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Netflix, Inc.

Condensed Consolidated Statements of Operations

(unaudited)

(in thousands, except per share data)

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

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

* Stock-based compensation included in expense line itern

Fulfillment expense
Technology and developme
Marketing

General and administratiy

See accompanying notes to the condensed consadlifiaéacial statements.

4

Three Months Ended

Nine Months Ended

September 3C September 3C September 3C September 3C
2008 2007 2008 2007
$ 341,26 $ 293,97: $1,005,06! $ 902,98!
186,57 163,70° 567,49¢ 495,73¢
37,92 30,74¢ 109,89( 90,38¢
224,49t 194,45; 677,38 586,11¢
116,77 99,51¢ 327,67¢ 316,86°
23,36¢ 18,11: 65,82: 52,52¢
49,217 49,14¢ 144,09¢ 166,50¢
11,74: 12,86: 38,90( 38,83¢
(1,62¢) (2,310 (4,729 (5,500)
— — — (7,000
82,69¢ 77,81« 244,09; 245,36¢
34,07 21,70¢ 83,58t 71,49¢
(677) (29€) (1,78)) (893
1,53¢ 5,08¢ 11,60( 15,41
34,93: 26,49¢ 93,40 86,017
14,56 10,85 33,11( 35,10(
$ 20,37 $ 15,647 $ 60,29 $ 50,91
$ 0.34 $ 0.24 $ 0.9¢ $ 0.7¢
$ 0.3¢ $ 0.2 $ 0.9t $ 0.73
60,40¢ 66,46¢ 61,65 67,72
62,27 68,09( 63,65¢ 69,56(
$ 12¢ $ 99 $ 34C $ 327
95C 1,00z 2,79¢ 2,59(
46C 547 1,42¢ 1,59¢
1,49¢ 1,46t 4,511 4,21¢
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Assets
Current asset:
Cash and cash equivalel
Shor-term investment
Prepaid expenst
Prepaid revenue sharing expen
Deferred tax asse
Other current asse
Total current asse
Content library, ne
Property and equipment, r
Deferred tax asse
Other asset
Total asset

Liabilities and Stockholders’ Equity
Current liabilities:

Accounts payabl

Accrued expense

Netflix, Inc.

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

Current portion lease financing obligatic

Deferred revenu
Total current liabilities

Lease financing obligations, excluding current jpor

Other liabilities

Total liabilities
Commitments and contingenci
Stockholder' equity:

Common stock, $0.001 par value; 160,000,000 stearterized at September 30, 2008 and
December 31, 2007; 59,119,998 and 64,912,915 ismuedutstanding at September 30, 2008
December 31, 2007, respectivi

Additional paic-in capital

Treasury stock at cost (2,991,684 sha
Accumulated other comprehensive (loss) ince

Retained earning
Total stockholder equity

Total liabilities and stockholde’ equity

See accompanying notes to the condensed consadlifiaéacial statements.
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September 3C

2008

December 31

2007

$ 111,52 177,43¢
139,30« 207,70
9,98: 6,11¢
15,27+ 6,98:
7,02: 2,25¢
18,26¢ 16,03"
301,37 416,53
122,55¢ 132,45!
128,54 113,17
19,83: 16,86¢
10,69+ 4,46¢

$ 582,99¢ 683,49:
$ 109,27 104,44!
31,62 36,46¢
1,09¢ 827
65,89’ 71,66¢
207,88 213,39
38,28’ 35,65:
11,99( 4,62¢
258,16t 253,68
62 65
331,48 402,71
(90,02¢) —
(2,410 1,611
85,72( 25,42¢
324,83 429 81.
$ 582,99 683,49:
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Netflix, Inc.

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

Three Months Ended Nine Months Ended
September 3C September 3C September 3C September 3C
2008 2007 2008 2007

Cash flows from operating activities:
Net income $ 20,37 $ 15,64 $ 60,29¢ $ 50,917
Adjustments to reconcile net income to net caskigsea by
operating activities
Depreciation and amortization of property, equiptaerd

intangibles 8,64: 5,94t 23,31 16,051
Amortization of content librar 47,59¢ 48,23 162,17¢ 148,66«
Amortization of discounts and premiums on investts 122 23 43€ (48)
Stocl-based compensation expel 3,03t 3,11z 9,07( 8,73¢
Excess tax benefits from stc-based compensatic (1,099 (5,170 (4,467 (21,269
(Gain) loss on disposal of property and equipn (@D} 12¢ 101 12¢
Loss (gain) on sale of sh-term investment 494 (170 (3,746 (364)
Gain on disposal of DVD (3,205 (3,939 (9,856 (12,73)
Deferred taxe (3,899 (35¢) (7,255 (1,235
Changes in operating assets and liabilit

Prepaid expenses and other current a: (209) 111 (8,306 (4,495
Accounts payabl (1,056 6,04¢ 6,86¢ (387)
Accrued expense 4,73( 11,43 (1,999 33,37¢
Deferred revenu (1,989 (4,207 (5,76¢) (13,357
Other assets and liabilitit (313 814 8,37¢ 1,02¢
Net cash provided by operating activit 73,23: 77,66: 229,24! 206,02:
Cash flows from investing activities:

Purchases of shterm investment (22,950) (51,977 (180,84 (370,119
Proceeds from sale of sh-term investment 50,60¢ 41,26¢ 247,61( 165,37¢
Purchases of property and equipm (9,226 (7,412 (36,319 (34,399

Acquisition of intangible ass: (62 — (1,062) —
Acquisitions of content librar (41,569 (39,457 (161,865 (165,346
Proceeds from sale of DVL 3,78 4,76( 13,67: 17,75¢

Investment in busines — — (6,000 —
Other asset 3 61E 31 77¢
Net cash used in investing activiti (19,407 (52,197 (124,77() (385,93)

Cash flows from financing activities:

Principal payments of lease financing obligati (239) (98) (58€) (290
Proceeds from issuance of common sl 2,57¢ 417 15,64: 3,86¢
Excess tax benefits from stc-based compensatic 1,09: 5,17( 4,46 21,26¢
Repurchases of common stc (90,02§) (35,33)) (189,91) (65,549
Net cash used in financing activiti (86,597) (29,849 (170,390 (40,710
Net decrease in cash and cash equiva (32,765 (4,379 (65,91%) (220,629)
Cash and cash equivalents, beginning of pe 144,28 184,18: 177,43¢ 400,43(
Cash and cash equivalents, end of pe $ 111,52 $ 179,80« $ 111,52 $ 179,80«

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

1. Basis of Presentation and Summary of Significariccounting Policies

The accompanying condensed consolidated interianfiial statements of Netflix, Inc. and its whollyreed subsidiary (the
“Company”) have been prepared in conformity witk@mting principles generally accepted in the UhB¢ates (“U.S.”and are consistent
all material respects with those applied in the @any’s Annual Report on Form Xfor the year ended December 31, 2007. The prépa
of condensed consolidated financial statementsiiocmity with U.S. generally accepted accountinggiples (“GAAP”) requires
management to make estimates and judgments tleat #it amounts reported in the condensed consadidimancial statements and
accompanying notes. Examples include the estinuditeseful lives and residual value of the Compamgstent library, the valuation of
stock-based compensation and the recognition ardunement of income tax assets and liabilities. aidteal results experienced by the
Company may differ from management’s estimates.

The interim financial information is unaudited, baflects all normal recurring adjustments that aréhe opinion of management,
necessary to fairly present the information sehfberein. The interim financial statements shdigddead in conjunction with the audited
financial statements and related notes includeédérCompany’s Annual Report on Form 10-K for tharyended December 31, 2007 filed
with the Securities and Exchange Commission (tHeC'$ on February 28, 2008. Interim results aremaxtessarily indicative of the results
for a full year.

Fair Value of Financial | nstruments

The fair value of the Company’s cash and cash edgiins, shorterm investments, accounts payable and accrueds&papproximat
their carrying value due to their short maturities.

Cash Equivalents and Short-Term | nvestments

The Company classifies cash equivalents and shortinvestments in accordance with the Financiaofoting Standards Board’s
(“FASB”) Statement of Financial Accounting StandaftiSFAS”) No. 115Accounting for Certain Investments in Debt and BqS8iecurities
The Company considers investments in instrumentshased with an original maturity of 90 days oslesbe cash equivalents. The
Company classifies short-term investments as avaifor-sale, which consists of marketable sea@sitvith original maturities in excess of
90 days. Short-term investments are reported avéiie with unrealized gains and losses includeaccumulated other comprehensive
income (loss) within stockholders’ equity in thendensed consolidated balance sheets. The amartizztpremiums and discounts, realized
gains and losses and declines in value judged tih®-than-temporary on available-for-sale se@giare included in interest and other
income (expense) in the condensed consolidateghséaits of operations. The Company uses the spatgfitification method to determine
cost when calculating realized gains and losses th®sale of short-term investments.

Short-term investments are reviewed periodicallidemtify possible other-than-temporary impairméfthen evaluating the
investments, the Company reviews factors suchragheof time and extent to which fair value hasrbkeelow cost basis, the financial
condition of the issuer and the Company’s abilitgd antent to hold the investment for a period ofdgiwhich may be sufficient for anticipated
recovery in market value. The Company’s short-tewmestments had no other-than-temporary impairrdaring the three and nine months
ended September 30, 2008 and 2007.

Restricted Cash

As of September 30, 2008 and December 31, 200&r afsets included restricted cash of $1.9 mill@dated to workers’ compensation
insurance deposits. In the second quarter of 20@8Company paid $2.4 million for plaintiffs’ att@ys’ fees and expenses in leavez vs.
Netflix, Inc.lawsuit, of which $2.3 million was included in othmurrent assets as of December 31, 2007.

Content Library

The Company acquires content from studios andildligtrs through direct purchases, revenue shagngements and license
agreements. The Company acquires content for thpope of rental to its subscribers and earns sigiser rental revenues and, as such,
considers its content library to be a productiveeasAccordingly, the Company classifies its cohtimary as a non-current asset in its
condensed consolidated balance sheets. Additigrialgccordance with SFAS No. Btatement of Cash Flowsash outflows for the
acquisition of the content library, net of changeaccounts payable, are classified as cash floova fnvesting activities in the Company’s
condensed consolidated statements of cash flows.ignclusive of any upfront non-refundable payserequired under revenue sharing
agreements.
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The Company amortizes its DVDs, less estimatedagalwalue, on a “sum-of-the-months” accelerate@slmar their estimated useful
lives. The useful lives of new release and cat@lv@s are estimated to be one year and three yesmgectively. In estimating the useful Ii
of the DVDs, the Company takes into account librailjzation as well as an estimate for lost or dged DVDs. Volume purchase discounts
received from studios on the purchase of titlesracerded as a reduction of DVD inventory when edrn

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

Under revenue sharing agreements with studios etidbditors, the Company generally obtains titlesé low initial cost in exchange
for a commitment to share a percentage of its sigigm revenues or a fee, based on utilizatioreravfixed period, or the title term, which
typically ranges from six to twelve months for ed@¥iD title. The revenue sharing expense associatttthe use of each title is expensed to
cost of revenues. At the end of the title term,@loenpany generally has the option of returningDM® title to the studio, destroying the title
or purchasing the title. In addition, the Compaeémits an upfront non-refundable payment to acditiess from the studios and distributors
under revenue sharing agreements. This paymenidesla contractually specified initial fixed licerfee that is capitalized and amortized in
accordance with the Company’s DVD amortization @oliThis payment may also include a contractugigctfied prepayment of future
revenue sharing obligations that is classifiedrapaid revenue sharing expense and is chargegtnsg as future revenue sharing
obligations are incurred.

The Company offers movies and TV episodes thabeamwatched on subscribers’ PCs and TVs via Netfiady devices (“streaming
content”). The Company capitalizes and amortizenise fees on streaming content on a straighbhises consistent with the terms of the
license agreements. Streaming content is also @ehjunder revenue sharing agreements with studidslistributors. The revenue sharing
expense associated with the streaming of contemtpensed to cost of revenues.

Amortization of Intangible Assets

Intangible assets are carried at cost less acctiedudamortization. The Company amortizes intangiisteets with finite lives using the
straightline method over the estimated economic lives efabsets, ranging from approximately 9 to 14 ydatangible assets are includet
other assets in the condensed consolidated badduweets. See Note 4 to the condensed consolidatutfal statements for further discussion.

Property and Equipment

Property and equipment are carried at cost leamadglated depreciation. Depreciation is calculatsidgithe straight-line method over
the shorter of the estimated useful lives of tlepeetive assets, generally up to 30 years, oeteelterm for leasehold improvements, if
applicable. See Note 4 to the condensed consdlidat@ncial statements for further discussion.

I mpairment of Long-Lived Assets

In accordance with SFAS No. 144¢counting for the Impairment or Disposal of Lonigdd Assetslong-lived assets, such as content
library, property and equipment and intangible essebject to amortization, are reviewed for imp&int whenever events or changes in
circumstances indicate that the carrying amouinoiisset group may not be recoverable. Recoveyatifilasset groups to be held and used is
measured by a comparison of the carrying amouahafsset group to estimated undiscounted fututeftags expected to be generated by
the asset group. If the carrying amount of an ag®etp exceeds its estimated future cash flowsn@airment charge is recognized for the
amount in which the carrying amount of an assetijgexceeds fair value of the asset group. Impaitrciesrges were not material during the
three and nine months ended September 30, 200300

Capitalized Software Costs

The Company accounts for software development cimgtisiding costs to develop software productsherdoftware component of
products to be marketed to external users, asasedbftware programs to be used solely to meeaTtimepany’s internal needs in accordance
with SFAS No. 86Accounting for the Costs of Computer Software t&Ble, Leased, or Otherwise Marketatt Statement of Position
(“SOP”) No. 98-1 Accounting for Costs of Computer Software Develapadbtained for Internal UseCosts incurred during the application
development stage for software programs to be sgletly to meet the Comparsyinternal needs are capitalized. Capitalized softveosts ar
included in property and equipment, net and arertipeal over the estimated useful lives of the safwy generally up to three years. The net
book value of capitalized software costs is nobificant as of September 30, 2008 and Decembe2(®17.
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Revenue Recognition

Subscription revenues are recognized ratably oaeh subscriber’s monthly subscription period. Reesrare presented net of the taxes
that are collected from customers and remittecbteeghmental authorities. Refunds to subscribersesrerded as a reduction of revenues.
Revenues from advertising sales are recognized cpapletion of the related campaign. Deferred reeetonsists of subscription revenues
billed to subscribers that have not been recogrézetgift subscriptions that have not been redeemed

Cost of Revenues

SubscriptionCost of subscription revenues consists of postaggpackaging expenses, amortization of the cotitaary and revenue
sharing expenses. Revenue sharing expenses ardeeaghen DVDs are shipped to subscribers or sifessrwatch streaming content.

The terms of some revenue sharing agreements tuitios obligate the Company to make minimum reveshsing payments for
certain titles. The Company amortizes minimum resesharing prepayments (or accretes an amount lgaigastudios if the payment is due
in arrears) as revenue sharing obligations arerieduA provision for estimated shortfall, if amn minimum revenue sharing payments is
made in the period in which the shortfall becomedbable and can be reasonably estimated. Additigrtake terms of certain purchase
agreements with studios provide for rebates baseathieving specified performance levels. The Camiccrues for these rebates as ea
based on historical title performance and estimateemand for the titles over the remainder oftithe term. Actual rebates may vary which
could result in an increase or reduction in thexested amounts previously accrued.

Fulfillment expenses$:ulfillment expenses represent costs incurred eratng and staffing the Company’s shipping cenrdeis
customer service location, including costs attiahig to receiving, inspecting and warehousing tbmgany’s content library. Fulfillment
expenses also include credit card fees.

Technology and Devel opment

Technology and development expenses consist objpayrd related costs incurred in testing, maintajrand modifying the Compars/’
Web site, recommendation service, telecommunicatsystems and infrastructure. Technology and dpuaot expenses also include costs
incurred related to improvements for the delivefrgtoeaming content, other internal-use softwastesys and the depreciation of the
computer hardware and capitalized software usedntidhe Company’s Web site and store its data.

Marketing

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

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

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 yearsiffergnces between the financial statement carrgimgunts of existing assets and liabilities
and their respective tax bases and operating la$sax credit carryforwards. The effect on defeiedassets and liabilities of a change in tax
rates is recognized in income in the period theluitles the enactment date. The measurement ofeléfiexx assets is reduced, if necessar
a valuation allowance for any tax benefits for vihiature realization is uncertain. The Company getres interest and penalties related to
uncertain tax positions in income tax expense.

Comprehensive | ncome (L 0ss)

The Company reports comprehensive income or loasdordance with the provisions of SFAS No. 1B@porting Comprehensive
Income, which establishes standards for reporting congsive income and its components in the finant&@éments. Comprehensive
income (loss) consists of unrealized gains ancekss available-for-sale securities, net of tax.

9
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Net |ncome Per Share

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

Three Months Ended Nine Months Ended
September 3C September 3C September 3C September 3C
2008 2007 2008 2007

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

Net income $ 20,37: $ 15,647 $ 60,29 $ 50,91°
Shares used in computatic
Weighte-average common shares outstant 60,40¢ 66,46¢ 61,65! 67,72:
Basic earnings per she $ 0.3¢4 $ 0.24 $ 0.9¢ $ 0.7%
Diluted earnings per shar
Net income $ 20,37: $ 15,64 $ 60,29 $ 50,917
Shares used in computatic
Weightec-average common shares outstanc 60,40¢ 66,46¢ 61,65: 67,72:
Employee stock options and employee stock purchiase
shares 1,86¢ 1,621 2,007 1,837
Weightec-average number of shar 62,27: 68,09( 63,65¢ 69,56(
Diluted earnings per sha $ 0.3¢ $ 0.2 $ 0.9t $ 0.7:

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

Three Months Ended Nine Months Ended
September 3C September 3C September 3C September 3C
2008 2007 2008 2007
(in thousands)
Employee stock optior 55k 2,66( 45¢ 2,071

Stock-Based Compensation

The Company accounts for stock-based compensatiaacordance with SFAS No. 123(RBhare-Based PaymenYested stock
options granted before June 30, 2004 can be erdraig to three months following termination of eayphent. Vested stock options granted
after June 30, 2004 and before January 1, 200beaxercised up to one year following terminatiberaployment. Beginning in January
2007, newly-granted employee stock options carnxbecesed for the full ten year contractual termameliess of employment status. In
conjunction with this change, the Company changethethod of calculating the fair value of new ktbased compensation awards granted
under its stock option plans from a Black-Scholeslel to a lattice-binomial model. See Note 6 todbrdensed consolidated financial
statements for further discussion.

Recent Accounting Pronouncements

In May 2008, the FASB issued SFAS No. 18B¢ Hierarchy of Generally Accepted Accounting Biples.SFAS No. 162 identifies the
sources of accounting principles to be used irptieparation of financial statements of nongoverradentities that are presented in
conformity with GAAP in the U.S. (the GAAP hieragghSFAS 162 is effective 60 days following the S&gproval of the Public Company
Accounting Oversight Board amendments to AU Sedtibh, The Meaning of “Present Fairly in Conformity withe@erally Accepted
Accounting Principle”. The Company currently adheres to the GAAP hieraeshgresented in SFAS No. 162, and does not egpect
adoption of this standard to have a material impaats financial position or results of operations

In December 2007, the FASB issued SFAS No. 141R3jness Combinationgo replace SFAS No. 14Business Combinations
SFAS No. 141(R) requires the use of the acquisiti@thod of accounting, defines the acquirer, eistadd the acquisition date and broadens
the scope to all transactions and other eventinhwone entity obtains control over one or moteobusinesses. This statement is effective
for financial statements issued for fiscal yeangifneing on or after December 15, 2008. The Compmbugs not expect the adoption of this
standard to have a material impact on its finamisition or results of operations.

10
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In February 2007, the FASB issued SFAS No. T8® Fair Value Option for Financial Assets and Final Liabilities. SFAS No. 159
allows companies to choose to measure many finkinsiauments and certain other items at fair valilee statement requires that unrealized
gains and losses on items for which the fair valpion has been elected be reported in earningsSHo. 159 also amends certain
provisions of SFAS No. 11%\ccounting for Certain Investments in Debt and BgBecurities SFAS No. 159 is effective for fiscal years
beginning after November 15, 2007, although eaddoption is permitted. SFAS No. 159 was effectorehe Company beginning in the fi
quarter of fiscal 2008. The Company elected to acttor the investment in a business under theroeshod during the first quarter of 2008.
The adoption of SFAS No. 159 in the first quartefiscal 2008 did not impact the Company’s finahgiasition or results of operations.

In September 2006, the FASB issued SFAS No. E&if,Value MeasurementSFAS No. 157 establishes a framework for measuring
the fair value of assets and liabilities. This feamork is intended to provide increased consistéméyww fair value determinations are made
under various existing accounting standards whéeimjt, or in some cases require, estimates offiaiket value. SFAS No. 157 is effective
for fiscal years beginning after November 15, 288d interim periods within those fiscal years. &bfuary 2008, the FASB issued FASB
Staff Position (“FSP”) No. 157-2, which delays #féective date of SFAS No. 157 for all non-finari@asets and non-financial liabilities,
except those that are recognized or disclosedratdhue in the financial statements on a recurbagis, to fiscal years beginning after
November 15, 2008 and interim periods within thiiseal years for items within the scope of FSP Mai-2. Effective January 1, 2008, the
Company adopted SFAS No. 157 for financial assseddiabilities recognized at fair value on a retgrbasis. The partial adoption of
SFAS No. 157 for financial assets and liabilitiés wot have a material impact on the Company’sriia position or results of operations. In
October 2008, the FASB issued FSP No. 15D&ermining the Fair Value of a Financial Asset \Wiiee Market for That Asset is Not
Active. FSP No. 157-3 clarifies the application of SFA& W57 in cases where a market is not active. Toragany has considered FSP
No. 15%-3 in its determination of estimated fair valuetSeptember 30, 2008, and the impact was notriaht8ee Note 3 to the condensed
consolidated financial statements for further désbon.

2. Immaterial Error Corrections

In June 2004, the Company entered into a leasagenaent whereby the Company leased a buildingathatconstructed by a third
party. In June 2006, the Company entered into #asihease arrangement whereby the Company leasedand building that was construc
by the same third party. Upon commencement ofdéheds, the Company accounted for both of thesegemzents as operating leases under
SFAS No. 13Accounting for Leaseswhereby the total minimum lease payment obligegtionder the leases were recognized as monthly rer
expense on a straight-line basis over the terntiseofeases.

In June 2008, it was determined that because threstef the original lease agreements required tragany’s involvement in the
construction of certain elements of the buildingsder Emerging Issues Task Force (“EITF”) No. 97tk Effect of Lessee Involvement in
Asset Constructio, the Company was deemed to be the owner (for aticmupurposes only) of the buildings subject te ldases during the
construction period. The Company should have raftean asset on its balance sheet for the costdbyahe lessor to construct these
buildings, as well as a corresponding liability.ddpcompletion of construction, the Company didmeet the “sale-leaseback” criteria under
SFAS No. 98Accounting for Leases: Sale-Leaseback Transactioraving Real Estate, Sales-Type Leases of Reatds Definition of the
Lease Term, and Initial Direct Costs of Direct Aiting Leases; an amendment of FASB Statements3N66,land 91 and a rescission
FASB Statement No. 26 and Technical Bulletin N-11, and therefore should have treated the leasésa®ing obligations and the assets
and corresponding liabilities would not be derecpgah.

The corrections to the historical financial statetsdo apply EITF No. 970 were considered immaterial and did not affeetttial cas
payments the Company has made or is obligated ke miader the lease agreements, nor did it chargthl expense to be recognized over
the lease terms. However, the timing and natuexpénse is different under this treatment as coetptar operating lease treatment.
Specifically, the Company should have recognized laase expense, depreciation expense on tha #ssedleemed to own and interest
expense on the associated lease financing obligatio

As of September 30, 2008, property and equipmeatt,imcluded $40.7 million for the two buildingssdeibed above and related
accumulated depreciation of $2.2 million. As of Beber 31, 2007, property and equipment, net, irdu#B7.2 million and related
accumulated depreciation of $1.3 million.
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The impact of these corrections on the previoushgented periods is as follows:

Netflix, Inc.

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

Adjusted
Three Months Three Months
Ended Ended
September 3C September 3C
2007 Adjustments 2007
Revenue! $ 293,97. $ — $ 293,97.
Cost of revenues
Subscriptior 163,70° — 163,70°
Fulfillment expense 30,74¢ — 30,74¢
Total cost of revenue 194,45; — 194,45;
Gross profit 99,51¢ — 99,51¢
Operating expense
Technology and developme 18,21¢ (1049 18,11:
Marketing 49,16¢ () 49,14¢
General and administrati\ 12,89t (32 12,86:
Gain on disposal of DVD (2,310 — (2,310
Total operating expens 77,96 (159 77,81«
Operating incom: 21,55: 152 21,70¢
Other income (expense
Interest expense on lease financing obligat — (29¢) (29¢€)
Interest and other income (expen 5,08¢ — 5,08¢
Income before income tax 26,64 (143) 26,49¢
Provision for income taxe 10,90¢ (58) 10,85
Net income $ 15,73 $ (85) $ 15,64
Net income per shar
Basic $ 0.24 $ 0.24
Diluted $ 0.2 $ 0.2
Weighted average common shares outstani
Basic 66,46¢ 66,46¢
Diluted 68,09( 68,09(
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Netflix, Inc.

Condensed Consolidated Statements of Operations

Revenue:!
Cost of revenues
Subscriptior
Fulfillment expense
Total cost of revenue

Gross profit
Operating expense
Technology and developme
Marketing
General and administrati\
Gain on disposal of DVD
Gain on legal settleme
Total operating expens
Operating incom:
Other income (expense
Interest expense on lease financing obligat
Interest and other income (expen
Income before income tax
Provision for income taxe
Net income

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

(unaudited)
(in thousands, except per share data)

13

Adjusted
Nine Months Nine Months

Ended Ended
September 3C September 3C

2007 Adjustments 2007
$ 902,98! $ — $ 902,98!
495,73: — 495,73
90,38¢ — 90,38
586,11¢ — 586,11¢
316,86 — 316,86°
52,83¢ (312 52,52¢
166,55¢ (52) 166,50¢
38,93( (96) 38,83¢
(5,500 — (5,500)
(7,000 — (7,000
245,82 (459) 245,36¢
71,04( 45¢ 71,49¢
— (897) (893)
15,41 — 15,41
86,45 (434) 86,01"
35,27! (175) 35,10(
$ 51,17¢ $ (259 $ 50,91
$ 0.7¢ $ 0.7t
$ 0.74 $ 0.7%
67,72: 67,72:
69,56( 69,56(
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Netflix, Inc.

Condensed Consolidated Statements of Cash Flows

Cash flows from operating activities:
Net income

(unaudited)
(in thousands)

Adjustments to reconcile net income to net caskigenl by operating activitie:
Depreciation and amortization of property, equiptreerd intangible: 5,771 16¢

Amortization of content librar

Amortization of discounts and premiums on investts

Stocl-based compensation expel
Excess tax benefits from stc-based compensatic
Loss on disposal of property and equiprr
Gain on sale of shc-term investment
Gain on disposal of DVD
Deferred taxe
Changes in operating assets and liabilit
Prepaid expenses and other current a:
Accounts payabl
Accrued expense
Deferred revenu
Other assets and liabilitic
Net cash provided by operating activit
Cash flows from investing activities:
Purchases of shi-term investment
Proceeds from sale of sh-term investment
Purchases of property and equipm
Acquisitions of content librar
Proceeds from sale of DVL
Other asset
Net cash used in investing activiti
Cash flows from financing activities:
Principal payments of lease financing obligati
Proceeds from issuance of common si
Excess tax benefits from stc-based compensatic
Repurchases of common stc
Net cash used in financing activiti
Net decrease in cash and cash equiva
Cash and cash equivalents, beginning of pe
Cash and cash equivalents, end of pe

Adjusted
Three Months Three Months
Ended Ended
September 3C September 3C
2007 Adjustments 2007
$ 15,73 $ (89 $ 15,64
5,94¢
48,23 — 48,23
23 — 23
3,11: — 3,11:
(5,170) — (5,170
12¢ — 12¢&
(170) — (170
(3,93)) — (3,937
(300) (59) (35
111 — 111
6,04¢ — 6,04¢
11,43 — 11,43:
(4,207 - (4,20))
741 73 814
77,56¢ 98 77,66:
(51,979 — (51,977)
41,26¢ — 41,26¢
(7,417) - (7,417
(39,45) — (39,452
4,76( — 4,76(
61E — 61Et
(52,19)) = (52,197
— (98) (98)
417 — 417
5,17(C — 5,17(C
(35,339 — (35,339
(29,749 (99 (29,849
(4,379 — (4,379
184,18: — 184,18:
$ 179,80« $ — $ 179,80«
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Netflix, Inc.

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

Nine Months Endec

Adjusted
Nine Months Endec

September 30, September 30,
2007 Adjustments 2007
Cash flows from operating activities:
Net income $ 51,17¢ $ (259 $ 50,917
Adjustments to reconcile net income to net caskigsea by
operating activities
Depreciation and amortization of property, equiptaerd
intangibles 15,55 504 16,057
Amortization of content librar 148,66« — 148,66«
Amortization of discounts and premiums on investts (48) — (48)
Stocl-based compensation expel 8,73¢ — 8,73¢
Excess tax benefits from stc-based compensatic (21,269 — (21,269
Loss on disposal of property and equiprr 12¢ — 12¢
Gain on sale of shc-term investment (3649) — (364)
Gain on disposal of DVD (12,739 — (12,73)
Deferred taxe (1,060 (17%) (1,235
Changes in operating assets and liabilit
Prepaid expenses and other current a: (4,495 — (4,495
Accounts payabl (387) — (387)
Accrued expense 33,37¢ — 33,37¢
Deferred revenu (13,359 — (13,357
Other assets and liabilitit 80¢€ 22C 1,02¢
Net cash provided by operating activit 205,73: 29C 206,02:
Cash flows from investing activities:
Purchases of shterm investment (370,11 — (370,119
Proceeds from sale of sh-term investment 165,37¢ — 165,37¢
Purchases of property and equipm (34,399 — (34,399
Acquisitions of content librar (165,34¢) — (165,34¢)
Proceeds from sale of DVL 17,75¢ — 17,75¢
Other asset 77¢ — 77¢
Net cash used in investing activiti 385,93) — 385,93
Cash flows from financing activities:
Principal payments of lease financing obligati — (290 (290)
Proceeds from issuance of common si 3,864 — 3,86¢
Excess tax benefits from stc-based compensatic 21,26« — 21,26¢
Repurchases of common stc (65,549 — (65,549
Net cash used in financing activiti (40,420 (290 (40,710
Net decrease in cash and cash equiva (220,629 — (220,629)
Cash and cash equivalents, beginning of pe 400,43( — 400,43(
Cash and cash equivalents, end of pe $ 179,80: $ — $ 179,80:

The Company has also corrected immaterial erroits joreviously filed Form 10-K for the year end@dcember 31, 2007 and will
report the adjusted amounts the next time thesedqseare reported. Net income was reduced by $0l@m $0.2 million and $0.1 million fc
the years ended December 31, 2007, 2006 and 28§}iectively. Net income per share remained unchifugehe years ended December
2007, 2006 and 2005. Total assets were increas&@4g® million, total liabilities were increased $84.8 million and shareholders’ equity
was reduced by $0.6 million at December 31, 20@8h(rovided by operating activities and cash uséidancing activities were increased
by $0.4 million and $0.3 million for the years edd@ecember 31, 2007 and 2006, respectively. Cashidad by operating activities and c:
used in financing activities remained unchangedHeryear ended December 31, 2005.
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3. Short-Term Investments and Fair Value Measuremen
Short-term investments are classified as avail&ditesale securities and are reported at fair vakiéllows:

September 30, 2008
Gross Gross

Gross Unrealized Unrealized
Amortized Estimated
Cost Gains Losses Fair Value
(in thousands)
Corporate debt securiti $ 2857 $ 76 $(1,27%) $ 27,37.
Government and agency securit 89,99¢ 28¢€ (361) 89,92
Asset and mortga-backed securitie 23,14+ 56 (1,192 22,00¢

$141,71. $ 416 $ (2,826  $139,30

December 31, 2007
Gross Gross

Gross Unrealized Unrealized
Amortized Estimated
Cost Gains Losses Fair Value
(in thousands)
Corporate debt securiti $36,44 $ 315 $ (85 $ 36,67¢
Government and agency securil 130,88« 2,15¢ (33 133,00¢
Asset and mortga-backed securitie 37,84: 307 (127) 38,02:

$20517: $ 2,777 $ (245  $207,70:

The Company measures certain financial asset# ataflae on a recurring basis, including cash eajleints and available-for-sale
securities. In accordance with SFAS No. 157, falug is a market-based measurement that shouldtbeniined based on the assumptions
that market participants would use in pricing asea®r liability. As a basis for considering sussamptions, SFAS No. 157 establishes a
three-level hierarchy which prioritizes the inputed in measuring fair value. The three hierarekgls are defined as follows:

Level 1 — Valuations based on unadjusted quotantplin active markets for identical assets. Thevidue of available-for-sale
securities included in the Level 1 category is bame quoted prices that are readily and regulariilable in an active market. The Level 1
category includes money market funds of $42.9 arilliwhich are included in cash and cash equivalarttee condensed consolidated bale
sheets.

Level 2 — Valuations based on observable inputsefathan Level 1 prices), such as quoted pricesifoilar assets at the measurement
date; quoted prices in markets that are not activether inputs that are observable, either diyeamtindirectly. The fair value of available-
for-sale securities included in the Level 2 catggstbased on the market values obtained from d@pendent pricing service that were
evaluated using pricing models that vary by asssiscand may incorporate available trade, bid dheronarket information and price quotes
from well established independent pricing vendors laroker-dealers. The Level 2 category includestdierm investments and cash
equivalents of $158.9 million, which are comprigédorporate debt securities, government and agsecyrities and asset and mortgage-
backed securities. Substantially all of the redidéand commercial mortgage-backed securitiesAf” rated. The mortgage bonds owned
represent the senior tranches of the capital strecnd provide credit enhancement through ovdatenalization and their subordination
characteristics.

Level 3 — Valuations based on inputs that are ueistadble and involve management judgment and thartiag entity’s own
assumptions about market participants and pridihg. Company has no Level 3 financial assets med&irgir value on the condensed
consolidated balance sheets as of September 38, 200

The hierarchy level assigned to each securityénGbmpany’s available-for-sale portfolio and caghiealents is based on its
assessment of the transparency and reliabilith®friputs used in the valuation of such instruna¢tihe measurement date. The Company did
not have any material financial liabilities thatre@eovered by SFAS No. 157 as of September 30,.2008
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4. Balance Sheet Components
Content Library, net
Content library and accumulated amortization cdaedisf the following:

As of
September 3C December 31
2008 2007
(in thousands)
Content library, gros $ 831,73 $ 698,70:-
Less accumulated amortizati (709,176 (566,249
Content library, ne $ 122,55t $ 132,45!

Property and Equipment, net
Property and equipment and accumulated depreciatinsisted of the following:

As of
September 3C December 31
2008 2007
(in thousands)
Computer equipmet year $ 42,04( $ 35,58t
Other equipmer 3-5 year 56,81’ 41,14(
Computer software, including inter-use softwart 1-3 year: 29,85¢ 22,05¢
Furniture and fixture 3 year 12,07: 7,88:
Building (1) 30 year 40,68: 37,19:
Leasehold improvemen Over life of leas 32,53 18,44(
Capital worl-in-progress 4,294 18,45:
Property and equipment, grc 218,29: 180,75(
Less: Accumulated depreciati (89,750 (67,575
Property and equipment, r $ 12854: $ 113,17
(1) See Note 2 to the condensed consolidated finasizisdments for further discussit
Intangible Assets
Intangible assets and accumulated amortizationistealsof the following:
As of
September 3C December 31
2008 2007
(in thousands)
Patents, gros $ 2,22¢ $ 1,56¢
Less accumulated amortizati (330 (200
Patents, ne $ 1,89¢ $  1,36¢€

In 2008, the Company capitalized $0.7 million rethto the acquisition of certain technology patieenses. The capitalized patent
licenses are being amortized to technology andldpreent in the condensed consolidated statemertperhtions over the remaining life of
the patents, the last of which expires in Septerab2d.
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5. Other Comprehensive Income
The components of comprehensive income are asfgllo

Three Months Ended Nine Months Ended
September 3C September 3C September 3C September 3C
2008 2007 2008 2007
(in thousands)

Net income $ 20,37 $ 15,647 $ 60,29 $ 50,917

Other comprehensive incorr
Change in unrealized gain (loss) on available-&de-securities,
net of tax (1,596) 1,25¢ (4,02 737
Comprehensive incon $ 18,77t $ 16,90¢ $ 56,27 $ 51,65¢

6. Stockholders’ Equity
Stock Repurchases

On March 5, 2008, the Company’s Board of Directrthorized a stock repurchase program allowingih@pany to repurchase up to
$150 million of its common stock through the en®6608. During the three months ended Septembe2(®B, the Company repurchased
2,991,684 shares of common stock under this prog&drares were purchased at an average price apapyately $30 per share for an
aggregate amount of approximately $90 million. e tiltimate disposition has not been decided, dased shares under this plan are
recorded as treasury stock under the cost meth®df September 30, 2008, there were no unsetti@e sepurchases.

On January 31, 2008, the Company’s Board of Dirscaoithorized a stock repurchase program allowiegdompany to repurchase up
to $100 million of its common stock through the efi@008. During the three months ended March B0D82the Company repurchased
3,847,062 shares of common stock under this progBdrares were purchased at an average price abapyately $26 per share for an
aggregate amount of $100 million. Repurchased sharder this plan were accounted for under theeragnt method, as all shares
repurchased had been retired.

On April 17, 2007, the Company’s Board of Directartghorized a stock repurchase program allowingohvpany to repurchase up to
$100 million of its common stock through the en®607. During the three months ended Septembe2(®, the Company repurchased
2,061,687 shares of common stock at an average gfiapproximately $17 per share for an aggregateuat of approximately $35 million.
During the nine months ended September 30, 20@7Ctmpany repurchased 3,444,149 shares of commok &t an average price of
approximately $19 per share for an aggregate anaf$86 million. During the year ended DecemberZ1)7, the Company repurchased
4,733,788 shares of common stock at an average pfiapproximately $21 per share for an aggregatauat of $100 million. Repurchased
shares under this plan were accounted for underetirement method, as all shares repurchased dw detired.

Employee Stock Purchase PI

In February 2002, the Company adopted the 2002 &repl Stock Purchase Plan (“ESPRVhich reserved a total of 1,166,666 share
common stock for issuance. The 2002 ESPP alsogesyor annual increases in the number of sha@tahle for issuance on the first day
each year, beginning with 2003, equal to the lesker

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

Under the Company’s ESPP, employees may purchasmon stock of the Company through accumulated flageductions. The
purchase price of the common stock acquired by eyegls participating in the ESPP is 85% of the nlpgirice on either the first day of the
offering period or the last day of the purchaseéqgugmwhichever is lower. Through May 1, 2006, offfigrperiods were 24 months, and the
purchase periods were six months. Therefore, efieting period included four six-month purchaseipés, and the purchase price for each
six-month period was determined by comparing thsiob prices on the first day of the offering pdrand the last day of the applicable
purchase period. In this manner, the look-bacld&iermining the purchase price was up to 24 mohtbwsiever, effective May 1, 2006, the
ESPP was amended so that the offering and purgieaigrls take place concurrently in consecutivensdiith increments. Therefore, under
the amended ESPP, the look-back for determiningtinehase price is six months. Employees may inwes$t 15% of their gross salary
through payroll deductions. In no event shall apleyee be permitted to purchase more than 8,33#slw common stock during any six-
month purchase period. As of September 30, 206252464 shares were available for future issuandenthe ESPP.
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Stock Option Plans
The 1997 Stock Plan provides for the issuanceoakgpurchase rights, incentive stock options or-si@utory stock options. In
November 2007, the 1997 Stock Plan expired and,rasult, there were no shares available for gtheteafter, under the 1997 Stock P

In February 2002, the Company adopted the 200k Rtan, which was amended and restated in May 200§ 2002 Stock Plan
provides for the grant of incentive stock optiom®imployees and for the grant of non-statutorykstqations and stock purchase rights to
employees, directors and consultants. As of Sepged®, 2008, 3,437,268 shares were available fortgmder the 2002 Stock Plan.

A summary of option activity during the nine montrsdled September 30, 2008 is as follows:

Options Outstanding Weighted-Average Aggregate
Remaining Intrinsic
Shares Available Number of Weighted-Average Contractual Term Value
For Grant Shares Exercise Price (in years) (in thousands
Balances as of December 31, 2( 3,994,86! 5,619,63! $ 16.4%
Granted (217,949 217,94 27.3(
Exercisec — (484,43) 17.6:%
Cancellec 30,38¢ (30,389 28.61
Expired (332) — —
Balances as of March 31, 20 3,806,97I 5,322,76! 16.7¢ 6.5C $ 95,55¢
Granted (177,259 177,25: 32.5¢
Exercisec — (254,85)) 8.5(C
Cancellec 5,581 (5,587) 33.9i
Balances as of June 30, 2( 3,635,30: 5,239,58! 17.6¢€ 6.5C $ 49,657
Granted (203,84 203,84 28.97
Exercisec — (201,079 12.81
Cancellec 5,807 (5,807%) 28.5¢
Balances as of September 30, 2 3,437,26! 5,236,54. 18.2 6.4< $ 67,52
Vested and exercisable as of September &
2008 5,236,54. 18.27 6.4% 67,52

The aggregate intrinsic value in the table abopeasents the total pretax intrinsic value (theeddhce between the Company’s closing
stock price on the last trading day of the thirdjer of 2008 and the exercise price, multipliedh®ynumber of in-the-money options) that
would have been received by the option holdersatiamption holders exercised their options on Sayier 30, 2008. This amount changes
based on the fair market value of the Company’smmomstock. Total intrinsic value of options exeedgluring the three and nine months
ended September 30, 2008 was $3.5 million and $hélibn, respectively. Total intrinsic value of tipns exercised during the three and r
months ended September 30, 2007 was $1.3 millidr&r6 million, respectively.

Cash received from option exercises and purchasdsr ihe ESPP for the three and nine months enegigdi®ber 30, 2008 was $2.6
million and $15.6 million, respectively. Cash raea from option exercises and purchases under$f®PHor the three and nine months
ended September 30, 2007 was $0.4 million and i$8l®n, respectively.
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Stock-Based Compensation
The following table summarizes the assumptions tsedlue option grants using the lattice-binomiaidel:

Three Months Ended Nine Months Ended
September 3C September 3C
September 30, September 30,
2008 2007 2008 2007

Dividend Yield — — — —
Expected Volatility 50% 48% 50%- 54% 43%- 48%
Risk-free interest rat 4.0(% 4.92% 3.69%-4.0% 4.65%-4.92%
Suboptimal exercise fact 1.77-1.9C 1.77- 2.0¢€ 1.77-2.04 1.77-2.0¢

The fair value of shares issued under the ESP8&tima&ed using the Black-Scholes option pricing elodhe following table
summarizes the assumptions used to value shateslissider the ESPP:

Nine Months Ended

September 3C September 3C
2008 2007
Dividend yield — —
Expected volatility 55% 41%
Risk-free interest rat 1.5¢% 5.0%%
Expected life (in years 0.t 0.t

The Company estimates expected volatility based biend of historical volatility of the Company’sramon stock and implied
volatility of tradable forward call options to pin@se shares of its common stock. The Company lesliaat implied volatility of publicly
traded options in its common stock is expectecetonore reflective of market conditions and, themefean reasonably be expected to be a
better indicator of expected volatility than histat volatility of its common stock.

The Company bifurcates its option grants into twpyee groupings (executive and non-executivegthas exercise behavior and
considers several factors when determining thenaséi of expected life for each group, including istorical option exercise behavior and
the terms and vesting periods of the options gdartethe nine months ended September 30, 200&; dingpany used a suboptimal exercise
factor ranging from 1.90 to 2.04, for executived 477 for non-executives, which resulted in aualed expected life of the option grants of
four years for executives and three years for naeatives. In the nine months ended September(i¥,2he Company used a suboptimal
exercise factor ranging from 2.06 to 2.09 for exises and 1.77 for non-executives, which resulted talculated expected life of five years
for executives and four years for non-executives.

The Company bases the risk-free interest rate & Treasury zero-coupon issues with remaining teimgar to the expected term of
the options. The Company does not anticipate pagirygcash dividends in the foreseeable future hekfore uses an expected dividend
yield of zero in the option valuation model. Then@many does not use a g-vesting termination rate as options are fully gdsipon grant
date.

The weighted-average fair value of employee stqitlons granted during the three and nine monthe@&kptember 30, 2008 was
$12.40 and $12.89 per share, respectively. Thehiedgverage fair value of employee stock options grhdteing the three and nine mor
ended September 30, 2007 was $8.15 and $9.34 g, shspectively.
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The following table summarizes stock-based comp@rsaxpense, net of tax, related to stock optiampand ESPP under SFAS
No. 123(R) for the three and nine months endedeBamtr 30, 2008 and 2007 which was allocated amisll

Three Months Ended Nine Months Ended
September 3C September 3C September 3C September 3C
2008 2007 2008 2007
(in thousands)
Fulfillment expense $ 12¢ $ 99 $ 34C $ 327
Technology and developme 95C 1,00z 2,79 2,59(
Marketing 46C 547 1,42¢ 1,59¢
General and administrati\ 1,49¢ 1,46t 4,511 4,21¢
Stocl-based compensation expense before income 3,03t 3,11z 9,07( 8,73¢
Income tax benef (1,266 (1,276 (3,299 (3,560
Stocl-based compensation after income tz $ 1,76¢ $ 1,83i $ 577 $ 517«

7. Income Taxes

The effective tax rate for the three months endsut&Snber 30, 2008 was 41.7%. The provision is pilyntor the U.S. federal and ste
taxes netted with the research and developmenitgi@dimed during the year. Our effective tax miféered from the federal statutory rate
primarily due to state tax provision netted witk tiesearch and development credits claimed. Thegiwa for income taxes for the three
months ended September 30, 2008 was $14.6 million.

As of January 1, 2008, the Company had no grosscognized tax benefits. During the nine months ér@ptember 30, 2008, the
Company had an increase in gross unrecognizecdetgefits of approximately $1.5 million related te durrent year tax position and an
increase of approximately $9.0 million relatedttogrior year tax positions. The gross uncertaimpiasitions, if recognized by the Company,
will result in a reduction of approximately $8.0lloh to the tax provision which will favorably inggt the Company’s effective tax rate.

In accordance with FIN No. 48, the Company recogminterest and penalties related to uncertaipdaitions in income tax expense.
Accrued interest and penalties relating to themedax on the unrecognized tax benefits as of Gdpe 30, 2008 were immaterial due to
sufficient tax attributes or tax payments availdbleyears prior to fiscal 2008.

The Company anticipates settling $0.3 million sfiinrecognized tax benefits over the next twelvath® As a result, this amount was
included in the current income payable.

Due to the Company’s taxable loss position in pyiears, all tax years are open to examinationen s and state jurisdictions. The
Company is also open to examination in variousegtatsdictions for tax years 2000 and forward, emohwhich were individually material.
The Company does not anticipate the total amouits efnrecognized tax benefits to significantly eha over the next twelve months.

8. Legal Proceedings

From time to time, in the normal course of its @iens, the Company is a party to litigation matt@nd claims, including claims
relating to employee relations and business presticitigation can be expensive and disruptivediomal business operations. Moreover, the
results of complex legal proceedings are diffitolpredict and the Company cannot reasonably esitha likelihood or potential dollar
amount of any adverse results. The Company expéegaisfees as incurred. Listed below are matéegdl proceedings to which the
Company is a party. An unfavorable outcome of dny@se matters could have a material adversetaifethe Company’s financial position,
liquidity or results of operations.

On October 24, 2008, Media Queue, LLC filed a camplfor patent infringement against the CompanthaéUnited States District
Court for the Eastern District of Oklahoma, capioMedia Queue, LLC v. Netflix, Inc., et.,aCivil Action No.
CIV 08-402-KEW. The complaint alleges that the Campinfringed U.S. Patent No. 7,389,243 entitleatification System and Method for
Media Queue” issued on June 17, 2008. The comaigks unspecified compensatory and enhanced daniaigeest and fees, and seeks to
permanently enjoin the defendants from infringihg patent in the future.
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On August 27, 2007, plaintiff/relator Norman Badtasn behalf of the United States, filed suit agathe Company in the United Sta
District Court for the Northern District of Georgialleging claims under the False Claims Act, 3%.0. 8§ 3729 et seq. (the “Act”). The
complaint was filed under seal, pursuant to the fcprovide the United States an opportunity tervene and conduct the action on its own.
On June 26, 2008, the United States declined émvane in the litigation and the complaint was cedeunsealed on July 11, 2008. The
complaint alleges that the Company falsely cedifieat its DVD mailers qualified as machinable urtthe mailing standards of the United
States Postal Service, thereby avoiding $260 miliiosurcharges for nonmachinable mail. The compkgeks monetary relief in amount
three times the damages suffered by United Steitgspenalties of between $5,500 and $11,000 &arheviolation of the Act, a monetary
award for the relator pursuant to the Act, injunetielief and costs.

On December 28, 2007, Parallel Networks, LLC fidedomplaint for patent infringement against the @any in the United States
District Court for the Eastern District of TexaaptionedParallel Networks, LLC v. Netflix, Inc., et. aCivil Action No 2:07-cv-562-LED.
The complaint alleges that the Company infringe. Patent Nos. 5,894,554 and 6,415,335 B1 entilgdtem For Managing Dynamic W
Page Generation Requests by Intercepting RequégehtServer and Routing to Page Server TherebyaRielg Web Server to Process Other
Requests” and “System and Method for Managing Dyoakfeb Page Generation Requests”, issued on ABril299 and July 2, 2002,
respectively. The complaint seeks unspecified corsatory and enhanced damages, interest and fekseaks to permanently enjoin the
defendants from infringing the patent in the future

On October 16, 2007, Refined Recommendation Cotiparéiled a complaint for patent infringement aggtithe Company in the Unit
States District Court for the Eastern District afWJersey, captioneRlefined Recommendation Corporation v. Netflix,, I@ovil Action
No. 2:07-cv-04981-DMC-MF. The complaint alleges that the@any infringed U.S. Patent No. 6,606,102 entitl@dtimizing Interest
Potential”, issued on August 12, 2003. The complséeks unspecified compensatory and enhanced éafiaterest and fees, and seeks to
permanently enjoin the defendants from infringihg patent in the future. On February 15, 2008¢cHs® was transferred to the Northern
District of California. On September 16, 2008, @@mpany entered into a settlement agreement watipldintiff. On September 24, 2008,
pursuant to a stipulation between the partiescthet entered an Order dismissing all claims agairessCompany with prejudice.

On January 2, 2007, Lycos, Inc. filed a complaiamtfatent infringement against the Company, TiVie, Bnd Blockbuster, Inc. in the
United States District Court for the Eastern Dgdtdf Virginia. The complaint alleges that the Canyp infringed U.S. Patents Nos. 5,867,799
and 5,983,214, entitled “Information System and ietfor Filtering a Massive Flow of Information Higs to Meet User Information
Classification Needs” and “System and Method Emipigyndividual User Content-Based Data and Usefaboration Feedback Data to
Evaluate the Content of an Information Entity ihaage Information Communication Networkgspectively. The complaint seeks unspec
compensatory and enhanced damages, interest andifebeseeks to permanently enjoin the defendemtsiffringing the patents in the
future. On August 6, 2007, the case was transfaodite District of Massachusetts. On June 27, 2008, Inc. was dismissed from the
litigation pursuant to a stipulation with the pliff

9. Related Party Transaction

In April 2007, Netflix entered into a license agrent with a company in which an employee had afsignt ownership interest at that
time. Pursuant to this agreement, Netflix recordetharge of $2.5 million in technology and develepirexpense in 2007. In January 2008,
in conjunction with various arrangements, Netflaigha total of $6.0 million to this same companfywbich $5.7 million was accounted for
an investment under the cost method. The investmeantluded in other assets in the condensed didased balance sheet. In conjunction
with these arrangements, the employee with thdfgignt ownership interest in the same company iesied his employment with Netflix.

Item 2. Management’s Discussion and Analysis of Financial@dition and Results of Operations
Forward-Looking Statements

This Quarterly Report on Form 10-Q contains cerfaiward{ooking statements within the meaning of the fetseaurities laws. The:
forward-looking statements include, but are noitheh to, statements regarding: our strategy foivdghg streaming content; subscriber
growth; operating expenses; interest and othemmec(expense); liquidity; churn; developments in Didbmats; that the DVD format will
continue to be the main vehicle for watching conierthe home; the broadening of our distributi@pabilities over other platforms; and
average revenue per average paying subscribere Thegard-looking statements can be identified lmydg such as: “will”, “anticipate”,
“intend”, “may”, “expect” and derivations theredfhese forward-looking statements are subject ks @d uncertainties that could cause
actual results and events to differ. Factors thightrcause or contribute to such differences inejJumit are not limited to, those discussed in
the Annual Report on Form 10-K for the year endedddnber 31, 2007 filed with the Securities and Brge Commission (“SEC”) on

February 28, 2008, in the Quarterly Reports on Fbor® filed with the SEC on May 6, 2008 and Augdlist 2008.

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

22



Table of Contents

Overview
Our Business

We are an online movie rental subscription serindbe United States (“U.S.”), providing approximigt8.7 million subscribers access
to over 100,000 DVD titles plus a growing librarfyaver 12,000 choices that subscribers can watdein PCs and TVs via Netflix ready
devices (“streaming content”). We offer a varietysabscription plans with no due dates, no lats &l no shipping fees. Subscribers select
tittes at our Web site aided by our proprietaryoramendation service, receive them on DVD by U.SI ara return them to us at their
convenience using our prepaid mailers. After a DAE3 been returned, we mail the next available DVB subscriber’'s queue. We also offer
certain movies and TV episodes that can be watohexlibscribers’ PCs and TVs via Netflix ready desicThe terms and conditions by
which subscribers utilize our service and a motaitdsl description of how our service works carfdaand at www.netflix.com/TermsOfUse.

Our core strategy is to grow a large DVD subsariptiusiness and expand into streaming contenasirket develops. We believe
that the DVD format, along with its high definiti@muccessor format, Bliay Disc, will continue to be the main vehicle featching content i
the home for the foreseeable future, and, by growitarge DVD subscription business, we will belygekitioned to transition our
subscribers and our business to stream movies ¥repiBodes if that becomes the preferred consuneeium for accessing content.

Key Business Metrics

Management periodically reviews certain key busimastrics within the context of our articulatedfpenance goals in order to
evaluate the effectiveness of our operationalegias, allocate resources and maximize the finbpeiformance of our business. The key
business metrics include the following:

. Churn: Churn is a monthly measure defined as customeretlations in the quarter divided by the sum of begig subscribers
and gross subscriber additions, then divided bgettmonths. Management reviews this metric to et@laether we are retaining
our existing subscribers in accordance with ouirass plans

. Subscriber Acquisition CosBubscriber acquisition cost is defined as totalketéng expense divided by total gross subscriber
additions. Management reviews this metric to evalhaw effective our marketing programs are in &ogg new subscribers on
an economical basis in the context of estimatedailier lifetime value

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

Management believes it is useful to monitor thes¢ries together and not individually as managendees not make business decisions
based upon any single metric. Please see “Redulperations” below for further discussion on thiksg business metrics.

Performance Highlights

The following represents our performance highlightsthe three months ended September 30, 2008, 32,2008 and September 30,
2007 and the nine months ended September 30, 2@D8eptember 30, 2007:

Three Months Ended Change Nine Months Ended Change
September 3C September 3C Q3’08 vs Q3’08 v September 3C September 3C Q3’08 vs
June 30
2008 2008 2007 Q307 Q208 2008 2007 Q307
(in thousands except per share data, percentagesdsubscriber acquisition cost)
Revenue! $ 341,26¢ $337,61« $ 293,97. 16.1% 1.1% $1,005,06! $ 902,98! 11.2%
Net income 20,371 26,57¢ 15,64 30.2% (23.4%) 60,29 50,91% 18.2%
Net income per shar-
diluted $ 03: $ 04z % 0.2t 43.5% (21.2%) $ 09 $ 0.7: 30.1%
Total subscribers at end of
period 8,672 8,411 7,02¢ 23.£% 3.1% 8,672 7,02¢ 23.£%
Churn 4.2% 4.2% 4.2% — — — — —
Subscriber acquisitonco $ 3221 $ 28.8¢ $  37.8¢ (15.0%) 115% $ 30.18 $  43.3] (30.2%)
Gross margir 34.2% 31.£% 33.%% 0.%% 7.5% 32.¢% 35.1% (7.1%)

Recent Developments and I nitiatives

We continue to make progress in the area of stregeontent. We have announced several partnergfiipsechnology and consumer
electronics companies that will enable our subscsitto stream content directly to their televissets. These partners include Roku, LG,
Microsoft, Samsung, and TiVo. The Netflix PlayerRgku as well as LG’s BD300 Blu-ray player are eutly
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available for retail purchase. We continue to iasgeour streaming content offering as well, ineigdiecent additions of content from CBS,
Disney and Starz Play.

We believe that recent deterioration in the econbiasy slowed our growth. We would anticipate theb@atinued deterioration in the
economy or a prolonged recession would slow treeisubscriber growth or otherwise impact our hess, including churn and subscriber
acquisition costs.

Critical Accounting Policies and Estimates

There have been no significant changes duringitiemonths ended September 30, 2008 to the iteatsviln disclosed as our critical
accounting policies and estimates in Managemerissu3sion and Analysis of Financial Condition ares&ts of Operations in our Annual
Report on Form 10-K for the year ended DecembefQ7.

Results of Operations

The following table sets forth, for the periodsgaeted, the line items in our condensed consolidstetements of operations as a
percentage of total revenues. The information doathin the table below should be read in conjamctiith the condensed consolidated
financial statements, notes to the condensed ddased financial statements and Management’s D&oeosand Analysis of Financial
Condition and Results of Operations included is tQuarterly Report on Form 10-Q.

Three Months Ended Nine Months Ended
September 3C June 30 September 3C September 3C September 3C
2008 2008 2007 2008 2007
Revenue! 100.(% 100.(% 100.(% 100.(% 100.(%
Cost of revenues
Subscriptior 54.7% 57.4% 55.€% 56.5% 54.%
Fulfillment expense 11.1% 10.£% 10.5% 10.€% 10.(%
Total cost of revenue 65.8% 68.2% 66.1% 67.4% 64.9%
Gross margir 34.2% 31.8% 33.% 32.6% 35.1%
Operating expense
Technology and developme 6.6% 6.6% 6.2% 6.5% 5.€%
Marketing 14.4% 11.8% 16.7% 14.2% 18.4%
General and administratiy 3.4% 4.0% 4.4% 3.9% 4.2%
Gain on disposal of DVD (0.4%) (0.7%) (0.8%) (0.4%) (0.€%)
Gain on legal settleme — — — — (0.€%)
Total operating expens 24.2% 21.7% 26.5% 24.2% 27.2%
Operating incom: 10.C% 10.1% 7.4% 8.2% 7.%
Other income (expense
Interest expense on lease financing
obligations (0.2%) (0.2%) (0.1%) (0.2%) (0.1%)
Interest and other income (expen 0.4% 0.7% 1.7% 1.2% 1.7%
Income before income tax 10.2% 10.6% 9.C% 9.2% 9.5%
Provision for income taxe 4.2% 2.7% 3.7% 3.2% 3.5%
Net income 6.C% 7.9% 5.2% 6.C% 5.6%
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Revenues

We currently generate all of our revenues in th@ddinStates. We derive substantially all of oureraves from monthly subscription fe
and recognize subscription revenues ratably over sabscriber's monthly subscription period.

Three Months Ended Change Nine Months Ended Change
September 3C September 3C Q3’08 vs Q3’08 vs September 3C  September 3C Q3’08 vs
June 30,
2008 2008 2007 Q307 Q2'08 2008 2007 Q307
(in thousands except percentages and average monthievenue per paying subscriber)
Revenue: $ 341,26¢ $337,61: $ 293,97 16.1% 1.1% $1,005,060 $ 902,98! 11.2%
Average number of paying
subscriber: 8,36: 8,16¢ 6,721 24.2% 2.4% 8,082 6,59¢ 22.5%
Average monthly revenue per
paying subscribe $ 136( $ 13.7¢ $ 14.5i (6.7%) (1.2%) $ 138 $ 15.21 (9.1%)

Three and nine months ended September 30, 200&gsaced to the three and nine months ended Septe&&@pb2007

The increase in our revenues during the three ammonths ended September 30, 2008 as compatkd same prioyear periods we
primarily a result of the substantial growth in ngerage number of paying subscribers. This wattypatfset by a price reduction for our
most popular subscription plans during the secaifidi 2007 and a decline in the average monthhemnéle per paying subscriber resulting
from the continued growth of our lower cost sulison plans.

Three months ended September 30, 2008 as comuatteel three months ended June 30, 2008

The increase in our revenues during the three nsarided September 30, 2008 as compared to thentirgths ended June 30, 2008
was primarily a result of the growth in the averagenber of paying subscribers. This was partlyadffs/ a one-time credit of $6.5 million
given to subscribers related to a shipping disamptiuring the quarter.

Churn was flat at 4.2% in the third quarter of 2088 compared with the second quarter of 2008 athird quarter of 2007.

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

The following table presents our ending subscrbfrmation:

As of
September 3C June 30 September 3C
2008 2008 2007
(in thousands, except percentages)
Free subscribel 182 17€ 18:
As a percentage of total subscrib 2.1% 2.1% 2.€%
Paid subscriber 8,49( 8,23¢ 6,84t
As a percentage of total subscrib 97.% 97.¢% 97.{%
Total subscriber 8,672 8,411 7,02¢
Cost of Revenues
Subscription
Three Months Ended Change Nine Months Ended Change
September 3C September 3C Q3’08 vs Q3’08 vs September 3C September 3C Q3’08 vs
June 30,
2008 2008 2007 Q307 Q2’08 2008 2007 Q307
(in thousands, except percentages)
Subscriptior $ 186,57: $193,76¢ $ 163,70° 14.(% (3.7%) $ 567,49 $ 495,73« 14.5%
As a percentage of revent 54. 7% 57.4% 55.6% 56.5% 54.%

Three and nine months ended September 30, 200&gsaced to the three and nine months ended Septe&@pb2007

The increase in cost of subscription revenueshfeitiiree and nine months ended September 30, 208@#pared to the same priggal
periods was primarily attributable to the followifegtors:

. The number of DVDs mailed to paying subscribersaased 23% and 19%, respectively, in the threenaredmonths ended
September 30, 2008, which was driven by an increaee number of average paying subscribers of aa#23%, respectively.
This increase was partially offset by a declinenionthly DVD rentals per average paying subscriltibated to the continued
popularity of our lower priced plan
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. Postage and packaging expenses increased by 25%2#&mdespectively, in the three and nine montliedrSeptember 30, 2008.
This was primarily attributable to an increaseha humber of DVDs mailed to paying subscribersiantkases in the rates of first
class postage in May 2007 and May 2(C

. Revenue sharing expenses increased by 25% andrésgectively, in the three and nine months end@teBwer 30, 2008. This
increase was primarily attributable to an incraagbe number of DVDs subject to revenue sharingagents mailed to paying
subscribers coupled with the increases in the numwib@&verage paying subscribe

. Content library amortization increased by 9% fa ttine months ended September 30, 2008. This semas primarily due to
acquisitions in the content library. The contebtdry amortization for the three months ended $epéz 30, 2008 was relatively
flat as compared to the same p-period.

Three months ended September 30, 2008 as compueiteel three months ended June 30, 2008

The decrease in cost of subscription revenuestothree months ended September 30, 2008 as caifrtpatee three months ended
June 30, 2008 was primarily attributable to théofeing factors:

. Content library amortization decreased by 17%. Was primarily attributable to decreased contdiraliy acquisitions resulting
from a decline in the purchase of new release D\

. Revenue sharing expenses decreased by 5%. Thigrineexily attributable to a decrease in the nundiddVDs subject to
revenue sharing agreements mailed to paying stiesst

. The number of DVDs mailed to paying subscribersaased by 2%. This increase was primarily attrithtivethe increase in the
number of average paying subscrib

. Postage and packaging expenses increased by 3%anthease was primarily attributable to the insesia the number of DVDs
mailed to paying subscribers, as was the increase in the rates of first class postégetive May 2008

Fulfillment Expenses

Three Months Ended Change Nine Months Ended Change
September 3C September 3C Q3’08 vs Q3’08 v September 3C September 3C Q3’08 vs
June 30,
2008 2008 2007 Q307 Q208 2008 2007 Q307
(in thousands, except percentages)
Fulfillment expense $ 37,92 $36,31¢ $ 30,74¢ 23.2% 44% $ 109,89( $ 90,38¢ 21.€%
As a percentage of
revenues 11.1% 10.8% 10.5% 10.9% 10.(%

Three and nine months ended September 30, 2008gsaced to the three and nine months ended Sept&@pb2007

The increase in fulfillment expenses for the thard nine months ended September 30, 2008 as codnoetiee same prior-year periods
was primarily attributable to an increase in perselated costs resulting from the higher volushactivities in our shipping centers and
customer service location, coupled with higher itreard fees as a result of the increase in revefoen subscriptions. In addition, the
increase in fulfillment expenses was attributabladditional facility-related costs resulting frahe addition of new shipping centers.
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Three months ended September 30, 2008 as comuatteel three months ended June 30, 2008

The increase in fulfillment expenses for the thremths ended September 30, 2008 as compared tiordgemonths ended June 30,
2008 was primarily attributable to an increasedats for customer service, as well as an increadepreciation related to equipment used in
our shipping centers. In addition, credit card fieeseased resulting from the increase in revefaes subscriptions.

Gross Margin
Three Months Ended Nine Months Ended
September 3C September 3C September 3C September 3C
June 30,
2008 2008 2007 2008 2007
(in thousands, except percentages)

Gross profit $ 116,77: $107,52° $ 99,51¢ $ 327,67 $ 316,86
Gross margir 34.2% 31.&% 33.% 32.6% 35.1%

Three and nine months ended September 30, 200&gsaced to the three and nine months ended Septe&&@b2007

The increase in gross margin for the three monthe@ September 30, 2008 as compared to the saareypar period was primarily
attributable to a decrease in content spendingp&saentage of revenue, partly offset by an in@@apostage and packaging expenses as a
result of the increase in postage rates effectivday 2008.

The decrease in gross margin for the nine montdle&8eptember 30, 2008 as compared to the santeypepperiod was primarily
attributable to a reduction in the prices of oursinm@opular subscription plans during the seconfldi&l007 and increases in postage rates
effective May 2007 and May 2008.

Three months ended September 30, 2008 as compueiteel three months ended June 30, 2008

The increase in gross margin for the three monthe@ September 30, 2008 as compared to the threthsnended June 30, 2008 was
primarily attributable to a decrease in contennsiieg as a percentage of revenue, driven by a weakrelease calendar. This was partly
offset by an increase in postage and packagingmseseresulting from the increase in postage rdfestiee in May 2008.
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Technology and Devel opment

Three Months Ended Change Nine Months Ended Change
September 3C September 3C Q3’08 vs Q3’08 v September 3C September 3C Q3’08 vs
June 30,
2008 2008 2007 Q3’07 Q2’08 2008 2007 Q307

(in thousands, except percentages)
Technology and

developmen $ 23,36¢ $22,18¢ $ 18,11 29.(% 53% $ 65,82 $ 52,52¢ 25.2%
As a percentage of
revenues 6.8% 6.€% 6.2% 6.5% 5.5%

Three and nine months ended September 30, 200&gsaced to the three and nine months ended Septe&&@b2007

The increase in technology and development expdos#ise three and nine months ended Septemb&08® as compared to the same
prior-year periods was primarily attributable toiaarease in personnel-related costs due to growtieadcount.

Three months ended September 30, 2008 as compueiteel three months ended June 30, 2008

The increase in technology and development expahsésy the three months ended September 30, 2008rapared to the three
months ended June 30, 2008 was primarily attridataban increase in personnel-related costs.

We regularly research and test a variety of paatitiprovements to our internal hardware and softvegstems in an effort to improve
our productivity and enhance our subscribers’ egpees. As a result, we anticipate that our tealgolnd development expenses will
increase on a year-over-year basis for the remawfd2008.

Marketing
Three Months Ended Change Nine Months Ended Change
September 3C September 3C Q3’08 vs Q3’08 vs September 3C September 3C Q3’08 vs
June 30,
2008 2008 2007 Q307 Q208 2008 2007 Q307
(in thousands, except percentages and subscribercagsition cost)

Marketing $ 49,21; $39,98¢ $ 49,14¢ 0.1% 23.1% $ 144,09¢ $ 166,50t (13.5%)
As a percentage of revent 14.2% 11.8% 16.7% 14.2% 18.2%
Other data
Gross subscriber additio 1,52¢ 1,38¢ 1,29 17.8% 10.4% 4,772 3,84¢ 24.2%
Subscriber acquisitonco  $ 3221 $28.8¢ $  37.8¢ (15.0%) 11.5% $ 30.1& $ 43.31 (30.2%)

Three and nine months ended September 30, 200&gsaced to the three and nine months ended Septe&&@b2007

Marketing expenses for the three months ended Béete30, 2008 as compared to the same prior-yeardpeas relatively flat. The
decrease in marketing expenses for the nine memtthsd September 30, 2008 as compared to the s@mgear period was primarily
attributable to a decrease in marketing programdipg, primarily in direct mail advertising.

Subscriber acquisition cost decreased for the thngenine months ended September 30, 2008 as cedhfwathe same prior-year
periods primarily due to changes in the competiémgironment coupled with a decrease in marketpemnding to offset, in part, the costs of
the price decrease we implemented in the secof@dh2007.

Three months ended September 30, 2008 as comuatteel three months ended June 30, 2008

The increase in marketing expenses during the thm#hs ended September 30, 2008 as compared tiordgemonths ended June 30,
2008 was primarily attributable to an increase arketing program spending, primarily in online adiging, direct mail advertising and
inserts.

Subscriber acquisition cost increased for the thmeaths ended September 30, 2008 as compared tiorégemonths ended June 30,
2008 primarily due to a decline in acquisition saéeross all channels.

We anticipate that marketing expenses will decreasa year-over-year basis as we reduce markgtieigding to offset, in part, the
costs of the price decrease we implemented indbersl half of 2007.
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General and Administrative

Three Months Ended Change Nine Months Ended Change
September 3C September 3C Q3’08 vs Q3’08 vs September 3C September 3C Q3’08 vs
June 30,
2008 2008 2007 Q307 Q2'08 2008 2007 Q307
(in thousands, except percentages)
General and
administrative $ 11,74 $13,41¢ $ 12,86 (8.7%) (12.5%) $ 38,90( $ 38,83¢ 0.2%
As a percentage of
revenues 3.4% 4.C% 4.4% 3.9% 4.2%

Three and nine months ended September 30, 200&gsaced to the three and nine months ended Septe&&@b2007

The decrease in general and administrative expdos#se three months ended September 30, 2008rapared to the same prior-year
period was primarily attributable to a decreaspdrsonnel-related costs.

General and administrative expenses for the ninetimsoended September 30, 2008 as compared tortteeéor-year period was
relatively flat.

Three months ended September 30, 2008 as comueiteel three months ended June 30, 2008

The decrease in general and administrative expehsegy the three months ended September 30, 2008rapared to the three months
ended June 30, 2008 was primarily attributable de@ease in personnel-related costs.

We anticipate that general and administrative egpenvill decrease on a year-over-year basis foramainder of 2008 due to lower
personnel-related costs.

Gain on Legal Settlement

On June 25, 2007, we resolved a pending pategatiitin with Blockbuster, Inc. As part of the setient, we received a one-time
payment of $7.0 million during the second quarfe2@07.

I nterest Expense on Lease Financing Obligations

Three Months Ended Change Nine Months Ended Change
September 3C June 30 September 3C Q3’08 vs Q3’08 vs September 3C September 3C Q3’08 vs
2008 2008 2007 Q307 Q2'08 2008 2007 Q307

(in thousands, except percentages)
Interest expense on
lease financing

obligations $ (677 $ (681) $ (29¢) 128.% (0.€%) $ (1,78)) $ (899 99.4%
As a percentage of
revenues (0.2% (0.2% (0.2)% (0.2% (0.1)%

In June 2004 and June 2006, we entered into twaratplease arrangements whereby we leased arfguiltht was constructed by a
third party. As discussed in Note 2 of the conddrsmsolidated financial statements, we have adedubor these leases in accordance with
EITF No. 97-10,The Effect of Lessee Involvement in Asset Congirucand SFAS No. 98\ccounting for Leases: Sale-Leaseback
Transactions Involving Real Estate, Sales-Type é&a$ Real Estate, Definition of the Lease Term, laitial Direct Costs of Direct
Financing Leases; an amendment of FASB Statements3\N66, and 91 and a rescission of FASB Statelen?6 and Technical Bullet
No. 7¢-11, which causes Netflix to be considered the owf@mrgccounting purposes) of the two buildings.

Accordingly, we have recorded assets on our balaheet for the costs paid by our lessor to construcheadquarters facilities, along
with corresponding financing liabilities for amoargqual to these lessor-paid construction coses.nidnthly rent payments we make to our
lessor under our lease agreements are recorded fimancial statements as land lease expenseramdgal and interest on the financing
liabilities. Interest expense on lease financinligalions reflects the portion of our monthly legsyments that is allocated to interest
expense.
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Interest and Other I ncome (Expense)

Three Months Ended Change Nine Months Ended Change
September 3C June 30 September 3C Q3’08 vs Q3’08 vs September 3C September 3C Q3’08 vs
2008 2008 2007 Q307 Q2'08 2008 2007 Q307

(in thousands, except percentages)
Interest and other incon

(expense $ 1,53¢ $2,40¢ $ 5,08¢ (69.£%) (36.1%) $ 11,60( $ 15,41 (24.7%)
As a percentage of
revenues 0.4% 0.7% 1.7% 1.2% 1.7%

Three and nine months ended September 30, 200&gsaced to the three and nine months ended Septe&&@b2007

The decrease in interest and other income (expémstje three and nine months ended Septemb&(®®B as compared with the same
prior-year periods was primarily attributable toaver cash balance resulting from the repurchasgiptommon stock.

Three months ended September 30, 2008 as compueiteel three months ended June 30, 2008

The decrease in interest and other income (expelusig)g the three months ended September 30, 2008rapared to the three months
ended June 30, 2008 was primarily attributable ltameer cash balance resulting from the repurchéseiocommon stock coupled with a
lower yield during the third quarter of 2008.

For the remainder of 2008, we anticipate that @geand other income (expense) will consist prilpaifiinterest income.

Income Taxes
Three Months Ended Nine Months Ended
September 3C June 30 September 3C September 3C September 3C
2008 2008 2007 2008 2007
(in thousands, except percentages)
Income taxe: $ 14,56 $9,34¢ $ 10,85! $ 33,1 $ 35,10(
Effective tax rate 41.7% 26.(% 41.(% 35.4% 40.8%

The effective tax rate for the three months endsut&Snber 30, 2008 was 41.7%. The provision is pilyntor the U.S. federal and ste
taxes netted with the research and developmenitsi@dimed during the year. Our effective tax mdiféered from the federal statutory rate
primarily due to state tax provision netted witk tiesearch and development credits claimed. Oactéfé tax rate for the three months ended
September 30, 2008 as compared to the same prawmpgeiod was relatively flat. The decrease ineftective tax rates for the nine months
ended June 30, 2008 as compared to the sameygaoperiod was primarily attributable to the impafcfederal and state tax credits recor
during the year.

Due to our taxable loss position in prior yearktal years are open to examination in the U.Ssdatd jurisdictions. We are also opel
examination in various state jurisdictions for yaars 2000 and forward, none of which were indigljumaterial. We do not anticipate the
total amount of its unrecognized tax benefits gmiicantly change over the next twelve months.

Liquidity and Capital Resources

As of September 30, 2008, we had cash and cashadepis of $111.5 million and short-term investnsesft$139.3 million, for a
combined total of $250.8 million. Short-term invasints are comprised of corporate debt securitmgm@ment and agency securities and
asset and mortgage-backed securities. Substardaialy the residential and commercial mortgagekledcsecurities are “AAA” rated. The
mortgage bonds owned represent the senior tramdhbe capital structure and provide credit enhara® through over-collateralization and
their subordinated characteristics.

We have generated net cash from operations duscly guarter since the second quarter of 2001. Neotgrs will impact our ability to
continue to generate and grow cash from our omersiincluding, but not limited to, the number dbscribers who sign up for our service
the growth or reduction in our subscriber baseaddition, we may have or otherwise choose to lawemrices and increase our marketing
expenses in order to grow faster or respond to etitigm. Although we currently anticipate that cdlslws from operations, together with our
available funds, will be sufficient to meet our lcaeeds for the foreseeable future, we may requiohoose to obtain additional financing.
Our ability to obtain financing will depend on, angpother things, our development efforts, busidass, operating performance and the
condition of the capital markets at the time wekdaeancing.

Our primary source of liquidity has been cash fragmerations, which consists mainly of net incomeusigid for non-cash items such as
amortization of our content library, the depredatof property and equipment, and stock-based cosgtien related to the
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issuance of common stock. Our primary uses of gadhde our stock repurchase programs, the acoprisif content, marketing expenses
and fulfillment expenses. The following table hights selected measures of our liquidity and cap#sources for the three and nine months
ended September 30, 2008 and 2007:

Three Months Ended Nine Months Ended
September 3C September 3C September 3C September 3C
2008 2007 2008 2007
(in thousands)
Net cash provided by operating activit $ 73,23 $ 77,66 $ 229,24 $ 206,02:
Net cash used in investing activiti (19,409 (52,199 (124,770) (385,93)
Net cash used in financing activiti (86,597 (29,849 (170,39() (40,710

Operating Activities

During the three months ended September 30, 2Q0&perating activities consisted of net incom&2®.4 million, increased by non-
cash adjustments of $51.7 million, and an incréaset operating assets and liabilities of $1.lionil The majority of the non-cash
adjustments resulted from $47.6 million of amotima of the content library. Cash provided by opiagactivities decreased $4.4 million for
the three months ended September 30, 2008 as cedhmathe same prior-year period. This was primatile to a decrease in net operating
assets and liabilities, offset by an increase irim@me and non-cash adjustments.

During the nine months ended September 30, 2008 merating activities consisted of net income &.8 million, increased by non-
cash adjustments of $169.8 million, and a decri#aset operating assets and liabilities of $0.9ianl The majority of the non-cash
adjustments resulted from $162.2 million of amatian of the content library. Our content librangiieased as we continued to both purchase
and license additional content in order to suppartlarger subscriber base. Cash provided by apgrattivities increased $23.2 million for
the nine months ended September 30, 2008 as cothfailee same prior-year period. This was primatilg to a decrease in net operating
assets and liabilities, offset by an increase irim@me and non-cash adjustments.

I nvesting Activities

During the three months ended September 30, 2Q08nwvesting activities consisted primarily of agjtions of content, purchases and
sales of available-for-sale securities and purcha$eroperty and equipment. Cash used in investitiyities decreased $32.8 million for the
three months ended September 30, 2008 as compuatieel same prior-year period. This is primarilyibtitable to a decrease of $29.0 million
in purchases of available-for-sale securities cediptith an increase of $9.3 million in the procefdm the sales of available-for-sale
securities.

During the nine months ended September 30, 2008nwvesting activities consisted primarily of puastes and sales of available-for-
sale securities, acquisitions of content and puehaf property and equipment. Cash used in imgesittivities decreased $261.2 million for
the nine months ended September 30, 2008 as codjmatiee same prior-year period. This is primaaitiributable to a decrease of $189.3
million in purchases of available-for-sale secesttoupled with an increase of $82.2 million in pheceeds from the sales of available-for-
sale securities as compared to the same priorpazand.

Financing Activities
During the three months ended September 30, 2Q08im@ancing activities consisted primarily of rephases of common stock. Cash

used in financing activities increased $56.7 millduring the three months ended September 30, 20@8mpared to the same prior-year
period primarily due to an increase in stock repases of $54.7 million.

During the nine months ended September 30, 2008jrmancing activities consisted primarily of repbases of common stock. Cash
used in financing activities increased by $129.llioni during the nine months ended September 30823 compared to the same prior-year
period primarily due to an increase in stock repases of $124.4 million. On April 17, 2007, our Bbaf Directors authorized a stock
repurchase program allowing us to repurchase &1®0 million of our common stock through the en®@@07. Under this program, we
repurchased 4,733,788 shares of common stockaterage price of approximately $21 per share faggregate amount of $100 million.
On January 31, 2008, our Board of Directors augtearia stock repurchase program allowing us to offaise up to $100 million of our
common stock through the end of 2008. Under thigi@am, we repurchased 3,847,062 shares of comrook at an average price of
approximately $26 per share for an aggregate anwfuagproximately $100 million. On March 5, 2008y @oard of Directors authorized a
stock repurchase program allowing us to repurchpge $150 million of our common stock through #mel of 2008. Under this program, we
repurchased 2,991,684 shares of common stockaterage price of approximately $30 per share faggregate amount of $90 million
during the nine months ended September 30, 2008.
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Contractual Obligations

Contractual obligations for purchases of goodseovises are defined as agreements that are enbidecaad legally binding and that
specify all significant terms, including: fixed orinimum quantities to be purchased; fixed, minimamvariable price provisions; and the
approximate timing of the transaction. The expetithg of payment of the obligations discussedvabis estimated based on the
information available to us as of September 30820iming of payments and actual amounts paid neaglifierent depending on the time of
receipt of goods or services or changes to agreed-amounts for some obligations. The followingesummarizes our contractual
obligations at September 30, 2008:

Payments due by Period

Less than More than
Contractual obligations (in thousands): Total 1 year 1-3 Years 3-5 Years 5 years
Operating lease obligatiol $ 25,75¢ $10,68: $11,777 $ 2,857 $ 43¢
Lease financing obligations ( 25,26¢ 5,47 11,544 8,24¢ —
Other purchase obligations ( 149,14' 78,99¢ 5929: 10,85: —
Total $200,16: $95,15! $82,61+ $21,95¢ $ 43¢

(1) See Note 2 to the condensed consolidated finasizisgments for further discussit
(2) Other purchase obligations relate primarily to asitjons for our content library

License Agreements

In addition to the above contractual obligations, lvave certain license agreements with studiodnibltde a maximum number of titl
that we may or may not receive in the future. Asdeshese titles is based on the discretion ofthdios and, as such, we may not receive
these titles. If we did receive access to the marilmumber of titles, we would incur up to an addiil $25.4 million in commitments.

Off-Balance Sheet Arrangements

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

Operating Leases

We have entered into various non-cancelable opegrégase agreements for our offices and distributenters throughout the U.S. with
original lease periods expiring through 2013. Gertd these leases have free or escalating remhpayprovisions. We recognize rent
expense on our operating leases on a straighbésis at the commencement of the lease.

In June 2004, we entered into a seven year leaaegament for our headquarters in Los Gatos, CGaldoln March 2006, we exercised
our option to lease over five years an adjacertling. The buildings were completed in the firsager of 2006 and 2008, respectively, and
each building comprises approximately 80,000 sqtemeof office space. The terms of the lease ages¢s required our involvement in the
construction of certain elements of the buildingpon commencement of the lease, we accounted thrdigdhese arrangements as operating
leases, whereby the total minimum lease paymeidatins under the leases were recognized as nyorahi expense on a straight-line basis
over the term of the lease. In June 2008, we cdeduhat GAAP requires these leases to be treatédamcing obligations, and accordingly
have corrected our historical accounting. As weda@med to be the owner (for accounting purposks ofithe buildings subject to the
leases during the construction period, we haverdecban asset as well as a corresponding lialidityhe costs paid by the lessor to construct
these buildings. The corrections were deemed inmahte our financial statements and did not aftbet total cash payments we have made
or our payment obligations under the lease agresm8ee Note 2 to the condensed consolidated fimastatements for further discussion.

Indemnifications

In the ordinary course of business, we enter intdractual arrangements under which we agree wigeondemnification of varying
scope and terms to business partners and othéwaith respect to certain matters, including, itlimited to, losses arising out of our
breach of such agreements and out of intellectugdgaty infringement claims made by third partiesthese circumstances, payment may be
conditional on the other party making a claim pargito the procedures specified in the particutaatract, which procedures typically allow
us to challenge the other payclaims. Further, our obligations under theseeagents may be limited in terms of time and/or anyoamd, in
some instances, we may have recourse againstoiduities for certain payments made by us under thgieements. In addition, we have
entered into indemnification agreements with ouectors and
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certain of our officers that will require us, amastger things, to indemnify them against certaailities that may arise by reason of their
status or service as directors or officers or hreotapacities in which we ask them to serve. €hmg of such obligations vary.

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

Recent Accounting Pronouncements

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

In December 2007, the FASB issued SFAS No. 141R3jness Combinationgo replace SFAS No. 14Business Combinations
SFAS No. 141(R) requires the use of the acquisiti@thod of accounting, defines the acquirer, eisiadd the acquisition date and broadens
the scope to all transactions and other eventinhwone entity obtains control over one or moteobusinesses. This statement is effective
for financial statements issued for fiscal yeangifyeing on or after December 15, 2008. We do npeekthe adoption of this standard to h
a material impact on our financial position or flesof operations.

In February 2007, the FASB issued SFAS No. T8® Fair Value Option for Financial Assets and Fioal Liabilities. SFAS No. 159
allows companies to choose to measure many finkinsiauments and certain other items at fair valilee statement requires that unrealized
gains and losses on items for which the fair valpion has been elected be reported in earningsSHo. 159 also amends certain
provisions of SFAS No. 11%\ccounting for Certain Investments in Debt and BgBecurities SFAS No. 159 is effective for fiscal years
beginning after November 15, 2007, although eaddmption is permitted. SFAS No. 159 was effectoreus beginning in the first quarter of
fiscal 2008. We elected to account for the invesinrea business under the cost method duringitsieqfuarter of 2008. The adoption of
SFAS No. 159 in the first quarter of fiscal 2008 dibt impact our financial position or results pegations.

In September 2006, the FASB issued SFAS No. E&if,Value MeasurementSFAS No. 157 establishes a framework for measuring
the fair value of assets and liabilities. This feamork is intended to provide increased consistéméyww fair value determinations are made
under various existing accounting standards whéeimit, or in some cases require, estimates offiaiket value. SFAS No. 157 is effective
for fiscal years beginning after November 15, 288d interim periods within those fiscal years. &bfuary 2008, the FASB issued FASB
Staff Position (“FSP”) No. 157-2, which delays #féective date of SFAS No. 157 for all non-finai@asets and non-financial liabilities,
except those that are recognized or disclosedratdhue in the financial statements on a recurbagis, to fiscal years beginning after
November 15, 2008 and interim periods within thiiseal years for items within the scope of FSP Nei-2. Effective January 1, 2008, we
adopted SFAS No. 157 for financial assets andliieds recognized at fair value on a recurring bashe partial adoption of SFAS No. 157
for financial assets and liabilities did not haveaterial impact on our financial position or réswf operations. In October 2008, the FASB
issued FSP No. 157-Betermining the Fair Value of a Financial Asset \Wiiee Market for That Asset is Not ActiveSP No. 157-3 clarifies
the application of SFAS No. 157 in cases where ketads not active. We have considered FSP No.38veur determination of estimated
fair values as of September 30, 2008 and the impastnot material. See Note 3 to the condensedbtidated financial statements for furtt
discussion.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

For financial market risks related to changes tarigst rates, reference is made to Item 7A “Quatnté and Qualitative Disclosures
About Market Risk” contained in Part Il of our AreduReport on Form 10-K for the year ended Decer8ieP007. We started an investment
portfolio during the first quarter of 2007 whichdemprised of corporate debt securities, governrapdtagency securities and asset and
mortgage-backed securities. However, our exposunearket risk has not changed significantly sinee&nber 31, 2007.

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

Our management, with the participation of our Cligécutive Officer and Chief Financial Officer, &vated the effectiveness of our
disclosure controls and procedures (as defineduledRl3a-15(e) and 15d-15(e) under the Securitiebdhge Act of 1934, as
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amended) as of the end of the period covered ByQharterly Report on Form 10-Q. Based on thatuewiin, our Chief Executive Officer
and Chief Financial Officer concluded that our thsare controls and procedures as of the end giehied covered by this Quarterly Report
on Form 10-Q were effective in providing reasonassurance that information required to be disddseus in reports that we file or submit
under the Securities Exchange Act of 1934, as aettnid (i) recorded, processed, summarized andtexpwithin the time periods specified
in the Securities and Exchange Commissianles and forms and (ii) accumulated and comnad@écto our management, including our C
Executive Officer and Chief Financial Officer, ggpeopriate, to allow timely decisions regardinguiegd disclosure.

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

Changes in Internal Control Over Financial Repogin

There were no changes in our internal control dwancial reporting that occurred during the quaeteded September 30, 2008 that
have materially affected, or are reasonably likelynaterially affect, our internal control overdimcial reporting.
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PART Il. OTHER INFORMATION

Item 1. Legal Proceedings

The information set forth under Note 8 in the ndtethe condensed consolidated financial statenigmmsorporated herein by
reference.

Item 1A. Risk Factors

There have been no material changes from risk faet® previously disclosed under the heading “Raétors” in the Company’s
Annual Report on Form 10-K for the year ended Ddwemn31, 2007.

Item 2. Unregistered Sales of Equity Securities and Use Bfoceeds
Stock repurchases during the three months endeae@bpr 30, 2008 were as follows:

Total Number of Shares

Purchased as Part of Maximum Dollar Value that

Total Number of Average Price Publicly Announced May Yet Be Purchased

Period Shares Purchase Paid per Share Programs Under the Program (1)
July 1, 200¢- July 31, 200¢ 439,00( $ 28.4¢ 439,00( $ 137,491,79
August 1, 200¢- August 31, 200: 2,214,45 30.3¢ 2,214,45 70,330,61
September 1, 20C- September 30, 20( 338,22 30.6: 338,22° 59,971,92

Total 2,991,68 $ 30.0¢ 2,991,68. $ —

(1) On March 5, 2008, the Company’s Board of Dinestauthorized a stock repurchase program allottiagcompany to repurchase up to
$150.0 million of its common stock through the ef@008. For further information regarding stockuechase activity, see Note 6 of
Notes to Condensed Consolidated Financial Statememhis Quarterly Repot
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[tem 6. Exhibits
(a) Exhibits:
Exhibit Incorporated by Reference Filed
Number Exhibit Description Form File No. Exhibit Filing Date Herewith
3.1 Amended and Restated Certificate of Incorpora 10-Q 00C-4980z 3.1 August 2, 200
3.2 Amended and Restated Byla S-1/A  3338387¢ 3.4 April 16, 2002
3.3 Certificate of Amendment to the Amended and Redtate
Certificate of Incorporatiol 10-Q 00C-4980z 3.3 August 2, 200
4.1 Form of Common Stock Certifica S-1/A  33:3-8387¢ 4.1 April 16, 2002
10.1t  Form of Indemnification Agreement entered into by t
registrant with each of its executive officers alictors S-1/A  33:3-8387¢ 10.1 March 20, 200
10.2t 2002 Employee Stock Purchase F 10-Q 00C-4980z 10.1€ August 9, 200
10.3t Amended and Restated 1997 Stock f S-1/A  3338387¢ 10.3 May 16, 200z
10.4% Amended and Restated 2002 Stock | Def 14A 00C-4980z A March 31, 200
10.5 Amended and Restated Stockhol’ Rights Agreemer S-1  333-8387¢ 10.5 March 6, 200z
10.6 Lease between Sobrato Land Holdings and Netflix, 10-Q 00C-4980z 10.1t August 2, 200.
10.7 Lease between Sobrato Interests Il and Netflix, 10-Q 00C-4980z 10.1€ August 2, 200.
10.8 Lease between Sobrato Land Holdings and Netflig, dlated
June 26, 200 10-Q 00C-4980Z 10.1€ August 9, 200
10.9t  Description of Director Equity Compensation P 8-K  00C-4980z 10.1 July 5, 200t
10.101 Executive Severance and Retention Incentive 8-K  00C-4980z 10.2 July 5, 200t
31.1 Certification of Chief Executive Officer Pursuant$ection
302 of the Sarban-Oxley Act of 200z X
31.2 Certification of Chief Financial Officer Pursuant$ection
302 of the Sarban-Oxley Act of 200z X
32.1*  Certifications of Chief Executive Officer and Chief
Financial Officer Pursuant to Section 906 of theb&aes -Oxley Act of
2002 X

*  These certifications are not deemed filed by $C and are not to be incorporated by referene@yrfiling we make under the
Securities Act of 1933 or the Securities Exchangedk 1934, irrespective of any general incorparatanguage in any filing:

t  Indicates a management contract or compensatony
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SIGNATURES

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

N ETFLIX, | NC.

Dated: November 3, 2008 By: /s| REEDH ASTINGS

Reed Hastings
Chief Executive Officer
(Principal executive officer)

Dated: November 3, 2008 By: /s/ BARRY M ¢ C ARTHY
Barry McCarthy
Chief Financial Officer
(Principal financial and accounting officer)
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EXHIBIT INDEX
Incorporated by Reference
Exhibit Filed
Number Exhibit Description Form File No. Exhibit Filing Date Herewith
3.1 Amended and Restated Certificate of Incorpora 10-Q 00C-4980z 3.1 August 2, 200
3.2 Amended and Restated Byla S-1/A  33:3-8387¢ 3.4 April 16, 2002
3.3 Certificate of Amendment to the Amended and Redtate
Certificate of Incorporatiol 10-Q 00C-4980z 3.3 August 2, 200
4.1 Form of Common Stock Certifica S-1/A  33:3-8387¢ 4.1 April 16, 2002
10.1t  Form of Indemnification Agreement entered into by t
registrant with each of its executive officers aliectors S-1/A  3338387¢& 10.1 March 20, 200
10.2t 2002 Employee Stock Purchase F 10-Q 00C-4980z 10.1€ August 9, 200
10.3t Amended and Restated 1997 Stock f S-1/A  33:2-8387¢ 10.3 May 16, 200z
10.4t Amended and Restated 2002 Stock f Def 14A 00C-4980z A  March 31, 200
10.5 Amended and Restated Stockhol’ Rights Agreemer S-1  333-8387¢ 10.5 March 6, 200z
10.6 Lease between Sobrato Land Holdings and Netflix, 10-Q 00C-4980z 10.1t August 2, 200.
10.7 Lease between Sobrato Interests Il and Netflix, 10-Q 00C-4980z 10.1€ August 2, 200.
10.8 Lease between Sobrato Land Holdings and Netflig, diated
June 26, 200 10-Q 00C-4980Z 10.1€ August 9, 200
10.9t  Description of Director Equity Compensation P 8-K  00C-4980z 10.1 July 5, 200t
10.101 Executive Severance and Retention Incentive 8-K  00C-4980z 10.2 July 5, 200t
31.1 Certification of Chief Executive Officer Pursuant$ection
302 of the Sarban-Oxley Act of 200z X
31.2 Certification of Chief Financial Officer Pursuant$ection
302 of the Sarban-Oxley Act of 200z X
32.1*  Certifications of Chief Executive Officer and Chief
Financial Officer Pursuant to Section 906 of theb&aes -Oxley Act of
2002 X

*

T

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

Indicates a management contract or compensatomny
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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. I have reviewed this Quarterly Report on FornrfQL6f Netflix, Inc.;

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

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

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

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

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

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

d) disclosed in this report any change in the tegi's internal control over financial reportirftat occurred during the registrat’
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

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

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

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

Dated: November 3, 2008 By: /s/ REEDH ASTINGS

Reed Hastings
Chief Executive Officer




EXHIBIT 31.2

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

I, Barry McCarthy, certify that:
1. I have reviewed this Quarterly Report on FornrfQL6f Netflix, Inc.;

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

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

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

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

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

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

d) disclosed in this report any change in the tegi's internal control over financial reportirftat occurred during the registrat’
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

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

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

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

Dated: November 3, 2008 By: /s/ BARRY M ¢ C ARTHY

Barry McCarthy
Chief Financial Officer




EXHIBIT 32.1

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

I, Reed Hastings, certify, pursuant to 18 U.S.GtiSa 1350, as adopted pursuant to Section 90B6eoSarbane®xley Act of 2002, the
the Quarterly Report on Form 10-Q of Netflix, Ifigr the quarter ended September 30, 2008 fully d@spvith the requirements of
Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and that information contained in sugport fairly presents, in all material
respects, the financial condition and results @rapons of Netflix, Inc.

Dated: November 3, 2008 By: /s/ REEDH ASTINGS

Reed Hastings
Chief Executive Officer

I, Barry McCarthy, certify, pursuant to 18 U.S.@c8on 1350, as adopted pursuant to Section 9@itedbarbanes-Oxley Act of 2002,
that the Quarterly Report on Form 10-Q of Netfliag. for the quarter ended September 30, 2008 &dinplies with the requirements of
Section 13(a) or 15(d) of the Securities Exchangeoh 1934 and that information contained in sugport fairly presents, in all material
respects, the financial condition and results arapions of Netflix, Inc.

Dated: November 3, 2008 By: /s/ BARRY M ¢ C ARTHY

Barry McCarthy
Chief Financial Officer




