect 2 22
Additional paic-in capital 52,47¢ 257,33¢
Deferred stoc-based compensatic (5,725 (13,75%
Accumulated other comprehensive inca — 603
Accumulated defici (137,26¢) (156,899
Total stockholder (deficit) equity (90,509 87,31
Total liabilities and stockholde’ (deficit) equity $ 41,63( $ 122,90°

(1) Derived from audited financial stateme



See accompanying notes to financial statements.
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Netflix, Inc.

Statements of Cash Flows
(Unaudited)
(in thousands)

Cash flows from operating activities:
Net loss

Adjustments to reconcile net loss to net cash (irsegprovided by operating activitie

Depreciation of property, plant and equipm
Amortization of DVD library
Amortization of intangible asse
Noncash charges for equity instruments granteai-employees
Stocl-based compensation expel
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 shterm 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 common si
Net proceeds from issuance of subordinated notgehand detachable warra
Repurchases of common stc
Principal payments on notes payable and capitatlealigation:

Net cash (used in) provided by financing activi

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
Exchange of Series F n-voting convertible preferred stock for intangibkset
Unrealized gain on shterm investment
Conversion of redeemable convertible preferredkstocommon stoc

See accompanying notes to financial statem:

Nine Months Ended

September 30,

2001 2002
$(34,159)  $(19,63)
3,99t 4,481
20,052 11,56¢
1,47¢ 2,33:
28 40
4,69¢ 7,05:
— (1,469
554 11,35:
61€ (316)
1,61¢ 4,43¢
(1,166 3,56¢
69C 2,24z
114 45
(1,479 25,69t
— (42,614
(2,66¢) (1,569
(5,849 (15,319
— 1,77¢
(686€) 532
(9,199 (57,180
94 86,60¢
12,83: —
(7 ©)
(2,907 (16,929
10,01: 69,67¢
(661) 38,19(
14,89¢ 16,13:
$ 14,23 $ 54,32:
$ 627 $ 471
$ — $ 58¢
$ 172 $ —
$ 4,48: $ 1,31¢
$ — $ 603
$ — $101,83(
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Netflix, Inc.

Notes to Financial Statements
(in thousands, except share and per share data)

1. Basis of presentation

The accompanying unaudited financial statemente baen prepared by Netflix, Inc. (“Netflix” or th€ompany”) and reflect all
adjustments that are, in the opinion of managenmaaessary for fair presentation of the interimiqoby presented. Such adjustments are of a
normal recurring nature. The results of operatfonghe interim periods presented are not necdgsadicative of the results for any future
interim periods or for the entire fiscal year. @artinformation and footnote disclosures normatigliuded in annual financial statements
prepared in accordance with generally acceptedusticny principles have been omitted, although tben@any believes that the disclosures
included are adequate to make the information a&d not misleading. The unaudited financial statémand notes herein should be read in
conjunction with the audited financial statememtd aotes for the fiscal year ended December 311 20Bich were included as part of the
Company’s registration statement on Form S-1 (Ride 333-83878), as declared effective by the Séearand Exchange Commission on
May 22, 2002.

Description of business

The Company was incorporated on August 29, 199%&fition) and began operations on April 14, 199& Tbmpany provides an
online entertainment subscription service providngscribers access to a comprehensive libramneéd entertainment titles formatted on
digital video disk (“DVD"). The standard subscrii plan provides subscribers access to an unlimit@dber of titles, with three titles out at
a time, for $19.95 per month with no due datesit® fees. The subscribers select titles at the @agip website at www.netflix.com.

Use of estimates

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

2. Initial public offering

On May 29, 2002, the Company closed the sale @BEIO0 shares of common stock and on June 14, 20@Zompany closed the sale
of an additional 825,000 shares of common stochnimmitial public offering at a price of $15.00rshare. A total of $94,875 in gross
proceeds was raised from these transactions. déucting the underwriting fee of approximately6®, and approximately $2,307 of other
offering expenses, net proceeds were approxim&g8y927. Upon the closing of the initial publicerfhg, all preferred stock was
automatically converted into common stock.

3. 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.

4. Short-term investments

Short-term investments generally mature betweerethmonths and three years from the purchase dateCdmpany has the ability to
convert these short-term investments into cashyapaint in time without penalty. All short-termviestments are classified as available for
sale and are recorded at market value using trefispidentification method. Unrealized gains anddes are reflected in other compreher
income and accumulated other comprehensive income.

5. DVD library

Historically, the Company purchased DVDs from stisdand distributors. In 2000 and 2001, the Compentgred into a series of
revenue sharing agreements with several studivstizmged the business model for acquiring DVDssatidfying subscriber demand. These
revenue sharing agreements enable the Companyaim & Ds at a lower upfront cost than under tiadial buying arrangements. The
Company shares a percentage of the actual netueseenerated by the use of each particular title thve studios over a fixed period of
time, which is typically 12 months for each DVDOdi{hereinafter referred to as the “title term”}.tAe end of the title term, the Company has
the option of either returning the DVD title to thieidio or
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Netflix, Inc.

Notes to Financial Statements—(continued)
(in thousands, except share and per share data)

purchasing the title. Before the change in businesdel, the Company typically acquired fewer copita particular title upfront and utilized
each copy acquired over a longer period of time iffiplementation of these revenue sharing agreeniraproved the Company’s ability to
obtain larger quantities of newly released titled aatisfy subscriber demand for such titles ov&rater period of time.

In connection with the change in business modelasruary 1, 2001, the Company revised its amoidizgiolicy for the cost of its DV
library from an accelerated method using a thres {ife to the same accelerated method of amortizaiver one year. The change in life has
been accounted for as a change in accounting dstemnal is accounted for on a prospective basis ffanuary 1, 2001. Had the one-year
amortizable life been used beginning on Janua®pQ0 instead of January 1, 2001, amortization es@éor the three and nine months ended
September 30, 2001 would have been $0.2 milliongdrtid1 million, respectively, lower than the amoredorded in our financial statements.

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 inralecwe with the Company’s DVD library
amortization policy. Some payments also includergractually specified prepayment of future revesiaring obligations that is classifiec
prepaid revenue sharing expense and is chargeghémse as future revenue sharing obligations argried.

DVD library and accumulated amortization are akfos:

As of

December 31 September 3C

2001 2002
DVD library $ 3503 $ 50,04«
Less accumulated amortizati $ (31,4060 $ (42,979
DVD library, net $ 3632 $ 7,07C

6. Intangible assets

During 2000, in connection with revenue sharingeagrents with three studios, the Company agreessteeieach studio an equity
interest equal to 1.204% of the Company’s fullytd equity securities outstanding in the form efi& F Non-Voting Convertible Preferred
Stock (“Series F Preferred Stock”). In 2001, inmection with revenue sharing agreements with twditmshal studios, the Company agreed
to issue each studio an equity interest equal204B6 of the Company’s fully diluted equity secwstioutstanding in the form of Series F
Preferred Stock.

The Company'’s obligation to maintain the studiagligy interests at 6.02% of the Company'’s fullyutild equity securities outstanding
terminated immediately prior to its initial pubbéfering. The studios’ Series F Preferred Stoclomatically converted into 1,596,415 shares
of common stock upon the closing of the Companyital public offering.

The Company measured the original issuances andubsequent adjustments using the deemed fair valie securities at the
issuance and any subsequent adjustment datese€&heed value was recorded as an intangible assés antbrtized to cost of subscription
revenues ratably over the remaining term of theaments which initial terms were either three e fiears. Total gross intangible assets
related to these agreements as of December 31,£2@D$eptember 30, 2002 was $10,210 and $11,5%&atvely. Accumulated
amortization as of December 31, 2001 and SepteB8Hhet002 was $2,622 and $4,799, respectively.

During 2001, in connection with a strategic markgtalliance agreement, the Company issued 416 [#@s of Series F Preferred
Stock. These shares automatically converted in8813 shares of common stock upon the closingeoCtbmpany’s initial public offering.
Under the agreement, the strategic partner has dtednbo provide, on a best-efforts basis, a séifrd number of impressions to almandec
Web site and the Company’s Web site over a peri@flanonths. In addition, the Company is allowedi$e the partner’'s trademark and logo
in marketing the Company'’s subscription servicd®e Tompany recognized the deemed fair value otthestruments as an intangible asset
with a corresponding credit to additional paid-apital. The intangible asset is being amortized straight-line basis to marketing expense
over the two-year term of the strategic marketiigrace. The gross intangible asset related todgigement as of December 31, 2001 and
September 30, 2002 was $416. Accumulated amodizat of December 31, 2001 and September 30, 288387 and $243, respectively.
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Netflix, Inc.

Notes to Financial Statements—(continued)
(in thousands, except share and per share data)

7. Subordinated notes payable

In July 2001, the Company issued subordinated meony notes and warrants to purchase 6,818,94@sbéits common stock at an
exercise price of $3.00 per share for net proceé842,831. The subordinated notes had an aggréggesalue of $13,000 and stated inte
rate of 10%. Approximately $10,884 of the proceeds allocated to the warrants as additional paichpital and $1,947 was allocated to the
subordinated notes payable. The resulting discoli$11,053 was being accreted to interest expesisg @an effective annual interest rate of
21%. The face value of the subordinated notes Arderued interest were due and payable upondHheeof July 2011 or the consummat
of a qualified initial public offering. As of Decdrar 31, 2001 accrued and unpaid interest of $6imauded in the carrying amount of the
subordinated notes payable balance of $2,799 iadbempanying financial statements. The Compangwomated a qualified initial public
offering on May 29, 2002 and repaid the face valne all accrued interest on the subordinated psmnysnotes. The repayment resulted in a
non-cash interest expense of $10,695, relatecetadheleration of the accretion of the discountthe three months ended June 30, 2002 and
for the nine months ended September 30, 2002.

8. Revenue recognition

Subscription revenues are recognized ratably dwéuly subscriber's monthly subscription period uRd$ to customers are recorded as
a reduction of revenues. Revenues from sales of ©at® recorded upon shipment. Prior to adoptingbaciption model, revenues from
individual DVD rentals were recorded upon shipment.

9. 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 dageaott, the current fair value of the underlyingcgtexceeds the exercise price. Deferred
compensation resulting from repriced options iswalted pursuant to FASB Interpretation No. 44.i@y granted to nonemployees are
considered compensatory and are accounted foir atalae pursuant to Statement of Financial AccowgnStandards (SFAS) No. 123.

In 2001, the Company offered employees and dirsdtar right to exchange certain stock options. Campany exchanged options to
purchase approximately 900,000 shares of commak stith varying exercise prices in exchange foliap to purchase approximately
900,000 shares of common stock with an exercise mfi $3.00 per share. As of September 30, 20Ghamged options for approximately
700,000 shares of common stock were outstanding stdtk option exchange resulted in variable awaobunting treatment for all of the
exchanged options. Variable award accounting wititmue until all options subject to variable accting are exercised, cancelled or expire.
Variable accounting treatment will result in ungotable and potentially significant charges or disetb the Company’s operating expenses
from fluctuations in the market price of the Comparcommon stock. For each hypothetical one-dafiarease or decrease in the fair value
of the Company’s common stock, the Company wilbrdaeferred compensation in an amount equal tadingber of shares underlying the
variable awards multiplied by the one-dollar chartdewever, to the extent these variable awardsiaréully vested, the stock-based
compensation expense will be less than the amoentword as deferred compensation.

10. Comprehensive loss

Comprehensive loss consists of net loss and otiias @nd losses affecting stockholders’ equity, tiatler generally accepted
accounting principles, are excluded from net lsssh as unrealized gains and losses on investraeaiable for sale. The balances in
accumulated other comprehensive income consistiefalized gains on short-term investments.

11. Netloss per share

Basic net loss per share is computed using thehtesigaverage number of outstanding shares of constoai, excluding common
stock subject to repurchase. Diluted net loss paresis computed using the weighted-average nuofbmrtstanding shares of common stock
and, when dilutive, potential common stock fromstamding options and warrants to purchase comnoak,stising the treasury stock
method. All potential common stock issuances haankexcluded from the computations of diluted ass$ Iper share for all periods presented
because the effect would be antidilutive.
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Netflix, Inc.

Notes to Financial Statements—(continued)
(in thousands, except share and per share data)

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

As of As of
September 3C September 30,
2001 2002
Weighted
Average
Exercise
Shares Shares Price
Stock options outstandir 3,206 4,32C $ 3.2¢
Warrants outstandin 7,01¢ 6,36t $ 3.27
Common stock subject to repurchi 192 28 $ 151
10,41¢ 10,71¢ $ 3.2z
Redeemable convertible preferred st 9,66( N/A
Convertible preferred stoc 3,12z — N/A

23,20: 10,71 N/A

12. Recently issued accounting standards

In April 2002, the Financial Accounting StandardsaBl (“FASB”) issued Financial Accounting Stand@feAS”) 145 “Recision of
FASB Statements no. 4, 44, and 64, Amendment ofg-8fatement No. 13, and Technical Corrections Usdatement 4”pursuant to whic
all gains and losses from extinguishments of dedsewequired to be aggregated and, if materiadsdiad as an extraordinary item, net of
related income tax effect. This statement elimis&tatement 4 and, thus, the exception to app@isigion 30 to all gains and losses related
to extinguishments of debt. The Company adopted EA&during the nine months ended September 3@,20@ as a result, has classified
the charge related to the unamortized discount ugpayment of the subordinated notes payable & e#pense, instead of extraordinary
loss on extinguishment of debt, in the accompangtatements of operations.

13. Stock split

On May 17, 2002, the Company amended its Certéichtincorporation to effect a one-for-three reeestock split of the Company’s
common stock. Accordingly, all share and per slaaneunts for the Company’s common stock includingemn stock options, common
stock warrants and net loss per common share iffitomhave been restated to retroactively refleetstock split.

10
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Item2. Management's Discussion and Analysis of Finaied Condition and Results of Operations.
Forward Looking Statements

This quarterly report contains certain forward-limgkstatements within the meaning of the federaligges laws, including statements
regarding our expectations concerning our subscdbern, the impact of competition on our revenaesortization of intangible assets
related to equity issued to studios, increasedulisge, gross profit, the expansion of our metitgpokhipping centers, the potential increase
in marketing expenditures, and future stock-basedpensation expense.

These statements are subject to risks and uncggtathat could cause actual results and evertd#fey, including: our ability to manag
our growth, in particular managing our subscribaguasition costs as well as the mix between revestaging titles and titles not subject to
revenue sharing that are delivered to our subssiloeir ability to attract new subscribers andine¢xisting subscribers; fluctuations in
consumer spending on DVD players, DVDs and relpteducts; competition; deterioration of the U.Sormamy or conditions specific to
online commerce or the filmed entertainment industonditions that effect our delivery through tHe5. Postal Service, including increases
in postage; increases in the costs of acquiring B\AMd, widespread consumer adoption of differesdes of viewing in-home filmed
entertainment. A detailed discussion of these ahdraisks and uncertainties that could cause hotgalts and events to differ materially
from such forward-looking statements is includeghat of our registration statement on Form S-le(Rio. 333-83878), as declared effective
by the Securities and Exchange Commission on MagQQ@2.

We undertake no obligation to revise or publicliease the results of any revision to any forwaiking statements contained in this
quarterly report, or to explain why actual resdifger.

Overview

We are the largest online entertainment subscrig@rvice in the United States providing more thé®,000 subscribers access to a
comprehensive library of more than 12,000 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 chamge®l9.95 per month. Subscribers can view
as many titles as they want in a month. Subscribelest titles at our Web site (www.netflix.comiled 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 Aug@97. We have incurred significant losses siwreinception. We expect that
we will continue to incur losses for the foreseedhnture. We also expect to incur significant mérg technology and development, general
and administrative and stock-based compensatioansgs. As a result, we will need to increase oaraimg margins to achieve net income.

Critical Accounting Policies

We believe the estimated life over which we amerthze costs of acquiring titles for our library ahd selection of a method of
amortization for the costs we incur to acquiresitfor our library are critical accounting policlescause they involve some of the more
significant judgments and estimates used in thpgsetion of our financial statements.

Change in Estimated Life of the Cost of Our Library

In late 2000 and early 2001, we entered into a&se revenue sharing agreements with studios whibltantially changed our busin
model for acquiring DVDs and satisfying subscridemand for titles. These revenue sharing agreeneeatsie us to acquire DVDs at a lo
upfront cost than traditional buying arrangemeWs.share a percentage of the net revenues genérathd use of each particular title with
these studios over a fixed period of time, gengrbB¥ months. Before this change in our businessatedk typically acquired fewer copies of
a particular title and utilized each copy over agler period of time. The implementation of theseeneie sharing agreements improved our
ability to acquire larger quantities of newly reded titles and satisfy a substantial portion ofsstiber demand for such titles over a shorter
period of time. On January 1, 2001, we revisedathertization policy for the cost of our library fnoan accelerated method using a threar
life to the same accelerated method of amortizaiging a one-year life.

The change in life has been accounted for as agehianaccounting estimate on a prospective basis ffanuary 1, 2001. Had the one-
year amortizable life been used beginning on Janla2000 instead of January 1, 2001, amortizatxpense for the three and nine mor
ended September 30, 2001 would have been $0.2mdld $10.1 million, respectively, lower than #imount recorded in our financial
statements.

11
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Slection of a Method of Amortization of Upfront Costs of 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 classifiedrapgid revenue sharing expense and is expensedesue sharing obligations are incurred.
The DVD acquisition costs are amortized on an acaétd basis over one year. We believe the use afeelerated method is appropriate
because we normally experience heavy initial denfand title, which subsides once initial demand baen satisfied.

Results of Operations

The following table sets forth consolidated resaftsperations and other data (in thousands, expapshare data, per subscriber data
and percentages):

Three Months Ended Nine Months Ended
September 30, September 30,
2001 2002 2001 2002
Revenues
Subscriptior $18,44¢ $40,16! $52,89: $105,84(
Sales 434 56¢ 1,401 1,77¢
Total revenue 18,87¢ 40,73: 54,29 107,61¢
Cost of revenues
Subscriptior 9,661 21,147 38,62( 53,79¢
Sales 17¢€ 34¢ 622 94¢
Total cost of revenue 9,84: 21,49¢ 39,24: 54,74¢
Gross profit 9,03t 19,23t 15,05: 52,87:
Operating expense
Fulfillment 3,28t 4,90¢ 10,48t 13,917
Technology and developme 4,46: 3,96¢ 14,83: 10,66¢
Marketing 3,44¢ 9,29¢ 14,181 25,29
General and administratiy 1,00z 1,87( 3,54¢ 4,817
Restructuring charge 671 — 671 —
Stocl-based compensatic 1,22( 1,467 4,69¢ 7,05z
Total operating expens: 14,08¢ 21,51( 48,42: 61,74
Operating los! (5,049 (2,27%) (33,37) (8,879
Interest and other income (expense), (505) 58C (782) (10,767
Net loss $(5,559) $(1,69%) $(34,159) $(19,63)
Net loss per shari
Basic and dilutes $ (299 $ (08 $(1917) $ (1.7
Pro forma basic and dilute $ (39) $ (08 $ (246 $ (1.09
Weighted average shares outstand
Basic and dilutes 1,891 21,92; 1,78¢ 11,39¢
Pro forma basic and dilute 14,54( 21,92; 13,85¢ 18,11(

12
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Other data:
(Unaudited)
EBITDA:
Operating los!
Add back:
Stock based compensati

Pro forma operating income (los
Depreciation of PP&
Amortization of DVD Library
Amortization of Intangible:
Non-cash charges for equity granted to -employee:

EBITDA

Pro forma net income (loss)
Net loss
Add back:
Restructuring charge
Stocl-based compensatic
Non-cash interest on early repayment of ¢

Pro forma net income (los

Pro forma net income (loss) per share
Pro forma basic and dilute

Subscribers:
New Trial Subscribers: during peris
New Trial Subscribers year to year cha
New Trial Subscribers quarter to quarter sequentiahge
Subscribers: end of peric
Subscribers year to year char
Subscribers quarter to quarter sequential ch
Free subscribers: end of peri
Free subscribers as percentage of ending subst
Paid subscribers: end of peri
Subscriber churn (monthl
Subscription revenue per average paid subscribentfrty)
Subscriber Acquisition Co:

Margins:
Gross margir
Operating margil
Pro forma operating marg
Net margin
Pro forma net margi

Expenses as percentage of revenues:
Fulfillment
Technology and developme
Marketing
General and administrati\

Operating expenses before st-based compensation and restructu

Restructuring charge
Stoclk-based compensatic

Three Months Ended
September 30,

2001 2002
$(5,049  $(2,275)
1,22( 1,467
(3,829 (80€)
1,31¢ 1,57¢
2,44¢ 4,66:
667 80¢
8 40
$ 614 $6,27¢
$(5,55  $(1,695)
671 —
1,22( 1,467
$(3,669  $ (229
$ (25 $ (0))
107 277
(20%) 15S%
22% 17%
334 742
40% 122%
8% 11%
19 34
5.7% 4.6%
31F 70¢
6.5% 7.2%
$20.1z $19.97
$ 32.1¢ $ 33.5
47 % 47.2%
(26.7%) (5.€%)
(20.2%) (2.C%)
(29.4%) (4.2%)
(19.4%) (0.€%)
17.%% 12.(%
23.6% 9.7%
18.2% 22.8%
5.2% 4.6%
64.6% 49.2%
3.6% 0.C%
6.5% 3.6%

Nine Months Ended
September 30,

2001 2002
$(33,37)  $ (8,87
4,69¢ 7,05¢
(28,677 (1,815
3,99t 4,481
20,05: 11,56¢
1,47¢ 2,33:
28 40
$ (3,11  $ 16,60
$(34,159)  $(19,63:)
671 —
4,69¢ 7,05¢
— 10,69¢
$(28,78)  $ (1,889
$ (208 $ (10
33¢ 82t
(6%) 145%
334 742
40% 122%
19 34
5.7% 4.6%
31F 70¢
7.%% 7.0%
$ 20.31 $ 20.2:
$ 41.8¢ $ 30.6¢
27.7% 49.1%
(61.5%) (8.2%)
(52.€%) (1.7%)
(62.€%) (18.2%)
(53.0%) (1.€%)
19.5% 12.5%
27.5% 9.9%
26.1% 23.5%
6.5% 4.5%
79.5% 50.%
1.2% 0.C%
8.7% 6.6%




Total operating expens 74.1% 52.&8%
Year to year change:

Subscription revenue 81.1% 117.¢%
Sales revenue 100.(% 30.9%

Total revenue 85.4% 115.¢%
Fulfillment 38.6% 49.5%
Technology and developme 10.4£% (11.1%)
Marketing (47.9%) 170.(%
Compensation and Restructuri (46.2%) 86.4%

89.2% 57.2%

135.(% 100.1%
100.(% 26.9%
141.5% 98.2%

57.2% 32.7%

31.9% (28.1%)
(22.€%) 78.5%
(19.1%) 35.6%

Unaudited Pro Forma Net Income (Loss) per Common Share —Pro forma basic net income (loss) per common sisszemputed by
dividing net income or loss by the weighted avenagmber of shares of common stock outstandinghfemperiod (excluding shares subject to
repurchase) plus the weighted average number oéslod common stock resulting from the assumed exsion of outstanding shares of
convertible preferred stock upon the closing ofittigal public offering as if the shares had beenverted immediately upon their issuance.
Pro forma diluted net loss per share is computathube pro forma basic weighted-average numbeutdtanding shares of common stock
and, when dilutive, potential common stock fromstamding options and warrants to purchase comnoak,stising the treasury stock

method.
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Churn —Average monthly churn for the quarter ended Sep&r0, 2002 was 7.2%, representing an 0.5% inerieams the average
monthly churn of 6.7% for the quarter ended JuneB02. This increase was attributable primarilya tthange in our Web site allowing
online cancellation instead of requiring the usa@B00 number during business hours. The increea&red primarily among new trial
subscribers and across all new trial acquisitiarrses and geographic regions. We expect churmtairein the 7 to 7.4% range in the fourth
quarter of 2002. We calculate churn as a monthigegag#age equal to a quotient, the numerator of wisithe sum of the previous quarter’s
ending subscribers plus the current quarter’s mealvsubscribers minus the ending subscribersHercurrent quarter and the denominator of
which is the sum of the previous quarter’s endinigssribers plus the current quarter’'s new triaksubers and then dividing this resulting
number by 3, which is the number of months in tharter. For example, assuming ending subscribethéoprevious quarter of 670,000; r
trial subscribers of 277,000 during the currentrtgracurrent quarter ending subscribers of 740,80&s a churn of 7.2% [i.e.
((670,000+277,000-740,000)/(670,000+277,000))/2%].

Subscriber Acquisition Cost —We calculate subscriber acquisition cost by dividihe total marketing expense for the period by ne
trial subscribers during the period.

Three Months Ended September 30, 2002 Compared tchfee Months Ended September 30, 2001
Revenues

We derive substantially all our revenues from mbnsubscription fees. Periodically, we generateereie from the sale of excess
DVDs. We recognize subscription revenues ratablyndueach subscribes’monthly subscription period. We recognize reverfuam the sal
of used DVD’s when the DVDs are shipped.

Our ability to sustain and grow our revenues magpdwersely affected by, among other things, in@éa®mpetition. Recently, Wal-
Mart announced that it would begin testing a colimgedn-line DVD rental service called Wal-Mart DMRentals through its online affiliate
Walmart.com. Walmart stated that it was launchhmgtest for Wal-Mart DVD Rentals in October andsdzhon feedback it gathers from an
initial group of customers, will fine-tune the sierrbefore rolling it out to all customers natiodeinext year. In addition, Blockbuster
continues to experiment with its in-store DVD rérmstabscription service, the DVD Freedom Pass, andntly announced that it is testing on-
line DVD rentals through its subsidiary, filmcadcym, formerly dvdrentalcentral.com.

Subscription revenues.  Our subscription revenues for the three moatited September 30, 2002 were $40.2 million, sgmting a
118% increase from our subscription revenues of4bd8llion for the three months ended Septembe280.. The increase in total
subscription revenues was caused by a 119% inciedse average number of paying subscribers fro6)0 during the three months
ended September 30, 2001 to 671,000 during the thanths ended September 30, 2002. We believerérage number of subscribers
increased for several reasons including the coiminconsumer adoption of DVD players, our increghireffective marketing programs and
the opening of our regional distribution centers.

Salesrevenues. Our sales revenues for the three months eSdptember 30, 2002 were $0.6 million, represer#ifd% increase
from our sales revenues of $0.4 million for theethmonths ended September 30, 2001. This increasativibutable to an increase in our
of used DVDs to resellers.

Cost of Revenues

Cost of subscription revenues consists of revehaedrgy costs, amortization of our library, amotti@a of intangible assets related to
equity investments issued to certain studios arstiqge and packaging costs related to shipping titlgpaying subscribers. Cost of revenues
for DVD sales includes salvage value and revenaergip costs for used DVDs sold.

Cost of subscription revenues. Cost of subscription revenues for the threatmoended September 30, 2002 was $21.1 million,
representing a 119% increase from our cost of sigten revenues of $9.7 million for the three mwended September 30, 2001. This
increase was attributable primarily to the neteftd the following:

Revenue sharing costs.  Our revenue sharing costs for the three masrtlkded September 30, 2002 were $7.9 million, remtesy

a 128% increase from our revenue sharing cost8.6fiillion for the three months ended Septembef801. This increase was
due primarily to a 119% increase in average nurobpaying subscribers between the three monthsde8dptember 30, 2001 a

2002, coupled with an increase in the mix betwétsstdelivered to subscribers that were subjecet@nue sharing versus titles
that were not subject to revenue sharing. As agmage of revenues, our revenue sharing costsaisedefrom 18.3% in the three
months ended September 30, 2001 to 19.4% durinththe months ended September 30, 2002.
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DVD amortization costs.  Our DVD amortization costs for the three mernghded September 30, 2002 were $4.2 million,
representing an 84% increase from our DVD amoitinatosts of $2.3 million for the three months eh&eptember 30, 2001.
The increase was due primarily to increased DVDugsitipns for our library to support our increasedbscriber base.

Amortization of intangible assets related to equity issued to studios. For the three months ended September 30, 2092,
recorded amortization costs related to equity idgaestudios of $0.7 million compared to amortiaatcosts of $0.6 million for th
three months ended September 30, 2001. Our oldigdiissue additional shares to these studios djation ceased immediate
prior to our initial public offering. We expect amiaation of intangible assets related to equisped to studios to remain
relatively constant at approximately $0.7 millioerguarter for the next five quarters.

Postage and packaging costs. Our postage and packaging costs for the tim@&hs ended September 30, 2002 was $8.3 million
representing a 152% increase from our postage acichging costs of $3.3 million for the three morghged September 30, 20
This increase was attributable primarily to a 14i6%6ease in the number of DVDs mailed to our payngscribers, coupled with
the rate for first-class postage increasing to $&&m $0.34 on June 30, 2002, partially offseglieduction in per unit packaging
costs.

Cost of salesrevenue. Cost of sales revenues for the three monttiekBeptember 30, 2002 was $0.3 million, an ineréasn our
cost of sales revenue of $0.2 million for the thmeenths ended September 30, 2001. This increasativémitable to an increase in sales of
used DVDs.

Grossprofit.  Our gross profit increased from $9.0 milli@m the three months ended September 30, 2001 t@ $iiflion for the thre:
months ended September 30, 2002, representing 4m@47.2% of revenues, respectively. This sligltrélase in our gross profit percentage
is attributable primarily to an increase in ourfage and packaging costs as a percentage of reyyexssociated with the first-class postal rate
increase, and a modest increase in disc usagertsubscribers, partially offset by a decrease incomtent costs (such as revenue sharing
costs, DVD amortization costs, and amortizatiomtdngibles related to equity issued to studios) @ercentage of revenues. Content costs
decreased as a percentage of revenues primariljodhe amortization of intangibles related to égissued to studios being a fixed cost not
correlated to our revenues or subscribers. Disgaus'reased slightly primarily due to the modastease in the disc usage by subscribers in
those areas serviced by our regional distributemters, also referred to as metropolitan shippergars. We expect to see a similar modest
increase in disc usage in those areas to be sdroicthe additional metropolitan shipping centeesamticipate opening by the end of 2003.
The Company expects gross profit percentages éofotlrth quarter of fiscal 2002 to be in the ranfd7% and 48%.

Operating Expenses

Fulfillment .  Fulfillment expense represents those expensesred in operating and staffing our distributemd customer service
centers, including costs attributable to receivingpecting and warehousing our library. Fulfillmhemrpense also includes credit card fees and
other collection related expenses. Fulfillment exgeefor the three months ended September 30, 288239 million, representing a 50%
increase from our fulfillment expense of $3.3 moifiifor the three months ended September 30, 2004.ifcrease was attributable primarily
to an increase in the overall volume of the adasibf our fulfilment operations and an increaseriedit card fees. The Company currently
operates eleven metropolitan shipping centergrirseparate locations, throughout the United Statdsecently announced plans to open
approximately fourteen additional metropolitan gig centers in the U.S. by the end of 2003. Thenom of these additional metropolitan
distribution centers is not anticipated to haveadarial impact on fulfillment expense because ttpease associated with the metropolitan
shipping centers will be offset partially by redoos in the fulfillment expense of our existing mogiolitan shipping centers and our primary
distribution center located in San Jose, CalifoAsaa percentage of revenues, fulfillment experesgahsed substantially from 17.4% for the
three months ended September 30, 2001 to 12.0%ddhree months ended September 30, 2002 duerflyiitaa combination of an
increasing revenue base and substantial improvenmeour fulfillment productivity due to our contiaus efforts to refine and streamline our
fulfillment operations. The rate of improvemenbiar fulfillment productivity may decrease in futyseriods as we reach diminishing
marginal returns on the refinements and streangiefiforts to our operations.

Technology and development . Technology and development expense consigiaybll and related expenses we incur related to
testing, maintaining and modifying our Web siten€¥atch technology, telecommunications systemsre#fraistructure and other internal-use
software systems. Technology and development expalss includes depreciation of the computer harewead software we use to run our
Web site and store our data. Technology and demedop expense for the three months ended Septer@b2082 was $4.0 million,
representing an 11% decrease from our technolodylerelopment expense of $4.5 million for the thremths ended September 30, 2001.
This decrease was caused primarily by decreageersonnel costs as a result of employees termiretedpart of our restructuring during the
three months ended September 30, 2001. As a pageof revenues, technology and development expEweased from 23.6% for the
three months ended September 30, 2001 to 9.7%édahtee months ended September 30, 2002 due pyittaan increase in revenues.
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Marketing. Marketing expense consists of marketing, prtional and program expenditures, costs relatedet tiial periods and
marketing staff. We obtain a large portion of oamsubscribers through incentive-based marketingnams with third parties and
consequently our marketing program expendituregifhite with the number of new subscribers acquired.costs related to free trial periods
includes revenue sharing costs, postage and paxkagsts, library amortization costs and intangéteortization costs. Marketing expense
for the three months ended September 30, 2002 &:8sillion, representing a 170% increase frommaarketing expense of $3.4 million f
the three months ended September 30, 2001. Thisase was attributable primarily to a 159% incréaske number of new trial subscribers
for the three months ended September 30, 2002 aachpa the three months ended September 30, 2afdexbwith a 4.3% increase in the
marketing cost per acquired subscriber increasiom $32.19 to $33.57. As a percentage of revenmasketing expenses increased from
18.2% for the three months ended September 30, 20P2.8% for the three months ended Septembe2(®I2. due primarily to new trial
subscriber growth outstripping growth in averaggimpgsubscribers. We expect the cost per acquinedcsiber to increase for the fourth
quarters of fiscal 2002 due to increases in ingertiased marketing programs. Competition, fromaeaisuch as Blockbuster and Walmart's
on-line affiliate Walmart.com, may impact our buess and cause us to increase our marketing expessdit

General and administrative.  General and administrative expense consigi&foll and related expenses for executive, fieanc
content acquisition and administrative personrelyell as recruiting, professional fees and ottegregal corporate expenses. General and
administrative expense for the three months enépdegber 30, 2002 was $1.9 million, representiB§% increase from our general and
administrative expense of $1.0 million for the threonths ended September 30, 2001. This increasativébutable primarily to an increase
in the number of personnel to support our growimgssriber base as well as increased directors ffiedrs insurance and property insurance
costs and additional professional fees caused bljgpeompany filing requirements. As a percentafygegenues, general and administrative
expenses decreased from 5.3% for the three monttesleéSeptember 30, 2001 to 4.6% for the three rsarided September 30, 2002 due
primarily to an increase in revenues.

Sock-based compensation. The Company’s stodkased compensation expense relates to fixed awaaodiating for option grants wi
exercise prices below the deemed fair market valuwair common stock and variable award accountimgptions that were repriced in
August 2001. Stock-based compensation expensbdahtee months ended September 30, 2002 was $lichntonsisting of $2.2 million
related to fixed award accounting and a creditG7$nillion related to variable award accountirepresenting a 20% increase from our stock-
based compensation expense of $1.2 million fothhee months ended September 30, 2001 which atiegéko fixed award accounting.

The increase in the fixed award compensation expess attributable to the issuance of options B220ith exercise prices below the
deemed fair value of our common stock. Since oitinlrpublic offering, there is no longer any diféece between fair market value and the
exercise price for new option grants and as atresuhew deferred stock-based compensation hasexpiected to arise from new awards.
Consequently, we expect our future stock-based eosgiion expense will relate to existing awards.

The decrease/credit in stock-based compensaticensggelated to variable award accounting wasaoartstock price declining
during the three months ended September 30, 2002.

In August 2001, we offered our employees and dimsdahe right to exchange certain stock options.ethanged options to purchase
approximately 900,000 shares of common stock watlyimg exercise prices in exchange for optionsuaipase approximately 900,000 sh
of common stock with an exercise price of $3.009bere. As of September 30, 2002, approximatelyOl@0of these awards were
outstanding.

The stock option exchange resulted in variable dvaacounting treatment for all of the exchangedbogt Variable award accounting
will continue until all options subject to varialdecounting are exercised, cancelled or expiree@mese awards are exercised, cancelled or
expire they will no longer be subject to variableaad accounting. Variable accounting treatment keilult in unpredictable and potentially
significant charges or credits to our operatingemges from fluctuations in the market price of cmammon stock. For each hypothetical one-
dollar increase or decrease in the fair value ofoounmon stock, we will record deferred compensaitican amount equal to the number of
shares underlying the variable awards multipliedh®yone-dollar change. However, to the extentethvasiable awards are not fully vested,
our stock compensation expense will be less thamthount we record as deferred compensation.

For example, as of September 30, 2002, if the maiklee of our common stock was different by $1&@, deferred stock-based
compensation would change by approximately $700e0@Dour stock-based compensation expense woldéfémted by approximately
$300,000. Once these variable awards become fa#ijed, our stock based compensation will be affieatea dollar-for-dollar basis and a
change in our stock price will directly impact #wmmount we record as stock-based compensationamaant equal to the number of shares
underlying the variable awards outstanding mukiglby the change in the market value of our comstock. For example, assuming all of
the approximately 700,000 variable awards are fudigted and outstanding and assuming an increatecogase in the market value of our
common stock of $1.00 in a quarter, our stock-basaupensation expense or credit related to thebkriawards for that quarter would be
$700,000. As of September 30, 2002, most of thasale awards were not fully vested and had atadf final vesting dates over the next
two years.
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Interest and Other Income (Expense), Net

Interest and other income (expense) net, congisteply of interest earned on our cash and caslivatpnts and shoterm investment
offset by interest expense related to interestibgabligations. Interest and other income, net $@$6 million for the three months ended
September 30, 2002, compared to interest and eftpEmse, net of ($0.5 million) for the three moreghded September 30, 2001. This che
from expense to income was attributable primadlynterest income on the investment of net procéexats our initial public offering in May
2002 and a reduction in interest-bearing obligaj@ome of which were repaid following our inigmlblic offering.

Nine Months Ended September 30, 2002 Compared to i Months Ended September 30, 2001
Revenues

Subscription revenues.  Our subscription revenues for the nine moetided September 30, 2002 were $105.8 million, sgmting a
100% increase from our subscription revenues of3%btllion for the nine months ended September2B01. The increase in total
subscription revenues was caused by a 96% inchedlse number of average paying subscribers fonthe months ended September 30,
2001 of 282,000 to 554,000 for the nine months drptember 30, 2002. We believe the number ofcsilless increased for several reas
including the continuing consumer adoption of DVIygrs, our increasingly effective marketing pragsaand the opening of our
metropolitan shipping centers during the nine memihded September 30, 2002.

Salesrevenues. Our sales revenues for the nine months endpteBiber 30, 2002 were $1.8 million, representi2g% increase frol
our sales revenues of $1.4 million for the nine therended September 30, 2001. This increase wadsigdble to increases in our sale of u
DVDs to resellers.

Cost of Revenues

Cost of subscription revenues. Cost of subscription revenues for the nine tin@ended September 30, 2002 was $53.8 million,
representing a 39% increase from our cost of siygigm revenues of $38.6 million for the nine mannded September 30, 2001. This
increase was attributable primarily to the netdfte the following:

Revenue sharing costs.  Our revenue sharing costs for the nine moetited September 30, 2002 were $21.1 million,
representing a 154% increase from our revenuerghadst of $8.3 million for the nine months endegt®mber 30, 2001. This
increase was due primarily to a 96% increase imagmenumber of paying subscribers between 2002@68, coupled with an
increase in the mix between titles delivered tosstibers that were subject to revenue sharing gdittes that were not subject to
revenue sharing. As a percentage of subscriptieeniges, our revenue sharing costs increased frof¥d8uring the nine months
ended September 30, 2001 to 19.7% during the norghm ended September 30, 2002.

DVD amortization costs. Our DVD amortization costs for the nine monghsled September 30, 2002 were $10.3 million,
representing a 43% decrease from our DVD amortimatdsts of $18.0 million for the nine months en8egtember 30, 2001. T
decrease was attributable to an increase in aratidizin the nine months ended September 30, 200ith was caused by the
change in the estimated life of our DVD libraryrfrdhree years to one year effective January 1, 20det by an increase in
amortization related to increased acquisitionfarlibrary.

Amortization of intangible assets related to equity issued to studios. For the nine months ended September 30, 2082¢corded
amortization costs of $2.0 million relating to egussued to studios, representing a 50% increase dur amortization costs of
$1.3 million for the nine months ended Septembei2B01. The increase in amortization was attribletédincreases in intangible
assets caused by our obligation to issue additisimales to these studios upon dilution, which akameediately prior to our
initial public offering. We expect the amortizatiofintangible assets related to equity issuedudigs to remain relatively
constant at approximately $0.7 million per quafterthe next five quarters.

Postage and packaging costs. Our postage and packaging costs for the nimeting ended September 30, 2002 was $20.4 m
representing an 85% increase from our postage ackbging costs of $11.0 million for the nine morghsled September 30,
2001. This increase was attributable primarily )&% increase in the number of DVDs mailed tosulrscribers, coupled with
the rate for first-class postage increasing to $&&m $0.34 on June 30, 2002, partially offseglieduction in per unit packaging
costs.
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Cost of salesrevenue. Cost of sales revenues for the nine monthe@®&ptember 30, 2002 were $0.9 million, represgri52%
increase from our cost of sales revenue of $0.Bamifor the nine months ended September 30, 200ik. increase was attributable primarily
to an increase in sales of used DVDs.

Grossprofit.  Our gross profit increased from $15.1 millfon the nine months ended September 30, 2001 t®$6Rlion for the nine
months ended September 30, 2002, representing 2and49.1% of revenues, respectively. Our grosfitrercentages increased primarily
as a result of the growth in our subscription rexenand a decrease in our direct incremental cbgi®viding those subscription services,
coupled with the 43% reduction in DVD amortizatmwsts in 2002 as compared to 2001.

Operating Expenses

Fulfillment .  Fulfillment expense for the nine months en8eg@gtember 30, 2002 was $13.9 million, represer#ifi§% increase from
our fulfillment expense of $10.5 million for thenai months ended September 30, 2001. This increaseativributable primarily to an increase
in the overall volume of the activities of our fillihent operations and an increase in credit cags fAs a percentage of revenues, fulfillment
expense decreased substantially from 19.3% fonitieemonths ended September 30, 2001 to 12.9%donihe months ended September 30,
2002 due primarily to a combination of an increggievenue base and substantial improvements ifutiillment productivity due to our
continuous efforts to refine and streamline oufilfalent operations, and a reduction in credit cafekes as a percentage of revenues. The rate
of improvement in our fulfillment productivity majecrease in future periods as we reach diministmarginal returns on the refinements i
streamlining efforts to our operations.

Technology and development . Technology and development expense for the mianths ended September 30, 2002 was $10.7 m
representing a 28% decrease from our technologylanelopment expense of $14.8 million for the mmenths ended September 30, 2001.
This decrease was caused primarily by decreageeysonnel costs as a result of employees termireast@art of our restructuring during the
nine months ended September 30, 2001. As a pegeentfaevenues, technology and development expalesesased from 27.3% for the r
months ended September 30, 2001 to 9.9% for themibnths ended September 30, 2002 due primardy facrease in revenues and a
decrease in the absolute dollar amount we spetgabmology and development.

Marketing. Marketing expense for the nine months endgue®eber 30, 2002 was $25.3 million, representifi§% increase from o
marketing expense of $14.2 million for the nine thsrended September 30, 2001. This increase wasgdble primarily to a 143% increa
in the number of new trial subscribers for the nimenths ended September 30, 2002 compared torteemdnths ended September 30, 2001
offset by decreases in the marketing cost per aegsubscriber from $41.85 to $30.66. The decregathe cost per acquired subscriber was
due primarily to costs related to free trials ararketing staff and other costs increasing only matgdy in absolute dollars but declining 27%
on a per acquired subscriber basis due to the iacgease in new trial subscribers. As a percentdgevenues, marketing expenses decre
from 26.1% for the nine months ended SeptembeP@0] to 23.5% for the nine months ended Septemhe2@®?2 due primarily to an
increase in revenues. We expect the cost per athsirbscriber to increase for the fourth quartdisofl 2002 due to increases in incentive
based marketing programs. Competition, from sousoel as Blockbuster and Walmart’s on-line affdjatvalmart.com, may impact our
business and cause us to increase our marketirenéipres.

General and administrative. General and administrative expense for the mionths ended September 30, 2002 was $4.8 million,
representing a 36% increase from our general aminéstrative expense of $3.5 million for the ninemths ended September 30, 2001. This
increase was attributable primarily to an incrdasgée number of personnel to support our incraasirbscriber base as well as increased
directors and officers insurance and property iasce costs and additional professional fees camsedblic company filing requirements.

a percentage of revenues, general and adminigirexipenses decreased from 6.5% for the nine mentied September 30, 2001 to 4.5% for
the nine months ended September 30, 2002 due [igirtaan increase in revenues.

Sock-based compensation.  Stock-based compensation expense for themarghs ended September 30, 2002 was $7.1 million,
consisting of $5.7 million related to fixed awamtaunting and $1.4 million related to variable atvaccounting, representing a 50% increase
from our stock-based compensation expense of $#lidmfor the nine months ended September 30, 208ith all related to fixed award
accounting.

The increase in the fixed award compensation expess attributable to the issuance of options B220ith exercise prices below the
deemed fair value of our common stock. Since oitialrpublic offering, there is no longer any diféece between fair market value and the
exercise price for new option grants and as atresuhew deferred stock-based compensation hasexpiected to arise from new awards.
Consequently, we expect our future stock-based eosgiion expense will relate to existing awards.
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The increase in stock-based compensation expelated¢o variable award accounting was due to tmgksprice increasing during the
nine months ended September 30, 2002.

Interest and Other Income (Expense), Net

Interest and other expense, net was ($10.8 milfionihe nine months ended September 30, 2002¢septing a substantial increase
from our interest and other expense, net of ($0l8m) for the nine months ended September 30,120is increase was attributable
primarily to a non-cash one-time charge of $10.[lioni associated with our early repayment of alistanding indebtedness under our
subordinated promissory notes related to the aat@ea of the accretion of the unamortized discount

Liquidity and Capital Resources

Since inception, we have financed our activitigmprily through a series of private placementsafwertible preferred stock,
subordinated promissory notes and our initial pubffering. As of September 30, 2002, we had cashcash equivalents of $54.3 million
and short-term investments of $43.2 million.

Net cash used in operating activities was $1.5anilfor the nine months ended September 30, 2081cakh provided by operating
activities was $25.7 million for the nine monthgled September 30, 2002. The $27.2 million improvanrecash from operations between
the nine months ended September 30, 2001 and Se@t&®, 2002 was driven primarily by a $14.5 milli@duction in net loss due to
revenues growing at a much faster rate than operatipenses, offset by a $7.1 million reductiodepreciation and amortization, a $2.4
million increase in non-cash stock-based compemsati $10.8 million increase in non-cash intergpease, and an $8.1 million increase in
operating assets and liabilities, offset by $1.8ioni gain on disposal of used DVDs.

Net cash used in investing activities increasethfi®.2 million for the nine months ended Septendfer2001 to $57.2 million for the
nine months ended September 30, 2002. This increasettributable primarily to a $42.6 million pbase of short-term investments with a
portion of our initial public offering proceeds aad9.5 million increase in the costs related ®abquisition of titles for our DVD library.
While DVD acquisition expenditures are classifisdcash flows from investing activities you may wistconsider these together with cash
flows from operating activities.

Net cash provided by financing activities increase#69.7 million for the nine months ended Septeng®, 2002 from net cash
provided by financing activities of $10 million ftine nine months ended September 30, 2001. Theasktprovided by financing activities
the nine months ended September 30, 2002 wasua#thile primarily to proceeds from the sale of acummon stock in our initial public
offering that raised net proceeds of $85.9 millipartially offset by the repayment of $14.2 million our subordinated notes payable and
million on our other notes payable and capitaldealsligations.

Recent Accounting Pronouncements

In June 2001, the Financial Accounting Standardsr8¢9FASB) issued Statement No. 1A8¢ounting for Asset Retirement
Obligations . This Statement addresses financial accountingegpatting for obligations associated with therestient of tangible long-lived
assets and the associated asset retirement chgsStatement applies to all entities. It applekegal obligations associated with the
retirement of long-lived assets that result from #lcquisition, construction, development and (og)rtormal operation of a long-lived asset,
except for certain obligations of lessees. As lgelis Statement, a legal obligation is an oblathat a party is required to settle as a result
of an existing or enacted law, statute, ordinanceyritten or oral contract or by legal construatiaf a contract under the doctrine of
promissory estoppel. This Statement amends FASBB&nt No. 19Financial Accounting and Reporting by Oil and Gas Producing
Companies. The adoption of this standard will not impact onahcial statements.

In July 2002, the Financial Accounting StandardafiqFASB) issued Statement No. 1A6¢counting for Costs Associated with Exit or
Disposal Activities. The standard requires companies to recognize asstxiated with exit or disposal activities whegythre incurred rather
than at the date of a commitment to an exit oraiapplan. Examples of costs covered by the stdridalude lease termination costs and
certain employee severance costs that are assbeidtea restructuring, discontinued operationnplaosing, or other exit or disposal
activity. Previous accounting guidance was providgdEITF Issue No. 94-3, “Liability Recognition f@ertain Employee Termination
Benefits and Other Costs to Exit an Activity (inding Certain Costs Incurred in a Restructuringjdt@ment 146 replaces Issue 94-3. The
adoption of this standard will not impact our fical statements.
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Item3. Qualitative and Quantitative Disclosures abouMarket Risk

The primary objective of our investment activitisgo preserve principal, while at the same tim&im&ing income we receive from
investments without significantly increased riskng of the securities we invest in may be subjeabarket risk. This means that a change in
prevailing interest rates may cause the principadant of the investment to fluctuate. For examiflere hold a security that was issued wil
fixed interest rate at the then-prevailing rate tedprevailing interest rate later rises, the gatiour 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 depowft maturities of less than thirteen
months. In general, money market funds are noestibp market risk because the interest paid oh &uads fluctuates with the prevailing
interest rate.

Item 4. Controls and Procedures

(a) Evaluation of disclosure controlsand procedures.  Based on their evaluation as of a date witldid&ys of the filing date of this
Quarterly Report on Form 10-Q, the Company’s ppatexecutive officer and principal financial offichave concluded that the Company’s
disclosure controls and procedures (as definediiedRl3a-14(c) and 15d-14(c) under the Securitieh&nge Act of 1934 (the “Exchange
Act”)) are effective to ensure that information uégd to be disclosed by the Company in reportsitHiées or submits under the Exchange
Act is recorded, processed, summarized and repaitbdh the time periods specified in Securitiesl @xchange Commission rules and
forms.

(b) Changesininternal controls. There were no significant changes in the Camisainternal controls or in other factors that kcbu
significantly affect these controls subsequenhtodate of their evaluation, including any corneetictions with regard to significant
deficiencies and material weaknesses.
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PART II.  OTHER INFORMATION

Item1. Legal Proceedings
We are not a party to any material legal proceeding
Item2. Changes in Securities and Use of Proceeds

(d) Use of Proceeds.

We continue to maintain approximately $42.1 millmfithe net proceeds from our initial public offegiin short-term investments and
$29.6 million in cash and cash equivalents.
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Item6. Exhibits and Reports on Form 8-K
(a) Exhibits.

Exhibit
Number Description

3.1 Amended and Restated Certificate of Incorporatif)
3.2  Amended and Restated Bylaws.
4.1  Form of Common Stock Certificate. (
10.1  Form of Indemnification Agreement with each of Registrar’s Executive Officers and Directors. |
10.z 2002 Employee Stock Purchase Plan.
10.2  Amended and Restated 1997 Stock Plan
10.4 2002 Stock Plan. (¢
10.2  Amended and Restated Stockhol’ Rights Agreement dated July 10, 2001.
10.€  Office Lease dated October 27, 2000 with BR3 Pastr(8)

10.7  Letter Agreement dated August 11, 1999 with LineBkcp Old Oakland Opco, LLC; First Amendment todeeAgreement
dated December 3, 1999; Second Amendment to Legeeient dated January 4, 2000; Third Amendmenease
Agreement dated June 12, 2001 with Joseph Scal

10.¢  Offer Letter dated April 19, 1999 with W. Barry Maghy, Jr. (10

10.¢  Offer Letter dated March 25, 1999 with Tom Dillqa1)
10.1C  Offer Letter dated March 13, 2000 with Leslie Jigdre. (12)
10.11  Letter Agreement dated May 1, 2000 with Columbigsiar Home Entertainment, Inc. (1
10.12  Revenue Sharing Output License Terms with Warnenél¥ideo. (14
10.12  Form of Subordinated Promissory Note date July200,1. (15)
10.1¢  First Amendment to Strategic Marketing Agreemenédaune 1, 2002 with Best Buy, Co., In
10.1t  Strategic Marketing Agreement dated August 21, 200 Best Buy, Co., Inc.

99.1 Certification of Chief Executive Officer and Chiginancial Officer.

(1) Incorporated by reference to Exhibit 3.4 of ouris&rgtion statement on Form S-1 filed with the S&ims and Exchange Commission
on April 16, 2002

(2) Incorporated by reference to Exhibit 4.1 of ouris&rgtion statement on Form S-1 filed with the Siims and Exchange Commission
on April 16, 2002

(3) Incorporated by reference to Exhibit 10.1 of ogis&ration statement on Form S-1 filed with the B&ies and Exchange Commission
on March 20, 200z

(4) Incorporated by reference to Exhibit 10.2 of owgis&ation statement on Form S-1 filed with the 8&ies and Exchange Commission
on March 6, 200z

(5) Incorporated by reference to Exhibit 10.3 of owgis&ation statement on Form S-1 filed with the 8&es and Exchange Commission
on May 16, 2002

(6) Incorporated by reference to Exhibit 10.4 of ogis&ration statement on Form S-1 filed with the B&ies and Exchange Commission
on March 6, 200z

(7) Incorporated by reference to Exhibit 10.5 of owgis&ation statement on Form S-1 filed with the 8&ies and Exchange Commission
on March 6, 200z
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(8) Incorporated by reference to Exhibit 10.7 of owgis&ation statement on Form S-1 filed with the 8&es and Exchange Commission
on March 6, 200z
(9) Incorporated by reference to Exhibit 10.8 of owgis&ration statement on Form S-1 filed with the B&ies and Exchange Commission
on March 6, 200z
(10) Incorporated by reference to Exhibit 10.9 of owistration statement on Form S-1 filed with the 8ities and Exchange Commission
on March 6, 200z
(11) Incorporated by reference to Exhibit 10.10 of agistration statement on Form S-1 filed with theuB#ies and Exchange
Commission on March 6, 200
(12) Incorporated by reference to Exhibit 10.11 of agistration statement on Form S-1 filed with theuB#ies and Exchange
Commission on March 6, 200
(13) Incorporated by reference to Exhibit 10.12 of agistration statement on Form S-1 filed with the8ities and Exchange
Commission on May 20, 200
(14) Incorporated by reference to Exhibit 10.13 of agistration statement on Form S-1 filed with theuB#ies and Exchange
Commission on May 20, 200
(15) Incorporated by reference to Exhibit 10.14 of agistration statement on Form S-1 filed with theu#ies and Exchange
Commission on May 20, 200
(16) Incorporated by reference to our quarterly filingfeorm 1-Q filed with the Securities and Exchange Commissiougust 14, 200:

(b) Reports on Form 8-K. We did not file anyremt reports on Form 8-K for the quarter ended&aper 30, 2002.
CONFIDENTIAL TREATMENT REQUESTEL
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Signatures

In accordance with the requirements of the Seesrixchange Act of 1934, the registrant has catiedeport to be signed on its
behalf by the undersigned, thereunto duly authdrize

Netflix, Inc

Dated: November 11, 2002 By: /sl ReeDH AsTINGS

Reed Hastings
Chief Executive Office

Dated: November 11, 2002 By: /sl BARRY M c C ARTHY

Barry McCarthy
Chief Financial Officer
(Principal financial and accounting officer)
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CERTIFICATIONS

I, Reed Hastings, certify that:
1. | have reviewed this quarterly report on FA®rQ of Netflix, Inc.;

2. Based on my knowledge, this quarterly redods not contain any untrue statement of a matacabr omit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to
the period covered by this quarterly report;

3. Based on my knowledge, the financial statémemd other financial information included instiguarterly report, fairly present in
all material respects the financial condition, tesaf operations and cash flows of the registeenof, and for, the periods presented in this
quarterly report;

4. The registrant’s other certifying officersddnare responsible for establishing and maintgmiisclosure controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-1#dhe registrant and we have:

(&) designed such disclosure controls and proesdorensure that material information relatinthregistrant, including its
consolidated subsidiaries, is made known to usthgre within those entities, particularly during theriod in which this quarterly rep
is being prepared;

(b) evaluated the effectiveness of the registsadisclosure controls and procedures as of a dété@0 days prior to the filing
date of this quarterly report (the “Evaluation Dgtand

(c) presented in this quarterly report our coricius about the effectiveness of the disclosurerotsiind procedures based on our
evaluation as of the Evaluation Date;

5. The registrant’s other certifying officersddrhave disclosed, based on our most recent eti@hydo the registrant’ auditors and tt
audit committee of registrant’s board of direct@spersons performing the equivalent function):

(a) all significant deficiencies in the designoperation of internal controls which could adveyssfect the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s auditmmg material weaknesses in internal
controls; and

(b) any fraud, whether or not material, that ivesl management or other employees who have aisatifole in the registrant’s
internal controls; and

6. The registrant’s other certifying officersddrhave indicated in this quarterly report whetbenot there were significant changes in
internal controls or in other factors that coulgngiicantly affect internal controls subsequenttte date of our most recent evaluation,
including any corrective actions with regard tongfigant deficiencies and material weaknesses.

Date: November 11, 200 /s/ REEDH ASTINGS

Reed Hastings
Chief Executive Office
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I, Barry McCarthy, certify that:
1. | have reviewed this quarterly report on FA®rQ of Netflix, Inc.;

2. Based on my knowledge, this quarterly redods not contain any untrue statement of a matacabr omit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with respect to
the period covered by this quarterly report;

3. Based on my knowledge, the financial statémemd other financial information included instiguarterly report, fairly present in
all material respects the financial condition, tesaf operations and cash flows of the registeenof, and for, the periods presented in this
quarterly report;

4. The registrant’s other certifying officersddnare responsible for establishing and maintgmiisclosure controls and procedures (as
defined in Exchange Act Rules 13a-14 and 15d-1#{he registrant and we have:

(&) designed such disclosure controls and proesdorensure that material information relatinthregistrant, including its
consolidated subsidiaries, is made known to usthgre within those entities, particularly during theriod in which this quarterly rep
is being prepared;

(b) evaluated the effectiveness of the registsadisclosure controls and procedures as of a dété@0 days prior to the filing
date of this quarterly report (the “Evaluation Dgtand

(c) presented in this quarterly report our coricius about the effectiveness of the disclosurerotsiind procedures based on our
evaluation as of the Evaluation Date;

5. The registrant’s other certifying officersddrhave disclosed, based on our most recent eti@hydo the registrant’ auditors and tt
audit committee of registrant’s board of direct@spersons performing the equivalent function):

(a) all significant deficiencies in the designopreration of internal controls which could adveyssfect the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s auditmmg material weaknesses in internal
controls; and

(b) any fraud, whether or not material, that imesl management or other employees who have aisatifole in the registrant’s
internal controls; and

6. The registrant’s other certifying officersddrhave indicated in this quarterly report whetbenot there were significant changes in
internal controls or in other factors that coulgngiicantly affect internal controls subsequenttte date of our most recent evaluation,
including any corrective actions with regard tongfigant deficiencies and material weaknesses.

Date: November 11, 2002 /sl Barry McCarthy

Barry McCarthy
Chief Financial Office
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EXHIBIT INDEX

Exhibit
Number Description

3.1 Amended and Restated Certificate of Incorporatin6)
3.2  Amended and Restated Bylaws.
4.1  Form of Common Stock Certificate. (
10.1  Form of Indemnification Agreement with each of Registrar’s Executive Officers and Directors. |
10.z 2002 Employee Stock Purchase Plan.
10.2  Amended and Restated 1997 Stock Plan
10.4 2002 Stock Plan. (¢
10.5  Amended and Restated Stockhol’ Rights Agreement dated July 10, 2001.
10.€  Office Lease dated October 27, 2000 with BR3 Pastr(8)

10.7  Letter Agreement dated August 11, 1999 with LineBkcp Old Oakland Opco, LLC; First Amendment todeeAgreement
dated December 3, 1999; Second Amendment to Legeefient dated January 4, 2000; Third Amendmenease
Agreement dated June 12, 2001 with Joseph Scal

10.¢  Offer Letter dated April 19, 1999 with W. Barry Maghy, Jr. (10

10.¢  Offer Letter dated March 25, 1999 with Tom Dillqt1)
10.1C  Offer Letter dated March 13, 2000 with Leslie Jig&re. (12)
10.11  Letter Agreement dated May 1, 2000 with ColumbigsTar Home Entertainment, Inc. (1
10.12  Revenue Sharing Output License Terms with Warnenél¥ideo. (14
10.12  Form of Subordinated Promissory Note date July200,1. (15)
10.1¢  First Amendment to Strategic Marketing Agreemenédaune 1, 2002 with Best Buy Co., In
10.1t  Strategic Marketing Agreement dated August 21, 200 Best Buy Co., Inc;

99.1 Certification of Chief Executive Officer and Chiginancial Officer.

(1) Incorporated by reference to Exhibit 3.4 of ouris&gtion statement on Form S-1 filed with the Siims and Exchange Commission
on April 16, 2002

(2) Incorporated by reference to Exhibit 4.1 of ouris&rgtion statement on Form S-1 filed with the Siims and Exchange Commission
on April 16, 2002

(3) Incorporated by reference to Exhibit 10.1 of ogis&ration statement on Form S-1 filed with the B&ies and Exchange Commission
on March 20, 200z

(4) Incorporated by reference to Exhibit 10.2 of owgis&ation statement on Form S-1 filed with the B&es and Exchange Commission
on March 6, 200z

(5) Incorporated by reference to Exhibit 10.3 of owgis&ation statement on Form S-1 filed with the 8&es and Exchange Commission
on May 16, 2002

(6) Incorporated by reference to Exhibit 10.4 of ogis&ration statement on Form S-1 filed with the B&ies and Exchange Commission
on March 6, 200z

(7) Incorporated by reference to Exhibit 10.5 of owgis&ation statement on Form S-1 filed with the 8&ies and Exchange Commission
on March 6, 200z

(8) Incorporated by reference to Exhibit 10.7 of owgis&ation statement on Form S-1 filed with the 8&es and Exchange Commission
on March 6, 200z
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(9) Incorporated by reference to Exhibit 10.8 of owgis&ation statement on Form S-1 filed with the 8&es and Exchange Commission

on March 6, 200z

(10) Incorporated by reference to Exhibit 10.9 of owistration statement on Form S-1 filed with the Bities and Exchange Commission
on March 6, 200z

(11) Incorporated by reference to Exhibit 10.10 of agistration statement on Form S-1 filed with theu8ities and Exchange
Commission on March 6, 200

(12) Incorporated by reference to Exhibit 10.11 of agistration statement on Form S-1 filed with theuB#ies and Exchange
Commission on March 6, 200

(13) Incorporated by reference to Exhibit 10.12 of agistration statement on Form S-1 filed with theu#ies and Exchange
Commission on May 20, 200

(14) Incorporated by reference to Exhibit 10.13 of agistration statement on Form S-1 filed with the8ities and Exchange
Commission on May 20, 200

(15) Incorporated by reference to Exhibit 10.14 of agistration statement on Form S-1 filed with theuB#ies and Exchange
Commission on May 20, 200

(16) Incorporated by reference to our quarterly filimgform 1-Q filed with the Securities and Exchange Commissiougust 14, 200:
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EXHIBIT 10.14
FIRST AMENDMENT TO STRATEGIC MARKETING AGREEMENT

This First Amendment to Strategic Marketing Agreetrhis “Amendment”) is entered into as of Jun@0Q2, (the “Effective Date”)
by and between Best Buy Co., Inc., Best Buy Stdrgx, and BestBuy.com LLC (fka BestBuy.com, Incijhnoffices at 7075 Flying Cloud
Drive, Eden Prairie, Minnesota 55344, (“Best Bugiid Netflix, Inc., a Delaware corporation (successoname change to NetFlix.com,
Inc.), with offices at 970 University Avenue, LosBs, California 95032 (“Netflix”).

RECITALS
A. Best Buy and Netflix entered into that cent8trategic Marketing Agreement entered into a&uwgfust 15, 2001 (the “Agreemeit”
B. Best Buy and Netflix desire to amend the Agnent as set forth below

NOW THEREFORE, in consideration of the mutual preesicontained herein and other good and valuabkderation, the receipt a
sufficiency of which is hereby acknowledged, thetipa agree as follows:

1. The parties acknowledge that Netflix has dgealits name from NetFlix.com, Inc. to Netflix, In&s such, the defined term Netflix,
shall refer to Netflix, Inc.

2. Section 1.12 of the Agreement is hereby ddl@t its entirety and replaced with the following:

“Expiration Date” means the later of (i) twenty fq@24) months from the Start Date or the next bessday if such date falls on a
weekend or holiday; or (ii) if applicable, the evgtion of the Renewal Period.

3. Section 1.26 of the Agreement is hereby ddl@at its entirety and replaced with the following:
“Start Date” shall mean August 15, 2001.
4. Section 1.29 of the Agreement is hereby ddlét its entirety and replaced with the following:

“Subscriber” means a customer, with a mailing asslrithin the United States, its territories, osg®Essions, (who had not, before the
execution of this Agreement, subscribed to Net§liahline DVD rental service) who has agreed ta¢hms and conditions of the Nett
service, subscribes for DVD rental service andiff]{a) the Netflix Site through a Promotion Codevided for by this Agreement or |
the Co-branded Site. As used
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in this definition, [*]shall mean that the [*]ha®nbeen [*]to or [*]or otherwise[*].

5. Best Buy acknowledges that it has receivedsthares issued under Section 3.1 of the Agreeameifit]. Netflix hereby represents
Best Buy that it has not issued any additionalehaf stock that would trigger any rights underti®ec3.1.1 of the Agreement.

6. Section 3.2 of the Agreement is hereby ddletats entirety and replaced with the following:
3.2 From and after the Effective Date, Netflix shalyy@est Buy[*] .

7. Section 3.3 of the Agreement is hereby déletets entirety and replaced with the following:
3.3 Intentionally deletec

8. Section 3.4 of the Agreement is hereby déletets entirety and replaced with the following:

3.4 Netflix shall have no obligation to pay any [*]f@ubscribers that become Subscribers on or aftéygiflix shall pay Best Buy [’
of the [*]received[*] that became a Subscriber ptaf*].

9. Section 6.1 of the Agreement is hereby ddletats entirety and replaced with the following:
6.1 Netflix shall prepare and send Best Buy[*], to ledivkred to Best Buy[*] after the Effective Datetting forth the following

6.1.1 The number of[*];

6.1.2 The [*]due for [*]pursuant to Section 3.

6.1.2 The total number of [*]as of the end of the[
6.1.2 The [*]received from [*]that became[*] before[*
6.1.5 The [*]due Best Buy under Section 3.4; ¢

6.1.¢ The cost of [*]to Best Buy during[*]

10. Section 6.2 of the Agreement is hereby ddl@t its entirety and replaced with the following:

6.2 A [*]of the [*]payment of the [*]due Best Buy [*]shll [*]the foregoing statement [¥Jand be made alofws:
[*]following the end of the calendar month follovgirihe date [*]
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following the end of the calendar month followidge tdate[*];
following the end of the calendar month followirgtdate [*]and
[*]following the end of the calendar month follovgrihe date[*].

11. Section 6.4 of the Agreement is hereby ddl@t its entirety and replaced with the following:

6.4 Best Buy shall not be required [*]paid in accordamdth Section 3.2 and/or 3.4 after [*]days froma thate the person became[*],
unless the person became a [*]through a [*]that@estrates a [*]from the first [*]to the second[*] at least [*] percentage points
less than the [*]for the same period for [¥]BestyBuromotions, in which case the deadline for [*ffr@est Buy for such [*]with
respect to that particular [*]shall extend to[*]ydaafter the date the person became a[*]. For mapof this Section, “[*]” means,
with respect to a particular [¥]or the [*]Best Byyomotions, as applicable, the [*]which is calcathby taking the number of [*]
who [*]and are [*]for a month and dividing by thember of [*]who[*] and were [*]for the previous m&n As used in this
definition,“[*] " shall mean that the [*]has not been [*]to or [*]the customer or otherwise [*]to Netflix by the[:

12. Section 7.5 is hereby deleted in its entiegtd replaced with the following:
7.5 This Agreement shall automatically renew for anitholobl [*](the “Renewal Period”) but only if Be&uy shall have [*]at least [*]
during the period from[*]
13. Except as expressly modified by this Amenanall of the terms and conditions contained i Agreement are hereby affirmed
and ratified in all respects.
(Signatures on next page)
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IN WITNESS WHEREOF , the parties hereto have executed this Amendnseot the Effective Date.

BEST BUY CO., INC.

By:
/s/ Scott Young
Name  Scott Younc
Title:
VP Business Development
Date:

5/23/02

BEST BUY STORES, L.P.

NETFLIX, INC.
/s/ Leslie Kilgore
By:
Name: Leslie Kilgore
VP Marketing
Title:
5/28/02
Date:

BESTBUY.COM LLC

By:
By:

Name

Title:

Date:

BBC Property Co. , its general partne

Is/
/sl Joseph Joyce By:
Joseph Joyce
Name:
Senior VP Title:
5/24/02 Date:

EXHIBIT 10.15
STRATEGIC MARKETING AGREEMENT

THIS STRATEGIC MARKETING AGREEMENT is entered inby and betweeBest Buy Co., Inc., on behalf of itself and its designated
subsidiaries and affiliates, including Best Buyr8&) L.P. and BestBuy.com, Inc., with offices af9®lying Cloud Drive, Eden Prairie,
Minnesota 55344, (“Best Buy”) ardetFlix.com Inc., a Delaware corporation, with offices at 970 Unsity Avenue, Los Gatos, California
95032 (“NetFlix”).

NOW, THEREFORE, in consideration of the mutual pis#s contained herein and other good and valuainisideration, the receipt a
sufficiency of which is hereby acknowledged, thetipa agree as follows:

1. DEFINITIONS

1.1.

1.2

1.3.

1.4.

15.

“Agreement’refers to this Strategic Marketing Agreement, &Hibits, attachments, addenda, and schedules edferrherein, as
or they may be amended from time to tir

“Best Buy Site” means the sites operated and cbetrdy Best Buy, located on the world wide webtor of the internet and
identified by the URLs www.bestbuy.com, www.samgpedm, www.suncoast.com, www.mediaplay.com, wwwugcom, and
such other internet sites that are hosted onéiteess operated by or on behalf of Best Buy or ajgel under Best Buy’s
trademarks and trade name, whether or not “co-ledindith the trademarks or trade names of othatiestregardless of whether
such sites are accessed directly through a persongduter or through a kiosk or terminal located iBest Buy retail store, or via
devices such as (but not limited to) mobile phomesy devices, portable digital devices, wirelesgass, etc. The Best Buy Site
shall exclude the C-branded Site

“Best Buy’s [*]” means[*], directly or indirectlyfrom or regarding (a) Best Buy’s [*]are not [*]aild) Best Buy’s [*]are[*], but
only for that [*]which is received from such custera because of [*]which are not related to thisefsgnent. Best Buy’s[*] also
includes all[*] created or derived from the aboweluding but not limited to [*]; and any[*

“Buy Button” means a prominently displayed textitbn, icon, or other image that links a consumea tmrresponding movie
search result page (or other mutually agreed upge)within the Best Buy Sit

“Change of Contr” means
1.5.1 The consummation of the sale of all or substantlll of the assets of NetFli

1.5.2 The consummation of a reorganization, merger, osahdation to which NetFlix is a party, if the skiolders of NetFlix



immediately prior thereto (excluding any persortipgrating in the Change of Control transaction)oess than a majority
of NetFlix' voting power immediately thereafte

1.5.3 The acquisition by any person or group (within ireaning of Section 13(d)(3) or 14(d)(2) of the Siims Exchange Act ¢
1934, as amended) of beneficial ownership (withinmeaning of Rule 13d-3 promulgated under such&anore than a
majority of the voting power of those classes ding stock of NetFlix entitled to vote for the elien of directors; o
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1.5.4 Any other transaction, whether through changerieatorships or otherwise, which has the purposdffect of substantially
changing the persons entitled to direct the affairdetFlix.

1.6. “Ca-branded Sit” means the web site which is customized for Subsgijtand is more particularly described in Exhibi
1.7. “Competitor” means[*]

1.8. “Confidential Information” means any informationopided by the disclosing party to the receivingtyar any third party acting
on behalf of such receiving party and relatingry way to the subject matter of this Agreement, thbefurnished before or after
the Start Date and regardless of the manner inlwfiimished. Confidential Information includes lmihot limited to: (a) all
information related to sales of products, suchamsdata, reports, and compilations of such dataformation (including, but not
limited to, information provided pursuant to Sent@&3); (b) information relating to the servicesfpemed under this Agreement;
(c) work papers, analyses, compilations, projesti@md statistical data; (d) product cost and lerisformation or data; (e)
identities of any current or pending or future versdor planned products and services to be offeredthdrawn; (f) planned and
future promotions and grand opening dates; (g)r®ssi plans and forecasts; (h) Best Buy’s [*]; @Nix’ [*]; and (j) any
documents or other items marked “Confidential” pedfically communicated as “ConfidentiaConfidential Information does r
include any information which: (1) is already knotarthe receiving party; or (2) becomes availabléhe receiving party from
other sources which the receiving party reasonlabligves not to be bound by any obligation of cerfitiality, directly or
indirectly, to the disclosing party; or (3) is imndently developed by the receiving party; orig4jow or hereafter available to
the public through no breach of this Agreementhgyreceiving party or its employees or agents5pig disclosed by the
receiving party in accordance with the terms ofiarpwritten approval of the disclosing party; @) (*].

1.9. “[*]” means the [*]in a calendar week that [*]theocbranded Site or[*] the Co-branded Site for[*], ether due to any [*]of the
Cc-branded Site or its related technology, including proprietary or thir-party[*].

1.10 “[*]” refers to Best BL's[*] which allows [*]to [*]for certain [*]and which[*]the necessary [*linformation to such [*
1.11 “Event of Defau” means any one of the followin

1.11.1 A party breaches any material provision or any sy of this Agreement; ¢

1.11.2 A party becomes insolvent or is adjudged a bankouptakes an assignment for the benefit of cresfitor

1.11.3 A receiver of any property of a party is appoiniteedny action, suit, or proceeding by or againstghrty and is not remov
within 90 days after such appointme

1.12 “Expiration Date” means the latter of (i) date twefour (24) months from the Start Date or the nexdibess day if such date fa
on a weekend or a holiday; or (ii) the expiratidrih® Renewal Periot

1.13 “[*]” means the[*
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1.14
1.15
1.16

1.17

1.18

1.19

1.20

121

1.22
1.23
1.24
1.25
1.26
1.27

1.28
1.29
1.30
131
1.32
1.33
1.34

“Impressio” means an instance where a consumer in a retaievena unique user on the internet is exposedspeaified image
“Inser” means Best BU's free standing newspaper advertising insert, ntlyrdistributed weekly

“Link” means an embedded icon, object, graphiceat within a web page that consists of a hypemextter to the URL address
of a web page

“[*]” means the [*]due to[*]. shall normally be b&ten the hours of [*] and [*]shall not exceed [*]mates in a[*] and (b) [*]per

“Movie Display Page’means a page on the NetFlix Site that featurespeeific movie title and which contains informatiaipout
the movie including but not limited to the caskdits, synopsis, and reviev

“NetFlix’ []” means [*] received or extracted, directly or indthg, from or regarding NetFlix [*]Jwho are not [*hal all[*] createc
or derived from the above, including but not lindit® [*]and[*], and any[*] of such datz

“NetFlix Site” means the site operated by NetHidcated on the world wide web portion of the intgrihe initial, top level
display of which is identified by the following URkwww.netflix.com>, or such other internet siteeagited under NetFlix's
trademarks and trade name. NetFlix Site shallmdude the C-branded Site

“Promotional Code” means the numbers and/or letteasare used by NetFlix to determine which praoroa Subscriber is
signing up under and also to track Subscriber yti

“Renewal Peric” shall have the meaning as defined in Section

“Scheduled Tim” means 10,080 minutes less [*]for the [*]we

“Single Use Coc” means a code that can only be used one time bindivédual.
“Share” means NetFli' Series F nonvoting, convertible, preferred stc

“Start Dat” shall mean the execution date of this Agreerr

“Sticker” means the promotional sticker that is[{])(ii) agreed upon by the parties and shown vritthe attached, and
incorporated herein, Attachment Al. All Stickersileontain a Promotional Cod

“Studio®” means the major Hollywood motion picture studid]of

“4.

“Subscriber Informatic” means the[*] identity of Subscribe:

“Term” means the period of time between the Start Datdlandarlier of the Expiration Date or Terminatate.
“Termination Dat” means the effective date of any termination of A&gseement other than the Expiration D:
]

]
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2.

3.

BEST BUY'’S OBLIGATIONS

2.1.

2.2.

2.3.

2.4.

Best Buy shall [*]to promote and market the Co-loiech Site as provided in Exhibit C attached heratbiacorporated herein by
reference

Best Buy shall [*]its in-store, corporate, and omlicustomer care personnel in order to enable tbdijcustomer inquiries about
*

Each month during the term hereof, as such as maxtended, Best Buy shall [*]to furnish NetFlixtiji]), and [*]sold the prior
[*]by [*]together with its [*]for each of the[*].

Using a file provided monthly by NetFlix, Best Bugil, within [*]days of its receipt of such filedientify for NetFlix those
individuals who have signed up for[*] but who wei¢her (a) never [*]or (b) are no longer [*](whidh such case Best Buy shall
also provide their[*]). Best Buy agrees that NetFtiay contact via email those individuals identfley Best Buy as[*]and inform
them that [*]is being increased to [*]and furthefdrm them that[*]. In this email NetFlix will ideify a contact at Best Buy, to be
provided by Best Buy, to whom any questions ongrde directed. Best Buy shall determine in itsvfiqt constitutes[*]and
whether such [*]is considered [*]for purposes dstAgreement

NETFLIX" OBLIGATIONS

3.1.

3.2.

Upon execution of this Agreement, NetFlix shallisso Best Buy [*]Shares. Upon Best Bsyequest, NetFlix agrees to discus
good faith, from time to time, the purchase of &iddal shares by Best Bu

3.1.1 In the event, and each time, that NetFlix, prio(lpthe effective date of NetFlix’ registratiomtstment filed under the
Securities Act of 1933 in connection with an idipablic offering of NetFlix shares; (2) a ChandeCmntrol; or (3)
becoming subject to the reporting requirementhiefSecurities and Exchange Act of 1934, issuediaddi shares of stock
during the Term as part of a financing in whicheature capital fund, investment bank, or mutuatfimthe largest investc
then Section 3.1 and Section 3.3 shall automayitelamended so that the number of Shares issubidsarable to Best Bt
under Section 3.1 and Section 3.3 immediately gd@uch financing shall be increased by multiglysuch Shares by a
fraction, (x) the numerator of which shall be thember of fully diluted common stock equivalent gsaoutstanding
immediately after such financing, and (y) the demator of which shall be the number of fully dildteommon stock
equivalent shares outstanding immediately priauich financing. This Section 3.1.1 and the oblayatiof NetFlix within it
shall terminate immediately in the event that ptaosuch time this Agreement shall have been teatathby Best Buy or
Best Buy shall have materially breached its obiayet hereundel

3.1.1.1 NetFlix shall deliver the additional Shares necgssagive effect to the retroactive amendment eftfdns 3.1 and 3.
pursuant to Section 3.1.1 within 15 days of theidg of the financing triggering an amendment pansto Section
3.1.1.

[*]:
3.2.1 [
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3.2.2 [1]
3.2.3 [*].
3.3. [*:
3.3.1 1]
3.3.2 [*].
3.4. [*.
3.5. NetFlix shall create and host the-branded Site as more particularly described in EikIA.

3.6. NetFlix shall place and maintain [¥]Buy Buttons tire NetFlix Site. NetFlix will place a Buy Buttorext to [*] that is added to tf
NetFlix Site and for which a Movie Display Pageisated after the Start Date. [

3.7. At Best Buy's request, NetFlix shall [*] no lessth[*]Jand not more than[*] offering some promotibbanefit to Subscribers[*],
beginning from the Start Date. The [*]will be eittetand alone [*]or be incorporated into existiqgfs the parties shall mutually

agree, such as[*]. Best Buy will be responsibledi@ating and delivering [*]and the [*]to NetFlixilsject to NetFlix's approval,
not to be unreasonably withhe

3.8. NetFlix agrees that in the event NetFlix enters enty[*] agreement with respect to promotional offeeach, ¢[*]JAgreement”) in
which NetFlix[*] to a [*](each, a “[*]") [*] which [*]to any such [*]with respect to [*]of this Agreeemt than [*]to Best Buy[*],
then (i) NetFlix shall [*]to [*]within[*] of the efective date of such[*], (ii) Best Buy shall [*]shianore [*]in writing within[*], (iii)
in the event Best Buy accepts[*], Best Buy shatkiee the [*]of such [*]effective the [*]such [*]lmme effective for such[*], and
(iv) this Agreement shall be[*]. Notwithstandingetbrovisions of this Section 3.8, NetFlix shalldrgitled to conduct[*] of [*]that
may be [*]to consumers than to Subscribers, withoadrring the [*]to offer such[*] Best Buy

3.9. During the Term NetFlix shall cooperate with BestyBo bring NetFli;’ s[*] system to Best Buy[*]

3.10 NetFlix shall be [*]for the creation, productiomadelivery of the[*], provided, however, that B&ty shall [*]NetFlix for its [*]
incurred in supplying the [*] to Best Buy. Best Bugdertakes to[*] the usage of[*], and when Besy Bletermines that the [*] of
[*] would likely be [*], Best Buy will promptly sanotify NetFlix in order that NetFlix may [*] Best's [*] of [*]. If NetFlix [*]
to [*] or [*] the [*], then Best Buy may [*]to itgetail stores [*]an obligation to [*] the[*]

3.11 NetFlix shall provide all [*]for the C-branded Site as outlined in Exhibit B attached toeaed incorporated herein by referer

3.12 NetFlix shall create a series of Promotional Caslbieh shall be placed on all Stickers and all mtniematerials distributed k
Best Buy. When the Promotional Code is enteredtimtd\etFlix Site by a Subscriber, the Subscribatlde [*]to the Cobrandec
Site within [*]of such entry. All [¥] to Best BuU's distribution centers from [*]shall be subjecthe terms of this Agreemet
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3.13 NetFlix shall (a) make its various subscriptionvémes available to [*]on the same terms and coodgias other Subscribe
except that it shall [*]them[*] than the [*]for thieasic “three out” subscription and (b) make itsibsubscription service available
to[*], as Best Buy shall[*], provided, further, thao such [*]shall be counted as [*]hereunder itid*Best Buy by NetFlix
pursuant to[*]. NetFlix reserves the right to imragdly terminate and discontinue the use of any, [if} NetFlix’ [*]judgment,
NetFlix has reason to believe that [*]as it persatio such code. NetFlix reserves the right to limét type of code that it mak
available to [*]to be a[*]. NetFlix reserves thghit to limit the time period for which a particulemde is valid. NetFlix shall give
notice to Best Buy if it decides to terminate asatintinue the use of any [*]coc

3.13.1In the event that Best Buy agrees to amend Se8tiihto permit NetFlix to [*]the Best Buy [*]to [the [*]price then the
terms of [*]shall apply

3.14 NetFlix shall not directly or indirectly[*], or atmpt to[*], Subscriber behavior so as to [*|Besty’s [*]pursuant to Sections 3.2
and 3.3 or Best Buy’s [*]pursuant to Section 3ngluding, but not limited to, [*] , or attempting[t], Subscribers to use the
NetFlix Site [*]or [*]the Cc-branded Site. Best Buy acknowledges and agreéedl#i&lix may pursue[*] that may have the [*]of
[*]certain NetFlix subscribers (including Subscriggto [*], but NetFlix shall in no event pursueydt]or take [*]the intent of
which is to have Subscribers become [*]subscribgod[*] Co -branded Site

4. IN-STORE SIGN UPS

4.1. The parties shall cooperate and mutually work tovadlowing customers in Best Buy retail stores@adime Subscribers via[*]
and according to the specifications in Exhibit Baelhed hereto and incorporated herein by refere

5. PHASED IMPLEMENTATION
5.1. This Agreement shall be implemented in the follayyrhases
5.1.1 Phase | of this Agreement shall consist of the Ichurf the C-branded Site, currently targeted for August 2(

5.1.2 Phase Il of this Agreement shall consist of théaat of Best Buy’'s marketing activities to Best\Bretail stores during the
Fall of 2001.

5.2. All dates or timeframes in this Section 5 are &ference purposes only and are not intended toejafticular party to a
particular deadline

6. PAYMENT TERMS
6.1. [*:
6.1.1 [*];
6.1.2 [*];
6.1.3 [*];
6.1.4 [*];
6.1.5 [*];
6.1.6 [*]
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6.1.7 [*].
6.2. [".

6.3. The parties agree to exchange documents electiiynica (i) traditional Electronic Data Interchan@®DI"); or (ii) Web-Based
Electronic Commerce“EC").

6.4. [*].
7. TERM; TERMINATION

7.1. This Agreement shall commence on the Start Dateshatl continue until the earlier of the ExpiratiDate or the Termination
Date.

7.2. Either party may terminate this Agreement if anfiwaf Default occurs with respect to the otherypartd such Event of Default
not cured within[*] days of written notice there

7.3. Upon the[*] occurrence of an Event of Default wigspect to a particular party in any [*]period, tten-defaulting party may
terminate this Agreement [*Jupon written notice latit providing the other party the opportunity twecsuch [*]Event of Default
pursuant to Section 7.

7.4. Immediately upon written notice to NetFlix, BestyBmay terminate this Agreement if NetFlix[’
7.5. .

7.6. Immediately upon written notice to NetFlix, BestyBmay [*]fulfilling its marketing obligations hergiif []have arisen that the [*]
or the Cr-branded Site [*Jupon any pa’s[*], such that, in the[*] of Best BU's General Counse

7.6.1 Best Buy may have legal exposure that NetFlix caappropriately address with its indemnities hedsur
7.6.2 Such allegations may materially harm Best’s[*]; or
7.6.3 Such allegations may materially harm Best 's[*], if any, with any party involved with the maig of such allegatior

7.7. Immediately upon written notice to NetFlix, BestyBmay [*] on a [*], if the [*](i) [*] given to NetHix or Best Buy for the[*]; or
(i) alleges that[*] was given to NetFlix or Bestia for the[*]of[*] to the [*]; or (iii) demands thieNetFlix or Best Buy[*] the[*] of
[*] to the [*] .

8. WARRANTIES AND REPRESENTATIONS
8.1. NetFlix hereby represents and warrants t

8.1.1 It has the power and authority to enter into thigeement and to perform its obligations hereuraied, upon execution and
delivery hereof, this Agreement shall constitutédvand binding obligations of NetFlix enforcealieaccordance with its
terms;

8.1.2 Entering into and performance of this AgreemenhiyFlix does not violate, conflict with, or resirdta material default
under any other contract or agreement to which INe§-a party, or by which it is boun
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8.1.3 It has obtained, and shall maintain in full foregidg the Term, such federal, state and local aightions as are necessary
to perform its obligations under this Agreement ahdll be in substantial compliance with all apglile laws and
regulations governing such performan

8.1.4 The Co-branded Site will [*Jany United States lawegjulations or ordinances, or the rights of anyétjd will not give rise
to any [*]of such[*], including, without limitationclaims of [*]or other [*]rights, violation off*];

8.1.5 To the extent it is required to obtain rights, fises, permissions, clearances, approvals andvtausitin information
necessary in connection with the performance sfAlgreement, it has done and will continue to dasturately and
completely, and shall incorporate where applicalilaecessary credit and/or attribution informati

8.1.6 It will comply with all applicable laws (both frotie United States as well as the rest of the waldre applicable)
concerning data privacy, as well as the privacycgalisplayed on the Co-branded Site, as may bendetefrom time to
time;

8.1.7 While on Best Buy’s premises, NetFlix and persampleyed or conducting business with NetFlix willhaply with all
policies and procedures promulgated by Best Buy &est Bu’s premises

8.1.8 The[*]land[*]on the [*]Site shall be[*]with the [*¥]br sale on the [*¥]or in [*]; an

8.1.9 It has, as of the Start Date, removed all [*Jon WegFlix Site [*].
8.2. Best Buy hereby represents and warrants

8.2.1 Best Buy has the power and authority to entertinto Agreement and to perform its obligations hadkr, and, upon
execution and delivery hereof, this Agreement statistitute the valid and binding obligations osBBuy enforceable in
accordance with its term

8.2.2 Entering into and performance of this AgreemenBbgt Buy does not violate, conflict with, or redualia material default
under any other contract or agreement to which Bastis a party, or by which it is boun

8.2.3 It will comply with all applicable laws (both frotme United States as well as the rest of the weHdre applicable)
concerning data privacy, as well as the privacycgalisplayed on the Co-branded Site, as may bendetefrom time to
time;

9. ASSIGNMENT
9.1. NetFlix hereby assigns Best Buy all rights Netfas to[*] on[*]. Best Buy may only assign such rigo[*].
10. TRADEMARKS

10.1 Best Buy hereby grants to NetFlix a limited, nortlagive, royalty free license to use, exhibit, mgrce, communicate, publicly
perform, and transmit Best Buy’s trademarks an@dsag the Co-branded Site and on the NetFlix Sitden the terms of this
Agreement, provided that all such uses will compith any written branding guidelines provided totN& as may be amended
from time to time
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11.

10.2

10.3

10.4

NetFlix hereby grants to Best Buy a limited, -exclusive, royalty-free license to use, exhitepnoduce, communicate, publicly
perform and transmit the NetFlix trademarks, logos] any other content provided to Best Buy by Ne#s reasonably necess
for Best Buy to satisfy its marketing obligatioreréunder, including, but not limited to, use onBwest Buy Site, for the creation
of one or more Links to the -branded Site, for promotional materials, and forestisements

10.2.1 As a condition of this license, all Best Buy usésletFlix’ trademarks, logos and other content jded by NetFlix to Best
Buy shall be in accordance with the graphic stasland depiction requirements of NetFlix, as magiended from time
to time and as communicated in writing to Best E

All licenses granted pursuant to this Agreemenli $baminate upon termination of this Agreemeng apn-assignable, and may
not be sublicensed. However, Best Buy may sublie@nsssign such licenses to its subsidiaries Hitidtas.

Except as expressly provided herein, no propddgnse, permission or interest of any kind in otht® use of any trademark, trade
name, color combination, insignia or device ownedsed by a party is or is intended to be givetramsferred to or acquired by
the other party by the execution, performance opedormance of this Agreement or any part heréath party agrees that it

will in no way contest or deny the validity of, thre right or title of the other party in or to suchdemark, trade name, color
combination, insignia or device, by reason of thggeement, and will not encourage or assist otteextly or indirectly to do so,
during the lifetime of this Agreement and thereafte addition, neither party will utilize any suttademark, trade name, color
combination, insignia or device in any manner thatild diminish its value or harm the reputatiortted other party

INDEMNIFICATION BY NETFLIX

111

NetFlix agrees to indemnify, hold harmless and nieéfBest Buy, its officers, directors, employeesrag, affiliates, successc
and assigns against any and all claims, counters|auits, demands, actions, causes of action, gkssnaetoffs, liens,
attachments, debts, expenses, judgments, or adhdities of whatever kind or nature as they areurred (including but not
limited to cost of defense, settlement, and redslerattorneys’ fees), arising from or out of occomnection with any actual or
alleged:

11.1.1 Breach of this Agreement by NetFlix, including tlepresentations warranties set forth in Section
11.1.2 Violation of any law, rule, regulation, or authgrlty NetFlix in connection with the performancetlis Agreement

11.1.3 Negligent, reckless or intentional acts or omissiohNetFlix or its directors, officers, employeagents, or assigns
connection with the entry into or performance a$ thgreement

11.1.4 Claim that the performance of this Agreement bytBesg infringes the patent, copyright, trademar&de secret or other
intellectual property rights of any third par

11.1.5[*]; or

11.1.6 Claim of [*] in connection with any [*
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12.

13.

in connection with any [*].

11.2 Best Buy shall provide NetFlix with: (a) prompt ein notice of such claim or action; (b)[*]; and froper and full information
and reasonable assistance, provided at[*], in cctiorewith the defense or settlement of any sueintior action. Best Buy shall
have the right to participate in the defense atitt] a counsel of its choosin

INDEMNIFICATION BY BEST BUY

12.1 Best Buy agrees to indemnify, hold harmless andrmeNetFlix, its officers, directors, employeesmtg, affiliates, successors
and assigns against any and all claims, counters|auits, demands, actions, causes of action, gizsnaetoffs, liens,
attachments, debts, expenses, judgments, or adhdities of whatever kind or nature (includingtimot limited to costs of
defense, settlement, and reasonable attorney9, fésing from or out of or in connection with aclgim by a third party arising
from:

12.1.1 The breach of this Agreement by Best Buy, includimgrepresentations and warranties set forth ati®e8.2; ot
12.1.2 The violation of any law, rule, regulation, or aotity by Best Buy

12.2 NetFlix shall provide Best Buy with: (a) prompt wein notice of such claim or action; (b)[*]; and froper and full informatio
and reasonable assistance, provided at[*], in cctiorewith the defense or settlement of any suaintior action. NetFlix shall
have the right to participate in the defense atittj a counsel of its choosin

CONFIDENTIALITY

13.1 Confidential Information is the sole property oéttlisclosing party and constitutes confidentiadéraecrets of the disclosing
party, to be held by the receiving party in trusd @olely for the disclosing party’s benefit. Tleeeiving party agrees that, except
as required under this Agreement, it will not pshlireproduce, disclose or make any use of any Goafidential Information
unless the disclosing party authorizes the pulitinadr disclosure of such information in writing umless the receiving party is
required by law, valid court order, or governmegracy to disclose (but the receiving party shadtfjive notice to the disclosing
party so that the disclosing party may seek a ptivee order requiring that the information and/ocdments to be disclosed be
used only for the purposes for which the order isaised).

13.2 The parties agree to take at least the same precaud ensure the protection, confidentiality ardurity of the Confidential
Information entrusted to each other and to satlefjr obligations under this Agreement as each dwlprotect its own
confidential information but in no event less tlzareasonable standard. The parties shall alsotlmiaccess to such Confidential
information to only those employees having a neekhbw, and such employees shall be instructederaimg their obligations to
maintain confidentiality. Each party shall retuorthe other all Confidential Information, or destiand certify such destruction of
all Confidential Information, promptly upon thatrp¢ s request

13.3 The parties acknowledge that monetary damages otaglone be a sufficient remedy for unauthorizestidisure of Confidential
Information. The parties further agree t
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14.

15.

16.

the disclosing party shall be entitled, without viag) any other rights or remedies, to such injurectir equitable relief as may be
deemed proper by a court of competent jurisdictiurther, the parties acknowledge and agree thiaéie is a breach or
threatened breach of the provisions of this Sea®rthen the disclosing party will be irrevocabBrmed and entitled to a
temporary restraining order, injunction, and/orestaquitable relief against the commencement otimaence of such breach
without the requirement of posting a bond or prguvimury as a condition of relie

[*]
14.1 Except as expressly provided in this Agreementheeiparty shall provide, sell, distribute, or othise grant access to the [*]

during the Term without the prior express writt@mrpission of the other party. Notwithstanding thee, the parties may [*]to
[*]for the purpose of [*] to [*] provided that thparty disclosing the [*] to the [¥]shall be respdyie for the [*] and [*] of the[*].

14.2 Neither party shall intentionally and knowingly Uskin any manner which would be reasonably likédycause material harm [’
The previous sentence does not in any way li

14.2.1 Either part’s right to [*], or [*] its products or services the [*] via methods which do not [*

14.2.2 Either party’s right to [*] its products and ser@gto [*], without Best Buy’s, provided further tiBest Buy grants NetFlix
during the Term the right to [*]all such productedaservices as are [*]on the [*] as of the|

14.3 NetFlix will provide Best Buy with any and all [*toa [*]basis.
14.4 All [*] shall be[*]. Except as limited by this Agement, both parties shall have [*]in all[!

14.5 After termination of this Agreement for any reasom for a period of [*]years, neither party shéltd to any [*]in any manner
which would allow such to that the information[this Agreement and the parties relationship hereu:

14.6 In the event that NetFlix begins selling [*]throutite Co-branded Site which [*]believes in [*] tg[NetFlix will [*]such [*]from
the Cc-branded Site within [*]

RELATIONSHIP OF PARTIES

15.1 NetFlix and Best Buy understand and acknowledge(&#)aeach shall perform its duties hereunder aothe’s independent
contractor and (b) this Agreement does not creg@aaventure, partnership, employment or agemdgtionship between NetFlix
and Best Buy

NOTIFICATIONS OF COMPLAINTS

16.1 Each party will [*] notify the other in writing, liun no event later than [*]of receipt, of any cdaipts or claims made by or
through any third party or governmental or quasiegomental agency/body regarding the obligatiordeuthis Agreement. Such
reports shall contain information reasonably retpaeby the requesting party but shall contain asti¢he identity of the party
making the complaint, a description of the grievgribhe date of receipt by the receiving party ef¢bmplaint, the date of efforts
to resolve the complaint, and the date and actikert to resolve the complail
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17.

18.

DELEGATION OF DUTIES

17.1 Either party may hire or contract with third pasgrvice providers or other subcontractors of tblkdaice to assist that party in
fulfilling its obligations pursuant to this Agreemteprovided that the party hiring or contractinghaany third party service
provider or other subcontractor will remain lialide the third party service provider’'s or subcontoa’s performance and for the
acts or omissions of the third party service prewvidr subcontracto

17.2 Best Buy may assign this Agreement to a parensidiay, or affiliated entity which is at least §tned by Best Buy [*]the
approval of NetFlix

17.3 Except as provided in Section 17.1 and 17.2, nejibgty shall delegate, or assign any of its rigiitduties hereunder without the
express written consent of the other party. Ifrdguested party grants any such consent, the rémgiesrty shall be solely
responsible for the conduct of its agents, andythating of such consent shall in no way modifyaffect the obligations of the
requesting party under this Agreement. Any assigriraedelegation not complying with the terms détBection shall be null at
void. In the event of a proper assignment, thiseggnent shall inure to the benefit of and be bindipgn each of the parties and
their respective successors, assigns, heirs, exscadministrators, trustees, and legal represeesa

PURCHASES

18.1 Neither party may purchase goods or equipmentdm#me of the other party. Neither party may makaaur any debts
liabilities, obligations, or contracts in the naoreupon credit of the other party. NetFlix is natited to utilize any discount,
bonus, or other marketing incentive earned by aleravailable to [*]

19. [4]

20.

21.

19.1 []
PUBLIC ANNOUNCEMENTS

20.1 NetFlix will not make any public disclosure or ammaement of the existence of this Agreement orelaionship with Best Bu
without the prior written consent of Best Buy. BBsly reserves the right to approve of the contehtmy such public disclosure
or announcemen

NOTICES

21.1 All notices, requests, demands, approvals, consantsother communications which are required oy beagiven hereunder shall
be (1) in writing; (2) addressed to the partiesetsorth below, unless a party notifies the otlodrs change of address (in which
case the latest noticed address shall be usedj3adéemed to have been duly given upon delivegyeof by one of the followir
means: (a) hand-delivered, (b) fid&ss mail, postage prepaid, (c) recognized ovbtrigurier, or (d) facsimile or other electro
means provided receipt thereof is verified by theder.
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Notices To NetFlix: With a copy to:

NetFlix.com Inc. NetFlix.com Inc.

Attn: VP Marketing Attn: General Counst
970 University Ave 970 University Ave
Los Gatos, CA 9503 Los Gatos, CA 9503
40€-39¢-3737 (fax) 40€-39¢-3737 (fax)
Notices To Best Buy: With a copy to:
Best Buy Co., Inc Best Buy Co., Inc
Attn: Scott Younc Attn: General Counst
7075 Flying Cloud Drive 7075 Flying Cloud Drive
Eden Prairie, MN 5534 Eden Prairie, MN 5534
(952) 99:-7380 (fax)
22. AUDIT

22.1 Each party shall have the right to, upon [*] writteotice and at [*]times during regular businessrepaudit the other party to
assure compliance with the terms and conditiorteiefAgreement. If the audit reveals that a pastyat performing in [*]
compliance with the terms of this Agreement, theraddition to any other legal and equitable rigimsl remedies available, the
party not in compliance shall [*]the other for[flotwithstanding anything to the contrary hereir garties agree that they shall
not exercise their right of audit more often thighnor on a date any later than [*]following thertmination of this Agreemer

23. MISCELLANEOUS

23.1 Governing Law. This Agreement shall be governed, construedmtedpreted in accordance with the laws of théeStd New
York. The parties to this Agreement consent tojtiniediction of the state and federal courts lodateMinneapolis, Minnesoti

23.2 Amendments. This Agreement may not be modified except yriing referencing this Agreement and signed bthhaf the
parties heretc

23.3 Headings The headings contained herein are for the atiewee of reference only and are not of substarifext.

23.4 [*]Except as otherwise provided herein, this Agresishall not be [*]to [*]Best Buy and NetFlix. BeéBuy shall be[*]to [*]to
perform [*]covered hereby

23.5 Severability. If any provision herein shall be deemed or @exd unenforceable, invalid or void by a courtahpetent
jurisdiction, the same shall not impair any of ttker provisions contained herein which shall biemed in accordance with the
respective term:

23.6 Entire Agreement. This writing is intended by the parties asfihal and binding expression of their contract agdeement and
is a complete and exclusive statement of the ténereof and supersedes all prior negotiationsessprtations and agreements,
including, but not limited to, the [*] and the [%{ecuted by NetFlix on [¥]Jand by Best Buy on [*](hoof which are hereby
terminated)

23.7 Remedies; Waive No failure or delay by either party hereto xemise any right
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power or privilege provided hereunder or by apiiedaw shall operate as a waiver thereof; norlsiraf single or partial exercise
of any such right, power, or privilege preclude atiyer or future exercise thereof or the exercfsang other right, power or

privilege. The remedies provided herein shall bawaative and shall not be exclusive of any rightsemnedies provided by law or
equity.

23.8 Interpretation. This Agreement has been cooperatively and niytdeafted and shall not be construed or integxenore
strictly against either part

23.9 Construction. The words “herein,” “hereof,” hereunder,” “htrg and other words of similar import refer togigreement as a
whole, including the Schedules and Exhibits herasathe same may from time to time be amendedppismented, and not to
any particular section, subsection or clause coathin this Agreement. References herein to antiixidchedule, or Attachment
refer to the appropriate Exhibit, Schedule, or éttaent to this Agreement. The word “including” stevays be interpreted as
though immediately followed by the phrase “but lmited to.” Whenever necessary or proper herdia,dingular imports the
plural or vice versa, and masculine, feminine a@gter expressions are interchangeable. Unlessvatieeexplicitly stated

23.9.1 A reference in an Exhibit or Attachment to a Settiefers to the appropriate numbered Section wihih Exhibit or
Attachment ant

23.9.2 All other references to a Section refer to the appate numbered Section in the body of this Agreetn

23.10 No Third Party Beneficiarie: This Agreement and the rights and obligatioested under it shall be binding upon and inure
solely to the benefit of the parties hereto andf tlespective successors and permitted assignsa@théhg in this Agreement,

express or implied, is intended or should be caestito confer upon any other person any right, dsmer claim under or by
virtue of this Agreemen

23.11 Survival. The following provisions shall survive termiiuat of this Agreement, no matter how terminated:Saction 3.2 shall
survive for a period of [*] following the earlieff the Termination Date or Expiration Date; (b) $&ct3.4 shall survive for the[*],
but in no event longer than [*] after the earliétlee Termination Date or Expiration Date; (c) $auts$ 1, 6, 10, 15, 20, 21, and 22
shall survive termination of this Agreement foreaipd of [*] following the earlier of the Terminath Date or Expiration Date;
and (d) Sections 11, 12, and 13.1 and 13.2 shaliv&the termination of this Agreement[

23.12 [*].
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IN WITNESS WHEREOF , the parties hereto have executed this Agreenseot the Start Date.

BEST BUY CO., INC.

By: /sl __Michael London
Name: Michael London
Title: GVP GM

Date: &17-01

Best Buy Stores, L.P
By: BBC Property Co., its general parti

By: /sl __Joseph M. Joyce
Name: Joseph M. Joyce
Title: SVP

Date: &15-01

15

NETFLIX.COM, INC.
By: /sl __J. Mitchell Lowe

Name: J. Mitchell Lowe

Title: VP Strategic Alliances

Date: 8/21/01

BestBuy.com, Inc.

By: /sl __Scott Young

Name: Scott Young

Title: VP / GM Entertainment

Date: 8/15/01




EXHIBIT A
Co-branded Site
1. CO-BRANDED SITE

1.1. Unless otherwise mutually agreed, the look, femd] @0-branding elements of the Co-branded Sitd bratonsistent with
Attachment Al attached hereto and incorporatedimérereference

1.2. The Cc-branded Site shall be hosted by NetFlix

1.3. Domain to be www.netflix.com/bestbuy, www.netfligra/samgoody, www.netflix.com/mediaplay, www.netti@am/oncue,
www.netflix.com/suncoast, as applicak

1.4. The Cc-branded Site shall have Buy Buttons to the samenésind under the same terms as those for theikiStifé.

1.5. The Cc¢-branded Site shall have no [

1.6. The parties agree to cooperate to launch tf-branded Site in a phased approach as describezttins 5.1.1

1.7. Upon Best Bu's request, NetFlix agrees to [*]in good faith thdr providing Best Buy with its own [*]to be [*]i[*].
2. 1]

2.1. NetFlix shall maintain [*]and [¥Jand maintain [*Josuch[*]. NetFliy' [*]and[*], equipment, software, and telecommurticas
connections shall enable NetFlix to provide the-branded Site on and from such [*]within [*]hoursariy[*].

3. I

3.1. NetFlix shall operate and maintain the-branded Site in good working order with acces®[tjualified [*]of [*]and persons
specifically designated[*]

3.2. NetFlix shall undertake and perform all [*]to ensiit]of all [*]Subscriber Information [*Jon the C-branded Site or its host
servers, including, without limitation:[*

4. 1
4.1. All web pages within the (-branded Site shall be [*
4.1.1 The Cc-branded site may [*]that use [*]which may contirtie

4.1.2 The Co-branded site may [*]for users with [*]whiotay be designed[*]appropriate to a [*]as long ashdi]use of the Co-
branded Site, or [*

5. 1
5.1. Subscribers will be subject to [*]posted on |

5.2. Alink to each of the [*]shall be clearly and corm@musly posted on every web page within the Cowbea Site where [*]is
collected or requeste
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6. TERMS AND CONDITIONS

6.1. The terms and conditions governing Subscriber aed access and use of the Co-branded Site antddH]lse mutually agreed
upon by the partie:

7.1

7.1. In the event the Co-branded Site [*]that [*Jused&m Subscriber [*] the Co-branded Site, [*] fort@obranded Site shall [*]use
and Subscribers of [*]Jand [*

8. CO-BRANDED SITE [*]

8.1. NetFlix' [*] shall be such that the -branded Site is [*]at least[*
9. TECHNOLOGICAL [*]

9.1. NetFlix shall automatically incorporate technolaif‘jmade to the NetFlix Site into the -branded Site within a [*]day perio
10. CO-BRANDED SITE [*]

10.1 Subtract [*¥]from [*]

10.2 Divide the result of Section 10.1 by |

10.3 The result of Section 10.2 must be [*]to[
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EXHIBIT B
1.1. []
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EXHIBIT C

Best Buy’s Promotional Obligations

1. The parties acknowledge that this Exhibit C maybeended from time to time upon mutual agreemettteparties in order to adapt to
the marketplace and the success of certain magketforts or promotions

2. Pursuant to the promotion calendar attached haretdncorporated herein by reference as Attachi@énBest Buy shal

2.1.

2.2.
2.3.
2.4.
2.5.
2.6.
2.7.

2.8.

2.9.

2.10

Promote the Co-branded Site in the[*]. Actual pfaeat of any such advertising is in Best Buy’s [$lclietion, provided that Best
Buy shall use [*]to reach a total of [*]during thAerm.

Send [*lmarketing materials promoting the-branded Site via [*]

[*]or arrange for its designated agents to [*], ftio the [*] of all [*]that are shipped from [*}b the[*].
[*]via promotion of the C-branded Site on [*]in Best Buy brick and mortaiaikestores

[*]via promotion of the C-branded Site on all -store [*]in Best Buy brick and mortar retail stor
[*]via promotion of the C-branded Site on [*]of Best Buy brick and mortamiestores

[*]the Co-branded Site on the [*]of the www.bestbtgm homepage. Actual placement [*] shall be intBs/’'s[*], provided that
Best Buy shall use its [*]to achieve[’

[*]the Co-branded Site on the [*]web pages of thesBBuy Site. Actual placement [*] shall be in BBsty’s[*], provided that Bes
Buy shall use [*]to achieve[*]

[*] the Co-branded Site on [*]of the Best Buy Sifectual placement [*] shall be in Best Buy’'s[*],qarided that Best Buy shall use
its [*]to achieve[*].

[*] the Co-branded Site on Best Buy’s[*]. Actualggement [*] shall be in Best Buy’s[*], provided tHest Buy shall use its [*]to
achieve[*].

3. Best Buy shall use its [*]to place a co-brande@rhpromoting the Co-branded Site inside the [tités with total sales of at least [*]at
Best Buy over the [*]of this Agreemet

3.1.

3.2.
3.3.

In the event that logistical issues surrounding tharketing element prevent Best Buy from fulfdjithis obligation, NetFlix
understands and acknowledges that Best Buy wiib [prform this marketing effor

NetFlix also understands and acknowledges thahiceBest Buy [*]participate in this marketing effc

Best Buy shall use its [*]to place [*] promotingetiCc-branded Site on the[*
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EXHIBIT D
1.1. [*]
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ATTACHMENT Al
CO-BRANDING EXAMPLES, [*]
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ATTACHMENT C1
PROMOTION CALENDAR

[

22
Exhibit 99.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER AND CHIEFINANCIAL OFFICER
PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Reed Hastings, certify, pursuant to 18 U.S.QtiBa 1350, as adopted pursuant to Section 90BeoSarbanes-Oxley Act of 2002, that the
Quarterly Report of Netflix, Inc. on Form 10-Q five quarterly period ended June 30, 2002 fully deapvith the requirements of Section 13
(a) or 15(d) of the Securities Exchange Act of 1884 that information contained in such Quartedp®&t fairly presents in all material
respects the financial condition and results ofrafens of Netflix, Inc.

By: /s/ Reed Hastings

Name Reed Hasting
Title:  Chief Executive Office

I, Barry McCarthy, certify, pursuant to 18 U.S.@&c8on 1350, as adopted pursuant to Section 9@iecbarbanes-Oxley Act of 2002, that the
Quarterly Report of Netflix, Inc. on Form 10-Q fitve quarterly period ended June 30, 2002 fully daeapvith the requirements of Section 13
(&) or 15(d) of the Securities Exchange Act of 1884 that information contained in such Quarteyp®&t fairly presents in all material
respects the financial condition and results ofratiens of Netflix, Inc.

By: /sl Barry McCarthy

Name Barry McCarthy
Title:  Chief Financial Office
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