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Item 2.02 Results of Operations and Financial Contion.

On January 24, 2005, Netflix, Inc. announced iafficial results for the quarter and year ended bee 31, 2004. The press release,
which is attached hereto as Exhibit 99.1 and inaied herein by reference, discloses certain éimhmeasures that may be considered non-
GAAP financial measures. Generally, a non-GAAPIiitial measure is a numerical measure of a compagyfermance, financial position,
or cash flows that either excludes or includes am®that 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 floavuseful measure of liquidity because it exclutlesion-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 providedg®yating activities, or other financial
measures prepared in accordance with GAAP. TheG®AP information is presented using consistent mathogy from quarter-to-quarter
and year-to-year.

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

Item 9.01 Financial Statement and Exhibits.
(c) Exhibits
99.1 Press release dated January 24, 2005 byxX\étfi.
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99.1* Press release issued by Netflix, Inc. on Januarp@ds.

* This exhibit is intended to be furnished and shatibe deeme*“filed” for purposes of the Securities Exchange Act of 1

NETFLIN

Exhibit 99.1

FOR IMMEDIATE RELEASE IR CONTACT: Deborah Crawfori
Monday, January 24, 20( Director of Investor Relatior
408 31'-3712
PR CONTACT Shernaz Dave
408 31'-3723

Netflix Announces Q4 Results
2.6 million Subscribers, Churn of 4.4%,
Revenue of $144 million, GAAP Net Income of $4.8 tion

Los Gatos, Calif. — January 24, 2005 Netflix (Nasdaq: NFLX) today reported results floe fourth quarter and year ended December 31,
2004.

For the fourth quarter:
* Revenue increased 77 percent year over year to$iiBion

* GAAP netincome was $4.8 million representingl@ percent year over year increase. Net incomlearttS. was $7.8 million. The
U.K. net loss was $3.0 milliol

* Free cash flow was $5.4 million and GAAP net cagividled by operating activities was $32.5 milli
“2004 was a spectacular year for Netflix. We dekgestrong revenue and earnings. We grew to mare2t6 million subscribers, and we
achieved our lowest churn ever in the fourth quadespite intense competition,” said Reed Hastingsounder and CEO of NetflixWe do

online DVD rental better than anyone on the plaaeti we continue to enhance our service everydtyiamnovative features like Friends and
Profiles.”

“In 2005, you can expect us to maintain rapid stibec growth and our category leadership positidtgstings said.

Fourth Quarter and Fiscal Year 2004 Financial Highights

Revenudor the fourth quarter was a record $143.9 millicepresenting 77 percent year over year growth $8th2 million, and 2 percent
quarter over quarter growth from $141.6 millionvBeue growth slowed sequentially as a result oNbeember 1, 2004 price reduction.
Revenue for fiscal 2004 was $506.2 million, up &6cent from $272.2 million for fiscal 2003.

GAAP net incomdor the fourth quarter was $4.8 million, or $0.0& piluted share, compared to GAAP net income a3 $dllion, or $0.04
per diluted share, for the fourth quarter of 2008 &AAP net income of $18.9 million, or $0.29 péuted share, for the third quarter of
2004. GAAP net income included net income of $7ilion in the U.S. and a net loss of $3.0 milliar the U.K.



GAAP net income for fiscal 2004 was $20.8 million,$0.32 per diluted share, compared to GAAP redrime of $6.5 million, or $0.10 per
diluted share, for fiscal 2003. GAAP net incomduded net income of $25.4 million in the U.S. andedloss of $4.6 million for the U.K.

Non-GAAP net incomevas $9.2 million, or $0.14 per diluted share, far fourth quarter of 2004 compared to non-GAAPim&dme of $6.1
million, or $0.09 per diluted share for the fougiharter of 2003 and noBAAP net income of $22.6 million, or $0.35 per ¢id share, for th
third quarter of 2004. Non-GAAP net income includemh-GAAP net income of $12.2 million in the U.8dea non-GAAP net loss of $3.0
million for the U.K.

Non-GAAP net income was $37.4 million, or $0.58 pduidid share, for fiscal 2004 compared to non-GA&Pincome of $17.2 million, or
$0.27 per diluted share for fiscal 2003. Non-GAA®R income included non-GAAP net income of $42.0iarlin the U.S. and a non-GAAP
net loss of $4.6 million for the U.K. Non-GAAP riatome equals net income on a GAAP basis beforkdiased compensation expense.

Free cash flovifor the fourth quarter 2004 was $5.4 million, comguhto $9.2 million in the fourth quarter of 2008avas $14.1 million for
the third quarter of 2004. Free cash flow for fls2204 was $34.8 million or 6.9 percent of revenye 30 percent from $26.8 million in fiscal
2003.

Cash provided by operating activities for the fouguarter of 2004 was $32.5 million, compared tb.83nillion for the fourth quarter of 20t
and $49.3 million for the third quarter of 2004.sGgrovided by operating activities for fiscal 200ds $147.6 million, compared to $89.8
million for fiscal 2003.

SubscribersNetflix ended the fourth quarter 2004 with approatedy 2,610,000 total subscribers, representingeféent year over year
growth from 1,487,000 total subscribers at the @rithe fourth quarter of 2003. During the quartetfiik acquired 783,000 gross subscriber
additions, representing 76 percent year over yeawt) from 444,000 gross subscriber additions aeglin the fourth quarter of 2003 and 33
percent quarter over quarter growth from 590,0@3gsubscriber additions acquired in the third tgnaf 2004.

Of the 2,610,000 total subscribers at quarter 85gercent or 2,486,000 were paid subscribers oiter 5 percent, or 124,000, were free
subscribers. Paid subscribers represented 95 pericenial subscribers at the end of the fourthrtgraof 2003 and 96 percent of total
subscribers at the end of the third quarter of 2004

Household penetratian the San Francisco Bay Area rose to 9.0 percembaseholds at the end of the fourth quarter @42@p from 5.9
percent at the end of the fourth quarter of 20aBwmfrom 8.1 percent at the end of the third quraosf 2004. Household penetration in the
of the country reached 2.3 percent at the endeofdhrth quarter of 2004, up from 1.3 percent atehd of the fourth quarter of 2003 and up
from 1.9 percent at the end of the third quarte2@d4.

SAC for U.S. operationfor the fourth quarter was $35.61 per gross subscaddition compared to $32.89 for the same perf@D03 and
$36.97 for the third quarter of 2004. SAC for UoPerations for fiscal 2004 was $35.66 per grossaitier addition compared to $31.79 for
fiscal 2003.

Churn?for the fourth quarter of 2004 reached a record ddw.4 percent, compared to 4.8 percent for thetfoquarter of 2003 and 5.6
percent for the third quarter of 2004. Churn

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

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



includes free subscribers as well as paying suiisariwho elect not to renew their monthly subsiaipservice during the quarter.

Gross margirfor the fourth quarter was 45.5 percent comparetbt@ percent for the fourth quarter of 2003 and 4@rcent for the third
quarter of 2004.

Business Outlook

The Company’s performance expectations for thé diuarter of 2005 and the full year of 2005 aréodews:

First Quarter 2005
. Ending subscribers of 2.85 million to 3.05 million

. Revenue of $149 million to $154 million

. GAAP net loss of $16 million to $19 million

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

. Revenue of $700 million to $730 million
. GAAP net loss of $5 million to $15 million

Float and Trading Plans

The Company estimates the public float at approtetgat’5,543,522 shares as of December 31, 2004,pgrcent from 45,059,814 shares as
of September 30, 2004, based on registered shaleéénhstreet name with the Depository Trust anela@hg Corporation. No outstanding
shares are subject to a lock-up agreement of ard; Krom time to time executive officers of Netfinay elect to buy or sell stock in Netflix.
All open market sales are made pursuant to thestefriOb5-1 Trading Plans approved by the Compadyg&nerally adopted no less than
three months prior to the first date of sale ursigh plan.

Earnings Call

The Netflix earnings call will be webcast todayad0 p.m. Eastern Time / 2:00 p.m. Pacific Time] aray be accessed at http://
ir.netflix.com. Following the conclusion of the webcast, a remlathe call will be available via Netflix's websitt_http://ir.netflix.com For
those without access to the Internet, a replape@tall will be available from approximately 5:00mp Pacific Time on January 24, 2005
through January 31, 2005. To listen to a replaly(¢&9) 457-0820, access code 622676. The Compksayplans to include discussion of its
business outlook in the conference call.

Use of Non-GAAP Measures

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



About Netflix

Netflix (Nasdaq: NFLX) is the wor’s largest online movie rental service, providingrmthan two million subscribers access to ovedD,
DVD titles. For $17.99 a month, Netflix subscribezat as many DVDs as they want, and keep themrasds they want, with three movies
out at a time. There are no due dates, no latediegs10 shipping fees. DVDs are delivered for frgdirst-class mail from regional shipping
centers located throughout the United States. iXe&tdin reach more than 85 percent of its subs@itith generally one business-day
delivery. The company provides subscribers extenisiformation about DVD movies, including critiociiews, member reviews, online
trailers, ratings, and personalized movie recomragods. 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 inctonéhe first quarter and full year of 2005. Theward-looking statements in this release
are subject to risks and uncertainties that coaidse actual results and events to differ, includivihout limitation: impacts arising out of
competition, our ability to manage our growth, aricular managing our subscriber acquisition esstvell as the mix between revenue
sharing titles and titles not subject to revenwarisig that are delivered to our subscribers; oilitalo attract new subscribers and retain
existing subscribers; changes in pricing and aludiitg for advertising space; fluctuations in conser usage of our service, customer sper
on DVD players, DVDs and related products; dismupiin service on our website or with our computatams; deterioration of the U.S.
economy or conditions specific to online commencthe filmed entertainment industry; conditionsttegiect our delivery through the U.S.
Postal Service, including increases in first classtage; increases in the costs of acquiring D\ADd; widespread consumer adoption of
different modes of viewing in-home filmed entertaent. A detailed discussion of these and othesrsid uncertainties that could cause
actual results and events to differ materially fremeh forward-looking statements is included infiirgs with the Securities and Exchange
Commission, including our Annual Report on FormKL@led with the SEC on February 27, 2004. We utale no obligation to update
forward-looking statements to reflect events ocwinstances occurring after the date of this prelssise.



Netflix, Inc.

Consolidated Statements of Operations
(unaudited)

(in thousands, except per share data)

Three Months Ended Year Ended

December 31 September 3C December 31 December 31 December 31

2003 2004 2004 2003 2004
Revenues
Subscriptior $ 80,78 $ 140,41« $ 140,66« $ 270,41 $ 500,61:
Sales 40t 1,23( 3,22¢ 1,83 5,61
Total revenue 81,18¢ 141,64« 143,89: 272,24 506,22¢
Cost of revenues
Subscriptior 44,33 71,13( 76,22 147,73t 273,40:
Sales 13C 471 2,21¢ 624 3,057
Total cost of revenue 44,46¢ 71,601 78,44 148,36( 276,45¢
Gross profit 36,72: 70,04 65,45! 123,88: 229,77(
Operating expense
Fulfillment 9,34¢ 15,01 16,43: 31,27 56,60¢
Technology and developme 4,84( 6,32¢ 5,89( 17,88¢ 22,90¢
Marketing 14,60: 22,52t 29,08¢ 49,94¢ 98,78¢
General and administrati\ 2,56¢ 4,122 5,74¢ 9,58t 16,28
Stocl-based compensatic 3,83: 3,66( 4,35¢ 10,71¢ 16,58
Total operating expens 35,18¢ 51,64 61,51¢ 119,41: 211,17:
Operating incom: 1,53 18,39¢ 3,93 4,47 18,591
Other income (expense
Interest and other incon 782 57¢ 1,11¢ 2,451 2,592
Interest and other expen 44 (52 (57 (4179 (170
Net income before income tax 2,271 18,92¢ 4,99: 6,512 21,01¢
Provision for income taxe — — 181 — 181
Net income $ 2271 $ 1892 $ 481 $ 6512 $ 20,83¢
Net income per shar
Basic $ NOLSI 3€ % 0 3 A4 0% AC
Diluted $ 04 3% 2¢ % .08 $ AC 0% .32
Weighted average common shares outstani
Basic 50,15« 52,211 52,55 47,78¢ 51,98¢
Diluted 64,28: 64,44¢ 63,70: 62,88 64,71%
Reconciliation of Nor-GAAP Financial Measures
(Unaudited)
Non-GAAP net income reconciliation:
Net income $ 2271 $ 1892 $ 4812 $ 651 $ 20,83¢
Add back: — —
Stocl-based compensatic 3,83: 3,66( 4,35¢ 10,71¢ 16,581
Non-GAAP net income $ 6,100 $ 2258 $ 9,17C $ 17,23: $ 37,42t
Non-GAAP net income per share;
Basic $ Az 0% 42 $ A7 0 $ 3€ % 72

Diluted $ 0c 3 35 8 14 $ 271 % .58






Netflix, Inc.

Consolidated Balance Sheets

(unaudited)

(in thousands, except share and par value data)

Assets

Current asset:
Cash and cash equivalel
Shor-term investment
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
Capital lease obligations, less current por

Total liabilities

Stockholder' equity:

Common stock, $0.001 par value; 80,000,000 anddDE0)00 shares
authorized at December 31, 2003 and December 84, 28spectively;
50,849,370 and 52,732,025 issued and outstandidg@mber 31, 2003
and December 31, 2004, respectiv

Additional paic-in capital

Deferred stoc-based compensatic

Accumulated other comprehensive income (li

Accumulated defici

Total stockholder equity

Total liabilities and stockholde’ equity

As of

December 31

December 31

2003 2004

$ 89,89: $ 174,46
45,29 —
2,231 2,741

90= 4,69t

61¢ 4,69:
138,94 186,58¢
22,23¢ 42,15¢
2,94¢ 961
9,77: 18,72¢
1,272 1,60(

83€ 1,00(

$ 176,01.  $ 251,03
$ 3265¢ $ 49,77t
11,62t 13,13:
18,32¢ 31,93¢
41€ 68
63,01¢ 94,91(
241 60C

44 —
63,30« 95,51(
51 53
270,83 292,84
(5,487) (4,699
59€ (222)
(153,29)  (132,45Y
112,70¢ 155,52
$ 176,01.  $ 251,03(




Netflix, Inc.

Consolidated Statements of Cash Flows
(unaudited)

(in thousands)

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

Net cash provided by operating
activities

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

Net cash used in investing activiti

Cash flows from financing activities:
Proceeds from issuance of common si
Principal payments on notes payable and capitakle
obligations

Net cash provided by financing
activities

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

Cash and cash equivalents, end of pe

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

Non-GAAP free cash flow

Three Months Ended

Year Ended

December 31

September 3C

December 31

December 31

December 31

2003 2004 2004 2003 2004
$ 2271 $ 1892 $ 481 $ 651 $ 20,83
1,12¢ 1,56¢ 1,727 4,72 5,871
14,79( 20,45( 20,62¢ 43,12 80,34¢
75€ 452 454 3,14¢ 1,987
3,83- 3,66( 4,35¢ 10,71¢ 16,58"
— — 17¢€ — 17€
— — 13¢ — 13¢
— — — — 274
(275) (941) (1,180) (1,602 (2,912
19 11 11 102 44
(560) (3,475 (3,379 (290) (8,379
4,19t 5,11¢ 2,107 12,30: 17,12:
671 1,98¢ (2,709 2,52¢ 1,50€
4,55: 1,407 5,27¢ 8,581 13,61:
(22) 10¢ 112 (47) 35¢
31,35¢ 49,26¢ 32,53 89,79: 147,57
(582) — — (1,679 (586)
— — — — 45,01
(4,315) (4,165) (6,941) (8,872) (14,96%)
(18,717 (31,98¢) (23,33)) (55,62() (102,97}
40F 1,23( 3,22¢ 1,83: 5,617
427 (20€) (99) (339 (492)
(22,786 (35,127 (27,149 (64,677) (68,387)
2,26¢ 372 1,53¢ 6,29¢ 6,03t
(115) (100) (107) (1,339 (43€)
2,151 27¢ 1,431 4,96¢ 5,59¢
— (44) (17€) — (222)
10,72: 14,37( 6,641 30,08( 84,56
79,17 153,44: 167,81 59,81+ 89,89¢
$ 89,89 $ 167,81« $ 17446. $ 8989: $ 17446:
$ 31,35 $ 4926¢ $ 32,537 $ 89,79: $ 147,57
(4,315) (4,165) (6,941) (8,872 (14,96%)
(18,717 (31,98¢) (23,33)) (55,620) (102,97}
40E 1,23( 3,22¢ 1,83: 5,617
427 (20€) (99) (339 (492)
$ 9158 $ 141471 $ 539 $ 2679 $ 34,76«




Netflix, Inc.

Consolidated Other Data

(unaudited)

(in thousands, except percentages and subscriaiséon cost)

As of / Three Months Ended

As of / Year Ended

December 31 September 3C December 31 December 31 December 31
2003 2004 2004 2003 2004
Subscriber information:
Subscribers: beginning of peri 1,291 2,09:¢ 2,22¢ 857 1,48
Gross subscriber additions: during per 444 59C 783 1,571 2,71¢
Gross subscriber additions year-to-
year chang 41.(% 54.(% 76.2% 37.&% 72.%
Gross subscriber additions quarter
guarter sequential chan 15.% 1.2% 32.1%
Less subscriber cancellations : during
period (24¢) (454) (402) (941 (1,597
Subscribers: end of peric 1,487 2,22¢ 2,61( 1,48 2,61(
Subscribers ye-to-year chang: 73.5% 72.1% 75.5% 73.5% 75.5%
Subscribers quarter-to-quarter sequentiz
change 15.2% 6.5% 17.1%
Free subscribers: end of peri 71 94 124 71 124
Free subscribers as percentage of endir
subscriber: 4.8% 4.2% 4.8% 4.8% 4.8%
Paid subscribers: end of peri 1,41¢ 2,13t 2,48¢ 1,41€ 2,48¢
Paid subscribers ye-to-year chang: 77.% 71.%% 75.€% 77.% 75.€%
Paid subscribers quarter-to-quarter
sequential chang 14.(% 5.5% 16.4%
Churn 4.8% 5.6% 4.4%
Subscriber acquisition co- Consolidatec $ 32.8¢ $  38.1¢ $ 37.1¢ $ 31.7¢ $ 36.3i
Subscriber acquisition co- U.S. $ 32.8¢ $  36.9i $ 35.61 $ 31.7¢ $ 35.6¢
Margins:
Gross margir 45.2% 49.5% 45.5% 45.5% 45.4%
Operating margil 1.9% 13.(% 2.7% 1.€% 3.7%
Net margin 2.8% 13.4% 3.2% 2.4% 4.1%
Expenses as percentage of revenue
Fulfillment 11.5% 10.6% 11.4% 11.5% 11.2%
Technology and developme 6.C% 4.5% 4.1% 6.€% 4.5%
Marketing 18.(% 15.€% 20.2% 18.2% 19.5%
General and administratiy 3.2% 2.9% 4.C% 3.5% 3.2%
Operating expenses before stock-
based compensatic 38.% 33.%% 39.71% 39.9% 38.4%
Stocl-based compensatic 4.7% 2.6% 3.C% 3.£% 3.2%
Total operating expens 43.%% 36.5% 42. 1% 43.8% 41.7%
Year-to-year change:
Total revenue 79.% 96.2% 77.2% 78.2% 85.%
Fulfillment 71.€% 80.4% 75.8% 61.5% 81.(%
Technology and developme 22.2% 33.5% 21.1% 22.2% 28.1%
Marketing 39.2% 84.% 99.2% 39.6% 97.8%
General and administratiy 33.6% 53.% 124.(% 42.2% 69.€%
Operating expenses before stock-
based compensatic 43.1% 71.% 82.2% 42.1% 79.(%
Stocl-based compensatic 41.(% 31.&% 13.7% 21.4% 54.1%
Total operating expens 43.2% 68.2% 74.8% 39.¢% 76.8%
End of Filing
Powerad By I'.H{..-H_{mm

© 2005 | EDGAR Online, Inc.



