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Item 2.02 Results of Operations and Financial Contion.

On October 19, 2005, Netflix, Inc. announced itsaficial results for the quarter ended Septembe2@IE. The press release,
which is attached hereto as Exhibit 99.1 and inaied herein by reference, discloses certain fimhmeasures that may be considered non-
GAAP financial measures. Generally, a non-GAAPriitial measure is a numerical measure of a compaeyfsrmance, financial position,
or cash flows that either excludes or includes amthat are not normally excluded or includecdhim most directly comparable measure
calculated and presented in accordance with gépa@depted accounting principles in the Unitede&aManagement believes that non-
GAAP net income is a useful measure of operatinfppmance because it excludes the non-cash imgatbok option accounting. In
addition, management believes that free cash floaviseful measure of liquidity because it excluleshon-operational cash flows from
purchases and sales of short-term investmentsasidftows from financing activities. However, thessm-GAAP measures should be
considered in addition to, not as a substitutedoguperior to net income and net cash providedp®yating activities, or other financial
measures prepared in accordance with GAAP. TheG®WAP information is presented using consistent méttogy from quarter-to-quarter
and year-to-year.

The information in this report shall not be treasesdfiled” for purposes of Section 18 of the Séies Exchange Act of 1934, nor
shall it be deemed incorporated by reference inyoragistration statement or other document pursigetine Securities Act of 1933 or the
Securities Exchange Act of 1934, except as exprasated by specific reference in such filing.

Item 9.01 Financial Statement and Exhibits.
(c) Exhibits
99.1 Press release dated October 19, 2005 by Netflex,
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Pursuant to the requirements of the Securities &xgl Act of 1934, the registrant has duly causisdréport to be signed on its behalf by the
undersigned hereunto duly authorized.
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99.1* Press release issued by Netflix, Inc. on OctobeP@05.
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Exhibit 99.1

NETENY

FOR IMMEDIATE RELEASE IR CONTACT: Deborah Crawfort
Wednesday, October 19, 20 Director of Investor Relatior
408 31-3712

PR CONTACT Ken Ross
VP, Corporate Communicatiol
408 31-3931
Netflix Announces Q3 2005 Financial Results

Subscribers- 3.6 million
Churn - 4.3%
GAAP Net Income - $6.9 million
Non-GAAP Net Income Before Net Settlement Expense$13.4 million

Los Gatos, Calif. — October 19, 2005 Netflix (Nasdaq: NFLX) today reported results floe third quarter ended September 30, 2005.
For the third quarter:

¢ Revenue was $174.3 million.

* GAAP net income was $6.9 million. Before net setidat expense, net income was $10.1 million.

* Non-GAAP net income was $10.2 million. Non-GAAP netame before net settlement expense was $13.4 millio

e Subscribers increased 61 percent year-over-yeab2 million.

» Churn declined to a record low of 4.3 percent.

“The third quarter provided a good view of the powrd potential of the Netflix model, coupling stgosubscriber growth with the cost
benefits of our increasing scale,” said Reed Hgstihletflix co-founder and chief executive offic&ombining the best customer experience
with the lowest costs is a powerful formula for segs, and we expect that formula to deliver inénghsimpressive results in the balance of
2005 and in 2006.”

Third-Quarter 2005 Financial Highlights
Revenudor the third quarter of 2005 was a record $174ilBan, representing 23 percent year-over-year ghoftom $141.6 million for the
third quarter of 2004, and 6 percent quarter-owergr growth from $164.5 million for the secondager of 2005.

GAAP net incomdor the third quarter of 2005 was $6.9 million, .11 per diluted share, compared to GAAP net irecofr$18.9 million,
or $0.29 per diluted share, for the third quarfe2@04 and GAAP net income of $5.7 million, or $8er diluted share, for the second quz
of 2005. Management had guided to GAAP net incofi#d million to $5.3 million




GAAP net income included the impact of a net setdet expense in the quarter related to a previarsiypunced lawsuit settlement of $3.2
million. The settlement remains subject to cougrapal. Excluding the net settlement expense,m@ime was $10.1 million, or $0.15 per
diluted share. Management had guided to net incamkiding the net settlement expense of $6.5 mill@$8.3 million.

Non-GAAP net incomevas $10.2 million, or $0.16 per diluted share,tf@ third quarter of 2005, compared to non-GAAPinedme of
$22.6 million, or $0.35 per diluted share, for thied quarter of 2004 and non-GAAP net income ofl$8illion, or $0.14 per diluted share,
for the second quarter of 2005. Non-GAAP net incageals net income on a GAAP basis before stockébasmpensation expense.
Excluding the net settlement expense in the questated to a previously announced lawsuit setttgnmen-GAAP net income was $13.4
million, or $0.20 per diluted share.

Gross margirfor the third quarter of 2005 was 43.2 percent carag to 49.5 percent for the third quarter of 280d 39.0 percent for the
second quarter of 2005.

Free cash flovifor the third quarter of 2005 was $7.5 million, quemed to $14.1 million in the third quarter of 20070 $1.8 million for the
second quarter of 2005.

Cash provided by operating activities for the thgraarter of 2005 was $33.3 million, compared to.$48illion for the third quarter of 2004
and $36.5 million for the second quarter of 2005.

Subscriber acquisition co3for the third quarter of 2005 was $35.69 per gmgsscriber addition, compared to $3638 the same period of
2004 and $37.25 for the second quarter of 2005.

Churn“for the third quarter of 2005 was 4.3 percent, carag to 5.6 percent for the third quarter of 200d 4.7 percent for the second
quarter of 2005. Churn includes free subscribemsedkas paying subscribers who elect not to retteir monthly subscription service during
the quarter.

SubscribersNetflix ended the third quarter of 2005 with apgroately 3,592,000 total subscribers, representhgdcent year-over-year
growth from 2,229,000 total subscribers at the @frthe third quarter of 2004 and 12 percent sedalkegitowth from 3,196,000 subscribers at
the end of the second quarter of 2005. Net sub=catditions in the quarter were 396,000, comptrdd6,000 for the same period of 2004
and 178,000 for the second quarter of 2005.

During the quarter Netflix acquired 921,000 gragissriber additions, representing 56 percent ygar-gear growth from 590,000 gross
subscriber additions acquired in the third quasfe2004 and 30 percent quarter-over-quarter grdwatim 707,000 gross subscriber additions
acquired in the second quarter of 2005.

Of the 3,592,000 total subscribers at quarter 88dgyercent, or 3,423,000, were paid subscribers.other 5 percent, or 169,000, were free
subscribers. Paid subscribers represented 96 pearfcertal subscribers at the end of the third tpranf 2004 and 97 percent of total
subscribers at the end of the second quarter 8.200

1 Free cash flow is defined as cash provided by dipgractivities less cash used in investing adgésgiexcluding purchases and sales of
shor-term investments

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

3 SAC in the third quarter of 2004 excludes costeaased with international operations. Consolida8&dC was $38.18 for the third
quarter of 2004

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



Business Outlook

The Company’s performance expectations for thetlfioguarter of 2005 and the full year of 2006 aréodews:
Revised Fourtr-Quarter 2005

* Ending subscribers of 4.0 million to 4.2 milliorofn 3.85 million to 4.05 million

* Revenue of $191 million to $196 million from $187lan to $193 million
e GAAP net income of $4.0 million to $7.5 million fro$1.0 million to $6.0 million

Full-Year 2006
» Ending subscribers of at least 5.65 million

* Revenue of at least $940 million
*  Pretax income of $50 million to $60 millién

Float and Trading Plans

The Company estimates the public float at approteinat6,874,645 shares as of September 30, 2005 papcent from 46,279,628 shares as
of June 30, 2005, based on registered sharesrnsteiet name with the Depository Trust and Clea@orporation. No outstanding shares are
subject to a lock-up agreement of any kind. Fraometto time executive officers of Netflix may eléctbuy or sell stock in Netflix. All open
market sales are made pursuant to the terms of10b&ding Plans approved by the Company and giyedopted no less than three
months prior to the first date of sale under suanp

Earnings Call

The Netflix earnings call will be webcast today6a20 p.m. Eastern Time / 3:00 p.m. Pacific Time] aray be accessed at
http://ir.netflix.com. Following the conclusion of the webcast, a reathe call will be available via Netflix's websitt
http://ir.netflix.com. For those without access to the Internet, a yeplahe call will be available from approximateéy00 p.m. Pacific Time
on October 19, 2005 through October 25, 2005. dterii to a replay, call (719) 457-0820, access ddd&528.

Use of Non-GAAP Measures

Management believes that non-GAAP net income isedull measure of operating performance becauselit@es the non-cash impact of
stock option accounting, and, where specified, et the net settlement expense related to a pidyiannounced lawsuit settlement. In
addition, management believes that free cash floaviseful measure of liquidity because it excluleshon-operational cash flows from
purchases and sales of short-term investmentsasidftows from financing activities. However, thessm-GAAP measures should be
considered in addition to, not as a substitutedosuperior to net income and net cash providedd®rating activities, or other financial
measures prepared in accordance with GAAP. A raliatien to the GAAP equivalents of these non-GAARasures is contained in tabular
form on the attached unaudited financial statements

About Netflix

Netflix (Nasdaq: NFLX) is the wor’s largest online movie rental service, providingrmthan three million subscribers access to c9d®
DVD titles. Under the company’s most popular progréor $17.99 a month, Netflix subscribers rentresyy DVDs as they want and keep
them as long as they want, with three movies oattahe. There are no due dates, no late fees astipping fees. DVDs are

5 Pretax income is defined as income before incomestas shown on the Company’s Statement of Opasatwhich line item includes
stock based compensation expel



delivered for free by the USPS from regional shigptenters located throughout the United StatefliNean reach more than 90 percent of
its subscribers with generally one business-daiy@sl. Netflix offers personalized movie recommetinias to its members and has more than
1 billion movie ratings. Netflix also allows membkén share and recommend movies to one anotherghiits Friends' feature. For more
information, visit www.netflix.com

Forward-Looking Statements

This press release contains certain forwlanking statements within the meaning of the febleeaurities laws, including statements regar
our subscriber growth, revenue and GAAP net inctoméhe fourth quarter of 2005 as well as subsergyewth, revenue and pre-tax income
for the full-year 2006. The forward-looking staterteein this release are subject to risks and uaiceies that could cause actual results and
events to differ, including, without limitation: jpacts arising out of competition, our ability tomage our growth, in particular, managing our
subscriber acquisition cost as well as the mix ketwrevenue sharing titles and titles not subgeottenue sharing that are delivered to our
subscribers; our ability to attract new subscrilzard retain existing subscribers; changes in gricwvailability and effectiveness of our
advertising; fluctuations in consumer usage ofsmivice, customer spending on DVD players, DVDsrafated products; disruption in
service on our website or with our computer systetaterioration of the U.S. economy or conditiopsdfic to online commerce or the
filmed entertainment industry; conditions that effeur delivery through the U.S. Postal Serviceluding regulatory changes and increast
first class postage; increases in the costs ofianguDVDs; and, widespread consumer adoption &édént modes of viewing ilmome filmec
entertainment. A detailed discussion of these dhdraisks and uncertainties that could cause aotsalts and events to differ materially
from such forwardeoking statements is included in our filings witte Securities and Exchange Commission, includimgfmnual Report o
Form 10-K filed with the Securities and Exchangen@ussion on March 15, 2005. We undertake no ohbgab update forward-looking
statements to reflect events or circumstances doguafter the date of this press rele:



Netflix, Inc.

Consolidated Statements of Operations
(unaudited)

(in thousands, except per share data)

Three Months Ended Nine Months Ended
September 3C September 3C September 3C September 3C
June 30,
2004 2005 2005 2004 2005
Revenues
Subscriptior $ 140,41 $164,02° $ 172,74( $ 359,94° $ 489,21
Sales 1,23( 47C 1,57 2,38¢ 3,741
Total revenue 141,64 164,49° 174,31 362,33! 492,95:
Cost of revenues
Subscriptior 71,13( 99,957 97,87¢ 197,17¢ 291,82:
Sales 471 354 1,18¢ 83¢ 2,54;
Total cost of revenue 71,60 100,31: 99,06° 198,01¢ 294,36
Gross profit 70,04: 64,18¢ 75,25( 164,31¢ 198,59:
Operating expense

Fulfillment 15,01: 17,56( 17,54« 40,17¢ 51,79¢

Technology and developme 6,32¢ 7,51: 8,00¢ 17,01¢ 22,67¢

Marketing 22,52t 26,33¢ 32,861 69,69t 95,00¢

General and administratiy 4,12: 4,89¢ 8,02( 10,53¢ 17,92t

Stocl-based compensatic 3,66( 3,42: 3,29: 12,22¢ 10,99¢

Total operating expens 51,64: 59,73: 69,73( 149,65« 198,40(
Operating incom: 18,39¢ 4,45¢ 5,52( 14,66¢ 191
Other income (expense

Interest and other incon 57¢ 1,24¢ 1,491 1,47¢ 3,78¢

Interest and other expen (52 ©)] (13 (113 (59)
Income before income tax 18,92t 5,697 6,99¢ 16,02¢ 3,92¢
Provision for income taxe — 13 52 — 10¢
Net income $ 18,92 $ 568 % 6,94¢ $ 16,02¢ 3 3,81¢
Net income per shar

Basic $ .3€ $ A1 $ 13 $ .31 $ .07

Diluted $ .2¢ $ .0¢ $ 11 $ .25 $ .0€
Weighted average common shares outstani

Basic 52,21 53,19( 53,69: 51,79¢ 53,237

Diluted 64,44¢ 64,59 66,01: 64,79 64,92¢
Reconciliation of Nor-GAAP Financial Measures
(Unaudited)

Non-GAAP net income reconciliation:
Net income $ 18,92 $ 5,68¢ $ 6,94¢ $ 16,02¢ $ 3,81¢
Add back:

Stocl-based compensatic 3,66( 3,42: 3,29¢ 12,22¢ 10,99¢
Non-GAAP net income $ 22,58 $ 9,100 $ 10,23¢ $ 28258 $ 14,81
Non-GAAP net income per share;

Basic $ A3 $ A7 08 A¢ 08 55 % .28

Diluted $ .3E $ .14 $ 1€ $ 44 $ .23
Weighted average common shares outstani

Basic 52,21 53,19( 53,69: 51,79¢ 53,237

Diluted 64,44¢ 64,59: 66,01: 64,797 64,92¢



Netflix, Inc.

Consolidated Balance Sheets

(unaudited)

(in thousands, except share and par value data)

Assets

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

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

Total asset

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

Total current liabilities
Deferred ren

Total liabilities

Stockholder' equity:

Common stock, $0.001 par value; 160,000,000 star®rized at December 31, 2004 and September 30,
2005; 52,732,025 and 53,961,946 issued and outataatiDecember 31, 2004 and September 30,
2005, respectivel

Additional paic-in capital

Deferred stoc-based compensatic
Accumulated other comprehensive |
Accumulated defici

Total stockholder equity

Total liabilities and stockholde’ equity

As of

December 31 September 3C

2004 2005
$ 174,46: $ 181,88t
2,741 2,91¢
4,69¢ 3,71(
5,44¢ 3,40¢
187,34t 191,91¢
42,15¢ 52,73¢
961 46¢
18,72¢ 30,41t
1,60( 1,56¢
1,00 1,19
$ 251,79: $ 278,30:
$ 49,77 $ 43,95:
13,13 20,40«
31,93¢ 34,40(
68 —
94,91( 98,75t
60C 87t
95,51( 99,63(
53 54
292,84: 308,12:
(4,697) (1,40))
(222) (222)
(131,69 (127,88:)
156,28 178,67:
$ 251,79 $ 278,30:




Netflix, Inc.

Consolidated Statements of Cash Flows
(unaudited)

(in thousands)

Three Months Ended Nine Months Ended
September 3C September 3C September 3C September 3C
June 30,
2004 2005 2005 2004 2005

Cash flows from operating activities:
Net income $ 1892 $ 568 $ 694 $ 16,02¢ $  3,81¢
Adjustments to reconcile net income to net caskigea
by operating activities

Depreciation of property and equipmi 1,56¢ 2,15¢ 2,42¢ 4,14 6,51¢
Amortization of DVD library 20,45( 25,55: 24,47 59,71¢ 72,03t
Amortization of intangible asse 452 38C 13¢ 1,53: 973
Stocl-based compensation expel 3,66( 3,42 3,29¢ 12,22¢ 10,99¢
Stock option income tax benef — — 12 — 12
Loss on disposal of sh-term investment — — — 274 —
Gain on disposal of DVD (941 (20¢) (819 (1,732 (2,156
Non-cash interest expen 11 — 33 11
Changes in operating assets and liabilit —
Prepaid expenses and other current a: (3,479 (3,219 1,401 (5,000 2,85:
Accounts payabl 5,11¢ 3,57¢ (12,26() 15,01« (5,829
Accrued expense 1,98¢ (1,979 6,70z 4,21°F 7,27:
Deferred revenu 1,40 1,034 90z 8,33¢ 2,464
Deferred ren 10¢ 92 90 24¢€ 27¢
Net cash provided by operating activit 49,26¢ 36,49 33,30¢ 115,03« 99,24t
Cash flows from investing activitie
Purchases of shterm investment — — — (58€) —
Proceeds from sale of sh-term investment — — — 45,01: —
Purchases of property and equipm (4,165 (5,93)) (5,429 (8,027 (18,205
Acquisition of intangible ass: — — (487) — (487)
Acquisitions of DVD library (31,98¢) (29,219 (21,939 (79,639 (84,197
Proceeds from sale of DVL 1,23( 47C 1,57 2,38¢ 3,741
Deposits and other assi (20€) 22 (10 (399 (165)
Net cash used in investing activiti (35,127 (34,657 (26,28 (41,239 (99,307
Cash flows from financing activities:
Proceeds from issuance of common si 372 3,31 3,88¢ 4,497 7,56¢
Principal payments on notes payable and capitaklea
obligations (200 — — (329 (79
Net cash provided by financing activiti 273 3,31 3,88¢ 4,16¢ 7,481
Effect of exchange rate changes on cash and casbaénts 449 — — (44) —
Net increase in cash and cash equival 14,37( 5,15( 10,91« 77,92( 7,42t
Cash and cash equivalents, beginning of pe 153,44 165,82: 170,97. 89,89 174,46:
Cash and cash equivalents, end of pe $ 167,81 $17097. $ 18188t $ 167,81: $ 181,88t
Non-GAAP free cash flow reconciliation:
Net cash provided by operating activit $ 49,26¢ $36,49: $ 33,30¢ $ 11503: $ 99,24t
Purchases of property and equipm (4,165 (5,93)) (5,429 (8,027 (18,205
Acquisitions of DVD library (31,98¢) (29,219 (21,939 (79,639 (84,19
Proceeds from sale of DVL 1,23( 47C 1,57 2,38¢ 3,741
Deposits and other assi (20€) 22 (10 (399 (165)

Non-GAAP free cash flow $ 14,14 $ 1,837 $ 7,507 $ 29,36¢ $ 41¢




Netflix, Inc.

Consolidated Other data

(unaudited)

(in thousands, except percentages and subscrifaiséon cost)

Subscriber information:

Subscribers: beginning of peri

Gross subscribers additions: during pel

Gross subscriber additions y-to-year chang:
Gross subscriber additions quarter-to-quarter sgle
change

Less subscriber cancellations : during pe

Subscribers: end of peric

Subscribers ye-to-year chang:

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

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

Paid subscribers ye-to-year chang:

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

Gross margir

Operating margil

Net margin
Expenses as percentage of revenue

Fulfillment

Technology and developme

Marketing

General and administratiy

Operating expenses before st-based compensatic
Stocl-based compensatic

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

As of / Three Months Ended

June 30
Sept 30 Sept 30
2004 2005 2005
2,09¢ 3,01¢ 3,19¢
59C 707 921
54.(% 21.2% 56.1%
1.2% (25.2%) 30.%%
(454) (529) (525)
2,22¢ 3,19¢ 3,592
72.1% 52.1% 61.1%
6.5% 5.% 12.2%
94 87 16¢
4.2% 2.7% 4.7%
2,13t 3,10¢ 3,42:
71.% 53.t% 60.2%
5.5% 7.7% 10.1%
5.€% 4.7% 4.2%
$38.1¢ $37.2¢ $35.6¢
$36.97 $37.2¢ $35.6¢
49.5% 39.(% 43.2%
13.(% 2.7% 3.2%
13.4% 3.5% 4.C%
10.6% 10.7% 10.1%
4.5% 4.€% 4.€%
15.% 16.(% 18.9%
2.5% 3.(% 4.€%
33.% 34.2% 38.2%
2.6% 2.(% 1.8%
36.5% 36.2% 40.(%
96.2% 36.7% 23.1%
80.2% 22.2% 16.€%
33.5% 32.% 26.6%
84.% 28.6% 45.%
53.% 49.2% 94.¢%
71.% 28.€% 38.5%
31.6% (17.29% (10.0%
68.2% 24.1% 35.(%

As of / Nine Months Ended

Sept 30, Sept 30,
2004 2005
1,487 2,61(
1,93: 2,57¢
71.5% 33.1%
(1,197 (1,597)
2,22¢ 3,592
72. 1% 61.1%
94 16¢
4.2% 4.7%
2,13¢ 3,427
71.% 60.2%
$ 36.0¢ $ 36.9-
$ 35.6¢ $ 36.9-
45.8% 40.2%
4.C% 0.1%
4.4% 0.8%
11.1% 10.5%
4.7% 4.€%
19.2% 19.2%
2.5% 3.€%
37.% 38.(%
3.4% 2.2%
41.2% 40.2%
89.% 36.(%
83.2% 28.€%
30.5% 33.2%
97.2% 36.2%
50.1% 70.1%
77.1% 36.%%
77.€% (10.1)%
77.1% 32.6%



