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PART I. FINANCIAL INFORMATION

Item 1. Consolidated Financial Statement:
Index to Consolidated Financial Statements

Consolidated Statements of Operations for the TaneeNine Months Ended September 30, 2010 and
Consolidated Balance Sheets as of September 30,8l December 31, 20!

Consolidated Statements of Cash Flows for the ThneeNine Months Ended September 30, 2010 and
Notes to Consolidated Financial Statem
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Netflix, Inc.

Consolidated Statements of Operations

(unaudited)

(in thousands, except per share data)

Three Months Ended

Nine Months Ended

September 3C September 3C September 3C September 3C
2010 2009 2010 2009
Revenue! $ 553,21¢ $ 423,12( $1,566,70. $1,225,72
Cost of revenues
Subscriptior 292,40t 233,09: 817,35: 677,86.
Fulfillment expenses 52,06: 42,18: 149,21, 125,92:
Total cost of revenue 344,46 275,27: 966,56! 803,78!
Gross profit 208,75( 147,84t 600,13t 421,94.
Operating expense
Technology and developmen 42,10¢ 30,01« 117,37( 81,33
Marketing * 81,23¢ 58,55¢ 230,99( 167,02
General and administrative 17,13¢ 11,54: 51,44 37,80¢
Gain on disposal of DVD (1,239 (1,609 (4,857) (2,819
Total operating expens 139,24¢ 98,50¢ 394,95( 283,35.
Operating incom: 69,50! 49,33 205,18t 138,59(
Other income (expense
Interest expens (4,945 (679 (24,79 (2,019
Interest and other incon 853 1,80¢ 2,74¢ 4,28¢
Income before income tax 65,40¢ 50,47: 193,13 140,85t
Provision for income taxe 27,44 20,33( 79,37¢ 55,90¢
Net income $ 37,96 $ 30,14: $ 113,75 $ 84,94
Net income per shar
Basic $ 0.7¢ $ 0.54 $ 2.17 $ 1.4¢
Diluted $ 0.7¢ $ 0.52 $ 2.0¢ $ 1.4:
Weighted average common shares outstani
Basic 52,14 56,14¢ 52,51( 57,57¢
Diluted 53,93! 57,93¢ 54,34: 59,42"
*Stock-based compensation included in expense liitems:
Fulfillment expense $ 32z $ 99 $ 80€ $ 321
Technology and developme 2,69¢ 1,16¢ 6,93¢ 3,43(
Marketing 777 452 2,17¢ 1,35
General and administratiy 3,50z 1,517 9,80¢ 4,53¢

See accompanying notes to the consolidated finbsteitements.
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Netflix, Inc.

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

Assets
Current asset:
Cash and cash equivalel
Shor-term investment
Current content library, ni
Prepaid conter
Other current asse
Total current asse
Content library, ne
Property and equipment, r
Deferred tax asse
Other nol-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 debi
Lease financing obligations, excluding current jpor
Other nor-current liabilities
Total liabilities
Commitments and contingenci
Stockholder' equity:

Common stock, $0.001 par value; 160,000,000 slardg®rized at September 30, 2010 and
December 31, 2009; 52,257,495 and 53,440,073 issuedutstanding at September 30, 201(
and December 31, 2009, respectiv

Accumulated other comprehensive income,

Retained earning

Total stockholder equity

Total liabilities and stockholde’ equity

See accompanying notes to the consolidated finbsteitements.
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As of

September 3C December 31

2010 2009
$ 113,10¢ $ 134,22
143,70! 186,01¢
138,38 37,32¢
59,322 26,74
37,72 26,70
492,24 411,01
120,04 108,81(
125,05 131,65:
19,21¢ 15,95¢
13,71 12,30(
$ 770,28 $ 679,73
$ 170,12( $ 92,54;
36,97 33,38
2,027 1,41(
102,98t 100,09°
312,10° 227,43t
200,00( 200,00(
34,65¢ 36,57
31,54 16,58
578,30¢ 480,59:
52 53
1,27¢ 273
190,64« 198,81
191,97! 199,14
$ 770,28 $ 679,73
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Netflix, Inc.

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

Three Months Ended

Nine Months Ended

Cash flows from operating activities:
Net income

operating activities

intangibles

Gain on disposal of DVD
Deferred taxe

Cash flows from investing activities:
Acquisition of DVD content libran
Purchases of shi-term investment

Purchases of property and equipm
Proceeds from sale of DVL
Other asset

Cash flows from financing activities:
Proceeds from issuance of common si

Repurchases of common stc

Net increase (decrease) in cash and cash equis
Cash and cash equivalents, beginning of pe

September 3C September 3C September 3C September 3C
2010 2009 2010 2009
$ 37,96 $ 30,14: $ 113,75t $ 84,94
Adjustments to reconcile net income to net caskigea by
Acquisition of streaming content libra (115,149 (9,999 (231,78) (41,430
Amortization of content librar 77,14¢ 56,69( 204,58: 159,22¢
Depreciation and amortization of property, equiptaerd
8,67¢ 9,61¢ 28,84¢ 27,80¢
Amortization of discounts and premiums on investts 20C 12¢€ 67C 43¢
Amortization of debt issuance co: 14C — 37¢ —
Stocl-based compensation expel 7,29¢ 3,232 19,72¢ 9,64:
Excess tax benefits from stc-based compensatic (16,099 (1,600 (34,699 (9,099
Loss on disposal of property and equiprr 254 — 254 254
Gain on sale of shc-term investment (20€) (984) (685) (1,455
(2,142) (2,49)) (8,42¢) (5,030
3,19¢ (72) (2,96)) 4,71(
Changes in operating assets and liabilit
Prepaid conter (25,485 107 (32,58) 2,59:
Other current asse (3,379 7,51¢ (12,037 (4,207%)
Accounts payabl 41,69: (13,179 78,73¢ (11,150
Accrued expense 18,00: 2,17t 39,66¢ 6,272
Deferred revenu 1,567 (1,372 2,88¢ (4,009
Other assets and liabilitit 8,53¢ (1,607 13,35 (272)
Net cash provided by operating activit 42,22° 78,31: 179,68« 219,24t
(29,900 (46,277 (90,999 (135,99¢)
(15,379 (21,00¢) (73,169 (102,159
Proceeds from sale of sh-term investment 42,23t 85,90¢ 105,06: 130,66
Proceeds from maturities of sk-term investment 1,99¢ 3,48( 10,31¢ 30,98t
(7,342) (9,999 (19,40¢) (23,499
3,10¢ 3,34t 10,90¢ 7,23(
(327) 134 (619 (57
Net cash (used in) provided by investing
activities (5,606) 15,59( (57,899 (92,82)
Principal payments of lease financing obligati 470) (299) (1,296 (85¢)
10,927 2,72t 33,95¢ 26,09:
Excess tax benefits from stc-based compensatic 16,09: 1,60(C 34,69¢ 9,09¢
(57,390 (129,68 (210,259 (244,916
Net cash used in financing activiti (30,840 (125,655 (142,909 (210,58
5,781 (31,759 (21,11¢ (84,16¢)
107,32 87,47 134,22: 139,88:
$ 113,10t $ 55,71 $ 113,10t $ 55,71

Cash and cash equivalents, end of pe

See accompanying notes to the consolidated finbsteitements.
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Netflix, Inc.
Notes to Consolidated Financial Statements

1. Basis of Presentation and Summary of Significarkccounting Policies

The accompanying condensed consolidated interianiial statements of Netflix, Inc. and its whollyreed subsidiaries (the
“Company”) have been prepared in conformity witk@mting principles generally accepted in the Whiates (“U.S."and are consistent
all material respects with those applied in the @any’s Annual Report on Form 20for the year ended December 31, 2009. The prépa
of condensed consolidated financial statementsiifiocmity with U.S. generally accepted accountinggples (“GAAP”) requires
management to make estimates and judgments tleat #ft amounts reported in the condensed consatidimancial statements and
accompanying notes. Examples include the estinudteseful lives and residual value of the Compamgstent library, the valuation of
stock-based compensation, the recognition and memsmt of income tax assets and liabilities andlt@®s that may be due to performing
rights organizations. The actual results experiérimethe Company may differ from management’s esiis

The interim financial information is unaudited, laflects all normal recurring adjustments that arehe opinion of management,
necessary to fairly present the information satfbierein. The interim financial statements shduddead in conjunction with the audited
financial statements and related notes includetddarCompany’s Annual Report on Form 10-K for tharyended December 31, 2009 filed
with the Securities and Exchange Commission (tHeC’§ on February 22, 2010. Interim results aremestessarily indicative of the results
for a full year.

Certain prior period amounts have been reclassifienbnform to current period presentation.

There have been no material changes in the Compaignificant accounting policies as compared ¢osilgnificant accounting policies
described in the Company’s Annual Report on ForaKX0r the year ended December 31, 2009.

Recent Accounting Pronouncements

There have been no recent accounting pronouncermeatsanges in accounting pronouncements duringittemonths ended
September 30, 2010, as compared to the recentm@oogpronouncements described in the Company’suAhReport on Form 10-K, that are
of significance, or potential significance to thenpany.

2. Net Income Per Share

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

Three months ended Nine months ended
September 3C September 3C September 3C September 3C
2010 2009 2010 2009

(in thousands, except per share data)
Basic earnings per shal

Net income $ 37,96 $ 30,14! $ 113,75¢ $ 84,94
Shares used in computatic
Weighte-average common shares outstant 52,14 56,14¢ 52,51( 57,57t
Basic earnings per she $ 0.72 $ 0.54 $ 2.17 $ 1.4¢
Diluted earnings per shar
Net income $ 37,96 $ 30,14! $ 113,75¢ $ 84,94
Shares used in computatic
Weighte-average common shares outstant 52,14: 56,14¢ 52,51( 57,57¢
Employee stock options and employee stock purchlase
shares 1,78¢ 1,792 1,831 1,851
Weightec-average number of shar 53,93: 57,93¢ 54,34 59,42%
Diluted earnings per sha $ 0.7¢ $ 0.52 $ 2.0¢ $ 1.4:
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Netflix, Inc.
Notes to Consolidated Financial Statements—(Contired)

Employee stock options with exercise prices gretti@n the average market price of the common sdacikg the period were excluded
from the diluted calculation as their inclusion wibhave been anti-dilutive. The potential commoarshk excluded from the diluted
calculation were not material as of the three aemhonths ended September 30, 2010 or 2009.

3. Short-Term Investments and Fair Value Measuremen

The Company’s investment policy is consistent wlith definition of available-for-sale securities.ef@ompany does not buy and hold
securities principally for the purpose of sellilhgn in the near future. The Company’s policy isufsed on the preservation of capital,
liquidity and return. From time to time, the Companay sell certain securities but the objectivesganerally not to generate profits on short-
term differences in price. Short-term investmeméstherefore classified as available-for-sale sdearand are reported at fair value as
follows:

September 30, 2010

Gross Gross
Unrealized Unrealized
Amortized Estimated
Cost Gains Losses Fair Value
(in thousands)

Corporate debt securitit $100,76( $ 1,40¢ $ (5 $102,11°
Government and agency securi 37,84 674 — 38,51¢
Asset and mortgage backed securi 3,02¢ 172 (12¢) 3,072

$14163( $ 225¢ $ (179  $143,70

December 31, 2009

Gross Gross
Unrealized Unrealized
Amortized Estimated
Cost Gains Losses Fair Value
(in thousands)

Corporate debt securitit $ 82,36 $ 91t $ (106 $ 83,17
Government and agency securi 96,99¢ 72 (41€) 96,654
Asset and mortgage backed securi 6,262 142 (212) 6,19:

$18562. $ 1,13C $ (734  $186,01

Gross unrealized losses are not material as oe8dqar 30, 2010 or December 31, 2009 either indallgdwr in the aggregate. Because
the Company does not intend to sell the investmtiatsare in an unrealized loss position andrioislikely that the Company will be requir
to sell the investments before recovery of theiodined cost basis, the Company does not condidsetinvestments with an unrealized loss
to be other-than-temporarily impaired at Septen®012010. There were no material other-tiemporary impairments or credit losses rel
to available-for-sale securities in the three mieninonths ended September 30, 2010 or 2009. Gzaksed gains in the three months ended
September 30, 2010 and 2009 were $0.2 million dnd #illion, respectively. Gross realized gainshie nine months ended September 30,
2010 and 2009 were $0.7 million and $1.7 milliespectively. There were no material gross realiasses from the sale of available-fale
securities in the three or nine months ended Sdpes0, 2010 or 2009.

The estimated fair value of short-term investmdémytsontractual maturity as of September 30, 20} ifollows:

(in thousands’
Due within one yea $ 21,38¢
Due after one year and through 5 ye 119,31!
Due after 5 years and through 10 ye —
Due after 10 yeat 3,00z
Total shor-term investment $ 143,70

The Company measures certain financial asset# ataflae on a recurring basis, including cash egleints and available-for-sale
securities. Fair value is a market-based measurketim&nshould be determined based on the assunsptiah market participants would use in
pricing an asset or liability.
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Netflix, Inc.
Notes to Consolidated Financial Statements—(Contired)

Fair Value Measurements at September 30, 2010

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

(in thousands)
Current Assets

Money market funds (1 $ 217 $ 217 $ — $ —
Fixed income securities (; 155,90« — 155,90« —
Total current asse 156,12: 217 155,90: —
Non-current Assets
Money market funds (= 3,72¢ 3,72¢ — —
Total asset $159,85( $ 3,94¢ $ 155,90: $ —
Fair Value Measurements at December 31, 2009
Quoted Prices in Significant
Active Markets for Unobservable
Significant Other
__Total _ldentical Assets Observable Inputs __Inputs
(Level 1) (Level 2) (Level 3)
(in thousands)
Current Assets
Money market funds (1 $ 69C $ 69C $ — $ —
Fixed income securities (: 186,01¢ — 186,01 —
Total current asse 186,70¢ 69C 186,01¢ —
Non-current Assets
Money market funds (Z 2,82¢ 2,82¢ — —
Total asset $189,53 $ 3,51¢ $ 186,01¢ $ —

(1) Included in cash and cash equivalents in the Cowg’s consolidated balance shei

(2) Includes $12.2 million included in cash andrcagquivalents and $143.7 million included in shertn investments in the Company’s
consolidated balance sheets as of September 30,

(3) Included in other non-current assets in the @amy’s consolidated balance sheets as these fapdssent restricted cash related to
workers compensation depos

(4) Included in sho-term investments in the Compé s consolidated balance shes

The hierarchy level assigned to each securityén@bmpany’s available-for-sale portfolio and caghiealents is based on its
assessment of the transparency and reliabilithefriputs used in the valuation of such instruna¢tihe measurement date. The fair value of
available-for-sale securities included in the Lelelategory is based on quoted prices that arélyead regularly available in an active
market. The fair value of available-for-sale setiesiand cash equivalents included in the Levet2gory is based on observable inputs, such
as quoted prices for similar assets at the measumedate; quoted prices in markets that are notegair other inputs that are observable,
either directly or indirectly. These values wer¢abfied from an independent pricing service and w&eduated using pricing models that v
by asset class and may incorporate available tladend other market information and price quéitesy well established independent
pricing vendors and broker-dealers. Our procedineade controls to ensure that appropriate falues are recorded such as comparing
prices obtained from multiple independent sourSes Note 4 for further information regarding thie ¥alue of the Company’s 8.50% senior
notes.

4. Long-term Debt

As of September 30, 2010, the Company had $200dl@mof longterm debt outstanding. The debt consists of $260ldn aggregat:
principal amount of 8.50% senior notes due NovenBeP017 (“the Notes”). Interest on the Notesaggble semi-annually at a rate of
8.50% per annum on May 15 and November 15 of eaah gommencing on May 15, 2010.

The 8.50% Notes include, among other terms anditons, limitations on the Comparsyability to create, incur, assume or be liabl
indebtedness (other than specified types of pegthittdebtedness); dispose of assets outside tiaoyadourse (subject to specified
exceptions); acquire, merge or consolidate wittntar another person or entity (other than specifiges of permitted acquisitions); create,
incur or allow any lien on any of its property @sagn any right to receive income (except for spetipermitted liens); make investments
(other than specified types of investments); or ghaidends, make distributions, or purchase or eetleur equity interests (each subject to
specified exceptions). At September 30, 2010 arnzkeBer 31, 2009, the Company was in compliance thihe covenants.
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Netflix, Inc.
Notes to Consolidated Financial Statements—(Contired)

Based on quoted market prices, the fair value ®Bt50% Notes as of September 30, 2010 and Dece&tb2009 was approximately
$223.0 million and $207.5 million, respectively.

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

As of

September 3C December 31

2010 2009

(in thousands)
Content library, gros $ 918,72 $ 742,80:.
Less: Accumulated amortizatic (660,28¢) (596,662
258,43t 146,13!
Less: Current content library, r 138,38 37,32¢
Content library, ne $ 120,04 $ 108,81
Property and Equipment, Net
Property and equipment and accumulated depreciat®as follows:
As of
September 3C December 31
Useful Life 2010 2009

(in thousands)

Computer equipmet 3 year $ 59,90¢ $ 62,13:
Other equipmer 5 year 63,53¢ 65,05¢
Computer software, including inter-use softwart 3 year: 25,95 35,40
Furniture and fixture 3 year 11,34: 12,42:
Building 30 year 40,68: 40,68:
Leasehold improvemen Over life of leas 35,97¢ 35,15¢
Capital worl-in-progress 16,72¢ 15,091
Property and equipment, grc 254,12: 265,94
Less: Accumulated depreciati (129,06 (134,29;)
Property and equipment, r $ 125,05 $ 131,65:

In the third quarter of 2010, the Company wrotefoly depreciated property and equipment of $38Rillion related to assets which

were no longer in existence.

6. Other Comprehensive Income

Other comprehensive income consists of unrealiz&asgand losses on available-for-sale securitietsphtax. The components of

comprehensive income are as follows:

Three months ended

Nine months ended

September 3C September 3C September 3C September 3C
2010 2009 2010 2009
(in thousands)

Net income $ 37,967 $ 30,14: $ 113,75¢ $ 84,94

Other comprehensive incorr
Change in unrealized gain (loss) on
available-for-sale securities, net of t 477 173 1,00¢€ 46¢€
Comprehensive incon $ 38,44« $ 29,96¢ $ 114,76« $ 85,41¢

10
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Netflix, Inc.
Notes to Consolidated Financial Statements—(Contired)

7. Stockholders’ Equity
Stock Repurchases

During the three months ended September 30, 2B&GCompany repurchased 530,000 shares of commeciatan average price of
approximately $110 per share for an aggregate atadapproximately $59 million. Shares repurchalsade been retired. Under the current
stock repurchase plan, announced on June 11, # Qompany is authorized to repurchase up to #30i@n of its common stock through
the end of 2012. As of September 30, 2010, $24@l®mof this authorization is remaining. The ting and actual number of shares
repurchased will depend on various factors inclgdirice, corporate and regulatory requirementst deenant requirements, alternative
investment opportunities and other market condétion

Shares repurchased by the Company are accountadhéor the transaction is settled. There were nettlad share repurchases at
September 30, 2010. Shares repurchased and rateetbducted from common stock for par value amth fadditional paid in capital for the
excess over par value. If additional paid in capites been exhausted, the excess over par vatigglisted from retained earnings. Direct
costs incurred to acquire the shares are inclutdéuki total cost of the shares. For the three amelmonths ended September 30, 2010, $23.1
million and $121.9 million, respectively, were detkd from retained earnings related to share réjases.

Stock-Based Compensation
A summary of the activity related to the Comparstck option plan during the nine months endede®apéer 30, 2010 is as follows:

Options Outstanding Weighted-Average
Shares Weighted- Remaining Aggregate

Available Number of Average Contractual Term Intrinsic Value

for Grant Shares Exercise Price (in Years) (in Thousands'
Balances as of December 31, 2( 2,591,26 4,241,483 $ 22.7¢
Granted (464,179 464,17¢ 85.67
Exercisec — (1,391,89) 23.3¢

Balances as of September 30, 2 2,127,08! 3,313,71i 31.31 5.9¢ $ 433,61!

Vested and exercisable at September 30, : 3,313,71 31.31] 5.9¢ $ 433,61!

The aggregate intrinsic value in the table abopeagents the total pretax intrinsic value (theeddhce between the Company’s closing
stock price on the last trading day of the thirdutier of 2010 and the exercise price, multipliedt®/ number of in-the-money options) that
would have been received by the option holdersafiamption holders exercised their options on Smyer 30, 2010. This amount changes
based on the fair market value of the Company’smmomstock. Total intrinsic value of options exeeddor the three months ended
September 30, 2010 and 2009 was $44.8 million & illion, respectively. Total intrinsic value options exercised for the nine months
ended September 30, 2010 and 2009 was $100.7 mélfid $32.6 million, respectively.

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

Three Months Ended September 30, Nine Months Ended September 30,
2010 2009 2010 2009
Dividend yield 0% 0% 0% 0%
Expected volatility 54% 48% 46%-54% 48%-56%
Risk-free interest rat 2.97% 3.62% 2.97-3.67% 2.60%-3.62%
Suboptimal exercise fact 2.0¢-2.40 1.74-1.94 1.7¢-2.40 1.7:-1.94

In the nine months ended September 30, 2010, thgp@oy used a suboptimal exercise factor ranging f2dL5 to 2.40, for executives
and 1.78 to 2.00, for non-executives, resulting oalculated expected life of the option grantBwef years for executives and four years for
non-executives. In the nine months ended SepteBh&009, the Company used a suboptimal exeroiterfeanging from 1.87 to 1.94 for
executives and 1.73 to 1.74 for nerecutives, which resulted in a calculated expelified@f the option grants of four years for exeéces anc
three years for non-executives.

11
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Netflix, Inc.
Notes to Consolidated Financial Statements—(Contired)

The weighted-average fair value of employee stgitlons granted during the three months ended Sdyete0, 2010 and 2009 was
$56.55 and $18.07 per share, respectively. Thehtedgaverage fair value of employee stock opticastgd during the nine months ended
September 30, 2010 and 2009 was $40.96 and $16r&hpre, respectively.

The following table summarizes the assumptions teedlue employee stock purchase rights unde€tmpany’s Employee Stock
Purchase Plan (“ESPPf)r the offering periods commencing in May 2010 aaly 2009, respectively, using the Black Scholesooppricing
model:

Three Months Ended September 30,

2010 2009
Dividend yield 0% 0%
Expected volatility 45% 55%
Risk-free interest rat 0.24% 0.3%
Expected life (in years 0.5 0.t

Cash received from option exercises for the threaths ended September 30, 2010 and 2009 was $lddhrand $2.7 million,
respectively. Cash received from option exercisesmirchases under the ESPP for the nine montresleé®eptember 30, 2010 and 2009 was
$34.0 million and $26.1 million, respectively.

The following table summarizes stock-based comp@rsaxpense, net of tax, related to stock optiampand employee stock
purchases for the three and nine months endedr8kete30, 2010 and 2009 which was allocated asvistlo

Three Months Ended September 30, Nine Months Ended September 30,
2010 2009 2010 2009
(in thousands)
Fulfillment expenst $ 32¢ $ 99 $ 80¢€ $ 321
Technology and developme 2,69¢ 1,16¢ 6,93¢ 3,43(
Marketing 777 452 2,17¢ 1,35
General and administrati\ 3,50z 1,512 9,80¢ 4,53¢
Stocl-based compensation expense before income 7,29¢ 3,23 19,72¢ 9,64
Income tax benef (3,069 (1,309 (8,119 (3,839
Total stocl-based compensation after income te $ 4,232 $ 1,93( $ 11,60¢ $ 5,80¢

8. Income Taxes

The effective tax rates for the three months erkgutember 30, 2010 and 2009 were 42.0% and 40e8%ectively. The effective tax
rates for the nine months ended September 30, 204 @009 were 41.1% and 39.7%, respectively.

As of December 31, 2009, the Company had $13.2amitif gross unrecognized tax benefits. Duringrtime months ended
September 30, 2010, the Company had an increagess unrecognized tax benefits of approximatel $2llion. The gross uncertain tax
positions, if recognized by the Company, will résala reduction of approximately $12.4 millionttee tax provision thereby favorably
impacting the Company’s effective tax rate. The @any’s unrecognized tax benefits are classifiedtlsr non-current liabilities in the
consolidated balance sheet.

The Company includes interest and penalties relatedrecognized tax benefits within the provisionincome tax expense.

The Company files income tax returns in the U.8efal jurisdiction and all of the states where medax is imposed. The Company is
subject to U.S. federal income tax examinationg/&ars after 2000 and state income tax examinaligrssate taxing authorities for years
after 1999. The Company is currently under exarionah various states including California for ye@006 and 2007. It is reasonably
possible that the liability associated with ouragugnized tax benefits will increase or decreaskimnvthe next twelve months. These changes
may be the result of ongoing audits. At this timue estimate of the range of reasonably possibleomgs cannot be made.

9. Commitments and Contingencies
Lease Financing Obligation

In June 2004 and June 2006, the Company enteretivotseparate lease agreements for the Los Gaadifornia headquarters site.
Because the terms of the original facilities leaxpiired the Company’s involvement in the constamcfunding of the buildings, the
Company is the “deemed owner” (for accounting pegsoonly) of these buildings in accordance withRimancial Accounting Standard
Board’s Accounting Standards Codification Topic $8") 840.40Leases—Sale-Leaseback Transactiamg applies to situations where an
entity is involved with the construction fundingari asset that will be leased when the construgtioject is completec



Accordingly, the Company recorded an asset of $allion, representing the total costs of the buitgh and improvements, including
the costs paid by the lessor (the legal ownerebihildings), with a corresponding liability. Upoompletion of construction of each buildi
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the Company did not meet the sale-leaseback eriteriderecognition of the building assets andiliizds. Therefore the leases are accounted
for as financing obligations and the buildings depreciated over a 30 year useful life. The montéht payments made to the lessor under
the lease agreements are recorded in the Compmgrial statements as land lease expense andgairand interest on the financing
liabilities.

In the first quarter of 2010, the Company extenithedfacility leases for the Los Gatos buildingsdaradditional five year term after the
remaining term of the original lease, thus incregs$he future minimum payments under lease finanobligations by approximately $14
million. As of September 30, 2010, the remaininifa minimum payments under the lease financingatbn are $24.6 million. The leases
continue to be accounted for as financing obligegtiand no gain or loss was recorded as a restiiedéase financing modification. The lease
financing obligation balance at the end of the edtéal lease term will be approximately $25.8 milli@nich approximates the net book value
of the buildings to be relinquished to the lessor.

Streaming Content

The Company classifies streaming content as edtloeirrent or non-current library asset in the cbdated balance sheets based on the
estimated time of usage after certain criteria Haen met, including availability of the content $treaming by Netflix subscribers. The
Company had $1,180.7 million and $114.8 milliorcommitments at September 30, 2010 and Decemb@083, respectively, related to
streaming content license agreements that do net asset recognition criteria.

The Company has entered into an agreement undehvttias the obligation to pay license fees inhaxge for certain qualifying titles
that are released theatrically in the United Statas 2010 through 2018. The titles to be receiveder the agreement are at the discretion of
the content provider, subject to certain minimunuieements. The license fees are based on theityuaftitles received and domestic
theatrical exhibition receipts of qualifying title&s these titles have not yet been released atr® the Company is unable to estimate the
amounts to be paid under this arrangement. Howsueh amounts are expected to be significant.

The Company also has certain license agreemertisstitlios that include a maximum number of tittet the Company may or may
not receive in the future. Access to these tidsased on the discretion of the studios and, &s slie Company may not receive these titles.
If the Company did receive access to the maximumbmar of titles, the Company would incur up to adiidnal $21.6 million in
commitments.

The Company is currently involved in negotiationthvperforming rights organizations (PROs) thatdhitle rights to music used in
connection with streaming content. The Companyuweefor estimated royalties that are due to PR@sadjusts these accruals based on any
changes in estimates. During the third quarter0df02 the Company reduced this accrual by $3.5anildis a result of lower estimated royalty
rates. The outcome of these negotiations is urineAaditionally, pending litigation between cend@ROs and other third parties could
impact our negotiations. If we are unable to reactually acceptable terms with the PROs, the Companld become involved in similar
litigation. The results of any negotiation or laigpn may be materially different from managemeasimates.

Litigation

From time to time, in the normal course of its @tiens, the Company is a party to litigation mattand claims, including claims
relating to employee relations, business practeespatent infringement. Litigation can be expemsinad disruptive to normal business
operations. Moreover, the results of complex lggateedings are difficult to predict and the Compswiew of these matters may change in
the future as the litigation and events relatedetoeunfold. The Company expenses legal fees asrigat. The Company makes a provisior
contingent losses when it is both probable thaikility has been incurred and the amount of tlss loan be reasonably estimated. An
unfavorable outcome to any legal matter, if matedauld have an adverse effect on the Companyesaijpns or its financial position,
liquidity or results of operations.

On March 29, 2010, Parallel Networks, LLC filedarplaint for patent infringement against the Conypand others in the United
States District Court for the Eastern District @Xas, captioneBarallel Networks, LLC v. Abercrombie & Fitch Cet, al, Civil Action No
6:10-cv-00111-LED. The complaint alleges that tleenPany infringed U.S. Patent No. 6,446,111 entitdthod and Apparatus for Client-
Server Communication Using a Limited Capabilityedli Over a Low-Speed Communication Link,” issuedSeptember 3, 2002. The
complaint seeks unspecified compensatory and eslaseemages, interest and fees, and seeks to pertiyas@oin the Company from
infringing the patent in the future. With respexthis matter, management has determined thates{itloss is not probable and accordin
no amount has been accrued. Management has determijpotential loss is reasonably possible adigfimed by ASC 45€@ommitments an
Contingencies however, based on its current knowledge, managedues not believe that the amount of such passisls or a range of
potential loss is reasonably estimable.

On September 25, 2009, Alcatel-Lucent USA Incdfitiecomplaint for patent infringement against tteenpany in the United States
District Court for the Eastern District of TexaaptionedAlcatel-Lucent USA Inc. v. Amazon.com Inc., etCalil Action No. 6:09-cv-422.
The complaint alleges that the Company infringe8.Patents Nos. 5,649,131 entitled “Communicatimagocol” 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 Records in a Datetby Formulating a Query Using Equivalent TernfgcW Correspond t



Terms in the Input Query,” issued April 4, 1995 eTdomplaint seeks unspecified compensatory andcheerlddadamages, interest, costs
and
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fees, and seeks to permanently enjoin the Company infringing the patents in the future. With respto this matter, management has
determined that a potential loss is not probabteatordingly, no amount has been accrued. Managemas determined a potential loss is
reasonably possible as it is defined by ASC 45@ieéweer, based on its current knowledge, managenua# dot believe that the amount of
such possible loss or a range of potential lossasonably estimable.

In January through April of 2009, a number of putpd anti-trust class action suits were filed agathe Company. Wal-Mart Stores,
Inc. and Walmart.com USA LLC (collectively, Wal-Mawere also named as defendants in these suitst dahe suits were filed in the
United States District Court for the Northern Dittiof California and other federal district couat®und the country. A number of suits were
filed in the Superior Court of the State of Califiar, Santa Clara County. The plaintiffs, who argent or former Netflix customers, genere
allege that Netflix and Wal-Mart entered into amesgnent to divide the markets for sales and oménéals of DVDs in the United States,
which resulted in higher Netflix subscription pisc€®n April 10, 2009, the Judicial Panel on Muktdict Litigation ordered all cases pending
in federal court transferred to the Northern Destaf California to be consolidated or coordinatedprerial purposes. These cases have |
assigned the multidistrict litigation number MDL2Z® On March 19, 2010, plaintiffs filed a motiom fdass certification. The cases pending
in the Superior Court of the State of Californian& Clara County have been consolidated. In aaglith May of 2009, three additional
lawsuits were filed—two in the Northern District G&lifornia and one in the Superior Court of that&of California, San Mateo County—
alleging identical conduct and seeking identiciéfeln these three cases, the plaintiffs areenror former subscribers to the online DVD
rental service offered by Blockbuster Inc. The tases filed in federal court on behalf of Blockleustubscribers have been related to MDL-
2029. On December 1, 2009, the federal Court edhineorder granting defendants’ motion to disntigsttvo federal cases filed on behalf of
Blockbuster subscribers. Plaintiffs filed an ama&hdemplaint on March 1, 2010. Defendants movedsmiss the Blockbuster subscribers’
amended complaint on March 31, 2010. The Courtedketiie motion to dismiss on July 6, 2010. The lawfded in Superior Court of the
State of California, San Mateo County has beendinated with the cases pending in Santa Clara @oiihie complaints, which assert
violations of federal and/or state antitrust lasegk injunctive relief, costs (including attornefe®s) and damages in an unspecified amount.
On August 27, 2010, WaHart stated that it had settled the cases fileBeideral Court with both the Netflix and Blockbugéaintiffs. Details
of the settlement were not disclosed and plaintiffge not yet filed a motion for preliminary appabef the Wal-Mart settlement. With
respect to this matter, management has determiaé tpotential loss is not probable and accorgjnmgl amount has been accrued.
Management has determined a potential loss is meh$ppossible as it is defined by ASC 450; howelased on its current knowledge,
management does not believe that the amount ofgossible loss or a range of potential loss isaealsly estimable.

On October 24, 2008, Media Queue, LLC filed a camplfor patent infringement against the CompanthaéUnited States District
Court for the Eastern District of Oklahoma, capidMedia 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 SystenddMethod for Media Queue” issued
on June 17, 2008. The complaint seeks unspecifietpensatory and enhanced damages, interest anciekseeks to permanently enjoin
Company from infringing the patent in the futuren Eebruary 24, 2009, the case was transferrecetdlththern District of California. On
August 14, 2009, the Company filed a motion for mary judgment of nomfringement. A hearing on the motion was held amvémber 17
2009. On December 1, 2009, the Court granted thepaay’s motion for summary judgment of non-infringent. On February 10, 2010,
plaintiff appealed the summary judgment ruling. Wfigspect to this matter, management has deterrifia¢d potential loss is not probable
and accordingly, no amount has been accrued. Mamagfehas determined a potential loss is reasonpsyible as it is defined by ASC 450;
however, based on its current knowledge, managedos# not believe that the amount of such poskibkor a range of potential loss is
reasonably estimable.

On December 28, 2007, Parallel Networks, LLC fidedomplaint for patent infringement against the @any in the United States
District Court for the Eastern District of TexaaptionedParallel Networks, LLC v. Netflix, Inc., et. aCivil Action No 2:07-cv-562-DF. The
complaint alleges that the Company infringed U &eRt Nos. 5,894,554 and 6,415,335 B1 entitled t&Syd~or Managing Dynamic Web
Page Generation Requests by Intercepting RequégtltServer and Routing to Page Server TherebyaRielg Web Server to Process Other
Requests” and “System and Method for Managing Dyoakfeb Page Generation Requests”, issued on ABril299 and July 2, 2002,
respectively. The complaint seeks unspecified corsat®ry and enhanced damages, interest and fekseaks to permanently enjoin the
Company from infringing the patent in the futuren Rarch 10, 2010, the Company filed a motion fanswary judgment of invalidity. On
March 26, 2010, the Company filed a motion for staryrjudgment of non-infringement. The Court hadssduly 28, 2010 hearing date for
these motions. On August 5, 2010, the parties Istipd to dismiss the litigation. On August 9, 20tt@& Court entered an Order dismissing
case pursuant to the stipulation. Netflix paid nant to plaintiff in relation to the dismissal.

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

In the ordinary course of business, the Compangrsiimto contractual arrangements under whichstataeed to provide
indemnification of varying scope and terms to basspartners and other parties with respect tainartatters, including, but not limited to,
losses arising out of the Company’s breach of sugbements and out of intellectual property infemgnt claims made by third parties. In
these circumstances, payment may be conditiont#i@nther party making a claim pursuant to the @ilaces specified in the particular
contract. Further, the Company’s obligations uritlese agreements may be limited in terms of tim#noount, and, in some instances, the
Company may have recourse against third partiesdigain payments. In addition, the Company hasredtinto indemnification agreements
with its directors and certain of its officers thatl require it, among other things, to indemnihem against certain liabilities that may arise
by reason of their status or service as directoffers. The terms of such obligations vary.

It is not possible to make a reasonable estimatieenimaximum potential amount of future paymeneurthese or similar agreements
due to the conditional nature of the Company’sgailons and the unique facts and circumstancedviedoNo amount has been accrued in
the accompanying consolidated financial statemwittsrespect to these indemnification obligations.
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Item 2. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations
Forward-Looking Statements

This Quarterly Report on Form 10-Q contains cerfaiward{ooking statements within the meaning of the fetseaurities laws. The:
forward-looking statements include, but are nofitkeh to: statements regarding international exgamgrends in average revenue per paying
subscriber, investments in our content library emdeased spending for streaming content, our ctitiygeadvantage, our core strategy,
expectations with respect to the growth of Intedwivery of content, growth in our average numiigpaying subscribers, future investments
in our content library and its effects on our grosrgin and liquidity, continuing legal costs, dedéel tax assets and our liquidity. These
forward-looking statements are subject to risks @mekrtainties that could cause actual resultse&edts to differ. Factors that might cause or
contribute to such differences include, but arelinoited to, those discussed in the Annual ReporEorm 10-K for the year ended
December 31, 2009 filed with the Securities andiaxnge Commission (“SEC”) on February 22, 2010.

We assume no obligation to revise or publicly re¢eany revision to any forward-looking statemepistained in this Quarterly Report
on Form 10-Q.

Overview
Our Business

With more than 16 million subscribers, we are tlgldis leading Internet subscription service fojoging movies and TV shows. Our
subscribers can instantly watch unlimited movies @i shows streamed to their TVs and computers ianthe United States, subscribers
also receive DVDs delivered quickly to their hom@& offer a variety of subscription plans, withdge dates, no late fees, no shipping fees
and no pay-per-view fees. Aided by our propriet@gommendation and merchandising technology, sildessrcan select from a growing
library of titles that can be watched instantly andast array of titles on standard definition D\AIpng with its high definition successor, Blu-
ray (collectively referred to in this Quarterly Repas “DVD”).

Subscribers can:

* Watch streaming content without commercial intetiarpon their computers and TVs. The viewing exgece is enabled by
Netflix controlled software that runs on a variefyconsumer electronics devic¢‘Netflix Ready Devices”). These Netflix Ready
Devices currently include platforms such as-ray disc players, Interr-connected TVs, digital video players and game dess

* Inthe United States, receive DVDs by mail andnrethem to us at their convenience using our prepsilers. After a DVD has
been returned, we mail the next available DVD gubscrib€e’'s queue

Our core strategy is to grow a large subscriptiosifiess consisting of streaming and DVD-by-mailteoh By combining streaming
and DVD as part of the Netflix subscription, we alde to offer subscribers a uniquely compellings#on of movies and TV shows for one
low monthly price. We have seen tremendous growthé popularity of the streaming portion of ouviee and we are rapidly increasing
investment in streaming content in order to fued growth.

Performance Highlights

The following represents our performance highlightshe three months ended September 30, 201@,3,2010 and September 30,
2009 and the nine months ended September 30, 2@l8eptember 30, 2009:;

Three Months Ended Change
September 3C September 3C Q3'10vs Q3'10vs
June 30,
2010 2010 2009 Q2'10 Q3'09

(in thousands except per share data, percentagesdn
subscriber acquisition cost)

Revenue! $ 553,21¢ $519,81¢ $ 423,12 6.4% 30.7%
Net income 37,96 43,51¢ 30,14: (12.8% 26.(%
Net income per shar- diluted $ 0.7¢C $ 0.8C $ 0.52 (12.5)% 34.%
Total subscribers at end of peri 16,93: 15,00: 11,10¢ 12.9% 52.4%
Churn* 3.8% 4.0% 4.0% (5.0% (13.9%
Subscriber acquisition cost’ $ 19.81 $ 24.3% $  26.8¢ (18.0)% (26.2)%
Gross margir 37.1% 39.4% 34.9% (4.9% 8.C%

16



Table of Contents

Nine Months Ended Change
September 3C September 3C YTD ‘10 vs
2010 2009 YTD ‘09

(in thousands, except per share data,
percentages and subscriber acquisition cost)

Revenue! $1,566,70. $1,225,72 27.8%
Net income 113,75¢ 84,94 33.%
Net income per sha—diluted $ 2.0¢ $ 1.42 46.2%
Total subscribers at end of peri 16,93: 11,10¢ 52.4%
Churn * 3.8% 4.4% (13.6)%
Subscriber acquisition co $ 21.6¢ $ 25.5¢ (15.29%
Gross margir 38.2% 34.4% 11.2%

Churn is a monthly measure defined as customeeedtations in the quarter divided by the sum djibring subscribers and gross
subscriber additions, then divided by three monttairn for the nine months ended September 30, 288009 is the average of
Churn for the three quarters of the respectiveope

**  Subscriber acquisition cost is defined as totalkeiimg expense divided by total gross subscribditimas.

Critical Accounting Policies and Estimates

The preparation of consolidated financial statesmé@ntonformity with accounting principles geneyaltcepted in the United States
requires management to make estimates and assas et affect the reported amounts of assetsiabitities, disclosures of contingent
assets and liabilities at the date of the finarstialements, and the reported amounts of revemaksxgpenses during the reported periods.
Securities and Exchange Commission (“SEC”) hasddfia company’s critical accounting policies asathes that are most important to the
portrayal of a company’s financial condition anduks of operations, and which require a companyade its most difficult and subjective
judgments. Based on this definition, we have iditithe critical accounting policies and judgmeadsiressed below. We base our estim
on historical experience and on various other apsioms that we believe to be reasonable underitberastances. Actual results may differ
from these estimates.

Content Accounting

We obtain content through DVD direct purchasegastiing content license agreements and DVD andsingarevenue sharing
agreements with studios, distributors, and othppkers.

We acquire DVD content for the purpose of rentinghscontent to our subscribers and earning suligsripental revenues, and, as
such, we consider our direct purchase DVD librarpé a productive asset. Accordingly, we classify®VD library as a norcurrent asset ¢
the consolidated balance sheets. We amortize ceetgiurchase DVDs, less estimated salvage vatua,“eum-of-the-months” accelerated
basis over their estimated useful lives. The ud#abf the new-release DVDs and back-catalog D\Wastimated to be one year and three
years, respectively. In estimating the usefuldif@ur DVDs, we consider historical utilization feahs primarily including the number
times a DVD title is shipped to subscribers inaegiperiod as well as an estimate for lost or dauddgVvDs. Historically, the utilization
patterns of our DVDs have not changed significaatld we do not expect them to change significantthe future. However, if we were to
amortize our DVDs over a period that is greateshmrter than our estimated useful life of one ted¢hyears, our amortization expense and
results of operations could be materially impacted.

We provide a salvage value for those direct pureldgDs that we estimate we will sell at the endhefir useful lives. Use of a differe
salvage value would not materially impact our ficahstatements. Further, historically, the actuahber of DVDs sold and the actual
salvage value of those DVDs have not differed $icgmtly from our estimates and, in the future, deenot expect the differences to be
material to our financial position or results okogtions. For those DVDs that we do not expecetip 3o salvage value is provided. We
periodically evaluate the useful lives and salveajees of our DVDs.

The terms of certain DVD direct purchase agreemeittsstudios and distributors provide for discabaised on type of purchases or
based on volume of purchases. The discounts basggbe of purchases are recorded as a reductiDvbf content library when the eligible
tittes are purchased. The discounts based on vobiperchases are also recorded as a reductioiVBf @ntent library when the eligible
titles are purchased and are recorded at a discatmbased on historical and estimated purchasesue title term. Historically, actual
discounts have not differed significantly from estied discounts and we do not expect the diffeetecbe material to our financial position
or results of operations.

We obtain content distribution rights in order teeam movies and TV shows without commercial iniption to subscribers’ computers
and TVs via Netflix Ready Devices. We account toeaming content in accordance with the Financ@addunting Standards Board’s
(“FASB") Accounting Standards Codification (“ASCt)pic 920Entertainment — Broadcasters$treaming content is generally licensed for a
fixed fee for the term of the license agreement.dfdssify our streaming content obtained throu¢jbemse agreement as either a current or
non-current library in the consolidated balancesthbased on the estimated time of usage aftexicentiteria have been met,
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including availability of the streaming content ftg first showing. Any licensed streaming conteayments not meeting the criteria for
classification in the library are classified asgaiel content. We amortize licensed streaming cémera straight-line basis generally over the
term of the related license agreements or théstitndow of availability.

We also obtain DVD and streaming content througlemee sharing agreements with studios and distnibuThe terms of some revel
sharing agreements obligate us to make a genédoallinitial payment for certain titles, represeigtia minimum contractual obligation under
the agreement. The low initial payment is in exgfefor a commitment to share a percentage of dascsiption revenues or to pay a fee,
based on utilization, for a defined period of tirmethe title term, which typically ranges from sixtwelve months for each title. The initial
payment may be in the form of an upfront non-reatlg payment. This payment is capitalized in th&texat library in accordance with our
DVD and streaming content policies as applicable ihitial payment may also be in the form of apagment of future revenue sharing
obligations which is classified as prepaid cont&his prepayment is amortized as revenue sharitigations are incurred. If during the title
term, we determine that the full prepayment will be amortized based on utilization, a provisiontfe estimated difference is recorded in
the period that such shortfall is deemed probadbheler the revenue sharing agreements for its DYiEaty, at the end of the title term, we
generally have the option of returning the DVDHhe studio, destroying the DVD or purchasing the DWDmost cases, we purchase the disc
where we have the ability to do so. This end ahtbuy-out cost is also included in DVD library.

Cash flows associated with obtaining content aaiesified as either operating activities or invegtictivities based on the underlying
type of content obtained and type of arrangemethtexcompanies in the in-home entertainment videastry classify all cash flows
associated with obtaining content as operatingities. We classify cash flows related to our cobts follows:

» Revenue sharing obligations incurred based orzatitin as well as amortization of licensed stregneiontent that do not meet
asset recognition criteria are classified as casltl in operating activities in the line it¢‘net incom”.

* Changes in prepaid content are classified as apgrattivities.

» The amortization of the streaming and DVD conténaties is classified as a reconciling item betwret income and cash flow
from operating activities in the line ite“ Amortization of content librar”.

* The acquisition of streaming content library isssified as cash used in operating activities initresitem “Acquisition of
streaming content libra”.

» The acquisition of DVD content library, net of clg@s in related accounts payable, is classifiecals ased in investing activities
in the line iten* Acquisition of DVD content librai” because the DVD content library is considered dgpctive asse’

Stock-Based Compensation

Stock-based compensation cost at the grant datesisd on the total number of option shares graartdchn estimate of the fair value of
the awards expected to vest and is recognizedmesg ratably over the requisite service periodchwis the vesting period.

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

» Expected VolatilityOur computation of expected volatility is basedadslend of historical volatility of our common skoand
implied volatility of tradable forward call optioris purchase shares of our common stock. Our aectsiincorporate implied
volatility was based on our assessment that impladdtility of publicly traded options in our commatock is more reflective of
market conditions and, therefore, can reasonablxpected to be a better indicator of expectedtiitfahan historical volatility
of our common stock. We include the historical tititst in our computation due to low trade volumeowr tradable forward call
options in certain periods precluding sole reliaonemplied volatility. An increase in our computat of expected volatility from
54% to 64% would increase the total si-based compensation expense by approximately $@i8rm

e Suboptimal Exercise FactorOur computation of the suboptimal exercise facddydased on historical option exercise behavior anc
the terms and vesting periods of the options gohatel is determined for both executives and norwgkees. An increase in the
suboptimal exercise factor of 10% would increasetttial stoc-based compensation by approximately $0.4 mill

Income Taxes

We record a tax provision for the anticipated tarsequences of our reported results of operatising the asset and liability method.
Deferred income taxes are recognized by applyiegetiacted tax rates applicable to future yearsfferences between the financial staten
carrying amounts of existing assets and liabilitiad their respective tax bases and operatingalodsax credit carryforwards. The effect on
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deferred tax assets and liabilities of a changexirates is recognized in income in the period ithdudes the enactment date. The
measurement of deferred tax assets is reduceég¢éssary, by a valuation allowance for any tax fitsrfer which future realization is
uncertain.

Although we believe our assumptions, judgmentsestitnates are reasonable, changes in tax laws antegpretation of tax laws and
the resolution of any tax audits could significgnthpact the amounts provided for income taxesuinaonsolidated financial statements.

In evaluating our ability to recover our deferred aissets, in full or in part, we consider all falale positive and negative evidence,
including our past operating results, and our fastof future market growth, forecasted earningsiré taxable income and prudent and
feasible tax planning strategies. The assumptitifizad in determining future taxable income regusignificant judgment and are consistent
with the plans and estimates we are using to mattegenderlying businesses. Actual operating resualfuture years could differ from our
current assumptions, judgments and estimates. Henvexe believe that the deferred tax assets redardeur balance sheet will ultimately
be realized. In the event we were to determinewteatvould not be able to realize all or part of nat deferred tax assets in the future, an
adjustment to the deferred tax assets would begeldan earnings in the period in which we make sietkrmination.

We did not recognize certain tax benefits from utaie tax positions within the provision for incortexes. We may recognize a tax
benefit only if it is more likely than not the tawsition will be sustained on examination by thertg authorities, based on the technical
merits of the position. The tax benefit recogniethe financial statements from such positiorhentmeasured based on the largest benefit
that has a greater than 50% likelihood of bein¢jzed upon settlement. At September 30, 2010, stimated gross unrecognized tax benefits
were $15.5 million of which $12.4 million, if recnged, could favorably impact our future earnirigge to uncertainties in any tax audit
outcome, our estimates of the ultimate settleméntiounrecognized tax positions may change anédhaal tax benefits may differ
significantly from the estimates. See Note 8 todbesolidated financial statements for further infation regarding income taxes.

Results of Operations

The following table sets forth, for the periodsgaeted, the line items in our consolidated statésnafoperations as a percentage of
total revenues. The information contained in thmetdoelow should be read in conjunction with thasmidated financial statements, notes to
the consolidated financial statements and ManaggsBiscussion and Analysis of Financial Conditeomd Results of Operations included in
this Quarterly Report on Form 10-Q.

Three Months Ended Nine Months Ended

September 3C June 30 September 3C September 3C September 3C
2010 2010 2009 2010 2009

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

Subscriptior 52.% 51.1% 55.1% 52.2% 55.2%

Fulfillment expense 9.4% 9.5% 10.(% 9.5% 10.2%

Total cost of revenue 62.2% 60.€% 65.1% 61.7% 65.€%

Gross margir 37.% 39.%% 34.% 38.2% 34.4%
Operating expense

Technology and developme 7.€% 7.2% 7.1% 7.5% 6.€%

Marketing 14.7% 14.2% 13.€% 14.7% 13.€%

General and administrati 3.1% 3.2% 2.7% 3.2% 3.1%

Gain on disposal of DVD (0.9% (0.9% (0.9% (0.9% (0.2%

Total operating expens 25.1% 24.5% 23.5% 25.2% 23.1%

Operating incom: 12.6% 14.% 11.€% 13.1% 11.2%
Other income (expense

Interest expens (0.9% (0.9% (0.2)% (0.9% (0.2%

Interest and other incon 0.2% 0.1% 0.5% 0.1% 0.4%
Income before income tax 11.9% 14.1% 11.% 12.2% 11.5%
Provision for income taxe 5.C% 5.7% 4.8% 5.C% 4.6%
Net income 6.9% 8.4% 7.1% 7.2% 6.S%
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Revenues

We derive substantially all of our revenues fronmntiny subscription fees and recognize subscripteM@nues ratably over each
subscriber’s monthly subscription period. We rea@fdinds to subscribers as a reduction of reverWescurrently generate substantially all
of our revenues in the United States. We launch&deaming only subscription service in Canad@nthird quarter of 2010 and expect that
international revenues will grow.

We offer a variety of subscription plans combingigeaming movies and TV shows over the Internetiartidle United States, sending
DVDs by mail. The price per plan varies based @nrthmber of DVDs that a subscriber has out at amgngpoint and based on whether the
service has limited or unlimited usage. All of amlimited plans allow the subscriber unlimited atréng to their computer or Netflix Ready
Device. More than 90% of our subscriber base haserha 1, 2, or 8ut Unlimited plan which range in price from $8103616.99 per montt
Customers electing access to the high definitiarialy discs in addition to standard definition DVjpsy a surcharge ranging from $1 to $4
for our most popular plans. In Canada, our subBorigservice consists of only streaming movies &Wdshows over the Internet and is priced
at $7.99 CAD. We anticipate that any future intéioral markets will likewise only offer a streamiagbscription.

The following table presents our ending subscrbirmation:

As of
September 3C
September 3C June 30,
2010 2010 2009
(in thousands, except percentages)
Free subscribel 1,07C 424 274
As a percentage of total subscrib 6.2% 2.8% 2.5%
Paid subscriber 15,86: 14,571 10,83¢
As a percentage of total subscrib 93.7% 97.2% 97.5%
Total subscriber 16,93¢ 15,00: 11,10¢
Three months ended September 30, 2010 as comatieel three months ended September 30, 2009
Three Months Ended Change
September 3C Q3'10vs

September 3C
2010 2009 Q3’09
(in thousands except percentages and average
monthly revenue per paying subscriber)

Revenue! $ 553,21 $ 423,12( 30.7%
Other data

Average number of paying subscrib 15,22( 10,60¢ 43.5%
Average monthly revenue per paying subscr $ 12.17 $ 13.3( (8.99%

The $130.1 million increase in our revenues wasarily a result of the 43.5% growth in the averagenber of paying subscribers
arising from increased consumer awareness of thpeliing value proposition of streaming and DVDsb&il for one low price and other
benefits of our service. This increase was paytiafiset by an 8.9% decline in the average montélenue per paying subscriber to $12.12,
resulting from the continued growth of our loweicpd subscription plans. The total number of avenaaying subscribers in our 1 and 2-out
plans grew by 71.6% year over year as compared 7@ decline in all other plans.

Nine months ended September 30, 2010 as compatied tone months ended September 30, 2009

Nine Months Ended Change
September 3C YTD ‘10 vs

September 3C
2010 2009 YTD ‘09
(in thousands except percentages and average
monthly revenue per paying subscriber)

Revenue: $1,566,70: $1,225,72 27.&%
Other data

Average number of paying subscrib 14,02¢ 10,16¢ 38.(%
Average monthly revenue per paying subscr $ 12.41 $ 13.4( (7.9%

The $341.0 million increase in our revenues wasarily a result of the 38.0% growth in the averagenber of paying subscribers
arising from increased consumer awareness of tipeliing value proposition of streaming and DVDsb&il for one low price and other
benefits of our service. This increase was paytiafiiset by a 7.4% decline in the average montalyenue per paying subscriber to $12.41,
resulting from the continued growth of our loweicpd subscription plans. As compared to the sanoe ypear period, the total number of
average paying subscribers in our 1 and 2-out geew by 66.0% during the nine months ended Seped®, 2010 as compared to a 13.5%
decline in all other plans.
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Three months ended September 30, 2010 as compueiteel three months ended June 30, 2010

Three Months Ended Change
Q3’10 vs
September 30 June 30,
2010 2010 Q2'10

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

Revenue: $ 553,21 $519,81¢ 6.4%
Other data

Average number of paying subscrib 15,22( 14,10( 7.%
Average monthly revenue per paying subscr $ 12.12 $ 12.2¢ (1.9%

The $33.4 million increase in our revenues was gritna result of the 7.9% growth in the averagmbar of paying subscribers arising
from increased consumer awareness of the compefiihg proposition of streaming and DVDs by maildoe low price and other benefits
of our service. This increase was partially offsgt 1.4% decline in the average monthly revenugaging subscriber to $12.12, resulting
from the continued growth of our lower priced sufyg®n plans. The total number of average paymgssribers in our 1 and 2-out plans
grew by 11.7% quarter over quarter as comparedt8% decline in all other plans.

Until the average price paid by our new subscréuidlitions is equal to the average price paid bgterg subscribers, we expect our
average monthly revenue per paying subscriberowiitinue to decline, as the lower priced plans gasva percentage of our subscriber base.
We are currently testing a streaming only subsiorpplan in the United States and may offer suphaa later in 2010. If such a plan is
offered, our pricing structure will change, thugpswting our revenues and average monthly revenupaying subscriber.

Cost of Revenues
Cost of Subscription
Cost of subscription revenues consists of conteliw@ry costs related to shipping DVDs and proviggtreaming content to subscribers
as well as expenses related to the acquisitioriesalsing of content. Costs related to free-trizipds are allocated to marketing expenses.

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

Content acquisition and licensing expenses coosigbsts incurred in obtaining content such as éimadion of content and revenue
sharing expense. We obtain content from studiasributors and other suppliers through direct pasels, revenue sharing agreements and
license agreements.

Three months ended September 30, 2010 as comatieel three months ended September 30, 2009

Three Months Ended Change
September 3C September 3C Q3’10 vs
2010 2009 Q3’09
(in thousands except percentages)
Cost of Subscriptiol $ 292,40t $ 233,09: 25.4%
As a percentage of revent 52.9% 55.1%

The $59.3 million increase in cost of subscriptiemenues was due to the following factors:

» Content delivery expenses increased $18.4 milliimarily due to a 9.2% increase in the number ofli3\mailed to paying
subscribers. The increase in the number of DVDdanavas driven by a 43.5% increase in the averageber of paying
subscribers, partially offset by a 24.0% declinenonthly DVD rentals per average paying subscrét&ibuted to the growing
popularity of our lower priced plans and growttstreaming. In addition, content delivery expensesaased due to higher costs
associated with our use of third party deliverywaks resulting from an increase in the total nundfehours of streaming conte
viewed by our subscriber

» Content acquisition and licensing expenses inctebge$40.9 million primarily due to an increaseuléag from investments in
streaming content, partially offset by decreasd3\d content acquisition cost

Nine months ended September 30, 2010 as compatied tone months ended September 30, 2009

Nine Months Ended Change
September 3C September 3C YTD’ 10 vs
2010 2009 YTD’09

(in thousands except percentages)

Cost of Subscriptiol $ 817,35: $ 677,86: 20.€6%



As a percentage of revent 52.2% 55.2%
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The $139.5 million increase in cost of subscriptienenues was due to the following factors:

» Content delivery expenses increased $66.9 milliimgrily due to an 11.1% increase in the numbdd¥b’s mailed to paying
subscribers. The increase in the number of DVD’8adavas driven by a 38.0% increase in the numbererage paying
subscribers, partially offset by a 19.7% declinenonthly DVD rentals per average paying subscrétiibuted to the growing
popularity of our lower priced plans and growttstreaming. In addition, content delivery expensesdased due to higher costs
associated with our use of third party deliverywaks resulting from an increase in the total numdfehours of streaming conte
viewed by our subscriber

» Content acquisition and licensing expenses inctehgeb72.6 million primarily due to an increaseuléag from investments in
streaming content, partially offset by decreasd3\iD content acquisitior

Three months ended September 30, 2010 as comuatteel three months ended June 30, 2010

Three Months Ended Change
September 3C
June 30, Q3’10 vs
2010 2010 Q2’10
(in thousands except percentages)
Cost of Subscriptiol $ 292,40t $265,38 10.2%
As a percentage of revent 52.¢% 51.1%

The $27.0 million increase in cost of subscriptiemenues was due to the following factors:

» Content delivery expenses increased $3.6 milliomtdLhigher costs associated with our use of théndy delivery networks
resulting from an increase in the total numberafrs of streaming content viewed by our subscridaraddition, the number of
DVD’s mailed to paying subscribers increased 4.4¥harily due to the 7.9% increase in the averagaber of paying
subscribers

» Content acquisition and licensing expenses inctebgeb23.4 million primarily due to an increaseuléag from investments in
streaming content, offset partially by decreasd3\iD content acquisition costs. The increase inemge was also offset by a $3.5
million reduction in the estimated accrual for riigs that we expect to pay to certain performiigdpts organizations

Fulfillment Expenses

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

Three months ended September 30, 2010 as comatieel three months ended September 30, 2009

Three Months Ended Change
September 3C September 3C
Q3'10 vs
2010 2009 Q3'09
(in thousands except percentages)
Fulfillment expense $ 52,06! $ 42,18 23.4%
As a percentage of revent 9.4% 10.(%

The $9.9 million increase in fulfillment expenseasndue to the following:

» Content processing and customer service expensesaged $4.5 million primarily due to a $3.8 millimcrease in personnel
related costs resulting from a 9.0% increase imb@ant to support the higher volume of contentveeyi.

» Credit card fees increased $5.4 million as a resfthe 30.7% growth in revenue

Nine months ended September 30, 2010 as compatied tone months ended September 30, 2009

Nine Months Ended Change
September 3C September 3C
YTD’10 vs
2010 2009 YTD’'09
(in thousands except percentages)
Fulfillment expense $ 149,21. $ 125,92. 18.5%
As a percentage of revent 9.5% 10.2%
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The $23.3 million increase in fulfillment expenseas due to the following:

» Content processing and customer service related suseased $9.6 million primarily due to an $&ion increase in personnel
related costs resulting from an 11.3% increasesadhount to support the higher volume of contelively.

» Credit card fees increased $13.7 million as a teduhe 27.8% growth in revenue

Three months ended September 30, 2010 as comuatteel three months ended June 30, 2010

Three Months Ended Change
September 3C Q3'10vs
June 30,
2010 2010 Q2’10
(in thousands except percentages)
Fulfillment expense $ 52,06: $49,547 5.1%
As a percentage of revent 9.4% 9.5%

The $2.5 million increase in fulfillment expenseasaprimarily due to an increase in credit card fi#fek2.0 million resulting from the
6.4% growth in revenues.

Gross Margin
Three months ended September 30, 2010 as comuatteel three months ended September 30, 2009

Three Months Ended Change
September 3C September 3C Q3'10vs
2010 2009 Q309

(in thousands except percentages and average monthl
gross profit per paying subscriber)

Gross profi $ 208,75l $ 147,84t 41.2%
Gross margir 37.1% 34.%
Average monthly gross profit per paying subscr $ 4.57 $ 4.6t 2.7%

The increase in gross margin was primarily dueteek DVD content acquisition expenses per DVD ntbdad a 24.0% decline in
monthly DVD shipments per average paying subscidpieen by the growing popularity of our lower pe@tplans and the growth in
streaming. This decline was higher than the dedtireverage revenue per paying subscriber of 81 was offset partially by increased
investments in streaming content.

Nine months ended September 30, 2010 as compatied tone months ended September 30, 2009

Nine Months Ended Change
September 3C September 3C YTD’ 10 vs
2010 2009 YTD’09

(in thousands except percentages and average monthl
gross profit per paying subscriber)

Gross profit $ 600,13t $ 421,94. 42.2%
Gross margir 38.2% 34.2%
Average monthly gross profit per paying subscr $ 4.7¢ $ 4.61 3.C%

The increase in gross margin was primarily dueteek DVD content acquisition expenses per DVD ntedad a 19.7% decline in
monthly DVD shipments per average paying subscipieen by the growing popularity of our lower @t plans and the growth in
streaming. This decline was higher than the dedtireverage revenue per paying subscriber of 7% was offset partially by increased
investments in streaming content.

Three months ended September 30, 2010 as compueiteel three months ended June 30, 2010

Three Months Ended Change
September 30 June 30, Q3’10 vs.
2010 2010 Q2'10

(in thousands except percentages and average monthl
gross profit per paying subscriber)

Gross profit $ 208,75( $204,88! 1.%%
Gross margir 37.1% 39.4%
Average monthly gross profit per paying subscr $ 4.57 $ 4.8 (5.6%
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The decrease in gross margin was primarily attaiblgt to increased investments in streaming conpamtially offset by lower DVD
content acquisition expenses per DVD mailed and#3lecline in monthly DVD shipments per averaggmasubscriber.

We have increased and expect to continue to inerieasstments in our content library, and in pattic may increase spending
associated with streaming content. These invessneotild reduce our gross margin to the extentitftaeéases in content spending, net of
fulfillment costs, outpace growth in our revenues.

Technology and Devel opment

Technology and development expenses consist obppayrd related costs incurred in testing, maintajrand modifying our Web site,
our recommendation and merchandising technologgramements in streaming content to subscribemscoehmunications systems and
infrastructure and other internal-use softwareesyst Technology and development expenses alsalmclosts associated with computer
hardware and software as well as costs paid fodt ffarty Internet-based or “cloud” computing syssamed in connection with our business.

Three months ended September 30, 2010 as compuatteel three months ended September 30, 2009

Three Months Ended Change
September 3C September 3C Q3'10vs
2010 2009 Q3’09
(in thousands except percentages)
Technology and developme $ 42,10¢ $ 30,01« 40.2%
As a percentage of revent 7.€% 7.1%

The $12.1 million increase in technology and depelent expenses was primarily the result of a $5l@mincrease in personnel-
related costs and a $3.1 million increase in faediand equipment related expenses. These insraaseue to a 20.8% growth in headcount
supporting continued improvements in our serviag gnowth in streaming content delivered to our gmgasubscriber base. In addition, costs
paid for cloud computing systems increased $2.1Wanil

Nine months ended September 30, 2010 as compatied tone months ended September 30, 2009

Nine Months Ended Change
September 3C September 3C YTD’ 10 vs
2010 2009 YTD’'09
(in thousands, except percentages)
Technology and developme $ 117,37 $ 81,33 44.%%
As a percentage of revent 7.5% 6.€%

The $36.0 million increase in technology and depelent expenses was primarily attributable to aZhdillion increase in personnel-
related costs and a $12.6 million increase initédl and equipment related expenses. These iregeas due to 21.3% growth in headcount
supporting the continued improvements in our seraied growth in streaming content delivered tograwing subscriber base. In addition,
costs paid for cloud computing systems increaset $lion.

Three months ended September 30, 2010 as compueiteel three months ended June 30, 2010

Three Months Ended Change
September 3C Q3'10vs
June 30,
2010 2010 2'10
(in thousands except percentages)
Technology and developme $ 42,10¢ $37,86: 11.2%
As a percentage of revent 7.6% 7.3%

The $4.2 million increase in technology and develept expenses was primarily attributable to a #iilBon increase in personnel-
related costs. These increases are due to a 6 @#hgin headcount supporting the continued improset® in our service as well as to the
increase in streaming content delivered to our grgwubscriber base. In addition, costs paid foudlcomputing systems increased $1.9
million.

Marketing

Marketing expenses consist primarily of advertistxgenses and payments made to our affiliategydivaj consumer electronics
partners. Advertising expenses include marketimg@m expenditures and other promotional activiiieduding allocated costs of revenues
relating to free trial periods. Payments to ouiliafes, including consumer electronics partnerayie in the form of a fixed fee or may be a
revenue sharing payment. Also included in markegixggense are payroll related expenses.
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Three months ended September 30, 2010 as comuatteel three months ended September 30, 2009

Three Months Ended Change
September 3C September 3C Q3'10vs
2010 2009 Q309

(in thousands except percentages and subscriber
acquisition cost)

Marketing $ 81,23¢ $ 58,55¢ 38.7%
As a percentage of revent 14.7% 13.8%

Other data

Gross subscriber additio 4,101 2,18C 88.1%
Subscriber acquisition co $ 19.81 $  26.8¢ (26.2)%

The $22.7 million increase in marketing expenses pramarily attributable to a $13.8 million increas marketing program spending,
primarily from increased spending in television amine advertising, coupled with growth in our samer electronic partner programs. In
addition, costs of free trials increased $8.4 wnillprimarily due to the 88.1% increase in grossstiber additions, coupled with shipments of
instant streaming discs which enable subscribesgréam content.

Subscriber acquisition cost decreased primarilytdw®ontinued strong organic subscriber growth tedigvith more efficient marketing
spending.

Nine months ended September 30, 2010 as compatied tone months ended September 30, 2009

Nine Months Ended Change
September 3C September 3C YTD’ 10 vs
2010 2009 YTD'09

(in thousands, except percentages and subscriber
acquisition cost)

Marketing $ 230,99( $ 167,02¢ 38.2%
As a percentage of revent 14.1% 13.6%

Other data

Gross subscriber additio 10,65: 6,52¢ 63.1%
Subscriber acquisition co $  21.6¢ $  25.5¢ (15.2)%

The $64.0 million increase in marketing expenses pranarily attributable to a $46.1 million increas marketing program spending,
primarily from increased spending in television amine advertising, coupled with growth in our samer electronic partner programs. In
addition, costs of free trials increased $16.9iamlprimarily due to the 63.1% increase in grodssstber additions, coupled with the
shipment of instant streaming discs which enablsatibers to stream content.

Subscriber acquisition cost decreased primarilytdwontinued strong organic subscriber growth teiigvith more efficient marketing
spending.

Three months ended September 30, 2010 as compueiteel three months ended June 30, 2010

Three Months Ended Change
September 3C Q3'10vs
June 30,
2010 2010 Q2'10

(in thousands except percentages and subscriber
acquisition cost)

Marketing $ 81,23¢ $74,53: 9.0%
As a percentage of revent 14.7%% 14.52%

Other data

Gross subscriber additio 4,101 3,05¢ 34.1%
Subscriber acquisition co $ 19.81 $ 24.37 (18.7)%

The $6.7 million increase in marketing expenses pvasarily attributable to a $4.5 million increaisemarketing program spending,
primarily from increased spending in television edising, coupled with an increase in cost of fréss of $2.1 million due to the 34.1%
increase in gross subscriber additions.

Subscriber acquisition cost decreased due to agedistrong organic subscriber growth coupled witherefficient marketing spendin
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General and Administrative

General and administrative expenses consist offlamd related expenses for executive, financetestd acquisition and administrati
personnel, as well as recruiting, professional faesother general corporate expenses.

Three months ended September 30, 2010 as comatieel three months ended September 30, 2009

Three Months Ended Change
September 3C September 3C Q3'10vs
2010 2009 Q3’09
(in thousands except percentages)
General and administratiy $ 17,13t $ 11,54: 48.4%
As a percentage of revent 3.1% 2.7%

The $5.6 million increase in general and administesexpenses was primarily attributable to a $8illion release of accruals in the
three months ended September 30, 2009 that wasiatesbwith a former class action lawsuit thatlsdtin 2008. In addition, stock-based
compensation expenses increased $2.0 million pilyrdue to increased employee compensation alldcaten total compensation to the
stock option program.

Nine months ended September 30, 2010 as compatiled tine months ended September 30, 2009

Nine Months Ended Change
September 3C September 3C YTD’ 10 vs
2010 2009 YTD’09
(in thousands, except percentages)
General and administratiy $ 51,44 $ 37,80¢ 36.1%
As a percentage of revent 3.2% 3.1%

The $13.6 million increase in general and admiafste expenses was primarily attributable to a $6illon increase in legal costs
resulting from ongoing litigation of claims agaitise Company as well as a $2.0 million releasecofwals in the nine months ended
September 30, 2009 that was associated with a faclags action lawsuit that settled in 2008. Initaoldl, stock-based compensation expenses
increased $5.3 million primarily due to increasethtoyee compensation allocated from total compémsad the stock option program.

Three months ended September 30, 2010 as compueiteel three months ended June 30, 2010

Three Months Ended Change
September 3C Q3’10 vs
June 30,
2010 2010 Q2’10
(in thousands except percentages)
General and administratiy $ 17,13t $17,11¢ 0.1%
As a percentage of revent 3.1% 3.2%

General and administrative expenses for the thimgttms ended September 30, 2010 were relativelaflatompared to the three months
ended June 30, 2010.

Interest Expense

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

Three months ended September 30, 2010 as comuatteel three months ended September 30, 2009

Three Months Ended Change
September 3C September 3C Q3'10vs
2010 2009 Q3’09
(in thousands except percentages)
Interest expens $ 4,94¢ $ 674 633.1%
As a percentage of revent 0.% 0.2%

The $4.3 million increase in interest expense waisedy attributable to the interest expense asgediwith our 8.50% senior notes.

Nine months ended September 30, 2010 as compatled tine months ended September 30, 2009

Nine Months Ended Change




September 3C September 3C YTD ‘10 vs

2010 2009 YTD ‘09
(in thousands except percentages)

Interest expens $ 14,79 $ 2,01¢ 633.2%

As a percentage of revent 0.% 0.2%
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The $12.8 million increase in interest expense evdsely attributable to the interest expense dased with our 8.50% senior notes.

Three months ended September 30, 2010 as comueatteel three months ended June 30, 2010

Three Months Ended Change
September 3C June 30 Q3’10 vs
2010 2010 Q2'10
(in thousands except percentages)
Interest expens $  4,94F $4,89: 1.1%
As a percentage of revent 0.% 0.9%

Interest expense for the three months ended SepteB8@bh2010 was relatively flat asmpared to the three months ended June 30, .

Income Taxes
Three months ended September 30, 2010 as comatieel three months ended September 30, 2009

Three Months Ended Change
September 3C September 3C Q3’10 vs
2010 2009 Q309
(in thousands, except percentages)
Provision for income taxe $ 27,44 $ 20,33( 35.(%
Effective tax rate 42.(% 40.2%

Our effective tax rate for the third quarter of R0gas 42.0% and differed from the federal statutatg due primarily to state taxes. The
increase in our effective tax rate was primarilyilatitable to a discrete detriment consisting ofrde-down of certain deferred tax assets.

Nine months ended September 30, 2010 as compatied tine months ended September 30, 2009

Nine Months Ended Change
September 3C September 3C YTD’ 10 vs
2010 2009 YTD’09
(in thousands, except percentages)
Provision for income taxe $ 79,37¢ $ 55,90¢ 42.(%
Effective tax rate 41.1% 39.7%

Our effective tax rate for the nine months endept&aber 30, 2010 was 41.1% and differed from tderfa statutory rate due primar
to state taxes. The increase in our effective e was primarily attributable to a discrete degmtnconsisting of a write-down of certain
deferred tax assets.

Three months ended September 30, 2010 as compueiteel three months ended June 30, 2010

Three Months Ended Change
September 3C Q3'10vs
June 30,
2010 2010 Q2’10
(in thousands, except percentages)
Provision for income taxe $ 27,44 $29,85! (8.1)%
Effective tax rate 42.(% 40.7%

The increase in our effective tax rate for the¢hmonths ended September 30, 2010 as comparee tioréle months ended June 30,
2010 was primarily attributable to a discrete dheént consisting of a write-down of certain defert@dassets.

Liquidity and Capital Resources

Our primary source of liquidity has been cash geteer from operations. Additionally, in November 20®&e issued $200 million of o
8.50% senior notes due in 2017. Our primary usessii include payroll related expenses, shippingpatkaging expenses and marketing,
our stock repurchase programs, the acquisitionlieadsing of content, and capital expendituresteel@o information technology and
automation equipment. We expect to continue to nsakstantial investments to obtain content, anghiicular expect to increase spending
associated with streaming content. These invessraentld impact our liquidity and in particular aperating cash flows.

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



On June 11, 2010, we announced that our Boardretciirs authorized a stock repurchase program aitpus to repurchase $300
million of our common stock through the end of 20A2 of September 30, 2010, we have purchased gippately $59.4 million of our
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common stock under this program. The timing andalctumber of shares repurchased will depend dows&factors, including price,
corporate and regulatory requirements, debt coueneguirements, alternative investment opportusiéied other market conditions.

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

Three Months Ended Nine Months Ended
September 3C September 3C September 3C September 3C
2010 2009 2010 2009
Net cash provided by operating activit $ 42,227 $ 78,31 $ 179,68: $ 219,24t
Net cash (used in) provided by investing activi (5,606 15,59( (57,899 (92,827
Net cash used in financing activiti (30,840 (125,659 (142,909 (210,58)

Operating Activities

Cash provided by operating activities decreasedi$3@lion or 46.1% during the three months endegt8mber 30, 2010 as compared
to the three months ended September 30, 2009, piyrdae to increased spending for content acqaisiand licensing other than DVD
content library of $95.8 million. This increase wamipled with increased content delivery expen$&4.8.4 million primarily resulting from
higher costs associated with our use of third pdetivery networks to deliver streaming content arf12% increase in the number of DVDs
mailed to subscribers, increased advertising agchpats to our affiliates of $13.8 million, incredggayroll expenses of $10.1 million due to
a 11% increase in employees, increased fulfillnesipenses of $9.9 million, and increased currenptaxision of $7.1 million. The increase
in these expenses was partially offset by an irseréa subscription revenues of $130.1 million réisglfrom a 43.5% increase in the average
number of paying subscribers.

Cash provided by operating activities decrease$id®y6 million or 18.0% during the nine months en8egtember 30, 2010 as
compared to the nine months ended September 30, @d@arily due to increased spending for contequasition and licensing other than
DVD content library of $153.3 million. This increagvas coupled with increased content delivery esegof $66.9 million primarily
resulting from higher costs associated with ourafglird party delivery networks to deliver streéamcontent and an 11.1% increase in the
number of DVDs mailed to subscribers, increaseadbing and payments to our affiliates of $46.1liom, increased payroll expenses of
$26.1 million due to a 13% increase in employassgased fulfillment expenses of $23.3 million, amteased current tax provision of $2
million. The increase in these expenses was plgrbéfset by an increase in subscription revenueb3d 1.0 million resulting from a 38.0%
increase in the average number of paying subsestiber

Investing Activities

During the three months ended September 30, 20&0rapared to the three months ended Septembef80, 2ash used in investing
activities increased $21.2 million primarily duea®45.2 million decrease in the proceeds frons#les and maturities of available-for-sale
securities. This decrease was partially offset B&4 million decrease in acquisitions of DVD amttlibrary, as more DVDs were obtained
through revenue sharing agreements in the thirdeuaf 2010 as compared to the same prior yeaogheasind a $5.6 million decrease in
purchases of available-for-sale securities.

During the nine months ended September 30, 20t0rapared to the nine months ended September 30, 286h used in investing
activities decreased $34.9 million primarily dueat§45.0 million decrease in acquisitions of DVDviamt library, as more DVDs were
obtained through revenue sharing agreements asazethfo the same prior year period, coupled wis2%0 million decrease in the
purchases of available-for-sale securities. Thsehse was partially offset by a $46.3 million éase in proceeds from the sales and
maturities of available-for-sale securities.

Financing Activities

During the three months ended September 30, 20&06rapared to the three months ended Septembe0B80, 2ash used in financing
activities decreased $94.8 million primarily dueatdecrease in repurchases of our common stock28$nillion coupled with a $14.5
million increase in the excess tax benefits frootlstbased compensation and an $8.2 million increepeoceeds from the issuance of
common stock.

During the nine months ended September 30, 20t0rapared to the nine months ended September 30, 286h used in financing
activities decreased $67.7 million primarily dueatdecrease in repurchases of our common stoc&7 $nillion coupled with a $25.6
million increase in the excess tax benefits froatlstbased compensation and a $7.9 million increapeoceeds from the issuance of
common stock.

Free Cash Flow

We define free cash flow as cash provided by opgrand investing activities excluding the non-gtiemal cash flows from purchases
and sales of short-term investments and cash flaws investment in business. We believe free clsh is an important liquidity
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metric because it measures, during a given pett@damount of cash generated that is availablegay debt obligations, make investments,
repurchase our stock, and for certain other awsiif-ree cash flow is considered a @AAP financial measure and should not be consid
in isolation of, or as a substitute for, net incomgerating income, cash flow from operating atitgi, or any other measure of financial
performance or liquidity presented in accordandh WAAP. The following table reconciles net casbvided by operating activities, a
GAAP financial measure, to free cash flow, a nonABRAinancial measure (in thousands):

Three Months Ended Nine Months Ended
September 3C September 3C September 3C September 3C
2010 2009 2010 2009
Non-GAAP free cash flow reconciliation:

Net cash provided by operating activi $ 42,22 $ 78,31 $ 179,68 $ 219,24t
Acquisition of DVD content libran (29,900 (46,277) (90,997 (135,996
Purchases of property and equipm (7,342) (9,999 (19,406 (23,499
Acquisition of intangible asse (375) — (50%) (200
Proceeds from sale of DVL 3,10¢ 3,34¢ 10,90¢ 7,23(
Other asset 48 134 (114 14:
Non-GAAP free cash flow $ 7,767 $ 25,52 $ 79,57« $ 66,92¢

Free cash flow for the three months ended SepteB8the010 decreased by $17.8 million as compareddime period in prior
year. The decrease is primarily due to changeash 8ow from operation:

Free cash flow for the nine months ended SepteB®e2010 increased by $12.7 million as compared#imee period in prior year. The
increase is primarily due to lower additions to BWD content library and lower capital expenditucesipled with an increase in the proce
received from the sale of previously viewed DVDke3e increases in net cash flow were offset bygdgmm cash flow from operations.

Contractual Obligations

For the purposes of this table, contractual ohiliget for purchases of goods or services are defiseajreements that are enforceable
and legally binding and that specify all signifitérms, including: fixed or minimum quantitieskie purchased; fixed, minimum or variable
price provisions; and the approximate timing of ttamsaction. The expected timing of payment ofabkgations discussed above is
estimated based on information available to us & ptember 30, 2010. Timing of payments and actmadunts paid may be different
depending on the time of receipt of goods or sew/iar changes to agreed-upon amounts for someatiblig. The following table
summarizes our contractual obligations at Septerd®e2010 (in thousands):

Payments due by Period

Less than More than
Contractual obligations (in thousands): Total 1 year 1-3 years 3-5 years 5 years
8.50% senior note $ 32750( $ 17,000 $ 34,000 $ 34,000 $242,50(
Operating lease obligatiol 46,674 12,63¢ 19,147 10,46 4,421
Lease financing obligations ( 24,59¢ 4,16( 7,68¢ 5,88¢ 6,86¢
Content obligation 1,409,24i 547,57! 586,06 275,60! —
Other purchase obligatiol 109,22. 93,73% 10,86( 4,62¢ —
Total $1,917,24¢  $675,11. $657,75¢ $330,58. $253,78°

(1) Inthe first quarter of 2010, we extended theilities leases for the Los Gatos buildings. Sate 8 to the consolidated financial
statements for further discussion of our leasenfiivy obligations

As of September 30, 2010, we had gross unrecogtézelenefits of $15.5 million. We are currentlyden examination in California fq
years 2006 and 2007. It is reasonably possiblettiggiability associated with our unrecognized baxefits will increase or decrease wit
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the next twelve months. These changes may be sét i ongoing audits. At this time, an estimaft¢he range of reasonably possible
outcomes, including the timing of such paymentsicaibe made. Therefore, potential payments ar@éohtded in the above contractual
obligations table.

We also have certain license agreements with stutiit include a maximum number of titles that way/ror may not receive in the
future. Access to these titles is based on theetisn of the studios and, as such, we may noivedhese titles. If we did receive access to
the maximum number of titles, we would incur u@toadditional $21.6 million in commitments.

We have entered into an agreement under which we th@ obligation to pay license fees in exchamgedértain qualifying titles that
are released theatrically in the United States 240 through 2018, subject to certain minimum awacimum requirements. The license 1
are based on the number of titles received and siartbeatrical exhibition receipts of titles. Agese titles have not yet been released in
theatres, we are unable to estimate the amouhis paid under this arrangement and accordingly aoebunts are not reflected in the above
contractual obligations table. However, such am®an¢ expected to be significant.

We anticipate entering into other agreements t#mbe streaming content, which if consummated, wddlt in significant additional
commitments.

Off-Balance Sheet Arrangements

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

Indemnification

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

Recent Accounting Pronouncements

There have been no recent accounting pronounceraeak&anges in accounting pronouncements duringittemonths ended
September 30, 2010, as compared to the recent@oogypronouncements described in our Annual Repofform 10-K for the year ended
December 31, 2009, that are of significance, oemtidl significance, to us.
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ltem 3. Quantitative and Qualitative Disclosures About Market Risk

For financial market risks related to changes tarigst rates, reference is made to Item 7A “Quatnté and Qualitative Disclosures
About Market Risk” contained in Part Il of our AreduReport on Form 10-K for the year ended Decer3the2009. Our exposure to market
risk has not changed significantly since Decemlg2B09.

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

Our management, with the participation of our Cligécutive Officer and Chief Financial Officer, &vated the effectiveness of our
disclosure controls and procedures (as defineduiadR13a-15(e) and 15d-15(e) under the Securitiebdhge Act of 1934, as amended) as of
the end of the period covered by this Quarterlydrepn Form 10-Q. Based on that evaluation, oueCEkecutive Officer and Chief
Financial Officer concluded that our disclosuretools and procedures as of the end of the perivdrea by this Quarterly Report on Form
10-Q were effective in providing reasonable assurdinaeinformation required to be disclosed by ueejports that we file or submit under
Securities Exchange Act of 1934, as amended, ie¢)rded, processed, summarized and reportedwithitime periods specified in the
Securities and Exchange Commission’s rules andga@mna (ii) accumulated and communicated to our geamant, including our Chief
Executive Officer and Chief Financial Officer, ggpeopriate, to allow timely decisions regardinguiegd disclosure.

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

Changesin Internal Control Over Financial Reporting

There were no changes in our internal control dwancial reporting that occurred during the quaeteded September 30, 2010 that
have materially affected, or are reasonably likelynaterially affect, our internal control overdimcial reporting.
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PART Il. OTHER INFORMATION

Item 1. Legal Proceedings

The information set forth under Note 9 in the ndtesonsolidated financial statements under thé@apLitigation” is incorporated
herein by reference.

ltem 1A. Risk Factors

There have been no material changes from risk faet® previously disclosed under the heading “Raétors” in the Company’s
Annual Report on Form 10-K for the year ended Ddmam31, 2009 except for the following additionasiRFactor:

We could be subject to economic, political, regulatory and other risks arising from our international operations.

We recently launched a streaming only subscripgiemvice in Canada and anticipate further internatiexpansion. Operating in
international markets requires significant resosi@ed management attention and will subject usdalatory, economic and political risks
that are different from and incremental to fromshdn the United States. In addition to the risks tve face in the United States our
international operations involve risks that coulidersely affect our business, including:

» the need to adapt our content and user interfacespgcific cultural and language differenc
» difficulties and costs associated with staffing amahaging foreign operatior

* management distractio

» political or social unrest and economic instabijl

» compliance with U.S. laws such as the Foreign QurRuactices Act, and local laws prohibiting cotrppyments to government
officials;

« difficulties in understanding and complying wittcéd laws, regulations and customs in foreign jucisoins;
e unexpected changes in regulatory requirem

» less favorable foreign intellectual property la

e adverse tax consequenc

» fluctuations in currency exchange rates, which @¢awmpact revenues and expenses of our internataperitions and expose us to
foreign currency exchange rate ri:

» profit repatriation and other restrictions on thensfer of funds

» new and different sources of competiti

« different and more stringent user protection, gaitdection, privacy and other laws; @

« availability of reliable broadband connectivity anitle area networks in targeted areas for expan

Our failure to manage any of these risks succdgsfalld harm our future international operationsl @ur overall business, and results
of our operations.

Item 2. Unregistered Sales of Equity Securities and Use Bfoceeds
Stock repurchases during the three months endeae@bpr 30, 2010 were as follows:

Total Number of Shares
Maximum Dollar Value that
Purchased as Part of

Total Number of Average Price Publicly Announced May Yet Be Purchased
Period Shares Purchase Paid per Share Programs Under the Program (1)
July 1, 201(- July 31, 201( 505,00( $ 110.9¢ 505,00( $ 243,156,82
August 1, 201 August 31, 201( 25,00( 100.8¢ 25,00( 240,635,67
September 1, 201- September 30, 20 — — — 240,635,67
Total 530,00( $ 110.4¢ 530,00( 240,635,67
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(1) OnJune 11, 2010, the Company announced thBbiard of Directors authorized a stock repurclpdese that enables the Company to
repurchase up to $300 million of its common stdobktigh the end of 2012. The timing and actual nurobshares repurchased will
depend on various factors including price, corpoeatd regulatory requirements, debt covenant reongints, alternative investment

opportunities and other market conditio
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Item 6. Exhibits
(a) Exhibits:
Exhibit Incorporated by Reference Filed
Number Exhibit Description Form File No. Exhibit Filing Date Herewith
3.1 Amended and Restated Certificate of Incorpora 10-Q 00C-4980z 3.1 August 2, 200:-
3.2  Amended and Restated Byla 8-K 00(C-4980: 3.1 March 20, 200¢
3.3  Certificate of Amendment to the Amended and Redtate
Certificate of Incorporatio 10-Q 00C-4980: 3.3 August 2, 200«
4.1 Form of Common Stock Certifica S-1/A 33:-8387¢ 4.1 April 16, 2002
4.2 Indenture, dated November 6, 2009, among Netttig,, Ithe
guarantors from time to time party thereto and WEHKrgo
Bank, Nation Association, relating to the 8.50% iSeNotes
due 2017 8-K 00C-4980: 4.1  November 9, 200
10.1t Form of Indemnification Agreement entered into bg t
registrant with each of its executive officers aictors S-1/A 33:-8387¢ 10.1 March 20, 200:
10.2t 2002 Employee Stock Purchase F Def 14A  00(-4980: A April 8, 2010
10.3t Amended and Restated 1997 Stock | S-1/A 333-8387¢ 10.2 May 16, 200z
10.4t Amended and Restated 2002 Stock f Def 14A  00C-4980: A March 31, 200¢
10.5 Amended and Restated Stockhol’ Rights Agreemer S-1 33:-8387¢ 10.t March 6, 200z
10.8t Description of Director Equity Compensation P 8-K 00C-4980z 99.1 June 16, 201
10.91 Description of Director Equity Compensation P 8-K 00C-4980: 10.1 December 28, 20(
10.10° Amended and Restated Executive Severance and Retent
Incentive Plar 10-Q 00C-4980z  10.1(C May 5, 200¢
31.1 Certification of Chief Executive Officer Pursuant$ection 30
of the Sarban+-Oxley Act of 200z X
31.2 Certification of Chief Financial Officer Pursuant$ection 302
of the Sarban+-Oxley Act of 200z X
32.1* Certifications of Chief Executive Officer and Chighancial
Officer Pursuant to Section 906 of the SarbanespALt of
2002 X
101  The following financial information from Netflix,nic.’s
Quarterly Report on Form 10-Q for the quarter ended
September 30, 2010 filed with the SEC on July 20,02
formatted in XBRL includes: (i) Consolidated Statarts of
Operations for the Three and Nine Months Endedeeiper
30, 2010 and 2009, (ii) Consolidated Balance Sheeetsf
September 30, 2010 and December 31, 2009, (iiisGlatated
Statements of Cash Flows for the Three and Ninetion
Ended September 30, 2010 and 2009 and (iv) thesNote
Consolidated Financial Statements, tagged as blofctext. X
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*  These certifications are not deemed filed by $C and are not to be incorporated by referene@yrfiling we make under the
Securities Act of 1933 or the Securities Exchangedk 1934, irrespective of any general incorparatanguage in any filing:
t  Indicates a management contract or compensatony
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SIGNATURES

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

N ETFLIX, | NC.

Dated: October 25, 2010 By: /'s/ REEDH ASTINGS

Reed Hastings
Chief Executive Officer
(Principal executive officer)

Dated: October 25, 2010 By: /sl BARRYM c C ARTHY
Barry McCarthy
Chief Financial Officer
(Principal financial and accounting officer)
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EXHIBIT INDEX

Exhibit
Number Exhibit Description

3.1 Amended and Restated Certificate of Incorpora
3.2 Amended and Restated Byla

3.3 Certificate of Amendment to the Amended and Redt@tertificate

of Incorporatior

4.1 Form of Common Stock Certifica

4.2 Indenture, dated November 6, 2009, among Netftig,,Ithe

guarantors from time to time party thereto and ¥EHrgo Bank,
Nation Association, relating to the 8.50% Seniotd$adue 2017

10.1t Form of Indemnification Agreement entered into bg tegistrant

with each of its executive officers and direct
10.2t 2002 Employee Stock Purchase F
10.31 Amended and Restated 1997 Stock F
10.4t Amended and Restated 2002 Stock F
10.5 Amended and Restated Stockhol’ Rights Agreemer
10.8t Description of Director Equity Compensation P
10.9t Description of Director Equity Compensation P

10.100 Amended and Restated Executive Severance and Ratent

Incentive Plar

31.1 Certification of Chief Executive Officer Pursuant$ection 302 ¢

the Sarban«Oxley Act of 2002

31.2 Certification of Chief Financial Officer Pursuant$ection 302 of

the Sarbane«Oxley Act of 200z

32.1* Certifications of Chief Executive Officer and Chlghancial

Officer Pursuant to Section 906 of the Sarb-Oxley Act of 200z

101  The following financial information from Netflixnic.’s Quarterly
Report on Form 10-Q for the quarter ended Septe@®e?2010
filed with the SEC on July 27, 2010, formatted iBRL includes:
(i) Consolidated Statements of Operations for thee@ and Nine
Months Ended September 30, 2010 and 2009, (ii) Qmzed
Balance Sheets as of September 30, 2010 and Dec&m/i2009,
(iii) Consolidated Statements of Cash Flows forTheee and

Nine Months Ended September 30, 2010 and 2009ienthé

Notes to Consolidated Financial Statements, taggdalocks o

text.

Incorporated by Reference Filed
Form File No. Exhibit Filing Date Herewith
16-Q 00C-4980: 3.1 August 2, 200
8-K 00C-4980: 3.1 March 20, 200¢
16-Q 00C-4980: 3.3 August 2, 200
S-1/A  333-8387¢ 4.1 April 16, 2002
8-K 00C-4980: 4.1  November 9, 200
S-1/A  3338387¢ 10.1 March 20, 200:
Def 14~ 00C-4980: A April 8, 2010
S-1/A 33%-8387¢ 10.3 May 16, 200z
Def 14~ 00(-4980: A March 31, 200¢
S-1 33:-8387¢  10.5 March 6, 200z
8-K 00C-4980z 99.1 June 16, 201
8-K 00C-4980z 10.1 December 28, 20(
16-Q 00C-4980z 10.1C May 5, 200¢
X
X
X
X

*  These certifications are not deemed filed by $C and are not to be incorporated by referene@yrfiling we make under the

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

t  Indicates a management contract or compensatony
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Exhibit 31.1

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

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

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

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

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

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

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

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

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

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

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

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

Dated: October 25, 2010 By: /s/ REED H ASTINGS

Reed Hastings
Chief Executive Officer




Exhibit 31.2

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

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

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

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

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

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

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

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

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

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

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

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

Dated: October 25, 2010 By: /s/ BARRY M ¢ C ARTHY

Barry McCarthy
Chief Financial Officer




Exhibit 32.1

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

I, Reed Hastings, certify, pursuant to 18 U.S.GtiSa 1350, as adopted pursuant to Section 90B6eoSarbane®xley Act of 2002, the
the Quarterly Report on Form 10-Q of Netflix, Ifigr the quarter ended September 30, 2010 fully d@spvith the requirements of
Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and that information contained in sugport fairly presents, in all material
respects, the financial condition and results arapjons of Netflix, Inc.

Dated: October 25, 2010 By: /s/ _REEDH ASTINGS

Reed Hastings
Chief Executive Officer

I, Barry McCarthy, certify, pursuant to 18 U.S.@cBon 1350, as adopted pursuant to Section 9@edbarbanes-Oxley Act of 2002,
that the Quarterly Report on Form 10-Q of Netflng. for the quarter ended September 30, 2010 &dinplies with the requirements of
Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and that information contained in sugport fairly presents, in all material
respects, the financial condition and results arapions of Netflix, Inc.

Dated: October 25, 2010 By: s/ BARRY M c C ARTHY

Barry McCarthy
Chief Financial Officer




