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Netflix, Inc.
Condensed 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
2004 2005 2004 2005
Revenues
Subscriptior $ 140,41- $ 172,74 $ 359,94 $ 489,211
Sales 1,23( 1,571 2,38¢ 3,741
Total revenue 141,64 174,31 362,33! 492,95¢
Cost of revenues
Subscriptior 71,13( 97,87¢ 197,17¢ 291,82:
Sales 471 1,18¢ 83¢ 2,54;
Total cost of revenue 71,60! 99,061 198,01t 294,36:
Gross profil 70,04: 75,25( 164,31¢ 198,59:
Operating expense
Fulfillment* 15,01 17,544 40,17¢ 51,79¢
Technology and developmer 6,32¢ 8,00¢ 17,01¢ 22,674
Marketing* 22,52¢ 32,861 69,69" 95,00¢
General and administrative 4,122 8,02( 10,53¢ 17,92t
Stoclk-based compensatic 3,66( 3,29¢ 12,22¢ 10,99t
Total operating expens 51,64t 69,73( 149,65 198,40(
Operating incom 18,39¢ 5,52( 14,66¢ 191
Other income (expense
Interest and other incon 57¢ 1,491 1,47¢ 3,78¢
Interest and other expen (52 (13 (113) (54)
Net income before income tax 18,92t 6,99¢ 16,02¢ 3,92¢
Provision for income taxe — 52 — 10¢
Net income $ 18,92t $  6,94¢ $ 16,02¢ $  3,81¢
Net income per shar
Basic $ .36 $ A3 $ 31 $ .07
Diluted $ .29 $ A1 $ 2E $ .06
Weighte-average common shares outstand
Basic 52,21 53,69: 51,79¢ 53,231
Diluted 64,44¢ 66,01: 64,791 64,92¢
*Amortization of stoc-based compensation not included in expense
items:
Fulfillment $ 317 $ 227 $ 1,29 $ 1,00C
Technology and developme 1,672 94¢ 5,164 3,49¢
Marketing 51€ 59¢ 1,66z 1,96:
General and administrati 1,15¢ 1,521 4,11( 4,531
Total stocl-based compensatic $  3,66( $ 3,29 $ 12,22¢ $ 10,99t

See accompanying notes to condensed consolidaizacial statements.
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Assets

Current assett
Cash and cash equivalel
Prepaid expense
Prepaid revenue sharing expen
Other current asse

Total current asse
DVD library, net
Intangible assets, n
Property and equipment, r
Deposits
Other asset

Total asset

Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payabl
Accrued expense
Deferred revenu

Netflix, Inc.
Condensed Consolidated Balance Sheets
(unaudited)

(in thousands, except share and par value data)

Current portion of capital lease obligatic

Total current liabilities
Deferred ren

Total liabilities
Commitments and Contingenci
Stockholder equity:

Common stock, $0.001 par value; 160,000,000 steargmrized at December 31, 2004 and
September 30, 2005; 52,732,025 and 53,961,946dsmu outstanding at December 31, 2004 and

September 30, 2005, respectiv
Additional paic-in capital
Deferred stoc-based compensatic
Accumulated other comprehensive i
Accumulated defici

Total stockholder equity

Total liabilities and stockholde’ equity

See accompanying notes to condensed consolidataukcfal statements.

5

As of

December 31 September 3C

2004 2005
$ 174,46: $ 181,88t
2,741 2,91¢
4,69 3,71(C
5,44¢ 3,40¢
187,34¢ 191,91¢
42,15¢ 52,73t
961 46¢
18,72¢ 30,41t
1,60( 1,56¢
1,00( 1,19
$ 251,79 $ 278,30:
$ 49,77¢ $ 43,95
13,13! 20,40¢
31,93¢ 34,40(
68 —
94,91( 98,75
60C 87t
95,51( 99,63(
53 54
292,84 308,12¢
(4,699 (1,407
(222) (222)
(131,699 (127,88))
156,28 178,67:
$ 251,79 $ 278,30:
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Netfli

X, Inc.

Condensed Consolidated Statements of Cash Flows
(unaudited)

(in tho

usands)

Three Months Ended

Nine Months Ended

September 3C September 3C September 3C September 3C
2004 2005 2004 2005
Cash flows from operating activities:
Net income $ 18,92t $  6,94¢ $ 16,02¢ $ 3,81¢
Adjustments to reconcile net income to net caskigded by
operating activities
Depreciation of property and equipm 1,56¢ 2,42¢ 4,144 6,51¢
Amortization of DVD library 20,45( 24,47 59,71¢ 72,03t
Amortization of intangible asse 458 13¢ 1,53 973
Stoclk-based compensation expel 3,66( 3,29¢ 12,22¢ 10,99t
Stock option income tax benef — 12 — 12
Loss on disposal of sh-term investment — — 274 —
Gain on disposal of DVD (941) (819) (1,732 (2,15€)
Non-cash interest expen 11 — 33 11
Changes in operating assets and liabilit
Prepaid expenses and other current a (3,47%) 1,401 (5,000 2,85z
Accounts payabl 5,11¢ (12,260 15,01« (5,829
Accrued expense 1,98¢ 6,70z 4,21¢ 7,27:
Deferred revenu 1,40% 90: 8,33¢ 2,46¢
Deferred ren 10¢ 9C 24¢€ 27E
Net cash provided by operating activit 49,26¢ 33,30¢ 115,03 99,24¢
Cash flows from investing activities:
Purchases of shiterm investment — — (58¢€) —
Proceeds from sale of sh-term investment — — 45,01 —
Purchases of property and equipm (4,16%) (5,429 (8,027) (18,209
Acquisition of intangible assi — (481) — (481)
Acquisitions of DVD library (31,98¢) (21,939 (79,639 (84,19))
Proceeds from sale of DVL 1,23( 1,57 2,38¢ 3,741
Deposits and other assi (20€) (10 (399 (165)
Net cash used in investing activiti (35,129 (26,282) (41,239 (99,309
Cash flows from financing activities:
Proceeds from issuance of common si 373 3,88¢ 4,49 7,56¢
Principal payments on notes payable and capitaklealigation: (200) — (329 (79)
Net cash provided by financing activiti 273 3,88¢ 4,16¢ 7,481
Effect of exchange rate changes on cash and casaénts (44) — (449 —
Net increase in cash and cash equival 14,37( 10,91« 77,92( 7,42¢
Cash and cash equivalents, beginning of pe 153,44 170,97: 89,89 174,46
Cash and cash equivalents, end of pe $ 167,81 $ 181,88t $ 167,81 $ 181,88t

See accompanying notes to condensed consolidataukcfal statements.
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Netflix, Inc.
Notes to Condensed Consolidated Financial Statement
(In thousands, except shares, per share data andrngentages)

1. Basis of Presentation and Summary of Significant Accounting Policies

The accompanying condensed consolidated interiaméiral statements of Netflix, Inc. and its whollyreed subsidiary (the “Company”) have
been prepared in conformity with accounting prifespgenerally accepted in the United States andarsistent in all material respects with
those applied in the Company’s annual report omFtd-K for the year ended December 31, 2004. Thparation of consolidated financial
statements in conformity with U.S. generally acedpccounting principles requires management teereatimates and judgments that affect
the amounts reported in the consolidated finarstetements and accompanying notes. Examples inthadestimate of useful lives and
residual value of its DVD library; the valuation sibck-based compensation; and the recognitiomasasurement of income tax assets and
liabilities. The actual results experienced by@mnpany may differ from management'’s estimates.

The interim financial information is unaudited, eflects all normal recurring adjustments that aréhe opinion of management, necessary to
fairly present the information set forth thereitneTinterim financial statements should be readimjunction with the audited financial
statements and related notes included in the Cop'g@004 annual report on Form 10-K filed with tBecurities and Exchange Commission
on March 15, 2005. Interim results are not necdgsadicative of the results for a full year. Cairt amounts reported in previous periods have
been reclassified to conform to the current presént.

Fair Value of Financial | nstruments

The fair value of the Compa’s cash, shc-term investments, accounts payable, accrued expamskcapital lease obligations approximi
their carrying value due to their short maturity.
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Netflix, Inc.
Notes to Condensed Consolidated Financial Statement Continued
(In thousands, except shares, per share data andngentages)

Restricted Cash
As of September 30, 2005, other assets includedatesl cash of $1,000 related to a workers’ conspéion insurance deposit.

Revenue Recognition

Subscription revenues are recognized ratably dweaw subscrib’s monthly subscription period. Refunds to subscsilage recorded as
reduction of revenues. Revenues from sales of D84dks are recorded upon shipment.

Cost of Revenues

Cost of subscription revenues consists of revehadrgy expenses, amortization of the DVD libramoatization of intangible assets relatec
equity instruments issued to studios, and postagepackaging expenses related to DVDs provideaying subscribers. Revenue sharing
expenses are recorded as DVDs subject to revermumgltagreements are shipped to subscribers. €88¢D sales include the net book value
of the DVDs sold, shipping charges and, where apple, a contractually specified percentage okties value for the DVDs that are subject
to revenue share agreements.

Fulfillment

Fulfillment expenses represent those costs incumreperating and staffing the Compi’s fulfillment and customer service centers, inahgg
costs attributable to receiving, inspecting andeliausing the Company’s DVD library. Fulfillment exses also include credit card fees.

Technology and Devel opment

Technology and development expenses consist obppayrd related costs incurred in testing, maintejrand modifying the Compa’s Web
Site, its recommendation service, developing sohgifor downloading movies to subscribers, telecoamioations systems and infrastructure
and other internal-use software systems. Technaoglydevelopment expenses also include depreciati@momputer hardware and capitalized
software.

Marketing

Marketing expenses consist of payroll and relatgebpses and advertising expenses. Advertising egseinclude marketing program
expenditures and other promotional activities,udahg revenue sharing expenses, postage and pagkaxpenses and library amortization
related to free trial periods. Advertising costs expensed as incurred except for advertising mtazucosts, which are expensed the first time
the advertising is run.

In November of 2002, the Emerging Issues Task FOrE4TF”) reached a consensus on Issue No. 02At6punting by a Customer (Including
a Reseller) for Certain Consideration Received foiendor, which addresses the accounting for cash congidergiven to a reseller of a
vendor’s products from the vendor. The Companyitndendors participate in a variety of cooperatideertising programs and other
promotional programs in which the vendors provitee €ompany with cash consideration in exchangenfirketing and advertising of the
vendor’s products. If the consideration receivgatesents reimbursement of specific incrementalidaudtifiable costs incurred to promote the
vendor’s product, it is recorded as an offset ioahsociated marketing expense incurred. Any raiseipuent greater than the costs incurred is
recognized as a reduction of cost of revenues wbargnized in the Company’s statement of operations

Revenue Sharing Expenses

The Company acquires DVDs from studios and distoitsuthrough either direct purchases or revenugrghagreements. The revenue sharing
agreements enable the Company to obtain DVDs@wverlupfront cost than under traditional directghase arrangements. Under the revenue
sharing agreements, the Company shares a perceaitdgeactual net revenues

generated by the use of each particular title withstudios over a fixed period of time, or thadeTiterm, which is typically twelve months for
each DVD title. At the end of the Title Term, ther@pany generally has the option of returning theDDtWle to the studio, destroying the title
or purchasing the title. The revenue sharing exgease expensed to ‘Cost of Subscription ReverageBVDs subject to revenue sharing
agreements are shipped to subscribers.

The terms of some revenue sharing agreements twidios obligate the Company to make minimum reveshaing payments for certain titl
The Company amortizes minimum revenue sharing prapats (or accretes an amount payable to studibe ipayment is due in arrears) as
revenue sharing obligations are incurred. A pravidor estimated shortfall, if

8
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Netflix, Inc.
Notes to Condensed Consolidated Financial Statement Continued
(In thousands, except shares, per share data andngentages)

any, on minimum revenue sharing payments is matleeiperiod in which the shortfall becomes probainié can be reasonably estimated.
Additionally, the terms of some revenue-sharingeagrent with studios provide for rebates based bieginig specified performance levels.
The Company accrues for these rebates as earned tahistorical title performance and estimatedesfiand for the titles over the remainder
of the title term. Actual rebates may vary whiclulcbresult in an increase or reduction in the eatad amounts previously accrued.

2. Recent Accounting Pronouncements

In December 2004, the Financial Accounting Stansl&uolard (“FASB”) issued Statement of Financial Aegting Standards (“SFAS”) No. 123
(R), Share-Based Paymenivhich establishes standards for transactionshiictwan entity exchanges its equity instrumentgfwrds or
services. This standard replaces SFAS No. A28punting for Stock-Based Compensatod supersedes APB Opinion No. 28counting for
Stock Issued to Employe€eBhis Standard requires a public entity to meagheecost of employee services received in exchéorgen award ¢
equity instruments based on the grant-date fairevaf the award. This eliminates the exceptionctmant for such awards using the intrinsic
method previously allowable under APB Opinion Nb. B March 2005, the Securities and Exchange Casion (“SEC”) issued Staff
Accounting Bulletin 107 (“SAB 107") which summarizéhe views of the SEC staff regarding the intéoadbetween SFAS 123(R) and certain
SEC rules and regulations and provides the staif\ws regarding the valuation of share-based paymreangements for public companies. In
April 2005, the SEC issued Release 33-8568 delayiagffective date of SFAS 123(R), and as suclCtirapany will be required to
implement the provisions of SFAS No. 123(R) begignianuary 1, 2006. The Company previously adapeeéair value recognition
provisions of SFAS No. 123 in the second quarte2Qf3, and restated prior periods at that time ofdiongly the Company believes SFAS No.
123(R) will not have a material impact on its fic& position or results of operations.

In March 2005, the FASB issued FIN 47, Accountinog@onditional Asset Retirement Obligations. FINd&rifies that an entity must record a
liability for a “conditional” asset retirement obétion if the fair value of the obligation can leasonably estimated. The provision is effective
for no later than the end of fiscal years endingradecember 15, 2005. The Company does not exipectdoption of this standard to have a
material effect on its financial position or resulf operations.

In June 2005, the FASB issued SFAS No. ¥etounting Changes and Error CorrectionSFAS 154 replaces APB Opinion No. 20,
Accounting Changeand SFAS No. 3Reporting Accounting Changes in Interim Financi&t&ments SFAS 154 requires that a voluntary
change in accounting principle be applied retro8pely with all prior period financial statementsegented on the new accounting principle.
SFAS 154 also requires that a change in metho@pfetiating or amortizing a lorliyed nonfinancial asset be accounted for prospelstias ¢
change in estimate, and correction of errors iwipresly issued financial statements should be tdreneestatement. SFAS 154 is effective for
accounting changes and correction of errors maéiedal years beginning after December 15, 200fhdlgh the Company will continue to
evaluate the application of SFAS 154, it does motently believe that the adoption of this standaiitihave a material impact on its financial
position or results of operations.

In September 2005, the Emerging Issues Task FUEtER") issued EIF 05-06, Determining the Amortization Period for Leasehold
Improvements after Lease Inception or Acquired Buginess Combinatic’. EITF 05-06 requires that leasehold improvemetguired in a
business combination be capitalized over the shoftthe useful life of the assets or a term thatudes required lease periods and renewals
that are deemed to be reasonably assured at thefatquisition. EITF 05-06 also requires leasefimiprovements that are placed in service
significantly after and not contemplated at or rtharbeginning of the lease term should be amattizeer the shorter of the useful life of the
assets or a term that includes required leasedsednd renewals that are deemed to be reasonaiisedgas defined in paragraph 5 of
Statement 13, Accounting for Lease$ at the date the leasehold improvements are @seth EITF 05-06 is effective for leasehold
improvements that are purchased or acquired inrtieggperiods beginning after June 29, 2005. Eadgption of the consensus is permitted in
periods for which financial statements have nonlissued. The Company does not expect the adoptiBRTF 05-06 will have a material
effect on its financial position or results of ogions.

3.DVD Library

The Company remits an upfront payment to acquilestfrom the studios and distributors. This payhiecludes a contractually specified
initial fixed license fee that is capitalized andatized in accordance with the Company’s DVD ligramortization policy. Volume purchase
discounts received from studios on the purchasiled are recorded as a

9
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Netflix, Inc.
Notes to Condensed Consolidated Financial Statement Continued
(In thousands, except shares, per share data andngentages)

reduction of DVD library inventory when earned. TBempany amortizes its DVD library, less estimatelyage value, on a “sum-of-the-
months” accelerated basis over its estimated uséfulThe useful life of the new-release DVDs datk-catalogue DVDs is estimated to be 1
year and 3 years, respectively. In estimating geful life of its DVD library, the Company takesaraccount library utilization as well as
estimate for lost or damaged DVDs.

Prior to July 1, 2004, the Company amortized th& obits entire DVD library, including the capite¢d portion of the initial fixed license fee,
on a “sum-of-the-months” accelerated basis overyeae. However, based on a periodic evaluatiorotti bew release and back-catalogue
utilization for amortization purposes, the Compaeyermined that back-catalogue titles have a sagmfly longer life than previously
estimated. As a result, the Company revised thmata of useful life for the back-catalogue DVDréby from a “sum of the months”
accelerated method using a one-year life to theesaroelerated method of amortization using a thieee-ife. The purpose of this change was
to more accurately reflect the productive life ld$e assets. In accordance with Accounting PrieeiBbard Opinion No. 2@ccounting
Changegq“APB 20"), the change in life has been accountatbk a change in accounting estimate on a pragpdssis from July 1, 2004.
New releases will continue to be amortized ovena year period. As a result of the change in thienased life of the bac-catalogue library,
total cost of revenues was $7.8 million lower, inebme was $7.8 million higher and net income frrrs was $0.13 higher for the nine moi
ended September 30, 2005.

10
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Netflix, Inc.
Notes to Condensed Consolidated Financial Statement Continued
(In thousands, except shares, per share data andngentages)

In addition, in the third quarter of 2004, the C@np determined that it was selling fewer previousiyted DVDs than estimated but at an
average selling price higher than historicallyrestied. The Company therefore revised its estinfataleage values, on direct purchase DVDs.
For those direct purchase DVDs that the Comparisnasts it will sell at the end of their useful I8;ea salvage value of $3.00 per DVD has
been provided effective July 1, 2004. For those B\Wiat the Company does not expect to sell, nagalvalue is provided. Simultaneously
with the change in accounting estimate of expestdehge values the Company recorded a write-odfopfoximately $1.9 million related to
non-recoverable salvage value in the third quaft@004.

DVD library also includes capitalized film costsancordance with Statement of Position 00-2 (“SORQ Accounting by Producers or
Distributors of Films Capitalized film costs include costs to develop prmtuce movies, which primarily consist of conceégtelopment, pre-
production and production. Capitalized film costs stated at the lower of unamortized cost or ed#uih fair value on an individual film basis.
Once a film is released, capitalized film produstamsts shall be amortized in the proportion thatrevenue during the period for each film
bears to the estimated revenue to be received dfbsources under the individual-film-forecast nuettas defined in SOP 00-2. In the event a
film is not set for production within three yearerh the time of the first capitalized transactiath such costs will be expensed. As of
September 30, 2005, no film costs had been amdrtize

11
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Netflix, Inc.

Notes to Condensed Consolidated Financial Statement Continued
(In thousands, except shares, per share data andngentages)

DVD library and accumulated amortization are atofes:

DVD library, gross
Less accumulated amortizati

DVD library, net

4. Intangible Assets

Intangible assets and accumulated amortizationistsnaf the following:

Studio intangible asse
Strategic marketing alliance intangible as:
Patents

Total

As of
December 31 September 3C
2004 2005
$ 198,21¢ $ 277,21¢
(156,05) (224,48)
$ 42,15¢ $ 52,73t
As of December 31, 200 As of September 30, 200
Gross Gross
carrying Accumulated carrying Accumulated
amount amortization Net amount amortization Net
$11,52¢ $ (10,567 $961 $11,52¢ $ (11,52 $—
41€ (416) — 41€ (416) —
_ - = 481 (12)  46¢
$11,94« $ (10,987 $961 $12,42F $ (11,95¢) $46¢

In the third quarter of 2005, the Company capitali$481 related to certain technology patents aeduiThe capitalized patents are being
amortized to ‘Technology and Development’ in then@ensed Consolidated Statements of Operationstiogeemaining life of the patents, the

last of which expires in September 2015.

5. Stock-Based Compensation

In 2003, the Company adopted the fair value red¢agnprovisions of SFAS No. 123ccounting for Stock-Based Compensatias amended
by SFAS No. 148Accounting for Stock-Based Compensation — Tramséitd Disclosure, an Amendment of FASB Statement28g for

stock-based employee compensation.

During the third quarter of 2003, the Company begiamting stock options to its employees on a migrithsis. Such stock options are
designated as non-qualified stock options andiwasiediately, in comparison with the three to foway vesting periods for stock options
granted prior to the third quarter of 2003. As sufeof immediate vesting, stock-based compensaigense determined under SFAS No. 123
is fully recognized upon the stock option grants. those stock options granted prior to the thindreer of 2003 with three to four-year vesting
periods, the Company continues to amortize thertEfecompensation associated with the stock optiwes their remaining vesting periods.

The fair value of options granted was estimateti@tate of grant using the Black-Scholes priciregglet with the following assumptions:

Dividend yield
Expected volatility
Risk-free interest rate

Expected life (in years

Three Months Ended

Nine Months Ended

September 3C September 3C September 3C September 3C
2004 2005 2004 2005
0% 0% 0% 0%
76%- 83% 46% 65%- 83% 45%- 8%
2.08% % 3.89% % 1.47% % 2.85% %
2.8¢ 3.9¢ 2.8¢ 3.9
1.0-25 3.0-4.0 1.0-2.t 1.0-4.C

12
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Netflix, Inc.
Notes to Condensed Consolidated Financial Statement Continued
(In thousands, except shares, per share data andngentages)

In light of recent guidance in SAB 107, the Compasgvaluated the assumptions used to estimateathe wf stock options granted in the
second quarter of 2005. The Company revised thettilityl factor used to estimate the fair value wick-based compensation awarded
beginning in second quarter of 2005 to be baseal liend of historical volatility of its common stoand implied volatility of tradable forward
call options to purchase shares of its common stedkr to the second quarter of 2005, the Compmtiynated future volatility based on
historical volatility of its common stock over theost recent period commensurate with the estimatpdcted life of the Company’s stock
options.

For purpose of determining the expected term assamphe Company bifurcates its option grants imto employee groupings. Each grouf
has exhibited different exercise behavior. In theosd quarter of 2005, the Company refined itsregt of expected term for option grants
from 1 year for one group and 2.5 years for theotiroup to 3 years and 4 years, respectivelyetardhining the estimate, the Company
considered several factors, including the histbiogaion exercise behavior of its employees andéhes and vesting periods of the options
granted. The Company will continue to monitor teewamptions used to measure stock-based compensation

6. Income Taxes

The Company accounts for income taxes using thet assl liability method. Deferred income taxesramgnized by applying enacted
statutory tax rates applicable to future yearsiffer@nces between the financial statement carrgimgunts of existing assets and liabilities and
their respective tax bases and operating lossandredit carryforwards. The effect on deferreddasgets and liabilities of a change in tax rates
is recognized in income in the period that incluthesenactment date. The measurement of deferxeastaets is reduced, if necessary, by a
valuation allowance for any tax benefits for whfakure realization is uncertain.

13
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Netflix, Inc.
Notes to Condensed Consolidated Financial StatementContinued
(In thousands, except shares, per share data andrngentages)

7. 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 usingwhighted-average number of outstanding sharesrofraan stock and, when dilutive,
potential common shares outstanding during theodeRotential common shares consist primarily ofémental shares issuable upon the
assumed exercise of stock options and warrantsrthpse common stock using the treasury stock rdefftee shares used in the computation
of net income per share are as follows (roundebemearest thousand):

Three Months Ended Nine Months Ended

September 3C  September 3C  September 3C  September 3C

2004 2005 2004 2005
Weighte-average share- basic 52,211,00 53,693,00 51,798,000 53,237,00
Effect of dilutive potential common shart
Warrants 8,426,000 8,443,000 8,663,000  8,204,00
Employee stock optior 3,812,000 3,876,000 4,336,000  3,487,00
Weightec-average share- diluted 64,449,00 66,012,00 64,797,00 64,928,00

For the three months ended September 30, 2004G0%] and for the nine months ended September 38, 20d 2005, employee stock opti
with exercise prices greater than the average rhariee of the common stock were excluded fromditgted calculation as their inclusion
would have been anti-dilutive. No outstanding watsavere excluded from the diluted calculationtresrtexercise prices were lower than the
average market price of the common stock for aflogs presented. The following table summarizesthistanding potential common shares
excluded from the diluted calculation (roundedhe hearest thousand):

Three Months Ended Nine Months Ended

September 3C September 3C September 3C September 3C
2004 2005 2004 2005

Employee stock optior 872,00( 773,00( 515,00( 1,244,001

8. Comprehensive | ncome

The Compan’s comprehensive income consists of net incomeigioreurrency translation adjustments and net uireglgains (losse!
on available-for-sale investments. The balanceaumulated other comprehensive income consistsrefgn currency translation adjustments.
During the second quarter of 2004, the Companydefed all of its available-for-sale investments.

The components of comprehensive income are asmgilo

Three Months Ended Nine Months Ended
September 3C September 3C September 3C September 3C
2004 2005 2004 2005
Net income $ 18,92t $ 6,94¢ $ 16,02¢ $  3,81¢
Other comprehensive income (los
Net unrealized losses on availe-for-sale investment — — (870) —
Add: reclassification adjustment for losses reaizenet income — — 274 —
Foreign currency translation adjustme (44) — (44) —
Comprehensive incorr $ 18,88 $  6,94¢ $ 15,38¢ $ 3,81¢

9. Legal Proceedings

From time to time, in the normal course of its @bens, the Company is a party to litigation matt@nd claims, including claims relating
employee relations and business practices. Libgatan be expensive and disruptive to normal basinperations. Moreover, the results of
complex legal proceedings are difficult to predidsted below are material legal proceedings toclwtihe Company is a party. An unfavorable
outcome of any of these matters could have a nahtmiliverse effect on the Company’s financial positliquidity or results of operations.
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Netflix, Inc.
Notes to Condensed Consolidated Financial Statement Continued
(In thousands, except shares, per share data andngentages)

Between July 22 and September 9, 2004, seven fgatpsecurities class action suits were filed inlinéted States District Court for the
Northern District of California against the Compamd, in the aggregate, Reed Hastings, W. Barry i@, Jr., and Leslie J. Kilgore. The
class action suits were consolidated in Januarp 28@d a consolidated complaint was filed on Felyr@d, 2005. The complaint alleges
violations of certain federal securities laws, $egkinspecified damages on behalf of a class affasers of our common stock between
October 1, 2003 and October 14, 2004. The plainéiffege that the Company made false and misleatiiigments and omissions of material
facts based on its disclosure regarding churn afidedy speed, claiming alleged violations by eaemed defendant of Sections 10(b) and 20
(a) of the Securities Exchange Act of 1934 and ROle-5 promulgated thereunder and alleged violatlmncertain of its officers of Section
20A of Securities Exchange Act of 1934. On June2®®5, the Court dismissed the action with leavaniend. Plaintiffs did so amend, and the
Company filed a motion to dismiss the amended camplA hearing on the motion to dismiss is scheddbr November 17, 2005.

On September 14, 2004, BTG International Inc. fded against the Company and other, unaffiliatehjganies in the United States District
Court for the District of Delaware. The complaitieged that the Company infringed U.S. Patent N813,860 entitledMethod and Apparat
for Tracking the Navigation Path of a User on therl Wide Web."The complaint also alleged infringement of anothegient by certain of tl
other named defendants, not including the Company.

On August 12, 2005, the Company entered into egstht agreement and patent license agreementth® aié patent litigation with BTG and
certain other parties. The action was dismissel pri¢judice on August 12, 2005.

On September 23, 2004, Frank Chavez, individualty @n behalf of others similarly situated, filedlass action lawsuit against the Company
in California Superior Court, City and County offSarancisco. The complaint asserts claims of, anuther things, false advertising, unfair
and deceptive trade practices, breach of conteaatedl as claims relating to the Company’s statemeggarding DVD delivery times. On
September 22, 2005, the Company agreed to a tentsitlement which remains subject to final capgiroval. The court granted preliminary
approval on October 27, 2005 and a hearing fot &iparoval is scheduled for January 18, 2006. Utldeterms of the proposed settlement,
Netflix subscribers who were enrolled in a paid rbership before January 15, 2005 and were a menmb@ctober 19, 2005 are eligible
receive a free one-month upgrade in service leveINetflix subscribers who were enrolled in a paiembership before January 15, 2005 and
were not a member on October 19, 2005 are eligibfeceive a free one-month Netflix membershipitifex the 1, 2 or 3 DVDs at-a-time
unlimited program. The Company has also agreeayahpe plaintiffs’ attorneys’ fees and expenseariramount not to exceed $2,530. The
Company estimates the total cost of the settlemvéhbe approximately $3,980 with the actual cospendent upon many unknown factors
such as the number of current and former Netflbssubers who will claim the settlement benefitabtordance with SFAS No. Accounting
for Contingencie;, we have recorded a charge against earnings ier@leaind administrative expenses of $3,980 assatisith the legal fees
and the free one month membership to former suilmin the third quarter of 2005. The charge lierftee one month upgrade to the next
level program for existing subscribers will be netedl as a reduction of revenues in future peridasnathe subscribers utilize the upgrade. The
Company also recorded an insurance receivable@ $8the third quarter of 2005, representing tbipn of legal fees to be reimbursed by
the Company’s insurer. The Company denies any wtoing or liability. There can be no assurance fhidure to approve the settlement will
not have a material adverse effect on the Company.
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Netflix, Inc.
Notes to Condensed Consolidated Financial Statement Continued
(In thousands, except shares, per share data andngentages)

On October 19, 2004, Doris Staehr and Steve Stakareholders claiming to be acting on the Compabghalf, filed a shareholder derivative
suit in the Superior Court of the State of Califarfor the County of Santa Clara against certafitefs and certain current and former mem

of the board of directors, specifically Reed HagsinW. Barry McCarthy, Thomas R. Dillon, LesliKilgore, Richard Barton, Timothy Haley,
Jay Hoag, A. Robert Pisano, Michael Schuh and MitRamsay. The plaintiffs claim that the named deé#ats breached their fiduciary duties
by allowing allegedly false and misleading statetaén be made regarding, among other things, cftray also claim that the named
defendants illegally traded the Company’s stockevim possession of material nonpublic informationaddition, the plaintiffs assert claims
for abuse of control, gross mismanagement, wastaiajust enrichment. The lawsuit seeks, on the Gy behalf, unspecified
compensatory and enhanced damages, disgorgemerfit$ earned through alleged insider tradingpveey of attorneys’ fees and costs, and
other relief. In December 2004, the Court stayéslighoceeding pending resolution of a similar attioought by Miles L. Mitzner, in the
United States District Court for the Northern Distiof California, and further stayed this proceggpending resolution of the securities class
action suit described above. Although the actiaught by Mr. Mitzner was dismissed in February 2868 the securities class action suit was
dismissed with leave to amend, as of the dateeofiling of this report the stay in the Staehr aathad not been lifted by the Superior Court.

10. Intellectual Property I ndemnification Obligations

In the ordinary course of business, the Companyehtered into contractual arrangements under wihitdis agreed to provide indemnification
of varying scope and terms to business partnerotiat parties with respect to certain matterduitiag, but not limited to, losses arising out
of the Company’s breach of such agreements andfontellectual property infringement claims madetbird parties. In these circumstances,
payment by the Company is conditional on the offaety making a claim pursuant to the proceduresifipé in the particular contract, which
procedures typically allow the Company to challetigeclaims. Further, the Company’s obligationsarrtiese agreements may be limited in
terms of time and/or amount, and in some instartbesCompany may have recourse against third gadrecertain payments made by it under
these agreements. In addition, the Company haseehiteto indemnification agreements with its diogstand certain of its officers that will
require it, among other things, to indemnify thegaiast certain liabilities that may arise by reaebtheir status or service as directors or
officers. The terms of such obligations vary. Ihit possible to make a reasonable estimate ahthémum potential amount of future
payments under these or similar agreements dueetoanditional nature of the Company’s obligatiand the unique facts and circumstances
involved in each particular agreement. No amoustldeen accrued in the accompanying financial setéswith respect to these
indemnification obligations.
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Item 2 . Management’s Discussion and Analysis of Financi&ondition and Results of Operations
Forward-Looking Statements

This quarterly report on Form 10-Q contains cerfamvard-looking statements within the meaningh#f federal securities laws. These
forward-looking statements include, but are noitkh to, statements regarding our business grovg&rating expenses, churn, gross margin
and liquidity. These forward-looking statements subject to risks and uncertainties that could easual results and events to differ. A
detailed discussion of these and other risks aednainties that could cause actual results andteve differ materially from such forward-
looking statements is included as part of our 28@dual report on Form 1R-filed with the Securities and Exchange CommissiarMarch 15
2005.

We undertake no obligation to revise or publicliease the results of any revision to any forwaimking statements contained in this Quart:
Report on Form 10-Q or to explain why actual resdiffer.

Overview
Our Business

We are the largest online movie rental subscripsienvice providing more than 3,500,000 subscribecgss to a comprehensive library of n
than 50,000 movie, television and other filmed gatement titles. Our most popular subscriptiompadlows subscribers to have up to three
titles out at the same time with no due dates,feste or shipping charges for $17.99 per montladufition, we offer a number of other
subscription plans to accommodate a variety of maatching preferences. Subscribers select titlesraWeb site aided by our proprietary
recommendation service, receive them on DVD by bh&l and return them to us at their conveniendegugur prepaid mailers. After a title
has been returned, we mail the next availableititke subscriber’s queue. The terms and conditignshich subscribers utilize our service and
a more detailed description of how our service war&n be found at www.netflix.com/TermsOfUse

Our business has grown rapidly since inceptionltieg in substantially increased revenues. Ounginchas been fueled by the rapid adoption
of DVDs as a medium for home entertainment as aglhcreased awareness of online DVD rentals. V@eathat our business will continue
to grow as the market for online DVD rentals conéis to grow, a reflection of both the convenienug zalue of the subscription rental model.

We derive substantially all of our revenues frommitdy subscription fees. In the third quarter 0020we continued to show strong growth in
our subscription base and subscription revenuesieder, despite our overall revenue growth, netimeavas lower in the third quarter of 2(
as compared to 2004 as a result of having lowdredubscription price of our most popular serviea [in the fourth quarter of 2004 while
increasing marketing spending as well as due t@aticeual of the estimated settlement costs ofCihavez vs. Netflix, Intawsuit.

In the third quarter, Blockbuster raised the sulpson price of its 3-out monthly subscription plap $3.00 to $17.99 per month and indicated
it was pushing out its 2 million subscriber targgesometime in 2006. It remains possible that opfwgential entrants, such as Amazon.com,
offer competing services, either directly or in poction with others or that Blockbuster will gaimore traction in its current business. In light
of the estimated costs a competitor would incleffectively compete with us as well as our existingrket leadership and low cost operating
structure, we consider the emergence of new da@uipetition less likely than a year ago. We corgitmufocus on retaining our leadership
position and growing our business.

We continue to focus on the two new revenue intist launched in the second quarter of 2005: regdés of previouslyiewed DVDs and ou
Ad Sales program. We also continue to invest ressuto develop solutions for downloading moviesdnsumers. Our core strategy has been
and remains to grow a large DVD subscription bussnélowever, as technology and infrastructure agved allow effective and convenient
delivery of movies over the Internet and when meegfuil content becomes available, we intend to affarsubscribers the choice of receiving
their movies on DVD or by downloading, whicheveeytprefer.

Key Business Metrics

Management periodically reviews certain key busmastrics in order to evaluate the effectivenessuofoperational strategies, alloc
resources and maximize the financial performanasuobusiness. The key business metrics includéoffaving:

e Churn: Churn is a monthly measure defined as customeretiations in the quarter divided by the sum of begig subscribers and
gross subscriber additions, then divided by threatirs. Management reviews this metric to evaludtetiaer we are retaining our
existing subscribers in accordance with our busimpdsns
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»  Subscriber Acquisition CosSubscriber acquisition cost is defined as totalketimg expense divided by total gross subsci
additions. Management reviews this metric to evall@w effective our marketing programs are in &ig new subscribers on an
economical basis

» Gross Margin:Management reviews gross margin in conjunction fitarn and subscriber acquisition cost as a measurgerating
efficiency.

Management believes it is useful to monitor thes¢rics together and not individually as it doesmeke business decisions based upon any
single metric. Please see “Results of Operatior#iv for further discussion on these key businessios.

Critical Accounting Policies and Estimates

Other than the change in estimates used to deterstatk-based compensation expense, there havenbesignificant changes during the nine
months ended September 30, 2005 to the items thaliselosed as our critical accounting policies estiilnates in Management’s Discussion
and Analysis of Financial Condition and Result©glerations in our Annual Report on Form 10-K fa ylear ended December 31, 2004.

Stock-Based Compensation

We account for sto-based compensation expenses in accordance withith&lue recognition provisions of Statement ofdncial
Accounting Standards (“SFAS”) No. 128¢counting for Stock-Based Compensatamiamended by SFAS No. 148 counting for Stock-
Based Compensati—Transition and Disclosure, an Amendment of FASBeB8tent No. 123/Ve use the Black-Scholes option-pricing model
which requires the input of highly subjective asptions, including the option’s expected life and tirice volatility of the underlying stock.
Changes in the subjective input assumptions carrally affect the estimate of fair value of optiogranted and our results of operations ¢
be materially impacted. In light of recent guidaic&taff Accounting Bulletin No. 107 (“SAB 107")ve reevaluated the assumptions used to
estimate the value of stock options beginning engaicond quarter of 2005.

» Expected volatility: We determined that implied volatility of publictsaded options in our common stock is expectduketanore
reflective of market conditions and, therefore, oeasonably be expected to be a better indicatexpécted volatility than historical
volatility of our common stock. Therefore, we readsthe volatility factor used to estimate the failue of stock-based compensation
awards beginning in the second quarter of 200%®tbased on a blend of historical volatility of @@mmon stock and implied
volatility of tradable forward call options to piase shares of our common stock. Prior to the segoarter of 2005, we estimated
future volatility based on historical volatility @ur common stock over the most recent period consorate with the estimated
expected life of our stock optior

» Expected TernPrior to the third quarter of 2003, we granted ktogtions, which generally vest over three to fgaar periods. Sin
the third quarter of 2003, we began granting fultgted stock options to our employees on a moihiddys. As a result, we changed
the expected life from 3.5 years to 1.5 yearshingecond quarter of 2004, we revised our estiofat@pected life based on our
review of historical patterns for exercises of ktoptions. We bifurcated our option grants into toployee groupings who
exhibited different exercise behavior and chan@edestimate of the expected life from 1.5 yearsafooption grants in the first
quarter of 2004 to 1 year for one group and 2.53/&a the other group beginning in the second tguarf 2004. In the second qual
of 2005, we further refined our estimate of expedegm for option grants to 3 years for one grong 4 years for the other group
from 1 year and 2.5 years, respectively. In deteimgi the estimate, we considered several factoctyding the historical option
exercise behavior of our employees and the terrds/asting periods of the options granted. We stwitinue to monitor the
assumptions used to measure s-based compensatio
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Results of Operations

The following table sets forth, for the periodsg@eted, the line items in our Statements of Opmratas a percentage of total revenues.
information contained in the table below shoulddsd in conjunction with the Financial StatemeNistes to Financial Statements, and
Management’s Discussion and Analysis of Financ@ahdition and Results of Operations included in Qisarterly Report on Form 10-Q.

Three Months Ended Nine Months Ended
September 3C September 3C September 3C September 3C
2004 2005 2004 2005
Revenues
Subscriptior 99.1% 99.1% 99.2% 99.2%
Sales 0.¢ 0.9 0.7 0.8
Total revenue 100.C 100.C 100.C 100.C
Cost of revenues
Subscriptior 50.2 56.1 54.¢ 59.2
Sales 0.3 0.7 0.2 0.t
Total cost of revenue 50.t 56.¢ 54.¢ 59.7
Gross profil 49.F 43.2 45.¢ 40.3
Operating expense
Fulfillment 10.¢€ 10.1 11.1 10.t
Technology and developme 4.t 4.6 4.7 4.€
Marketing 15.¢ 18.¢ 19.2 19.Z
General and administrati\ 2.6 4.6 2.6 3.€
Stock-based compensatic 2.€ 1.8 3.4 2.2
Total operating expens 36.5 40.C 41.: 40.2
Operating incomi 13.C 3.2 4.1 0.1
Other income (expense
Interest and other incon 04 0.8 0.3 0.7
Interest and other expen — — — —
Net income before income tax 13.¢ 4.C 4.4 0.8
Provision for income taxe — — — —
Net income 13.2% 4.C% 4.4% 0.8%

Three and Nine Months Ended September 30, 2004 Corared to Three and Nine Months Ended September 30025
Revenues

Three Months Ended Nine Months Ended
September 3C September 3C Percent September 3C September 3C Perceni
2004 2005 Change 2004 2005 Change

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

Revenues
Subscriptior $ 140,41 $ 172,74( 23.% $ 359,947 $ 489,21 35.¢%
Sales 1,23( 1,57 28.2% 2,38¢ 3,741 56.71%
Total revenue $ 141,64: $ 174,31 23.1% $ 362,33! $ 492,95 36.(%
Average number of paying subscrib 2,08( 3,26¢ 57.(% 1,881 2,98¢ 58.6%
Average monthly subscription revenue per paying
subscribe| $ 225 $ 1767 (216% $ 21.2¢ $ 182 (14.9%

We currently generate all of our revenues in théddnStates. We derive substantially all of oureraves from monthly subscription fees and
recognize subscription revenues ratably during satiscriber’s monthly subscription period. In aiddit we generate a small portion of our
revenues from the sale of previously-viewed DVDd etognize such revenues when the DVDs are shipped
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The increase in our subscription revenues fortiheetmonths and nine months ended September 3B,i2@0mparison with the same prior-
year periods was primarily attributable to subsémgfrowth in the average number of paying subseslas summarized in the table abc
offset in part by a decline in average monthly subsion revenue per paying subscriber. We belitrecincrease in the number of paying
subscribers was driven primarily by increased coreuawareness of the benefits of online DVD rerdal$ continuing improvements in our
service. The decline in the average monthly supsori revenue per paying subscriber was a resuheoprice decrease of our most popular
subscription plan coupled with the increased praomodf our lower cost subscription plans. In Juf84£, we increased the monthly
subscription price of our most popular subscripfitan from $19.95 to $21.99. However, effective Bimber 2004, in response to the chan
competitive landscape, we lowered the price to®.7n addition, we introduced new lower cost suipsion plans in the second quarter of
2005. We expect the average revenue per payingbésto continue to decline as we promote ourgiogost subscription plans.

Subscriber churn was 4.3 percent in the third guarft 2005, down from 5.6 percent in the third gelaof 2004 and 4.7 percent in the second
quarter of 2005. We believe the decline was prilpalie to the following factors:

» The impact of pricing and the introduction of lovemist subscription plans. The reduction in thegpdtour most popular subscript
plan from $21.99 per month to $17.99 per monthotiffe November 1, 2004 caused a decline in chudditfonally, the introduction
of lower cost subscription plans also contributethie decline in churt

* Aging subscriber base. As we grow, the ratio of selscribers to total subscribers declines, leattiram increase in the avere
duration, or age, of the subscriber base. New sildess are actually more likely to cancel their striptions than older subscribers,
and therefore, an increase in subscriber age bekrall reductions in chur

« Service improvements. We continued to make impr@mmin a number of key areas, including increaiiegselection of titles as
we expanded our DVD library and enhancing our Wihand recommendation service. We believe thepeawements to our
service increased subscriber satisfaction, whishlted in lower churr

If we are unable to compete effectively againstcRiuster and our other existing competitors as askgainst potential new entrants into the
online movie rental subscription business suchmson, in both retaining our existing subscribers attracting new subscribers, our churn
will likely increase and our business will be aceady affected.

The following table presents our ending subscribfarmation:

Free subscribel

As a percentage of total subscrib
Paid subscriber

As a percentage of total subscrib
Total Subscriber

Cost of Revenues

Cost of revenues
Subscriptior
Sales

Total cost of revenue

Cost of subscription revenues consists of revehadrgy expenses, amortization of our DVD librampaatization of intangible assets related to

As of

September 3C September 3C
2004 2005

(in thousands, except percentage

94 16¢

4.2% 4.7%
2,13¢ 3,42¢

95.6% 95.%%
2,22¢ 3,59-

Three Months Ended Nine Months Ended

September 3C September 3C Perceni September 3C September 3C Perceni
2004 2005 Change 2004 2005 Change

(in thousands, except percentage

$ 71,13 $ 97,87¢ 3760 $ 197,17¢ $ 291,82 48.(%
471 1,18¢ 152.% 83¢ 2,54: 203.%%

$ 7160 $ 99,06 380 $ 198,01t $ 294,36 48.1%

equity investments issued to studios, and postadgackaging expenses related to shipping titlgmyong subscribers. Costs related to free-
trial subscribers are allocated to marketing expen€ost of DVD sales include the net book valuthefDVDs sold, shipping charges and,
where applicable, a contractually specified pemgatof the sales value for the DVDs that are stibjexevenue share agreements.
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The increase in cost of subscription revenues solaite dollars for the three months ended SepteBie2005 in comparison with the
same prior-year period was primarily attributalehe following factors:

* The number of DVDs mailed to paying subscribersdased 47 percent, which was driven by a 57 peinergase in the number of
average paying subscribers offset by a slight deéh monthly movie rentals per average paying ctibsr.

» Postage and packaging expenses increased by 4peranarily due to the increase in the numbeavarage paying subscribers
the number of DVDs mailed to paying subscrib

« DVD amortization increased by 21 percent primadlile to increased acquisitions for our DVD libre

* Revenue sharing expenses increased by 43 peréerarily due to the increase in the number of avenaaying subscribers coupled
with an increase in the percentage of DVDs sulifec¢venue sharing agreements mailed to payingcsibless partially offset by a
decrease in revenue share cost per paid ship
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The increase in cost of subscription revenueshfemine months ended September 30, 2005 in coropanigh the same prioyear periot
was primarily attributable to the following factors

* The number of DVDs mailed to paying subscribersdased 56 percent, which was driven by a 59 peinergase in the number of
average paying subscribers offset by a slight deéh monthly movie rentals per average paying ctibsr.

» Postage and packaging expenses increased by Shperhis increase was primarily attributable te ificrease in the number
average paying subscribers and the number of DVaikthto paying subscriber

« DVD amortization increased by 23 percent primagllye to increased acquisitions for our DVD libragytially offset by the impact
the current period of $7.8 million related to thenge in estimate of useful life of our back-cagak DVD library made in the third
quarter of 2004

* Revenue sharing expenses increased by 63 perdestntrease was primarily attributable to the é&se in the number of average
paying subscribers coupled with an increase irp#reentage of DVDs subject to revenue sharing aggaes mailed to paying
subscribers. In addition, revenue sharing expewses higher in the nine months ended Septembe2(h due to a provision for t
estimated shortfall on certain titlsubject to minimum revenue sharing payme

Gross Profit and Gross Margin

Three Months Ended Nine Months Ended
September 3C September 3C September 3C September 3C

2004 2005 2004 2005

(in thousands, except percentages)
Gross profil $ 70,04: $ 75,25( $ 164,31 $ 198,59:
Gross margit 49.5% 43.2% 45.2% 40.2%

The decline in gross margin for the three and nioaths ended September 30, 2005 as compared sautte prior-year periods was
attributable to the decline in revenue per paigstdnt as a result of the price decrease of our pagatlar service plan implemented in the
fourth quarter of 2004, offset partially by the nba in estimate related to the useful life of caclcatalogue DVD library. In addition, the
gross margin for the nine months ended Septemhet(@B! was favorably impacted by certain crediteineed from studios resulting from
amendments to revenue sharing agreements.

If movie rentals per average paying subscribereiases or if we see more shipments of DVDs sulge@venue share, additional erosion
in our gross margin will occur. Additionally, thet&cipated increases in postage rates may adveaffelgt our gross margin.

Operating Expenses:

Fulfillment
Three Months Ended Nine Months Ended
September 3C September 3C Perceni September 3C September 3C Perceni
2004 2005 Change 2004 2005 Change
(in thousands, except percentage
Fulfillment $ 15,01 $ 17,54« 16.¢% $ 40,17¢ $ 51,79¢ 28.%
As a percentage of revent 10.€% 10.1% 11.1% 10.5%

The increase in fulfillment expenses in absolutdad® for the three and nine months ended SepteB8Me2005 in comparison with the
same prior-year periods was primarily attributablan increase in personnel-related costs resuitorg the higher volume of activities in our
customer service and shipping centers, an incriedseility-related costs resulting from expansmfrcertain of our shipping centers and the
addition of new ones, coupled with an increaseéulit card fees as a result of the increase incsigti®ons.
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As a percentage of revenues, fulfilment expensetirted primarily due to the combination of an g&sing revenue base and operational
efficiencies, which reduced fulfillment costs paigshipment by approximately 19 percent and 1¢ep#rfor the three and nine months ended
September 30, 2005 as compared to the same prompgeiods.

Technology and Devel opment

Three Months Ended Nine Months Ended
Percent Perceni
September 3C September 3C Change September 3C September 3C Change
2004 2005 2004 2005
(in thousands, except percentage
Technology and developme $ 6,32 $ 8,00¢ 26.6% $ 17,01¢ $ 22,67« 33.2%

As a percentage of revent 4.5% 4.€% 4.7% 4.6%

The increase in technology and development expensdssolute dollars for the three and nine mosetided September 30, 2005 in
comparison with the same prior-year periods wanarily the result of an increase in personnel-eslaiosts. As a percentage of revenues,
technology and development expenses increasediglighhe three months ended September 30, 20@6rmparison with the same prior-year
period due to greater increase in technology aneldpment expenses than revenues. Conversely,dlagynand development expenses as a
percentage of revenues decreased slightly in tie mionths ended September 30, 2005 in comparigbritrd same prioyear period primaril
due to a greater increase in revenues than teajyaled development expenses.

We continuously research and test a variety ofrg@eimprovements to our internal hardware andveaife systems in an effort to
improve our productivity and enhance our subscsibexperience. Additionally, we are continuing to depesolutions for downloading movi
to subscribers. As a result, we expect that ountelogy and development expenses will continuatogase in absolute dollars for the
remainder of 2005.

Marketing
Three Months Ended Nine Months Ended
Percent Perceni
September 3C September 3C Change September 3C September 3C Change
2004 2005 2004 2005
(in thousands, except percentages and subscribercgsition cost)
Marketing $ 22,52t $ 32,867 45.%% $ 69,69t $ 95,00¢ 36.2%
As a percentage of revent 15.% 18.% 19.2% 19.2%
Other data
Gross subscriber additiol 59C 921 56.1% 1,93¢ 2,57: 33.1%
Subscriber acquisition co $ 38.1¢ $  35.6¢ 65% $  36.0¢ $ 36.9- 2.4%

The increase in marketing expenses in absolutarddibr the three months ended September 30, 200&mparison with the same prior-
year period was primarily attributable to an ineee& marketing program costs, primarily directImaidio, television and online advertisir
to attract new subscribers. The increase in marfgetkpenses in absolute dollars for the nine mostlded September 30, 2005 in comparison
with the same prior-year period was primarily atitable to an increase in marketing program caosésttact new subscribers coupled with a
slight increase in personnel-related costs in or@support the higher volume of marketing actastiHowever, the increase in marketing
expenses for the nine months ended September 288pavtially offset by a $1.5 million reductionliability due to the final settlement of
certain marketing programs.

Subscriber acquisition cost decreased for the timaeths ended September 30, 2005 in comparisonthgétsame prior-year period. This
decrease was primarily due to increased effects®pé&our marketing programs coupled with a deer@gasost of providing free trials
associated with our new lower priced plans. Addaity, subscriber acquisition cost for the thirdafer of 2004 was negatively impacted as
prepared to launch our subscription service inth€ Subscriber acquisition cost increased sligfdlythe nine months ended September 30,
2005 in comparison with the same prior-year pedod to an increase in marketing program spendisg percentage of revenues, marketing
expenses increased slightly for the three and mioieths ended September 30, 2005 as compared $aitie prioryear periods primarily due
a greater increase in marketing expenses thanuesen

We anticipate that our marketing expense will awntito increase for the remainder of 2005. Managépians to operate its marketing
programs within the context of overall Company exqeegoals, which may cause subscriber acquisitishto fluctuate based on the
effectiveness of such marketing programs. In previguarters, management had
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operated using a subscriber acquisition cost rangeconsequently total marketing expenses fluatiadsed on gross subscriber additions.
competitive landscape, including the continuedraffpby Blockbuster of its online service, the piial entry of others into the online
subscription rental business, could adversely ihpacmarketing expenditures as we seek to mairtaihincrease our market leadership.

General and Administrative

Three Months Ended Nine Months Ended
September 3C September 3C Percent September 3C September 3C Perceni
2004 2005 Change 2004 2005 Change
(in thousands, except percentages)
General and administrati\ $ 4,12 $ 8,0 94.¢% $ 10,53¢ $ 17,92t 70.1%
As a percentage of revent 2.5% 4.€% 2.5% 3.6%
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General and administrative expenses consist ofoflamd related expenses for executive, financetesd acquisition and administrative
personnel, as well as professional fees and o#rezrgl corporate expenses.

The increase in general and administrative expensassolute dollars for the three and nine mosetided September 30, 2005 in
comparison with the same prior-year periods wamanily attributable to an increase in legal costthie quarter of $3.2 million (net of
expected insurance proceeds of $0.8 million) rdlédethe accrual of the proposed settlement cdsthavez vs. Netflix, Intawsuit, costs of
ongoing legal proceedings as well as an increaperisonnel-related costs, insurance costs andgsiofeal fees, to support our growing
operations. As a percentage of revenues, the iselieageneral and administrative expenses was plynaiaie to a greater increase in general
and administrative expenses than increase in r@genu

Stock-Based Compensation

Three Months Ended Nine Months Ended
Percent Perceni
September 3C September 3C Change September 3C September 3C Change
2004 2005 2004 2005
(in thousands, except percentage
Stock-based compensatic $  3,66( $ 3,29 (10.0% $ 12,22¢ $ 10,99 (10.1)%

As a percentage of revent 2.€% 1.8% 3.4% 2.2%

The decrease in stock-based compensation expenabsadlute dollars and as a percentage of revdaugse three and nine months
ended September 30, 2005 in comparison with the gaiar-year periods was primarily due to a chaingessumptions used to estimate the
value of stock options granted in the second aind tfuarters of 2005.

In light of recent guidance in SAB 107, we reevéddahe assumptions used to estimate the valueci sptions granted in the second quarter
of 2005. We determined that implied volatility ispected to be more reflective of market conditiand, therefore, can reasonably be expected
to be a better indicator of expected volatilityrthastorical volatility. Therefore, we revised thalatility factor used to estimate the fair valufe
stock-based compensation awarded during the sexmhthird quarters of 2005 to be based on a bléhistorical volatility of our common
stock and implied volatility of tradable forwardlloaptions to purchase shares of our common stBdlkr to the second quarter of 2005, we
estimated future volatility based on historicalatdity of our common stock over the most recenig@ecommensurate with the estimated
expected life of our stock options.

For the purpose of determining the expected teguaraption, we bifurcate our option grants into twapdoyee groupings. Each grouping has
exhibited different exercise behavior. In the setquarter of 2005, we refined our estimate of etgubterm for option grants from 1 year for
one group and 2.5 years for the other group toaBsyand 4 years, respectively. In determining Htenate, we considered several factors,
including the historical option exercise behaviboor employees and the terms and vesting peribtieecoptions granted. We will continue to
monitor the assumptions used to measure stock-lzasegdensation expense.
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Other Income (Expense):
Interest and Other | ncome

Three Months Ended Nine Months Ended
Percent Perceni
September 3C September 3C Change September 3C September 3C Change
2004 2005 2004 2005
(in thousands, except percentage
Interest and other incon $ 57¢ $ 1,49 157.5% $ 1,47 $ 3,78¢ 157.(%

As a percentage of revent 0.2% 0.8% 0.4% 0.8%

Interest and other income consists primarily ofiiest earned on our cash and cash equivalents tptioe liquidation of our short-
term investments during the second quarter of 2084.increase in interest and other income fothhee and nine months ended September
30, 2005 in comparison with the same prior-yearogsrwas primarily due to higher interest incommed on our cash and cash equivalents
due to increased interest rates as well as higle¥age cash balances. Additionally, interest ahérahcome in the nine months ended
September 30, 2004 was lower due to the impadteofealized loss of $274,000 from the sale of bortsterm investments.

Liquidity and Capital Resources

Since inception, we have financed our activitigmprily through a series of private placementsafwertible preferred stoc
subordinated promissory notes, our initial pubfieong and net cash generated from operating iietsv As of September 30, 2005, we had
cash and cash equivalents of $181.9 million. Weetgenerated net cash from operations during eaattegisince the second quarter of 2001.
In order to continue to generate cash from ouratpers, we must increase our revenues while cdimtgobur operating expenses. Many fact
will impact our ability to grow revenues includingyt not limited to, the number of subscribers wigm up for our service, the growth or
reduction in our subscriber base, and our abititgdvelop new revenue sources. In addition, we maag to or otherwise choose to lower our
prices and increase our marketing expenses in ¢wdgow faster or respond to competition. Althowgh currently anticipate that cash flows
from operations, together with our available funa, be sufficient to meet our cash needs forftreseeable future, we may require or choose
to obtain additional financing. Our ability to obtdinancing will depend on, among other things;, davelopment efforts, business plans,
operating performance and the condition of thetehpiarkets at the time we seek financing. If wisgadditional funds through the issuanc
equity, equity-linked or debt securities, thoseusigies may have rights, preferences or privileggsior to the rights of our common stock, and
our stockholders may experience dilution.

The following table summarizes our cash flow atitb&:

Three Months Ended Nine Months Ended
September 3C September 3C September 3C September 3C
2004 2005 2004 2005
Net cash provided by operating activit $ 49,26¢ $ 33,30¢ $ 115,03 $ 99,24t
Net cash provided by (used in) investing activi (35,12) (26,282) (41,239 (99,30
Net cash provided by financing activiti 278 3,88¢ 4,16¢ 7,48

For the three and nine months ended Septembel086, Ret cash provided by operating activities eased $16.0 million and $ 15.8 million,
respectively, in comparison with the same pyiear periods. The decrease was primarily attridatebthe decrease in net income, offset in

by the increase in non-cash adjustments to nehie¢specifically the increase in the amortizatibowr DVD library as a result of increased
purchases of titles and the impact of changes irkiwg capital assets and liabilities.

For the three months ended September 30, 2008asktused in investing activities decreased by $rllion in comparison with the same
prior-year period primarily due to a decrease iguésition of titles for our DVD library. For themé months ended September 30, 2005, net
cash used in investing activities decreased byl$5lion in comparison with the same prior-yearipd. The change was primarily
attributable to the proceeds from the sale of bortterm investments in the second quarter of 200446fGmillion offset by an increase in
acquisitions of titles for our DVD library to supp@ur larger subscriber base and increased puestatproperty and equipment to support our
growing operations.
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For the three and nine months ended Septembe086, Bet cash provided by financing activities @ased $3.6 million and $3.3 millic
respectively, in comparison with the same priorrygeriods. The increase was primarily attributablan increase in the proceeds from our
issuance of common stock under our employee stiacisp

Off-Balance Sheet Arrangements

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

Indemnification Arrangements

In the ordinary course of business, we enter inttractual arrangements under which we agree ta@grandemnification of varying scope &
terms to business partners and other parties e#perct to certain matters, including, but not Edito, losses arising out of our breach of such
agreements and out of intellectual property infeimgnt claims made by third parties. In addition haee entered into indemnification
agreements with our directors and certain of oficefs that will require us, among other thingsingemnify them against certain liabilities
that may arise by reason of their status or sedcdirectors or officers.

The terms of such obligations vary. Generally, ximam obligation is not explicitly stated, so theegall maximum amount of the obligations
cannot be reasonably estimated. To date, we hanviecwred material costs as a result of such akibgys and have not accrued any liabilities
related to such indemnification obligations in financial statements.

Recent Accounting Pronouncements

In December 2004, the Financial Accounting Stansl&uolard (“FASB”) issued Statement of Financial Aagting Standards (“SFAS”) No. 123
(R), Share-Based Paymenivhich establishes standards for transactionshiictwan entity exchanges its equity instrumentgfwrds or
services. This standard replaces SFAS No. A28punting for Stock-Based Compensatod supersedes APB Opinion No. 28counting for
Stock issued to Employe@sis Standard requires a public entity to meadueecbst of employee services received in exchamganf award of
equity instruments based on the grant-date fairevaf the award. This eliminates the exceptionctmant for such awards using the intrinsic
method previously allowable under APB Opinion N6. B March 2005, the Securities and Exchange Casion (“SEC”) issued Staff
Accounting Bulletin 107 (SAB 107) which summarizke views of the SEC staff regarding the interacbetween SFAS 123(R) and certain
SEC rules and regulations and provides the staif\ws regarding the valuation of share-based paymreangements for public companies. In
April 2005, the SEC issued Release 33-8568 delayiagffective date of SFAS 123(R), and as suclCtirapany will be required to
implement the provisions of SFAS No. 123(R) begignianuary 1, 2006. The Company previously adapteéair value recognition
provisions of SFAS No. 123 in the second quarte2Qif3, and restated prior periods at that time ofdiogly, we believe SFAS No. 123(R)
will not have a material impact on our financiakfiimn or results of operations.

In March 2005, the FASB issued FIN 47, Accountinog@onditional Asset Retirement Obligations. FINdA&rifies that an entity must record a
liability for a “conditional” asset retirement obétion if the fair value of the obligation can leasonably estimated. The provision is effective

for no later than the end of fiscal years endingradDdecember 15, 2005. We do not expect the adwopfithis standard to have a material effect
on our financial position or results of operations.

In June 2005, the FASB issued SFAS No. ¥etounting Changes and Error CorrectionSFAS 154 replaces APB Opinion No. 20,
Accounting Changeand SFAS No. 3Reporting Accounting Changes in Interim Financitt&ments SFAS 154 requires that a voluntary
change in accounting principle be applied retrospely with all prior period financial statementsegented on the new accounting principle.
SFAS 154 also requires that a change in metho@pfetiating or amortizing a lorliyed nonfinancial asset be accounted for prospelstias ¢
change in estimate, and correction of errors iwipresly issued financial statements should be tdreneestatement. SFAS 154 is effective for
accounting changes and correction of errors maéiedal years beginning after December 15, 200fhdlgh we will continue to evaluate the
application of SFAS 154, we do not currently betiglrat the adoption of this standard will have aemial impact on our financial position or
results of operations.

In September 2005, the Emerging Issues Task FUEtER") issued EIF 05-06, Determining the Amortization Period for Leasehold
Improvements after Lease Inception or Acquired Buginess Combinatic’. EITF 05-06 requires that leasehold improvemextguired in a
business combination be capitalized over the shoftthe useful life of the assets or a term thatudes required lease periods and renewals
that are deemed to be reasonably assured at thefdatquisition. EITF 05-06
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also requires leasehold improvements that are glecservice significantly after and not contemethat or near the beginning of the lease
should be amortized over the shorter of the udiéubf the assets or a term that includes requieade periods and renewals that are deemed t
be reasonably assured (as defined in paragraptStat#ment 13) at the date the leasehold improvenaee purchased. EITF 05-06 is effective
for leasehold improvements that are purchasedariger] in reporting periods beginning after JuneZt5. Early adoption of the consensu
permitted in periods for which financial statememise not been issued. We do not expect the adgoptiaI TF 05-06 will have a material

effect on our financial position or results of cgtésns.
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Item 3. Quantitative and Qualitative Disclosures About Maket Risk

For financial market risks related to changes iariest rates, reference is made to Iten* Quantitative and Qualitative Disclosures Ab
Market Risk” contained in Part Il of our annual ogpon Form 1K for the year ended December 31, 2004. Our exgosumarket risk has n
changed materially since December 31, 2004.

Item 4. Controls and Procedures

Our management, with the participation of our Cligécutive Officer and Chief Financial Officer, &vated the effectiveness of our disclos
controls and procedures (as defined in Rules 1%a}Hhd 15d-15(e) under the Securities ExchangeRAt934, as amended) as of the end of
the period covered by this quarterly report on F&O¥Q. Based on that evaluation, our Chief Exeeu@fficer and Chief Financial Officer
concluded that our disclosure controls and procesias of the end of the period covered by thistgugreport on Form 1@ were effective il
ensuring that information required to be disclosgdis in reports that we file or submit under tiee8ities Exchange Act of 1934, as amen
is recorded, processed, summarized and reportéihwite time periods specified in the Securitied Brchange Commission’s rules and
forms.

There was no change in our internal control ovearicial reporting that occurred during the quasteted September 30, 2005 that has
materially affected, or is reasonably likely to erélly affect, our internal control over financigporting.

Our management, including our Chief Executive @ffiand Chief Financial Officer, does not expect tha disclosure controls and procedt
or our internal controls will prevent all error aalliifraud. A control system, no matter how welhceived and operated, can provide only
reasonable, not absolute, assurance that the iiigct the control system are met. Further, theégieof a control system must reflect the fact
that there are resource constraints, and the lieméftontrols must be considered relative to thests. Because of the inherent limitations i
control systems, no evaluation of controls can jg®wabsolute assurance that all control issuesrestances of fraud, if any, within Netflix
have been detected.
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PART II. OTHER INFORMATION

Item 1. Legal proceedings

From time to time, in the normal course of businessare a party to litigation matters and claimsluding claims relating to employee
relations and business practices. Litigation camtpensive and disruptive to normal business ojp@astMoreover, the results of complex
legal proceedings are difficult to predict. Listeelow are the material legal proceedings that leka material development since our last
periodic report.

Between July 22 and September 9, 2004, seven pgadbsecurities class action suits were filed inUinged States District Court for the
Northern District of California against us andthe aggregate, Reed Hastings, W. Barry McCarthyadd Leslie J. Kilgore. These class ac
suits were consolidated in January 2005, and aotidased complaint was filed on February 24, 200%e complaint alleges violations of
certain federal securities laws, seeking unspetdi@mages on behalf of a class of purchasers af@mumon stock between October 1, 2003
and October 14, 2004. The plaintiffs allege thatmaale false and misleading statements and omissfanaterial facts based on our disclos
regarding churn and delivery speed, claiming aliegelations by each named defendant of Sectiois) hd 20(a) of the Securities Excha
Act of 1934 and Rule 10b-5 promulgated thereunddradleged violations by certain of our officersSgction 20A of Securities Exchange Act
of 1934. On June 28, 2005, the Court dismissecd¢kion with leave to amend. Plaintiffs did so amet the Company filed a motion to
dismiss the amended complaint. A hearing on théamao dismiss is scheduled for November 17, 2005.

On September 14, 2004, BTG International Inc. féed against us and other, unaffiliated compaimdhe United States District Court
for the District of Delaware. The complaint allegedt we infringed U.S. Patent No. 5,717,860 exditMethod and Apparatus for Tracking
Navigation Path of a User on the World Wide VW' The complaint also alleged infringement of anothatent by certain of the other named
defendants, not including us. On August 12, 205 ewtered into a settlement agreement and a petem$e agreement as part of a settlement
with BTG and certain other parties. The action diamissed with prejudice on August 12, 2005.

On September 23, 2004, Frank Chavez, individuaity an behalf of others similarly situated, filedlass action lawsuit against the
Company in California Superior Court, City and Ctyuof San Francisco. The complaint asserts claifnaroong other things, false
advertising, unfair and deceptive trade practibesach of contract as well as claims relating tostatements regarding DVD delivery times.
On September 22, 2005, we agreed to a tentatitlersent which remains subject to final court appito¥he court granted preliminary
approval on October 27, 2005 and a hearing fot éiparoval is scheduled for January 18, 2006. Naténies any wrongdoing or liability.

Item 2. Unregistered Sales of Equity Securities and Use Bfoceeds

(d) Use of Proceed:

We continue to maintain approximately $72.0 millmfrthe net proceeds from our initial public offegiin May 2002 in cash and cash
equivalents.
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Item 6. Exhibits
(a) Exhibits:
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@ertificate of
Incorporation
4.1 Form of Common Stock Certifica
10.1 Form of Indemnification Agreement entered into bg tegistrant witl
each of its executive officers and direct
10.z 2002 Employee Stock Purchase F
10.: Amended and Restated 1997 Stock f
10.4 2002 Stock Pla
10.t Amended and Restated Stockhol’ Rights Agreemer
10.€ Office Lease between the registrant and BR3 Par
10.7 Lease Agreement with Lincc-Recp Oakland Opco, LLC, as ament
10.¢ Employment Offer Letter for W. Barry McCartl
10.¢ Employment Offer Letter for Tom Dillo
10.1(C Employment Offer Letter with Leslie J. Kilgo
10.17* Letter Agreement between the registrant and ColabiStar Home
Entertainment, Inc
10.12* Revenue Sharing Output License Terms between gistrent anc
Warner Home Vide:
10.1: Form of Subordinated Promissory Nt
10.1¢ Lease between Sobrato Land Holdings and Netfli,
10.1¢ Lease between Sobrato Interests Il and Netflix,
10.1¢€ Description of Director Equity Compensation P
10.1% Executive Severance and Retention Incentive
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Exhibit Filed
Form File No. Filing Date Herewith
16-Q 00(C-4980:z 3.1 August 2, 200
S-1/A  33:-8387¢ 3.4 April 16, 200:
16-Q 00C-4980z 3.2 August 2, 200
S-1/A  33z-8387¢ 4.1 April 16, 200:
S-1/A 33z8387¢ 10.1 March 20, 200
S-1 33:-8387¢ 10.2 March 6, 200
S-1/A  33z-8387¢ 10.3 May 16, 200,
S-1 33:-8387¢ 10.4 March 6, 200
S-1 33:-8387¢ 10.5 March 6, 200
S-1 33:-8387¢ 10.7 March 6, 200
S-1 33:-8387¢ 10.8 March 6, 200
S-1 33:-8387¢ 10.9 March 6, 200
S-1 33:-8387¢ 10.10 March 6, 200
S-1 33:-8387¢ 10.11 March 6, 200
S-1/A  33z-8387¢ 10.12 May 20, 200.
S-1/A  33:-8387¢ 10.13 May 20, 200.
S-1/A  33:-8387¢ 10.14 May 20, 200.
10-Q 00C-4980z 10.15 August 2, 200
16-Q 00C-4980z 10.16 August 2, 200
8-K 00C-4980z 10.1 July 5, 200
8-K 00C-4980z 10.2 July 5, 200
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31.1 Certification of Chief Executive Officer Pursuant$ection 302 of the Sarba-Oxley Act of 200z X
31.2 Certification of Chief Financial Officer Pursuant$ection 302 of the Sarba-Oxley Act of 200z X
32.1* Certifications of Chief Executive Officer and Chighancial Officer Pursuant to Section 906 of the

Sarbane-Oxley Act of 2002 X

**  Confidential treatment granted on portions of theedeibits.
*  These certifications are not deemed filed by th€ &Bd are not to be incorporated by reference yrfiing we make under the Securiti
Act of 1933 or the Securities Exchange Act of 1984spective of any general incorporation languiagany filings.
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SIGNATURES

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

N ETFLIX, | NC.

Dated: November 8, 2005 By: /s REEDH ASTINGS

Reed Hasting
Chief Executive Office

Dated: November 8, 2005 By: /s/ BARRY M ¢ C ARTHY

Barry McCarthy
Chief Financial Officer
(Principal financial and accounting office
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Exhibit
Number

EXHIBIT INDEX

Exhibit Description

3.1
3.2
3.3

4.1
10.1

10.z
10.:
10.4
10.5
10.€
10.7
10.€
10.€
10.12(C
10.17*

10.12+*

10.1:
10.1¢
10.1¢
10.1¢
10.1%

Amended and Restated Certificate of Incorpora
Amended and Restated Byla

Certificate of Amendment to the Amended and Redt@ertificate of
Incorporation

Form of Common Stock Certifica

Form of Indemnification Agreement entered into hg tegistrant with
each of its executive officers and direct

2002 Employee Stock Purchase F

Amended and Restated 1997 Stock f

2002 Stock Pla

Amended and Restated Stockhol’ Rights Agreemer

Office Lease between the registrant and BR3 Par

Lease Agreement with Lincc-Recp Oakland Opco, LLC, as amen
Employment Offer Letter for W. Barry McCartl

Employment Offer Letter for Tom Dillo

Employment Offer Letter with Leslie J. Kilgo

Letter Agreement between the registrant and ColarbiStar Home
Entertainment, Inc

Revenue Sharing Output License Terms between tistrant and
Warner Home Vide:

Form of Subordinated Promissory N

Lease between Sobrato Land Holdings and Netflix,
Lease between Sobrato Interests Il and Netflix,
Description of Director Equity Compensation P

Executive Severance and Retention Incentive
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Exhibit

Filed
Form File No. Filing Date Herewith
16-Q 00C-4980:z 3.1 August 2, 200
S-1/A  33:-8387¢ 3.4 April 16, 200:
16-Q 00(C-4980z 3.2 August 2, 200
S-1/A  33:-8387¢ 4.1 April 16, 200:
S-1/A 33z8387¢ 10.1 March 20, 200
S-1 33:-8387¢ 10.2 March 6, 200
S-1/A  33:-8387¢ 10.3 May 16, 200.
S-1 33:-8387¢ 10.4 March 6, 200
S-1 33:-8387¢ 10.5 March 6, 200
S-1 33:-8387¢ 10.7 March 6, 200
S-1 33:-8387¢ 10.8 March 6, 200
S-1 33:-8387¢ 10.9 March 6, 200
S-1 33z-8387¢ 10.10 March 6, 200
S-1 33:-8387¢ 10.11 March 6, 200
S-1/A  33:-8387¢ 10.12 May 20, 200.
S-1/A  33:-8387¢ 10.13 May 20, 200.
S-1/A  33z-8387¢ 10.14 May 20, 200.
16-Q 00C-4980z 10.15 August 2, 200
10-Q 00C-4980z 10.16 August 2, 200
8-K 00C-4980z 10.1 July 5, 200
8-K 00C-4980z 10.2 July 5, 200
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31.1 Certification of Chief Executive Officer Pursuant$ection 302 of the Sarba-Oxley Act of 200z X
31.2 Certification of Chief Financial Officer Pursuant$ection 302 of the Sarba-Oxley Act of 200z X
32.1* Certifications of Chief Executive Officer and Chighancial Officer Pursuant to Section 906 of the

Sarbane-Oxley Act of 2002 X

**  Confidential treatment granted on portions of theedeibits.
*  These certifications are not deemed filed by th€ &Bd are not to be incorporated by reference yrfiing we make under the Securiti
Act of 1933 or the Securities Exchange Act of 1984spective of any general incorporation languiagany filings.
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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 FormQ@0f Netflix, Inc.;

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or angitate a material fact necessary to make
the statements made, in light of the circumstanoeler which such statements were made, not misigadith respect to the period covered by
this report;

3. Based on my knowledge, the financial statememd,other financial information included in théport, fairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, thegas presented in this report;

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contanld procedures (as definet
Exchange Act Rules 13a-15(e) and 15d-15(e)) amdriat control over financial reporting (as definedxchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and we have:
a) designed such disclosure controls and procedoresaused such disclosure controls and procedoifes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

b) designed such internal control over financialomting, or caused such internal control over fgiahreporting to be designed under our
supervision, to provide reasonable assurance rieggatite reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallymedeaccounting principles;

c) evaluated the effectiveness of the registradisslosure controls and procedures and presentidsineport our conclusions about the
effectiveness of the disclosure controls and proces) as of the end of the period covered by #psnt based on such evaluation; and

d) disclosed in this report any change in the tegis's internal control over financial reporting thatooed during the registre s most
recent fiscal quarter (the registramtourth fiscal quarter in the case of an annuyabm® that has materially affected, or is reasondikely
to materially affect, the registrant’s internal tmhover financial reporting; and

5. The registrant’s other certifying officer anbdve disclosed, based on our most recent evaluatimernal control over financial reporting,
to the registrant’s auditors and the audit commitiEregistrant’s board of directors (or persongqrening the equivalent function):

a) all significant deficiencies and material weas®s in the design or operation of internal cortvelr financial reporting which a
reasonably likely to adversely affect the regidfsaability to record, process, summarize and refioancial 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: November 8, 2005 By: / s/ REEDH ASTINGS

Reed Hastings
Chief Executive Office



Exhibit 31.2

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

[, Barry McCarthy, certify that:
1. | have reviewed this quarterly report on FormQ@0f Netflix, Inc.;

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or angitate a material fact necessary to make
the statements made, in light of the circumstanoeler which such statements were made, not misigadith respect to the period covered by
this report;

3. Based on my knowledge, the financial statemeamtd,other financial information included in théport, fairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, thegas presented in this report;

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contanld procedures (as definet
Exchange Act Rules 13a-15(e) and 15d-15(e)) amdriat control over financial reporting (as definedxchange Act Rules 13a-15(f) and
15d-15(f)) for the registrant and we have:
a) designed such disclosure controls and procedoresaused such disclosure controls and procedoifes designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us by
others within those entities, particularly duritg tperiod in which this report is being prepared;

b) designed such internal control over financialomting, or caused such internal control over fgiahreporting to be designed under our
supervision, to provide reasonable assurance rieggatite reliability of financial reporting and tipeeparation of financial statements for
external purposes in accordance with generallymedeaccounting principles;

c) evaluated the effectiveness of the registradisslosure controls and procedures and presentidsineport our conclusions about the
effectiveness of the disclosure controls and proces) as of the end of the period covered by #psnt based on such evaluation; and

d) disclosed in this report any change in the tegis's internal control over financial reporting thatooed during the registre s most
recent fiscal quarter (the registramtourth fiscal quarter in the case of an annuyabm® that has materially affected, or is reasondikely
to materially affect, the registrant’s internal tmhover financial reporting; and

5. The registrant’s other certifying officer anbdve disclosed, based on our most recent evaluatimernal control over financial reporting,
to the registrant’s auditors and the audit commitiEregistrant’s board of directors (or persongqrening the equivalent function):

a) all significant deficiencies and material weas®s in the design or operation of internal cortvelr financial reporting which a
reasonably likely to adversely affect the regidfsaability to record, process, summarize and refioancial 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: November 8, 2005 By: /S/ BARRY M c C ARTHY

Barry McCarthy
Chief Financial Office



Exhibit 32.1

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

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.Qti8a 1350, as adopted pursuant to Section 90BeoSarbanes-Oxley Act of 2002, that the
quarterly report on Form 1Q-of Netflix, Inc. for the quarter ended Septem®@r 2005 fully complies with the requirements of&m 13(a) o
15(d) of the Securities Exchange Act of 1934 arad ifformation contained in such report fairly pets, in all material respects, the financial
condition and results of operations of Netflix, Inc

Dated: November 8, 2005 By: / s/ REEDH ASTINGS

Reed Hasting
Chief Executive Office

[, Barry McCarthy, certify, pursuant to 18 U.S.@c8on 1350, as adopted pursuant to Section 9@ttecbarbanes-Oxley Act of 2002, that the
quarterly report on Form 1Q-of Netflix, Inc. for the quarter ended Septem®@yr 2005 fully complies with the requirements of&m 13(a) o
15(d) of the Securities Exchange Act of 1934 arad ithformation contained in such report fairly gets, in all material respects, the financial
condition and results of operations of Netflix, Inc

Dated: November 8, 2005 By: / s/ B ARRY M ¢ C ARTHY

Barry McCarthy
Chief Financial Office



