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PART |

Forward-Looking Statements

This Annual Report on Form 10-K contains forwardldimg statements within the meaning of the fedszalrities laws. These forward-
looking statements include, but are not limitedstatements regarding: our core strategy; the giooft Internet delivery of content; the
growth in our streaming subscriptions and the dexiin our DVD subscriptions; the market opporturidy streaming content; our advanta
of focus within the subscription segment of therainment video market; contribution margin; ligity; revenues; net income; impacts
relating to our pricing strategy; our content libmainvestments; significance of future contractabligations; and international expansion.
These forward-looking statements are subject tsrand uncertainties that could cause actual resattd events to differ. A detailed
discussion of these and other risks and uncertsritiat could cause actual results and eventsfterdnaterially from such forward-looking
statements is included throughout this filing amagtigularly in Iltem 1A: “Risk Factors” section sébrth in this Annual Report on Form 10-K.
All forward-looking statements included in this document a®eld on information available to us on the dateeb&rand we assume no
obligation to revise or publicly release any rewisito any such forward-looking statement, excephag otherwise be required by law.

Item 1. Business
About us

Netflix Inc. (“Netflix”, “the Company”, “we”, or “i8”) is the world’s leading Internet subscriptiomsee for enjoying TV shows and
movies. Our subscribers can instantly watch unéchitV shows and movies streamed over the Inteontsteir TVs, computers and mobile
devices and in the United States, our subscriterseceive standard definition DVDs, and their higfinition successor, Blu-ray discs
(collectively referred to as “DVD”), delivered quliy to their homes.

Our core strategy is to grow our streaming subtonusiness domestically and globally. We aretiooiously improving the customer
experience, with a focus on expanding our strearémgent, enhancing our user interface and extgnalim streaming service to even more
Internet-connected devices, while staying withia plarameters of our consolidated net income anchtipg segment contribution profit
targets. In the past, we have focused on operatangin targets. Going forward, we will be operatimithin the parameters of contribution
profit targets for each of our operating segme@tmtribution profit is defined as revenue less odsevenues and marketing expenses.

We are a pioneer in the Internet delivery of TVw@h@nd movies, launching our streaming servicedi72 Since this launch, we have
developed an ecosystem of Internet-connected dewive have licensed increasing amounts of corftahenable consumers to enjoy TV
shows and movies directly on their TVs, computeid mobile devices. As a result of these effortshaee experienced growing consumer
acceptance of and interest in the delivery of Tevehand movies directly over the Internet. We lwedithat the DVD portion of our domestic
service will be a fading differentiator to our stneing success.

Prior to July 2011, in the United States, our strieg and DVD-by-mail operations were combined amolssribers could receive both
streaming content and DVDs under a single “hybpidh. In July 2011, we introduced DVD only plansl@eparated the combined plans,
making it necessary for subscribers who wish teikecboth DVDs-by-mail and streaming content toehtavo separate subscription plans.
This resulted in a price increase for our membédrs were taking a combination of our unlimited DVBgmail and unlimited streaming
services. We made a subsequent announcement dieiigird quarter of 2011 concerning the rebrandihgur DVD-by-mail service and th
separation of the DVD-by-mail and streaming welssifehe consumer reaction to the price change,@addsser degree, the branding
announcement, was very negative, leading to siamfi customer cancellations. We subsequently tettaaur plans to rebrand our DVD-by-
mail service and separate the DVD-by-mail and stieg websites.
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In September 2010, we began international opemtigroffering our streaming service in Canada.dpt8mber 2011, we expanded our
streaming service to Latin America and the Caribbé&aJanuary 2012, we launched our streaming aeiwithe UK and Ireland. We
anticipate significant contribution losses in théernational streaming segment in 2012. Until wacheour goal of global profitability, we do
not intend to launch additional international maske

Competition

The market for entertainment video is intensely petitive and subject to rapid change. New compmatitoay be able to launch new
businesses at relatively low cost. Many consumeisitain simultaneous relationships with multipléeztainment video providers and can
easily shift spending from one provider to anoti@ur principal competitors include:

e Multichannel video programming distributors (MVPDsith free TV Everywhere applications such as HBO & Showtime
Anytime in the US and SkyGo or BBC iPlayer in thk &nd VOD (video-on-demand) content including caloleviders, such as
Time Warner and Comcast; direct broadcast satgltdgiders, such as DIRECTV and Echostar; and ¢@hecunication providers
such as AT&T and Verizor

* “Over-the-top” Internet movie and TV content prostid, such as Apple’s iTunes, Amazon.com’s Prime®jdHulu.com and Hulu
Plus, LOVEFILM and Goog’s YouTube

« DVD rental outlets and kiosk services, such as Bioaster and Redbo!
» Entertainment video retailers, such as Best Buyl-Mart and Amazon.con

Operations

We obtain content from various studios and othetext providers through streaming content licenge@ments, DVD direct purchases
and DVD revenue sharing agreements. We marketesuice through various channels, including onlideeatising, broad-based media, such
as television and radio, as well as various stiategrtnerships. In connection with marketing teevice, we offer free-trial memberships to
new members. Rejoining members are an importamteaf subscriber additions. We utilize the sersiogthird-party cloud computing
providers, more specifically, Amazon Web Serviessyell as content delivery networks such as L8v@bmmunications, to help us
efficiently stream TV shows and movies. We als@tid receive DVDs in the United States from aomatide network of shipping centers.

Segments

Beginning with the fourth quarter of 2011, the C@my has three operating segments: Domestic strgamniternational streaming and
Domestic DVD. The Domestic and International streensegments derive revenue from monthly subsongervices consisting solely of
streaming content. The Domestic DVD segment derigesnue from monthly subscription services comgistolely of DVD-by-mail. For
additional information regarding our segments,det 10 of ltem 8Financial Statements and Supplementary Data

Seasonality

Our subscriber growth exhibits a seasonal pattetreflects variations in when consumers buy i@econnected devices and when
they tend to increase video watching. As a consezpjesubscriber growth is generally greatest infourth and first quarters (October
through March), slowing in our second quarter (Agmiough June) and then accelerating in our thirdrter (July through September).
Additionally, the variable expenses associated ghilpments of DVDs are impacted by the seasonateaf DVD usage.

Intellectual Property

We regard our trademarks, service marks, copyrigiatents, domain names, trade dress, trade sgurepsietary technologies and
similar intellectual property as important to oucsess. We use a combination of
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patent, trademark, copyright and trade secret Evidsconfidential agreements to protect our progryeintellectual property. Our ability to
protect and enforce our intellectual property rigistsubject to certain risks and from time to timeeencounter disputes over rights and
obligations concerning intellectual property. Warmat provide assurance that we will prevail in artgllectual property disputes.

Employees

As of December 31, 2011, we had 2,348 full-time leryges. We also utilize part-time and temporary legges, primarily in our DVD
fulfillment operations, to respond to the fluctuatidemand for DVD shipments. Our use of temporarpleyees has decreased significantly
due to decreased DVD shipments in 2011, as wafiasased automation of our shipment centers. A3sgember 31, 2011, we had 579 part-
time and temporary employees. Our employees areavetred by a collective bargaining agreementvemadonsider our relations with our
employees to be good.

Other information

We were incorporated in Delaware in August 1997 @mrdpleted our initial public offering in May 200Qur principal executive office
are located at 100 Winchester Circle, Los Gato§fdaia 95032, and our telephone number is (408)-3700.

We maintain a Web site atww.netflix.com The contents of our Web site are not incorporatedr otherwise to be regarded as part of,
this Annual Report on Form 10-K. In this Annual Repon Form 10-K, “Netflix,” the “Company,” “we,"ds,” “our” and the “registrantfefer
to Netflix, Inc.

Our investor relations Web site is locatedhidp://ir.netflix.com We use our investor relations Web site as a mefdiscdosing material
non-public information and for complying with ousdlosure obligations under Regulation FD. Accogtiminvestors should monitor this
portion of the Netflix Web site, in addition to folving press releases, SEC filings and public carfee calls and webcasts. We also make
available, free of charge, on our investor relaigveb site under “SEC Filings,” our Annual RepantsForm 10-K, quarterly reports on
Form 10-Q, current reports on Form 8-K and amendsnternthese reports as soon as reasonably prdetiatibr electronically filing or
furnishing those reports to the Securities and Brge Commission.
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ltem 1A. Risk Factors

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

Risks Related to Our Business
If our efforts to attract and retain subscribers are not successful, our business will be adverselyfedted.

We have experienced significant subscriber growtr the past several years. Our ability to contitwuattract subscribers will depend
in part on our ability to consistently provide auwbscribers with a valuable and quality experidocselecting and viewing TV shows and
movies. Furthermore, the relative service levadatent offerings, pricing and related featuresarfipetitors to our service may adversely
impact our ability to attract and retain subscrib&ompetitors include MVPDs with free TV Everywéiend VOD content, Internet movie
and TV content providers, including both those firatvide legal and illegal (or pirated) entertaimineideo content, DVD rental outlets and
kiosk services and entertainment video retail stdfeconsumers do not perceive our service offgtinbe of value, or if we introduce new or
adjust existing services that are not favorablgiesd by them, we may not be able to attract silies. In addition, many of our subscribers
are rejoining our service or originate from wordrobuth advertising from existing subscribers. If efforts to satisfy our existing subscrib
are not successful, we may not be able to attrdxgcgibers, and as a result, our ability to mamégaid/or grow our business will be adversely
affected. Subscribers cancel their subscriptionutoservice for many reasons, including a percegtiat they do not use the service
sufficiently, the need to cut household expensesijability of content is limited, DVD delivery t&s too long, competitive services provide a
better value or experience and customer servicessare not satisfactorily resolved. We must comalig add new subscribers both to replace
subscribers who cancel and to grow our businessrizegur current subscriber base. If too many ofsmloscribers cancel our service, or if
are unable to attract new subscribers in numbédfigismt to grow our business, our operating resulill be adversely affected. If we are
unable to successfully compete with current and o@wpetitors in both retaining our existing sullsers and attracting new subscribers, our
business will be adversely affected. Further, dessive numbers of subscribers cancel our sewieenay be required to incur significantly
higher marketing expenditures than we currentlycgdte to replace these subscribers with new sidess.

If we are unable to compete effectively, our busirss will be adversely affected.

The market for entertainment video is intensely petitive and subject to rapid change. New techriekgnd evolving business mod
for delivery of entertainment video continue to deyp at a fast pace. The growth of Interoetnected devices, including TVs, computers
mobile devices has increased the consumer acceptdihisternet delivery of entertainment video. Tigh these new and existing distribution
channels, consumers are afforded various meam®fauming entertainment video. The various econanaidels underlying these differing
means of entertainment video delivery include stipson, pay-per-view, ad-supported and piracy-bas®dels. All of these have the
potential to capture meaningful segments of thertaihment video market. Several competitors haxgér operating histories, larger
customer bases, greater brand recognition andfisigmily greater financial, marketing and otherowgges than we do. They may secure b
terms from suppliers, adopt more aggressive priaimdjdevote more resources to technology, fulfiimand marketing. New entrants may
enter the market with unique service offeringsmpraaches to providing entertainment video andratbepanies also may enter into
business combinations or alliances that strengtein competitive positions. If we are unable toeassfully or profitably compete with
current and new competitors, programs and techredpgur business will be adversely affected, ardnay not be able to increase or
maintain market share, revenues or profitability.
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If we are unable to continue to recover from the ngative consumer reaction to our price change and bér announcements made
during the third quarter of 2011, our business willbe adversely affected.

In the third quarter of 2011, we made a seriemabancements regarding our business, includingeparation of our unlimited DVD-
by-mail and unlimited streaming plans with a copasding price change for some of our customerstegheanding of our DVD-by-mail
service, and the subsequent retraction of our ftansbrand our DVD-bynail service. Consumers reacted negatively to taageuncement
adversely impacting our brand and resulting in bighan expected customer cancellations. Thesasaleffects, coupled with the
increasingly long-term and fixechst nature of our content acquisition licensed,likely continue to have an adverse impact on i@sults of
operations. While we have seen a return to growthur core domestic streaming segment, we belley@tocess of repairing our brand will
take time. If we are unable to continue to repaérdamage to our brand, our results of operatiookiding cash flow, will be adversely
affected.

Changes in consumer viewing habits, including morevidespread usage of TV Everywhere, VOD or other siitar on demand methods
of entertainment video consumption could adverselgffect our business.

The manner in which consumers view entertainmedgwis changing rapidly. Digital cable, wireless &mternet content providers are
continuing to improve technologies, content offganuser interface, and business models that @itmsumers to access entertainment video-
on-demand with interactive capabilities includingrs stop and rewind. The devices through whiderainment video can be consumed are
also changing rapidly. Today, content from cablwise providers may be viewed on laptops and cdritem Internet content providers may
be viewed on TVs. Although we provide our own Inggtrbased delivery of content allowing our subsmstio stream certain TV shows and
movies to their Internet-connected televisions atier devices, if other providers of entertainmadeo address the changes in consumer
viewing habits in a manner that is better able ehtontent distributor and consumer needs ancceagmms, our business could be adversely
affected.

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

We are currently engaged in an effort to expandoparations internationally, grow our streaming/&er with new content and across
more devices, as well as continue to operate oubd B&tvice within the United States. Many of ourtsgss and operational practices were
implemented when we were at a smaller scale ofatipers and we are undertaking efforts to migragevilsst majority of our systems (other
than DVD-related) to cloud-based processors. Asimdertake all these changes, if we are not ahieatoage the growing complexity of our
business, including improving, refining or revisiogr systems and operational practices, our busimay be adversely affected.

If the market segment for consumer paid commercialree Internet streaming of TV shows and movies satates, our business will be
adversely affected.

The market segment for consumer paid commerciallfreernet streaming of TV shows and movies haggrsignificantly. Much of th
increasing growth can be attributed to the abditpur subscribers to stream TV shows and moviethein TVs, computers and mobile
devices. A decline in our rate of growth could cate that the market segment for online subscrigti@sed entertainment video is beginning
to saturate. While we believe that this segmentamihtinue to grow for the foreseeable futurehitmarket segment were to saturate, our
business would be adversely affected.

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

We must continue to build and maintain strong brigledtity. We believe that strong brand identityl e important in attracting
subscribers who may have a number of choices frbinhwto obtain entertainment video.
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If our efforts to promote and maintain our brane aot successful, our operating results and olityatm attract subscribers may be adversely
affected. From time to time, our subscribers expissatisfaction with our service, including amariger things, our title availability,
inventory allocation, delivery processing and sevnterruptions. Furthermore, third-party devittest enable instant streaming of TV shows
and movies from Netflix may not meet consumer etqt@ms. To the extent dissatisfaction with ouvesr is widespread or not adequately
addressed, our brand may be adversely impactedwarability to attract and retain subscribers maybversely affected. With respect to our
planned international expansion, we will also n&edstablish our brand and to the extent we arswmmtessful, our business in new markets
would be adversely impacted.

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

We utilize a broad mix of marketing programs torpode our service to potential new subscribers. Wtain new subscribers through
our online marketing efforts, including paid sealistings, banner ads, text links and permissioseldae-mails, as well as our active affiliate
program. We also engage our consumer electronitsera to generate new subscribers for our serinicaddition, we have engaged in
various offline marketing programs, including TVdaradio advertising, direct mail and print campaigronsumer package and mailing
insertions. We also acquire a number of subscrilvbisrejoin our service having previously cancetlegir membership. We maintain an
active public relations program to increase awasemé our service and drive subscriber acquisitida.opportunistically adjust our mix of
marketing programs to acquire new subscribers@asonable cost with the intention of achievingraltdinancial goals. If we are unable to
maintain or replace our sources of subscribers siithlarly effective sources, or if the cost of @xisting sources increases, our subscriber
levels and marketing expenses may be adverselgtaffe

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

We may not be able to continue to support the nmindc@f our service by current means if such atiigiare no longer available to us,
become cost prohibitive or are adverse to our lessinlf companies that currently promote our serdiecide that we are negatively impac
their business, that they want to compete moretyravith our business or enter a similar businarsdecide to exclusively support our
competitors, we may no longer be given accessdb marketing channels. In addition, if ad rateséase, we may curtail marketing exper
or otherwise experience an increase in our maretirsts. Laws and regulations impose restrictionghe use of certain channels, including
commercial e-mail and direct mail. We may limitdiscontinue use or support of e-mail and othewaies if we become concerned that
subscribers or potential subscribers deem suchitaesiintrusive, which could affect our goodwill brand. If the available marketing
channels are curtailed, our ability to attract reeluscribers may be adversely affected.

The increasingly long-term and fixed-cost nature obur content acquisition licenses may adversely &tt our financial condition and
future financial results.

In connection with obtaining content, particulafidy streaming content, we typically enter into mykar, fixedfee licenses with studi
and other distributors. Such contractual commitmean¢ detailed in the Contractual Obligations saabf Item 7Management’s Discussion
and Analysis of Financial Condition and Result©gkrations. Furthermore, we plan on increasing the levelashmitted content licensing
anticipation of our service and subscriber basavgrg. To the extent subscriber and/or revenue draletnot meet our expectations, our
liquidity and results of operations could be adebraffected as a result of these content licensorgmitments and our flexibility in planning
for, or reacting to changes in our business andrifuket segments in which we operate could bediinit

6



Table of Contents

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

As a distributor of content, we face potential li@ypfor negligence, copyright, patent or tradetarfringement or other claims basec
the nature and content of materials that we disteibWe also may face potential liability for cantteploaded from our users in connection
with our community-related content or movie revieWisve become liable, then our business may suffiéigation to defend these claims
could be costly and the expenses and damagesggftism any liability could harm our results of opons. We cannot assure that we are
insured or indemnified to cover claims of theseetypr liability that may be imposed on us.

If studios and other content distributors refuse tolicense streaming content to us upon acceptablertes, our business could be
adversely affected.

Streaming content over the Internet involves tberising of rights which are separate from and iaddpnt of the rights we acquire
when obtaining DVD content. Our ability to provider subscribers with content they can watch instaherefore depends on studios and
other content distributors licensing us content#jpally for Internet delivery. The license per®dnd the terms and conditions of such
licenses vary. If the studios and other conterttitlistors change their terms and conditions omaréonger willing or able to license us
content, our ability to stream content to our subses will be adversely affected. Unlike DVD, stneing content is not subject to the First
Sale Doctrine. As such, we are completely depenaietiie studio or other content distributor tordise us content in order to access and
stream content. Many of the licenses provide ferdtudios or other content distributor to withdreantent from our service relatively quick
Because of these provisions as well as other actienmay take, content available through our sereén be withdrawn on short notice. In
addition, the studios and other content distribaitaave great flexibility in licensing content. Ty elect to license content exclusively to a
particular provider or otherwise limit the typessefrvices that can deliver streaming content. kample, HBO licenses content from studios
like Warner Bros. and the license provides HBO lith exclusive right to such content against oladascription services, including Netflix.
As such, Netflix cannot license certain Warner Bazntent for delivery to its subscribers while Wer Bros. may nonetheless license the
same content to transactional VOD providers. Ifane unable to secure and maintain rights to stregueontent or if we cannot otherwise
obtain such content upon terms that are acceptahis, our ability to stream TV shows and moviesuosubscribers will be adversely
impacted, and our subscriber acquisition and retertould also be adversely impacted. As strearogrgent license agreements expire, we
must renegotiate new terms which may not be faverabus. If this happens, the cost of obtainingtent could increase and our margins
may be adversely affected. As we grow, we are @@bépend an increasingly larger amount for thenbaeg of streaming content. We believe
that the streaming content we make available tasabscribers is sufficiently diversified, such thag will not be forced to pay licensing fees
for content in excess of our desired contributioofiptargets. We believe that any failure to secoontent will manifest in lower subscriber
acquisition and retention and not in materiallyuget margins. Given the multipjear duration and largely fixed nature of contédrises, i
we do not experience subscriber acquisition arehtiein as forecasted, our margins may be impagtetdse fixed content licensing costs.
For example, as a result of events over the pastakemonths, we have experienced slower growth #micipated and our margins have t
negatively impacted. During the course of our laerelationship, various contract administratiGués can arise. To the extent that we are
unable to resolve any of these issues in an ang@aabhner, our relationship with the studios an@mwotontent distributors or our access to
content may be adversely impacted.

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

We currently offer subscribers the ability to reeestreaming content through their PCs, Macs aherdhternet-connected devices,
including Blu+ay players and TVs, digital video players, gamesodes and mobile devices. We intend to contindeaaden our capability
instantly stream TV shows and movies to other ptats and partners over time. If we are not sucaessfnaintaining existing and creating
new relationships, or if we encounter technologicahtent licensing or other impediments to owatring content, our ability to grow our
business could be adversely impacted. Our agresmétit our consumer electronics partners are
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typically between one and three years in duratimmh@ur business could be adversely affected ifnuggiration, a number of our partners do
not continue to provide access to our service @uaxilling to do so on terms acceptable to ustfeumore, devices are manufactured and
sold by entities other than Netflix and while thesgities should be responsible for the devicegfgomance, the connection between these
devices and Netflix may nonetheless result in coresuissatisfaction toward Netflix and such disfatition could result in claims against us
or otherwise adversely impact our business. Intemigitechnology changes to our streaming functipnenay require that partners update
their devices. If partners do not update or othsewnodify their devices, our service and our substs’ use and enjoyment could be
negatively impacted.

If subscriptions to our domestic DVD segment declia faster than anticipated, our business could be adrsely affected

The number of subscriptions to our DVD-by-mail ofifgg declined significantly following our price chge. We anticipate that this
decline will continue. We believe, however, that ttomestic DVD business will continue to generagificant contribution profit for our
business. In addition, we believe that DVD willd&aluable consumer proposition and studio prefitter for the next several years, even as
DVD sales decline. The contribution profit geneddby our domestic DVD business will help providgital resources to fund losses arising
from our growth internationally. To the extent thfaé rate of decline in our DVD-by-mail businesgiisater than we anticipate, our business
could be adversely affected. Because we are piliyrfadused on building a global streaming servibe, resources allocated to maintaining
DVD operations and the level of management focuswrDVD business are limited. To the extent thataxperience degradation in service
in our DVD-by-mail business, subscribers’ satistattvith our service could be negatively impactad ae could experience an increase in
cancellations, which could adversely impact oulifess.

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

Under U.S. Copyright Law, once a copyright ownéisse copy of his work, the copyright owner reliighes all further rights to sell or
otherwise dispose of that copy. While the copyrighiher retains the underlying copyright to the esgion fixed in the work, the copyright
owner gives up his ability to control the fate loé twork once it had been sold. As such, once a B\Aold into the market, those obtaining
the DVD are permitted to re-sell it, rent it or etlvise dispose of it. If Congress or the courtsenerchange or substantially limit this First
Sale Doctrine, our ability to obtain content anertlent it could be adversely affected. By way>afreple, the Court of Appeals for the 9th
Circuit has ruled that the First Sale Doctrine wiid apply to sales of software that contained @mttral limitations on resales. To the extent
such a ruling were extended to DVD sales, ourtghili obtain content for subsequent rental coulddbeersely impacted. Likewise, if content
providers agree to limit the sale or distributidriheir content in ways that try to limit the efteof the First Sale Doctrine, our business could
be adversely affected. For example, we have enteteégreements with several studios to delayatialability of new release DVDs for
rental for a period of time following the DVDs rake to the retail market and, in connection thefeulese studios have prohibited certai
their wholesalers from selling DVDs to us priorstech availability. Furthermore, certain content even from time to time, have established
exclusive rental windows with particular outletfi§ happened in late 2006 and again in late 200hvBlockbuster announced arrangements
with certain content owners pursuant to which Blagiter would receive content on DVDs for rentallesively by Blockbuster. To the exte
content is to be distributed exclusively and natetiail vendors or distributors, we could be pragdrfrom obtaining such content, and those
of our competitors who access such content coylsyencorresponding competitive advantage. To #tere the content is also sold to retail
vendors or distributors, under current law, we wlaubt be prohibited from obtaining and renting saohtent pursuant to the First Sale
Doctrine. Nonetheless, to the extent content owdensot distribute to us directly or through theholesalers or otherwise establish exclu
rental windows, it will impact our ability to obtasuch content in the most efficient manner andpime cases, in
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sufficient quantity to satisfy demand. If such agaments were to become more commonplace or ifiaddi impediments to obtaining
content were created, our ability to obtain contentld be impacted and our business could be aglyeaiffected.

Increased availability of new releases to other disbution channels prior to, or on parity with, the release on DVD, coupled with
delayed availability of such DVDs through our serwie, could adversely affect our business.

DVDs currently enjoy a competitive advantage owatain other distribution channels, such as payvier and some types of VOD
distribution, because of the early distribution emw on the DVD format. The window for new releasaDVD is generally exclusive agair
and earlier than certain other forms of non-theatnnovie distribution, such as pay-per-view, regtnon-premium”) VOD, SVOD,
premium pay TV, and other forms of TV exploitatidie length and exclusivity of each window for ed@tribution channel are determined
solely by the studio releasing the title. Over plast several years, we have seen distributorstaatjasexperiment with the traditional
distribution channels and timing. For example,aerbther forms of non-theatrical distribution hdezn developed for certain new movie
releases, resulting in their ndmeatrical availability prior to and during the DMiaindow. In addition, the major studios have shuetkcertai
release windows and/or have increasingly made eé&ase movies available on VOD simultaneously ir o the release on DVD e.g. via
“premium VOD”, and in a limited number of instancesnultaneously with theatrical release. If otbistribution channels were to receive
priority over, or parity with, the DVD window, colgd with delayed availability of such DVD throughreservice, subscriber’s perception of
value in our service could decrease and our busicasld be adversely affected. Further, as thestgldition channels shift, our relative
position to them, either in DVD or streaming, mepact our subscribers’ perception of or value insmrvice and our business could be
adversely affected.

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

Our licensing agreements with several studios reghiat we do not rent new release DVDs until speréd of time after such DVDs
are first made available for retail sale. Theseagrents provide us with less expensive contenetisa® deeper copy depth than we might
otherwise have absent the delay, thus improving bat business and consumer experience. While ales@mpetitors have used the delayed
availability of DVD content through our servicedifferentiate their own services, we do not beliéhva this delayed availability has
materially impacted our subscriber growth or satisbn. Nonetheless, it is possible that the dilaybtaining new release content could
impact consumer perception of our service or otlErwegatively impact subscriber satisfaction. lkenore, in January 2012, Warner Hc
Entertainment announced it was increasing the garialelay to fifty-six days. If other studios weteincrease the period of delay and /or if
our subscriber satisfaction is negatively impadtgdhis increase in the Warner delay, our busicestd be adversely impacted.

We could be subject to increased costs arising fromur acquisition of DVD content and our subscribersdemand for DVD titles that
could adversely affect our operations and financiaperformance.

We obtain DVDs through a mix of revenue sharingeagrents and direct purchases. The type of agreemeeutilize to acquire DVD
content depends on the economic terms we can aégats well as studio preferences. If we are urtablegotiate favorable terms to acquire
the DVDs, our contribution profits may be adversaffgcted. Furthermore, during the course of oueagents, various contract
administration issues can arise. To the extentwieadre unable to resolve any of these issues amacable manner, our relationship with the
studios and distributors or our access to contet lbe adversely impacted. Direct purchase of D\ddmlires us to be able to accurately
forecast demand in order to ensure that we havegincopies of a title to satisfy but not exceed aednso that our subscriber satisfaction is
not negatively impacted. However, if we purchaseess copies of title or experience an increassage of a title without a corresponding
increase in subscriber retention and growth, oater@t and fulfillment costs will increase disprofomately to revenues thus adversely
affecting our operating results. Our content casts percentage of revenues can also increase if ou
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subscribers select titles that were acquired undee expensive revenue share arrangements moretb#e they select other titles acquired
through direct purchase or lower cost revenue shiaamngements.

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

Subscribers and potential subscribers access otics¢hrough our Web site or their TVs, computgamne consoles or mobile devices.
Our reputation and ability to attract, retain ardve our subscribers is dependent upon the reldrfermance of our computer systems and
those of third-parties that we utilize in our ofiEmas. Interruptions in these systems, or withltiternet in general, including discriminatory
network management practices, could make our sennavailable or degraded or otherwise hinder bilityato deliver streaming content or
fulfill DVD selections. From time to time, we expemnce service interruptions and have voluntarilpvited affected subscribers with a credit
during periods of extended outage. Much of oungafé is proprietary, and we rely on the expertiseun engineering and software
development teams for the continued performanaingoftware and computer systems. Service intéong errors in our software or the
unavailability of computer systems used in our afiens could diminish the overall attractivenesswf subscription service to existing and
potential subscribers.

Our servers and those of third-parties we use iroparations are vulnerable to computer virusegsighl or electronic break-ins and
similar disruptions, which could lead to interrgpts and delays in our service and operations dsawébss, misuse or theft of data. Our Web
site periodically experiences directed attacksnidésl to cause a disruption in service. Any atternptisackers to disrupt our service or our
internal systems, if successful, could harm ouir®ss, be expensive to remedy and damage our teput@ur insurance does not cover
expenses related to attacks on our Web site anigitsystems. Efforts to prevent hackers from émgeour computer systems are expensiv
implement and may limit the functionality of oumgiees. Any significant disruption to our serviceiternal computer systems could resu
a loss of subscribers and adversely affect oumlegsiand results of operations.

We utilize our own communications and computer hae systems located either in our facilities othiat of a thirdparty Web hostin
provider. In addition, we utilize third-party Intest-based or “cloud” computing services in conmectiith our business operations. We also
utilize third-party content delivery networks tdhes stream TV shows and movies in high volumietflix subscribers over the Internet.
Problems faced by our third-party Web hosting, dloamputing, or content delivery network providénsjuding technological or business-
related disruptions, could adversely impact theseigmce of our subscribers. In addition, firespéls, earthquakes, power losses,
telecommunications failures, break-ins and simelagnts could damage these systems and hardwaaeise them to fail completely. As we
do not maintain entirely redundant systems, a gisng event could result in prolonged downtime of operations and could adversely affect
our business.

We rely upon Amazon Web Services to operate certaimspects of our service and any disruption of or terference with our use of the
Amazon Web Services operation would impact our opetions and our business would be adversely impacted

Amazon Web Services, or AWS, provides a distribut@ahputing infrastructure platform for businessragiens, or what is commonly
referred to as a cloud computing service. We hasfaitected our software and computer systems $o aslize data processing, storage
capabilities and other services provided by AWSréntly, we run the vast majority of our computimg AWS. Given this, along with the
fact that we cannot easily switch our AWS operatitmanother cloud provider, any disruption ofrdeiference with our use of AWS would
impact our operations and our business would beradly impacted. While the retail side of Amazoryroampete with us, we do not believe
that Amazon will use the AWS operation in such an& as to gain competitive advantage againstenice.
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If we are unable to effectively utilize our recommadation and merchandising technology or develop usénterfaces that maintain or
increase subscriber engagement with our service, pbusiness may suffer.

Our proprietary recommendation and merchandisiolgrielogy enables us to predict and recommend athelseffectively merchandise
our library to our subscribers. We also develogt, &md implement various user interfaces acrostiptautievices, in an effort to maintain and
increase subscriber engagement with our service.

We are continually refining our recommendation aretchandising technology as well as our various imerfaces in an effort to
improve the predictive accuracy of our TV show amavie recommendations and the usefulness of analgemgent with our service by our
subscribers. We may experience difficulties in iempénting refinements. In addition, we cannot asthaewe will be able to continue to
make and implement meaningful refinements to ocomanendation technology.

If our recommendation and merchandising technobtt@gs not enable us to predict and recommend titetsour subscribers will enjoy
or if we are unable to implement meaningful impreats thereto or otherwise improve our user integaour service may be less useful to
our subscribers. Such failures could lead to thieviing:

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

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

» our subscribers may default to choosing titles feomong new releases or other titles that cost us togprovide, and our margins
may be adversely affecte

We rely heavily on our proprietary technology to steam TV shows and movies and to manage other aspsaif our operations,
including processing delivery and return of our DV to our subscribers, and the failure of this techology to operate effectively could
adversely affect our business.

We continually enhance or modify the technologydufee our operations. We cannot be sure that ahgecements or other
modifications we make to our operations will aclei¢le intended results otherwise be of value to our subscribers. Fudmtgancements a
modifications to our technology could consume co@sible resources. If we are unable to maintainesh@nce our technology to manage
streaming of TV shows and movies to our subscribeastimely and efficient manner and/or the preaas of DVDs among our shipping
centers, our ability to retain existing subscribamd to add new subscribers may be impaired. Iftiaddif our technology or that of third-
parties we utilize in our operations fails or othise operates improperly, our ability to retainstixig subscribers and to add new subscribers
may be impaired. Also, any harm to our subscribgesSonal computers or other devices caused by adtused in our operations could h.
an adverse effect on our business, results of tpesaand financial condition.

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

We rely exclusively on the U.S. Postal Servicedativeér DVDs from our shipping centers and to retDwDs to us from our subscribe
We are subject to risks associated with using th#ip mail system to meet our shipping needs, iiclg delays or disruptions caused by
inclement weather, natural disasters, labor actiytsealth epidemics or bioterrorism. Our DVDs ds® aubject to risks of breakage and theft
during our processing of shipments as well as duiliglivery and handling by the U.S. Postal Servide risk of breakage is also impactec
the materials and methods used to replicate our &Vhe entities replicating our DVDs use matisrend methods more likely to break
during delivery and handling or we fail to timelgliver DVDs to our subscribers, our subscriberddtecome dissatisfied and cancel our
service, which could adversely affect our operatggpults. In addition, increased breakage and thefs for our DVDs will increase our cost
of acquiring titles.
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Increases in the cost of delivering DVDs could advgely affect the contribution profit of our Domestic DVD segment.

Increases in postage delivery rates could adveedtdgt our domestic DVD segment’s contributionfjirid we elect not to raise our
subscription fees to offset the increase. The Bd3tal Service increased the rate for first clastgge on May 12, 2008 to 42 cents, on
May 11, 2009 to 44 cents and again on January@2 b 45 cents. It is expected that the U.S. P8&tvice will raise rates again in
subsequent years in accordance with the powers giveU.S. Postal Service in connection with th@72fostal reform legislation. The U.S.
Postal Service continues to focus on plans to edscosts and make its service more efficierthafU.S. Postal Service were to change any
policies relative to the requirements of ficktss mail, including changes in size, weight ochirgability qualifications of our DVD envelope
such changes could result in increased shippints covshigher breakage for our DVDs, and our groasgin could be adversely affected. For
example, the Office of Inspector General (“OIG"}tla¢ U.S. Postal Service issued a report in Nover28@7 recommending that the U.S.
Postal Service revise the machinability qualifioas for first class mail related to DVDs or to @@DVD mailers who don’t comply with the
new regulations a 17 cent surcharge on all maimekeunmachinable. In addition, a by-mail game tesgmpany filed a complaint with the
Postal Regulatory Commission alleging that the BP&stal Service unreasonably discriminated agdaimsfavor of Netflix and Blockbuster.
To the extent this proceeding was to result in afi@nal or regulatory changes impacting our maikcpsssing, our domestic DVD segment’s
contribution profit and business operations cowdbversely affected. For example, the U.S. P&galice recently announced changes to its
service that would close many of its mail procegdarcilities and eliminate next day service fosficlass mail. If such changes result in
slower delivery of our DVDs or otherwise lead tdexrease in customer satisfaction, our businessitseof operations and financial condit
could be adversely affected.

If government regulations relating to the Internetor other areas of our business change, we may netdalter the manner in which we
conduct our business, or incur greater operating epenses.

The adoption or modification of laws or regulatioBfating to the Internet or other areas of oulinmss could limit or otherwise
adversely affect the manner in which we currentigduct our business. In addition, the growth angeiiggment of the market for online
commerce may lead to more stringent consumer giotelaws, which may impose additional burdens snliwe are required to comply
with new regulations or legislation or new intet@ns of existing regulations or legislation stkbmpliance could cause us to incur
additional expenses or alter our business model.

The adoption of any laws or regulations that adslgraffect the growth, popularity or use of theelmiet, including laws limiting Intern
neutrality, could decrease the demand for our sigigan service and increase our cost of doing flresss. For example, in late 2010, the
Federal Communications Commission adoptedaited net neutrality rules intended, in part, teyent network operators from discriminat
against legal traffic that transverse their netwoikhe rules are currently subject to legal chgkermo the extent that these rules are
interpreted to enable network operators to engagiscriminatory practices or are overturned byleatdpallenge, our business could be
adversely impacted. As we expand internationalbyegnment regulation concerning the Internet, anghirticular, network neutrality, may
nascent or non-existent. Within such a regulatorirenment, coupled with potentially significantlpical and economic power of local
network operators, we could experience discrimiryabo anti-competitive practices that could impede growth, cause us to incur additional
expense or otherwise negatively affect our business

Changes in how network operators handle and charg®r access to data that travel across their network could adversely impact our
business.

We rely upon the ability of consumers to accesssewice through the Internet. To the extent tledivork operators implement usage
based pricing, including meaningful bandwidth capsptherwise try to monetize access to their neta/by data providers, we could incur
greater operating expenses and our subscribersiiguiiand retention could be negatively impacteat. example, in late 2010, Comcast
informed Level 3 Communications that it would raquievel 3 to pay for the ability to access Comsasttwork. Given that much of the
traffic being requested by Comcast customers iflikefta stored with Level 3, many
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commentators have looked to this situation as amgie of Comcast either discriminating against Netifaffic or trying to increase Netflie
operating costs. Furthermore, to the extent netwpscators were to create tiers of Internet aceessce and either charge us for or prohibit
us from being available through these tiers, owirmss could be negatively impacted.

Most network operators that provide consumers afttess to the Internet also provide these consumittrsnultichannel video
programming. As such, companies like Comcast, TWaener Cable and Cablevision have an incentiveséotbeir network infrastructure ir
manner adverse to our continued growth and suc@ésite we believe that consumer demand, regulategrsight and competition will help
check these incentives, to the extent that netwpekators are able to provide preferential treatreetheir data as opposed to ours, our
business could be negatively impacted. In inteomati markets, especially in Latin America, thesaesacentives apply however, the
consumer demand, regulatory oversight and comgetitiay not be as strong as in our domestic market.

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

In the ordinary course of business and in partical@onnection with merchandising our service tio subscribers, we collect and util
data supplied by our subscribers. We currently taréain legal obligations regarding the mannewtiich we treat such information. Other
businesses have been criticized by privacy grondsggavernmental bodies for attempts to link perkaentities and other information to
data collected on the Internet regarding usersibing and other habits. Increased regulation c détization practices, including self-
regulation or findings under existing laws, thatitiour ability to use collected data, could haweadverse effect on our business. In addition,
if unauthorized access to our subscriber data veeoecur or if we were to disclose data about adnssribers in a manner that was
objectionable to them, our business reputationctbaladversely affected, and we could face potdetial claims that could impact our
operating results.

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

We maintain personal data regarding our subscrilbeskiding names and, in many cases, mailing asa® With respect to billing de
such as credit card numbers, we rely on licensedyption and authentication technology to secushsaformation. We take measures to
protect against unauthorized intrusion into ourssuibers’data. If, despite these measures, we, or our paypnecessing services, experiel
any unauthorized intrusion into our subscribergadaurrent and potential subscribers may becomalling to provide the information to us
necessary for them to become subscribers, we ¢acédiegal claims, and our business could be adiyeadfected. Similarly, if a well-
publicized breach of the consumer data securigngfother major consumer Web site were to occeretbould be a general public loss of
confidence in the use of the Internet for commeér@esactions which could adversely affect our besin

In addition, we do not obtain signatures from substs in connection with the use of credit cargdsiem. Under current credit card
practices, to the extent we do not obtain cardheldggnatures, we are liable for fraudulent creditd transactions, even when the associated
financial institution approves payment of the osdé&irom time to time, fraudulent credit cards aedion our Web site to obtain service and
access our DVD inventory and streaming. Typicdhgse credit cards have not been registered ansiod are therefore not rejected by our
automatic authorization safeguards. While we detawnumber of other safeguards in place, we nolesthexperience some loss from these
fraudulent transactions. We do not currently camsprance against the risk of fraudulent creditideainsactions. A failure to adequately
control fraudulent credit card transactions wouddnh our business and results of operations.
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Increases in payment processing fees or changesofmerating rules would increase our operating expetes and adversely affect our
business and results of operations.

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

We are subject to rules, regulations and pracgjoesrning our accepted payment methods, which r@@ominately credit cards and
debit cards. These rules, regulations and practicekl change or be reinterpreted to make it diffior impossible for us to comply. If we fi
to comply with these rules or requirements, we tmagubject to fines and higher transaction feed@selour ability to accept these payment
methods, and our business and results of operationkl be adversely affected.

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

We rely and expect to continue to rely on a comtimneof confidentiality and license agreements vaitit employees, consultants and
third-parties with whom we have relationships, &dl &s trademark, copyright, patent and trade $@cotection laws, to protect our
proprietary rights. We may also seek to enforcepwaprietary rights through court proceedings. Vdeehfiled and from time to time we
expect to file for trademark and patent applicatiddevertheless, these applications may not beoapgr third-parties may challenge any
patents issued to or held by us, third-parties kmowvingly or unknowingly infringe our patents, teadarks and other proprietary rights, and
we may not be able to prevent infringement witheutistantial expense to us. If the protection ofpyaprietary rights is inadequate to prey
use or appropriation by third parties, the valuewfbrand and other intangible assets may be dhed, competitors may be able to more
effectively mimic our service and methods of opiers, the perception of our business and servisailbscribers and potential subscribers
may become confused in the marketplace, and olityai attract subscribers may be adversely afféct

Intellectual property claims against us could be cstly and result in the loss of significant rights elated to, among other things, our
Web site, streaming technology, our recommendatioand merchandising technology, title selection pro@ses and marketing activities.

Trademark, copyright, patent and other intellecpraperty rights are important to us and other camigs. Our intellectual property
rights extend to our technology, business procemséshe content on our Web site. We use the @il property of third-parties in
merchandising our products and marketing our serttioough contractual and other rights. From timgnhe, thirdparties allege that we ha
violated their intellectual property rights. If vaee unable to obtain sufficient rights, succesgfdéfend our use, or develop non-infringing
technology or otherwise alter our business prastigea timely basis in response to claims agam&binfringement, misappropriation,
misuse or other violation of third-party intelleatyproperty rights, our business and competitiveitmn may be adversely affected. Many
companies are devoting significant resources teldging patents that could potentially affect maspects of our business. There are
numerous patents that broadly claim means and methfoconducting business on the Internet. We hateearched patents relative to our
technology. Defending ourselves against intelldgiu@perty claims, whether they are with or withawgrit or are determined in our favor,
results in costly litigation and diversion of teatal and management personnel. It also may reswitii inability to use our current Web site,
streaming technology, our recommendation and medibizng technology or inability to market our seevior merchandise our products. As a
result of a dispute, we may have to develop nonrging technology, enter into royalty or licensiagreements, adjust our merchandising or
marketing activities or take other actions to resdhe claims. These actions, if required, maydstlg or unavailable on terms acceptable to
us.
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If we are unable to protect our domain names, oureputation and brand could be adversely affected.

We currently hold various domain names relatinguobrand, including Netflix.com. Failure to protecr domain names could
adversely affect our reputation and brand and nitakere difficult for users to find our Web sitedaour service. The acquisition and
maintenance of domain names generally are regulategbvernmental agencies and their designeesréhaation of domain names in the
United States may change in the near future. Gavgfrodies may establish additional top-level darsaappoint additional domain name
registrars or modify the requirements for holdimgrin names. As a result, we may be unable to ecquimaintain relevant domain names.
Furthermore, the relationship between regulatiangeing domain names and laws protecting tradesrenkl similar proprietary rights is
unclear. We may be unable, without significant aysit all, to prevent third-parties from acquirithgmain names that are similar to, infringe
upon or otherwise decrease the value of our tradesv@and other proprietary rights.

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

Our executive offices and data centers are lodatéte San Francisco Bay Area. We have shippingecsthocated throughout the
United States, including earthquake and hurricsamesitive areas. Our business and operations beuldversely affected in the event of tr
natural disasters as well as from electrical blatkdfires, floods, power losses, telecommunicati@ilures, break-ins or similar events. We
may not be able to effectively shift our fulfillmeand delivery operations to handle disruptionsdrvice arising from these events. Because
the San Francisco Bay Area is located in an eastkensensitive area, we are particularly susceptibtbe risk of damage to, or total
destruction of, our executive offices and data@eniWe are not insured against any losses or egpdhat arise from a disruption to our
business due to earthquakes and may not have @densiarance to cover losses and expenses from rdiaral disasters.

We are engaged in legal proceedings that could cauas to incur unforeseen expenses and could occupgignificant amount of our
management’s time and attention.

From time to time, we are subject to litigationctaims that could negatively affect our businessrapons and financial position. As we
have grown, we have seen a rise in the numbetigdifion matters against us.

Most of these matters relate to patent infringentemsuits, which are typically expensive to defelitigation disputes could cause u:
incur unforeseen expenses, could occupy a signif@aount of our managemesitime and attention and could negatively affecttusines:
operations and financial position.

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

We offer an unlimited streaming plan in Canadaijr_America and beginning in early 2012 we expanai@dstreaming service offering
to the UK and Ireland. Operating in internationarkets requires significant resources and manageatiemtion and will subject us to
regulatory, economic and political risks that aifedent from and incremental to those in the Udigtates. In addition to the risks that we
face in the United States our international operatiinvolve risks that could adversely affect ousibess, including:

» the need to adapt our content and user interfacespécific cultural and language differences,udaig licensing a certain portion
of our content library before we have developedliaappreciation for its performance within a givtenritory;

» difficulties and costs associated with staffing amahaging foreign operatior
* management distractio
» political or social unrest and economic instabijl

» compliance with U.S. laws such as the Foreign Qurfuactices Act, and local laws prohibiting cotrppyments to government
officials;
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» difficulties in understanding and complying wittc#d laws, regulations and customs in foreign jucisons;
e unexpected changes in regulatory requirem

» less favorable foreign intellectual property la

+ adverse tax consequenc

« fluctuations in currency exchange rates, which @¢awipact revenues and expenses of our internataperiations and expose us to
foreign currency exchange rate ri:

» profit repatriation and other restrictions on thensfer of funds

» differing processing systems as well as consumeandg acceptance of electronic payment methods,asicredit and debit carc
» new and different sources of competiti

» low usage of Internet connected consumer electrenices

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

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

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

We may seek additional capital that may result in tockholder dilution or that may have rights seniorto those of our common
stockholders.

From time to time, we may seek to obtain additiarzgdital, either through equity, equity-linked @bd securities. For example, in the
fourth quarter of 2011, we raised $400 million dflaional capital through the sale of $200 milliorth of convertible notes in a private
placement and $200 million worth of equity throwpublic offering. The decision to obtain additiboapital will depend, among other
things, on our development efforts, business plaperating performance and condition of the capitatkets. If we raise additional funds
through the issuance of equity, equityked or debt securities, those securities maehraghts, preferences or privileges senior to itjets of
our common stock, and our stockholders may expegigliution.

We have issued $400 million in debt offerings and ay incur additional debt in the future, which may alversely affect our financial
condition and future financial results.

As of December 31, 2011, we have $200 million B086 senior notes and $200 million in zero coupamnaeonvertible notes
outstanding. Risks relating to our long-term inéelptess include:

* requiring us to dedicate a portion of our cash ffomm operations to payments on our indebtednisseby reducing the availabil
of cash flow to fund working capital, capital expéanres, acquisitions and investments and otheerggicorporate purpose

« limiting our flexibility in planning for, or reaatig to, changes in our business and the markethichwve operate; ar
» limiting our ability to borrow additional funds ¢o borrow funds at rates or on other terms we &odeptable

In addition, it is possible that we may need tamadditional indebtedness in the future in thara, course of business. The terms of
indentures governing our outstanding senior ndtesvais to incur additional debt subject to certinitations. If new debt is added to curr
debt levels, the risks described above could iifiens
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The agreements governing our indebtedness contaimrous covenants that limit our discretion in the @eration of our business and
also require us to meet certain covenants. The faile to comply with such covenants could have a maial adverse effect on us.

The agreements governing our indebtedness corasioug covenants, including those that restrictafility to, among other things:
e borrow money, and guarantee or provide other sugpoimdebtedness of thi-parties including guarantee

e pay dividends on, redeem or repurchase our cagiiek;

* make investments in entities that we do not coningluding joint ventures

* enterinto certain asset sale transacti

* enter into secured financing arrangeme

» enter into sale and leaseback transactions

» enter into unrelated business

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

We may lose key employees or may be unable to higealified employees.

We rely on the continued service of our senior ngangent, including our Chief Executive Officer amdfounder Reed Hastings,
members of our executive team and other key empbgead the hiring of new qualified employees. Inindustry, there is substantial and
continuous competition for highly skilled businegsyduct development, technical and other persoiWdelmay not be successful in recrui
new personnel and in retaining and motivating égspersonnel, which may be disruptive to our opens.

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

15% or more of its capital stock unless the holdes held the stock for three years or, among dliegs, the board of directors has approved
the transaction. Our board of directors could miyDelaware law to prevent or delay an acquisitibus.
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Our stock price is volatile.

The price at which our common stock has tradedlbetiated significantly. The price may continueb®volatile due to a number of
factors including the following, some of which dr@yond our control:

variations in our operating resul

variations between our actual operating resultsthadgxpectations of securities analysts, investodsthe financial communit
announcements of developments affecting our busirsgstems or expansion plans by us or otl

competition, including the introduction of new coetipors, their pricing strategies and servic

market volatility in genera

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

the operating results of our competitc

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

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

Financial forecasting by us and financial analystsvho may publish estimates of our performance may ffer materially from actual

results.

Given the dynamic nature of our business, the otracertain economic climate and the inherenttéitins in predicting the future,
forecasts of our revenues, contribution marginsjm@me and, number of total and paid subscribditeons and other financial and opera
data may differ materially from actual results. Bdéscrepancies could cause a decline in the tgggaliice of our common stock.

Iltem 1B.

Unresolved Staff Comments

None.
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Item 2. Properties

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

Estimated
. Square Lease )

Location Footage Expiration Date Primary Use

Los Gatos, California 260,00( March 2018  Domestic and International streaming corporateceffgeneral and
administrative, marketing and technology and dgwalent

Columbus, Ohio 90,00( August 2016 Domestic DVD receiving and storage center, proogsand
shipping center for the Columbus a

San Jose, California 57,00( February 2017 Domestic DVD corporate office, general and admraiste and
technology and developme

Hillsboro, Oregor 49,00( April 2016 Domestic streaming and Domestic DVD customer sergente!

Santa Clara, Californi 23,00( October 201¢ Domestic and International streaming customer sereénte

Beverly Hills, California 40,00( August 2015 Domestic and International content acquisition,egahand

administrative

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

Item 3. Legal Proceedings

Information with respect to this item may be foundNote 5 of Item 8Financial Statements and Supplementary Datdich
information is incorporated herein by reference.

Item 4. Mine Safety Disclosure
Not applicable.
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PART Il

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of Edty Securities

Our common stock is traded on the NASDAQ Globae8eMarket under the symbol “NFLX”. The followinglile sets forth the
intraday high and low sales prices per share otoormon stock for the periods indicated, as repdsiethe NASDAQ Global Select Market.

2011 2010

High Low High Low
First quarter $247 .5t $173.5( $ 75.6¢ $ 48.52
Second quarte 277.7( 224 .4 127.9¢ 73.62
Third quartel 304.7¢ 107.6: 174.4( 95.3¢
Fourth quarte 128.5( 62.3 209.2¢ 147.3¢

As of January 31, 2012, there were approximate8/st®ckholders of record of our common stock, algiothere is a significantly
larger number of beneficial owners of our commatlst

We have not declared or paid any cash dividendsywanhave no present intention of paying any cagdehds in the foreseeable
future. The indenture we entered into in conneciiith the issuance in November 2011 of our zergooousenior convertible notes due 2018
contains a covenant restricting our ability to pagh dividends or to repurchase shares of comnoak,stubject to certain exceptions.

On November 28, 2011, we sold to one or more imvest funds affiliated with Technology Crossover Weas, or TCV, $200 million
aggregate principal amount of zero coupon seniovedible notes due 2018. There were no underwritiscounts or commissions paid in
connection with the issuance of the notes. Thalrgbnversion rate for the notes is 11.6553 shafesir common stock, per $1,000 principal
amount of notes. This is equivalent to an init@aheersion price of approximately $85.80 per shamommon stock. Holders may surrender
their notes for conversion at any time prior to these of business on the business day immediptelyeding the maturity date for the notes
on December 1, 2018. We offered and sold the Notd€V in reliance on the exemption from registatprovided by Section 4(2) of the
Securities Act. We relied on the exemption fromistrgtion based in part on representations madey.
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Stock Performance Graph

Notwithstanding any statement to the contrary ig ahour previous or future filings with the Seties and Exchange Commission, the
following information relating to the price perfoance of our common stock shall not be dee“filed” with the Commission or “soliciting
material” under the Securities Exchange Act of 1884 shall not be incorporated by reference inty anch filings.

The following graph compares, for the five yearipgrended December 31, 2011, the total cumulativekdolder return on the
Company’s common stock with the total cumulativieime of the NASDAQ Composite Index, the S&P 500dxénd the S&P North
American Technology Internet Index. The Company added to the S&P 500 Index on December 18, 20 HasMrement points are the last
trading day of each of the Company’s fiscal yeauideel December 31, 2006, December 31, 2007, Dece3ith@008, December 31,

2009, December 31, 2010 and December 31, 2011l dotaulative stockholder return assumes $100 imekat the beginning of the perioc
the Company’s common stock, the stocks represéntide NASDAQ Composite Index, the stocks represgimt the S&P 500 Index and the
stocks represented in the S&P North American Teldgyolnternet Index, respectively, and reinvestiedrany dividends. The S&P North
American Technology Internet Index is a modifisshitalization weighted index of stocks represanthe Internet industry, including Intert
content and access providers, Internet softwaresandces companies and e-commerce companies ridatstock price performance should
not be relied upon as an indication of future stpike performance.

s LRI w0 S OAD Composita Index
ol L2 Blarth Amarican T -\';!-lllll-:::‘;:.- miarnat Index *?E&P SO0 Indax

70000

FEO0.00 -

$500.00

BA00.00

Dallars

F300.00 =

£100.00 .

0,00 ; - ;
12412006 120312067 1204142008 1203142008 12/%1/2010 123112011

21



Table of Contents

ltem 6. Selected Financial Date

The following selected financial data is not neaei§sindicative of results of future operationsdashould be read in conjunction with
Item 7,Management’s Discussion and Analysis of Financiahdition and Results of Operatioasd Item 8Financial Statements and
Supplementary Data

Consolidated Statements of Operations:

Year ended December 31,

2011 2010 2009 2008 2007 (1)
(in thousands, except per share data)
Revenue! $3,204,57 $2,162,62! $1,670,26! $1,364,66. $1,205,34
Total cost of revenue 2,039,90: 1,357,35! 1,079,27 910,23: 786,16¢
Operating incom: 376,06¢ 283,64 191,93¢ 121,50¢ 91,77:
Net income 226,12t 160,85: 115,86 83,02¢ 66,60¢
Net income per shar
Basic $ 4.2¢ $ 3.0¢ $ 2.0t $ 1.3€ $ 0.9¢
Diluted $ 4.1¢€ $ 2.9¢ $ 1.9¢ $ 1.32 $ 0.97
Weightec-average shares outstandi
Basic 52,841 52,52¢ 56,56( 60,96 67,07¢
Diluted 54,36¢ 54,30 58,41¢ 62,83¢ 68,90:

(1) Operating expenses for the year include a one{payment received in the amount of $7.0 milkera result of resolving a patent
litigation with Blockbuster, Inc

Consolidated Statements of Cash Flows:
Year Ended December 31,

2011 2010 2009 2008 2007
(in thousands)

Net cash provided by operating activit $317,71: $276,40: $325,06: $284,03: $277,42(

Free cash flow (2 186,55( 131,00° 97,12: 94,70( 45,88¢

(2) See “Liquidity and Capital Resources” for aidiibn of “free cash flow” and a reconciliation tfee cash flow” to “net cash provided
by operating activitie”

Consolidated Balance Sheets:

As of December 31,
2011 2010 2009 2008 2007
(in thousands)

Cash, cash equivalents and short-term

investments (3 $ 797,81 $350,38: $320,24: $297,27: $385,14:
Total content library, ne 1,966,64. 361,97¢ 146,13¢ 117,23t 128,37:
Working capital 605,80: 248,65: 183,57 142,90¢ 223,51¢
Total asset 3,069,19 982,06 679,73 615,42 678,99¢
Long-term debi 200,00t 200,00t 200,00t — —
Long-term debt due to related pa 200,00( — — — —
Non-current content liabilitie 739,62t 48,17¢ 2,22 3,51¢ 1,85(
Stockholder equity 642,81( 290,16« 199,14 347,15! 429,81:

(3) Short-term investments are comprised of coeodabt securities, government and agency secudtid asset and mortgage-backed
securities
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As of / Year Ended December 31,
2011 2010 2009 2008 2007
(in thousands)

Other Data:
Total consolidated unique subscribers at end abg¢ 26,25 20,01c¢ 12,26¢ 9,39( 7,47¢
Net consolidated unique subscriber additions dupegod 6,24: 7,742 2,87¢ 1,911 1,162

For purposes of determining the number of uniquisetibers, domestic subscribers who have electédebBVD and a streaming
subscription plan are considered a single unigbssiber.

Item 7. Management’s Discussion and Analysis of Famcial Condition and Results of Operations
Overview

We are the world’s leading Internet subscriptiorviee for enjoying TV shows and movies. Our sulisers can instantly watch
unlimited TV shows and movies streamed over therhdt to their TVs, computers and mobile devicasiarthe United States, our
subscribers can receive standard definition DVIDd, taeir high definition successor, Blu-ray discsliectively referred to as “DVD"),
delivered quickly to their homes.

Our core strategy is to grow our streaming subtonusiness domestically and globally. We aretiooiously improving the customer
experience, with a focus on expanding our strearoémgent, enhancing our user interface and extgnolim streaming service to even more
Internet-connected devices, while staying withia plarameters of our consolidated net income anchtipg segment contribution profit
targets. In the past, we have focused on operatangin targets. Going forward, we will be operatimithin the parameters of contribution
profit targets for each of our operating segme@tmtribution profit is defined as revenue less odsevenues and marketing expenses.

We are a pioneer in the Internet delivery of TVw@h@nd movies, launching our streaming servicedli72 Since this launch, we have
developed an ecosystem of Internet-connected dewive have licensed increasing amounts of corftahenable consumers to enjoy TV
shows and movies directly on their TVs, computeid mobile devices. As a result of these effortshaee experienced growing consumer
acceptance of and interest in the delivery of Tovehand movies directly over the Internet. We lwedithat the DVD portion of our domestic
service will be a fading differentiator to our stneing success.

Prior to July 2011, in the United States, our stiieg and DVD-by-mail operations were combined amolssribers could receive both
streaming content and DVDs under a single “hybpidh. In July 2011, we introduced DVD only plansl@eparated the combined plans,
making it necessary for subscribers who wish teikecboth DVDs-by-mail and streaming content toehwo separate subscription plans.
This resulted in a price increase for our membédrs were taking a combination of our unlimited DVBgmail and unlimited streaming
services. We made a subsequent announcement diieiigird quarter of 2011 concerning the rebrandihgur DVD-by-mail service and th
separation of the DVD-by-mail and streaming welssifehe consumer reaction to the price change,@addsser degree, the branding
announcement, was very negative leading to sigmficustomer cancellations. We subsequently retlamir plans to rebrand our DVD-by-
mail service and separate the DVD-by-mail and stieg websites.

In September 2010, we began international opemtigroffering our streaming service in Canada.dpt&mber 2011, we expanded our
streaming service to Latin America and the Caribbé&aJanuary 2012, we launched our streaming aeivithe UK and Ireland. We
anticipate significant contribution losses in théetnational streaming segment in 2012. Until vaxheour goal of global profitability, we do
not intend to launch additional international maske
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As a result of the changes to our pricing and ptamcture, we no longer offer a single subscripptan including both DVD-by-mail
and streaming in the US. Domestic subscribers wish o receive DVDs-by-mail and watch streamingteahmust elect both a DVD-by-
mail subscription plan and a streaming subscrippblam. Accordingly, beginning with the third quarté 2011, management views the
number of paid subscriptions as the key driveeoEnues. The following metrics reflect these change

As of /Year Ended December 31,
2011 2010 2009
(in thousands)

Domestic streaming:

Paid subscriptions at end of peri 20,15:
Total subscriptions at end of peri 21,671
International streaming:
Net additions 1,34¢ 50¢ —
Paid subscriptions at end of peri 1,447 33: —
Total subscriptions at end of peri 1,85¢ 50¢ —
Domestic DVD:
Paid subscriptions at end of peri 11,03¢
Total subscriptions at end of peri 11,16¢
Total domestic:
Net unique subscribadditions during period (1 4,89 7,23: 2,87¢
Total domestic unique subscribers at end of pgiid 24,39 19,50: 12,26¢
Churn (2) 4.%% 3.8% 4.2%
Consolidated:
Net unique subscriber additions during period 6,24: 7,742 2,87¢
Paid unique subscribers at end of perioc 24,30¢ 18,26¢ 11,89:
Total unique subscribers at end of period 26,25:¢ 20,01( 12,26¢

(1) For purposes of determining the number of uaisubscribers, domestic subscribers who have dlbatif a DVD and a streaming
subscription plan are considered a single unigbsaiber.

(2) Churn is a monthly measure defined as custaawecellations in the quarter divided by the surbeaginning subscribers and gross
subscriber additions, then divided by three mon@tmirn (annualized) is the average of churn forftlie quarters of each respective
year.

As we evolve our focus from our DVD to streamingveee, we will be slightly changing how we treatr@lomestic subscribers so that
they are in line with our international subscribéeginning in the first quarter of 2012, domestiembers who are on payment holds will no
longer be counted as unique subscribers nor vél} the included in our subscription metrics. Memlvene cancel midseriod will continue tc
receive service until the end of the period and agtordingly be counted as subscribers and irsobscription metrics until the end of the
period. These changes may impact our subscriptitnics but we do not expect such impacts to be niahtdhere is no effect on revenue
from these changes.

The following represents our consolidated perforoeamghlights for 2011, 2010 and 2009:

2011 2010 2009 Change
(in thousands, except per share data) 2011 vs. 201 2010 vs. 200
Revenues $3,204,57 $2,162,62! $1,670,26! 48.2% 29.5%
Operating incom: 376,06¢ 283,64 191,93¢ 32.6% 47.&%
Net income 226,12¢ 160,85: 115,86( 40.6% 38.£%
Net income per sha—diluted 4.1¢ 2.9¢ 1.9¢ 40.5% 49.5%
Free cash flow (3 186,55( 131,00° 97,12: 42.2% 34.%

(3) See “Liquidity and Capital Resources” for aidiion of “free cash flow” and a reconciliation tfee cash flow” to “net cash provided
by operating activitie”
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Due to the announcement of changes to our don@aticofferings, pricing, and branding in the thipghrter of 2011, we experienced
increase in the number of subscriber cancellati@slting in a net loss of unique domestic substs in the third quarter of 2011. However,
unique domestic subscribers returned to growthénfourth quarter of 2011 driven by the continueguarity of domestic streaming
subscriptions. The subscriber cancellations irstend half of 2011, coupled with slower growtthe number of new subscribers joining
our service, resulted in a 32.3% decrease in uriigueestic net subscriber additions for the yeaedridecember 31, 2011 as compared to the
year ended December 31, 2010. The -over-year increase in ending unique domestic silizss was the primary driver in the 48.2%
increase in consolidated revenues for the yearceBeéeember 31, 2011 as compared to the year endeentber 31, 2010.

Domestic streaming subscriptions increased indheth quarter of 2011 as compared to the thirdtguaf 2011 when we first began
tracking such subscriptions separately. Due togtiein both acquisitions and retention, we exgectinued growth in this segment. Our
contribution margin target for domestic streaming 1% for the first quarter of 2012 with furtherngia expansion over the next twelve
months.

In 2011, our International streaming segment regabat contribution loss of $103.1 million and we eotthat our expansion to the UK
and Ireland in January 2012 will result in furtleentribution losses as our investments to buildbusiness there, especially our investments
in content licensing, will exceed the revenues veeliiely to generate.

DVD subscriptions, which we also began trackingasafely in the second half of 2011, are declinisg@bscribers migrate from hybrid
plans towards lower priced streaming only subsicnipplans. We expect continued decreases in DVBa@iitions which will reduce
domestic and consolidated revenues by approxim#telgame amount of the increase expected fromrsing subscription growth. Domes
DVD contribution margins are expected to remainthgadue to the primarily variable cost model anatune state of the business.

Consolidated revenues for the first quarter of 28f2expected to be flat as compared to the faudnter of 2011 and we may
experience slower growth in consolidated revenu¢hie year ending December 31, 2012 as comparéztgear ending December 31, 2011.
As a result of the negative impact on revenue gn@agsociated with a decline in domestic DVD sulpsionms coupled with the increasing
investment in our International streaming segmeatexpect to incur consolidated net losses foyda ended December 31, 2012.

Free cash flow for the year ended December 31, #ttéased as compared to the year ended Decerhp20B0 to $186.6 million.
Free cash flow was $39.6 million lower than nebme of $226.1 million, largely due to the excessaning and DVD content payments
over expense. The excess streaming and DVD cop#gmients over expense will continue to fluctuaterdime based on new content
licenses domestically and internationally. We expleat free cash flow in future periods will be a@gely impacted by our expected
consolidated net losses and that we may use cailh

As a result of the expected net losses and potersgaof cash in 2012, we decided to strengtherbalance sheet by raising $400
million of additional capital. In November 2011, wesued $200.0 million of our zero coupon senianvastible notes due in 2018 (the
“Convertible Notes”) and raised an additional $20@illion through a public offering of common stock
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Results of Operations

The following table sets forth, for the periodsgaeted, the line items in our Consolidated StatésnanOperations as a percentage of
total revenues. The information contained in thetdelow should be read in conjunction with thraficial statements and notes thereto
included in Item 8Financial Statements and Supplementary Datthis Annual Report on Form 10-K.

Year Ended December 31,

2011 2010 2009
Revenues 100.(% 100.(% 100.(%
Cost of revenues
Subscriptior 55.¢ 53.4 54.4
Fulfillment expense 7.8 9.4 10.2
Total cost of revenue | 63.7 62.€ 64.€
Operating expense
Marketing 12.€ 13.€ 14.2
Technology and developme 8.1 7.€ 6.8
General and administrati 3.€ 2.8 2.8
Legal settlemer ‘ 0.2 — —
Total operating expens | 24.€ 24.1 23.€
Operating incom: 11.7 13.1 11.
Other income (expense
Interest expens (0.6) (0.9 (0.9
Interest and other incon | 0.1 0.2 0.4
Income before income tax 11.2 12.4 11.
Provision for income taxe 4.1 5.C 4.€
Net income ‘ 7.1% 7.4% 6.8%
Revenues

We derive our revenues from monthly subscriptiesfand recognize subscription revenues ratablyeaer subscriber's monthly
subscription period. We currently generate subitiyall of our revenues in the United States.

In the Domestic streaming segment, we derive ree®imom services consisting solely of streaming@&anoffered through a
subscription plan priced at $7.99 per month. InDioenestic DVD segment, we derive revenues from@Ds-by-mail subscription service
The price per plan for DVDs-by-mail varies from $3to $43.99 per month based on the number of D¥Bisa subscriber may have out at
any given point. Customers electing access to t&jimition Blu-ray discs in addition to standardidition DVDs pay a surcharge ranging
from $2 to $4 per month for our most popular plans.

In July 2011, in the United States, we introduc&fDonly plans and separated unlimited DVDs-by-naaitl unlimited streaming
making it necessary for subscribers who opt toivedeoth DVDs-by-mail and streaming to have twoaseafe subscription plans. As
subscribers were able to receive both streamindlAfids-by-mail under a single hybrid plan prior bkeetfourth quarter of 2011, it is
impracticable to allocate revenues to the Domesgteaming and Domestic DVD segments prior to thetfoquarter of 2011.

In the International streaming segment, we demwenues from services consisting solely of stregmontent offered through a
subscription plan priced at approximately the eglgint of USD$7.99 per month. In September 2010began international operations in
Canada. We expanded to Latin America and the Ceaibb
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in September 2011 and the UK and Ireland in JanR@iy. Until we reach our goal of global profitatyil we do not intend to launch
additional international markets.

Year Ended December 31, Change
2011 vs. 2010

2011 2010
(in thousands, except percentages and average molyth
revenue per unique paying subscriber)

Revenue! $3,204,57 $2,162,62! 48.2%
Domestic 3,121,722 2,159,00i 44.%
International 82,85( 3,61% 2190.¢%

Other domestic dat:

Average number of unique paying subscrit 21,97% 14,74« 49.1%
Average monthly revenue per unigue paying subsc $ 11.8¢ $ 122 3.0%

The $1,042.0 million increase in our consolidatedenues was primarily due to the 44.6% growth imelstic revenues with the incre
in international revenues contributing to 7.6%tdf increase year-over-year. Domestic revenuesasete$962.7 million as a result of the
49.1% growth in the domestic average number ofusjgpying subscribers driven by new streaming sigigms. This increase was offset in
part by a 3.0% decline in domestic average monthhgnue per unique paying subscriber, resulting fitee popularity of the unlimited
streaming subscription (introduced in November 2@ a decline in the percentage of unique pasirascribers electing both a streaming
and a DVD subscription following the pricing chaede the second half of 2011. During the year eridedember 31, 2011, 73.6% of our
new gross domestic unique subscribers chose oniykmited streaming plan which is priced at $7p89 month and we expect that this
percentage will grow in future periods. At DecemBgy 2011, 88.9% of our total domestic unique stibscs had a streaming subscription
while less than half (11.1 million) had a DVD sutigtion.

International revenues increased by $79.2 milleftecting a full year of service offering in Canaaawell as our launch in Latin
America and the Caribbean.

Year Ended December 31, Change
2010 vs. 200!

2010 2009
(in thousands, except percentages and average molyth
revenue per unique paying subscriber)

Revenue! $2,162,62! $1,670,26! 29.5%
Domestic 2,159,00:i 1,670,26! 29.2%
International 3,617 — 100.(%

Other domestic dat:

Average number of unique paying subscrit 14,74« 10,46¢ 40.9%
Average monthly revenue per unigue paying subsc $ 122 $ 13.3( (8.9%

The $492.4 million increase in our consolidatecerales was primarily a result of the 40.9% growtthindomestic average number of
unique paying subscribers arising from the contirsuionprovement to our customer experience whidhrim, drove consumer awareness of
our service benefits. This increase was offsetit py an 8.3% decline in the domestic average hipnévenue per unique paying subscri
resulting from the continued growth in our loweicpd subscription plans. In the fourth quarter @@, when we introduced the unlimited
streaming plan, over one-third of new subscrib&rsted this option.

We expect the streaming subscription plans offbt domestically and internationally to continaggtow as a percentage of our total
subscriber base. We expect that as a result ofthhease in subscriber cancellations and migraifaur subscribers towards streaming
subscription plans and lower priced DVD-by-mail seifiption plans, offset by increases in internalaevenues, consolidated revenues will
be relatively flat in the first quarter of 2012 andl increase at a modest pace sequentially inruguarters.
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Cost of Revenues
Cost of revenues consists of cost of subscripgwemues and fulfilment expenses.

Cost of subscription revenues consists of expersdated to the acquisition and licensing of contaatwell as content delivery costs
related to providing streaming content and shipfwis to subscribers. Costs related to free-tralqals are allocated to marketing
expenses.

Content acquisition and licensing expenses copsisiarily of amortization of streaming content lses, which may or may not be
recognized in the streaming content library, ad a@hmortization of DVD content library and reversharing expenses. We obtain content
through streaming content license agreements, Di#tdpurchases and DVD revenue sharing agreemsétitstudios, distributors and otr
suppliers. Content agreements are made in theamgdoourse of business and our business is notasuladly dependent on any particular
agreement.

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

Fulfillment expenses represent those expensesrettur content processing, including operating staffing our shipping centers, as
well as receiving, encoding, inspecting and warshmauour content library. Fulfillment expenses dtsdude operating and staffing our
customer service centers and credit card fees.

Year ended December 31, Change
2011 2010 2011 vs. 201
(in thousands, except percentages)
Cost of subscriptiol $1,789,59 $1,154,10! 55.1%
Fulfillment expense 250,30! 203,24¢ 23.2%
Total cost of revenue $2,039,90. $1,357,35! 50.%
As a percentage of revent 63.7% 62.8%

The $682.5 million increase in cost of revenues eissto the following factors:

» Content acquisition and licensing expenses inctebgeb674.4 million. This increase was primariltyriaitable to continued
investments in streaming content resulting in @ndase in the average number of streaming coritiest available for viewing to
our domestic subscribers as compared to the pear. yhe increase is also partially attributedrtéangrease in streaming content
tittes available in Canada as well as to our LAtmerica and Caribbean expansion in the secondofi2b11.

» Content delivery expenses decreased $39.0 milliongpily due to a 13.6% decrease in the number\¥bBmailed to paying
subscribers. The decrease in the number of DVDgethaias driven by a 21.7% decline in monthly DVIDteds per average paying
DVD subscriber primarily attributed to the migratiof our DVD subscribers toward lower priced plafise decrease in DVD
delivery expenses was partially offset by an inseeia costs associated with our use of third-pdetivery networks resulting from
an increase in the total number of hours of stragmbntent viewed by our subscribers. In the fogrthrter of 2011, global
streaming content hours viewed exceeded 2 bil

» Fulfillment costs associated with content processind customer service centers expenses increase2i million primarily due to
$22.3 million increase in costs associated withtamer service call centers to support our growimgssriber population both
domestically and internationally, partially offdst a $7.9 million decrease in hub operation expedse to the 13.6% decrease in
the number of DVDs mailed to paying subscrib

» Credit card fees increased $30.9 million as a teduhe 48.2% growth in revenue
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Year ended December 31, Change
2010 2009 2010 vs. 200
(in thousands, except percentages)
Cost of subscriptiol $1,154,10 $ 909,46: 26.%%
Fulfillment expense 203,24¢ 169,81( 19.7%
Total cost of revenue $1,357,35! $1,079,27 25.6%
As a percentage of revent 62.8% 64.6%

The $278.1 million increase in cost of revenues eissto the following factors:

» Content acquisition and licensing expenses inctebgeb165.9 million. This increase was primarilgrigutable to investments in
streaming content, partially offset by decreasd3\D content acquisition:

» Content delivery expenses increased $78.7 milliimgrily due to a 9.7% increase in the number ofd3\mailed to paying
subscribers. The increase in the number of DVDdanavas driven by a 40.9% increase in the domestcage number of paying
subscribers, partially offset by a 21.6% declinenonthly DVD rentals per average paying DVD sulisariprimarily attributed to
the growing popularity of our lower priced planglagrowth in streaming. In addition, content delivexpenses increased due to
higher costs associated with our use of third-pdetfjvery networks resulting from an increase ia tbtal number of hours of
streaming content viewed by our subscrib

» Fulfillment costs associated with content proceassind customer service centers expenses increa8eal million primarily due to
$12.4 million increase in personnel costs resulfingn a 10.0% increase in headcount to supporhideer volume of content
delivery and growth in subscribers. In additionc@ating costs increased $7.0 million in supporthef increasing number of titles
and platforms offered for streaming content. Thiaseeases were partially offset by a $4.7 milliaorease in costs related to free-
trials allocated to marketing due primarily to 7% increase in gross subscriber additi

» Credit card fees increased $20.0 million as a teduhe 29.5% growth in revenue

Operating Expenses
Marketing

Marketing expenses consist primarily of advertisixgenses and also include payments made to dlimte® and consumer electronics
partners and payroll related expenses. Advertiskpenses include promotional activities such @&vitglbn and online advertising, as well as

allocated costs of revenues relating to free piéalods. Payments to our affiliates and consureamtednics partners may be in the form of a
fixed-fee or may be a revenue sharing payment.

Year ended December 31, Change
2011 2010 2011 vs. 201

(in thousands, except percentages and
subscriber acquisition cost)

Marketing $ 402,63¢ $ 293,83¢ 37.(%
As a percentage of revent 12.€% 13.6%

Other domestic dat:
Gross unique subscriber additic 21,544 15,64¢ 37.1%
Subscriber acquisition co $ 15.0¢ $ 18.21 17.49%

The $108.8 million increase in marketing expensas primarily attributable to a $119.6 million inase in marketing program
spending, attributable to increased spending &vision, radio and online advertising
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coupled with an increase in payments to our aféBaApproximately half of these increases werarired in our International segments in
large part due to our launch in Latin America amel Caribbean. These increases were partially difsatdecrease in direct mail and inserts,
and payments made to our consumer electronicsgrartfihe increase in marketing program spendingpagsally offset by decreases in the
costs of free trials.

Year ended December 31, Change
2010 2009 2010 vs. 200

(in thousands, except percentages and
subscriber acquisition cost)

Marketing $ 293,83¢ $ 237,74 23.6%
As a percentage of revent 13.6% 14.2%

Other domestic dat:
Gross unique subscriber additic 15,64¢ 9,332 67.71%
Subscriber acquisition co $ 18.21 $ 25.4¢ (28.5)%

The $56.1 million increase in marketing expenses pranarily attributable to an increase of $17.4liari in domestic spending related
to our consumer electronics partners, as we costiino expand the number of devices on which subsrican view Netflix content. The
increase is also due to a $16.2 million increasettier marketing program spending, principally M @nd radio advertising to promote our
service, offset by a decrease in direct mail asérits. In addition, costs of free trials increa$2dl.0 million due to the 67.7% increase in
domestic gross unique subscriber additions, couplgdshipments of instant streaming discs whichld® subscribers to stream content to
certain consumer electronic devices and the expghusle of one month free trials. Subscriber acqorsitost decreased primarily due to
continued strong organic subscriber growth.

Technology and Devel opment

Technology and development expenses consist objpayrd related costs incurred in making improvetaga our service offering,
including testing, maintaining and modifying oueuiterfaces, our recommendation and merchandisttynology, as well as,
telecommunications systems and infrastructure dimer anternal-use software systems. Technologydawelopment expenses also include
costs associated with computer hardware and saftwar

Year ended December 31, Change
2011 2010 2011 vs. 201
(in thousands, except percentages)
Technology and developme $259,03: $163,32¢ 58.€%
As a percentage of revent 8.1% 7.6%

The $95.7 million increase in technology and depelent expenses was primarily the result of an $88lion increase in personnel-
related costs. These increases are primarily dass# growth in average headcount supporting icoati improvements in our streaming
service and international expansion, coupled witlHE8.7 million increase in stock-based compensaigense.

Year ended December 31, Change
2010 2009 2010 vs. 200
(in thousands, except percentages)
Technology and developme $163,32¢ $114,54; 42.€%
As a percentage of revent 7.€% 6.9%

The $48.8 million increase in technology and depelent expenses was primarily the result of a $&illfon increase in personnel-
related costs and a $14.2 million increase initéedl and equipment related expenses. These iregeas primarily due to a 21.0% growth in
headcount supporting continued improvements teseurice. Personnel-related costs also increasetbdu&5.7 million increase in stock-
based compensation expense. In addition, costdgadtoud computing services increased $7.7 nmillio
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General and Administrative

General and administrative expenses consist obfiayrd related expenses for executive and admatigé personnel, as well as
recruiting, professional fees and other genergl@@te expenses. General and administrative expeatse include the gain on disposal of
DVDs.

Year ended December 31, Change
2011 2010 2011 vs. 201
(in thousands, except percentages)
General and administratiy $117,93° $64,46: 83.(%
As a percentage of revent 3.€% 2.%

The $53.5 million increase in general and admiaiste expenses was primarily attributable to ameéase in personnel-related costs of
$33.6 million attributed to an $11.5 million incesain stock-based compensation and a 32% increasesiage headcount. Legal costs
increased $6.6 million primarily resulting from emcrease in costs associated with various claimaiagus. We expect legal costs to conti
at a high level for the foreseeable future as werdkthese claims. Other miscellaneous expensegply related to the use of outside and
professional services, taxes, and insurance inedeag $13.3 million.

Year ended December 31, Change
2010 2009 2010 vs. 200
(in thousands, except percentages)
General and administratiy $64,46: $46,77: 37.%
As a percentage of revent 2.5% 2.8%

The $17.7 million increase in general and admiaiste expenses was primarily attributable to amease in personnel-related costs of
$11.7 million attributed to a $7.6 million increasestock-based compensation expense and a 23d#ase in headcount. Legal costs
increased $8.9 million primarily resulting from ang litigation of claims against the Company adl &g a $2.1 million release of accrual:
2009 that was associated with a former class astidtrthat settled in 2008. The terms of the ckd®n settlement provided certain former
and current subscribers with an optional free menthscription or free ongonth upgrade to be utilized prior to the third geiaof 2009. Th
accrual related to those subscribers who did rilizaithe free month prior to expiration was relegian 2009.

Legal Settlement

Subsequent to December 31, 2011, we engaged iratitedof a legal claim pending in the Northern Bétof California made in
January 2011 related to our compliance with theeWiBrivacy Protection Act. This mediation resuited settlement of the matter which
includes payment of $9.0 million, which is recogrdan the Consolidated Statement of Operationthi@year ended December 31, 2011, and
is anticipated to be paid in 2012. The Companygragiously evaluated this claim and determined tbé¢ immaterial and that a potential loss
was not probable. Accordingly, no amount had beenugd prior to the mediation and settlement.

Interest Expense

Interest expense consists of the interest on @seléinancing obligations and the interest on ob@% senior notes including the
amortization of debt issuance costs. Starting énftlurth quarter of 2011, interest expense includesmortization of debt issuance costs on
our Convertible Notes issued in November 2011. Alsohe fourth quarter of 2009, we expensed the dsuance costs related to our line of
credit.

Year ended December 31, Change
2011 2010 2011 vs. 201
(in thousands, except percentages)
Interest expens $20,02¢ $19,62¢ 2.L%
As a percentage of revent 0.€% 0.%
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Interest expense was relatively flat as compardtearior year. Interest expense in 2011 incli&#4& million for our lease financing
obligations, $17.0 million of interest payments auneour 8.50% senior notes and $0.6 million of dimation of debt issuance costs.

Year ended December 31, Change
2010 2009 2010 vs. 200
(in thousands, except percentages)
Interest expens $19,62¢ $6,47¢ 203.2%
As a percentage of revent 0.9% 0.4%

The $13.2 million increase in interest expenseimarily attributable to the interest expense asged with our 8.50% senior notes.
Interest expense in 2010 includes $2.3 milliondar lease financing obligations, $17.0 million ofdrest payments due on our 8.50% senior
notes and $0.5 million of amortization of debt Esce costs.

Provision for I ncome Taxes

Year ended December 31, Change
2011 2010 2011 vs. 201
(in thousands, except percentages)
Provision for income taxe $133,39¢ $106,84: 24.%
Effective tax rate 37.1% 39.%

In 2011, our effective tax rate differed from tleeléral statutory rate of 35% primarily due to stateme taxes of $15.0 million or 4.2
of income before income tax. This was partiallyseffby the expiration of a statute of limitations years 1997 through 2007 resulting in a
discrete benefit of $3.5 million in the third quarbf 2011 and Federal and California researchdavélopment (“R&D”) tax credits of $5.1
million. The decrease in our effective tax ratetfor year ended December 31, 2011 as compared §@#r ended December 31, 2010 was
attributable to the discrete benefit of $3.5 milliligher R&D tax credits and a lower effective tate for California.

Year ended December 31, Change
2010 2009 2010 vs. 200
(in thousands, except percentages)
Provision for income taxe $106,84: $76,33: 40.(%
Effective tax rate 39.9% 39.7%

In 2010, our effective tax rate differed from tlegl€ral statutory rate of 35% primarily due to stateme taxes of $15.6 million or 5.8
of income before income tax. This was partiallyseffby R&D tax credits of $3.3 million. Our effeatitax rate for the year ended
December 31, 2010 was relatively flat as compawenlit effective tax rate for the year ended Decer3lhe2009.

Liquidity and Capital Resources

Our primary source of liquidity has been cash gateel from operations. Additionally, in November 20Wve issued $200.0 million of
our Convertible Notes and raised an additional $2@tillion through a public offering of common skod’he Convertible Notes consist of
$200.0 million aggregate principal amount due ocddeber 1, 2018 and do not bear interest. In Nove2®@9, we issued $200 million of
our 8.50% senior notes due November 15, 2017 @M% Notes”). Interest on the 8.50% Notes is pkeyabmi-annually at a rate of
8.50% per annum on May 15 and November 15 of eaah yommencing on May 15, 2010. (See Note 4 of BeFinancial Statements and
Supplementary Datfor additional information.)
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Our primary uses of cash included the acquisitiwh lecensing of content, content delivery expenseaketing, our stock repurchase
programs, payroll related expenses, and capitaredifures related to information technology andmation equipment. We expect to
continue to make significant investments to licestseaming content both domestically and intermaly. These investments could impact
our liquidity and in particular our operating cdkiws.

As a result of the significant increase in subsaritancellations negatively impacting domestic emsolidated revenues, coupled with
increased investments in our International stregmagment, and in international content in paréiculve expect consolidated net losses and
negative operating cash flows for 2012. Althoughoneently anticipate that our available funds Wi sufficient to meet our cash needs for
the foreseeable future, we may be required or ghtmsbtain additional financing. Our ability totalm additional financing will depend on,
among other things, our development efforts, bissinpgans, operating performance, current and pegjezompliance with our debt covena
and the condition of the capital markets at thestime seek financing. We may not be able to obtadh $§inancing on terms acceptable to L
at all. If we raise additional funds through theuiance of equity, equity-linked or debt securitthese securities may have rights, preferences
or privileges senior to the rights of our commarckt and our stockholders may experience dilution.

On June 11, 2010, we announced that our Boardretiirs authorized a stock repurchase program mltpus to repurchase $300
million of our common stock through the end of 20A2 of December 31, 2011, $41.0 million of thighewization is remaining. The timing
and actual number of shares repurchased will dependrious factors, including price, corporate aggllatory requirements, debt covenant
requirements, alternative investment opportundied other market conditions. As we expect to hagative operating cash flows in future
periods, we do not expect to make further stockinetmases for the foreseeable future.

The following highlights selected measures of aguitlity and capital resources as of December 81122010 and 2009:

Year Ended December 31, Change
2011 2010 2011 vs. 201
(in thousands, except percentages)
Cash and cash equivalel $ 508,05: $ 194,49¢ 161.2%
Shor-term investment 289,75t 155,88t 85.9%
$ 797,81: $ 350,38 127.7%
Net cash provided by operating activit $ 317,71 $ 276,40: 14.9%
Net cash used in investing activiti $(265,81) $(116,08) 129.(%
Net cash provided by (used in) financing activi $ 261,65t $(100,04%) (361.5%

Cash provided by operating activities increased34dillion or 14.9%, primarily due to an increasiscription revenues of $1,042.0
million or 48.2%. This increase was partially offbg increased payments for content acquisitionlexetsing other than DVD library of
$766.3 million or 138.4%. Operating cash flows wiemther impacted by increases in payroll expemrsespayments for advertising and
affiliates transactions.

Cash used in investing activities increased $148llifon or 129.0%, primarily due to a $164.0 miliancrease in the purchases, net of
proceeds from sales and maturities, of short-terestments. In addition, purchases of propertyeapndpment increased $15.8 million
primarily due to purchases of automation equipmi@nour various DVD shipping centers. These incesasere partially offset by a $38.7
million decrease in acquisitions of DVD contentéity.

Cash provided by financing activities increased1$36nillion or 361.5%, primarily due to our pubbéering of 2.9 million shares of
common stock for net proceeds of $199.9 million &h€8.1 million net proceeds received from theasse of our Convertible Notes in the
fourth quarter of 2011. In addition,
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repurchases of our common stock decreased by $ii0ién. These increases were partially offset [§38.2 million decrease in proceeds
from the issuance of common stock upon exercisgptibns and a $16.4 million decrease in excesbéeamefits from stock-based
compensation expense.

Year Ended December 31, Change
2010 2009 2010 vs. 200
(in thousands, except percentages)
Cash and cash equivalel $ 194,49¢ $ 134,22: 44.%
Shor-term investment 155,88t 186,01¢ (16.2%
$ 350,38 $ 320,24 9.4%
Net cash provided by operating activit $ 276,40: $ 325,06 (15.0%
Net cash used in investing activiti $(116,08) $(246,079 (52.8%
Net cash used in financing activiti $(100,04% $ (84,64)) 18.2%

Cash provided by operating activities decreasef4®y7 million or 15.0%, primarily due to increageyments for content acquisition
and licensing other than DVD library of $267.8 imifl. This increase was coupled with increased pegxpenses, payments for advertising
and affiliates transactions, credit card fees, enndelivery expenses and excess tax benefits $took-based compensation. The increase in
these expenses was partially offset by an incrigesebscription revenues of $492.4 million resgtfrom a 40.9% increase in the domestic
average number of paying subscribers.

Cash used in investing activities decreased $13@l@®n or 52.8%, primarily due to a $54.9 milliatecrease in the purchases, net of
proceeds, of shoterm investments and a $69.1 million decrease quiattions of DVD content library, as more DVDs werbtained throug
revenue sharing arrangements. In addition, purshafsgroperty and equipment decreased by $12.lomjlas a significant amount of
payments for automation equipment for our varidiipfEng centers were made in 2009.

Cash used in financing activities increased $15Wom or 18.2%, primarily due to the $193.9 miltimet proceeds received from the
issuance of our 8.50% Notes in 2009. This decreasepartially offset by a $114.1 million decreasedpurchases of our common stock
coupled with a $49.5 million increase in the exdessbenefits from stock-based compensation expande $14.5 million increase in
proceeds from the issuance of common stock uportisgeof options.

Free Cash Flow

We define free cash flow as cash provided by operand investing activities excluding the noperational cash flows from purchas
maturities and sales of short-term investmentscaisth flows from investments in businesses. We efieee cash flow is an important
liquidity metric because it measures, during a gigeriod, the amount of cash generated that idedlaito repay debt obligations, make
investments, repurchase our stock and for certhier@activities. Free cash flow is considered a8@AP financial measure and should not
be considered in isolation of, or as a substitaterfet income, operating income, cash flow frorerating activities, or any other measure of
financial performance or liquidity presented in@aettance with GAAP.

In comparing free cash flow to net income, the megaurring differences are excess streaming and P&yments over expenses,
stock-based compensation expense, deferred reviamxas,and semi-annual interest payments on tlgg@Notes. Because consumers use
credit cards to buy from us, our receivables frarstemers settle quickly and deferred revenue @uecs of cash flow. For streaming content,
we typically enter into multi-year licenses witludios and other distributors that may result inremease in content library and a
corresponding increase in liabilities in the Coitatled Balance Sheet. The payment terms for thesese fees may extend over the term of
the license agreements, which typically range feixmonths to five years. License
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fee obligations with payment terms that are duehdyone year are classified on the Consolidatedrigal Sheets as “Non-current content
liabilities.” Minimum commitments for licenses akdown titles that do not meet the criteria for asseognition in the content library are
included in Note 5 of Iltem &inancial Statements and Supplementary Data.

The following tables reconcile net cash providedpgrating activities, a GAAP financial measurefrée cash flow, a non-GAAP
financial measure.

Year Ended December 31,
2011 2010
(in thousands)

Non-GAAP free cash flow reconciliation:

Net cash provided by operating activit $317,71. $ 276,40:
Acquisition of DVD content libran (85,159 (123,90)
Purchases of property and equipm (49,687) (33,837)
Other asset 3,67¢ 12,34

Non-GAAP free cash flow $186,55( $ 131,00°

Free cash flow for the year ended December 31, gtgéased $55.5 million primarily due to an ingeaf $98.9 million in net income
as adjusted for the increase in non-cash stocldbmsapensation of $33.6 million and decreased tapgyments of $20.2 million. This was
partially offset by an increase in excess conteyhgents over expenses of $53.2 million, a $12.89aniincrease in excess property and
equipment payments over expense and decreasededifevenue of $5.5 million. Payments for contentéased $727.6 million while
content expenses increased $674.4 million.

Year Ended December 31,
2010 2009
(in thousands)

Non-GAAP free cash flow reconciliation:

Net cash provided by operating activit $ 276,40: $ 325,06
Acquisition of DVD content libran (123,90) (193,049
Purchases of property and equipm (33,837 (45,937
Other asset 12,34¢ 11,03¢

Non-GAAP free cash flow $ 131,00° $ 97,12¢

Free cash flow for the year ended December 31, gt8ased $33.9 million primarily due to an ingeaf $60.4 million in net income
as adjusted for the increase in non-cash stocld@msapensation of $15.4 million, decreased propamty equipment payments over expense
of $11.9 million and increased deferred revenu®ldf.0 million. This was partially offset by an irese in excess streaming and DVD cor
payments over expenses of $32.8 million coupled witreased tax prepayments of $14.0 million. Paytmor content increased $198.7
million while content expenses increased $165.%anil

Effect of Exchange Rates

Revenues, as well as certain expenses, primariteoblicensing and marketing, incurred in the dimétional streaming segment, are
denominated in the local currency. During the yaradted December 31, 2011 and 2010, the gains @dassforeign exchange transactions
and the effect of exchange rate changes on casbashdequivalents were immaterial.

Contractual Obligations

For the purposes of this table, contractual ohiliget for purchases of goods or services are defiseajreements that are enforceable
and legally binding and that specify all signifita@rms, including: fixed or
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minimum quantities to be purchased; fixed, minimomvariable price provisions; and the approximateng of the transaction. The expected
timing of payment of the obligations discussed @&bigvestimated based on information available tasusf December 31, 2011. Timing of
payments and actual amounts paid may be differgmeiding on the time of receipt of goods or sessarechanges to agreed-upon amounts
for some obligations. The following table summasipeir contractual obligations at December 31, 2011:

Payments due by Period

Less than More than

Contractual obligations (in thousands): Total 1 year (3) 1-3 years 3-5 years 5 years
8.50% senior notes $ 302,00( $ 17,00( $ 34,00( $ 34,00( $217,00(
Convertible note 200,00( — — — 200,00
Operating lease obligatiol 59,92¢ 17,59¢ 26,48¢ 13,70: 2,13¢
Lease financing obligations ( 19,267 4,17¢ 6,02( 5,88¢ 3,18
Streaming content obligations ( 3,907,19 797,64¢ 2,384,37. 650,48( 74,69¢

Other purchase obligatiol 262,46¢ 149,70( 112,15¢ 611 —
Total $4,750,85! $986,12: $2,563,03 $704,67¢ $497,02:

(1) Represents the lease financing obligations fol@srGatos, California headquarte

(2) Streaming content obligations include agreemmaicquire and license streaming content thaesept long-term liabilities or that are
not reflected on the Consolidated Balance Sheetsthiese agreements with variable terms, we d@stitate what the total obligation
may be beyond any minimum quantities and/ or pgieia of the reporting date. For those agreemeatsrttlude renewal provisions tl
are solely at the option of the content provideg,imclude the commitments associated with the rahperiod to the extent such
commitments are fixed or a minimum amount is spegifFor these reasons, the amounts presented talite may not provide a
reliable indicator of our expected future cash lout$.

We have entered into certain streaming contendieeagreements that include an unspecified or &muax number of titles that we
may or may not receive in the future and/or thalude pricing contingent upon certain variableghsas theatrical exhibition receipts
for the title. As of the reporting date, it is umkam whether we will receive access to these tdlewhat the ultimate price per title will
be. Accordingly such amounts are not reflectedhéabove contractual obligations table. Howevethamounts are expected to be
significant and the expected timing of paymenttf@se commitments could range from less than oaetgeanore than five years.

(3) For purposes of this table, less than one year doeisiclude liabilities which are reflected on fBensolidated Balance Sheets as cu
liabilities. Content accounts payables for instainctudes $905.8 million in streaming content ohtigns not reflected in the above
table.

As of December 31, 2011, the Company had groscagrized tax benefits of $28.1 million and an addil $2.4 million for gross
interest and penalties classified as “Other nometutiabilities” in the Consolidated Balance Shetthis time, the Company is unable to
make a reasonably reliable estimate of the timingagments in individual years due to uncertainiiethe timing of tax audit outcomes;
therefore, such amounts are not included in the@@bontractual obligation table.

Off-Balance Sheet Arrangements

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

The information set forth under Note 6 of ItenF&)ancial Statements and Supplementary Datder the caption “Guarantees—
Indemnification Obligations” is incorporated heréinreference.

Critical Accounting Policies and Estimates

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

Content Accounting

We obtain content through streaming content licemgeements, DVD direct purchases and DVD revehasgrgy agreements with
studios, distributors and other suppliers.

We obtain content distribution rights in order taeam TV shows and movies to subscribers’ TVs, atens and mobile devices.
Streaming content is generally licensed for a fifel for the term of the license agreement whicly heve multiple windows of availability.
The license agreement may or may not be recogiizeshtent library.

When the streaming license fee is known or readgrbdterminable for a specific title and the spieditle is first available for
streaming to subscribers, the title is recognizethe Consolidated Balance Sheets as “Current gblibeary” for the portion available for
streaming within one year and as “Non-current aatrlibrary” for the remaining portion. New titlesgognized in the content library are
classified in the line item “Additions to streamiagntent library” within net cash provided by oparg activities in the Consolidated
Statements of Cash Flows. We amortize the conitaiatry on a straight-line basis over each titl@atrtactual window of availability, which
typically ranges from six months to five years. Bbeaming content library is reported at the loefamnamortized cost or estimated net
realizable value. No write down from unamortizedtdo a lower net realizable value was recordeghinof the periods presented. The
amortization is classified in “Cost of revenues-&ription” in the Consolidated Statements of Openatand in the line item “Amortization
of streaming content libraryXithin net cash provided by operating activitieshe Consolidated Statements of Cash Flows. Payteens foi
these license fees may extend over the term diddese agreement, which could range from six metdHive years. For the titles recogni:
in content library, the license fees due but nid jpae classified on the Consolidated Balance ShestContent accounts payable” for the
amounts due within one year and as “Non-currentesariiabilities” for the amounts due beyond onary€hanges in these liabilities are
classified in the line item “Change in streamingtemt liabilities” within net cash provided by op#ng activities in the Consolidated
Statement of Cash Flows. We record the streamintgatlibrary assets and their related liabilityauw Consolidated Balance Sheets at the
gross amount of the liability. Payments for thie¢itnot yet available for streaming are not yebgedized in the content library but in prepaid
content. Minimum commitments for the titles not gehilable for streaming are not yet recognizethécontent library and are included in
Note 5 of Item 8Financial Statements and Supplementary Data

When the streaming license fee is not known oraiealsly determinable for a specific title, the tilees not meet the criteria for asset
recognition in the content library. Titles do no¢et the criteria for asset
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recognition in the content library because the dgiey license agreement does not specify the nurabttles or the license fee per title or
the windows of availability per title, so that theense fee is not known or reasonably determintiyla specific title. Typical payment terms
for these agreements, which can range from thréedqears, require us to make equal fixed paysmanthe beginning of each quarter of the
license term. To the extent that cumulative payserteed cumulative amortization, “Prepaid contentécorded on the Consolidated
Balance Sheets. We amortize the license fees traigtg-line basis over the term of each licenseagent. The amortization is classified in
“Cost of revenues- Subscription” in the Consolida$tatements of Operations and in the line itemt INeome” within net cash provided by
operating activities in the Consolidated StatemehtSash Flows. Changes in prepaid content arsifikad within net cash provided by
operating activities in the line item “Prepaid camtt’ in the Consolidated Statements of Cash Fl@esnmitments for licenses that do not
meet the criteria for asset recognition in the ennhtibrary are included in Note 5 of ltemR8nancial Statements and Supplementary Data

We acquire DVD content for the purpose of rentinghscontent to our subscribers and earning suligmripental revenues, and, as
such, we consider our direct purchase DVD librarpé a productive asset. Accordingly, we classifiy@VD library in “Non-current content
library” on the Consolidated Balance Sheets. Thipisition of DVD content library, net of changesréfated liabilities, is classified in the
line item “Acquisition of DVD content library” witim cash used in investing activities in the Corgatied Statements of Cash Flows because
the DVD content library is considered a productigset. Other companies in the in-home entertainméat industry classify these cash
flows as operating activities. We amortize our clifgurchase DVDs, less estimated salvage valua,“sam-of-the-months” accelerated basis
over their estimated useful lives. The useful diféehe new release DVDs and back-catalog DVDstisneded to be one year and three years,
respectively. The amortization of the DVD contébtdry is classified in “Cost of revenues—Subsaoipt in the Consolidated Statement of
Operations and in the line item “Amortization of D\¢ontent library” within net cash provided by ogimg activities in the Consolidated
Statements of Cash Flows. We also obtain DVD cdritenugh revenue sharing agreements with studidsdsstributors. Revenue sharing
obligations incurred based on utilization are dfassin “Cost of revenues—Subscription” in the Golidated Statements of Operations and
in the line item “Net income” within net cash prded by operating activities in the Consolidatedesteents of Cash Flows. The terms of
some revenue sharing agreements obligate us to anlakeinitial payment for certain titles, represeg a minimum contractual obligation
under the agreement. The low initial payment isxohange for a commitment to share a percentagarcfubscription revenues or to pay a
fee, based on utilization, for a defined periodimfe. The initial payment may be in the form ofigiront non-refundable payment which is
classified in content library or in the form of epayment of future revenue sharing obligationschvlis classified as prepaid content.

Stock-Based Compensation

Stock-based compensation expense at the granisdadsed on the total number of options grantedaanelstimate of the fair value of
the awards expected to vest and is recognizedmenes ratably over the requisite service periodchvis the vesting period.

We calculate the fair value of new stock-based ecamsption awards under our stock option plans usiagficebinomial model. We us
a Black-Scholes model to determine the fair valuenaployee stock purchase plan shares. These madglge the input of highly subjective
assumptions, including price volatility of the unigieng stock. Changes in the subjective input agsions can materially affect the estimate
of fair value of options granted and our resultgpérations could be impacted.

» Expected Volatility:Our computation of expected volatility is basedadniend of historical volatility of our common skoand
implied volatility of tradable forward call optioris purchase shares of our common stock. Our aectsiincorporate implied
volatility was based on our assessment that impladdtility of publicly traded options in our commatock is more reflective of
market conditions ant
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therefore, can reasonably be expected to be a lnatieator of expected volatility than historicadlatility of our common stock. W
include the historical volatility in our computatialue to low trade volume of our tradable forwaatl aptions in certain periods
thereby precluding sole reliance on implied voiigtilAn increase of 10% in our computation of exeécvolatility would increase
the total stoc-based compensation expense by approximately $3idm

e Suboptimal Exercise FactorOur computation of the suboptimal exercise facddyased on historical option exercise behavior and
the terms and vesting periods of the options grhatel is determined for both executives and norgikees. An increase in the
suboptimal exercise factor of 10% would increasettial stoc-based compensation expense by approximately $2i8m

Income Taxes

We record a provision for income taxes for the@péited tax consequences of our reported resutip@rfations using the asset and
liability method. Deferred income taxes are recagdiby applying enacted statutory tax rates appkce future years to differences betw:
the financial statement carrying amounts of existissets and liabilities and their respective tseb as well as net operating loss and tax
credit carryforwards. The effect on deferred tasets and liabilities of a change in tax rates é®gmized in income in the period that includes
the enactment date. The measurement of deferreabt®ts is reduced, if necessary, by a valuatiowahce for any tax benefits for which
future realization is uncertain.

Although we believe our assumptions, judgmentsesiiates are reasonable, changes in tax lawsr éntegpretation of tax laws and
the resolution of any tax audits could significgnthpact the amounts provided for income taxesuinamnsolidated financial statements.

In evaluating our ability to recover our deferrad aissets, in full or in part, we consider all &akle positive and negative evidence,
including our past operating results, and our fastof future earnings, future taxable income andignt and feasible tax planning strategies.
The assumptions utilized in determining future tA&ancome require significant judgment and arestsient with the plans and estimates we
are using to manage the underlying businessesalaperating results in future years could diff@mfi our current assumptions, judgments
and estimates. However, we believe that it is nfikedy than not that substantially all deferred &ssets recorded on our Consolidated
Balance Sheets will ultimately be realized. In ¢vent we were to determine that we would not be abtealize all or part of our net deferred
tax assets in the future, an adjustment to therefdax assets would be charged to earnings ipghed in which we make such
determination.

We did not recognize certain tax benefits from utaie tax positions within the provision for incortexes. We may recognize a tax
benefit only if it is more likely than not the tawsition will be sustained on examination by thertg authorities, based on the technical
merits of the position. The tax benefits recognizethe financial statements from such positiorestaen measured based on the largest
benefit that has a greater than 50% likelihoodednd realized upon settlement. At December 31, 26@d estimated gross unrecognized tax
benefits were $28.1 million of which $22.4 milliahrecognized, would favorably impact our futu@@ngs. Due to uncertainties in any tax
audit outcome, our estimates of the ultimate sattlg of our unrecognized tax positions may chamgktiae actual tax benefits may differ
significantly from the estimates. See Note 8 ofli®, Financial Statements and Supplementary Oatdurther information regarding income
taxes.

ltem 7A.  Quantitative and Qualitative Disclosures about Marlet Risk

The primary objective of our investment activitisgo preserve principal, while at the same tim&imiing income we receive from
investments without significantly increased risk. achieve this objective, we follow an establishree@stment policy and set of guidelines to
monitor and help mitigate our exposure to interatt and credit risk. The policy sets forth cregliality standards and limits our exposure to
any one issuer, as well as our maximum exposwarious asset classes. We maintain a portfolimehequivalents

39



Table of Contents

and short-term investments in a variety of se@sitiThese securities are classified as availalledi@ and are recorded at fair value with
unrealized gains and losses, net of tax, includééccumulated other comprehensive income” withtinc&holders equity in the Consolidated
Balance Sheets.

For the year ended December 31, 2011, we had reriadmpairment charges associated with our stesr investment portfolio.
Although we believe our current investment portidias very little risk of material impairment, wanaot predict future market conditions or
market liquidity and can provide no assurance doatnvestment portfolio will remain materially umpaired. Some of the securities we in
in may be subject to market risk due to changgseénailing interest rates which may cause the gral@amount of the investment to fluctu:
For example, if we hold a security that was isswétl a fixed interest rate at the then-prevailiaterand the prevailing interest rate later rises,
the value of our investment will decline. At DeceanBB1, 2011, our cash equivalents were generallgsied in money market funds, which
are not subject to market risk because the intp@Edton such funds fluctuates with the prevailimgrest rate. Our short-term investments
were comprised of corporate debt securities, gowern and agency securities and asset and mortgadedb securities.

As of December 31, 2011, we had securities claskds short-term investments of $289.8 million. rigfes in interest rates could
adversely affect the market value of these investsmi& he table below separates these investmeagsdion stated maturities, to show the
approximate exposure to interest rates.

(in thousands’

Due within one yea $ 108,38
Due within five year: 180,37:
Due within ten year —

Due after ten yeal 1,00:¢
Total $ 289,75¢

A sensitivity analysis was performed on our investirportfolio as of December 31, 2011. The analigsmsed on an estimate of the
hypothetical changes in market value of the pddftiiat would result from an immediate parallelfsim the yield curve of various
magnitudes. This methodology assumes a more immeecli@nge in interest rates to reflect the cureenhomic environment.

The following table presents the hypothetical failues (in $ thousands) of our debt securitiessdiasl as short-term investments
assuming immediate parallel shifts in the yieldveuof 50 basis points (“BPS”), 100 BPS and 150 BRf& analysis is shown as of
December 31, 2011:

Fair Value December 31, 2011
(in thousands)

-150 BPS -100 BPS -50 BPS +50 BPS +100 BPS +150 BPS
$295,788 $293,77¢ $291,76¢ $287,74° $285,73 $283,72°
Item 8. Financial Statements and Supplementary Dat

The consolidated financial statements and accompgmptes listed in Part IV, Item 15(a)(1) of tanual Report on Form 10-K are
included elsewhere in this Annual Report on ForrK10

Item 9. Changes in and Disagreements with Accountants on Aounting and Financial Disclosure
None.
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ltem 9A. Controls and Procedures
(@) Evaluation of Disclosure Controls and Procedure

Our management, with the participation of our Cligécutive Officer and Chief Financial Officer, &vated the effectiveness of our
disclosure controls and procedures (as definediiedRl3a-15(e) and 15d-15(e) under the Securitiebdhge Act of 1934, as amended) as of
the end of the period covered by this Annual ReporEForm 10-K. Based on that evaluation, our CEiefcutive Officer and Chief Financial
Officer concluded that our disclosure controls pratcedures as of the end of the period coveretiibyAnnual Report on Form 10-K were
effective in providing reasonable assurance tHatimation required to be disclosed by us in reptivés we file or submit under the Securities
Exchange Act of 1934, as amended, is recordedepsed, summarized and reported within the timeg@si$pecified in the Securities and
Exchange Commissiogi'rules and forms, and that such information isiaedated and communicated to our management, imguzlr Chie
Executive Officer and Chief Financial Officer, ggpeopriate, to allow timely decisions regardinguiegd disclosures.

Our management, including our Chief Executive @ifiand Chief Financial Officer, does not expect tha disclosure controls and
procedures or our internal controls will preverteator and all fraud. A control system, no matiew well conceived and operated, can
provide only reasonable, not absolute, assuraratdtth objectives of the control system are metthen, the design of a control system must
reflect the fact that there are resource conssaarid the benefits of controls must be consideziadive 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.

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

Our management is responsible for establishingnaaidtaining adequate internal control over finaha@orting (as defined in Rule
13a-15(f) of the Securities Exchange Act of 1934mgnded (the Exchange Act)). Our management &sktes effectiveness of our internal
control over financial reporting as of December&111. In making this assessment, our managemedtthe criteria set forth by the
Committee of Sponsoring Organizations of the Tremd@ommission (“COSQ”) itnternal Control—Integrated FrameworkBased on our
assessment under the frameworkniternal Control—Integrated Frameworlour management concluded that our internal cbotrer
financial reporting was effective as of DecemberZ111. The effectiveness of our internal contr@rdinancial reporting as of December
2011 has been audited by KPMG LLP, an independsistered public accounting firm, as stated inrtregport that is included herein.

(c) Changes in Internal Control Over Financial Reporting

There was no change in our internal control oveairfcial reporting that occurred during the quagteted December 31, 2011 that has
materially affected, or is reasonably likely to evally affect, our internal control over financiaporting.

Item 9B.  Other Information
None.
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PART IlI

Item 10. Directors, Executive Officers and Corpora¢ Governance

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

ltem 11.  Executive Compensatior

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

ltem 12.  Security Ownership of Certain Beneficial @vners and Management and Related Stockholder Matter

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

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

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

Item 14.  Principal Accounting Fees and Service

Information with respect to principal independesgistered public accounting firm fees and servis@scorporated by reference from
the information under the caption “Proposal Twotifkation of Appointment of Independent RegisteRublic Accounting Firm” in our
Proxy Statement for the Annual Meeting of Stockleodd
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Item 15.

PART IV

Exhibits and Financial Statement Schedules

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

1)

(2)

3)
Exhibit
Number

3.1
3.2
3.c

4.1

-
L

4.

10.11

Financial Statement

The financial statements are filed as part of Ariaual Report on Form 10-K under “ltem 8. FinanS#tements and

Supplementary Data.”
Financial Statement Schedul

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

Exhibits:
Incorporated by Reference Filed

Exhibit Description Form File No. Exhibit Filing Date Herewith
Amended and Restated Certificate of Incorpora 10-Q 00C-4980z 3.1 August 2, 200«
Amended and Restated Byla 8-K  00C-4980z 3.1 March 20, 200¢
Certificate of Amendment to the Amended and Redtate

Certificate of Incorporatiol 10-Q 00C-4980z 3.3 August 2, 200
Form of Common Stock Certifica S-1/A  333-8387¢ 4.1 April 16, 2002
Indenture, dated November 6, 2009, among Netftig,,Ithe

guarantors from time to time party thereto and ¥EHrgo

Bank, National Association, relating to the 8.50&n®r November 9,

Notes due 201 8-K  00C-4980z 4.1 2009
Indenture, dated November 28, 2011, among Netfix, and

Wells Fargo Bank, National Association, relatinghe Zero November 28,

Coupon Senior Convertible Notes due 2C 8-K  00C-4980z 4.1 2011
Registration Rights Agreement dated November 281 2By anc

among Netflix, Inc., TCV VII, L.P., TCV VII(A), L.Pand November 28,

TCV Member Fund, L.F 8-K  00C-4980z 10.1 2011
Form of Indemnification Agreement entered into bg tegistran

with each of its executive officers and direct S-1/A  3338387¢ 10.1 March 20, 200:.
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Exhibit
Number

10.21
10.31
10.41
10.t
10.61
10.81
10.91
10.10"

23.1
24
31.1

31.z

32.1*

Incorporated by Reference

Filed

Exhibit Description Form File No. Exhibit Filing Date Herewith
2002 Employee Stock Purchase F Def 14A 00C-4980: A April 8, 2010
Amended and Restated 1997 Stock | S-1/A  333-8387¢ 10.3 May 16, 200z
Amended and Restated 2002 Stock F Def 14A 00C-4980: A March 31, 200¢
Amended and Restated Stockhol’ Rights Agreemer S-1 33:3-8387¢  10.5 March 6, 200z
2011 Stock Pla Def 14A 00C-4980: A April 20, 2011
Description of Director Equity Compensation P 8-K 00C-4980z 99.1 June 16, 201
Description of Director Equity Compensation P 8-K 00C-4980z 10.1 December 28, 20(
Amended and Restated Executive Severance and Retent

Incentive Plar 1C-Q 00C-4980z 10.1C May 7, 200¢
Consent of Independent Registered Public Accouriing X
Power of Attorney (see signature pa
Certification of Chief Executive Officer Pursuant$ectior

302 of the Sarban-Oxley Act of 200z X
Certification of Chief Financial Officer Pursuant$ection

302 of the Sarban-Oxley Act of 200z X
Certifications of Chief Executive Officer and Chief

Financial Officer Pursuant to Section 906 of the

Sarbane-Oxley Act of 200z X
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Incorporated by Reference

Exhibit Filing Filed
Number Exhibit Description Form File No. Exhibit Date Herewith
101 The following financial information from Netflixnc.’s Annual

Report on Form 10-K for the year ended DecembeP@11 filed

with the SEC on February 10, 2012, formatted in XBRludes:

(i) Consolidated Balance Sheets as of Decembe2(@lll, and

2010, (ii) Consolidated Statements of OperatiomgHe Years

Ended December 31, 2011, 2010 and 2009, (iii) Careted

Statements of Stockholders’ Equity and Comprehenisigcome

for the Years Ended December 31, 2011, 2010 an€,Z80

Consolidated Statements of Cash Flows for the Yeaded

December 31, 2011, 2010 and 2009 and (v) the Notes

Consolidated Financial Statemer X

*  These certifications are not deemed filed by $tEeC and are not to be incorporated by referenaayrfiling 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 compensatom
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NETFLIX, INC.
INDEX TO FINANCIAL STATEMENTS
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Consolidated Balance Sheets as of December 31,804 201( 48
Consolidated Statements of Operations for the YEaded December 31, 2011, 2010 and z 49
Consolidated Statements of Stockholders’ Equity @achprehensive Income for the Years Ended DeceBihe2011, 2010 and

2009 50
Consolidated Statements of Cash Flows for the YEaded December 31, 2011, 2010 and 2z 51
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
Netflix, Inc.:

We have audited the accompanying consolidated balsineets of Netflix, Inc. and subsidiaries (thenfany) as of December 31, 2011
and 2010, and the related consolidated stateménfsetations, stockholders’ equity and comprehengiecome, and cash flows for each of
the years in the three-year period ended Decentheét 1. We also have audited Netflix, Inc.’s intrcontrol over financial reporting as of
December 31, 2011, based on criteria establishtdemal Control—Integrated Framewoiksued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSOJ}fliXglnc.’s management is responsible for these consolidiataacial statements, fc
maintaining effective internal control over finaalcieporting, and for its assessment of the effeatss of internal control over financial
reporting, included in the accompanying Managensefitinual Report on Internal Control Over Finan&aporting appearing under item 9A
(b). Our responsibility is to express an opiniontlo@se consolidated financial statements and arniaypon the Company’s internal control
over financial reporting based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighafBioUnited States). Those
standards require that we plan and perform thetgtmlobtain reasonable assurance about whethén#reial statements are free of material
misstatement and whether effective internal corgvelr financial reporting was maintained in all evél respects. Our audits of the
consolidated financial statements included exarginim a test basis, evidence supporting the amaunatslisclosures in the financial
statements, assessing the accounting principlesarggsignificant estimates made by managemente@aadating the overall financial
statement presentation. Our audit of internal admtver financial reporting included obtaining amderstanding of internal control over
financial reporting, assessing the risk that a netereakness exists, and testing and evaluatiaglésign and operating effectiveness of
internal control based on the assessed risk. Qiitsaaiso included performing such other procedasewe considered necessary in the
circumstances. We believe that our audits provitEagonable basis for our opinions.

A company'’s internal control over financial repogiis a process designed to provide reasonablesassuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordanttiegenerally accepted accounting
principles. A company'’s internal control over fircgal reporting includes those policies and proceduhat (1) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainly reflect the transactions and dispositionshef assets of the company; (2) provide
reasonable assurance that transactions are recasdeztessary to permit preparation of financétkestents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance with authorizations of
management and directors of the company; and (8jige reasonable assurance regarding preventibmely detection of unauthorized
acquisition, use, or disposition of the companygseds that could have a material effect on then@iizé statements.

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

In our opinion, the consolidated financial statetegaferred to above present fairly, in all matenégpects, the financial position of
Netflix, Inc. and subsidiaries as of December 3, 2and 2010, and the results of their operationstiaeir cash flows for each of the year:
the threeyear period ended December 31, 2011, in conformity U.S. generally accepted accounting principhdso in our opinion, Netflix
Inc. maintained, in all material respects, effeziinternal control over financial reporting as add@mber 31, 2011, based on criteria
established imnternal Control—Integrated Framewoigsued by the Committee of Sponsoring Organizatidrike Treadway Commission.

/s/ KPMG LLP
Santa Clara, California
February 10, 2012
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Assets
Current asset:
Cash and cash equivalel
Shor-term investment
Current content library, ni
Prepaid conter
Other current asse
Total current asse
Non-current content library, ni
Property and equipment, r
Other nor-current assel
Total asset

Liabilities and Stockholders’ Equity
Current liabilities:
Content accounts payat
Other accounts payak
Accrued expense
Deferred revenu
Total current liabilities
Long-term deb
Long-term debt due to related pa
Non-current content liabilitie
Other nor-current liabilities
Total liabilities

NETFLIX, INC.

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

Commitments and contingencies (Note

Stockholder' equity:

Preferred stock, $0.001 par value; 10,000,000 sheauthorized at December 31, 2011 and 2010; no
shares issued and outstanding at December 31,82@1201(

Common stock, $0.001 par value; 160,000,000 stearderized at December 31, 2011 and 2010;
55,398,615 and 52,781,949 issued and outstandidgamber 31, 2011 and 2010, respecti

Additional paic-in capital

Accumulated other comprehensive inca

Retained earning

Total stockholder equity

Total liabilities and stockholde’ equity

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

2011 2010

$ 508,05,  $194,49¢
289,75t 155,88t
919,70 181,00
56,00 62,21
57,33 43,62:
1,830,85 637,23
1,046,93 180,97
136,35! 128,57(
55,05 35,29:
$3,069,19  $982,06°
$ 924,70  $168,69!
87,86( 54,12
63,69: 38,57-
148,79 127,18
1,225,05! 388,57
200,00 200,00

200,00 —
739,62 48,17¢
61,70 55,14
2,426,38 691,90
55 53
219,11 51,62
70€ 75(
422,93( 237,73
642,81 290,16
$3,069,19  $982,06°
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Revenues

Cost of revenues
Subscriptior
Fulfillment expense
Total cost of revenue
Gross profit

Operating expense
Marketing
Technology and developme
General and administrati\
Legal settlemer

Total operating expens

Operating incom:
Other income (expense
Interest expens
Interest and other incon
Income before income tax
Provision for income taxe
Net income
Net income per shar
Basic

Diluted

NETFLIX, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share data)

Weightec-average common shares outstand

Basic
Diluted

Year ended December 31,

2011 2010 2009
$3,20457  $2,162,62  $1,670,26
1,789,590 1,154,10 909,46

250,30 203,241 169,81(
2,039,90. 1,357,35 1,079,27
1,164,67 805,27 590,99

402,63t 293,83 237,74

259,03 163,32 114,54

117,93 64,46 46,77

9,00( — —

788,60 521,62 399,05

376,06¢ 283,64: 191,93

(20,029 (19,629 (6,47%)

3,47¢ 3,68¢ 6,72¢

359,52; 267,69 192,19:

133,39 106,84 76,33
$ 226,12 $ 160,851 $ 115,86
$ 426 $ 306 $ 2.0t
$ 416 $ 29 $ 10t

52,84 52,52 56,56(

54,36 54,30 58,41¢

See accompanying notes to consolidated financitdsients.
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NETFLIX, INC.

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

Accumulated

Additional Other Total
Treasury  Comprehensive Stockholders’
Paid-in Retained
Common Stock Capital Stock Income Earnings Equity
Shares Amount
Balances as of December 31, 2008 58,862,47 $ 62 $ 338,577 $(100,02() $ 84 $108,45. % 347,15!
Net income — — — — — 115,86( 115,86
Unrealized gains on available-for-sale

securities, net of taxe — — — — 18¢ — 18¢
Comprehensive income, net of ta; — — — — — — 116,04
Issuance of common stock upon exercise of opt 1,724,111 1 29,50¢ — — — 29,50¢
Issuance of common stock under employee stock psecplar 224,79¢ — 5,76¢ — — — 5,76¢

Repurchases of common stock and retirement ofandstg treasury
stock (7,371,31) (20) (398,85() 100,02( — (25,495 (324,33Y)
Stocl-based compensation expel — — 12,61¢ — — — 12,61¢
Excess stock option income tax bene — — 12,38: — — — 12,38:
Balances as of December 31, 2( 53,440,07 $ 53 $ — $ — $ 272 $19881° $ 199,14
Net income — — — — — 160,85: 160,85:
Unrealized gains on availal-for-sale securities, net of tax — — — — 477 — 477
Comprehensive income, net of ta; — — — — — — 161,33(
Issuance of common stock upon exercise of opt 1,902,07. 2 47,08( — — — 47,08:
Issuance of common stock under employee stock psechlar 46,11: — 2,69¢ — — — 2,69¢
Repurchases of common stc (2,606,30) 2) (88,32¢) — — (121,93) (210,259
Stock-based compensation expel — — 27,99¢ — — — 27,99¢
Excess stock option income tax bene — — 62,17¢ — — — 62,17¢
Balances as of December 31, 2( 52,781,94 $ 53 $ 5162: $ — $ 75C $237,73¢ $ 290,16
Net income — — — — — 226,12¢ 226,12t
Unrealized losses on availa-for-sale securities, net of tax — — — — (68) — (68)
Cumulative translation adjustme 24 24
Comprehensive income, net of ta; — — — — — — 226,08.
Issuance of common stock upon exercise of opt 659,37( — 19,61« — — — 19,61«
Issuance of common stock, net of cc 2,857,14. 3 199,48: — — — 199,48t
Repurchases of common stc (899,84 1) (158,73() — — (40,935 (199,66¢)
Stock-based compensation expel — — 61,58: — — — 61,58
Excess stock option income tax bene — — 45,54¢ — — — 45,54¢
Balances as of December 31, 2( 55,398,661 $ 55 $ 219,11¢ $ — $ 706 $42293( $ 642,81(

See accompanying notes to consolidated financitdsients.
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NETFLIX, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Year Ended December 31,

2011 2010 2009
Cash flows from operating activities:
Net income $ 226,12t $ 160,85! $ 115,86(
Adjustments to reconcile net income to net caskigeal by operating activitie:
Additions to streaming content libra (2,320,73) (406,210 (64,21°)
Change in streaming content liabiliti 1,460,40! 167,83t (4,019
Amortization of streaming content libra 699,12¢ 158,10( 48,19:
Amortization of DVD content librar 96,74 142,49¢ 171,29¢
Depreciation and amortization of property, equiptreerd intangible: 43,747 38,09¢ 38,04«
Stocl-based compensation expel 61,58: 27,99¢ 12,61¢
Excess tax benefits from stc-based compensatic (45,789 (62,219 (12,687
Other nor-cash item: (4,050 (9,129 (7,167)
Deferred taxe (18,597 (962) 6,32¢
Gain on sale of busine — — (1,789
Changes in operating assets and liabilit
Prepaid conter 6,211 (35,47¢) (5,647
Other current asse (4,775 (18,027 (5,359
Other accounts payak 24,31« 18,09¢ 1,53
Accrued expense 68,90: 67,20¢ 13,16¢
Deferred revenu 21,61: 27,08¢ 16,97(
Other nol- current assets and liabiliti 2,88: 64t 1,90¢
Net cash provided by operating activit 317,71 276,40: 325,06.
Cash flows from investing activities:
Acquisition of DVD content libran (85,159 (123,90) (193,04)
Purchases of shterm investment (223,75() (107,36 (228,000
Proceeds from sale of sh-term investment 50,99: 120,85’ 166,70t
Proceeds from maturities of st-term investment 38,10¢ 15,81¢ 35,67
Purchases of property and equipm (49,687) (33,83) (45,937
Proceeds from sale of busine — — 7,48:
Other asset 3,674 12,34« 11,03t
Net cash used in investing activiti (265,819 (116,08) (246,079
Cash flows from financing activities:
Principal payments of lease financing obligati (2,089 (1,776 (1,159
Proceeds from issuance of common stock upon exeoisptions 19,61« 49,77¢ 35,27«
Proceeds from public offering of common stock, aféssuance cos 199,94° — —
Excess tax benefits from stc-based compensatic 45,78 62,21« 12,68:
Borrowings on line of credit, net of issuance ci — — 18,97¢
Payments on line of crec — — (20,000
Proceeds from issuance of debt, net of issuands 198,06( — 193,91
Repurchases of common stc 199,66¢) (210,259 (324,33)
Net cash provided by (used in) financing activi 261,65¢ (100,049 (84,647
Net increase (decrease) in cash and cash equis 313,55 60,27¢ (5,657%)
Cash and cash equivalents, beginning of 194,49¢ 134,22: 139,88:
Cash and cash equivalents, end of $ 508,05: $ 194,49¢ $ 134,22:
Supplemental disclosure
Income taxes pai $  79,06¢ $ 56,21¢ $ 58,77(
Interest paic 19,39t 20,10: 3,87¢

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

1. Organization and Summary of Significant AccountingPolicies
Description of Business

Netflix, Inc. (the “Company”) was incorporated omdust 29, 1997 and began operations on April 1881%he Company is an Internet
subscription service streaming TV shows and movias. Company'’s subscribers can instantly watchmitéd TV shows and movies
streamed over the Internet to their TVs, computes mobile devices and in the United States, siliessrcan receive DVDs delivered
quickly to their homes.

The Company is organized into three operating seggn®omestic streaming, International streamird)@omestic DVD. Substantial
all of the Company’s revenues are generated itttieed States, and all of the Company’s long-litelgible assets are held in the United
States. The Company'’s revenues are derived fronthtyosubscription fees.

Basis of Presentation

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

Reclassification

Certain prior period amounts have been reclassifiesbnform to the current presentation. Theseassifications did not impact any
prior amounts of reported total assets, total liidds, stockholders’ equity, results of operatiamscash flows.

Use of Estimates

The preparation of financial statements in confeymiith accounting principles generally acceptethi@ United States of America
requires management to make estimates and assas et affect the reported amounts of assetsiabitities, disclosure of contingent
assets and liabilities at the date of the finanstalements, and the reported amounts of revemaesxpenses during the reporting periods.
Significant items subject to such estimates andraptions include the amortization policy of its temt library; the valuation of stock-based
compensation; and the recognition and measurenfiémt@me tax assets and liabilities. The Comparsebats estimates on historical
experience and on various other assumptions teaEttmpany believes to be reasonable under thencitaunces. Actual results may differ
from these estimates.

Cash Equivalents and Short-term I nvestments

The Company considers investments in instrumentshaised with an original maturity of 90 days osl&sbe cash equivalents. The
Company classifies short-term investments, whialsist of marketable securities with original matas in excess of 90 days as available-
for-sale. Short-term investments are reportediat/fdue with unrealized gains and losses incluide@ccumulated other comprehensive
income” within stockholders’ equity in the Consaitdd Balance Sheets. The amortization of premiurdsiagcounts on the investments,
realized gains and losses, and declines in valigejdi to be other-than-temporary on available-fée-sacurities are included in “Interest and
other income” in the Consolidated Statements ofr@jmns. The Company uses the specific identificathethod to determine cost in
calculating realized gains and losses upon theafakort-term investments.
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Short-term investments are reviewed periodicallidemtify possible other-than-temporary impairméfthen evaluating the
investments, the Company reviews factors suchetettgth of time and extent to which fair value bhaen below cost basis, the financial
condition of the issuer, the Company’s intent t s& whether it would be more likely than not thlae Company would be required to sell
the investments before the recovery of their amedticost basis.

Content Library

The Company obtains content through streaming obfiteense agreements, DVD direct purchases and B&¥Bnue sharing
agreements with studios, distributors and othepkens.

The Company obtains content distribution rightsiider to stream TV shows and movies to subscriliérs, computers and mobile
devices. Streaming content is generally licensea fixed-fee for the term of the license agreemmnith may have multiple windows of
availability. The license agreement may or maybetecognized in content library.

When the streaming license fee is known or readgrbdterminable for a specific title and the spieditle is first available for
streaming to subscribers, the title is recognizethe Consolidated Balance Sheets in “Current edtiterary” for the portion available for
streaming within one year and in “Non-current cohtédrary” for the remaining portion. New titleeaognized in the content library are
classified in the line item “Additions to streamiagntent library” within net cash provided by oparg activities in the Consolidated
Statements of Cash Flows. The Company amortizesdient library on a straight-line basis over eiitdis contractual window of
availability, which typically ranges from six motho five years. The steaming content library goréed at the lower of unamortized cost or
estimated net realizable value. No write down framamortized cost to a lower net realizable valus veaorded in any of the periods
presented. The amortization is classified in “Gisevenues—Subscriptiorni the Consolidated Statements of Operations arigeitine iterr
“Amortization of streaming content library” withimet cash provided by operating activities in the&didated Statements of Cash Flows.
Payment terms for these license fees may extendtiogeéerm of the license agreement, which couhdyeafrom six months to five years. For
the titles recognized in content library, the liseriees due but not paid are classified on the @idiated Balance Sheets as “Content accounts
payable” for the amounts due within one year antNa®-current content liabilities” for the amourdse beyond one year. Changes in these
liabilities are classified in the line item “Chanigestreaming content liabilities” within net cagtovided by operating activities in the
Consolidated Statement of Cash Flows. The Comparyrds the streaming content library assets andrtiated liability on the
Consolidated Balance Sheets at the gross amotiné difibility. Payments for the titles not yet dahble for streaming are not yet recognized
in the content library but in prepaid content. Minim commitments for titles not yet available faeaming are not yet recognized in the
content library and are included in Note 5 to thasolidated financial statements.

When the streaming license fee is not known oraiealsly determinable for a specific title, the tilees not meet the criteria for asset
recognition in the content library. Titles do not¢et the criteria for asset recognition in the cohlibrary because the underlying license
agreement does not specify the number of titleb®ficense fee per title or the windows of avaligbper title, so that the license fee is not
known or reasonably determinable for a specifie.tifypical payment terms for these agreementschwtén range from three to five years,
require the Company to make equal fixed paymeritseabeginning of each quarter of the license t8ionthe extent that cumulative payme
exceed cumulative amortization, “Prepaid contéatecorded on the Consolidated Balance SheetsCohgany amortizes the license fee
a straight-line basis over the term of each liceaggeement. The amortization is classified in “Gfsevenues—Subscription” in the
Consolidated Statements of Operations and in tieeitem “Net income” within net cash provided byeagting activities in the Consolidated
Statements of Cash Flows. Changes in prepaid coatertlassified within net cash provided by opagpactivities in the line item “Prepaid
content” in the Consolidated Statements of Casw&l&€ommitments for licenses that do not meet theria for asset recognition in the
content library are included in Note 5 to the cdigsted financial statements.
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The Company acquires DVD content for the purposewting such content to its subscribers and egrsibscription rental revenues,
and, as such, the Company considers its direchpaecDVD library to be a productive asset. Accagljinthe Company classifies its DVD
library in “Non-current content library” on the Csolidated Balance Sheets. The acquisition of DVBtewat library, net of changes in related
liabilities, is classified in the line item “Acquin of DVD content library” within cash used inviesting activities in the Consolidated
Statements of Cash Flows because the DVD contaairyi is considered a productive asset. Other campan the in-home entertainment
video industry classify these cash flows as opegeadictivities. The Company amortizes its directchase DVDs, less estimated salvage vi
on a “sum-of-the-months” accelerated basis over gstimated useful lives. The useful life of theanrelease DVDs and back-catalog DVDs
is estimated to be one year and three years, rapgcThe amortization of the DVD content libragyclassified in “Cost of revenue-
Subscription” in the Consolidated Statements ofr@fens and in the line item “Amortization of DVDwtent library” within net cash
provided by operating activities in the Consolide8tatements of Cash Flows. The Company also abR¥D content through revenue
sharing agreements with studios and distributoeseRue sharing obligations incurred based on atibn are classified in “Cost of revenues-
Subscription” in the Consolidated Statements ofr@pens and in the line item “Net income” withintreash provided by operating activities
in the Consolidated Statements of Cash flows. €ag of some revenue sharing agreements obligat€@dmpany to make a low initial
payment for certain titles, representing a mininzontractual obligation under the agreement. Theifotial payment is in exchange for a
commitment to share a percentage of its subscrnipggenues or to pay a fee, based on utilizatimna fdefined period of time. The initial
payment may be in the form of an upfront non-refilsid payment which is classified in content libraryin the form of a prepayment of
future revenue sharing obligations which is clasdifs prepaid content.

Property and Equipment

Property and equipment are carried at cost leasadiated depreciation. Depreciation is calculatgdgithe straight-line method over
the shorter of the estimated useful lives of tlepeetive assets, generally up to 30 years, oetelterm for leasehold improvements, if
applicable. Leased buildings are capitalized actuded in property and equipment when the Compaary iwolved in the construction
funding and did not meet the “sale-leaseback” date

I mpairment of Long-Lived Assets

Longived assets such as DVD content library, proparg equipment and intangible assets subject taeedggion and amortization a
reviewed for impairment whenever events or chaimgescumstances indicate that the carrying amadimin asset group may not be
recoverable. Recoverability of asset groups toddd and used is measured by a comparison of thgimgrlamount of an asset group to
estimated undiscounted future cash flows expecté® tgenerated by the asset group. If the cargingunt of an asset group exceeds its
estimated future cash flows, an impairment chasgecéognized by the amount by which the carryingam of an asset group exceeds fair
value of the asset group. There were no eventlages in circumstances that would indicate thet#rrying amount of an asset group may
not be recoverable in any of the years presenttaf Ahe Company’s long-lived tangible assetslaetd in the United States.

Revenue Recognition

Subscription revenues are recognized ratably caeh subscriber’'s monthly subscription period. Reesnare presented net of the taxes
that are collected from customers and remittecbtegimental authorities. Deferred revenue consisssibscriptions revenues billed to
subscribers that have not been recognized anduficriptions that have not been redeemed.
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Marketing

Marketing expenses consist primarily of advertisixgenses and also include payments made to th@&uors affiliates and consumer
electronics partners and payroll related expensggertising expenses include promotional activisesh as television and online advertis|
as well as allocated costs of revenues relatirigetotrial periods. Advertising costs are experahcurred except for advertising production
costs, which are expensed the first time the atbiegtis run. Advertising expense totaled approxetya$299.1 million, $212.4 million and
$175.0 million in 2011, 2010 and 2009, respectively

Income Taxes

The Company records a tax provision for the argigfd tax consequences of the reported resultsesbiipns using the asset and
liability method. Deferred income taxes are recegdiby applying enacted statutory tax rates afpkcen future years to differences betw:
the financial statement carrying amounts of exgstinsets and liabilities and their respective tseb and operating loss and tax credit
carryforwards. The effect on deferred tax asseddiabilities of a change in tax rates is recogdimeincome in the period that includes the
enactment date. The measurement of deferred tatsasgeduced, if necessary, by a valuation allmsdor any tax benefits for which future
realization is uncertain. There was no significzadtiation allowance as of December 31, 2011 or 2010

The Company did not recognize certain tax ben&fits uncertain tax positions within the provisiar fncome taxes. The Company
recognizes a tax benefit from an uncertain taxtosonly if it is more likely than not the tax ptisn will be sustained on examination by the
taxing authorities, based on the technical mefith® position. The tax benefits recognized infthancial statements from such positions are
then measured based on the largest benefit that esater than 50% likelihood of being realizedrupettlement. The Company recognizes
interest and penalties related to uncertain takipos in income tax expense. See Note 8 to theaatated financial statements for further
information regarding income taxes.

Foreign Currency

The Company translates the assets and liabilifigs aon-U.S. dollar functional currency subsiékarinto U.S. dollars using exchange
rates in effect at the end of each period. Revamgdeexpenses for these subsidiaries are translated rates that approximate those in effect
during the period. Gains and losses from theselatians are recognized in cumulative translatidjustment included in accumulated other
comprehensive income in shareholders’ equity. Forsactions that are not denominated in the funatiourrency, the Company remeasures
monetary assets and liabilities at exchange ratefféct at the end of each period. Gains and fosen these remeasurements are recognize
in interest and other income.

Net Income Per Share

Basic net income per share is computed using thghtexl-average number of outstanding shares of aamstock during the period.
Diluted net income per share is computed usingvitighted-average number of outstanding sharesrofraan stock and, when dilutive,
potential common shares outstanding during theodeRotential common shares consist of shareshksugon the assumed conversion of
Company’s
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Convertible Notes, incremental shares issuable tipmassumed exercise of stock options, and fod 20H 2009, shares that were
purchasable pursuant to the Company’s employeé& siarchase plan (“ESPP”). The Company’s ESPP wsgesuded in 2011 and there were
no offerings in 2011. The computation of net incqmee share is as follows:

Year ended December 31,
2011 2010 2009
(in thousands, except per share data)

Basic earnings per shal

Net income $226,12¢ $160,85: $115,86(
Shares used in computatic
Weightec-average common shares outstanc 52,84 52,52¢ 56,56(
Basic earnings per she $ 4.2t $ 3.0¢ $ 2.0t
Diluted earnings per shar
Net income $226,12¢ $160,85: $115,86(
Convertible Notes interest expense, net ol 17 — —
Numerator for diluted earnings per sh 226,14: 160,85: 115,86(
Shares used in computatic
Weighte-average common shares outstanc 52,84 52,52¢ 56,56(
Convertible Notes shar: 217 — —
Employee stock options and employee stock purcplaseshare 1,30¢ 1,77t 1,85¢€
Weightec-average number of shar 54,36¢ 54,30¢ 58,41¢
Diluted earnings per sha $ 4.1¢ $ 2.9¢ $ 1.9¢

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

Year ended December 31,

2011 2010 2009
(in thousands)
Employee stock optior 22t 14 64

Stock-Based Compensation

The Company grants stock options to its employees monthly basis. The Company has elected to gthaptions as fully vested non-
qualified stock options. As a result of immediagsting, stock-based compensation expense is fdiggnized on the grant date, and no
estimate is required for post-vesting option fdtfieds. See Note 7 to the consolidated financiastants for further information regarding
stock-based compensation.

Stock Repurchases

To facilitate a stock repurchase program, shamsegurchased by the Company in the open markea@naccounted for when the
transaction is settled. Shares held for futureaissa are classified as Treasury stock. Shares figroraconstructively retired are deducted
from common stock for par value and from additiqmaid in capital for the excess over par valuedditional paid in capital has been
exhausted, the excess over par value is dedudedRetained earnings. Direct costs incurred to isedhe shares are included in the total
cost of the shares.
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2.  Short-term Investments

The Company’s investment policy is consistent wlith definition of available-for-sale securities.ef@Gompany does not buy and hold
securities principally for the purpose of sellihgn in the near future. The Company’s policy isu&ed on the preservation of capital,
liquidity and return. From time to time, the Companay sell certain securities but the objectivesganerally not to generate profits on short-
term differences in price. The following table suarimes, by major security type, the Company’s asthett are measured at fair value on a
recurring basis and are categorized using thevédire hierarchy.

December 31, 2011

Gross Gross
Unrealized Unrealized
Amortized Estimated
__Cost __Gains __ Losses Fair Value
(in thousands)
Cash $388,94: $ — $ — $388,94:
Level 1 securities (1
Money market fund 123,60t — — 123,60¢
Level 2 securities (3
Corporate debt securitit 112,26« 603 (219 112,65:
Government and agency securi 175,46« 694 (56) 176,10:
Asset and mortga-backed securitie 941 62 — 1,00¢
$801,21¢ $ 1,35¢ $ (270 $802,30°
Less: Restricted cash ( (4,499
Total cash, cash equivalents and s-term investment $797,81.
December 31, 2010
Gross Gross
Unrealized Unrealized
Amortized Estimated
Cost Gains Losses Fair Value
(in thousands)
Cash $194,14¢ $ — $ — $194,14¢
Level 1 securities (2
Money market fund 4,91¢ — — 4,91¢
Level 2 securities (3
Corporate debt securitit 109,74! 1,04: (207) 110,68
Government and agency securi 42,06: 331 (107) 42,29:
Asset and mortga-backed securitie 2,881 16¢ (140 2,90¢
$353,74t $ 1,54: $ (342 354,94
Less: Lon-term restricted cash (. (4,567
Total cash, cash equivalents and s-term investment $350,38

(1) Includes $119.1 million that is included in kamnd cash equivalents and $3.5 million and $1IBomiof restricted cash that is included
in other no-current assets and other current assets, resggctigiated to workers compensation depo:

(2) Includes $0.4 million that is included in casfid cash equivalents and $4.6 million of long-teestricted cash that is included in other
nor-current assets related to workers compensationsitef

(3) Included in sho-term investments
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Fair value is a market-based measurement thataheutletermined based on the assumptions that trEakeipants would use in
pricing an asset or liability. The hierarchy leaskigned to each security in the Company’s avaitédtsale portfolio and cash equivalents is
based on its assessment of the transparency aalilisl of the inputs used in the valuation of Bunstrument at the measurement date. The
fair value of available-for-sale securities andhcaquivalents included in the Level 1 categoryasead on quoted prices that are readily and
regularly available in an active market. The failue of available-for-sale securities includedhe Level 2 category is based on observable
inputs, such as quoted prices for similar assedtseammeasurement date; quoted prices in marketsitbanot active; or other inputs that are
observable, either directly or indirectly. Theséuea were obtained from an independent pricingiserand were evaluated using pricing
models that vary by asset class and may incorpasei#able trade, bid and other market informatiod price quotes from well-established
independent pricing vendors and broker-dealers.ddrapany’s procedures include controls to ensuakappropriate fair values are
recorded, such as comparing prices obtained froftipfeuindependent sources. See Note 4 to the diolased financial statements for further
information regarding the fair value of the Comparsenior convertible notes and senior notes.

Because the Company does not intend to sell tresstments that are in an unrealized loss positidritda not likely that the Company
will be required to sell any investments beforeokexry of their amortized cost basis, the Compargsdwt consider those investments wit|
unrealized loss to be other-than-temporarily imgsat December 31, 2011. There were no materiel-tttan-temporary impairments or
credit losses related to available-for-sale seiesgrin 2011, 2010 or 2009.

The gross realized gains on the sales of avaifipleale securities for the three years ended Dbee\l, 2011, 2010 and 2009 were
$0.7 million, $1.0 million and $1.9 million, resgiely. There were no material gross realized legsem the sale of available-for-sale
investments for the years ended December 31, 2010 and 2009. Realized gains and losses and shfaodmme are included in interest and
other income.

The estimated fair value of short-term investmémtsontractual maturity as of December 31, 20dsifollows:

(in thousands’

Due within one yea $ 108,38
Due after one year and through 5 ye 180,37:
Due after 5 years and through 10 ye —

Due after 10 year 1,00:
Total shor-term investment $ 289,75¢

3. Balance Sheet Components
Content Library
Content library consisted of the following:

As of December 31,

2011 2010
Streaming DVD Total Streaming DVD Total
(in thousands)

Total content library, gros $2,5652,28 $599,15" $3,151,43' $441,63 $627,39: $1,069,02!
Accumulated amortizatio (632,27() (552,520 (1,184,79) (143,22) (563,82) (707,05()
Total content library, ne 1,920,01. 46,62¢ 1,966,64. 298,41( 63,56¢ 361,97¢
Current content library, ni 919,70¢ — 919,70¢ 181,00¢ — 181,00t
Non-current content library, n $1,000,30! $ 46,62¢ $1,046,93 $117,400 $ 63,56¢ $ 180,97.
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Content Liabilities
Content liabilities consisted of the following:

As of December 31,

2011 2010
Streaming DVD and other Total Streaming DVD and other Total
(in thousands)
Content accounts payal $ 905,79 $ 18,91« $ 924,70t $136,84: $ 31,85« $168,69!
Non-current content liabilitie 739,62¢ — 739,62¢ 48,17¢ — 48,17¢
Total content liabilities $1,64542 $ 18,91« $1,664,33. $185,02( $ 31,85: $216,87-

The Company typically enters into multi-year licessvith studios and other distributors that mayltés an increase in content library
and a corresponding increase in content accougtbfgand non-current content liabilities. The payirterms for these license fees may
extend over the term of the license agreement,iwtiwild range from six months to five years. ABetember 31, 2011, content accounts
payable and non-current content liabilities inceeb$1.45 billion, over December 31, 2010, as coegbér an increase in total content library,
net, of $1.60 billion.

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

As of December 31,

2011 2010
(in thousands)

Computer equipmer 3 year. $ 67,09( $ 60,28¢
Operations and other equipme 5year 100,30¢ 72,36¢
Software, including intern-use softwart 3 year 35,35¢ 26,96
Furniture and fixture 3 year 17,31( 11,43¢
Building 30 year 40,68: 40,68:
Leasehold improvemen Over life of leas 44,47: 36,53(
Capital worl-in-progress 822 16,88
Property and equipment, grc 306,03¢ 265,14¢
Less: Accumulated depreciati (169,689 (136,579
Property and equipment, r $ 136,35¢ $ 128,57(

Accrued Expenses
Accrued expenses consisted of the following:

As of December 31,

2011 2010
(in thousands)

Accrued state sales and use $14,557 $14,98:
Accrued payroll and employee bene 17,76: 8,52(
Accrued interest on de 2,12¢ 2,12¢
Accrued content related cos 10,77« 6,95(
Accrued legal settleme 9,00( —

Current portion of lease financing obligatic 2,31¢ 2,08:
Other 7,15¢ 3,911
Accrued expense $63,69: $38,57-
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4. Long-term Debt
Senior Convertible Notes

In November 2011, the Company issued $200.0 miliggregate principal amount of zero coupon sermovertible notes due on
December 1, 2018 (the “Convertible Notes”) in asgie placement offering to TCV VII, L.P., TCV VIIJAL.P., and TCV Member Fund,
L.P.,. A general partner of these funds also serwethe Company’s board of directors, and as ghehissuance of the notes is considered a
related party transaction. The net proceeds t&€trapany were approximately $197.8 million. Debtigasce costs of $2.2 million (of which
$0.3 million were unpaid at December 31, 2011) weoarded in “Other non-current assets” on the Clittsted Balance Sheet and are
amortized over the term of the notes as intergstese. The Convertible Notes are the Company’srgenmsecured obligations and are
effectively subordinated to all of the Company’éséirg and future secured debt, to the extent efassets securing such debt, and are
structurally subordinated to all liabilities of t@®mpany’s subsidiaries, including trade payablég Convertible Notes do not bear interest,
except in specified circumstances. The initial esion rate for the Convertible Notes is 11.655& ah of the Company’s common stock, par
value $0.001 per share, per $1,000 principal amofinbtes. This is equivalent to an initial convensprice of approximately $85.80 per
share of common stock. Holders may surrender tiaders for conversion at any time prior to the closbusiness day immediately preceding
the maturity date of the notes. The Convertibleddare repayable in whole or in part upon the seage of a change of control, at the op
of the holders, at a purchase price in cash equB20% of the principal amount. At any time follagiMay 28, 2012, the Company may elect
to cause the conversion of the Convertible Notesshares of the Comparsy¢ommon stock when specified conditions are $adisincluding
that the daily volume weighted average price of@oenpany’s common stock is equal or greater tharl $4 for at least 50 trading days
during a 65 trading day period prior to the conigarglate.

The Company determined that the embedded convergition in the Convertible Notes does not requigasate accounting treatment
as a derivative instrument because it is both inddér the Company’s own stock and would be classifi stockholder’s equity if
freestanding. Additionally, the Convertible Notesrbt require or permit any portion of the obligatito be settled in cash and accordingly
liability and equity (conversion option) componeats not required to be accounted for separately.

The Convertible Notes include, among other terntsa@mditions, limitations on the Company’s abilitypay cash dividends or to
repurchase shares of its common stock, subje@doified exceptions. At December 31, 2011, the Camgpwvas in compliance with these
covenants.

Based on quoted market prices of the Company’sigiytitaded debt, the fair value of the Convertibletes was approximately $206.5
million as of December 31, 2011.

Senior Notes

In November 2009, the Company issued $200.0 miiggregate principal amount of 8.50% senior notesMiovember 15, 2017 (the
“8.50% Notes”). The net proceeds to the Companyevapproximately $193.9 million. Debt issuance co§$6.1 million were recorded in
“Other non-current assetsh the Consolidated Balance Sheets and are antdizr the term of the notes as interest experfsendtes wer
issued at par and are senior unsecured obligatiotie Company. Interest is payable semi-annualéyrate of 8.50% per annum on May 15
and November 15 of each year, commencing on Maga5). The 8.50% Notes are repayable in whole paimhupon the occurrence of a
change of control, at the option of the holders, ptirchase price in cash equal to 101% of thesip@ih plus accrued interest. Prior to
November 15, 2012, in the event of a qualified ggoifering, the Company may redeem up to 35% ef8b0% Notes at a redemption pr
of 108.50% of the principal plus accrued inter@siditionally, the Company may redeem the 8.50% & @igor to November 15, 2013 in
whole or in part at a redemption price of 100%haf principal plus accrued interest, plus a “makeiehpremium. On or after November 15,
2013, the Company may redeem the 8.50% Notes ifhewdran part at specified prices ranging from 2% to 100% of the principal plus
accrued interest.
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The 8.50% Notes include, among other terms anditions, limitations on the Comparsyability to create, incur, assume or be liabl
indebtedness (other than specified types of pezthittdebtedness); dispose of assets outside theaoyadourse (subject to specified
exceptions); acquire, merge or consolidate wittntar another person or entity (other than specifjgbs of permitted acquisitions); create,
incur or allow any lien on any of its property @isagn any right to receive income (except for spetipermitted liens); make investments
(other than specified types of investments); or ghaidends, make distributions, or purchase or eetl¢éhe Company’s equity interests (each
subject to specified exceptions). At December ®1,12and 2010, the Company was in compliance witkdltovenants.

Based on quoted market prices, the fair value ®Btb0% Notes was approximately $206.5 million $285.0 million as of
December 31, 2011 and 2010, respectively.

Credit Agreement

In September 2009, the Company entered into atagdeement which provided for a $100 million thyear revolving line of credit.
Loans under the credit agreement bore interefiea€ompany’s option, at either a base rate deterahin accordance with the credit
agreement, plus a spread of 1.75% to 2.25%, odpstad LIBOR rate plus a spread of 2.75% to 3.2B@ctober 2009, the Company
borrowed $20.0 million under the credit agreem&he proceeds, net of issuance costs, to the Compareyapproximately $19.0 million. In
connection with the issuance of the 8.50% NotesGbmpany repaid all outstanding amounts undetemadnated the credit agreement.
Issuance costs related to the line of credit weckided in interest expense in the year ended DieeeB1, 2009.

5.  Commitments and Contingencies
Lease obligations

The Company leases facilities under non-canceladeating leases with various expiration datesutina?018. The facilities generally
require the Company to pay property taxes, inswamei maintenance costs. Further, several leagseragnts contain rent escalation clauses
or rent holidays. For purposes of recognizing mimmrental expenses on a straight-line basis owetettms of the leases, the Company uses
the date of initial possession to begin amortizgtishich is generally when the Company enters plaes and begins to make improvemen
preparation of intended use. For scheduled remiasen clauses during the lease terms or for fe@@gments commencing at a date other
than the date of initial occupancy, the Companyms minimum rental expenses on a straight-linéstager the terms of the leases in the
Consolidated Statements of Operations. The Compasyhe option to extend or renew most of its leagg@ch may increase the future
minimum lease commitments.

Because the terms of the Company'’s original faeditease agreements required the Company'’s invaaein the construction funding
of the buildings at its Los Gatos, California heaaiders site, the Company is the “deemed owner’gézounting purposes only) of these
buildings. Accordingly, the Company recorded aretie$ $40.7 million, representing the total codtthe buildings and improvements,
including the costs paid by the lessor (the legaier of the buildings), with corresponding liab#di&. Upon completion of construction of e
building, the Company did not meet the sale-leadebédteria for de-recognition of the building atssand liabilities. Therefore the leases are
accounted for as financing obligations.

In the first quarter of 2010, the Company extenithedfacility leases for the Los Gatos buildingsdaradditional five year term after the
remaining term of the original lease, thus incregs$he future minimum payments under lease finanobligations by approximately $14
million. The leases continue to be accounted fdir@sncing obligations and no gain or loss was réed as a result of the lease financing
modification. At December 31, 2011, the lease failag obligation balance was $34.1 million, of whi&.3 million and $31.8 million were
recorded in “Accrued expenses” and “Other non-cgurkiabilities,” respectively, on the
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Consolidated Balance Sheet. The remaining futurermim payments under the lease financing obligai@n$19.3 million. The lease
financing obligation balance at the end of the iedtéal lease term will be approximately $25.8 milli@nich approximates the net book value
of the buildings to be relinquished to the lessor.

Future minimum payments under lease financing alibgps and non-cancelable operating leases asa#rblger 31, 2011 are as
follows:

Future

Minimum

Year Ending December 31, Payments
(in thousands’
2012 $ 21,77
2013 18,31(
2014 14,19¢
2015 11,00¢
2016 8,58(
Thereafte 5,32¢
Total minimum payment $ 79,19:

Rent expense associated with the operating leaae$%6.9 million, $14.9 million and $14.5 millioorfthe years ended December 31,
2011, 2010 and 2009, respectively.

Streaming Content

The Company had $3.91 billion and $1.12 billiorobfigations at December 31, 2011 and December@lQ,2espectively, including
agreements to acquire and license streaming caothtgntepresent long-term liabilities or that aot reflected on the Consolidated Balance
Sheets because they do not meet content libraey sssognition criteria. The license agreementaataneet content library asset recognition
criteria because either the fee is not known osgerably determinable for a specific title or ikiswn but the title is not yet available for
streaming to subscribers. For those agreementsvaithble terms, the Company does not estimate thleabtal obligation may be beyond
any minimum quantities and/or pricing as of theordipg date. For those agreements that includewahgrovisions that are solely at the
option of the content provider, the Company inchithee commitments associated with the renewal geoidhe extent such commitments are
fixed or a minimum amount is specified.

The expected timing of payments as of Decembe2@1] for these commitments is as follows:

(in thousands’
Less than one year $ 797,64
Due after one year and through 3 ye 2,384,37.
Due after 3 years and through 5 ye 650,48(
Due after 5 year 74,69¢
Total streaming content obligatio $3,907,19:

The Company has entered into certain license agretsnthat include an unspecified or a maximum nurobétles that the Company
may or may not receive in the future and /or thalude pricing contingent upon certain variableshsas theatrical exhibition receipts for the
title. As of the reporting date, it is unknown wiet the Company will receive access to these ftittaghat the ultimate price per title will be.
Accordingly, such amounts are not reflected inadbmitments described above. However such amovatsx@ected to be significant and
the expected timing of payments could range frags than one year to more than five years.
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In addition to the streaming content obligationeah the Company has licenses with certain perfogmights organizations (“PRO”),
and is currently involved in negotiations with atfROs, that hold certain rights to music usedimnection with streaming content. For the
latter, the Company accrues for estimated royattiasare due to PROs and adjusts these accrusdsl loam any changes in estimates. While
the Company anticipates finalizing these negotiatidhe outcome of these negotiations is uncerfalditionally, pending litigation between
certain PROs and other third parties could impaet@Gompany’s negotiations. If the Company is unébleach mutually acceptable terms
with the PROs, the Company could become involvesirmilar litigation. The results of any negotiationlitigation may be materially
different from management’s estimates.

Litigation

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, business practwespatent infringement. Litigation can be expemsinad disruptive to normal business
operations. Moreover, the results of complex lggateedings are difficult to predict and the Conmypsmiew of these matters may change in
the future as the litigation and events relatedetoeunfold. The Company expenses legal fees asrignt. The Company records a provision
for contingent losses when it is both probable ehibility has been incurred and the amount efltfss can be reasonably estimated. An
unfavorable outcome to any legal matter, if matedauld have an adverse effect on the Companyesaijpns or its financial position,
liquidity or results of operations.

On January 27, 2012, a purported shareholder aldgm suit was filed in the United States Dist@aturt for the Northern District of
California against the Company and certain of ffieers and directors. The complaint alleges that€ompany issued materially false and
misleading statements regarding the Company’s basipractices and its contracts with content pessidvhich lead to artificially inflated
stock prices. The complaint alleges violation @& tederal securities laws and seeks unspecifiegeosatory damages and other relief. A
second suit was filed on January 27, 2012, allegirtgally identical claims. Management has detemxdi a potential loss is reasonably
possible however, based on its current knowledgmagement does not believe that the amount of gossible loss or a range of potential
loss is reasonably estimable.

On November 23, 2011, a purported shareholder akiver suit was filed in the United States Distfaturt for the Northern District of
California against the Company and certain of ff&ers and directors. The complaint alleges, amothgr claims, that the Company’s
officers and members of its Board of Directors bresl their fiduciary duties, wasted valuable coapmassets, and were unjustly enriched as
a result of causing the Company to buy back stoektdicially inflated prices to the detriment tife Company and its shareholders. The
complaint seeks unspecified compensatory damagkstaar relief. Management has determined a peidogs is reasonably possible
however, based on its current knowledge, managedos# not believe that the amount of such poskibkor a range of potential loss is
reasonably estimable.

In January through April of 2009, a number of putpd anti-trust class action suits were filed agathe Company in various United
States Federal Courts. Wal-Mart Stores, Inc. antmafd.com USA LLC (collectively, Wal-Mart) were alsiamed as defendants in these
suits. These cases have been consolidated in thkevo District of California and have been assthtiee multidistrict litigation number
MDL-2029. A number of substantially similar suitere filed in California State Courts, and have be@msolidated in Santa Clara County.
The plaintiffs, who are current or former Netfliustomers, generally alleged that Netflix and WHlrt entered into an agreement to divide
markets for sales and online rentals of DVDs inlinéted States, which resulted in higher Netflibscription prices. A number of other ca
had been filed in Federal and State courts by numeformer subscribers to the online DVD rentaivice offered by Blockbuster Inc.,
alleging injury arising from similar facts. Thesases have been related to MDL 2029 or, in the cbee California State cases, coordinated
with the cases in Santa Clara County. The comg§iisbught unspecified compensatory and enhancedgks, interest, costs and fees and
other equitable relief. On November 22, 2011, thercgranted the Company’s motion for summary judgtnOn December 22, 2011,
plaintiff appealed the summary judgment ruling. Mgement has determined a potential loss is reaopassible; however, based on its
current
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knowledge, management does not believe that theiainod such possible loss or a range of potentisd Is reasonably estimable.

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

6. Guarantees—Indemnification Obligations

In the ordinary course of business, the Companyehtered into contractual arrangements under wihitds agreed to provide
indemnification of varying scope and terms to beasgpartners and other parties with respect tainartatters, including, but not limited to,
losses arising out of the Company’s breach of siggeements and out of intellectual property infeimgnt claims made by third parties. In
these circumstances, payment may be conditiont#i@nther party making a claim pursuant to the @iloces specified in the particular
contract.

The Company’s obligations under these agreemengdmémited in terms of time or amount, and in soimstances, the Company may
have recourse against third-parties for certaims. In addition, the Company has entered irderimification agreements with its
directors and certain of its officers that will tée it, among other things, to indemnify them agaiertain liabilities that may arise by reason
of their status or service as directors or offic@itee terms of such obligations vary.
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It is not possible to make a reasonable estimatieenimaximum potential amount of future paymeneurthese or similar agreements
due to the conditional nature of the Company’sgailons and the unique facts and circumstancedvieston each particular agreement. No
amount has been accrued in the accompanying fialsteitements with respect to these indemnificagigerantees.

7.  Stockholders Equity

On November 28, 2011, the Company issued 2.9 millltares of common stock upon the closing of aipwaffering for $200 million
net of issuance costs of $0.5 million, the majooityvhich were unpaid as of December 31, 2011.

Stock Repurchase Program
The following table presents a summary of the Camgjsastock repurchases:

Year ended December 31,

2011 2010 2009
(in thousands, except per share data)

Total number of shares repurcha 90C 2,60¢ 7,371

Dollar amount of shares repurcha: $ 199,66¢ 210,25¢ 324,33!

Average price paid per she $ 221.8¢ $ 80.67 $ 44.0C

Range of price paid per she $160.11- 248.7¢ $60.23- $126.0: $34.70- $60.0C

Under the current stock repurchase plan, annouoceldine 11, 2010, the Company is authorized tarcpse up to $300 million of its
common stock through the end of 2012. As of DecerBhe2011, $41.0 million of this authorizatiorrénaining. The timing and actual
number of shares repurchased is at managemertietiis and will depend on various factors inclgdprice, corporate and regulatory
requirements, debt covenant requirements, altematvestment opportunities and other market caoorit

Shares repurchased by the Company are accountaedhéor the transaction is settled. There were nettlad share repurchases at
December 31, 2011. Shares repurchased and reteatbducted from common stock for par value anchfadlditional paid in capital for the
excess over par value. If additional paid in capites been exhausted, the excess over par vatigglisted from retained earnings. Direct
costs incurred to acquire the shares are inclutéuki total cost of the shares. During the yeaedrdecember 31, 2011, $40.9 million was
deducted from retained earnings related to shaarechases.

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

Preferred Stock

The Company has authorized 10,000,000 shares efsigrthted preferred stock with par value of $0édshare. None of the prefer
shares were issued and outstanding at Decemb@031,and 2010.

Voting Rights

The holders of each share of common stock shahitided to one vote per share on all matters tedied upon by the Company’s
stockholders.
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Stock Option Plans

In June 2011, the Company adopted the 2011 St@rk Phe 2011 Stock Plan provides for the granhoémtive stock options to
employees and for the grant of non-statutory stitions, stock appreciation rights, restricted lstaad restricted stock units to employees,
directors and consultants. As of December 31, 26,700,000 shares were reserved for future gramdenthe 2011 Stock Plan.

In February 2002, the Company adopted the 200k Rtam, 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 Dece®be2011, 1,313,508 shares were reserved fordugtants under the 2002 Stock Plan
and the large majority will expire in the first qtex of 2012.

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

Options Outstanding Weighted-
Average
Weighted- Remaining
Contractual Aggregate
Shares Available Average Intrinsic Value
Number of Exercise Term
for Grant Shares Price (in Years) (in Thousands'
Balances as of December 31, 2008 3,192,51! 5,365,01! 18.81
Granted (601,66%) 601,66! 41.6¢
Exercisec — (1,724,111 17.11
Cancelec 1,13: (1,139 12.6¢
Expired (71€) — —
Balances as of December 31, 2! 2,591,26' 4,241,43: 22.7¢
Granted (552,765 552,76! 99.5¢
Exercisec — (1,902,07) 24.7¢
Balances as of December 31, 2( 2,038,50: 2,892,13I 36.11
Authorized 5,700,001 — —
Granted (724,99 724,99: 154.0¢
Exercisec — (659,37() 29.11
Balances as of December 31, 2( 7,013,50:i 2,957,75: 66.5¢ 6.2€ 84,48:
Vested and exercisable at
December 31, 201 2,957,75 66.5¢ 6.2¢ 84,48:

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 2011 andetkercise price, multiplied by the number of in-theney options) that would have been
received by the option holders had all option haddexercised their options on December 31, 201k dimount changes based on the fair
market value of the Company’s common stock. Tatidrisic value of options exercised for the yeardesl December 31, 2011, 2010 and
2009 was $128.1 million, $176.0 million and $44.iflion, respectively.

Cash received from option exercises for the yeadee December 31, 2011, 2010 and 2009 was $19i6mi$47.1 million and $29.5
million, respectively.
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The following table summarizes information on oaitgting and exercisable options as of December(®l1:2

Options Outstanding and Exercisable

Weighted-

Average
Remaining Weighted-
Contractual Life Average
Number of Exercise

Exercise Price Options (Years) Price

$ 1.5C-$11.48 310,54: 2.2 $ 8.0¢
$ 11.57-$18.14 311,56t 3.2t 14.6¢
$ 19.34- $23.48 302,25¢ 5.1C 21.52
$ 23.78-$27.55 300,99¢ 4.62 26.3:
$ 28.13-$34.75 304,11( 5.4(C 30.91
$ 35.36-$53.80 314,37 6.5¢ 42.3¢
$ 58.23- $75.00 308,60¢ 9.07 67.04
$ 80.09- $113.25 359,84¢ 9.2¢ 98.0¢
$134.91- $237.19 298,45! 9.0¢ 196.1¢
$242.0¢- $267.99 146,99 9.4% 259.9¢

2,957,75

Employee Stock Purchase Plan

In February 2002, the Company adopted the 2002 &yapl Stock Purchase Plan (“ESPP”) under which eyepl® purchased common
stock of the Company through accumulated payraudéons. The purchase price of the common stogkieed by the employees
participating in the ESPP is 85% of the closinggmn either the first day of the offering periadtee last day of the purchase period,
whichever was lower. Under the ESPP, the offerimg) gurchase periods took place concurrently in eoutsve six month increments.
Therefore, the look-back for determining the pusghprice was six months. Employees could invesb db% of their gross compensation
through payroll deductions. In no event was an eyg® permitted to purchase more than 8,334 shamsromon stock during any sixonth
purchase period.

As of December 31, 2011, there were 2,785,721 slarailable for future issuance under the 2002 Bygd Stock Purchase Plan. The
Company’s ESPP was suspended in 2011 and therenweariéerings in 2011.

During the years ended December 31, 2010 and 2008loyees purchased approximately 46,112 and 224f7&es at average prices
of $58.41 and $25.65 per share, respectively. @Gastived from purchases under the ESPP for thes yeated December 31, 2010 and 2009
was $2.7 million and $5.8 million, respectively.

Stock-Based Compensation

Vested stock options granted before June 30, 280be exercised up to three months following teatidm of employment. Vested
stock options granted after June 30, 2004 and éefanuary 1, 2007 can be exercised up to one ghawving termination of employment.
Vested stock options granted after January 2007 evitain exercisable for the full ten year contuatterm regardless of employment status.
The following table summarizes the assumptions tsedlue option grants using the lattice-binomiaidel:

Year Ended December 31,

2011 2010 2009
Dividend yield 0% 0% 0%
Expected volatility 51%- 65% 46%— 54% 46%— 56%
Risk-free interest rat 2.05%— 3.42% 2.65%— 3.67% 2.60%-~— 3.62%
Suboptimal exercise fact: 2.17-3.64 1.78-3.2¢ 1.73-2.01
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The Company bifurcates its option grants into tmpkyee groupings (executive and non-executivegthas exercise behavior and
considers several factors in determining the esérohexpected term for each group, including tis¢ohical option exercise behavior, the
terms and vesting periods of the options grantée.fdllowing table outlines the suboptimal exerdeetor used and the resulting calculated
expected term of the option grants:

Year Ended December 31,

2011 2010 2009
Executives:

Suboptimal exercise fact: 3.39-3.64 2.15-3.2¢ 1.87-2.01
Expected term of the option grants (in ye: 8 6 4
Non-Executives:

Suboptimal exercise fact 2.17-2.2¢ 1.78-2.0¢ 1.73-1.7¢
Expected term of the option grants (in ye: 5 4 3

The following table summarizes the assumptions teedlue shares under the ESPP in 2010 and 280% the Black-Scholes option
pricing model:

Year Ended December 31,

2010 2009
Dividend yield 0% 0%
Expected volatility 45% 42%— 55%
Risk-free interest rat 0.24% 0.16%-0.35%
Expected life (in years 0.t 0.t

The Company estimates expected volatility basea blend 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 expectedetanore 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 Companylmdes historical volatility in its
computation due to low trade volume of its traddbtevard call options in certain periods, therepogcluding sole reliance on implied
volatility.

In valuing shares issued under the Company’s emgplayock option plans, the Company bases the negkifiterest rate on U.S.
Treasury zero-coupon issues with terms similahéodontractual term of the options. In valuing skdassued under the Company’s ESPP, the
Company bases the risk-free interest rate on U&shiry zero-coupon issues with terms similar éoetkpected term of the shares. The
Company does not anticipate paying any cash didsi@mthe foreseeable future and therefore usexpacted dividend yield of zero in the
option valuation model. The Company does not ysestvesting termination rate as options are fudlgted upon grant date. The weighted-
average fair value of employee stock options gehdteing 2011, 2010 and 2009 was $84.94, $49.315aMd’9 per share, respectively. The
weighted-average fair value of shares granted uthdeESPP during 2010 and 2009 was $21.27 and $p@isshare, respectively.
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The following table summarizes stock-based comp@rsaxpense, net of tax, related to stock optiampand employee stock
purchases which were allocated as follows:

Year Ended December 31,

2011 2010 2009
(in thousands)

Fulfillment expense $ 1,50C $ 1,14t $ 38C
Marketing 6,107 3,04: 1,78¢
Technology and developme 28,92 10,18¢ 4,45:
General and administrati\ 25,05: 13,61¢ 5,99¢
Stocl-based compensation expense before income 61,58: 27,99¢ 12,61¢
Income tax benef (22,849 (11,167 (5,019
Total stocl-based compensation after income te $ 38,73t $ 16,83¢ $ 7,601

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

2011 2010 2009
(in thousands)

Current tax provision

Federal $123,40t $ 86,00: $55,10¢
State 28,65 21,80: 14,90(
Foreign (70) — —
Total curren 151,99: 107,80! 70,00
Deferred tax provisior
Federal (14,009 (1,61%) 6,56¢
State (4,58¢) 652 (240
Total deferrec (18,599 (962) 6,32¢
Provision for income taxe $133,39¢ $106,84. $76,33:

Income tax benefits attributable to the exercisernployee stock options at $45.5 million, $62.2ionl and $12.4 million in 2011, 20:
and 2009, respectively, are recorded directly ditamhal paid-in-capital.

A reconciliation of the provision for income tax@gth the amount computed by applying the statufederal income tax rate to income
before income taxes is as follows:

Year Ended December 31,

2011 2010 2009

(in thousands)
Expected tax expense at U.S. federal statutoryof36% $125,83: $ 93,69¢ $67,26°
State income taxes, net of Federal income tax & 15,04: 15,34¢ 10,35(
R&D tax credit (8,365%) (3,207) (1,616
Other 88¢ 1,007 331
Provision for income taxe $133,39¢ $106,84: $76,33:
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The tax effects of temporary differences and taxyéarwards that give rise to significant portioofsthe deferred tax assets are prese
below:

As of December 31,
2011 2010
(in thousands)

Deferred tax assets/(liabilities

Accruals and reserve $ 9,19 $ 1,764
Depreciatior (17,38) (5,970
Stocl-based compensatic 39,331 19,08¢
R&D credits 6,33¢ 4,351
Other 844 461
Deferred tax asse $ 38,32¢ $19,69(

Deferred tax assets include $10.0 million and $2ilfon classified as “Other current assets” an&.82million and $17.5 million
classified as “Other non-current assets” in thegdtidated Balance Sheets as of December 31, 201 20, respectively. In evaluating its
ability to realize the net deferred tax assets@bmpany considered all available positive and tieg@vidence, including its past operating
results and the forecast of future market growdhedasted earnings, future taxable income, andeptuahd feasible tax planning strategies.
As of December 31, 2011 and 2010, it was considerae likely than not that substantially all deéstitax assets would be realized, and no
significant valuation allowance was recorded.

In December 2010, the Tax Relief, Unemploymentiasce Reauthorization, and Job Creation Act of 20@@ signed into law. One
the major components of this legislation is thesttement of the Federal R&D credit retroactitelyanuary 1, 2010. As a result, the
Company recorded a Federal R&D credit of approxaty$1.8 million as a discrete item in the fourthager of 2010.

The Company classifies unrecognized tax benefitsale not expected to result in payment or re@dipash within one year as “Other
non-current liabilities” in the Consolidated Balen8heets. As of December 31, 2011, the total anafugross unrecognized tax benefits was
$28.1 million, of which $22.4 million, if recognidewould favorably impact the Company’s effectia® tate. The aggregate changes in the
Company’s total gross amount of unrecognized tavefies are summarized as follows (in thousands):

Balance as of December 31, 2( $13,24-
Increases related to tax positions taken duringy périods 1,15C
Increases related to tax positions taken duringtiieent perioc 6,28

Balance as of December 31, 2( $20,67"
Decreases related to tax positions taken duriray periods (46)
Increases related to tax positions taken duringthigent perioc 10,73¢
Decreases related to expiration of statute of &trohs (3,239

Balance as of December 31, 2( $28,13:

The Company includes interest and penalties relatedrecognized tax benefits within the provisionincome taxes. As of
December 31, 2011, the total amount of gross istened penalties accrued was $2.4 million, whiatlassified as “Other non-current
liabilities” in the Consolidated Balance Sheet.

The Company files U.S. federal and state tax retufhe Company is currently under examination leylRS for the years 2008 and
2009, and the year 2010 remains subject to exainmby the IRS. The statute of limitations for y®a®97 through 2007 expired in
September 2011 which resulted in a discrete beokfipproximately $3.5 million in the three mon#rgled September 30, 2011. The
Company is currently under
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examination by the state of California for the ye2006 and 2007. The years 1997 through 2005, hesv2008 through 2010, remain sub
to examination by the state of California.

Given the potential outcome of the current exanmmatas well as the impact of the current examamation the potential expiration of
the statute of limitations, it is reasonably potsthat the balance of unrecognized tax benefitddcsignificantly change within the next
twelve months. However, at this time, an estimétih® range of reasonably possible adjustmentsedalance of unrecognized tax benefits
cannot be made.

9. Employee Benefit Plan

The Company maintains a 401(k) savings plan cogesubstantially all of its employees. Eligible emy#es may contribute up to 60%
of their annual salary through payroll deductidng, not more than the statutory limits set by thterdnal Revenue Service. The Company
matches employee contributions at the discretiah@Board of Directors. During 2011, 2010 and 2086 Company’s matching
contributions totaled $4.0 million, $2.8 million&#2.3 million, respectively.

10. Segment Information

Effective in the fourth quarter of 2011, the Compéias three operating segments: Domestic streanmitegnational streaming and
Domestic DVD. Segment information is presented @litre same lines that the Company'’s chief operate@wision maker reviews the
operating results in assessing performance andadilhg resources. The Company’s chief operatingsatecmaker reviews revenue and
contribution profit for each of the reportable segts. Contribution profit is defined as revenues leost of revenues and marketing expel
There are no internal revenue transactions bettfee@ompany’s reporting segments. In addition,Gbepany does not identify or allocate
its assets by reportable segment and all of thegaosis long-lived tangible assets are held in tinitédl States. The Domestic and
International streaming segments derive revenua frionthly subscription services consisting soldlgteeaming content. The Domestic
DVD segment derives revenue from monthly subsaipsiervices consisting solely of DVD-by-mail.

Between the fourth quarter of 2010 and the thirdrtgr of 2011, the Company had two operating seggnB&omestic and International.
During this time, the Company’s domestic streantagtent and DVD-by-mail operations were combinaths®ribers in the United States
were able to receive both streaming content and ®Wider a single hybrid plan. Accordingly, revenwese generated and marketing
expenses were incurred in connection with the sifigm offerings as a whole. Therefore, it is imgticable to allocate revenues or
marketing expenses or present discrete segmenmtriafmn for the Domestic streaming and Domestic D88gments for periods prior to the
fourth quarter of 2011.

In the third quarter of 2011, the Company madeagethanges to its domestic pricing and plan stingcivhich require subscribers who
wish to receive both DVDs-by-mail and streamingteohto have two separate subscription plans. waillg this change, beginning in the
fourth quarter of 2011, the Company was able tegse discrete financial information for its Donie®VD and Domestic streaming
operations and began reporting this informatioth&ochief operating decision maker for review.

Prior to the fourth quarter of 2010, the Compang aaingle segment as international operationsbagiet commenced.

71



Table of Contents

The following table represents segment informat@rthe fourth quarter of 2011:

As of/Three Months ended December 31, 2011
International

Domestic Domestic
Streaming Streaming DVD Consolidatec
(in thousands)
Total subscriptions at end of peri 21,67 1,85¢ 11,16¢ —
Revenue: $476,33: $ 28,98t $370,25: $ 875,57
Cost of revenues and marketing expe 424,22: 88,73: 176,48t 689,44.
Contribution profit (loss $ 52,11( $ (59,749 $193,76! 186,13:
Other operating expens 124,26(
Operating incom: 61,87:
Other income (expens (5,037%)
Provision for income taxe 21,61¢
Net income $ 35,21¢

The following tables represent the Company’s segnméormation for the years ended December 31, 201d. 2010 based on the
Company’s segment reporting prior to the fourthrtgraof 2011:

As of/Year ended December 31, 2011

Domestic International Consolidated
(in thousands)
Total unique subscribers at end of pel 24,39t 1,85¢ 26,25
Revenue! $3,121,72 $ 82,85( $3,204,57
Cost of revenues and marketing expe 2,256,541 185,99¢ 2,442,53
Contribution profit (loss $ 865,18 $(103,149 762,03
Other operating expens 385,97
Operating incom: 376,06¢
Other income (expens (16,546
Provision for income taxe 133,39¢
Net income $ 226,121
As of/Year ended December 31, 2010
Domestic International Consolidated
(in thousands)

Total unique subscribers at end of pel 19,50: 50¢ 20,01(
Revenue: $2,159,00: $ 3,617 $2,162,62!
Cost of revenues and marketing expe 1,635,45! 15,73t 1,651,19.
Contribution profit (loss $ 523,54 $ (12,11 511,43:
Other operating expens 227,79(
Operating incom: 283,64.
Other income (expens (15,945
Provision for income taxe 106,84
Net income $ 160,85:
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11. Subsequent Even

Subsequent to December 31, 2011, the Company eshdageediation of a legal claim pending in the Ner District of California
made in January 2011 related to the Company’s danmg# with the Video Privacy Protection Act. Thigdration resulted in a settlement of
the matter which includes payment of $9.0 millianjch is recognized in the Consolidated Stateméfiperations for the year ended
December 31, 2011, and is anticipated to be padir2. The Company had previously evaluated thigncand determined it to be immate
and that any potential loss was not probable. Atiogty, no amount had been accrued prior to theiatiedh and settlement.

12. Selected Quarterly Financial Data (Unaudited)

December 3. September 3| June 30 March 31
(in thousands, except for per share data)
2011
Total revenue $ 875,57 $ 821,83¢ $788,61( $718,55:
Gross profit 300,42( 285,22. 298,63 280,40:
Net income (1 35,21¢ 62,46( 68,21+ 60,23:
Net income per shar
Basic $ 0.6€ $ 1.1¢ $ 1.3 $ 1.14
Diluted 0.64 1.1€ 1.2¢€ 1.11
2010
Total revenue $ 595,92: $ 553,21 $519,81¢ $493,66!
Gross profit 205,13: 208,75( 204,88! 186,50:
Net income 47,09t 37,96 43,51¢ 32,27:
Net income per shar
Basic $ 0.9C $ 0.73 $ 0.8 $ 0.61
Diluted 0.87 0.7C 0.8C 0.5¢

(1) Netincome for the three months ended Decembe2@L1 includes $9.0 million of expense related kegal settlement and $9.5 millic
of expense related to termination benefits assediaith the Company’s retraction of plans to sefgaaad rebrand the DVD-by-mail
service. An additional $1.8 million of expense tethto these termination benefits is expected teebegnized in the first quarter of
2012. As of December 31, 2011, $4.9 million of tests were included in “Accrued expenses” on thesBlidated Balance Sheet to be
paid in the first quarter of 201

See Note 5 to the consolidated financial statemfentfsirther information regarding the legal setilent.
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SIGNATURES

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

Netflix, Inc.

Dated: February 10, 2012 By: /s/_REEDH AsTINGS
Reed Hastings
Chief Executive Officer
(principal executive officel

Dated: February 10, 2012 By: /s/_DaAviD WELLS
David Wells
Chief Financial Officer
(principal financial and accounting office

POWER OF ATTORNEY

KNOWN ALL PERSONS BY THESE PRESENTS, that each pershose signature appears below constitutes gouirap Reed
Hastings and David Wells, and each of them, agriésand lawful attorneys-in-fact and agents, iuthpower of substitution and
resubstitution, for him and in his name, place, steéd, in any and all capacities, to sign anyaihamendments to this Report, and to file the
same, with all exhibits thereto, and other docusé@ntonnection therewith, with the Securities &xdhange Commission, granting unto ¢
attorneys-in-fact and agents, and each of therhp@wer and authority to do and perform each aratyesct and thing requisite and necessary
to be done in connection therewith, as fully toirtéents and purposes as he might or could dorisope hereby ratifying and confirming that
all said attorneys-in-fact and agents, or any efrttor their or his substitute or substituted, naayfllly do or cause to be done by virtue
thereof.

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

Signature Title. Date
/'s/ REEDH ASTINGS ) ) . i . February 10, 201
Reed Hasting President, Chief Executive Officer and Director
(principal executive officer
/s/ Davip WELLS Chief Financial Officer (principal financial and February 10, 201
David Wells accounting officer
/'s/ RICHARD B ARTON Director February 10, 201
Richard Bartor
/s/ TimOTHY M. H ALEY Director February 10, 201
Timothy M. Haley
/s/ JAvy C. HoAG Director February 10, 201
Jay C. Hoa(
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Signature

/s/  ANNM ATHER

Ann Mather

/s/ CHARLESH. GIANCARLO

Charles H. Giancarl

/s/ A. GEORGEB ATTLE

A. George Battle

/s/ LEsLEJ. KILGORE

Leslie J. Kilgore

Director

Director

Director

Director
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February 10, 201
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Exhibit
Number

4.1
4.2

4.3

4.4

10.1%

10.2t
10.3t
10.4t
10.5

10.6T
10.8t
10.9f

Incorporated by Reference

File No.

Exhibit

Filing Date

Filed
Herewith

EXHIBIT INDEX
Exhibit Description Form
Amended and Restated Certificate of Incorpora 10-Q
Amended and Restated Byla 8-K

Certificate of Amendment to the Amended and Redtate 10-Q
Certificate of Incorporatio

Form of Common Stock Certifica S-1/A

Indenture, dated November 6, 2009, among Netftig,, | 8-K
the guarantors from time to time party thereto and
Wells Fargo Bank, National Association, relating to
the 8.50% Senior Notes due 20

Indenture, dated November 28, 2011, among Netflix, 8-K
Inc. and Wells Fargo Bank, National Association,
relating to the Zero Coupon Senior Convertible Note
due 2018

Registration Rights Agreement dated November 28, 8-K
2011, by and among Netflix, Inc., TCV VII, L.P.,
TCV VII(A), L.P. and TCV Member Fund, L.I

Form of Indemnification Agreement entered into by t S-1/A
registrant with each of its executive officers and
directors

2002 Employee Stock Purchase F Def 14A
Amended and Restated 1997 Stock f S-1/A
Amended and Restated 2002 Stock F Def 14A
Amended and Restated Stockhol’ Rights Agreemer S-1
2011 Stock Pla Def 14A
Description of Director Equity Compensation P 8-K
Description of Director Equity Compensation P 8-K
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00C-49802
00C-49802
000-49802

33:3-83878
000-49802

000-49802

000-49802

333-83878

00C-49802
335-83878
00C-49802
33:-83878
00C-49802
00C-49802
00C-49802

3.1
3.1
3.3

4.1
4.1

4.1

10.1

10.1

10.3

10.5

99.2
10.1

August 2, 200
March 20, 200¢
August 2, 2004

April 16, 2002
November 9, 2009

November 28, 2011

November 28, 2011

March 20, 2002

April 8, 2010
May 16, 200z
March 31, 200t
March 6, 200:
April 20, 2011
June 16, 201
December 28, 200
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Exhibit
Number

10.10t

23.1
24
31.1

31.2

32.1*

101

Incorporated by Reference

Exhibit Description Form

File No.

Exhibit

Filing Date

Filed
Herewith

Amended and Restated Executive Severance and Retent 10Q
Incentive Plar

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

Certification of Chief Executive Officer Pursuant$ection 302 c
the Sarban«Oxley Act of 200z

Certification of Chief Financial Officer Pursuant$ection 302 of
the Sarban«Oxley Act of 200z

Certifications of Chief Executive Officer and Chighancial
Officer Pursuant to Section 906 of the Sarbane®pAkt of
2002

The following financial information from Netflixnc.’s Annual
Report on Form 10-K for the year ended Decembe@11
filed with the SEC on February 10, 2012, formafteXBRL
includes: (i) Consolidated Balance Sheets as obEber 31,
2011 and 2010, (ii) Consolidated Statements of &tjmars for
the Years Ended December 31, 2011, 2010 and 29, (
Consolidated Statements of Stockholders’ Equity and
Comprehensive Income for the Years Ended December 3
2011, 2010 and 2009, (iv) Consolidated Statemein@ash
Flows for the Years Ended December 31, 2011, 20802809
and (v) the Notes to Consolidated Financial Statém

000-49802

10.10

May 7, 2009

*  These certifications are not deemed filed by $ieC and are not to be incorporated by referenaayrfiling 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 compensatom
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EXHIBIT 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors
Netflix, Inc.:

We consent to the incorporation by reference inrégéstration statements (Nos. 333-89024, 333-1042533-113198, 333-123501, 333-
136403, 333-145147, 333-160946, and 333-17756 BHoom S-8 of Netflix, Inc. of our report dated Fedory1 10, 2012, with respect to the
consolidated balance sheets of Netflix, Inc. artibgliaries as of December 31, 2011 and 2010, andethted consolidated statements of
operations, stockholders’ equity and comprehenisiseme, and cash flows for each of the years irthhee-year period ended December 31,
2011, and the effectiveness of internal controk diveancial reporting as of December 31, 2011, \Whigport appears in the December 31,
2011 annual report on Form 10-K of Netflix, Inc.

/s/ KPMG LLP
Santa Clara, California
February 10, 2012



EXHIBIT 31.1

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

I, Reed Hastings, certify that:
1. | have reviewed this Annual Report on Form 16fWetflix, Inc.;

2. Based on my knowledge, this report does notaiorminy 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 andrke responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and we have

a) designed such disclosure controls and procedoresiused such disclosure controls and procedotes 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 durithg tperiod in which this report is being prepared;

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

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

d) disclosed in this report any change in the tegig's internal control over financial reportirftat occurred during the registrat’
most recent fiscal quarter that has materiallyciéf@, or is reasonably likely to materially affettie registrant’s internal control over
financial reporting; and

5. The registrant’s other certifying officer anldve 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 weadses 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: February 10, 2012 By: /'s/ REEDH ASTINGS

Reed Hasting
Chief Executive Office




EXHIBIT 31.2

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

I, David Wells, certify that:
1. | have reviewed this Annual Report on Form 16fWetflix, Inc.;

2. Based on my knowledge, this report does notaiorminy 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 andrke responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and we have

a) designed such disclosure controls and procedoresiused such disclosure controls and procedotes 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 durithg tperiod in which this report is being prepared;

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

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

d) disclosed in this report any change in the tegig's internal control over financial reportirftat occurred during the registrat’
most recent fiscal quarter that has materiallyciéf@, or is reasonably likely to materially affettie registrant’s internal control over
financial reporting; and

5. The registrant’s other certifying officer anldve 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 weadses 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: February 10, 2012 By: /sl _DAviD WELLS
David Wells
Chief Financial Office




EXHIBIT 32.1

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

I, Reed Hastings, certify, pursuant to 18 U.S.QtiSa 1350, as adopted pursuant to Section 90BeoSarbane®xley Act of 2002, the
the Annual Report on Form 10-K of Netflix, Inc. fitre year ended December 31, 2011 fully complighk thie requirements of Section 13(a)
or 15(d) of the Securities Exchange Act of 1934 tirad information contained in such report fairhggents, in all material respects, the
financial condition and results of operations otfhile Inc.

Dated: February 10, 2012 By: /'s/ REEDH ASTINGS

Reed Hasting
Chief Executive Office

I, David Wells, certify, pursuant to 18 U.S.C. Sewetl350, as adopted pursuant to Section 906 ob#nbanes-Oxley Act of 2002, that
the Annual Report on Form 10-K of Netflix, Inc. fitre year ended December 31, 2011 fully complighk thie requirements of Section 13(a)
or 15(d) of the Securities Exchange Act of 1934 tirad information contained in such report fairhggents, in all material respects, the
financial condition and results of operations otfhlg Inc.

Dated: February 10, 2012 By: /sl _DaviD WELLS

David Wells
Chief Financial Office




