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PART I

Forward-Looking Statements

This Annual Report on Form 10-K contains forwardkimg statements within the meaning of the fedszaulrities laws. These forward-
looking statements include, but are not limitedstafements regarding: our core strategy; our cotitpe advantage; the continued popularity
of the DVD format; the proliferation of Internetimoected devices and the economic models for eirteréant video delivery; gross margin;
liquidity; developments in DVD formats; our strayefgr delivering streaming content; our consumexcélonics partnerships; revenue per
average paying subscriber; impacts relating to puicing strategy, our content library investmentalahe size of our stock repurchase
program for 2009. These forwelooking statements are subject to risks and umdeties that could cause actual results and evantiffer. A
detailed discussion of these and other risks arckrainties that could cause actual results andhévéo differ materially from such forward-
looking statements is included throughout thigfjland particularly in Item 1A: “Risk Factorssection set forth in this Annual Report on Fc
10-K. All forward-looking statements included ifstdocument are based on information availables®n the date hereof, and we assume no
obligation to revise or publicly release any rewisito any such forward-looking statement, excephag otherwise be required by law.

ltem 1. Business

With more than 10 million subscribers, we are @rgést online movie rental subscription servicthenUnited States. We offer a variety
of subscription plans, with no due dates, no lagsf no shipping fees and no pay-per-view feespiiade subscribers access to over 100,000
DVD and Blu-ray titles plus more than 12,000 streggrtontent choices. Subscribers select titlesiatdeb site aided by our proprietary
recommendation service and merchandising toolss@ilders can:

* Receive DVDs by U.S. mail and return them to utheir convenience using our prepaid mailers. Aft&VD has been returned, \
mail the next available DVD in a subscri's queue

» Watch streaming content without commercial intetiarpon personal computers (“PCs”), Intel-based itash computers (“Macs”)
and televisions (“TVs"). The viewing experienceeizabled by Netflix controlled software that can aima variety of devices. These
devices include PCs, Macs, Internet connected &juyptayers, such as those manufactured by LG Bleics and Samsung, set-top
boxes, such as TiVo and the Netflix Player by Ra@ame consoles, such as Microsoft's Xbox 360, dadngd for later this year,
TVs from Vizio and LG Electronic:

Our core strategy is to grow a large subscriptiositiess consisting of DVD by mail and streamingtenn We offer over 100,000 titles
on DVD. In comparison, the 12,000 content choiceslable for streaming are relatively limited. Wigect to substantially broaden the con
choices as more content becomes available to u#.dunh time, by bundling DVD and streaming ast pdithe Netflix subscription, we are
able to offer subscribers a uniquely comprehensélection of movies for one low monthly price. Wadigve this creates a competitive
advantage as compared to a streaming only suliscrigervice. This advantage will diminish over timemore content becomes available over
the Internet from competing services, by which timeeexpect to have further developed our other ratéheges such as brand, distribution, and
our proprietary merchandising platform. Despitedgh@wing popularity of Internet delivered content expect that the standard definition
DVD, along with its high definition successor, Blay, (collectively referred to in this Annual Repas “DVD”) will continue to be the prima
means by which most Netflix subscribers view confenthe foreseeable future. However, at sometgoithe future, we expect that Internet
delivery of content to the home will surpass DVD.

We promote our service to consumers through vamaeaiketing programs, including online promotiors$evision and radio advertising,
package inserts, direct mail and other promotioitis third parties. These programs encourage consitoesubscribe to our service and may
include a free trial period. At the end of the fteal period, subscribers are automatically emalhs paying subscribers, unless they cance
subscription. All paying subscribers are billed riidyin advance.
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We stock over 100,000 DVD titles. We have establistevenue sharing relationships with several etudnd distributors. We also
purchase titles directly from studios, distributarsl other suppliers. In addition, we have more tta,000 content choices licensed for
streaming.

We ship and receive DVDs throughout the Unitede3taiVe maintain a nationwide network of shippingtees that allows us to provide
fast delivery and return service to our subscribers

We are focused on growing our subscriber base @rghues and utilizing our proprietary technologyniaimize operating costs. Our
technology is extensively employed to manage atefjiate our business, including our Web site iatf order processing, fulfillment
operations and customer service. We believe thateahnology also allows us to maximize our libratization and to run our fulfillment
operations in a flexible manner with minimal capiequirements.

We are organized in a single operating segmentbutirevenues are generated in the United Statdsya have no long-lived assets
outside the United States. Substantially all oueneies are derived from monthly subscription fees.

Industry Overview

Motion pictures, including movies and televisiomgrams (“entertainment video”) are distributed loitgahrough a variety of channels,
including movie theaters, airlines, hotels and @mle. In-home distribution channels include DVD atatnd retail outlets and web sites, cable,
satellite and telecommunication providers offediragic and premium television, pay-per-view, ancoidn-demand (“VOD”) and Internet
delivery. Currently, studios distribute their eté@mment video content approximately three to sonths after theatrical release to the home
video market, three to seven months after thedirddaase to pay-peariew and VOD, one year after theatrical releasgréomium television an
two to three years after theatrical release tochesble and network television. Internet delivecedtent is made available typically at the same
time as pay-per-view or VOD; however, some contemth as television shows, are often made avaifabl@ternet viewing shortly after the
original airing date. The major studios and televimetworks have continued to experiment with sreed release windows and we anticipate
that they will continue to test a variety of modétions or adjustments to the traditional windowsluding releasing movies simultaneously on
DVD and VOD. We believe, however, that DVD will dotue to receive a preferential distribution windowlight of the large profits DVD
generates for the studios in the near term.

Challenges Faced by Consumers in Selecting In-Hentertainment Video

The continued proliferation of new releases of gabement video, coupled with the availability ofaaige and growing back catalog of
tittes on DVD create two primary challenges for s@mers in selecting titles.

First, despite the large number of available tidasDVD, existing subscription channels and tradisil DVD rental outlets stock a limited
selection of titles, frustrating consumer demarndhfiore choice. Subscription channels, pay-per-daed VOD services continue to offer a
relatively narrow selection of titles. Likewiseadlitional DVD rental outlets primarily offer newleases and devote limited space to display
stock back catalog titles. We believe our selectibaver 100,000 titles on DVD offers an attractaleernative to these traditional channels.

Second, even when consumers have access to thewaler of titles available, they generally hawveitéd means to effectively sort
through the titles. We believe our recommendatimise, our merchandising practices and our otheb 8ite features provide our subscribers
the tools to select titles that appeal to theinittlial preferences.
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Competitive Strengths
We believe that our revenue and subscriber grovgfaaesult of the following competitive strengths:

Comprehensive Library of Titles. We have well established relationships withanajudios and distributors, enabling us to
maintain a broad and deep selection of DVD titl¥s. also offer our subscribers access to a smithiery of titles available for
streaming. Because of our scale, national foot@mmat Internet based subscription model, we beliegewe can efficiently acquire
and provide subscribers a broader selection of D& than DVD rental outlets, DVD retailers, arable, satellite and
telecommunication providers. In addition, by prargiboth DVD and streaming content as part of tle¢fl subscription, we are
able to offer subscribers a uniquely comprehensalection of movies for one low monthly price. Taximize our selection of DVD
titles, we continuously add newly released DVDestto our library. Our DVD library contains numesatopies of popular new
releases, as well as many DVD titles that appeahtoow audience:

Personalized Merchandisin  We utilize various tools, including our propeiey recommendation service, to create a cu
interface for each subscriber to effectively meralise our library. Subscribers rate titles on owet)/gite, and our recommendation
service compares these ratings to the databasgings collected from our entire user base. Foh sabscriber, these comparisons
are used to make predictions about specific titlessubscriber may enjoy. These predictions, alitly other factors, are used to
help merchandise titles to subscribers throughmtYeb site. We believe that our recommendatioviccerand our other
merchandising practices allow us to create k-based demand for our library and maximize utilmatf our library.

Growing Scale. We have achieved a level of scale in our busiressprovides many operational advantages. For eleamwe are
able to cost effectively automate many of our siig@nd receiving processes, helping to drive doasts while also providing a
better, more consistent experience to our subgesridéso, our growing scale, namely, our more th@million subscribers, provides
what we believe to be a key strategic advantagriabusiness expands into the Internet delivergootent. We believe that this lai
installed base of subscribers positions us wetbimpete in the Internet delivery of content witlmganies that may have more
recognizable names or more resour

Convenience, Selection and Fast DeliverySubscribers can conveniently select titles lnyding and modifying a personalized
gueue of titles on our Web site. We create a unayperience for subscribers by serving pages oWl site that are tailored to
subscribers’ individual rental and ratings histd@gsed on each subscriber’s queue, we ship DVOsdtyclass mail. Subscribers
return these DVDs to us in prepaid mailers. Aftareipt of returned DVDs, we mail our subscribeesriext available DVD in their
gueue of selected titles. We have over 100,000 Oitk€s to choose from, and our nationwide netwdrkistribution centers allows
us to offer fast delivery. In addition, we offertbsgribers more than 12,000 streaming content chale can be watched instantly
without commercial interruptiot

Growth Strategy

Our core strategy to grow a large subscriptiontess consisting of DVD by mail and streaming coniteciudes the following key
elements:

Providing Compelling Value for Subscribe We provide subscribers access to our compréhelilsrary of over 100,000 DVI
titles with no due dates, no late fees, no shippeeg and no pay-per-view fees for a fixed monghlge. We merchandise titles in
easy-to-recognize lists including new releasegydayre and other targeted categories. We also wibee than 12,000 streaming
content choices that can be watched instantly.d@aovenient, easy-to-use Web site allows subscriioegsiickly select current titles,
reserve upcoming releases and build an individualig for future viewing. Our recommendation seryiaevides subscribers with
recommendations of titles from our library. We ddycdeliver DVDs to subscribers from our shippirenters located throughout the
United States by U.S. mail, and we offer certairvim® and TV episodes that can be watched inste
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» Utilizing Technology to Enhance Subscriber Experéeand Operate Efficientt We utilize proprietary and other technology
manage the processing and distribution of DVDs foamshipping centers and the delivery of streansimigtent over the Internet.
Our software and equipment automate the procesaaking and routing DVDs to and from each of duipping centers and allocate
order responsibilities among them. We continuousbnitor, test and seek to improve the efficiencpwf distribution, processing
and inventory management systems as our substiserand shipping volume grows. We operate a naitiennetwork of shipping
centers and continue to develop and grow this niétteomeet the demands of our operatic

» Building Mutually Beneficial Relationships with Ertainment Video Provider We have invested substantial resources in
establishing strong ties with various entertainmeaéo providers. We maintain an office in Bevatlyls, California that provides us
access to the major studios. We obtain contenutiirairect purchases, revenue sharing agreemeliteose agreements. We work
with the content providers to determine which mdtbbacquiring titles is the most beneficial fockaarty. Our growing subscriber
base provides studios with an additional distrimutbutlet for popular movies and television serésswell as niche titles and
programs

Our Web site—www.netflix.com

We apply substantial resources to develop and aiaitéchnology to implement the features of our Wiédy, such as subscription accc
signup and management, personalized movie merdsiagdinventory optimization and streaming cont&vé believe that our Web site
provides our subscribers with an easy-to-use iaterthat enhances the value of our service. Weuegethat our ability to personally
merchandise our content through the Web site opissubscriber satisfaction and management oflary by integrating the predictions
from our recommendation service, each subscrilzersent queue and viewing history, inventory leaisl other factors to determine which
movies to promote to each subscriber. Subscriteeyrdqy our service by a credit or debit card. Wéagt third party services to authorize and
process our payment methods. Throughout our Wehwé have extensive measurement and testing diéipaballowing us to continuously
optimize our Web site according to our needs, dsagehose of our subscribers. We use random abt@sting extensively, including testing
service levels, plans, promotions and pricing.

Merchandising

We use our proprietary recommendation service alatigother data, such as viewing history and inggnlevels, to determine which
titles are presented to a subscriber. In doingveohelieve we provide our subscribers with a guaicll personalized way to find titles they are
more likely to enjoy while also effectively managiaur inventory utilization. Our merchandising effoare used throughout our website to
determine which titles are displayed to subscribaduding the generation of lists of similarésl We believe our merchandising efforts create
a powerful method for catalog browsing and effitiorary utilization.

We also provide our subscribers with detailed imfation about each title in our library which hetpem select movies they will enjoy.
This information may include:

» factual data, including length, rating, cast arelagrspecial DVD features and screen form

* movie trailers and other editorial perspectivesluding plot synopses and reviews written by outoes, third parties and by oth
Netflix subscribers; an

» data from our recommendation service, includingpeal rating, average rating and other similaegithe subscriber may enijc

Marketing

We use multiple marketing channels through whichatteact subscribers to our service. Online adsiadiis an important channel for
acquiring subscribers. We advertise our servicsmerthrough such vehicles as paid
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search listings, banner ads, text links and peforidsased e-mails. In addition, we have an af@liptogram whereby we make available Web-
based banner ads and other advertisements théptnities may retrieve on a self-assisted basis fror Web site and place on their Web sites.
We also engage our consumer electronic partnagsrterate new subscribers for our service. We algertise our service on various regional
and national television and radio stations. Wetasgeted, solo direct mail, shared mail and newspppnt advertising to acquire new
subscribers. We also participate in a variety afpayative advertising programs with studios unterterms of which we receive cash
consideration in exchange for featuring the studiasies in Netflix promotional advertising. We lele that our paid marketing efforts are
significantly enhanced by the benefits of word-afuth advertising, our subscriber referrals andamtive public relations programs.

Content Acquisition

We obtain content through direct purchases, revehagng agreements and license agreements. Und@&\D and streaming revenue
sharing agreements with studios and distributoesgenerally obtain titles for a low initial costemchange for a commitment for a defined
period of time either to share a percentage okabscription revenues or to pay a fee based orbutilization. After the revenue sharing
period expires for a DVD, we generally have theapbf returning the DVD to the studio, destroythg DVD or purchasing the DVD. The
principal structure of each agreement is similamature but the specific terms are generally untqueach studio. We also purchase DVDs
from various studios, distributors and other sugaglion a purchase order basis. Under these arramgenwve typically pay a per disc fee for
each of the DVDs we purchase. For titles that ttleamed to our subscribers, we generally licensetmtent directly from studios and
distributors for a defined period of time. Followiexpiration of the license term, we remove the@ainfrom our service unless we extend or
renew the associated license agreement.

Fulfillment Operations

We currently stock over 100,000 titles on more thammillion DVDs. Not all titles are available ith standard definition DVD and Blu-
ray formats. We have allocated substantial ressueeveloping, maintaining and testing the te@mothat helps us manage the fulfillment
of individual orders and the integration of our Waie, transaction processing systems, fulfillmapgrations, inventory levels and coordina
of our shipping centers. We ship and receive DMbmfa nationwide network of shipping centers loddteoughout the United States. We
believe our shipping centers allow us to improwe ¢hstomer experience for subscribers by shortehim¢ransit time for our DVDs through
the U.S. Postal Service.

Customer Service

We believe that our ability to establish and maimtang-term relationships with subscribers depemdpart, on the strength of our
customer support and service operations. As suelwerk on maintaining and improving the overall lifyaand level of customer service and
support we provide to our subscribers. Our custa@rerice center is located in Hillsboro, Oregord primarily handles subscriber inquiries
telephone. In addition, we continue to focus omelating the causes of customer support calls amdging certain selservice features on ¢
Web site, such as the ability to report and comeast shipping problems. We continue to explore aeanues to deliver efficient problem
resolution and feedback channels.

Competition

The market for in-home entertainment video is istdy competitive and subject to rapid change. Mamsumers maintain simultaneous
relationships with multiple in-home entertainmeitteo providers and can easily shift spending frama provider to another. For example,
consumers may subscribe to cable, rent a DVD fremb@x or Blockbuster, buy a DVD from Wal-Mart or Aron, download a movie from
Apple iTunes, watch a television show on Hulu.camg subscribe to Netflix, or some combination tbérall in the same month. New
competitors may be able to launch new businessasedatively low cost. DVDs and Internet

5



Table of Contents

delivery of content represent only two of many 8Rg and potential new technologies for viewingegtinment video. In addition, the growth
in adoption of DVD and Internet delivery of conténnot mutually exclusive from the growth of otltechnologies.

Our principal competitors include:
« DVD rental outlets and kiosk services, such as Bloster, Movie Gallery and Redbc

» video package providers with f-per-view and VOD content including cable providers,isas Time Warner and Comcast; dir
broadcast satellite providers, such as DIRECTV Edubstar; and telecommunication providers suche&TAand Verizon;

» online DVD subscription rental web sites, such &xBouster Online
* entertainment video retail stores, such as Best Blgl-Mart and Amazon.con
» Internet movie and television content providerghsas Appl’'s iTunes, Amazon.com, Hulu.com and Go'’s YouTube

While we anticipate that new devices and servioes$nternet delivery of content will proliferate evthe coming years, we believe that
DVD will continue to be an important part of thenhe entertainment experience for the foreseeahleguHowever, at some point in the futi
we expect that Internet delivery of content dingttl the home will surpass DVD.

We believe there will be three primary economic eiedor Internet delivered content: ad supportedhsas Hulu.com and YouTube;
pay-per-view or transactional, such as Amazon’sd¥idn Demand and Apple iTunes; and, subscriptiach s our service. It is our intent to
focus exclusively on the subscription segment tdrimet delivered content.

Employees

As of December 31, 2008, we had 1,644 full-time kyges. We also utilize part-time and temporary leyges, primarily in our
fulfilment operations, to respond to the fluctugtidemand for DVD shipments. As of December 31820 had 1,626 part-time and
temporary employees. Our employees are not cousredcollective bargaining agreement, and we cemsidr relations with our employees
be good.

Intellectual Property

We use a combination of patent, trademark, copyagh trade secret laws and confidentiality agregs protect our proprietary
intellectual property. We have filed patents in th&. and abroad. In the U.S., we were issued boaathess method patents covering, among
other things, our subscription rental service i02@nd 2006, and we were issued a patent covetingailing and response envelope in 2005.
While our patents are an important element of ausiress, our business as a whole is not matedeligndent on any one or a combination of
patents. We have registered trademarks and senades for the Netflix name and have filed applicas for additional trademarks and service
marks. Our software, the content of our Web sité @her material which we create are protecteddpyxght. We also protect certain details
about our business methods, processes and stsategieade secrets, and keep confidential infoondliat we believe gives us a competitive
advantage.

Our ability to protect and enforce our intellectpabperty rights is subject to certain risks. Enéanent of intellectual property rights is
costly and time consuming. To date, we have rgdidarily on proprietary processes and know-howrimect our intellectual property. It is
uncertain if and when our other patent and tradkmpplications may be allowed and whether they mritivide us with a competitive
advantage.

From time to time, we encounter disputes over sgind obligations concerning intellectual propeve cannot assure that we will
prevail in any intellectual property dispute.
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Other Information

We were incorporated in Delaware in August 1997 eordpleted our initial public offering in May 200Qur principal executive offices
are located at 100 Winchester Circle, Los Gato$ifdaia 95032, and our telephone number is (408)-3700. We maintain a Web site at
www.netflix.com The contents of our Web site are not incorporatedr otherwise to be regarded as part of, thisual Report on Form 1K-
In this Annual Report on Form 10-K, “Netflix,” tH€ompany,” “we,” “us,” “our” and the “registrant’afer to Netflix, Inc.

Our investor relations Web site is locatedhip://ir.netflix.com. We make available, free of charge, on our investiations Web site
under “SEC Filings,” our Annual Reports on FormK,0guarterly reports on Form 10-Q, current reporid=orm 8-K and amendments to these
reports as soon as reasonably practicable aftetratécally filing or furnishing those reports tioet Securities and Exchange Commission.
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Iltem 1A. Risk Factors

If any of the following risks actually occurs, dursiness, financial condition and results of opierat could be harmed. In that case, the
trading price of our common stock could declined gou could lose all or part of your investment.

Risks Related to Our Business
If our efforts to attract subscribers are not succssful, our revenues will be adversely affected.

We must continue to attract subscribers to ouriser®©ur ability to attract subscribers will depengbart on our ability to consistently
provide our subscribers with a valuable and qualityerience for selecting, viewing, receiving aetliming titles, including providing valuat
recommendations through our recommendation serkicghermore, the relative service levels, pricangl related features of competitors to
our service may adversely impact our ability tosatt subscribers. Competitors include movie retimites, DVD rental outlets and kiosk
services, Internet content providers’ online DVbstription rental web sites and video package piergi with pay peview and VOD conten
If consumers do not perceive our service offermbe of value, or if we introduce new services tratnot favorably received by them, we 1
not be able to attract subscribers. In additiomyrat our subscribers are rejoining our servicerginate from word-of-mouth advertising
from existing subscribers. If our efforts to satisfir existing subscribers are not successful, &g not be able to attract subscribers, and as a
result, our revenues will be adversely affected.

If we experience excessive rates of churn, our rewees and business will be harmed.

We must minimize the rate of loss of existing suilrsrs while adding new subscribers. Subscribemse@aheir subscription to our
service for many reasons, including a perceptian ttiey do not use the service sufficiently, delviakes too long, the service is a poor value,
competitive services provide a better value or egpee and customer service issues are not sdtisfgaesolved. We must continually add
new subscribers both to replace subscribers whoet@amd to grow our business beyond our currerditier base. If too many of our
subscribers cancel our service, or if we are ungbégtract new subscribers in numbers sufficiergrow our business, our operating results
will be adversely affected. If we are unable tocassfully compete with current and new competitotsoth retaining our existing subscribers
and attracting new subscribers, our churn willlifkecrease and our business will be adverselyctdfe Further, if excessive numbers of
subscribers cancel our service, we may be reqtiréttur significantly higher marketing expenditsitban we currently anticipate to replace
these subscribers with new subscribers.

Deterioration in the economy could impact our busiess.

Netflix is an entertainment service, and paymenbia service may be considered discretionary erptirt of many of our current and
potential subscribers. To the extent the overalhemy continues to deteriorate, such as in the acbagrolonged recession, our business ¢
be impacted as subscribers choose either to laaveeovice or reduce their service levels. Alsoréd to attract new subscribers may be
adversely impacted.

If the market segment for online DVD rentals saturaes, our business will be adversely affected.

The market segment for online DVD rental has greigmificantly since inception. Some of the incregsjrowth can be attributed to
changes in our service offering, especially théitglnf our subscribers to stream movies and T\seges on their TVs, PCs and Macs.
Fluctuations in our rate of growth could indicdtattthe market segment for online DVD rentals gifveing to saturate. While we believe that
online DVD rentals will continue to grow for theréseeable future, if this market segment weretirae, our business would be adversely
affected.
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If we are unable to compete effectively, our busirss will be adversely affected.

The market for in-home entertainment video is istdy competitive and subject to rapid change. Neshitologies for delivery of in-
home entertainment video, such as VOD and Inteteketery of content, continue to receive considerabedia and investor attention. Many
our competitors have longer operating historiegidacustomer bases, greater brand recognitiorsigmificantly greater financial, marketing
and other resources than we do. If we are unaldadoessfully or profitably compete with currentlarew competitors, programs and
technologies, our business will be adversely aff¢gcand we may not be able to increase or maintaiket share, revenues or profitability.

Some of our competitors have adopted, and mayrugmtio adopt, aggressive pricing policies and desabstantially more resources to
marketing, Web site and systems development thadowv&here can be no assurance that we will betalidlempete effectively against current
or new competitors at our existing pricing levelsibeven lower price points in the future. Furthere, we may need to adjust the level of
service provided to our subscribers and/or inogmificantly higher marketing expenditures than werently anticipate. As a result of increa
competition, we may see a reduction in operatinggina and market share.

If VOD or other technologies are more widely adopté and supported as a method of content delivery, elusiness could be adversely
affected.

Some digital cable providers and Internet conteaviders have implemented technology referred td@P. This technology transmits
movies and other entertainment content on dematidimteractive capabilities such as start, stopramdnd. In addition, other technologies
have been developed that allow alternative meansoiossumers to receive and watch movies or othtartainment, particularly over the
Internet and on such devices as cell phones. Adthawe are providing our own Internet-based deliva@rgontent, allowing our subscribers to
stream certain movies and TV episodes, VOD or diéanologies may become more affordable and vialbdenative methods of content
delivery that are widely supported by studios aistrithutors and adopted by consumers. If this happrore quickly than we anticipate or
more quickly than our own Internet delivery offey or if other providers are better able to maelie and consumer needs and expectations,
our business could be adversely affected.

If the popularity of the DVD format decreases, oubusiness could be adversely affected.

While the growth of DVD sales has slowed, we baigvat the DVD will be a valuable long-term consum®position and studio profit
center. However, if DVD sales were to decreasealise of a shift away from movie watching or becawese or existing technologies were to
become more popular at the expense of DVD enjoynséundios and retailers may reduce their suppothi@DVD format. Our subscriber
growth will be substantially influenced by the domed popularity of the DVD format, and if such pdgrity wanes, our subscriber growth n
also slow.

If U.S. Copyright law were altered to amend or elinnate the First Sale Doctrine or if studios were taelease or distribute titles on DVD
in a manner that attempts to circumvent or limit the affects of the First Sale Doctrine, our businesuld be adversely affected.

Under U.S. Copyright Law, once a copyright owndissz copy of his work, the copyright owner relinshes all further rights to sell or
otherwise dispose of that copy. While the copyriglvher retains the underlying copyright to the esgion fixed in the work, the copyright
owner gives up his ability to control the fate loé twork once it had been sold. As such, once a Bdld into the market, those obtaining the
DVD are permitted to re-sell it, rent it or otheseidispose of it. If Congress or the courts wereghtimge or substantially limit this First Sale
Doctrine, our ability to obtain content and thentri¢ could be adversely affected. Likewise, ifdits agree to limit the sale or distribution of
their content in ways that try to limit the affecifsthe First Sale Doctrine, our business coul@ddeersely affected. For example, in late 2006
and again in late 2007, Blockbuster announced geraents with certain content owners pursuant tekvBlockbuster would receive content
on DVDs for rental exclusively
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by Blockbuster. To the extent this content is tallstributed exclusively to Blockbuster and notetail vendors or distributors, we could be
prevented from obtaining such content. To the exttemcontent is also sold to retail vendors ofritigtors, we would not be prohibited from
obtaining and renting such content pursuant td-tret Sale Doctrine. Nonetheless, it does impaciadility to obtain such content in the most
efficient manner and, in some cases, in sufficiprantity to satisfy demand. If such arrangement®webecome more commonplace or if
additional impediments to obtaining content werated (such as an exclusive rental window), odityld obtain content could be impacted
and our business could be adversely affected.

If studios were to offer new releases of entertainent video to other distribution channels prior to,or on parity with, the release on
DVD, our business could be adversely affected.

Except for theatrical release, DVDs currently ergoyompetitive advantage over other distributioarctels, such as pay-per-view and
VOD, because of the early distribution window oa VD format. The window for new releases on DVQénerally exclusive against other
forms of non-theatrical movie distribution, suchpay-per-view, Internet-delivery, premium televisitasic cable and network and syndicated
television. The length of the exclusive window foovie rental and retail sales varies and the otdegth and exclusivity of each window for
each distribution channel are determined solelyhieystudio releasing the title. Over the past sdwerars, the major studios have shortened the
release windows and several studios have releasesnsimultaneously on DVD and VOD. If other distition channels were to receive
priority over, or parity with, DVD and such praa&are widely adopted, our subscribers might firedé other distribution channels of more
value than our service and our business could beraely affected.

We depend on studios and distributors to license usontent that we can stream instantly over the Inteet.

Streaming content over the Internet involves tbersing of rights which are separate from and ieddpnt of the rights we acquire when
obtaining DVD content. Our ability to provide owlsscribers with content they can watch instantgrefore depends on studios and
distributors licensing us content specifically foternet delivery. The license periods and the seamd conditions of such licenses vary. If the
studios and distributors change their terms andlitions or are no longer willing or able to provide licenses, our ability to stream content to
our subscribers will be adversely affected. UnlikéD, streaming content is not subject to the Figke Doctrine. As such, we are completely
dependent on the studio or distributor providindicenses in order to access and stream contemty idfithe licenses provide for the studios or
distributor to withdraw content from our servicéatevely quickly. Because of these provisions a8l a& other actions we may take, content
available through our service can be withdrawntwrtsnotice. For example, in December 2008, ceitaittent associated with our license
from the Starz Play service was withdrawn on shotice. In addition, the studios have great flditipin licensing content. They may elect to
license content exclusively to a particular provideotherwise limit the types of services that dafiver streaming content. For example, HBO
licenses content from studios like Warner Bros. tedicense provides HBO with the exclusive righsuch content against other subscription
services, including Netflix. As such, Netflix canidicense certain Warner Bros. content for delivierjts subscribers while Warner Bros. may
nonetheless license the same content to transati@D providers. This ability to carve-up and mtain ongoing control over distribution
rights, including the ability to withdraw conteid,unique to streaming content. If we are unablkeetmure and maintain rights to streaming
content or if we cannot otherwise obtain such auni@on terms that are acceptable to us, our pbiistream movies and TV episodes to our
subscribers will be adversely impacted, and ousatilber acquisition and retention could also besaskly impacted. During the course of our
license relationship, various contract administraissues can arise. To the extent that we arel@it@besolve any of these issues in an
amicable manner, our relationship with the studiod distributors or our access to content may beradly impacted.

We intend to engage a number of partners to offemistant streaming of content from Netflix to variousdevices.

We currently offer subscribers the ability to reeestreaming content through their PCs, Macs aneratevices, including the Xbox 360,
Internet connected Blu-ray players from LG Elecitsrand Samsung, TiVo
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and the Netflix Player by Roku. We intend to braadear capability to instantly stream movies and @pisodes to other platforms and partners
over time. If we are not successful in maintainéxgsting and creating new relationships, or if meaunter technological, content licensing or
other impediments to our streaming content, ouitpld grow our business could be adversely impdcOur agreements with our consumer
electronics partners are typically between onethrek years in duration and our business couldieraely affected if, upon expiration, our
partners do not continue to provide access to ewice or are unwilling to do so on terms acceablus. For example, while the PC and Mac
platforms constitute the largest number of devicged by our subscribers to enjoy streaming contleatagreement covering the next largest
number of devices will expire in late 2009, unltdss partner exercises its option to extend. If saggeement were to terminate, our subscriber
acquisition and retention could be adversely imgaicEurthermore, devices are manufactured andogodohtities other than Netflix and while
these entities should be responsible for the devjmerformance, the connection between these dewiod Netflix may nonetheless result in
consumer dissatisfaction toward Netflix and sudsaisfaction could result in claims against ustberwise adversely impact our business. In
addition, technology changes to our watch instafothctionality may require that partners updaterttievices. If partners do not update or
otherwise modify their devices, our service andsubscribers use and enjoyment could be negativgigcted.

If we experience increased demand for titles whictve are unable to offset with increased subscriberetention or operating margins, out
operating results may be adversely affected.

With our unlimited plans, there is no establishiedtlto the number of movies and TV episodes thi@ssribers may rent on DVD or
watch instantly. We are continually adjusting oervice in ways that may impact subscriber moviggas&uch adjustments include new Web
site features and merchandising practices, imprewgsnin the technology that enable subscribemssimntly watch movies and TV episodes
expanded DVD distribution network and software pratess changes. In addition, demand for titles imergase for a variety of reasons
beyond our control, including promotion by studérgl seasonal variations or shifts in consumer maaiehing.

If our subscriber retention does not increase ooperating margins do not improve to an extenessary to offset the effect of any
increased operating costs associated with increasmge, our operating results will be adverselgaéd. In addition, our subscriber growth
retention may be adversely affected if we atteraptlter our service or increase our monthly sulpsion fees to offset any increased costs of
acquiring or delivering titles.

If our subscribers select titles or formats that ae more expensive for us to obtain and deliver moreequently, our expenses may
increase.

Certain titles cost us more to purchase or resutréater revenue sharing expenses, depending@othice from whom they are obtait
and the terms on which they are obtained. If subsis select these titles more often on a propaatibasis compared to all titles selected, our
revenue sharing and other content acquisition esggoould increase, and our gross margins couddibersely affected. In addition, films
released on Blu-ray and those released for strepmay be more expensive to obtain than in the stahdefinition DVD format. The rate of
customer acceptance and adoption of these new feimancertain. If subscribers select these fogroata proportional basis more often than
the existing standard definition DVD format, ountent acquisition expenses could increase, angmss margins could be adversely affec

If our efforts to build strong brand identity and i mprove subscriber satisfaction and loyalty are nosuccessful, we may not be able to
attract or retain subscribers, and our operating results may be adversely affected.

We must continue to build and maintain strong brialeditity. To succeed, we must continue to attasact retain a large number of
subscribers who have relied on other rental outletspersuade them to subscribe to our
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service. In addition, we may have to compete ftasstibers against other brands which have greategnition than ours. We believe that the
importance of brand loyalty will only increase igHt of competition, both for online subscriptiogrgices and other means of distributing tit
such as VOD. From time to time, our subscribergesgdissatisfaction with our service, includingoaig other things, our inventory allocati
delivery processing and service interruptions. frenmore, third party devices that enable instaetsting of movies and TV episodes from
Netflix may not meet consumer expectations. Toetktent dissatisfaction with our service is widesgrer not adequately addressed, our b
may be adversely impacted. If our efforts to pragrentd maintain our brand are not successful, oarabipg results and our ability to attract
and retain subscribers may be adversely affected.

If we are unable to manage the mix of subscriber agiisition sources, our subscriber levels and markétg expenses may be adversely
affected.

We utilize a broad mix of marketing programs torpote our service to potential new subscribers. Wteain new subscribers through our
online marketing efforts, including paid searchitigs, banner ads, text links and permission-basexils, as well as our active affiliate
program. We also engage our consumer electronitsgra to generate new subscribers for our seriricaddition, we have engaged in various
offline marketing programs, including televisiordaradio advertising, direct mail and print campaigronsumer package and mailing
insertions. We also acquire a number of subscriwbrsrejoin our service having previously cancelleeir membership. We maintain an ac
public relations program to increase awarenessiogervice and drive subscriber acquisition. Weoopmistically adjust our mix of marketing
programs to acquire new subscribers at a reasonabtavith the intention of achieving overall firtdad goals. If we are unable to maintain or
replace our sources of subscribers with similaffgative sources, or if the cost of our existingis®s increases, our subscriber levels and
marketing expenses may be adversely affected.

If we are unable to continue using our current marleting channels, our ability to attract new subscrilers may be adversely affected.

We may not be able to continue to support the niend@®f our service by current means if such atiigiare no longer available to us,
become cost prohibitive or are adverse to our lassinlf companies that currently promote our serdiecide to enter our business or a similar
business or decide to exclusively support our cditgre, we may no longer be given access to suehméls. In addition, if ad rates increase,
we may curtail marketing expenses or otherwise iggpee an increase in our cost per subscriber. laawlsregulations impose restrictions on
the use of certain channels, including commercialad and direct mail. We may limit or discontinuge or support of e-mail and other
activities if we become concerned that subscribegotential subscribers deem such activities gty which could affect our goodwill or
brand. If the available marketing channels areatfed, our ability to attract new subscribers mayabdversely affected.

If we are not able to manage our growth, our busings could be adversely affected.

We have expanded rapidly since we launched our $itetin April 1998. Many of our systems and op@enagi practices were
implemented when we were at a smaller scale ofadipgrs. Also, as we grow, we have implemented netesns and software to help run our
operations. If we are not able to refine or revigelegacy systems or implement new systems arndaf as we grow, if they fail or, if in
responding to any other issues related to growthnanagement is materially distracted from ourentroperations, our business may be
adversely affected.

We rely heavily on our proprietary technology to process deliveries and returns of our DVDs and to mage other aspects of our
operations, including streaming of movies and TV epodes to our subscribers, and the failure of thikechnology to operate effectively
could adversely affect our business.

We use complex proprietary and other technologyr¢@ess deliveries and returns of our DVDs and anage other aspects of our
operations, including streaming of movies and Tiéeges to our subscribers. This
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technology, including equipment and related sofewér intended to allow our nationwide network lofoping centers to be operated on an
integrated basis. We continually enhance or matiétechnology used for our distribution operatiaffe cannot be sure that any
enhancements or other modifications we make talmtiribution operations will achieve the intendedults or otherwise be of value to our
subscribers. Future enhancements and modificatooasr technology could consume considerable ressulf we are unable to maintain and
enhance our technology to manage the processiby bk among our shipping centers in a timely andtifit manner, our ability to retain
existing subscribers and to add new subscribershmaagnpaired. In addition, our subscribers mayangy watch movies and TV episodes but
they must maintain their connection to our serfiiwean uninterrupted viewing experience. If ourta@ire fails to satisfactorily display the
available titles, our ability to retain existingbsgribers and to add new subscribers may be inthaMeo, any harm to our subscribepgrsone
computers or other devices caused by the propyist#tware could have an adverse effect on oumlessi results of operations and financial
condition.

If we experience delivery problems or if our subsdbers or potential subscribers lose confidence irhe U.S. mail system, we could lose
subscribers, which could adversely affect our opeting results.

We rely exclusively on the U.S. Postal Servicedbweér DVDs from our shipping centers and to retDMDs to us from our subscribers.
We are subject to risks associated with using th®@ip mail system to meet our shipping needs, idiclg delays or disruptions caused by
inclement weather, natural disasters, labor actiylsealth epidemics or bioterrorism. Our DVDs ds® @ubject to risks of breakage and theft
during our processing of shipments as well as dudiglivery and handling by the U.S. Postal Servite risk of breakage is also impacted by
the materials and methods used to replicate our £V¥he entities replicating our DVDs use matisrend methods more likely to break
during delivery and handling or we fail to timelgliver DVDs to our subscribers, our subscriberddtecome dissatisfied and cancel our
service, which could adversely affect our operategyplts. In addition, increased breakage and thefts for our DVDs will increase our cost of
acquiring titles.

Increases in the cost of delivering DVDs could adveely affect our gross profit.

Increases in postage delivery rates could adveedtdgt our gross profit if we elect not to raise subscription fees to offset the incre:
The U.S. Postal Service increased the rate fardiess postage on May 12, 2008 to 42 cents. TBe Rbstal Service has announced an inc
in the rate for first class postage effective in\2809 by 2 cents to 44 cents and it is also expktttat the U.S. Postal Service will raise rates
again in subsequent years in accordance with thesogiven the U.S. Postal Service in connectidh thie 2007 postal reform legislation. 1
U.S. Postal Service continues to focus on plamedace its costs and make its service more efficiethe U.S. Postal Service were to change
any policies relative to the requirements of fektss mail, including changes in size, weight ochigability qualifications of our DVD
envelopes, such changes could result in incredgpgisg costs or higher breakage for our DVDs, andgross margin could be adversely
affected. For example, the Office of Inspector Gahat the U.S. Postal Service issued a reportonelshber 2007 recommending that the U.S.
Postal Service revise the machinability qualifioas for first class mail related to DVDs or to @@DVD mailers who don’t comply with the
new regulations a 17 cent surcharge on all maindekeunmachinable. We do not anticipate any matienigéct to our operational practices or
postage delivery rates arising from this reporsoAlif the U.S. Postal Service curtails its sersjceich as by closing facilities or discontinuing
or reducing Saturday delivery service, our abil@yimely deliver DVDs could diminish, and our soliber satisfaction could be adversely
affected.

Studios have begun to release films in high dediniformat on Blu-ray. This new high definition foat DVD has higher damage rates
than we currently experience with standard detinibVDs. If we were to see a significant increasthie number of Blu-ray DVDs we ship or
an increase in the percentage of Blu-ray DVDs obssribers take and the damage rates remainedrhigrestandard definition DVDs, our
gross margins, profitability and cash flow couldduversely affected.
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If we are unable to effectively utilize our recommadation service, our business may suffer.

Based on proprietary algorithms, our recommendat@nice enables us to predict and recommend &tidseffectively merchandise our
library to our subscribers. We believe that in orde our recommendation service to function mdgatively, it must access a large database
of user ratings. We cannot assure that the prapyietigorithms in our recommendation service wilhtinue to function effectively to predict
and recommend titles that our subscribers will gnjo that we will continue to be successful ini@nty subscribers to rate enough titles for
database to effectively predict and recommend rreexisting titles.

We are continually refining our recommendation &enin an effort to improve its predictive accuraoyd usefulness to our subscribers.
We may experience difficulties in implementing nefinents. In addition, we cannot assure that webgithble to continue to make and
implement meaningful refinements to our recommeondatervice.

If our recommendation service does not enable psedict and recommend titles that our subscribétenjoy or if we are unable to
implement meaningful improvements, our personalimoecommendation service will be less useful, Mol event:

» our subscriber satisfaction may decrease, subssnibay perceive our service to be of lower valug @ur ability to attract and reta
subscribers may be adversely affec

» our ability to effectively merchandise and utiliaer library will be adversely affected; a

» our subscribers may default to choosing titles famong new releases or other titles that cost ug mogprovide, and our margins
may be adversely affecte

If we do not acquire sufficient DVD titles, our sutscriber satisfaction and results of operations mape adversely affected.

If we do not acquire sufficient copies of DVDs heit by not correctly anticipating demand or by mtienally acquiring fewer copies than
needed to fully satisfy demand, we may not appedely satisfy subscriber demand, and our subscsidgsfaction and results of operations
could be adversely affected. Conversely, if wenagieto mitigate this risk and acquire more copiestneeded to satisfy our subscriber
demand, our inventory utilization would become lefsctive and our gross margins would be adveraffcted. Our ability to accurately
predict subscriber demand as well as market fastaeh as exclusive distribution arrangements maachour ability to acquire appropriate
guantities of certain DVDs.

If we are unable to renew or renegotiate our reveneli sharing agreements when they expire on terms farable to us, or if the cost of
obtaining titles on a wholesale basis increases, rogross margins may be adversely affected.

We obtain DVDs through a mix of revenue sharingeagrents and direct purchases. The type of agreaetapahds on the economic
terms we can negotiate as well as studio prefesetle have entered into numerous revenue shanaggements with studios and distribut
which typically enabled us to increase our copytide DVDs on an economical basis because of ahitial payment with additional
payments made only if our subscribers rent the DBOxing the course of our revenue sharing relatigoss various contract administration
issues can arise. To the extent that we are utalpésolve any of these issues in an amicable nmaanerelationship with the studios and
distributors or our access to content may be aélyemnpacted.

As the revenue sharing agreements expire, we ransgotiate new terms or shift to direct purchasimgngements, under which we m
pay the full wholesale price regardless of whetherDVD is rented. If we cannot renegotiate purofgaen favorable terms, the cost of
obtaining content could increase and our gross imargay be adversely affected. In addition, thk aissociated with accurately predicting t
demand could increase if we are required to diygmikchase more titles.
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If the sales price of DVDs to retail consumers deeases, our ability to attract new subscribers mayéadversely affected.

The cost of manufacturing DVDs is substantiallyslésan the price for which new DVDs are generatlyl $n the retail market. Thus, we
believe that studios and other resellers of DVDeehsgnificant flexibility in pricing DVDs for reibsale. If the retail price of DVDs decreases
significantly, consumers may choose to purchase BWbtead of subscribing to our service.

Any significant disruption in service on our Web sie or in our computer systems could result in a Iasof subscribers.

Subscribers and potential subscribers access odcas¢hrough our Web site, where the title setatprocess is integrated with our
delivery processing systems and software. Our agjout and ability to attract, retain and serve sulyscribers is dependent upon the reliable
performance of our Web site, network infrastructame fulfillment processes. Interruptions in thegstems, or with the Internet in general,
could make our Web site unavailable and hinderatility to fulfill selections. For example, in Augti2008, we suffered a service interruption
that impacted our ability to ship and receive D\d3swell as stream movies to our subscribers. Mficuiosoftware is proprietary, and we rely
on the expertise of our engineering and softwareld@ment teams for the continued performance okofiware and computer systems.
Service interruptions, errors in our software @ timavailability of our Web site could diminish threerall attractiveness of our subscription
service to existing and potential subscribers.

Our servers are vulnerable to computer virusessiphlor electronic break-ins and similar disrupsipwhich could lead to interruptions
and delays in our service and operations as wedisss misuse or theft of data. Our Web site pécadty experiences directed attacks intended
to cause a disruption in service. Any attempts dgklers to disrupt our Web site service or our imdksystems, if successful, could harm our
business, be expensive to remedy and damage autatigm. Our insurance does not cover expensetedela direct attacks on our Web site or
internal systems. Efforts to prevent hackers fratteeng our computer systems are expensive to imgie and may limit the functionality of
our services. In certain instances, we have votilptarovided affected subscribers with a creditidg periods of extended outage. Any
significant disruption to our Web site or intercalmputer systems could result in a loss of subsigibnd adversely affect our business and
results of operations.

Our communications hardware and the computer hasluged to operate our Web site and our streanfingrdent are hosted at the
facilities of a third party provider. Hardware four delivery systems is maintained in our shippegters. Fires, floods, earthquakes, power
losses, telecommunications failures, break-inssamilar events could damage these systems and heedw cause them to fail completely. As
we do not maintain entirely redundant systemsseugting event could result in prolonged downtimeuwr operations and could adversely
affect our business. Problems faced by our thirtyp&'eb hosting provider, with the telecommunicaticmetwork providers with whom it
contracts or with the systems by which it allocaiggacity among its customers, including us, caldersely impact the experience of our
subscribers.

In the event of an earthquake or other natural or ran-made disaster, our operations could be adversesffected.

Our executive offices and data center are locatédd San Francisco Bay Area. We have shippingecgiicated throughout the United
States, including earthquake and hurricane-sepsitigas. Our business and operations could bessliyaffected in the event of these natural
disasters as well as from electrical blackoutesfifloods, power losses, telecommunications félubreak-ins or similar events. We may not
be able to effectively shift our fulfilment andldkery operations to handle disruptions in senacising from these events. Because the San
Francisco Bay Area is located in an earthqusdesitive area, we are particularly susceptibkaeaisk of damage to, or total destruction of,
executive offices and data center. We are not @sagainst any losses or expenses that arise ftianugption to our business due to
earthquakes and may not have adequate insuragogédolosses and expenses from other natural disast

15



Table of Contents

Privacy concerns could limit our ability to leverage our subscriber data and our disclosure of or unailnorized access to subscriber data
could adversely impact our business and reputation.

In the ordinary course of business and in particinl@onnection with providing our personal movkeommendation service, we collect
and utilize data supplied by our subscribers. Weetitly face certain legal obligations regarding thanner in which we treat such informat
Other businesses have been criticized by privasyps and governmental bodies for attempts to lersgnal identities and other information
to data collected on the Internet regarding uda@ivsing and other habits. Increased regulatiotiatd utilization practices, including self-
regulation as well as increased enforcement otiagisaws, could have an adverse effect on ourrass. In addition, if unauthorized access to
our subscriber data were to occur or if we werdisalose data about our subscribers in a mannenésobjectionable to them, our business
reputation could be adversely affected and we cfadd potential legal claims that could impact operating results.

Our reputation and relationships with subscribers wuld be harmed if our subscriber data, particularly billing data, were to be accesse
by unauthorized persons.

We maintain personal data regarding our subscrili@kiding names and mailing addresses. With iespebilling data, such as credit
card numbers, we rely on licensed encryption anlegsication technology to secure such informatitie. take measures to protect against
unauthorized intrusion into our subscribeatata. If, despite these measures, we, or our paypnecessing service, experience any unautho
intrusion into our subscribers’ data, current anteptial subscribers may become unwilling to previde information to us necessary for them
to become subscribers, we could face legal cleémg,our business could be adversely affected. &ilyilif a well-publicized breach of the
consumer data security of any other major consiWvels site were to occur, there could be a genetaigploss of confidence in the use of the
Internet for commerce transactions which could eskly affect our business.

In addition, because we obtain subscribbiting information on our Web site, we do not dbtaignatures from subscribers in connec
with the use of credit cards by them. Under curoeetlit card practices, to the extent we do natiolbtardholders’ signatures, we are liable for
fraudulent credit card transactions, even wheratfsociated financial institution approves paymémhe orders. From time to time, fraudulent
credit cards are used on our Web site to obtavicgeand access our DVD inventory and streamingidally, these credit cards have not been
registered as stolen and are therefore not rejdsgtexir automatic authorization safeguards. Whitede have a number of other safeguards in
place, we nonetheless experience some loss frose fheudulent transactions. We do not currentlyyciasurance against the risk of fraudul
credit card transactions. A failure to adequatelytml fraudulent credit card transactions wouldnhaur business and results of operations.

Increases in payment processing fees or changesojperating rules would increase our operating expers and adversely affect our
business and results of operations.

Our subscribers pay for our subscription servigesi@minately using credit cards and debit cards.gueptance of these payment
methods requires our payment of certain fees. Rim to time, these fees may increase, eitherrasidt of rate changes by the payment
processing companies or as a result in a changeribusiness practices which increase the feescostaper-transaction basis. Such increases
may adversely affect our results of operations.

We are subject to rules, regulations and practioggrning our accepted payment methods, which r@opinately credit cards and de
cards. These rules, regulations and practices ah#dge or be reinterpreted to make it difficultropossible for us to comply. If we fail to
comply with these rules or requirements, we maguigect to fines and higher transaction fees ase ¢tmur ability to accept these payment
methods, and our business and results of operationkl be adversely affected.
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If our trademarks and other proprietary rights are not adequately protected to prevent use or appropation by our competitors, the
value of our brand and other intangible assets malge diminished, and our business may be adverselyfafted.

We rely and expect to continue to rely on a contipimeof confidentiality and license agreements waithr employees, consultants and
third parties with whom we have relationships, &l a&s trademark, copyright, patent and trade s@cogection laws, to protect our propriet
rights. We may also seek to enforce our proprietigtyts through court proceedings. We have filed fiom time to time we expect to file for
trademark and patent applications. Neverthelessgthpplications may not be approved, third pamtiag challenge any patents issued to or
held by us, third parties may knowingly or unknoghininfringe our patents, trademarks and other pedary rights, and we may not be able to
prevent infringement without substantial expensestdf the protection of our proprietary rightsnadequate to prevent use or appropriatio
third parties, the value of our brand and othearigible assets may be diminished, competitors neagble to more effectively mimic our
service and methods of operations, the percepfioniobusiness and service to subscribers and fiatsabscribers may become confused in
the marketplace, and our ability to attract sulees may be adversely affected.

Intellectual property claims against us could be cstly and result in the loss of significant rights elated to, among other things, our Web
site, our recommendation service, title selectionrpcesses and marketing activities.

Trademark, copyright, patent and other intellecpraperty rights are important to us and other camigs. Our intellectual property rigl
extend to our technology, business processes antbtitent on our Web site. We use the intellegiugperty of third parties in merchandising
our products and marketing our service throughreatiial and other rights. From time to time, thpedties allege that we have violated their
intellectual property rights. If we are unable tain sufficient rights, successfully defend oue,usr develop non-infringing technology or
otherwise alter our business practices on a tirbhasis in response to claims against us for infrimgigt, misappropriation, misuse or other
violation of third party intellectual property rit§) our business and competitive position may besely affected. Many companies are
devoting significant resources to developing paté¢mat could potentially affect many aspects oftmusiness. There are numerous patents that
broadly claim means and methods of conducting lession the Internet. We have not exhaustively bedrpatents relative to our technology.
Defending ourselves against intellectual propelaynts, whether they are with or without merit oe aletermined in our favor, results in costly
litigation and diversion of technical and managetipamsonnel. It also may result in our inabilityuse our current Web site or our
recommendation service or inability to market cenvice or merchandise our products. As a resudt difpute, we may have to develop non-
infringing technology, enter into royalty or licéng agreements, adjust our merchandising or manetctivities or take other actions to
resolve the claims. These actions, if required, egostly or unavailable on terms acceptable to us

If we are unable to protect our domain names, oure&putation and brand could be adversely affected.

We currently hold various domain names relatinguobrand, including Netflix.com. Failure to prateur domain names could
adversely affect our reputation and brand and nitakere difficult for users to find our Web sitedaour service. The acquisition and
maintenance of domain names generally are regulategbvernmental agencies and their designeesréihdation of domain names in the
United States may change in the near future. Givgtrodies may establish additional top-level dommaappoint additional domain name
registrars or modify the requirements for holdirgrdin names. As a result, we may be unable to eequimaintain relevant domain names.
Furthermore, the relationship between regulatianseging domain names and laws protecting tradesrankl similar proprietary rights is
unclear. We may be unable, without significant aysit all, to prevent third parties from acquirshgmain names that are similar to, infringe
upon or otherwise decrease the value of our tradexvaand other proprietary rights.
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If we become subject to liability for content thatwe produce, publish or distribute through our servtce, our results of operations would
be adversely affected.

As a producer, publisher and distributor of conterg face potential liability for negligence, coyrt, patent or trademark infringement
or other claims based on the nature and contemiatérials that we produce, publish or distribute &l50 may face potential liability for
content uploaded from our users in connection withcommunity-related content or movie reviewavéf become liable, then our business
may suffer. Litigation to defend these claims cdmtdcostly and the expenses and damages arisimgafing liability could harm our results of
operations. We cannot assure that we are adequmaselsed or indemnified to cover claims of thegaety or liability that may be imposed on

If government regulations relating to the Internetor other areas of our business change or if consumattitudes toward use of the
Internet change, we may need to alter the manner iwhich we conduct our business, or incur greater ggrating expenses.

The adoption or modification of laws or regulatioefating to the Internet or other areas of ouiifess could limit or otherwise advers
affect the manner in which we currently conduct lbusiness. In addition, the growth and developroéttte market for online commerce may
lead to more stringent consumer protection lawsclvmay impose additional burdens on us. If werageiired to comply with new regulations
or legislation or new interpretations of existirmgulations or legislation, this compliance couldsmus to incur additional expenses or altel
business model.

The manner in which Internet and other legislatitay be interpreted and enforced cannot be precirmined and may subject either
us or our customers to potential liability, whichturn could have an adverse effect on our busimesalts of operations and financial
condition. The adoption of any laws or regulatitimst adversely affect the popularity or growth ge wf the Internet, including laws limiting
Internet neutrality, could decrease the demanddioisubscription service and increase our cosbofgibusiness.

We are engaged in legal proceedings that could cauas to incur unforeseen expenses and could occupgignificant amount of our
management’s time and attention.

From time to time, we are subject to litigationctaims that could negatively affect our businessrapions and financial position. As we
have grown, we have seen a rise in the numbetigdion matters against us. Most of these mattdete to patent infringement lawsuits,
which are typically expensive to defend. Litigatidisputes could cause us to incur unforeseen egpensuld occupy a significant amount of
our management’s time and attention and could nedgiaffect our business operations and finangaaition.

Changes in securities laws and regulations have ireased and may continue to increase our costs.

Changes in the laws and regulations affecting put@impanies, including the provisions of the Sagisa@xley Act of 2002 and recently
enacted rules promulgated by the Securities antidge Commission, have increased and may contininerease our expenses as we devote
resources to their requirements.

We may seek additional capital that may result in t®ckholder dilution or that may have rights seniorto those of our common
stockholders.

From time to time, we may seek to obtain additiaragital, either through equity, equity-linked athd securities. The decision to obtain
additional capital will depend, among other things,our development efforts, business plans, oijpgraerformance and condition of the
capital markets. If we raise additional funds tlylothe issuance of equity, equity-linked or delsusities, those securities may have rights,
preferences or privileges senior to the rightswofammon stock, and our stockholders may expegielilation.
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Risks Related to Our Stock Ownership
Our officers and directors and their affiliates will exercise significant control over Netflix.

As of December 31, 2008, our executive officers dinelctors, their immediate family members andiatéd venture capital funds
beneficially owned, in the aggregate, approxima®8¥e of our outstanding common stock and stockooptthat are exercisable within 60 d:
In particular, Jay Hoag, one of our directors, Bieraly owned approximately 20% and Reed Hastirgs, Chief Executive Officer, President
and Chairman of the Board, beneficially owned appnately 6%. These stockholders may have individot@rests that are different from
other stockholders and will be able to exercisaifitant influence over all matters requiring stholder approval, including the election of
directors and approval of significant corporatesactions, which could delay or prevent someona froquiring or merging with us.

Provisions in our charter documents and under Delaare law could discourage a takeover that stockholde may consider favorable.

Our charter documents may discourage, delay orepiteev merger or acquisition that a stockholder numsider favorable because they:

» authorize our board of directors, without stockleoldpproval, to issue up to 10,000,000 shares @ésignated preferred stoc

» provide for a classified board of directo

» prohibit our stockholders from acting by writtemesent;

» establish advance notice requirements for propasiatiers to be approved by stockholders at stodenoheetings; an

» prohibit stockholders from calling a special megtii stockholders

In addition, a merger or acquisition may trigggergion payments to certain executive employeegwutig terms of our Executive
Severance and Retention Incentive Plan, therebgasing the cost of such a transaction. As a Delea@rporation, we are also subject to
certain Delaware anti-takeover provisions. Undelalare law, a corporation may not engage in a lessicombination with any holder of

15% or more of its capital stock unless the holdes held the stock for three years or, among akiegs, the board of directors has approved
the transaction. Our board of directors could mrlyDelaware law to prevent or delay an acquisitibos.

Our stock price is volatile.

The price at which our common stock has tradecdesiie May 2002 initial public offering has fluctedtsignificantly. The price may
continue to be volatile due to a number of factoctuding the following, some of which are beyond control:

e variations in our operating resul

» variations between our actual operating resultstaadxpectations of securities analysts, investndsthe financial communit
« announcements of developments affecting our busjsgstems or expansion plans by us or otl

» competition, including the introduction of new coetipors, their pricing strategies and servic

* market volatility in genera

» the level of demand for our stock, including theoamt of short interest in our stock; a

» the operating results of our competitc

As a result of these and other factors, investomur common stock may not be able to resell tiedres at or above their original
purchase price.
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Following certain periods of volatility in the maatkprice of our securities, we became the subjesecurities litigation. We may
experience more such litigation following futureipes of volatility. This type of litigation may selt in substantial costs and a diversion of
management’s attention and resources.

We record substantial expenses related to our issnee of stock options that may have a material negat impact on our operating
results for the foreseeable future.

Our stock-based compensation expenses totaled 8iilich, $12.0 million and $12.7 million during 28, 2007 and 2006, respectively.
We expect our stock-based compensation expensesontlnue to be significant in future periods, ahiwill have an adverse impact on our
operating results. The lattice-binomial model usgdis requires the input of highly subjective asgtioms, including the option’s price
volatility of the underlying stock. If facts andciumstances change and we employ different assangptdr estimating stock-based
compensation expense in future periods, or if waddeto use a different valuation model, the futpeeiod expenses may differ significantly
from what we have recorded in the current periadi @uld materially affect the fair value estimatestock-based payments, our operating
income, net income and net income per share.

Financial forecasting by us and financial analystsvho may publish estimates of our performance may &fer materially from actual
results.

Given the dynamic nature of our business, the atimecertain economic climate and the inherenttéitions in predicting the future,
forecasts of our revenues, gross margin, operatipgnses, number of paying subscribers, numbeV&f<{shipped per day and other finan:
and operating data may differ materially from attreaults. Such discrepancies could cause a deidlities trading price of our common stock.

ltem 1B. Unresolved Staff Comments
None.

ltem 2. Properties

We do not own any real estate. The following tag@ts forth the location, approximate square foqtgese expiration and the primary
use of each of our principal properties:

Estimated
Square Lease

Location Footage Expiration Date Primary Use

Los Gatos, California 165,00( March 2013  Corporate office, general and administrative, miinkeand
technology and developme

Sunnyvale, Californi 115,00( April 2009 Receiving and storage center, processing and stgmgnter for thi
San Francisco Bay Are

Columbus, Ohic 90,00( July 2016 Receiving and storage center, processing and stgmeanter for th
Columbus Aret

Hillsboro, Oregor 49,00( April 2011 Customer service cent

Beverly Hills, California 20,00  August 201C Content acquisition, general and administra

We operate a nationwide network of distributionteemthat serve major metropolitan areas througtimutnited States. These
fulfillment centers are under lease agreementsakaite at various dates through July 2016. We afsrate a data center in a leased thady
facility in Santa Clara, California.

In the second quarter of 2009, our central recgignd storage center will be moved from its curtecation in Sunnyvale, California to
Columbus, Ohio. We believe our properties are blétand adequate for our present needs, and wedpily evaluate whether additional
facilities are necessary.
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ltem 3. Legal Proceedings

Information with respect to this item may be foundNote 5 of the Notes to the Consolidated Findrisiatements in Item 8, which
information is incorporated herein by reference.

Item 4. Submission of Matters to a Vote of Securities Holds
None.
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PART Il

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Isuer Purchases of Equity Securitie

Our common stock has traded on the NASDAQ Globl@éarket and its predecessor, the NASDAQ Nafidmarket, under the
symbol “NFLX” since our initial public offering on May 23, 200the following table sets forth the intraday higlddow sales prices per she
of our common stock for the periods indicated,egmrted by the NASDAQ Global Select Market.

2008 2007

High Low High Low
First quarte! $39.6¢ $20.3¢ $26.8( $20.3(
Second quarte 40.9( 26.0¢ 25.9¢ 19.0¢
Third quartel 33.97 26.3¢ 22.1( 15.6:
Fourth quarte 31.0C 17.9C 29.1¢ 20.5¢

As of February 17, 2009, there were approximat@lly dtockholders of record of our common stock,aith there is a significantly
larger number of beneficial owners of our commarkst

We have not declared or paid any cash dividendswanhave no present intention of paying any cagdehds in the foreseeable future.
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Stock Performance Graph

Notwithstanding any statement to the contrary ig ahour previous or future filings with the Set¢ias and Exchange Commission, the
following information relating to the price perfoemce of our common stock shall not be dee*filed” with the Commission or “soliciting
material” under the Securities Exchange Act of 1884 shall not be incorporated by reference intg auach filings.

The following graph compares, for the five yearigeended December 31, 2008, the total cumulativekbolder return on the
Companys common stock with the total cumulative returrihef NASDAQ Composite Index and the S&P North Amemidechnology Intern
Index (“GIN”, previously named the GSTI Internetleéx). Measurement points are the last trading da@ach of the Company’s fiscal years
ended December 31, 2003, December 31, 2004, Dece8hp2005, December 31, 2006, December 31, 200 Dacember 31, 2008. Total
cumulative stockholder return assumes $100 investéue beginning of the period in the Company®iown stock, the stocks represented in
the NASDAQ Composite Index and the stocks represkimt the S&P North American Technology Internetdr, respectively, and
reinvestment of any dividends. The S&P North Amemid echnology Internet Index is a modified-capitation weighted index of 21 stocks
representing the Internet industry, including Inttrcontent and access providers, Internet softasagleservices companies and e-commerce
companies. Historical stock price performance sthowkt be relied upon as an indication of futurelkstorice performance:
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Issuer Purchases of Equity Securities
Stock repurchases during the three months endeenilezr 31, 2008 were as follows:

Total Number of
Shares Purchased ¢
Maximum Dollar Value

Part of Publicly that May Yet Be Purchasel
Total Number of Average Price Announced
Period Shares Purchase Paid per Share Programs Under the Program
October 1, 20C—October 31, 200 492,20( $ 19.9¢ 492,20( $ 50,136,67
November 1, 20—November 30, 200 7,20( 21.7¢ 7,20( 49,980,11
December 1, 20(—December 31, 200 — — — —
Total 499,40( $ 20.01 499,40( $ —

On January 26, 2009, the Company announced thab#sd of Directors authorized a stock repurchasgnam for 2009. Based on the
Board'’s authorization, the Company anticipatespairehase program of up to $175 million in 2009. Tiheng and actual number of shares
repurchased will depend on various factors inclgdirice, corporate and regulatory requirementsrditive investment opportunities and o
market conditions.

On March 5, 2008, the Company’s Board of Directarshorized a stock repurchase program allowingCiw@pany to repurchase up to
$150 million of its common stock through the en®008. Under this program, the Company repurch@s@ll,084 shares of common stock at
an average price of approximately $29 per shararicggregate amount of $100 million.

On January 31, 2008, the Companpoard of Directors authorized a stock repurclmasgram allowing the Company to repurchase L
$100 million of its common stock through the en®008. Under this program, the Company repurch@s47,062 shares of common stock at
an average price of approximately $26 per shararicggregate amount of $100 million.

On April 17, 2007, the Company’s Board of Directatghorized a stock repurchase program allowingiw@pany to repurchase up to
$100 million of its common stock through the en®0607. During the year ended December 31, 2007 tmpany repurchased 4,733,788
shares of common stock at an average price of appately $21 per share for an aggregate amoun1@0 $nillion. For further information
regarding stock repurchase activity, see Note Maiés to consolidated financial statements.
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ltem 6. Selected Financial Date

The following selected financial data is not neaeigsindicative of results of future operationsdashould be read in conjunction with
“Item 7, Management'’s Discussion and Analysis of Financiahdtion and Results of Operationahd “Item 8 Financial Statements and
Supplementary Dat&

Year ended December 31

2008 2007 (1)(2) 2006 (1) 2005 (1)(3) 2004 (1)
(in thousands, except per share data)

Revenue: $1,364,66: $1,205,341 $996,66( $682,21! $500,61:
Total cost of revenue 910,23 786,16¢ 626,98! 465,77" 331,71.
Operating incomi 121,50¢ 91,77: 65,21¢ 2,62: 19,14
Net income 83,02¢ 66,60¢ 48,83¢ 41,88¢ 21,38:
Net income per shar

Basic $ 136 $ 09¢ $ 078 $ 078 $ 041

Diluted $ 132 $ 097 $ 071 $ 064 $ 032
Weightec-average shares outstandil

Basic 60,96 67,07¢ 62,571 53,52¢ 51,98¢

Diluted 62,83¢ 68,90: 69,07¢ 65,51¢ 64,71!
Notes:

(1) Certain amounts in prior periods have beersezl/to conform to current period presentation féete 1 to Notes to Consolidated
Financial Statements

(2) Operating expenses for the year includes atiomepayment received in the amount of $7.0 millksna result of resolving a patent
litigation with Blockbuster, Inc

(3) Netincome for the year includes a benefit of m=lideferred tax assets of $34.9 million or appnatéely $0.53 per diluted share, rela
to the recognition of the Company'’s deferred tesets In addition, general and administrative egpsnncludes an accrual of $8.1
million (net of expected insurance proceeds fankeirsement of legal defense costs of $0.9 millreigted to the settlement costs of the
Chavez vs. Netflix, Inlawsuit.

As of December 31,
2008 2007 (1) 2006 (1) 2005 (1) 2004 (1)
(in thousands)

Balance Sheet Data

Cash and cash equivale $139,88: $177,43¢ $400,43( $212,25¢ $174,46:
Shor-term investments (< 157,39( 207,70: — — —

Working capital 145,43( 223,51t 234,58: 105,77¢ 92,43¢
Total asset 617,94t 678,99¢ 633,01: 385,11 255,05
Lease financing obligations, excluding current joor 37,98¢ 35,65 23,79¢ 19,87¢ 3,26¢
Other liabilities 16,78¢ 4,62¢ 1,761 1,421 81z
Stockholder’ equity 347,15! 429,81. 413,61¢ 225,90: 156,07:

As of / Year Ended December 31,
2008 2007 2006 2005 2004
(in thousands, except subscriber acquisition cos

Other Data:

Total subscribers at end of peri 9,39( 7,47¢ 6,31¢ 4,17¢ 2,61(
Gross subscriber additions during per 6,85¢ 5,34( 5,25( 3,72¢ 2,71¢
Subscriber acquisition cost ( $ 29.1- $ 40.8¢ $ 42.9¢ $ 38.7¢ $ 37.0¢

(4) Short-term investments are comprised of corjeodabt securities, government and agency secudtid asset and mortgage-backed
securities

(5) Subscriber acquisition cost is defined as totalketimg expenses divided by total gross subscritiditians during the periot
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ltem 7. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations
Overview
Our Business

With more than 10 million subscribers, we are @rgést online movie rental subscription servicthenUnited States. We offer a variety
of subscription plans, with no due dates, no lagsf no shipping fees and no pay-per-view feespideéde subscribers access to over 100,000
DVD and Blu-ray titles plus more than 12,000 stregntontent choices. Subscribers select titlesuat/deb site aided by our proprietary
recommendation service and merchandising toolss@ilders can:

* Receive DVDs by U.S. mail and return them to uthair convenience using our prepaid mailers. Adt&VD has been returned, we
mail the next available DVD in a subscri’'s queue

* Watch streaming content without commercial intetirpon personal computers (“PCs”), Intel-based Mt@sh computers (“Macs”)
and televisions (“TVs”). The viewing experienceeizabled by Netflix controlled software that can ama variety of devices. These
devices include PCs, Macs, Internet connected &juyptayers, such as those manufactured by LG Bleics and Samsung, set-top
boxes, such as TiVo and the Netflix Player by Ra@ame consoles, such as Microsoft's Xbox 360, dadrgd for later this year,
TVs from Vizio and LG Electronic:

Our core strategy is to grow a large subscriptiositess consisting of DVD by mail and streamingtenn We offer over 100,000 titles
on DVD. In comparison, the 12,000 content choicaslable for streaming are relatively limited. Wigpect to substantially broaden the con
choices as more content becomes available to u#.dunh time, by bundling DVD and streaming ast dithe Netflix subscription, we are
able to offer subscribers a uniquely comprehensalection of movies for one low monthly price. Waidve this creates a competitive
advantage as compared to a streaming only suliscriggrvice. This advantage will diminish over tisemore content becomes available over
the Internet from competing services, by which timeeexpect to have further developed our other ratéheges such as brand, distribution, and
our proprietary merchandising platform. Despitedghewing popularity of Internet delivered contente expect that DVD will continue to be
the primary means by which most Netflix subscribgesv content for the foreseeable future. Howeaegome point in the future, we expect
that Internet delivery of content directly to thente will surpass DVD.

Key Business Metrics

Management periodically reviews certain key busmastrics within the context of our articulatedfpenance goals in order to evaluate
the effectiveness of our operational strategidscate resources and maximize the financial peréoree of our business. The key business
metrics include the following:

e Churn: Churn is a monthly measure defined as cust@angcellations in the quarter divided by the surbeginning subscribers
and gross subscriber additions, then divided bgetlmnonths. Management reviews this metric to et@whether we are retaining
our existing subscribers in accordance with ouirlass plans

» Subscriber Acquisition Cos Subscriber acquisition cost is defined as taotatketing expense divided by total gross subsc
additions. Management reviews this metric to evallw effective our marketing programs are in &g new subscribers on an
economical basis in the context of estimated sillisclifetime value

» Gross Margin: Management reviews gross margin to monitoralde costs and operating efficien

Management believes it is useful to monitor theséries together and not individually as it doesmake business decisions based upon
any single metric. Please see “Results of Opergtibalow for further discussion on these key bussnmetrics.
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Performance Highlights

The following represents our performance highlights2008, 2007 and 2006 (in thousands, exceppéoishare amounts, percentages
subscriber acquisition costs):

2008 2007 2006
Revenue! $1,364,66. $1,205,34! $996,66(
Net income 83,02¢ 66,60¢ 48,83¢
Net income per she—diluted $ 1.32 $ 0.97 $ 071
Total subscribers at end of peri 9,39( 7,47¢ 6,31¢
Churn (annualized) (1 4.2% 4.2% 4.1%
Subscriber acquisition co $ 29.1C $  40.8¢ $ 42.9¢
Gross margit 33.2% 34.8% 37.1%

(1) Churn (annualized) is the average of Churn forftlue quarters of each respective y

Recent Developments

We continue to broaden the content available f@ashing including recent additions of content fréBS, Disney, Sony and Starz Play.
We have also announced several partnerships vatimédogy and consumer electronics companies ttatilerour subscribers to watch
streaming content without commercial interruptibhese partners include Roku, LG Electronics, MiofgsSamsung, TiVo and Vizio.

Critical Accounting Policies and Estimates

The preparation of consolidated financial stateméntonformity with accounting principles geneyaltcepted in the United States
requires management to make estimates and assus it affect the reported amounts of assetsiabitities, disclosures of contingent
assets and liabilities at the date of the finarstialements, and the reported amounts of revemaksxg@enses during the reported periods. The
Securities and Exchange Commission (“SEC”) hasdefia company’s critical accounting policies asahes that are most important to the
portrayal of a company’s financial condition anduks of operations, and which require a comparmae its most difficult and subjective
judgments. Based on this definition, we have idietithe critical accounting policies and judgmesudsiressed below. We base our estim
on historical experience and on various other apsioms that the Company believes to be reasonatglerthe circumstances. Actual results
may differ from these estimates.

Content Accounting
We obtain content from studios and distributorgtigh direct purchases, revenue sharing agreemelitgmse agreements.

We acquire DVD content for the purpose of rentadto subscribers and earning subscription rentedmees, and, as such, we consider
our DVD library to be a productive asset. Accordingve classify our DVD library as a non-currenseison our consolidated balance sheets.
Additionally, in accordance with Statement of Fioi@h Accounting Standards (“SFAS”) No. %tatement of Cash FIow§SFAS 95”) cash
outflows for the acquisition of the DVD library, ingf changes in related accounts payable, areifitabas cash flows from investing activities
on our consolidated statements of cash flows. iBhisclusive of any upfront non-refundable paymeetpuired under revenue sharing
agreements.

We amortize our DVDs, less estimated salvage valne, “sum-of-the-months” accelerated basis oveir tsstimated useful lives. The
useful life of the new-release DVDs and back-cat@vDs is estimated to be one year and three yesspectively. In estimating the useful
life of our DVDs, we take into account library igdtion as well as an estimate for lost or damdgeds.
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For those direct purchase DVDs that we estimataviNesell at the end of their useful lives, a sajeavalue of $3.00 per DVD has been
provided. For those DVDs that we do not expeceth so salvage value is provided. We periodicalsaluate the useful lives and salvage
values of our DVDs.

We also obtain content distribution rights in orttestream movies and TV episodes without commkirdi@rruption to subscribers. We
account for streaming content in accordance witASNo. 63,Reporting by Broadcaste(6SFAS 63”), which requires classification of
streaming content as either a current or non-cuagset in the consolidated balance sheets bastx @stimated time of usage after certain
criteria have been met, including availability bétstreaming content for its first showing. We aii@erour streaming content on a straight-line
basis generally over the term of the related lieeagreements or the title’s window of availabiliBash outflows associated with the streaming
content are classified as cash flows from operadutiyities on our consolidated statements of dksts.

We also obtain DVD and streaming content througlemee sharing agreements with studios and distibutWe generally obtain titles
for low initial cost in exchange for a commitmeatshare a percentage of our subscription revenuade®, based on utilization, over a fixed
period, or the Title Term, which typically rangesrh six to twelve months for each title. The iritast may be in the form of an upfront non-
refundable payment. This payment is capitalizethécontent library in accordance with our DVD atictaming content policies as applica
The initial cost may also be in the form of a pygpant of future revenue sharing obligations whicklassified as prepaid revenue sharing
expense. The terms of some revenue sharing agréemigh studios obligate us to make minimum revesh@ing payments for certain titles.
We amortize minimum revenue sharing prepaymentadorete an amount payable to studios if the paymeatue in arrears) as revenue
sharing obligations are incurred. A provision fetimated shortfall, if any, on minimum revenue &igpayments is made in the period in
which the shortfall becomes probable and can bsoresbly estimated. Under the revenue sharing agnesnor our DVD library, at the end of
the Title Term, we generally have the option ofireing the DVD to the studio, destroying the DVDpairchasing the DVD.

Additionally, the terms of certain DVD direct puage agreements with studios provide for volumehmse discounts or rebates base
achieving specified performance levels. Volume pase discounts are recorded as a reduction of IBry when earned. We accrue for
rebates as earned based on historical title pediocamand estimates of demand for the titles oweregmainder of the title term.

Stock-Based Compensation

We adopted the provisions of SFAS No. 123@)are-Based PaymefiSFAS 123R”), on January 1, 2006. Under the failue
recognition provisions of this statement, stockelthsompensation cost is estimated at the grantodested on the fair value of the awards
expected to vest and is recognized as expensdyraiadr the requisite service period, which is tlesting period.

We changed our method of calculating the fair valfieew stock-based compensation awards undertock plans from a Blackcholes
model to a lattice-binomial model on January 1,200'e continue to use a Black-Scholes option mtmdktermine the fair value of employee
stock purchase plan shares. The lattice-binomialehloas been applied prospectively to options gastibsequent to January 1, 2007. The
lattice-binomial model requires the input of higklybjective assumptions, including the option’s@nolatility of the underlying stock.
Changes in the subjective input assumptions carmaly affect the estimate of fair value of optsogranted and our results of operations ¢
be materially impacted.

» Expected Volatility Our computation of expected volatility is baseda blend of historical volatility of our commsetock and
implied volatility of tradable forward call optiorte purchase shares of our common stock. Our decisiincorporate implied
volatility was based on our assessment that impl@aitility of publicly traded options in our commatock is more reflective of
market conditions and, therefore, can reasonablxpected to be a better indicator of expectedtiitfahan historical volatility of
our common stock
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» Suboptimal Exercise Factor: Our computation of the suboptimal exercise factdrdased on historical option exercise behavior
the terms and vesting periods of the options gdarated is determined for both executives anc-executives

We grant stock options to our employees on a myiithsis. We have elected to grant all options asqualified stock options which
vest immediately. As a result of immediate veststgck-based compensation expense determined Gf@de® No. 123(R) is fully recognized
on the grant date and no estimate is requireddst-pesting option forfeitures. See Note 7 to tbesolidated financial statements for further
information regarding SFAS No. 123(R).

Income Taxes

We record a tax provision for the anticipated tarsequences of our reported results of operatisimg the asset and liability method.
Deferred income taxes are recognized by applyiegetiacted tax rates applicable to future yeardferehces between the financial statement
carrying amounts of existing assets and liabiliiad their respective tax bases and operatingaloddax credit carryforwards. The effect on
deferred tax assets and liabilities of a changexirates is recognized in income in the period itheludes the enactment date. The
measurement of deferred tax assets is reducedgéfssary, by a valuation allowance for any tax fitsrfer which future realization is
uncertain.

As of December 31, 2008, our deferred tax assanbalwas $28.0 million. As of December 31, 2007 d@ferred tax asset balance was
$19.1 million. There was no valuation allowancefiBecember 31, 2008 or 2007.

During 2007, we adopted the Financial Accountirgn8ard Board’s (“FASB”) Financial Interpretation NtFIN") 48, Accounting for
Uncertainty in Income Taxes—an interpretation oSBAStatement No. 1@9-IN 48”). FIN 48 changes the accounting for uriaenty in
income taxes by creating a new framework for homganies should recognize, measure, present aridshsencertain tax positions in their
financial statements. Under FIN 48, we may recagthie tax benefit from an uncertain tax positioty @it is more likely than not the tax
position will be sustained on examination by thértg authorities, based on the technical meritthefposition. The tax benefits recognized in
the financial statements from such positions aea thheasured based on the largest benefit that ¢neester than 50% likelihood of being
realized upon settlement. We recognize interestp@malties related to uncertain tax positions @oime tax expense. See Note 8 to the
consolidated financial statements for further infation regarding income taxes.

In evaluating our ability to recover our deferred aissets, in full or in part, we consider all &alzle positive and negative evidence,
including our past operating results, and our fas¢of future market growth, forecasted earningsiré taxable income and prudent and
feasible tax planning strategies. The assumptititizad in determining future taxable income regusignificant judgment and are consistent
with the plans and estimates we are using to mattegenderlying businesses. We believe that therdsf tax assets recorded on our balance
sheet will ultimately be realized. In the eventwere to determine that we would not be able tazealll or part of our net deferred tax assets
in the future, an adjustment to the deferred taeswould be charged to earnings in the periadhich we make such determination.

Descriptions of Consolidated Statements of Operations Components
Revenues

We derive substantially all of our revenues fromrmiindy subscription fees and recognize subscriptéarenues ratably over each
subscriber’s monthly subscription period. We rea@fuinds to subscribers as a reduction of reveWesgenerate all our revenues in the
United States.
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Cost of Revenues
Subscription

Cost of subscription revenues consists of postadgyackaging costs related to shipping DVDs to stibsrs as well as content related
expenses. Costs related to free-trial periods lfveaded to marketing expenses.

Postage and Packaging. Postage and packaging expenses consist obtage costs to mail DVDs to and from our payingsstbers
and the packaging and label costs for the maiBgtveen January 8, 2006 and May 13, 2007, thefoafest-class postage was $0.39. The
U.S. Postal Service increased the rate of firgscfpstage by 2 cents to $0.41 effective May 1@72thd by one cent to $0.42 effective
May 12, 2008. We receive discounts on outboundagestosts related to our mail preparation practices

Content Expenses. We obtain titles from studios and distributtdmough direct purchases, revenue sharing agresmetitense
agreements. Direct purchases of DVDs normally tesdligher upfront costs than titles obtained tlglo revenue sharing agreements. Content
related expenses consist of costs incurred in wibgtitles such as amortization of content anenexe sharing expense.

Fulfillment expenses

Fulfillment expenses represent those expensesrgtim operating and staffing our shipping and @ungr service centers, including cc
attributable to receiving, inspecting and warehogsiur content library. Fulfillment expenses alsdude credit card fees.

Operating Expenses

Technology and Development.Technology and development expenses conssyabll and related costs incurred in testing,
maintaining and modifying our Web site, our recomneion service, developing solutions for streandagtent to subscribers,
telecommunications systems and infrastructure éiner anternal-use software systems. Technologydaweélopment expenses also include
depreciation of the computer hardware and cap@dlsoftware we use to run our Web site and storel ata.

Marketing. Marketing expenses consist primarily of adsimtj expenses. Advertising expenses include maikgtiogram
expenditures and other promotional activities,udahg allocated costs of revenues relating to fii@é periods Also included in marketing
expense are payments made to our consumer elexstnositners to generate new subscribers for ouiceesis well as payroll related expenses.

General and Administrative. General and administrative expenses consigayfll and related expenses for executive, finaooetent
acquisition and administrative personnel, as welezruiting, professional fees and other genengarate expenses.

Stock-Based Compensation.Effective January 1, 2006, we adopted thevialne recognition provisions of SFAS No. 123(Rnasthe
modified prospective method.

We grant stock options to our employees on a myiithsis. We have elected to grant all options asqualified stock options which
vest immediately. As a result of immediate veststgck-based compensation expense determined &fdes No. 123(R) is fully recognized
on the grant date, and no estimate is requiregdst-vesting option forfeitures.

Gain on disposal of DVDs. Gain on disposal of DVDs represents the diffeeebetween proceeds from sales of DVDs and agsdcia
cost of DVD sales. Cost of DVD sales includes thebook value of the DVDs sold, shipping charges arhere applicable, a contractually
specified fee for the DVDs that are subject to nexesharing agreements.
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Results of Operations

The following table sets forth, for the periodsgaeted, the line items in our consolidated statésnefinoperations as a percentage of total
revenues. The information contained in the tableveshould be read in conjunction with the finahsi@tements and notes thereto included in
Item 8,Financial Statements and Supplementary Dxtthis Annual Report on Form 10-K.

Year Ended December 31

2008 2007 2006
Revenue: 100.(% 100.(% 100.(%
Costs of revenue:
Subscriptior 55.¢ 55.1 53.4
Fulfillment expense 10.€ 10.1 9.t
Total cost of revenue 66.7 65.2 62.€
Gross profil 33.8 34.¢ 37.1
Operating expense
Technology and developme 6.€ 5.¢ 4.8
Marketing 14.€ 18.1 22.¢
General and administrati\ 3.€ 4.3 3.€
Gain on disposal of DVD (0.9 (0.5 (0.5
Gain on legal settleme — (0.6) —
Total operating expens: 24.4 27.2 30.t
Operating incom 8.¢ 7.€ 6.€
Other income (expense
Interest expense on lease financing obligat (0.2 (0.3 (0.3
Interest and other income (expen 0.¢ 1.7 5
Income before income tax 9.€ 9.2 8.C
Provision for income taxe 3.3 3.7 3.1
Net income 6.1% 5.5% 4.5%
Revenues
Year Ended December 31,
2008 2007 2006
(in thousands, except percentages and average molyth
subscription revenue pre paying subscriber)
Revenue: $ 1,364,66! $ 1,205,34l $ 996,66(
Percentage change over prior pet 13.2% 20.9%
Other data
Average number of paying subscrib 8,26¢ 6,71¢ 5,08:
Percentage change over prior pet 23.1% 32.2%
Average monthly revenue per paying subscr $ 13.7¢ $ 14.9¢ $ 16.3¢
Percentage change over prior pel (8.00% (8.5)%

The increase in our revenues in 2008 as compar2dd®, and 2007 as compared to 2006, was primariésult of the substantial growth
in the average number of paying subscribers arifsomg increased consumer awareness of the bewéfitsline movie and TV episode rentals
and other aspects of our service. This increaseoffsst in part by a decline in average monthlyerave per paying subscriber, resulting from
the continued growth in our lower cost subscripfitens, as well as a price reduction for our mogtytar subscription plans during the third
guarter of 2007. We expect the average revenupgyéng subscriber to continue to decline untilthig of new subscribers and existing
subscribers is approximately equivalent by subsiorigplan price point.
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The following table presents our ending subscribfarmation:

As of December 31
2008 2007 2006
(in thousands, except percentage:

Free subscribel 22¢ 152 162
As a percentage of total subscrib 2.4% 2.0% 2.€%
Paid subscriber 9,16¢ 7,32¢ 6,154
As a percentage of total subscrib 97.6% 98.(% 97.4%
Total subscriber 9,39( 7,47¢ 6,31¢
Percentage change over prior pet 25.6% 18.4%

Cost of Revenues

Subscription
Year Ended December 31
2008 2007 2006
(in thousands, except percentages)
Subscriptior $761,13: $664,40° $532,62:
As a percentage of revent 55.8% 55.1% 53.4%
Percentage change over prior pel 14.€% 24.71%

The increase in cost of subscription revenues solaibe dollars for 2008 as compared to 2007 wasagnily attributable to the following

factors:

The number of DVDs mailed to paying subscribersdased 19%. This was driven by a 23% increasecimtimber of averac

paying subscribers, partially offset by a declimerionthly DVD rentals per average paying subscrtgibuted to the continued
growth of our lower priced plan

Postage and packaging expenses increased by 238avd$ primarily attributable to the increase ia ttumber of DVDs mailed to
paying subscribers and increases in the ratesstfcliass postage in May 2007 and May 2(

Content expenses increased by 7%. This increasenvaarily attributable to the increased investrmsantstreaming content in 20C
as well as an increase in DVD revenue sharing ¢

The increase in cost of subscription revenues solaite dollars for 2007 as compared to 2006 wasgnily attributable to the following

factors:

The number of DVDs mailed to paying subscriberseased 20%. This was driven by a 32% increasesimtimber of averac

paying subscribers, partially offset by a declimenionthly movie rentals per average paying subscaltributed to the continued
growth of our lower priced plan

Postage and packaging expenses increased by 248avas primarily attributable to the increase ia ttumber of DVDs mailed to
paying subscribers, as well as an increase inafeeaf first class postage of 2 cents in May 2!

Content expenses increased by 26%. This increas@rivaarily attributable to the increased acquositbf DVD library with the
remaining increase attributable to the investmestieaming content as we introduced Internet defiof content in January 20C
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Fulfillment Expenses

Year Ended December 31

2008 2007 2006
(in thousands, except percentage:
Fulfillment expense $149,10: $121,76: $94,36¢
As a percentage of revent 10.9% 10.1% 9.5%
Percentage change over prior pet 22.5% 29.(%

The increase in fulfillment expenses in absolutéad®in 2008 as compared to 2007, and 2007 as amddo 2006, was primarily
attributable to an increase in personnel-relateisa@sulting from the higher volume of activitieour shipping centers and customer service
location, coupled with higher credit card fees assailt of the growth in the average number of pgygubscribers. In addition, the increase in
fulfilment expenses was attributable to an incesiasfacilityrelated costs resulting from the addition of nepgimg centers, and for 2007, t
expansion of our customer service center.

Gross Margin
Year Ended December 31,
2008 2007 2006
(in thousands, except percentage
Gross profil $454,42° $419,17. $369,67"
Gross margit 33.%% 34.&% 37.1%

The decrease in gross margin in 2008 as compar2@in, and 2007 as compared to 2006, was primduidyto an increase in postage
rates effective May 2008 and 2007 and a reductighe prices of our most popular subscription plensng the second half of 2007. In
addition, costs related to our streaming contewé liseen included in cost of subscriptions begindisguary 2007.

We anticipate that gross margin will decline in 208ue to increased investment in content libraypted with an expected increase in
postage rates effective May 2009.

Operating Expenses
Technology and Devel opment

Year Ended December 31,

2008 2007 2006
(in thousands, except percentage
Technology and developme $89,87: $70,97¢ $47,83:
As a percentage of revent 6.6% 5.9% 4.8%
Percentage change over prior pel 26.6% 48.2%

The increase in technology and development expénsassolute dollars for 2008 as compared to 2083 mrimarily the result of an
increase in personnel-related costs due to grantieadcount and expenses related to the develorhsolutions for streaming content and
continued improvements to our service.

The increase in technology and development expénsassolute dollars for 2007 as compared to 2088 primarily the result of an
increase in personnel-related costs due to gramtteadcount and expenses related to the develohsolutions for streaming content.

33



Table of Contents

Marketing
Year Ended December 31
2008 2007 2006
(in thousands, except percentages ar
subscriber acquisition cost)
Marketing $199,71: $218,21. $225,43¢
As a percentage of revent 14.€% 18.1% 22.€%
Percentage change over prior pel (8.5)% (3.2%
Other data
Gross subscriber additiol 6,85¢ 5,34( 5,25(
Percentage change over prior pet 28.2% 1.7%
Subscriber acquisition ca $ 29.17 $ 40.8¢ $ 42.9¢
Percentage change over prior pet (28.71% (4.9%

The decrease in marketing expenses in absolutardati 2008 as compared to 2007 was primarilybattaible to a decrease in marketing
program spending, principally in direct mail andents. In the second half of 2007, we lowered prare our most popular subscription plans
and decided to partially offset the cost of ourgisivnent in lower prices by reducing our spendingnanketing programs. Subscriber
acquisition cost decreased in 2008 as compare@d@a @grimarily due to more efficient marketing spieigd

The decrease in marketing expenses in absolutardati 2007 as compared to 2006 was primarilybattaible to a decrease in marketing
program spending, principally in television advartg and direct mail. Subscriber acquisition cestrdased in 2007 as compared to 2006
primarily due to more efficient marketing spending.

General and Administrative

Year Ended December 31

2008 2007 2006
(in thousands, except percentages)
General and administratiy $49,66: $52,40¢ $35,981
As a percentage of revent 3.6% 4.3% 3.€%
Percentage change over prior pet (5.2% 45.6%

The decrease in general and administrative expeénsdsolute dollars in 2008 as compared to 2005 pyemarily attributable to a
decrease in costs related to our subsidiary, Reel&pe Entertainment, as well as a decrease i cefsited to legal proceedings. These
decreases were offset by an increase in persoalsdéd costs.

The increase in general and administrative expeinsaissolute dollars in 2007 as compared to 2006 pvenarily attributable to an
increase in personnel-related costs due to gramtteadcount. The increase was also attributabiteter costs related to legal proceedings.

Gain on Disposal of DVDs

Year Ended December 31

2008 2007 2006
(in thousands, except percentages)
Gain on disposal of DVD $(6,327) $(7,19€) $(4,797)
As a percentage of revent (0.9% (0.5% (0.5%
Percentage change over prior pel (12.1)% 50.(%

The decrease in gain on disposal of DVDs in abedlotlars in 2008 as compared to 2007 was primatthjbutable to a decrease in the
sales price of DVDs.
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The increase in gain on disposal of DVDs in absotldllars in 2007 as compared to 2006 was primatthjbutable to an increase in the
volume of DVDs sold, offset in part by an increas¢he cost of DVD sales.

In the first quarter of 2009, we discontinued fezales of previously viewed DVD's to subscribétiewever, we will continue to sell
previously viewed DVDs through wholesale channels.

Gain on Legal Settlement

On June 25, 2007, we resolved a pending pategtitcin with Blockbuster, Inc. As part of the setilnt, we received a ornigne paymer
of $7.0 million during the second quarter of 2007.

I nterest Expense on Lease Financing Obligations

Year Ended December 31,

2008 2007 2006
(in thousands, except percentage
Interest expense on lease financing obligat $2,45¢ $1,18¢ $1,21(
As a percentage of revent 0.2% 0.1% 0.1%
Percentage change over prior pet 106.9% (1.8%

In June 2004 and June 2006, we entered into twaragplease arrangements whereby we leased angyiltht was constructed by a th
party. As discussed in Note 1 of the condensedatimiated financial statements, we have accounteth&se leases in accordance with
Emerging Issues Task Force (“EITF”) No. 97-Tbg Effect of Lessee Involvement in Asset CongiruCEITF 97-10"), and SFAS No. 98,
Accounting for Leases: Si-Leaseback Transactions Involving Real Estate,sS&ige Leases of Real Estate, Definition of thesedarm, and
Initial Direct Costs of Direct Financing Leases; amendment of FASB Statements No. 13, 66, andd®4& eescission of FASB Statem
No. 26 and Technical Bulletin No.-11 (“SFAS 98”), which causes Netflix to be considetiee owner (for accounting purposes) of the two
buildings.

Accordingly, we have recorded assets on our balaheet for the costs paid by our lessor to construcheadquarters facilities, along
with corresponding financing liabilities for amoargqual to these lessor-paid construction coses.mtnthly rent payments we make to our
lessor under our lease agreements are recorded financial statements as land lease expenseramdgal and interest on the financing
liabilities. Interest expense on lease financintigaltions reflects the portion of our monthly legss/ments that is allocated to interest expense.

I nterest and Other I ncome (Expense)

Year Ended December 31,

2008 2007 2006
(in thousands, except percentage:
Interest and other income, r $12,45: $20,34( $15,90¢
As a percentage of revent 0.9% 1.7% 1.5%
Percentage change over prior pet (38.6)% 27.%

The decrease in interest and other income in 26@®mpared to 2007 was primarily a result of tiveelocash balance resulting from the
repurchase of our common stock. Interest and atiseme (expense) consist primarily of interest dividend income generated from invested
cash and short-term investments. Interest and eliddncome was approximately $9 million, $20 milliand $16 million in 2008, 2007 and
2006, respectively. Additionally, in 2008 interesid other income included approximately $3 millgain on the sale of sharm investment
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The increase in interest and other income in 2@03oanpared to 2006 was primarily a result of owrlpénvested short-term investment
portfolio which was higher yielding than our monegrket funds, and higher average cash balances.

Provision for Income Taxes

Year Ended December 31

2008 2007 2006

(in thousands, except percentages)
Provision for income taxe $48,47: $44,317 $31,07:
Effective tax rate 36.% 40.(% 38.9%

In 2008, our effective tax rate differed from tleeléral statutory rate of 35% principally due tdestacome taxes of $5 million or 4% of
income before income tax. This was patrtially oftsgR&D tax credits of $3 million. In 2007 and 2Q@fr effective tax rate differed from the
federal statutory rate of 35% principally due tatstincome taxes.

Liquidity and Capital Resources

We have generated net cash from operations dusclg guarter since the second quarter of 2001. Netgrs will impact our ability to
continue to generate and grow cash from our omeraiincluding, but not limited to, the number obscribers who sign up for our service and
the growth or reduction in our subscriber basaddition, we may have to or otherwise choose teloour prices and increase our marketing
expenses in order to grow faster or respond to etitign. Although we currently anticipate that cdlslws from operations, together with our
available funds, will be sufficient to meet our lcaeeds for the foreseeable future, we may requichoose to obtain additional financing. (
ability to obtain financing will depend on, amonther things, our development efforts, businessglaperating performance and the condition
of the capital markets at the time we seek finagcin

Our primary source of liquidity has been cash figmerations, which consists primarily of net incoaggusted for non-cash items such as
amortization of our content library, depreciatidrpooperty and equipment and stock-based compemsedlated to the issuance of common
stock. Our primary uses of cash include our stegkirchase programs, shipping and packaging expahseacquisition of content, capital
expenditures related to IT and automation equiprfeendperations, marketing and fulfillment expenses

In 2009, operating cash flows will be a significantirce of liquidity, while the shipping and packapgexpenses, acquisition of content,
marketing and fulfillment expenses will continueb® significant uses of cash. In addition, on Jan@&, 2009, we announced that our Board
of Directors authorized a stock repurchase progaowing us to repurchase our common stock thrahglrend of 2009. Based on the Board'’s
authorization, the Company anticipates a repurchesgram of up to $175 million in 2009. The timiagd actual number of shares repurch
will depend on various factors including price, marate and regulatory requirements, alternativestment opportunities and other market
conditions. The following table highlights selectedasures of our liquidity and capital resourcesfd3ecember 31, 2008, 2007 and 2006:

Year Ended December 31,

2008 2007 2006
(in thousands)

Cash and cash equivale $ 139,88: $ 177,43¢ $ 400,43(
Shor-term investment 157,39( 207,70¢ —

$297,27:  $38514:  $400,43(
Net cash provided by operating activit $ 284,03° $ 277,42: $ 248,19(
Net cash used in investing activiti $(144,96() $(436,02.) $(185,86)
Net cash (used in) provided by financing activi $(176,63Y) $ (64,39)) $ 125,85:
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Operating Activities

During 2008, our operating activities consistedrneaniily of net income of $83.0 million, increasedrmn-cash adjustments of $225.1
million offset by a decrease in net changes in afiey assets and liabilities of $24.1 million. Thejority of the non-cash adjustments came
from the amortization of the content library of $28 million which increased by $6.3 million oveetprior period as we continue to purchase
additional titles in order to support our largebseriber base. The decrease in net changes intgeaasets and liabilities was mainly driven
by acquisitions of content library related to otteaming content, as we continued to increaserag@stments in streaming content in 2008.
Cash provided by operating activities increase® $llion in 2008 as compared to 2007. This wasprily due to an increase in net income
of $16.4 million, increased non-cash adjustment28.8 million and a decrease in net changes inatipg assets and liabilities of $39.6
million.

During 2007, our operating activities consistedraniily of net income of $66.6 million, increasedrmn-cash adjustments of $195.3
million and net changes in operating assets amditias of $15.5 million. The majority of the narash adjustments came from the amortize
of the content library of $203.4 million which imased by $62.3 million over the prior period ascametinued to purchase additional titles,
including streaming content in 2007, in order tpart our larger subscriber base. Cash provideopeyating activities increased $29.2 mill
in 2007 as compared to 2006. This was primarily thuen increase in net income of $17.8 millionyé&ased non-cash adjustments of $31.1
million and a decrease in net changes in operatisgts and liabilities of $19.7 million. See Notaf bur Notes to Consolidated Financial
Statements for information related to reclassift# in cash flows in 2007.

Investing Activities

Our investing activities consisted primarily of phnases and sales of available-for-sale securétgjisitions of content library related to
DVDs and purchases of property and equipment. G@ast in investing activities decreased $291.1 onilln 2008 as compared to 2007. This
decrease was primarily driven by a decrease iptinehases of short-term investments of $148.4 aniltioupled with an increase in the
proceeds from the sale of short-term investmengl66.5 million. In addition, content acquisitiodated to acquisitions of DVDs decreased
by $45.8 million as more DVDs were obtained throveyenue sharing agreements in 2008.

Cash used in investing activities increased $260li2on in 2007 as compared to 2006. During thstfguarter of 2007, we started an
investment portfolio which is comprised of shomrateénvestments consisting of corporate debt sdesrigovernment and agency securities and
asset and mortgage-backed securities. Contentsitigus were $39.1 million higher in 2007 as conagiaio 2006. Purchases of property and
equipment consisted of expenditures related to Gmyexpansion, primarily to our headquarters in Gasos, California. In March 2006, we
exercised our option to lease a building adjaceoutr headquarters in Los Gatos, California. Thiglmg comprises approximately 80,000
square feet of office space and has an initial e years. The building was completed in thet fixgarter of 2008. Additionally, purchases of
property and equipment consisted of automationpegent for our various shipping centers in ordeadbieve increased operational
efficiencies.

Financing Activities

Our financing activities consist primarily of rephases of our common stock, issuance of commoR,stod the excess tax benefit from
stock-based compensation. Cash used by financingtes increased by $112.2 million in 2008 as gamed to 2007 primarily due to an
increase in stock repurchases of $100.0 milliopdA8 as compared to 2007. In addition, the ex@esbeanefits from stockased compensatic
decreased by $21.0 million in 2008, as the Compaitiged the remaining benefits from its net opergiosses. This use of cash was offset by
an increase in proceeds from the issuance of aammm stock of $9.3 million.

Cash provided by financing activities decrease@130.2 million in 2007 as compared to 2006 prinyadilie to stock repurchases of
$99.9 million in 2007 and a decrease of $103.4ionilin issuances of common stock as we had rai$éd.$ million in a secondary offering in
2006. We did not have any stock repurchases d@@@@. This use of cash was offset by the exceshdngfits from stockased compensatic
of $26.2 million.

37



Table of Contents

Contractual Obligations

For the purposes of this table, contractual obitiget for purchases of goods or services are defiseajreements that are enforceable anc
legally binding and that specify all significantrtes, including: fixed or minimum quantities to berphased; fixed, minimum or variable price
provisions; and the approximate timing of the teati®n. The expected timing of payment of the ddtiigns discussed above is estimated basec
on information available to us as of December D& Timing of payments and actual amounts paid beaglifferent depending on the time of
receipt of goods or services or changes to agreed-amounts for some obligations. The followingesgummarizes our contractual
obligations at December 31, 2008 (in thousands):

Payments due by Perioc

More than
Less than
Contractual obligations (in thousands): Total 1year 1-3 Years 3-5 Years 5 years
Operating lease obligatiol $ 30,39¢ $ 11,137 $13,15( $ 4,672 $ 1,43¢
Lease financing obligatior 23,93( 5,521 11,64¢ 6,76% —
Other purchase obligations ( 158,73¢ 91,05¢ 62,45( 5,231 —
Total $213,06° $107,71¢ $87,24¢ $16,66¢ $ 1,43¢

(1) Other purchase obligations relate primarily to asitjons for our content library

License Agreements

In addition to the above contractual obligations,lvave certain license agreements with studiodgnbhide a maximum number of titles
that we may or may not receive in the future. Asdesthese titles is based on the discretion ofthdios and, as such, we may not receive
these titles. If we did receive access to the marimumber of titles, we would incur up to an additil $14.6 million in commitments.

Off-Balance Sheet Arrangements

As part of our ongoing business, we do not engageansactions that generate relationships witlonsalidated entities or financial
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.

I ndemnifications

In the ordinary course of business, we enter intdractual arrangements under which we agree twgwondemnification of varying
scope and terms to business partners and othégaith respect to certain matters, including, fitlimited to, losses arising out of our
breach of such agreements and out of intellectiegdeaty infringement claims made by third partiesthese circumstances, payment may be
conditional on the other party making a claim parguo the procedures specified in the particubeatract. Further, our obligations under these
agreements may be limited in terms of time andfeownt, and in some instances, we may have recagetast third parties for certain
payments. In addition, we have entered into indéoation agreements with our directors and certdiour officers that will require us, among
other things, to indemnify them against certaibilides that may arise by reason of their statusesvice as directors or officers. The terms of
such obligations vary.

Recent Accounting Pronouncements

In April 2008, the FASB issued FASB Staff PositidASP”) No. 142-3Determination of the Useful Life of Intangible Asg&FSP 142-
3"). FSP 142-3 amends the factors an entity shooigider in developing renewal or extension assiompiuused in determining the useful life
of recognized intangible assets under FASB
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Statement No. 14Z;o0o0dwill and Other Intangible Asset$his new guidance applies prospectively to intialegassets that are acquired
individually or with a group of other assets in im@ss combinations and asset acquisitions. FSRB1ig2ffective for financial statements
issued for fiscal years and interim periods begigrafter December 15, 2008. Early adoption is foitddl. We do not expect the adoption of
this standard to have a material effect on oumiife position or results of operations.

In December 2007, the FASB issued SFAS No. 14BtRjness CombinatiorfsSFAS 141-R”) and SFAS 160Jon-controlling Interests
in Consolidated Financial Statement, an amendmgAtoounting Research Bulletin No("BSFAS 160”). SFAS 141-R requires the use of the
acquisition method of accounting, defines the aeguestablishes the acquisition date and broattienscope to all transactions and other
events in which one entity obtains control over onenore other businesses. SFAS 160 will changat¢heunting and reporting for minority
interests, which will be re-characterized as nont@iling interests and classified as a componéetaity. These statements are effective for
financial statements issued for fiscal years bagmon or after December 15, 2008. We do not extiecadoption of this standard to have a
material effect on our financial position or resudf operations.

In September 2006, the FASB issued SFAS No. E&if,Value MeasurementsSFAS 157”). SFAS No. 157 establishes a framework
measuring the fair value of assets and liabilifidgs framework is intended to provide increasedsistency in how fair value determinations
are made under various existing accounting stasdahich permit, or in some cases require, estinaftésr market value. SFAS 157 was
effective for fiscal years beginning after Novemt&r 2007, and interim periods within those fisgedrs. In February 2008, the FASB issued
FSP No. 157-2 (FSP 157-2), which would delay tliective date of SFAS No. 157 for all non-financakets and non-financial liabilities,
except those that are recognized or disclosedratdlue in the financial statements on a recurbagis. FSP 152-partially defers the effecti
date of SFAS 157 to fiscal years beginning aftevéober 15, 2008 and interim periods within thosedi years for items within the scope of
FSP 157-2. Effective January 1, 2008, we adopte®SSF57 for financial assets and liabilities recagui at fair value on a recurring basis. The
partial adoption of SFAS 157 for financial assetd Aabilities did not have a material impact orr oansolidated financial position, results of
operations or cash flows. We do not expect the talopf SFAS 157 for non-financial assets and riaasfcial liabilities to have a material
effect on our financial position or results of cgtéons.

Iltem 7A.  Quantitative and Qualitative Disclosures about Marlet Risk

The primary objective of our investment activitisdo preserve principal, while at the same tim&im&ing income we receive from
investments without significantly increased risk. dchieve this objective, we follow an establisheastment policy and set of guidelines to
monitor and help mitigate our exposure to interatt and credit risk. The policy sets forth cregility standards and limits our exposure to
any one issuer, as well as our maximum exposuwarious asset classes. We maintain a portfolimshequivalents and short-term
investments in a variety of securities. These stesrare classified as available-for-sale andracerded at fair value with unrealized gains and
losses, net of tax, included in accumulated otbergrehensive income within stockholders equityhim ¢onsolidated balance sheet.

As a result of current adverse financial marketditions, investments in some financial instrumestsh as structured investment
vehicles, sub-prime mortgage-backed securitiescatidteralized debt obligations, may pose risksiag from recent market liquidity and
credit concerns. As of December 31, 2008, we hachaierial impairment charges associated with oartglerm investment portfolio relating
to such adverse financial market conditions. Altjftowe believe our current investment portfolio hiasy little risk of material impairment, we
cannot predict future market conditions or marlatitlity and can provide no assurance that ourstment portfolio will remain materially
unimpaired. Some of the securities we invest in lmagubject to market risk due to changes in plieganterest rates which may cause the
principal amount of the investment to fluctuater Ewample, if we hold a security that was issueithwifixed interest rate at the thprevailing
rate and the prevailing interest rate later riffes value of our investment will decline. At DeceanB1, 2008, our cash
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equivalents were generally invested in money médtkads, which are not subject to market risk beeahs interest paid on such funds
fluctuates with the prevailing interest rate. Oioig-term investments were comprised of corporata decurities, government and agency
securities and asset and mortgage-backed secuAipesoximately 60% of the portfolio is investedgovernment and agency issued securities.

At December 31, 2008, we had securities class#gedhort-term investments of $157.4 million. Charnigenterest rates could adversely
affect the market value of these investments. @bketbelow separates these investments, basedted staturities, to show the approximate
exposure to interest rates.

Due within one yea $ 32,68¢
Due within five year: 118,12°
Due within ten year —

Due after ten yeal 6,57¢
Total $157,39(

A sensitivity analysis was performed on our investitrportfolio as of December 31, 2008. The analigsimsed on an estimate of the
hypothetical changes in market value of the pddftilat would result from an immediate paralleffsim the yield curve of various
magnitudes. This methodology assumes a more immeechi@nge in interest rates to reflect the cureenhomic environment.

The following tables present the hypothetical failues (in $ thousands) of our debt securitiessdiad as short term investments
assuming immediate parallel shifts in the yieldveuof 50 basis points (“BPS”), 100 BPS and 150 BR& analysis is shown as of
December 31, 2008:

Fair Value December 31, 2008

-150 BPS -100 BPS -50 BPS +50 BPS +100 BPS +150 BPS
160,28: 159,31¢ 158,35« 156,42t 155,46 154,49°
Item 8. Financial Statements and Supplementary Dat

See “Financial Statements” beginning on page F-tlware incorporated herein by reference.

ltem 9. Changes in and Disagreements with Accountants on Acunting and Financial Disclosure
None.

Iltem 9A.  Controls and Procedures
(@) Evaluation of Disclosure Controls and Procedure

Our management, with the participation of our Cligécutive Officer and Chief Financial Officer, éxated the effectiveness of our
disclosure controls and procedures (as defineduledRl3a-15(e) and 15d-15(e) under the Securitiehdhge Act of 1934, as amended) as of
the end of the period covered by this Annual ReporEorm 10-K. Based on that evaluation, our CEiedcutive Officer and Chief Financial
Officer concluded that our disclosure controls pracedures as of the end of the period coveretlisyAnnual Report on Form 10-K were
effective in providing reasonable assurance tHatmmation required to be disclosed by us in reptirés we file or submit under the Securities
Exchange Act of 1934, as amended, is recordedepsed, summarized and reported within the timegsspecified in the Securities and
Exchange Commission’s rules and forms, and thdt 8dormation is accumulated and communicated tone@nagement, including our Chief
Executive Officer and Chief Financial Officer, ggpeopriate, to allow timely decisions regardinguiegd disclosures.
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Our management, including our Chief Executive @ffiand Chief Financial Officer, does not expect tha disclosure controls and
procedures or our internal controls will preverteator and all fraud. A control system, no mattew well conceived and operated, can pro
only reasonable, not absolute, assurance thatjeetives of the control system are met. Furthex,design of a control system must reflect the
fact that there are resource constraints, andeheflis of controls must be considered relativéh&ir costs. Because of the inherent limitations
in all control systems, no evaluation of contra@s provide absolute assurance that all controessind instances of fraud, if any, within
Netflix have been detecte

(b) Managemen’s Annual Report on Internal Control Over Financial Reporting

Our management is responsible for establishingnaaidtaining adequate internal control over finah@gorting (as defined in Rule 13a-
15(f) of the Securities Exchange Act of 1934 asrathed (the Exchange Act)). Our management assdsseadfectiveness of our internal
control over financial reporting as of December&108. In making this assessment, our managemedtthe criteria set forth by the
Committee of Sponsoring Organizations of the Tread®ommission (“COSO”) itnternal Control—Integrated FrameworlBased on our
assessment under the frameworlkniternal Control—Integrated Frameworlour management concluded that our internal cbotrer
financial reporting was effective as of DecemberZ108. The effectiveness of our internal contr@rdfinancial reporting as of December 31,
2008 has been audited by KPMG LLP, an independsayistered public accounting firm, as stated inrthegport that is included herein.

(c) Changes in Internal Control Over Financial Reporting

There was no change in our internal control ovaairicial reporting that occurred during the quastedted December 31, 2008 that has
materially affected, or is reasonably likely to erélly affect, our internal control over financigporting.

Iltem 9B.  Other Information
None.
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PART IlI

Iltem 10.  Directors, Executive Officers and Corporate Governace

Information regarding our directors and executiffecers is incorporated by reference from the infiation contained under the sections
“Proposal One: Election of Directors,” “Section apBeneficial Ownership Compliance” and “Code dfiE$” in our Proxy Statement for the
Annual Meeting of Stockholders.

ltem 11.  Executive Compensatior

Information required by this item is incorporatedreference from information contained under thetiea “Compensation of Executive
Officers and Other Matters” in our Proxy Statenmfenthe Annual Meeting of Stockholders.

Item 12.  Security Ownership of Certain Beneficial Owners andManagement and Related Stockholder Matter:

Information required by this item is incorporatedrbference from information contained under thetisas “Security Ownership of
Certain Beneficial Owners and Management” and “BgG@bmpensation Plan Information” in our Proxy 8taént for the Annual Meeting of
Stockholders.

Iltem 13.  Certain Relationships and Related Transactions an®irector Independence

Information required by this item is incorporatedrbference from information contained under thaiea “Certain Relationships and
Related Transactions” and “Director Independenneiur Proxy Statement for the Annual Meeting ofcRtwliders.

Iltem 14.  Principal Accountant Fees and Service

Information with respect to principal independesdistered public accounting firm fees and serviséscorporated by reference from the
information under the caption “Proposal Two: Rattion of Appointment of Independent Registeredlieuwccounting Firm” in our Proxy
Statement for the Annual Meeting of Stockholders.
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Item 15.

PART IV

Exhibits and Financial Statement Schedule

(@) The following documents are filed as part of thisndal Report on Form -K:

(1)

(2)

(3)

Exhibit
Number

4.1
10.1t

10.2t
10.3t
10.4t
10.5
10.6
10.7
10.8

10.9t
10.10%

Financial Statement

The financial statements are filed as part of Anigual Report on Form 10-K under “Item 8. FinanS#tements and
Supplementary Data.”

Financial Statement Schedul

The financial statement schedules are omittedesale either not applicable or the informatioruiegf is presented in the
financial statements and notes thereto under “Befinancial Statements and Supplementary Data.”

Exhibits:

Incorporated by Reference Filed
Exhibit Description Form File No. Exhibit Filing Date Herewith
Amended and Restated Certificate of Incorpora 16-Q 00C-49802 3.1 August 2, 200«
Amended and Restated Byla S-1/A 33:-83878 3.4 April 16, 2002
Certificate of Amendment to the Amended and Redi 16-Q 00C-49802 3.3 August 2, 200«
Certificate of Incorporatio
Form of Common Stock Certifica S-1/A 33:-83878 4.1 April 16, 2002
Form of Indemnification Agreement entered into bg S-1/A 33:-83878 10.1 March 20, 200:
registrant with each of its executive officers @l ctors
2002 Employee Stock Purchase F 16-Q 00C-49802 10.16 August 9, 200¢
Amended and Restated 1997 Stock | S-1/A 33:-83878 10.3 May 16, 200z
Amended and Restated 2002 Stock f Def 14A  00(C-49802 A March 31, 200¢
Amended and Restated Stockhol’ Rights Agreemer S1 33:-83878 10.5 March 6, 200z
Lease between Sobrato Land Holdings and Netflix, 16-Q 00C-49802 10.15 August 2, 200¢
Lease between Sobrato Interests || and Netflix, 16-Q 00C-49802 10.16 August 2, 200
Lease between Sobrato Interest Il and Netflix, tated 16-Q 00C-49802 10.16 August 9, 200¢
June 26, 200
Description of Director Equity Compensation P 8-K 00C-49802 10.1 July 5, 200t
Executive Severance and Retention Incentive 8-K 00C-49802 10.2 July 5, 200t
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Incorporated by Reference

File Filing
Exhibit Filed
Number Exhibit Description Form No. Exhibit Date Herewith
23.1 Consent of Independent Registered Public Accourking X
24 Power of Attorney (see signature pa
31.1 Certification of Chief Executive Officer Pursuant$ection 302 of the X
Sarbane-Oxley Act of 200z
31.2 Certification of Chief Financial Officer Pursuant$ection 302 of the X
Sarbane-Oxley Act of 200z
32.1* Certifications of Chief Executive Officer and Chlghancial Officer Pursuant X

to Section 906 of the Sarba-Oxley Act of 200z

* These certifications are not deemed filed by th€ 8Rd are not to be incorporated by reference yrfiing we make under the Securiti
Act of 1933 or the Securities Exchange Act of 1984spective of any general incorporation languiagany filings.

Tt  Indicates a management contract or compensatom
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NETFLIX, INC.
INDEX TO FINANCIAL STATEMENTS

Page
Report of Independent Registered Public Accourf&imm F-2
Consolidated Balance Sheets as of December 31,&00200% F-3
Consolidated Statements of Operations for the YEaded December 31, 2008, 2007 and z F-4
Consolidated Statements of Stockhol’ Equity and Comprehensive Income for the Years Emiscember 31, 2008, 2007 and 2( F-5
Consolidated Statements of Cash Flows for the Yeaded December 31, 2008, 2007 and Z F-6
Notes to Consolidated Financial Stateme F-7
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
Netflix, Inc.:

We have audited the accompanying consolidated balsimeets of Netflix, Inc. and subsidiary (the Camny) as of December 31, 2008
and 2007, and the related consolidated stateméntsesations, stockholders’ equity and comprehengicome, and cash flows for each of the
years in the thre-year period ended December 31, 2008. We also &adited Netflix, Inc’s internal control over finaatreporting as of
December 31, 2008, based on criteria establishedemal Control—Integrated Frameworksued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSOJfliXgelnc.’s management is responsible for thesasplidated financial statements, for
maintaining effective internal control over finaalcieporting, and for its assessment of the effeaiss of internal control over financial
reporting, included in the accompanying Managensefitinual Report on Internal Control Over Finan&laborting appearing under item 9A
(b). Our responsibility is to express an opiniontloese consolidated financial statements and ari@pon the Company’s internal control over
financial reporting based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamliqUnited States). Those
standards require that we plan and perform thetsitmobtain reasonable assurance about whethéinttreial statements are free of material
misstatement and whether effective internal corgvelr financial reporting was maintained in all evél respects. Our audits of the
consolidated financial statements included exarginim a test basis, evidence supporting the amaunatslisclosures in the financial
statements, assessing the accounting principlesarst significant estimates made by managementeaaldating the overall financial
statement presentation. Our audit of internal admver financial reporting included obtaining amderstanding of internal control over
financial reporting, assessing the risk that a neteeakness exists, and testing and evaluatieglésign and operating effectiveness of
internal control based on the assessed risk. Qlitsaalso included performing such other procedasewe considered necessary in the
circumstances. We believe that our audits provideaaonable basis for our opinions.

A company’s internal control over financial repogiis a process designed to provide reasonableaagsuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordanttegenerally accepted accounting princip
A company’s internal control over financial repogiincludes those policies and procedures thgté€ftain to the maintenance of records that,
in reasonable detail, accurately and fairly reftbettransactions and dispositions of the assdtseofompany; (2) provide reasonable assurance
that transactions are recorded as necessary tatgeaparation of financial statements in accor@awith generally accepted accounting
principles, and that receipts and expendituree®tbmpany are being made only in accordance witioaizations of management and
directors of the company; and (3) provide reasanabburance regarding prevention or timely deteafainauthorized acquisition, use, or
disposition of the company’s assets that could lrareterial effect on the financial statements.

Because of its inherent limitations, internal cohtiver financial reporting may not prevent or detmisstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdénaate because of changes in condition
that the degree of compliance with the policiepraicedures may deteriorate.

In our opinion, the consolidated financial statetaeeferred to above present fairly, in all matenéspects, the financial position of
Netflix, Inc. and subsidiary as of December 31,2860d 2007, and the results of their operationstlagid cash flows for each of the years in
three-year period ended December 31, 2008, in canifipwith U.S. generally accepted accounting pgpfes. Also in our opinion, Netflix, Inc.
maintained, in all material respects, effectiveinal control over financial reporting as of Decem®1, 2008, based on criteria established in
Internal Contro—Integrated Frameworissued by the Committee of Sponsoring Organizatiodribe Treadway Commission.

/sl KPMG LLP

Mountain View, California
February 24, 2009
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NETFLIX, INC.

CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share data)

As of December 31,

2008 2007
Assets
Current assett
Cash and cash equivalel $ 139,88: $177,43¢
Shor-term investment 157,39( 207,70:
Prepaid expenst¢ 8,127 6,11¢
Prepaid revenue sharing expen 18,41% 6,98
Current content library, n 18,69 16,30:
Deferred tax asse 5,617 2,25¢
Other current asse 13,32¢ 15,62°
Total current asse 361,44° 432,42
Content library, ne 98,54" 112,07(
Property and equipment, r 124,94¢ 113,17¢
Deferred tax asse 22,40¢ 16,86
Other asset 10,59¢ 4,46
Total asset $ 617,94¢ $678,99¢
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payabl $ 100,34« $ 99,95!
Accrued expense 31,39 36,46¢
Current portion of lease financing obligatic 1,152 82:
Deferred revenu 83,12] 71,66¢
Total current liabilities 216,01 208,90!
Lease financing obligations, excluding current joor 37,98¢ 35,65:
Other liabilities 16,78¢ 4,62¢
Total liabilities 270,79: 249,18t
Commitments and contingenci
Stockholder’ equity:
Preferred stock, $0.001 par value; 10,000,000 steanthorized at December 31, 2008 and 2007; ne@shar
issued and outstanding at December 31, 2008 and — —
Common stock, $0.001 par value; 160,000,000 sleart®rized at December 31, 2008 and 2007; 58,88
and 64,912,915 issued and outstanding at Decenih@088 and 2007, respective 62 65
Additional pait-in capital 338,57 402,711
Treasury stock at cost (3,491,084 sha (100,02() —
Accumulated other comprehensive inca 84 1,611
Retained earning 108,45: 25,42¢
Total stockholder equity 347,15! 429,81,
Total liabilities and stockholde’ equity $ 617,94t $678,99¢

See accompanying notes to consolidated finanasstents.
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NETFLIX, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)

Revenue:!
Cost of revenues
Subscriptior
Fulfillment expenses
Total cost of revenue
Gross profil
Operating expense
Technology and developmer
Marketing*
General and administrative
Gain on disposal of DVD
Gain on legal settleme
Total operating expens:
Operating incom
Other income (expense
Interest expense on lease financing obligat
Interest and other income (expen
Income before income tax
Provision for income taxe
Net income

Net income per shar
Basic

Diluted

Weighte-average common shares outstand
Basic

Diluted

Year ended December 31,

2008

2007

* Amortization of stoc-based compensation included in expense line it

Fulfillment expense
Technology and developme
Marketing

General and administrati\

$1,364,66.  $1,205,34
761,13 664,40
149,10 121,76
910,23 786,16t
454,42 419,17
89,87: 70,97¢
199,71 218,21
49,66 52,40«
(6,327) (7,196)
— (7,000
332,92 327,39
121,50¢ 91,77:
(2,45¢) (1,189)
12,45: 20,34(
131,50( 110,92!
48,47 44,31
$ 83,02 $ 66,60
$ 136 $  0.9¢
$ 132 $ 097
60,96 67,07¢
62,83¢ 68,90:
$ 466 $ 427
3,89( 3,69t
1,88¢ 2,16(
6,02z 5,69¢

See accompanying notes to consolidated financigstents.
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2006
$996,66(

532,62:

94,36«
626,98!
369,67

47,83!
225,43
35,981
(4,797
304,45
65,21¢

(1,210
15,90¢
79,917
31,07

$ 48,83¢

$ 0.7¢
$ 071

62,57
69,07¢

$ 92t
3,60¢
2,13¢
6,02t
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NETFLIX, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY AND COMPREHENSIVE INCOME
(in thousands, except share data)

Common Stock

Accumulated
Other
Comprehensive

Retained
Earnings
(Accumulated

Total
Stockholders’

Additional
Paid-in Treasury
Shares Amount Capital Stock Income Deficit) Equity
Balances as of December 31, 2( 54,755,73 $ 55 $315,86( $ — 3 — $ (90,02) $ 225,90:
Net income and comprehensive inco — — — — — 48,83¢ 48,83¢
Exercise of option 1,379,01 2 8,37 — — — 8,37
Issuance of common stock under employee stock
purchase pla 378,36: — 3,72¢ — — — 3,72¢
Issuance of common stock upon exercise of
warrants 8,599,35! 8 ()] — — — —
Issuance of common stock, net of cc 3,500,00! 4 100,86. — — — 100,86t
Stock-based compensation expel — — 12,69¢ — — — 12,69¢
Stock option income tax benef — — 13,217 — — — 13,217
Balances as of December 31, 2( 68,612,46 $ 69 $454,73. $ — 3 — $ (41,18) $ 413,61t
Net income — — — — — 66,60¢ 66,60¢
Net unrealized gains on available-for-sale
securities, net of ta — — — — 1,611 — 1,611
Comprehensive incorr — — — — — — 68,21¢
Exercise of option 828,82 — 5,822 — — — 5,822
Issuance of common stock under employee <
purchase pla 205,41¢ — 3,78 — — — 3,781
Repurchases and retirement of common s (4,733,78) (4) (99,859 — (99,859
Stoclk-based compensation expel — — 11,97¢ — — — 11,97¢
Stock option income tax benef — — 26,24¢ — — — 26,24¢
Balances as of December 31, 2( 64,91291 $ 65 $402,71( $ —  $ 1611 $ 25,42t $ 429,81
Net income — — — — — 83,02¢ 83,02¢
Net unrealized loss on available-for-sale
securities, net of ta — — — — (1,527% — (1,527)
Comprehensive incormr — — — — — — 81,49¢
Exercise of option 1,056,64: — 14,01¢ — — — 14,01¢
Issuance of common stock under employee s
purchase pla 231,06¢ — 4,85% — — — 4,85%
Repurchases and retirement of common s (3,847,06) (3) (99,88) — — — (99,889
Repurchases of common stock to be held as
treasury stocl (3,491,08) — — (100,02() — — (100,020)
Stock-based compensation expel — — 12,26¢ — — — 12,26¢
Stock option income tax benef — — 4,612 — — — 4,61
Balances as of December 31, 2( 58,862,47 $ 62 $338,57° $(100,020 $ 84 $ 108,45 $ 347,15

See accompanying notes to consolidated finanassients.
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NETFLIX, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Year Ended December 31,

2008 2007 2006
Cash flows from operating activities:
Net income $ 83,02¢ $ 66,60¢ $ 48,83¢
Adjustments to reconcile net income to net caskigea by operating activitie:
Depreciation of property, equipment and intangil 32,45¢ 22,21¢ 16,64¢
Amortization of content librar 209,75; 203,41! 141,16(
Amortization of discounts and premiums on investa 62E 24 —
Stoclk-based compensation expel 12,26¢ 11,97¢ 12,69¢
Excess tax benefits from st-based compensatic (5,220) (26,249 (13,2179
Loss (gain) on disposal of property and equipn 101 142 (23
Gain on sale of sh¢-term investment (3,130 (687) —
Gain on disposal of DVD (13,350 (14,63 (9,089
Deferred taxe (8,427) (893) 15,98¢
Changes in operating assets and liabilit
Prepaid expenses and other current a: (4,187 (3,899 (7,069
Content library (48,290() (34,82) —
Accounts payabl 7,111 16,55¢ 3,20¢
Accrued expense (1,829 32,80¢ 17,55¢
Deferred revenu 11,46: 1,98 21,14¢
Other assets and liabiliti¢ 11,65¢ 2,86¢ 34C
Net cash provided by operating activit 284,03: 277,42: 248,19(
Cash flows from investing activities:
Purchases of shiterm investment (256,959 (405,34() —
Proceeds from sale of sh-term investment 307,33! 200,83. —
Purchases of property and equipm (43,790 (44,25¢) (27,339
Acquisitions of intangible ass (1,062) (550 (58%)
Acquisitions of content librar (162,849 (208,64°) (169,529
Proceeds from sale of DVL 18,36¢ 21,64( 12,88¢
Investment in busines (6,000 — —
Other asset (D 297 (1,309
Net cash used in investing activiti (144,96() (436,029 (185,869
Cash flows from financing activities:
Principal payments of lease financing obligati (823 (390 (328
Proceeds from issuance of common si 18,87: 9,60¢ 112,96
Excess tax benefits from st-based compensatic 5,22( 26,24¢ 13,217
Repurchases of common stc (199,909 (99,85¢) —
Net cash provided by (used in) financing activi (176,63%) (64,39)) 125,85:
Net (decrease) increase in cash and cash equis (37,559 (222,99)) 188,17:
Cash and cash equivalents, beginning of 177,43¢ 400,43( 212,25¢
Cash and cash equivalents, end of ) $ 139,88: $ 177,43 $ 400,43(
Supplemental disclosure
Income taxes pai $ (40,499 $ (15,77Y) $ (2,329
Interest paic (2,45 (1,189 (1,210

See accompanying notes to consolidated financigstents.
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NETFLIX, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Organization and Summary of Significant Acconting Policies
Description of Business

Netflix, Inc. (the “Company”) was incorporated omdust 29, 1997 and began operations on April 1881%he Company is an online
movie rental subscription service with more thamiillion subscribers. The Company offers a var@tplans, with no due dates, no late fees,
no shipping fees, and no pay-per-view fees. The fizmy provides subscribers access to over 100,00D &\d Blu-ray titles plus more than
12,000 streaming content choices. Subscriberstdéles at the Company’s Web site aided by itgpietary recommendation service and
merchandising tools. Subscribers can:

* Receive DVDs by U.S. mail and return them to thenany at their convenience using the Company’sgidemailers. After a DVD
has been returned, the Company mails the nextadolaiDVD in a subscrib’s queue

» Watch streaming content without commercial intetiarpon personal computers (“PCs”), Intel-based itash computers (“Macs”)
and televisions" TVs”"). The viewing experience is enabled by Netflix colia software that can run on a variety of devi

The Company is organized in a single operating segnAll of the Company’s revenues are generatabérinited States.

Basis of Presentation

The consolidated financial statements include tlw®ants of the Company and its wholly-owned subsjdilntercompany balances and
transactions have been eliminated.

Reclassification and Revision of |mmaterial Errors

Due to the nature of the Company’s streaming camterdel, the Company determined in 2008 that iuhbave applied the guidance in
Statement of Financial Accounting Standards (“SPASS. 63,Financial Reporting by Broadcastef*SFAS 63”). SFAS 63 specifies
classification of acquired streaming content aasset only after certain criteria have been metuding availability of the streaming content
for its first showing, and requires streaming cohgessets to be segregated between current andungmt based on estimated time of usage.
The Company’s previous financial statements clesbkecquired streaming content as part of non-atigentent library and presented the
related cash outflows as investing activities. Tmgnpany has revised its 2007 consolidated finarstgéments to correct immaterial errors
that arose from not applying the provisions of SFE8S The revisions to the fiscal 2007 balance simehided a reclassification of $16.3
million from content library, net to current contdibbrary, net and a reduction of content libramgf and accounts payable by $4 million. In
addition, $14.8 million has been reclassified froet cash used in investing activities to net casdun operating activities in the Company’s
2007 consolidated statements of cash flows. Thersnmed interim financial information for 2007 atte first three quarters of 2008 reflected
in Note 11, Selected Quarterly Financial Data Hss been revised for the adoption of SFAS 63.

In fiscal 2008, it was determined that becausddimas of the Company’s original facilities leaseesgnents required the Company’s
involvement in the construction of certain buildspngnder Emerging Issues Task Force (“EITF”) Ne197The Effect of Lessee Involvemer
Asset Constructio, the Company was deemed to be the owner (for aticmupurposes only) of the buildings subject te ibases during the
construction period. The Company should have reftkan asset on its balance sheet for the costdpdhe lessor to construct these buildil
as well as a corresponding liability. Upon completof construction, the

F-7



Table of Contents

NETFLIX, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

Company did not meet the “sale-leaseback” critenider SFAS No. 98\ ccounting for Leases: Sale-Leaseback Transactior@ving Real
Estate, Sale-Type Leases of Real Estate, Definition of the &8asm, and Initial Direct Costs of Direct Finangiheases; an amendment of
FASB Statements No. 13, 66, and 91 and a rescie§iBASB Statement No. 26 and Technical Bulletin?4-11, and therefore should have
treated the leases as financing obligations anddkets and corresponding liabilities would notieeecognized. Previously these arrangements
were accounted for as operating leases. The Contmsgevised its 2007 and 2006 consolidated fimhistatements to correct immaterial
errors in the historical accounting treatment. Sjpadly, total assets were increased by $36.5ianlinclusive of $35.9 million for property ai
equipment, net and total liabilities were increalsg®37.4 million for lease financing obligationtsecember 31, 2007. Net operating expe
were reduced by $0.6 million and $0.8 million ir0Z0and 2006, respectively and interest expenseaselfinancing obligations was recorded
in the amount of $1.2 million for both 2007 and @060 the consolidated statements of operationsit&d net income per share remained
unchanged for the years ended December 31, 2002006& Additionally, $0.4 million and $0.3 milliofgr 2007 and 2006 were reclassified
from net cash provided by operating activities @b cash used in financing activities in the cortzakd statements of cash flows. The
summarized interim financial information for 2007dathe first quarter of 2008 reflected in Note $&lected Quarterly Financial Data has also
been revised for the adoption of EITF 97-10.

Use of Estimates

The preparation of financial statements in conftymiith accounting principles generally accepteth@ United States of America
requires management to make estimates and assus it 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 anchegpeluring the reporting periods. Signific
items subject to such estimates and assumptiohglmthe estimate of useful lives and residual @altiits content library; the valuation of
stock-based compensation; and the recognition aabkotement of income tax assets and liabilities. Gbmpany bases its estimates on
historical experience and on various other assumgtihat the Company believes to be reasonable timeleircumstances. Actual results may
differ from these estimates.

Cash Equivalents and Short-term I nvestments

The Company classifies cash equivalents and sbort-investments in accordance with SFAS No. Bfgounting for Certain
Investments in Debt and Equity Securi(*SFAS 115"). The Company considers investmeniastruments purchased with an original
maturity of 90 days or less to be cash equivaldrite. Company classifies short-term investmentsclwvhonsist of marketable securities with
original maturities in excess of 90 days as avéhbr-sale. Short-term investments are reportddiatalue with unrealized gains and losses
included in accumulated other comprehensive incaittein stockholders’ equity in the consolidateddrade sheet. The amortization of
premiums and discounts on the investments, reatjagts and losses, and declines in value judgée tather-than-temporary on available-for-
sale securities are included in interest and dtieme in the consolidated statements of operatibine Company uses the specific
identification method to determine cost in calcmigtrealized gains and losses upon the sale of-son investments.

Short-term investments are reviewed periodicallidemtify possible other-than-temporary impairméfihen evaluating the investments,
the Company reviews factors such as the lengtimef &nd extent to which fair value has been belost basis, the financial condition of the
issuer and the Company’s ability and intent to hbllinvestment for a period of time which may b#isient for anticipated recovery in
market value.
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Content Library

The Company obtains content from studios and bistiors through direct purchases, revenue sharirggagents or license agreements.
The Company acquires DVD content for the purposewfal to its subscribers and earns subscripgatat revenues, and, as such, the
Company considers its DVD library to be a produetagset. Accordingly, the Company classifies itd0Nsrary as a non-current asset on its
consolidated balance sheets. Additionally, in adance with SFAS No. 9%tatement of Cash Flowsash outflows for the acquisition of the
DVD library, net of changes in related accountsgids, are classified as cash flows from investictiydies in the Company’s consolidated
statements of cash flows. This is inclusive of apfront non-refundable payments required undermegesharing agreements.

The Company amortizes its DVDs, less estimatedag@lwalue, on a “sum-of-the-months” acceleratedslmer their estimated useful
lives. The useful life of the new release DVDs aadk catalog DVDs is estimated to be one year largktyears, respectively. In estimating
useful life of its DVDs, the Company takes into @aat library utilization as well as an estimate lfist or damaged DVDs.

The Company provides a salvage value of $3.00 M r those direct purchase DVDs that the Compastymates it will sell at the
end of their useful lives. For those DVDs that @@mpany does not expect to sell, no salvage valpeovided.

The Company obtains content distribution rightsiider to stream movies and TV episodes without ceraial interruption to
subscribers’ PCs, Macs and TVs enabled by Netintiolled software that can run on a variety ofides. The Company accounts for
streaming content in accordance with SFAS @8ich requires classification of streaming con@neither a current or non-current asset in the
consolidated balance sheets based on the estitiratedf usage after certain criteria have beeningdtiding availability of the streaming
content for its first showing. Streaming conterdiisortized on a straight-line basis generally dlerterms of the license agreements or the
title’'s window of availability. Liabilities relatetb streaming content acquisitions are reportateagross amount. Cash outflows associated
with streaming content are classified as cash flisarm operating activities in the consolidated eta¢nts of cash flow.

The Company also obtains DVD and streaming cortentigh revenue sharing agreements with studioglatdbutors. The Company
generally obtains titles for low initial cost ina&hange for a commitment to share a percentage stiliscription revenues or a fee, based on
utilization, over a fixed period, or the Title Termhich typically ranges from six to twelve monfos each title. The initial cost may be in the
form of an upfront non-refundable payment. Thisrpayt is capitalized in the content library in actzorce with the Company’s DVD and
streaming content policies as applicable. Theahidst may also be in the form of a prepaymeiiititafre revenue sharing obligations which is
classified as prepaid revenue sharing expensetefhres of some revenue sharing agreements withastwdiligate the Company to make
minimum revenue sharing payments for certain tifléde Company amortizes minimum revenue sharinggyments (or accretes an amount
payable to studios if the payment is due in arje@ssevenue sharing obligations are incurred.dvigion for estimated shortfall, if any, on
minimum revenue sharing payments is made in thiegh@n which the shortfall becomes probable andlmamneasonably estimated. Under the
revenue sharing agreements for its DVD librargthatend of the Title Term, the Company generally th& option of returning the DVD title
the studio, destroying the title or purchasingtttie.

Additionally, the terms of certain DVD purchaseegments with studios provide for volume purchaseadlints or rebates based on
achieving specified performance levels. Volume phase discounts are recorded as a reduction of DbfBry when earned. The Company
accrues for rebates as earned based on histadtiegddrformance and estimates of demand for thestover the remainder of the title term.
Actual rebates may vary which could result in aréase or reduction in the estimated amounts pushji@ccrued.
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Amortization of I ntangible Assets

Intangible assets are carried at cost less acctaaudenortization. The Company amortizes the intalegissets with finite lives using the
straight-line method over the estimated economisliof the assets, ranging from approximately Hdg/&o 14 years. Intangible assets are
included as part of other assets in the consolida#dance sheets.

Property and Equipment

Property and equipment are carried at cost leashadated depreciation. Depreciation is calculateidgithe straightine method over tr
shorter of the estimated useful lives of the reBpe@ssets, generally up to 30 years, or the leagefor leasehold improvements, if applica
Leased buildings are capitalized and included aperty and equipment when the Company had beevieaén the construction and did not
meet the “sale-leaseback” criteria under SFAS No.See Note 3 for further discussion.

Impairment of Long-Lived Assets

In accordance with SFAS No. 144¢counting for the Impairment or Disposal of Lonigdd Assetslong-lived assets such as content
library, property and equipment and intangible tsssabject to amortization, are reviewed for impent whenever events or changes in
circumstances indicate that the carrying amoumtnodsset group may not be recoverable. Recovéyadiilasset groups to be held and used is
measured by a comparison of the carrying amouahafsset group to estimated undiscounted futureftass expected to be generated by the
asset group. If the carrying amount of an asseigexceeds its estimated future cash flows, animmgat charge is recognized by the amount
by which the carrying amount of an asset group edsdair value of the asset group. The Companyueted its long-lived assets, and
impairment charges were not material for any ofythars presented.

Capitalized Software Costs

The Company accounts for software development easitsh consist of costs to develop software progréorbe used solely to meet the
Company'’s internal needs in accordance with StatéwfePosition (“SOP”) No. 98-1Accounting for Costs of Computer Software Developed
or Obtained for Internal UseCosts incurred during the application developnstage for software programs to be used solelydetrour
internal needs are capitalized. Capitalized softvearsts are included in property and equipmentanétare amortized over the estimated u
life of the software, generally up to three yeditse net book value of capitalized software costwissignificant as of December 31, 2008 and
2007.

Revenue Recognition

Subscription revenues are recognized ratably caen subscriber’'s monthly subscription period. Rd&uto subscribers are recorded as a
reduction of revenues. Revenues from sales of &gy are recognized upon completion of the cagmpaRevenues are presented net of the
taxes that are collected from customers and remnittgjovernmental authorities. Deferred revenuesisté of subscriptions revenues billed to
subscribers that have not been recognized andudfcriptions that have not been redeemed.

Cost of Revenues

Subscription. Cost of subscription revenues consists of gestand packaging expenses related to shipping DV Bsbscribers, as wi
as content related expenses incurred in obtaiitleg such as
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amortization of content and revenue sharing experi®evenue sharing expenses are recorded when BWis are shipped to subscribers or
streaming content is viewed by subscribers. Cedtded to free-trial periods are allocated to mimneexpenses.

Fulfillment Expenses. Fulfilment expenses represent those costgiadun operating and staffing the Company’s flrfignt and
customer service centers, including costs attriidatto receiving, inspecting and warehousing them@any’s content library. Fulfillment
expenses also include credit card fees.

Technology and Devel opment

Technology and development expenses consist obppayrd related costs incurred in testing, maintegjrand modifying the Company’s
Web site, its recommendation service, developidgtiems for the streaming of content to subscripeecommunications systems and
infrastructure and other internal-use softwareesyst Technology and development expenses alsaladepreciation of the computer
hardware and capitalized software used to run it \8ite and store its data.

Marketing

Marketing expenses consist primarily of advertisgiixgenses. Advertising expenses include marketiogram expenditures and other
promotional activities, including allocated costgevenues related to free trial periods. Alsoudad in marketing expenses are payments
to our consumer electronics partners to generatesabscribers for the Company’s service, and payetdted expenses. Advertising costs are
expensed as incurred except for advertising praalucbsts, which are expensed the first time theedibing is run. Advertising expense
totaled approximately $181.4 million, $207.9 miflicand $215.3 million in 2008, 2007, and 2006, eetipely.

The Company and its vendors participate in a wanétooperative advertising programs and othemmational programs in which the
vendors provide the Company with cash considerati@xchange for marketing and advertising of taedor’s products. If the consideration
received represents reimbursement of specific mergal and identifiable costs incurred to prombgeytendor’s product, it is recorded as an
offset to the associated marketing expense incu&ey reimbursement greater than the specific imenetal and identifiable costs incurred is
recognized as a reduction of cost of revenues w@rgnized in the Company’s consolidated statenwfrdperations.

Income Taxes

The Company accounts for income taxes using thet assl liability method. Deferred income taxesramdgnized by applying enacted
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 deferreddasgets and liabilities of a change in tax rates
is recognized in income in the period that inclutfessenactment date. The measurement of deferxeabstets is reduced, if necessary, by a
valuation allowance for any tax benefits for whiakure realization is uncertain. There was no viitueallowance as of December 31, 2008 or
2007.

During 2007, the Company adopted the Financial Antiag Standard Board’s (“FASB”) Financial Interfagon No. (“FIN") 48,
Accounting for Uncertainty in Income Ta—an interpretation of FASB Statement No. {B3N 48"). FIN 48 changes the accounting for
uncertainty in income taxes by creating a hew fraor& for how companies should recognize, measussgnt and disclose uncertain tax
positions in their financial statements. Under BBy the Company may recognize the tax benefit faonuncertain tax position only if it is
more likely than not the tax position will be sustd on examination by the taxing authorities, dase
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on the technical merits of the position. The tardfs recognized in the financial statements fearoh positions are then measured based on
the largest benefit that has a greater than 50étilidod of being realized upon settlement. The Camyrecognizes interest and penalties
related to uncertain tax positions in income tagesse. See Note 8 to the consolidated financitdratents for further information regarding
income taxes

Comprehensive Income

The Company reports comprehensive income or loaséordance with the provisions of SFAS No. IBéporting Comprehensive
Income, which establishes standards for reporting congsive income and its components in the finantééments. Other comprehensive
income consists of unrealized gains and lossevailaale-for-sale securities, net of tax. Total gahensive income and the components of
accumulated other comprehensive income are prasgntee accompanying consolidated statementsookkblders’ equity.

Net I ncome 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 theogeRotential common shares consist primarily ofemental shares issuable upon the
assumed exercise of stock options, warrants tohageecommon stock and shares currently purchapatdaant to the Company’s employee
stock purchase plan using the treasury stock mefftoel computation of net income per share is dsvist

Year ended December 31,
2008 2007 2006
(in thousands, except per share date

Basic earnings per shal

Net income $ 83,02¢ $ 66,60¢ $ 48,83¢
Shares used in computatic
Weighte-average common shares outstanc 60,96! 67,07¢ 62,577
Basic earnings per she $ 1.3¢ $ 0.9¢ $ 0.7¢
Diluted earnings per shat
Net income $ 83,02¢ $ 66,60¢ $ 48,83¢
Shares used in computatic
Weighte-average common shares outstanc 60,96 67,07¢ 62,571
Warrants — — 4,09:
Employee stock options and employee stock purcpkaseshare 1,87¢ 1,82¢ 2,40¢
Weightec-average number of shat 62,83¢ 68,90: 69,07¢
Diluted earnings per sha $ 137 $ 0.97 $ 071

Employee stock options with exercise prices greiitem the average market price of the common skerke excluded from the diluted
calculation as their inclusion would have been-diititive. There were no outstanding warrants dyitime years ended December 31, 2008 and
2007. For the year ended December 31, 2006, ntaodiisg warrants were excluded from the dilutedwation as their exercise prices were
lower than the average market price of the comntacks The following table summarizes the potert@inmon shares excluded from the
diluted calculation:

Year ended December 3

2008 2007 2006
(in thousands)
Employee stock optior 72€ 1,97: 1,19¢
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The weighted average exercise price of excludestading stock options was $32.42, $27.83, and382@r the years ended
December 31, 2008, 2007 and 2006, respectively.

Stock-Based Compensation

Effective January 1, 2006, the Company adopteddinealue recognition provisions of SFAS No. 12B(Bhare-Based Paymeif* SFAS
123R"), using the modified prospective method. Tmenpany had previously adopted the fair value raitimm provisions of SFAS No. 123,
Accounting for Sto-Based CompensatiqfiSFAS 123"), as amended by SFAS No. 148;counting for Stock-Based Compensation—
Transition and Disclosure, an Amendment of FASBeBtant No. 1281 2003, and restated prior periods at that timecdise the fair value
recognition provisions of SFAS 123 and SFAS 123Revgeenerally consistent, the adoption of SFAS 1dRRhot have a significant impact on
the Company’s financial position or results of Giems.

Recent Accounting Pronouncements

In April 2008, the FASB issued FASB Staff Positi@RSP”) No. 142-3Determination of the Useful Life of Intangible Asg&FSP 142-
3"). FSP 142-3 amends the factors an entity shooigider in developing renewal or extension assiompiuused in determining the useful life
of recognized intangible assets under FASB Stateienl142, “Goodwill and Other Intangible Asset$His new guidance applies
prospectively to intangible assets that are acduirdividually or with a group of other assets irslmess combinations and asset acquisitions.
FSP 142-3 is effective for financial statementsésifor fiscal years and interim periods beginriftgr December 15, 2008. Early adoption is
prohibited. The Company does not expect the adomtidhis standard to have a material effect offirisncial position or results of operations.

In December 2007, the FASB issued SFAS No. 14BtRjness Combinatior{sSFAS 141-R”) and SFAS No. 189on-controlling
Interests in Consolidated Financial Statement, areadment of Accounting Research Bulletin N(“SFAS 160”). SFAS 141-R requires the
use of the acquisition method of accounting, defite acquirer, establishes the acquisition dadebamadens the scope to all transactions and
other events in which one entity obtains contra@roane or more other businesses. SFAS 160 willgdéme accounting and reporting for
minority interests, which will be re-characterizzginon-controlling interests and classified asrapmnent of equity. These statements are
effective for the Company in the first quarter istl 2009. The Company does not expect the adopfithis standard to have a material effect
on its financial position or results of operations.

In September 2006, the FASB issued SFAS No. E&if,Value Measurement8SFAS 157”). SFAS 157 establishes a framework for
measuring the fair value of assets and liabilifidgs framework is intended to provide increasedsistency in how fair value determinations
are made under various existing accounting stasdahich permit, or in some cases require, estimaftésr market value. SFAS 157 was
effective for fiscal years beginning after Novemt&r 2007, and interim periods within those fisgedrs. In December 2007, the FASB issued
proposed FSP No. 157-2 (FSP 157-2), which wouldyd#ie effective date of SFAS 157 for all non-fioahassets and ndirancial liabilities
except those that are recognized or disclosedratdhue in the financial statements on a recurbagis. FSP No. 157-2 partially defers the
effective date of SFAS 157 to fiscal years begigrafter November 15, 2008 and interim periods withiose fiscal years for items within the
scope of FSP 157-2. Effective January 1, 2008, dopteed SFAS 157 for financial assets and liabditiecognized at fair value on a recurring
basis. The partial adoption of SFAS 157 for finahaissets and liabilities did not have a matengdact on our consolidated financial position,
results of operations or cash flows. We do not ekfiee adoption of SFAS 157 for non-financial assetd non-financial liabilities to have a
material effect on our financial position or resudf operations.
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2. Short-term Investments

Short-term investments were classified as avaitédiiesale securities and are reported at fair vakiéollows:

December 31, 200:

Gross Gross
Gross Unrealized Unrealized
Amortized Estimated
Cost Gains Losses Fair Value
(in thousands)
Corporate debt securitis $ 45,48: $ 44C $ (729) $ 45,19t
Government and agency securil 92,37¢ 1,812 (244) 93,94¢
Asset and mortgage backed securi 19,44¢ 15 (1,219 18,24¢
$157,30¢ $ 2,26i $ (2,189 $157,39(
December 31, 2007
Gross Gross
Gross Unrealized Unrealized
Amortized Estimated
Cost Gains Losses Fair Value
(in thousands)
Corporate debt securitis $ 36,44¢ $ 31t $ (89 $ 36,67¢
Government and agency securil 130,88: 2,15¢ (33 133,00t
Asset and mortgage backed securi 37,84 307 (127) 38,02:
$205,17: $ 2,77 $ (249 $207,70:

The following table shows the gross unrealizeddesand fair value of the Company’s investments witrealized losses that are not
deemed to be other-than-temporarily impaired, agaesl by investment category and length of timeitidividual securities have been in a

continuous unrealized loss position at Decembe3Q3:

Less Than 12 Months
12 Months or Greater Total
Unrealized Unrealized Unrealized
Fair Fair Fair
Value Losses Value Losses Value Losses
(in thousands)
Corporate debt securitis $22,80¢ $ (692) $1,31€ $ (35 $24,12:0 $ (729)
Government and agency securi 12,12¢ (244) — — 12,12¢ (244)
Asset and mortgage backed securi 15,51! (1,212 — — 15,51: (1,212
$50,44F $ (2,149 $1,31¢ $ (35 $51,76.  $ (2,189

There were no investments which had been in amontis loss position for more than twelve monthgfd3ecember 31, 2007.

The Company recognized gross realized gains of $l®n and gross realized losses of $1.8 millauring 2008 from the sales of
available-for-sale securities. The Company recaghigross realized gains of $0.7 million during 26@m the sales of available-for-sale
securities. Realized gains and losses and interasine are included in interest and other incomedase). There were no material other-than-

temporary impairments related to available-for-saeurities in 2008 or 2007.
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The estimated fair value of short-term investmégtsontractual maturity as of December 31, 2008sifollows:

(in thousands’

Due within one yea $ 32,68¢
Due after one year and through 5 ye 118,12
Due after 5 years and through 10 ye —

Due after 10 yeat 6,574
Total shor-term investment $ 157,39(

The Company measures certain financial asset&atafae on a recurring basis, including cash eglgnts and available-for-sale
securities. In accordance with SFAS 157, fair vadug market-based measurement that should bedatat based on the assumptions that
market participants would use in pricing an assdiability. As a basis for considering such asstions, SFAS 157 establishes a three-level
hierarchy which prioritizes the inputs used in megwg fair value. The three hierarchy levels arérdel as follows:

Level 1—Valuations based on unadjusted quoted piitactive markets for identical assets. Thevaiue of available-for-sale securities
included in the Level 1 category is based on quptézks that are readily and regularly availablannactive market. The Level 1 category
includes money market funds of $60.9 million at Bmaber 31, 2008, which are included in cash and eqalvalents in the consolidated
balance sheets.

Level 2—Valuations based on observable inputs (dtien Level 1 prices), such as quoted pricesifoil@ assets at the measurement
date; quoted prices in markets that are not activether inputs that are observable, either diremtindirectly. The fair value of available-for-
sale securities included in the Level 2 categotyaised on the market values obtained from an indkge pricing service that were evaluated
using pricing models that vary by asset class aag imcorporate available trade, bid and other marermation and price quotes from well
established independent pricing vendors and brdkaters. The Level 2 category includes short-tenastments and cash equivalents of
$174.0 million at December 31, 2008, which are prity comprised of corporate debt securities, gowent and agency securities and asset
and mortgage-backed securities. All of the residéand commercial mortgage-backed securities AfA" rated. The mortgage bonds owned
represent the senior tranches of the capital stre@nd provide credit enhancement through ovdatenalization and their subordination
characteristics.

Level 3—Valuations based on inputs that are unafagde and involve management judgment and the tiegazntity’s own assumptions
about market participants and pricing. The Comgaas/no material Level 3 financial assets measurédrazalue in the consolidated balance
sheets as of December 31, 2008.

The hierarchy level assigned to each securityénGbmpany’s available-for-sale portfolio and caghiealents is based on its assessment
of the transparency and reliability of the inpused in the valuation of such instrument at the mmeasent date. The Company did not have
material financial liabilities that were covered B¥AS 157 as of December 31, 2008.
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3. Balance Sheet Components
Content Library, Net
Content library and accumulated amortization cdadisf the following:

As of December 31,

2008 2007
(in thousands)
Content library, gros $ 637,33t $ 694,62(
Less accumulated amortizati (520,099 (566,249
117,23t 128,37:
Less: Current content library, r 18,69 16,301
Content library, ne $ 98,54 $112,07(

In the fourth quarter of 2008, the Company offsetasset balances and associated accumulated zatiortion fully amortized content
library of $224 million related to DVD'’s previousigentified as being no longer in circulation.

Property and Equipment, Net
Property and equipment and accumulated depreciatinsisted of the following:

As of
December 31 December 31
2008 2007
(in thousands)

Computer equipmet 3year $ 44,59¢ $ 35,58t
Other equipmer 3-5 year 59,06! 41,14(
Computer software, including inter-use softwart 1-3 year: 30,06( 22,05¢
Furniture and fixture 3 year 12,30« 7,88z
Building 30 year 40,68 37,19¢
Leasehold improvemen Over life of leas 33,12« 18,44(
Capital worl-in-progress 3,95¢ 18,45
Property and equipment, grc 223,78t 180,75(
Less: Accumulated depreciati (98,839 (67,579
Property and equipment, r $ 124,94¢ $ 113,17!

Capital work-in-progress consists primarily of apgmately $3.5 million of equipment not yet in sieerand approximately $0.4 million
of leasehold improvements.
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Other Assets
Other assets consisted of the following:

As of December 31

2008 2007
(in thousands)
Intangible assets, n $ 1,84« $1,36¢
Investment in busines 5,70C —
Long term deposit 511 662
Other 2,54( 2,43i
Other asset $10,59¢ $4,46°¢

As of December 31, 2008 and 2007, other assetsdedlrestricted cash of $1.9 million, respectivelyated to workers’ compensation
insurance deposits. In the second quarter of 20@3Company paid $2.4 million for plaintiffs’ atteys’ fees and expenses in leavez vs.
Netflix, Inc.lawsuit, of which $2.3 million was included in otraurrent assets as of December 31, 2007.

Intangible assets and accumulated amortizationisteasof the following:

As of
December 31 December 31
2008 2007
(in thousands)
Patents, gros $ 2,22¢ $ 1,56¢
Less accumulated amortizati (389 (200
Patents, ne $ 1,84« $ 1,36¢

The weightedaverage remaining estimated lives of the patertsipproximately 9 years. Amortization expense edlab intangible asse
was $0.2 million, $0.2 million and $0.1 million pectively for the years ended December 31, 20087 28nd 2006. Additionally, the Compe
expensed $0.4 million related to historical useatents acquired in the year ended December 38, 200

The annual amortization expense of the patentsttisted as of December 31, 2008 is expected appeoximately $0.2 million for each
of the five succeeding years.

Accrued Expenses
Accrued expenses consisted of the following:

As of December 31,

2008 2007
Accrued state sales and use $ 9,12% $ 9,46¢
Accrued payroll and employee bene 5,95¢ 4,607
Accrued settlement cos 2,40¢ 6,73:
Other 13,90: 15,65¢
Total accrued expens $31,39¢ $36,46¢
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4. Warrants

In July 2001, in connection with borrowings undebardinated promissory notes, the Company issu#ttetaote holders warrants to
purchase 13,637,894 shares of the Company’s constock at $1.50 per share. The Company accountatiédair value of the warrants of
$10.9 million as an increase to additional paidapital with a corresponding discount on subordidatotes payable. As of December 31,
2004, warrants to purchase 9,100,120 shares @dh@pany’s common stock remained outstanding. Wegtanpurchase 1,894 shares were
exercised in 2005 and accordingly, as of DecembeRB05, warrants to purchase 9,098,226 shardseeddmpany’s common stock remained
outstanding. In 2006, the remaining warrants wesFa@sed, and accordingly, there were no warraatstanding as of December 31, 2006.
There were no warrants issued in 2007 or 2008.

5. Commitments and Contingencies

The Company leases facilities under non-cancelgdeating leases with various expiration datesutina?016. The facilities generally
require the Company to pay property taxes, inswgame maintenance costs. Further, several leaseragnts contain rent escalation clause
rent holidays. For purposes of recognizing minintemtal expenses on a straight-line basis overaitmes of the leases, the Company uses the
date of initial possession to begin amortizatiohjol is generally when the Company enters the spadéegins to make improvements in
preparation of intended use. For scheduled remtiasen clauses during the lease terms or for fg@ataments commencing at a date other than
the date of initial occupancy, the Company recondsmum rental expenses on a straight-line basés the terms of the leases in the
consolidated statements of operations. The Compasyhe option to extend or renew most of its leagd@ch may increase the future
minimum lease commitments.

Future minimum payments under lease financing alibgps and non-cancelable operating leases asadrbteer 31, 2008 are as follows:

Future

Minimum

Year Ending December 31, Payments
(in thousands’
2009 $ 16,65¢
2010 14,14:
2011 10,65¢
2012 8,82
2013 2,617
Thereaftel 1,43¢
Total minimum payment $ 54,32¢

Rent expense associated with the operating leaae$45.3 million, $11.9 million and $10.8 millicorfthe years ended December 31,
2008, 2007 and 2006, respectively.

The Company also has $116.7 million of commitmet®ecember 31, 2008 related to streaming coniteride agreements that have
been executed but for which the streaming contees chot meet the criteria in SFAS 63 to be clagdifis an asset.
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Litigation
From time to time, in the normal course of its @bens, the Company is a party to litigation matt@nd claims, including claims relating
to employee relations and business practices.dtitig can be expensive and disruptive to normahless operations. Moreover, the results of
complex legal proceedings are difficult to prediotd we cannot reasonably estimate the likelihogabtential dollar amount of any adverse
results. The Company expenses legal fees as incuristed below are material legal proceedings hictvthe Company is a party. An

unfavorable outcome of any of these matters coaleta material adverse effect on the Company’sifiizd position, liquidity or results of
operations.

In January and February 2009, a number of purpanméietrust class action suits were filed agaihst€ompany. Wal-Mart Stores, Inc.
and Walmart.com USA LLC (collectively, Wal-Mart) veealso named as defendants in these suits. Malseauits were filed in the United
States District Court for the Northern District@lifornia and other federal district courts arotimel country. A number of suits were filed in
the Superior Court of the State of California, 8a@tara County. The plaintiffs, who are currenfaymer Netflix customers, generally allege
that Netflix and Wal-Mart entered into an agreenterdivide the markets for sales and online rerd&BVDs in the United States, which
resulted in higher Netflix subscription prices. Tdmnplaints, which assert violation of federal andtate antitrust laws, seek injunctive relief,
costs (including attorneys’ fees) and damages iarapecified amount. On January 16, 2009, plagfitim one of the Northern District of
California actions filed a motion before the Judid?anel on Multidistrict Litigation to have allszs that have been filed in federal court
coordinated or consolidated for pre-trial purpdsethe Northern District of California. The Compahngs not responded to the complaints.

On December 26, 2008, Quito Enterprises, LLC fdeztbmplaint for patent infringement against the @any in the United States Disti
Court for the Southern District of Florida, cap#aiQuito Enterprises, LLC v. Netflix, Inc., et. @livil Action No. 1:08-cv-23543-AJ. The
complaint alleges that the Company infringed U &eRt No. 5,890,152 entitled “Personal FeedbackvBeo for Obtaining Media Filegssuec
on March 30, 1999. The complaint seeks unspecifedages, interest, and seeks to permanently eh@i@ompany from infringing the pate
in the future.

On October 24, 2008, Media Queue, LLC filed a camlfor patent infringement against the CompantgheUnited States District
Court for the Eastern District of Oklahoma, captidiMedia Queue, LLC v. Netflix, Inc., et.,aCivil Action No. CIV 08-402-KEW. The
complaint alleges that the Company infringed U.&eRt No. 7,389,243 entitled “Notification Systemdavethod for Media Queue” issued on
June 17, 2008. The complaint seeks unspecified eosgiory and enhanced damages, interest and feesgeeks to permanently enjoin the
Company from infringing the patent in the future.

On August 27, 2007, plaintiff/relator Norman Badtasn behalf of the United States, filed suit agathe Company in the United States
District Court for the Northern District of Georgalleging claims under the False Claims Act, 3%.0. § 3729 et seq. (the “Act”). The
complaint was filed under seal, pursuant to the facprovide the United States an opportunity terivene and conduct the action on its own.
On June 26, 2008, the United States declined émiane in the litigation and the complaint was oedeunsealed on July 11, 2008. The
complaint alleges that the Company falsely ceditteat its DVD mailers qualified as machinable urithe mailing standards of the United
States Postal Service, thereby avoiding $260 miiliosurcharges for nonmachinable mail. The complsgéeks monetary relief in amount th
times the damages suffered by United States, périklties of between $5,500 and $11,000 for eaahation of the Act, a monetary award for
the relator pursuant to the Act, injunctive rebeid costs. On February 2, 2009, the Company filedion to dismiss the complaint. A hearing
date has not been scheduled for the motion to dsmi
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On December 28, 2007, Parallel Networks, LLC filedomplaint for patent infringement against the @any in the United States
District Court for the Eastern District of TexasptionedParallel Networks, LLC v. Netflix, Inc., et. aCivil Action No 2:07-cv-562-LED. The
complaint alleges that the Company infringed U.&eRt Nos. 5,894,554 and 6,415,335 B1 entitled t&8gd-or Managing Dynamic Web Page
Generation Requests by Intercepting Request at Séeler and Routing to Page Server Thereby ReledgetyServer to Process Other
Requests” and “System and Method for Managing Dyoaiteb Page Generation Requests”, issued on ABril299 and July 2, 2002,
respectively. The complaint seeks unspecified carsg®ry and enhanced damages, interest and fekseaks to permanently enjoin the
Company from infringing the patent in the future.

On January 3, 2007, Lycos, Inc. filed a complaimtfatent infringement against the Company, Tivia, ind Blockbuster, Inc. in the
United States District Court for the Eastern Dgtdf Virginia. The complaint alleges that the Camp infringed U.S. Patents Nos. 5,867,799
and 5,983,214, entitled “Information System anddeltfor Filtering a Massive Flow of Information Eigs to Meet User Information
Classification Needs” and “System and Method Emiplgyndividual User Content-Based Data and Usetaboration Feedback Data to
Evaluate the Content of an Information Entity ibaage Information Communication Network”, respeetiv The complaint seeks unspecified
compensatory and enhanced damages, interest andrfdeseeks to permanently enjoin the defendamts ififringing the patents in the future.
On August 6, 2007, the case was transferred t@isteict of Massachusetts. On June 27, 2008, TiWo, was dismissed from the litigation
pursuant to a stipulation with the plaintiff. OnWnber 21, 2008, the Company filed a motion for sary judgment of non-infringement
based on limited issues. The motion is scheduldxtheard on May 21, 2009.

6. Guarantees—Intellectual Property Indemnificaion Obligations

In the ordinary course of business, the Companyehgered into contractual arrangements under wihitds agreed to provide
indemnification of varying scope and terms to basgpartners and other parties with respect tainartatters, including, but not limited to,
losses arising out of the Company’s breach of sugteements and out of intellectual property infeimgnt claims made by third parties.

The Company’s obligations under these agreemengsomdéimited in terms of time or amount, and in soimstances, the Company may
have recourse against third parties for certainEs. In addition, the Company has entered irderimification agreements with its directors
and certain of its officers that will require ithang other things, to indemnify them against carliabilities that may arise by reason of their
status or service as directors or officers. Theseof such obligations vary.

It is not possible to make a reasonable estimatkeofnaximum potential amount of future paymentdenrthese or similar agreements
due to the conditional nature of the Company’sgdilons and the unique facts and circumstancedviedan each particular agreement. No
amount has been accrued in the accompanying fialesteitements with respect to these indemnificagicarantees.

7. Stockholders’ Equity

On May 3, 2006, the Company issued 3,500,000 stéir@mmon stock upon the closing of a secondabfipwoffering for net proceeds
of $101.1 million.

On January 26, 2009, the Company announced thab#sd of Directors authorized a stock repurchasgnam for 2009. Based on the
Board's authorization, the Company anticipatespairehase program of up to $175 million in 2009. Tiheng and actual number of shares
repurchased will depend on various factors inclgdirice, corporate and regulatory requirementsrditive investment opportunities and o
market conditions.
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On March 5, 2008, the Company’s Board of Directarthorized a stock repurchase program allowindCikapany to repurchase up to
$150 million of its common stock through the en®068. Under this program, the Company repurch@sell,084 shares of common stock at
an average price of approximately $29 per shararaggregate amount of $100 million. Shares réyased under this program are held as
treasury stock and accordingly repurchases wereuated for under the treasury method.

On January 31, 2008, the Companoard of Directors authorized a stock repurclpasgram allowing the Company to repurchase
$100 million of its common stock through the en®068. Under this program, the Company repurch@s@47,062 shares of common stock at
an average price of approximately $26 per shararcggregate amount of $100 million. Shares réyased under this program are held as
treasury stock and accordingly repurchases wereuated for under the treasury method.

On April 17, 2007, the Company’s Board of Directatghorized a stock repurchase program allowingiw@pany to repurchase up to
$100.0 million of its common stock through the efi@007. During the year ended December 31, 20@7Company repurchased 4,733,788
shares of common stock at an average price of appately $21 per share for an aggregate amoun100$nillion. Shares repurchased under
this program have been retired.

There were no unsettled share repurchases as efiiber 31, 2008.

Preferred Stock

The Company has authorized 10,000,000 shares efsigmhted preferred stock with par value of $0881share. None of the preferred
shares were issued and outstanding at Decemb20088&,and 2007.

Voting Rights

The holders of each share of common stock shahitided to one vote per share on all matters tedted upon by the Company’s
stockholders.

Employee Stock Purchase Plan

In February 2002, the Company adopted the 2002 &yapl Stock Purchase Plan (“ESPP”), which reservetbhof 1,166,666 shares of
common stock for issuance. The 2002 Employee Stockhase Plan also provides for annual increasie® inumber of shares available for
issuance on the first day of each year, beginniitly 2003, equal to the lesser of:

2% of the outstanding shares of the common stodkefirst day of the applicable ye:
* 666,666 shares; ar
* such other amount as the Comg’s Board of Directors may determir

Under the Company’s ESPP, employees may purchasmon stock of the Company through accumulated plageductions. The
purchase price of the common stock acquired bytheloyees participating in the ESPP is 85% of theieg price on either the first day of 1
offering period or the last day of the purchasequemwhichever is lower. Through May 1, 2006, offfigrperiods were twenty-four months, and
the purchase periods were six months. Therefooh effiering period included four simonth purchase periods, and the purchase priceafth
six-month period was determined by comparing tlesiny prices on the first day of the offering pdrand the last day of the applicable
purchase period. In this manner, the look-bacld&ermining the purchase price was up to twenty-foonths. However, effective May 1,
2006, the ESPP was amended so that offering arsth@se periods take place concurrently in consezstivmonth increments. Under the
amended
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ESPP, therefore, the look-back for determiningpthehase price is six months. Employees may invest 15% of their gross compensation
through payroll deductions. In no event shall apleyee be permitted to purchase more than 8,33#sltd common stock during any six-
month purchase period. During the years ended DieeeB1, 2008, 2007 and 2006, employees purchaggd>amately 231,068, 205,416 and
378,361 shares at average prices of $21.00, $B3d$9.84 per share, respectively. Cash receivad frurchases under the ESPP for the y
ended December 31, 2008, 2007 and 2006 was $4i6rm$3.8 million and $3.7 million, respectiveliks of December 31, 2008, 2,399,863
shares were available for future issuance unde2@2 Employee Stock Purchase Plan.

Stock Option Plans

In December 1997, the Company adopted the 199k $tam, which was amended and restated in Octdi#t.ZThe 1997 Stock Plan
provides for the issuance of stock purchase rightgntive stock options or non-statutory stockaps. In November 2007, the 1997 Stock
Plan expired and, as a result, there were no shesesved for future issuance upon the exerciseistanding options under the 1997 Stock
Plan as of December 31, 2008.

In February 2002, the Company adopted the 200&3tam, which was amended and restated in May ZDi® 2002 Stock Plan
provides for the grant of incentive stock option®mployees and for the grant of non-statutorykstqations and stock purchase rights to
employees, directors and consultants. As of Dece®ibe2008, 3,192,515 shares were reserved fordgrant under the 2002 Stock Plan.

A summary of the activities related to the Compargptions is as follows:

Options Outstanding Weighteo-Average
Remaining Aggregate
Shares Available Number of Weighted-Average Contractual Term Intrinsic Value
for Grant Shares Exercise Price (in Years) (in Thousands
Balances as of December 31, 2( 4,582,83: 5,854,81! 10.4:
Authorized 2,000,001 — —
Granted (1,043,911 1,043,91! 25.7(
Exercisec — (1,379,01) 6.07
Cancelec 66,26 (66,26)) 28.5¢
Balances as of December 31, 2( 5,605,18. 5,453,45:. 14.2:
Granted (1,103,52) 1,103,52. 21.72
Exercisec — (828,829 7.0%
Cancelec 108,51: (208,51 29.4¢
Expired (615,309 — —
Balances as of December 31, 2( 3,994,86! 5,619,63! 16.47
Granted (856,73)) 856,73 27.9¢
Exercisec — (1,056,64) 13.2i
Cancelec 54,71« (54,719 28.8¢
Expired (332) — —
Balances as of December 31, 2( 3,192,51! 5,365,01! 18.81 6.3€ 61,50:
Vested and exercisable at December 31,
2008 5,365,011 18.81 6.3€ 61,50:

The aggregate intrinsic value in the table abopeasents the total pretax intrinsic value (theed#hce between the Company’s closing
stock price on the last trading day of 2008 andettercise price, multiplied by the number of in-theney options) that would have been
received by the option holders had all option hdde
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exercised their options on December 31, 2008. afmeunt changes based on the fair market valueeo€tdmpany’s common stock. Total
intrinsic value of options exercised for the yeamsled December 31, 2008, 2007 and 2006 was $18i6nn$13.7 million and $29.2 million,
respectively.

Cash received from option exercises for the yeade@ December 31, 2008, 2007 and 2006 was $14i0m$5.8 million and
$8.4 million, respectively.

The following table summarizes information on oatgting and exercisable options as of December(818:2

Options Outstanding and Exercisable
Weighted-Average

Remaining

Contractual Life Weighted-Average

Exercise Price Number of Options (Years) Exercise Price
$1.50 1,021,22i 2.5¢ $ 1.5C
$ 3.00- $11.92 598,58 5.54 9.8¢
$12.38- $19.34 588,83t 6.6¢€ 16.41
$19.48- $22.04 589,83! 8.0¢ 20.8i
$22.15- $25.35 588,03: 8.17 23.2¢
$25.39- $26.90 572,29 7.61 26.2¢
$27.10- $29.22 566,27" 7.4z 27.7:
$29.23- $32.60 560,59: 8.01 30.5¢
$34.75- $36.37 227,43¢ 5.11 35.5¢
$36.51 51,90¢ 9.2t 36.51
5,365,01 6.3¢€ 18.81

Stock-Based Compensation

Vested stock options granted before June 30, 2804e exercised up to three months following teatidm of employment. Vested stc
options granted after June 30, 2004 and beforealgriy 2007 can be exercised up to one year follgweérmination of employment. For newly
granted options, beginning in January 2007, emp@ayeck options will remain exercisable for the feh year contractual term regardless of
employment status. In conjunction with this chartbe,Company changed its method of calculatingdhrevalue of new stock-based
compensation awards granted under its stock optenms from a Black-Scholes model to a lattice-birmdmodel. The Company believes that
the lattice-binomial model is more capable of ipaating the features of the Company’s employeekstptions than closefbrm models suc
as the Black-Scholes model. The lattice-binomiatieldnas been applied prospectively to options gt 2007. The following table
summarizes the assumptions used to value optioniguaing the Black-Scholes model in 2006 andteéabinomial model in 2007 and 2008:

Year Ended December 31

2008 2007 2006
Dividend yield 0% 0% 0%
Expected volatility 50%— 60% 43%-52% 48%
Risk-free interest rat 3.68%-— 4.0(% 4.40%- 4.92% 4.7¢%
Expected term (in year — — 3.9¢
Suboptimal exercise fact 1.7€-2.04 1.77-2.0¢ —
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The fair value of shares issued under the ESP8tima&ed using the BlacReholes option pricing model. The following tablersmarize:
the assumptions used to value shares issued Ure&SPP:

Year Ended December 31

2008 2007 2006
Dividend yield 0% 0% 0%
Expected volatility 57% 42% 3%
Risk-free interest rat 1.41% 4.672% 5.07%
Expected life (in years 0.5 0.5 0.5

The Company estimates expected volatility based blend of historical volatility of the Company’sramon stock and implied volatility
of tradable forward call options to purchase shaféts common stock. The Company believes thatigdpvolatility of publicly traded options
in its common stock is expected to be more refleatif market conditions and, therefore, can redsigrize expected to be a better indicator of
expected volatility than historical volatility afsicommon stock.

The Company bifurcates its option grants into twipkyee groupings (executive and non-executiveg¢dasn exercise behavior and
considers several factors in determining the eséroexpected term for each group, including tiséohical option exercise behavior, the te|
and vesting periods of the options granted. Inytrer ended December 31, 2008, under the latticenfied model, the Company used a
suboptimal exercise factor ranging from 1.90 tatZdr executives and 1.76 to 1.77 for non-executivehich resulted in a calculated expected
term of the option grants of 4 years for executiaed 3 years for non-executives. In the year efzémber 31, 2007, under the lattice-
binomial model, the Company used a suboptimal éseffactor ranging from 2.06 to 2.09 for executiaed 1.77 to 1.78 for non-executives,
which resulted in a calculated expected term ofojitgon grants of 5 years for executives and 4g/&arnon-executives. From the second
guarter through the fourth quarter of 2006, unterBlack-Scholes model, the Company used an estiofaxpected term of 5 years for
executives and 3 years for non-executives. The @ompsed an estimate of expected term of 4 yeaexkcutives and 3 years for non-
executives from the second quarter of 2005 thrdhgtirst quarter of 2006.

In valuing shares issued under the Company’s engglayock options, the Company bases the riskfiteeeist rate on U.S. Treasury zero-
coupon issues with terms similar to the contracterath of the options. In valuing shares issued utttee Company’s ESPP, the Company bases
the risk-free interest rate on U.S. Treasury zengpon issues with terms similar to the expecten &frthe shares. The Company does not
anticipate paying any cash dividends in the foraskefuture and therefore uses an expected divigied of zero in the option valuation
model. The Company does not use a post-vestingrtation rate as options are fully vested upon gdaté¢. The weightedverage fair value «
employee stock options granted during 2008, 20@72806 was $12.25, $9.68 and $10.76 per sharegatrggly. The weighted-average fair
value of shares granted under the employee stadhase plan during 2008, 2007 and 2006 was $8&280%nd $7.49 per share, respectively.
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The following table summarizes stock-based compensaxpense, net of tax, related to stock optiamgpand employee stock purchases
under SFAS 123R which was allocated as follows:

Year Ended December 31

2008 2007 2006
(in thousands)

Fulfilment expense $ 46¢€ $ 427 $ 92t
Technology and developme 3,89( 3,69t 3,60¢
Marketing 1,88¢ 2,16( 2,13¢
General and administrati\ 6,022 5,694 6,02
Stoclk-based compensation expense before income 12,26¢ 11,97¢ 12,69¢
Income tax benef (4,585 (4,760 (4,950
Total stocl-based compensation after income te $ 7,67¢ $ 7,21¢ $ 7,74¢

8. Income Taxes
The components of provision for income taxes fopatiods presented were as follows:
Year Ended December 31

2008 2007 2006
(in thousands)

Current tax provision

Federal $41,88: $37,77( $10,11¢
State 14,58¢ 7,20¢ 4,80/
Total current 56,46¢ 44 97¢ 14,92

Deferred tax provisior
Federal (3,680 (413 15,00¢
State (4,319 (24€) 1,14t
Total deferrec (7,999 (661) 16,15(
Provision for income taxe $48,47+ $44,317 $31,07:

A reconciliation of the provision for income taxegth the amount computed by applying the statufederal income tax rate to income
before provision for income taxes for the threergemded December 31, 2008 is as follows:

Year Ended December 31

2008 2007 2006
(in thousands)

Expected tax expense at U.S. federal statutoryofa3€% $46,06( $39,02¢ $28,11!
State income taxes, net of Federal income taxt 5,15¢ 5,81¢ 3,86¢
Valuation allowanct — (80) (16)
R&D tax credit (3,32)) — —

Stoclk-based compensatic 10¢€ (24¢) (87¢)
Other 472 (19¢) (10)
Provision for income taxe $48,47+ $44,317 $31,07:
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The tax effects of temporary differences and taryfarwards that give rise to significant portionisthe deferred tax assets are presented
below (in thousands):

Year Ended December 31

2008 2007
Deferred tax asset
Accruals and reserve $ 1,37¢ $ 2,98¢
Depreciatior 2,94 473
Stock-based compensatic 17,44( 15,73¢
R&D credits 5,15¢ —
Other 1,108 (76)
Deferred tax asse $ 28,02¢ $ 19,11¢

In evaluating its ability to realize the deferred aissets, the Company considered all availabliéiyand negative evidence, including
past operating results and the forecast of futuaeket growth, forecasted earnings, future taxatderme, and prudent and feasible tax planning
strategies. As of December 31, 2008 and 2007, stasasidered more likely than not that substagtellldeferred tax assets would be realized,
and no valuation allowance was recorded.

On October 3, 2008, the Tax Extenders and Altereddlinimum Tax Relief Act of 2008 was signed inévl This bill, among other
things, retroactively extended the expired reseanthdevelopment tax credit. As a result, the Compes recorded a tax benefit of
approximately $0.5 million in the fourth quarterazflendar year 2008 to account for the retroactffects of the research credit extension.

In the first quarter of 2007, the Company adoptedgrovisions of FIN 48. Beginning with the adoptif FIN 48, the Company classif
gross interest and penalties and unrecognizedemaafits that are not expected to result in paymeneceipt of cash within one year as non-
current liabilities in the consolidated balanceeth&he total amount of gross unrecognized tax fitsraes of the date of adoption of FIN 48 was
zero. As of December 31, 2008, the total amougira$s unrecognized tax benefits was $10.9 milladryhich $8.7 million, if recognized,
would favorably impact the Company’s effective tate. The Company’s total gross unrecognized taefits are classified as non-current
liabilities in the Consolidated Balance Sheet. @bgregate changes in the Company’s total gross ainedwnrecognized tax benefits are
summarized as follows (in thousands):

Balance as of December 31, 2( $ —
Increases related to tax positions taken duringtimeent perioc 10,85¢
Balance as of December 31, 2( $10,85¢

The Company’s policy to include interest and peéesltelated to unrecognized tax benefits withinghavision for income taxes did not
change as a result of adopting FIN 48. As of the ddadoption, the Company had no accrued grdseeist and penalties relating to
unrecognized tax benefits. As of December 31, 2068{otal amount of gross interest and penaltesugd was $0.3 million, which is
classified as non-current liabilities in the comdaled balance sheet.

The Company files income tax returns in the U.8efal jurisdiction and all of the states where medax is imposed. The Company is
subject to U.S. federal or state income tax exatiting by tax authorities for years after 1997. Tmmnpany does not believe it is reasonably
possible that its unrecognized tax benefits woiddifcantly change over the next twelve months.
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9. Employee Benefit Plan

The Company maintains a 401(k) savings plan cogesubstantially all of its employees. Eligible emy#es may contribute up to 60%
their annual salary through payroll deductions,dmttmore than the statutory limits set by therm Revenue Service. The Company matches
employee contributions at the discretion of theffaz Directors. During 2008, 2007 and 2006, thenPany’s matching contributions totaled
$2.0 million, $1.5 million and $1.4 million, resgaely.

10. Related Party Transaction

In April 2007, Netflix entered into a license agremt with a company in which an employee had aifsigimt ownership interest at that
time. Pursuant to this agreement, Netflix recordetharge of $2.5 million in technology and develepirexpense. In January 2008, in
conjunction with various arrangements Netflix paitbtal of $6.0 million to this same company, ofieth$5.7 million was accounted for as an
investment under the cost method. In conjunctidih Wiese arrangements, the employee with the ggnif ownership interest in the same
company terminated his employment with Netflix.

11. Selected Quarterly Financial Data (Unaudited

As discussed in Note 1, certain amounts as reportte fiscal 2008 and 2007 Interim Consolidate@thRcial Statements have been
revised to reflect the correction of immaterialoesrassociated with lease accounting and the aiglicof SFAS 63 to streaming content. The
selected quarterly financial data shown in the RFevised” table reflects the revisions discussedate 1.

December 3. September 3( June 30 March 31

AS REVISED (in thousands, except per share amount:
2008
Total current asse $ 361,44 $ 334,38! $382,85: $ 353,75¢
Total asset 617,94¢ 578,46. 641,89¢ 623,37:
Total liabilities and stockhold’s equity 617,94t 578,46. 641,89¢ 623,37
Net cash provided by operating activit $ 92,10( $ 60,49t $ 67,38( $ 64,060
Net cash provided by (used) in investing activi (57,499 (6,667) (98,929 18,13:
Net cash (used in) provided by financing activi (6,24%) (86,599 6,84¢ (90,645
Total revenue $ 359,59! $ 341,26¢ $337,61: $ 326,18:
Gross profi 126,74¢ 116,77 107,52 103,37¢
Net income 22,73: 20,37! 26,57¢ 13,34«
Net income per shar

Basic 0.3¢ 0.34 0.42 0.21

Diluted 0.3¢ 0.3¢ 0.4z 0.21
Subscribers at end of peri 9,39( 8,672 8,411 8,24:
2007
Total current asse $ 432,42! $ 424,79¢ $416,07¢ $ 429,40:
Total asset 678,99¢ 653,16¢ 637,66 651,27
Total liabilities and stockhold’s equity 678,99¢ 653,16¢ 637,66¢ 651,27"
Net cash provided by operating activit $ 87,601 $ 71,82¢ $ 60,997 $ 56,99
Net cash used in investing activiti (66,29)) (46,36() (79,66() (243,71)
Net cash (used in) provided by financing activi (23,68)) (29,844 (15,619 4,747
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Total revenue

Gross profil

Net income

Net income per shar
Basic
Diluted

Subscribers at end of peri

ADJUSTMENTS (in thousands, except per share amoun:
2008

Total current asse

Total asset

Total liabilities and stockhold’s equity

Net cash provided by operating activit
Net cash provided by (used) in investing activi
Net cash (used in) provided by financing activi

Net income

2007

Total current asse

Total asset

Total liabilities and stockhold’s equity

Net cash provided by operating activit
Net cash used in investing activiti
Net cash (used in) provided by financing activi

Net income

Net income per shar
Basic
Diluted
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December 3. September 3( June 30 March 31
$ 302,35! $ 293,97. $303,69: $305,32(
102,30! 99,51¢ 107,00( 110,34¢
15,69: 15,647 25,49¢ 9,77¢
0.24 0.24 0.37 0.14
0.2t 0.2z 0.3€ 0.14
7,47¢ 7,02¢ 6,74z 6,791
— $ 33,01 $ 23,69¢ $ 27,59¢
— (4,537) (4,129 37,69¢
— (4,537 (4,129 37,69¢
— $ (12,730 $(10,769)  $(13,68Y)
— 12,73¢ 10,76¢ 13,801
= = — (122)
— — — 8 (3
$ 15,89 $ 6,481 $ 5,50¢ $ 3,12¢
31,97¢ 28,97 25,36« 26,167
31,97¢ 28,97 25,36« 26,167
$ 1518 $ (5739 $ (4140 $ (6,039
(1,415 5,831 4,237 6,13(
(100) (98) (97) (95)
$ 85 $ 8 $ (86 $ (89)
— — (0.03) —
(0.02) = (0.02) =
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the regigthas duly caused this report to be
signed on its behalf by the undersigned, therednlp authorized.

Netflix, Inc.

Dated: February 24, 20( By: /s/ REeDH ASTINGS
Reed Hastings
Chief Executive Officer
(principal executive officer

Dated: February 24, 20( By: /s/  BARRY M c C ARTHY
Barry McCarthy
Chief Financial Officer
(principal financial and accounting office

POWER OF ATTORNEY

KNOWN ALL PERSONS BY THESE PRESENTS, that each penshose signature appears below constitutes goairgtp Reed
Hastings and Barry McCarthy, and each of themjsafte and lawful attorneys-in-fact and agentshviill power of substitution and
resubstitution, for him and in his name, place, stedd, in any and all capacities, to sign anyaihamendments to this Report, and to file the
same, with all exhibits thereto, and other documéntonnection therewith, with the Securities &xdhange Commission, granting unto said
attorneys-in-fact and agents, and each of thempéuler and authority to do and perform each arefhyesct and thing requisite and necessary
to be done in connection therewith, as fully toirtiénts and purposes as he might or could dotisope hereby ratifying and confirming that all
said attorneys-in-fact and agents, or any of thethair or his substitute or substituted, may lalyfdo or cause to be done by virtue thereof.

Pursuant to the requirements of the SecuritiesEathange Act of 1934, this Annual Report on ForrKlBas been signed below by the
following persons on behalf of the registrant amthie capacities and on the dates indicated.

Signature Title Date
/s/ REEDH ASTINGS President, Chief Executive Officer and Director February 24, 2009
Reed Hasting (principal executive officer)
/s|  BARRY M c C ARTHY Chief Financial Officer (principal financial at February 24, 200
Barry McCarthy accounting officer)
/s RICHARD B ARTON Director February 24, 2009
Richard Bartor
/s TimOTHY M. H ALEY Director February 24, 2009
Timothy M. Haley
/s| Jay C. Hoac Director February 24, 200
Jay C. Hoa(
/s/ GREGS TANGER Director February 24, 2009
Greg Stange
/s/  MICHAEL N. SCHUH Director February 24, 200
Michael N. Schut
/s/  CHARLESH. G IANCARLO Director February 24, 2009

Charles H. Giancarl

/s A. GEORGEB ATTLE Director February 24, 2009
A. George Battle
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EXHIBIT INDEX
Exhibit Incorporated by Reference Filed
Number Exhibit Description Form File No. Exhibit Filing Date Herewith
3.1 Amended and Restated Certificate of Incorpora 16-Q 00C-49802 3.1 August 2, 200¢
3.2 Amended and Restated Byla S-1/A 33:-83878 3.4 April 16, 2002

3.3 Certificate of Amendment to the Amended and Redtate 10-Q 000-49802 3.3 August 2, 2004
Certificate of Incorporatiol

4.1 Form of Common Stock Certifica S-1/A 33:-83878 4.1 April 16, 2002

10.1t  Form of Indemnification Agreement entered into bg t S-1/A 333-83878 10.1 March 20, 2002
registrant with each of its executive officers aliré:ctors

10.2T 2002 Employee Stock Purchase F 16-Q 00C-49802 10.16 August 9, 200¢

10.3t  Amended and Restated 1997 Stock F S-1/A 33:-83878 10.3 May 16, 200z

10.41 Amended and Restated 2002 Stock | Def 14A  00(-49802 A March 31, 200¢

10.5 Amended and Restated Stockhol’ Rights Agreemer S1 33:-83878 10.5 March 6, 200:

10.6 Lease between Sobrato Land Holdings and Netflix, 16-Q 00C-49802 10.15 August 2, 200¢

10.7 Lease between Sobrato Interests Il and Netflix, 16-Q 00C-49802 10.16 August 2, 200¢

10.8 Lease between Sobrato Interest 1l and Netflix, tated 16-Q 00C-49802 10.16 August 9, 200¢
June 26, 200

10.9t  Description of Director Equity Compensation P 8-K 00C-49802 10.1 July 5, 200t

10.10t Executive Severance and Retention Incentive 8-K 00C-49802 10.2 July 5, 200t

23.1 Consent of Independent Registered Public Accouriing X

24 Power of Attorney (see signature pa

311 Certification of Chief Executive Officer Pursuant$ectior X
302 of the Sarban-Oxley Act of 2002

31.2 Certification of Chief Financial Officer Pursuant$ection X
302 of the Sarban-Oxley Act of 2002

32.1*  Certifications of Chief Executive Officer and Ch X

Financial Officer Pursuant to Section 906 of the
Sarbane-Oxley Act of 2002

* These certifications are not deemed filed by th€ @Rd are not to be incorporated by reference yrfiing we make under the Securiti
Act of 1933 or the Securities Exchange Act of 19B84spective of any general incorporation languiagany filings.

t  Indicates a management contract or compensaton



EXHIBIT 23.1

Consent of Independent Registered Public Accourinm

The Board of Directors
Netflix, Inc.:

We consent to the incorporation by reference irrélggstration statements (No. 333-89024, 333-104288-113198, 333-123501, 3336403
and 333-145147) on Form S-8 of Netflix, Inc. of oeport dated February 24, 2009, with respecteécctinsolidated balance sheets of Netflix,
Inc. as of December 31, 2008 and 2007, and theetktaonsolidated statements of operations, stodknsl equity and comprehensive income,
and cash flows for each of the years in the thes-period ended December 31, 2008, and the efémess of internal control over financial
reporting as of December 31, 2008, which reportappin the December 31, 2008 annual report on BExK of Netflix, Inc.

/sl KPMG LLP

Mountain View, California
February 24, 2009



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. | have reviewed this Annual Report on Form 10fWetflix, Inc.;

2. Based on my knowledge, this report does notademny untrue statement of a material fact ortamnstate a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtaisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememtd other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, amdth@ periods presented in this report;

4. The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%nd internal control over financial reportirag @efined in Exchange Act Rules 13a-15
(f) and 15d-15(f)) for the registrant and we have:

a) designed such disclosure controls and procedareaused such disclosure controls and procedofge 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, particularly duritg tperiod in which this report is being prepared;

b) designed such internal control over finanaoggdarting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of financial
statements for external purposes in accordancegettierally accepted accounting principles;

c) evaluated the effectiveness of the registratisslosure controls and procedures and presenttsi report our conclusions
about the effectiveness of the disclosure conaints procedures, as of the end of the period cougyelis report based on such
evaluation; and

d) disclosed in this report any change in thestegit's internal control over financial reportitigat occurred during the registrant’s
most recent fiscal quarter that has materiallyc#e, or is reasonably likely to materially affette registrant’s internal control over
financial reporting; and

5. The registrant’s other certifying officer antddve disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of registrant’s board of directors parsons performing the equivalent function):

a) all significant deficiencies and material weasses in the design or operation of internal cootrer financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize apbrt financial information; and

b) any fraud, whether or not material, that ineslymanagement or other employees who have a samiifiole in the registrant’s
internal control over financial reporting.

Dated: February 24, 2009 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:
1. | have reviewed this Annual Report on Form 10fWetflix, Inc.;

2. Based on my knowledge, this report does notatemny untrue statement of a material fact ortamstate a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememtd other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdth@ periods presented in this report;

4. The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%nd internal control over financial reportirag @efined in Exchange Act Rules 13a-15
(f) and 15d-15(f)) for the registrant and we have:

a) designed such disclosure controls and procedareaused such disclosure controls and procedorge 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, particularly duritg tperiod in which this report is being prepared;

b) designed such internal control over finanaoggdarting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of financial
statements for external purposes in accordancegettierally accepted accounting principles;

c) evaluated the effectiveness of the registrafisslosure controls and procedures and presenttuisi report our conclusions
about the effectiveness of the disclosure conaints procedures, as of the end of the period cougyelis report based on such
evaluation; and

d) disclosed in this report any change in thestegit's internal control over financial reportitigat occurred during the registrant’s
most recent fiscal quarter that has materiallycée, or is reasonably likely to materially affette registrant’s internal control over
financial reporting; and

5. The registrant’s other certifying officer antddve disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant’s auditors and theiteemmmittee of registrant’s board of directors persons performing the equivalent function):

a) all significant deficiencies and material weasses in the design or operation of internal cootrer financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize apbrt financial information; and

b) any fraud, whether or not material, that ineslymanagement or other employees who have a sa@mtifiole in the registrant’s
internal control over financial reporting.

Dated: February 24, 2009 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 Annual Report on Form 10-K of Netflix, Inc. fibre year ended December 31, 2008 fully compligb thie requirements of Section 13(a) or
15(d) of the Securities Exchange Act of 1934 arad ithformation contained in such report fairly gets, in all material respects, the financial
condition and results of operations of Netflix, Inc

Dated: February 24, 2009 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@itecFarbanes-Oxley Act of 2002,
that the Annual Report on Form 10-K of Netflix, Irfior the year ended December 31, 2008 fully coespliith 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 otfiie Inc.

Dated: February 24, 20( By: /s/  BARRY M ¢ C ARTHY
Barry McCarthy
Chief Financial Office




