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Netflix, Inc.

Condensed Consolidated Statements of Operations

(unaudited)

(in thousands, except per share data)

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

Net income per shar
Basic
Diluted
Weighted average common shares outstant
Basic
Diluted

* Stock-based compensation included in expense line iterr

Fulfillment expense
Technology and developme
Marketing

General and administratiy

Three Months Ended

Six Months Ended

June 30, June 30, June 30, June 30,
2008 2007 2008 2007
$337,61: $303,69: $663,79° $609,01:
193,76 166,83t 380,92¢ 332,02
36,31¢ 29,85¢ 71,96 59,63¢
230,08 196,69: 452 ,89: 391,66¢
107,52° 107,00( 210,90¢ 217,34¢
22,18¢ 18,80: 42,45 34,41¢
39,98¢ 45,23¢ 94,87¢ 117,35¢
13,41¢ 13,81¢ 27,15¢ 25,971

(2,269) (2,287) (3,096 (3,190
— (7,000 — (7,000)
73,32¢ 68,57/ 161,39 167,55«
34,20: 38,42¢ 49,511 49,79¢
(681) (29¢) (1,104 (597)
2,404 4,972 10,06¢ 10,322
35,92 43,10( 58,471 59,51¢
9,34¢ 17,60¢ 18,54¢ 24,24¢

$ 26,57¢ § 25,49« $ 39,92 $ 35,27(
$ 04 $ 037 $ 064 $ 0.5z
$ 04z $ 03¢ $ 06z $ 0.5C
61,78: 68,03! 62,26 68,36(
63,851 69,89: 64,34 70,27¢

$ 106 % 82 $ 214 % 22¢
84¢ 831 1,84t 1,58¢

45k 521 964 1,052
1,49: 1,38¢ 3,012 2,752

See accompanying notes to the condensed consadlifiaéecial statements.
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Assets
Current asset:
Cash and cash equivalel
Shor-term investment
Prepaid expenst
Prepaid revenue sharing expen
Deferred tax asse
Other current asse
Total current asse
Content library, ne
Property and equipment, r
Deferred tax asse
Other asset

Total asset

Liabilities and Stockholders’ Equity
Current liabilities:

Accounts payabl

Accrued expense

Netflix, Inc.

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

Current portion lease financing obligatic

Deferred revenu
Total current liabilities

Lease financing obligations, excluding current joor

Other liabilities
Total liabilities
Stockholder equity:

Common stock, $0.001 par value; 160,000,000 steartwrized at June 30, 2008 ¢

December 31, 2007; 61,910,603 and 64,912,915 issu@dutstanding at June 30, 2008 and December

31, 2007, respectivel
Additional paic-in capital

Accumulated other comprehensive (loss) incc

Retained earning
Total stockholder equity

Total liabilities and stockholde’ equity

See accompanying notes to the condensed consadlifliaéecial statements.
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As of

June 30, December 31

2008 2007
$144,28¢ $ 177,43¢
169,17¢ 207,70:
7,631 6,11¢
14,86 6,98:
3,33¢ 2,25¢
19,85¢ 16,03°
359,15 416,53
126,92¢ 132,45}
129,55 113,17!
19,62 16,86¢
10,76 4,46¢
$646,02: $ 683,49.
$109,00( $ 104,44!
27,46: 36,46¢
1,02¢ 82¢
67,88¢ 71,66¢
205,37" 213,39¢
38,58: 35,65:
12,60: 4,62¢
256,56 253,68l
62 65
324,86! 402,71(
(814) 1,611
65,34¢ 25,42¢
389,46: 429,81:
$646,02: $ 683,49.
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Netflix, Inc.

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

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2008 2007 2008 2007
Cash flows from operating activities:
Net income $ 26,57¢ $ 2549 $ 39,92¢ $ 35,27(
Adjustments to reconcile net income to net cashigeal by operating activitie:
Depreciation and amortization of property, equiptreard intangible: 8,18¢ 5,31¢ 14,77 10,11:
Amortization of content librar 57,01: 50,98t 114,58: 100,42
Amortization of discounts and premiums on investta 177 11 31¢€ (72)
Stoclk-based compensation expel 2,90t 2,81¢ 6,03t 5,621
Excess tax benefits from st-based compensatic (2,554 (12,019 (3,379 (16,099
(Loss) gain on sale of sh-term investment 78 47) (4,242) (1949
Gain on disposal of DVD (4,059 (5,197 (6,657) (7,799
Deferred taxe (2,502 (563) (3,36)) (877)
Changes in operating assets and liabilit
Prepaid expenses and other current a: (10,659 5,66( (8,097) (4,60€)
Accounts payabl 9,12¢ (17,839 7,92¢ (6,435
Accrued expense (24,55 14,24+ (6,724 21,94:
Deferred revenu (489) (3,712 (3,779 (9,15€)
Other assets and liabilitit 8,89¢ 74 8,68¢ 212
Net cash provided by operating activit 78,14¢ 65,234 156,01 128,35¢
Cash flows from investing activities:
Purchases of shi-term investment (65,937)  (53,90¢) (157,89) (318,14)
Proceeds from sale of sh-term investment 21,68: 28,69: 197,00: 124,11!
Purchases of property and equipm (14,662) (8,96¢) (27,099 (26,98))
Acquisition of intangible ass: (2,000 — (2,000
Acquisitions of content librar (55,17 (57,359 (120,299 (125,899
Proceeds from sale of DVL 5,37¢ 7,37(C 9,88¢ 12,99¢
Investment in busines — — (6,000 —
Other asset 20 267 28 164
Net cash used in investing activiti (109,69:) (83,89 (105,367 (333,740
Cash flows from financing activities:
Principal payments of lease financing obligati (230) (97) (352) (192)
Proceeds from issuance of common si 4,52¢ 2,681 13,06¢ 3,441
Excess tax benefits from st-based compensatic 2,55¢ 12,01¢ 3,37¢ 16,09«
Repurchases of common stc — (30,215 (99,885 (30,219
Net cash provided by (used in) financing activi 6,84¢ (15,619 (83,797 (10,866
Net decrease in cash and cash equiva (24,700 (34,276 (33,150 (216,249
Cash and cash equivalents, beginning of pe 168,98 218,45t 177,43¢ 400,43(
Cash and cash equivalents, end of pe $144,28¢ $184,18: $ 144,28¢ $ 184,18:

See accompanying notes to the condensed consadlifiaéacial statements.
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Netflix, Inc.
Notes to Condensed Consolidated Financial Statement

1. Basis of Presentation and Summary of SignificarAccounting Policies
The accompanying condensed consolidated interian€ial statements of Netflix, Inc. and its whollyreed subsidiary (the “Company”)

have been prepared in conformity with accountiriggiples generally accepted in the United States$%*") and are consistent in all material
respects with those applied in the Company’s AnRegdort on Form 10-K for the year ended DecembgePBQ7. The preparation of
condensed consolidated financial statements inoconfy with U.S. generally accepted accounting giples (“GAAP”) requires management
to make estimates and judgments that affect thaiataageported in the condensed consolidated fiahstatements and accompanying notes.
Examples include the estimates of useful livesras@ual value of the Company’s content librarg, Waluation of stock-based compensation
and the recognition and measurement of incomedsata and liabilities. The actual results expegdrzy the Company may differ from

management’s estimates.

The interim financial information is unaudited, beflects all normal recurring adjustments that ar¢he opinion of management,
necessary to fairly present the information sethfberein. The interim financial statements shda@ddead in conjunction with the audited
financial statements and related notes includeétiériCompany’s Annual Report on Form 10-K for tharyended December 31, 2007 filed with
the Securities and Exchange Commission (the “SB@'february 28, 2008. Interim results are not resrdyg indicative of the results for a full
year.

Fair Value of Financial | nstruments

The fair value of the Company’s cash and cash adgnits, short-term investments, accounts payalil@ecrued expenses approximates
their carrying value due to their short maturities.

Cash Equivalents and Short-Term | nvestments

The Company classifies cash equivalents and sbortinvestments in accordance with the Financialoloting Standards Board’s
(“FASB”) Statement of Financial Accounting Standa(tSFAS”) No. 115Accounting for Certain Investments in Debt and BgB8ecurities
The Company considers investments in instrumemnishased with an original maturity of 90 days oslesbe cash equivalents. The Company
classifies short-term investments as availablestde, which consists of marketable securities withinal maturities in excess of 90 days.
Short-term investments are reported at fair valite unrealized gains and losses included in accatadlother comprehensive income (loss)
within stockholdersequity in the condensed consolidated balance shBstsamortization of premiums and discounts, redligains and loss
and declines in value judged to be other-than-teargan available-fosale securities are included in interest and dti@me (expense) in t
condensed consolidated statements of operatioesCompany uses the specific identification metlwoddtermine cost when calculating
realized gains and losses upon the sale of shontiterestments.

Short-term investments are reviewed periodicallidemtify possible other-than-temporary impairméfihen evaluating the investments,
the Company reviews factors such as length of e@nteextent to which fair value has been below basts, the financial condition of the iss
and the Company’s ability and intent to hold theeistment for a period of time which may be suffitifor anticipated recovery in market
value. The Company’s short-term investments hadther-thantemporary impairment during the three and six msm=thded June 30, 2008 |
2007.

Restricted Cash

As of June 30, 2008 and December 31, 2007, otlset@mcluded restricted cash of $1.9 million edaib workers’ compensation
insurance deposits. In the second quarter of 20@3Company paid $2.4 million for plaintiffs’ atteys’ fees and expenses in leavez vs.
Netflix, Inc.lawsuit, of which $2.3 million was included in ottrurrent assets as of December 31, 2007. See8\otthe condensed
consolidated financial statements for further désbon.

Content Library

The Company acquires content from studios andiloligtrs through direct purchases, revenue shadngements and license agreeme
The Company acquires content for the purpose dékémits subscribers and earns subscription feat@nues and, as such, considers its
content library to be a productive asset. Accorlyinlpe Company classifies its content library awa-current asset in its condensed
consolidated balance sheets. Additionally, in adance with SFAS No. 9%5tatement of Cash Flowsash outflows for the acquisition of the
content library, net of changes in accounts payabe classified as cash flows from investing dibéis in the Company’s condensed
consolidated statements of cash flows. This iaugigk of any upfront non-refundable payments regliirnder revenue sharing agreements.
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The Company amortizes its DVDs, less estimatedagalwalue, on a “sum-of-the-months” acceleratetslmager their estimated useful
lives. The useful lives of new release and cat8lo@s are estimated to be one year and three yesggectively. In estimating the useful lives
of the DVDs, the Company takes into account libnatiljization as well as an estimate for lost or dged DVDs. Volume purchase discounts
received from studios on the purchase of titlesaterded as a reduction of DVD inventory when edrn

The Company provides a salvage value of $3.00 M [r direct purchase DVDs that the Company estasdt will sell at the end of
their useful lives. For DVDs that the Company dnesexpect to sell, no salvage value is provided.

Under revenue sharing agreements with studios emigbditors, the Company generally obtains titlesd low initial cost in exchange for
a commitment to share a percentage of its subgmiptvenues or a fee, based on utilization, ovieteal period, or the title term, which
typically ranges from six to twelve months for e@@¥D title. The revenue sharing expense associattdthe use of each title is expensed to
cost of revenues. At the end of the title term,@menpany generally has the option of returningDMD title to the studio, destroying the title
or purchasing the title. In addition, the Compaemits an upfront non-refundable payment to acditles from the studios and distributors
under revenue sharing agreements. This paymenitdesla contractually specified initial fixed licerfee that is capitalized and amortized in
accordance with the Company’s DVD amortization @oliThis payment may also include a contractuglcsfied prepayment of future
revenue sharing obligations that is classifiedrapaid revenue sharing expense and is chargegtnsg as future revenue sharing obligations
are incurred.

The Company offers movies and TV episodes thabeawatched on subscribers’ PCs and TVs via Neatflady devices (“streaming
content”). The Company capitalizes and amortizzene fees on streaming content on a straighblises consistent with the terms of the
license agreements. Streaming content is also xhunder revenue sharing agreements with studidslistributors.

Amortization of I ntangible Assets

Intangible assets are carried at cost less acctedudenortization. The Company amortizes intangiisieets with finite lives using the
straightline method over the estimated economic lives efassets, ranging from approximately 10 to 14 yéatangible assets are includec
other assets in the condensed consolidated basiests. See Note 4 to the condensed consolidateucfal statements for further discussion.

Property and Equipment

Property and equipment are carried at cost leasnaglated depreciation. Depreciation is calculatgidgithe straightine method over tr
shorter of the estimated useful lives of the reBpe@ssets, generally up to 30 years, or the leagefor leasehold improvements, if applica

I mpairment of Long-Lived Assets

In accordance with SFAS No. 144¢counting for the Impairment or Disposal of Lonigdd Assetslong-lived assets, such as content
library, property and equipment and intangible essabject to amortization, are reviewed for impeint whenever events or changes in
circumstances indicate that the carrying amousnoisset group may not be recoverable. Recoveyadiilasset groups to be held and used is
measured by a comparison of the carrying amouahasset group to estimated undiscounted fututeft@ass expected to be generated by the
asset group. If the carrying amount of an assatmexceeds its estimated future cash flows, aninmgat charge is recognized for the amount
in which the carrying amount of an asset group edsdair value of the asset group. Impairment asmvgere not material during the six
months ended June 30, 2008 and 2007.

Capitalized Software Costs

The Company accounts for software development cimgtisiding costs to develop software productshergoftware component of
products to be marketed to external users, asagedbftware programs to be used solely to meaEdmepany’s internal needs in accordance
with SFAS No. 86Accounting for the Costs of Computer Software t&8lel, Leased, or Otherwise Marketatt Statement of Position
(“SOP”) No. 98-1 Accounting for Costs of Computer Software Develapedbtained for Internal UseCosts incurred during the application
development stage for software programs to be ssketly to meet the Company’s internal needs aréaleed. Capitalized software costs are
included in property and equipment, net and arerineal over the estimated useful lives of the safy generally up to three years. The net
book value of capitalized software costs is nohiigant as of June 30, 2008 and December 31, 2007.

Revenue Recognition

Subscription revenues are recognized ratably oseh subscriber's monthly subscription period. Reresnare presented net of the taxes
that are collected from customers and remittecbteeghmental authorities. Refunds to subscribersemerded as a reduction of revenues.
Revenues from advertising sales are recognized ocpampletion of the related campaign. Deferred reeetonsists of subscription revenues
billed to subscribers that have not been recograretlgift subscriptions that have not been redeemed
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Cost of Revenues

SubscriptionCost of subscription revenues consists of postadgpackaging expenses, amortization of the cotiterary and revenue
sharing expenses. Revenue sharing expenses ardgeaehen DVDs are shipped to subscribers or sifggsrwatch streaming content.

The terms of some revenue sharing agreements twidios obligate the Company to make minimum revesheing payments for cert:
titles. The Company amortizes minimum revenue slggorepayments (or accretes an amount payabled@stif the payment is due in arre:
as revenue sharing obligations are incurred. Aipion for estimated shortfall, if any, on minimuevenue sharing payments is made in the
period in which the shortfall becomes probable eeml be reasonably estimated. Additionally, the seofircertain purchase agreements with
studios provide for rebates based on achievingifipeperformance levels. The Company accruestfesé rebates as earned based on
historical title performance and estimates of dedrfan the titles over the remainder of the titlerte Actual rebates may vary which could
result in an increase or reduction in the estimatadunts previously accrued.

Fulfillment expenses-ulfilment expenses represent costs incurred eragng and staffing the Compasyshipping centers and custor
service location, including costs attributablegoeiving, inspecting and warehousing the Compaggrdent library. Fulfillment expenses also
include credit card fees.

Technology and Devel opment

Technology and development expenses consist obppayrd related costs incurred in testing, mairitejrand modifying the Company’s
Web site, recommendation service, telecommunicatiystems and infrastructure. Technology and dpwedmt expenses also include costs
incurred related to improvements for the deliveirgtoeaming content, other internal-use softwastesys and the depreciation of the computer
hardware and capitalized software used to run tragany’s Web site and store its data.

Marketing

Marketing expenses consist primarily of advertisingts. Advertising costs include marketing progexpenditures and other
promotional activities, including revenue sharixgenses, postage and packaging expenses and camtertization related to free trial
periods. Advertising costs are expensed as ince@xedpt for advertising production costs, whichexpensed the first time the advertising is
run.

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

Income Taxes

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

Comprehensive Income (L0ss)

The Company reports comprehensive income or loasdéordance with the provisions of SFAS No. IB€porting Comprehensive
Income, which establishes standards for reporting comgmeive income and its components in the finanté#ements. Comprehensive
income (loss) consists of unrealized gains ancelbss available-for-sale securities, net of tax.
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Net Income Per Share

Basic net income per share is computed using thghtexl-average number of outstanding shares of camstock during the period.
Diluted net income per share is computed usingwhighted-average number of outstanding sharesrofraan stock and, when dilutive,
potential common shares outstanding during theodeRotential common shares consist primarily ofémental shares issuable upon the
assumed exercise of stock options and shares tlyrpemchasable pursuant to the Company’s empleyeek purchase plan using the treasury
stock method. The computation of net income peresisaas follows:

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2008 2007 2008 2007

(in thousands, except per share date
Basic earnings per shal

Net income $26,57¢ $25,49: $39,92! $35,27(
Shares used in computatic
Weighte-average common shares outstanc 61,78: 68,031 62,26. 68,36(
Basic earnings per she $ 04 $ 037 $ 064 $ 0.52
Diluted earnings per shat
Net income $26,57¢ $25,49: $39,92! $35,27(
Shares used in computatic
Weighte-average common shares outstanc 61,78. 68,037 62,26: 68,36(
Employee stock options and employee stock purcpkaseshare 2,07t 1,86( 2,07¢ 1,91¢
Weighte-average number of shat 63,857 69,89 64,34 70,27¢
Diluted earnings per sha $ 04z $ 03€ $ 06z $ 0.5

Employee stock options with exercise prices gretatn the average market price of the common si@rk excluded from the diluted
calculation as their inclusion would have been-diititive. The following table summarizes the pdtaihcommon shares excluded from the
diluted calculation:

Three Months Ended Six Months Ended
June 30 June 30
June 30, June 30,
2008 2007 2008 2007
(in thousands)
Employee stock optior 35E 2,00¢ 40¢ 1,87¢

Stock-Based Compensation

The Company accounts for stock-based compensatiaaciordance with SFAS No. 123(Bhare-Based Paymetdpon the adoption of
SFAS No. 123(R), the Company classified tax beseéisulting from tax deductions in excess of thepensation cost recognized for those
options as financing cash flows. See Note 6 tactralensed consolidated financial statements fnéuidiscussion.

Recent Accounting Pronouncements

In May 2008, the FASB issued SFAS No. 168¢ Hierarchy of Generally Accepted Accounting Eiptes.SFAS No. 162 identifies the
sources of accounting principles to be used irptieparation of financial statements of nongoverrtaleantities that are presented in
conformity with GAAP in the U.S. (the GAAP hieragdhSFAS 162 is effective 60 days following the S&gproval of the Public Company
Accounting Oversight Board amendments to AU Sedfibh, The Meaning of “Present Fairly in Conformity withe@erally Accepted
Accounting Principle”. The Company currently adheres to the GAAP hieraashgresented in SFAS No. 162, and does not expect
adoption of this standard to have a material impadts financial position or results of operations

In December 2007, the FASB issued SFAS No. 141gR3jness Combinationgo replace SFAS No. 14Business CombinationsSFAS
No. 141(R) requires the use of the acquisition methf accounting, defines the acquirer, establishescquisition date and broadens the s
to all transactions and other events in which ontéyeobtains control over one or more other busses. This statement is effective for finar
statements issued for fiscal years beginning aafter December 15, 2008. The Company does not expeadoption of this standard to hay
material impact on its financial position or reswf operations.

In February 2007, the FASB issued SFAS No. T3% Fair Value Option for Financial Assets and Fingl Liabilities. SFAS No. 159
allows companies to choose to measure many finbinstauments and certain other items at fair valtlee statement requires that unrealized
gains and losses on items for which the fair valpion has been elected be reported in earningsSSF
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No. 159 also amends certain provisions of SFASINS, Accounting for Certain Investments in Debt and Bg8ecurities SFAS No. 159 is
effective for fiscal years beginning after Novemt&r 2007, although earlier adoption is permit®EAS No. 159 was effective for the
Company beginning in the first quarter of fiscaD80The Company elected to account for the investimea business under the cost method
during the first quarter of 2008. The adoption BAS No. 159 in the first quarter of fiscal 2008 diot impact the Companyfinancial positio
or results of operations.

In September 2006, the FASB issued SFAS No. E&if,Value MeasurementSFAS No. 157 establishes a framework for measutiag
fair value of assets and liabilities. This framekvizrintended to provide increased consistencyoin fair value determinations are made under
various existing accounting standards which peronith some cases require, estimates of fair maskieie. SFAS No. 157 is effective for fis
years beginning after November 15, 2007 and int@enmods within those fiscal years. In February@dfie FASB issued FASB Staff Positi
(“FSP”) No. 157-2, which delays the effective datsSFAS No. 157 for all non-financial assets and-financial liabilities, except those that
are recognized or disclosed at fair value in tharicial statements on a recurring basis, to figeats beginning after November 15, 2008 and
interim periods within those fiscal years for itemishin the scope of FSP No. 157-2. Effective Jayua 2008, the Company adopted
SFAS No. 157 for financial assets and liabilitiesagnized at fair value on a recurring basis. Tdréigd adoption of SFAS No. 157 for financ
assets and liabilities did not have a material ichpa the Company’s financial position or result®perations. See Note 3 to the condensed
consolidated financial statements for further dssoon.

2. Immaterial Error Corrections

In June 2004, the Company entered into a leasagamaent whereby the Company leased a buildingathatconstructed by a third party.
In June 2006, the Company entered into a simiksdearrangement whereby the Company leased a seacildidg that was constructed by the
same third party. Upon commencement of the ledlseszompany accounted for both of these arrangenasnbperating leases under SFAS
No. 13,Accounting for Leaseswhereby the total minimum lease payment obligegtionder the leases were recognized as monthl\expens:
on a straight-line basis over the terms of thedsas

In June 2008, it was determined that because thestef the original lease agreements required thrafg2iny’s involvement in the
construction of certain elements of the buildingsjer Emerging Issues Task Force (“EITF") No. 97Tk Effect of Lessee Involvement in
Asset Constructio, the Company was deemed to be the owner (for aticmupurposes only) of the buildings subject te fbases during the
construction period. The Company should have reftkan asset on its balance sheet for the costdpdhe lessor to construct these buildil
as well as a corresponding liability. Upon completof construction, the Company did not meet tlae'deaseback” criteria under SFAS
No. 98,Accounting for Leases: Sale-Leaseback Transactiorslving Real Estate, Sales-Type Leases of Reatd Definition of the Lease
Term, and Initial Direct Costs of Direct Financihgases; an amendment of FASB Statements No. 18n1&®1 and a rescission of FASB
Statement No. 26 and Technical Bulletin No. 79-41d therefore should have treated the leasésatcing obligations and the assets and
corresponding liabilities would not be derecognized

The corrections to the historical financial stataetse¢o apply EITF No. 97-10 were considered imniateand did not affect the total cash
payments the Company has made or is obligated ke mnader the lease agreements, nor did it charggtotal expense to be recognized over
the lease terms. However, the timing and natuexpénse is different under this treatment as coewptr operating lease treatment.
Specifically, the Company should have recognized laase expense, depreciation expense on the éssedleemed to own and interest
expense on the associated lease financing obligatio

As of June 30, 2008, property and equipment, ne¢wwereased by $38.8 million and lease financibligations were increased by $39.6
million, of which the current portion was $1.0 righ. As of December 31, 2007, property and equignrest were increased by $35.8 million
and lease financing obligations were increased3gyZmillion, of which the current portion was $@ndlion.

11
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Revenue!
Cost of revenues
Subscriptior

Fulfillment expense
Total cost of revenue

Gross profil

Operating expense
Technology and developme

Marketing

General and administrati\
Gain on disposal of DVD
Gain on legal settleme

Total operating expens

Operating incomi

Other income (expense

Netflix, Inc.

Condensed Consolidated Statements of Operations

(unaudited)

(in thousands, except per share data)

Interest expense on lease financing obligat

Interest and other income (expen

Income before income tax
Provision for income taxe

Net income

Net income per shar

Basic
Diluted

Weighted average common shares outstani

Basic
Diluted

12

Three Months Endec
June 30,
2007

$ 303,69:

166,83t

29,85¢
196,69:
107,00(

18,907
45,25¢
13,84’
(2,287)
(7,000)
68,72
38,27:

4,972
43,24¢
17,66
$ 2558

$ 0.3¢
$ 0.37

68,03
69,89

Adjustments
$ —

Adjusted
Three Months Endec

June 30,
2007

$ 303,69:

166,83t

29,85¢
196,69:
107,00(

18,80:
45,23¢
13,81¢
(2,282
(7,000)
68,57+
38,42¢

(29€)

4,972

43,10(

17,60¢

$ 25,49¢

$ 0.37
$ 0.3¢

68,03
69,89!
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Netflix, Inc.

Condensed Consolidated Statements of Operations
(unaudited)
(in thousands, except per share data)

Adjusted
Six Months Endec Six Months Endec
June 30, June 30,
2007 Adjustments 2007
Revenue! $ 609,01: $ = $ 609,01:
Cost of revenues
Subscriptior 332,02 — 332,02
Fulfillment expense 59,63¢ — 59,63¢
Total cost of revenue 391,66! — 391,66!
Gross profil 217,34¢ — 217,34¢
Operating expense
Technology and developme 34,62: (20¢) 34,41
Marketing 117,39: (39 117,35¢
General and administrati 26,03t (64) 25,97
Gain on disposal of DVD (3,190 — (3,190
Gain on legal settleme (7,000 — (7,000
Total operating expens 167,86( (306) 167,55¢
Operating incomi 49,48¢ 30¢€ 49,79
Other income (expense
Interest expense on lease financing obligat — (597) (597)
Interest and other income (expen 10,32: — 10,32:
Income before income tax 59,81( (297 59,51¢
Provision for income taxe 24,36¢ (1179) 24,24¢
Net income $ 35,44 $ (@179 $ 35,27(
Net income per shar
Basic $ 0.5Z $ 0.52
Diluted $ 0.5C $ 0.5C
Weighted average common shares outstani
Basic 68,36( 68,36(
Diluted 70,27¢ 70,27¢

13
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Assets
Current asset:
Cash and cash equivalel
Shor-term investment
Prepaid expenst
Prepaid revenue sharing expen
Deferred tax asse
Other current asse
Total current asse
Content library, ne
Property and equipment, r
Deferred tax asse
Other asset

Total asset

Liabilities and Stockholders’ Equity
Current liabilities:

Accounts payabl

Accrued expense

Netflix, Inc.

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

Current portion lease financing obligatic

Deferred revenu
Total current liabilities

Lease financing obligations, excluding current joor

Other liabilities
Total liabilities
Stockholder equity:
Common stocl
Additional paic-in capital

Accumulated other comprehensive inco

Retained earning

Total stockholder equity

Total liabilities and stockholde’ equity

14

Adjusted

As of As of
December 31 December 31

2007 Adjustments 2007
$ 177,43¢ % = $ 177,43¢
207,70¢ — 207,70:
6,11¢€ — 6,11¢
6,98: — 6,98:
2,25¢ — 2,25¢
16,03 — 16,03°
416,53 — 416,53
132,45! — 132,45}
77,32¢ 35,84¢ 113,17!
16,24: 628 16,86¢
4,46t — 4,46t
$ 647,020 $ 36,47: $ 683,49
$ 104,44 $ — $ 104,44!
36,46¢ — 36,46¢
— 82¢ 82¢
71,66¢ — 71,66¢
212,57¢ 82:¢ 213,39¢
— 35,65 35,65:
3,69 934 4,62¢
216,27: 37,40¢ 253,68l
65 — 65
402,71( — 402,71(
1,611 — 1,611
26,36 (937) 25,42¢
430,74¢ (937) 429,81:
$ 647,02( $ 36,47 $ 683,49.
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Condensed Consolidated Statements of Cash Flows
(unaudited)

Netflix, Inc.

(in thousands)

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net caskigdea by

operating activities

Depreciation and amortization of property, equiptresrd

intangibles
Amortization of content librar

Amortization of discounts and premiums on investta

Stoclk-based compensation expel
Excess tax benefits from st-based compensatic
Gain on sale of shc-term investment
Gain on disposal of DVD
Deferred taxe
Changes in operating assets and liabilit
Prepaid expenses and other current a:
Accounts payabl
Accrued expense
Deferred revenu
Other assets and liabiliti¢
Net cash provided by operating activit
Cash flows from investing activities:
Purchases of shi-term investment
Proceeds from sale of sh-term investment
Purchases of property and equipm
Acquisitions of content librar
Proceeds from sale of DVL
Other asset

Net cash used in investing activiti
Cash flows from financing activities:
Principal payments of lease financing obligati
Proceeds from issuance of common si
Excess tax benefits from st-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

15

Three Months Endec
June 30,
2007

$ 25,58(

5,151
50,98t
11
2,81¢
(12,019
(47)
(5,197
(505)

5,66(

(17,839
14,24¢

(3,717)
1

65,13i

(53,906)
28,69:
(8,96¢)

(57,35

7,37(
267

(83,89

2,681
12,01¢

(30,219

(15,516

(34,276)

218,45

$ 18418

Adjustments
$ (86)
16¢

(59)

73

97

(97)

(97)

$ -

Adjusted
Three Months Endec

June 30,
2007

$ 25,49/

5,31¢
50,98t
11
2,81¢
(12,019
(47)
(5,197
(569)

5,66(

(17,832
14,24¢

(3,719
74

65,23¢

(53,906)
28,69:
(8,96¢)

(57,359

7,37(
267

(83,89

(97)

2,681

12,01¢

(30,219

(15,619

(34,276)

218,45

$ 184,18:
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Netflix, Inc.

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

Adjusted
Six Months Endec Six Months Endec
June 30, June 30,
2007 Adjustments 2007
Cash flows from operating activities:
Net income $ 35,44 $ (@179 $ 35,27(
Adjustments to reconcile net income to net cashkigea by operatin
activities:
Depreciation and amortization of property, equiptresrd
intangibles 9,77¢ 33€ 10,11:
Amortization of content librar 100,42 — 100,42
Amortization of discounts and premiums on investta (72) — (72)
Stoclk-based compensation expel 5,621 — 5,621
Excess tax benefits from st-based compensatic (16,099 — (16,099
Gain on sale of sh¢-term investment (199 — (199
Gain on disposal of DVD (7,799 — (7,799
Deferred taxe (760C) (1179) (877)
Changes in operating assets and liabilit
Prepaid expenses and other current a: (4,60€) — (4,60€)
Accounts payabl (6,435 — (6,435
Accrued expense 21,94: — 21,94:
Deferred revenu (9,15€) — (9,15€)
Other assets and liabiliti¢ 65 147 212
Net cash provided by operating activit 128,16t 192 128,35¢
Cash flows from investing activities:
Purchases of shi-term investment (318,14 — (318,140
Proceeds from sale of sh-term investment 124,11! — 124,11!
Purchases of property and equipm (26,98) — (26,98))
Acquisitions of content librar (125,89 — (125,89
Proceeds from sale of DVL 12,99¢ — 12,99¢
Other asset 164 — 164
Net cash used in investing activiti (333,740 — (333,740
Cash flows from financing activities:
Principal payments of lease financing obligati — (192 (192
Proceeds from issuance of common si 3,44 — 3,441
Excess tax benefits from st-based compensatic 16,09« — 16,09«
Repurchases of common stc (30,219 — (30,219
Net cash used in financing activiti (10,679 (192 (10,86¢)
Net decrease in cash and cash equiva (216,249 — (216,249
Cash and cash equivalents, beginning of pe 400,43( — 400,43(
Cash and cash equivalents, end of pe $ 184,18:. $ — $ 184,18:

The Company has also corrected immaterial erroits joreviously filed Form 10-K for the year end@dcember 31, 2007 and will report
the adjusted amounts the next time these peri@seported. Net income was reduced by $0.3 millkih2 million and $0.1 million for the
years ended December 31, 2007, 2006 and 2005 ctesge. Net income per share remained unchangethéoyears ended December
2007, 2006 and 2005. Total assets were increas&@yg million, total liabilities were increased $24.8 million and shareholdersguity was
reduced by $0.6 million at December 31, 2006. Gaekided by operating activities and cash usedhiarfcing activities were increased by
$0.4 million and $0.3 million for the years endedd@ember 31, 2007 and 2006, respectively. Cashgedwiy operating activities and cash
used in financing activities remained unchangedteryear ended December 31, 2005.
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3. Short-Term Investments and Fair Value Measuremen
Short-term investments are classified as avail&ditesale securities and are reported at fair valiéllows:

June 30, 2008

Gross Gross

Gross Unrealized Unrealized
Amortized Estimated
Cost Gains Losses Fair Value

(in thousands)

Corporate debt securitit $353% $ 20z $ (155 $ 35,44!
Government and agency securit 101,52: 11¢ (765) 100,87
Asset and mortgar-backed securitie 33,07! 29¢ (513) 32,85]

$169,98¢ $ 61¢ $(1,43)  $169,17

December 31, 2007

Gross Gross

Gross Unrealized Unrealized
Amortized Estimated
Cost Gains Losses Fair Value

(in thousands)

Corporate debt securitit $36,44: $ 31t $ (85 $ 36,67t
Government and agency securil 130,88 2,15¢ (33 133,00t
Asset and mortgar-backed securitie 37,84: 307 (127) 38,02:

$205,17: $ 2,777 $ (24%)  $207,70:

The Company measures certain financial asset&atafae on a recurring basis, including cash eglgnts and available-for-sale
securities. In accordance with SFAS No. 157, falug is a market-based measurement that shouldtberdned based on the assumptions that
market participants would use in pricing an assdiability. As a basis for considering such asstions, SFAS No. 157 establishes a three-
level hierarchy which prioritizes the inputs usedrieasuring fair value. The three hierarchy leaet¢sdefined as follows:

Level 1 — Valuations based on unadjusted quotexkpiin active markets for identical assets. Theviaue of available-for-sale securities
included in the Level 1 category is based on quptézks that are readily and regularly availablannactive market. The Level 1 category
includes money market funds of $82.4 million, whéste included in cash and cash equivalents indhdensed consolidated balance sheets.

Level 2 — Valuations based on observable inputsefathan Level 1 prices), such as quoted pricesifoilar assets at the measurement
date; quoted prices in markets that are not activether inputs that are observable, either diremtindirectly. The fair value of available-for-
sale securities included in the Level 2 categotyaised on the market values obtained from an indkgre pricing service that were evaluated
using pricing models that vary by asset class aag imcorporate available trade, bid and other marermation and price quotes from well
established independent pricing vendors and brdkaters. The Level 2 category includes short-tenestments of $169.2 million, which are
comprised of corporate debt securities, governrapdtagency securities and asset and mortgage-baekadties. Substantially all of the
residential and commercial mortgage-backed seesréie “AAA” rated. The mortgage bonds owned regrethe senior tranches of the capital
structure and provide credit enhancement through-owllateralization and their subordination chégestics.

Level 3 — Valuations based on inputs that are uaslable and involve management judgment and thartiag entity’s own assumptions
about market participants and pricing. The Compgaas/no Level 3 financial assets measured at falevan the condensed consolidated
balance sheets as of June 30, 2008.

The hierarchy level assigned to each securityénGbmpany’s available-for-sale portfolio is basedts assessment of the transparency
and reliability of the inputs used in the valuat@frsuch instrument at the measurement date. Tingo@oy did not have any financial liabilities
that were covered by SFAS No. 157 as of June 308.20

17
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4. Balance Sheet Components
Content Library, net
Content library and accumulated amortization arfobews:

As of
December 31
June 30,
2008 2007
(in thousands)
Content library, gros $ 790,25’ $ 698,70:
Less accumulated amortizati (663,329 (566,249
Content library, ne $ 126,92¢ $ 132,45!
Property and Equipment, net
Property and equipment and accumulated depreciatinsisted of the following:
As of
December 31
June 30,
2008 2007
Computer equipmet 3year $ 40,39 $ 35,58t
Other equipmer 3-5 year 51,60¢ 41,14(
Computer software, including inter-use softwart 1-3 year: 29,34« 22,05¢
Furniture and fixture 3 year 11,81¢ 7,88z
Building 30 year 40,68! 37,19:
Leasehold improvemen Over life of leas 32,04¢ 18,44(
Capital worl-in-progress 4,84¢ 18,45
Property and equipment, grc 210,73: 180,75(
Less: Accumulated depreciati (81,179 (67,579
Property and equipment, r $129,55! $ 113,17!
I ntangible Assets
Intangible assets and accumulated amortizationisteasof the following:
As of
June 30 December 31
2008 2007
(in thousands)
Patents, gros $2,18¢ $ 1,56¢
Less accumulated amortizati (27¢) (200)
Patents, ne $1,90¢ $ 1,36¢

In the second quarter of 2008, the Company capédlf0.6 million related to the acquisition of atam technology patent license. The
capitalized patent licenses are being amortizeddionology and development in the condensed calaeli statements of operations over the
remaining life of the patents, the last of whiclpiegs in August 2020.

18
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5. Other Comprehensive Income
The components of comprehensive income are asisilo

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2008 2007 2008 2007
(in thousands)
Net income $26,57¢ $25,49: $39,92: $35,27(
Other comprehensive incorr
Change in unrealized gain on availe-for-sale securities, net of ti (1,129 (1,00%) (2,42%) (521)
Comprehensive incorr $25,45F  $24,48¢ $37,49¢  $34,74¢

6. Stockholders’ Equity
Stock Repurchases

On March 5, 2008, the Company’s Board of Directarghorized a stock repurchase program allowing iw@pany to repurchase up to
$150.0 million of its common stock through the efi@008. No shares have been repurchased undgrtigsam as of June 30, 2008.

On January 31, 2008, the Companoard of Directors authorized a stock repurclpasgram allowing the Company to repurchase t
$100.0 million of its common stock through the efi@008. During the six months ended June 30, 20@B8Company repurchased 3,847,062
shares of common stock under this program. Shaees purchased at an average price of $25.96 per filtaan aggregate amount of $99.9
million, net of expenses.

On April 17, 2007, the Company’s Board of Directatghorized a stock repurchase program allowingohpany to repurchase up to
$100.0 million of its common stock through the ei@007. During the three months ended June 307,206@ Company repurchased 1,382,
shares of common stock at an average price of 63#eBshare for an aggregate amount of $30.2 mjlhet of expenses.

Employee Stock Purchase P!

In February 2002, the Company adopted the 2002 &apl Stock Purchase Plan (“ESPP”), which reservetbhof 1,166,666 shares of
common stock for issuance. The 2002 ESPP alsoges\vor annual increases in the number of shamtable for issuance on the first day of
each year, beginning with 2003, equal to the lesker

. 2 percent of the outstanding shares of the comnumk ®n the first day of the applicable ye
. 666,666 shares; at
. such other amount as the Comg’s Board of Directors may determir

Under the Company’s ESPP, employees may purchasmon stock of the Company through accumulated plageductions. The
purchase price of the common stock acquired by eyegls participating in the ESPP is 85% of the nlpgirice on either the first day of the
offering period or the last day of the purchaseqgukmwhichever is lower. Through May 1, 2006, oiffigrperiods were 24 months, and the
purchase periods were six months. Therefore, effieling period included four six-month purchaseipes, and the purchase price for each
six-month period was determined by comparing tbeinb prices on the first day of the offering pdrand the last day of the applicable
purchase period. In this manner, the look-bacld&termining the purchase price was up to 24 mohtheever, effective May 1, 2006, the
ESPP was amended so that the offering and purglesismls take place concurrently in consecutivensonth increments. Therefore, under the
amended ESPP, the look-back for determining thehase price is six months. Employees may invesd U% of their gross salary through
payroll deductions. In no event shall an employe@érmitted to purchase more than 8,334 sharesnofnon stock during any six-month
purchase period. As of June 30, 2008, 2,525,46¢esheere available for future issuance under theFES

Stock Option Plans

The 1997 Stock Plan provides for the issuanceawkgpurchase rights, incentive stock options or-statutory stock options. In
November 2007, the 1997 Stock Plan expired and,rasult, there were no shares reserved, therefftduture issuance other than upon
exercise of outstanding options under the 1997kS&dan.
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In February 2002, the Company adopted the 200X 3Rtan, which was amended and restated in May ZDi8& 2002 Stock Plan
provides for the grant of incentive stock optionemployees and for the grant of non-statutorykstqations and stock purchase rights to
employees, directors and consultants. As of Jun@@B, 3,635,304 shares were reserved for fussteance upon the exercise of outstanding
options under the 2002 Stock Plan.

A summary of option activity during the six mon#rsded June 30, 2008 is as follows:

Weighted-
Options Outstanding Average
Weighted- Remaining
Contractual Aggregate
Shares Average Intrinsic
Available Number of Exercise Term Value
For Grant Shares Price (in years) (in thousands
Balances as of December 31, 2( 3,994,86! 5,619,63! $ 16.4%
Granted (217,947 217,94: 27.3(
Exercisec — (484,43) 17.6¢
Cancelec 30,38¢ (30,389 28.61
Expired (332) — —
Balances as of March 31, 20 3,806,97! 5,322,76! 16.7¢ 6.5C $ 95,55¢
Granted (177,25)) 177,25; 32.5¢
Exercisec — (254,85) 8.5
Cancelec 5,581 (5,587 33.9i
Balances as of June 30, 2(C 3,635,30- 5,239,58! 17.6¢€ 6.5C $ 49,65
Vested and exercisable as of June 30, : 5,239,58! 17.6¢ 6.5(C 49,657

The aggregate intrinsic value in the table abopeasents the total pretax intrinsic value (theed#hce between the Company’s closing
stock price on the last trading day of the secarattgr of 2008 and the exercise price, multipligdie number of in-the-money options) that
would have been received by the option holdersatlamption holders exercised their options on J8®e2008. This amount changes based on
the fair market value of the Company’s common stdakal intrinsic value of options exercised durthg three and six months ended June 30,
2008 was $6.6 million and $13.2 million, respediiv& otal intrinsic value of options exercised dgithe three and six months ended June 30,
2007 was $2.6 million and $5.3 million, respectyel

Cash received from option exercises and purchasger the ESPP for the three and six months endwesl 3, 2008 was $4.5 million and
$13.1 million, respectively. Cash received fromioptxercises and purchases under the ESPP ftirée and six months ended June 30, .
was $2.7 million and $3.4 million, respectively.

Stock-Based Compensation

Vested stock options granted before June 30, 2804e exercised up to three months following teatidm of employment. Vested stc
options granted after June 30, 2004 and beforeadgriy 2007 can be exercised up to one year foligueérmination of employment. Beginni
in January 2007, newly-granted employee stock optiill remain exercisable for the full ten yeantractual term regardless of employment
status. In conjunction with this change, the Comypatranged its method of calculating the fair valfieew stock-based compensation awards
granted under its stock option plans from a Blackeles model to a lattice-binomial model. The Comyplaelieves that the lattice-binomial
model is more capable of incorporating the featofahe Company’s employee stock options than ddsem models such as the Black-
Scholes model. The lattice-binomial model has lemiied prospectively starting with options granite@007.

The following table summarizes the assumptions teedlue option grants using the lattice-binomiaidel:

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2008 2007 2008 2007
Dividend yield — — — —
Expected volatility 51% 45% 51%- 54% 43%- 45%
Risk-free interest rat 3.6%% 4.65% 3.69%-3.86% 4.65%-4.7-%
Suboptimal exercise fact 1.77-1.92 1.77-2.0¢ 1.77-2.04 1.77-2.0¢
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The fair value of shares issued under the ESP§&tima&ted using the BlacReholes option pricing model. The following tablersnarize:
the assumptions used to value shares issued Ure&ISPP:

Three Months Ended

June 30 June 30
2008 2007
Dividend yield — —
Expected volatility 55% 41%
Risk-free interest rat 1.58% 5.07%
Expected life (in years 0.t 0.t

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

The Company bifurcates its option grants into twpkoyee groupings (executive and non-executive@das exercise behavior and
considers several factors when determining thenasi of expected life for each group, including tiistorical option exercise behavior and the
terms and vesting periods of the options grantethé first and second quarters of 2008, the Compaed a suboptimal exercise factor of Z
and 1.92, respectively, for executives and 1.7 htor-executives, which resulted in a calculateceetgn life of the option grants of four years
for executives and three years for non-executivethe first and second quarters of 2007, the Camwpsed a suboptimal exercise factor of
2.09 for executives and 1.77 for non-executiveschvhesulted in a calculated expected life of fiears for executives and four years for non-
executives.

The Company bases the risk-free interest rate 8n Treasury zero-coupon issues with remaining teimgar to the expected term of
the options. The Company does not anticipate pagimgcash dividends in the foreseeable future laakfore uses an expected dividend yield
of zero in the option valuation model. The Compédogs not use a post-vesting termination rate dsregpare fully vested upon grant date.

The weighted-average fair value of employee stqations granted during the three and six months @ddee 30, 2008 was $14.06 and
$13.14 per share, respectively. The weighted-aeefaig value of employee stock options grantedrduthe three and six months ended
June 30, 2007 was $9.72 and $10.17 per share ctasie.

The following table summarizes stock-based compgemsaxpense, net of tax, related to stock optiampand ESPP under SFAS
No. 123(R) for the three and six months ended 3n&008 and 2007 which was allocated as follc

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,

2008 2007 2008 2007

(in thousands) (in thousands)

Fulfillment expense $ 106 $ 82 $ 214 $ 22¢
Technology and developme 84¢ 831 1,84t 1,58¢
Marketing 45k 521 964 1,052
General and administrati\ 1,49: 1,38¢ 3,012 2,75:
Stock-based compensation expense before income 2,90t 2,81¢ 6,03t 5,621
Income tax benef (75E) (1,150 (2,032) (2,284
Stock-based compensation after income te $2,15C $ 1666 $4,000 $3,33i
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7. Income Taxes

The Company’s effective tax rate decreased frorB%dor the quarter ended March 31, 2008 to 26.08thfe quarter ended June 30,
2008. This decrease was primarily attributable tlisarete tax benefit recorded during the quadefdderal and state tax credits.

As of January 1, 2008, the Company had no grosscognized tax benefits. During the quarter endeé 30, 2008, the Company had an
increase in gross unrecognized tax benefits ofeydmately $0.4 million related to its current yéax position and an increase of approxime
$9.0 million related to its prior year tax positohe gross uncertain tax positions, if recognizgthe Company, will result in a reduction of
approximately $7.6 million to the tax provision whiwill impact the Company’s effective tax rate.

In accordance with FIN No. 48, the Company recogminterest and penalties related to uncertaipdakions in income tax expense.
Accrued interest and penalties relating to theimedax on the unrecognized tax benefits as of 30n2008 is zero due to sufficient tax
attributes or tax payments available for yearsrgodiscal 2008.

Due to the Company’s taxable loss position in pyears, all tax years are open to examinationendts and state jurisdictions. The
Company is also open to examination in variousgtatsdictions for tax years 2000 and forward, @ofwhich were individually material.
The Company does not anticipate the total amouits @inrecognized tax benefits to significantly mha over the next twelve months.

8. Legal Proceedings

From time to time, in the normal course of its @pens, the Company is a party to litigation matt@nd claims, including claims relating
to employee relations and business practices.dtitig can be expensive and disruptive to normahless operations. Moreover, the results of
complex legal proceedings are difficult to prediotd the Company cannot reasonably estimate thiéhtikel or potential dollar amount of any
adverse results. The Company expenses legal faesuaeed. Listed below are material legal procegdito which the Company is a party. An
unfavorable outcome of any of these matters coalela material adverse effect on the Company’sifiizd position, liquidity or results of
operations.

On August 27, 2007, plaintiff/relator Norman Badtasn behalf of the United States, filed suit agathe Company in the United States
District Court for the Northern District of Georgialeging claims under the False Claims Act, 3%.0. § 3729 et seq. (the “Act”). The
complaint was filed under seal, pursuant to the facprovide the United States an opportunity terivene and conduct the action on its own.
On June 26, 2008, the United States declined émviate in the litigation and the complaint was oedeunsealed on July 11, 2008. The
complaint alleges that the Company falsely ceditteat its DVD mailers qualified as machinable urithe mailing standards of the United
States Postal Service, thereby avoiding $260 miiliosurcharges for nonmachinable mail. The compkéeks monetary relief in amount th
times the damages suffered by United States, périklties of between $5,500 and $11,000 for eadhation of the Act, a monetary award for
the relator pursuant to the Act, injunctive rebeid costs. The complaint has not been served o@dhgany.

On December 28, 2007, Parallel Networks, LLC filedomplaint for patent infringement against the @any in the United States
District Court for the Eastern District of TexaaptionedParallel Networks, LLC v. Netflix, Inc., et. aCivil Action No 2:07-cv-562-LED. The
complaint alleges that the Company infringed U.&eRt Nos. 5,894,554 and 6,415,335 B1 entitled t&8gd-or Managing Dynamic Web Page
Generation Requests by Intercepting Request at Séeler and Routing to Page Server Thereby ReledgetyServer to Process Other
Requests” and “System and Method for Managing Dyoaiteb Page Generation Requests”, issued on ABril299 and July 2, 2002,
respectively. The complaint seeks unspecified carsg®ry and enhanced damages, interest and fekseaks to permanently enjoin the
defendants from infringing the patent in the future

On October 16, 2007, Refined Recommendation Cotiporéiled a complaint for patent infringement aggtithe Company in the United
States District Court for the Eastern District afiJersey, captiondgefined Recommendation Corporation v. Netflix,, I6oil Action
No. 2:07%-cv-04981-DMC-MF. The complaint alleges that ther@any infringed U.S. Patent No. 6,606,102 entitfedtimizing Interest
Potential”, issued on August 12, 2003. The complsérks unspecified compensatory and enhanced @aniaterest and fees, and seeks to
permanently enjoin the defendants from infringing patent in the future. On February 15, 2008c#s® was transferred to the Northern
District of California.

On April 9, 2007, SBJ Holdings 1, LLC filed a corapit for patent infringement against the Companya&on.com, Inc.,
BarnesandNoble.com, LLC, and Borders Group, InthénUnited States District Court for the Easterstiit of Texas, captione8BJ
Holdings 1, LLC v. Netflix, Inc., Amazon.com, If8arnesandNoble.com, LLC, and Borders Group,., Civil Action No. 2:07-cv-120-TJW.
The complaint alleges that the Company infringe8.WPatent No. 6,330,592 B1 entitled “Method, Mem®&moduct, and Code for Displaying
Pre-Customized Content Associated with Visitor Datsued on December 11, 2001. The complaint seekpecified compensatory and
enhanced damages, interest and fees, and seetsrianently enjoin the defendants from infringing gfatent in the future. On June 11, 2008,
the Company entered into a settlement agreemehttigt plaintiff. On July 10, 2008, pursuant toipigation between the parties, the court
entered an Order dismissing all claims againsCi@pany with prejudice.
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On January 2, 2007, Lycos, Inc. filed a complaimtdatent infringement against the Company, TiVia, nd Blockbuster, Inc. in the
United States District Court for the Eastern Dgtdf Virginia. The complaint alleges that the Camp infringed U.S. Patents Nos. 5,867,799
and 5,983,214, entitled “Information System andMédetfor Filtering a Massive Flow of Information Eigs to Meet User Information
Classification Needs” and “System and Method Emiplgyndividual User Content-Based Data and Usetabokation Feedback Data to
Evaluate the Content of an Information Entity ibaage Information Communication Network”, respeetiv The complaint seeks unspecified
compensatory and enhanced damages, interest ajafebseeks to permanently enjoin the defendemtsihfringing the patents in the future.
On August 6, 2007, the case was transferred tDibteict of Massachusetts. On June 27, 2008, TiWo, was dismissed from the litigation
pursuant to a stipulation with the plaintiff.

On September 23, 2004, Frank Chavez, individuaity an behalf of others similarly situated, filedlass action lawsuit against the
Company in California Superior Court, City and Ctyuof San Francisco. The complaint asserts claifnamong other things, false
advertising, unfair and deceptive trade practiaes, breach of contract, as well as claims relatnfpe Company’s statements regarding DVD
delivery times. The Company entered into an amesaéétement under which Netflix subscribers whoevenrolled in a paid membership
before January 15, 2005 and were a member on Qct@h@005 are eligible to receive a free one-mampthrade in service level, and Netflix
subscribers who were enrolled in a paid membetséipre January 15, 2005 and were not a member tyb€rcl9, 2005 are eligible to rece
a free one-month Netflix membership of either the dr 3 DVDs at-a-time unlimited program. The Qdssued final judgment on the
settlement on July 28, 2006, awarding plaintifisdmeys’ fees and expenses of $2.1 million. Thalfjudgment was appealed to the California
Court of Appeal, First Appellate District. The appwvas heard on April 2, 2008. On April 21, 2008 Court of Appeal affirmed the final
judgment. The appeal period for the Court of Ap’s affirmation has expired, and the decision is dmal. In accordance with SFAS No. 5,
Accounting for Contingenci¢, the Company estimated and recorded a chargesigaimings in general and administrative expeasgsciate
with the legal fees and the incremental expectatsdor the free one-month membership to formessiilbers, of which $4.4 million is
included in accrued expenses as of June 30, 20@8cHfarge for the free one-month upgrade to theleeal program for existing subscribers
will be recorded when the subscribers utilize thgrade. The actual cost of the settlement will &@eethdent upon many unknown factors such
as the number of former Netflix subscribers whaialty redeem the settlement benefit when it is meadsglable following the appeal period.
The Company denies any wrongdoing.

9. Related Party Transaction

In April 2007, Netflix entered into a license agremt with a company in which an employee had aifsigimt ownership interest at that
time. Pursuant to this agreement, Netflix recordetharge of $2.5 million in technology and develepirexpense in 2007. In January 2008, in
conjunction with various arrangements, Netflix paitbtal of $6.0 million to this same company, d¢fieh $5.7 million was accounted for as an
investment under the cost method. The investméntigded in other assets in the condensed coradelicbalance sheet. In conjunction with
these arrangements, the employee with the signifi;anership interest in the same company terméhiate employment with Netflix.
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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 certaiward-looking statements within the meaninghef federal securities laws. These
forward-looking statements include, but are noitkeh to, statements regarding: our strategy foivdghg streaming content; operating
expenses; interest and other income (expensejdiiguchurn; developments in DVD formats; that @¥D format will continue to be the
main vehicle for watching content in the home; h@adening of our distribution capabilities ovenetplatforms; and average revenue per
average paying subscriber. These forward-lookiatestents can be identified by words such as: “wilihticipate”, “intend”, “may” and
derivations thereof. These forward-looking statetmamne subject to risks and uncertainties thatcdcoalise actual results and events to differ.
Factors that might cause or contribute to sucledifices include, but are not limited to, thoseudised in the Annual Report on Form 10-K for
the year ended December 31, 2007 filed with theiStgzs and Exchange Commission (“SEC”) on Febriiy2008, in the Quarterly Report
on Form 10-Q filed with the SEC on May 6, 2008, anthe other Quarterly Reports on Form 10-Q tdillee by us in 2008

We assume no obligation to revise or publicly reéeany revision to any forwatdeking statements contained in this Quarterly Repo
Form 10-Q.

Overview
Our Business

We are an online movie rental subscription serindhe United States (“U.S.”providing approximately 8.4 million subscribers ess tc
over 100,000 DVD titles plus a library of over 1@00movies and TV episodes that subscribers canfvaat¢heir PCs and TVs via Netflix
ready devices (“streaming content”). We offer rescription plans starting at $4.99 per monthr&laee no due dates, no late fees and no
shipping fees. Subscribers select titles at our Wiebaided by our proprietary recommendation servieceive them on DVD by U.S. mail and
return them to us at their convenience using oepaid mailers. After a DVD has been returned, wi tha next available DVD in a
subscriber’s queue. We also offer certain movies& episodes that can be watched on subscrib@s’dnd TVs via Netflix ready devices.
The terms and conditions by which subscriberszatiiur service and a more detailed descriptioroef bur service works can be found at
www.netflix.com/TermsOfUse.

Our core strategy is to grow a large DVD subsaripthusiness and expand into streaming contenasrtarket develops. We believe 1
the DVD format, along with its high definition swessor format, Blu-ray Disc, will continue to be thain vehicle for watching content in the
home for the foreseeable future, and, by growitayge DVD subscription business, we will be welsftioned to transition our subscribers and
our business to stream movies and TV episodesifttbcomes the preferred consumer medium for d@ogessntent.

Key Business Metrics

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

. Churn: Churn is a monthly measure defined as customeretlations in the quarter divided by the sum of begig subscribers ar
gross subscriber additions, then divided by threatits. Management reviews this metric to evaludtetier we are retaining our
existing subscribers in accordance with our busimpdgns

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

. Gross Margin:Management reviews gross margin to monitor variabkts and operating efficienc

Management believes it is useful to monitor theséries together and not individually as managerdeet not make business decisions
based upon any single metric. Please see “Reduiperations” below for further discussion on thkeg business metrics.
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Performance Highlights

The following represents our performance highligbtsthe three months ended June 30, 2008, MarcB@18 and June 30, 2007 and the
six months ended June 30, 2008 and June 30, 2007:

Three Months Ended Change Six Months Ended Change
Q208 vs Q208 vs Q208 vs
June 30, March 31, June 30, June 30, June 30,
2008 2008 2007 Q2'07 Q1'08 2008 2007 Q2'07
(in thousands except per share data, percentagesdasubscriber acquisition cost,
Revenue: $337,61: $326,18! $303,69: 11.2% 3.5% $663,79° $609,01: 9.(%
Net income 26,57¢ 13,34« 25,49¢ 4.2% 99.2% 39,92 35,27( 13.2%
Net income per sha- diluted $ 04z $ 021 $ 03¢ 16.7% 100.% $ 06z $ 0.5C 24.(%
Total subscribers at end of peri 8,411 8,24: 6,74 24.8% 2.C% 8,411 6,74 24.8%
Churn 4.2% 3.9% 46%  (8.7%) 7.7% —
Subscriber acquisition co $ 288¢ $ 294t $ 44.01 (34.4%) (2.C%) $ 29.2: $ 46.0¢ (36.5%)
Gross margit 31.8% 31.7% 35.2% 31.8% 35.1%

Recent Developments and I nitiatives

In January 2007, we introduced the ability to stremntent over the Internet so subscribers couldiwaovies and TV episodes on their
PCs. We intend to broaden this distribution cajitglfibr other platforms and with partners over timie this end, in July 2008, we finalized an
agreement with LG Electronics to develop a Blu-d#sc player that will enable our subscribers tocliahovies and TV episodes directly on
their televisions. In July 2008, we also annouregaértnership with Microsoft that will allow ourtsscribers to stream content to their
televisions via Microsofg Xbox 360 video game and entertainment systens. fEaiture will be available to Xbox LIVE Gold membevho ar¢
also Netflix subscribers. In May 2008, we announitedintroduction of The Netflix Player by Rokudevice that enables our subscribers to
instantly stream content to their televisions. ke aso working with other consumer electronics ufiacturers to offer other devices that can
stream movies and TV episodes to subscribers’istns.

Critical Accounting Policies and Estimates

There have been no significant changes duringixhmaenths ended June 30, 2008 to the items thatisetosed as our critical accounting
policies and estimates in Management’s Discussioh/malysis of Financial Condition and Results gfe@ations in our Annual Report on
Form 10-K for the year ended December 31, 2007.
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Results of Operations

The following table sets forth, for the periodsgeeted, the line items in our condensed consolidstegements of operations as a
percentage of total revenues. The information d¢oathin the table below should be read in conjumctiith the condensed consolidated
financial statements, notes to the condensed ddased financial statements and Management’s D&onsand Analysis of Financial
Condition and Results of Operations included is tDuarterly Report on Form 10-Q.

Three Months Ended Six Months Ended
June 30 March 31, June 30 June 30 June 30
2008 2008 2007 2008 2007

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

Subscriptior 57.4% 57.4% 54.% 57.£% 54.5%

Fulfillment expense 10.8% 10.9% 9.9% 10.8% 9.8%

Total cost of revenue 68.2% 68.2% 64.£% 68.2% 64.5%

Gross profil 31.8% 31.7% 35.2% 31.8% 35.1%
Operating expense

Technology and developme 6.6% 6.2% 6.2% 6.4% 5.7%

Marketing 11.8% 16.8% 14.%% 14.2% 19.2%

General and administrati 4.0% 4.2% 4.5% 4.1% 4.2%

Gain on disposal of DVD (0.7%) (0.2%) (0.8%) (0.5%) (0.€%)

Gain in legal settlemel — — (2.3%) — (1.1%)

Total operating expens 21.7% 27.(% 22.5% 24.5% 27.5%

Operating incomi 10.1% 4.7% 12.7% 7.5% 8.2%
Other income

Interest expense on lease financing obligat (0.2%) (0.1%) (0.1%) (0.2%) (0.1%)

Interest and other income (expen 0.7% 2.3% 1.6% 1.5% 1.7%
Income before income tax 10.€% 6.9% 14.2% 8.6% 9.8%
Provision for income taxe 2.8% 2.8% 5.8% 2.8% 4.C%
Net income 7.8% 4.1% 8.4% 6.C% 5.8%
Revenues

We currently generate all of our revenues in théddnStates. We derive substantially all of ourerawes from monthly subscription fees
and recognize subscription revenues ratably ovar seabscriber’'s monthly subscription period.

Three Months Ended Change Six Months Ended Change
Q2'08 vs Q2'08 vs Q2'08 vs
June 30, March 31, June 30, June 30, June 30,
2008 2008 2007 Q207 Q108 2008 2007 Q207
(in thousands except percentages and average monthievenue per paying subscriber)
Revenue: $337,61: $326,18. $303,69: 11.2% 3.5% $663,79° $609,01: 9.(%
Average number of paying subscrib 8,16¢ 7,714 6,64: 23.(% 5.8% 7,94z 6,52¢ 21.€%

Average monthly revenue per paying subscr $ 13.7¢ $ 14.0¢ $ 15.2¢ (9.€%) (2.2%) $ 1392 $ 155t (10.4%)

Three and six months ended June 30, 2008 as conhfathe three and six months ended June 30, 2007

The increase in our revenues during the three ixmienths ended June 30, 2008 as compared to the geor-year periods was
primarily a result of the substantial growth in theerage number of paying subscribers arising thamges in the competitive environment.
This was partly offset by a price reduction for owrst popular subscription plans during the sedwitlof 2007 and a decline in the average
monthly revenue per paying subscriber resultinghftbe continued growth of our lower cost subsavipgplans.
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Three months ended June 30, 2008 as compared threemonths ended March 31, 2008

The increase in our revenues during the three nsaertded June 30, 2008 as compared to the thredasnemtled March 31, 2008 was
primarily a result of the growth in the average tn@mof paying subscribers. This was partly offseallecline in the average monthly revenue
per paying subscriber resulting from the contingemlvth of our lower cost subscription plans.

Churn was 4.2% in the second quarter of 2008, am 8.9% in the first quarter of 2008 and down fré18% in the second quarter of
2007. We believe that the increase from the fitstrtgr of 2008 is primarily due to seasonality. Wédeve the decrease from the second qu
of 2007 was primarily due to changes in the contipetenvironment and a reduction in pricing for ouwst popular subscription plans.

We anticipate that the average revenue per payibgcsiber will continue to decline until the mix éw subscribers and existing
subscribers is approximately equivalent by subsoripplan price point.

The following table presents our ending subscribfarmation:

As of
June 30 March 31, June 30
2008 2008 2007
(in thousands, except percentages)
Free subscribel 17€ 141 133
As a percentage of total subscrib 2.1% 1.7% 2.C%
Paid subscriber 8,23t 8,10z 6,60¢
As a percentage of total subscrib 97.% 98.2% 98.(%
Total subscriber 8,411 8,24: 6,742
Cost of Revenues
Subscription
Three Months Ended Change Six Months Ended Change
Q208vs Q208 vs Q208 vs
June 30, March 31, June 30, June 30, June 30,
2008 2008 2007 Q207 Q108 2008 2007 Q207
(in thousands, except percentage
Subscriptior $193,76¢ $187,15¢ $166,83¢ 16.1% 3.5% $380,92! $332,02° 14.7%
As a percentage of revent 57.&% 57.%% 54.% 57.4% 54.5%%

Three and six months ended June 30, 2008 as comhfatbe three and six months ended June 30, 2007

The increase in cost of subscription revenueshfethree and six months ended June 30, 2008 asarethto the same prior-year periods
was primarily attributable to the following factors

. The number of DVDs mailed to paying subscribersaased 20% and 18%, respectively, in the threesewhonths ended June &
2008, which was driven by an increase in the nurobarerage paying subscribers of 23% and 22%esely. This increase wi
partially offset by a decline in monthly DVD rerggler average paying subscriber attributed to dhéircued popularity of our low:
priced plans

. Postage and packaging expenses increased by 25288mdespectively, in the three and six monthsdntiine 30, 2008. This w
primarily attributable to an increase in the numiieDVDs mailed to paying subscribers and increaseise rates of first class
postage in May 2007 and May 20(

. Content library amortization decreased by 6% inttiiee months ended June 30, 2008. This decreaspnmaarily attributable to
decreased content library acquisitions resultiognifan increase in the number of DVDs subject temee sharing agreements.
Content library amortization for the six months eddune 30, 2008 was relatively fl

. Revenue sharing expenses increased by 14% ande8peatively, in the three and six months ended 30n2008. This increas
was primarily attributable to an increase in thenber of DVDs subject to revenue sharing agreemeatied to paying subscribers
coupled with the increases in the number of avepayéng subscriber:
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Three months ended June 30, 2008 as compared threemonths ended March 31, 2008

The increase in cost of subscription revenueshferthree months ended June 30, 2008 as compatieel tioree months ended March 31,
2008 was primarily attributable to the following:tars:

. Revenue sharing expenses increased by 18%. Thipnmaarily attributable to an increase in the numbfeDVDs subject to
revenue sharing agreements mailed to paying stiessricoupled with an increase in the number ofamyeepaying subscribel

. Content library amortization decreased by 7%. Was primarily attributable to decreased contemtlip acquisitions resultin
from an increase in the number of DVDs subjecetenue sharing agreements, a decrease in backg&eD purchases and a
seasonal decline in the purchase of new releasesC

Fulfillment Expenses

Three Months Ended Change Six Months Ended Change
March 31, Q2'08 vs Q2’08 vs Q2'08 vs
June 30, June 30, June 30, June 30,
2008 2008 2007 Q207 Q1'08 2008 2007 Q2'07
(in thousands, except percentages)
Fulfillment expense $36,31¢  $35,64¢ $29,85¢ 21.€% 1.9% $71,967 $59,63¢ 20.7%
As a percentage of revent 10.8% 10.% 9.9% 10.8% 9.8%

Three and six months ended June 30, 2008 as conhpatke three and six months ended June 30, 2007

The increase in fulfillment expenses for the thaied six months ended June 30, 2008 as comparbd gatne prior-year periods was
primarily attributable to an increase in personmddted costs resulting from the higher volumeativities in our shipping centers and custo
service location. In addition, the increase inifinifent expenses was attributable to higher credlitl fees as a result of the increase in revenue:
from subscriptions.

Three months ended June 30, 2008 as compared thréee=months ended March 31, 2008

The slight increase in fulfillment expenses for theee months ended June 30, 2008 as compared tbrée months ended March 31,
2008 was primarily attributable to an increasedats for customer service, as well as higher cezdil fees resulting from the increase in
revenue from subscriptions.

Gross Margin

Three Months Ended Six Months Ended
June 30, March 31, June 30, June 30, June 30,
2008 2008 2007 2008 2007
(in thousands, except percentage:
Gross profil $107,52°  $103,37¢ $107,00( $210,90¢ $217,34¢
Gross margit 31.8% 31.7% 35.2% 31.8% 35.7%

Three and six months ended June 30, 2008 as conhpatbe three and six months ended June 30, 2007

The decrease in gross margin for the three anoheirths ended June 30, 2008 as compared to them@ngear periods was primarily
attributable to a reduction in the prices of ourstrmopular subscription plans during the seconfldf&#007 and increases in postage rates
effective May 2007 and May 2008.
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Three months ended June 30, 2008 as compared threemonths ended March 31, 2008

Gross margin for the three months ended June 3B 28 compared to the three months ended March0BB, was relatively flat, due tc
slight increase in content spending as a percemfigrenue, offset by a slight decline in shippamgl packaging and fulfillment expenses as a
percentage of revenue due to a seasonal declb¥husage.

Technology and Devel opment

Three Months Ended Change Six Months Ended Change
March 31, Q2'08 vs Q2'08 vs Q2'08 vs
June 30, June 30, June 30, June 30,
2008 2008 2007 Q2'07 Q1'08 2008 2007 Q2'07
(in thousands, except percentage:
Technology and developme $22,18¢ $20,267  $18,80: 18.(% 9.5% $42,45! $34,41: 23.4%
As a percentage of revent 6.6% 6.2% 6.2% 6.4% 5.7%

Three and six months ended June 30, 2008 as comhfrathe three and six months ended June 30, 2007

The increase in technology and development expdoséise three and six months ended June 30, 20@®mpared to the same prior-
year periods was primarily attributable to an iasein personn-related costs due to growth in headcount.

Three months ended June 30, 2008 as compared thrieemonths ended March 31, 2008

The increase in technology and development expehgéyy the three months ended June 30, 2008 aparaah to the three months
ended March 31, 2008 was primarily attributablatdncrease in facilities related expenses asagaib the depreciation of computer hardware
and software.

We regularly research and test a variety of padéitiprovements to our internal hardware and saftvegstems in an effort to improve
our productivity and enhance our subscribers’ egpees. As a result, we anticipate that our teatgobnd development expenses will
increase on a year-over-year basis for the remainfd2008.

Marketing

Three Months Ended Change Six Months Ended Change

March 31, Q2'08 vs Q2'08 vs Q2'08 vs
June 30, June 30, June 30, June 30,
2008 2008 2007 Q207 Q108 2008 2007 Q207
(in thousands, except percentages and subscribercagsition cost)

Marketing $39,98:  $54,89¢  $45,23¢ (11.6%) (27.29%) $94,87¢ $117,35¢ (19.2%)
As a percentage of revent 11.8% 16.8% 14.% 14.2% 19.2%
Other data
Gross subscriber additiol 1,38¢ 1,862 1,02¢ 34.€% (25.7%) 3,24¢ 2,54¢ 27.2%%
Subscriber acquisition co $ 28.8¢ $ 29.4¢ $ 44.01 (34.4%) (2.C%) $29.2: $ 46.0¢ (36.5%)

Three and six months ended June 30, 2008 as conhpatke three and six months ended June 30, 2007
The decrease in marketing expenses for the thrésiammonths ended June 30, 2008 as compared &athe prior-year period was
primarily attributable to a decrease in marketinggoam spending.

Subscriber acquisition cost decreased for the tamelesix months ended June 30, 2008 as compatkd tame prior-year periods
primarily due to changes in the competitive envinemt coupled with a decrease in marketing spendidfset, in part, the costs of the price
decrease we implemented in the second half of 2007.
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Three months ended June 30, 2008 as compared threemonths ended March 31, 2008

The decrease in marketing expenses during the thoe¢hs ended June 30, 2008 as compared to treertiorths ended March 31, 2008
was primarily attributable to a decrease in marigeprogram spending, primarily in online advertisin

Subscriber acquisition cost decreased for the timeths ended June 30, 2008 as compared to therttweths ended March 31, 2008
primarily due to a seasonal decline in marketingnsiing.

We anticipate that marketing expenses will decreasa year-over-year basis as we cut marketingdipgto offset, in part, the costs of
the price decrease we implemented in the secofadh2007.

General and Administrative

Three Months Ended Change Six Months Ended Change
March 31, Q2'08 vs Q2’08 vs Q2'08 vs
June 30, June 30, June 30, June 30,
2008 2008 2007 Q207 Q1'08 2008 2007 Q2'07
(in thousands, except percentages)
General and administrati $13,41¢ $13,73¢ $13,81¢ (2.9% (2.9% $27,15¢ $25,97: 4.€%
As a percentage of revent 4.C% 4.2% 4.5% 4.1% 4.2%

Three and six months ended June 30, 2008 as conhpatke three and six months ended June 30, 2007

The slight decrease in general and administratiperses for the three months ended June 30, 200&azared to the same prior-year
period was primarily attributable to a decreasedsts related to legal proceedings, offset by arease in facilities related expenses and
personnel-related costs due to an increase in beatic

The increase in general and administrative expéiosdbe six months ended June 30, 2008 as comparie same prioyear period wa
primarily attributable to an increase in personmddted costs due to an increase in headcount)eugth an increase in facilities related cc

Three months ended June 30, 2008 as compared thréee=months ended March 31, 2008
The slight decrease in general and administratiperses during the three months ended June 30,806@8mpared to the three months
ended March 31, 2008 was primarily attributabla tecrease in costs related to legal proceedings.

We anticipate that general and administrative egpemvill increase on a year-owgar basis for the remainder of 2008 in order fupsu
our growing operations.

Gain on Legal Settlement

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

I nterest Expense on Lease Financing Obligations

Three Months Ended Change Six Months Ended Change
June 30 March 31, June 30 Q208 vs Q208 vs June 30 Q208 vs
June 30,
2008 2008 2007 Q207 Q108 2008 2007 Q207

(in thousands, except percentage
Interest expense on lease financ
obligations $ (681) $ (429 $ (299) 128.5% 61.C% $(1,109 $ (597) 84.%
As a percentage of revent (0.2% (0.)% (0.1)% (0.2% (0.)%

In June 2004 and June 2006, we entered into twaragplease arrangements whereby we leased anguiltht was constructed by a th
party. As discussed in Note 2, we have accountethése leases in accordance with EITF No. 97Fh@, Effect of Lessee Involvement in Asset
Construction, and SFAS No. 98ccounting for Leases: Sale-Leaseback Transactior@ving Real Estate, Sales-Type Leases of ReateéEs
Definition of the Lease Term, and Initial Direct €e of Direct Financing Leases; an amendment ofB-8&tements No. 13, 66, and 91 ar
rescission of FASB Statement No. 26 and Technigédtih No. 79-11 which causes Netflix to be considered the owf@rgccounting
purposes) of the two buildings.

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

Three Months Ended Change Six Months Ended Change
June 30 March 31, June 30 Q2'08 vs Q2'08 vs Q2'08 vs
June 30, June 30,
2008 2008 2007 Q2'07 Q108 2008 2007 Q2'07
(in thousands, except percentage:
Interest and other incon $2,40¢ $ 7,66( $4,97: (51.0% (68.€%) $10,06¢ $10,32% (2.5%)
As a percentage of revent 0.7% 2.3% 1.6% 1.5% 1.7%

Three and six months ended June 30, 2008 as conhpatbe three and six months ended June 30, 2007

The decrease in interest and other income (expémst)e three and six months ended June 30, 28@®mpared with the same prior-
year periods was primarily attributable to a lowash balance resulting from the repurchase of $@dl@n of our common stock in the fir
quarter of 2008.

Three months ended June 30, 2008 as compared thréee=months ended March 31, 2008

The decrease in interest and other income (expelsig)g the three months ended June 30, 2008 apareah to the three months ended
March 31, 2008 was primarily attributable to highains realized from the sale of short-term investta during the three months ended
March 31, 2008 coupled with a lower yield during 8econd quarter of 2008.

For the remainder of 2008, we anticipate that @geand other income (expense) will consist prilpaffiinterest income without the
benefit of additional one-time gains.

Income Taxes
Three Months Ended Six Months Ended
June 30 March 31,
June 30, June 30, June 30,
2008 2008 2007 2008 2007
(in thousands, except percentages)

Income taxe: $9,34¢ $ 9,20: $17,60¢ $18,54¢ $24,24¢
Effective tax rate 26.(% 40.8% 40.8% 31.7% 40.7%

As of January 1, 2008, we had no gross unrecogiéebenefits. During the quarter ended June 303 2@e had an increase in gross
unrecognized tax benefits of approximately $0.4iomlirelated to the current year tax position andreerease of approximately $9.0 million
related to our prior year tax position. The grossartain tax position, if recognized by us, wilkuét in a reduction of approximately $7.6
million to the tax provision which will impact oeffective tax rate.

Our effective tax rate for the second quarter @i@AQiffered from the federal statutory rate duenauiily to tax credits recorded during the
guarter. The decrease in our effective tax ratethithree and six months ended June 30, 2008rapared to the same prior-year periods was
primarily attributable to the impact of federal astdte tax credits recorded during the quarter.

The Company files income tax returns in the U.8efal jurisdiction and various states. The Comgarsubject to U.S. federal or state
income tax examinations by tax authorities for gesfter 1997.

Liquidity and Capital Resources

We have generated net cash from operations duscly guarter since the second quarter of 2001. Neatgrs will impact our ability to
continue to generate and grow cash from our omersiincluding, but not limited to, the number obscribers who sign up for our service, the
growth or reduction in our subscriber base andatility to develop new revenue sources. In addjtiwa may have or otherwise choose to
lower our prices and increase our marketing expeimserder to grow faster or respond to competitidithough we currently anticipate that
cash flows from operations, together with our alal# funds, will be sufficient to meet our cashdsefor the foreseeable future, we may
require or choose to obtain additional financingr @bility to obtain financing will depend on, angoather things, our development efforts,
business plans, operating performance and the timmdif the capital markets at the time we seeé&rfiing.
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Our primary source of liquidity has been cash figmerations, which consists mainly of net incomeusidid for non-cash items such as
amortization of our content library and the depmdon of property and equipment, and stock-basetpemsation related to the issuance of
common stock. Our primary uses of cash includestaok repurchase programs, the acquisition of ecrgied marketing and fulfillment
expenses.

In 2008, operating cash flows is expected to bigrifecant source of liquidity, while the acquisiti of content and marketing and
fulfillment expenses are expected to continue tsigrificant uses of cash. Other significant usesash in 2008 may include stock
repurchases. The following table highlights sel@éeteeasures of our liquidity and capital resourcedte three and six months ended June 30,
2008 and 2007:

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2008 2007 2008 2007
(in thousands)
Net cash provided by operating activit $ 78,14¢ $65,23¢ $156,01: $ 128,35¢
Net cash used in investing activiti (109,69) (83,897) (105,367 (333,740
Net cash provided by (used in) financing activi 6,84¢ (15,619 (83,79)) (20,86¢)

Operating Activities

During the three months ended June 30, 2008, aenating activities consisted of net income of $2@ibion, increased by non-cash
adjustments of $59.2 million, and a decrease iropetating assets and liabilities of $7.7 millidihe majority of the non-cash adjustments
resulted from $57.0 million of amortization of tbentent library. Cash provided by operating adgsgiincreased $12.9 million for the three
months ended June 30, 2008 as compared to them@mgear period. This was primarily due to anréase in non-cash adjustments of $17.9
million.

During the six months ended June 30, 2008, ouratiper activities consisted of net income of $39iBiom, increased by non-cash
adjustments of $118.1 million, and a decrease froperating assets and liabilities of $2.0 millidime majority of the non-cash adjustments
resulted from $114.6 million of amortization of tbentent library. Our content library increasedwascontinued to both purchase and license
additional content in order to support our largdvscriber base. Cash provided by operating a@#siticreased $27.7 million for the six mor
ended June 30, 2008 as compared to the same paompgriod. This was primarily due to an increasedt income of $4.7 and an increase in
non-cash adjustments of $27.0 million.

I nvesting Activities

During the three months ended June 30, 2008, esting activities consisted primarily of purchaaed sales of available-for-sale
securities, acquisitions of content and purcha$esaperty and equipment. Cash used in investitigities increased $25.8 million for the
three months ended June 30, 2008 as compared sanhe prior-year period. This is primarily attribiie to an increase of $12.0 million in
purchases of available-for-sale securities coupligl a decrease of $7.0 million in the proceedsiftbe sales of available-for-sale securities as
compared to the same prior-year period. Purchdsg®perty and equipment increased by $5.7 milfrthe three months ended June 30,
2008 as compared to the same prior year perioceaawested in increasing the efficiency of ourifltfent centers. In addition, content
acquisitions decreased by $2.2 million as the nurab®VDs subject to revenue sharing agreementeased.

During the six months ended June 30, 2008, ourstinvg activities consisted primarily of purchased aales of available-for-sale
securities, acquisitions of content and purchasgsaperty and equipment. Cash used in investiniyiies decreased $228.4 million for the
months ended June 30, 2008 as compared to them@mgear period. This is primarily attributable a decrease of $160.2 million in
purchases of available-for-sale securities coupliglll an increase of $72.9 million in the proceesif the sales of available-for-sale securities
as compared to the same prior-year period.

Financing Activities

During the three months ended June 30, 2008, nanéing activities consisted primarily of the issc@of common stock. Cash provided
by financing activities was $6.8 million during ttteee months ended June 30, 2008 as comparedhaisad in financing activities of $15.6
for the three months ended June 30, 2007. Thigwasrily because we did not repurchase commorkgtoough our stock repurchase
program during the quarter ended June 30, 2008.

During the six months ended June 30, 2008, oun(img activities consisted of the issuance of comstock, repurchases of our
common stock and the excess tax benefit from sbasled compensation. Cash used in financing aesviticreased by $72.9 million during
six months ended June 30, 2008 primarily due tmarease in stock repurchases of $69.7 millionJ&muary 31, 2008, our Board of Directors
authorized a stock repurchase program allowing uspurchase up to $100.0 million of our common
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stock through the end of 2008. Under this prognamrepurchased 3,847,062 shares of common staok aterage price of $25.96 per share
for an aggregate amount of $99.9 million, net gfenses. On March 5, 2008, our Board of DirectotBaized a stock repurchase program
allowing us to repurchase up to $150.0 million of oommon stock through the end of 2008. No sharre repurchased under this program
during the six months ended June 30, 2008. Stqukrchases during the first quarter of 2007 werg@pmately $30.2 million.

Contractual Obligations
Off-Balance Sheet Arrangements

As part of our ongoing business, we do not engageansactions 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.

Operating Leases

We have entered into various non-cancelable opgrégbse agreements for our offices and distributenters throughout the U.S. with
original lease periods expiring through 2013. Gertd these leases have free or escalating remhpat/provisions. We recognize rent expense
on our operating leases on a straight-line badisesatommencement of the lease.

In June 2004, we entered into a seven year leasegament for our headquarters in Los Gatos, CaldoIn March 2006, we exercised
our option to lease over five years an adjaceritingi. The buildings were completed in the firsager of 2006 and 2008, respectively, and
each building comprises approximately 80,000 sqtesreof office space. The terms of the lease agesés required our involvement in the
construction of certain elements of the buildingson commencement of the lease, we accounted tbrdfahese arrangements as operating
leases, whereby the total minimum lease paymeigatibns under the leases were recognized as nyorght expense on a straight-line basis
over the term of the lease. In June 2008, we cdecluhat GAAP requires these leases to be treatédancing obligations, and accordingly
have corrected our historical accounting. As wedasemed to be the owner (for accounting purposig ofithe buildings subject to the leases
during the construction period, we have recordedsset as well as a corresponding liability forabsts paid by the lessor to construct these
buildings. The corrections were deemed immateoialur financial statements and did not affect dtaltcash payments we have made or our
payment obligations under the lease agreementd\N&ee2 to the condensed consolidated financi&stants for further discussion.

I ndemnifications

In the ordinary course of business, we enter int@ractual arrangements under which we agree wageondemnification of varying
scope and terms to business partners and othéaith respect to certain matters, including, fottlimited to, losses arising out of our
breach of such agreements and out of intellectuggdepty infringement claims made by third partiesthese circumstances, payment may be
conditional on the other party making a claim parguo the procedures specified in the particutertract, which procedures typically allow us
to challenge the other party’s claims. Further, @uligations under these agreements may be lintitéekms of time and/or amount, and, in
some instances, we may have recourse againstitigs for certain payments made by us under thgsgements. In addition, we have
entered into indemnification agreements with owveators and certain of our officers that will reguils, among other things, to indemnify tt
against certain liabilities that may arise by remsbtheir status or service as directors or ofic@he terms of such obligations vary.

It is not possible to make a reasonable estimatkeofnaximum potential amount of future paymentdenrthese or similar agreements
due to the conditional nature of our obligationd #me unique facts and circumstances involved ah garticular agreement. No amount has
been accrued in the accompanying condensed coatalifinancial statements with respect to thesenmdfication obligations.

Recent Accounting Pronouncements

In May 2008, the FASB issued Statement of Finank@ounting Standard (“SFAS”) No. 162he Hierarchy of Generally Accepted
Accounting PrinciplesSFAS No. 162 identifies the sources of accountimgcples to be used in the preparation of finahsiatements of
nongovernmental entities that are presented inoconify with generally accepted accounting princip{&AAP) in the United States (the
GAAP hierarchy). SFAS 162 is effective 60 daysdaling the Securities and Exchange Commission agpafthe Public Company
Accounting Oversight Board amendments to AU Sedfibh, The Meaning of “Present Fairly in Conformity withe@erally Accepted
Accounting Principle”. We currently adhere to the hierarchy of GAAP asented in SFAS No. 162, and do not expect the aopf this
standard to have a material impact on our finargiaition or results of operations.

In December 2007, the FASB issued SFAS No. 14R3jness Combinationgo replace SFAS No. 14Business CombinationsSFAS
No. 141(R) requires the use of the acquisition methf accounting, defines the acquirer, establishescquisition date and broadens the s
to all transactions and other events in which ontéyeobtains control over one or more other buss®s. This statement is effective for finar
statements issued for fiscal years beginning aafter December 15, 2008. We do not expect the &topf this standard to have a material
impact on our financial position or results of aerns.
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In February 2007, the FASB issued SFAS No. I5% Fair Value Option for Financial Assets and Fioal Liabilities. SFAS No. 159
allows companies to choose to measure many fineinsiauments and certain other items at fair valilee statement requires that unrealized
gains and losses on items for which the fair valpon has been elected be reported in earningsS$¥o. 159 also amends certain provisions
of SFAS No. 115Accounting for Certain Investments in Debt and Bg8ecurities SFAS No. 159 is effective for fiscal years begignafter
November 15, 2007, although earlier adoption isniged. SFAS No. 159 was effective for us beginrimthe first quarter of fiscal 2008. \
elected to account for the investment in a busineser the cost method during the first quarte2Gd8. The adoption of SFAS No. 159 in the
first quarter of fiscal 2008 did not impact ourdircial position or results of operations.

In September 2006, the FASB issued SFAS No. E&if,Value MeasurementSFAS No. 157 establishes a framework for measuhag
fair value of assets and liabilities. This framekvizrintended to provide increased consistencyoin fair value determinations are made under
various existing accounting standards which peronitn some cases require, estimates of fair masklee. SFAS No. 157 is effective for fis
years beginning after November 15, 2007 and intgeniods within those fiscal years. In February@afie FASB issued FASB Staff Positi
(“FSP”) No. 157-2, which delays the effective datsSFAS No. 157 for all non-financial assets and-financial liabilities, except those that
are recognized or disclosed at fair value in tharicial statements on a recurring basis, to figeafs beginning after November 15, 2008 and
interim periods within those fiscal years for itemighin the scope of FSP No. 157-2. Effective Japuda 2008, we adopted SFAS No. 157 for
financial assets and liabilities recognized at Yaiue on a recurring basis. The partial adoptio8FAS No. 157 for financial assets and
liabilities did not have a material impact on owahcial position or results of operations. SeeeNdbto the condensed consolidated financial
statements for further discussion.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

For financial market risks related to changes tariest rates, reference is made to Iltem 7A “Quetité and Qualitative Disclosures
About Market Risk” contained in Part Il of our AredlReport on Form 10-K for the year ended Decer8lte2007. We started an investment
portfolio during the first quarter of 2007 whichdesmprised of corporate debt securities, governrardtagency securities and asset and
mortgage-backed securities. However, our exposunesairket risk has not changed significantly sinee@®&nber 31, 2007.

Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedu

Our management, with the participation of our Cligécutive Officer and Chief Financial Officer, &vated the effectiveness of our
disclosure controls and procedures (as definediiadRl3a-15(e) and 15d-15(e) under the Securittehdhge Act of 1934, as amended) as of
the end of the period covered by this Quarterlydepn Form 10-Q. Based on that evaluation, oueClEkecutive Officer and Chief Financial
Officer concluded that our disclosure controls pratedures as of the end of the period coverethisyQuarterly Report on Form 10-Q were
effective in providing reasonable assurance tHatmmation required to be disclosed by us in reptirés we file or submit under the Securities
Exchange Act of 1934, as amended, is (i) recorgemtessed, summarized and reported within the pienids specified in the Securities and
Exchange Commissiog'rules and forms and (ii) accumulated and comnati@itto our management, including our Chief Exeeubfficer ant
Chief Financial Officer, as appropriate, to allomely decisions regarding required disclosure.

Our management, including our Chief Executive @ffiand Chief Financial Officer, does not expect tha disclosure controls and
procedures or our internal controls will preverieator and all fraud. A control system, no mattew well conceived and operated, can pro
only reasonable, not absolute, assurance thatijleetoves of the control system are met. Furthes,design of a control system must reflect the
fact that there are resource constraints, andeheflis of controls must be considered relativihéir costs. Because of the inherent limitations
in all control systems, no evaluation of contras rovide absolute assurance that all controbssind instances of fraud, if any, within
Netflix have been detecte

Changes in Internal Control Over Financial Repogin

There were no changes in our internal control dwmancial reporting that occurred during the quaeteded June 30, 2008 that have
materially affected, or are reasonably likely tatenally affect, our internal control over finantiaporting.
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PART II. OTHER INFORMATION

Item 1. Legal Proceedings
The information set forth under Note 8 in the ndtethe condensed consolidated financial statemgmsorporated herein by reference.

Item 1A. Risk Factors

There have been no material changes from risk faet® previously disclosed under the heading “Rastors” in the Company’s Annual
Report on Form 10-K for the year ended Decembe3Q7.

Item 4. Submission of Matters to a Vote of Security Holder:
Our Annual Meeting of Stockholders was held on May2008. The following two proposals were adopted:

Proposal One
Election of Directors:

Number of Shares

Nominees For Withheld

Reed Hasting 54,631,21 707,45!
Jay C. Hoa( 48,056,10 7,282,56
A. George (Skip) Battl 48,736,48 6,602,18.

In addition, the term of each of the following diters continued after the annual meeting: Richaaddh, Charles Giancarlo, Timothy Haley,
Michael Schuh and Greg Stanger.

Proposal Two
Ratification of the appointment of KPMG LLP as ipgedent auditors for the year ending December @182

Number of Shares
For Against Abstain Non-Votes

55,063,52¢ 170,605 104,539 —
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Iltem 6 . Exhibits

(a) Exhibits:
Exhibit Incorporated by Reference Filed
Number  Exhibit Description Form File No. Exhibit Filing Date Herewith
3.1 Amended and Restated Certificate of Incorpora 16-Q 00C-4980z 3.1  August 2, 200
3.2 Amended and Restated Byla S-1/A  33:-8387¢ 3.4  April 16, 2002
3.3 Certificate of Amendment to the Amended and Redi
Certificate of Incorporatio 10-Q  00C-4980: 3.3  August 2, 200
4.1 Form of Common Stock Certifica S-1/A 33:-8387¢ 4.1 April 16, 2002
10.1t  Form of Indemnification Agreement entered into by
registrant with each of its executive officers ali@ctors S-1/A 33:-8387¢ 10.1 March 20, 200
10.2t 2002 Employee Stock Purchase F 10-Q  00C-4980z 10.1€ August9, 200
10.31  Amended and Restated 1997 Stock | S-1/A  33:-8387¢ 10.3 May 16, 200z
10.41 Amended and Restated 2002 Stock f Def 14A 00C-4980: A March 31, 200
10.5 Amended and Restated Stockhol’ Rights Agreemer S-1 33:-8387¢ 10.5 March 6, 200z
10.6 Lease between Sobrato Land Holdings and Netflix, 10-Q  00C-4980:z 10.1t August 2, 200
10.7 Lease between Sobrato Interests Il and Netflix, 16-Q 00C-4980z 10.1€ August 2, 200
10.8 Lease between Sobrato Land Holdings and Netflix, diatec
June 26, 200 10-Q  00C-4980:z 10.1€ August9, 200
10.9t  Description of Director Equity Compensation P 8-K 00C-4980: 10.1 July 5, 200t
10.101 Executive Severance and Retention Incentive 8-K 00C-4980z 10.2 July 5, 200t
311 Certification of Chief Executive Officer Pursuant$ectior
302 of the Sarban-Oxley Act of 2002 X
31.2 Certification of Chief Financial Officer Pursuant$ection
302 of the Sarban-Oxley Act of 2002 X

32.1*  Certifications of Chief Executive Officer and Chief
Financial Officer Pursuant to Section 906 of theb&@aes ©xley Act of
2002 X

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

t  Indicates a management contract or 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
the undersigned thereunto duly authorized.

N ETFLIX, | NC.

Dated: August 11, 20C By: /s REEDH ASTINGS
Reed Hastings
Chief Executive Officer
(Principal executive officer)

Dated: August 11, 2008 By: /s/ BARRY M ¢ C ARTHY
Barry McCarthy
Chief Financial Officer
(Principal financial and accounting officer)
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EXHIBIT INDEX
Exhibit Incorporated by Reference Filed
Number  Exhibit Description Form File No. Exhibit Filing Date Herewith
3.1 Amended and Restated Certificate of Incorpora 16-Q 00C-4980z 3.1  August 2, 200
3.2 Amended and Restated Byla S-1/A 33:-8387¢ 3.4  April 16, 2002
3.3 Certificate of Amendment to the Amended and Redtate
Certificate of Incorporatio 10-Q  00C-4980: 3.3  August 2, 200
4.1 Form of Common Stock Certifica S-1/A 33:-8387¢ 4.1 April 16, 2002
10.1t  Form of Indemnification Agreement entered into by t
registrant with each of its executive officers alirg:ctors S-1/A  33:-8387¢ 10.1 March 20, 200
10.2t 2002 Employee Stock Purchase F 10-Q  00C-4980z 10.1€ August9, 200
10.31  Amended and Restated 1997 Stock | S-1/A  33:-8387¢ 10.3 May 16, 200z
10.41 Amended and Restated 2002 Stock f Def 14A 00C-4980: A March 31, 200
10.5 Amended and Restated Stockhol’ Rights Agreemer S1 33:-8387¢  10.5 March 6, 200z
10.6 Lease between Sobrato Land Holdings and Netflix, 16-Q 00C-4980z 10.1t August 2, 200
10.7 Lease between Sobrato Interests 1l and Netflix, 10-Q  00C-4980z 10.1€ August 2, 200
10.8 Lease between Sobrato Land Holdings and Netflix, diated
June 26, 200 10-Q  00C-4980:z 10.1€ August9, 200
10.91  Description of Director Equity Compensation P 8-K 00C-4980z 10.1 July 5, 200t
10.10t Executive Severance and Retention Incentive 8-K 00C-49802z 10.2 July 5, 200t
311 Certification of Chief Executive Officer Pursuant$ection
302 of the Sarban-Oxley Act of 200z X
31.2 Certification of Chief Financial Officer Pursuant$ectior
302 of the Sarban-Oxley Act of 200z X

32.1*  Certifications of Chief Executive Officer and Ch
Financial Officer Pursuant to Section 906 of theb@aes ©xley Act of
2002 X

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

t  Indicates a management contract or compensatony
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EXHIBIT 31.1

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

I, Reed Hastings, certify that:
1. | have reviewed this Quarterly Report on ForrfL6f Netflix, Inc.;

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

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

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

a) designed such disclosure controls and procedoresiused such disclosure controls and procedoites designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

b) designed such internal control over financiglomting, 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 accordancegeitierally accepted accounting principles;

c) evaluated the effectiveness of the registeadiisclosure controls and procedures and pres@ntas report our conclusions abr
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such evaluation; and

d) disclosed in this report any change in the tegyig’'s internal control over financial reportirftat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repog) 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 anddve disclosed, based on our most recent evaluatimternal control over financial
reporting, to the registrant’s auditors and theitaemmmittee of registrant’s board of directors parsons performing the equivalent function):

a) all significant deficiencies and material weas®es in the design or operation of internal cortvel financial reporting which a
reasonably likely to adversely affect the regidfgaability to record, process, summarize and refioancial information; and

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

Dated: August 11, 20C By: /s 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

[, Barry McCarthy, certify that:
1. | have reviewed this Quarterly Report on Forrf16f Netflix, Inc.;

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

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

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

a) designed such disclosure controls and procedoresused such disclosure controls and procedoites designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

b) designed such internal control over financiglomting, 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 accordancegeitierally accepted accounting principles;

c) evaluated the effectiveness of the registeadiisclosure controls and procedures and pres@ntas report our conclusions abr
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such evaluation; and

d) disclosed in this report any change in the tegyig’'s internal control over financial reportirftat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repog) 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 anddve disclosed, based on our most recent evaluatimternal control over financial
reporting, to the registrant’s auditors and theitaemmmittee of registrant’s board of directors parsons performing the equivalent function):

a) all significant deficiencies and material weas®es in the design or operation of internal cortvel financial reporting which a
reasonably likely to adversely affect the regidfgaability to record, process, summarize and refioancial information; and

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

Dated: August 11, 20C By: /s/ BARRY M ¢ C ARTHY

Barry McCarthy
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.QtiBa 1350, as adopted pursuant to Section 90beoSarbanes-Oxley Act of 2002, that
the Quarterly Report on Form 10-Q of Netflix, Ifiar the quarter ended June 30, 2008 fully compliggk the requirements of Section 13(a) or
15(d) of the Securities Exchange Act of 1934 arad ithformation contained in such report fairly gets, in all material respects, the financial
condition and results of operations of Netflix, Inc

Dated: August 11, 2008 By: /s REEDH ASTINGS

Reed Hastings
Chief Executive Officer

I, Barry McCarthy, certify, pursuant to 18 U.S.@c8on 1350, as adopted pursuant to Section 9@itedbarbanes-Oxley Act of 2002,
that the Quarterly Report on Form 10-Q of Netflix;. for the quarter ended June 30, 2008 fully cliespwvith the requirements of Section 13
(a) or 15(d) of the Securities Exchange Act of 1884 that information contained in such reportygiresents, in all material respects, the
financial condition and results of operations otflibe Inc.

Dated: August 11, 2008 By: /s/ BARRY M ¢ C ARTHY

Barry McCarthy
Chief Financial Officer




