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Revenues
Subscriptior
Sales

Total revenue
Cost of revenues
Subscriptior
Sales

Total cost of revenue
Gross profi

Operating expense
Fulfillment *

Technology and developmen

Marketing *
General and administrative
Stoclk-based compensation

Total operating expens:
Operating incom
Other income (expense
Interest and other incon
Interest and other expen

Net income

Net income per shar
Basic

Diluted

Netflix, Inc.
Consolidated Statements of Operations
(unaudited)
(in thousands, except per share data)

Three Months Ended

Nine Months Ended

Weighted average common shares outstant

Basic

Diluted

* Amortization of stoc-based compensation not included in expense lingsi

Fulfillment

Technology and developme
Marketing

General and administrati\

September 3C September 3C September 3C September 3C
2003 2004 2003 2004

$ 71,27¢ $ 140,41 $ 189,63( $ 359,94°

924 1,23( 1,42¢ 2,38¢

72,20 141,64« 191,05¢ 362,33!

38,32¢ 71,13( 103,40: 197,17¢

32z 471 494 83¢

38,64¢ 71,60 103,89¢ 198,01¢

33,55¢ 70,04: 87,16: 164,31¢

8,32 15,01z 21,92¢ 40,17¢

4,73¢ 6,32¢ 13,04« 17,01¢

12,18 22,52t 35,34, 69,69¢

2,67¢ 4,12 7,01¢ 10,53¢

2,771 3,66( 6,881 12,22¢

30,69¢ 51,64t 84,22: 149,65¢

2,85¢ 18,39¢ 2,93¢ 14,66°¢

534 57¢ 1,67¢ 1,47¢

(87) (52) (379) (113)

$ 3,30: $ 18,92¢ $ 4,241 $ 16,02¢

$ 07 $ .3€ $ .0¢ $ .31

$ 0 $ 2¢ 8 07 $ 25

48,17: 52,21 46,99( 51,79¢

62,92( 64,44¢ 61,36¢ 64,79’

$ 34¢ $ 317 $ 88¢ $ 1,29:

1,11( 1,672 2,59¢ 5,16/

39t 51€ 1,092 1,662

924 1,15¢ 2,30¢ 4,11(

$ 2,77 $ 3,66( $ 6,88 $ 12,22¢

See accompanying notes to consolidated financitdstents.
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Assets

Current assett
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

Netflix, Inc.
Consolidated Balance Sheets
(unaudited)
(in thousands, except share and par value data)

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 anddDB0)00 shares authorized at December 31
2003 and September 30, 2004, respectively; 50,889%8d 52,303,438 issued and outstanding

December 31, 2003 and September 30, 2004, reselst

Additional paic-in capital
Deferred stoc-based compensatic

Accumulated other comprehensive income (i

Accumulated defici

Total stockholder equity

Total liabilities and stockholde’ equity

See accompanying notes to consolidated financitdstents.
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As of
December 31 September 3C
2003 2004

$ 89,89/ $ 167,81
45,291 —
2,231 3,644
90t 3,771

61¢ 1,33¢
138,94¢ 176,56¢
22,23¢ 41,50
2,94¢ 1,41%
9,772 13,64¢
1,272 1,53¢
83¢€ 962

$ 176,01 $ 235,63
$ 32,65¢ $ 47,66¢
11,62¢ 15,84(
18,32 26,65¢
41¢€ 164
63,01¢ 90,33(
241 487

44 —
63,30« 90,81
51 52
270,83t 285,18:
(5,482) (3,109
59€ (44)
(153,29)) (137,26
112,70¢ 144,82(
$ 176,01 $ 235,63
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Netflix, Inc.
Consolidated Statements of Cash Flows
(unaudited)
(in thousands)

Three Months Ended

Nine Months Ended

September 3C September 3C September 3C September 3C
2003 2004 2003 2004
Cash flows from operating activities:
Net income $ 3,30¢ $ 18,92t $ 4,241 $ 16,02¢
Adjustments to reconcile net income to net caskigdea by
operating activities
Depreciation of property and equipm 1,11¢ 1,56¢ 3,591 4,14¢
Amortization of DVD library 12,32: 20,45( 28,33t 59,71¢
Amortization of intangible asse 773 452 2,39( 1,53¢
Stoclk-based compensation expel 2,771 3,66( 6,88 12,22¢
Loss on disposal of sh-term investment — — — 274
Gain on disposal of DVD (86€) (947) (2,329 (1,732
Noncash interest expen 16 11 84 33
Changes in operating assets and liabilit
Prepaid expenses and other current a: 65 (3,47¢) 27C (5,000
Accounts payabl 45C 5,11¢ 8,10¢ 15,01«
Accrued expense 66C 1,98¢ 1,852 4,21
Deferred revenu 1,37 1,407 4,02¢ 8,33¢
Deferred ren (8 10¢ (25) 24¢
Net cash provided by operating activit 21,98¢ 49,26¢ 58,43: 115,03
Cash flows from investing activities:
Purchases of shi-term investment (359 — (1,099 (586€)
Proceeds from sale of sh-term investment — — — 45,013
Purchases of property and equipm (1,596 (4,165 (4,557) (8,027
Acquisitions of DVD library (13,46") (31,98¢) (36,909 (79,639
Proceeds from sale of DVL 924 1,23( 1,42¢ 2,38¢
Deposits and other assi 11 (20€) (762) (399
Net cash used in investing activiti (214,489 (35,12) (41,89) (41,239
Cash flows from financing activities:
Proceeds from issuance of common si 98¢ 37¢ 4,03: 4,497
Principal payments on notes payable and capitatlealigation: (551) (100) (1,219 (329)
Net cash provided by financing activiti 437 273 2,81¢ 4,16¢
Effect of exchange rate changes on cash and casraénts — (44) — (44)
Net increase in cash and cash equival 7,941 14,37( 19,35¢ 77,92(
Cash and cash equivalents, beginning of pe 71,22¢ 153,44 59,81« 89,89«
Cash and cash equivalents, end of pe $ 79,17( $ 167,81 $ 79,17( $ 167,81

See accompanying notes to consolidated financitdsents.
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Netflix, Inc.
Notes to Consolidated Financial Statements
(in thousands, except shares, per share data andrpentages)

Description of Business

Netflix, Inc. (the “Company” or “we”) was incorpded on August 29, 1997 and began operations o Mpri1998. The Company is an
online movie rental subscription service, providsujpscribers with access to a comprehensive litotifles. For a monthly subscription fee
under the standard plan, subscribers can rent ag digital video discs (“DVDs") as they want, withree movies out at a time, and keep them
for as long as they like. There are no due datdsnarlate fees. DVDs are delivered directly toshbescriber’'s address by first-class mail from
distribution centers throughout the United Statésee Company also provides background informatiothenCompany’s Web site
( www.netflix.com) on DVD releases, including critic reviews, membmrews, online trailers, ratings and personalizexvie
recommendations.

Basis of Presentation

The accompanying interim consolidated financialesteents are unaudited and, in the opinion of mamagg include all adjustment
consisting of normal and recurring items, necesgarg fair presentation of the balance sheetsiytesf operations and cash flows for the
periods presented. These consolidated financitdratnts should be read in conjunction with the teddinancial statements and related notes
included in the Company’s 2003 annual report omF00-K filed with the Securities and Exchange Cossitin on February 27, 2004.
Operating results for the three and nine monthg@i@kptember 30, 2004 may not be indicative oféutperating results.

Principles of Consolidation

The consolidated financial statements include to®ants of the Company and its whi-owned subsidiary. Intercompany balances
transactions have been eliminated.
Reclassifications

Certain reclassifications have been made to peoiod balances in order to conform to the curremiqe’s presentatior

Stock Split

On January 16, 2004, the Company’s Board of Dirscapproved a two-for-one stock split in the forfastock dividend on all
outstanding shares of the Company’s common stosla fesult of the stock split, the Company’s stotdérs received one additional share for
each share of common stock held on the recordaddtebruary 2, 2004. The additional shares of comstock were distributed on February
11, 2004. All common share and per-share amourntgimccompanying interim financial statementsratated notes have been retroactively
adjusted to reflect the stock split for all periguiesented.

Use of Estimates

The preparation of financial statements in conftymiith accounting principles generally accepteth@ United States of America
requires management to make estimates and assusfiit affect the reported amounts of assetsiabitities, disclosure of contingent assets
and liabilities at the date of the financial stagens, and the reported amounts of revenues ancheapeluring the reporting periods. Signific
items subject to such estimates and assumptiohglmthe carrying amounts of DVD library, intangilelssets and property and equipment,
stock-based compensation expenses and income #otesl results could differ from those estimates.

Fair Value of Financial | nstruments

The fair value of the Company’s cash, accounts Iplgyaccrued expenses and borrowings approximiagésdarrying value due to their
short maturity.
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Netflix, Inc.
Notes to Consolidated Financial Statements - Contired
(in thousands, except shares, per share data andrpentages)

Cash and Cash Equivalents

The Company considers highly liquid instrumentshwatiginal maturities of three months or less hat date of purchase, to be cash
equivalents. The Company’s cash and cash equigadgatprincipally on deposit in short-term assetagament accounts at two large financial
institutions.

Restricted Cash
As of September 30, 2004, other assets includedatesl cash of $800 related to a workers’ compgasansurance deposit.

Short-Term | nvestments

The Compan’s shor-term investments generally mature between oneigadg/éars from the purchase date. The Companyheastility
to convert these short-term investments into casimgtime without penalty. All short-term investnteare classified as available-for-sale and
are recorded at market value. Net unrealized gaimseflected in accumulated other comprehensivenire.

A decline in the market value of available-for-siaeestments below cost that is deemed to be di@r-temporary results in a reduction
in the carrying amount to fair value. The impairmisncharged to earnings and a new cost basiséinvestments is established. To determine
whether an impairment is other-than-temporary Gbenpany reviews factors including the economic eEmrnent and market conditions, its
ability and intent to hold the investments untiharket price recovery, and the severity and dunatfcthe impairment. No impairment charges
were recorded for the periods presented.

During the second quarter of 2004, the Company ¢eteqb the sale of its short-term investments androed a realized loss of $274
from the transaction. All proceeds from the saleawe-invested in the Company’s money market fuvtdch is classified as cash equivalents.

Capitalized Software Costs

The Company capitalizes costs related to developiraptaining interni-use software. Capitalization of costs begins dfterconceptue
formulation stage has been completed. Capitalinfisvare costs are included in property and equigmest, and are amortized over the
estimated useful life of the software, which is gelly one year.

DVD Library

The Company acquires DVDs from studios and distoitsuthrough either direct purchases or revenugrghagreements. The revenue
sharing agreements enable the Company to obtaindAf[a lower upfront cost than under traditionatcti purchase arrangements. Under the
revenue sharing agreements, the Company sharesentage of the actual net revenues generatedehysth of each particular title with the
studios over a fixed period of time, or the Titlerih, which is typically twelve months for each DViile. At the end of the Title Term, the
Company has the option of either returning the DifIe to the studio or purchasing the title.

In addition, the Company remits an upfront paymeracquire titles from the studios and distributansler revenue sharing agreements.
This payment includes a contractually specifietlahfixed license fee that is capitalized and atimed in accordance with the Company’s
DVD library amortization policy. This payment malg@include a contractually specified prepaymerfutire revenue sharing obligations that
is classified as prepaid revenue sharing expengésasharged to expense as future revenue shabiigations are incurred.

Prior to July 1, 2004, the Company amortized th& obits entire DVD library, including the capitadd portion of the initial fixed licen:
fee, on a “sum-of-the-months” accelerated basis ome year. However, based on a periodic evaluatidooth new release and back-catalogue
utilization for amortization purposes, the Compaeyermined that back-catalogue titles have a sagmfly longer life than previously
estimated. As a result, the Company revised thimatd of useful life for the back-catalogue DVDréiby from a “sum of the months”
accelerated method using a one year life to theesasoelerated method of amortization using a theseife. The purpose of this change was
to more accurately reflect the productive life lnése assets. In accordance with Accounting PriegiBbard Opinion No. 2@ccounting
Changegq“APB 20"), the change in life has been accountadak a change in accounting estimate on a praspdssis from July 1, 2004.

New releases will continue to be amortized ovena year period. As a result of the change in thienased life of the bac-catalogue library,
total cost of revenues was $5.9 million lower, inebme was $5.9 million higher and net income plerted share was $0.09 higher for the tl
and nine months ended September 30, 2004.
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Netflix, Inc.
Notes to Consolidated Financial Statements - Contired
(in thousands, except shares, per share data andrpentages)

In addition, the Company has also determined thatselling fewer previously rented DVDs than mstied but at an average selling p!
higher than historically estimated. The Companythasefore revised its estimate of salvage valoeglirect purchase DVDs. For those direct
purchase DVDs that the Company estimates it willlagehe end of their useful lives, a salvage eabfi $3.00 per DVD has been provided
effective July 1, 2004. For those DVDs that the @any does not expect to sell, no salvage valueoigigied. As a result of this change in
estimated salvage values, approximately $0.1 milliaver salvage value was assigned to DVD purchdsesg the three and nine months
ended September 30, 2004. Simultaneously withdhestment to salvage value the Company recordedte-off of approximately $1.9
million of non-recoverable salvage value. As a ltesithis write-off, total cost of revenues was $illion higher, net income was $1.9
million lower and net income per diluted share $@93 lower for the three and nine months endedeBager 30, 2004, respectively.

DVD library and accumulated amortization consistéthe following:

As of
December 31 September 3C
2003 2004
DVD library, gross $ 114,18t $ 191,31
Less accumulated amortizati (91,94%) (149,809
DVD library, net $ 22,23¢ $ 41,50:
I ntangible Assets
Intangible assets and accumulated amortizationisteasof the following
As of
December 31 September 3C
2003 2004
Studio intangible: $ 11,52¢ $ 11,52¢
Strategic marketing alliance intangib 41€ 41€
Intangible assets, gro 11,944 11,944
Less accumulated amortizati (8,99¢) (10,529
Intangible assets, n $  2,94¢ $ 141

Studio Intangible Assets:

During 2000, in connection with revenue sharingeagrents with three studios, the Company agreesste ieach studio an equity inte
equal to 1.204 percent of the Company'’s fully dithequity securities outstanding in the form ofi&eF Non-Voting Convertible Preferred
Stock (“Series F Preferred Stock”). In 2001, inmection with revenue sharing agreements with twditemhal studios, the Company agreed to
issue each studio an equity interest equal to 1p2@dent of the Company’s fully diluted equity setiess outstanding in the form of Series F
Preferred Stock.

The Company’s obligation to maintain the studiaglligy interests at an aggregate of 6.02 percetiteCompany’s fully diluted equity
securities outstanding terminated immediately piaaits initial public offering in May 2002. Thewstios’ Series F Preferred Stock
automatically converted into an aggregate of 333 shares of common stock upon the closing o€thrapany’s initial public offering.

The Company measured the original issuances andubsequent adjustments using the fair value o$e¢lcerities at the issuance and
subsequent adjustment dates. The fair value wasded as intangible assets with a correspondirgjtdeadditional paid-in capital. The
intangible assets are being amortized to costl$aiption revenues ratably over the remaining $eofithe agreements which initial terms
were three to five years.

Strategic Marketing Alliance Intangible Assets:

During 2001, in connection with a strategic manmkgtalliance agreement, the Company issued 416 [#@s of Series F Preferred Stc
These shares automatically converted into 277,626es of common stock upon the closing of the Caygdnitial public offering. Under the
agreement, the strategic partner committed to gewn a best-efforts basis, a stipulated number of

9
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Netflix, Inc.
Notes to Consolidated Financial Statements - Contired
(in thousands, except shares, per share data andrpentages)

impressions to a co-branded Web site and the Coyp'gsvieb site over a period of 24 months. In additithne Company was allowed to use the
partner’s trademark and logo in marketing the Camgfsasubscription services. The Company recognibedair value of these instruments as
intangible assets with a corresponding credit titamhal paid-in capital. The intangible assetsénbeen fully amortized on a straight-line basis
to marketing expense over the two-year term oftifeement.

Property and Equipment

Property and equipment are carried at cost leasnaglated depreciation. Depreciation is calculatgidgithe straightine method over tr
shorter of the estimated useful lives of the reBpe@ssets, generally up to three years, or tgeléerm, if applicable.

Revenue Recognition

Subscription revenues are recognized ratably dweaw subscribes’monthly subscription period. Refunds to custoraeesrecorded as
reduction of revenues. Revenues from sales of D&4dks are recorded upon shipment.

Cost of Revenues

Cost of subscription revenues consists of revehadrgy expenses, amortization of the DVD libramoatization of intangible assets
related to equity instruments issued to studiod,@ostage and packaging expenses related to DMpgezhto paying subscribers. Cost of D
sales includes the salvage value of used DVDshidnag been sold. Revenue sharing expenses are edcasdVDs subject to revenue sharing
agreements are shipped to subscribers.

Fulfillment

Fulfillment expenses represent those costs inclnregerating and staffing the Company’s fulfillmemd customer service centers,
including costs attributable to receiving, inspegtand warehousing the Company’s DVD library. Halfent expenses also include credit card
fees.

Technology and Devel opment

Technology and development expenses consist obppayrd related costs incurred in developing, tegtmaintaining and modifying the
Company’s Web site, recommendation service, dovditgasolutions, telecommunications systems anastfucture and other internal-use
software systems. Technology and development eggeadso include depreciation on computer hardwadecapitalized software.

Marketing

Marketing expenses consist of payroll and relatests; advertising, public relations, payments tokeiing affiliates who drive subscrik
traffic to the Company’s Web site and other costated to promotional activities including reverslmaring expenses, postage and packaging
expenses and DVD library amortization related éftrial periods. The Company expenses these assteurred.

Stock-Based Compensation

Prior to the second quarter of 2003, the Compangwatted for its stock-based employee compensatarspsing the intrinsic-value
method of accountingDuring the second quarter of 2003, the Company tadidjhe fair value recognition provisions of Stagetnof Financial
Accounting Standards (“SFAS”) No. 128¢counting for Stock-Based Compensatasamended by SFAS No. 14&,counting for Stock-
Based Compensatic— Transition and Disclosure, an Amendment of FABBe8ient No. 123pr stock-based employee compensation. The
Company elected to apply the retroactive restatémethod under SFAS No. 148 and all prior periogsented have been restated to reflect
the compensation costs that would have been repeghiad the fair value recognition provisions oASHNo. 123 been applied to all awards
granted to employees.

During the third quarter of 2003, the Company begamting stock options to its employees on a nigrihsis. Such stock options are
designated as non-qualified stock options andiwasiediately, in comparison with the three to foaay vesting periods for stock options
granted prior to the third quarter of 2003. As sufeof immediate vesting, stock-based compensatipense determined under SFAS No. 123
is fully recognized upon the stock option grants: fhose stock options granted prior to the thindrter of 2003 with three to four-year vesting
periods, the Company continues to amortize therdfecompensation associated with the stock optiees their remaining vesting periods.

10
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Netflix, Inc.
Notes to Consolidated Financial Statements - Contired
(in thousands, except shares, per share data andrpentages)

Fair value was estimated at the date of grant usieddlack-Scholes pricing model with the followiagsumptions:

Three Months Ended Nine Months Ended

September 3C

September 30, September 30, September 30,

2003 2004 2003 2004
Dividend yield 0% 0% 0% 0%
Expected volatility 68% 76%-83% 66%-70% 65%- 83%
Risk-free interest rat 1.21% 2.08%-2.85% 1.21%-2.36% 1.47%-2.85%
Expected life (in years 15 1.0-2.t 1.5-3.t 1.0-2t

In estimating expected volatility, the Company dédaesed historical volatility, volatility in markettaded options on its common stock ¢
other relevant factors in accordance with SFAS M. The Company will continue to monitor these atiger relevant factors used to estirr
expected volatility for future option grants. Ther@any bases its expected life assumption on fialaxperience as well as the terms and
vesting periods of the options granted. Beginnititfp the second quarter of 2004, the Company bitect#s option grants into two employee
groupings who have exhibited different exerciseavér and changed the estimate of the expectedrtifa 1.5 years for all option grants in
first quarter of 2004 to 1 year for one group arfsly2ars for the other group in the second quaft2004. Had the Company continued to use
the expected life of 1.5 years for all option gsaintthe second quarter of 2004, stock-based cosapien expense would have decreased by
approximately $234, basic net income per share dvbale remained unchanged, and diluted net inc@mshare would have increased by
$0.01 per share.

Income Taxes

The Company accounts for income taxes using thet assl liability method. Deferred income taxesramgnized by applying enact
statutory tax rates applicable to future yearsffernces between the financial statement carrgimgunts of existing assets and liabilities and
their respective tax bases and operating lossandredit carryforwards. The effect on deferreddasets and liabilities of a change in tax rates
is recognized in income in the period that inclutfessenactment date. The measurement of deferxeabsets is reduced, if necessary, by a
valuation allowance for any tax benefits for whfature realization is uncertain.

Net Income Per Share

Basic net income per share is computed using thghtesl-average number of outstanding shares of aomstock during the period.
Diluted net income per share is computed usingubighted-average number of outstanding sharesroframn stock and, when dilutive,
potential common shares outstanding during theogdeRotential common shares consist primarily ofemental shares issuable upon the
assumed exercise of stock options and warrantsrtthpse common stock using the treasury stock rdetho

The shares used in the computation of net incomslpae are as follows (rounded to the nearesstial):

Three Months Ended Nine Months Ended

September 30 September 30 September 30 September 30

2003 2004 2003 2004
Weightec-average share- basic 48,172,000 52,211,000  46,990,00 51,798,00
Effect of dilutive potential common shart
Warrants 9,861,00! 8,426,00! 9,484,00! 8,663,00!
Employee stock optior 4,887,00! 3,812,00! 4,894,001 4,336,001
Weightec-average share- diluted 62,920,000 64,449,000 61,368,00 64,797,00

For the three months ended September 30, 2003G0¥ and for the nine months ended September 33 @0d 2004, warrants and
employee stock options with exercise prices grehear the average market price of the common steeke excluded from the diluted
calculation as their inclusion would have been-diititive. The following table summarizes the oatsling potential common shares excluded
from the diluted calculation (rounded to the nettiesusand):

Three Months Ended Nine Months Ended
September 3C September 3C September 3C September 3C
2003 2004 2003 2004

Warrants — — 66,00( —



Employee stock optior 94,00( 872,00( 122,00( 515,00(
11
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Netflix, Inc.
Notes to Consolidated Financial Statements - Contired
(in thousands, except shares, per share data andrpentages)
Comprehensive Income
The Company’s comprehensive income consists aheetne, net unrealized gains (losses) on availtdksale investments and foreign
currency translation adjustments. During the seapratter of 2004, the Company liquidated all ofatmilable-for-sale investments.

The components of comprehensive income are asmgilo

Three Months Ended Nine Months Ended
September 3C September 3C September 3C September 3C
2003 2004 2003 2004

Net income $ 3,30 $ 18,92t $ 4,241 $ 16,02¢
Other comprehensive income (los

Net unrealized gains (losses) on avail-for-sale investment (219) — 344 (596

Reclassification adjustment for losses realizedenincome — — — 274

Foreign currency translation adjustme — (44) — (44)

Comprehensive incorn $ 3,09 $ 18,88 $ 4,58t $ 15,66(

Segment I nformation

The Company is an online movie rental subscriptiervice and substantially all revenues are derfkead monthly subscription fees. T
Company is organized into two geographical segméhtged States and International. We present egment information along the same
lines that our chief operating decision maker dsegview our operating results in assessing perémce and allocating resources. We mesg
operating results of our segments using an intgradbrmance measure of direct segment operatipgreses that excludes stock-based
compensation which is not allocated to segmentitsestll other centrally-incurred operating coste &ully allocated to segment results. There
are no internal revenue transactions between @artiag segments.

Summarized information by segment is as followslifwusands):

Three Months Ended Nine Months Ended
September 3C September 3C September 3C September 3C
2003 2004 2003 2004
Revenues by segmel
United State: $ 72,20: $ 141,64 $ 191,05¢ $ 362,33
International — — — —
Total revenue $ 72,20: $ 141,64« $ 191,05¢ $ 362,33
Segment operating income (loss) before s-based compensatio
United State: $ 5,63 $ 23,68 $ 9,82 $ 28,52
International — (1,629 — (1,629
Total segment operating income before s-basec
compensation 5,63¢ 22,05¢ 9,82¢ 26,89
Stock-based compensatic 2,77 3,66( 6,88’ 12,22¢
Income from operatior $ 2,85¢ $ 18,39¢ $ 293¢ $ 14,66¢

12
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Netflix, Inc.
Notes to Consolidated Financial Statements - Contired
(in thousands, except shares, per share data andrpentages)

Legal Proceedings

The Company is a party to lawsuits in the normalrse of its business. Litigation can be expensihgdisruptive to normal business
operations. Moreover, the results of complex lggateedings are difficult to predict. The Compaslidves that it has defenses to the case
forth below and is vigorously contesting these arattAn unfavorable outcome of any of these matteudd have a material adverse effect on
the Company'’s financial position, liquidity or rétsuof operations.

Between July 22 and September 9, 2004, seven fgatpsecurities class action suits were filed inlinéted States District Court for the
Northern District of California against the Compaamnd, in the aggregate, Reed Hastings, W. Barry aftit@, Jr., and Leslie J. Kilgor
Specifically, the suits were filed by the followimgmed plaintiffs, in each case individually andoahalf of others similarly situated, on the
following dates: Todd Noel, July 22, 2004; Eugermsth, July 26, 2004; Zoe Myerson, August 6, 2@bvgy Crawford, August 9, 2004; Jan.
B. Martin, August 16, 2004; Charles K. Lee, Septent) 2004; and Crayton D. Leavitt, September 9420 he complaints allege violations
certain federal securities laws and seek unspedaif@nages on behalf of a class of purchasers @dngpany’s common stock between
October 1, 2003 and July 15, 2004. The plaintilisge that the Company made false and misleadatgrsients and omissions of material facts
based on the Comparsytlisclosure regarding subscriber churn, claimitegead violations by each named defendant of Sestid(b) and 20(;
of the Securities Exchange Act of 1934 and Rule3@oomulgated thereunder and alleged violationsdsyain of the Company'’s officers of
Section 20A of Securities Exchange Act of 1934.@xtober 15, 2004, the plaintiff in one of the asi@mended his complaint to extend the
class period to October 14, 2004. The Company ipaties that all of the pending class actions vélcbnsolidated and that an amended
consolidated complaint will be filed.

On August 13, 2004, Miles L. Mitzner, a shareholdaiming to be acting on the Company’s behal&édib shareholder derivative suit in
the United States District Court for the Northeristbct of California against certain officers aoertain current and former members of the
board of directors, specifically Reed Hastings,B&étry McCarthy, Jr., Jay C. Hoag, A. Robert Pisavithael Ramsay and Timothy M. Hale
Mr. Mitzner claims that the named defendants bredc¢heir fiduciary duties by allowing allegedlygaland misleading statements to be made
regarding, among other things, subscriber churn.NMitzner also claims that the named defendarggadllly traded the Company’s stock while
in possession of material nonpublic informatione Téwsuit seeks, on behalf of the Company, unsigeocfompensatory and enhanced
damages, disgorgement of profits earned througiged insider trading, recovery of attorneys’ fems eosts, and other relief.

On September 14, 2004, BTG International Inc. féed against the Company and other, unaffiliat@ehganies in the United States
District Court for the District of Delaware. Theroplaint alleges that the Company infringed U.SeRaNo. 5,717,860 entitled “Method and
Apparatus for Tracking the Navigation Path of atusethe World Wide Web.” The complaint also allegefringement of another patent by
certain of the other named defendants, not inctyttie Company. The complaint seeks unspecified emsgtory and enhanced damages,
interest and fees, and to permanently enjoin thendiants from infringing the patents in the future.

On September 23, 2004, Frank Chavez, individuaity an behalf of others similarly situated, filedlass action lawsuit against the
Company in California Superior Court, City and Ctyuof San Francisco. The complaint makes false @idirgg, unfair and deceptive trade
practices, breach of contract and other claimgingldo the Company’s statements regarding DVDwveeli times. The complaint seeks
restitution, disgorgement, damages, and injundiath specific performance and other relief.

On October 19, 2004, Doris Staehr and Steve Stakhareholders claiming to be acting on behalf ef@ompany, filed a shareholder
derivative suit in the Superior Court of the Stat€alifornia for the County of Santa Clara agairestain officers and certain current and
former members of the board of directors, spedlfiddeed Hastings, Barry McCarthy, Thomas R. Dilleeslie J. Kilgore, Richard Barton,
Timothy Haley, Jay Hoag, A. Robert Pisano, Michaethuh and Michael Ramsay. The plaintiffs claim thathnamed defendants breached t
fiduciary duties by allowing allegedly false andsteading statements to be made regarding, amoeg thtings, subscriber churn. They also
claim that the named defendants illegally tradedG@ompany’s stock while in possession of matewalpublic information. In addition, the
plaintiffs assert claims for abuse of control, graismanagement, waste and unjust enrichment.aitsuit seeks, on behalf of the Company,
unspecified compensatory and enhanced damagesygksgent of profits earned through alleged insidting, recovery of attorneyies an
costs, and other relief.
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Netflix, Inc.
Notes to Consolidated Financial Statements - Contired
(in thousands, except shares, per share data andrpentages)

Recent Accounting Pronouncements

In March 2004, the Emerging Issues Task Force (FEJTeached a consensus on Issue No. 03-1, “ThenMgaf Other-Than-
Temporary Impairment and Its Application to Certlimestments” (“EITF 03-1"). EITF 03-1 provides gance on other-than-temporary
impairment models for marketable debt and equitystes accounted for under SFAS No. 1ABcounting for Certain Investments in Debt
and Equity Securitiesand SFAS No. 124 ccounting for Certain Investments Held by Notfwoofit Organizationsand nonmarketable equit
securities accounted for under the cost method-BI3-1 developed a basic three-step model to eteallaether an impairment is other-than-
temporary. In September 2004, the Financial Acdagrbtandards Board (“FASB”) approved issuing dfRasition to delay the requirement
to record impairment losses under EITF 03-01, bo&atened the delay’s scope to include additionaddyof securities. As proposed, the delay
would have applied only to those debt securitiecdbed in paragraph 16 of EITF 03-01, the Consetisat provides guidance for determining
whether an investment’s impairment is other-themporary and should be recognized in income. Pipecved delay will apply to all securiti
within the scope of EITF 03-01 and is expectedn when new guidance is issued and comes intotefféren effective, the application of
EITF 03-1 is not expected to have an impact orQbmpany’s financial statements.

Subsequent Events

In October 2004, the Company announced that, éffedlovember 1, 2004, the Company would reducestiscription price of its
standard service from $21.99 to $17.99. At thaetithe Company also postponed, for at least one-frealaunch of its service in the United
Kingdom so that the Company could focus on defepdsmarket leadership position in the online neaéntal subscription business in the
United States, in anticipation of increased contipetifrom new market entrants.
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Item 2. Management’s Discussion and Analysis of Financial @dition and Results of Operations
Forward-Looking Statements

This quarterly report on Form 10-Q contains cerfamvard-looking statements within the meaninghef federal securities laws,
including statements regarding international exjmmsievelopments in downloading, revenue per il impacts arising from our price
change, subscriber churn, movie rentals, subscaitguisition cost and liquidity. These statemengssabject to risks and uncertainties that
could cause actual results and events to diffeluding: our ability to effectively execute expamsiof our business into downloading;
managerial, operational, administrative and finaha@source constraints; legal costs associatdddeitending litigation matters; competition;
our ability to manage our growth, in particular ragimg our subscriber acquisition cost as well astix content delivered to our subscribers;
our ability to attract new subscribers and retaiisteng subscribers; consumer spending on DVD pkayeVDs and related products; and
widespread consumer adoption of different modesgenfing in-home filmed entertainment. A detailedalission of these and other risks and
uncertainties that could cause actual results aadts to differ materially from such forward-loogistatements is included as part of our 2003
annual report on Form 10-K filed with the Secusténd Exchange Commission on February 27, 2004.

We undertake no obligation to revise or publiclipase the results of any revision to any forwaking statements contained in this
quarterly report on Form 10-Q, or to explain whyuat results differ.

Our Business

We are the largest online movie rental subscripsienvice in the United States, providing approxegha,229,000 subscribers access
comprehensive library of more than 25,000 movikevision and other filmed entertainment titles. Banonthly subscription fee, our standard
subscription plan allows subscribers to have thitlss out at the same time with no due dates,fes#te or shipping charges. Subscribers can
view as many titles as they want in a month. Subers select titles at our Web site (www.netflixrgoaided by our proprietary
recommendation service, receive them on DVD by-filass mail and return them to us at their corstece using our prepaid mailers. Once a
title has been returned, we mail the next availtiblein a subscriber’'s queue. For a more detadisdussion of our business and the risks and
uncertainties associated with our business, plediseto our 2003 annual report on Form 10-K fikgith the Securities and Exchange
Commission on February 27, 2004.

On January 16, 2004, our Board of Directors apptavenvo-forone stock split in the form of a stock dividendadihoutstanding shares
our common stock. As a result of the stock split, stockholders received one additional sharedchehare of common stock held on the
record date of February 2, 2004. The additionateshaf common stock were distributed on Februar2004.

Key Business Metrics

Management periodically reviews certain key busmastrics in order to evaluate the effectivenessuofoperational strategies, alloc
resources and maximize the financial performanasuobusiness. These key business metrics inchaléotlowing:

»  Subscriber ChurnSubscriber churn is a monthly measure defined stomer cancellations in the quarter divided bysie of
beginning subscribers and gross subscriber addijtiben divided by three months. Customer canéafiatin the quarter include
cancellations from gross subscriber additions, tvisovhy we include gross subscriber additiondhvendenominator. We grow our
subscriber base either by adding new subscribeog cetaining existing subscribers. Subscriber ohsithe key metric which allows
management to evaluate whether we are retainingxisting subscribers in accordance with our bissin#ans. An increase in
subscriber churn may signal a deterioration ingihality of our service, or it may signal an unfaatdle behavioral change in the mix
of new subscribers. Lower subscriber churn meagisenicustomer retention, faster revenue growthlandr marketing expenses as
a percent of revenues for any given level of subscracquisition

» Subscriber Acquisition CosBubscriber acquisition cost is defined as totalket@mg expense divided by total gross subscriber
additions. Management reviews this metric closelgvaluate how effective our marketing programsragequiring new subscribers
on an economical bas|

» Gross Margin:Management reviews gross margin in conjunction withscriber churn and subscriber acquisition atrget a
desired operating margin. For example, movie rergat average paying subscriber may increase, vdgiptesses our gross margin.
However, increased movie rentals per average payibgcriber may result in higher subscriber satigfa, which reduces subscriber
churn and increases word-of-mouth advertising abauservice. As a result, marketing expense mihpgaa percentage of revenues
and operating margins rise, offsetting
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impact of a reduction in gross margin. We can aisde trade-offs between our DVD library investmesltéch have an inverse
relationship with subscriber churn and subscriloguasition cost. For example, an increase in oubDOMrary investments may
improve customer satisfaction and lower subscribern, and hence increase the number of new sblessracquired via word-of-
mouth. This in turn may allow us to accelerate ssbyscriber growth for a given level of marketingsging.

Recent Developments and Initiatives

We have seen increased direct competition fromi&loster, which launched its online service in Audd4, and we have recently
learned that Amazon is likely to offer soon a segvhat directly competes with us. Given the chagpgiompetitive landscape, we announced in
October 2004, that we would, effective Novembe2d04, reduce the subscription price of our standardice from $21.99 to $17.99. We also
postponed, for at least one-year, the launch ofenvice in the United Kingdom so that we couldif®on defending our market leadership
position in the United States. In 2005, we intemdrtow our subscriber base as fast as possiblewidintaining breakven on an annual bas
Under this strategy, we may incur losses duringsimaf heavy subscriber growth but will endeavdsreak-even on a GAAP basis for the full
year. Although our strategy is aimed at maintairdognestic market leadership in the face of increpsbmpetition, there can be no assur
that we will be able to compete effectively agaisisting competitors, such as Blockbuster, Walt\aad Hollywood Entertainment, or
against potential new entrants into the online maental subscription business such as Amazonjratew pricing levels or at even lower pi
points in the future. If we are unable to succdbstr profitably compete with current and new caetifors, our business will be adversely
affected and we may not be able to increase ortaiaimarket share, revenues or profitability.

Barry McCarthy, who had announced plans to leasebsition as Chief Financial Officer at the en@004, as previously disclosed, has
announced that he would continue as the Chief EinbOfficer for at least two additional years.

We will continue to invest resources to develousohs for downloading movies to consumers. Oue@trategy has been and remair
grow a large DVD subscription business; howeveteaknology and infrastructure develop to alloveefive and convenient delivery of
movies over the Internet, we intend to offer ourssuibers the choice under one subscription ofivegtheir movies on DVD or by
downloading, whichever they prefer. Although oulutons may be well in advance of meaningful demémmadiownloading services and we
expect only modest consumer interest for the rexar,twe believe the demand for this technology gritlw steadily over the next ten years.

Critical Accounting Policies and Estimates

The preparation of financial statements in conftymiith accounting principles generally accepteth@ United States requires estimates
and assumptions that affect the reported amourdss#ts and liabilities, revenues and expensesetatdd disclosures of contingent assets and
liabilities in our financial statements and accomypag notes. The Securities and Exchange Commidsigrdefined a company'’s critical
accounting policies as the ones that are most itapoto the portrayal of a company’s financial citiod and results of operations, and which
require a company to make its most difficult antjsative judgments. Based on this definition, weehalentified the critical accounting
policies and judgments addressed below. Althouglh&lieve that our estimates, assumptions and judtgraee reasonable, they are based
upon information presently available. Actual resuitay differ significantly from these estimates endifferent assumptions, judgments or
conditions.

Amortization of DVD Library and Upfront Costs

We acquire DVDs from studios and distributors tlyloeither direct purchases or revenue sharing agrets. The revenue sharing
agreements enable us to obtain DVDs at a loweounpfrost than under traditional direct purchasarayements. Under the revenue sharing
agreements, we share a percentage of the actuavegtues generated by the use of each partididawtth the studios over a fixed period of
time, or the Title Term, which is typically twelveonths for each DVD title. At the end of the Tiflerm, we have the option of either return
the DVD title to the studio or purchasing the title

In addition, we remit an upfront payment to acqtittes from the studios and distributors undereraye sharing agreements. This
payment includes a contractually specified initie¢d license fee that is capitalized and amortimedccordance with our DVD library
amortization policy. In some cases, this paymest aicludes a contractually specified prepaymeffititofre revenue sharing obligations that is
classified as prepaid revenue sharing expensesastthirged to expense as future revenue sharingatiblns are incurred.

Prior to July 1, 2004, we amortized the cost of entire DVD library, including the capitalized pior of the initial fixed license fee, on a
“sum-of-the-months” accelerated basis over one.yidawever, based on our periodic evaluation of b release
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and back-catalogue utilization for amortizationgmses, we determined that baztalogue titles have a significantly longer lifi@n previousl
estimated. As a result, we have revised our estimfatiseful life for the back-catalogue DVD librdrgm a “sum of the months” accelerated
method using a one year life to the same accetéragthod of amortization using a three-year lifee purpose of this change is to more
accurately reflect the productive life of theseedssln accordance with APB 20, the change inhlde been accounted for as a change in
accounting estimate on a prospective basis from1JU2004. New releases will continue to be amediaver a one year period. As a result of
the change in the estimated life of the back-cgtaddibrary, total cost of revenues was $5.9 milliower, net income was $5.9 million higher
and net income per diluted share was $0.09 higirethe three and nine months ended September 84, 20

We believe the use of the accelerated method ipppte for the amortization of our DVD librarydthe initial fixed license fee
because it approximates DVD utilization.

In addition, we have also determined that we atagdewer previously rented DVDs than estimated &t an average selling price
higher than historically estimated. We have thexefevised our estimate of salvage values, on dinechase DVDs. For those direct purchase
DVDs that we estimate we will sell at the end ditluseful lives, a salvage value of $3.00 per DhWd3 been provided effective July 1, 2004.
For those DVDs that we do not expect to sell, Heagpe value is provided. As a result of this chaimgestimated salvage values, approxima
$0.1 million lower salvage value was assigned tdirchases during the three and nine months eBdptember 30, 2004. Simultaneously
with the adjustment to salvage value we recordedta-off of approximately $1.9 million of non-recerable salvage value. As a result of this
write-off, total cost of revenues was $1.9 millisigher, net income was $1.9 million lower and mebime per diluted share was $0.03 lower
for the three and nine months ended September0Bd, 2espectively.

We will continue to periodically evaluate the uddites and salvage values of our DVD library.

Stock-Based Compensation

We account for stock-based compensation expensesordance with the fair value recognition pravisi of Statement of Financial
Accounting Standards (“SFAS”) No. 12&8¢counting for Stock-Based Compensatidihe application of SFAS No. 123 requires sigaific
judgment, including the determination of the expddife and volatility for stock options. To deténa the expected life, we review t
historical pattern of exercises of stock optionsvali as the terms and vesting periods of the agtgranted. In addition, our stock price has
fluctuated significantly in recent periods, whidfeats our assumptions used in determining thetilitya We periodically review the
assumptions used and changes in our assumptiottsroaterially impact the amount of stock-based cengation expenses recorded in future
periods.

Income Taxes

We record a tax provision, if any, for the anticgzhtax consequences of our reported results ahtipas. In accordance with SFAS No.
109, Accounting for Income Taxeshe provision for income taxes is computed usirgasset and liability method, under which defibte
assets and liabilities are recognized for the etgukfuture tax consequences of temporary differehetween the financial reporting and tax
bases of assets and liabilities, and for operdtisges and tax credit carryforwards. Deferred tsets and liabilities are measured using the
currently enacted tax rates that apply to taxaitere in effect for the years in which those tesetsare expected to be realized or settled. We
record a valuation allowance to reduce deferrechtmets to the amount that is believed more litedy not to be realized.

No tax expense has yet been recorded because opetating losses. Our deferred tax assets, plinthe tax benefits of these loss
carryforwards, have been offset by a full valuatidiowance because of our history of losses. Ibulesequently determine that some or all
deferred tax assets that were previously offset bgluation allowance are realizable, the resulild/be a positive adjustment to earnings in
the period such determination is made. We coule lzavincome tax provision in future quarters iftveeome profitable for the current year
are subject to the corporate alternative minimuxn ta
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Results of Operations

The following table sets forth, for the periodsgeeted, the line items in our Statements of Opmratas a percentage of total reven
The information contained in the table below shdwddead in conjunction with the Financial StateteeNotes to Financial Statements, and
Management’s Discussion and Analysis of Financ@hdition and Results of Operations included in tuarterly report on Form 10-Q.

Three Months Ended Nine Months Ended
September 3C September 3C September 3C September 3C
2003 2004 2003 2004
Revenues
Subscriptior 98.71% 99.1% 99.2% 99.2%
Sales 1.3 0.9 0.7 0.7
Total revenue 100.C 100.C 100.( 100.C
Cost of revenues
Subscriptior 53.1 50.2 54.1 54.4
Sales 0.4 0.3 0.2 0.2
Total cost of revenue h3.t 50.t 54.¢ 54.€
Gross profil 46.5 49.F 45.€ 45.4
Operating expense
Fulfillment 11.F 10.€ 11.F 11.1
Technology and developme 6.€ 4.5 6.8 4.7
Marketing 16.€ 15.¢ 18.F 19.2
General and administrati\ 3.7 2.9 3.7 2.8
Stocl-based compensatic 3.8 2.6 3.€ 3.4
Total operating expens 42.F 36.5 441 41.:
Operating incomi 4.C 13.C 15 4.1
Other income (expense
Interest and other incon 0.7 0.4 0.6 0.2
Interest and other expen (0.7 — (0.2 —
Net income 4.€% 13.4% 2.2% 4.4%

Three and Nine Months Ended September 30, 2003 Corared to Three and Nine Months Ended September 30024
Revenues

Three Months Ended Nine Months Ended
Percent Perceni
September 3C September 3C September 3C September 3C
2003 2004 Change 2003 2004 Change

(in thousands, except percentages and average
monthly subscription revenue per paying subscriber)

Revenues
Subscriptior $ 71,27¢ $ 140,41 97.(% $ 189,63( $ 359,94 89.6%
Sales 924 1,23( 33.1% 1,42¢ 2,38¢ 67.2%
Total revenue $ 72,20 $ 141,64 96.2% $ 191,05¢ $ 362,33! 89.6%
Average number of paying subscrib 1,172 2,08( 77.5% 1,04: 1,881 80.2%
Average monthly subscription revenue per paying
subscribe| $ 2027 $ 2250 11.% $ 202 $  21.2¢ 5.2%

We currently generate all of our revenues in théddnStates. We derive substantially all of oureraves from monthly subscription fees
and recognize subscription revenues ratably dwaah subscribes’monthly subscription period. In addition, we gewe a small portion of o
revenues from the sale of used DVDs and recognizk evenues when the DVDs are shipped.

The increase in our subscription revenues forliheetand nine months ended September 30, 2004riparison with the same prior-year
periods was primarily attributable to an increasthe average number of paying subscribers as sumedan the table above. We believe the
increase in the number of paying subscribers wiasmby the continuing consumer adoption of DVDygles, increased consumer awarene



our service and continuing improvements in ouriservn addition, the increase in our subscriptievenues was partially attributable to
an increase in the average monthly subscriptioame® per paying subscriber, as a result of the pmicrease implemented in June 2004. As a
result of our announced price decrease to be imgaéaa in November 2004, we expect the average riyosubscription revenue per paying
subscriber to decrease in the fourth quarter 04200
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Subscriber churn was 5.6 percent in the third guarft 2004, unchanged from the second quarter @4 2Md slightly up compared to 5.2
percent in the third quarter of 2003. Although suler churn declined gradually from 5.2 percenirdythe third quarter of 2003 to 4.7
percent during the first quarter of 2004, we saws@ back to 5.6 percent during the second and thiarters of 2004. We believe this increase
in subscriber churn was primarily driven by an &ase in our subscriber cancellation rate resuftimg subscriber reaction to the price incre
that we announced in April 2004 and implementediuine 2004. We believe that subscriber churn witiriome over the next two quarters based
primarily on our recently announced price reductioowever, we can provide no assurance of this@ggerend given the challenging
competitive landscape. In May, Blockbuster rolled its store-based subscription program on a nafite basis and in August launched its
online subscription service. If we are unable tmpete effectively against existing competitors sastBlockbuster, Wal-Mart and Hollywood
Entertainment, as well as against potential newaets into the online movie rental subscriptionibeiss such as Amazon, in both retaining our
existing subscribers and attracting new subscrjlmenssubscriber churn may increase and our businéksbe adversely affected.

The following table presents our ending subscribfermation:

As of

September 3C September 3C

2003 2004

(in thousands, except percentage

Free subscribel 49 94
As a percentage of total subscrib 3.6% 4.2%
Paid subscriber 1,24z 2,13t
As a percentage of total subscrib 96.2% 95.8%
Total subscriber 1,291 2,22¢
Cost of Revenues
Three Months Ended Nine Months Ended
Percent Perceni
September 3C September 3C September 3C September 3C
2003 2004 Change 2003 2004 Change
(in thousands, except percentage
Cost of revenues
Subscriptior $ 3832t $ 71,13( 85.6%6 $ 103,40: $ 197,17¢ 90.7%
Sales 32z 471 46.2% 494 83¢& 69.€%
Total cost of revenue $ 38,64¢ $ 71,60 85.2% $ 103,89¢ $ 198,01¢ 90.6%

The increase in cost of subscription revenueshfeithree months ended September 30, 2004 in cosopaniith the same pri-year
period was primarily attributable to the followifectors:

. The number of DVDs mailed to paying subscribaseased 97 percent, which was driven by a 77 pemcerease in the
number of average paying subscribers coupled withlapercent increase in monthly movie rentalsgperage paying
subscriber

. Postage and packaging expenses increased by i$1lHd®), representing a 91 percent increase. Triisease was primarily
attributable to the increase in the number of ayer@aying subscribers and the number of DVDs madquhying subscribers,
partially offset by a decrease in the-unit postage and package ct

. DVD amortization increased by $7.8 million, repeating a 68 percent increase. This increase viasply attributable to
increased acquisitions for our DVD library. Exclngithe July 1, 2004 change in estimate relatedti4zatalogue useful lives
and the reduction in salvage values, DVD amoriireincreased by $11.5 million, representing a 1&@gnt increast

. Revenue sharing expenses increased by $10.@mitlepresenting a 106 percent increase. Thisasereas primarily
attributable to the increase in the number of ayegaying subscribers and the number of DVDs madethying subscriber
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The increase in cost of subscription revenueshfemine months ended September 30, 2004 in coropanigh the same prioyear periot
was primarily attributable to the following factors

. The number of DVDs mailed to paying subscribacseéased 107 percent, which was driven by an 8@epeincrease in the
number of average paying subscribers coupled with percent increase in monthly movie rentals perage paying
subscriber

. Postage and packaging expenses increased by $dlloh, representing a 96 percent increase. iriisease was primarily
attributable to the increase in the number of ayeaying subscribers and the number of DVDs madeshying subscribers,
partially offset by a decrease in the-unit postage and package ct

. DVD amortization increased by $29.3 million, repenting a 112 percent increase. This increasgrraarily attributable to
increased acquisitions for our DVD library. Exclogithe July 1, 2004 change in estimate relatecti{gatalogue useful lives
and the reduction in salvage values, DVD amortizaincreased by $33.0 million, representing a 1&@gnt increast

. Revenue sharing expenses increased by $25. bmitiepresenting a 75 percent increase. This isere@s primarily
attributable to the increase in the number of ayeaying subscribers and the number of DVDs madeshying subscribers,
partially offset by a decrease in the percentad@\ds subject to revenue sharing agreements msil@dying subscriber.

Gross Profit and Gross Margin

Three Months Ended Nine Months Ended
September 3C September 3C September 3C September 3C

2003 2004 2003 2004

(in thousands, except percentages)
Gross profil $ 33,55¢ $ 70,04: $ 87,16: $ 164,31¢
Gross margit 46.5% 49.5% 45.6% 45.4%

Excluding the July 1, 2004 change in estimate ckbzatalogue useful lives and the reduction inagévvalues, gross margin would have
been 46.6 percent for the three months ended Septe30, 2004, almost identical to the same pri@ryeeriod. The gross margin was stable
because the revenue and cost per paid shipmenirresinstable. The gross margin for the nine montiteed September 30, 2004 would have
been 44.2 percent, excluding the change in estiofditack-catalogue useful lives and the reductiogalvage values. The decrease in gross
margin from 45.6 percent for the nine months erf8epgtember 30, 2003 to 44.2 percent for the ninetinscended September 30, 2004, was
attributable to the revenue per paid shipment diegjiby more than the reduction in costs per phigreent as movie rentals per average pe
subscriber increased. The announced November 4, @@ reduction is expected to decrease grosgimby approximately 8 percent in the
fourth quarter. If movie rentals per average payubscriber increases, additional erosion in oasgmargin will occur.

Operating Expenses:

Fulfillment
Three Months Ended Nine Months Ended
Perceni
September 3C September 3C Percent September 3C September 3C
2003 2004 Change 2003 2004 Change
(in thousands, except percentage:

Fulfillment $ 8,32 $ 15,01 80.4% $ 21,92¢ $ 40,17¢ 83.2%
As a percentage of revent 11.5% 10.6% 11.5% 11.1%

The increase in fulfillment expenses in absolutdad® for the three and nine months ended SepteB8Me2004 in comparison with the
same prior-year periods was primarily attributablan increase in personnel-related costs resuitong the higher volume of activities in our
customer service and shipping centers, coupledavitincrease in credit card fees as a result afitrease in subscriptions. In addition, the
increase in fulfillment expenses was attributablan increase in facility-related costs resultiranf the relocation or expansion of certain of
our shipping centers and the addition of new ones.

As a percentage of revenues, fulfillment expensesahsed primarily due to efficiencies which redudes fulfilment costs per paid
shipment by approximately 10 percent.
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As we continue to expand and refine our fulfilmeperations, we may see a further increase in mewvigals by our subscribers. If our
subscriber retention does not increase or our tipgrenargins do not improve to the extent necesgapffset the effect of increased fulfillme
expenses, our operating results would be advesdtdgted.

Technology and Devel opment

Three Months Ended Nine Months Ended
Percent Perceni
September 3C September 3C September 3C September 3C
2003 2004 Change 2003 2004 Change
(in thousands, except percentages)
Technology and developme $ 4,73¢ $ 6,32F 33.5% $ 13,04: $ 17,01¢ 30.5%
As a percentage of revent 6.€% 4.5% 6.8% 4.7%

The increase in technology and development expenssssolute dollars for the three and nine moetided September 30, 2004 in
comparison with the same prior-year periods wanarily the result of an increase in personnel-eslaiosts. As a percentage of revenues,
technology and development expenses decreasedribyichze to a greater increase in revenues tham@ogy and development expenses.

Marketing
Three Months Ended Nine Months Ended
Perceni Perceni
September 3C September 3C September 3C September 3C
2003 2004 Change 2003 2004 Change
(in thousands, except percentages and subscribercagsition cost)
Marketing $ 12,18 $ 22,52t 84.% $ 35,347 $ 69,69 97.2%
As a percentage of revent 16.% 15.% 18.5% 19.2%
Other data
Gross subscriber additiol 383 59C 54.(% 1,127 1,93¢ 71.5%
Subscriber acquisition ca $ 31.81 $ 38.1¢ 20.(% $  31.3¢ $ 36.0¢ 15.(%

The increase in marketing expenses in absolutarddibr the three and nine months ended Septendh@084 in comparison with the
same-prior year periods was primarily attributablan increase in marketing program costs, primpariline and television advertising, to
attract new subscribers. In addition, personneiteel costs increased in order to support the higleme of marketing activities.

Subscriber acquisition cost increased for the threknine months ended September 30, 2004 in cisppawith the same-prior year
periods as a result of an increase in marketingnara spending, primarily the introduction of tekon advertising as an acquisition channel
and increases in online advertising rates.

A changing competitive landscape, which could idelan aggressive promotion by Blockbuster of itfnerservice, entry of other video
rental providers and the potential entry of Amairdn the online subscription rental business, caddersely impact our marketing
expenditures as we seek to maintain and increaseaiket leadership. We continue to opportunidtcatljust our mix of incentive based and
fixed cost marketing programs to manage and opéirair marketing expense. If we are unable to miairmiareplace our sources of subscrit
with similarly effective sources, or if the costafr existing sources increases, our subscribetdenay be affected adversely and our cost of
marketing may increase.

General and Administrative

Three Months Ended Nine Months Ended
Percent Perceni
September 3C September 3C September 3C September 3C
2003 2004 Change 2003 2004 Change
(in thousands, except percentage:
General and administrati $ 2,67¢ $ 4,12 53.¢% $ 7,01¢ $ 10,53¢ 50.1%
As a percentage of revent 3.7% 2.5% 3.7% 2.5%
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The increase in general and administrative expensassolute dollars for the three and nine mosetided September 30, 2004 in
comparison with the same prior-year periods wamarnily attributable to an increase in personnetesl costs, as well as an increase in
insurance costs and professional fees, to suppogrowing operations and compliance requiremekgsa percentage of revenues, the dect
in general and administrative expenses was prigndtie to a greater increase in revenues than dearetaadministrative expenses.

Stock-Based Compensation

Three Months Ended Nine Months Ended
Percent Perceni
September 3C September 3C September 3C September 3C
2003 2004 Change 2003 2004 Change
(in thousands, except percentages)
Stock-based compensatic $ 2,771 $  3,66( 31.¢% $ 6,88i $ 12,22¢ 77.€%
As a percentage of revent 3.8% 2.€% 3.€% 3.4%

During the second quarter of 2003, we adoptedahesélue recognition provisions of SFAS No. 128dtock-based employee
compensation. We elected to apply the retroactgtatement method under SFAS No. 148 and all pedods presented have been restated to
reflect the compensation costs that would have beergnized had the fair value recognition provisiof SFAS No. 123 been applied to all
awards granted to employees. We apply the Blacloi8stoption-pricing model to value our stock optipants.

During the third quarter of 2003, we began granfirly vested stock options to our employees onaathly basis. Stock-based
compensation expenses associated with these gpticki® are immediately recognized. For stock oggtigranted prior to the third quarter of
2003 with three to four-year vesting periods, wettwe to amortize the deferred compensation agtstivith these stock options over their
remaining vesting periods.

The increase in stock-based compensation expemsdésolute dollars for the three and nine montlleerseptember 30, 2004 in
comparison with the same prior-year periods wasanily due to higher expenses resulting from lagyants, higher average grant prices and
higher volatility assumptions in the current yearipds than in the prior-year periods.

Other Income (Expense):

Interest and Other | ncome

Three Months Ended Nine Months Ended
Perceni Perceni
September 3C September 3C September 3C September 3C
2003 2004 Change 2003 2004 Change
(in thousands, except percentage
Interest and other incon $ 534 $ 57¢ 84% $ 1,67¢ $ 1,47¢ (12.0%
As a percentage of revent 0.7% 0.4% 0.9% 0.2%

Interest and other income consist primarily of ieg¢ earned on our cash and cash equivalents anidtehm investments, prior to the
liquidation of our short-term investments during #econd quarter of 2004.

The increase in interest and other income for ltheet months ended September 30, 2004 in compasigbrthe same prior-year period
was primarily due to higher average cash and cgsivaent balances. The decline in interest andraticome for the nine months ended
September 30, 2004 in comparison with the same-g&ar period was primarily due to the realizedlo§$274,000 from the sale of our short-
term investments in the three months ended Jun20813.

I nterest and Other Expense

Three Months Ended Nine Months Ended
Perceni Perceni
September 3C September 3C September 3C September 3C
2003 2004 Change 2003 2004 Change
(in thousands, except percentage
Interest and other expen $ (87) $ (52) 4029% $ (379 $ (113 (69.7)%
As a percentage of revent (0.1)% — (0.2% —

Interest and other expense consist primarily afriggt expense related to our interest-bearing atdigs.
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The decline in interest and other expense duriaghtee and nine months ended September 30, 2Q@®triparison with the same prior-
year periods was primarily due to lower interegiense as a result of a reduction in inte-bearing obligations.

Liquidity and Capital Resources

Since inception, we have financed our activitigmprily through a series of private placementsafwertible preferred stoc
subordinated promissory notes, our initial pubffeing and net cash generated from operating itietiv As of September 30, 2004, we had
cash and cash equivalents of $167.8 million. Weetgenerated net cash from operations during eaattegisince the second quarter of 2001.
Although we currently anticipate that cash flowanfroperations, together with our available fundd,lve sufficient to meet our cash needs for
the foreseeable future, we may require or choosbtain additional financing. Our ability to obtdinancing will depend on, among other
things, our development efforts, business plansraipg performance and condition of the capitalkei at the time we seek financing. We
cannot assure you that additional financing wilblvailable to us on favorable terms when requioedt all. If we raise additional funds
through the issuance of equity, equity-linked dotdsecurities, those securities may have rightfepences or privileges senior to the rights of
our common stock, and our stockholders may expegigliiution.

The following table summarizes our cash flow atitb&:

Three Months Ended Nine Months Ended
September 3C September 3C September 3C September 3C
2003 2004 2003 2004
Net cash provided by operating activit $ 21,98¢ $ 49,26¢ $ 58,43 $ 115,03
Net cash used in investing activiti (14,487 (35,12) (41,89) (41,239
Net cash provided by financing activiti 437 273 2,81¢ 4,16¢

For the three months ended September 30, 2004asbtprovided by operating activities increased®aillion in comparison with the
same prior-year period. The increase was primatilybutable to net income adjusted for an incréasen-cash amortization of our DVD
library as a result of increased purchases oftitk@ increase in accounts payable and accruetigapeas a result of increased purchase
volumes and an increase in stock-based compensatignses, partially offset by an increased investrim prepaid expenses and other
currents assets. For the nine months ended Sept&nh2004, net cash provided by operating actisitncreased $56.6 million in comparison
with the same prior-year period. The increase wesgyily attributable to net income adjusted foriacrease in amortization of our DVD
library as a result of increase purchases of tidesncrease in accounts payable and accrued sep@s a result of increased purchase volt
an increase in stock-based compensation expendemdncrease in deferred revenue due to a latdpscsiber base, partially offset by an
increased investment in prepaid expenses and odinemt assets.

For the three months ended September 30, 2004asbktused in investing activities was $35.1 miliioeomparison with $14.5 million
during the same prior-year period. The increasepwiasarily attributable to an increase in the asdign of titles for our library to support our
larger subscriber base and increased purchasespey and equipment to support our growing openat For the nine months ended
September 30, 2004, net cash used in investingitzesiincreased $0.6 million in comparison witle fame priosear period. The increase w
primarily attributable to an increase in the actiois of titles for our library to support our laggsubscriber base and increased purchases of
property and equipment to support our growing dip@na, offset by the proceeds from the sale ofdhart-term investments.

For the three months ended September 30, 2004asbtprovided by financing activities decrease@ #lllion in comparison with the
sameprior year period. The decrease was primarily lautdble to lower proceeds from our issuance of comatock under our employee st
plans. For the nine months ended September 30, d@d4ash provided by financing activities incezh$1.3 million in comparison with the
same-prior year period. The increase was primatilybutable to an increase in the proceeds fromsswance of common stock under our
employee stock plans and a decrease in the repayrhdabt and other obligations.

Off-Balance Sheet Arrangements

As part of our ongoing business, we do not engageansactions that generate relationships wittonsalidated entities or financi
partnerships, such as entities often referred &irastured finance or special purpose entitiexofdingly, our operating results, financial
condition and cash flows are not subject to offabak sheet risks.
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Indemnification Arrangements

In the ordinary course of business, we enter intdractual arrangements under which we agree tgwondemnification of varyin
scope and terms to business partners and othérganth respect to certain matters, including, maitlimited to, losses arising out of our
breach of such agreements and out of intellectuegdeaty infringement claims made by third partiesaddition, we have entered into
indemnification agreements with our directors aedain of our officers that will require us, amauwttper things, to indemnify them against
certain liabilities that may arise by reason ofitlséatus or service as directors or officers.

The terms of such obligations vary. Generally, ximam obligation is not explicitly stated, so theeoall maximum amount of the
obligations cannot be reasonably estimated. Tg @atdrave not incurred material costs as a re¢sitich obligations and have not accrued
liabilities related to such indemnification obligats in our financial statements.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

The primary objective of our investment activitiego preserve principal, while at the same tim&im&ing income we receive from
investments without significantly increased riskir@ash equivalents are generally invested in momanket funds, which are not subject to
market risk because the interest paid on such ftladsiates with the prevailing interest rate. igrihe second quarter of 2004, we liquidated
all of our short-term investments and re-inveshedigroceeds in a money market fund.

Item 4. Controls and Procedures

Our management, with the participation of our Cligécutive Officer and Chief Financial Officer, &xated the effectiveness of c
disclosure controls and procedures as of the etttegberiod covered by this quarterly report omtd0-Q. Based on that evaluation, our Ci
Executive Officer and Chief Financial Officer comdéd that our disclosure controls and procedures tie end of the period covered by this
quarterly report on Form 10-Q were effective inwgirgy that information required to be disclosedusyin reports that we file or submit under
the Securities Exchange Act of 1934, as amendedc@ded, processed, summarized and reportedwmitkitime periods specified in the
Securities and Exchange Commission’s rules andsowife believe that a control system, no matter el designed and operated, cannot
provide absolute assurance that the objectivelseofdntrol system are met, and no evaluation ofrotsncan provide absolute assurance the
control issues and instances of fraud, if any, @¢dnd detected within a company.

There was no change in our internal control ovwsairicial reporting that occurred during the quasteted September 30, 2004 that has
materially affected, or is reasonably likely to evally affect, our internal control over financiaporting.
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PART II. OTHER INFORMATION

Item 1. Legal Proceedings

We are a party to lawsuits in the normal coursiésdfusiness. Litigation can be expensive and gisra to normal business operations.
Moreover, the results of complex legal proceedimgsdifficult to predict. We believe that we hawfahses to the cases set forth below and are
vigorously contesting these matters. An unfavorabiteome of any of these matters could have a mbverse effect on our financial
position, liquidity or results of operations.

Between July 22 and September 9, 2004, seven pgadbsecurities class action suits were filed inUinged States District Court for the
Northern District of California against us andite aggregate, Reed Hastings, W. Barry McCarthyadd Leslie J. Kilgore. Specifically, tl
suits were filed by the following named plaintiffis,each case individually and on behalf of ottensilarly situated, on the following dates:
Todd Noel, July 22, 2004; Eugene Rausch, July @6842Zoe Myerson, August 6, 2004; Shay Crawfordgést 9, 2004; Jan. B. Martin,
August 16, 2004; Charles K. Lee, September 8, 280d;Crayton D. Leavitt, September 9, 2004. Theptamts allege violations of certain
federal securities laws and seek unspecified damagdehalf of a class of purchasers of our comstock between October 1, 2003 and July
15, 2004. The plaintiffs allege that we made falsd misleading statements and omissions of mafextd based on our disclosure regarding
subscriber churn, claiming alleged violations bgleaamed defendant of Sections 10(b) and 20(d)eo$ecurities Exchange Act of 1934 and
Rule 10b-5 promulgated thereunder and alleged tidmis by certain of our officers of Section 20AS¥curities Exchange Act of 1934. On
October 15, 2004, the plaintiff in one of the asi@amended his complaint to extend the class p&i@ttober 14, 2004. We anticipate that all
of the pending class actions will be consolidated #hat an amended consolidated complaint willileel f

On August 13, 2004, Miles L. Mitzner, a shareholdaiming to be acting on our behalf, filed a shatder derivative suit in the United
States District Court for the Northern District@élifornia against certain officers and certainrent and former members of the board of
directors, specifically Reed Hastings, W. Barry Mecty, Jr., Jay C. Hoag, A. Robert Pisano, Micliaahsay and Timothy M. Haley. Mr.
Mitzner claims that the named defendants breadteid fiduciary duties by allowing allegedly falsedamisleading statements to be made
regarding, among other things, subscriber churn.NUtizner also claims that the named defendarggallly traded our stock while in
possession of material nonpublic information. Tdeduit seeks, on our behalf, unspecified compensatwd enhanced damages, disgorgement
of profits earned through alleged insider tradiegovery of attorneys’ fees and costs, and otHefre

On September 14, 2004, BTG International Inc. féei against us and other, unaffiliated compamehe United States District Court
for the District of Delaware. The complaint alledbat we infringed U.S. Patent No. 5,717,860 exditMethod and Apparatus for Tracking
Navigation Path of a User on the World Wide W The complaint also alleges infringement of anoth&tent by certain of the other named
defendants, not including us. The complaint se@lspecified compensatory and enhanced damagesshterd fees, and to permanently er
the defendants from infringing the patents in thieife.

On September 23, 2004, Frank Chavez, individuaity @an behalf of others similarly situated, filedlass action lawsuit against us in
California Superior Court, City and County of Saarkcisco. The complaint makes false advertisinfpiuand deceptive trade practices, bre
of contract and other claims relating to our statets regarding DVD delivery times. The complairgkserestitution, disgorgement, damages,
and injunction and specific performance and otbéefr

On October 19, 2004, Doris Staehr and Steve Stakareholders claiming to be acting on our befiifdf] a shareholder derivative suit
the Superior Court of the State of California foe County of Santa Clara against certain officacs@ertain current and former members of the
board of directors, specifically Reed Hastings,rgécCarthy, Thomas R. Dillon, Leslie J. KilgoreicRard Barton, Timothy Haley, Jay Hoag,
A. Robert Pisano, Michael Schuh and Michael Ram$hg. plaintiffs claim that the named defendantabihed their fiduciary duties by
allowing allegedly false and misleading statemémtse made regarding, among other things, subsathen. They also claim that the named
defendants illegally traded our stock while in pesson of material nonpublic information. In aduliti the plaintiffs assert claims for abuse of
control, gross mismanagement, waste and unjustienent. The lawsuit seeks, on our behalf, unspetfompensatory and enhanced
damages, disgorgement of profits earned througiged insider trading, recovery of attorneys’ ferd eosts, and other relief.

Item 2. Unregistered Sales of Equity Securities and Use Bfoceeds

(c) Use of Proceed
We continue to maintain approximately $72.0 millmfithe net proceeds from our initial public offegiin May 2002 in cash and ce
equivalents.
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Item 6. Exhibits
Incorporated by Reference Fileq
Exhibit Herewith
Number Exhibit Description Form File No. Exhibit Filing Date
3.1 Amended and Restated Certificate of Incorpora 1C-Q 00C-4980: 3.1 August 2, 200
3.2 Amended and Restated Byla S-1/A 33:-8387¢ 3.4 April 16, 200:
3.3 Certificate of Amendment to the Amended and Redi
Certificate of Incorporatiol 1C-Q 00C-4980: 3.3 August 2, 200
4.1 Form of Common Stock Certifica S-1/A  33:-8387¢ 4.1 April 16, 200z
10.1 Form of Indemnification Agreement entered into bg
registrant with each of its executive officers aliéectors  S-1/A  33:-8387¢ 10.1 March 20, 200
10.2 2002 Employee Stock Purchase F S-1 33:-8387¢ 10.2 March 6, 200
10.3 Amended and Restated 1997 Stock | S-1/A  33:-8387¢  10.3 May 16, 200:
10.4 2002 Stock Pla S-1 33:-8387¢ 10.4 March 6, 200
10.5 Amended and Restated Stockhol’ Rights Agreemer S1 33:-8387¢  10.5 March 6, 200
10.6 Office Lease between the registrant and BR3 Par S-1 33:-8387¢ 10.7 March 6, 200
10.7 Lease Agreement with Lincoln-Recp Oakland Opco, L &€
amendec S-1 33:-8387¢ 10.8 March 6, 200
10.8 Employment Offer Letter for W. Barry McCartl S1 33:-8387¢  10.9 March 6, 200
10.9 Employment Offer Letter for Tom Dillo S-1 33:3-8387¢ 10.10 March 6, 200
10.10 Employment Offer Letter with Leslie J. Kilgo S-1 333-8387¢ 10.11 March 6, 200
10.11** Letter Agreement between the registrant and Cola
TriStar Home Entertainment, In S-1/A  33:-8387¢  10.12 May 20, 200:
10.12** Revenue Sharing Output License Terms between the
registrant and Warner Home Vid S-1/A  33:-8387¢  10.13 May 20, 200:
10.13 Form of Subordinated Promissory Nt S-1/A 33:-8387¢ 10.14 May 20, 200
10.14*  Strategic Marketing Agreement between the regisgiad
Best Buy Co., as amend 1C-Q 00C-4980: 10.14 & 10.1! November 14, 20(
10.15 Lease between Sobrato Land Holdings and Netflig, 1C-Q 00C-4980: 10.15 August 2, 200
10.16 Lease between Sobrato Interests Il and Netflix, 1C-Q 00C-4980: 10.16 August 2, 200
311 Certification of Chief Executive Officer Pursuant$ection
302 of the Sarban-Oxley Act of 2002 X
31.2 Certification of Chief Financial Officer Pursuant$ection
302 of the Sarban-Oxley Act of 2002 X
32.1 Certifications of Chief Executive Officer and Chighancial
Officer Pursuant to Section 906 of the Sarbadgkey Act
of 2002 X

**  Confidential treatment granted on portions of thedsibits.
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SIGNATURES

Pursuant to the requirements of the Securities &xga Act of 1934, the registrant has duly causisdéport to be signed on its behalf
the undersigned thereunto duly authorized.

N ETFLIX, | NC.

Dated: November 1, 2004 By: /s/ REEDH ASTINGS

Reed Hasting
Chief Executive Office

Dated: November 1, 2004 By: /s! BARRY M ¢ C ARTHY

Barry McCarthy
Chief Financial Officer
(Principal financial and accounting office
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EXHIBIT INDEX
Incorporated by Reference
Exhibit Filed
Number Exhibit Description Form File No. Exhibit Filing Date Herewith
3.1 Amended and Restated Certificate of Incorpora 1C-Q 00C-4980: 3.1 August 2, 200
3.2 Amended and Restated Byla S-1/A 33:-8387¢ 3.4 April 16, 200:
3.3 Certificate of Amendment to the Amended and Redtate
Certificate of Incorporatiol 1C-Q 00C-4980: 3.2 August 2, 200
4.1 Form of Common Stock Certifica S-1/A  33:-8387¢ 4.1 April 16, 200z
10.1 Form of Indemnification Agreement entered into bg t
registrant with each of its executive officers améctors S-1/A 33:-8387¢ 10.1 March 20, 200
10.2 2002 Employee Stock Purchase F S-1 33:-8387¢ 10.2 March 6, 200
10.3 Amended and Restated 1997 Stock | S-1/A  33:-8387¢ 10.3 May 16, 200:
10.4 2002 Stock Pla S-1 33:-8387¢ 10.4 March 6, 200
10.5 Amended and Restated Stockhol’ Rights Agreemer S-1 33:-8387¢ 10.5 March 6, 200
10.6 Office Lease between the registrant and BR3 Par S1 33:-8387¢ 10.7 March 6, 200
10.7 Lease Agreement with Lincc-Recp Oakland Opco, LLC, i
amendec S-1 33:-8387¢ 10.8 March 6, 200
10.8 Employment Offer Letter for W. Barry McCartl S-1 33:-8387¢ 10.9 March 6, 200
10.9 Employment Offer Letter for Tom Dillo S1 33:-8387¢  10.10 March 6, 200
10.10 Employment Offer Letter with Leslie J. Kilgo S-1 33:-8387¢ 10.11 March 6, 200
10.11* Letter Agreement between the registrant and Colambi
TriStar Home Entertainment, In S-1/A 33:3-8387¢ 10.12 May 20, 200
10.12** Revenue Sharing Output License Terms betwee
registrant and Warner Home Vid S-1/A 33:3-8387¢ 10.13 May 20, 200
10.13 Form of Subordinated Promissory N S-1/A  33:-8387¢ 10.14 May 20, 200:
10.14**  Strategic Marketing Agreement between the registrad
Best Buy Co., as amend 1C-Q 00C-4980: 10.14 &10.1' November 14, 20(
10.15 Lease between Sobrato Land Holdings and Netfli, 1C-Q 00C-4980: 10.15 August 2, 200
10.16 Lease between Sobrato Interests 1l and Netflix, 1C-Q 00C-4980: 10.16 August 2, 200
311 Certification of Chief Executive Officer Pursuant$ectior
302 of the Sarban-Oxley Act of 2002 X
31.2 Certification of Chief Financial Officer Pursuant$ectior
302 of the Sarban-Oxley Act of 200z X
32.1 Certifications of Chief Executive Officer and Chighancial
Officer Pursuant to Section 906 of the Sarbadgky Act
of 2002 X

**  Confidential treatment granted on portions of thedsibits.
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Exhibit 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Reed Hastings, certify that:

1.
2.

| have reviewed this quarterly report on Forn-Q of Netflix, Inc.;

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fact necess
to make the statements made, in light of the cistances under which such statements were madmisieading with respect to
the period covered by this repc

Based on my knowledge, the financial statement$ aéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amdtfe periods presented in this
report;

The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

(@) designed such disclosure controls and procedareaused such disclosure controls and procedoidge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isig prepared

(b) evaluated the effectiveness of the registratisslosure controls and procedures and presenttilsi report our conclusions
about the effectiveness of the disclosure conantsprocedures, as of the end of the period cougrehis report based on
such evaluation; an

(c) disclosed in this report any change in the regi¢'s internal control over financial reporting thatomed during th
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaff, the registra’s internal control over financial reporting; &

The registrar's other certifying officer and | have disclosedsdrhon our most recent evaluation of internal @mver financia
reporting, to the registrant’s auditors and theitaemnmittee of the registrant’s board of directfws persons performing the
equivalent functions)

(@) all significant deficiencies and material weaknsdseghe design or operation of internal contradiofinancial reporting
which are reasonably likely to adversely affectribgistrant’s ability to record, process, summaaad report financial
information; anc

(b) any fraud, whether or not material, that involvesnagement or other employees who have a significéain the
registran’s internal control over financial reportir

Dated: November 1, 20( By: /s/ REEDH ASTINGS

Reed Hasting
Chief Executive Office



Exhibit 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

[, Barry McCarthy, certify that:
| have reviewed this quarterly report on Forn-Q of Netflix, Inc.;

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fact necess
to make the statements made, in light of the cistances under which such statements were madmisieading with respect to
the period covered by this repc

Based on my knowledge, the financial statement$ aéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operstand cash flows of the registrant as of, amdtfe periods presented in this

1.
2.

report;

The registrant’s other certifying officer andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules -15(e) and 15-15(e)) for the registrant and ha

(@)

(b)

()

designed such disclosure controls and procedareaused such disclosure controls and procedoidge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isig prepared

evaluated the effectiveness of the registratisslosure controls and procedures and presenttilsi report our conclusions
about the effectiveness of the disclosure conantsprocedures, as of the end of the period cougrehis report based on
such evaluation; an

disclosed in this report any change in the regit's internal control over financial reporting thatomed during th
registrant’s most recent fiscal quarter (the regigts fourth fiscal quarter in the case of an aimaport) that has materially
affected, or is reasonably likely to materiallyeaff, the registra’s internal control over financial reporting; &

The registrar's other certifying officer and | have disclosedsdrhon our most recent evaluation of internal @mver financia
reporting, to the registrant’s auditors and theitaemnmittee of the registrant’s board of directfws persons performing the
equivalent functions)

(@)

(b)

all significant deficiencies and material weaknsssehe design or operation of internal contradiofinancial reporting
which are reasonably likely to adversely affectribgistrant’s ability to record, process, summaaad report financial
information; anc

any fraud, whether or not material, that involveaniagement or other employees who have a significéain the
registran’s internal control over financial reportir

Dated: November 1, 20( By: /s! BARRY M ¢ C ARTHY

Barry McCarthy
Chief Financial Office



Exhibit 32.1

CERTIFICATIONS OF CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER
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 on Form 10-Q of Netflix, Irfior the quarter ended September 30, 2004 fully despvith the requirements of Section 13
(a) or 15(d) of the Securities Exchange Act of 1884 that information contained in such reportygiresents, in all material respects, the
financial condition and results of operations otflibe Inc.

Dated: November 1, 20( By: /s/ REEDH ASTINGS

Reed Hasting
Chief Executive Office

I, Barry McCarthy, certify, pursuant to 18 U.S.@c8on 1350, as adopted pursuant to Section 9@itecbarbanes-Oxley Act of 2002,
that the quarterly report on Form 10-Q of Netflix¢. for the quarter ended September 30, 2004 &dimplies with the requirements of Section
13(a) or 15(d) of the Securities Exchange Act @4Land that information contained in such repartfgresents, in all material respects, the
financial condition and results of operations otflibe Inc.

Dated: November 1, 2004 By: /s/ BARRY M ¢ C ARTHY

Barry McCarthy
Chief Financial Office



