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PART I

Forward-Looking Statements

This Annual Report on Form 10-K contains forwardkimg statements within the meaning of the fedszaulrities laws. These forward-
looking statements include, but are not limitedstafements regarding: our core strategy; expectupetition and our competitive advanta
the growth of Internet delivery of content; the thowned popularity of the DVD format; the growthsbfeaming content choices available
through our service; the expansion of electroninipment that will enable streamed content; grossgima liquidity; revenue per average
paying subscriber; impacts relating to our priciatfategy; our content library investments; interioatl expansion; and, our sto-based
compensation expense for 2010. These forward-lgaitBiements are subject to risks and uncertairttiascould cause actual results and
events to differ. A detailed discussion of theskather risks and uncertainties that could causeialcresults and events to differ materially
from such forwar-looking statements is included throughout thigdiland particularly in Item 1A: “Risk Factors” séon set forth in this
Annual Report on Form -K. All forward-looking statements included in tdiscument are based on information available tomshe date
hereof, and we assume no obligation to revise btiply release any revision to any such forwardlimy statement, except as may otherwise
be required by law.

Item 1. Business

With more than 12 million subscribers, we are tloeldis largest subscription service streaming moviesTahdpisodes over the Interr
and sending DVDs by mail. Our subscribers can imitavatch unlimited movies and TV episodes stredueetheir TVs and computers and
can receive DVDs delivered quickly to their homé& offer a variety of subscription plans, with ngeddates, no late fees, no shipping fees
and no pay-per-view fees. Aided by our propriet@gommendation and merchandising technology, siltessrcan select from a growing
library of titles that can be watched instantly andast array of tittes on DVD. On average, apprately 2 million discs are shipped daily fr
our distribution centers across the United Stadslitionally, more than 48% of our subscribers émgly watched more than 15 minutes of
streaming content in the fourth quarter of 2009.

Subscribers can:

« Watch streaming content without commercial intetiarpon their computers and TVs. The viewing exgece is enabled by Netfl
controlled software that can run on a variety aisuoner electronics devices (“Netflix Ready DevigeFThese Netflix Ready
Devices currently include B-ray disc players, Interr-connected TVs, digital video players and game cess

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

Our core strategy is to grow a large subscriptiositiess consisting of streaming and DVD-by-mailteoh By combining streaming and
DVD as part of the Netflix subscription, we areeatw offer subscribers a uniquely compelling sébecof movies for one low monthly price.
We believe this creates a competitive advantagmapared to a streaming only subscription servibés advantage will diminish over time as
more content becomes available over the Interoet tompeting services, by which time we expectaeetfurther developed our other
advantages such as brand, distribution, and ourigtary merchandising platform. Despite the grayyopularity of Internet delivered conte
we expect that the standard definition DVD, alorithwts high definition successor, Blu-ray (colleety referred to as “DVD”), will continue
to be the primary means by which a majority of Neeubscribers view content for the foreseeabtarket However, at some point in the futt
we expect that Internet delivery of content totloene will surpass DVD as the primary means by wimdst Netflix subscribers view content.

We promote our service to consumers through vamaearketing programs, including online promotion¥, dnd radio advertising,
package inserts, direct mail and other promotioitis third parties. We also engage
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our consumer electronics partners to generate obscsbers for our service. These programs enceuragsumers to subscribe to our service
and may include a free trial period. At the endhef free trial period, subscribers are automaticatirolled as paying subscribers, unless they
cancel their subscription. All paying subscribenes lailled monthly in advance. We believe that caidgmarketing efforts are significantly
enhanced by the benefits of word-of-mouth advergisour subscriber referrals and our active putgliations programs.

We use our proprietary recommendation and merckamgdtechnology to determine which titles are pnésg to a subscriber. In doing
we believe we provide our subscribers with a qaicll personalized way to find titles they are mikely to enjoy while also effectively
managing our inventory utilization. Our merchanatisefforts are used throughout our web site arhasof the user interface on many Netflix
Ready Devices to determine which titles are disgdiaty subscribers, including the generation of lidtsimilar titles. We believe our
merchandising efforts create a powerful methodccftalog browsing and efficient library utilization.

We obtain content through direct purchases, revehaeng agreements and license agreements wilostuistributors and other
suppliers. DVD content is typically obtained througdjrect purchases or revenue sharing agreementsndng content is generally licensed
a fixed fee for the term of the license agreement.

We ship and receive DVDs throughout the UnitedeStaind maintain a nationwide network of shippingtees that allows us to provide
fast delivery and return service to our subscribéfs also utilize third party content delivery netks to help us efficiently stream movies and
TV episodes in high volume to Netflix subscribeveiothe Internet.

We are focused on growing our subscriber base @rghues and utilizing our proprietary recommendagiod merchandising technology
to minimize variable and fixed operating costs witthe framework of providing a valuable and contipgluser experience. Our technology is
extensively employed to manage and integrate osinbss, including our Web site interface, ordecpssing, fulfillment operations and
customer service. We believe that our technology allows us to maximize our library utilizationdato run our fulfilment operations in a
flexible manner with minimal capital requirements.

We are organized in a single operating segmentciiently generate all our revenues in the UnitedeS, although we plan to launch a
limited international expansion with a streamingsaription service in 2010. Substantially all oevenues are derived from monthly
subscription fees. We have no long-lived assetsideithe United States.

Industry and competitive overview

We operate in the subscription segment of the mdentertainment video market. In 2007, we expawodedVD-by-mail distribution
model to include streaming content over the Interfileis hybrid distribution model expands the cansuappeal of the Netflix subscription
service beyond the traditional reach of the DVDtaésegment and offers subscribers a uniquely cimgeselection of content, both stream
and DVD, for one low monthly price. While the conser appeal of this hybrid service has grown quicttig market for Internet delivered
video content is still in its formative stages, anel expect competition to be intense.

Currently the market for Internet delivered videmsists of three market segments: video-on-deman@”), ad supported, and
subscription. The VOD segment includes competiikesAmazon, Apple, Blockbuster, Cinemanow and Mgoft. The ad supported segment
includes competitors like Hulu and YouTube. Curigrtletflix is the primary provider in the subsdign segment, but we expect direct and
indirect competition to emerge and continue to gemthe consumer appeal for Internet delivery dé@icontinues to expand.

The market for in-home entertainment video is intdy competitive and subject to rapid change. Maotmysumers maintain simultaneous
relationships with multiple in-home entertainmeitteo providers and can
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easily shift spending from one provider to anotf@r. example, consumers may subscribe to cablearBvD from Redbox or Blockbuster,
buy a DVD from Wal-Mart or Amazon, download a mofriem Apple iTunes, watch a TV show on Hulu.comd anbscribe to Netflix, or

some combination thereof, all in the same monttw Rempetitors may be able to launch new businesisaselatively low cost. DVDs and
Internet delivery of content represent only twarany existing and potential new technologies feming entertainment video. In addition, the
growth in adoption of DVD and Internet deliveryaafntent is not mutually exclusive from the growftother technologies.

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

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

» online DVD subscription rental web sites, such &xBouster Online
* entertainment video retail stores, such as Best B{gl-Mart and Amazon.com; ar
» Internet movie and TV content providers, such aplé's iTunes, Amazon.com, Hulu.com and Go'’'s YouTube

Studio licensing and movie distribution

Motion pictures, including movies and TV episod&n{ertainment video”) are distributed broadly tingb a variety of channels,
including movie theaters, airlines, hotels and amdle. In-home distribution channels include DVD atntetail outlets and web sites, Internet
delivery and cable, satellite and telecommunicatimviders offering basic and premium TV, pay-pe&wand VOD. Currently, studios
distribute movies approximately three to six mordfisr theatrical release to the home video matkete to seven months after theatrical
release to pay-per-view and VOD, one year afteattical release to premium TV and two to three yediter theatrical release to basic cable
and network TV. Internet delivered content is madailable typically at the same time as pay-pewwe VOD. However, some content, such
as TV episodes, are often made available for leteriewing shortly after the original airing daféhe major studios and TV networks have
continued to experiment with shortened release sl and we anticipate that they will continuedstta variety of modifications or
adjustments to the traditional windows, includietgasing movies simultaneously on DVD and VOD.

Competitive strengths
We believe that our revenue and subscriber grovgtfaaesult of the following competitive strengths:

Iconic brand.  Netflix has been highly rated in online reiktomer satisfaction by independent surveys fi@hsen Online and in
every one of the ten consecutive surveys condumtdebreSee/FGI Research. Because of the high ¢éweinsumer satisfaction with
Netflix, over 90 percent of surveyed subscribegsthat they would recommend the Netflix servicatiend. We believe that these high
levels of customer satisfaction and brand loyalgkenit expensive and difficult for competitors isplace Netflix as a subscription
segment leader.

Personalized merchandising We utilize various tools, including our pragtary recommendation technology, to create a custom
interface for each subscriber. We believe that¢hiomization enhances the user experience byngdigetflix subscribers discover gr
movies. Subscribers rate titles through our sepdoé our recommendation technology compares tladisgys to the database of ratings
collected from our entire user base. For each sifescthese comparisons are used to make predcéibout specific titles the subscriber
may enjoy. These predictions, along with otherdeg;tare used to help merchandise titles to
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subscribers. We believe that our recommendatidmiglogy and our other merchandising practices allswo create broadased demat
for our library and maximize utilization of our tdiry. By creating demand for content, we seek si-effectively balance subscriber
demand between newer, more expensive titles, atet,dess expensive titles. Our ability to genedsmand for these older, or “long-
tail,” titles while maintaining high levels of casher satisfaction helps us manage and maintaigmss margin, subscriber acquisition
cost, churn rate and lifetime subscriber profit.that end, approximately 70% of the DVDs shippedngu2009 were titles with DVD
release dates greater than 13 weeks.

Growing scale. We have achieved a level of scale in our businesspgrovides many operational and competitive athges. From an
operational perspective, for example, we are abbost effectively automate many of our shippind eeceiving processes, helping to
drive down unit shipping costs while also providamgetter, more consistent experience to our sildessr Such scale economies also
have contributed over time to expanding operatiaggims which has made it possible for Netflix t@egssively price its service offering
at levels difficult for competition to meet.

Convenience, selection and fast delivery\Subscribers can conveniently select titles by lngénd modifying a personalized queue of
tittes on our Web site or by selecting titles dilgfrom select Netflix Ready Devices. We createn&jue experience for subscribers by
generating user interfaces on our Website and iN&Bady Devices that are tailored to subscribedividual rental and ratings history.
Subscribers rate approximately 20 million moviegegek and Netflix has recorded more than 3 billiatings to date. Based on each
subscriber’s queue, we ship DVDs by first classlewad subscribers return these DVDs to us in prepalilers. After receipt of returned
DVDs, we mail our subscribers the next availablelD¥ their queue of selected titles. We have a aasty of titles on DVD and our
nationwide network of distribution centers allowssta offer fast delivery. In addition, subscribeas select from a growing number of
titles that can be watched instantly on their cotepsuor TVs without commercial interruption. Thewher of streaming content choices
has grown approximately 30% over the year endec&déer 31, 2009 and is expected to continue to gapidly for the foreseeable
future.

Growth strategy

Our core strategy to grow a large subscriptioniess consisting of streaming and DVD-by-mail contecludes the following key
elements:

Providing compelling value for subscribers.For a low fixed monthly fee, we provide subscribacsess to a growing library of movies
and TV episodes that can be watched instantly arabtselection of DVD titles. We quickly deliveMDs to subscribers from our
shipping centers located throughout the UnitedeSthy U.S. mail. Subscribers can, at no addititeslalso stream movies and TV
episodes to their computers and TVs. There areauealdtes, no late fees, no shipping fees and np@ayiew fees. We merchandise
titles in easy-to-recognize lists including neweesdes, by genre and other targeted categoriese@ammendation and merchandising
technology provides subscribers with individualizedommendations of titles from our library. Oungenient, easy-to-use Web site
allows subscribers to quickly select current titleserve upcoming releases and build an indiviquale for future viewing.

Utilizing technology to enhance subscriber experéeand operate efficiently. We utilize proprietary and other technology to ngma
the processing and distribution of DVDs from ouipping centers and the delivery of streaming canoser the Internet. Our software
and equipment automate the process of trackingautthg DVDs to and from each of our shipping cestend allocate order
responsibilities among them. We continuously manitest and seek to improve the efficiency of ostribution, processing and
inventory management systems as our subscriberdpakshipping volume grows. We operate a nationwetevork of shipping centers
and continue to develop this network to meet theateds of our operations. We also utilize third ypadntent delivery networks to help
us efficiently stream movies and TV episodes irhhiglume to Netflix subscribers over the Internet.

Building mutually beneficial relationships with ertainment video providers. We have invested substantial resources in estaigish
strong ties with various entertainment video previad We maintain an
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office in Beverly Hills, California in order to maiain effective working relationships with the nragtudios. We obtain content through
direct purchases, revenue sharing agreementsaesé agreements. We work with the content prosittedetermine which method of
acquiring titles is the most beneficial for eacintypaOur growing subscriber base provides studiith an additional distribution outlet fi
popular movies and TV episodes, as well as nic¢les tand programs.

Expanding the number of devices capable of streguviioleo from Netflix We have engaged a number of consumer elecsrpiairtners
to offer instant streaming of content from Netfixvarious devices. We currently offer subscritibesability to stream content through
their computers and other devices, including thexX®860, PlayStation3, Internet-connected TVs andrBY players, TiVo, and the Rol
video digital player. We intend to broaden our partrelationships over time so that more devicesh s1s the Nintendo Wii game
console, are capable of streaming content fromliMeBy providing consumers with a broad array elites capable of streaming con
from Netflix, we believe that we enhance the valfieur service to subscribers as well as positimrselves for continued growth as the
Internet delivery of content becomes more popular.

Our web site—www.netflix.com

We apply substantial resources to develop and aiaitéchnology to implement the features of our Wiédy, such as subscription accc
signup and management, personalized movie merciaggdinventory optimization and streaming cont&vié believe that our Web site
provides our subscribers with an easy-to-use iaterthat enhances the value of our service. Weuegethat our ability to personally
merchandise our content through the Web site opisnsubscriber satisfaction and management oflary by integrating the predictions
from our recommendation and merchandising technyplegch subscriber’s current queue and viewinghjisinventory levels and other
factors to determine which movies to promote tchesabscriber. Subscribers pay for our service bsedit or debit card. We utilize third party
services to authorize and process our payment metfidroughout our Web site, we have extensive urteagent and testing capabilities,
allowing us to continuously optimize our Web site@rding to our needs, as well as those of ourcsiiEess. We use random control testing
extensively, including testing service levels, glaoromotions and pricing.

Merchandising

We use our proprietary recommendation and merckamgdtechnology along with other data to determwhéch titles are presented to a
subscriber. In doing so, we believe we providesarscribers with a quick and personalized wayrtd fitles they are more likely to enjoy
while also effectively managing our inventory wition. Our merchandising efforts are used througbar web site to determine which titles
are displayed to subscribers, including the geimaratf lists of similar titles. We believe our mhendising efforts create a powerful method
catalog browsing and efficient library utilization.

We also provide our subscribers with detailed imfation about each title in our library which hetpem select movies they will enjoy.
This information may include:
« factual data, including length, rating, cast argixgrspecial DVD features and screen form

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

» data from our recommendation and merchandisinght@olyy, including personal rating, average ratind ather similar titles the
subscriber may enjo!

Marketing

We use multiple marketing channels through whichateact subscribers to our service. Online adsieiis an important channel for
acquiring subscribers. We advertise our serviceerthrough such vehicles as paid search listibgsner ads, text links and permission based
e-mails. In addition, we have an affiliate program
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whereby we make available Web-based banner adethedadvertisements that third parties may retri@v a selfassisted basis from our W
site and place on their Web sites. We also engageansumer electronics partners to generate nbscsbers for our service. We also
advertise our service on various regional and nati®V and radio stations. We use targeted, sakectimail, shared mail and newspaper print
advertising to acquire new subscribers. We alstigigeite in a variety of cooperative advertisinggnams with studios under the terms of
which we receive cash consideration in exchangéefaturing the studios movies in Netflix promotibadvertising. We believe that our paid
marketing efforts are significantly enhanced byMtbeefits of word-ofmouth advertising, our subscriber referrals andamtive public relation
programs.

Content acquisition

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

Fulfillment operations

We have allocated substantial resources to deveppiaintaining and testing the technology thapéels manage fulfillment and the
integration of our web site, transaction processiygtems, fulfillment operations, inventory levelentent delivery networks and coordination
of our shipping centers. We ship and receive DMbmfa nationwide network of shipping centers loddteoughout the United States. We
believe our shipping centers allow us to improwe ¢hstomer experience for subscribers by shortehmd¢ransit time for our DVDs through
the U.S. Postal Service. We also utilize third ypadntent delivery networks to help us efficiergtyeam movies and TV episodes in high
volume to our subscribers over the Internet.

Customer service

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

Employees

As of December 31, 2009, we had 1,883 full-time yges. We also utilize part-time and temporary leyges, primarily in our
fulfillment operations, to respond to the fluctuatidemand for DVD shipments. As of December 31920@& had 2,197 part-time and
temporary employees. Our employees are not coumredcollective bargaining agreement, and we censidr relations with our employees
be good.

Intellectual property

We use a combination of patent, trademark, copyagk trade secret laws and confidentiality agreden® protect our proprietary
intellectual property. We have filed patents in th&. and abroad. While our patents
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are an important element of our business, our lkgsias a whole is not materially dependent on aeyooa combination of patents. We have
registered trademarks and service marks for théilNeame and have filed applications for additibttademarks and service marks. Our
software, the content of our Web site and othelenaltwhich we create are protected by copyright. 8l6o protect certain details about our
business methods, processes and strategies aséeets, and keep confidential information thabwkeve gives us a competitive advantage.

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

From time to time, we encounter disputes over sgimnd obligations concerning intellectual propeWe cannot assure that we will
prevail in any intellectual property dispute.

Other information

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

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

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

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

We must continue to attract subscribers to ouriser®©ur ability to attract subscribers will depengbart on our ability to consistently
provide our subscribers with a valuable and quaityerience for selecting, viewing, receiving aetliming DVD and streaming titles,
including providing valuable recommendations thioogr recommendation and merchandising technolegsthermore, the relative service
levels, pricing and related features of competitorgur service may adversely impact our abilitgtivact subscribers. Competitors include
DVD rental outlets and kiosk services, video paekpmpviders with pay-per-view and VOD content, nalDVD subscription rental web sites,
entertainment video retail stores and Internet mawid TV content providers. If consumers do notgige our service offering to be of value,
or if we introduce new services that are not fablyraeceived by them, we may not be able to atsabiscribers. In addition, many of our
subscribers are rejoining our service or origirfieden word-of-mouth advertising from existing subibers. If our efforts to satisfy our existing
subscribers are not successful, we may not betalslitract subscribers, and as a result, our reagenill be adversely affected.

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

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

Deterioration in the economy could impact our busiess.

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

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

The market segment for online DVD rental has greigmificantly since inception. Some of the incregsjrowth can be attributed to
changes in our service offering, especially théitglnf our subscribers to stream movies and T\seges on their TVs and computers. A
decline in our rate of growth could indicate tHa tharket segment for online DVD rentals is begigrib saturate. While we believe that on
DVD rentals will continue to grow for the foresetsafuture, if this market segment were to saturate,business would be adversely affected.
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If we are unable to compete effectively, our busirss will be adversely affected.

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

Some of our competitors have adopted, and mayrugmtio adopt, aggressive pricing policies and desabstantially more resources to
marketing and Web site and systems developmentiieatio. There can be no assurance that we wilbleeta compete effectively against
current or new competitors at our existing priciegels or at even lower price points in the futdrerthermore, we may need to adjust the level
of service provided to our subscribers and/or irsignificantly higher marketing expenditures tham eurrently anticipate. As a result of
increased competition, we may see a reduction @émadmg margins and market share.

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

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

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

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

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

Under U.S. Copyright Law, once a copyright owndissz copy of his work, the copyright owner relinshes all further rights to sell or
otherwise dispose of that copy. While the copyriglvher retains the underlying copyright to the esgion fixed in the work, the copyright
owner gives up his ability to control the fate loé twork once it had been sold. As such, once a Bdld into the market, those obtaining the
DVD are permitted to re-sell it, rent it or otheseidispose of it. If Congress or the courts wereghtimge or substantially limit this First Sale
Doctrine, our ability to obtain content and thentri¢ could be adversely affected. Likewise, ifdits agree to limit the sale or distribution of
their content in ways that try to limit the affecifsthe First Sale Doctrine, our business coul@ddeersely affected. For example, some studios
have expressed a desire to delay the availabilinew release DVDs for rental for a brief periodiofe following the DVDs release to the
retail
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market and, in connection therewith, would prohdgitain of their wholesalers from selling to vaisaental outlets, such as us and Redbox. In
fact, Universal Studios and Twentieth Century Fexengaged in litigation brought by Redbox oves fiiactice. Furthermore, certain content
owners, from time to time, have established exekiséntal windows with particular outlets. This paped in late 2006 and again in late 2007
when Blockbuster announced arrangements with cectaitent owners pursuant to which Blockbuster @aateive content on DVDs for

rental exclusively by Blockbuster. To the extermitemt is to be distributed exclusively and notetail vendors or distributors, we could be
prevented from obtaining such content. To the exttencontent is also sold to retail vendors ofritigtors, we would not be prohibited from
obtaining and renting such content pursuant td-tret Sale Doctrine. Nonetheless, to the extentesdrowners do not distribute to us directly
or through their wholesalers or otherwise estal#istiusive rental windows, it will impact our abjlito obtain such content in the most effic
manner and, in some cases, in sufficient quardgisatisfy demand. If such arrangements were torheagoore commonplace or if additional
impediments to obtaining content were created ability to obtain content could be impacted and lmusiness could be adversely affected.

Delayed availability of new release DVDs for rentatould adversely affect our business.

We recently entered into a licensing agreement Wittiner Bros. whereby we agreed not to rent ne@assel Warner Bros. DVDs until
twenty-eight days after such DVDs are first made availfdnleetail sale. We believe that this agreememd, perhaps others like it, will provii
us with less expensive content as well as deegsr depth, thus improving both our business and wmes experience. Nonetheless, it is
possible that the delay in obtaining new releaseerd both from Warner Bros. and any other supplieat may adopt similar licensing
strategies could impact consumer perception ofewrice or otherwise negatively impact subscrilbgisgction. If this were to happen, our
business could be adversely impacted.

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

Except for theatrical release, DVDs currently erfogompetitive advantage over other distributioaretels, such as pay-per-view and
VOD, because of the early distribution window oa VD format. The window for new releases on DV@é&nerally exclusive against other
forms of non-theatrical movie distribution, suchpay-per-view, Internet delivery, premium TV, bas@ble and network and syndicated TV.
The length of the exclusive window for movie reraat retail sales varies and the order, lengtheswtiisivity of each window for each
distribution channel are determined solely by tleli® releasing the title. Over the past severalyethe major studios have shortened the
release windows and several studios have releasesnsimultaneously on DVD and VOD. If other distition channels were to receive
priority over, or parity with, DVD and such praa&are widely adopted, our subscribers might fire$e other distribution channels of more
value than our service and our business could beradly affected.

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

Streaming content over the Internet involves tbersing of rights which are separate from and ieddpnt of the rights we acquire when
obtaining DVD content. Our ability to provide owlscribers with content they can watch instantgréfore depends on studios and
distributors licensing us content specifically foternet delivery. The license periods and the seamd conditions of such licenses vary. If the
studios and distributors change their terms andlitions or are no longer willing or able to provide licenses, our ability to stream content to
our subscribers will be adversely affected. UnlikéD, streaming content is not subject to the Faale Doctrine. As such, we are completely
dependent on the studio or distributor providindicenses in order to access and stream contemty idfithe licenses provide for the studios or
distributor to withdraw content from our servicéaterely quickly. Because of these provisions adl a® other actions we may take, content
available through our service can be withdrawnlaortsnotice. For example, in December 2008, certaimtent associated with our license
from the Starz Play service was withdrawn on shotice. In addition, the studios have great
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flexibility in licensing content. They may electlioense content exclusively to a particular previdr otherwise limit the types of services that
can deliver streaming content. For example, HB@riges content from studios like Warner Bros. arditense provides HBO with the
exclusive right to such content against other suiison services, including Netflix. As such, Nétftannot license certain Warner Bros.
content for delivery to its subscribers while WarBeos. may nonetheless license the same contergnsactional VOD providers. If we are
unable to secure and maintain rights to streamamgent or if we cannot otherwise obtain such cantigon terms that are acceptable to us, our
ability to stream movies and TV episodes to oussstibers will be adversely impacted, and our subscracquisition and retention could also
be adversely impacted. During the course of o@nkse relationship, various contract administraissnes can arise. To the extent that we are
unable to resolve any of these issues in an angigabhner, our relationship with the studios anttiistors or our access to content may be
adversely impacted.

We rely upon a number of partners to offer instantstreaming of content from Netflix to various devics.

We currently offer subscribers the ability to regestreaming content through their PCs, Macs ahératevices, including Internet-
connected Bluay players and TVs, digital video players and gamesoles. We intend to broaden our capabilityhsbantly stream movies a
TV episodes to other platforms and partners owvee tif we are not successful in maintaining exgtimd creating new relationships, or if we
encounter technological, content licensing or otlmgrediments to our streaming content, our abibtgrow our business could be adversely
impacted. Our agreements with our consumer eleicsgrartners are typically between one and threesyi@ duration and our business could
be adversely affected if, upon expiration, our pars do not continue to provide access to our cem are unwilling to do so on terms
acceptable to us. Furthermore, devices are manuéacand sold by entities other than Netflix andlevthese entities should be responsible for
the devices’ performance, the connection betweesetllevices and Netflix may nonetheless resubbisumer dissatisfaction toward Netflix
and such dissatisfaction could result in claimdragais or otherwise adversely impact our busin@saddition, technology changes to our
streaming functionality may require that partngudate their devices. If partners do not updatetteeravise modify their devices, our service
and our subscribers use and enjoyment could betinelyampacted.

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

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

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

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

increase.

Certain titles cost us more to purchase or resutréater revenue sharing expenses, dependinga@othice from which they are obtained
and the terms on which they are obtained. If subsrs select these titles
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more often on a proportional basis compared ttitkds selected, our revenue sharing and otheretomtcquisition expenses could increase,
our gross margins could be adversely affecteddtit@n, films released on Blu-ray and those rededf®or streaming may be more expensive to
obtain than in the standard definition DVD forniBite rate of customer acceptance and adoption séthew formats is uncertain. If
subscribers select these formats on a proportizais more often than the existing standard defmiDVD format, our content acquisition
expenses could increase, and our gross margind beuddversely affected.

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

We must continue to build and maintain strong brialedtity. To succeed, we must continue to attaact retain a large number of
subscribers who have relied on other rental outletspersuade them to subscribe to our servicddition, we may have to compete for
subscribers against other brands which have grestegnition than ours. We believe that the impargaof brand loyalty will only increase in
light of competition, both for online subscriptisarvices and other means of distributing titleshsas VOD. From time to time, our subscrit
express dissatisfaction with our service, includingong other things, our inventory allocation, d&ly processing and service interruptions.
Furthermore, third party devices that enable insttneaming of movies and TV episodes from Netitiay not meet consumer expectations. To
the extent dissatisfaction with our service is wjgtead or not adequately addressed, our brand enaghersely impacted. If our efforts to
promote and maintain our brand are not successfulpperating results and our ability to attrad agtain subscribers may be adversely
affected.

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

We utilize a broad mix of marketing programs torpate our service to potential new subscribers. Wtaio new subscribers through our
online marketing efforts, including paid searclitigs, banner ads, text links and permission-basetils, as well as our active affiliate
program. We also engage our consumer electronitisgra to generate new subscribers for our serinicaddition, we have engaged in various
offline marketing programs, including TV and radidvertising, direct mail and print campaigns, coamsupackage and mailing insertions. We
also acquire a number of subscribers who rejoirsenrice having previously cancelled their memhiersVe maintain an active public
relations program to increase awareness of ouicgeand drive subscriber acquisition. We opporticadly adjust our mix of marketing
programs to acquire new subscribers at a reasonabtavith the intention of achieving overall firdad goals. If we are unable to maintain or
replace our sources of subscribers with similaffgative sources, or if the cost of our existingis®es increases, our subscriber levels and
marketing expenses may be adversely affected.

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

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

12



Table of Contents

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

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

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

We use complex proprietary and other technologyr¢@ess deliveries and returns of our DVDs and anage other aspects of our
operations, including streaming of movies and Tiseges to our subscribers. We continually enhaneealify the technology used for our
distribution operations. We cannot be sure thatemhyancements or other modifications we make tal@tribution operations will achieve the
intended results or otherwise be of value to obsstibers. Future enhancements and modificationsitéechnology could consume
considerable resources. If we are unable to maiad enhance our technology to manage the progesEDVDs among our shipping centers
or the streaming of movies and TV episodes to abseribers in a timely and efficient manner, oduilitgtio retain existing subscribers and to
add new subscribers may be impaired. In additiooui technology or that of third parties we u#lim our operations fails or otherwise
operates improperly, our ability to retain existsupscribers and to add new subscribers may benedp@lso, any harm to our subscribers’
personal computers or other devices caused by adtused in our operations could have an advefset @h our business, results of operat
and financial condition.

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

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

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

Increases in postage delivery rates could adveedtdgt our gross profit if we elect not to raise subscription fees to offset the incre:
The U.S. Postal Service increased the rate fardiess postage on May 12, 2008 to 42 cents and ag&ay 2009 to 44 cents. It is expected
that the U.S. Postal Service will raise rates agasubsequent years in accordance with the pogreen the U.S. Postal Service in connection
with the 2007 postal reform legislation. HoweverQctober 2009, the U.S. Postal Service annourt@dttwould not raise rates in 2010. The
U.S. Postal Service continues to focus on plamedace its costs and make its service more efficiethe U.S. Postal Service were to change
any policies relative to the requirements of fektss mail, including changes in size, weight ochigability qualifications of our DVD
envelopes, such changes could result in incredgpgisg costs or higher breakage for our DVDs, andgross margin could be adversely
affected. For example, the Office of Inspector Gah€OIG”) at the U.S. Postal Service issued eorén November 2007 recommending that
the U.S. Postal Service revise the machinabilitgifjoations for
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first class mail related to DVDs or to charge DVRikars who don’t comply with the new regulation$7acent surcharge on all mail deemed
unmachinable. In addition, a by-mail game rentahpany filed a complaint with the Postal Regulatgmmission alleging that the U.S.
Postal Service unreasonably discriminated agaimsfavor of Netflix and Blockbuster. To the extehis proceeding was to result in
operational or regulatory changes impacting oul praicessing, our gross margins and business apesatould be adversely affected. We do
not anticipate any material impact to our operatigractices or postage delivery rates arising ftoenOIG report or the proceeding. Also, if
the U.S. Postal Service curtails its services, sischy closing facilities or discontinuing or rethgcSaturday delivery service, our ability to
timely deliver DVDs could diminish, and our subgeti satisfaction could be adversely affected.

Studios also release films in high definition fotroa Blu+ay. This high definition format DVD has higher dage rates than we currer
experience with standard definition DVDs. If we wé0o see a significant increase in the number ofrBy DVDs we ship or an increase in the
percentage of Blu-ray DVDs our subscribers takethrdlamage rates remained higher than standardtief DVDs, our gross margins,
profitability and cash flow could be adversely aff.

If we are unable to effectively utilize our recommadation and merchandising technology, our businegmay suffer.

Our proprietary recommendation and merchandisiolgrtelogy enables us to predict and recommend #thelseffectively merchandise
our library to our subscribers. We believe thabider for our recommendation and merchandisingnteldyy to function most effectively, it
must access a large database of user ratings. Wvetcassure that our recommendation and merchagdisthnology will continue to function
effectively to predict and recommend titles that swbscribers will enjoy, or that we will continteebe successful in enticing subscribers to
enough titles for our database to effectively prednd recommend new or existing titles.

We are continually refining our recommendation ar&tchandising technology in an effort to improwegtedictive accuracy and
usefulness to our subscribers. We may experierifieutties in implementing refinements. In additiome cannot assure that we will be able to
continue to make and implement meaningful refineiémour recommendation technology.

If our recommendation and merchandising technolimgs not enable us to predict and recommend titlsour subscribers will enjoy
if we are unable to implement meaningful improvetagaur personal movie recommendation serviceheilless useful, in which event:

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

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

« our subscribers may default to choosing titles famong new releases or other titles that cost ug tegorovide, and our margil
may be adversely affecte

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

If we do not acquire sufficient copies of DVDs heit by not correctly anticipating demand or by mtignally acquiring fewer copies than
needed to fully satisfy demand, we may not appedely satisfy subscriber demand, and our subscsidgsfaction and results of operations
could be adversely affected. Conversely, if wenagteto mitigate this risk and acquire more coplesitneeded to satisfy our subscriber
demand, our inventory utilization would become lesctive and our gross margins would be adverag#cted. Our ability to accurately
predict subscriber demand as well as market fastaeh as exclusive distribution arrangements maachour ability to acquire appropriate
guantities of certain DVDs.
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If we are unable to renew or renegotiate our reveneli sharing agreements when they expire on terms farable to us, or if the cost of
obtaining titles on a wholesale basis increases,rogross margins may be adversely affected.

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

As the revenue sharing agreements expire, we ransgptiate new terms or shift to direct purchasimgngements, under which we m
pay the full wholesale price regardless of whetherDVD is rented. If we cannot renegotiate purcigen favorable terms, the cost of
obtaining content could increase and our gross imargay be adversely affected. In addition, thk aissociated with accurately predicting t
demand could increase if we are required to diygmifchase more titles.

If the sales price of DVDs to retail consumers deemases, our ability to attract new subscribers mayéadversely affected.

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

Any significant disruption in our computer systemsor those of third parties that we utilize in our ogerations could result in a loss or
degradation of service and could adversely impactus business.

Subscribers and potential subscribers access otics¢hrough our Web site or a Netflix Ready Devi©ur reputation and ability to
attract, retain and serve our subscribers is degregngpon the reliable performance of our computstesns and those of third parties that we
utilize in our operations. Interruptions in thegstems, or with the Internet in general, includiigcriminatory network management practices,
could make our service unavailable or degradedh@rwise hinder our ability to fulfill DVD selectis or deliver streaming content. For
example, in August 2008, we suffered a servicetinpgion that impacted our ability to ship and igeeDVDs as well as stream movies to our
subscribers. Much of our software is proprietand ae rely on the expertise of our engineering softlvare development teams for the
continued performance of our software and compajtstems. Service interruptions, errors in our safeaor the unavailability of computer
systems used in our operations could diminish thezall attractiveness of our subscription servizexisting and potential subscribers.

Our servers and those of third parties we use iroparations are vulnerable to computer virusegsighl or electronic break-ins and
similar disruptions, which could lead to interrguts and delays in our service and operations dsawébss, misuse or theft of data. Our Web
site periodically experiences directed attacksndéesl to cause a disruption in service. Any atterbptisackers to disrupt our service or our
internal systems, if successful, could harm ouinass, be expensive to remedy and damage our tEput@ur insurance does not cover
expenses related to direct attacks on our Welnsitgernal systems. Efforts to prevent hackersxfemtering our computer systems are
expensive to implement and may limit the functi@igadf our services. In certain instances, we heslentarily provided affected subscribers
with a credit during periods of extended outagey Bignificant disruption to our service or intercaimputer systems could result in a loss of
subscribers and adversely affect our businessesudts of operations.
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We utilize our own communications and computer hare systems located either in our facilities othiait of a third-party Web hosting
provider. We recently have begun utilizing thirddgdnternet-based or “cloud” computing systemsamnection with our business operations.
Also, we utilize third-party content delivery netike to help us stream movies and TV episodes ih hggume to Netflix subscribers over the
Internet. Fires, floods, earthquakes, power logséscommunications failures, break-ins and sinélegnts could damage these systems and
hardware or cause them to fail completely. As wadibmaintain entirely redundant systems, a disngpvent could result in prolonged
downtime of our operations and could adverselycaffeir business. In addition, problems faced bytbind party Web hosting, cloud
computing, or content delivery network providersliuding technological or businesslated disruptions, could adversely impact thezeience
of our subscribers.

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

Our executive offices and data centers are lodatdte San Francisco Bay Area. We have shippingecsihocated throughout the United
States, including earthquake and hurricane-sepsitigas. Our business and operations could bessliyaffected in the event of these natural
disasters as well as from electrical blackoutssfifloods, power losses, telecommunications fdlubreak-ins or similar events. We may not
be able to effectively shift our fulfillment andldery operations to handle disruptions in senacising from these events. Because the San
Francisco Bay Area is located in an earthqusdesitive area, we are particularly susceptibkaeaisk of damage to, or total destruction of,
executive offices and data centers. We are notéasagainst any losses or expenses that arisedrisruption to our business due to
earthquakes and may not have adequate insuragogédolosses and expenses from other natural disast

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

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

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

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

In addition, because we obtain subscribbitihg information on our Web site, we do not dbtaignatures from subscribers in connec
with the use of credit cards by them. Under curoeetlit card practices, to the extent we do nagiolbtardholders’ signatures, we are liable for
fraudulent credit card transactions, even when
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the associated financial institution approves payoéthe orders. From time to time, fraudulentditreards are used on our Web site to obtain
service and access our DVD inventory and streamigigically, these credit cards have not been reggst as stolen and are therefore not
rejected by our automatic authorization safeguaidsle we do have a number of other safeguardsaicep we nonetheless experience some
loss from these fraudulent transactions. We daooently carry insurance against the risk of fidedt credit card transactions. A failure to
adequately control fraudulent credit card transastiwould harm our business and results of ope&stio

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

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

We are subject to rules, regulations and practiosgrning our accepted payment methods, which r@aopinately credit cards and d¢
cards. These rules, regulations and practices ah#dge or be reinterpreted to make it difficultropossible for us to comply. If we fail to
comply with these rules or requirements, we maguigect to fines and higher transaction fees asé twr ability to accept these payment
methods, and our business and results of operationkl be adversely affected.

If our trademarks and other proprietary rights are not adequately protected to prevent use or appropation by our competitors, the
value of our brand and other intangible assets malge diminished, and our business may be adverselyfafted.

We rely and expect to continue to rely on a comtineof confidentiality and license agreements vathi employees, consultants and
third parties with whom we have relationships, @il &s trademark, copyright, patent and trade s@catection laws, to protect our proprieti
rights. We may also seek to enforce our proprietigtyts through court proceedings. We have filed fiam time to time we expect to file for
trademark and patent applications. Neverthelessgthpplications may not be approved, third panti@g challenge any patents issued to or
held by us, third parties may knowingly or unknoglininfringe our patents, trademarks and other pebdary rights, and we may not be able to
prevent infringement without substantial expensestdf the protection of our proprietary rightsnadequate to prevent use or appropriatio
third parties, the value of our brand and otheaarigtble assets may be diminished, competitors reagblle to more effectively mimic our
service and methods of operations, the percepfioniobusiness and service to subscribers and fiatsabscribers may become confused in
the marketplace, and our ability to attract suless may be adversely affected.

Intellectual property claims against us could be cstly and result in the loss of significant rights elated to, among other things, our Web
site, our recommendation and merchandising technogy, title selection processes and marketing activés.

Trademark, copyright, patent and other intellecpraperty rights are important to us and other camigs. Our intellectual property rigl
extend to our technology, business processes antbtitent on our Web site. We use the intellegiugperty of third parties in merchandising
our products and marketing our service throughreaital and other rights. From time to time, thpadties allege that we have violated their
intellectual property rights. If we are unable tain sufficient rights, successfully defend oue,usr develop non-infringing technology or
otherwise alter our business practices on a tirhasjs in response to claims against us for infrimg@, misappropriation, misuse or other
violation of third party intellectual property rithh our business and competitive position may hemely affected. Many companies are
devoting significant
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resources to developing patents that could potgnéiEfect many aspects of our business. Therenamerous patents that broadly claim means
and methods of conducting business on the Intevdethave not exhaustively searched patents reltatioer technology. Defending ourselves
against intellectual property claims, whether they with or without merit or are determined in éawor, results in costly litigation and
diversion of technical and management personnalstt may result in our inability to use our cutréfeb site or our recommendation and
merchandising technology or inability to market sarvice or merchandise our products. As a re$atdispute, we may have to develop non-
infringing technology, enter into royalty or licéng agreements, adjust our merchandising or manetctivities or take other actions to
resolve the claims. These actions, if required, egostly or unavailable on terms acceptable to us

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

We currently hold various domain names relatinguobrand, including Netflix.com. Failure to pratecr domain names could
adversely affect our reputation and brand and nitakere difficult for users to find our Web sitedaour service. The acquisition and
maintenance of domain names generally are regulategbvernmental agencies and their designeesréihdation of domain names in the
United States may change in the near future. Gavgtmodies may establish additional top-level doreaappoint additional domain name
registrars or modify the requirements for holdirmgrdin names. As a result, we may be unable to eequimaintain relevant domain names.
Furthermore, the relationship between regulatianseging domain names and laws protecting tradesrankl similar proprietary rights is
unclear. We may be unable, without significant arstt all, to prevent third parties from acquirishgmain names that are similar to, infringe
upon or otherwise decrease the value of our tradexvaand other proprietary rights.

If we become subject to liability for content thatwe distribute through our service, our results of perations would be adversely affectel

As a distributor of content, we face potential lidpfor negligence, copyright, patent or tradekarfringement or other claims based on
the nature and content of materials that we disteibWe also may face potential liability for camteploaded from our users in connection \
our community-related content or movie reviewavéf become liable, then our business may suffeigatibn to defend these claims could be
costly and the expenses and damages arising frgriaduility could harm our results of operationseWannot assure that we are adequately
insured or indemnified to cover claims of thesesypr liability that may be imposed on us.

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

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

The manner in which Internet and other legislatitay be interpreted and enforced cannot be preciggrmined and may subject either
us or our customers to potential liability, whichturn could have an adverse effect on our busimesalts of operations and financial
condition. The adoption of any laws or regulatitimst adversely affect the popularity or growth ge wf the Internet, including laws limiting
Internet neutrality, could decrease the demanaddioisubscription service and increase our cospofglbusiness.
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We are engaged in legal proceedings that could causs to incur unforeseen expenses and could occupgignificant amount of our
management’s time and attention.

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

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

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

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

From time to time, we may seek to obtain additiaragdital, either through equity, equity-linked @bd securities. The decision to obtain
additional capital will depend, among other things,our development efforts, business plans, oipgraerformance and condition of the
capital markets. If we raise additional funds tlylothe issuance of equity, equity-linked or delousities, those securities may have rights,
preferences or privileges senior to the rightswof@mmon stock, and our stockholders may expegielilation.

We issued $200 million in a debt offering and maynicur additional debt in the future, which may advesely affect our financial
condition and future financial results.

As of December 31, 2009, we have $200 million B086 senior notes outstanding. Risks relating tol@ug-term indebtedness include:

* Requiring us to dedicate a portion of our cash fioyn operations to payments on our indebtednbsseby reducing th
availability of cash flow to fund working capitalapital expenditures, acquisitions and investmantsother general corporate
purposes

« Limiting our flexibility in planning for, or reaatig to, changes in our business and the market&iichwve operate; ar
» Limiting our ability to borrow additional funds ¢o borrow funds at rates or on other terms we &ioceptable
In addition, it is possible that we may need taimadditional indebtedness in the future in thérad/ course of business. The terms of

indentures governing our outstanding senior ndtewais to incur additional debt subject to certénitations. If new debt is added to current
debt levels, the risks described above could iifgns

The agreements governing our indebtedness contaimsious covenants that limit our discretion in the @eration of our business and als
require us to meet certain covenants. The failureat comply with such covenants could have a materialdverse effect on us.

The agreements governing our indebtedness condgiious covenants, including those that restrictadility to, among other things:
» Borrow money, and guarantee or provide other sugpoindebtedness of third parties including gudeas;
» Pay dividends on, redeem or repurchase our cagbiek;
* Make investments in entities that we do not contraluding joint ventures
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« Enter into certain asset sale transacti

» Enter into secured financing arrangeme

» Enter into sale and leaseback transactions
* Enter into unrelated business

These covenants may limit our ability to effectiveperate our businesses. Any failure to complywhe restrictions of any agreement
governing our other indebtedness may result invemteof default under those agreements.

Risks Related to Our Stock Ownership
Our officers and directors and their affiliates will exercise significant control over Netflix.

As of December 31, 2009, our executive officers dinelctors, their immediate family members andiatid venture capital funds
beneficially owned, in the aggregate, approxima®d%e of our outstanding common stock and stockooptthat are exercisable within 60 d:
In particular, Jay Hoag, one of our directors, lieraly owned approximately 14% and Reed Hastirgs, Chief Executive Officer, President
and Chairman of the Board, beneficially owned appnately 6%. These stockholders may have individotarests that are different from
other stockholders and will be able to exercisaifitant influence over all matters requiring stholder approval, including the election of
directors and approval of significant corporatesactions, which could delay or prevent someona froquiring or merging with us.

Provisions in our charter documents and under Delaare law could discourage a takeover that stockholde may consider favorable.
Our charter documents may discourage, delay orepitear merger or acquisition that a stockholder ownsider favorable because they:
» authorize our board of directors, without stockleoldpproval, to issue up to 10,000,000 shares @ésignated preferred stoc
» provide for a classified board of directo
» prohibit our stockholders from acting by writtemsent;
» establish advance notice requirements for propasiatiers to be approved by stockholders at stodenoheetings; an
» prohibit stockholders from calling a special megtii stockholders
In addition, a merger or acquisition may triggegergion payments to certain executive employeegutiee terms of our Executive
Severance and Retention Incentive Plan, therebgasing the cost of such a transaction. As a Delea@rporation, we are also subject to
certain Delaware anti-takeover provisions. Undelal@are law, a corporation may not engage in a lessitombination with any holder of

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

Our stock price is volatile.

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

* variations in our operating resul
» variations between our actual operating resultsthaaxpectations of securities analysts, investndsthe financial communit
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« announcements of developments affecting our busjsgstems or expansion plans by us or otl
» competition, including the introduction of new coetipors, their pricing strategies and servic

* market volatility in genera

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

» the operating results of our competitc

As a result of these and other factors, investormur common stock may not be able to resell tig@res at or above their original
purchase price.

Following certain periods of volatility in the matkprice of our securities, we became the subjesecurities litigation. We may
experience more such litigation following futureipes of volatility. This type of litigation may selt in substantial costs and a diversion of
management’s attention and resources.

We record substantial stock compensation expenseslated to our issuance of stock options and sharaader our employee share
purchase program that may have a material negativempact on our operating results for the foreseeabléuture.

Our stock-based compensation expenses totaled 8ilidh, $12.3 million and $12.0 million during 29, 2008 and 2007, respectively.
We expect our stock-based compensation expensesontlnue to be significant in future periods, ahiwill have an adverse impact on our
operating results. The lattice-binomial model usedalue our stock option grants and the black-kEshmodels used to value shares granted
under our employee share purchase program botliregtpe input of highly subjective assumptions]uding the price volatility of the
underlying stock. If facts and circumstances chagkwe employ different assumptions for estimasitagk-based compensation expense in
future periods, or if we decide to use a differeaitiation model, the future period expenses mdgrmd#ignificantly from what we have recorc
in the current period and could materially afféwt fair value estimate of stock-based paymentspparating income, net income and net
income per share.

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

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

Iltem 1B.  Unresolved Staff Comments
None.

21



Table of Contents

ltem 2. Properties

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

Estimated
Square Lease
Location Footage Expiration Date Primary Use
Los Gatos, Californii 165,00( March 2012  Corporate office, general and administrative, miinkeand
technology and developme
Columbus, Ohio 90,00  August 2016 Receiving for the Company and storage center, ggicg and
shipping center for the Columbus Ar
Hillsboro, Oregor 49,00( April 2011 Customer service cent
Beverly Hills, California 20,00  August 201t  Content acquisition, general and administra

We operate a nationwide network of distributionteesithat serve major metropolitan areas througtieutnited States. These
fulfilment centers are under lease agreementsetkgite at various dates through August 2016. \We aperate data centers in a leased third-
party facility in Santa Clara, California. We belethat our current space will be adequate oralditional space will be available on
commercially reasonable terms for the foreseealtied.

Item 3. Legal Proceedings

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

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

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

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

2009 2008

High Low High Low
First quarte! $44.42 $28.7¢ $39.6¢ $20.3¢
Second quarte 50.2¢ 36.2¢ 40.9( 26.0¢
Third quartel 48.2( 37.9¢ 33.91 26.3¢
Fourth quarte 61.6% 44.3( 31.0C 17.9(

As of January 31, 2010, there were approximateB/20ckholders of record of our common stock, algiothere is a significantly larger
number of beneficial owners of our common stock.

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

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

The following graph compares, for the five yearipgiended December 31, 2009, the total cumulativekbolder return on the
Companys common stock with the total cumulative returrihef NASDAQ Composite Index and the S&P North Amemidechnology Intern
Index. Measurement points are the last tradingadaach of the Company’s fiscal years ended Dece®ibe2004, December 31,

2005, December 31, 2006, December 31, 2007, Deae3db@008 and December 31, 2009. Total cumulatisekholder return assumes $100
invested at the beginning of the period in the Canys common stock, the stocks represented in the NAZQAmposite Index and the sto
represented in the S&P North American Technologgrhret Index, respectively, and reinvestment of dimidends. The S&P North American
Technology Internet Index is a modified-capitali@aatweighted index of 23 stocks representing theriret industry, including Internet content
and access providers, Internet software and sercisgmpanies and e-commerce companies. Historimek grice performance should not be
relied upon as an indication of future stock ppegformance:
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Issuer Purchases of Equity Securities
Stock repurchases during the three months endeenilezr 31, 2009 were as follows:

Total Number of
Shares Purchased ¢
Maximum Dollar Value

Part of Publicly That May Yet Be Purchase!
Total Number of Average Price Announced
Period Shares Purchase Paid per Share Programs Under the Program
October 1, 20C—October 31, 200 1,147,38: $ 45.5] 1,147,38: $ 178,030,79
November 1, 20—November 30, 200 470,37¢ 57.6¢ 470,37¢ 150,894,28
December 1, 20(—December 31, 200 — — — 150,894,28
Total 1,617,75! $ 49.0¢ 1,617,75! $ 150,894,228

On August 6, 2009, the Company announced thatdgsdof Directors authorized a stock repurchase thlat enables the Company to
repurchase up to $300 million of its common stduktgh the end of 2010. The timing and actual nurbshares repurchased will depend on
various factors including price, corporate and fatguy requirements, alternative investment opputies and other market conditions. Under
this program, the Company repurchased 3,197,45@sled common stock at an average price of apprataly $47 per share for an aggregate
amount of $149 million.

On January 26, 2009, the Company announced thBbésd of Directors authorized a stock repurchasgnam for 2009. Under this
program, the Company repurchased 4,173,855 shhoesmnon stock at an average price of approximaiéB per share for an aggregate
amount of approximately $175 million. This progréemminated on August 6, 2009.

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

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

On April 17, 2007, the Company’s Board of Directatghorized a stock repurchase program allowingiw@pany to repurchase up to
$100 million of its common stock through the en®007. During the year ended December 31, 2007Ctmapany repurchased 4,733,788
shares of common stock at an average price of ajppately $21 per share for an aggregate amoun100 $nillion.

For further information regarding stock repurchasgvity, see Note 7 of Notes to consolidated friahstatements.
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ltem 6. Selected Financial Date

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

Revenue!

Total cost of revenue
Operating incomi
Net income

Net income per shar

Basic
Diluted

Weightec-average shares outstandil

Basic
Diluted

Notes:
Operating expenses for the year includes atiomepayment received in the amount of $7.0 millkena result of resolving a patent

(1)
(@)

3)

litigation with Blockbuster, Inc

Year ended December 31

2009 2008 2007 (1) 2006 2005 (2)
(in thousands, except per share data)

$1,670,26¢ $1,364,66. $1,205,34f $996,66( $682,21:
1,079,27. 910,23 786,16¢ 626,98¢ 465,77!
191,93¢ 121,50¢ 91,77: 65,21¢ 2,62
115,86( 83,02¢ 66,60¢ 48,83¢ 41,88¢
$ 208 $ 13 $ 09¢ $ 076 $ 0.7¢
$ 19t % 132  $ 097 $ 071 $ 0.6¢
56,56( 60,96 67,07¢ 62,57 53,52¢
58,41¢ 62,83¢ 68,90: 69,07¢ 65,51¢

Net income for the year includes a benefit of mlideferred tax assets of $34.9 million or appnately $0.53 per diluted share, rela
to the recognition of the Company'’s deferred tesets In addition, general and administrative egpsnncludes an accrual of $8.1
million (net of expected insurance proceeds fankeirsement of legal defense costs of $0.9 millretgted to the settlement costs of a

class action lawsui

Balance Sheet Data

Cash and cash equivalel

Shor-term investments (¢

Working capital

Total asset

Long-term debt

Lease financing obligations, excluding current joor
Other nor-current liabilities

Stockholder equity

Other Data:

Total subscribers at end of peri
Gross subscriber additions during per
Subscriber acquisition cost (

As of December 31,

2009 2008 (5) 2007 2006 2005
(in thousands)

$134,22: $139,88: $177,43¢ $400,43( $212,25¢

186,01¢ 157,39( 207,70¢ — —
184,64 142,90¢ 223,51¢ 234,58: 105,77t
679,73¢ 615,42 678,99¢ 633,01 385,11

200,00( — — — —
36,57: 37,98¢ 35,65z 23,79¢ 19,87¢
17,65( 14,26¢ 4,62¢ 1,761 1,421
199,14 347,15¢ 429,81 413,61¢ 225,90:

As of / Year Ended December 31
2009 2008 2007 2006 2005
(in thousands, except subscriber acquisition cost)

12,26¢ 9,39( 7,47¢ 6,31¢ 4,17¢
9,33: 6,85¢ 5,34( 5,25(C 3,72¢
$ 25.4¢ $29.12 $40.8¢ $42.9¢ $38.7¢

Shor-term investments are comprised of corporate detirgies, government and agency securities and assemortgac-backed

securities
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(4) Subscriber acquisition cost is defined as totalketdmg expenses divided by total gross subscritiditians during the perioc
(5) Certain amounts as of December 31, 2008 have leetassified to conform to the current period préston.

ltem 7. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations
Overview
Our Business

With more than 12 million subscribers, we are tloeldis largest subscription service streaming moviesTahdpisodes over the Interr
and sending DVDs by mail. Our subscribers can imitavatch unlimited movies and TV episodes streduteetheir TVs and computers and
can receive DVDs delivered quickly to their homé& offer a variety of subscription plans, with ngeddates, no late fees, no shipping fees
and no pay-per-view fees. Aided by our propriet@gommendation and merchandising technology, silltessrcan select from a growing
library of titles that can be watched instantly andast array of tittes on DVD. On average, apprately 2 million discs are shipped daily fr
our distribution centers across the United Stadslitionally, more than 48% of our subscribers émgly watched more than 15 minutes of
streaming content in the fourth quarter of 2009.

Subscribers can:

«  Watch streaming content without commercial intetiarpon their computers and TVs. The viewing exgece is enabled by Netfl
controlled software that can run on a variety aisuoner electronics devices (“Netflix Ready DevigeFThese Netflix Ready
Devices currently include B-ray disc players, Interr-connected TVs, digital video players and game cess

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

Our core strategy is to grow a large subscriptiositiess consisting of streaming and DVD-by—maiteot By combining streaming and
DVD as part of the Netflix subscription, we areeatw offer subscribers a uniquely compelling séb&cof movies for one low monthly price.
We believe this creates a competitive advantagmapared to a streaming only subscription servibés advantage will diminish over time as
more content becomes available over the Interoet tompeting services, by which time we expectaeetfurther developed our other
advantages such as brand, distribution and ourigtapy merchandising platform. Despite the growpagularity of Internet delivered content,
we expect that the standard definition DVD, alorithwts high definition successor, Blu-ray (colleety referred to as “DVD”), will continue
to be the primary means by which a majority of Neeubscribers view content for the foreseeabtarket However, at some point in the futt
we expect that Internet delivery of content totloene will surpass DVD as the primary means by windst Netflix subscribers view content.
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Performance Highlights

The following represents our performance highlights2009, 2008 and 2007 (in thousands, exceppéoishare amounts, percentages
subscriber acquisition costs):

2009 2008 2007
Revenue: $1,670,26! $1,364,66. $1,205,34!
Net income 115,86( 83,02¢ 66,60¢
Net income per she—diluted $ 1.9¢ $ 1.32 $ 0.97
Total subscribers at end of peri 12,26¢ 9,39( 7,47¢
Churn (annualized) (1 4.2% 4.2% 4.2%
Subscriber acquisition co $ 25.4¢ $ 29.10 $ 40.8¢
Gross margit 35.2% 33.2% 34.8%

(1) Churnis a monthly measure defined as custaaecellations in the quarter divided by the surbexgfinning subscribers and gross
subscriber addition, then divided by three mon@tsurn (annualized) is the average of Churn forfolue quarters of each respective ye

Critical Accounting Policies and Estimates

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

Content Accounting

We obtain content through direct purchases, revehaeng agreements and license agreements wilostuistributors, and other
suppliers. DVD content is obtained through diragatchases or revenue sharing agreements. Streaomtent is generally licensed for a fixed
fee for the term of the license agreement but ntexy Ise obtained through a revenue sharing agreement

We acquire DVD content for the purpose of rentadto subscribers and earning subscription rentedmees, and, as such, we consider
our direct purchase DVD library to be a productigset. Accordingly, we classify our DVD libraryason-current asset on our consolidated
balance sheets. Additionally, cash outflows fordhquisition of the DVD library, net of changeséated accounts payable, are classified as
cash flows from investing activities on our condated statements of cash flows. This is inclusiveny upfront non-refundable payments
required under revenue sharing agreements.

We amortize our direct purchase DVDs, less estithatdvage value, on a “sum-of-the-months” accederaisis over their estimated
useful lives. The useful life of the new-releaseM®Vand back-catalog DVDs is estimated to be oneam®a three years, respectively. In
estimating the useful life of our DVDs, we takediratccount library utilization as well as an estienfair lost or damaged DVDs. For those direct
purchase DVDs that we estimate we will sell atehd of their useful lives, a salvage value is ptedi For those DVDs that we do not expect
to sell, no salvage value is provided. We peridicavaluate the useful lives and salvage valuesuwfDVDs.
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Additionally, the terms of certain DVD direct puase agreements with studios and distributors peofddvolume purchase discounts or
rebates based on achieving specified performanedslevolume purchase discounts are recorded edwtion of DVD library when earned.
We accrue for rebates as earned based on histtitieglerformance and estimates of demand fotitles over the remainder of the title term.

We obtain content distribution rights in order teeam movies and TV episodes without commercigrmiption to subscribers’
computers and TVs via Netflix Ready Devices. Weoact for streaming content in accordance with timakcial Accounting Standards
Board’s (“FASB") Accounting Standards Codificati/hSC") topic 920Entertainment—Broadcaster€ash outflows associated with the
streaming content are classified as cash flows fsparating activities on our consolidated statementash flows.

We classify our streaming content obtained throaidibense agreement as either a current or nomuasset in the consolidated balance
sheets based on the estimated time of usage aftairccriteria have been met, including avail@pitif the streaming content for its first
showing. We amortize licensed streaming conterd straight-line basis generally over the term efritlated license agreements or the title’s
window of availability.

We also obtain DVD and streaming content througlemee sharing agreements with studios and distibutWe generally obtain titles
for low initial cost in exchange for a commitmeatshare a percentage of our subscription revenugspay a fee, based on utilization, for a
defined period of time, or the Title Term, whiclpityally ranges from six to twelve months for eaitle t The initial cost may be in the form of
an upfront non-refundable payment. This paymenéajstalized in the content library in accordancéhveiur DVD and streaming content
policies as applicable. The initial cost may alsdrbthe form of a prepayment of future revenueisgeobligations which is classified as
prepaid revenue sharing expense. The terms of seweaue sharing agreements with studios obligate oske minimum revenue sharing
payments for certain titles. We amortize minimuwergue sharing prepayments (or accrete an amouabfeto studios if the payment is due
in arrears) as revenue sharing obligations aretiaduA provision for estimated shortfall, if aron minimum revenue sharing payments is
made in the period in which the shortfall becomexbpble and can be reasonably estimated. Undeettemue sharing agreements for our
DVD library, at the end of the Title Term, we gealr have the option of returning the DVD to thadib, destroying the DVD or purchasing
the DVD.

Stock-Based Compensation

Stockbased compensation expense is estimated at thedgtanbased on the fair value of the awards egpdatvest and is recognizec
expense ratably over the requisite service peritich is the vesting period.

We calculate the fair value of new stock-based camption awards under our stock option plans usiiagticebinomial model. We use
Black-Scholes model to determine the fair valueraployee stock purchase plan shares. These medgige the input of highly subjective
assumptions, including price volatility of the unigiang stock. Changes in the subjective input agstions can materially affect the estimate of
fair value of options granted and our results adragions could be materially impacted.

» Expected Volatility: Our computation of expected volatility is basedadnend of historical volatility of our common skoand
implied volatility of tradable forward call optiorie purchase shares of our common stock. Our @ectsiincorporate implied
volatility was based on our assessment that impl@atility of publicly traded options in our commatock is more reflective of
market conditions and, therefore, can reasonabbxpected to be a better indicator of expectedtiibfahan historical volatility ol
our common stock

» Suboptimal Exercise Factor: Our computation of the suboptimal exercise factdydsed on historical option exercise behaviol
the terms and vesting periods of the options gchatel is determined for both executives anc-executives

We grant stock options to our employees on a myithsis. We have elected to grant all options asqualified stock options which
vest immediately. As a result of immediate veststgck-based compensation
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expense is fully recognized on the grant date anestimate is required for post-vesting optionditres. We also issue shares through our
employee stock purchase program (“ESPP”) whichbe@s determined to be compensatory in nature. S$taskd compensation expense for
shares issued under this program is expensed loweffering period of six months.

Our stock-based compensation expenses totaled $iilidh, $12.3 million and $12.0 million during 29, 2008 and 2007, respectively.
As a result of changes in our compensation stracind related employee elections for 2010 resuitirap increase in the number of options
granted to employees, we expect our stoaked compensation expense for 2010 and futuredsewill increase significantly. See Note 7 to
consolidated financial statements for further infation about stock based compensation.

Income Taxes

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

We may recognize the tax benefit from an uncetrposition only if it is more likely than not th&x position will be sustained on
examination by the taxing authorities, based ortébbnical merits of the position. The tax benefisognized in the financial statements from
such positions are then measured based on thestdogeefit that has a greater than 50% likelihdfdoleing realized upon settlement. We
recognize interest and penalties related to unoeida positions in income tax expense. See NdtetBe consolidated financial statements for
further information regarding income taxes.

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

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

Year Ended December 31

2009 2008 2007
Revenue! 100.(% 100.(% 100.(%
Costs of revenue:

Subscriptior 54.4 55.¢ 55.1

Fulfillment expense 10.z 10.¢ 10.1

Total cost of revenue 64.€ 66.7 65.2

Gross profil 35.4 33.8 34.¢
Operating expense

Technology and developme 6.9 6.€ 5.9

Marketing 14.2 14.¢ 18.1

General and administrati\ 3.1 3.€ 4.3

Gain on disposal of DVD (0.3 (0.9 (0.5

Gain on legal settleme — — (0.6)

Total operating expens: 23.¢ 24.4 27.2

Operating incom 11. 8.¢ 7.6
Other income (expense

Interest expens (0.9 (0.2 (0.7

Interest and other income (expen 0.4 0.¢ 1.7
Income before income tax 11.5 9.€ 9.2
Provision for income taxe 4.6 3.3 3.7
Net income 6.9% 6.1% 5.5%

Revenues

We derive substantially all of our revenues fromrmiindy subscription fees and recognize subscriptéarenues ratably over each
subscriber’'s monthly subscription period. We rea@fdinds to subscribers as a reduction of revenWescurrently generate all our revenues in
the United States, although we plan to launch @duininternational expansion with a streaming stipon service in 2010.

We offer a variety of subscription plans combingtgeaming movies and TV episodes over the Inteandtsending DVDs by mail. The
price per plan varies based on the number of D\Wasa subscriber has out at any given point anddas whether the service has limited or
unlimited usage. All of our unlimited plans allotetsubscriber unlimited streaming to their compaoteXetflix Ready Device. The vast
majority of our subscriber base has chosen a t 32aut Unlimited plan. Customers electing accesh¢ high definition Blu-ray discs in
addition to standard definition DVDs pay a surclearganging from $1 to $4 for our most popular pldhcing of our plans is as follows:

Price per
month
1-out Limited $ 4.9¢
1-out Unlimited 8.9¢
2-out Unlimited 13.9¢
3-out Unlimited 16.9¢
All other Unlimited Plan: 23.99t0 47.9
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Year ended December 31 Change
2009 2008 2009 vs 2008

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

Revenue! $1,670,26! $1,364,66. 22.2%
Other data
Average number of paying subscrib 10,46¢ 8,26¢ 26.6%
Average monthly revenue per paying subscr $ 13.3( $ 13.7¢ (3.9%

The $305.6 million increase in our revenues wasarily a result of the 26.6% growth in the averageber of paying subscribers
arising from increased consumer awareness of tpeling value proposition of streaming and DVDsnbgil for one low price and other
benefits of our service. This increase was offisgtart by a 3.3% decline in average monthly revegrargpaying subscriber, resulting from the
continued growth in our lower priced subscriptidans. The total number of average paying subsaiimeour 1 and 2ut plans grew by 48.1
as compared to a 1.1% decline in all other plamshduhe year ended December 31, 2009.

Year ended December 31, Change
2008 2007 2008 vs. 2007
(in thousands, except percentages and average moltl
revenue per paying subscriber)

Revenue! $1,364,66. $1,205,34 13.2%
Other data
Average number of paying subscrib 8,26¢ 6,71¢ 23.1%
Average monthly revenue per paying subscr $ 13.7¢ $ 149t (8.0)%

The $159.3 million increase in our revenues wasarily a result of the 23.1% growth in the averagenber of paying subscribers
arising from increased consumer awareness of tipelling value proposition of streaming and DVDsrbgil for one low price and other
benefits of our service. This increase was offisgtart by an 8.0% decline in average monthly reeguer paying subscriber, resulting from the
continued growth in our lower priced subscriptidans, as well as a price reduction for our mostutenpsubscription plans during the third
quarter of 2007. The total number of average pagingscribers in our 1 and 2-out plans grew by 3%8%ompared to 6.1% in all other plans
during the year ended December 31, 2008.

Until the average price paid by our new subscrémititions is equal to the average price paid bgteg subscribers, we expect our
average monthly revenue per paying subscriberosiitinue to decline, as the lower priced plans gasva percentage of our subscriber base.
This decline could be partially offset by the grbvrt the number of subscribers electing to recBleray discs for a surcharge as described
above. Our revenues and average monthly revenueagerg subscriber could be impacted by future gkarto our pricing structure which
may result from competitive effects that we arehl@&o predict.

The following table presents our year-end subsciitfermation:

As of December 31

2009 2008 2007
(in thousands, except percentage
Free subscribel 37¢€ 22¢ 152
As a percentage of total subscrib 3.1% 2.4% 2.C%
Paid subscriber 11,89: 9,16¢ 7,32¢
As a percentage of total subscrib 96.9% 97.6% 98.(%
Total subscriber 12,26¢ 9,39( 7,47¢
Percentage change over prior pet 30.€% 25.€%
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Cost of Revenues
Cost of Subscription

Cost of subscription revenues consists of contelivety costs related to shipping DVDs and proviggireaming content to subscribers
as well as expenses related to the acquisitiomatent. Costs related to free-trial periods arecalled to marketing expenses.

Content delivery expenses consist of the postages ¢o mail DVDs to and from our paying subscrib#te packaging and label costs for
the mailers and all costs associated with streamamgent over the Internet. We utilize third pasontent delivery networks to help us
efficiently stream content in high volume to oubsaribers over the Internet.

Content acquisition expenses consist of costs iadun obtaining content such as amortization efteot and revenue sharing expense.
We obtain content from studios, distributors artteosuppliers through direct purchases, revenuenghagreements and license agreements.

Year ended December 31, Change
2009 2008 2009 vs. 200
(in thousands, except percentage:
Cost of subscriptio $909,46: $761,13: 19.5%
As a percentage of revent 54.8% 55.&%

The $148.3 million increase in cost of subscriptiemenues was due to the following factors:

» Content delivery expenses increased $101.7 mifiiimarily due to an 18.6% increase in the numbdd\ébDs mailed to paying
subscribers. The increase in the number of DVDdedavas driven by a 26.6% increase in the averaggber of paying
subscribers, partially offset by a 6.3% declinenionthly DVD rentals per average paying subscrilvengrily attributed to the
growing popularity of our lower priced plar

» Content acquisition expenses increased by $46l®milThis increase was primarily attributable neéstments in streaming

content.
Year ended December 31 Change
2008 2007 2008 vs. 200
(in thousands, except percentage
Cost of subscriptio $761,13¢ $664,40° 14.6%
As a percentage of revent 55.&% 55.1%

The $96.7 million increase in cost of subscriptiemenues was due to the following factors:

» Content delivery expenses increased $72.7 millimarily due to a 19.0% increase in the number ¥DB mailed to payiny
subscribers. The increase in the number of DVDdedavas driven by a 23.1% increase in the averageber of paying
subscribers, partially offset by a 3.2% declinenionthly DVD rentals per average paying subscrilsenarily attributed to the
growing popularity of our lower priced plans. Tineriease is also due to an increase in the rati@stoflass postage in May 20C

» Content acquisition expenses increased by $24lmiThis increase was primarily attributable te thcreased investments
streaming content, as well as an increase in D\{fermee sharing cost
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Fulfillment Expenses

Fulfillment expenses represent those expensesragttim operating and staffing our shipping and @ugr service centers, including cc
attributable to receiving, inspecting and warehoggiur content library. Fulfilment expenses alsclude credit card fees.

Year ended December 31, Change
2009 2008 2009 vs. 200
(in thousands, except percentage:
Fulfillment expense $169,81( $149,10: 13.9%
As a percentage of revent 10.2% 10.%

The $20.7 million increase in fulfilment expensess due to the following:

» Shipping and customer service centers expensesased $10.5 million primarily due to a 14.0% inseen headcount to supp:
the higher volume of content delivery and growtlsitbscribers

* Credit card fees increased $10.2 million as a teduhe 22.4% growth in revenue

Year ended December 31 Change
2008 2007 2008 vs. 200
(in thousands, except percentages)
Fulfilment expense $149,10: $121,76: 22.5%
As a percentage of revent 10.9% 10.1%

The $27.3 million increase in fulfilment expensess due to the following:

» Shipping and customer service centers expensesased $22.0 million primarily due to a 29.8% inseea headcount to supp:
the higher volume of content delivery and the addibf new shipping center

* Credit card fees increased $5.3 million as a resfuthe 13.2% growth in revenue

Gross Margin

Year ended December 31 Change
2009 2008 2009 vs. 200
(in thousands, except percentages)
Gross profil $590,99¢ $454,42° 30.1%
Gross margit 35.2% 33.%
Average monthly gross profit per paying subscr $ 4.71 $ 4.5¢ 2.8%

The 2.1% increase in gross margin was primarilytduewer DVD content acquisition expenses per DiviBiled and a 6.3% decline in
monthly DVD rentals per average paying subscrilbed by the growing popularity of our lower pricplans. This decline was higher than
decline in average revenue per paying subscrib8rd8h. This was offset partially by increased irtirents in our streaming content.

Year ended December 31 Change
2008 2007 2008 vs. 200
(in thousands, except percentages)
Gross profil $454,42° $419,17. 8.4%
Gross margit 33.% 34.8%
Average monthly gross profit per paying subscr $ 4.5¢ $ 5.2 (11.9%

The 1.5% decrease in gross margin was primarilytda increase in postage rates effective May 20@Ba reduction in the prices of
our most popular subscription plans during the sddwlf of 2007.
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We expect to continue to make substantial investsiarour content library and in particular mayre&se spending associated with
streaming content. These investments would reducgress margin to the extent that increases oatgemwth in our revenues.

Operating Expenses
Technology and Devel opment
Technology and development expenses consist obppayrd related costs incurred in testing, maintajrand modifying our Web site,
our recommendation and merchandising technologyeldping solutions for streaming content to sulisms, telecommunications systems and

infrastructure and other internal-use softwareesyst Technology and development expenses alsalmdepreciation of the computer
hardware and capitalized software we use to run\el site and store our data.

Year ended December 31 Change
2009 2008 2009 vs. 200
(in thousands, except percentages)
Technology and developme $114,54. $ 89,87 27.4%
As a percentage of revent 6.%% 6.€%

The $24.7 million increase in technology and depaient expenses was primarily the result of a $iildbn increase in personnel-
related costs due to 26.6% growth in headcounételdp solutions for streaming content and continugprovements to our service. The
increase is also partly due to a $6.7 million iasein facilities and equipment expenses to supperincreased headcount and overall growth
of operations.

Year ended December 31 Change
2008 2007 2008 vs. 200
(in thousands, except percentages)
Technology and developme $ 89,87: $ 70,97¢ 26.€%
As a percentage of revent 6.€% 5.9%

The $18.9 million increase in technology and depalent expenses was primarily the result of a $firildbn increase in personnel-
related costs due to 28.0% growth in headcounian®B.5 million increase in other expenses to dgveblutions for streaming content and
continued improvements to our service.

Marketing

Marketing expenses consist primarily of advertiggxgenses and payments made to our affiliatesdimgjuconsumer electronics partne
Advertising expenses include marketing program egjiares and other promotional activities, inclugailocated costs of revenues relating to
free trial periods. Also included in marketing expe are payroll related expenses.

Year ended December 31 Change
2009 2008 2009 vs. 200
(in thousands, except percentages)
Marketing $237,74« $199,71: 19.(%
As a percentage of revent 14.2% 14.€%
Other Data
Gross subscriber additiol 9,33: 6,85¢ 36.1%
Subscriber acquisition ca $ 25.4¢ $ 29.1- (12.5%

The $38.0 million increase in marketing expenses pramarily attributable to an increase of $21.4lion in spending related to affiliates
including our consumer electronics partners. Tleegiase is also due to an
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$11.5 million increase in marketing program speggdprincipally in TV and radio advertising and @irenail to promote our hybrid service of
streaming content and DVDs by mail. Subscriber &itipn cost decreased primarily due to momentusoeisited with the launch of new
consumer electronics partner devices and the kappdal of streaming content.

Year ended December 31, Change
2008 2007 2008 vs. 200
Marketing $199,71! $218,21. (8.5)%
As a percentage of revent 14.€% 18.1%
Other Data
Gross subscriber additiol 6,85¢ 5,34( 28.4%
Subscriber acquisition ca $ 29.17 $ 40.8¢ (28.0)%

The $18.5 million decrease in marketing expensespianarily attributable to a $34.2 million decreas marketing program spending,
principally in direct mail and inserts, offset paliy by an increase of $11.5 million in spendimdated to affiliates including our consumer
electronics partners. In the second half of 200¥ Jowered prices on our most popular subscriptiangand decided to partially offset the cost
of our investment in lower prices by reducing goersding on marketing programs. The decrease wéalpaoffset by higher personneélatec
costs due to higher headcount and an increase ioots of free trial periods due to the 28.4%dase in gross subscriber additions. Subsc
acquisition cost decreased in 2008 as compare@dad @rimarily due to more efficient marketing spieigd

General and Administrative

General and administrative expenses consist ooflaymd related expenses for executive, financeterd acquisition and administrative
personnel, as well as recruiting, professional feebother general corporate expenses.

Year ended December 31 Change
2009 2008 2009 vs. 200
(in thousands, except percentages)
General and administratiy $ 51,33¢ $ 49,66 3.4%
As a percentage of revent 3.1% 3.6%

The $1.7 million increase in general and adminiistesexpenses was primarily attributable to a $ilion increase in legal costs offset
partially by a $2.7 million decrease in costs o our subsidiary, Red Envelope Entertainmefig.& million release of accruals in 2009
associated with a former class action suit that sedded in 2008, and decreases in personnel-cetatsts.

Year ended December 31 Change
2008 2007 2008 vs. 200
(in thousands, except percentages)
General and administratiy $ 49,66 $ 52,40« (5.2)%
As a percentage of revent 3.€% 4.3%

The $2.7 million decrease in general and admirtisgr@xpenses was primarily attributable to a $8ilion decrease in costs related to
our subsidiary, Red Envelope Entertainment, as agel $3.2 million decrease in legal costs. Thesecdses were partially offset by an
increase in personnel-related costs due to a M6#ease in headcount.
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Gain on Disposal of DVDs

Gain on disposal of DVDs represents the differdreteveen proceeds from sales of DVDs and assoatatgtcdof DVD sales. Cost of DV
sales includes the net book value of the DVDs sdlthping charges and, where applicable, a conia#igtspecified fee for the DVDs that are
subject to revenue sharing agreements.

Year ended December 31 Change
2009 2008 2009 vs. 200
(in thousands, except percentages)
Gain on disposal of DVD $ (4,560 $ (6,329 (27.9%
As a percentage of revent (0.3% (0.9%

The $1.8 million decrease in gain on disposal ofI3Wvas primarily attributable to the discontinuataf retail sales of previously view
DVDs to subscribers in the first quarter of 2009 @éntinue to sell previously viewed DVDs througholesale channels and expect our future
gains to continue to be insignificant in relationour overall operations.

Year ended December 31 Change
2008 2007 2008 vs. 200
(in thousands, except percentage:
Gain on disposal of DVD $ (6,327) $ (7,19¢) (12.1%
As a percentage of revent (0.4% (0.5%

The $0.9 million decrease in gain on disposal of13\in absolute dollars was primarily attributalleatdecrease in the sales price of
DVDs.

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.

Interest Expense

Interest expense consists of the interest on @seléinancing obligations and the interest on 0b@% senior notes including the
amortization of debt issuance costs. Also, in theth quarter of 2009, we expensed the debt issuensts related to our line of credit.

In June 2004 and June 2006, we entered into twaraiplease arrangements whereby we leased artguilthtwas constructed by a thi
party. As discussed in Note 5 of the consolidatearfcial statements, we have accounted for thesesein accordance with ASC topic 840.40
Lease—Sale-Leaseback Transactiassit applies to situations in which an entityngdlved with the construction funding of an asbet will
be leased when the construction project is comghl&tkis guidance requires Netflix to be considetedowner (for accounting purposes) of the
two buildings.
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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 cosis.nitnthly rent payments we make to our
lessor under our lease agreements are recorded financial statements as land lease expenseramzgal and interest on the financing
liabilities. Interest expense on lease financintigattions reflects the portion of our monthly legsg/ments that is allocated to interest expense.

Year ended December 31 Change
2009 2008 2009 vs. 200
(in thousands, except percentage:
Interest Expens $ 6,47¢ $ 2,45¢ 163.29%
As a percentage of revent 0.4% 0.2%

The $4.0 million increase in interest expense tg@y attributable to the interest expense assediwith our 8.50% senior notes and line
of credit. Interest expense in 2009 includes $2IBam for our lease financing obligations, $2.6lloin of interest payments due on our notes
and $1.1 million of amortization of debt issuanosts.

Year ended December 31, Change
2008 2007 2008 vs. 200
(in thousands, except percentage
Interest Expens $ 2,45¢ $ 1,18¢ 106.9%
As a percentage of revent 0.2% 0.1%

The $1.3 million increase in interest expense stuan increase in the interest on our lease dingrobligations arising when the lease
term for the second of our headquarter buildingaroenced.

I nterest and Other | ncome (Expense)

Interest and other income (expense) consist priynafinterest and dividend income generated frarested cash and short-term
investments.

Year ended December 31 Change
2009 2008 2009 vs. 200
(in thousands, except percentage
Interest and other income (expen $ 6,72¢ $ 12,45 (46.0%
As a percentage of revent 0.4% 0.%9%

The $5.7 million decrease in interest and otheonme was primarily attributable to lower cash angeBiment balances resulting from the
repurchase of our common stock, and a $1.6 mitliecrease in realized gains recognized as compaitbe prior year. The decrease was o'
by a $1.8 million dollar gain realized in 2009 & tsale of our investment in a private company ke accounted for under the cost method.

Year ended December 31, Change
2008 2007 2008 vs. 200
(in thousands, except percentage:
Interest and other income (expen $ 12,45 $ 20,34( (38.9%
As a percentage of revent 0.€% 1.7%

The $7.9 million decrease in interest and otheonme was primarily a result of the lower cash angstment balances resulting from the
repurchase of our common stock. The decrease viset by a $2.4 million increase in realized gains.
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Interest and dividend income was approximately $3illion, $9.2 million and $19.7 million in 2009028 and 2007, respectively.
Interest and other income included gains of appnaxély $1.5 million, $3.1 million and $0.7 millian the sale of short-term investments in
2009, 2008 and 2007, respectively.

Provision for Income Taxes

Year ended December 31 Change
2009 2008 2009 vs. 200
(in thousands, except percentages)
Provision for income taxe $ 76,33: $ 48,47 57.5%
Effective tax rate 39.71% 36.€%

In 2009, our effective tax rate differed from tleeléral statutory rate of 35% principally due tdestacome taxes of $10 million or 5% of
income before income tax. This was partially oftsgfederal and California research and developifiB&D") tax credits of $2 million. The
increase in our effective tax rate was primarilyilatitable to a cumulative benefit recorded assargte item in the second quarter of 2008 for
prior period R&D tax credits.

Year ended December 31, Change
2008 2007 2008 vs. 200
(in thousands, except percentage:
Provision for income taxe $ 48,47 $ 44,317 9.4%
Effective tax rate 36.9% 40.C%

In 2008, our effective tax rate differed from tleeléral statutory rate of 35% principally due tdestacome taxes of $5 million or 4% of
income before income tax. This was partially offsgR&D tax credits of $3 million. The decreaseir effective tax rate was primarily
attributable to a cumulative benefit recorded dgsarete item in the second quarter of 2008 fowmperiod R&D tax credits.

Liquidity and Capital Resources

We have generated net cash from operations dusdlg guarter since the second quarter of 2001. Netgrs will impact our ability to
continue to generate and grow cash from our omersiincluding, but not limited to, the price of aarvice, the number of subscribers who
sign up for our service and the growth or reductioaur subscriber base.

In September 2009, we entered into a credit agreemigich provided for a $100 million three-year @bang credit facility. In October
2009, the Company borrowed $20 million under trealitragreement. In November 2009, we issued $20®mof our 8.50% senior notes due
in 2017. In connection with the notes offering, ipaid all outstanding amounts under our crediéagient and terminated it. Although we
currently anticipate that cash flows from operaticimgether with our available funds, will be sti#nt to meet our cash needs for the
foreseeable future, we may require or choose taiolatdditional financing. Our ability to obtain atilwhal financing will depend on, among
other things, our development efforts, businesaglaperating performance and the condition ottystal markets at the time we seek
financing.

Our primary source of liquidity has been cash figmerations. Additionally, debt financing has aleei a source of liquidity in fiscal
2009. Our primary uses of cash include our stopkimeéhase programs, shipping and packaging expethgeacquisition of content, capital
expenditures related to information technology antbmation equipment for operations, marketingfaffdiment expenses.

In addition, on August 6, 2009, we announced thiatBoard of Directors authorized a stock repurchasgram through the end of 2010
allowing us to repurchase $300 million of our conmstock of which we have purchased $149.1 millismBDecember 31, 2009. Subsequent
to December 31, 2009, we purchased an
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additional $62.4 million of our common stock untleg program. The timing and actual number of shampsrchased will depend on various
factors including price, corporate and regulat@guirements, alternative investment opportunities @her market conditions. The following
table highlights selected measures of our liquiditg capital resources as of December 31, 2008 206 2007:

Year Ended December 31,

2009 2008 2007
(in thousands)

Cash and cash equivale $ 134,22 $ 139,88: $ 177,43
Shor-term investment 186,01t 157,39( 207,70:

$ 320,24. $ 297,27: $ 385,14.
Net cash provided by operating activit $ 325,06: $ 284,03 $ 277,42
Net cash used in investing activiti $(246,079) $(144,96() $(436,029)
Net cash used in financing activiti $ (84,64)) $(176,63") $ (64,39)

Operating Activities

During 2009, our operating activities consistedrnariily of net income of $115.9 million, increasedron-cash adjustments of $254.9
million and offset by a decrease in net changepgrating assets and liabilities of $45.7 millidhe majority of the non-cash adjustments
came from the amortization of the content librai®19.5 million which increased by $9.7 millionanthe prior period as we continue to
purchase additional titles in order to supportlauger subscriber base. The decrease in cash ftoimaable to the net changes in operating
assets and liabilities was mainly driven by acdiaiss of content library related to our streamiogtent, as we continued to increase our
investments in streaming content in 2009. Cashigealvby operating activities increased $41.0 millio 2009 as compared to 2008. This was
primarily due to an increase in net income of $38ilion, increased non-cash adjustments of $27lBom and a decrease in net changes in
operating assets and liabilities of $19.1 million.

During 2008, our operating activities consistedneanily of net income of $83.0 million, increasedrmn-cash adjustments of $227.6
million offset by a decrease in net changes in afiey assets and liabilities of $26.6 million. Thejority of the non-cash adjustments came
from the amortization of the content library of $28 million which increased by $6.3 million oveetprior period as we continue to purchase
additional titles in order to support our largebseriber base. The decrease in net changes intogeaasets and liabilities was mainly driven
by acquisitions of content library related to otreaming content, as we continued to increaseragstments in streaming content in 2008.
Cash provided by operating activities increase® $éillion in 2008 as compared to 2007. This wasprily due to an increase in net income
of $16.4 million, increased non-cash adjustments3&.3 million and a decrease in net changes inatipg assets and liabilities of $42.1
million.

Investing Activities

Our investing activities consisted primarily of phases, sales and maturities of available-forszderities, acquisitions of DVD content
library and purchases of property and equipmergh@&ed in investing activities increased $101llianiin 2009 as compared to 2008. This
increase was primarily driven by a decrease imptioeeeds from the sales and maturities of shont-tevestments of $105.0 million offset
partially by a decrease in the purchases of sham tnvestments of $29.0 million. In addition, aisifions of DVDs increased by $30.2 millic

Cash used in investing activities decreased $28illibn in 2008 as compared to 2007. This decrewse primarily driven by a decrease
in the purchases of short-term investments of $L48llion coupled with an increase in the proceedm the sales and maturities of shtatm
investments of $106.5 million. In addition, acqtigsis of DVDs decreased by $45.8 million as morel3\Wvere obtained through revenue
sharing agreements in 2008.
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Financing Activities

Our financing activities consist primarily of isswz of debt, repurchases of our common stock, igsuaf common stock, and the excess
tax benefit from stock-based compensation. Castl bgdinancing activities decreased by $92.0 millio 2009 as compared to 2008 primarily
due to the $193.9 million net proceeds receivethftoe issuance of our 8.50% senior notes and & $iilion increase in proceeds received
from the issuance of common stock through optiereszes and through our employee stock purchase Ipladdition, the excess tax benefits
from stock-based compensation increased by $7If®mih 2009. These cash inflows were offset byramease in repurchases of our common
stock of $124.4 million.

Cash used by financing activities increased by $ irflllion in 2008 as compared to 2007 primarilyeda an increase in stock
repurchases of $100.0 million. In addition, theessctax benefits from stock-based compensatioredsed by $21.0 million in 2008, as
remaining benefits from net operating losses wétized. This use of cash was offset by an increaggoceeds from the issuance of our
common stock of $9.3 million.

Contractual Obligations

For the purposes of this table, contractual ohiligetfor purchases of goods or services are defiseajreements that are enforceable anc
legally binding and that specify all significantrtes, including: fixed or minimum quantities to berphased; fixed, minimum or variable price
provisions; and the approximate timing of the teati®n. The expected timing of payment of the ddtiigns discussed above is estimated basec
on information available to us as of December DX Timing of payments and actual amounts paid beaglifferent depending on the time of
receipt of goods or services or changes to agreed-amounts for some obligations. The followingesgummarizes our contractual
obligations at December 31, 2009 (in thousands):

Payments due by Perioc

Less than More than
Contractual obligations (in thousands): Total 1year 1-3 Years 3-5 Years 5 years
8.50% senior note $336,47. $ 17,47 $ 34,000 $34,000C $251,00(
Operating lease obligatiol 40,347 13,31 17,35¢ 7,812 1,86¢
Lease financing obligatior 12,39¢ 3,901 8,10z 39€ —
Other purchase obligations ( 388,05¢ 235,43! 145,25 7,36¢ —
Total $777,27: $270,12: $204,70¢ $49,577 $252,86t

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

As of December 31, 2009, the Company had grossagrézed tax benefits of $13.2 million and an addil $0.9 million for gross
interest and penalties classified as non-currabiliiies in the Consolidated Balance Sheet. Ag thme, the Company is unable to make a
reasonably reliable estimate of the timing of pagtaén individual years due to uncertainties intih@ng of tax audit outcomes; therefore,
such amounts are not included in the above conthobligation table.

License Agreements

In addition to the above contractual obligations,lvave certain license agreements with studiodgnbhide a maximum number of titles
that we may or may not receive in the future. Asdesthese titles is based on the discretion ofthdios and, as such, we may not receive
these titles. If we did receive access to the marimmumber of titles, we would incur up to an addiéil $6 million in commitments during
2010.

Off-Balance Sheet Arrangements

We have not engaged in transactions that genexltionships with unconsolidated entities or firiahpartnerships, such as entities o
referred to as structured finance or special pugodities. Accordingly, our operating resultsaficial condition and cash flows are not
presently subject to off-balance sheet risks.
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Indemnifications

In the ordinary course of business, we enter intdractual arrangements under which we agree tgwondemnification of varying
scope and terms to business partners and othéaith respect to certain matters, including, fitlimited 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 particubeatract. Further, our obligations under these
agreements may be limited in terms of time anddoownt, and in some instances, we may have recagesast third parties for certain
payments. In addition, we have entered into indéoation agreements with our directors and certdiour officers that will require us, among
other things, to indemnify them against certaibilides that may arise by reason of their statusesvice as directors or officers. The terms of
such obligations vary.

ltem 7A.  Quantitative and Qualitative Disclosures about Marlet Risk

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

As of December 31, 2009, we had no material impaitncharges associated with our short-term investpertfolio. Although we
believe our current investment portfolio has véittjel risk of material impairment, we cannot predigure market conditions or market
liquidity and can provide no assurance that ouestment portfolio will remain materially unimpaire®ome of the securities we invest in may
be subject to market risk due to changes in priengihterest rates which may cause the principadamof the investment to fluctuate. For
example, if we hold a security that was issued wiftxed interest rate at the then-prevailing exid the prevailing interest rate later rises, the
value of our investment will decline. At Decembér 2009, our cash equivalents were generally imgeist money market funds, which are not
subject to market risk because the interest paisluich funds fluctuates with the prevailing intemasé. Our short-term investments were
comprised of corporate debt securities, governrapdtagency securities and asset and mortgage-baekadties. Approximately 52% of the
portfolio is invested in government and agencyeésissecurities.

At December 31, 2009, we had securities class#gdhort-term investments of $186.0 million. Charnigenterest rates could adversely
affect the market value of these investments. @bketbelow separates these investments, basedted staturities, to show the approximate
exposure to interest rates.

(in thousands’

Due within one yea $ 44,45¢
Due within five year: 137,76:
Due within ten year —

Due after ten yeal 3,80(
Total $ 186,01¢

A sensitivity analysis was performed on our invesstbhportfolio as of December 31, 2009. The analgsigsed on an estimate of the
hypothetical changes in market value of the pddftilat would result from an immediate paralleffisim the yield curve of various
magnitudes. This methodology assumes a more imteechi@nge in interest rates to reflect the cureenhomic environment.
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The following tables present the hypothetical failues (in $ thousands) of our debt securitiessdiasl as short-term investments
assuming immediate parallel shifts in the yieldveuof 50 basis points (“BPS”), 100 BPS and 150 BR& analysis is shown as of
December 31, 2009:

Fair Value December 31, 2009

-150 BPS -100 BPS -50 BPS +50 BPS +100 BPS +150 BPS
$ 190,24 $ 188,83! $ 187,42 $ 184,61 $ 183,20: $ 181,79
Item 8. Financial Statements and Supplementary Dat

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

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

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

Our management, with the participation of our Cligécutive Officer and Chief Financial Officer, éxated the effectiveness of our
disclosure controls and procedures (as defineduledRl3a-15(e) and 15d-15(e) under the Securittehdhge Act of 1934, as amended) as of
the end of the period covered by this Annual ReporEorm 10-K. Based on that evaluation, our CEiedcutive Officer and Chief Financial
Officer concluded that our disclosure controls pracedures as of the end of the period coveretlisyAnnual Report on Form 10-K were
effective in providing reasonable assurance tHatimation required to be disclosed by us in reptirés we file or submit under the Securities
Exchange Act of 1934, as amended, is recordedepsed, summarized and reported within the timegsspecified in the Securities and
Exchange Commission’s rules and forms, and thdt 8dormation is accumulated and communicated tone@nagement, including our Chief
Executive Officer and Chief Financial Officer, ggeopriate, to allow timely decisions regardinguiegd disclosures.

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 thatjeetives of the control system are met. Furthex,design of a control system must reflect the
fact that there are resource constraints, andeheflis of controls must be considered relativéh&ir costs. Because of the inherent limitations
in all control systems, no evaluation of contra@s provide absolute assurance that all controessind instances of fraud, if any, within
Netflix have been detecte

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

Our management is responsible for establishingnaaidtaining adequate internal control over finah@gorting (as defined in Rule 13a-
15(f) of the Securities Exchange Act of 1934 asrathed (the Exchange Act)). Our management assdsseadfectiveness of our internal
control over financial reporting as of December&109. In making this assessment, our managemedtthe criteria set forth by the
Committee of Sponsoring Organizations of the Tread®ommission (“COSO”) itnternal Control—Integrated FrameworlBased on our
assessment under the frameworlkniternal Control—Integrated Frameworlour management concluded that our internal cbotrer
financial reporting was effective as of DecemberZ109. The effectiveness of our internal contr@rdiinancial reporting as of December 31,
2009 has been audited by KPMG LLP, an independsayistered public accounting firm, as stated inrthegort that is included herein.
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(c) Changes in Internal Control Over Financial Reporting

There was no change in our internal control ovwsairicial reporting that occurred during the quaeteted December 31, 2009 that has
materially affected, or is reasonably likely to erélly affect, our internal control over financigporting.

Iltem 9B.  Other Information
None.
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PART IlI

Iltem 10.  Directors, Executive Officers and Corporate Governace

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

ltem 11.  Executive Compensatior

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

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

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

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

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

ltem 14.  Principal Accounting Fees and Service

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

PART IV

Exhibits and Financial Statement Schedule

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

(1)

(2)

(3)

Exhibit
Number

4.1
4.2

10.1t

10.21
10.3t
10.4t
10.5
10.6
10.7

Financial Statement

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

Financial Statement Schedul

Exhibit Description
Amended and Restated Certificate of Incorpora

Amended and Restated Byla

Certificate of Amendment to the Amended and Redi
Certificate of Incorporatiol

Form of Common Stock Certifica

Indenture, dated November 6, 2009, among Netffhg,,
the guarantors from time to time party thereto ¥rells
Fargo Bank, National Association, relating to the086
Senior Notes due 201

Form of Indemnification Agreement entered into bg
registrant with each of its executive officers and
directors

2002 Employee Stock Purchase F

Amended and Restated 1997 Stock |

Amended and Restated 2002 Stock f

Amended and Restated Stockhol’ Rights Agreemer
Lease between Sobrato Land Holdings and Netflix,

Lease between Sobrato Interests Il and Netflix,

46

Incorporated by Reference

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

Exhibits:

Filed

Form File No. Exhibit Filing Date Herewith
16-Q 00C-49802 3.1 August 2, 200«
8-K 00C-49802 3.1 March 20, 200¢
16-Q 00C-49802 3.3 August 2, 200
S-1/A 335-83878 4.1 April 16, 2002
November 9,

8-K 00C-49802 4.1 2009

S-1/A 335-83878 10.1 March 20, 200:
16-Q 00C-49802 10.16 August 9, 200t
S-1/A 335-83878 10.3 May 16, 200z
Def 14A  00C-49802 A March 31, 200t
S1 335-83878 10.5 March 6, 200z
16-Q 00C-49802  10.15 August 2, 200
16-Q 00C-49802 10.16 August 2, 200¢
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Exhibit
Number

10.9t
10.101

23.1
24
31.1

31.2

32.1*

101

*

Exhibit Description
Description of Director Equity Compensation P

Amended and Restated Executive Severance and Retémtentive
Plan

Consent of Independent Registered Public Accourking
Power of Attorney (see signature pa

Certification of Chief Executive Officer Pursuant$ection 302 of the
Sarbane-Oxley Act of 200z

Certification of Chief Financial Officer Pursuant$ection 302 of th
Sarbane-Oxley Act of 200z

Certifications of Chief Executive Officer and Chlghancial Officer
Pursuant to Section 906 of the Sarbi-Oxley Act of 200z

The following financial information from Netflixnic.’s Annual Report
on Form 10-K for the year ended December 31, 2068 With the
SEC on February 19, 2010, formatted in XBRL inckide
(i) Consolidated Balance Sheets as of Decembe2(B19 and 2008,
(if) Consolidated Statements of Operations forYears Ended
December 31, 2009, 2008 and 2007, (iii) Consoldi&tatements of
Stockholders’ Equity and Comprehensive IncometierYears
Ended December 31, 2009, 2008 and 2007, (iv) Cateted
Statements of Cash Flows for the Years Ended Deeefith 2009,
2008 and 2007 and (v) the Notes to Consolidatedrf€iial
Statements, tagged as blocks of t

Incorporated by Reference Filed

Form File No. Exhibit Filing Date Herewith
8-K  00(-4980z 10.1 July 5, 200t
1C-Q 00C-4980z 10.1C May 5, 200¢

X

X

X

X

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 compensatoiny
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
Netflix, Inc.:

We have audited the accompanying consolidated balsimeets of Netflix, Inc. and subsidiary (the Camny) as of December 31, 2009
and 2008, and the related consolidated stateméntsesations, stockholders’ equity and comprehengicome, and cash flows for each of the
years in the thre-year period ended December 31, 2009. We also &adited Netflix, Inc’s internal control over finaatreporting as of
December 31, 2009, based on criteria establishdemal Control—Integrated Frameworksued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSOJfliXgelnc.’s management is responsible for thesasplidated financial statements, for
maintaining effective internal control over finaalcieporting, and for its assessment of the effeaiss of internal control over financial
reporting, included in the accompanying Managensefitinual Report on Internal Control Over Finan&laborting appearing under item 9A
(b). Our responsibility is to express an opiniontloese consolidated financial statements and ari@pon the Company’s internal control over
financial reporting based on our audits.

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

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

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

In our opinion, the consolidated financial statetaeeferred to above present fairly, in all matenéspects, the financial position of
Netflix, Inc. and subsidiary as of December 31,2860d 2008, and the results of their operationstlagid cash flows for each of the years in
three-year period ended December 31, 2009, in conifipwith U.S. generally accepted accounting pgpfes. Also in our opinion, Netflix, Inc.
maintained, in all material respects, effectiveinal control over financial reporting as of Decem®1, 2009, based on criteria established in
Internal Contro—Integrated Frameworissued by the Committee of Sponsoring Organizatiodribe Treadway Commission.

/s KPMG LLP
Mountain View, California
February 19, 2010
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NETFLIX, INC.

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

Assets
Current assett
Cash and cash equivalel
Shor-term investment
Prepaid expenst¢
Prepaid revenue sharing expen
Current content library, n
Other current asse
Total current asse
Content library, ne
Property and equipment, r
Deferred tax asse
Other nor-current assel

Total asset

Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payabl
Accrued expense
Current portion of lease financing obligatic
Deferred revenu
Total current liabilities
Long-term debt
Lease financing obligations, excluding current joor
Other nor-current liabilities
Total liabilities
Commitments and contingenci
Stockholder’ equity:
Preferred stock, $0.001 par value; 10,000,000 steanthorized at December 31, 2009 and 2008; ne@shar
issued and outstanding at December 31, 2009 ar
Common stock, $0.001 par value; 160,000,000 sleart®rized at December 31, 2009 and 2!
53,440,073 and 58,862,478 issued and outstandiDgamber 31, 2009 and 2008, respecti
Additional paic-in capital
Treasury stock at cost (3,491,084 shares at DeaeBih@008)
Accumulated other comprehensive inca
Retained earning
Total stockholder equity
Total liabilities and stockholde’ equity

See accompanying notes to consolidated financissents.
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As of December 31,

2009 2008

$134,22:  $139,88:
186,01¢ 157,39
12,49: 8,12:
17,13 18,41’
37,32¢ 18,69
23,81 16,42
411,01 358,92
108,81 98,54
131,65,  124,94¢
15,95¢ 22,40
12,30¢ 10,598
$679,73  $ 615,42
$ 91,478 $ 100,34
33,38" 31,39
1,41( 1,15:
100,09 83,12;
226,36¢ 216,01

200,00( —
36,57: 37,98
17,65 14,26«
480,59 268,26
53 62
— 338,57
— (100,02()
272 84
198,817 108 45:
199,14: _ 347,15!
$679,73« $ 615,42
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NETFLIX, INC.

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

Year ended December 31,

2009 2008 2007
Revenue! $1,670,26! $1,364,66. $1,205,34!
Cost of revenues

Subscriptior 909,46: 761,13: 664,40°

Fulfillment expenses 169,81( 149,10: 121,76:.

Total cost of revenue 1,079,27. 910,23« 786,16¢

Gross Profil 590,99¢ 454,42° 419,17.
Operating expense

Technology and developmer 114,54: 89,87: 70,97¢

Marketing* 237,74« 199,71 218,21.

General and administrative 51,33: 49,66 52,40:

Gain on disposal of DVD (4,560) (6,327) (7,19¢)

Gain on legal settleme — — (7,000

Total operating expens: 399,05¢ 332,92: 327,39¢

Operating incom 191,93¢ 121,50¢ 91,77:
Other income (expense

Interest expens (6,47%) (2,45%) (1,189

Interest and other income (expen 6,72¢ 12,45: 20,34(
Income before income tax 192,19: 131,50( 110,92!
Provision for income taxe 76,33 48,47¢ 44,317
Net income $ 115,86( $ 83,02¢ $ 66,60¢
Net income per shar

Basic $ 2.0¢ $ 1.3¢€ $ 0.9¢

Diluted $ 1.9¢ $ 1.32 $ 0.97
Weighte-average common shares outstand

Basic 56,56( 60,96! 67,07¢

Diluted 58,41¢ 62,83¢ 68,90:
* Stock-based compensation included in expense line it

Fulfillment expense $ 38C $ 46€ $ 427

Technology and developme 4,45 3,89( 3,69¢

Marketing 1,78¢ 1,88¢ 2,16(

General and administrati\ 5,99¢ 6,022 5,694

See accompanying notes to consolidated finanassients.
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NETFLIX, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY AND
(in thousands, except share data)

Balances as of December 31, 2(

Net Income
Unrealized gains on available-for-sali
securities, net of taxe
Comprehensive income, net of ta:
Issuance of common stock upon exercis
options
Issuance of common stock under emplc
stock purchase ple
Repurchases of common stc
Stoclk-based compensation expel
Excess stock option income tax bene

Balances as of December 31, 2(

Net Income
Unrealized gains on availal-for-sale
securities, net of taxe
Comprehensive income, net of ta:
Issuance of common stock upon exercis
options
Issuance of common stock under emplc
stock purchase ple
Repurchases of common stc
Repurchases of common stock to be he
treasury
Stock-based compensation expel
Excess stock option income tax bene

Balances as of December 31, 2(

Net Income
Unrealized gains on availal-for-sale
securities, net of taxe
Comprehensive income, net of tas
Issuance of common stock upon exercis
options
Issuance of common stock under emplc
stock purchase ple
Repurchases of common stock and
retirement of outstanding treasury st
Stocl-based compensation expel
Excess stock option income tax bene

Balances as of December 31, 2(

COMPREHENSIVE INCOME

Accumulated Retained Earnings

Total

Common Stock Other )
Additional Comprehensive Stockholders
Paid-in Treasury (Accumulated

Shares Amount Capital Stock Income Deficit) Equity
68,612,46 $ 69 $454,73: $ — % — % (41,187 $ 413,61t
— — — — — 66,60¢ 66,60¢
— — — — 1,611 — 1,611
— — — — — — 68,21¢
828,82 — 5,82 — — — 5,82:
205,41¢ — 3,781 — — — 3,78i
(4,733,78) (4) (99,854 — (99,85¢)
— — 11,97¢ — — — 11,97¢
— — 26,24¢ — — — 26,24¢
64,91291 $ 65 $402,71( $ — $ 1611 $ 25,42¢ $ 429,81:
— — — — — 83,02¢ 83,02¢
— — — — (1,527) — (1,523)
— — — — — — 81,49¢
1,056,64. — 14,01¢ — — — 14,01¢
231,06¢ — 4,857 — — — 4,85:
(3,847,06) (3)  (99,88) — — — (99,889
(3,491,08) — — (100,02 - - (100,020
— — 12,26¢ — — — 12,26¢
— — 4,61; — — — 4,61:
58,862,47 $ 62 $338,57° $(100,02(0 $ 84 $ 108,45. $ 347,15!
— — — — — 115,86( 115,86(
— — — — 18¢ — 18¢
— — — — — — 116,04
1,724,111 1 29,50¢ — — — 29,50¢
224,79¢ — 5,76t — — — 5,76¢
(7,371,31)  (10) (398,85()  100,02( — (25,49f)  (324,33Y)
— — 12,61¢ — — — 12,61¢
— — 12,38 — — — 12,38
53,440,07 $ 53 $ — % — 8 27 $ 198,81° $ 199,141

See accompanying notes to consolidated financigstents.
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NETFLIX, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Year Ended December 31,

2009 2008 2007
Cash flows from operating activities:
Net income $ 115,86( $ 83,02¢ $ 66,60¢
Adjustments to reconcile net income to net caskigea by operating activitie:
Depreciation of property, equipment and intangil 38,04 32,45¢ 22,21¢
Amortization of content librar 219,49( 209,75° 203,41!
Amortization of discounts and premiums on investa 607 62t 24
Amortization of debt issuance co 1,124 — —
Stoclk-based compensation expel 12,61¢ 12,26¢ 11,97¢
Excess tax benefits from st-based compensatic (22,687) (5,220 (26,24%)
Loss (gain) on disposal of property and equipn 254 101 142
Gain on sale of sh¢-term investment (1,509 (3,130 (687)
Gain on disposal of DVD (7,637 (13,350 (14,639
Gain on sale of investment in busin (1,787 — —
Deferred taxe 6,32¢ (5,905 (893)
Changes in operating assets and liabilil
Prepaid expenses and other current a: (11,009 (4,18)) (3,899
Content library (64,217 (48,290 (34,82)
Accounts payabl (2,25¢6) 7,111 16,55¢
Accrued expense 13,16¢ (1,824 32,80¢
Deferred revenu 16,97( 11,46: 1,98
Other assets and liabilitit 1,68¢ 9,137 2,86¢
Net cash provided by operating activit 325,06 284,03 277,42
Cash flows from investing activities:
Purchases of shi-term investment (228,000) (256,959 (405,341()
Proceeds from sale of sh-term investment 166,70t 304,16: 200,83.
Proceeds from maturities of sk-term investment 35,67 3,17 —
Purchases of property and equipm (45,93 (43,790 (44,25¢)
Acquisition of intangible assi (200) (1,062) (550)
Acquisitions of content librar (193,049 (162,849 (208,64")
Proceeds from sale of DVL 11,16¢ 18,36¢ 21,64(
Investment in busines — (6,000 —
Proceeds from sale of investment in busir 7,48 — —
Other asset 71 D) 297
Net cash used in investing activiti (246,079 (144,96() (436,029
Cash flows from financing activities:
Principal payments of lease financing obligati (1,15%) (823) (390
Proceeds from issuance of common si 35,27 18,87: 9,60¢
Excess tax benefits from st-based compensatic 12,68: 5,22( 26,24¢
Borrowings on line of credit, net of issuance ct 18,97¢ — —
Payments on line of crec (20,000 — —
Proceeds from issuance of debt, net of issuands 193,91° — —
Repurchases of common stc (324,33Y) (199,90 (99,85¢)
Net cash used by financing activiti (84,647) (176,63Y) (64,39))
Net decrease in cash and cash equiva (5,657 (37,55¢) (222,99)
Cash and cash equivalents, beginning of ' 139,88: 177,43¢ 400,43(
Cash and cash equivalents, end of ) $ 134,22 $ 139,88: $ 177,43
Supplemental disclosure
Income taxes pai $ 58,77( $ 40,49 $ 15,77¢
Interest paic 3,87¢ 2,45¢ 1,18¢

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

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

Netflix, Inc. (the “Company”) was incorporated omdust 29, 1997 and began operations on April 1831%he Company is a
subscription service streaming movies and TV egsarler the Internet and sending DVDs by mail teentban 12 million subscribers. The
Company’s subscribers can instantly watch unlimitexvies and TV episodes streamed to their TVs angpaiters and can receive DVDs
delivered quickly to their homes. The Company affewvariety of subscription plans, with no due sat® late fees, no shipping fees and no
pay-per-view fees. Aided by proprietary recommeiuiadnd merchandising technology, subscribers ebetsfrom a growing library of titles
that can be watched instantly and a vast arraifle$ on DVD.

Subscribers can:

* Watch streaming content without commercial intetiarpon their computers and TVs. The viewing expece is enabled by Netflix
controlled software that can run on a variety afsiamer electronics devices (“Netflix Ready Devige$hese Netflix Ready Device
currently include Bl-ray disc players, Interr-connected TVs, digital video players and game dess

* Receive DVDs by U.S. mail and return them to then@any at their convenience using the Com|'s prepaid mailers. After a DV
has been returned, the Company mails the nextal@iDVD in a subscrib’s queue

The Company is organized in a single operating segnAll revenues are currently generated in thagddrStates, and there are no long-
lived assets outside the United States. Substhnéithrevenues are derived from monthly subsaoiptiees.

Basis of Presentation

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

Reclassification

Certain prior period amounts have been reclassiiesbnform to current presentation. These rediaasions did not significantly impact
any prior amounts of reported total assets or t@hilities, and did not impact stockholders’ etyuiresults of operations or cash flows.

Subsequent Events

The Company has evaluated subsequent events thFalgbary 19, 2010, the date which these finastéiements were available to be
issued.

Use of Estimates

The preparation of financial statements in confoymiith accounting principles generally acceptethi@ United States of America
requires management to make estimates and assasihiat affect the reported amounts of assetsiabitities, disclosure of contingent assets
and liabilities at the date of the financial stagens, and the reported amounts of revenues ancheapeluring the reporting periods. Signific
items subject to such estimates and assumptiohglmthe estimate of useful lives and residual @aifiits content library; the valuation of
stock-based compensation; and the recognition axabarement of income tax assets and liabilities. Gompany bases its estimates on
historical experience and on various other assumgtihat the Company believes to be reasonable timeleircumstances. Actual results may
differ from these estimates.
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NETFLIX, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

Cash Equivalents and Short-term | nvestments

The Company considers investments in instrumemnshased with an original maturity of 90 days osl&sbe cash equivalents. The
Company classifies short-term investments, whiasist of marketable securities with original médias in excess of 90 days as available-for-
sale. Short-term investments are reported at fdirevwith unrealized gains and losses included¢@umulated other comprehensive income
within stockholders’ equity in the consolidateddrade sheet. The amortization of premiums and digsan the investments, realized gains
and losses, and declines in value judged to be-tila@-temporary on available-for-sale securitiessiacluded in interest and other income in
the consolidated statements of operations. The @agnpses the specific identification method to deiee cost in calculating realized gains
and losses upon the sale of short-term investments.

Short-term investments are reviewed periodicallidemtify possible other-than-temporary impairméfihen evaluating the investments,
the Company reviews factors such as the lengtimef &nd extent to which fair value has been belost basis, the financial condition of the
issuer, the Company’s intent to sell, or whetherdtild be more likely than not that the Company lddae required to sell the investments
before the recovery of their amortized cost basis.

Content Library

The Company obtains content through direct purchaseenue sharing agreements and license agreemigmistudios, distributors and
other suppliers. DVD content is obtained througledipurchases or revenue sharing agreementsnétiggaontent is generally licensed for a
fixed fee for the term of the license agreementrbay also be obtained through a revenue sharirepaggnt.

The Company acquires DVD content for the purposewfal to its subscribers and earns subscripgatet revenues, and, as such, the
Company considers its DVD library to be a produetasset. Accordingly, the Company classifies itd0Nsrary as a non-current asset on its
consolidated balance sheets. Additionally, casfaws for the acquisition of the DVD library, net changes in related accounts payable, are
classified as cash flows from investing activitieshe Company’s consolidated statements of casbstl This is inclusive of any upfront non-
refundable payments required under revenue shagregments.

The Company amortizes its direct purchase DVDs, éssimated salvage value, on a “sum-of-the-mordhs&lerated basis over their
estimated useful lives. The useful life of the melease DVDs and back catalog DVDs is estimatdmtone year and three years, respectively.
In estimating the useful life of its DVDs, the Coamy takes into account library utilization as wadlan estimate for lost or damaged DVDs.
The Company provides a salvage value for thosetdingrchase DVDs that the Company estimates itseillat the end of their useful lives.

For those DVDs that the Company does not expesgitpno salvage value is provided.

Additionally, the terms of certain DVD purchaseegmnents with studios and distributors provide fdumne purchase discounts or
rebates based on achieving specified performanedslevolume purchase discounts are recorded edwction of DVD library when earned.
The Company accrues for rebates as earned badsastorical title performance and estimates of dedirfan the titles over the remainder of the
title term. Actual rebates may vary which couldute an increase or reduction in the estimatedwams previously accrued.

The Company obtains content distribution rightsiider to stream movies and TV episodes without ceraial interruption to
subscribers’ computers and TVs via Netflix Readyibes. The Company accounts for streaming conteatcordance with the Financial
Accounting Standards Board’s (“FASB”) Accounting
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NETFLIX, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

Standards Codification (“ASC”") topic 9Entertainment—Broadcaster€ash outflows associated with streaming contentkssified as ca:
flows from operating activities on the consolidastatements of cash flow.

The Company classifies streaming content obtaihexligh a license agreement as either a currerdrocarrent asset in the consolidated
balance sheets based on the estimated time of afi@geertain criteria have been met, includingikability of the streaming content for its
first showing. Streaming content is amortized artraight-line basis generally over the terms oflitense agreements or the title’s window of
availability.

The Company also obtains DVD and streaming contentigh revenue sharing agreements with studioglatidbutors. The Company
generally obtains titles for low initial cost inahange for a commitment to share a percentage stiiscription revenues or to pay a fee, basec
on utilization, for a defined period of time, oetfiitle Term, which typically ranges from six todiwe months for each title. The initial cost
may be in the form of an upfront non-refundablerpagt. This payment is capitalized in the contéagliy in accordance with the Company’s
DVD and streaming content policies as applicable ihitial cost may also be in the form of a prepant of future revenue sharing obligati
which is classified as prepaid revenue sharing es@eThe terms of some revenue sharing agreeméhtstudios obligate the Company to
make minimum revenue sharing payments for cerithst The Company amortizes minimum revenue shgrmrepayments (or accretes an
amount payable to studios if the payment is duariiears) as revenue sharing obligations are induAgrovision for estimated shortfall, if
any, on minimum revenue sharing payments is matleeiperiod in which the shortfall becomes probalvié can be reasonably estimated.
Under the revenue sharing agreements for its DYEaty, at the end of the Title Term, the Companyegelly has the option of returning the
DVD title to the studio, destroying the title orrphasing the title.

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 respe@ssets, generally up to 30 years, or the leasefor leasehold improvements, if applica
Leased buildings are capitalized and included aperty and equipment when the Company was invdivéide construction funding and did
not meet the “sale-leaseback” criteria as requinedSC topic 840.40eases—Sale-Leaseback Transactions

I mpairment of Long-Lived Assets

Long-lived assets such as content library, propamty equipment and intangible assets subject teedigtion and amortization are
reviewed for impairment whenever events or chamgescumstances indicate that the carrying amafiiasin asset group may not be
recoverable. Recoverability of asset groups toddé &nd used is measured by a comparison of tgicgramount of an asset group to
estimated undiscounted future cash flows expectde igenerated by the asset group. If the cargingunt of an asset group exceeds its
estimated future cash flows, an impairment chasgedognized by the amount by which the carryinguamhof an asset group exceeds fair
value of the asset group. The Company evaluatddritslived assets, and impairment charges werenadérial for any of the years presented.

Capitalized Software Costs

Costs incurred during the application developméages for software programs to be used solely tat teeCompany’s internal needs are
capitalized. Costs incurred in connection with deeelopment of software used by the Company’s silless, such as that included in
consumer electronics partner devices, are capgthliiring

F-9



Table of Contents

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

the period between technological feasibility andegal availability of the software. Capitalizedtseadre costs are included in property and
equipment, net and are amortized over the estimegefill life of the software, generally up to thyears. The net book value of capitalized
software costs is not significant as of December28D9 and 2008.

Revenue Recognition

Subscription revenues are recognized ratably oseh subscriber's monthly subscription period. Rdfuto subscribers are recorded as a
reduction of revenues. Revenues are presented tiet taxes that are collected from customers andtted to governmental authorities.
Deferred revenue consists of subscriptions revehiliesl to subscribers that have not been recognéael gift subscriptions that have not been
redeemed.

Marketing

Marketing expenses consist primarily of advertiggixgenses and payments made to affiliates inclutiegcompany’s consumer
electronics partners. Advertising expenses incladeketing program expenditures and other promotiacidvities, including allocated costs of
revenues relating to free trial periods. Also inleld in marketing expenses are payroll related esgeerAdvertising costs are expensed as
incurred except for advertising production costisich are expensed the first time the advertisingiis Advertising expense totaled
approximately $205.9 million, $181.4 million andd#29 million in 2009, 2008, and 2007, respectively.

The Company and its vendors participate in a wabétooperative advertising programs and othemmtional programs in which the
vendors provide the Company with cash considerati@xchange for marketing and advertising of teedor’s products. If the consideration
received represents reimbursement of specific mergal and identifiable costs incurred to prombtyendor’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 of cost of revenues wéargnized in the Company’s consolidated statenedridperations.

Income Taxes

The Company accounts for income taxes using thet assl liability method. Deferred income taxesramgnized by applying enacted
statutory tax rates applicable to future yearsiffer@nces between the financial statement carrgimgunts of existing assets and liabilities and
their respective tax bases and operating lossandredit carryforwards. The effect on deferreddasets and liabilities of a change in tax rates
is recognized in income in the period that incluthesenactment date. The measurement of deferxeastaets is reduced, if necessary, by a
valuation allowance for any tax benefits for whfakure realization is uncertain. There was no viédumaallowance as of December 31, 2009 or
2008.

The Company recognizes the tax benefit from anni@icetax position only if it is more likely tharohthe tax position will be sustained
on examination by the taxing authorities, basethertechnical merits of the position. The tax béaeécognized in the financial statements
from such positions are then measured based dartest benefit that has a greater than 50% likelihof being realized upon settlement. The
Company recognizes interest and penalties relateddertain tax positions in income tax expense.&e 8 to the consolidated financial
statements for further information regarding incaapees.
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NETFLIX, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

Stock Repurchases

To facilitate a stock repurchase program, sharesegurchased by the Company in the open markea@ndccounted for when the
transaction is settled. Shares held for futureanse are classified as treasury stock. Shares lyroreconstructively retired are deducted from
common stock for par value and from additional paidapital for the excess over par value. If addl paid in capital has been exhausted
excess over par value is deducted from retainedregs. Direct costs incurred to acquire the sharesncluded in the total cost of the shares.

Comprehensive Income

Other comprehensive income consists of unrealizéusgand losses on available-for-sale securitietspfitax. Total comprehensive
income and the components of accumulated other @mepsive income are presented in the accompanoyingplidated statements of
stockholders’ equity.

Net Income Per Share

Basic net income per share is computed using thghtezl-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 theogeRotential common shares consist primarily oféemental shares issuable upon the
assumed exercise of stock options, warrants tohageecommon stock and shares currently purchagatdaant to the Company’s employee
stock purchase plan using the treasury stock meffoel computation of net income per share is dsvisl

Year ended December 31
2009 2008 2007
(in thousands, except per share date

Basic earnings per shai

Net income $115,86( $83,02¢ $66,60¢
Shares used in computatic
Weighte-average common shares outstanc 56,56( 60,96. 67,07¢
Basic earnings per she $ 20% $ 1.3¢€ $ 0.9¢
Diluted earnings per shat
Net income $115,86( $83,02¢ $66,60¢
Shares used in computatic
Weighte-average common shares outstanc 56,56( 60,96: 67,07¢
Employee stock options and employee stock purcplaseshare 1,85¢ 1,87¢ 1,82¢
Weighte-average number of shat 58,41¢ 62,83¢ 68,90:
Diluted earnings per sha $  1.9¢ $ 1.3 $ 0.97
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NETFLIX, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

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:

Year ended December 31

2009 2008 2007
(in thousands)
Employee stock optior 64 72€ 1,97:

The weighted average exercise price of excludestauding stock options was $45.78, $32.42 and 8X6:8the years ended
December 31, 2009, 2008 and 2007, respectively.

Stock-Based Compensation

The Company grants stock options to its employ®@es monthly basis. The Company has elected to gthaptions as fully vested non-
qualified stock options. As a result of immediagsting, stock-based compensation expense is ftlygnized on the grant date, and no
estimate is required for post-vesting option fdtfess.

2. Short-term Investments

The Company’s investment policy is consistent wlith definition of available-for-sale securities.eT@ompany does not buy and hold
securities principally for the purpose of sellifigin in the near future. The Company’s policy isuked on the preservation of capital, liquidity
and return. From time to time, the Company mayaatain securities but the objectives are genenralt to generate profits on short-term
differences in price. Short-term investments aegdfore classified as available-for-sale secur#ias are reported at fair value as follows:

December 31, 2009

Gross Gross
Unrealized Unrealized
Amortized Estimated
Cost Gains Losses Fair Value
(in thousands)
Corporate debt securitir $ 82,36: $ 91t $ (106) $ 83,17:
Government and agency securil 96,99¢ 72 (41€) 96,65/
Asset and mortgage backed securi 6,26 145 (212 6,19:
$185,62. $ 1,13( $ (739 $186,01¢
December 31, 200:
Gross Gross
Unrealized Unrealized
Amortized Estimated
Cost Gains Losses Fair Value
(in thousands)
Corporate debt securitis $ 45,48: $ 44C $ (72) $ 45,19t
Government and agency securil 92,37¢ 1,812 (244) 93,94¢
Asset and mortgage backed securi 19,44¢ 15 (1,217 18,24¢
$157,30¢ $ 2,260 $ (2,189 $157,39(
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The following tables show the gross unrealizeddesand fair value of the Company’s investments witrealized losses that are not
deemed to be other-than-temporarily impaired, aggpesd by investment category and length of timeittdividual securities have been in a

continuous unrealized loss position:

Corporate debt securitit
Government and agency securi
Asset and mortgage backed securi

Corporate debt securitit
Government and agency securi
Asset and mortgage backed securi

As of December 31, 2009

Less Than 12 Months
12 Months or Greater Total
Unrealized Unrealized Unrealized
Fair Fair Fair
Value Losses Value Losses Value Losses
(in thousands)
$2598. $ (106 $ — — $2598. $ (106
85,39’ (414) 3,27¢ 2 88,67( (41€)
28( (1) 76€ (211) 1,04¢ (212)
$111,65. $ (521) $4,047 $ (219  $11570C $ (739
As of December 31, 200
Less Than 12 Months
12 Months or Greater Total
Unrealized Unrealized Unrealized
Fair Fair Fair
Value Losses Value Losses Value Losses
(in thousands)

$2280 $ (692 $1,31€ $ (35 $2412: $ (72))
12,12¢ (244) — — 12,12¢ (244)
15,51 (1,212 = - 15,51 (1,219
$ 50,44 $ (2,149 $131€ $ (35 $51,76. $ (2,189

Because the Company does not intend to sell tresstments and it is not more likely than not that@ompany will be required to sell -

investments before recovery of their amortized basis, the Company does not consider those ineestmvith an unrealized loss to be other-
than-temporarily impaired at December 31, 2009.r&weere no material other-than-temporary impairmentcredit losses related to available-

for-sale securities in 2009, 2008 or 2007.

The gross realized gains on the sales of availilsale securities for the three years ended Deceg&ihe2009, 2008 and 2007 were 9
million, $4.9 million and $0.8 million, respectiyelThe gross realized losses on the sales of &kaifar-sale securities for the three years

ended December 31, 2009, 2008 and 2007 were $Uidrm$1.8 million and $0.1 million, respectivelRealized gains and losses and interest
income are included in interest and other incomedase).

The estimated fair value of short-term investméytsontractual maturity as of December 31, 200&sifollows:

Due within one yea

Due after one year and through 5 ye
Due after 5 years and through 10 ye
Due after 10 yeat

Total shor-term investment
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The Company measures certain financial asset&atafae on a recurring basis, including cash eglgnts and available-for-sale
securities. Fair value is a market-based measuretiimanshould be determined based on the assunsptiah market participants would use in
pricing an asset or liability.

Fair Value Measurements at December 31, 2009

Quoted Prices ir Significant
Other Significant
Active Markets Observable Unobservable
for Identical
Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3)

(in thousands)
Current Assets

Money market funds (1 $ 69C $ 69C $ — $ —
Fixed income availab-for-sale securities (- 186,01¢ — 186,01¢ —
Total current asse 186,70t 69C 186,01¢ —
Non-current Assets
Money market funds (< 2,82¢ 2,82¢ — —
Total nor-current assel 2,82¢ 2,82¢ — —
Total asset $189,53° $ 3,51¢ $186,01¢ $ —
Fair Value Measurements at December 31, 2008
Quoted Prices ir Significant
Other Significant
Active Markets Observable Unobservable
for Identical
Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3)

(in thousands)
Current Assets

Money market funds (1 $ 60,93( $ 60,93( $ — $ —
Cash equivalents (: 16,60( — 16,60( —
Fixed income availab-for-sale securities (- 157,39( — 157,39( —
Total current asse 234,92( 60,93( 173,99( —
Non-current Assets
Money market funds (¢ 1,92¢ 1,92¢ — —
Total nor-current assel 1,92¢ 1,92¢ — —
Total asset $236,84¢ $ 62,85¢ $173,99( $ —

(1) Included in cash and cash equivalents in the Cog’s consolidated balance she:
(2) Included in sho-term investments in the Compé s consolidated balance she:
(3) Included in other nc-current assets in the Compi's consolidated balance she:

The hierarchy level assigned to each securityénGbmpany’s available-for-sale portfolio and caghiealents is based on its assessment
of the transparency and reliability of the inpused in the valuation of such instrument at the measent date. The Company did not have
material financial liabilities measured at fair walon a recurring basis as of December 31, 2069ON8¢e 4 for further information regarding
the fair value of the 8.50% senior notes.
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3. Balance Sheet Components
Content Library, Net

Content library and accumulated amortization cdadisf the following:

Content library, gros
Less: accumulated amortizati

Less: Current content library, r
Content library, ne

Property and Equipment, Net

As of December 31,

2009 2008
(in thousands)
$ 742,80: $ 637,33t
(596,66 (520,09
146,13¢ 117,23t
37,32¢ 18,69:
$ 108,81( $ 98,54,

Property and equipment and accumulated depreciatinsisted of the following:

Computer equipmet
Operations and other equipmt

Software, including intern-use softwart

Furniture and fixture

Building

Leasehold improvemen
Capital worl-in-progress
Property and equipment, grc
Less: Accumulated depreciati
Property and equipment, r

As of December 31,
2009 2008
(in thousands)

3 year: $ 62,13. $ 44,59¢

5 year 65,05¢ 59,06:

1-3 year 35,40: 30,06(

3 year 12,42: 12,30

30 year 40,68: 40,68:

Over life of leas 35,15¢ 33,12«
15,09; 3,95¢

265,94° 223,78t

(134,29;) (98,839

$ 131,65¢ $124,94¢

Capital work-in-progress as of December 31, 2008ists primarily of approximately $13.1 million operations equipment and $1.9
million of software not yet in service, and approzately $0.1 million of leasehold improvements.

Other Assets
Other assets consisted of the following:

Patents, ne
Investment in busines
Restricted cas

Debt issuance costs, r
Other

Other asset

As of December 31,
2009 2008
(in thousands)

$ 1,63¢ $ 1,84«

— 5,70(
2,82¢ 1,92¢
5,96¢ —
1,86¢ 1,127
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Restricted cash of $2.8 million and $1.9 millios,ad December 31, 2009 and 2008, respectivelytaele workers’ compensation
insurance deposits.

Accrued Expenses
Accrued expenses consisted of the following:

As of December 31

2009 2008
(in thousands)

Accrued state sales and use $11,62¢ $ 9,127
Accrued payroll and employee bene 6,42 5,95¢
Accrued settlement cos — 2,40¢
Accrued interest on de 2,597 —

Accrued content acquisition co 5,81( 6,23
Other 6,92¢ 7,66F
Total accrued expens $33,38 $31,39/

4. Long-term Debt
Senior Notes

In November 2009, the Company issued $200.0 mibiggregate principal amount of 8.50% senior notesNiovember 15, 2017 (the
“8.50% Notes"). The net proceeds to the Companyfiioe 8.50% Notes were approximately $193.9 millidabt issuance costs of $6.1
million are recorded in other assets on the codat#d balance sheet and are amortized over theoffetme notes as interest expense. The notes
were issued at par and are senior unsecured dbligadf the Company. Interest is payable semi-alhjnata rate of 8.50% per annum on
May 15 and November 15 of each year, commencinglay 15, 2010. The 8.50% Notes are repayable in &hbpin part upon the occurrence
of a change of control, at the option of the haddat a purchase price in cash equal to 101% gfriheipal plus accrued interest. Prior to
November 15, 2012, in the event of a qualified ggoifering, the Company may redeem up to 35% ef850% Notes at a redemption pric:
108.50% of the principal plus accrued interest. ifiddally, the Company may redeem the 8.50% Notés po November 15, 2013 in whole
in part at a redemption price of 100% of the ppatiplus accrued interest, plus a “make-whole” poam On or after November 15, 2013, the
Company may redeem the 8.50% Notes in whole oaihgt specified prices ranging from 104.25% to%@tf the principal plus accrued
interest.

The 8.50% Notes include, among other terms anditions, limitations on the Company’s ability to ate, incur, assume or be liable for
indebtedness (other than specified types of pezthitidebtedness); dispose of assets outside thoydourse (subject to specified
exceptions); acquire, merge or consolidate witintor another person or entity (other than specifigebs of permitted acquisitions); create,
incur or allow any lien on any of its property @san any right to receive income (except for diggtipermitted liens); make investments
(other than specified types of investments); or giaidends or make distributions (each subjecipectied exceptions). At December 31, 2(
the Company was in compliance with these covenants.

Based on quoted market prices, the fair value ®@B8tB0% Notes was approximately $207.5 millionfa@aecember 31, 2009.
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Credit Agreement

In September 2009, the Company entered into atagdtement which provided for a $100 million thyear revolving line of credit.
Loans under the credit agreement bore interettheaCompany’s option, at either a base rate detwrnin accordance with the credit
Agreement, plus a spread of 1.75% to 2.25%, ordarsted LIBOR rate plus a spread of 2.75% to 3.2B%@ctober 2009, the Company
borrowed $20 million under the credit agreement Ploceeds, net of issuance costs, to the Comparg approximately $19.0 million. In
connection with the issuance of the 8.50% NotesQbmpany repaid all outstanding amounts undetemntinated the credit agreement.
Issuance costs related to the line of credit askided in interest expense.

5. Commitments and Contingencies

The Company leases facilities under non-cancelgdeating leases with various expiration datesufpha2016. The facilities generally
require the Company to pay property taxes, inswwamad maintenance costs. Further, several leaseragnts contain rent escalation clause
rent holidays. For purposes of recognizing mininteémtal expenses on a straight-line basis overaitmes of the leases, the Company uses the
date of initial possession to begin amortizatiohjoh is generally when the Company enters the saadéegins to make improvements in
preparation of intended use. For scheduled reril@ion clauses during the lease terms or for tgratgments commencing at a date other than
the date of initial occupancy, the Company recondsmum rental expenses on a straight-line basés the terms of the leases in the
consolidated statements of operations. The Compasyhe option to extend or renew most of its leagdch may increase the future
minimum lease commitments.

Because the terms of the Company’s original féaeflitease agreements required the Company’s innm@aein the construction funding
of the buildings at its Los Gatos, California heaaders site, the Company is the “deemed owner’géaounting purposes only) of these
buildings. Accordingly, the Company recorded areas$ $40.7 million, representing the total codtthe buildings and improvements,
including the costs paid by the lessor (the legater of the buildings), with corresponding lialidg. Upon completion of construction of each
building, the Company did not meet the sale-leadebédteria for de-recognition of the building atssand liabilities. Therefore the leases are
accounted for as financing obligations.

Future minimum payments under lease financing alibps and non-cancelable operating leases asadrger 31, 2009 are as follows:

Future

Minimum

Year Ending December 31, __Payments _

(in thousands
2010 $ 17,21
2011 13,95(
2012 11,50¢
2013 5,06¢
2014 3,14¢
Thereaftel 1,86¢
Total minimum payment $ 52,74¢

Future minimum payments under lease financing aliigs as of December 31, 2009 total $12.4 milliime lease financing obligation
balance at the end of the lease term will be apprately $32.6 million which reflects the net boakiwe of the buildings to be relinquished to
the lessor.
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Rent expense associated with the operating leaae$¥4.5 million, $13.7 million and $10.6 millicorfthe years ended December 31,
2009, 2008 and 2007, respectively.

The Company also has $114.8 million of commitmet®ecember 31, 2009 related to streaming conieeride agreements that have
been executed but for which the streaming contees shot meet asset recognition criteria.

Litigation
From time to time, in the normal course of its @piens, 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 prediotl the Company cannot reasonably estimate thiéhtdoal or potential dollar amount of any
adverse results. The Company expenses legal féasuased. Listed below are material legal procegdito which the Company is a party. An
unfavorable outcome of any of these matters coalet la material adverse effect on the Company’siiz position, liquidity or results of
operations.

On December 17, 2009, plaintiffs Jane Doe, NelljJd&¢a-Marquez, Anthony Sinopoli, and Paul Navartedia purported class action
lawsuit against the Company in the United Dist@olurt, District of Northern California, Case No.%05903 on behalf of (1) a nationwide
class consisting of “all Netflix subscribers thahted a Netflix movie and also rated a movie onNa#lix website during the period of October
1998 through December 2005, residing in the UrBtdes,” (2) a subclass of California residents@)én injunctive class consisting of “all
Netflix subscribers since 2006, residing in thetddiState!” Plaintiffs allege that Netflix breached the priyerights of its subscribers by,
among other things, releasing certain data in coimmewith the “Netflix Prize"contest. Plaintiffs have brought this action purgua the Vide:
Privacy Protection Act, 18 U.S.C. § 2710; Califar@onsumers Legal Remedies Act, Civil Code § 176QRA”"); California Customer
Records Act, Civil Code § 1798.80; California’s dinfCompetition Law, Bus. & Prof'l Code §8§ 172005D0 (“UCL”"); and common law
actions for Unjust Enrichment and Public Disclosof®rivate Facts. Plaintiffs are seeking declagatelief; statutory, actual and punitive
damages; disgorgement of profits; and injunctiviefe

On September 25, 2009, Alcatel-Lucent USA Incdfi'ecomplaint for patent infringement against tleen@any in the United States
District Court for the Eastern District of TexagptionedAlcatel-Lucent USA Inc. v. Amazon.com Inc., etCalil Action No. 6:09-cv422. The
complaint alleges that the Company infringed U.&eRts Nos. 5,649,131 entitled “Communicationsdmait issued on July 15, 1997,
5,623,656 entitled “Script Based Data Communica8gatem and Method Utilizing State Memory” issuedApril 22, 1997 and 5,404,507
entitled “Apparatus and Method for Finding Recarda Database by Formulating a Query Using Equinalerms Which Correspond to
Terms in the Input Query” issued April 4, 1995. Tdunplaint seeks unspecified compensatory and eeldagieamages, interest, costs and fees,
and seeks to permanently enjoin the Company frdrimging the patents in the future.

On April 1, 2009, Jay Nunez, individually and orhb¥ of others similarly situated in Californialefil a purported class action lawsuit
against the Company in California Superior Couduty of Orange. The complaint asserts claims tdwiful, unfair and deceptive business
practices and violation of the California Consurmmegal Remedies Act relating to certain of the Conmymmarketing statements. The
complaint seeks restitution, injunction and ottedief. On July 14, 2009, the Company filed a demuto the first amended complaint. On
August 21, 2009, the Court granted the Company’sudteer and granted leave to amend. Plaintiff fdesecond amended complaint on
September 11, 2009. On November 30, 2009, plaifiléff a voluntary request for dismissal. As setHan the declaration of plaintiff counse
in support of dismissal, neither plaintiff nor lsisunsel has received or will receive any compeosatr other consideration from Netflix or a
other entity as a result of the voluntary dismisgahis action. On December 18, 2009, the Cowtnised the action.
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In January through April of 2009, a number of puted anti-trust class action suits were filed agiihe Company. Wal4art Stores, Inc
and Walmart.com USA LLC (collectively, Wal-Mart) veealso named as defendants in these suits. Mdlseuits were filed in the United
States District Court for the Northern District@élifornia and other federal district courts arotinel country. A number of suits were filed in
the Superior Court of the State of California, &abtara County. The plaintiffs, who are currenfaymer Netflix customers, generally allege
that Netflix and Wal-Mart entered into an agreenterdivide the markets for sales and online rerd&BVDs in the United States, which
resulted in higher Netflix subscription prices. Tdwnplaints, which assert violation of federal amdtate antitrust laws, seek injunctive relief,
costs (including attorney$ees) and damages in an unspecified amount. On 2@r2009, the Judicial Panel on Multidistrictigation orderec
all cases pending in federal court transferredhiéoNorthern District of California to be consoliddtor coordinated for pre-trial purposes. These
cases have been assigned the multidistrict libgatiumber MDL2029. The cases pending in the Superior CourteofStlate of California, Sar
Clara County have been consolidated. In additioMay of 2009, three additional lawsuits were filetivo in the Northern District of
California and one in the Superior Court of thet&t# California, San Mateo Countyalteging identical conduct and seeking identiciéfeln
these three cases, the plaintiffs are currentrondéo subscribers to the online DVD rental serviffered by Blockbuster Inc. The two cases f
in federal court on behalf of Blockbuster subsastigave been related to MDL-2029. On December @9 2the federal Court entered an order
granting defendants’ motion to dismiss the two fatleases filed on behalf of Blockbuster subscebPfaintiffs have until March 1, 2010 to
file an amended complaint. The lawsuit filed in 8tipr Court of the State of California, San Matemu@ty has been coordinated with the cases
pending in Santa Clara County.

On December 26, 2008, Quito Enterprises, LLC fdetbmplaint for patent infringement against the @any in the United States Disti
Court for the Southern District of Florida, capgaiQuito Enterprises, LLC v. Netflix, Inc., et. @livil Action No. 1:08-cv-23543-AJ. The
complaint alleges that the Company infringed U.&eRt No. 5,890,152 entitled “Personal FeedbackvBeo for Obtaining Media Filesssuec
on March 30, 1999. The complaint seeks unspecifedages, interest, and seeks to permanently eh@i@ompany from infringing the pate
in the future. On September 30, 2009, the Comp#ey & motion for summary judgment of invalidityhd Court has not set a hearing date for
the motion.

On October 24, 2008, Media Queue, LLC filed a camlfor patent infringement against the CompangheUnited States District
Court for the Eastern District of Oklahoma, captidiMedia Queue, LLC v. Netflix, Inc., et.,aCivil Action No. CIV 08-402-KEW. The
complaint alleges that the Company infringed U.&eRt No. 7,389,243 entitled “Notification Systendavethod for Media Queue” issued on
June 17, 2008. The complaint seeks unspecified easgiory and enhanced damages, interest and feesgeeks to permanently enjoin the
Company from infringing the patent in the futuren Bebruary 24, 2009, the case was transferrecetdltiithern District of California. On
August 14, 2009, the Company filed a motion for swary judgment of non-infringement. A hearing on thetion was held on November 17,
2009. On December 1, 2009, the Court granted tmepaay’s motion for summary judgment of non-infringgnt. On February 10, 2009,
plaintiff appealed the summary judgement ruling.

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 TexagptionedParallel 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&8yd~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 Dyoaifeb Page Generation Requests”, issued on ABril299 and July 2, 2002,
respectively. The complaint seeks unspecified carsg®ry and enhanced damages, interest and fekseaks to permanently enjoin the
Company from infringing the patent in the future.
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6. Guarantees—Intellectual Property Indemnificaion Obligations

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

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

It is not possible to make a reasonable estimatkeofnaximum potential amount of future paymentdeurthese or similar agreements
due to the conditional nature of the Company’sg#dilons and the unique facts and circumstancedvieddon each particular agreement. No
amount has been accrued in the accompanying fialesteitements with respect to these indemnificagiocarantees.

7. Stockholders’ Equity

On August 6, 2009, the Company announced thatagsdof Directors authorized a stock repurchase thlat enables the Company to
repurchase up to $300 million of its common stduktgh the end of 2010. The timing and actual nurbshares repurchased will depend on
various factors including price, corporate and fatguy requirements, alternative investment opputies and other market conditions. Under
this program, the Company repurchased 3,197,45@sled common stock at an average price of apprataly $47 per share for an aggregate
amount of $149 million. Of this amount, 1,480,00@s repurchased were initially held as treastmgksand accordingly repurchases were
accounted for at cost under the treasury methoesdBhares were subsequently retired. The remdiniig,459 shares repurchased have also
been retired. Subsequent to December 31, 200 dhgany repurchased 1,010,000 shares of commok at@n average price of
approximately $62 for an aggregate amount of $6#ldon. The timing and actual number of sharesurepased will depend on various fact
including price, corporate and regulatory requiratagalternative investment opportunities and otharket conditions.

On January 26, 2009, the Company announced thab#sd of Directors authorized a stock repurchasgnam for 2009. Under this
program, the Company repurchased 4,173,855 shhoesmmon stock at an average price of approximaké® per share for an aggregate
amount of approximately $175 million. Shares repased under this program were initially held aadwey stock and accordingly repurchases
were accounted for at cost under the treasury ndeffivese shares were subsequently retired. Thgggmoterminated on August 6, 2009.

On March 5, 2008, the Company’s Board of Directarghorized a stock repurchase program allowing iw@pany to repurchase up to
$150 million of its common stock through the en®008. Under this program, the Company repurch@s@ll,084 shares of common stock at
an average price of approximately $29 per shararicggregate amount of $100 million. Shares rédyased under this program were initially
held as treasury stock and accordingly repurchases accounted for under the treasury method. Télemes have been subsequently retired.

On January 31, 2008, the Companoard of Directors authorized a stock repurclpasgram allowing the Company to repurchase t
$100 million of its common stock through the en®008. Under this program, the Company repurch@s47,062 shares of common stock at
an average price of approximately $26 per shararicaggregate amount of $100 million. Shares rémased under this program have been
retired.
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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 efi@007. During the year ended December 31, 20@7Company repurchased 4,733,788
shares of common stock at an average price of appately $21 per share for an aggregate amoun100 $nillion. Shares repurchased under
this program have been retired.

In the fourth quarter of 2009, the Company deteemithat all shares held in treasury stock wouldetieed. Accordingly, these
constructively retired shares were deducted frommon stock for par value and from additional paidapital for the excess over par value,
until additional paid in capital was exhausted Hreh from retained earnings.

There were no unsettled share repurchases as efiiber 31, 2009.

Preferred Stock

The Company has authorized 10,000,000 shares @fsigihted preferred stock with par value of $08€dshare. None of the preferred
shares were issued and outstanding at Decemb208%,and 2008.

Voting Rights

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

Employee Stock Purchase Plan

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

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

Under the Company’s ESPP, employees may purchasmon stock of the Company through accumulated plageductions. The
purchase price of the common stock acquired bgthployees participating in the ESPP is 85% of thsireg price on either the first day of 1
offering period or the last day of the purchasegakmwhichever is lower. Through May 1, 2006, oiffigrperiods were twenty-four months, and
the purchase periods were six months. Therefoody effering period included four simonth purchase periods, and the purchase priceafth
six-month period was determined by comparing tbeiob prices on the first day of the offering pdrand the last day of the applicable
purchase period. In this manner, the look-bacld&iermining the purchase price was up to twenty-foanths. However, effective May 1,
2006, the ESPP was amended so that offering aruth@se periods take place concurrently in consexsgtivmonth increments. Under the
amended ESPP, therefore, the look-back for detémmithe purchase price is six months. Employees imagst up to 15% of their gross
compensation through payroll deductions. In no egkall an employee be permitted to purchase niane 8,334 shares of common stock
during any six-month purchase period. During thergeended December 31, 2009, 2008 and 2007, engsgyechased approximately
224,799, 231,068 and 205,416 shares at averagesric$25.65, $21.00 and $18.43 per share, respbctCash received from purchases
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under the ESPP for the years ended December 3%, 2008 and 2007 was $5.8 million, $4.9 million &8 million, respectively. As of
December 31, 2009, 2,841,730 shares were avafiabfature issuance under the 2002 Employee StackHase Plan.

Stock Option Plans

In December 1997, the Company adopted the 199k $lan, which was amended and restated in Octdi@t.ZThe 1997 Stock Plan
provides for the issuance of stock purchase rightgntive stock options or non-statutory stockang. In November 2007, the 1997 Stock
Plan expired and, as a result, there were no shesesved for future issuance upon the exerciseistanding options under the 1997 Stock
Plan as of December 31, 2009.

In February 2002, the Company adopted the 200k 3tam, which was amended and restated in May ZD® 2002 Stock Plan
provides for the grant of incentive stock optioogmployees and for the grant of non-statutorykstgtions and stock purchase rights to
employees, directors and consultants. As of Dece®ibe2009, 2,591,267 shares were reserved fordgrant under the 2002 Stock Plan.

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

Options Outstanding Weighted-
Average
Weighted- Remaining Aggregate
Shares Available Average Contractual Intrinsic Value
Number of Exercise Term
for Grant Shares Price (in Years) (in Thousands
Balances as of December 31, 2( 5,605,18: 5,453,45. 14.2:
Granted (1,103,52) 1,103,52: 21.7:
Exercisec — (828,829 7.0%
Cancelec 108,51 (108,51)) 29.4¢
Expired (615,309 — —
Balances as of December 31, 2( 3,994,86! 5,619,63: 16.47
Granted (856,73)) 856,73 27.9¢
Exercisec — (1,056,64) 13.27
Cancelec 54,71« (54,719 28.8¢
Expired (3329 — —
Balances as of December 31, 2( 3,192,51! 5,365,011 18.81
Granted (601,66Y 601,66 41.65
Exercisec — (1,724,111 17.11
Cancelec 1,13¢ (1,137 12.6¢
Expired (716 — —
Balances as of December 31, 2( 2,591,26 4,241,43: 22.7¢ 6.1€ 137,30¢
Vested and exercisable at December
2009 4,241,43: 22.7¢ 6.1¢€ 137,30¢

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 2009 andetkercise price, multiplied by the number of in-theney options) that would have been
received by the option holders had all option hdde
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exercised their options on December 31, 2009. afmeunt changes based on the fair market valueeo€tdmpany’s common stock. Total
intrinsic value of options exercised for the yeamsled December 31, 2009, 2008 and 2007 was $44idnn$18.9 million and $13.7 million,
respectively.

Cash received from option exercises for the yeade@ December 31, 2009, 2008 and 2007 was $29i6mi$14.0 million and $5.8
million, respectively.

The following table summarizes information on oatsting and exercisable options as of December(819:2

Options Outstanding and Exercisable

Weighted-

Average
Remaining Weighted-
Contractual Average
Number of Life Exercise

Exercise Price Options (Years) Price

$1.50 581,057 1.8¢€ $ 1.5
$ 3.00-$11.92 427,17¢ 4.9C 10.7¢
$12.38- $19.48 463,60¢ 5.6¢ 16.61
$20.02- $22.81 461,01¢ 6.97 21.5¢€
$22.83- $26.29 462,78t 7.1¢€ 24.6\
$26.35- $27.24 423,66¢ 6.62 26.8¢
$27.25- $30.84 505,60: 7.07 29.1¢
$30.89- $36.51 457,75 6.5¢ 33.6¢
$36.95- $53.80 421,53¢ 9.4¢ 43.2:
$58.23 37,24+ 9.92 58.2:

4,241 43

Stock-Based Compensation

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

Year Ended December 31

2009 2008 2007
Dividend yield 0% 0% 0%
Expected volatility 46%— 56% 50%— 6C% 43%— 52%
Risk-free interest rat 2.60%- 3.62% 3.68%-— 4.0(% 4.40%— 4.92%
Suboptimal exercise fact 1.73-2.01 1.76-2.04 1.77-2.0¢
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The fair value of shares issued under the ESP8tima&ed using the BlacReholes option pricing model. The following tablersmarize:
the assumptions used to value shares issued Ure&SPP:

Year Ended December 31

2009 2008 2007
Dividend yield 0% 0% 0%
Expected volatility 42%— 55% 55%— 60% 38%— 47%
Risk-free interest rat 0.16%-~— 0.35% 1.23%- 1.58% 4.16%— 5.07%
Expected life (in years 0.5 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 thatigdpvolatility of publicly traded options
in its common stock is expected to be more refleatif market conditions and, therefore, can redsigrize expected to be a better indicator of
expected volatility than historical volatility afsicommon stock.

The Company bifurcates its option grants into twipkyee groupings (executive and non-executiveg¢dasn exercise behavior and
considers several factors in determining the eséroexpected term for each group, including tiséohical option exercise behavior, the te|
and vesting periods of the options granted. Inydrer ended December 31, 2009, the Company usdabatimal exercise factor ranging from
1.87 to 2.01 for executives and 1.73 to 1.76 for-arecutives, which resulted in a calculated exgbterm of the option grants of 4 years for
executives and 3 years for non-executives. In #a gnded December 31, 2008, the Company usedatsubl exercise factor ranging from
1.90 to 2.04 for executives and 1.76 to 1.77 for-arecutives, which resulted in a calculated exggeterm of the option grants of 4 years for
executives and 3 years for non-executives. In #s gnded December 31, 2007, the Company usedatgubl exercise factor ranging from
2.06 to 2.09 for executives and 1.77 to 1.78 far-agecutives, which resulted in a calculated exgmbterm of the option grants of 5 years for
executives and 4 years for non-executives.

In valuing shares issued under the Company’s enmegglayock options, the Company bases the risk-fiteegist rate on U.S. Treasury zero-
coupon issues with terms similar to the contractesah of the options. In valuing shares issued utttee Company’s ESPP, the Company bases
the risk-free interest rate on U.S. Treasury zengpon issues with terms similar to the expecten &frthe shares. The Company does not
anticipate paying any cash dividends in the foralskefuture and therefore uses an expected divigiexhd of zero in the option valuation
model. The Company does not use a post-vestingriation rate as options are fully vested upon gdate. The weightedverage fair value «
employee stock options granted during 2009, 20082807 was $17.79, $12.25 and $9.68 per sharegatrggly. The weighted-average fair
value of shares granted under the employee stoahase plan during 2009, 2008 and 2007 was $188128 and $6.70 per share,
respectively.
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The following table summarizes stock-based compensaxpense, net of tax, related to stock optiamgpand employee stock purchases
which was allocated as follows:

Year Ended December 31

2009 2008 2007
(in thousands)

Fulfillment expense $ $38C $ 46€ $ 427
Technology and developme 4,45¢ 3,89( 3,69t
Marketing 1,78¢ 1,88¢ 2,16(
General and administrati\ 5,99¢ 6,022 5,694
Stoclk-based compensation expense before income 12,61¢ 12,26¢ 11,97¢
Income tax benef (5,019 (4,585 (4,760
Total stocl-based compensation after income te $ 7,601 $ 7,67¢ $ 7,21¢

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

2009 2008 2007
(in thousands)

Current tax provision

Federal $55,10¢ $41,88: $38,00:
State 14,90( 12,06: 7,20¢
Total current 70,00¢ 53,94¢ 45,21(

Deferred tax provisior
Federal 6,56¢ (3,680 (645)
State (240) (1,797 (24¢)
Total deferrec 6,32¢ (5,472 (893)
Provision for income taxe $76,33: $48,47¢ $44,317

A reconciliation of the provision for income taxegth the amount computed by applying the statufederal income tax rate to income
before provision for income taxes for the threergemded December 31, 2009 is as follows:

Year Ended December 31

2009 2008 2007
(in thousands)

Expected tax expense at U.S. federal statutoryofa3€% $67,267 $46,06( $39,02¢
State income taxes, net of Federal income taxt 10,35( 5,15¢ 5,81¢
Valuation allowanct — — (80)
R&D tax credit (1,600 (3,32)) —
Stoclk-based compensatic (89) 10¢€ (24¢)
Other 404 472 (19¢)
Provision for income taxe $76,33: $48,47¢ $44,317
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The tax effects of temporary differences and taryfarwards that give rise to significant portionisthe deferred tax assets are presented
below (in thousands):

Year Ended December 31

2009 2008

Deferred tax asset
Accruals and reserve $ 1,14« $ 1,37¢
Depreciatior (3,259 2,94
Stock-based compensatic 16,82« 17,44(
R&D credits 3,17¢ 2,63¢
Other 1,16¢ 1,10:
Deferred tax asse $ 19,05 $ 25,50

In evaluating its ability to realize the deferred aissets, the Company considered all availabliéiyand negative evidence, including
past operating results and the forecast of futuaeket growth, forecasted earnings, future taxatderme, and prudent and feasible tax planning
strategies. As of December 31, 2009 and 2008, stasasidered more likely than not that substagtellldeferred tax assets would be realized,
and no valuation allowance was recorded.

The Company classifies gross interest and penaltidsunrecognized tax benefits that are not exgdoteesult in payment or receipt of
cash within one year as non-current liabilitie¢hie consolidated balance sheet. As of Decembe2(®19, the total amount of gross
unrecognized tax benefits was $13.2 million, ofath$10.7 million, if recognized, would favorablypact the Company’effective tax rate. £
of December 31, 2008, the Company had $10.9 mitlimss unrecognized benefits, of which $8.7 millibmecognized, would favorably
impact the Company’s effective tax rate. The Comyfsannrecognized tax benefits are classified asmotion-current liabilities in the
Consolidated Balance Sheet. The aggregate chamgies Company'’s total gross amount of unrecogniardenefits are summarized as
follows (in thousands):

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

Balance as of December 31, 2( $10,85¢
Increases related to tax positions taken duringtineent perioc 2,38t

Balance as of December 31, 2( $13,24¢

The Company includes interest and penalties relatedirecognized tax benefits within the provisionincome taxes. As of the date of
adoption, the Company had no accrued gross intanespenalties relating to unrecognized tax bemefis of December 31, 2009, the total
amount of gross interest and penalties accruedp@&smillion, which is classified as other non-antrliabilities in the consolidated balance
sheet.

The Company files income tax returns in the U.8efal jurisdiction and all of the states where inedax is imposed. The Company is
subject to US federal income tax examinations leylRS for years after 2000 and state income tarm@ation by state taxing authorities for
years after 1999. The Company does not belieweréasonably possible that its unrecognized tarfiisrwould significantly change over t
next twelve months.
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NETFLIX, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

9. Employee Benefit Plan

The Company maintains a 401(k) savings plan cogesubstantially all of its employees. Eligible emy#es may contribute up to 60%
their annual salary through payroll deductions,dmttmore than the statutory limits set by therm Revenue Service. The Company matches
employee contributions at the discretion of theffaz Directors. During 2009, 2008 and 2007, thenPany’s matching contributions totaled
$2.3 million, $2.0 million and $1.5 million, respaely.

10. Related Party Transaction

In April 2007, Netflix entered into a license agremt with a company in which an employee had aifsigimt ownership interest at that
time. Pursuant to this agreement, Netflix recordetharge of $2.5 million in technology and develepirexpense. In January 2008, in
conjunction with various arrangements Netflix paitbtal of $6.0 million to this same company, ofieth$5.7 million was accounted for as an
investment under the cost method. In conjunctidih Wiese arrangements, the employee with the ggnif ownership interest in the same
company terminated his employment with Netflixtte fourth quarter of 2009, Netflix sold its invesint in this company to an unrelated p
and realized a pre-tax gain of $1.8 million.

11. Selected Quarterly Financial Data (Unaudited

December 3: September 3( June 30 March 31
2009
Total revenue $ 444 54 423,12( 408,50¢ 394,09¢
Gross profil 169,05¢ 147,84¢ 139,26¢ 134,83(
Net income 30,91: 30,14: 32,44: 22,36
Net income per shar
Basic 0.5¢ 0.54 0.5¢ 0.3¢
Diluted 0.5€ 0.52Z 0.5¢ 0.37
2008
Total revenue: $ 359,59 $ 341,26¢ $337,61: $326,18:!
Gross profil 126,74¢ 116,77 107,52 103,37¢
Net income 22,73: 20,37: 26,57¢ 13,34«
Net income per shar
Basic 0.3¢ 0.34 0.4z 0.21
Diluted 0.3¢ 0.3¢ 0.4z 0.21
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SIGNATURES

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

Netflix, Inc.

Dated: February 19, 20: By: /s/ REeDH ASTINGS
Reed Hastings
Chief Executive Officer
(principal executive officer

Dated: February 19, 20: By: /s/  BARRY M c C ARTHY
Barry McCarthy
Chief Financial Officer
(principal financial and accounting office

POWER OF ATTORNEY

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

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

Signature Title Date
/s/ REEDH ASTINGS President, Chief Executive Officer and Director February 19, 2010
Reed Hasting (principal executive officer)
/s|  BARRY M c C ARTHY Chief Financial Officer (principal financial at February 19, 201
Barry McCarthy accounting officer)
/s RICHARD B ARTON Director February 19, 2010
Richard Bartor
/s TimOTHY M. H ALEY Director February 19, 2010
Timothy M. Haley
/s| Jay C. Hoac Director February 19, 201
Jay C. Hoa(
/s/ GREGS TANGER Director February 19, 2010
Greg Stange
/s/  MICHAEL N. SCHUH Director February 19, 201
Michael N. Schut
/s CHARLESH. G IANCARLO Director February 19, 2010

Charles H. Giancarl

/s A. GEORGEB ATTLE Director February 19, 2010
A. George Battle
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Exhibit
Number

10.1t

10.21
10.3t1
10.4t
10.5
10.6
10.7
10.9t1
10.10t

23.1
24
31.1

31.2

EXHIBIT INDEX
Incorporated by Reference Filed
Exhibit Description Form File No. Exhibit Filing Date Herewith
Amended and Restated Certificate of Incorpora 1C-Q 00C-4980z 3.1 August 2, 200¢
Amended and Restated Byla S-1/A 33:-8387¢ 34 April 16, 2002
Certificate of Amendment to the Amended and Redtate 10-Q 0004980z 3.3 August 2, 2004
Certificate of Incorporatiol
Form of Common Stock Certifica S-1/A 333-8387¢ 4.1 April 16, 2002
Indenture, dated November 6, 2009, among Netftig,, Ithe 8-K 0004980z 4.1 November 9, 200
guarantors from time to time party thereto and WEHrgo
Bank, National Association, relating to the 8.50&ni®r
Notes due 201
Form of Indemnification Agreement entered into bg S-1/A 33:-8387¢  10.1 March 20, 200:
registrant with each of its executive officers airéctors
2002 Employee Stock Purchase F 1C-Q 00C-4980z 10.1€ August 9, 200t
Amended and Restated 1997 Stock | S-1/A 33:-8387¢  10.3 May 16, 200z
Amended and Restated 2002 Stock f Def 14A  00C-49802 A March 31, 200¢
Amended and Restated Stockhol’ Rights Agreemer S1 33:-8387¢  10.5 March 6, 200z
Lease between Sobrato Land Holdings and Netflix, 1C-Q 00C-4980z 10.15 August 2, 200¢
Lease between Sobrato Interests Il and Netflix, 1C¢-Q 00C-4980z 10.1€ August 2, 200¢
Description of Director Equity Compensation P 8-K 00C-4980z 10.1 July 5, 200t
Amended and Restated Executive Severance and Retent 10-Q 0004980z 10.1C May 5, 2009
Incentive Plar
Consent of Independent Registered Public Accouriing X
Power of Attorney (see signature pa
Certification of Chief Executive Officer Pursuant$ectior X
302 of the Sarban-Oxley Act of 2002
Certification of Chief Financial Officer Pursuant$ection 30 X

of the Sarban«-Oxley Act of 200z
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Exhibit Incorporated by Reference Filed
Number Exhibit Description Form File No. Exhibit Filing Date Herewith
32.1* Certifications of Chief Executive Officer and Chighancial X
Officer Pursuant to Section 906 of the SarbanegpAkt of
2002
101 The following financial information from Netflix,nic.’s Annual X

Report on Form 10-K for the year ended Decembe329
filed with the SEC on February 19, 2010, formaitedBRL
includes: (i) Consolidated Balance Sheets as otbéer 31,
2009 and 2008, (ii) Consolidated Statements of &tjmrs for
the Years Ended December 31, 2009, 2008 and 2iip7, (
Consolidated Statements of Stockholders’ Equity and
Comprehensive Income for the Years Ended Decemhet(®9
2008 and 2007, (iv) Consolidated Statements of Céshs for
the Years Ended December 31, 2009, 2008 and 2aD{#/athe
Notes to Consolidated Financial Statements, taggdalocks of
text.

* 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 1984spective of any general incorporation languiagany filings.

t  Indicates a management contract or compensaton



EXHIBIT 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors
Netflix, Inc.:

We consent to the incorporation by reference irrélggstration statements (Nos. 333-89024, 333-104233-113198, 333-123501, 333-
136403, 333-145147, and 333-160946) on Form Shetffix, Inc. of our report dated February 19, 20iMith respect to the consolidated
balance sheets of Netflix, Inc. and subsidiaryfd@3exember 31, 2009 and 2008, and the related tidaged statements of operations,
stockholders’ equity and comprehensive income,casth flows for each of the years in the thyear period ended December 31, 2009, an
effectiveness of internal control over financigboeting as of December 31, 2009, which report appieethe December 31, 2009 annual report
on Form 10-K of Netflix, Inc.

/s/ KPMG LLP
Mountain View, California
February 19, 2010



EXHIBIT 31.1

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

I, Reed Hastings, certify that:
1. | have reviewed this Annual Report on Form 10fWetflix, Inc.;

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

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

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

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

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

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

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

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

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

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

Dated: February 19, 2010 By: /s REeDH ASTINGS

Reed Hasting
Chief Executive Office




EXHIBIT 31.2

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

[, Barry McCarthy, certify that:
1. | have reviewed this Annual Report on Form 10fWetflix, Inc.;

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

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

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

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

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

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

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

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

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

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

Dated: February 19, 2010 By: /s|  BARRY M c C ARTHY

Barry McCarthy
Chief Financial Office!




EXHIBIT 32.1

CERTIFICATIONS OF CHIEF EXECUTIVE OFFICER AND CHIEF  FINANCIAL OFFICER
PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Reed Hastings, certify, pursuant to 18 U.S.QtiBa 1350, as adopted pursuant to Section 90beoSarbanes-Oxley Act of 2002, that
the Annual Report on Form 10-K of Netflix, Inc. fibre year ended December 31, 2009 fully compligk thie requirements of Section 13(a) or
15(d) of the Securities Exchange Act of 1934 arad ithformation contained in such report fairly gets, in all material respects, the financial
condition and results of operations of Netflix, Inc

Dated: February 19, 2010 By: /s| REeDH ASTINGS

Reed Hasting
Chief Executive Office

I, Barry McCarthy, certify, pursuant to 18 U.S.@c8on 1350, as adopted pursuant to Section 9@itecFarbanes-Oxley Act of 2002,
that the Annual Report on Form 10-K of Netflix, Irior the year ended December 31, 2009 fully coespliith the requirements of Section 13
(a) or 15(d) of the Securities Exchange Act of 1884 that information contained in such reportygiresents, in all material respects, the
financial condition and results of operations otfiie Inc.

Dated: February 19, 20: By: /s/  BARRY M ¢ C ARTHY
Barry McCarthy
Chief Financial Office




