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Item 2.02 Results of Operations and Financial Contion.

On October 24, 2011, Netflix, Inc. (the “Compangi)nounced its financial results for the quartereen8eptember 30, 2011. The Letter
to Shareholders, which is attached hereto as BEb@bi and is incorporated herein by referencelases certain financial measures that may
be considered non-GAAP financial measures. Gengemhon-GAAP financial measure is a numerical memasf a company’s performance,
financial position, or cash flows that either extds or includes amounts that are not normally ebeddwor included in the most directly
comparable measure calculated and presented indaraee with generally accepted accounting prinsipiehe United States. Management
believes that free cash flow is an important ligyichetric because it measures, during a giveropgethe amount of cash generated that is
available to repay debt obligations, make investsigepurchase stock and for certain other aaiitManagement believes that contribution
profit is useful in assessing the relative contifmuto operating income of each segment by elitimgsany allocation of Technology &
Development and General & Administrative expenbas apply across these segments. However, thes&A&® measures should be
considered in addition to, not as a substitutedosuperior to net cash provided by operatingviies, or other financial measures prepare
accordance with GAAP. The non-GAAP information iegented using consistent methodology from quanteuarter and year-to-year.

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

Iltem 9.01 Financial Statement and Exhibits.
(d) Exhibits
99.1 Letter to Shareholders dated October 24, 2
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Exhibit 99.1
October 24h |, 2011
Dear Fellow Shareholders,

The Internet is transforming video entertainmetgasm by stream, consumer by consumer, nation igmaDur opportunity is to be one of
the leaders of this transformation with the bestashing video subscription service on the planké Bst few months, however, have been
difficult for shareholders, employees, and mosounhately, many members of Netflix. While we draicelly improved our $7.99 unlimited
streaming service by embracing new platforms, siyipf our userinterface, and more than doubling domestic spendimgtreaming conte
over 2010, we greatly upset many domestic Netflenrbers with our significant DVelated pricing changes, and to a lesser degréle te
proposed-and-now-cancelled rebranding of our DVibise. In doing so, we’ve hurt our hard-earned tepan, and stalled our domestic
growth. But our long-term streaming opportunityascompelling as ever and we are moving forwamléskly as we can to repair our
reputation and return to growth.

(in millions except per share data) Q3 ‘09 Q4 ‘09 Q1 ‘10 Q2 ‘10 Q310 Q4 ‘10 Q111 Q211 Q311
Domestic:

Streaming Subscriptions 21.4¢
DVD Subscriptions 13.9:
Total Unique US Subscribers  11.11 12.27 13.9% 15.0C 16.8( 19.5( 22.8( 24.5¢ 23.7¢
Y/Y Change 28% 31% 35% 42 % 51% 59 % 63 % 64 % 42 %
Net Subscriber Additions 0.51 1.1¢€ 1.7C 1.0z 1.8C 2.7C 3.3C 1.8C -0.81
Y/Y Change 95 % 61 % 85 % 255 % 253 % 133% 94 % 75 % -145%
Revenue $ 42¢ $ 44t $ 494 $ 52C $ 55¢ $ 592 $ 70¢ $ 77C $ 79¢
Y/Y Change 24 % 24 % 25% 27% 31% 33% 43 % 48 % 44 %
Contribution Profit $ 89 $ 98 $ 111 $ 13C $ 13C $ 152 $ 187 $ 21z $ 21¢
Y/Y Change 32% 38% 53% 40 % 46 % 55 % 68 % 64 % 68 %
Operating Income $ 49 $ 53 $ 58 $ 77 $ 72 $ 88 $ 11c $ 124 $ 12C
Y/Y Change 45 % 39% 61 % 45 % 47 % 66 % 95 % 61 % 67 %
International:

Subscriptions — — — — 0.1z 0.51 0.8C 0.97 1.4¢
Net Subscription Additions — — — — 0.1z 0.3¢ 0.2¢ 0.1¢€ 0.51
Revenue — — — — $ — $ 4 $ 12 $ 19 $ 23
Contribution Profit (Loss) — — — — $ ® $ 9 $ @1y $ 9 % @
Global:

Revenue $ 42: $ 44t $ 494 $ 52C $ 55: $ 59¢ $ 71¢ $ 78¢ $ 82z
Y/Y Change 24 % 24 % 25 % 27% 31% 34 % 46 % 52 % 49 %
Net Income $ 3C $ 31 $ 32 $ 44 $ 38 $ 47 $ 60 $ 68 $ 62
Y/Y Change 48 % 35% 45 % 38% 27 % 52 % 88 % 55 % 63 %
EPS $ 0.52 $ 0.5¢ $ 0.5¢ $ 0.8C $ 0.7C $ 0.87 $ 1.11 $ 1.2¢ $ 1.1¢€
Y/Y Change 58 % 47 % 59 % 48 % 35% 55 % 88 % 58 % 66 %
Free Cash Flow $ 26 $ 30 $ 38 $ 34 $ 8 $ 51 $ 79 $ 60 $ 14
Buyback $ 13C $ 79 $ 10¢ $ 45 $ 57 $ — $ 10¢ $ 51 $ 40
Shares (FD) 57.¢ 55.k 54.¢ 54.% 53.¢ 54.2 54.2 53.¢ 53.¢

NETELTN



DVD and Streaming

We think that $7.99 for unlimited streaming and®7for unlimited DVD are both very aggressive loscgs, relative to competition and to
the value of the services, and they are the ritgttepfor Netflix to be in the long term. What wesjudged was how quickly to move there.
compounded the problem with our lack of explanatibout the rising cost of the expansion of stregnoimtent, and steady DVD costs, so
that absent that explanation, many perceived ggesgly. Finally, we announced and then retractgparate brand for DVD. While this
branding incident further dented our reputatior eaused a temporary cancellation surge, comparedrtprice change, its impact was
relatively minor. Our primary issue is many of éamg-term members felt shocked by the pricing cleangnd more of them have expressed
that by cancelling Netflix than we expected.

Because of this, our revenue and profits in Q4 beéllower than we had anticipated, but we’ll renaiofitable on a global basis. In Q1'12
we’ll be launching in the UK and Ireland, as we Ipéghned. For a few quarters starting in Q1, weeekthe costs of our entry into the UK
and Ireland will push us to be unprofitable on@ball basis; that is, domestic profits will not bege enough to both cover international
investments and pay for global G&A and Technologip&elopment. After launching the UK and Irelan@, will pause on opening new
international markets until we return to globalffiebility. We plan to do that by increasing ouobél streaming subscriber base faster than
we increase our costs.

Investors and members will be relieved to know wedone with pricing changes, and that at $7.98 éacstreaming and DVD we can mc
forward for a long time.

Some investors have asked us about the combinatithybrid” offering in the U.S. In our current sigp flow, we offer three choices: (a)
streaming only at $7.99, (b) DVD only at $7.99, éc)dboth, for $15.98. About 7% of new members cothe $15.98 hybrid offering. One
could argue that this percentage would increase ifeduced the price for hybrid, but if we werengpio lower prices, we would do it on
streaming. Our future is in rapidly expanding stnésy, but we will make sure that current hybrid stribers continue to get a great and st
experience. As of today, less than half of ourastriag subscribers also subscribe to our DVD sepand we expect that number to continue
to fall, given that only 7% of new streaming sulilsers also currently sign up for DVD.

We see a huge global opportunity for our $7.99mitéid streaming service, as indicated by reachfifg df Canadian household penetration
in just one year since launching service therg¢hénU.S., we’ll build back our brand the same wayhwilt it in the first place: no grand
gestures, just amazing service day-after-day, ianeredibly low price.

Q3 Domestic Results
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We ended the quarter with 21.4 million streaminigssuiptions and 13.9 million DVD subscriptions. gué domestic subscribers declined to
23.8 million subscribers, driven both by a highwart expected level of cancellations and a redudti@Tquisitions driven by the PR storm
that engulfed our brand and its impact on word-afath. In spite of this, we continued to experiepear-over-year growth in gross additions,
acquiring 4.7 million new subscribers, or nearlp@@ear-over-year growth. Not only was acquisitigncompared to last year, but SAC of
$15 was comparable to Q2'11 before the brand hi,down 24% from a year ago. New subscribers aréngpfor our market-leading
streaming service.

Domestic revenue grew 44% year-over-year to $798omin Q3. Despite lower subscribers than expectevenue was within expectations
as subscriber cancellations were back-loaded igulaeter relative to our forecast. Domestic opaggfirofit of $120 million, representing
15% operating margin, exceeded our previous maagget of 14% due to fewer DVD shipments than etgukdn part due to fewer DVD
subscribers as well as lower overall DVD usage.

Q4 Domestic Outlook

In Q4, we are providing guidance for both our daticd3VD and streaming segments, and will be repgrtin that basis going forward so
investors have greater transparency on the respdmiisinesses. In the past, we have guided t@abdoimestic operating margin target. Going
forward, we will be guiding to separate contributjrofit ranges for each segment, as well as pmogiguidance on global net income and
EPS. Similarly, we will be focused on, and therefguiding to, streaming and DVD subscriptions ey tdrive revenue for each of our
domestic segments (rather than total unique domseskscribers.) Nevertheless, we do anticipatettialt unique U.S. subscribers will be
slightly up in Q4.

We think DVD subscriptions will decline sharplydhjuarter, as reflected in our guidance, due tqpadae changes. Our weekly rate of DVD
cancellation is steadily shrinking, as the prideefwashes through, and in future quarters we &@xXp¥D subscriptions to shrink more
modestly. We don’t anticipate any additional matienvestment in equipment or other PP&E and a nitgjof our DVD library is fully
depreciated; so at $7.99, the segment is profit&ldehave yet to decide whether or not to offeevigame discs. The decision will have little
financial impact either way. We still expect DVBslast a long time, as they serve some unique rfeedempleteness, for simplicity, and
those households without access to high speed lmodd Our $7.99 pricing is a full 20% lower tham naarest unlimited DVD-by-mail
competitor, and our service is better because we heore distribution centers and, as such, faslvety.

Looking at our domestic streaming segment, weedatte current quarter with some subscribers whe wmstly DVD users, but paying for
both DVD and streaming and not using streaming ghdaa justify paying $7.99 for it. Those subscribare cancelling streaming, which
reduces revenue and streaming subscriptions. ahisetiation wave was triggered by the debit anditard bills arriving with our new
prices. The wave peaked a few weeks ago and catioelf are now steadily declining.

At the same time, we continue to see year-over-gaanth in weekly gross additions, demonstrating¢bntinued strength of the streaming
value proposition. We expect streaming net additioill be negative in October due to the cancelfatvave referred to above, and as the
wave subsides and gross additions remain strotgduitions will be about flat in November, andosigly positive in December. Overall for
the quarter we expect slightly negative streamigigalditions. Streaming hours are continuing tmlsjias members who use streaming
mostly stay with Netflix streaming. Our streaminmuhs year-to-date are up over 3 times from a ygar and set new records most weeks.

The contribution margin for domestic streaming Wil low in Q4, at around 8% assuming the mid-peofrguidance, due to our increased
streaming content spend. (Note: contribution piisfievenue less COGS and marketing; it doesnftidecour global G&A or Tech&Dev).
We've been aggressively increasing our contentdipgnand in 2012 will nearly double what we’ve spthis year, putting us almost at par
with what HBO, the biggest of the premium TV netlgrspends in the U.S. and making the range anlitygahcontent on Netflix the best it
has ever been. As we grow the domestic streamimglreebase over coming quarters, we plan to takstteaming contribution margin up
about 100 basis points every quarter.
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New Domestic Content

We have continued to rapidly expand new contertherservice both domestically and internationalyecifically, we have recently closed
output deals with DreamWorks Animation, Open Raad] The CW, as well as an ongoing deal with AMCofivhich will provide a unique
differentiator from our competitors in the yearstone. As more movies come from “mini-majors” li®pen Road, Relativity and Lionsgate
relative to the big Hollywood studios, Netflix meers will enjoy a steady stream of great new filmaddition to the hundreds of movies
recently added from partners including ParamoumtySMiramax, MGM, Universal, and Warner Bros. e thext few weeks, the new
Johnny Depp film “The Rum Diaries” and the epidaefilm “The Immortals” will open in theaters at@ among the films available to
Netflix subscribers exclusively in the pay TV winvdoOther recent films includ‘Drive” and “The Killer Elite.” Current box officdaits like
“Paranormal Activity 3" and “Footloose” will alscebcoming soon for Netflix subscribers.

Our recent agreements with AMC and the CW will asshe flow of exclusive — and addictive — prioasen serialized television in the
coming years. On top of shows that have proveremety popular with Netflix members like “Mad Menfich“Breaking Bad,” licensed from
Lionsgate and Sony Pictures Television, respectiveé’ve added “The Walking Dead” from AMC and sarthat appeal to teens and young
adults like “Gossip Girl” and “Vampire Diaries” fmo The CW. Add this to just renewed or expandedsde#&h ABC, NBC Universal, FOX,
CBS, Viacom Media Networks, Discovery CommunicasioABS, and Sony Pictures Television, and we'vedddound 3,800 new TV
episodes to the service in recent weeks. At thistpNetflix now offers prior season television ¢ent from all 5 U.S. broadcast networks and
95% of the U.S. cable networks.

Netflix Streaming Content Quality — 10x of Starz

There are various ways to evaluate the contentaden-streaming service. One way is to focus guoel quantity, but that leads to the
licensing of thousands of rarely watched titlesthfg other extreme is concentrating solely on ¢yiadis measured by the number of Oscar-
nominated or Emmyominated titles we have. Instead, we think abletalue of our content as a function of how mugfivan movie or T\
series gets watched relative to other titles, faw tong and by how many members. From that persmean Oscanominated film may be «
less value to Netflix subscribers than “Pawn Stdmscause subs are watching the reality show niae the Oscar-nominated movie.

We have the Starz offering within our service, #rnsl currently running about 6% of viewing houeschuse we have added so many other
movies and TV shows (with no bias one way or tliepin our merchandising). In other words, 94%hefime members stream from Netf
they are watching a non-Starz title. Including 8oy films from Starz, which Starz removed fromflbeseveral months ago, the 6% figure
would rise to about 10%. From this perspectiNetflix has about ten times the streaming content selection of full Sarz, in terms of what
consumers actually choose to watch.

Using a similar technique, we have analyzed allvitleo content offered through Amazon Prime, intigdhe TV programs announced but
not yet live. We have essentially all of this cariten Netflix, and that content contributes a srfralttion of Netflix viewing. Specifically, the
duplicative Amazon content that is available onflNetepresents more than half of hours vieweddoly 2% of our subscribers. Therefore,

when evaluating Amazon Prime as a competitive stdode offering, this low content selection explaintsy we have not seen much usag

Amazon Prime in our research.

Hulu Plus is harder to analyze because we think Mok Plus subs are paying to get current seadbnohtent, which Netflix does not car
such as this week’s SNL clips, on their TV-conndalevices, rather than paying for the Plus-speciittent. In this sense, Hulu Plus current
season TV is just a complementary content modestdike sports or news subscriptions. Our priassa TV offering is far more complete
than Hulu Plus, and our movie content is vastlgdathan Hulu Plus, but, again, we think most peeygto pay for Hulu Plus are doing so for
last-night’s TV episodes on their PS3, iPads, ahdradevices.

NETELIN
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Netflix is the Content Leader — but Video is not Mic

Radio stations and television networks developeat different content licensing models, and thermmivolution of music and video
streaming services to a large extent reflectsléugcy.

With radio, automatic, non-negotiable, statutorysiniicensing meant that there would be no excltysiwer the music played by different
radio stations. Clear Channel, for example, ddeget' Sony Music exclusively. As music moved onlfiren radio, the music labels and me
music services — Pandora, Rhapsody, Spotify, iTultesmzon, and others — continued this non-exclugreetice, offering a nearly complete
selection of songs.

In television, by contrast, the networks (ABC, eX;.) have long relied upon exclusive content ffedintiate among themselves. As video
moves online, so too has this practice of exclusargent. HBO has an exclusive license to recemédsal movies that includes its online
HBO GO, for example. Netflix has signed exclusieehses for DreamWorks Animation, for Relativitpdeothers. In episodic television,
exclusives are also the norm. Netflix doesn’t IefiDeadwood” from HBO because they see strategjioevin keeping it exclusive. Netflix
licenses “Mad Men” and “House of Cards” exclusividy much the same reason.

We have dramatically more content than any othks&iption service or network, but given the exigtiicensing structure of the cable
network industry, the total content available wikkly remain carved up between Netflix, Showtiral8O, Hulu and others. Two services can
license jointly, or from one another, like Netfixd Epix, where it is in their mutual interest, butlate that has been the exception rather
the rule.

While we and our competitors face the constraimigased by the traditional licensing structure dfleawe have many advantages over lir
premium pay networks. We are unbundled, and chargey low price of $7.99 a month. We are pure emand so we can create more
compelling user experiences than a primarily lirdsnnel. We are personalized, so each user ingeidaailored specifically to the individt
taste of a given consumer, helping them to easily fovies and TV shows they’ll enjoy. Finally, wan innovate at Internet pace rather than
cable-set-top-firmware-update pace.

We don’t have to “beat” Starz or other networksutaceed. In fact, we offer significant value to thlevision licensing ecosystem by creating
additional revenue in the prior season window fetworks, which allows them to invest in additiofiedt run content. We won't have every
movie or TV series; but we do provide enough vaha consumers also want to subscribe to Netflixy iven consumer will have only one
of DirecTV or Comcast, say, for their video servitaat is classic either-or competition. But witteimium television networks like Netflix,
the more good experiences there are, the more gwrsiare willing to spend to have multiple chanffrelsi which to get enjoyment.
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International

We're pleased to report that we have over 1 milltzanadian members, and we made a small contribptifit in Q3 in Canada. We're
excited enough by the opportunity in Canada thadr the next year, we are doubling our quarteriytent spending, starting by adding in Q4
hit feature films in their first pay window, such @rue Grit”, “Black Swan” and “The Chronicles Narnia: Voyage of the Dawn Treader”,
along with considerable high profile feature filjast coming out of their first pay window, and pliam catalog film titles, as well as many
TV series. By the time we've added all this gregedainment, we will have comparable content dquadi what we have in the U.S., and be
spending the population-adjusted equivalent. Tiwestment will push contribution margin back unile€anada for a few quarters, and our
plan is to achieve consistent positive contribupoofit starting in Q3 of next year, two years afber initial launch.

In early September, we launched Netflix in 43 coiestin Latin America. Early results indicate thaémber count at the end of the year will
be a little above Canada at the end of 2010, wiverkad far higher brand awareness from the starerGhat Latin America has about 4x
more broadband households than Canada, thereisflobom for growth. We recently added supportfodroid in the region, with support
for Xbox and iOS to follow in coming weeks, and aomstantly adding new content. Now that we areisgrundreds of thousands of Latin
Americans, we can measure what is getting enjoyletl and what isn’t, and adjust our mix of contantordingly. We are just beginning in
this market with a lot to learn, and a lot we capriove over time, so it's too early to tell whetker will reach run-rate breadven within twc
years as we would like

We announced this morning that we are launchirtgenUK and Ireland in Q1. The UK is a large mederkat with about 26 million
households. About 20 million households have braaddnternet and video game console penetrativarishigh. About 60% of households
subscribe to an MVPD offering from either Sky ordiin, compared to the roughly 90% of U.S. and Carabouseholds that subscribe to an
MVPD. The UK market is similar to Canada in thatioa piracy use is reasonably small and nearlyyores has a debit or credit card, unlike
Latin America. In general, UK ISP’s do not have &dian-style low broadband usage caps. Over-theittgo is more developed in the UK,
with greater familiarity and usage for catch-up-ifidn in Canada or the U.S., with such offeringthasBBC iPlayer and 4oD.

In terms of premium TV networks, Sky Movies haslegiwes for first pay window feature films with &ilx major American studios, and
offers service starting atl6 per month over Virgin and Sky, attracting ab®&tmillion subscribers. In addition, consumers ff@ymandatoi
BBC license fee of about £12 per month. Finallyyéfiim has a little over 1 million subscribers hretUK paying about £10 per month for
DVD-by-mail, as well as a small but growing streaglibrary with that offering. We believe our semj at an aggressive price, will be
compelling. As in the U.S., it is not a winner taladl market; UK members will subscribe to Nettiimd to other entertainment offerings. We
have to attract and retain subscribers efficieatipugh to be able to generate a profit. While wenadly target two years to profitability, with
the increased competition in the UK relative to &y we anticipate it may take longer. We'll knowrmatfter our first few quarters.
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TV Everywhere Dueling Models in the U.S.

We've written before that authentication modelsifidernet access of cable network content wouldureeventual primary competitor. The
first of the two models for authentication is tkabscribers use their MVPD application, such afiOidine, or Comcast Xfinity, to access
content online from laptops, tablets, phones, gaomsoles, Smart TVs, and Internet set-tops. Thenskof the two models for authentication
is subscribers use the cable TV network applicatisnch as HBO GO or WatchESPN on the iPad or Rol8amsung TV. Whichever model
wins viewing share over time will confer a lot abfit power on its owner, and the competition isnstiating a lot of investment by both
MVPDs and networks in TV Everywhere. In the longrteSmart TVs and tablets will be similar, offeriagvide range of video applications
via the Internet, including Netflix. It's slightlgetter for us if those other applications are at$mnnels” like ESPN and HBO, because they
are on equal footing with us. It’s slightly worse s if the other primary applications are EP&s DishOnline, and Xfinity, because we
wouldn't be in those EPGs. We remain focused oningaur service one of the best, in terms of cormuvalue and ease of use, as the
market develops.

Facebook / VPPA Update

We were thrilled to announce at Facebook’s f8 camrfee in September our new Facebook integratiaratlavs Netflix subscribers in
Canada and Latin America to connect their Netflikscriptions with their Facebook accounts. The INdEacebook integration empowers
Netflix subscribers to share what they watch orfldewith their friends on Facebook and communicab®ut that content. V've seen strong
connect rates in Latin American and Canada, buaingen the early phase of integration in these ti@sand we have yet to see just how
powerful an impact this will have on the consumgrezience and our industry.
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We have decided not to launch Facebook integratioine U.S., due to the Video Privacy Protectiot &&PPA), a 1980’s law that creates
some confusion over our ability to let U.S. memlrsose to automatically share their viewing histeith friends on Facebook. A bipartis
group of lawmakers has introduced legislation, F2&71, a bill to modernize the VPPA to allow sulisers to make this choice. We are
pleased that this bipartisan group of lawmakeregeizes the need to modernize this law that hakeyttpace with technology, and that
consumers, the economy and innovative technolagiébenefit if it passes.

Just for Kids

Kids and family content is a very important partioé Netflix streaming offering, driving significahours viewed. We know that kids tend to
have different viewing behavior from adults; naméigs love to watch the same thing over and ogaira More importantly, kids identify
with shows more by the characters than by the #tligh this in mind, we launched a new “Just fod&i feature in July which provides a
more intuitive and enjoyable way for children tot@laall of the great age-appropriate TV shows angies available to watch instantly from
Netflix.

By clicking on the “Just For Kids” tab on the Netflvebsite, kids can find a world of movies and 38ows suitable for children 12 and
under, with kid-friendly genres and sorting by @wers such as “Dora the Explorer”, “Phineas & Fgiiarly”, “Caillou” and “Thomas the
Tank Engine.” This new feature is just one more wayare improving our Ul and consumer experiendeetter connect subscribers with
movies and TV shows they’ll love. “Just for Kidis’available on the PC and Mac to Netflix membeith wimilar functionality to come on tl
Wii, iPad and many other devices in coming months.
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Free Cash Flow

Our streaming content offering and the associatpérese has risen dramatically over the past fewtersa We've added $1.34 billion of
streaming content assets to our balance sheettsiastart of 2011. In general, we have been sefidds matching payment terms with the
expense so cash use for streaming content hasal@enhead of expense but offset by other sowteash such as stock comp. As a result,
free cash flow has roughly followed net income.

In Q3, FCF of $13.8 million increased sharply yeaer-year (77%), but significantly trailed net imee of $62 million. Our September Latin
America launch, with a full quarter of cash paynsdmit only one month of amortization, was a mattenatributor to this gap. In addition,
we had approximately $22 million in content paynsegt out at the end of the quarter for contentistapn the site in early October,
increasing the prepaid content on our balance sheet

We expect our FCF to continue to lag net incomeHernext few quarters as our spending on contartires to increase both domestically
and internationally.

As a reminder, when a content license meets therierifor library asset recognition, we recognize value of the license fees as an asset in
our content library while unpaid portions are retiagd as liabilities. Since many of our agreemanégsmulti-year, the additions will be
amortized and the liabilities paid, in most cage®r several years. In sum, A/P and other non-otitigbilities (long-term A/P) will increase
as titles from new deals become available on owicee
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We used $39.6 million in Q3 to repurchase 182,0@0es at an average cost basis of $218. Sincetiaoay our share repurchasing
programs in 2007, the average cost per share fegsed is $45. After the repurchases, we finishedjttarter with $366 million in cash and
equivalents.

Historically, we have always run a very lean cdgtaucture, returning all “excessash to shareholders in the form of buybacks. VWWeeixic
report a global consolidated net loss in Q1’12 all &s to consume cash as we launch the UK. Byipgas further international expansion
and halting buybacks, our current cash on handeszate to support the growth of the business. &bawve done in the past, we will contil
to evaluate the appropriate cash level for thertass.
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Q4 Business Outlook
Q4 2011 Guidance

Domestic Streaming:

Subscriptions 20.0mto 21.51
Revenue $ 462 mto $477 1
Contribution Profit $ 30mto$42r
Domestic DVD:

Subscriptions 10.3mto 11.31
Revenue $ 354 m to $368 |
Contribution Profit $177 mto $1921
International:

Subscriptions 1.6mto2.0r
Revenue $ 25mto$30r
Contribution Profit / (Loss) ($70 m) to ($60mr
Consolidated Global:

Net Income $ 19mto$37r
EPS $ 0.36 to $0.7

Summary

We continue to be well positioned to succeed indhge global market for streaming video. Consudemand for unlimited, on-demand
movies and TV shows streamed over the Internetkgepwing, driven by increased broadband penetratiee adoption of Smart TVs, and
increased video consumption from laptops, tab#atd, phones. Moving forward, we are focused on naatly improving our service, by
expanding our streaming content library and enhmgnour user experience, to both build consumet tmid to stay ahead of the competition.

Sincerely,

‘__,-’f;.! —, ;}
B0 V7 N 00
Lol _Aotgs (L) o NS
Reed Hastings, CE David Wells, CFC
NETELTN
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Conference Call Q&A Session

Netflix management will host a webcast Q&A sessibB:00 p.m. Pacific Time today to answer questairsut the Compar's financial
results and business outlook. Please email yowstimgues to ir@netflix.com. The company will read theestions aloud on the call and resf
to as many questions as possible. For those witmmss to the Internet the dial-in for the livegas Q&A session is: (760) 666-3613.

The live webcast, and the replay, of the earnin§# ®@ession can be accessed at ir.netflix.com.

IR Contact: PR Contact:

Ellie Mertz Steve Swase

VP, Finance & Investor Relatiol VP, Corporate Communicatiol
408 54(-3977 408 54(-3947

Use of Non-GAAP Measures

This shareholder letter and its attachments incteference to the non-GAAP financial measureses frash flow and contribution

profit. Management believes that free cash floarismportant liquidity metric because it measudesing a given period, the amount of cash
generated that is available to repay debt obligatimmake investments, repurchase stock and faigerther activities. Management believes
that contribution profit is useful in assessing tékative contribution to operating income of eaelgment by eliminating any allocation of
Technology & Development and G&A expenses thatyapptoss these segments. However, this non-GAARuneahould be considered in
addition to, not as a substitute for or superiontt income, operating income and net cash prdviyeoperating activities, or other financial
measures prepared in accordance with GAAP. Redatiail to the GAAP equivalent of this non-GAAP measis contained in tabular form
on the attached unaudited financial statements.

NETELLN
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Forward-Looking Statements

This shareholder letter contains certain forwaigking statements within the meaning of the fedseaurities laws, including statements
regarding our long-term opportunities and buildoagk our brand, subscriber additions, internatiexaknsion, contribution profit and
margin; international segment performance, inclgdanadian contribution profit; free cash flow arsége of cash; our subscriber growth,
revenue, and contribution profit (loss) for bothrdstic and international operations as well asno&tme and earnings per share for the fc
quarter of 2011. The forward-looking statementthia letter are subject to risks and uncertairtti@$ could cause actual results and events to
differ, including, without limitation: our abilityo attract new subscribers and retain existing &illisrs; our ability to compete effectively; ¢
ability to build back our brand; the continued daaility of content on terms and conditions accbf@do us; maintenance and expansion of
device platforms for instant streaming; fluctuaon consumer usage of our service; disruptioreimise on our website or with third-party
computer systems that help us operate our semacapetition and widespread consumer adoption éémifit modes of viewing in-home
filmed entertainment. A detailed discussion of ¢hasd other risks and uncertainties that couldecagtial results and events to differ
materially from such forwartboking statements is included in our filings wille Securities and Exchange Commission, includirgfmnua
Report on Form 10-K filed with the Securities andtBEange Commission on February 18, 2011. We underta obligation to update
forward-looking statements to reflect events ocuwinstances occurring after the date of this prelssise.

NETELTN
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Netflix, Inc.

Consolidated Statements of Operations

(unaudited)

(in thousands, except per share data)

Revenues
Cost of revenues
Subscriptior
Fulfillment expense
Total cost of revenue

Gross profit
Operating expense
Technology and developme
Marketing
General and administrative
Total operating expens
Operating incom:
Other income (expense
Interest expens
Interest and other incon
Income before income tax
Provision for income taxe

Net income
Net income per shar

Basic
Diluted

Weighted average common shares outstani

Basic
Diluted

* Includes gain on disposal of DVLC

NETELIN

Three Months Ended

Nine Months Ended

September 3C September 3C September 3C September 3C
June 30,

2011 2011 2010 2011 2010
$ 821,83¢ $788,61( $ 553,21 $2,329,00; $1,566,70.
471,82: 428,20: 292,40t 1,277,01 817,35:
64,79« 61,77¢ 52,06 187,72¢ 149,21:
536,61 489,97 344,46¢ 1,464,74 966,56
285,22. 298,63. 208,75( 864,25t 600,13t
69,48( 57,86¢ 42,10¢ 178,25( 117,371
89,10¢ 94,98: 81,23¢ 288,35( 230,99(
29,79: 30,67( 15,90: 83,46( 46,59(
188,38 183,51¢ 139,24 550,06 394,95(
96,84: 115,11 69,50: 314,19¢ 205,18t
(4,915 (5,309) (4,945) (15,087 (14,79))
1,69¢ 1,01 853 3,574 2,74¢
93,62: 110,82 65,40¢ 302,68 193,13
31,167 42,61( 27,44 111,78( 79,37¢
$  62,46( $ 68,21 $ 37,96 $ 190,90° $ 113,75
$ 1.1¢ $ 1.3« $ 0.7: $ 3.65 $ 2.1
$ 1.1¢€ $ 1.2¢ $ 0.7¢C $ 3.5¢ $ 2.0¢
52,56¢ 52,47( 52,14: 52,59¢ 52,51(
53,87( 53,90¢ 53,93: 54,00¢ 54,34
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Netflix, Inc.

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

As of
September 3C December 31
2011 2010
Assets
Current asset:
Cash and cash equivalel $ 159,19¢ $ 194,49¢
Shor-term investment 206,57: 155,88t
Current content library, ni 705,39¢ 181,00¢
Prepaid conter 77,14¢ 62,217
Other current asse 41,79 43,62
Total current asse 1,190,11. 637,23:
Content library, ne 570,21( 180,97:
Property and equipment, r 143,99: 128,57(
Deferred tax asse 28,74 17,467
Other noi-current assel 28,49¢ 17,82¢
Total asset $1,961,55! $ 982,06
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payabl $ 750,10 $ 222,82:
Accrued expense 54,67: 36,48¢
Current portion of lease financing obligatic 2,25¢ 2,08:
Deferred revenu 160,92¢ 127,18:
Total current liabilities 967,96t 388,57¢
Long-term debt 200,00t 200,00(
Lease financing obligations, excluding current jpor 32,40( 34,12:¢
Other noi-current liabilities 372,84( 69,20:
Total liabilities 1,573,200 691,90:
Stockholder' equity:
Common stock, $0.001 par value; 160,000,000 slard®rized at September 30, 2011 and
December 31, 2010; 52,504,091 and 52,781,949 issuedutstanding at September 30, 2011 and
December 31, 2010, respectivi 53 53
Additional paic-in capital — 51,62:
Accumulated other comprehensive income, 58¢ 75C
Retained earning 387,71: 237,73¢
Total stockholdel equity 388,35: 290,16
Total liabilities and stockholde’ equity $1,961,55! $ 982,06°
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Netflix, Inc.

Consolidated Statements of Cash Flows
(unaudited)
(in thousands)

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash
provided by operating activitie
Additions to streaming content libra
Change in streaming content liabiliti
Amortization of streaming content libra
Amortization of DVD content librar
Depreciation and amortization of property,
equipment and intangible
Stocl-based compensation expel
Excess tax benefits from stock-based
compensatiol
Other nor-cash item:
Deferred taxe
Changes in operating assets and liabilit
Prepaid conter
Other current asse
Other accounts payak
Accrued expense
Deferred revenu
Other nor-current assets and liabiliti
Net cash provided by operating
activities
Cash flows from investing activities:
Acquisitions of DVD content librar
Purchases of shterm investment
Proceeds from sale of sh-term investment
Proceeds from maturities of sk-term investment
Purchases of property and equipm
Other asset
Net cash used in investing activiti
Cash flows from financing activities:
Principal payments of lease financing obligati
Proceeds from issuance of common si
Excess tax benefits from stc-based compensatic
Repurchases of common stc
Net cash used in financing activiti
Net increase (decrease) in cash and cash equis
Cash and cash equivalents, beginning of pe

Cash and cash equivalents, end of pe

Non-GAAP free cash flow reconciliation:
Net cash provided by operating activit
Acquisitions of DVD content librar
Purchases of property and equipm
Other asset

Non-GAAP free cash flow

NETELIN

Three Months Ended

Nine Months Ended

September 3C September 3C September 3C
June 30, September 30

2011 2011 2010 2011 2010
$ 62,46( $ 68,21« $ 37,967 $ 190,90 $ 113,75
(539,28)  (612,59Y (115,149  (1,344,18) (231,78)
314,72( 419,83: 58,63¢ 816,62( 88,19
187,44¢ 144,46t 44 56¢ 417,84¢ 93,09:
23,00( 24,00( 32,57¢ 73,99( 111,49(
11,918 10,18: 8,67¢ 31,92: 28,84¢
15,70¢ 15,53¢ 7,29¢ 43,50t 19,72¢
(11,762 (17,86¢) (16,099 (45,289 (34,699
(1,745 (802) (1,759 (3,477) (7,819
(5,287) (3,927 3,19¢ (14,190) (2,967)
(17,33Y) 14,78 (25,48 (14,929 (32,58))
(8,57%) 4,01F (3,379 4,93¢ (12,03
(5,427) (4,465 (10,919 4,94¢ 1,24¢
20,92( 17,941 18,00: 61,53: 39,66¢
13,99: 3,892 1,567 33,74¢ 2,88¢
(11,219 3,18¢ 2,507 (5,646 2,64¢
49,53 86,39: 42,22 252,24t 179,68:
(20,82¢) (19,06%) (29,900) (62,010) (90,997
(7,679 (40,597 (15,379 (100,53f) (73,169
37 16,51( 42,23¢ 31,50¢ 105,06
1,80¢ 15,98t 1,99¢ 18,44( 10,31¢
(14,08() (8,626) (7,347) (39,026 (19,406
(844) 844 2,78: 1,41¢ 10,28¢
(41,58) (34,949 (5,606) (150,20") (57,89¢)
(52€) (520) (470) (1,547 (1,296)
4,40¢ 7,41¢ 10,92% 18,58¢ 33,95¢
11,76: 17,86¢ 16,09: 45,28: 34,69¢
(39,605 (51,427 (57,390 (199,66¢) (210,25
(23,959 (26,659 (30,840 (137,34 (142,90
(16,009 24,78¢ 5,781 (35,300 (21,116
175,20° 150,41¢ 107,32° 194,49¢ 134,22:
$ 159,19¢ $ 175,20° $ 113,10¢ $ 159,19¢ $ 113,10¢

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

2011 2011 2010 2011 2010
$ 49,53 $ 86,39: $ 42,227 $ 252,24¢ $ 179,68«
(20,826 (19,065 (29,900 (62,010 (90,997
(14,08() (8,626) (7,347) (39,026 (19,406
(849 844 2,782 1,41¢€ 10,28¢
$ 13,78 $ 59,54¢ $ 7,760 $ 152,62¢ $ 79,57«

16




Netflix, Inc.

Other Data
(unaudited)

(in thousands, except percentages, average maetygyue per paying subscriber and subscriber gtiquisost)

Domestic subscriber information:
Subscribers: beginning of peri
Gross subscriber additions: during per
Gross subscriber additions y-to-year chang:

Gross subscriber additions qua-to-quarter sequential chan

Less subscriber cancellations: during pe!

Net subscriber additions: during peri

Subscribers: end of peric

Subscribers ye-to-year chang:
Subscribers quart-to-quarter sequential chan
Free subscribers: end of peri

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

Paid subscribers ye-to-year chang:

Paid subscribers quar-to-quarter sequential chan
Average monthly revenue per paying subscr
Domestic churn
Domestic subscriber acquisition cost

Consolidated margins:
Gross margir
Operating margil
Net margin
Consolidated expenses as percentage of revenu
Technology and developme
Marketing
General and administrati
Total operating expens
Consolidated yea-to-year change:
Total revenue
Cost of subscriptiol
Fulfillment expense
Technology and developme
Marketing
General and administrati\
Total operating expens

NETELIN

As of / Three Months Ended

September 3C
2011

24,59

4,71¢
18.%%
(11.5%)

(5,519

(80F)

23,78¢
41.6%
(3.2%)

94¢€
4.0%

22,84:
44.(%
(1.6%)

$  11.5¢
6.2%

$ 152

June 30,
2011

22,79
5,31¢
73.7%
(15.€%)
(3,515)
1,791
24,59
63.5%
7.%%
1,331
5.4%
23,26
59.6%
8.7%
$ 11.4¢
4.2%
$ 15.0¢

Three Months Ended

September 3C
2010

15,00:
3,96t
81.%%
29.6%
(2,166€)
1,79¢
16,80(
51.2%
12.0%
937
5.6%
15,86:
46.4%
8.8%
$  12.1c
3.6%
$  20.0:

September 3C
2011

34.1%
11.€%
7.€%

8.5%
10.8%
3.6%

22.%%

48.6%
61.4%
24.5%
65.(%

9.7%
87.2%
35.52%
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June 30,
2011

37.%
14.€%
8.€%

7.3%
12.(%
4.C%

23.2%

51.7%
61.4%
24.1%
52.&8%
27.2%
102.5%
43.%

September 3C
2010

37.1%
12.€%
6.2%

7.6%
14.7%
2.8%
25.1%

30.7%
25.5%
23.&%
40.2%
38.7%
60.(%
41.4%



Netflix, Inc.

Segment Information
(unaudited)
(in thousands)

Domestic
Free subscribers at end of per
Paid subscribers at end of per

Total subscribers at end of peri

Revenue

Cost of revenues and marketing exper
Contribution profit*

Other operating expens

Segment operating incon

International**
Free subscribers at end of per
Paid subscribers at end of per

Total subscribers at end of peri

Revenue
Cost of revenues and marketing exper
Contribution profit (loss)’

Consolidated
Free subscribers at end of per
Paid subscribers at end of per
Total subscribers at end of peri

Revenue

Cost of revenues and marketing exper
Contribution profit*

Other operating expens

Operating incom:

Other income (expens

Provision for income taxe

Net Income

As of / Three Months Ended

As of / Nine Months Ended

September 3C September 3C September 3C September 3C
June 30,

2011 2011 2010 2011 2010
94¢€ 1,331 937 94¢€ 937
22,84 23,26: 15,86: 22,84 15,86
23,78¢ 24,59« 16,80( 23,78¢ 16,80(
$ 799,15: $769,71- $ 553,21 $2,275,14 $1,566,70.
579,72( 556,71¢ 423,01: 1,655,82 1,194,86.
219,43. 212,99! 130,20¢ 619,31: 371,84.
99,27 88,53¢ 58,01: 261,71( 163,96(
$ 120,16( $124,46( $ 72,19 $ 357,60: $ 207,88.
491 11C 13: 491 13z
98¢ 857 — 98¢ —
1,48( 967 13z 1,48( 13z
$ 22,68 $ 18,89¢ $ — $ 53,86 $ —
46,00¢ 28,24 2,694 97,26¢ 2,694
(23,319 (9,34¢) (2,699 (43,406 (2,699
1,431 1,441 1,07( 1,431 1,07(
23,83: 24,12 15,86! 23,83: 15,86!
25,26¢ 25,56. 16,93: 25,26¢ 16,93:
$ 821,83¢ $788,61( $ 553,21 $2,329,00; $1,566,70.
625,72! 584,96 425,70° 1,753,090 1,197,55!
$ 196,11 203,64 127,51. 575,90¢ 369,14t
99,27: 88,53 58,01 261,71( 163,96(
96,84: $115,11- $ 69,50: $ 314,19¢ $ 205,18t
(3,219 (4,290 (4,092) (11,509) (12,05))
31,16! 42,61( 27,44 111,78 79,37¢
$  62,46( $ 68,21« $ 37,96 $ 190,90° $ 113,75

* Contribution profit (loss) is defined as revenuesslcost of revenues and marketing expel
**  “Technology and Development” and “General andmiidistrative” amounts reported in the Internatiosagment in prior periods have
been reclassified to conform to the current pepgmesentation
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