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Revenue!
Cost of revenues

Subscriptior

Fulfillment expense

Total cost of revenue

Gross profit
Operating expense

Technology and developme

Marketing

General and administratiy

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

NETFLIX, INC.

Consolidated Statements of Operations

(unaudited)

(in thousands, except per share data)

See accompanying notes to the consolidated finbsteitements.
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Three Months Ended

March 31, March 31,
2011 2010
$718,55: $493,66!
376,99: 259,56(

61,15¢ 47,60:
438,15 307,16:
280,40: 186,50

50,90¢ 37,39¢
104,25¢ 75,21¢

22,99¢ 15,54(
178,16: 128,15¢
102,24( 58,34t

(4,865 (4,959

865 972
98,24( 54,35¢
38,00: 22,08¢
$ 60,23 $ 32,27:
$ 1.14 $ 0.61
$ 1.11 $ 0.5¢

52,75¢ 52,91!

54,24¢ 54,77
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NETFLIX, INC.
Consolidated Balance Sheets
(unaudited)
(in thousands, except share and par value data)
As of
December 31
March 31,
2011 2010
Assets
Current asset:
Cash and cash equivalel $ 150,41 $ 194,49¢
Shor-term investment 192,30: 155,88t
Current content library, ni 265,93: 181,00¢
Prepaid conter 74,59’ 62,217
Other current asse 38,35 47,357
Total current asse 721,60: 640,96
Content library, ne 197,55« 180,97:
Property and equipment, r 134,80( 128,57(
Deferred tax asse 22,45; 17,461
Other noi-current assel 13,78( 14,09(
Total asset $1,090,18: $ 982,06
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payabl $ 301,00¢ $ 222,82:
Accrued expense 44,12 36,48¢
Current portion of lease financing obligatic 2,141 2,08:
Deferred revenu 143,04! 127,18:
Total current liabilities 490,31¢ 388,57¢
Long-term debt 200,00( 200,00(
Lease financing obligations, excluding current jpor 33,56¢ 34,12:¢
Other noi-current liabilities 90,58« 69,20!
Total liabilities 814,46¢ 691,90:
Commitments and contingencies (Note
Stockholder' equity:
Common stock, $0.001 par value; 160,000,000 start®rized at March 31, 2011 and December
2010; 52,519,159 and 52,781,949 issued and outataatiMarch 31, 2011 and December 31, 2!
respectively 52 53
Additional paic-in capital — 51,62:
Accumulated other comprehensive income, 59C 75C
Retained earning 275,08( 237,73¢
Total stockholdel' equity 275,72. 290,16
Total liabilities and stockholde’ equity $1,090,18: $ 982,06°

See accompanying notes to the consolidated finbsteiements.
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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 caskigen by operating activitie:
Acquisition of streaming content libra
Amortization of content librar
Depreciation and amortization of property, equipmeand intangible
Stocl-based compensation expel
Excess tax benefits from stc-based compensatic
Other nor-cash incom
Deferred taxe
Changes in operating assets and liabilit
Prepaid conter
Other current asse
Accounts payabl
Accrued expense
Deferred revenu
Other nor-current assets and liabiliti

Net cash provided by operating activit

Cash flows from investing activities:
Acquisition of DVD content libran
Purchases of sh«-term investment
Proceeds from sale of sh-term investment
Proceeds from maturities of st-term investment
Purchases of property and equipm
Other asset

Net cash used in investing activit|

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 decrease in cash and cash equiva
Cash and cash equivalents, beginning of pe
Cash and cash equivalents, end of pe

See accompanying notes to the consolidated finbsteitements.
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Three Months Ended

March 31, March 31,
2011 2010

$ 60,23: $ 32,27
(192,30 (50,47Y)
112,92 62,29:
9,82¢ 10,85¢
12,26¢ 5,50z
(15,654 (7,429
(925) (3,160)
(4,987) (2,76))
(12,380) (4,967)
9,08¢ 54¢
77,96 17,34(
22,67( 13,74¢
15,86: 12
21,74 3,411
116,32 77,20¢
(22,119 (36,907)
(52,266 (35,99¢)
14,96: 30,77(
65C 4,01:
(16,320 (6,397
1,41¢ 3,68
(73,679 (40,825)
(501) (361)
6,762 9,91¢
15,65¢ 7,42¢
(108,64 (107,72
(86,729 (90,74)
(44,080 (54,369
194,49¢ 134,22:
$150,41¢ $ 79,86:
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NETFLIX, INC.

Notes to Consolidated Financial Statements
(unaudited)

1. Basis of Presentation and Summary of Significariccounting Policies

The accompanying consolidated interim financialesteents of Netflix, Inc. and its wholly owned sudiaries (the “Company”) have
been prepared in conformity with accounting pritespgenerally accepted in the United States (“\).& are consistent in all material
respects with those applied in the Company’s AniRegort on Form 10-K for the year ended DecembeR@10. The preparation of
consolidated financial statements in conformityhwit.S. generally accepted accounting principlesdAB”) requires management to make
estimates and judgments that affect the amountstezpin the consolidated financial statementsaowbmpanying notes. Significant items
subject to such estimates and assumptions inchedarhortization methodology of the Company’s conlierary, the valuation of stockase:
compensation and the recognition and measureméemtare tax assets and liabilities. The Compangbés estimates on historical
experience and on various other assumptions teaEttmpany believes to be reasonable under thencitaunces. The actual results
experienced by the Company may differ from managgisestimates.

The interim financial information is unaudited, laflects all normal recurring adjustments that arehe opinion of management,
necessary to fairly present the information setfberein. The interim financial statements shduddead in conjunction with the audited
financial statements and related notes includeédérCompany’s Annual Report on Form 10-K for tharyended December 31, 2010 filed
with the Securities and Exchange Commission (tHeC’$ on February 18, 2011. Interim results aremextessarily indicative of the results
for a full year.

The Company is organized into two operating segsmémmestic (which includes the United States) labekrnational. See Note 10 for
further information about the Company’s operatiagreents.

Certain prior period amounts have been reclassifiesbnform to current period presentation. Thestassifications did not impact any
prior amounts of reported total assets or totailliites, and did not impact stockholders’ equitysults of operations or cash flows.

There have been no material changes in the Compaignificant accounting policies as compared ¢osilgnificant accounting policies
described in the Company’s Annual Report on ForaKZ0r the year ended December 31, 2010.

2. Net Income Per Share

Basic net income per share is computed using thghtexl-average number of outstanding shares of aamstock during the period.
Diluted net income per share is computed usingvitighted-average number of outstanding sharesrofraan stock and, when dilutive,
potential common shares outstanding during theodeRotential common shares consist of incremahiales issuable upon the assumed
exercise of stock options and shares currentlylsable pursuant to the Company’s employee stoahpse plan using the treasury stock
method. The computation of net income per shaas f®llows:

Three months ended
March 31, March 31,
2011 2010
(in thousands, except per share data)

Basic earnings per shal

Net income $ 60,23! $ 32,27
Shares used in computatic
Weightec-average common shares outstanc 52,75¢ 52,91
Basic earnings per she $ 1.14 $ 0.61
Diluted earnings per shar
Net income $ 60,23! $ 32,27
Shares used in computatic
Weighte-average common shares outstanc 52,75¢ 52,91
Employee stock options and employee stock
purchase plan shar 1,487 1,86¢
Weightec-average number of shar 54,24¢ 54,77¢
Diluted earnings per sha $ 1.11 $ 0.5¢
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Employee stock options with exercise prices gretti@n the average market price of the common slacikg the period were excluded
from the diluted calculation as their inclusion Wbhave been anti-dilutive. The number of optiorsleded is immaterial for all periods
presented.

3. Short-Term Investments and Fair Value Measuremein

The Company’s investment policy is consistent wlith definition of available-for-sale securities.ef@ompany does not buy and hold
securities principally for the purpose of sellilgn in the near future. The Company’s policy isu&ed on the preservation of capital,
liquidity and return. From time to time, the Companay sell certain securities but the objectivesganerally not to generate profits on short-
term differences in price. The following table suarimes, by major security type, our assets thatrez@sured at fair value on a recurring
and are categorized using the fair value hierarchy:

March 31,2011

Gross Gross
Unrealized Unrealized
Amortized Estimated
Cost Gains Losses Fair Value
(in thousands)
Cash $135,88° $ — $ — $135,88"
Level 1 securities (1
Money market fund 4,99¢ — — 4,99¢
Level 2 securities (2
Corporate debt securitit 113,38« 82t (240 114,06
Government and agency securi 90,921 311 (117) 91,11t
Asset and mortga-backed securitie 1,15¢ 58 — 1,21¢
$346,34¢ $ 1,194 $ (257) $347,28:
Less: Lon-term restricted cash (. (4,56%)
Total cash, cash equivalents and s-term investment $342,72:
December 31, 2010
Gross Gross
Unrealized Unrealized
Amortized Estimated
Cost Gains Losses Fair Value
(in thousands)
Cash $194,14¢ $ — $ — $194,14¢
Level 1 securities (1
Money market fund 4,91« — — 4,91¢
Level 2 securities (3
Corporate debt securitit 109,74! 1,04: (207) 110,68
Government and agency securit 42,06: 331 (107) 42,29:
Asset and mortga-backed securitie 2,881 16¢€ (140 2,90¢
$353,74¢ $ 1,54- $ (342 354,94
Less: Lon-term restricted cash (. (4,567
Total cash, cash equivalents and s-term investment $350,38°

(1) Includes $0.4 million that is included in cashd cash equivalents in the Company’s consolidaééehce sheets and $4.6 million of
long-term restricted cash that is included in oth@n-current assets in the Company’s consolidadéghibe sheets as these funds
represent restricted cash related to workers cosgtiem deposits

8
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(2) Includes $14.1 million that is included in casfd cash equivalents in the Company’s consolidaédahce sheets and $192.3 million
included in sho-term investments in the Comp¢s consolidated balance shes
(3) Included in sho-term investments in the Compés consolidated balance shes

Fair value is a market-based measurement thataheutletermined based on the assumptions that trEakeipants would use in
pricing an asset or liability. The hierarchy leasbkigned to each security in the Company’s avai#in-sale portfolio and cash equivalents is
based on its assessment of the transparency aalilisl of the inputs used in the valuation of Bunstrument at the measurement date. The
fair value of available-fosale securities included in the Level 1 categolyaised on quoted prices that are readily and rdg@aailable in al
active market. The fair value of available-for-sséeurities and cash equivalents included in thesL2 category is based on observable
inputs, such as quoted prices for similar assédtseamneasurement date; quoted prices in marketsutbanot active; or other inputs that are
observable, either directly or indirectly. Theséuea were obtained from an independent pricingiserand were evaluated using pricing
models that vary by asset class and may incorpeaset#able trade, bid and other market informagod price quotes from well established
independent pricing vendors and broker-dealers.pbagedures include controls to ensure that apatepfair values are recorded such as
comparing prices obtained from multiple independenirces. See Note 4 for further information regpaydhe fair value of the Company’s
8.50% senior notes.

Because the Company does not intend to sell thesstments that are in an unrealized loss positidritda not likely that the Company
will be required to sell any investments beforeokexry of their amortized cost basis, the Compargsdwt consider those investments wit|
unrealized loss to be other-than-temporarily imggiat March 31, 2011. There were no material atfen-temporary impairments or credit
losses related to available-for-sale securitighénthree months ended March 31, 2011 and 2018ddition, there were no material gross
realized gains or losses in the three months eltdedh 31, 2011 and 2010.

The estimated fair value of short-term investmémntsontractual maturity as of March 31, 2011 i$adiews:

(in thousands’

Due within one yea $ 35,21¢
Due after one year and through 5 ye 155,86¢
Due after 5 years and through 10 ye —

Due after 10 year 1,215
Total shor-term investment $ 192,30:

4. Long-term Debt

As of March 31, 2011, the Company had $200.0 mmlbd long-term debt outstanding. The debt consif&200.0 million aggregate
principal amount of 8.50% senior notes due NovenBeP017 (the “Notes”). Interest on the Notesaggble semi-annually at a rate of
8.50% per annum on May 15 and November 15 of eaah yommencing on May 15, 2010.

The Notes include, among other terms and conditiongations on the Company’s ability to creategur, assume or be liable for
indebtedness (other than specified types of pegthittdebtedness); dispose of assets outside tiaoyadourse (subject to specified
exceptions); acquire, merge or consolidate witttar another person or entity (other than specifiges of permitted acquisitions); create,
incur or allow any lien on any of its property @gisggn any right to receive income (except for digtipermitted liens); make investments
(other than specified types of investments); or ghaidends, make distributions, or purchase or eetleur equity interests (each subject to
specified exceptions). At March 31, 2011 and Decan®i, 2010, the Company was in compliance witsdtmvenants.

Based on quoted market prices, the fair value ®Nhbtes as of March 31, 2011 and December 31, @@s0approximately $225.3
million and $225.0 million, respectively.

5. Balance Sheet Components
Content Library, Net
Content library and accumulated amortization arfobews:

As of
December 31
March 31,
2011 2010
(in thousands)
DVD content library, gros $ 615,90¢ $ 627,39.
Streaming content library, gro 605,35! 441,63
Content library, gros 1,221,26. 1,069,02!
Less: accumulated amortizati (757,776 (707,05()
Total content library, ne 463,48 361,97¢
Less: Current content library, r 265,93: 181,00t

Content library, ne $ 197,55« $ 180,97.
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Property and Equipment, Net
Property and equipment and accumulated depreciat®as follows:

As of
December 31
March 31,
2011 2010
(in thousands)
Computer equipmer 3 year. $ 59,98/ $ 60,28¢
Operations and other equipme 5year 91,527 72,36¢
Software, including intern-use softwart 3 year 27,91 26,96
Furniture and fixture 3 year 12,33: 11,43¢
Building 30 year 40,68: 40,68:
Leasehold improvemen Over life of leas 38,35¢ 36,53(
Capital worl-in-progress 5,72( 16,88
Property and equipment, grc 276,51( 265,14¢
Less: Accumulated depreciati (141,710 (136,579
Property and equipment, r $ 134,80( $ 128,57

Capital work-in-progress as of March 31, 2011 cstssprimarily of approximately $5.5 million of o#ions equipment not yet placed
in service.

Other Non-Current Liabilities
Other non-current liabilities consisted of the daling:

As of
March 31, December 31
2011 2010
(in thousands)
Accrued content acquisition co¢ $67,11¢ $ 48,17¢
Other 23,46 21,02:
Other nol-current liabilities $90,58¢ $ 69,20:

6. Other Comprehensive Income

Comprehensive income was $60.1 million and $32Ibamifor the three months ended March 31, 2011 201D, respectively. The
primary difference between net income as repontedcamprehensive income is unrealized gains argsosn available-for-sale securities,
net of tax.

10
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7. Stockholders’ Equity
Stock Repurchases

Under the current stock repurchase plan, announceldine 11, 2010, the Company is authorized torcbpse up to $300 million of its
common stock through the end of 2012. During theglmonths ended March 31, 2011, the Company reased 501,847 shares at an
average price of $216 per share for an aggregateiginof $108.6 million. As of March 31, 2011, $132nillion of this authorization is
remaining. The timing and actual number of shagpsirchased will depend on various factors incluginge, corporate and regulatory
requirements, debt covenant requirements, altenativestment opportunities and other market caoot

Shares repurchased by the Company are accountedhéor the transaction is settled. As of March 31,12 there were 36,000 unsettled
share repurchases at a total cost of $8.5 millsdrares repurchased and retired are deducted froomoa stock for par value and from
additional paid in capital for the excess overymue. If additional paid in capital has been exted, the excess over par value is deducted
from retained earnings. Direct costs incurred fuae the shares are included in the total costt@&hares. During the quarter ended
March 31, 2011, $22.9 million was deducted fronairetd earnings related to share repurchases.

Stock-Based Compensation
A summary of the activity related to the Comparstack option plans during the three months endertiMal, 2011 is as follows:

Weighted-Average Aggregate
Remaining Intrinsic Value
Contractual Term
Options Outstanding (in Years) (in Thousands'
Shares
Available Number of Weighted-Average
for Grant Shares Exercise Price
Balances as of December 31, 2! 2,038,50: 2,892,13I $ 36.11
Granted (112,294 112,29 201.0%
Exercisec — (239,05) 28.2¢
Balances as of March 31, 20 1,926,20: 2,765,36 43.4¢ 5.8¢ $ 537,29
Vested and exercisable at March 31, 2 2,765,36 43.4¢ 5.8¢ $ 537,29

The aggregate intrinsic value in the table abopeagents the total pretax intrinsic value (theeddhce between the Company’s closing
stock price on the last trading day of the firstiger of 2011 and the exercise price, multipliedt®y number of in-the-money options) that
would have been received by the option holdersdfiamption holders exercised their options on Ma3&h2011. This amount changes based
on the fair market value of the Compasmgommon stock. Total intrinsic value of optiongmxsed for the three months ended March 31,
and 2010 was $44.1 million and $22.8 million, respely.

Cash received from option exercises for the threaths ended March 31, 2011 and 2010 was $6.8 midi $9.9 million,
respectively.

The following table summarizes the assumptions tsedlue stock option grants using the latticeshial model:

Three Months Ended

March 31, March 31,
2011 2010
Dividend yield 0% 0%
Expected volatility 52% 46%
Risk-free interest rat 3.42% 3.67%
Suboptimal exercise fact 2.17-3.3¢ 1.7¢-2.1F

In the three months ended March 31, 2011, the Caynpsed a suboptimal exercise factor of 3.39 faecekves and 2.17, for non-
executives, resulting in a calculated expecteddiifthe option grants of eight years for executiaed five years for non-executives. In the
three months ended March 31, 2010, the Companyaisedoptimal exercise factor of 2.15 for executiaad 1.78 for non-executives,
resulting in a calculated expected life of the optjrants of five years for executives and fourgéar non-executives.

The weighted-average fair value of employee stqtloas granted during the three months ended Mat¢t2011 and 2010 was
$109.21 and $27.59 per share, respectively.

11
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The following table summarizes stock-based comp@rsaxpense, net of tax, related to stock optiampand employee stock
purchases for the three months ended March 31, @0d2010 which was allocated as follows:

Three Months Ended

March 31, March 31,
2011 2010
(in thousands)

Fulfillment expenst $ 56C $ 17€
Technology and developme 5,292 1,86¢
Marketing 1,24¢ 643
General and administrati 5,168 2,81«
Stocl-based compensation expense before income 12,26¢ 5,50z
Income tax benef (4,749 (2,239
Total stocl-based compensation after income te $ 7,52( $ 3,26¢

8. Income Taxes

The effective tax rates for the three months efdacth 31, 2011 and 2010 were 38.7% and 40.6%, ctsply/. As of December 31,
2010, the Company had $20.7 million of gross ungaced tax benefits. During the three months erarcth 31, 2011, the Company had
increase in gross unrecognized tax benefits ofaqamately $1.9 million. The gross uncertain taxiposs, if recognized by the Company,
will result in a reduction of approximately $18.5lfan to the provision for income taxes therebydaably impacting the Company’s
effective tax rate. The Company’s unrecognizedxefits are classified as other non-current litdyl in the consolidated balance sheet.
Income tax benefits attributable to the exerciseroployee stock options of $15.1 million and $7illiom, during the three month period
ended March 31, 2011 and 2010, respectively, weerded directly to additional paid-in-capital.

The Company includes interest and penalties relatetirecognized tax benefits within the provisionincome taxes. As of March 31,
2011, the total amount of gross interest and pesadiccrued was $2.0 million, which is classifischan-current liabilities in the consolidated
balance sheet.

The Company files U.S. federal and state tax rsturhe Company is currently under examination leylRS for the years 2008 and
2009. The years 1997 through 2007 (which repremgmtoximately $3.5 million of the gross unrecogditax benefit) remain subject to
examination by the IRS but the statute of limitasidor these years expires in 2011. The Compaayrigently under examination by the state
of California for the years 2006 and 2007. The gd&97 through 2005, as well as 2008 and 2009, iresnd@ject to examination by the state
of California.

Given the potential outcome of the current exanmmatas well as the impact of the current examamation the potential expiration of
the statute of limitations, it is reasonably polssthat the balance of unrecognized tax benefitddcsignificantly change within the next
twelve months. However, at this time, an estimatde range of reasonably possible adjustmentsadalance of unrecognized tax benefits
cannot be made.

9. Commitments and Contingencies
Streaming Content

The Company had $1,634.0 million and $1,075.2 arillof commitments at March 31, 2011 and Decembge2@10, respectively,
related to streaming content license agreementsithaot meet content library recognition critefihie expected timing of payments for these
commitments ranges from less than one year to thare5 years. The license agreements do not megtradibrary recognition criteria
because either the fee is not known or reasonagrishinable for a specific title or it is known libe title is not yet available for streaming
subscribers.

The Company also has entered into certain licegsmeaents that include an unspecified or a maximumber of titles that the
Company may or may not receive in the future amdhat include pricing contingent upon certain ables, such as domestic theatrical
exhibition receipts for the title. As of the repog date, it is unknown whether the Company witlaiee access to these titles or what the
ultimate price per title will be. However such amtsy which are not included in the commitments dbed above, are expected to be
significant.

The Company has a license with a certain performiglgs organization (“PRO”), and is currently imved in negotiations with other
PROs, that hold certain rights to music used imeation with streaming content. For the latter, @menpany accrues for estimated royalties
that are due to PROs and adjusts these accruad basany changes in estimates. While the Compiatigiates finalizing these
negotiations, the outcome of these negotiationmézrtain. Additionally, pending litigation betweeertain PROs and other third parties ct
impact our negotiations. If the Company is unablesach mutually acceptable terms with the PR@sCilimpany could become involved in
similar litigation. The results of any negotiationlitigation may be materially different from mayenent’s estimates.

12
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Litigation

From time to time, in the normal course of its @iens, the Company is a party to litigation matt@nd claims, including claims
relating to employee relations, business practicespatent infringement. Litigation can be expeasiad disruptive to normal business
operations. Moreover, the results of complex lggateedings are difficult to predict and the Conmypsmiew of these matters may change in
the future as the litigation and events relatedetoeunfold. The Company expenses legal fees asrignt. The Company records a provision
for contingent losses when it is both probable ¢ghéability has been incurred and the amount eflttss can be reasonably estimated. An
unfavorable outcome to any legal matter, if matedauld have an adverse effect on the Companyesaijpns or its financial position,
liquidity or results of operations.

On March 29, 2010, Parallel Networks, LLC filedarplaint for patent infringement against the Conypand others in the United
States District Court for the Eastern District @x@s, captioneBarallel Networks, LLC v. Abercrombie & Fitch Co., et. al , Civil Action No
6:10-cv-00111-LED. The complaint alleges that tlmmPany infringed U.S. Patent No. 6,446,111 entitMdthod and Apparatus for Client-
Server Communication Using a Limited Capabilitye@dli Over a Low-Speed Communication Link,” issuedseptember 3, 2002. The
complaint seeks unspecified compensatory and eelademages, interest and fees, and seeks to pertlyam@oin the Company from
infringing the patent in the future. With respexthis matter, management has determined thates{aitloss is not probable and accordin
no amount has been accrued. Management has deteranjpotential loss is reasonably possible adifimed by the Financial Accounting
Standard Board’s Accounting Standards Codificaffé«6C”) 450 Contingencies ; however, based on its current knowledge, manageme
does not believe that the amount of such possiiske dr a range of potential loss is reasonablynesiie.

On September 25, 2009, Alcatel-Lucent USA Incdfitlecomplaint for patent infringement against tleen@any in the United States
District Court for the Eastern District of TexaaptionedAlcatel-Lucent USA Inc. v. Amazon.com Inc., et. al, Civil Action No. 6:09-cv-422.
The complaint alleges that the Company infringe8.Patents Nos. 5,649,131 entitled “Communicati®rgocol” issued on July 15, 1997;
5,623,656 entitled “Script Based Data Communica8gatem and Method Utilizing State Memory” issuedApril 22, 1997; and 5,404,507
entitled “Apparatus and Method for Finding Recarda Database by Formulating a Query Using Equitalerms Which Correspond to
Terms in the Input Query,” issued April 4, 1995 eTdomplaint seeks unspecified compensatory andcheeldadamages, interest, costs and
fees, and seeks to permanently enjoin the Company infringing the patents in the future. With respto this matter, management has
determined that a potential loss is not probabtkaatordingly, no amount has been accrued. Managdmas determined a potential loss is
reasonably possible as it is defined by ASC 45@ieéweer, based on its current knowledge, managenua# dot believe that the amount of
such possible loss or a range of potential lossasonably estimable.

In January through April of 2009, a number of puted anti-trust class action suits were filed agathe Company in various United
States Federal Courts. Wal-Mart Stores, Inc. anthmafd.com USA LLC (collectively, Wal-Mart) were alsiamed as defendants in these
suits. These cases have been transferred by ti@alithnel on Multidistrict Litigation to the Ndr¢rn District of California to be
consolidated or coordinated for pre-trial purposes] have been assigned the multidistrict litigatiamber MDL-2029. A number of
substantially similar suits were filed in Califoanbtate Courts, and have been consolidated in Edauta County. The plaintiffs, who are
current or former Netflix customers, generally géehat Netflix and Wal-Mart entered into an agreatrio divide the markets for sales and
online rentals of DVDs in the United States, whielulted in higher Netflix subscription prices. @arch 19, 2010, plaintiffs filed a motion
to certify a class consisting of “any person oiitgrih the United States that paid a subscripties to Netflix on or after May 19, 2005 up to
and including the date of class certification” wittrtain exceptions. The Court granted the motiorclass certification on December 23,
2010. A number of other cases have been filed defad and State courts by current or former subscsito the online DVD rental service
offered by Blockbuster Inc., alleging injury arigifrom similar facts. These cases have been retat®tDL 2029 or, in the case of the
California State cases, coordinated with the cas8anta Clara County. On March 8, 2011, the Comfited a motion for summary
judgment in Federal Court with respect to the duitsight on behalf of Blockbuster subscribers. Sitmamary judgment motion was heard
April 20, 2011. On August 27, 2010, Wisllart stated that it had settled the cases with HwhNetflix and Blockbuster plaintiffs. A heariog
the plaintiffs’ motion for preliminary approval tiie settlement was heard on February 9, 2011. Qulvia 2011, the Court denied plaintiffs’
motion for preliminary approval of the settlemedh April 18, 2011, WaMart stated that it had entered into a revisedesatint agreement
principle with the Netflix plaintiffs only. Netflixs not part of the settlement and continues igdie these cases. With respect to this matter,
management has determined that a potential losst igrobable and accordingly, no amount has beemiad. Management has determined a
potential loss is reasonably possible as it isndefiby ASC 450; however, based on its current kadgé, management does not believe that
the amount of such possible loss or a range ohiatdoss is reasonably estimable.
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On October 24, 2008, Media Queue, LLC filed a camglfor patent infringement against the CompanthaéUnited States District
Court for the Eastern District of Oklahoma, captidMedia Queue, LLC v. Netflix, Inc., et. al , Civil Action No. CIV 08-402-KEW. The
complaint alleges that the Company infringed U &eRt No. 7,389,243 entitled “Notification Systendaviethod for Media Queue” issued
on June 17, 2008. The complaint seeks unspecifietbensatory and enhanced damages, interest andfeeseeks to permanently enjoin
Company from infringing the patent in the futuren Eebruary 24, 2009, the case was transferrecetdltithern District of California. On
August 14, 2009, the Company filed a motion for mary judgment of nomfringement. A hearing on the motion was held avémber 17
2009. On December 1, 2009, the Court granted thepaay’s motion for summary judgment of non-infringent. On February 10, 2010,
plaintiff appealed the summary judgment ruling. Mfigspect to this matter, management has deterrifia¢d potential loss is not probable
and accordingly, no amount has been accrued. Mamaggehas determined a potential loss is reasomatdyible as it is defined by ASC 450;
however, based on its current knowledge, managedus# not believe that the amount of such poskibkor a range of potential loss is
reasonably estimable.

The Company is involved in other litigation mattaert listed above but does not consider the matiteloe material either individually
in the aggregate at this time. The Company’s viéthe matters not listed may change in the futréha litigation and events related thereto
unfold.

Indemnification

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

The Company’s obligations under these agreemengsbméimited in terms of time or amount, and in soimstances, the Company may
have recourse against third-parties for certaimpns. In addition, the Company has entered irderimification agreements with its
directors and certain of its officers that will tée it, among other things, to indemnify them agaiertain liabilities that may arise by reason
of their status or service as directors or officd@itse terms of such obligations vary.

It is not possible to make a reasonable estimatieeoimaximum potential amount of future paymen@eurthese or similar agreements
due to the conditional nature of the Company’sgdilons and the unique facts and circumstancedviestan each particular agreement. No
amount has been accrued in the accompanying fiabsteitements with respect to these indemnificajisarantees.

10. Segment Information

In September 2010, the Company began internatmpetiations by offering an unlimited streaming phathout DVDs in Canada. At
that time, the Company began segmenting operagisigts into two segments: Domestic and Internatidriee Company presents the segn
information along the same lines that the Compsuahief operating decision maker reviews the opegaesults in assessing performance
allocating resources. The Company’s chief operaliggjsion maker reviews revenue and operating iec@oss) information for each of the
reportable segments.

The Domestic segment derives revenue from montidgaription services consisting of streaming condea DVD-by-mail. The
International segment derives revenue from morghhscription services consisting solely of streaniontent.

Segment operating income (loss) includes allocatadrfCost of Revenues” which includes allocatiofstreaming content,
streaming delivery and fulfillment costs, as wellalocations of “Marketing”, “Technology and Degpment” and “General and
Administrative” operating expenses. The vast majaf the Company’s costs for “Technology and Depehent” and “General and
Administrative” are incurred in the United Stateslare allocated to our Domestic segment. Thera@ieternal revenue transactions
between our reporting segments. In addition, the@amy does not identify or allocate our asseteppitable segment and all of our long
lived assets are held in the United States.
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Information on reportable segments and reconalietd consolidated net income is as follows:

Three Months Ended

March 31, March 31,
2011 2010
(in thousands)

Domestic
Total subscribers at end of peri 22,79 13,96"
Revenue: $706,27: $493,66!
Cost of revenues and operating expel 593,29: 435,32(
Segment operating incon $112,98: $ 58,34:
International
Total subscribers at end of peri 803
Revenue: $ 12,27¢ $ —
Cost of revenues and operating expel 23,02: —
Segment operating income (lo: $(10,74) $ —
Consolidated
Total subscribers at end of peri 23,60( 13,96"
Revenue: $718,55! $493,66!
Cost of revenues and operating expel 616,31: 435,32(
Operating incom: $102,24( $ 58,34¢
Other income (expens (4,000 (3,987
Provision for income taxe 38,00 22,08t
Net income $ 60,23: $ 32,27.
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Item 2. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations

Forward-Looking Statements

This Quarterly Report on Form 10-Q contains forwimaking statements within the meaning of the feflsecurities laws. These
forward-looking statements include, but are noitkh to statements regarding: our core strategygtiowth of Internet delivery of content;
the market opportunity for streaming content; aaus within the subscription segment of the enitariant video market; operating margins;
liquidity; subscriber revenue; our pricing strateWD usage and shipments; the fading differerdiatof DVD; our content library
investments; future contractual obligations; in&gional expansion; and our stock-based compensexipanse for 2011These forward-
looking statements are subject to risks and unioéiga that could cause actual results and everdsffer materially from those included in
forward-looking statements. Factors that might eawrscontribute to such differences include, batrast limited to, those discussed in our
Annual Report on Form 10-K for the year ended Ddman31, 2010 filed with the Securities and Excha@genmission (“SEC”) on
February 18, 2011, in particular the risk factascdssed under the heading “Risk Factors” in Radtéin IA.

We assume no obligation to revise or publicly re¢eany revision to any forward-looking statemeptstained in this Quarterly Report
on Form 10-Q, unless required by law.

Overview

With more than 23 million subscribers as of Mardh 2011, we are the world’s leading Internet sup$on service for enjoying TV
shows and movies. Our subscribers can instantlghwatlimited TV shows and movies streamed ovelriternet to their TVs, computers ¢
mobile devices and, in the United States, subscrit@n also receive standard definition DVDs, dnairthigh definition successor, Blu-ray
discs (collectively referred to as “DVD"), deliverguickly to their homes.

Our core strategy is to grow our streaming subsoribusiness domestically and globally. We aretiooiously improving the customer
experience, with a focus on expanding our strearoémgent, enhancing our user interface and extgnalim streaming service to even more
Internet-connected devices, while staying withia parameters of our operating margin targets.

By continuously improving the customer experienvee believe we drive additional subscriber growtlhia following ways:

« Additional subscriber growth enables us to obtagrarcontent, which in turn drives more subscribvemgh.

» Additional subscriber growth leads to greater wofadnouth promotion of our service, which in turadis to more subscriber
growth at an increasingly ct-effective marketing spen

« Additional subscriber growth enables us to inveduirther improvements to our service offering, erhin turn leads to more
subscriber growtt

The following represents our consolidated perforoeamghlights for the three months ended March2®1,1, December 31, 2010 and
March 31, 2010:

Three Months Ended Change
December 31 o111 o111
March 31, March 31, VS. VS.
2011 2010 2010 Q1’10 Q4’10
(in thousands except per share data and percentages

Revenue! $718,55! $ 595,92: $493,66! 45.€% 20.6%
Operating incom: 102,24( 78,45 58,34: 75.2% 30.5%
Net income 60,23 47,09¢ 32,27 86.€% 27.%
Net income per shar- diluted $ 111 $ 0.817 $ 0.5¢ 88.1% 27.%
Total subscribers at end of peri 23,60( 20,01( 13,967 69.(% 17.%
Net subscriber additior 3,59( 3,071 1,69¢ 111.2% 16.7%

16



Table of Contents

In September 2010, we began international opermatigroffering an unlimited streaming plan withot{[Ds in Canada. As of March :
2011, our international segment had over 0.8 miliabscribers and had revenues of $12.3 millioneendperating loss of $10.7 million for
the three months ended March 31, 2011. Substanéiklbf our revenues, operating income and netrime are still generated in the United
States. We anticipate further international expamgito an additional market in the second haB@f1 and will manage our business going
forward with two distinct operating segments: Dotite@vhich includes the United States) and Inteomel.

We believe that DVD will be a fading differentiatgiven the explosive growth of streaming, and thatrder to prosper in streaming
must concentrate on having the best possible singeservice. As a result, we are beginning to tteatn separately in many ways. For
example, our signup page for norembers is focused on streaming. While DVD rerdadsstill a great business for us, and we are wugr&n
solutions to make sure DVD continues to be a pbfé business for us in the years ahead, we dbatietve it is core to the success of our
streaming business.

Results of Operations

The following table sets forth, for the periodsgaeted, the line items in our consolidated statésnafroperations as a percentage of
total revenues. The information contained in thmetdoelow should be read in conjunction with thasmidated financial statements, notes to
the consolidated financial statements and theaptof this Management’s Discussion and AnalysiBiofincial Condition and Results of
Operations.

Three Months Ended

March 31, December 31 March 31,
2010 2010 2010

Revenue: 100.(% 100.(% 100.(%
Cost of revenues

Subscriptior 52.5% 56.5% 52.6%

Fulfillment expense 8.5% 9.1% 9.6%

Total cost of revenue 61.(% 65.6% 62.2%

Operating expense

Technology and developme 7.1% 7.7% 7.€%

Marketing 14.5% 10.6% 15.2%

General and administrati 3.2% 3.C% 3.2%

Total operating expens 24.8% 21.2% 26.(%

Operating incom: 14.2% 13.1% 11.€%
Other income (expense

Interest expens (0.7% (0.89% (1.0%

Interest and other incon 0.2% 0.2% 0.2%
Income before income tax 13.7% 12.5% 11.C%
Provision for income taxe 5.2% 4.€% 4.5%
Net income 8.4% 7.% 6.5%

Revenues

We derive substantially all of our revenues fronmntiy subscription fees and recognize subscriptiM@nues ratably over each
subscriber’s monthly subscription period. We cutlsegenerate substantially all of our revenueshim nited States. In September 2010, we
began international operations by offering an uitéchstreaming plan without DVDs in Canada. Wea@péte further international expansion
in the second half of 2011.

We offer subscription plans in the United State$ @anada that allow our subscribers to instantlickvanlimited TV shows and
movies streamed over the Internet to their TVs, mat@rs and mobile devices. In the United Statespffes a variety of subscription plans
that, in addition to streaming, offer subscribek$3 by mail. The price per plan varies based omtimaber of DVDs that a subscriber may
have out at any given point. Customers electingssto high definition Blu-ray discs in additionstandard definition DVDs pay a surcharge
ranging from $1 to $4 per month for our most popplans.
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The following table presents our ending subscrbirmation:

As of
March 31, December 31 March 31,
2011 2010 2010
(in thousands, except percentages)

Free subscribel 1,522 1,742 34kt
As a percentage of total subscribers 6.4% 8.7% 2.5%

Paid subscriber 22,07¢ 18,26¢ 13,62:
As a percentage of total subscrib 93.6% 91.2% 97.5%

Total subscriber 23,60( 20,01( 13,96

(1) The 3.9 percentage point increase in free sillss as a percentage of total subscribers asaofiM31, 2011 as compared to March 31,
2010 is due to the expanded use of our one moeghtfial subscriptions over the previously used week free trials

Three months ended March 31, 2011 as compared to the three months ended March 31, 2010

Three Months Ended Change
March 31, March 31, Q1’11 vs.
2011 2010 Q1'10

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

Revenue: $ 718,55! $ 493,66! 45.€%
Domestic 706,27- 493,66! 43.1%
International 12,27¢ — —

Other domestic dat:

Average number of paying subscrib 19,67( 12,751 54.2%

Average monthly revenue per paying subscr $ 11.97 $ 129 (7.2%

The $224.9 million increase in our consolidatecerales was primarily a result of the 54.2% growtthindomestic average number of
paying subscribers arising from the continuous mapment to our customer experience which in turived consumer awareness of our
service benefits. This increase was partially affsea 7.2% decline in the domestic average momhgnue per paying subscriber to $11.97,
resulting from the continued growth of our loweicpd subscription plans. As of March 31, 2011, apjpnately 90% of our domestic
subscriber base has chosen either the unlimitedrsing plan without DVDs at $7.99 per month ora 2 DVD-out unlimited plan, which
are priced at $9.99 and $14.99 per month, respygtids of March 31, 2010 approximately 72% of domestic subscriber base had chosen
either the 1 or 2 DVD-out unlimited plan, as thdimited streaming plan was not introduced until teegber 2010.

Three months ended March 31, 2011 as compared to the three months ended December 31, 2010

Three Months Ended Change
March 31, December 31 Q1’11 vs.
2011 2010 Q4'10

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

Revenue: $ 718,55: $ 595,92 20.€%
Domestic 706,27: 592,30! 19.2%
International 12,27¢ 3,61% 239.5%

Other domestic dat:

Average number of paying subscrib 19,67( 16,89¢ 16.4%

Average monthly revenue per paying subscr $ 11.9i $ 11.6¢ 2.5%

The $122.6 million increase in our consolidateceraies was primarily a result of the 16.4% growtthendomestic average number of
paying subscribers. We believe this is due to tinuous improvement to our customer experiendeltwin turn, drives consumer
awareness of our service benefits available tongagubscribers. This increase was also attribwtesh increase in the domestic average
monthly revenue per paying subscriber due to apricrease that went into effect in January 20kdn&forward, we believe the domestic
average monthly revenue per paying subscribemrenirt back to a slight decline as streaming oelgdmes a larger part of the overall
subscriber mix.

Until the average price paid by our new subscréuiitions is equal to the average price paid bgtarg subscribers, our average
monthly revenue per paying subscriber will contitmelecline. We expect the lower priced plans tatiooie to grow as a percentage of our
subscriber base.

Cost of Revenues
Cost of Subscription
Cost of subscription revenues consists of experdated to the acquisition and licensing of contaatwell as content delivery co



related to providing streaming content and shipfwis to subscribers. Costs related to free-tralqals are allocated to marketing
expenses.
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Content acquisition and licensing expenses copsisiarily of amortization of streaming content lises, which may or may not be
recognized in streaming content library, amort@mawf DVD content library and revenue sharing exgesnWe obtain content through
streaming content license agreements, DVD direathases and DVD and streaming revenue sharingragree with studios, distributors
and other suppliers.

Content delivery expenses consist of the postages ¢0 mail DVDs to and from our paying subscrib#ie packaging and label costs
for the mailers and all costs associated with stieg content over the Internet. We utilize thirdtgacontent delivery networks to help us
efficiently stream content in high volume to oubscribers over the Internet.

Three months ended March 31, 2011 as compared to the three months ended March 31, 2010

Three Months Ended Change
Q111
March 31, March 31, VS.
2011 2010 Q1’10
(in thousands, except percentages)
Cost of Subscriptiol $376,99: $259,56( 45.2%
As a percentage of revent 52.5% 52.€%

The $117.4 million increase in cost of subscriptiemenues was due to the following factors:

» Content acquisition and licensing expenses inctebgeb110.5 million primarily attributable to liceing of streaming content,
partially offset by decreases in DVD content acifjois costs; ant

» Content delivery expenses increased $6.9 milliamarily due to an increase in costs associated stittaming content over the
Internet resulting from an increase in the totahber of hours of streaming content viewed by otnsstibers

Three months ended March 31, 2011 as compared to the three months ended December 31, 2010

Three Months Ended Change
December 31 o111
March 31, VS.
2011 2010 Q4’10
(in thousands, except percentages)
Cost of Subscriptiol $376,99: $ 336,75t 11.€%
As a percentage of revent 52.5% 56.5%

The $40.2 million increase in cost of subscriptiemenues was due to the following factors:

» Content acquisition and licensing expenses inctebge$29.8 million. This increase was primarilyrisgtitable to licensing of
streaming content, partially offset by decreasd3\id content acquisition costs; a

» Content delivery expenses increased $10.4 milliimarily due to a 5.6% increase in the number ofl3\mailed to paying
subscribers. The increase in the number of DVDdanavas driven by a 16.4% increase in the domestcage number of paying
subscribers, partially offset by a 9.3% declinenonthly DVD rentals per domestic average payingstiber primarily attributed
to the growing popularity of our lower priced plaarsd growth in streaming. In addition, content\dely expenses increased du
higher costs associated with streaming content tiweinternet resulting from an increase in thaltoumber of hours of streamii
content viewed by our subscribers. Streaming haresurrently growing faster than DVD hours andexpect DVD shipments
will be flat to declining in future period

Fulfillment Expenses

Fulfillment expenses represent those expensesrettur content processing including operating aatfisg our shipping centers as w
as receiving, encoding, inspecting and warehousimgontent library. Fulfillment expenses also irted operating and staffing our customer
service centers and credit card fees.

Three months ended March 31, 2011 as compared to the three months ended March 31, 2010

Three Months Ended Change
March 31, March 31, o111
vs.
2011 2010 Q1'10
(in thousands, except percentages)
Fulfillment expense $61,15¢ $47,60: 28.5%
As a percentage of revent 8.5% 9.€%
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The $13.6 million increase in fulfilment expensess due to the following:
» Credit card fees increased $8.7 million as a resfithe 45.6% growth in revenues; ¢

» Content processing and customer service expensesaged $4.9 million primarily due to a $4.0 millimcrease in personnel-
related costs resulting from salary increa

Three months ended March 31, 2011 as compared to the three months ended December 31, 2010

Three Months Ended Change
March 31, December 31 Qr11
vs.
2011 2010 Q4’10
(in thousands, except percentages)
Fulfillment expense $61,15¢ $ 54,03¢ 13.2%
As a percentage of revent 8.5% 9.1%

The $7.1 million increase in fulfillment expenseasnue to the following:
» Credit card fees increased $3.7 million as a resfithe 20.6% growth in revenues; ¢

» Content processing and customer service expensesased $3.4 million primarily due to a $3.1 millimcrease in personnel-
related costs resultirfrom salary increase

Gross Margin
Three Months Ended Change
March 31, March 31, Q1'11 vs.
2011 2010 Q1'10
(in thousands, except percentages and average molytigross
profit per paying subscriber)
Gross profit $ 280,40: $ 186,50: 50.2%
Gross margir 39.(% 37.8%
Three Months Ended Change
Q1’11 vs
March 31, December 31,
2011 2010 Q4'10
(in thousands, except percentages and average moltlyross
profit per paying subscriber)
Gross profit $ 280,40: $ 205,13 36.7%
Gross margir 39.(% 34.4%

Gross margin increased from the prior periods. Wlebe that income from operations is a more magfnlimeasure than gross profit
and gross margin for managing the business.

Technology and Devel opment

Technology and development expenses consist objpayrd related costs incurred in making improvetaga our service offering,
including testing, maintaining and modifying oueu#terface, our recommendation and merchandisicignology, as well as,
telecommunications systems and infrastructure dimer anternal-use software systems. Technologydawelopment expenses also include
costs associated with computer hardware and saffvaaid in 2010, included certain costs paid fodtpiarty Internet-based or “cloud”
computing services used in connection with our ress.
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Three months ended March 31, 2011 as compared to the three months ended March 31, 2010

Three Months Ended Change
March 31, March 31, o111
vs.
2011 2010 Q1'10
(in thousands, except percentages)
Technology and developme $50,90¢ $37,39¢ 36.1%
As a percentage of revent 7.1% 7.€%

The $13.5 million increase in technology and depelent expenses was primarily the result of an as®en personnel-related costs.
This increase in personnel-related costs is d@e3®% growth in headcount supporting continued awpments in our service coupled with a

$3.4 million increase in stock-based compensatqreese.

Three months ended March 31, 2011 as compared to the three months ended December 31, 2010

Three Months Ended Change
March 31, December 31 o111
vs.
2011 2010 Q4’10
(in thousands, except percentages)
Technology and developme $50,90¢ $ 45,95¢ 10.8%
As a percentage of revent 7.1% 7.7%

The $4.9 million increase in technology and develept expenses was primarily the result of an ireeea personnelelated costs. Th
increase in personnel-related costs is primarily ua 10% growth in headcount supporting contiricgatovements to our service coupled

with a $2.0 million increase in stock-based compéna expense.

Marketing

Marketing expenses consist primarily of advertisixgenses and also include payments made to dlimte® and consumer electronics
partners and payroll related expenses. Advertiskpgenses include promotional activities such &vigibn and online advertising as well as
allocated costs of revenues relating to free pélods. Payments to our affiliates and consuresntednics partners may be in the form of a

fixed-fee or may be a revenue sharing payment.

Three months ended March 31, 2011 as compared to the three months ended March 31, 2010

Three Months Ended Change
March 31, March 31, Q1’11 vs.
2011 2010 Q1'10

(in thousands, except percentages and subscriber
acquisition cost)

Marketing $ 104,25¢ $ 75,21¢ 38.6%
As a percentage of revent 14.5% 15.2%

Other domestic dat:

Gross subscriber additio 6,29¢ 3,49: 80.4%
Subscriber acquisition ca $ 14.3¢t $ 21.5¢ (33.9%
Churn 3.9% 3.8% 2.6%

The $29.0 million increase in marketing expenses pranarily attributable to a $25.1 million increas marketing program spending,
primarily from increased spending in television aadio advertising, coupled with an increase inanlime advertising and payments to our
affiliates. These increases were offset by a deer@apartner programs and inserts. Domestic sili@sa@cquisition cost decreased primarily

due to continued strong organic subscriber growth.

Three months ended March 31, 2011 as compared to the three months ended December 31, 2010

Three Months Ended Change
December 31 o111
March 31, VS.
2011 2010 Q4'10

(in thousands, except percentages and subscriber
acquisition cost)

Marketing $104,25¢ $ 62,84¢ 65.9%
As a percentage of revent 14.5% 10.€%

Other domestic dat:

Gross subscriber additio 6,29¢ 5,132 22.1%
Subscriber acquisition ca $ 14.3¢ $ 10.8i 32.2%

Churn 3.5% 3.7% 5.4%



The $41.4 million increase in marketing expenses pranarily attributable to a $39.8 million increas marketing program spending,
primarily from increased spending in online adwsénty) and payments to our affiliates, coupled wittréased spending in direct mail and
television advertising. Domestic subscriber acgjoisicost increased due to an increase in the rtingkprogram spending.
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General and Administrative

General and administrative expenses consist obfiayrd related expenses for executive and admatigé personnel, as well as
recruiting, professional fees and other genergl@@te expenses. General and administrative expeatse include the gain on disposal of
DVDs.

Three months ended March 31, 2011 as compared to the three months ended March 31, 2010

Three Months Ended Change
March 31, March 31, o111
Vs.
2011 2010 Q1'10
(in thousands, except percentages)
General and administratiy $22,99¢ $15,54( 48.(%
As a percentage of revent 3.2% 3.2%

The $7.5 million increase in general and adminiisteaexpenses was primarily attributable to anease of $4.4 million in personnel-
related, attributed to a $2.4 million increasetock-based compensation expense and a 19% indrebsadcount. Legal costs increased $1.1
million primarily resulting from ongoing litigatioof claims against us.

Three months ended March 31, 2011 as compared to the three months ended December 31, 2010

Three Months Ended Change
March 31, December 31 o1t
vs.
2011 2010 Q4’10
(in thousands, except percentages)
General and administrati $22,99¢ $ 17,87 28.71%
As a percentage of revent 3.2% 3.(%

The $5.1 million increase in general and administesexpenses was primarily attributable to aneéase in personnel-related costs of
$2.0 million, attributed to a $1.4 million increasestock-based compensation expense and a 4%aseie headcount. Legal costs increased
$1.5 million primarily resulting from ongoing litedion of claims against us.

I nterest Expense

Interest expense consists primarily of the inteoasbur 8.50% senior notes, including the amoiitradf debt issuance costs, as well as
the interest on our lease financing obligations.

Three months ended March 31, 2011 as compared to the three months ended March 31, 2010

Three Months Ended Change
March 31, March 31, o111
vs.
2011 2010 Q1’10
(in thousands, except percentages)
Interest expens $ 4,86t $ 4,95¢ 1.9%
As a percentage of revent 0.7% 1.C%

Interest expense was relatively flat as comparetegrior period.

Three months ended March 31, 2011 as compared to the three months ended December 31, 2010

Three Months Ended Change
March 31, December 31 o1t
vs.
2011 2010 Q4’10
(in thousands, except percentages)
Interest expens $ 4,865 $ 4,83 0.7%
As a percentage of revent 0.7% 0.8%

Interest expense was relatively flat as comparetegrior period.
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Income Taxes
Three months ended March 31, 2011 as compared to the three months ended March 31, 2010

Three Months Ended Change
March 31, March 31, o111
VS.
2011 2010 Q1’10
(in thousands, except percentages)
Provision for income taxe $38,007 $22,08¢ 72.1%
Effective tax rate 38.7% 40.€%

Our effective tax rate for the first quarter of 20&as 38.7% and differed from the federal statutatg due primarily to state taxes
which were partially offset by the Federal and foatiia R&D tax credits. The decrease in our effectiax rate was primarily attributable to
the reinstatement of the Federal R&D credit in Delser 2010 not reflected in the three months endartM31, 2010 and a lower effective
tax rate for California.

Three months ended March 31, 2011 as compared to the three months ended December 31, 2010

Three Months Ended Change
March 31, December 31 o111
vs.
2011 2010 Q4’10
(in thousands, except percentages)
Provision for income taxe $38,007 $ 27,46« 38.4%
Effective tax rate 38.1% 36.8%

The increase in our effective tax rate was prirgaaitributable to the retroactive reinstatemerthef Federal R&D credit resulting in all
of the R&D credit for 2010 being recorded in thertb quarter of 2010.

Liquidity and Capital Resources

Our primary source of liquidity has been cash gateel from operations. Additionally, in November 20@e issued $200 million of ol
8.50% senior notes due in 2017. Our primary useasi include payroll related expenses, shippingpatkaging expenses, marketing, our
stock repurchase programs, the acquisition anddiog of content, and capital expenditures rel&adgdformation technology and automation
equipment. We expect to continue to make substantiastments to obtain content, and in particebgpect to increase spending associated
with streaming content. These investments couldazhpur liquidity and in particular our operatirgsb flows.

Although we currently anticipate that cash flowsnfroperations, together with our available fund#,a@ntinue to be sufficient to meet
our cash needs for the foreseeable future, we agyine or choose to obtain additional financingr &hility to obtain additional financing
will depend on, among other things, our developnedfatrts, business plans, operating performancet@mdondition of the capital markets at
the time we seek financing.

On June 11, 2010, we announced that our Boardretiirs authorized a stock repurchase program mlpus to repurchase $300
million of our common stock through the end of 2042 of March 31, 2011, $132.0 million of this antization was remaining. The timing
and actual number of shares repurchased will dependrious factors, including price, corporate aggllatory requirements, debt covenant
requirements, alternative investment opportundied other market conditions.

The following table highlights selected measureswfliquidity and capital resources (in thousands)

Three Months Ended
December 31

March 31, March 31,
2011 2010 2010
Net cash provided by operating activit $116,32: $ 96,713 $ 77,20¢
Net cash used in investing activit| (73,675 (58,187 (40,82%
Net cash (used in) provided by financing activi (86,729 42,857 (90,747

Operating Activities

Cash provided by operating activities increased B88llion or 50.7% during the three months endeatdh 31, 2011 as compared to
the three months ended March 31, 2010, primariy/ thuan increase in cash received from subscrfbesubscription fees of $240.7 million,
resulting from a 54.2% increase in the domesticaye number of paying subscribers. This increasepaaially offset by increased
payments for content acquisition and licensing iothan DVD content library of $145.4 million, coepl with increased content delivery
expenses of $6.9 million primarily resulting frongher costs associated with delivering streamingent, increased payments for advertising
and to our affiliates of $9.5 million, increased/pal expenses of $15.1 million, increased fulfignt expenses of $13.6 million, and increased
income tax payments of $5.5 millic
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Cash provided by operating activities increased&t8llion or 20.3% during the three months endeat¢h 31, 2011 as compared to
the three months ended December 31, 2010, prinduiyto an increase in cash received from subgsrfbe subscription fees of $114.3
million, resulting from a 16.4% increase in the dmtic average number of paying subscribers. Thigase was partially offset by increased
payments for content acquisition and licensing othan DVD content library of $42.1 million, couplevith increased content delivery
expenses of $10.5 million primarily resulting frdnigher costs associated with delivering streamimgeased payments for advertising an
our affiliates of $22.1 million, increased payredpenses of $10.0 million and increased fulfilmexpenses of $7.1 million.

Investing Activities

During the three months ended March 31, 2011 agaosd to the three months ended March 31, 2018, wsed in investing activities
increased $32.9 million primarily due to a $19.2liomi decrease in the proceeds from the sales aidrnties of available-for-sale securities
coupled with a $16.3 million increase in the pusgwof available-for-sale securities. In additipurchases of property and equipment
increased $9.9 million due to purchases of aut@mauipment for our various shipping centers. €heereases in cash outflows were
partially offset by a $14.8 million decrease in @isifions of DVD content library, as more DVDs wexgtained through revenue sharing
agreements as compared to the same prior yeadperio

During the three months ended March 31, 2011 ageaoea to the three months ended December 31, 28%D,used in investing
activities increased $15.5 million primarily dueao $18.1 million increase in the purchases oflalbi-forsale securities coupled with a $
million decrease in the proceeds from the salesaadrities of available-for-sale securities. Thiggeeases in cash outflows were partially
offset by a $10.8 million decrease in acquisitioh®VD content library, as more DVDs were obtairetbugh revenue sharing agreement
compared to the same prior year period.

Financing Activities

During the three months ended March 31, 2011 ageosa to the three months ended March 31, 2018, wsed in financing activities
decreased $4.0 million primarily due to an $8.2iomilincrease in the excess tax benefits from stmaked compensation partially offset by a
$3.2 million decrease in proceeds from the issuafcemmon stock.

During the three months ended March 31, 2011 ageaosa to the three months ended December 31, 28%0,used in financing
activities increased $129.6 million primarily dwea $108.6 million increase in stock repurchasesgpled with an $11.9 million decrease in
the excess tax benefits from stock-based compensatid a $9.1 million decrease in proceeds fronisthigance of common stock.

Effect of Exchange Rates

Revenues in our International segment, as welbarwef the related expenses incurred in the Intienrmeal segment, are denominated in
the local currency. During the three months endedidi 31, 2011, the gains or losses on foreign exgdhn&ransactions and the effect of
exchange rate changes on cash and cash equivakergsmmaterial.

Free Cash Flow

We define free cash flow as cash provided by opgrand investing activities excluding the non-gtiemal cash flows from
purchases and sales of short-term investments.alievb free cash flow is an important liquidity mebecause it measures, during a given
period, the amount of cash generated that is dlaita repay debt obligations, make investmenfsnehase our stock, and for certain other
activities. Free cash flow is considered a non-GAisBncial measure and should not be consideréblation of, or as a substitute for, net
income, operating income, cash flow from operatntivities, or any other measure of financial perfance or liquidity presented in
accordance with GAAP. The following table recongiteet cash provided by operating activities, a GAidBncial measure, to free cash flow,
a non-GAAP financial measure:

Three Months Ended
December 31
March 31, March 31,
2011 2010 2010
(in thousands’

Non-GAAP free cash flow reconciliation:

Net cash provided by operating activit $ 116,32 $ 96,71 $$77,20!
Acquisition of DVD content libran (22,119 (32,909 (36,907)
Purchases of property and equipm (16,320 (14,43) (6,399
Other asset 1,41¢ 2,05¢ 3,68:

Non-GAAP free cash flow $ 79,30: $ 51,43 $ 37,59:
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In comparing free cash flow to net income, the megaurring differences are stock-based compensatipense, deferred revenue,
taxes, semi-annual interest payments on the No@santent acquisition and licensing. Because aoessi use credit cards to buy from us,
our receivables from customers settle quickly agféiied revenue is a source of cash flow. For stieg content, we typically enter into
multi-year licenses with studios and other distributbed tay result in an increase in content librany arrorresponding increase in liabilit
in the consolidated balance sheet.

Free cash flow for the three months ended Marct2@11 as compared to March 31, 2010 increased $dillign primarily due to
increased net income of $28.0 million, increasedisbased compensation expense of $6.8 milliomeased deferred revenue of $15.9
million and decreased tax prepayments of $10.GanillThis was partially offset by an increase icess streaming and DVD content
payments over expenses of $20.1 million. Paymemtsdntent increased $130.6 million while contergenses increased $110.5 million.

Free cash flow for the three months ended Marct2@11 as compared to December 31, 2010 increaseé B2llion primarily due to
increased net income of $13.1 million, increasedksbased compensation expense of $4.0 million, deedet@x prepayments of $9.7 millii
and decreased interest payments of $8.5 milliors Whas partially offset by decreased deferred regenf $8.3 million, coupled with an
increase in excess streaming and DVD content patimoser expenses of $1.5 million. Payments foreonincreased $31.3 million while
content expenses increased $29.8 million.

Contractual Obligations

For the purposes of this table, contractual ohilget for purchases of goods or services are defiseajreements that are enforceable
and legally binding and that specify all signifitéerms, including: fixed or minimum quantitieskie purchased; fixed, minimum or variable
price provisions; and the approximate timing of ttamsaction. The expected timing of payment ofabkgations discussed above is
estimated based on information available to us &aoch 31, 2011. Timing of payments and actual ante paid may be different depending
on the time of receipt of goods or services or gearto agreed-upon amounts for some obligations fdllowing table summarizes our
contractual obligations at March 31, 2011:

Payments due by Period

More
Less than than
Contractual obligations (in thousands): Total 1 year(3) 1-3 years 3-5 years 5 years
8.50% senior note $ 319,00 $ 17,000 $ 34,000 $ 34,000 $234,00(
Operating lease obligatiol 52,41« 14,13: 22,57« 11,56¢ 4,14:
Lease financing obligations ( 22,31 4,12¢ 6,90z 5,88¢ 5,39¢
Content obligations (2 1,843,94. 642,89¢ 800,61 392,58 7,84%
Other purchase obligatiol 155,27( 76,35: 74,54 4,37¢ —
Total $2,392,93'  $754,51. $938,63¢ $448,41( $251,38(

(1) Represents the lease financing obligations fol@srGatos, California headquarte

(2) Content obligations include agreements to aegamd license content that represent long-terniliti@s or that are not reflected on the
consolidated balance sheets. For those agreeméhtgaxiable terms, we do not estimate what thal tobligation may be beyond any
minimum quantities and/ or pricing as of the rejpgrdate. For those agreements that include rengrgalsions that are solely at the
option of the content provider, we include the cdtrmants associated with the renewal period to #terg such commitments are fixed
or a minimum amount is specified. For these regdbesamounts presented in the table may not pecwickliable indicator of our
expected future cash outflon

We have entered into certain license agreementsnitiade an unspecified or a maximum number &ddithat we may or may not
receive in the future and/or that include pricimgtingent upon certain variables, such as domtrstitrical exhibition receipts for the
title. As of the reporting date, it is unknown wiet we will receive access to these titles or vithatultimate price per title will be.
Accordingly such amounts are not reflected in theva contractual obligations table. However, sutloants are expected to be
significant and the expected timing of paymentsifi@se commitments could range from one year t@rt@n five years.

(3) For purposes of this table, less than one year doeisiclude liabilities which are reflected on tmnsolidated balance shee

As of March 31, 2011, we had gross unrecognizedb¢aefits of $22.6 million and an additional $2.0lion for gross interest and
penalties classified as non-current liabilitieshia consolidated balance sheet. At this time, wenat able to make a reasonably reliable
estimate of the timing of payments in individuaby® due to uncertainties in the timing of tax aondiicomes; therefore, such amounts are not
included in the above contractual obligation table.
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Off-Balance Sheet Arrangements

As part of our ongoing business, we do not engagensactions that generate relationships wittonsalidated entities or financial
partnerships, such as entities often referred girastured finance or special purpose entitiesofdingly, our operating results, financial
condition and cash flows are not subject to offabak sheet risks.

Indemnification

The information set forth under Note 9 in the ndtethe consolidated financial statements undecépdion “Indemnification” is
incorporated herein by reference.

Critical Accounting Policies and Estimates

The preparation of consolidated financial statesi@ntonformity with accounting principles geneyakccepted in the United States
requires management to make estimates and assas et affect the reported amounts of assetsiabitities, disclosures of contingent
assets and liabilities at the date of the finanstalements, and the reported amounts of revemaesxpenses during the reported periods.
SEC has defined a company’s critical accountingcpms as the ones that are most important to tiegyal of a company’s financial
condition and results of operations, and which @@ company to make its most difficult and sutiyecjudgments. Based on this definition,
we have identified the critical accounting policges] judgments addressed below. We base our estiroathistorical experience and on
various other assumptions that we believe to bgoreble under the circumstances. Actual resultsdiffer from these estimates.

Content Accounting

We obtain content through streaming content licemgeements, DVD direct purchases and DVD andrsirgarevenue sharing
agreements with studios, distributors and othepkens.

We obtain content distribution rights in order teeam TV shows and movies to subscribers’ TVs, aaens and mobile devices.
Streaming content is generally licensed for a fiksglfor the term of the license agreement whicly hreve multiple windows of availability.
The license agreement may or may not be recogitizeshtent library.

When the streaming license fee is known or readgrierminable for a specific title and the spieditle is first available for
streaming to subscribers, the title is recognizethe consolidated balance sheets as current dditieny for the portion available for
streaming within one year and as non-current catitaary for the remaining portion. New titles cgmized in the content library are
classified in the line item “Acquisition of streamgi content library” within net cash provided by ogteng activities in the consolidated
statements of cash flows. We amortize the conierarly on a straight-line basis over each titleindow of availability. The amortization is
classified in “Cost of revenues - Subscription'thie consolidated statements of operations anckitirtb item “Amortization of content
library” within net cash provided by operating aites in the consolidated statements of cash fldwes the titles recognized in content
library, the license fees due but not paid aresdfi@sl on the consolidated balance sheets as “Adsquayable’for the amounts due within o
year and a“Other non-current liabilities” for the amounts doeyond one year. Changes in these liabilitieckssified in the line items
“Accounts payable” and “Other assets and liabaitieithin net cash provided by operating activitieshe consolidated statement of cash
flows. We record the streaming content library esaad their related liability on our consolidatedance sheet at the gross amount of the
liability. Commitments for the titles not yet a\adille for streaming are not yet recognized in theeat library and are included in Note 9 to
the consolidated financial statements.

When the streaming license fee is not known oraealsly determinable for a specific title, the titlees not meet the criteria for
recognition in the content library. The license ifea@ot known or reasonably determinable for a igetitle in fixed fee license agreements
that do not specify the number of titles, the Ieeifee per title and the windows of availability fite. Over the term of these agreements, we
typically make periodic fixed prepayments that @esssified in prepaid content on the consolidatditice sheets. We amortize the license
fees on a straight-line basis over the term of diaehse agreement. The amortization is classifietbst of subscription in the consolidated
statements of operations and in the line item ‘iNedme” within net cash provided by operating &ti#g in the consolidated statements of
cash flows. Changes in prepaid content are clasglsifithin net cash provided by operating activitiethe line item “Prepaid content” in the
consolidated statements of cash flows. Commitnfentscenses that do not meet the criteria for gggtion in the content library are includ
in Note 9 to the consolidated financial statements.
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We acquire DVD content for the purpose of rentinghscontent to our subscribers and earning suligmripental revenues, and, as
such, we consider our direct purchase DVD librarpé a productive asset. Accordingly, we classify®VD library as a norcurrent asset ¢
the consolidated balance sheets. The acquisiti@V@¥ content library, net of changes in relatedbilities, is classified in the line item
“Acquisition of DVD content library” within cash edl in investing activities in the consolidated eia¢nts of cash flows because the DVD
content library is considered a productive asst#tefOcompanies in the in-home entertainment videastry classify these cash flows as
operating activities. We amortize our direct pussh®VDs, less estimated salvage value, on a “suthesfnonths” accelerated basis over
their estimated useful lives. The useful life of thew release DVDs and back-catalog DVDs is estichit be one year and three years,
respectively. In estimating the useful life of @VDs, we consider historical utilization patterpsimarily the number of times a DVD title is
shipped to subscribers in a given period, as veefiraestimate for lost or damaged DVDs. The araiitia of the DVD content library is
classified in cost of subscription in the consdidbstatement of operations and in the line itermbitization of content library” within net
cash provided by operating activities in the coiasdéd statements of cash flows.

We also obtain DVD and streaming content througlemee sharing agreements with studios and distibuRevenue sharing
obligations incurred based on utilization are dfassin cost of subscription in the consolidat¢éatements of operations and in the line item
“Net income” within net cash provided by operatangivities in the consolidated statements of céshd. The terms of some revenue sharing
agreements obligate us to make a low initial payrf@mcertain titles, representing a minimum coatwal obligation under the agreement.
The low initial payment is in exchange for a comment to share a percentage of our subscriptiomreseor to pay a fee, based on
utilization, for a defined period of time, or thiget term, which typically ranges from six to twelmonths for each title. The initial payment
may be in the form of an upfront non-refundablemamt. This payment is capitalized in the contdoriliy in accordance with our DVD and
streaming content policies as applicable. Theahgtayment may also be in the form of a prepayroéfiture revenue sharing obligations
which is classified as prepaid content. This payinmamortized as revenue sharing obligationsrarerred. Under the revenue sharing
agreements for our DVD library, at the end of itle term, we generally have the option of retugnihe DVDs to the studio, destroying the
DVDs or purchasing the DVDs. In most cases, welmse the DVDs when we have the ability to do sds €hd of term buy-out is also
included in DVD library at the time of purchase.

Stock-Based Compensation

Stock-based compensation cost at the grant datesisd on the total number of options granted aresamate of the fair value of the
awards expected to vest and is recognized as expatably over the requisite service period, wlicthe vesting period.

We calculate the fair value of new stock-based eamsption awards under our stock option plans usiagticebinomial model. We us
a Black-Scholes model to determine the fair valuenaployee stock purchase plan shares. These madglge the input of highly subjective
assumptions, including price volatility of the ungieng stock. Changes in the subjective input agsions can materially affect the estimate
of fair value of options granted and our resultgpérations could be impacted.

»  Expected Volatility: Our computation of expected volatility is basedadniend of historical volatility of our common skoand
implied volatility of tradable forward call optioris purchase shares of our common stock. Our aectsiincorporate implied
volatility was based on our assessment that impladdtility of publicly traded options in our commatock is more reflective of
market conditions and, therefore, can reasonabBxpected to be a better indicator of expectedtiityethan historical volatility
of our common stock. We include the historical tititst in our computation due to low trade volumiowr tradable forward call
options in certain periods thereby precluding sel@nce on implied volatility. An increase of 10four computation of expect:
volatility would increase the total stc-based compensation expense by approximately $0idgm

»  Suboptimal Exercise Factor: Our computation of the suboptimal exercise facddydased on historical option exercise behavior anc
the terms and vesting periods of the options gohatel is determined for both executives and norwgkees. An increase in the
suboptimal exercise factor of 10% would increasetttial stoc-based compensation expense by approximately $0ibmm

Income Taxes

We record a provision for income taxes for the@ptited tax consequences of our reported resutiperiations using the asset and
liability method. Deferred income taxes are recagdiby applying enacted statutory tax rates tedifices between the financial statement
carrying amounts of existing assets and liabiliied their respective tax bases, as well as neatipg loss and tax credit carryforwards. The
effect on deferred tax assets and liabilities change in tax rates is recognized in income irpréod that includes the enactment date. The
measurement of deferred tax assets is reduceécdéssary, by a valuation allowance for any tax fitsrfer which future realization is
uncertain.

Although we believe our assumptions, judgmentsesiinates are reasonable, changes in tax lawsr éntegpretation of tax laws and
the resolution of any tax audits could significgnthpact the amounts provided for income taxesuinamnsolidated financial statements.
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In evaluating our ability to recover our deferred aissets, in full or in part, we consider all &alale positive and negative evidence,
including our past operating results, and our fastof future earnings, future taxable income andignt and feasible tax planning strategies.
The assumptions utilized in determining future tA&ancome require significant judgment and arestgignt with the plans and estimates we
are using to manage the underlying businessesalaperating results in future years could diff@nfi our current assumptions, judgments
and estimates. However, we believe that it is nlikedy than not that substantially all deferred &ssets recorded on our balance sheet will
ultimately be realized. In the event we were teedeuine that we would not be able to realize appant of our net deferred tax assets in the
future, an adjustment to the deferred tax assetsdame charged to earnings in the period in whiehmake such determination.

We did not recognize certain tax benefits from utaie tax positions within the provision for incortexes. We may recognize a tax
benefit only if it is more likely than not the tawsition will be sustained on examination by thertg authorities, based on the technical
merits of the position. The tax benefits recognizethe financial statements from such positiorestaen measured based on the largest
benefit that has a greater than 50% likelihoodedfd realized upon settlement. At March 31, 201t ,estimated gross unrecognized tax
benefits were $22.6 million of which $18.5 milliahrecognized, would favorably impact our futu@®ings. Due to uncertainties in any tax
audit outcome, our estimates of the ultimate gattlet of our unrecognized tax positions may chamgktiae actual tax benefits may differ
significantly from the estimates. See Note 8 todbmsolidated financial statements for further infation regarding income taxes.

28



Table of Contents

ltem 3. Quantitative and Qualitative Disclosures About Market Risk

For financial market risks related to changes tarigst rates, reference is made to Item 7A “Quatnté and Qualitative Disclosures
About Market Risk” contained in Part Il of our AreduReport on Form 10-K for the year ended Decer3thie2010. Our exposure to market
risk has not changed significantly since Decemle2810.

ltem 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our Cligécutive Officer and Chief Financial Officer, &vated the effectiveness of our
disclosure controls and procedures (as defineduiadRL3a-15(e) and 15d-15(e) under the Securitiekdhge Act of 1934, as amended) as of
the end of the period covered by this Quarterlydrepn Form 10-Q. Based on that evaluation, oueCEkecutive Officer and Chief
Financial Officer concluded that our disclosureteools and procedures as of the end of the periwdrea by this Quarterly Report on Form
10-Q were effective in providing reasonable assurdinaeinformation required to be disclosed by ueeiports that we file or submit under
Securities Exchange Act of 1934, as amended, ie€rded, processed, summarized and reportedwtithitime periods specified in the
Securities and Exchange Commission’s rules ands@ma (ii) accumulated and communicated to our gpamant, including our Chief
Executive Officer and Chief Financial Officer, ggpeopriate, to allow timely decisions regardinguiegd disclosure.

Our management, including our Chief Executive @ifiand Chief Financial Officer, does not expect tha disclosure controls and
procedures or our internal controls will prevemteator and all fraud. A control system, no mattew well conceived and operated, can
provide only reasonable, not absolute, assuraratédttb objectives of the control system are metthen, the design of a control system must
reflect the fact that there are resource constaartd the benefits of controls must be considegkadive to their costs. Because of the inherent
limitations in all control systems, no evaluatidrcontrols can provide absolute assurance thaballrol issues and instances of fraud, if any,
within Netflix have been detected.

Changesin Internal Control Over Financial Reporting

There were no changes in our internal control éwancial reporting that occurred during the quaeteded March 31, 2011 that have
materially affected, or are reasonably likely tatenally affect, our internal control over finantraporting.
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PART Il. OTHER INFORMATION

Item 1. Legal Proceedings

The information set forth under Note 9 in the ndtethe consolidated financial statements undecé#pdion “Litigation” is incorporated
herein by reference.

Item 1A. Risk Factors

There have been no material changes from risk faet® previously disclosed under the heading “Raétors” in the Company’s
Annual Report on Form 10-K for the year ended Ddwemn31, 2010.

Item 2. Unregistered Sales of Equity Securities and Use Bfoceeds
Stock repurchases during the three months endedh\Vidr, 2011 were as follows:

Total Number of

Shares Maximum Dollar Value
Total Number of Average Price Pur}gggsngd as
Publicly that
Shares Paid per Announced May Yet Be Purchasec
Period Purchased Share Programs Under the Program (1)
January 1, 2011 — January 31,
2011 — $ — — $ 240,635,67
February 1, 2011 — February 28,
2011 211,60( 223.9: 211,60( 193,257,30
March 1, 201 March 31, 201: 290,24 211.0¢ 290,24 131,996,71
Total 501,84 $ 216.4¢ 501,84 131,996,71

(1) OnJune 11, 2010, the Company announced thBbiard of Directors authorized a stock repurclpdese that enables the Company to
repurchase up to $300 million of its common stdolktigh the end of 2012. The timing and actual nurobshares repurchased will
depend on various factors including price, corpoeatd regulatory requirements, debt covenant reogints, alternative investment
opportunities and other market conditio
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Item 6. Exhibits
(a) Exhibits:
Exhibit Filed
Number Exhibit Description Incorporated by Reference Herewith
Form File No. Exhibit Filing Date
3.1 Amended and Restated Certificate of Incorpora 10-Q 00C-4980z 3.1 August 2, 200«
3.2  Amended and Restated Byla 8-K 00C-4980z 3.1 March 20, 200¢
3.3 Certificate of Amendment to the Amended and Redtate
Certificate of Incorporatiol 10-Q 00C-4980z 3.3 August 2, 200«
4.1 Form of Common Stock Certifica S-1/A 33:8387¢ 4.1 April 16, 2002
4.2 Indenture, dated November 6, 2009, among Netftig,, Ithe
guarantors from time to time party thereto and ¥EHrgo Bank,
Nation Association, relating to the 8.50% Seniotd$adue 2017 8-K 00C-4980z 4.1  November 9, 200
10.1t Form of Indemnification Agreement entered into hg tegistrant
with each of its executive officers and direct S-1/A 3338387¢ 10.1 March 20, 200:
10.2t 2002 Employee Stock Purchase F Def 14~ 00(C-49802 A April 8, 2010
10.3t Amended and Restated 1997 Stock | S-1/A 3338387¢ 10.3 May 16, 200z
10.4t Amended and Restated 2002 Stock F Def 14~ 00(-49802 A March 31, 200¢
10.5 Amended and Restated Stockhol’ Rights Agreemer S 33:3-8387¢ 105 March 6, 200z
10.8t Description of Director Equity Compensation P 8-K 00C-4980z 99.1 June 16, 201
10.9t Description of Director Equity Compensation P 8-K 00C-4980z 10.1 December 28, 20(
10.100 Amended and Restated Executive Severance and Retent
Incentive Plar 10-Q 00C-4980z 10.1C May 5, 200¢
31.1 Certification of Chief Executive Officer Pursuant$ection 302 ¢
the Sarban«Oxley Act of 200z X
31.2  Certification of Chief Financial Officer Pursuant$ection 302 of
the Sarban«Oxley Act of 200z X
32.1* Certifications of Chief Executive Officer and Chighancial
Officer Pursuant to Section 906 of the SarbanesleyOAct of
2002 X
101  The following financial information from Netflixnic.’s Quarterly
Report on Form 10-Q for the quarter ended Marct281. filed
with the SEC on April 27, 2011, formatted in XBRicludes: (i)
Consolidated Statements of Operations for the Thieeths
Ended March 31, 2011 and 2010, (ii) ConsolidateldiBa Sheets
as of March 31, 2011 and December 31, 2010, (angolidated
Statements of Cash Flows for the Three Months Eiimath 31,
2011 and 2010 and (iv) the Notes to Consolidatedrial
Statements, tagged as blocks of t X

*  These certifications are not deemed filed by $€C and are not to be incorporated by referenaayrfiling we make under the

Securities Act of 1933 or the Securities Exchangedk 1934, irrespective of any general incorparatanguage in any filing:

t  Indicates a management contract or compensatony
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SIGNATURES

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

N ETFLIX, | NC.

Dated: April 27, 2011 By: /s REEDH ASTINGS
Reed Hastings
Chief Executive Officer
(Principal executive officer)

Dated: April 27, 2011 By: /'s/ _David Wells
David Wells
Chief Financial Officer
(Principal financial and accounting officer)
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EXHIBIT INDEX
Exhibit Filed
Number Exhibit Description Incorporated by Reference Herewith
Form File No. Exhibit Filing Date
3.1 Amended and Restated Certificate of Incorpora 16-Q 00C-4980z 3.1 August 2, 200«
3.2 Amended and Restated Byla 8-K  00(-4980z 3.1 March 20, 200¢
3.3 Certificate of Amendment to the Amended and Redt@rtificate of
Incorporation 16-Q 00C-4980z 3.3 August 2, 200«
4.1 Form of Common Stock Certifica S-1/A 33383878 4.1 April 16, 2002
4.2 Indenture, dated November 6, 2009, among Netftig,,Ithe guarantors
from time to time party thereto and Wells Fargo Baxation
Association, relating to the 8.50% Senior Notes 200&7. 8-K  00C-49802 4.1 November 9, 200
10.1t Form of Indemnification Agreement entered into by tegistrant with
each of its executive officers and direct S-1/A  33:-8387¢ 10.1  March 20, 200:
10.2t 2002 Employee Stock Purchase F Def 14A 00C-49802 A April 8, 2010
10.3t Amended and Restated 1997 Stock F S-1/A  33:-8387¢ 10.3 May 16, 200z
10.41t Amended and Restated 2002 Stock F Def 14A 00C-49802 A March 31, 200t
10.5 Amended and Restated Stockhol’ Rights Agreemer S-1  33z8387¢ 10.5 March 6, 200z
10.8t Description of Director Equity Compensation P 8-K  00(-49802 99.1 June 16, 201
10.9t Description of Director Equity Compensation P 8-K  00(-49802 10.1 December 28, 20(
10.101 Amended and Restated Executive Severance and Retémtentive
Plan 10-Q 00C-49802 10.1C May 5, 200¢
31.1 Certification of Chief Executive Officer Pursuant$ection 302 of the
Sarbane-Oxley Act of 2002 X
31.2 Certification of Chief Financial Officer Pursuant$ection 302 of the
Sarbane-Oxley Act of 200z X
32.1* Certifications of Chief Executive Officer and Chighancial Officer
Pursuant to Section 906 of the Sarb-Oxley Act of 200z X
101  The following financial information from Netflixnic.’s Quarterly
Report on Form 10-Q for the quarter ended Marc281. filed with
the SEC on April 27, 2011, formatted in XBRL incagd (i)
Consolidated Statements of Operations for the Thteeths Ended
March 31, 2011 and 2010, (ii) Consolidated BalaBbeets as of March
31, 2011 and December 31, 2010, (iii) Consolid&sdements of Cash
Flows for the Three Months Ended March 31, 20112061D and
(iv) the Notes to the Consolidated Financial Staets, tagged as bloc
of text. X

*  These certifications are not deemed filed by $teC and are not to be incorporated by referenaayrfiling we make under the

Securities Act of 1933 or the Securities Exchangedk 1934, irrespective of any general incorparatanguage in any filing:

t  Indicates a management contract or compensatony

33



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 Quarterly Report on FormQLOf Netflix, Inc.;

2. Based on my knowledge, this report does notaiorminy untrue statement of a material fact or dmn#ttate a material fact necessal
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,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, amngtfe@ 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 @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and we have

a) designed such disclosure controls and procedoresiused such disclosure controls and procedotes designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidh&ubsidiaries, is made known to us by others
within those entities, particularly during the petin which this report is being prepared,;

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

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

d) disclosed in this report any change in the tegig's internal control over financial reportirftat occurred during the registrat’
most recent fiscal quarter (the registrant’s fotdigbal quarter in the case of an annual repod) tias materially affected, or is reasonably
likely to materially affect, the registrant’s intel control over financial reporting; and

5. The registrant’s other certifying officer andve disclosed, based on our most recent evaluatimternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors p@rsons performing the equivalent function):

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

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

Dated: April 27, 2011 By: /sl __REEDH ASTINGS

Reed Hastings
Chief Executive Officer




Exhibit 31.2

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

I, David Wells, certify that:
1. | have reviewed this Quarterly Report on FormQLEf Netflix, Inc.;

2. Based on my knowledge, this report does notaiorminy untrue statement of a material fact or dmn#ttate a material fact necessal
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,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, amngtfe@ 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 @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and we have

a) designed such disclosure controls and procedoresiused such disclosure controls and procedotes designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidh&ubsidiaries, is made known to us by others
within those entities, particularly during the petin which this report is being prepared,;

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

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

d) disclosed in this report any change in the tegig's internal control over financial reportirftat occurred during the registrat’
most recent fiscal quarter (the registrant’s fotdigbal quarter in the case of an annual repod) tias materially affected, or is reasonably
likely to materially affect, the registrant’s intel control over financial reporting; and

5. The registrant’s other certifying officer andve disclosed, based on our most recent evaluatimternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors p@rsons performing the equivalent function):

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

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

Dated: April 27, 2011 By: /s/ _David Wells
David Wells
Chief Financial Officer




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.GtiSa 1350, as adopted pursuant to Section 90B6eoSarbane®xley Act of 2002, the
the Quarterly Report on Form 10-Q of Netflix, Ifiar the quarter ended March 31, 2011 fully compligth the requirements of Section 13(a)
or 15(d) of the Securities Exchange Act of 1934 tirad information contained in such report fairhggents, in all material respects, the
financial condition and results of operations otfhile Inc.

Dated: April 27, 2011 By: /s/ ReeDH A sTINGS

Reed Hastings
Chief Executive Officer

I, David Wells, certify, pursuant to 18 U.S.C. Sect1350, as adopted pursuant to Section 906 db#nbanes-Oxley Act of 2002, that
the Quarterly Report on Form 10-Q of Netflix, Ifiar the quarter ended March 31, 2011 fully compligth the requirements of Section 13(a)
or 15(d) of the Securities Exchange Act of 1934 tirad information contained in such report fairhggents, in all material respects, the
financial condition and results of operations otfhilg Inc.

Dated: April 27, 2011 By: s/ _David Wells

David Wells
Chief Financial Officer




