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PROSPECTUS

3,500,000 Shares

NETFLIX

Common Stock

Netflix, Inc. is offering 3,500,000 shares of commrgiock. Our common stock is traded on The NASDAgidhal Market under the symb
“NFLX.” On April 27, 2006, the last reported salege was $31.29 per share.

Investing in our common stock involves risk. S&sk Factors beginning on page 6.

Per Share Total
Public offering price $ 30.0C $ 105,000,00
Underwriting discounts and commissic $ 1.12¢ $ 3,937,501
Proceeds to Netflix, Inc. (before expens $ 28.87: $ 101,062,50

Neither the Securities and Exchange Commission n@ny state securities commission has approved or digproved of these securities
or determined if this prospectus is truthful or conplete. Any representation to the contrary is a crinmal offense.

Lehman Brothers expects to deliver the shares about May 3, 2006.

L EHMAN B ROTHERS

April 28, 2006
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You should rely only on the information containedrworporated by reference in this prospectustiéeiwe nor the underwriters have
authorized anyone to provide you with informatibattis different from that contained or incorpodaly reference in this prospectus. This
prospectus is not an offer to sell or a solicitaiid an offer to buy shares in any jurisdiction wehsuch offer or any sale of shares would be
unlawful. The information in this prospectus is qeate and accurate only as of the date on the frower regardless of the time of delivery
this prospectus or of any sale of shares.

Information contained on our website does not daristpart of this prospectus.

In this prospectus“Netflix,” “the company” “we,” “us” “our,” or similar words refer to Netflix, In
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SUMMARY

This summary highlights information contained elser in this prospectus and the documents incotedray reference. This summ
does not contain all of the information that yowsld consider before deciding to invest in our cammtock. You should read this entire
prospectus and the documents incorporated by reéerearefully including th*Risk Factors” on page 6 of this prospectus and our
consolidated financial statements and the relateté®s and other documents incorporated by reference.

Overview

We are the largest online movie rental subscripsietvice providing more than 4,866,000 subscribecgss to a comprehensive library
of more than 60,000 movie, television and othendidl entertainment titles. Our most popular subsoriglan allows subscribers to have up
to three titles out at the same time with no duesidate fees or shipping charges for $17.99 martm In addition, we offer a number of ot
subscription plans to accommodate a variety of maatching preferences. Subscribers select titlesiraWeb site aided by our proprietary
recommendation service, receive them on DVD by th&l and return them to us at their conveniendegusur prepaid mailers. After a title
has been returned, we mail the next availableititee subscriber’s queue.

Our subscription service has grown rapidly sinsddtinch in late 1999. This growth has been fubiethe rapid adoption of DVDs as a
medium for home entertainment as well as increasesteness of online DVD rentals. We also beliewegoowth has been driven by our
comprehensive selection of titles, consistenthhHeyels of customer satisfaction and our effectharketing programs. We expect that our
business will continue to grow as the market fdmenDVD rentals continues to grow, a reflectionbofth the convenience and value of the
subscription rental model.

Our proprietary recommendation service enables gsdate a customized store for each subscribetoagenerate personalized
recommendations which effectively merchandize aungrehensive library of titles. We believe that mzommendation technology, based
on proprietary algorithms and the approximately bifleon movie ratings we have collected from oubscribers, enables us to build deep
subscriber relationships and maintain a high le¥ébrary utilization.

We continually invest in improvements to our segviic an effort to deepen our subscriber relatigyshs well as to further distinguish
our service from that of our competitors. We foonamproving our website experience and functidpalind seek to create value-added
features for our subscribers, such as our soctalotking feature, called Friend¥ and our queue management feature, called Préfileln
addition, we continue to focus on the new revenitatives launched in the second quarter of 206&iil sales of previously-viewed DVDs
and our Ad Sales program. We also continue to imessurces to develop solutions for downloadingiemto consumers. Our core strategy
has been and remains to grow a large DVD subsonifitisiness; however, as technology and infrastreatevelop to allow effective and
convenient delivery of movies over the Internet aetn meaningful content becomes available, wenthte offer our subscribers the choice
of receiving their movies on DVD or by downloadinghichever they prefer.

We promote our service to consumers through vamaearketing programs, including online promotiomdetision and radio advertisir
package inserts, direct mail and other promotioitis third parties. These programs encourage consitanesubscribe to our service and may
include a free trial period of 14 days. At the @fidhe free trial period, subscribers are autonadlticenrolled as paying subscribers, unless
they cancel their subscription. All paying subsergare billed monthly in advance.

We stock more than 60,000 DVD titles. We have distadd revenue sharing relationships with sevetalies and distributors. We also
purchase titles directly from studios, distributarsl independent producers.
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We ship and receive DVDs throughout the UnitedeStaVe maintain a nationwide network of shippingtees that allow us to provide
fast delivery and return service to our subscribers

We are focused on growing our subscriber base@rehues and utilizing our proprietary technologyniaimize operating costs. Our
technology is extensively employed to manage atefjiate our business, including our Web site iatef order processing, fulfillment
operations, and customer service. We believe tinatszhnology also allows us to maximize our ligratilization and to run our fulfillment
operations in a flexible manner with minimal caprequirements.

Industry Background

Filmed entertainment is distributed broadly throagbariety of channels. Out-of-home channels inelombvie theaters, airlines and
hotels. In-home distribution channels include hanigeo rental and retail outlets, cable and sagetétevision, pay-per-view, video-on-
demand, or VOD, and broadcast television. Currestiydios distribute their filmed entertainment teot approximately three to six months
after theatrical release to the home video maseien to nine months after theatrical release yeppa-view and VOD, one year after
theatrical release to satellite and cable, andtoatbree years after theatrical release to baditeand syndicated networks. However, in what
continues to be an emerging trend, the major stuitive shortened the release window on certa@s tith particular the theatrical to home
video window. We anticipate that the studios wilhtinue to test a variety of modifications or adijpents to the traditional window, includi
releasing movies simultaneously on DVD and VOD,Wwetbelieve that DVD, and its high definition sussers HD-DVD and BluRay, will
continue to receive a preferential distribution e in light of the large profits DVDs generate fbe studios.

The proliferation of new releases available fohome filmed entertainment and the additional denfantiack catalogue titles on DVD
create two primary challenges for consumers inctelg titles.

First, despite the large number of available tjitmsisumers lack a deep selection of titles fromatieg subscription channels and
traditional video rental outlets. Subscription chels, such as HBO and Showtime, and pay-per-viewcss continue to offer a narrow
selection of titles at specified times due to pamgming schedule constraints and technological sseelating to channel capacity. Traditional
video rental outlets primarily offer new releasad devote limited space to display and stock bat&lague titles. We believe our selectiol
over 60,000 titles offers an attractive alternativéhese traditional channels.

Second, even when consumers have access to theuvalker of titles available, they generally haweitéd means to effectively sort
through the titles. We believe our recommendatemise and our website features provide our subsrsithe tools to select titles that appeal
to their individual preferences.

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

» Comprehensive Library of TitledVe have developed strategic relationships withstoplios and distributors, enabling us to
establish and maintain a broad and deep selectitites. Since our service is available nationallie believe that we can
economically acquire and provide subscribers ad@osaelection of titles than video rental outletdeo retailers, subscription
channels, pay-per-view and VOD services. To maxénoiar selection of titles, we continuously add neseleased titles to our
library. Our library contains numerous copies gbplar new releases, as well as many titles tha¢@gp more select audiences.
currently offer more than 60,000 title

* Personalized Merchandizin We utilize our proprietary recommendation sentizereate a custom interface for each subscriber to
effectively merchandize our library. Subscribeite fiitles on our We
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site, and our recommendation service compares tiagisgs to the database of ratings collected foomentire user base. For each
visitor, these comparisons are used to make piedg&about specific titles the visitor may enjoypese predictions are used to
merchandize titles to visitors throughout the Wigdh. #\s of March 31, 2006, we had approximately billgon movie ratings in our
database. We believe that our recommendation sealiows us to create demand for our entire libearg maximize utilization of
each title.

Scalable Business ModeWe believe that we have a scalable, low-cost essimodel designed to maximize our revenues and
minimize our costs. As we continue to expand otisstiber base, we are able to leverage operatabrzaiges in a cost effective
manner which further reduces our operating costs per subscriber basis. Such cost reductionsdedhcreased automation and
vendor negotiating leverage. Subscribers’ prepaidtivly payments and the recurring nature of oussription business provide
working capital benefits and significant near-teswenue visibility. Our scalable infrastructure amdine interface eliminate the
need for expensive retail outlets and allow ustwise our large and expanding subscriber base &romtwork of loweost shipping
centers. We employ temporary, hourly and-time workers to contain labor costs and provide imarn operating flexibility

Convenience, Selection and Fast DeliveBubscribers can conveniently select titles byding and modifying a personalized
gueue of titles on our Web site. We create a unayperience for subscribers because most pagesraeb site are tailored to
individual selection and ratings history. Under owst popular service, subscribers can have uprée tDVDs out at the same time
with no due dates or late fees. Based on theirgyuee send them available DVDs by U.S. mail thatthen returned to us in
prepaid mailers. After receipt of returned DVDs, mail subscribers the next available title in thigieue of selected titles. Our
nationwide network of distribution centers allowssta offer fast delivery

Growth Strategy

Our strategy to provide a premier filmed entertantrsubscription service to our large and growingssriber base includes the
following key elements:

Providing Compelling Value for Subscribe We provide subscribers access to our comprehefilsiagy of more than 60,000 titles
with no due dates, late fees or shipping chargea fixed monthly fee. We merchandize titles inyemsrecognize lists including
new releases, by genre and other targeted categQrig convenient, easy-to-use Web site allowsasiliess to quickly select
current titles, reserve upcoming releases and lamilshdividual queue for future viewing using ouoprietary personalization
technology. We provide service features to our stlbsrs that, among other things, enable socialoeting and further
individualization of the service through establighnnof sub-account queues and recommendations.e@oimmendation service
provides subscribers with recommendations of tiles our library. We quickly deliver titles to ssdribers from our shipping
centers located throughout the United States by tdef.

Utilizing Technology to Enhance Subscriber Exparéeand Operate EfficientlyWe utilize proprietary technology developed
internally to manage the processing and distrilbutibDVDs from our shipping centers. Our softwantoaates the process of
tracking and routing titles to and from each of shipping centers and allocates order responsdsildmong them. We continuou
monitor, test and seek to improve the efficiencpwf distribution, processing and inventory manageinsystems as our subscriber
base and shipping volume grows. We operate a mati@network of shipping centers. We anticipaterdpg additional shipping
centers in 200¢

Building Mutually Beneficial Relationships with fiéd Entertainment Provider We have invested substantial resources in
establishing strong ties with various filmed erdamnent providers. W
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maintain an office in Los Angeles that providesausess to the major studios. We have entered intordoer of revenue sharing
agreements with studios and we also purchase ditlestly. We work with the content providers taetenine which method of
acquiring titles is the most beneficial for eachtypaOur growing subscriber base provides studiitk ®n additional distribution
outlet for popular movies and television seriesyall as niche titles and progran

Our Web site—www.netflix.com

We have applied substantial resources to plan,lolewd maintain proprietary technology to impletrtiie features of our Web site,
such as subscription account sign up and managepemsbnalized movie merchandising, inventory ojation and customer support. We
also launched new features such as our social nietvgofeature, called Friend®'and our queue management feature, called Préflle®ur
software is written in a variety of languages amasron industry standard platforms.

Our recommendation service uses proprietary alyostto compare each subscriber’s title preferemitdspreferences of other users
contained in our database. This technology enalslés provide personalized movie recommendatioicguerto each subscriber.

We believe our dynamic store software optimizessstiber satisfaction and management of our libbgryntegrating the predictions
from our recommendation service, each subscrilmeiisent queue and viewing history, inventory leaisl other factors to determine which
movies to promote to each subscriber.

Our account sign up and management tools provaldsacriber interface familiar to online shopper® Wge a real-time postal address
validator to help our subscribers enter correctgl@dresses and to determine the additional padtiess fields required to promote speedy
and accurate delivery. Subscribers pay for ouriseqrimarily by a credit or debit card. We utilittérd party services to authorize and
process our payment methods.

Throughout our Web site, we have extensive measameand testing capabilities, allowing us to cambinsly optimize our Web site
according to our needs as well as those of ourcsiliess. We use random control testing extensivabiuding testing service levels, plans,
promotions and pricing.

Our Web site is run on hardware and software cattmtat a service provider offering reliable netamoonnections, power, air
conditioning and other essential infrastructure. M&mage our Web site 24 hours a day, seven dagek We utilize a variety of proprietary
software and freely available and commercially sufgd tools, integrated in a system designed tllyapnd precisely diagnose and recover
from failures. We conduct upgrades and installatiohsoftware in a manner designed to minimizeugiisons to our subscribers.

Corporate Information

We were incorporated in Delaware in August 1997 @dpleted our initial public offering in May 200Qur principal executive office
are located at 100 Winchester Circle, Los Gatofdaia 95032, and our telephone number is (408)-3700. We maintain a Web site at
www.netflix.com. The contents of our Web site aot incorporated in, or otherwise to be regardepaasof, this prospectus.

Our investor relations Web site is located at Hitmetflix.com. We make available, free of charge our investor relations Web site
under “SEC Filings” our Annual Reports on Form 10eiarterly reports on Form 10-Q, current repornt$-orm 8-K and amendments to
these reports as soon as reasonably practicableeddttronically filing or furnishing those repotb the Securities and Exchange
Commission, or SEC.
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The Offering
Common stock offered 3,500,000 share
Common stock to be outstanding after this offering 59,010,338 share
Use of proceeds We will receive net proceeds from this offeringapiproximately

$101 million. See “Use of Proceeds.” We intendde the net
proceeds from this offering for general corporatgppses, includin
working capital, and potentially for acquisitionscomplementary
businesses, technologies or other as

NASDAQ National Market Symbol NFLX
Risk Factors Investing in our common stock involves risk. SeéskRFactors”
beginning on page |
The number of shares of our common stock outstgnafiter this offering is based on the number ofeshautstanding as of March 31,
2006, and excludes:

» 5,584,504 shares of common stock issuable upoexteise of options outstanding at March 31, 2606, weighted average
exercise price of $11.46 per she

» 8,824,700 shares of common stock issuable upoexteise of warrants outstanding at March 31, 2806, weighted average
exercise price of $1.50 per share; i

* 6,356,102 shares of common stock available unde2@@2 Stock Plan at March 31, 2006 reserved firéuawards
5
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RISK FACTORS

Before you invest in our common stock, you shaardfally consider the following risks, in additibm the other information contained
and incorporated by reference in this prospecttiany of the following risks actually occurs, owsliness, financial condition and results of
operations could be harmed. In that case, the trggtirice of our common stock could decline, andgamud lose all or part of your
investment.

Risks Related to Our Business

If our efforts to attract subscribers are not succesful, our revenues will be affected adversely.

We must continue to attract new subscribers. Toeert, we must continue to attract a large numbsul$cribers who have
traditionally used video retailers, video rentallets, cable channels, such as HBO and Showtimeppeaview and VOD for in-home filmed
entertainment. In addition, we face direct compmtito our service, namely from services like Blogkter Online, that will likely impact our
ability to attract subscribers. Our ability to attt subscribers will depend in part on our abilitconsistently provide our subscribers with a
valuable and quality experience for selecting, ungwreceiving and returning titles, including pidimg accurate recommendations through
our recommendation service. Furthermore, if our petitors are able to offer similar service levelfoaver prices, our ability to attract
subscribers will be affected adversely. If consusyEr not perceive our service offering to be ofieabr if we introduce new services that are
not favorably received by them, we may not be &blattract subscribers. In addition, many of ouwsebscribers originate from word-of-
mouth advertising and referrals from existing suibges. If our efforts to satisfy our existing sakibers are not successful, we may not be
able to attract new subscribers, and as a resultevenues will be affected adversely.

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

We must minimize the rate of loss of existing sulbers while adding new subscribers. Subscribems@aheir subscription to our
service for many reasons, including a perceptiam ey do not use the service sufficiently, delmakes too long, the service is a poor
value, competitive services provide a better valug/or experience, and customer service issuasaatisfactorily resolved. We must
continually add new subscribers both to replacesatitbers who cancel and to grow our business begandurrent subscriber base. If too
many of our subscribers cancel our service, orifare unable to attract new subscribers in nunthdfigient to grow our business, our
operating results will be adversely affected. Fertif excessive numbers of subscribers canceservice, we may be required to incur
significantly higher marketing expenditures thanauerently anticipate to replace these subscritmis new subscribers.

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

The market for in-home filmed entertainment is imsgly competitive and subject to rapid change. Mmhinologies for delivery of in-
home filmed entertainment, such as VOD and downigadver the Internet, continue to receive consiikr media attention. Many of our
competitors have longer operating histories, langstomer bases, greater brand recognition andisautly greater financial, marketing and
other resources than we do. The rapid growth oboline entertainment subscription business sincénzeption may continue to attract
direct competition from larger companies with sfgaintly greater financial resources and natiomahld recognition. For example, we have
seen the entry of direct competition from Blockleustvhich launched its online service in August£08hd could face competition from
potential new entrants into the online DVD rentalrket. If we are unable to successfully or profigaimmpete with current and new
competitors, our business will be adversely afgicéd we may not be able to increase or maintairkeb share, revenues or profitability.

In addition, many consumers maintain simultaneelationships with multiple in-home filmed entertai@nt providers and can easily
shift spending from one provider to another. Faragle, consumers may
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subscribe to HBO, rent a DVD from Blockbuster, ulpVD from Wal-Mart and subscribe to Netflix, omse combination thereof, all in the
same month. New competitors may be able to laueehbusinesses at relatively low cost. DVDs represaly one of many existing and
potential new technologies for viewing filmed eta@rment. In addition, the growth in adoption of D¥echnology is not mutually exclusive
from the growth of other technologies. If we arabie to successfully compete with current and newpetitors and technologies, we may
not be able to achieve adequate market shareasei@ur revenues or maintain profitability. Ounpippal competitors include, or could
include:

» video rental outlets, such as Blockbuster and M@adery;

» online DVD subscription rental sites, such as Bmg¢er Online

» pay-per-view and VOD services and alternative content @gjivmethods such as Ap’s video iPod and MovieBear
* movie retail stores, such as Best Buy, -Mart and Amazon.con

» subscription entertainment services, such as HRDSowtime

» Internet movie providers, such as Movielink, Cin&ow.com and Vongc

* Internet companies such as Yahoo! and Goc

» cable providers, such as Time Warner and Comcag!

» direct broadcast satellite providers, such as DIRE@nd Echosta

Some of our competitors have adopted, and mayrasstio adopt, aggressive pricing policies and desabstantially more resources to
marketing and Web site and systems developmentwieatho. There can be no assurance that we wilbkeeta compete effectively against
current or new competitors at our existing priciengels or at even lower price points in the futlrerthermore, we may need to adjust the
level of service provided to our subscribers andiour significantly higher marketing expendituthan we currently anticipate. As a result of
increased competition, we have seen and may ce@ntinsee a reduction in operating margins and rhahage.

If VOD or other technologies are widely adopted andgupported as a method of content delivery by thdwdios and consumers, our
business could be adversely affected.

Some digital cable providers and Internet conteotviders have implemented technology referred td@P. This technology transmits
movies and other entertainment content on dematidimteractive capabilities such as start, stopremdnd. High-speed Internet access has
greatly increased the speed and quality of viewl@@P content, including feature-length movies, onspaal computers over the Internet. In
addition, other technologies have been developaidaflow alternative means for consumers to receangewatch movies or other
entertainment, such as on cell phones or otherf@ddievices such as Apple’s iPod. If VOD or otteehnologies become affordable and
viable alternative methods of content delivery wydsupported by studios and adopted by consumardyusiness could be adversely
affected.

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

Consumers have rapidly adopted the DVD format fewing in-home filmed entertainment. Over the steral years DVD sales have
grown and now surpassed the VHS format. In addifid¥D sales account for more than 42% of studienexes. We believe that the DVD
format, including any successor formats such astNMD and BluRay, will be valuable long-term consumenpositions and studio profit
centers. However, if DVD sales were to decreasethdr because of a shift away from movie watchingezause new or existing
technologies were to become more popular at theresgpof DVD enjoyment, studios and retailers mayce their support of the DVD
format. Our subscriber growth will be substantiafiffuenced by future popularity of the DVD formand if such popularity wanes, our
subscriber growth may also slow.
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We depend on studios to release titles on DVD fonaxclusive time period following theatrical releas.

Our ability to attract and retain subscribers latesl to our ability to offer new releases of filinentertainment on DVDs prior to their
release to other distribution channels. Excepttieatrical release, DVDs currently enjoy a sigrifitcompetitive advantage over other
distribution channels, such as pay-per-view and Yé¢zause of the early distribution window for DVD&e window for DVD rental and
retail sales is generally exclusive against otbemf of non-theatrical movie distribution, suctpag-per-view, premium television, basic
cable and network and syndicated television. Thgtleof the exclusive window for movie rental aethil sales varies. Our business could
suffer increased competition if:

» the window for rental were no longer the first éalling the theatrical release;
» the length of this window was shorten

The order, length and exclusivity of each windowdach distribution channel is determined solelyh®ystudio releasing the title, and
we cannot assure you that the studios will not gbaheir policies in the future in a manner thatilddoe adverse to our business and results
of operations. Currently, studios distribute tH@émed entertainment content approximately thresixomonths after theatrical release to the
home video market, seven to nine months after ticehtelease to pay-per-view and VOD, one yeasrdfieatrical release to satellite and
cable, and two to three years after theatricabsaddo basic cable and syndicated networks. Howewveshat continues to be an emerging
trend, the major studios have shortened the relgambow on certain titles, in particular the thézt to home video window. In addition,
some studios have discussed eliminating the relgamtow on certain titles, in particular releasimgvies simultaneously on DVD and VOD.

If we are unable to offset increased demand for tiés with increased subscriber retention or operatig margins, our operating results
may be affected adversely.

With our unlimited plans, there is no establishadtlto the number of movies that subscribers nemt.rHistorically, on a plan-by-plan
basis, we have seen the average number of moviesdrper subscriber increase on an annual basi®eliéye that this increase in usage is
influenced by improvements to our service as welt@nsumer usage habits. In addition, demandtfes tinay increase for a variety of
reasons beyond our control, including promotiorstudios and seasonal variations or shifts in comsumovie watching.

We are continually adjusting our service in wayet thnay impact subscriber movie usage. Such adjugsmeclude new Web site
features and merchandising practices, an expandgtbdtion network, as well as software and preagsanges.

Our subscribers may continue to increase theirausgur service, which would increase our opegatiosts. If our subscriber retention
does not increase or our operating margins domptdve to an extent necessary to offset the effeicicreased operating costs, our operating
results will be adversely affected. In additionr subscriber growth and retention may be affectheesely if we attempt to alter our service
or increase our monthly subscription fees to ofésst increased costs of acquiring or deliveringgit

If our subscribers select titles or formats that ae more expensive for us to acquire and deliver morfeequently, our expenses will
increase.

Certain titles cost us more to acquire or resufjrizater revenue sharing expenses, depending @otinee from whom they are acquil
and the terms on which they are acquired. If siilbss select these titles more often on a propuatibasis compared to all titles selected,
revenue sharing and other DVD acquisition expenea8l increase, and our gross margins could berselyeaffected. In addition, films
released on the new high definition DVD formats,-BWD and BluRay, may be more expensive to acqdihe rate of customer acceptance
and adoption of these new formats is uncertaiguliscribers select these formats on a proportimasis more often than the existing DVD
format, our DVD acquisition expenses could increasel our gross margins could be adversely affected
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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 will be affected adversely.

The Netflix brand is still developing, and we mashtinue to build strong brand identity. To succeee must continue to attract and
retain a large number of owners of DVD players whwe traditionally relied on store-based rentaletsitand persuade them to subscribe to
our service through our Web site. In addition, wi krave to compete for subscribers against otlandls which have greater recognition t!
ours, such as Blockbuster. We believe that the itapoe of brand loyalty will only increase in light competition both for online
subscription services and other means of distrilguiitles, such as VOD. From time-to-time, our suilers express dissatisfaction with our
service, including among other things, our inveptiocation and delivery processing. To the exserth dissatisfaction is widespread or not
adequately addressed, our brand may be adversphcted. If our efforts to promote and maintain loand are not successful, our operating
results and our ability to attract and retain stibses will be affected adversely.

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

We utilize a broad mix of marketing programs torpode our service to potential new subscribers. Wtaio a large portion of our new
subscribers through our online marketing efforis|uding third party banner ads, pop-under placaselirect links and permission-based e-
mails as well as our active affiliate program. tidigion, we have engaged in various offline margfprograms, including television and
radio advertising, direct mail and print campaigrensumer package and mailing insertions. We algaise a number of subscribers who
rejoin our service having previously cancelleditmeémbership. We maintain an active public relaiprogram to increase awareness of our
service and drive subscriber acquisition. We oppustically adjust our mix of marketing programsatmuire new subscribers at a reasonable
cost with the intention of achieving overall fingdgyoals. If we are unable to maintain or replage sources of subscribers with similarly
effective sources, or if the cost of our existiogrzes increases, our subscriber levels may betaffeadversely and our marketing expenses
may increase.

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

We may not be able to continue to support the niexgg@f our service by current means if such atiigiare no longer available to us,
become cost prohibitive or are adverse to our lessinlf companies that currently promote our serdiecide to enter our business or a sin
business or decide to exclusively support our cditges, we may no longer be given access to suanméls. In addition, if ad rates increase,
we may curtail marketing expenses or otherwise iéepee an increase in our cost per subscriber. laawisregulations impose restrictions on
the use of certain channels, including commercialadl and direct mail. We may limit or discontinuse or support of e-mail and other
activities if we become concerned that subscribepotential subscribers deem such activities sy which could affect our goodwill or
brand. If the available marketing channels areailed, our ability to attract new subscribers mayaffected adversely.

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

We have expanded rapidly since we launched our $itelin April 1998. We anticipate further expandimg operations to help grow
our subscriber base and to take advantage of faleonaarket opportunities. Any future expansion Villely place significant demands on our
managerial, operational, administrative and finah@sources. If we are not able to respond effelstito new or increased demands that arise
because of our growth, or, if in responding, ounagement is materially distracted from our curggdrations, our business may be affected
adversely. In addition, if we do not have suffitcibreadth and depth of the titles necessary tefgadticreased demand arising from growth in
our subscriber base, our subscriber satisfactionbmaffected adversely.
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We rely heavily on our proprietary technology to process deliveries and returns of our DVDs and to maige other aspects of our
operations, and the failure of this technology to perate effectively could adversely affect our busiss.

We use complex proprietary software to procesveiéis and returns of our DVDs and to manage ahpects of our operations. Our
proprietary technology is intended to allow ourioavide network of shipping centers to be operate@n integrated basis. We continually
enhance or modify the software used for our distiim operations. We cannot be sure that any emmaents or other modifications we make
to our distribution operations will achieve theeintled results or otherwise be of value to our silexs. Future enhancements and
modifications to our proprietary technology coutthsume considerable resources. If we are unabit@iotain and enhance our technolog
manage the processing of DVDs among our shippintecgin a timely and efficient manner, our abitiiyretain existing subscribers and to
add new subscribers may be impaired.

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 Servicedtver DVDs from our shipping centers and to retDviDs 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 actiyvisealth epidemics or bioterrorism. Our DVDs ds® a&ubject to risks of breakage during
delivery and handling by the U.S. Postal Servidee Tisk of breakage is also impacted by the masesiad methods used to replicate our
DVDs. If the entities replicating our DVDs use mi&bs and methods more likely to break during daiyvand handling or we fail to timely
deliver DVDs to our subscribers, our subscriberdatdecome dissatisfied and cancel our servicechivbould adversely affect our operating
results. In addition, increased breakage ratesdoDVDs will increase our cost of acquiring titles

Increases in the cost of delivering DVDs could adveely affect our gross profit and marketing expense

Increases in postage delivery rates will advera#flgct our gross profit if we elect not to raise subscription fees to offset the increase.
The U.S. Postal Service recently increased thefoatiirst class postage on January 8, 2006 byn2sgérom 37 cents to 39 cents. In addition,
the U.S. Congress has been considering postahndégislation which would provide the U.S. Postah&ce with more flexibility in
establishing postal rates. The U.S. Postal Sengoéinues to focus on plans to reduce its costawatk its service more efficient. If the U.S.
Postal Service were to change any policies relatitbe requirements of first-class mail, includetganges in size, weight or machinability
qualifications of our DVD envelopes, such changadd result in increased shipping costs or higlieakage for our DVDs and our gross
margin could be affected adversely. Also, if th&lPostal Service curtails its services, such addsing facilities or discontinuing or
reducing Saturday delivery service, our abilityitoely deliver DVDs could diminish, and our subberi satisfaction could be affected
adversely.

Currently, most filmed entertainment is package@aimngle lightweight DVD. Our delivery processlssigned to accommodate the
delivery of one DVD to fulfill a selection. Becausgthe lightweight nature of a DVD, we generallgilrone envelope containing a title using
standard U.S. postage. Studios occasionally praadgiditional content on a second DVD or may package on two DVDs. In addition, the
studios have recently announced plans to releatarcéiims in high definition format on HD-DVDs drBluRay DVDs. These new DVDs
have characteristics that are different than tloseently in circulation. These high-definition foat DVDs may be heavier and/or more
fragile than current DVDs. If packaging of filmedtertainment on multiple DVDs were to become maevglent, if the weight of DVDs
were to increase, or the durability of DVDs detrate, our costs of delivery and fulfillment prodegswould increase and our costs of
replacing damaged DVDs may rise materially whichuldadepress gross margins and profitability anceeskly affect free cash flow.

10



Table of Contents

If we are unable to effectively utilize our recommadation service, our business may suffer.

Based on proprietary algorithms, our recommendat@mice enables us to predict and recommend &itidseffectively merchandize ¢
library to our subscribers. We believe that in ofte our recommendation service to function mdtatively, it must access a large database
of user ratings. We cannot assure you that therjgtapy algorithms in our recommendation servick egintinue to function effectively to
predict and recommend titles that our subscribéitenjoy, or that we will continue to be succedsfuenticing subscribers to rate enough
titles for our database to effectively predict s&adommend new or existing titles.

We are continually refining our recommendation gerin an effort to improve its predictive accuraoyd usefulness to our subscribers.
We may experience difficulties in implementing suefinements. In addition, we cannot assure yotiiegawill be able to continue to make
and implement meaningful refinements to our reconulaéon service.

If our recommendation service does not enable psddict and recommend titles that our subscribdtsenjoy or if we are unable to
implement meaningful improvements, our personalimo¥commendation service will be less useful, incl event:

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

e our ability to effectively merchandise and utilizer library will be affected adversely; a

e our subscribers may default to choosing titles faomong new releases or other titles that cost ue magprovide, and our margins
may be affected adverse

If we do not correctly anticipate our short- and lang-term needs for titles, our subscriber satisfactin and results of operations may be
affected adversely.

If we do not acquire sufficient copies of titlese way not satisfy subscriber demand, and our sibles@atisfaction and results of
operations could be affected adversely. Convergfelye attempt to mitigate this risk and acquirerenoopies than needed to satisfy our
subscriber demand, our inventory utilization wolsétome less effective and our gross margins woellgftected adversely.

If we are unable to renew or renegotiate our revenel sharing agreements when they expire on terms farable to us, or if the cost of
purchasing titles on a wholesale basis increasesirgjross margins may be affected adversely.

Since 2000, we have entered into numerous revdrareng arrangements with studios and distributbhgese revenue sharing
agreements generally have terms of up to five y&@genue share agreements typically enable ugtedse our copy depth of DVDs on an
economical basis because of the low initial paym&dtlitional payments are made only if our subsamslrent the DVD. Under a purchase
arrangement, we must pay the full wholesale priegardless of whether the DVD is rented. In addjtr@venue sharing agreements generally
provide for studio promotional support of the assterl DVD and our service as well as permit uswia the DVD following expiration of the
revenue sharing period, typically no more than bthns following the date the title is publicly rated on DVD.

During the course of our revenue sharing relatigmslith studios and distributors, various contragininistration issues arise. To the
extent that we are unable to resolve any of thesees in an amicable manner, our relationship thétstudios and distributors may be
adversely impacted.

As our revenue sharing agreements expire, we magduered to negotiate new terms that could beddisatageous to us or if we
cannot renew the agreements we would be requirpdrithase titles. In such event, the cost of asggzontent could increase and our gross
margins may be affected adversely. In additiomafwere required to purchase titles the risk assediwith accurately predicting title
demand could increase.
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Titles that we do not acquire under a revenue shagreement are purchased on a wholesale basisfralios or other distributors. If
the price of purchased titles increases, our graagin will be affected adversely.

If the sales price of DVDs to retail consumers deeases, our ability to attract new subscribers mayéaffected adversely.

The cost of manufacturing DVDs is substantiallysl#san the price for which new DVDs are generadlg $n the retail market. Thus, \
believe that studios and other resellers of DVDsgelsgnificant flexibility in pricing DVDs for refasale. If the retail price of DVDs decrea
significantly, consumers may choose to purchase ®WbBtead of subscribing to our service.

We may need additional capital, and we cannot be seithat additional financing will be available.

Our need and ability to obtain financing will dedeamong other things, on our development effimisjness plans, operating
performance and condition of the capital marketh@atime we seek financing. We cannot assure lyauadditional financing will be
available to us on favorable terms when requiredtall. If we raise additional funds through teguance of equity, equity-linked or debt
securities, those securities may have rights, pgates or privileges senior to the rights of ounomn stock, and our stockholders may
experience dilution.

Any significant disruption in service on our Web sie or in our computer systems could result in a lasof subscribers.

Subscribers and potential subscribers access otics¢hrough our Web site, where the title setatirocess is integrated with our
delivery processing systems and software. Our atjout and ability to attract, retain and serve sulyscribers is dependent upon the reliable
performance of our Web site, network infrastructame fulfillment processes. Interruptions in thegstems could make our Web site
unavailable and hinder our ability to fulfill setems. Much of our software is proprietary, andnely on the expertise of our engineering and
software development teams for the continued pesdoce of our software and computer systems. Seintieguptions or the unavailability
our Web site could diminish the overall attractigss of our subscription service to existing anepiddl subscribers.

Our servers are vulnerable to computer virusessiphl/or electronic break-ins and similar disrupsipwhich could lead to interruptions
and delays in our service and operations as wéddisss misuse or theft of data. Our Web site pécailty experiences directed attacks inten
to cause a disruption in service. Any attempts dogklrs to disrupt our Web site service or our maksystems, if successful, could harm our
business, be expensive to remedy and damage auatigm. Our insurance does not cover expenseedela direct attacks on our Web site
or internal systems. Efforts to prevent hackersmfemtering our computer systems are expensive pteimment and may limit the functionality
of our services. Any significant disruption to deb site or internal computer systems could résudtloss of subscribers and adversely
affect our business and results of operations.

Our communications hardware and the computer haslused to operate our Web site are hosted aatiléiés of a third party
provider. Hardware for our delivery systems is rtaiimed in our shipping centers. Fires, floods,leprakes, power losses,
telecommunications failures, break-ins and singlants could damage these systems and hardwaae e them to fail completely. As we
do not maintain entirely redundant systems, a gifing event could result in prolonged downtime of operations and could adversely affect
our business. Problems faced by our third party Waeting provider, with the telecommunications ratwproviders with whom it contracts
or with the systems by which it allocates capaaityong its customers, including us, could impackeasily the experience of our subscribers.
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Our executive offices and our Sunnyvale-based shipy center are located in the San Francisco Bay Aee In the event of an
earthquake or other natural or man-made disaster, ar operations would be affected adversely.

Our executive offices and our Sunnyvakesed shipping center, which also houses our cesteenvice operations, are located in the
Francisco Bay Area. Our business and operationisl tuadversely affected in the event of electiidatkouts, fires, floods, earthquakes,
power losses, telecommunications failures, brealoemsimilar events. We may not be able to effetyishift our fulfilment and delivery
operations due to disruptions in service in the B@mcisco Bay Area or any other facility. BecatismeSan Francisco Bay Area is located in
an earthquake-sensitive area, we are particulaggeptible to the risk of damage to, or total desion of, our Sunnyvale-based operations
center and the surrounding transportation infrastine. We are not insured against any losses @rsqs that arise from a disruption to our
business due to earthquakes.

The loss of our Chief Executive Officer, Chief Finacial Officer or Chief Marketing Officer, or our fa ilure to attract, assimilate and
retain other highly qualified personnel in the future, could harm our business and new service develo@nts.

We depend on the continued services and performafnmer key personnel, including Reed Hastings,@hief Executive Officer,
President and Chairman of the Board, Barry McCamly Chief Financial Officer and Leslie J. Kilgomur Chief Marketing Officer. In
addition, much of our key technology and systenescaistom-made for our business by our personnelldss of key personnel could disrupt
our operations and have an adverse effect on dlitiyab grow our business.

Privacy concerns could limit our ability to leverage our subscriber data.

In the ordinary course of business, and in pauwicinl connection with providing our personal mosdeommendation service, we collect
and utilize data supplied by our subscribers. Weerly face certain legal obligations regarding thanner in which we treat such
information. Other businesses have been criticigedrivacy groups and governmental bodies for gitsrto link personal identities and otl
information to data collected on the Internet relgag users’ browsing and other habits. Increasgdlation of data utilization practices,
including self-regulation, as well as increasederdment of existing laws, could have an adverfeebn our business.

Our reputation and relationships with subscribers would be harmed if our billing data were to be accesed by unauthorized persons.

To secure transmission of confidential informatidmained by us for billing purposes, including striisers’ credit card or checking
account data, we rely on licensed encryption anlegication technology. In conjunction with theypeent processing companies, we take
measures to protect against unauthorized intrustonour subscribers’ data. If, despite these messwe experience any unauthorized
intrusion into our subscribers’ data, current anteptial subscribers may become unwilling to previde information to us necessary for
them to become subscribers, and our business beuddfected adversely. Similarly, if a well-publied breach of the consumer data security
of any other major consumer Web site were to odbere could be a general public loss of confidéndbe use of the Internet for commerce
transactions, which could adversely affect our hesss.

In addition, because we obtain subscribers’ billimgrmation on our Web site, we do not obtain sigmes from subscribers in
connection with the use of credit cards by thendésrcurrent credit card practices, to the extentwaot obtain cardholders’ signatures, we
are liable for fraudulent credit card transactiansgn when the associated financial institutionraypgs payment of the orders. From time to
time, fraudulent credit cards are used on our Wtelt@ obtain service and access our DVD invent®gpically, these credit cards have not
been registered as stolen and are therefore reuttee] by our automatic authorization safeguardsieMre do have a number of other
safeguards in place, we nonetheless experience lsgssi&om these fraudulent transactions. We
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do not currently carry insurance against the riskaudulent credit card transactions. A failureattequately control fraudulent credit card
transactions would harm our business and resutip@fations.

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 tand lesser extent, electronic
checks. Our acceptance of these payment methodsas@ur payment of certain fees. From time tcetithese fees may increase, either as a
result of rate changes by the payment processingpanies or as a result in a change in our busprassices which increase the fees on a
cost-pertransaction basis. These fees may increase in Zih increase may adversely affect our resultpefations. We are also subjec
rules, regulations and practices governing our gtecepayment methods, which could change or béerpireted to make it difficult or
impossible for us to comply. If we fail to complyitivthese rules or requirements, we may be subjefines and higher transaction fees and
lose our ability to accept these payment methautsoar business and results of operations woulaidversely 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 majge diminished, and our business may be adverselyfated.

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, &l ws trademark, copyright, patent and trade s@catection laws, to protect our
proprietary rights. We may also seek to enforceppaprietary rights through court proceedings;drample, we filed a complaint for patent
infringement against Blockbuster, Inc., on Apri906. Netflix is a registered trademark of Netflixc. in the United States and United
Kingdom. We have also filed trademark applicationthe United States for the Friends and Profilsise marks and for the Netflix design
logo, and have filed U.S. patent applications fetain aspects of our technology. We have alsd filérademark application in the European
Union for the Netflix name. From time to time wepext to file additional trademark and patent agpigns. Nevertheless, these applications
may not be approved, third parties may challengepatents issued to or held by us, third partieg kmowingly or unknowingly infringe our
patents, trademarks and other proprietary rigmd,vee may not be able to prevent infringement witrsubstantial expense to us. If the
protection of our proprietary rights is inadequat@revent use or appropriation by third partigs, alue of our brand and other intangible
assets may be diminished, competitors may be abteote effectively mimic our service and methodspérations, the perception of our
business and service to subscribers and potentiatsibers may become confused in the marketplad®ar ability to attract subscribers n
be adversely affected.

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

Trademark, copyright, patent and other intellecpraperty rights are important to us and other camngs. Our intellectual property
rights extend to our technology, business procemséshe content on our Web site. We use the @uteial property of third parties in
merchandising our products and marketing our serficough contractual and other rights. From timerhe, third parties allege that we h:
violated their intellectual property rights. If vaee unable to obtain sufficient rights or develop-nfringing intellectual property or otherwi
alter our business practices on a timely basiespanse to claims against us for infringement, ppisapriation, misuse or other violation of
third party intellectual property rights, our busiis and competitive position may be affected aelyerMany companies are devoting
significant resources to developing patents thatccpotentially affect many aspects of our busin@b&re are numerous patents that broadly
claim means and methods of conducting busineseemternet. We have not exhaustively searchedstelative to our technology.
Defending ourselves against intellectual propeldjnts, whether they are with or without merit oe aletermined in our favor, results in co
litigation and diversion of technical and

14



Table of Contents

management personnel. It also may result in ouniliato use our current Web site or our recomnagiah service or inability to market our
service or merchandise our products. As a reswdtdi§pute, we may have to develop rininging technology, enter into royalty or liceng
agreements, adjust our merchandizing or markettigitees or take other actions to resolve theroki These actions, if required, may be
costly or unavailable on terms acceptable to us.

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

We currently hold various domain names relatinguobrand, including Netflix.com. Failure to protecr domain names could affect
adversely our reputation and brand, and make ierddficult for users to find our Web site and @arvice. The acquisition and maintenance
of domain names generally are regulated by govemtethagencies and their designees. The regulafidormain names in the United States
may change in the near future. Governing bodies estgblish additional top-level domains, appoirditiohal domain name registrars or
modify the requirements for holding domain names aAesult, we may be unable to acquire or maimed@vant domain names. Furthermi
the relationship between regulations governing domames and laws protecting trademarks and siipitaprietary rights is unclear. We nr
be unable, without significant cost or at all, teyent third parties from acquiring domain namexd #re similar to, infringe upon or otherwise
decrease the value of our trademarks and otheriptary rights.

Forecasting film revenue and associated gross pregifrom our films prior to release is extremely dificult and may result in significant
write-offs.

We are required to amortize capitalized film prdihrtcosts over the expected revenue streams asoggnize revenue from the
associated films. The amount of film productiontsdbkat will be amortized each period depends am imaich future revenue we expect to
receive from each film. Unamortized film productiomsts are evaluated for impairment each repogergd on a film-by-film basis. If
estimated remaining revenue is not sufficient tmver the unamortized film production costs, tharaartized film production costs will be
written down to fair value. In any given periodwié lower our previous forecast with respect taltahticipated revenue from any individual
film, we would be required to accelerate amortmaif related film costs. Such accelerated amditimavould adversely impact our busine
operating results and financial condition. In aiddif we base our estimates of revenue on perforenahcomparable titles and our knowlec
of the industry. If the information is incorredtetamount of revenue and related expenses thataegmize from our films could be wrong,
which could result in fluctuations in our earnings.

If we become subject to liability for content thatwe publish or that we distribute on DVD through ourservice, our results of operation
would be affected adversely.

As a publisher of content, a host of third partptemt and a distributor of content on DVD, we faogential liability for negligence,
copyright, patent or trademark infringement or ottlaims based on the nature and content of métehiat we publish or distribute. We also
may face potential liability for content uploadedrfi our users in connection with our community-tedacontent or movie reviews.

If we become liable, then our business may sulféigation to defend these claims could be costg the expenses and damages ar
from any liability could harm our results of opéoats. We cannot assure you that we are adequatalydd to cover claims of these types or
to indemnify us for all liability that may be imped on us.

If government regulation of the Internet or other areas of our business changes or if consumer attited toward use of the Internet
change, we may need to change the manner in whiclewonduct our business, or incur greater operatingxpenses.

The adoption or modification of laws or regulatioefating to the Internet or other areas of oulirmss could limit or otherwise
adversely affect the manner in which we currentigduct our business. In addition, the
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growth and development of the market for online nerce may lead to more stringent consumer protetdws, which may impose
additional burdens on us. If we are required to gigravith new regulations or legislation or new ingeetations of existing regulations or
legislation, this compliance could cause us toiiratlditional expenses or alter our business model.

The manner in which Internet and other legislatitay be interpreted and enforced cannot be preaistgrmined and may subject
either us or our customers to potential liabilishich in turn could have an adverse effect on ausirtess, results of operations and financial
condition. The adoption of any laws or regulatitimst adversely affect the popularity or growth g& wf the Internet, including laws limiting
Internet neutrality, could decrease the demanddioisubscription service and increase our cosbofglbusiness. In addition, if consumer
attitudes toward use of the Internet change, comssimay become unwilling to select their entert@aintonline or otherwise provide us with
information necessary for them to become subsdailtarrther, we may not be able to effectively madkg services online to users of the
Internet. If we are unable to interact with conssriBecause of changes in their attitude towardiifee Internet, our subscriber acquisition
and retention may be affected adversely.

We may be engaged in legal proceedings that coulduse us to incur unforeseen expenses and could ogguwa significant amount of oul
management’s time and attention.

From time to time, we are subject to litigationctaims that could negatively affect our businessrapons and financial position. Such
disputes could cause us to incur unforeseen expeoseld occupy a significant amount of our managy&s time and attention, and could
negatively affect our business operations and Girdposition.

Recently enacted changes in securities laws and tdgtions have increased and may continue to increaour costs.

Changes in the laws and regulations affecting putdimpanies, including the provisions of the Saglsa@xley Act of 2002 and
recently-enacted rules promulgated by the SEC, hmreased and may continue to increase our expassee evaluate the implications of
these rules and devote resources to respond taréagiirements.

The NASDAQ National Market, on which our commoncét@s listed, has also adopted comprehensive aridsegulations relating to
corporate governance. These laws, rules and régpusatave increased and will continue to increheestope, complexity and cost of our
corporate governance, reporting and disclosuretipesc We also expect these developments to makeri difficult and more expensive for
us to obtain director and officer liability insu@nin the future, and we may be required to acehiced coverage or incur substantially
higher costs to obtain coverage. Further, our boathbers, Chief Executive Officer and Chief Finah€fficer could face an increased risk
of personal liability in connection with the penfaance of their duties. As a result, we may havicdify attracting and retaining qualified
board members and executive officers, which wodlkeesely affect our business.

We record substantial expenses related to our issnee of stock options that may have a material negae impact on our operating
results for the foreseeable future.

During the second quarter of 2003, we adoptedaimesélue recognition provisions of Statement afdficial Accounting Standards
No. 123“ Accounting for Stock-Based Compensati¢tSFAS 123") for stock- based employee compemsatin addition, during the third
quarter of 2003, we began granting stock optiormutoemployees on a monthly basis. The vestingpdsnprovide for options to vest
immediately, in comparison with the three to foeay vesting periods for stock options granted gadhe third quarter of 2003. As a result
of immediate vesting, stock-based compensationresgegedetermined under SFAS No. 123 are fully reizegrin the same periods as the
monthly stock option grants. In addition, we con#rto amortize the deferred
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compensation of stock options with three to fouaryeesting periods granted prior to the third geraof 2003 over the remaining vesting
periods. Our stock-based compensation expensdsdda0.7 million, $16.6 million and $14.3 milli@uring 2003, 2004 and 2005,
respectively. We expect our stock-based compemsatipenses will continue to be significant in fetperiods, which will have an adverse
impact on our operating results. The Black-Schofggn-pricing model, used by us, requires the irgfthighly subjective assumptions,
including the option’s expected life and the prcdatility of the underlying stock. Changes in tjective input assumptions can materially
affect the fair value estimate.

Risks Related to This Offering

We may apply the proceeds of this offering to usdbat do not improve our operating results or increae the value of your investment.

We anticipate that we will use the net proceedsftiis offering for general corporate purposeduidiog working capital and capital
expenditures. In addition, we may use proceedhisfaffering for acquisitions of businesses, tedbgies or other assets that we believe will
complement our business. Pending such uses, wéelayited in the types of investments we can maitk the proceeds pursuant to the
Investment Company Act of 1940. As a result offdregoing, these proceeds could be applied in wagtsdo not improve our operating
results or increase the value of your investment.

Our officers and directors and their affiliates will exercise significant control over Netflix.

As of March 31, 2006, our executive officers anebcliors, their immediate family members and atfighventure capital funds
beneficially owned, in the aggregate, approxima®aly65 percent of our outstanding common stockramas and stock options that are
exercisable within 60 days. In particular, Jay Haate of our directors, beneficially owned approaiely 17.47 percent and Reed Hastings,
our Chief Executive Officer, President and Chairroathe Board, beneficially owned approximately®pkrcent. These stockholders may
have individual interests that are different froougs and will be able to exercise significant cohtrver all matters requiring stockholder
approval, including the election of directors apgmval of significant corporate transactions, vahtould delay or prevent someone from
acquiring or merging with us.

Provisions in our charter documents and under Delaare law could discourage a takeover that stockholde may consider favorable.

Our charter documents may discourage, delay oreptesr merger or acquisition that a stockholder owmsider 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 directa

» prohibit our stockholders from acting by writtemsent;

» establish advance notice requirements for propasiatjers 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 antakeover provisions. Under Delaware law, a corponainay not engage in a business combination withhelder of 1¢

percent or more of its capital stock unless theléohas held the stock for three years or, amoamer ahings, the board of directors has
approved the transaction. Our board of directotdctrely on Delaware law to prevent or delay anugsition of us.
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Our stock price is volatile.

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

variations in our operating resul

variations between our actual operating 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 short interest in our stock; &

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 €fer materially from actual

results.

Given the dynamic nature of our business and therant limitations in predicting the future, forstsof our revenues, gross margin,
operating expenses, number of paying subscribarsbar of DVDs shipped per day and other finanai@ aeperating data may differ
materially from actual results. Such discrepanc@msdd cause a decline in the trading price of ammmon stock.

18



Table of Contents

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This prospectus and the documents incorporateéfieyence in this prospectus contain forward-loolstagements within the meaning
of the federal securities laws. These forward-loglstatements include all statements other thaersents of historical facts contained in this
prospectus, including statements regarding grodtiuobusiness and growth of the online DVD remtalket; additional shipping centers;
developments in content delivery, downloading drelDVD format; our strategies for maintaining ouarket position as the market for ho
entertainment develops; and our use of proceeds thhés offering. The words “believe,” “may,” “will,"estimate,” “continue,” “anticipate,”
“intend,” “expect,” “plan,” “should,” “potential,"predict” and similar expressions are intendecddtentify forward-looking statements. These
forward-looking statements are subject to risks amckrtainties that could cause actual resultseardts to differ. A detailed discussion of
these and other risks and uncertainties that amalide actual results and events to differ materiadin such forward-looking statements is
included throughout this prospectus and particyldRisk Factors” starting on page 6 and elsewheithis prospectus. We caution you not to
rely on these statements without also considefhirgisks and uncertainties associated with thedersents and our business that are
addressed in this prospectus. All forward-lookitageaments included in this document are basedfomiation available to us on the date
hereof. Although we assume no obligation to rewispublicly release the results of any revisiomny such forward-looking statement,
except as may otherwise be required by law, yowadvised to consult any additional disclosures va&erin our quarterly reports on Form
10-Q, annual report on Form 10-K and current repont Form 8-K filed with the SEC. See “Where Yown&and More Information.”

USE OF PROCEEDS

We will receive net proceeds from this offeringapiproximately $101 million, after deducting undeting discounts and commissions
and estimated offering expenses. We intend tohesadt proceeds from this offering for general oaae purposes, including working
capital. In addition, we may use proceeds from dfiering for acquisitions of complementary busies technologies or other assets. We
have no current agreements or commitments withetsp any material acquisitions. Pending such,useglan to invest the net proceeds in
highly liquid, investment grade securities.
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UNDERWRITING

Under the terms of an underwriting agreement, whiehwill file by posteffective amendment, Lehman Brothers Inc., as tuemwritel
in this offering, has agreed to purchase from (5)@®000 shares of common stock.

The underwriting agreement provides that the undtewis obligation to purchase shares of common stockrnitipon the satisfaction
the conditions contained in the underwriting agresnincluding:

» the obligation to purchase all of the shares of mom stock offered hereby, if any of the sharegparehased
» the representations and warranties made by ugtortlerwriter are trus

» there is no material change in our business drerfinancial markets; ar

» we deliver customary closing documents to the umdgar.

Commissions and Expenses

The following table summarizes the underwritingcdisnts and commissions we will pay to the undeewrithe underwriting fee is the
difference between the initial price to the pulsiid the amount the underwriter pays to us for lizees.

Per shart $ 1.12¢
Total $3,937,50I

The underwriter has advised us that it proposedféw the shares of common stock directly to thbliouat the public offering price on
the cover of this prospectus and to selected dealdiich may include the underwriter, at such affgiprice less a selling concession not in
excess of $0.05 per share. After the offering,uthd@erwriter may change the offering price and ofiediing terms.

The expenses of the offering that are payable lreigstimated to be $200,000 (excluding undemgritiscounts and commissions).

Lock-Up Agreements

We and all of our directors and executive offidease agreed that, subject to certain exceptiorthpwi the prior written consent of
Lehman Brothers Inc., we and they will not direailyjindirectly (1) offer for sale, sell, pledge,atherwise dispose of (or enter into any
transaction or device that is designed to, or cbeléxpected to, result in the disposition by aenspn at any time in the future of) any shares
of common stock (including, without limitation, ska of common stock that may be deemed to be légmgfiowned by the undersigned in
accordance with the rules and regulations of theufies and Exchange Commission and shares of @onstock that may be issued upon
exercise of any options or warrants) or securit@svertible into or exercisable or exchangeablefonmon stock, (2) enter into any swap or
other derivatives transaction that transfers tdteeroin whole or in part, any of the economic @mgences of ownership of the common
stock, (3) make any demand for or exercise anyt ogffile or cause to be filed a registration stag@t, including any amendments thereto,
with respect to the registration of any sharesoofimon stock or securities convertible, exercisablexchangeable into common stock or any
of our other securities, or (4) publicly discloke intention to do any of the foregoing for a pérad 90 days after the date of this prospectus.

Lehman Brothers Inc., in its sole discretion, malgase the common stock and other securities dubj#ite lock-up agreements
described above in whole or in part at any timéwit without notice. When determining whether ot toarelease the common stock and ¢
securities from lock-up agreements, Lehman Brothers
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will consider, among other factors, the holdeasons for requesting the release, the numtstranés of common stock or other securitie:
which the release is being requested and markelitimms at the time.

Indemnification

We have agreed to indemnify the underwriter agaiedtin liabilities, including liabilities undené Securities Act, and to contribute to
payments that the underwriter may be required thenfiar these liabilities.

Stabilization and Short Positions

The underwriter may engage in stabilizing transedj covering transactions or purchases for thepqaer of pegging, fixing or
maintaining the price of the common stock, in adeoce with Regulation M under the Exchange Act:

» Stabilizing transactions permit bids to purchageuhderlying security so long as the stabilizindstido not exceed a specified
maximum.

« Covering transactions involve purchases of the comatock in the open market after the distributias been completed in orde
cover short position:

These stabilizing transactions and covering traimac may have the effect of raising or maintairting market price of our common
stock or preventing or retarding a decline in tharket price of the common stock. As a result, theepof the common stock may be higher
than the price that might otherwise exist in theromarket. These transactions may be effectedeoNéilsdaq National Market or otherwise
and, if commenced, may be discontinued at any time.

Neither we nor the underwriter make any represimtatr prediction as to the direction or magnited@ny effect that the transactions
described above may have on the price of the constamk. In addition, neither we nor the underwriteake representation that the
underwriter will engage in these stabilizing trast&ms or that any transaction, once commencedinailbe discontinued without notice.

Passive Market Making

In connection with the offering, underwriters ardling group members may engage in passive mark&ing transactions in the
common stock on the NASDAQ National Market in adeorce with Rule 103 of Regulation M under the SidesrExchange Act of 1934
during the period before the commencement of offersales of common stock and extending througtcdmepletion of distribution. A
passive market maker must display its bids at@prot in excess of the highest independent bitlesecurity. However, if all independent
bids are lowered below the passive market makéd'shiat bid must be lowered when specified purchiasiés are exceeded.

Electronic Distribution

A prospectus in electronic format may be made abégl on the Internet sites or through other ondiewices maintained by the
underwriter or by its affiliates. In those casasspective investors may view offering terms onkimel, depending upon the particular
underwriter, prospective investors may be allowedlace orders online. The underwriter may agreb us to allocate a specific number of
shares for sale to online brokerage account haldeng such allocation for online distributions wile made by the underwriter on the same
basis as other allocations.

Other than the prospectus in electronic formatjrif@mation on the underwriter’'s website and amfpimation contained in any other
website maintained by the underwriter is not p&the prospectus or the registration statementto€iwthe prospectus forms a part, has not
been approved and/or endorsed by us or the underwriits capacity as underwriter and should retddied upon by investors.
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Stamp Taxes

If you purchase shares of common stock offeretiénprospectus, you may be required to pay stangs tamxd other charges under the
laws and practices of the country of purchasedifitaon to the offering price listed on the covage of the prospectus.

Relationships

From time to time, Lehman Brothers Inc. and itdiafes have, directly or indirectly, provided irstenent and commercial banking or
financial advisory services to Netflix, its affites, for which they have received customary feelscammissions, and expect to provide these
services to us and others in the future, for wiiely expect to receive customary fees and comnmissio
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LEGAL MATTERS

The validity of the common stock offered herebyl wé passed upon for us by Wilson Sonsini GoodgidRosati, Professional
Corporation, Palo Alto, California. Lehman Brothéns. was represented by Weil, Gotshal & Manges ,LN&w York, New York.

EXPERTS

Our financial statements as of December 31, 20052804, and for each of the years in the three-pedod ended December 31, 2005,
and managemerst'assessment of the effectiveness of internal aloower financial reporting as of December 31, 20@#/e been incorporat
by reference herein in reliance upon the reportsR¥IG LLP, independent registered public accounfing, incorporated by reference
herein, and upon the authority of said firm as etgi@ accounting and auditing.

The audit report on management’s assessment effinsetiveness of internal control over financighoeting and the effectiveness of
internal control over financial reporting as of Bater 31, 2005, expresses the opinion that the @oyngid not maintain effective internal
control over financial reporting as of DecemberZ105 because of the effect of a material weakaegke achievement of the objectives of
the control criteria and contains an explanatomageaph that states the following material weaknesdating to accounting for income taxes,
had been identified and included in managemengsesssnent: The Company’s policies and proceduremtinclude adequate management
review of the calculations and related supportioguinentation to ensure that its accounting forrimedaxes was in accordance with
generally accepted accounting principles.

INFORMATION INCORPORATED BY REFERENCE

The SEC allows us to “incorporate by reference”ittiermation contained in documents that we filéhathem, which means that we
can disclose important information to you by refegryou to those documents. The information incoaped by reference is considered to be
part of this prospectus and any prospectus supplerméormation in this prospectus supersedes méiion incorporated by reference that
filed with the SEC prior to the date of this prosjus, while information that we file later with ti&C will automatically update and
supersede this information. The following documéatge been filed by the Company with the SEC ardrarorporated herein by reference:

*  Our Annual Report on Form -K for the fiscal year ended December 31, 2(
»  Our Definitive Proxy Statement on Schedule 14Adfiten March 31, 200¢
e Our Current Report on Forn-K filed on January 6, 2006; ai

» The description of the Registrant’s common stoakt@imed in the registration statement on Form 8i¢dfon May 6, 2002 and any
amendment or report filed for the purpose of upgpsuch descriptior

All documents subsequently filed by the Registramsuant to Sections 13(a), 13(c), 14 and 15(dheSecurities Exchange Act of
1934, as amended (the “Exchange Act”), prior totémmination of the offering shall be deemed tartmerporated by reference in this
registration statement and to be a part hereof tff@date of filing of such documents; except aantyp portion of any future annual or
quarterly report to stockholders or document thatdt deemed filed under such provisions. For thregses of this prospectus, any statement
contained in a document incorporated or deemee fodorporated by reference herein shall be deembd modified or superseded to the
extent that a statement contained herein or inodimgr subsequently filed document which also is @eemed to be incorporated by reference
herein modifies or supersedes such statement. dety statement so modified or superseded shallexdebmed, except as so modified or
superseded, to constitute a part of this prospectus
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You can request a copy of these filings at no dmstyriting or calling us at the following address:

Netflix, Inc.

100 Winchester Circle

Los Gatos, CA 95032
Attention: Corporate Secretary
(408) 540-3700

WHERE YOU CAN FIND MORE INFORMATION

We file annual, quarterly and special reports ath@ioinformation with the Commission. You may readl copy and documents we file
at the Commission’s Public Reference Room at 13@r€&et, N.E., Room 1580, Washington, D.C. 20548a$¥ call the SEC at 1-800-SEC-
0330 for further information about the public reflece room. The SEC also maintains an Internet welbhgt contains reports, proxy and
information statements and other information remeydegistrants that file electronically with th&S. The address of the site is
WWW.SEC.gOoV.

Our Internet address is www.netflix.com and theestar relations section of our website is locateuttp://ir.netflix.com. We make
available free of charge, on or through the invetations section of our website, annual repont$-orm 10-K, quarterly reports on Form
10-Q, current reports on Form 8-K and amendmentisase reports filed or furnished pursuant to ®$ecti3(a) or 15(d) of the Exchange Act
as soon as reasonably practicable after we eléctibnfile such material with, or furnish it tdh¢ Commission.

You should rely only on the information containedrorporated by reference in this Prospectusiamahy accompanying prospectus
supplement. We have not authorized anyone to peoyad with information different from that contaghm this Prospectus. The shares of
common stock offered under this Prospectus areeuffenly in jurisdictions where offers and sales ermitted. The information containet
this Prospectus is accurate only as of the datiei®Prospectus, regardless of the time of deliedithis Prospectus or any sale of the com
stock.

This Prospectus constitutes a part of a Registr&iatement we filed with the Commission underSkeurities Act. This Prospectus
does not contain all of the information set foritthe Registration Statement, certain parts of whai@ omitted in accordance with the rules
and regulations of the Commission. For furtheriinfation with respect to Netflix and the sharesarhmon stock, reference is hereby made
to the Registration Statement. The RegistratioteStant may be inspected at the public referendhtiiee maintained by the Commission at
the addresses set forth in the preceding parag&ptements contained herein concerning any dodufifezhas an exhibit are not necessarily
complete, and, in each instance, reference is nuathe copy of such document filed as an exhibthioRegistration Statement. Each such
statement is qualified in its entirety by such refee.

24



Table of Contents



?,’.. / g ;_k. x..__
1i| _:m.::_ ]




3,500,000 Shares

NETFLIX

Common Stock

P ROSPECTUS
April 28, 2006

L EHMAN B ROTHERS



