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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
market opportunity for streaming content; our adteaye of focus within the subscription segment efdhtertainment video market; gross
margin; liquidity; revenue per average paying sufiser; impacts relating to our pricing strategy; naontent library investments;
significance of future contractual obligations;énhational expansion; and, our stock-based comp@nsaxpense for 2011. These forward-
looking statements are subject to risks and unagiess that could cause actual results and evemtdiffer. A detailed discussion of these and
other risks and uncertainties that could cause aktasults and events to differ materially from lsdierward-looking statements is included
throughout this filing and particularly in Iltem 1ARisk Factors” section set forth in this Annual @t on Form 10-K. All forward-looking
statements included in this document are baseafonnation available to us on the date hereof, aedassume no obligation to revise or
publicly release any revision to any such forwlooking statement, except as may otherwise beinextjby law.

Item 1. Business
About us

With 20 million subscribers as of December 31, 20&tflix Inc. (“Netflix”, “the Company”, “we”, or‘us”) is the world’s leading
Internet subscription service for enjoying TV shaws&l movies. Our subscribers can instantly watdimibed TV shows and movies strean
over the Internet to their TVs, computers and nebévices and, in the United States, subscriberalsa receive standard definition DVDs,
and their high definition successor, Blu-ray digmdlectively referred to as “DVD”), delivered qlig to their homes.

Our core strategy is to grow our streaming subsonbusiness within the United States and globalfg are continuously improving
the customer experience, with a focus on expandlimgtreaming content, enhancing our user intesfacel extending our streaming service
to even more Internet-connected devices, whileisgiayyithin the parameters of our operating margigeéts.

By continuously improving the customer experienee believe we drive additional subscriber growtlthie following ways:

« Additional subscriber growth enables us to obtagrercontent, which in turn drives more subscrilbvemgh.

« Additional subscriber growth leads to greater wofanouth promotion of our service, which in turn leaolsnore subscriber grow
at an increasingly cc-effective marketing spen

» Additional subscriber growth enables us to inveduirther improvements to our service offering, ebhin turn leads to more
subscriber growtt

Our business has and continues to evolve rapidI20L0, we passed a significant milestone withntlagority of our subscribers viewir
more of their TV shows and movies via streamingntby DVD. Going forward, we expect we will be prinfya global streaming business,
with the added feature of DVDs-by-mail in the W%e believe delivery of entertainment video overlifternet will be a very large global
market opportunity, and that our focus on one segmk&that market—consumer-paid, commercial-freeashing subscription of TV shows
and movies—uwill enable us to continue to grow ripahd profitably.

Competition

The market for entertainment video is intensely petitive and subject to rapid change. New compmtitaay be able to launch new
businesses at relatively low cost. Many consumexisitain simultaneous
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relationships with multiple entertainment videoyiders and can easily shift spending from one mhewto another. Our principal competit
include:

e Multichannel video programming distributors (MVPDgith free TV Everywhere and VOD (video-on-demandtent including
cable providers, such as Time Warner and Comcaettdroadcast satellite providers, such as DIRZ@md Echostar; and
telecommunication providers such as AT&T and Vaeri:

* Internet movie and TV content providers, such aplé€’s iTunes, Amazon.com, Hulu.com and Go's YouTube!
» DVD rental outlets and kiosk services, such as Biloster and Redbo:
» Entertainment video retailers, such as Best Buyl-Mart and Amazon.con

Operations

We obtain content from various studios and othetexat providers through fixed-fee licenses, revesharing agreements and direct
purchases. We market our service through varioaardls, including online advertising, broad-basedlia such as television and radio, as
well as various strategic partnerships. In conoectiith marketing the service, we offer free-triémberships to new and certain rejoining
members. Rejoining members are an important safrsebscriber additions. We utilize the servicethad-party cloud computing provide!
more specifically, Amazon Web Services, as well@stent delivery networks such as Level 3 Commuiuna, to help us efficiently stream
TV shows and movies. We also ship and receive DviDBe United States from a nationwide networktipping centers.

Segments

We derive revenues from monthly subscription feesur two segments, United States and Internatidbm&eptember 2010, we began
international operations by offering an unlimitéceaming plan without DVDs in Canada. We anticidat¢her international expansion to
additional markets in the second half of 2011. Weently generate substantially all our revenuethinUnited States and hold all our long
lived assets in the United States.

Seasonality

Our subscriber growth exhibits a seasonal pattetnreflects variations in when consumers buy i@econnected devices and when
they tend to increase video watching. As a conserpjesubscriber 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 ghiipments of DVDs are impacted by the seasonateaif the DVD release of movies.

Intellectual Property

We regard our trademarks, service marks, copyriglaents, domain names, trade dress, trade squmsietary technologies and
similar intellectual property as important to oucsess. We use a combination of patent, tradernagyright and trade secret laws and
confidential agreements to protect our proprietatgllectual property. Our ability to protect anaf@rce our intellectual property rights is
subject to certain risks and from time to time weanter disputes over rights and obligations coring intellectual property. We cannot
provide assurance that we will prevail in any ileetiual property disputes.

Employees

As of December 31, 2010, we had 2,180 full-time ryges. We also utilize part-time and temporary legges, primarily in our DVD
fulfillment operations, to respond to the fluctugtidemand for DVD shipments. As of December 31020% had 2,149 part-time and
temporary employees. Our employees are not cou®redcollective bargaining agreement, and we censidr relations with our employees
to be good.
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Other information

We were incorporated in Delaware in August 1997 @mdpleted our initial public offering in May 200Qur principal executive office
are located at 100 Winchester Circle, Los Gato§ifdZaia 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 Repn 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 intend to use our investor relations Web sita ageans of disclosil
material non-public information and for complyingtlvour disclosure obligations under Regulation PBcordingly, investors should
monitor this portion of the Netflix Web site, inditlon to following press releases, SEC filings guuiblic conference calls and webcasts. We
also make available, free of charge, on our invastations Web site under “SEC Filings,” our AnhR&ports on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form & amendments to these reports as soon as reagpnadticable after electronically
filing or furnishing those reports to the Secustad Exchange 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, entertainment video re
stores and DVD rental outlets and kiosk servidesomsumers do not perceive our service offeringaf value, or if we introduce new or
adjust existing services that are not favorablgiesd by them, we may not be able to attract silis. 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 dlep at a fast pace. The growth of Internet-coretedevices, including television sets, Blu-
ray players and mobile devices has increased thguooer acceptance of Internet delivery of entemaimt video. Through these new and
existing distribution channels, consumers are dfdrvarious means for consuming entertainment viflee various economic models
underlying these differing means of entertainmédé® delivery include subscription, pay-per-view;supported and piracy-based models.
All of these have the potential to capture meanihgégments of the entertainment video market. i&&eempetitors have longer operating
histories, larger customer bases, greater brarmdynéion and significantly greater financial, matikg and other resources than we do. They
may secure better terms from suppliers, adopt mggeessive pricing and devote more resources kmtdagy, fulfillment, and marketing.
New entrants may enter the market with unique serafferings or approaches to providing entertaimrv@leo and other companies also 1
enter into business combinations or alliancesgtrahgthen their competitive positions. If we anakle to successfully or profitably compete
with current and new competitors, programs andreldgies, our business will be adversely affecét, we may not be able to increase or
maintain market share, revenues or profitability.
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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 entertainmedeosis 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 includitgrs stop and rewind. The devices through whidle@inment video can be consumed are
also changing rapidly. Today, content from cableise providers may be viewed on laptops and cdritem Internet content providers may
be viewed on televisions. Although we provide owndnternetbased delivery of content allowing our subscrilierstream certain TV sho
and movies to their Internet-connected televismms other devices, if other providers of entertaintrvideo address the changes in consume
viewing habits in a manner that is better able &mhcontent distributor and consumer needs andceagens, our business could be adversely
affected.

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

We have expanded rapidly since we launched our $itelin April 1998. We are currently engaged ireéfort to expand our operations
internationally, grow our streaming service wittwneontent and across more devices, as well asreantd operate our DVD service within
the United States. Many of our systems and operaltioractices were implemented when we were atalsnscale of operations and solely
focused on domestic DVD operations. As we undertdkinese changes, if we are not able to managgribwing complexity of our busine
including improving, refining or revising our legasystems and operational practices, our businegsbm 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 hawgrsignificantly. 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 segmentaihtinue to grow for the foreseeable futurehiftmarket 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 frbimhwo obtain entertainment video. If our effddgpromote and maintain our brand are
not successful, our operating results and ourtghdi attract subscribers may be adversely affedtenin time to time, our subscribers express
dissatisfaction with our service, including amortlges things, our title availability, inventory aflation, delivery processing and service
interruptions. Furthermore, third-party deviced #m@able instant streaming of TV shows and movies fNetflix may not meet consumer
expectations. To the extent dissatisfaction withsmivice is widespread or not adequately addressedrand may be adversely impacted
and our ability to attract and retain subscribeay lbe adversely affected. With respect to our pdrinternational expansion, we will also
need to establish our brand and to the extent e@atrsuccessful, our business in new markets wmeiladversely impacted.

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

We utilize a broad mix of marketing programs torpode our service to potential new subscribers. Waio new subscribers through
our online marketing efforts, including paid sealistings, banner ads, text links
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and permission-based e-mails, as well as our aaffil@te program. We also engage our consumetgrics partners to generate new
subscribers for our service. In addition, we havgagied in various offline marketing programs, idahg TV and radio advertising, direct
mail and print campaigns, consumer package andngailsertions. We also acquire a number of subecsiwho rejoin our service having
previously cancelled their membership. We maingairactive public relations program to increase amess of our service and drive
subscriber acquisition. We opportunistically adjmst mix of marketing programs to acquire new stibscs at a reasonable cost with the
intention of achieving overall financial goalswé are unable to maintain or replace our sourcssilpdcribers with similarly effective
sources, or if the cost of our existing sourcesdases, our subscriber levels and marketing expenag be adversely affected.

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 nieagg@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 morectyravith our business or enter a similar busin@sdecide 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 cossyescriber. Laws and regulations impose restristian the use of certain channels,
including commercial e-mail and direct mail. We ntiayit or discontinue use or support ofreil and other activities if we become concer
that subscribers or potential subscribers deem aativities intrusive, which could affect our godthwr brand. If the available marketing
channels are curtailed, our ability to attract reelvscribers may be adversely affected.

The increasingly long-term and fixed-cost nature obur content acquisition licenses may adversely &t 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. As of December 31, 2010hae over $1.2 billion in such contractual commitiisecovering payments due over the
next several years. Furthermore, we plan on ingrgdke level of committed content licensing inieip&tion of our service and subscriber
base continuing to grow. To the extent subscribef@ revenue growth do not meet our expectatious|iquidity and results of operations
could be adversely affected as a result of theatenblicensing commitments and our flexibilityptanning for, or reacting to changes in our
business and the market segments in which we @peoatd be limited.

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 i@y for negligence, copyright, patent or tradetarfringement or other claims basec
the nature and content of materials that we disteibWe also may face potential liability for camteploaded from our users in connection
with our community-related content or movie revieWsve become liable, then our business may sulféigation 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 providar subscribers with content they can watch instaherefore depends on studios and
other content distributors licensing us contentdjpally
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for Internet delivery. The license periods andtdrens and conditions of such licenses vary. Ifsfuglios and other content distributors che
their terms and conditions or are no longer willargable to license us content, our ability toatnecontent to our subscribers will be
adversely affected. Unlike DVD, streaming contesmaét subject to the First Sale Doctrine. As suahare completely dependent on the
studio or other content distributor to license astent in order to access and stream content. Mathe licenses provide for the studios or
other content distributor to withdraw content fronr service relatively quickly. Because of thesavigions as well as other actions we may
take, content available through our service cawitledrawn on short notice. In addition, the studiosl other content distributors have great
flexibility in licensing content. They may electlioense content exclusively to a particular previdr otherwise limit the types of services
that can deliver streaming content. For exampleQHiBenses content from studios like Warner Brosl the license provides HBO with the
exclusive right to such content against other stjatsen services, including Netflix. As such, Nétfcannot license certain Warner Bros.
content for delivery to its subscribers while WarBeos. may nonetheless license the same contérarteactional VOD providers. If we are
unable to secure and maintain rights to streamamgent or if we cannot otherwise obtain such cantgon terms that are acceptable to us,
our ability to stream TV shows and movies to olrssuibers will be adversely impacted, and our stibscacquisition and retention could
also be adversely impacted. As streaming conteahdie agreements expire, we must renegotiate mes tehich may not be favorable to us.
If this happens, the cost of obtaining content déntrease and our margins may be adversely affedtewe grow, we are able to spend an
increasingly larger amount for the licensing oéatning content. We believe that the streaming comnte make available to our subscribe:
sufficiently diversified, such that we will not ferced to pay licensing fees for content in exadfssur desired operational margins. We
believe that any failure to secure content will ifest in lower subscriber acquisition and retentionl not in materially reduced margins.
Nonetheless, given the multi-year duration and largely fixed nature of conter@nses, if we do not experience subscriber adoqnsand
retention as forecasted, our margins may be imgdmntaehese fixed content licensing costs. Durirgdburse of our license relationship,
various contract administration issues can ariegh€ extent that we are unable to resolve ankiedd issues in an amicable manner, our
relationship with the studios and other contentrithistors or our access to content may be adveisgacted.

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 anhérdhternet-connected devices,
including Bluray players and TVs, digital video players, gamesotes and mobile devices. We intend to contindzaaden our capability
instantly stream TV shows and movies to other ptats and partners over time. If we are not sucaéssfmaintaining 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 tylgit@tween one and three years in
duration and our business could be adversely &ffiei€t upon expiration, a number our partners diocoatinue to provide access to our
service or are unwilling to do so on terms accdptabus. Furthermore, devices are manufacturedsalidby entities other than Netflix and
while these entities should be responsible fordindces’ performance, the connection between tegiees and Netflix may nonetheless
result in consumer dissatisfaction toward Netfidauch dissatisfaction could result in claims agfails or otherwise adversely impact our
business. In addition, technology changes to aaasting functionality may require that partnersatpdheir devices. If partners do not
update or otherwise modify their devices, our senand our subscribers use and enjoyment coulédatinely impacted.

If the popularity of the DVD format continues to sbw or if the retail sales prices of DVDs decline,us business could be adversely
affected.

Although the growth of DVD sales continues to sleve, believe that the DVD will continue to be a \aiile consumer proposition and
studio profit center for the next several yearsDAAD sales begin to decline, studios and otherllesemay significantly lower prices to
encourage consumers to continue to utilize the &ridnless we are successful at retaining our sildess with our streaming offerings, a
decline in the
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popularity of the DVD as indicated by decliningesabr a reduction in price leading to consumershmasing instead of using our service,
could result in our business could be adverselycaéd.

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

Under U.S. Copyright Law, once a copyright owneisse copy of his work, the copyright owner relimghes 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 etvise dispose of it. If Congress or the courtsenerchange or substantially limit this First
Sale Doctrine, our ability to obtain content andrtlent it could be adversely affected. By way>afreple, the Court of Appeals for then9
Circuit recently ruled that the First Sale Doctritid not apply to sales of software that contaioedtractual limitations on resales. To the
extent such a ruling were extended to DVD salesability to obtain content for subsequent rentalld be adversely impacted. Likewise, if
content providers agree to limit the sale or disttion of their content in ways that try to limiitet affects of the First Sale Doctrine, our
business could be adversely affected. For exam@dyave entered into agreements with several studidelay the availability of new
release DVDs for rental for a brief period of tifelowing the DVDs release to the retail market gindconnection therewith, these studios
have prohibited certain of their wholesalers fragtlisg DVDs to us prior to such availability. Fuettmore, certain content owners, from time
to time, have established exclusive rental windeatk particular outlets. This happened in late 2606 again in late 2007 when Blockbuster
announced arrangements with certain content ownasiant to which Blockbuster would receive contanDVDs for rental exclusively by
Blockbuster. To the extent content is to be digteld exclusively and not to retail vendors or distiors, we could be prevented from
obtaining such content, and those or our compstitdro access such content could enjoy a correspgrdimpetitive advantage. To the
extent the content is also sold to retail vendomistributors, under current law, we would notdsehibited from obtaining and renting such
content pursuant to the First Sale Doctrine. Noglels, to the extent content owners do not digeibuus directly or through their
wholesalers or otherwise establish exclusive remitatiows, it will impact our ability to obtain sudwontent in the most efficient manner and,
in some cases, in sufficient quantity to satisfyndad. If such arrangements were to become more oopiace or if additional impediments
to obtaining content were created, our ability idain content could be impacted and our businegklid®e adversely affected.

Increased availability of new releases of entertaiment video to other distribution channels prior to,or on parity with, the release on
DVD, coupled with delayed availability of such DVDghrough our service, could adversely affect our bsiness.

Except for theatrical release, DVDs currently ergogompetitive advantage over other distributioarctels, such as pay-per-view and
VOD, because of the early distribution window oa B\VD format. The window for new releases on DVyénerally exclusive against other
forms of non-theatrical movie distribution, suchpay-per-view, Internet delivery, premium TV, basable and network and syndicated TV.
The length of the exclusive window for movie rergad retail sales varies and the order, lengthexatlisivity of each window for each
distribution channel are determined solely by tiugli® releasing the title. Over the past severalyethe major studios have shortened the
release windows and have increasingly made newwgelmovies available simultaneously on DVD and V®DbBther distribution channels
were to receive priority over, or parity with, DVBoupled with delayed availability of such DVD thgh our service, our subscribers might
find these other distribution channels of more gahan our service and our business could be aslyaffected.

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

Our licensing agreements with several studios reghat we do not rent new release DVDs until speréod of time, typically twenty-
eight days- after such DVDs are first made availdor retail sale. These

8



Table of Contents

agreements provide us with less expensive congewedl as deeper copy depth than we might otherhvase absent the delay, thus impron
both our business and consumer experience. Whikralecompetitors have used the delayed availglmfiDVD content through our service
to differentiate their own services, we do not et that this delayed availability has materiaifypacted our subscriber growth or satisfac
Nonetheless, it is possible that the delay in olihgi new release content could impact consumeiepéon of our service or otherwi
negatively impact subscriber satisfaction. Furth@eamif the studios were to increase the periodetdly, which some studios have suggested,
we may yet experience these impacts, in which oas&usiness could 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 financiaberformance

We obtain DVDs through a mix of revenue sharingeagrents and direct purchases. The type of agreemeeuntilize 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 operating margins may be adverselycadfd. Furthermore, during the course of our agee¢snvarious contract administration
issues can arise. To the extent that we are utalésolve any of these issues in an amicable nmaanerelationship with the studios and
distributors or our access to content may be adieiipacted. Direct purchase of DVDs requiresauise able to accurately forecast demand
in order to ensure that we have enough copieditiédo satisfy but not exceed demand so thatsoibiscriber satisfaction is not negatively
impacted. However, if we purchase excess copi@ii®br experience an increase in usage of auiitbout a corresponding increase in
subscriber retention and growth, our content alffdlifaent costs will increase disproportionatelyr@venues thus adversely affecting our
operating results. Our content costs as a percemtaggvenues can also increase if our subscrimest titles that were acquired under more
expensive revenue share arrangements more ofterthiga select other titles acquired through dipeothase or lower cost revenue share
arrangements.

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 impactun business.

Subscribers and potential subscribers access otics¢hrough our Web site or their TVs, computarsnobile devices. Our reputation
and ability to attract, retain and serve our subscs is dependent upon the reliable performanaptomputer systems and those of third-
parties that we utilize in our operations. Intetromps in these systems, or with the Internet inegah including discriminatory network
management practices, could make our service uableaior degraded or otherwise hinder our abititgéliver streaming content or fulfill
DVD selections. From time to time, we experienawise interruptions and have voluntarily providdteated subscribers with a credit duri
periods of extended outage. Much of our softwapgaprietary, and we rely on the expertise of mgireeering and software development
teams for the continued performance of our softvaaict computer systems. Service interruptions, giroour software or the unavailability
computer systems used in our operations could dimithe overall attractiveness of our subscripsiervice to existing and potential
subscribers.

Our servers and those of third-parties we use iroparations are vulnerable to computer virusegsiphl or electronic break-ins and
similar disruptions, which could lead to interrgpis 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 ouirass, be expensive to remedy and damage our tEgut@ur insurance does not cover
expenses related to attacks on our Web site aniaiteystems. 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 hag systems located either in our facilities othiat of a thirdparty Web hostin
provider. In addition, we utilize third-party Inteat-based or “cloud” computing
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services in connection with our business operatidfs also utilize third-party content delivery netks to help us stream TV shows and
movies in high volume to Netflix subscribers ovee internet. Problems faced by our third-party Westing, cloud computing, or content
delivery network providers, including technologicalbusiness-related disruptions, could adversepaict the experience of our subscribers.
In addition, fires, floods, earthquakes, power éass¢elecommunications failures, break-ins andlamaivents could damage these systems anc
hardware or cause them to fail completely. As wadibmaintain entirely redundant systems, a disnggvent could result in prolonged
downtime of our operations and could adverselycafber 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 majority of our computing at AAMGiven this, along with the fact that
we cannot easily switch our AWS operations to aeiotihoud provider, any disruption of or interfereneith our use of AWS would impact
our operations and our business would be advenmsggcted. While the retail side of Amazon may cotapeith us, we do not believe that
Amazon will use the AWS operation in such a maraseto gain competitive advantage against our servic

If we are unable to effectively utilize our recommadation and merchandising technology, our businesmay suffer.

Our proprietary recommendation and merchandisiognelogy enables us to predict and recommend titheiseffectively merchandise
our library to our subscribers. We believe thatiider for our recommendation and merchandisingneldyy to function most effectively, it
must access a large database of user ratings. Wvietcassure that our recommendation and merchagdischnology will continue to
function effectively to predict and recommend stthat our subscribers will enjoy, or that we wdhtinue to be successful in enticing
subscribers to rate enough titles for our databmeéfectively predict and recommend new or existities.

We are continually refining our recommendation aretchandising technology in an effort to improweptedictive accuracy and
usefulness to our subscribers. We may experierifieuties in implementing refinements. In additiome cannot assure that we will be able
to continue to make and implement meaningful refiaats to our recommendation technology.

If our recommendation and merchandising technobt@gs not enable us to predict and recommend titetsour subscribers will enjoy
or if we are unable to implement meaningful imprmeats, our personal movie recommendation servittdwiess useful, in which event:

» 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 utilizer 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 DVDs 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¢lre intended results or otherwise be
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of value to our subscribers. Future enhancememtsrartifications to our technology could consumesiderable resources. If we are unable
to maintain and enhance our technology to managsettkaming of TV shows and movies to our subsigilvea timely and efficient manner
and/or the processing of DVDs among our shippingars, our ability to retain existing subscribemsl 0 add new subscribers may be
impaired. In addition, if our technology or thattbird-parties we utilize in our operations failsatherwise operates improperly, our ability to
retain existing subscribers and to add new subscximay be impaired. Also, any harm to our subecsitpersonal computers or other devi
caused by software used in our operations could havadverse effect on our business, results gatipas and 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 Servicedtver DVDs from our shipping centers and to retDiwviDs 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 dulliglivery and handling by the U.S. Postal Servide risk of breakage is also impactec
the materials and methods used to replicate our &\WDhe 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.

Increases in the cost of delivering DVDs could adveely affect our gross profit.

Increases in postage delivery rates could adveedtdgt our gross profit if we elect not to raise subscription fees to offset the
increase. The U.S. Postal Service increased thdaafirst class postage on May 12, 2008 to 42xand again on May 11, 2009 to 44 cents.
It is expected that the U.S. Postal Service wileaates again in subsequent years in accordaititéhe powers given the U.S. Postal Ser
in connection with the 2007 postal reform legislatiThe U.S. Postal Service continues to focuslanspo reduce its costs and make its
service more efficient. If the U.S. Postal Serwigae to change any policies relative to the requénmets of first-class mail, including changes
in size, weight or machinability qualificationsadfir DVD envelopes, such changes could result ireamed shipping costs or higher breakage
for our DVDs, and our gross margin could be advgraffected. For example, the Office of Inspect@n@ral (“OIG”) at the U.S. Postal
Service issued a report in November 2007 recommerttiat the U.S. Postal Service revise the macHityagualifications for first class mail
related to DVDs or to charge DVD mailers who daomply with the new regulations a 17 cent surchargall mail deemed unmachinable.
In addition, a by-mail game rental company filecbanplaint with the Postal Regulatory Commissioegitg that the U.S. Postal Service
unreasonably discriminated against it in favor etflix and Blockbuster. To the extent this procegdivas to result in operational or
regulatory changes impacting our mail processinggooss margins and business operations couldvmrsely affected. Also, if the U.S.
Postal Service curtails its services, such as bsimg) facilities or discontinuing or reducing Satay delivery service, our ability to timely
deliver DVDs could diminish, and our subscribeisfattion could be adversely affected.

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

The adoption or modification of laws or regulatioafating to the Internet or other areas of ouliress 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 intemat®ns of existing regulations or legislation stikbmpliance could cause us to incur
additional expenses or alter our business model.
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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 sigigm service and increase our cost of doing hess. For example, in late 2010, the
Federal Communications Commission adoptedalted net neutrality rules intended, in part, teyent network operators from discriminat
against legal traffic that transverse their netwgoikhe rules are likely to be subject to intergietaand legal challenge. To the extent, that
these rules are interpreted to enable network tgrsréo engage in discriminatory practices or arerturned by legal challenge, our business
could be adversely impacted. As we expand intesnatly, government regulation concerning the Inégrand in particular, network
neutrality, may be nascent or non-existent. Withinh a regulatory environment, coupled with potlytisignificant political and economic
power of local network operators, we could expergediscriminatory or anti-competitive practicesttbauld impede our growth, cause us to
incur additional expense or otherwise negativelgafour 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 capstherwise try to monetize access to their néta/by data providers, we could incur
greater operating expenses and our subscribersiiguiand 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 ifliXeata stored with Level 3, many commentatorgehboked to this situation as an
example of Comcast either discriminating againgtliXdraffic or trying to increase Netflix’s opetiag costs. Furthermore, to the extent
network operators were to create tiers of Inteageess service and either charge us for or pralélfitom being available through these tiers,
our business 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 incentiveséotheir 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 netwpskators are able to provide preferential treatrteetheir data as opposed to ours, our
business could be negatively impacted.

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

In the ordinary course of business and in particiml@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 grondsgavernmental bodies for attempts to link perkaentities and other information to
data collected on the Internet regarding usersivbiiog and other habits. Increased regulation of 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 adassribers 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 subscrilieisiding names and, in many cases, mailing adéi® With respect to billing de
such as credit card numbers, we rely on licensedyption and
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authentication technology to secure such infornmatide take measures to protect against unauthoirtersion into our subscribers’ data. If,
despite these measures, we, or our payment progessivices, experience any unauthorized intrusimnour subscribers’ data, current and
potential subscribers may become unwilling to pdevihe information to us necessary for them to imecsubscribers, we could face legal
claims, and our business could be adversely affe&mnilarly, if a well-publicized breach of thermumer data security of any other major
consumer Web site were to occur, there could benamgl public loss of confidence in the use oflttternet for commerce transactions which
could adversely affect our business.

In addition, we do not obtain signatures from substs in connection with the use of credit card¢iem. 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&rom time to time, fraudulent credit cards asedion our Web site to obtain service and
access our DVD inventory and streaming. Typicdhgse credit cards have not been registered @&hstod are therefore not rejected by our
automatic authorization safeguards. While we deetenumber 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.

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. Rnom to time, these fees may increase, eitherrasut 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 practioeerning our accepted payment methods, which r@ominately credit cards and
debit cards. These rules, regulations and practioekl change or be reinterpreted to make it diffior impossible for us to comply. If we f;
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 wvaitht employees, consultants and
third- parties with whom we have relationshipswed as trademark, copyright, patent and tradeetgaotection laws, to protect our
proprietary rights. We may also seek to enforceppaprietary rights through court proceedings. Vdeenfiled 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 withreulistantial expense to us. If the protection ofpoprietary rights is inadequate to pre\
use or appropriation by third parties, the valuewfbrand and other intangible assets may be éh®d, competitors may be able to more
effectively mimic our service and methods of opera, the perception of our business and serviseihscribers and potential subscribers
may become confused in the marketplace, and olityatbi attract subscribers may be adversely affdct
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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 camngs. 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 serficough contractual and other rights. From timerhe, 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 prastizea timely basis in response to claims agam&infringement, misappropriation,
misuse or other violation of third-party intelleatyproperty rights, our business and competitiveitipn may be adversely affected. Many
companies are devoting significant resources teld@ing patents that could potentially affect maspects of our business. There are
numerous patents that broadly claim means and methfoconducting business on the Internet. We nateearched patents relative to our
technology. Defending ourselves against intelldghuaperty 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 raswltif inability to use our current Web site,
streaming technology, our recommendation and medibing technology or inability to market our see/ior 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, maydstly or unavailable on terms acceptable to
us.

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 sitechour 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. Gavgirodies may establish additional top-level dareaappoint additional domain name
registrars or modify the requirements for holdirmgréhin names. As a result, we may be unable to ecquimaintain relevant domain names.
Furthermore, the relationship between regulatianeing domain names and laws protecting tradesreankl similar proprietary rights is
unclear. We may be unable, without significant aysit all, to prevent third-parties from acquirithigmain names that are similar to, infringe
upon or otherwise decrease the value of our tradesm@and other proprietary rights.

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

Our executive offices and data centers are lodatéte San Francisco Bay Area. We have shippingecgthocated throughout the
United States, including earthquake and hurricsamesitive areas. Our business and operations beutdiversely affected in the event of tr
natural disasters as well as from electrical blat&dfires, floods, power losses, telecommunicatifaiiures, 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@entWe are not insured against any losses or egpdhat arise from a disruption to our
business due to earthquakes and may not have adegsiarance to cover losses and expenses from mdigral disasters.

We are engaged in legal proceedings that could causs 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.
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Most of these matters relate to patent infringenteemsuits, which are typically expensive to defelnitigation disputes could cause us to ir
unforeseen expenses, could occupy a significantiatraf our management’s time and attention anddcoabatively affect our business
operations and financial position.

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

In September 2010, we began international opemtigroffering an unlimited streaming plan withou{[Ds in Canada and we
anticipate further international expansion. Opagath international markets requires significarsogrces and management attention and will
subject us to regulatory, economic and politicgiksithat are different from and incremental to ¢hiosthe United States. In addition to the
risks that we face in the United States our intional operations involve risks that could adversdfect our business, including:

» the need to adapt our content and user interfacxespécific cultural and language differenc
« difficulties and costs associated with staffing amghaging foreign operatior

* management distractio

» political or social unrest and economic instabjl

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

» difficulties in understanding and complying wittc#d laws, regulations and customs in foreign jucisons;
* 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

» new and different sources of competiti

» different and more stringent user protection, gatdection, 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 intockholder 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, equiipked or debt securities. The decision to ob
additional capital will depend, among other things,our development efforts, business plans, ojperaerformance and condition of the
capital markets. If we raise additional funds thylothe issuance of equity, equity-linked or delsusiéies, those securities may have rights,
preferences or privileges senior to the rightswfammon stock, and our stockholders may expegiéiiation.

We issued $200 million in a debt offering and mayncur additional debt in the future, which may advessely affect our financial
condition and future financial results.

As of December 31, 2010, we have $200 million B086 senior notes outstanding. Risks relating tdang-term indebtedness include:

» Requiring us to dedicate a portion of our cash fiown operations to payments on our indebtednasseby reducing the
availability of cash flow to fund working capitaapital expenditures, acquisitions and investmantsother general corporate
purposes
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» Limiting our flexibility in planning for, or reaatig to, changes in our business and the marketsichwve operate; ar
« Limiting our ability to borrow additional funds ¢w borrow funds at rates or on other terms we &ioceptable
In addition, it is possible that we may need tamadditional indebtedness in the future in thar@a course of business. The terms of

indentures governing our outstanding senior ndtes/ais to incur additional debt subject to certéinitations. If new debt is added to curr
debt levels, the risks described above could iifiens

The agreements governing our indebtedness contaimrous covenants that limit our discretion in the g@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 cordmioug covenants, including those that restrictadaility to, among other things:
* Borrow money, and guarantee or provide other sugpoindebtedness of thi-parties including guarantee

* Pay dividends on, redeem or repurchase our cegtdek;

* Make investments in entities that we do not contraluding joint ventures

» Enter into 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 complhe restrictions of any agreement
governing our other indebtedness may result inventeof default under those agreements.

Risks Related to Our Stock Ownership
Our officers and directors and their affiliates will exercise control over Netflix.

As of December 31, 2010, our executive officers dinelctors and their immediate family members bieralfy owned, in the aggregate,
approximately 11% of our outstanding common stawk stock options that are exercisable within 60sd&y particular, Reed Hastings, our
Chief Executive Officer, President and ChairmathefBoard, beneficially owned approximately 5%. §éestockholders may have individual
interests that are different from other stockhaddmnd will be able to exercise influence over altters requiring stockholder approval,
including the election of directors and approvasighificant corporate transactions, which coulthger prevent someone from acquiring or
merging with us.

Provisions in our charter documents and under Delaare law could discourage a takeover that stockholds may consider favorable.
Our charter documents may discourage, delay omreptesr 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
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» provide for a classified board of directo

» prohibit our stockholders from acting by writtemesent;

» establish advance notice requirements for propasiatiers to be approved by stockholders at stodienaheetings; 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, therelrgaising the cost of such a transaction. As a Dewa@arporation, 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 melyDelaware law to prevent or delay an acquisitibos.

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:

e variations in our operating resul

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

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

* market volatility in genera

» the level of demand for our stock, including theoammt 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 atracertain economic climate and the inherenttéitins in predicting the future,
forecasts of our revenues, gross margin, operattpgnses, number of net additions and other fiahaoid operating data may differ
materially from actual results. Such discrepanc@msdd cause a decline in the trading price of ammmon stock.

ltem 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 210,00( March 2018 Corporate office, general and administrative, minkeand
technology and developme
Columbus, Ohio 90,00( August 2016 Receiving for the Company and storage center, ggicg and
shipping center for the Columbus At
Hillsboro, Oregor 49,00( April 2016  Customer service cent
Beverly Hills, California 20,00( August 2015 Content acquisition, general and administra

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 the Notes to the Consolidated Findrigiatements in Item 8, which
information is incorporated herein by reference.

Item 4. (Removed and Reserved)
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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 has traded on the NASDAQ Globlb®arket and its predecessor, the NASDAQ Natidfarket, under the
symbol “NFLX” since our initial public offering oMay 23, 2002. The following table sets forth thigaday high and low sales prices per
share of our common stock for the periods indicatisdeported by the NASDAQ Global Select Market.

2010 2009

High Low High Low
First quartel $ 75.65 $ 48.52 $44.4z2 $28.7¢
Second quarte 127.9¢ 73.62 50.2¢ 36.2¢
Third quartel 174.4( 95.3¢ 48.2( 37.9¢
Fourth quarte 209.2¢ 147.3¢ 61.65 44.3(

As of January 31, 2011, there were approximate®/st&ckholders of record of our common stock, altfiothere is a significantly
larger number of beneficial owners of our commatlst

We have not declared or paid any cash dividendsyanhave no present intention of paying any cagdehds in the foreseeable
future.
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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, 2010, the total cumulativekbolder 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, 2005, December 31, 2006, Dece3ith@007, December 31,

2008, December 31, 2009 and December 31, 2010l 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 stpke performance:

el ¢ i A SDAD Composite Index

w55 Morth American Technology Internat Index G5 P 800 Index
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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

Year ended December 31,

2010 2009 2008 2007 (1) 2006
(in thousands, except per share data)

Revenue! $2,162,62! $1,670,26! $1,364,66. $1,205,34 $996,66(
Total cost of revenue 1,357,35! 1,079,27. 910,23 786,16¢ 626,98!
Operating incom: 283,64 191,93¢ 121,50t 91,77: 65,21¢
Net income 160,85: 115,86( 83,02¢ 66,60¢ 48,83¢
Net income per shar

Basic $ 3.0¢€ $ 2.0t $ 1.3€ $ 0.9¢ $ 0.7¢

Diluted $ 2.9¢€ $ 1.9¢ $ 1.32 $ 0.97 $ 0.71
Weightec-average shares outstandi

Basic 52,52¢ 56,56( 60,96 67,07¢ 62,57

Diluted 54,30 58,41¢ 62,83¢ 68,90: 69,07
Notes:

(1) Operating expenses for the year includes atiomepayment received in the amount of $7.0 milkena result of resolving a patent
litigation with Blockbuster, Inc

As of December 31,
2010 2009 (3) 2008 2007 2006
(in thousands)

Balance Sheet Data:

Cash and cash equivalel $194,49¢ $134,22- $139,88: $177,43¢ $400,43(
Shor-term investments (2 155,88t 186,01¢ 157,39( 207,70: —
Working capital 252,38t 183,57° 142,90t 223,51 234,58.
Total asset 982,06 679,73 615,42 678,99¢ 633,01
Long-term deb 200,00( 200,00( — — —
Lease financing obligations, excluding current

portion 34,12 36,57 37,98¢ 35,65 23,79¢
Other noi-current liabilities 69,20: 16,58: 14,26« 4,62¢ 1,761
Stockholder equity 290,16« 199,14: 347,15! 429,81: 413,61¢

(2) Short-term investments are comprised of coeodabt securities, government and agency secudtid asset and mortgage-backed
securities

(3) Certain amounts as of December 31, 2009 have leetassified to conform to the current period préeston.

As of / Year Ended December 31,
2010 2009 2008 2007 2006
(in thousands, except subscriber acquisition cost)

Other Data:

Total subscribers at end of peri 20,01cC 12,26¢ 9,39( 7,47¢ 6,31¢
Gross subscriber additions during per 16,301 9,332 6,85¢ 5,34( 5,25(
Net subscriber additions during peri 7,742 2,87¢ 1,911 1,16 2,137
Subscriber acquisition cost ( $ 18.0¢ $ 25.4¢ $29.12 $40.8¢ $42.9¢
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(4) Subscriber acquisition cost is defined as totalketémg expenses divided by total gross subscritiditians during the periot

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

With 20 million subscribers as of December 31, 204® are the world leading Internet subscription service for enjgyitV shows an
movies. Our subscribers can instantly watch unéchitV shows and movies streamed over the Inteontsteir TVs, computers and mobile
devices and, in the United States, subscriberalsanreceive DVDs delivered quickly to their homes.

Our core strategy is to grow our streaming subsonbusiness within the United States and globalfg are continuously improving
the customer experience, with a focus on expandlimgtreaming content, enhancing our user intesfeaned extending our streaming service
to even more Internet-connected devices, whileirsgiayyithin the parameters of our operating margiyeéts.

By continuously improving the customer experienee believe we drive additional subscriber growtlthie following ways:

« Additional subscriber growth enables us to obtagrercontent, which in turn drives more subscribvemgh.

« Additional subscriber growth leads to greater wofanouth promotion of our service, which in turn leaslsnore subscriber grow
at an increasingly cc-effective marketing spen

» Additional subscriber growth enables us to invedurther improvements to our service offering, ebhin turn leads to more
subscriber growtt

The following represents our performance highlights2010, 2009 and 2008:

2010 2009 2008
(in thousands, except per share data)

Revenue:! $2,162,62! $1,670,26! $1,364,66.
Operating incom: 283,64 191,93¢ 121,50¢
Net income 160,85: 115,86( 83,02¢
Net income per sha—diluted $ 2.9¢ $ 1.9¢ $ 1.32
Total subscribers at end of peri 20,01( 12,26¢ 9,39(
Net subscriber additior 7,742 2,87¢ 1,911

The increase in total subscribers, as well as¢helaration in our net subscriber additions, hasefii the significant growth in our
revenues. These increases are offset partiallyribgaction in the average revenue per paying sildesavhich reflects the popularity of our
lower priced plans.

In 2010, we passed a significant milestone withnitagority of our subscribers viewing more of thE shows and movies via
streaming than by DVD. Streaming hours are curyagrbwing faster than DVD hours and while DVD shgmts have grown 9.7% in 2010,
we expect shipments will be flat to declining itue periods.

In September 2010, we began international operatigroffering an unlimited streaming plan withod¢[Ds in Canada. Substantially
of our revenues, operating income and net incometdllt generated in the United States; howeveiainiesults from our Canada expansion
indicate positive operating margins may be achielgihg 2011. As a result of this early successamticipate further international expans
into
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additional markets in the second half of 2011 aildmanage our business going forward with twoidist operating segments: United States
and International. In 2011 operating margins fer thmited States are expected to increase, whidenational operating margins are expected
to be negative as we invest in our internationarafons.

Results of Operations

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

Year Ended December 31,

2010 2009 2008
Revenue! 100.(% 100.% 100.(%
Cost of revenues

Subscriptior 53.4 54.4 55.¢

Fulfillment expense 9.4 10.z 10.€

Total cost of revenue 62.¢ 64.€ 66.7

Gross margir 37.2 35.4 33.2
Operating expense

Technology and developme 7.6 6.S 6.€

Marketing 13.€ 14.2 14.¢

General and administratiy 3.3 3.1 3.€

Gain on disposal of DVD 0.9 0.9 0.9

Total operating expens 24.1 23.€ 24.4

Operating incom: 13.1 11t 8.9
Other income (expense

Interest expens 0.9 (0.9 (0.2

Interest and other incon 0.2 0.4 0.¢
Income before income tax 12.4 11.F 9.€
Provision for income taxe 5.0 4.€ 3.5
Net income 7.4% 6.€% 6.1%
Revenues

We derive substantially all of our revenues fronmntinly subscription fees and recognize subscriptaM@nues ratably over each
subscriber’s monthly subscription period. We reaafdnds to subscribers as a reduction of reverWescurrently generate substantially all
of our revenues in the United States. In 2010, agah international operations by offering an urtialistreaming plan without DVDs in
Canada. We anticipate further international expmansai the second half of 2011.

We offer subscription plans in the United Stated @anada that allow our subscribers to instanthicivanlimited TV shows and
movies streamed over the Internet to their TVs, mat@rs and mobile devices. In the United Statesyffes a variety of subscription plans
that in addition to streaming, offer subscribers@®by mail. The price per plan varies based omtimaber of DVDs that a subscriber has out
at any given point. As of December 31, 2010, apipnakely 85% of our subscriber base has chosenrdhieunlimited streaming plan withc
DVDs at $7.99 per month or a 1 or 2 DVD-out unlitfplan, which are priced at $9.99 and $14.99 pattim respectively. Customers
electing access to high definition Blu-ray discaddition to standard definition DVDs pay a surgearanging from $1 to $4 for our most
popular plans.
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The following table presents our year-end subsciifermation:

As of December 31,

2010 2009 2008
(in thousands, except percentages)

Free subscribel 1,742 37€ 22¢
As a percentage of total subscribers 8.7% 3.1% 2.4%

Paid subscriber 18,26¢ 11,89: 9,16¢
As a percentage of total subscrib 91.2% 96.%% 97.¢%

Total subscriber 20,01( 12,26¢ 9,39(

Percentage change over prior pel 63.1% 30.6%

(1) The 5.6 percentage point increase in free siliess as a percentage of total subscribers asoémber 31, 2010 as compared to
December 31, 2009 is due to the expanded use afrmumonth free trial subscriptions over the presip used two week free trials, as
well as increased demand during the holiday se:

Year ended December 31, Change
2010 vs. 2009

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

Revenue: $2,162,62! $1,670,26! 29.5%
Other data
Average number of paying subscrib 14,78¢ 10,46« 41.2%
Average monthly revenue per paying subscr $  12.1¢ $ 13.3( (8.9%

The $492.4 million increase in our revenues wasarily a result of the 41.3% growth in the averagenber of paying subscribers
arising from the continuous improvement to our oosdr experience which in turn, drives consumer an@ss of our service benefits. This
increase was offset in part by an 8.3% declineveérage monthly revenue per paying subscriber, tiagurom the continued growth in our
lower priced subscription plans. The total numtfeane@rage paying subscribers in our 1 and 2-outptaew by 69.8% as compared to a
15.0% decline in all other plans during the yeatehDecember 31, 2010. In the fourth quarter oD2@hen we introduced the unlimited
streaming plan without DVDs, over one-third of nsubscribers elected this option.

Year ended December 31, Change
2009 vs. 2008

2009 2008
(in thousands, except percentages and average molyth
revenue per paying subscriber)

Revenue: $1,670,26! $1,364,66: 22.4%
Other data
Average number of paying subscrib 10,46¢ 8,26¢ 26.6%
Average monthly revenue per paying subscr $ 13.3( $ 13.7% (3.9%

The $305.6 million increase in our revenues wasarily a result of the 26.6% growth in the averagenber of paying subscribers
arising from increased consumer awareness of tmpelting value proposition of streaming and DVDsnbgil for one low price and other
benefits of our service. This increase was offisgtart by a 3.3% decline in average monthly reveyerepaying subscriber, resulting from the
continued growth in our lower priced subscriptidans. The total number of average paying subsailmeour 1 and 2-out plans grew by
48.1% as compared to a 1.1% decline in all othemgtluring the year ended December 31, 2009.

Until the average price paid by our new subscréuilitions is equal to the average price paid bgtarg subscribers, our average
monthly revenue per paying subscriber will contituelecline. We expect lower priced plans to cardito grow as a percentage of our
subscriber base.
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Cost of Revenues
Cost of Subscription

Cost of subscription revenues consists of experetated to the acquisition and licensing of contastwell 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 copsistarily of amortization of streaming content lses, amortization of DVD library
and revenue sharing expenses. We obtain contentghrstreaming content license agreements, DVIztdmerchases and DVD and
streaming revenue sharing agreements with studisisibutors and other suppliers.

Content delivery expenses consist of the postages ¢0 mail DVDs to and from our paying subscrib#re 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.

Year ended December 31, Change
2010 2009 2010 vs. 200
(in thousands, except percentages)
Cost of subscriptiol $1,154,10 $909,46: 26.5%
As a percentage of revent 53.4% 54.4%

The $244.6 million increase in cost of subscriptienenues was due to the following factors:

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

» Content delivery expenses increased $78.7 milliimarily due to a 9.7% increase in the number offl3\mailed to paying
subscribers. The increase in the number of DVDdanavias driven by a 41.3% increase in the averageber of paying
subscribers, partially offset by a 22.3% declinenonthly DVD rentals per average paying subschivenarily attributed to the
growing popularity of our lower priced plans andth in streaming. In addition, content deliveryperses increased due to higher
costs associated with our use of third-party dejiveetworks resulting from an increase in the tatahber of hours of streaming
content viewed by our subscribe

Year ended December 31, Change
2009 2008 2009 vs. 200
(in thousands, except percentages)
Cost of subscriptiol $909,46: $761,13: 19.5%
As a percentage of revent 54.£% 55.8%

The $148.3 million increase in cost of subscriptiemenues was due to the following factors:

» Content delivery expenses increased $101.7 miiiamarily due to an 18.6% increase in the numbed¥Ds mailed to paying
subscribers. The increase in the number of DVDdanavas driven by a 26.6% increase in the averageber of paying
subscribers, partially offset by a 6.3% declinenionthly DVD rentals per average paying subscrilvengrily attributed to the
growing popularity of our lower priced plar

» Content acquisition and licensing expenses inctehgeb46.6 million. This increase was primarilyrigtitable to investments in
streaming conten
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Fulfillment Expenses

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

Year ended December 31, Change
2010 2009 2010 vs. 200
(in thousands, except percentages)
Fulfillment expense $203,24t $169,81( 19.7%
As a percentage of revent 9.4% 10.2%

The $33.4 million increase in fulfillment expenseas due to the following:

» Shipping and customer service centers expensesaiged $13.4 million primarily due to a $12.4 milliocrease in personnel costs
resulting from a 10.0% increase in headcount tgstighe higher volume of content delivery and gitoim subscribers. In additio
encoding costs increased $7.0 million in suppothefincreasing number of titles and platforms reffiefor streaming content. The
increases were partially offset by a $4.7 millioorease in costs related to free-trials allocadandrketing due primarily to the
74.7% increase in gross subscriber additi

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

Year ended December 31, Change
2009 2008 2009 vs. 200
(in thousands, except percentages)
Fulfillment expense $169,81( $149,10: 13.%
As a percentage of revent 10.2% 10.9%

The $20.7 million increase in fulfilment expensess due to the following:

» Shipping and customer service centers expensesaiged $10.5 million primarily due to a 14.0% inseean headcount to support
the higher volume of content delivery and growtlsifscribers

» Credit card fees increased $10.2 million as a teduhe 22.4% growth in revenue

Gross Margin
Year ended December 31, Change
2010 2009 2010 vs. 200
(in thousands, except percentages and average mohyth
gross profit per paying subscriber)

Gross profi $ 805,27( $ 590,99¢ 36.2%
Gross margit 37.2% 35.4%
Average monthly gross profit per paying subscr $ 4.54 $ 4.71 (3.6%
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The 1.8 percentage point increase in gross margmpsimarily due to lower DVD content acquisitiotpenses per DVD mailed and a
22.3% decline in monthly DVD rentals per averaggmgasubscriber driven by the growing popularityoofr lower priced plans and
streaming. This decline in DVD usage was largen th@ decline in average revenue per paying suizsooif 8.3%. The resulting increase to
gross margin was offset partially by increased stweents in our streaming content.

Year ended December 31, Change
2009 2008 2009 vs. 200

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

Gross profi $ 590,99¢ $ 454,42 30.1%
Gross margir 35.4% 33.2%
Average monthly gross profit per paying subscr $ 4.71 $ 4.5¢ 2.8%

The 2.1 percentage point increase in gross margmpsimarily due to lower DVD content acquisitiotpenses per DVD mailed and a
6.3% decline in monthly DVD rentals per averageipggubscriber driven by the growing popularityooi lower priced plans. This decline
was larger than the decline in average revenupggng subscriber of 3.3%. The resulting increasgross margin was offset partially by
increased investments in our streaming content.

We have increased and expect to continue to ineri@asstments in content, in particular streamiogtent. These investments would
reduce our gross margin to the extent that inceemseontent acquisition and licensing expensegamg growth in our revenues.

Operating Expenses
Technology and Devel opment

Technology and development expenses consist objpayrd related costs incurred in making improvetaga our service offering,
including testing, maintaining and modifying oueugterfaces, our recommendation and merchandtsititnology, as well as,
telecommunications systems and infrastructure éimer dnternal-use software systems. Technologydawetlopment expenses also include
costs associated with computer hardware and saffaarwell as certain costs paid for third-partginet-based or “cloud” computing
services used in connection with our business.

Year ended December 31, Change
2010 2009 2010 vs. 200
(in thousands, except percentages)
Technology and developme $163,32! $114,54. 42.6%
As a percentage of revent 7.€% 6.%

The $48.8 million increase in technology and depelent expenses was primarily the result of a $&llfon increase in personnel-
related costs and a $14.2 million increase in itédl and equipment related expenses. These iregeas primarily due to a 21% growth in
headcount supporting continued improvements taseurice. Personnel-related costs also increasetbdu&5.7 million increase in stock-
based compensation. In addition, costs paid farcckmmputing services increased $7.7 million.

Year ended December 31, Change
2009 2008 2009 vs. 200
(in thousands, except percentages)
Technology and developme $114,54. $89,87: 27.4%
As a percentage of revent 6.€% 6.€%

The $24.7 million increase in technology and depelent expenses was primarily the result of a $iilébn increase in personnel-
related costs due to 26.6% growth in headcouneteldp solutions for streaming
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content and continued improvements to our servibe.increase is also partly due to a $6.7 millimcréase in facilities and equipment
expenses to support the increased headcount analay@wth of operations.

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 &viglbn and online advertising as well as,
allocated costs of revenues relating to free iélods. Payments to our affiliates and consureatrdnics partners, may be in the form of a
fixed-fee or may be a revenue sharing payment.

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 Data
Gross subscriber additio 16,30: 9,332 74.1%
Subscriber acquisition co $ 18.0¢ $ 25.4¢ (29.2%

The $56.1 million increase in marketing expenses pranarily attributable to an increase of $17.4liom in spending related to our
consumer electronics partners, as we continuegarel the number of devices on which subscribars/saw Netflix content. The increase
also due to a $16.2 million increase in other mi@mgeprogram spending, principally in TV and radidvertising to promote our service, off
by a decrease in direct mail and inserts. In agitljittosts of free trials increased $21.0 millioe duthe 74.7% increase in gross subscriber
additions, coupled with shipments of instant striegndiscs which enable subscribers to stream coierertain consumer electronic devices
and the expanded use of one month free trials.cBibles acquisition cost decreased primarily duedistinued strong organic subscriber
growth.

Year ended December 31, Change
2009 2008 2009 vs. 200
(in thousands, except percentages and
subscriber acquisition cost)

Marketing $ 237,74 $ 199,71 19.(%
As a percentage of revent 14.2% 14.€%

Other Data
Gross subscriber additio 9,33 6,85¢ 36.1%
Subscriber acquisition ca $ 25.4¢ $ 29.1 (12.5%

The $38.0 million increase in marketing expenses gramarily attributable to an increase of $21.4lian in spending related to
affiliates including our consumer electronics partn The increase is also due to an $11.5 milhoneiase in other marketing program
spending, principally in TV and radio advertisimdadirect mail to promote our service. Subscritmgpugsition cost decreased primarily due
momentum associated with the launch of new consefeetronics partner devices and the broad appetiteaming content.

General and Administrative

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

Year ended December 31, Change
2010 2009 2010 vs. 200
(in thousands, except percentages)
General and administratiy $70,55¢ $51,33: 37.4%
As a percentage of revent 3.2% 3.1%
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The $19.2 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 and a 23.1% increasesidcount. Legal costs increased $8.9
million primarily resulting from ongoing litigatioof claims against the Company as well as a $2lliomrelease of accruals in 2009 that was
associated with a former class action suit thalkeskin 2008. The terms of the class action setil@nprovided certain former and current
subscribers with an optional free month subscniptiofree one-month upgrade to be utilized priathithird quarter of 2009. The accrual
related to those subscribers who did not utilizeftke month prior to expiration was released DR We expect legal costs to continue at a
high level for the foreseeable future as we detbiede claims.

Year ended December 31, Change
2009 2008 2009 vs. 200
(in thousands, except percentages)
General and administratiy $51,33¢ $49,66: 3.4%
As a percentage of revent 3.1% 3.€%

The $1.7 million increase in general and adminiisteaexpenses was primarily attributable to a $#ikion increase in legal costs
resulting from ongoing litigation of claims againise Company. This increase is offset partiallyat2.7 million decrease in costs related to a
significant reduction in the level of operationsoofr subsidiary, Red Envelope Entertainment, afil. & million release of accruals in 2009
associated with a former class action suit that sedited in 2008. The terms of the class actiotheseént provided certain former and current
subscribers with an optional free month subscnptiofree one-month upgrade to be utilized priath®third quarter of 2009. The accrual
related to those subscribers who did not utilizeftee month prior to expiration was released. We had decreases in personredited cosl
due to lower headcount as we streamline our adtratiige functions.

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. Also, in theth quarter of 2009, we expensed the debt issuemsts related to our line of credit.

Year ended December 31, Change
2010 2009 2010 vs. 200
(in thousands, except percentages)
Interest Expens $ 19,62¢ $6,47¢F 203.2%
As a percentage of revent 0.% 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 ofarest payments due on our notes and $0.5
million of amortization of debt issuance costs.

Year ended December 31, Change
2009 2008 2009 vs. 200
(in thousands, except percentages)
Interest Expens $ 6,47¢ $ 2,45¢ 163.4%
As a percentage of revent 0.4% 0.2%

The $4.0 million increase in interest expense i@y attributable to the interest expense assediavith our 8.50% senior notes and
line of credit. Interest expense in 2009 includ2s8$nillion for our lease financing obligations,.@nillion of interest payments due on our
notes and $1.1 million of amortization of debt msce costs.
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Interest and Other Income
Interest and other income consist primarily of ieg and dividend income generated from investetl aad short-term investments.

Year ended December 31, Change
2010 2009 2010 vs. 200
(in thousands, except percentages)
Interest and other incon $ 3,68¢ $ 6,72¢ (45.2)%
As a percentage of revent 0.2% 0.4%

The $3.0 million decrease in interest and otheoime was primarily attributable to a $1.8 millionlldogain realized in 2009 on the sale
of our investment in a private company which we hedounted for under the cost method, coupled lawtler average cash and investment
balances resulting from the repurchase of our comstack.

Year ended December 31, Change
2009 2008 2009 vs. 200
(in thousands, except percentages)
Interest and other incon $6,72¢ $ 12,45 (46.0%
As a percentage of revent 0.4% 0.9%

The $5.7 million decrease in interest and otheorime was primarily attributable to lower cash andestment balances resulting from
the repurchase of our common stock, and a $1.6omillecrease in realized gains recognized as cadparthe prior year. The decrease was
offset by a $1.8 million dollar gain realized in@0on the sale of our investment in a private camgpahich we accounted for under the cost
method.

Interest and dividend income was approximately $2illion, $3.7 million and $9.2 million in 2010, 20 and 2008, respectively.

Interest and other income included gains of appnaxely $1.0 million, $1.5 million and $3.1 millian the sale of short-term investments in
2010, 2009 and 2008, respectively.

Provision for I ncome Taxes

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 tleeléral statutory rate of 35% principally due tdestacome taxes of $15.6 million or
5.8% of income before income tax. This was pastiaffset by Federal and California research anctigpment (“R&D”) tax credits of $3.3
million. Our effective tax rate for the year end@ecember 31, 2010 was relatively flat as compavamlt effective tax rate for the year ended
December 31, 2009.

In December 2010, the Tax Relief, Unemployment iasce Reauthorization, and Job Creation Act of 2048 signed into law. One of
the major components of this legislation is thes&tement of the Federal R&D Credit retroactitelyanuary 1, 2010. As a result, we
recorded a Federal R&D Credit of approximately $hiion as a discrete item in the fourth quarte2610.

Year ended December 31, Change
2009 2008 2009 vs. 200
(in thousands, except percentages)
Provision for income taxe $76,33: $48,47: 57.5%
Effective tax rate 39.7% 36.%%
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In 2009, our effective tax rate differed from tlegl€ral statutory rate of 35% principally due tdestacome taxes of $10.4 million or
5.4% of income before income tax. This was patiaffset by Federal and California R&D tax credifss1.6 million. The increase in our

effective tax rate was primarily attributable towanulative benefit recorded as a discrete itenhénsiecond quarter of 2008 for prior period
R&D tax credits.

Liquidity and Capital Resources

Our primary source of liquidity has been cash geteer from operations. Additionally, in November 20®&e issued $200 million of o
8.50% senior notes due in 2017. Our primary usessi include payroll, advertising and paymentotasumer electronics partners, stock
repurchases, acquisition and licensing of contamttent delivery, fulfilment expenses, taxes aagital expenditures related to information
technology and automation equipment. We expecbmdicue to make substantial investments to obtairient, and in particular expect to
increase spending associated with streaming coréngiaming content commitments have grown andrmamto grow as we typically enter
into multi-year, fixed-fee licenses. These invesitaeould impact our liquidity and in particularraperating cash flows.

Although we currently anticipate that cash flowsnfroperations, together with our available fund#,a@ntinue to be sufficient to meet
our cash needs for the foreseeable future, we agyine or choose to obtain additional financingr @hility to obtain additional financing

will depend on, among other things, our developnedfiatrts, business plans, operating performancetmdondition of the capital markets at
the time we seek financing.

On June 11, 2010, we announced that our Boardretciirs authorized a stock repurchase program aitpus to repurchase $300
million of our common stock through the end of 20A2 of December 31, 2010, $240.6 million of thigheorization 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.

The following table highlights selected measureswfliquidity and capital resources as of Decen#igr2010, 2009 and 2008:

Year Ended December 31,

2010 2009 2008
(in thousands)

Cash and cash equivalel $194,49¢ $ 134,22 $ 139,88:
Shor-term investment 155,88t 186,01¢ 157,39(

$ 350,38 $ 320,24: $ 297,27
Net cash provided by operating activit $ 276,40: $ 325,06 $ 284,03°
Net cash used in investing activiti $(116,08.) $(246,07) $(144,96()
Net cash used in financing activiti $(100,04%) $ (84,64)) $(176,63!)

Operating Activities

Cash provided by operating activities decreasefi4®,7 million or 15.0% during the year ended Decen#i, 2010 as compared to the
year ended December 31, 2009 primarily due to aszd spending for content acquisition and licensthgr than DVD library of $267.
million. This increase was coupled with increasedtent delivery expenses of $78.7 million primariggulting from a 9.7% increase in the
number of DVDs mailed to paying subscribers andhéigosts associated with our use of third-partiwele networks to deliver streaming
content, increased promotional advertising actsitind expenses related to our affiliates and cosisalectronics partners totaling $33.6
million, increased payroll expenses of $36.2 milldue to a 11% increase in employees, increasélihfieint expenses of $33.4 million, and
increased current tax provision of
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$30.5 million. In addition, excess tax benefitafirstock-based compensation increased by $49.%millihe increase in these expenses was
partially offset by an increase in subscriptionenewes of $492.4 million resulting from a 41.3% ewase in the average number of paying
subscribers.

Cash provided by operating activities increase@4.0 million or 14.4% during the year ended Decen#i, 2009 as compared to the
year ended December 31, 2008 primarily due to arease in subscription revenues of $305.6 mill@sulting from a 26.6% increase in |
average number of paying subscribers. This incrigasebscription revenues was partially offset hyircrease in spending for content
acquisition and licensing other than DVD library&@7.7 million. This increase was coupled with @aged content delivery expenses of
$101.7 million primarily resulting from an 18.6%ciease in the number of DVDs mailed to paying subecs and higher costs associated
with our use of third-party delivery networks tdider streaming content, increased promotional aikiag activities and expenses related to
our affiliates and consumer electronic partneralireg $32.9 million, increased payroll expense$2it.3 million due to a 25% increase in
employees, increased fulfillment expenses of $2&dllfon, and increased current tax provision of &2million.

Investing Activities

Cash used in investing activities during the yewteel December 31, 2010 decreased $130.0 milli@ompared to the year ended
December 31, 2009 primarily due to a $120.6 milli@erease in the purchases of available-for-salersies and a $69.1 million decrease in
acquisitions of DVD content library, as more DVDsr obtained through revenue sharing arrangenienasldition, purchases of property
and equipment decreased by $12.1 million, as afsignt amount of payments for automation equipnfenbur various shipping centers
were made in 2009. This decrease was partiallebffg a $65.7 million decrease in proceeds fronstlies and maturities of available-for-
sale securities.

Cash used in investing activities during the yeateel December 31, 2009 increased $101.1 milliccoaspared to the year ended
December 31, 2008 primarily due to a $105.0 millil@crease in the proceeds from the sales and et available-for-sale securities
partially offset by a decrease in the purchasesraflable-for-sale securities of $29.0 million.dddition, acquisitions of DVDs increased by
$30.2 million.

Financing Activities

Cash used in financing activities during the yeatesl December 31, 2010 increased $15.4 millioroagpared to the year ended
December 31, 2009 primarily due to the $193.9 aonillnet proceeds received from the issuance of &®98 senior notes in 2009. This
decrease was partially offset by a $114.1 milliesréase in repurchases of our common stock couwpthda $49.5 million increase in the
excess tax benefits from stock-based compensatidma &14.5 million increase in proceeds from tiseasce of common stock.

Cash used in financing activities during the yeatesl December 31, 2009 decreased by $92.0 milia@ompared to 2008 primarily
due to the $193.9 million net proceeds receivethftioe issuance of our 8.50% senior notes and & $ilion increase in proceeds received
from the issuance of common stock. In addition ekeess tax benefits from stock-based compensmiioeased by $7.5 million in 2009.
These cash inflows were offset by an increasepnnehases of our common stock of $124.4 million.

Free Cash Flow

We define free cash flow as cash provided by operand investing activities excluding the non-@tiemal cash flows from purchases
and sales of short-term investments and cash flaws investments in businesses. We believe frek ftaw is an important liquidity metric
because it measures, during a given period, theianod cash generated that is available to repay algligations, make investments,
repurchase our stock, and for certain other awsiif-ree cash flow is considered a @AAP financial measure and should not be consid
in isolation of, or as a substitute for, net incommgerating income, cash flow from operating
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activities, or any other measure of financial perfance or liquidity presented in accordance withABAThe following table reconciles net
cash provided by operating activities, a GAAP ficiahmeasure, to free cash flow, a non-GAAP finahgieasure:

Year Ended December 31,
2010 2009 2008
(in thousands)

Non-GAAP free cash flow reconciliation:

Net cash provided by operating activit $ 276,40: $ 325,06: $ 284,03
Acquisition of DVD content libran (123,90) (193,04) (162,849
Purchases of property and equipm (33,837) (45,937 (43,790
Acquisition of intangible asse (50%) (200 (1,062)
Proceeds from sale of DVL 12,91¢ 11,16« 18,36¢
Other asset (70) 71 D)

Non-GAAP free cash flow $ 131,00° $ 97,12 $ 94,70:

Free cash flow for the year ended December 31, gttBased $33.9 million as compared to the yede@mecember 31, 2009
primarily due to lower DVD content library and pesty and equipment expenditures. These reducedisgelevels more than offset the
decrease in net cash provided by operating aesvidescribed above.

Free cash flow for the year ended December 31, gfB8ased $2.4 million as compared to the yeae@mkcember 31, 2008 primar
due to an increase in cash flow from operatiorfsgdby higher DVD content library expenditures andiecrease in the proceeds from sale of
previously viewed DVDs.

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 minimum quantitiestie purchased; fixed, minimum or variable
price provisions; and the approximate timing of ttamsaction. The expected timing of payment ofabkgations discussed above is
estimated based on information available to usf &coember 31, 2010. Timing of payments and acuoaunts paid may be different
depending on the time of receipt of goods or ses/mr changes to agreed-upon amounts for someatiblig. The following table
summarizes our contractual obligations at Decerhe?010:

Payments due by Period

Less than More than
Contractual obligations (in thousands): Total 1 year 1-3 years 3-5 years 5 years
8.50% senior note $ 319,00( $ 17,00( $ 34,00( $ 34,00( $234,00(
Operating lease obligatiol 53,03¢ 13,69: 21,99¢ 12,30« 5,04¢
Lease financing obligations ( 23,57: 4,18¢ 7,372 5,88¢ 6,131
Content obligations (2 1,299,171 530,87¢ 531,69¢ 236,60( —
Other purchase obligatiol 157,95 85,54¢ 68,03¢ 4,37¢ —
Total $1,852,74 $651,30: $663,10: $293,16! $245,17"

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

(2) Content obligations include agreements to aegamd license content that represent long-terniliti@s or that are not reflected on the
consolidated balance sheets. For those agreeméhtgaxiable terms, we do not estimate what thal tobligation may be beyond any
minimum quantities and/ or pricing as of the repgrdate. For those agreements that include rengsealsions that are solely at the
option of the content provider, we include the cdtrmants associated with the renewal period to #terg such commitments are fixed
or a minimum amount is specified. For these regdbesamounts presented in the table may not pecwickliable indicator of our
expected future cash outflow
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We have entered into certain license agreementsnitiade an unspecified or a maximum number &ddithat we may or may not
receive in the future and/or that include pricimgtingent upon certain variables, such as domtrstitrical exhibition receipts for the
title. As of the reporting date, it is unknown wiet we will receive access to these titles or vihatultimate price per title will be.
Accordingly such amounts are not reflected in theva contractual obligations table. However suclams are expected to be
significant.

As of December 31, 2010, the Company had groscagrized tax benefits of $20.7 million and an addil $1.7 million for gross
interest and penalties classified as non-currabtlities in the Consolidated Balance Sheet. At thine, the Company is unable to make a
reasonably reliable estimate of the timing of pagtaén individual years due to uncertainties intihing of tax audit outcomes; therefore,
such amounts are not included in the above comimbobligation table.

Off-Balance Sheet Arrangements

We have not engaged in transactions that geneztatiionships with unconsolidated entities or firiahpartnerships, such as entities
often referred to as structured finance or spgrigbose entities. Accordingly, our operating resuihancial condition and cash flows are not
presently subject to off-balance sheet risks.

Indemnifications

In the ordinary course of business, we enter iottractual arrangements under which we agree tagewondemnification of varying
scope and terms to business partners and othéwaith respect to certain matters, including, itlimited to, losses arising out of our
breach of such agreements and out of intellectugdgaty infringement claims made by third partiesthese circumstances, payment may be
conditional on the other party making a claim parguo the procedures specified in the particutertract. Further, our obligations under
these agreements may be limited in terms of tintdaramount, and in some instances, we may haweirse against third-parties for certain
payments. In addition, we have entered into indéoation agreements with our directors and certdiaur officers that will require us,
among other things, to indemnify them against aettabilities that may arise by reason of theatss or service as directors or officers. The
terms of such obligations vary.

Critical Accounting Policies and Estimates

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

Content Accounting
We obtain content through streaming content licemgeements, DVD direct purchases and DVD andrsirgarevenue sharing
agreements with studios, distributors and othepkens.

We obtain content distribution rights in order teeam TV shows and movies to subscribers’ TVs, aaens and mobile devices.
Streaming content is generally licensed for a fifeglfor the term of the license agreement. Thenke agreement may or may not be
recognized in content library.
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When the streaming license fee is known or readgrierminable for a specific title and the spieditle is first available for
streaming to subscribers, the title is recognizethe consolidated balance sheets as current dditieary for the portion available for
streaming within one year and as non-current catitaary for the remaining portion. New titles ogmized in the content library are
classified in the line item “Acquisition of streamgi content library” within net cash provided by oggeng activities in the consolidated
statements of cash flows. We amortize the conierarly on a straight-line basis over each titleindow of availability. The amortization is
classified in cost of subscription in the consdidhstatements of operations and in the line itAmdrtization of content library” within net
cash provided by operating activities in the coitstéd statements of cash flows. For the titlesgazed in content library, the license fees
due but not paid are classified on the consolidatddnce sheets as “Accounts payable” for the atsalue within one year and as “Other
non-current liabilities” for the amounts due beyamé year. Changes in these liabilities are claskih the line items “Accounts payablafic
“Other assets and liabilities” within net cash pd®d by operating activities in the consolidateatesnent of cash flows. Commitments for the
titles not yet available for streaming are notngeiognized in the content library and are incluheiibotnote 5 to the consolidated financial
statements.

When the streaming license fee is not known oraeasly determinable for a specific title, the titlees not meet the criteria for
recognition in the content library. The license ifea@ot known or reasonably determinable for a igetitle in fixed fee license agreements
that do not specify the number of titles, the Ieeifee per title and the windows of availability fite. Over the term of these agreements, we
typically make periodic fixed prepayments that @essified in prepaid content on the consolidat@drice sheets. We amortize the license
fees on a straight-line basis over the term of diaehse agreement. The amortization is classifietbst of subscription in the consolidated
statements of operations and in the line item ‘iNedme” within net cash provided by operating &ti#g in the consolidated statements of
cash flows. Changes in prepaid content are clasglsifithin net cash provided by operating activitiethe line item “Prepaid content” in the
consolidated statements of cash flows. Commitnmientscenses that do not meet the criteria for gggtion in the content library are includ
in footnote 5 to the consolidated financial statetae

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 classify®VD library as a norcurrent asset ¢
the consolidated balance sheets. The acquisiti@V@¥ content library, net of changes in relatedbilities, is classified in the line item
“Acquisition of DVD content library” within cash edl in investing activities in the consolidated eia¢nts of cash flows because the DVD
content library is considered a productive asst#tefOcompanies in the in-home entertainment videastry classify these cash flows as
operating activities. We amortize our direct pussh®VDs, less estimated salvage value, on a “suthesfnonths” accelerated basis over
their estimated useful lives. The useful life of thew release DVDs and back-catalog DVDs is estichit be one year and three years,
respectively. In estimating the useful life of ¥ Ds, we consider historical utilization patterpsimarily the number of times a DVD title is
shipped to subscribers in a given period, as veefiraestimate for lost or damaged DVDs. The araiitia of the DVD content library is
classified in cost of subscription in the consdidbstatement of operations and in the line itermbitization of content library” within net
cash provided by operating activities in the coidsdéd statements of cash flows.

We also obtain DVD and streaming content througlemee sharing agreements with studios and distibuRevenue sharing
obligations incurred based on utilization are dfassin cost of subscription in the consolidat¢éatements of operations and in the line item
“Net income” within net cash provided by operataxivities in the consolidated statements of céshd. The terms of some revenue sharing
agreements obligate us to make a low initial payrf@amcertain titles, representing a minimum coatwal obligation under the agreement.
The low initial payment is in exchange for a comment to share a percentage of our subscriptiomreseor to pay a fee, based on
utilization, for a defined period of time, or thiget term, which typically ranges from six to twelmonths for each title. The initial payment
may be in the form of an upfront non-refundablemant. This payment is capitalized in the contdoriliy in accordance with our DVD and
streaming content policies as applicable. Theahgtayment may also be in the form of a prepayroéfiture
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revenue sharing obligations which is classifieg@paid content. This payment is amortized as nevaharing obligations are incurred. If
during the title term, we determine that the futpayment will not be amortized based on utilizati provision for the estimated difference
is recorded in the period that such shortfall isrded probable. Under the revenue sharing agreerfoerdsr DVD library, at the end of the
title term, we generally have the option of retagnthe DVDs to the studio, destroying the DVDs orghasing the DVDs. In most cases, we
purchase the DVDs when we have the ability to ddreés end of term buy-out is also included in DYfirary at the time of purchase.

Stock-Based Compensation

Stock-based compensation cost at the grant datesisd on the total number of options granted aresamate of the fair value of the
awards expected to vest and is recognized as expatably over the requisite service period, wlicthe vesting period.

We calculate the fair value of new stock-based camsption awards under our stock option plans usiagticebinomial 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 resultepérations 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 and, therefore, can reasonabBxpected to be a better indicator of expectedtiityahan historical volatility of
our common stock. We include the historical voigtiln our computation due to low trade volume of tradable forward call
options in certain periods thereby precluding sel@nce on implied volatility. An increase of 10four computation of expected
volatility would increase the total stc-based compensation expense by approximately $lignm

e Suboptimal Exercise FactorOur computation of the suboptimal exercise facddyased on historical option exercise behavior and
the terms and vesting periods of the options gohatel is determined for both executives and norwgkees. An increase in the
suboptimal exercise factor of 10% would increasetttial stoc-based compensation by approximately $1.5 mill

Income Taxes

We record a tax provision for the anticipated tarsequences of our reported results of operatising) the asset and liability method.
Deferred income taxes are recognized by applyirgtead statutory tax rates applicable to future ygadifferences between the financial
statement carrying amounts of existing assetsiabdities and their respective tax bases and djperdoss and tax credit carryforwards. The
effect on deferred tax assets and liabilities change in tax rates is recognized in income irpréod that includes the enactment date. The
measurement of deferred tax assets is reduceécdéssary, by a valuation allowance for any tax fitsrfer which future realization is
uncertain.

Although we believe our assumptions, judgmentsesiinates 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 deferred aissets, in full or in part, we consider all &alale positive and negative evidence,
including our past operating results, and our faséof future earnings, future taxable income andignt and feasible tax planning strategies.
The assumptions utilized in determining future tA&ancome require significant judgment and arestgient with the plans and estimates we
are using to manage the underlying businessesalgperating results in future years could diffemfi our current
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assumptions, judgments and estimates. Howeverglievb that it is more likely than not that subslty all deferred tax assets recorded on
our balance sheet will ultimately be realized.Ha event we were to determine that we would nathde to realize all or part of our net
deferred tax assets in the future, an adjustmethietaleferred tax assets would be charged to egrivinthe period 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 positioresstaen measured based on the largest
benefit that has a greater than 50% likelihoodednd realized upon settlement. At December 31, 26@0estimated gross unrecognized tax
benefits were $20.7 million of which $16.8 milliahrecognized, would favorably impact our futu@®ings. 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 todbesolidated financial statements for further infation regarding income taxes.

ltem 7A.  Quantitative and Qualitative Disclosures &dout Market Risk

The primary objective of our investment activitisdo preserve principal, while at the same tim&imiing income we receive from
investments without significantly increased risk. achieve this objective, we follow an establishreeé@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 and short-term
investments in a variety of securities. These seesiare classified as available-for-sale andrecerded at fair value with unrealized gains
and losses, net of tax, included in accumulatedratbmprehensive income within stockholders equitye consolidated balance sheet.

As of December 31, 2010, we had no material impatncharges associated with our short-term investpertfolio. Although we
believe our current investment portfolio has véttiel risk of material impairment, we cannot predigure market conditions or market
liquidity and can provide no assurance that ouestment portfolio will remain materially unimpairesome of the securities we investin r
be subject to market risk due to changes in prigxgihterest rates which may cause the principaam of the investment to fluctuate. For
example, if we hold a security that was issued wiftxed interest rate at the then-prevailing eatd the prevailing interest rate later rises, the
value of our investment will decline. At Decembér;, 3010, our cash equivalents were generally iegeist money market funds, which are
not subject to market risk because the interest paisuch funds fluctuates with the prevailing iest rate. Our short-term investments were
comprised of corporate debt securities, governrardtagency securities and asset and mortgage-baekadties.

At December 31, 2010, we had securities classdgedhorterm investments of $155.9 million. Changes innesérates could adverse
affect the market value of these investments. @bketbelow separates these investments, basedted staturities, to show the approximate
exposure to interest rates.

(in thousands’

Due within one yea $ 18,96¢
Due within five year: 134,01«
Due within ten year —

Due after ten yeal 2,90¢
Total $ 155,88t

A sensitivity analysis was performed on our investirportfolio as of December 31, 2010. 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.

37



Table of Contents

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, 2010:

Fair Value December 31, 2010

-150 BPS -100 BPS -50 BPS +50 BPS +100 BPS +150 BPS
$159,307 $158,16° $157,02¢ $154,74¢ $153,60¢ $152,46¢
Item 8. Financial Statements and Supplementary Data

See “Financial Statements” beginning on page F-ithware incorporated herein by reference.

Item 9. Changes in and Disagreements with Accountants on Acunting and Financial Disclosure
None.

Item 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 defineduiedR13a-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 pracedures as of the end of the period coveretiisyAnnual 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 timegds$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 constaartd the benefits of controls must be considegkadive to their costs. Because of the inherent
limitations in all control systems, no evaluatidrcontrols can provide absolute assurance thaballrol issues and instances of fraud, if any,
within Netflix have been detected.

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

Our management is responsible for establishingnaaidtaining adequate internal control over finahaaorting (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 December3110. In making this assessment, our managemedtthe criteria set forth by the
Committee of Sponsoring Organizations of the Tremgd@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 DecemberZ110. The effectiveness of our internal contrardinancial reporting as of December
2010 has been audited by KPMG LLP, an independsyistered public accounting firm, as stated inrtheport that is included herein.
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(c) Changes in Internal Control Over Financial Reporting

There was no change in our internal control oveairicial reporting that occurred during the quagteted December 31, 2010 that has
materially affected, or is reasonably likely to evélly affect, our internal control over financiaporting.

ltem 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

3.2

4.1

-
4

10.11

10.21
10.31
10.41
10.t
10.€
10.10"

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-49802 3.1 August 2, 200:-
Amended and Restated Byla 8-K 00C-49802 3.1 March 20, 200¢
Certificate of Amendment to the Amended and Redtate

Certificate of Incorporatio 10-Q 00C-49802 3.3 August 2, 200«
Form of Common Stock Certifica S-1/A 33:-83878 4.1 April 16, 2002
Indenture, dated November 6, 2009, among Netftig,, |

the guarantors from time to time party thereto and

Wells Fargo Bank, National Association, relatinghe November 9,

8.50% Senior Notes due 20: 8-K 00C-49802 4.1 2009
Form of Indemnification Agreement entered into by t

registrant with each of its executive officers and

directors S-1/A 33:-83878 10.1 March 20, 200:
2002 Employee Stock Purchase F Def 14A  00(-49802 A April 8, 2010
Amended and Restated 1997 Stock | S-1/A 33:-83878  10.3 May 16, 200z
Amended and Restated 2002 Stock F Def 14A  00C-49802 A March 31, 200¢
Amended and Restated Stockhol’ Rights Agreemer S1 33:-83878 10.5 March 6, 200z
Description of Director Equity Compensation P 8-K 00C-49802 99.2 June 16, 201
Amended and Restated Executive Severance and

Retention Incentive Pla 10-Q 00C-49802 10.10 May 5, 200¢
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Exhibit
Number

23.1
24
31.1

31.2

32.1*

101

Incorporated by Reference

Exhibit Description Form File No. Exhibit

Filing Date

Filed
Herewith

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

Certification of Chief Executive Officer Pursuant$ection
302 of 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 Chlghancia
Officer Pursuant to Section 906 of the SarbanegpxI
Act of 2002

The following financial information from Netflixnic.’s
Annual Report on Form 10-K for the year ended
December 31, 2010 filed with the SEC on February 18
2011, formatted in XBRL includes: (i) Consolidated
Balance Sheets as of December 31, 2010 and 2009,
(i) Consolidated Statements of Operations fortkears
Ended December 31, 2010, 2009 and 2008, (iii)
Consolidated Statements of Stockholders’ Equity and
Comprehensive Income for the Years Ended December
31, 2010, 2009 and 2008, (iv) Consolidated Statésne
Cash Flows for the Years Ended December 31, 2010,
2009 and 2008 and (v) the Notes to Consolidated
Financial Statements, tagged as blocks of

X

*  These certifications are not deemed filed by $eC 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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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 (thenPany) as of December 31, 2010
and 2009, and the related consolidated stateménfsetations, stockholders’ equity and comprehengiecome, and cash flows for each of
the years in the three-year period ended Decenthet(.0. We also have audited Netflix, Inc’s intdroontrol over financial reporting as of
December 31, 2010, based on criteria establishédeémal 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 3M,®and 2009, and the results of their operationstiaeir cash flows for each of the year:
the threeyear period ended December 31, 2010, 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, 2010, based on criteria
established imnternal Control—Integrated Framewoigsued by the Committee of Sponsoring Organizatidrike Treadway Commission.

/s/ KPMG LLP
Mountain View, California
February 18, 2011
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NETFLIX, INC.

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

Assets
Current asset:
Cash and cash equivalel
Shor-term investment
Current content library, ni
Prepaid conter
Other current asse
Total current asse
Content library, ne
Property and equipment, r
Deferred tax asse
Other nol-current assel

Total asset

Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payabl
Accrued expense
Current portion of lease financing obligatic
Deferred revenu
Total current liabilities
Long-term debi
Lease financing obligations, excluding current jpor
Other nor-current liabilities
Total liabilities
Commitments and contingencies (Note
Stockholder' equity:
Preferred stock, $0.001 par value; 10,000,000 sheuthorized at December 31, 2010 and 2009; nesha
issued and outstanding at December 31, 2010 ar@
Common stock, $0.001 par value; 160,000,000 slard®rized at December 31, 2010 and 2009; 52,78:
and 53,440,073 issued and outstanding at Decenih@030 and 2009, respective
Additional paic-in capital
Accumulated other comprehensive inca
Retained earning

Total stockholder equity
Total liabilities and stockholde’ equity

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

2010 2009

$194,49¢  $134,22
155,88t 186,01
181,00 37,32
62,217 26,74
47,357 26,70
640,96° 411,01
180,97: 108,81
128,57( 131,65
17,46 15,95¢
14,09( 12,30
$982,060  $679,73:
$222,82:  $ 92,54:
36,48¢ 33,38
2,08: 1,41
127,18, 100,09
38857¢  227,43(
200,00 200,00
34,12 36,57
69,20 16,58:
691,90 480,59
53 53

51,62: —
75¢ 272
237,73¢ 198,81
290,16: 199,14
$982,060  $679,73
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Revenue:

Cost of revenues
Subscriptior
Fulfillment expense
Total cost of revenue

Gross profit

Operating expense
Technology and developme
Marketing
General and administratiy
Gain on disposal of DVD
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)

Weighte-average common shares outstand

Basic
Diluted

Year ended December 31,

2010 2009 2008
$2,162,620  $1,670,26!  $1,364,66.
1,154,10! 909,46 761,13
203,24t 169,81 149,10:
1,357,35! 1,079,27. 910,23
805,27( 590,99 454,42
163,32¢ 114,54; 89,87:
293,83 237,74 199,71
70,55¢ 51,33 49,66
(6,094) (4,560) (6,327)
521,62 399,05¢ 332,92
283,64 191,93¢ 121,50¢
(19,629 (6,475) (2,45¢)
3,68¢ 6,72¢ 12,45;
267,69 192,19: 131,50(
106,84: 76,33: 48,47
$ 160,85 $ 11586( $ 83,02¢
$ 306 $ 208 $  1.3¢
$ 29 $ 19 $ 132
52,52 56,56( 60,96
54,30+ 58,41¢ 62,83¢

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

Common Stock Other Total
Additional Comprehensive Stockholders’
Paid-in Treasury Retained
Shares Amount Capital Stock Income Earnings Equity
Balances as of December 31, 2( 64,91291 $ 65 $402,71( $ —  $ 1,611 $ 25,42¢ $ 429,81.
Net income — — — — — 83,02¢ 83,02¢
Unrealized gains on available-for-sale securit
net of taxes — — — — (1,527%) — (1,527)
Comprehensive income, net of ta: — — — — — — 81,49¢
Issuance of common stock upon exercise of opr  1,056,64 — 14,01¢ — — — 14,01¢
Issuance of common stock under employee stock
purchase pla 231,06¢ — 4,85: — — — 4,85:
Repurchases of common stc (3,847,06) B (99,88) — — — (99,88¢)
Repurchases of common stock to be held in trei (3,491,08) — — (100,020 — — (100,020
Stocl-based compensation expel — — 12,26¢ — — — 12,26¢
Excess stock option income tax bene — — 4,612 — — — 4,612
Balances as of December 31, 2( 58,862,47 $ 62 $ 338,57 $(100,020) $ 84 $108,45. $ 347,15
Net income — — — — — 115,86( 115,86
Unrealized gains on available-for-sale securit
net of taxe: — — — — 18¢ — 18¢
Comprehensive income, net of ta: — — — — — — 116,04¢
Issuance of common stock upon exercise of opr  1,724,11I 1 29,50¢ — — — 29,50¢
Issuance of common stock under employee stock
purchase pla 224,79¢ — 5,76t — — — 5,76t
Repurchases of common stock and retirement ¢
outstanding treasury sto (7,371,31) (10) (398,85() 100,02( — (25,495 (324,33)
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 $ — % — 3 272 $198,81° $ 199,14
Net income — — — — — 160,85: 160,85:
Unrealized gains on available-for-sale securities,
net of taxe: — — — — 477 — 477
Comprehensive income, net of ta: — — — — — — 161,33(
Issuance of common stock upon exercise of opr  1,902,07: 2 47,08( — — — 47,08:
Issuance of common stock under employee stoc
purchase pla 46,11 — 2,69/ — — — 2,69/
Repurchases of common stc (2,606,309 (2) (88,329 — — (121,93) (210,259
Stocl-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 $ 51,62 $ — 3 75C $237,73¢ $ 290,16

See accompanying notes to consolidated financgdsients.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities:
Net income

Adjustments to reconcile net income to net caskigea by operating activitie:

Acquisition of streaming content libra
Amortization of content librar

NETFLIX, INC.

(in thousands)

Depreciation and amortization of property, equiptreerd intangible:

Amortization of discounts and premiums on investts

Amortization of debt issuance co:
Stocl-based compensation expel
Excess tax benefits from stc-based compensatic
Loss on disposal of property and equiprr
Gain on sale of she-term investment
Gain on disposal of DVD
Gain on sale of busine
Deferred taxe
Changes in operating assets and liabilii
Prepaid conter
Other current asse
Accounts payabl
Accrued expense
Deferred revenu
Other assets and liabilitit
Net cash provided by operating activit
Cash flows from investing activities:
Acquisition of DVD content libran
Purchases of sh-term investment
Proceeds from sale of sh-term investment
Proceeds from maturities of st-term investment
Purchases of property and equipm
Proceeds from sale of DVL
Acquisitions of intangible asse
Investment in busines
Proceeds from sale of busine
Other asset
Net cash used in investing activit|
Cash flows from financing activities:
Principal payments of lease financing obligati
Proceeds from issuance of common sl
Excess tax benefits from stc-based compensatic
Borrowings on line of credit, net of issuance ci
Payments on line of crec
Proceeds from issuance of debt, net of issuands
Repurchases of common stc
Net cash used in financing activiti
Net increase (decrease) in cash and cash equis
Cash and cash equivalents, beginning of

Cash and cash equivalents, end of \
Supplemental disclosure

Income taxes pai

Interest paic

Year Ended December 31,

2010 2009 2008

$160,85.  $11586( $ 83,02¢
(406,21() (64,217 (48,290)
300,59 219,49( 209,75
38,09¢ 38,04« 32,45¢
85¢ 607 62F

514 1,12¢ —
27,99¢ 12,61¢ 12,26¢
(62,212 (12,689 (5,220)
394 254 101
(1,039 (1,509) (3,130
(9,867) (7,637) (13,35()

— (1,789 —
(962) 6,32¢ (5,90%)
(35,476) (5,649 (13,45¢)
(21,769 (5,35¢) 9,271
139,98: (1,189 7,111
67,20¢ 13,16¢ (1,822
27,08¢ 16,97( 11,46:
50,33: 61¢ 9,137
276,40 325,06 284,03
(123,90)  (193,04) (162,84
(107,36) (228,000  (256,95)
120,85° 166,70¢ 304,16:
15,81¢ 35,67¢ 3,17(
(33,83 (45,937 (43,790)
12,91¢ 11,16¢ 18,36¢
(505) (200) (1,067)
— — (6,000)

— 7,48: —
(70) 71 1)
(116,08) (246,079  (144,96()
(1,776) (1,15¢) (829)
49,77¢ 35,27+ 18,87:
62,21 12,68: 5,22(

— 18,97¢ —

— (20,000) —

— 193,91° —
(210,259  (324,33) (199,90
(100,041 (84,64)  (176,63)
60,27 (5,657) (37,55¢)
134,22 139,88: 177,43
$194,49¢  $134,22: $139,88:
$ 56,21¢ $ 5877C $ 40,49
20,10: 3,87¢ 2,45¢

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®ith 20 million subscribers
as of December 31, 2010, the Company is an Inteutetcription service streaming TV shows and movibe Company’s subscribers can
instantly watch unlimited TV shows and movies stned over the Internet to their TVs, computers aothife devices and in the United
States, subscribers can also receive DVDs delivguékly to their homes.

The Company is organized into two operating segsjdumited States and International. In Septemb#&6 2the Company began
international operations by offering an unlimitéceaming plan without DVDs in Canada. Substantiallyof the Company’s revenues are
generated in the United States, and all of the Gmyg long-lived assets are held in the UnitedeStathe Company’s revenues are derived
from monthly subscription fees.

Basis of Presentation

The consolidated financial statements include to®ants of the Company and its wholly-owned subsi€s. Intercompany balances
and transactions have been eliminated.

Reclassification

Certain prior period balance sheet amounts have temassified to conform to the current preseatatlhese reclassifications did not
significantly impact any prior amounts of reportethl assets or total liabilities, and did not iropstockholders’ equity, results of operations
or cash flows.

Use of Estimates

The preparation of financial statements in confeymiith accounting principles generally acceptethia United States of America
requires management to make estimates and assas et affect the reported amounts of assetsiahitities, 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 estimate of useful lives sfabntent library; the valuation of stock-
based compensation; and the recognition and meaeutef income tax assets and liabilities. The Camypbases its estimates on historical
experience and on various other assumptions tea€timpany believes to be reasonable under thentstemnces. Actual results may differ
from these estimates.

Cash Equivalents and Short-term I nvestments

The Company considers investments in instrumentshased with an original maturity of 90 days oslesbe 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/édue with unrealized gains and losses incluideatcumulated other comprehensive
income within stockholdergquity in the consolidated balance sheet. The ama¢idn of premiums and discounts on the investsyarglizec
gains and losses, and declines in value judged tter-than-temporary on available-for-sale séiegrare included in interest and other
income in the consolidated statements of operatibine Company uses the specific identification rétto determine cost in calculating
realized gains and losses upon the sale of shontiterzestments.
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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 BwDstreaming revenue
sharing agreements with studios, distributors ahdrasuppliers.

The Company obtains content distribution rightsiider to stream TV shows and movies to subscriliérs, computers and mobile
devices. Streaming content is generally licensed fixedfee for the term of the license agreement. Thenieeagreement may or may not
recognized 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 as current dditieary for the portion available for
streaming within one year and as non-current catitaary for the remaining portion. New titles cgmized in the content library are
classified in the line item “Acquisition of streamgi content library” within net cash provided by ogteng activities in the consolidated
statements of cash flows. The Company amortizesagh&ent library on a straight-line basis over eitiéis window of availability. The
amortization is classified in cost of subscriptinrihe consolidated statements of operations atigeitine item “Amortization of content
library” within net cash provided by operating aités in the consolidated statements of cash fldwes the titles recognized in content
library, the license fees due but not paid aresdfi@sl on the consolidated balance sheets as “Atsquayable’for the amounts due within o
year and a“Other non-current liabilities” for the amounts dioeyond one year. Changes in these liabilitieskssified in the line items
“Accounts payable” and “Other assets and liabaitieithin net cash provided by operating activitieshe consolidated statement of cash
flows. Commitments for the titles not yet availafide streaming are not yet recognized in the cdrtbrary and are included in footnote 5 to
the consolidated financial statements.

When the streaming license fee is not known oraalsly determinable for a specific title, the tilees not meet the criteria for
recognition in the content library. The license ifeaot known or reasonably determinable for a joditle in fixed fee license agreements
that do not specify the number of titles, the Ieeifee per title and the windows of availability pe. Over the term of these agreements, the
Company typically makes periodic fixed prepaymehé are classified in prepaid content on the clidsied balance sheets. The Company
amortizes the license fees on a straight-line lmass the term of each license agreement. The @atdn is classified in cost of subscription
in the consolidated statements of operations atigeifine item “Net income” within net cash providiey operating activities in the
consolidated statements of cash flows. Changesejpad content are classified within net cash mtedliby operating activities in the line it
“Prepaid content” in the consolidated statementsagh flows. Commitments for licenses that do ne¢inthe criteria for recognition in the
content library are included in footnote 5 to tlmsolidated financial statements.

The Company acquires DVD content for the purposenting 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 as a non-current asset on the consolidasédahce sheets. The acquisition of DVD contenahijprnet of changes in related liabilities, is
classified in the line item “Acquisition of DVD ctant library” within cash used in investing actigg in the consolidated statements of cash
flows because the DVD content library is consideagatoductive asset. Other companies in the in-hemtertainment video industry classify
these cash flows as operating activities. The Camppanortizes its direct purchase DVDs, less estdhatlvage value, on a “sum-of-the-
months” accelerated basis over their estimateculbeés. The useful life of the new release DVD&l dack-catalog DVDs is estimated to be
one year and three years, respectively. In estigdkie useful life of its DVDs, the Company conside
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historical utilization patterns, primarily the nuertof times a DVD title is shipped to subscriberaigiven period, as well as an estimate for
lost or damaged DVDs. The amortization of the DMiDtent library is classified in cost of subscriptio the consolidated statement of
operations and in the line item “Amortization oftent library” within net cash provided by opergtiactivities in the consolidated statements
of cash flows.

The Company also obtains DVD and streaming coriteotigh revenue sharing agreements with studioslatdbutors. Revenue
sharing obligations incurred based on utilizatiom @assified in cost of subscription in the cortated statements of operations and in the
line item “Net income” within net cash provided byerating activities in the consolidated statemehtsash flows. The terms of some
revenue sharing agreements obligate the Compamgake a low initial payment for certain titles, repenting a minimum contractual
obligation under the agreement. The low initial payt is in exchange for a commitment to share egoéage of its subscription revenues or
to pay a fee, based on utilization, for a definedqad of time, or the title term, which typicallgmges from six to twelve months for each title.
The initial payment may be in the form of an upfroon-refundable payment. This payment is capgdlin the content library in accordance
with the Company’s DVD and streaming content pebcas applicable. The initial payment may alsatibeé form of a prepayment of future
revenue sharing obligations which is classifieg@paid content. This payment is amortized as nevaharing obligations are incurred. If
during the title term, the Company determines thatfull prepayment will not be amortized basedutilization, a provision for the estimated
difference is recorded in the period that suchthibis deemed probable. Under the revenue shagrgements for its DVD library, at the
end of the title term, the Company generally hasaption of returning the DVDs to the studio, deging the DVDs or purchasing the DVDs.
In most cases, the Company purchases the DVDs ivhas the ability to do so. This end of term bwy-is also included in DVD library at
the time of purchase.

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 thepeetive assets, generally up to 30 years, oreteelterm for leasehold improvements, if
applicable. Leased buildings are capitalized actuided in property and equipment when the Compaary iwvolved in the construction
funding and did not meet the “sale-leaseback” date

I mpairment of Long-Lived Assets

Long-ived assets such as DVD content library, proparg equipment and intangible assets subject teedigion and amortization a
reviewed for impairment whenever events or chaimgescumstances indicate that the carrying amadi@in asset group may not be
recoverable. Recoverability of asset groups toddd and used is measured by a comparison of thgimgramount 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 chasgedognized by the amount by which the carryingamh of an asset group exceeds fair
value of the asset group. There were no eventlages in circumstances that would indicate that#rrying amount of an asset group may
not be recoverable in any of the years presented.

Capitalized Software Costs

Costs incurred during the application developméades for software programs to be used solely tat theeCompany’s internal needs
are capitalized. Costs incurred in connection withdevelopment of software used by the Compampsaibers, such as that included in
consumer electronics partner devices, are capthlifuring the period between technological feasitiind general availability of the
software.

Capitalized software costs are included in propanty equipment, net and are amortized over thmattd useful life of the software,
generally up to three years. The net book valugapftalized software costs is not significant aBe€ember 31, 2010 and 2009.
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Revenue Recognition

Subscription revenues are recognized ratably oaeh subscriber’'s monthly subscription period. Rdfuto subscribers are recorded as
a reduction of revenues. Revenues are presented thet taxes that are collected from customersrandtted to governmental authorities.
Deferred revenue consists of subscriptions revehillesl to subscribers that have not been recognéral gift subscriptions that have not
been redeemed.

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 relatirigetrial periods. Advertising costs are expereseéhcurred except for advertising production
costs, which are expensed the first time the achvwegtis run. Advertising expense totaled approxetya$212.4 million, $175.0 million and
$158.7 million in 2010, 2009 and 2008, respectively

Income Taxes

The Company records a tax provision for the arngi@d tax consequences of the reported resultsesbtipns using the asset and
liability method. Deferred income taxes are recegdiby applying enacted statutory tax rates afdpkcen 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 assatdiabilities of a change in tax rates is recogdizeincome in the period that includes the
enactment date. The measurement of deferred tatsasgeduced, if necessary, by a valuation allmedor any tax benefits for which future
realization is uncertain. There was no valuatidovednce as of December 31, 2010 or 2009.

The Company did not recognize certain tax benéfits uncertain tax positions within the provisiar fncome taxes. The Company
recognizes a tax benefit from an uncertain taxtipwsonly 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 gesater than 50% likelihood of being realizedrupettlement. The Company recognizes
interest and penalties related to uncertain taxXipas in income tax expense. See Note 8 to theaatated financial statements for further
information regarding income taxes.

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 futureainsa are classified as treasury stock. Shares figroreconstructively 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 deduaiedrfrtained earnings. Direct costs incurred to medhe shares are included in the total
of the shares.

Comprehensive | ncome

Other comprehensive income consists of unrealiz@asgand losses on available-for-sale securitieispfitax. Total comprehensive
income and the components of accumulated other @mpsive income are presented in the accompagimgplidated statements of
stockholders’ equity.
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Net |ncome Per Share

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

Year ended December 31,
2010 2009 2008
(in thousands, except per share data)

Basic earnings per shal

Net income $160,85: $115,86( $83,02¢
Shares used in computatic
Weighte-average common shares outstant 52,52¢ 56,56( 60,96
Basic earnings per she $ 3.0¢€ $ 2.0 $ 1.3€
Diluted earnings per shar
Net income $160,85: $115,86( $83,02¢
Shares used in computatic
Weighte-average common shares outstanc 52,52¢ 56,56( 60,96
Employee stock options and employee stock purcplaseshare 1,77¢ 1,85¢ 1,87¢
Weightec-average number of shar 54,30¢ 58,41¢ 62,83¢
Diluted earnings per sha $ 2.9¢ $ 1.9¢ $ 1.3

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-dittitive. The number of options excluded are imenial for all periods presented.

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 fdtfes. See Note 7 to the consolidated financiaéstants for further information regarding
stock-based compensation.
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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. Short-term investmemnéstherefore classified as available-for-sale séearand are reported at fair value as
follows:

December 31, 2010

Gross Gross
Unrealized Unrealized
Amortized Estimated
Cost Gains Losses Fair_Value
(in thousands)
Corporate debt securitit $109,74! $ 1,04 $ (107 $110,68
Government and agency securi 42,06: 331 (107) 42,29:
Asset and mortgage backed securi 2,881 16¢€ (140) 2,90¢
$154,68¢ $ 1,54: $ (342  $155,88¢
December 31, 2009
Gross Gross
Unrealized Unrealized
Amortized Estimated
Cost Gains Losses Fair Value
(in thousands)
Corporate debt securitit $ 82,36 $ 91t $ (106 $ 83,17
Government and agency securit 96,99¢ 72 (41¢€) 96,654
Asset and mortgage backed securi 6,262 142 (212) 6,19:
$185,62: $ 1,13( $ (7349  $186,01¢

Because the Company does not intend to sell thestments that are in an unrealized loss positidntas not likely that the Company
will be required to sell the investments beforeokaxry of their amortized cost basis, the Compargsdwt consider those investments with an
unrealized loss to be other-than-temporarily imgshiat December 31, 2010. There were no material-tttan-temporary impairments or
credit losses related to available-for-sale seiegrin 2010, 2009 or 2008.

The gross realized gains on the sales of avaifipleale securities for the three years ended DbeeRil, 2010, 2009 and 2008 were
$1.0 million, $1.9 million and $4.9 million, resgiely. There were no material gross realized legsem the sale of available-for-sale
investments for the years ended December 31, 20d@@09. The gross realized losses on the sal@gaidifible-for-sale securities for the year
ended 2008 were $1.8 million. Realized gains asdds and interest income are included in interesbgher income.

The estimated fair value of short-term investmémtsontractual maturity as of December 31, 201axsifollows:

(in thousands’

Due within one yea $ 18,96¢
Due after one year and through 5 ye 134,01«
Due after 5 years and through 10 ye —

Due after 10 year 2,90¢
Total shor-term investment $ 155,88t
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The Company measures certain financial asset# ataflae on a recurring basis, including cash eajleints and available-for-sale
securities. Fair value is a market-based measurketim&nshould be determined based on the assunsptiah market participants would use in
pricing an asset or liability.

Fair Value Measurements at December 31, 2010

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

(in thousands)
Current Assets

Money market funds (1 $ 352 $ 35: $ — $ —
Fixed income availab-for-sale securities (z 155,88t — 155,88t —
Total current financial asse 156,24: 35¢ 155,88t —
Non-current Assets
Money market funds (= 4,561 4,561 — —
Total nor-current financial asse 4,561 4,561 — —
Total financial assel $160,80: $ 4,91¢ $155,88¢ $ —
Fair Value Measurements at December 31, 2009
Quoted Prices ir Significant
Other Significant
Active Markets Observable Unobservable
for Identical
Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3)

(in thousands)
Current Assets

Money market funds (1 $ 69C $ 69C $ — $ —

Fixed income availab-for-sale securities (- 186,01¢ — 186,01¢ —

Total current financial asse 186,70t 69C 186,01¢ —
Non-current Assets

Money market funds (= 2,82¢ 2,82¢ — —

Total nor-current financial asse 2,82¢ 2,82¢ — —

Total financial assel $189,53° $ 3,51¢ $186,01¢ $ —

(1) Included in cash and cash equivalents in the Cowg’s consolidated balance shei
(2) Included in sho-term investments in the Compés consolidated balance shes

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

The hierarchy level assigned to each securityénGbmpany’s available-for-sale portfolio and caghiealents is based on its
assessment of the transparency and reliabilithefriputs used in the valuation of such instruna¢tihe measurement date. The fair value of
available-for-sale securities included in the Lelelategory is based on quoted prices that arélyead regularly available in an active
market. The fair value of available-for-sale setiesiincluded in the Level 2 category is based lmseovable inputs, such as quoted prices for
similar assets at the measurement date; quoteglsgrianarkets that are not active; or other inphas are observable, either directly or
indirectly. These values were obtained from an fiegelent pricing service and were evaluated usiimingrmodels that vary by asset class
and may incorporate available trade, bid and other
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market information and price quotes from well eishied independent pricing vendors and broker-dsaf@ur procedures include controls to
ensure that appropriate fair values are recordedh as comparing prices obtained from multiple patelent sources. See Note 4 for further
information regarding the fair value of the 8.50éfisr notes.

3. Balance Sheet Component
Content Library, Net
Content library and accumulated amortization cdaedisf the following:

As of December 31,

2010 2009
(in thousands)

DVD content library, gros $ 627,39. $ 638,00t
Streaming content library, gro 441,63 104,79t
Content library, gros 1,069,02! 742,80.
Less: accumulated amortizati (707,05() (596,662

361,97¢ 146,13!
Less: Current content library, r 181,00¢ 37,32¢
Content library, ne $ 180,97: $ 108,81(

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

As of December 31,

2010 2009
(in thousands)

Computer equipmet 3year $ 60,28¢ $ 62,13:
Operations and other equipme 5 year 72,36¢ 65,05¢
Software, including intern-use softwar 3 year: 26,96 35,40:
Furniture and fixture 3 year 11,43¢ 12,42
Building 30 year 40,68: 40,68:
Leasehold improvemen Over life of leas 36,53( 35,15¢
Capital worl-in-progress 16,88: 15,09
Property and equipment, grc 265,14¢ 265,94°
Less: Accumulated depreciati (136,579 (134,29
Property and equipment, r $128,57(  $131,65:

Capital work-in-progress as of December 31, 20IGists primarily of approximately $16 million of @@tions equipment. In 2010, the
Company wrote-off fully depreciated equipment aafiveare of $33.9 million related to assets thatewso longer in existence.

Other non-current Assets
Other non-current assets consisted of the following

As of December 31,

2010 2009
(in thousands)
Patents, ne $ 1,581 $ 1,63¢
Restricted cas 4,561 2,82¢
Debt issuance costs, r 5,48( 5,96¢
Other 2,462 1,86¢
Other nol-current assel $14,09( $12,30(
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Restricted cash of $4.6 million and $2.8 millios,af December 31, 2010 and 2009, respectivelyte@l® workers’ compensation
insurance deposits.

Accrued Expenses
Accrued expenses consisted of the following:

As of December 31,

2010 2009
(in thousands)
Accrued state sales and use $14,98: $11,62¢
Accrued payroll and employee bene 8,52( 6,427
Accrued interest on de 2,12¢ 2,591
Accrued content acquisition co¢ 6,95( 5,81(
Other 3,911 6,92¢
Accrued expense $36,48¢ $33,38:

Other non-current Liabilities
Other non-current liabilities consisted of the daling:

As of December 31,

2010 2009
(in thousands)
Accrued content acquisition co $48,17¢ $ 2,227
Other 21,02: 14,35¢
Other nor-current liabilities $69,20: $16,58:

4.  Long-term Debt
Senior Notes

In November 2009, the Company issued $200.0 mibiggregate principal amount of 8.50% senior notesNovember 15, 2017 (the
“8.50% Notes”). The net proceeds to the Companmfiioe 8.50% Notes were approximately $193.9 millidabt issuance costs of $6.1
million are recorded in other non-current assettherconsolidated balance sheet and are amortizgdive term of the notes as interest
expense. The notes were issued at par and are s@siecured obligations of the Company. Interepaigble semi-annually at a rate of
8.50% per annum on May 15 and November 15 of eaah yommencing on May 15, 2010. The 8.50% Notesepayable in whole or in
part upon the occurrence of a change of contraheabption of the holders, at a purchase pricash equal to 101% of the principal plus
accrued interest. Prior to November 15, 2012, ingbent of a qualified equity offering, the Compamgy redeem up to 35% of the
8.50% Notes at a redemption price of 108.50% oftiirecipal plus accrued interest. Additionally, iempany may redeem the 8.50% Notes
prior to November 15, 2013 in whole or in part aedemption price of 100% of the principal plusraed interest, plus a “make-whole”
premium. On or after November 15, 2013, the Compaay redeem the 8.50% Notes in whole or in paspatified prices ranging from
104.25% to 100% of the principal plus accrued ggéer

The 8.50% Notes include, among other terms anditions, limitations on the Comparsyability to create, incur, assume or be liable
indebtedness (other than specified types of pegthittdebtedness); dispose of assets outside tiaoyadourse (subject to specified
exceptions); acquire, merge or consolidate withntar
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another person or entity (other than specified $ygfepermitted acquisitions); create, incur orallny lien on any of its property or assign
any right to receive income (except for specifiednpitted liens); make investments (other than $ggelttypes of investments); or pay
dividends or make distributions (each subject &c#jed exceptions). At December 31, 2010, the Camypvas in compliance with these
covenants.

Based on quoted market prices, the fair value ®8t50% Notes was approximately $225.0 millionfaBaecember 31, 2010.

Credit Agreement

In September 2009, the Company entered into atagddement which provided for a $100 million thyear revolving line of credit.
Loans under the credit agreement bore interettga€ompany’s option, at either a base rate detehin accordance with the credit
agreement, plus a spread of 1.75% to 2.25%, odpstaed LIBOR rate plus a spread of 2.75% to 3.2Bctober 2009, the Company
borrowed $20 million under the credit agreement Ploceeds, net of issuance costs, to the Compars/approximately $19.0 million. In
connection with the issuance of the 8.50% NotesGbmpany repaid all outstanding amounts undetemanated the credit agreement.
Issuance costs related to the line of credit weckided in interest expense in the year ended DieeeB1, 2009.

5. Commitments and Contingencie:
Lease obligations

The Company leases facilities under non-cancelgéeating leases with various expiration datesutjinc2018. The facilities generally
require the Company to pay property taxes, inswamti maintenance costs. Further, several leaseragnts contain rent escalation clauses
or rent holidays. For purposes of recognizing mimmrental expenses on a straight-line basis owetethms 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 fg@@gments commencing at a date other
than the date of initial occupancy, the Companpms minimum rental expenses on a straight-linéstmager the terms of the leases in the
consolidated statements of operations. The Compasyhe option to extend or renew most of its leag@ch may increase the future
minimum lease commitments.

Because the terms of the Company’s original faedlitease agreements required the Company’s inm@aein the construction funding
of the buildings at its Los Gatos, California heaaiders site, the Company is the “deemed owner'gégounting purposes only) of these
buildings. Accordingly, the Company recorded arete$ $40.7 million, representing the total codtthe buildings and improvements,
including the costs paid by the lessor (the legailer of the buildings), with corresponding liab#di&. Upon completion of construction of e
building, the Company did not meet the sale-leadebsteria for de-recognition of the building atssend 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 finanolligations by approximately $14
million. The leases continue to be accounted fdirascing obligations and no gain or loss was réed as a result of the lease financing
modification. At December 31, 2010, the lease fawag obligation balance was $36.2 million as reedrdn the consolidated balance sheet,
but the remaining future minimum payments underé¢lase financing obligation are $23.6 million. Tease financing obligation balance at
the end of the extended lease term will be appratety $25.8 million which approximates the net beakue of the buildings to be
relinquished to the lessor.
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Future minimum payments under lease financing alibgs and non-cancelable operating leases asa#rblger 31, 2010 are as
follows:

Future

Minimum

Year Ending December 31, Payments
(in thousands’
2011 $ 17,87
2012 16,15¢
2013 13,20¢
2014 10,16¢
2015 8,02
Thereafte 11,177
Total minimum payment $ 76,61

Rent expense associated with the operating leaae$44.9 million, $14.5 million and $13.7 millioorfthe years ended December 31,
2010, 2009 and 2008, respectively.

Streaming Content

The Company had $1,075.2 million and $114.8 milikdmommitments at December 31, 2010 and Decemhe2®9, respectively,
related to streaming content license agreementslthaot meet content library recognition criteria.

The Company also has entered into certain licegsseaents that include an unspecified or a maximumber of titles that the
Company may or may not receive in the future amdhat include pricing contingent upon certain abfes, such as domestic theatrical
exhibition receipts for the title. As of the repong date, it is unknown whether the Company willaige access to these titles or what the
ultimate price per title will be. However such amtsiare expected to be significant.

The Company has licenses with certain, and is ntlyrévolved in negotiations with other, performginights organizations (“PROs")
that hold certain rights to music used in connectigth streaming content. For the latter, the Conypaccrues for estimated royalties that are
due to PROs and adjusts these accruals based ahanges in estimates. While we anticipate finajzhese negotiations, the outcome of
these negotiations is uncertain. Additionally, pegditigation between certain PROs and other tpiatties could impact our negotiations. If
the Company is unable to reach mutually acceptaiohes with the PROs, the Company could become w¢bin similar litigation. The
results of any negotiation or litigation may be erally 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 practicespatent infringement. Litigation can be expeasiad disruptive to normal business
operations. Moreover, the results of complex lggateedings are difficult to predict and the Compswiew of these matters may change in
the future as the litigation and events relatedetoeunfold. The Company expenses legal fees asrizit. The Company records a provision
for contingent losses when it is both probable ¢ghéability has been incurred and the amount eflttss can be reasonably estimated. An
unfavorable outcome to any legal matter, if matedauld have an adverse effect on the Companyesaijons or its financial position,
liquidity or results of operations.

On March 29, 2010, Parallel Networks, LLC filedarplaint for patent infringement against the Conypand others in the United
States District Court for the Eastern District @x@s, captioneBarallel Networks, LLC v. Abercrombie & Fitch Cet, al, Civil Action No
6:10-cv-00111-LED. The complaint alleges that the
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Company infringed U.S. Patent No. 6,446,111 entitdethod and Apparatus for Client-Server CommutiigaUsing a Limited Capability
Client Over a Low-Speed Communication Link,” issuwedSeptember 3, 2002. The complaint seeks unggp@cibmpensatory and enhanced
damages, interest and fees, and seeks to permasajtin the Company from infringing the patenthie future. With respect to this matter,
management has determined that a potential loss igrobable and accordingly, no amount has beemad. Management has determined a
potential loss is reasonably possible as it isndefiby ASC 450; however, based on its current kadgé, management does not believe that
the amount of such possible loss or a range ohiatdoss is reasonably estimable.

On September 25, 2009, Alcatel-Lucent USA Incdfitlecomplaint for patent infringement against tleen@any in the United States
District Court for the Eastern District of TexaaptionedAlcatel-Lucent USA Inc. v. Amazon.com Inc., etCalil Action No. 6:09-cv-422.
The complaint alleges that the Company infringe.Patents Nos. 5,649,131 entitled “Communicatimagocol” issued on July 15, 1997,
5,623,656 entitled “Script Based Data Communica8gatem and Method Utilizing State Memory” issuedApril 22, 1997 and 5,404,507
entitled “Apparatus and Method for Finding Recarda Database by Formulating a Query Using Equitalerms Which Correspond to
Terms in the Input Query,” issued April 4, 1995 eTé¢omplaint seeks unspecified compensatory andneebadamages, interest, costs and
fees, and seeks to permanently enjoin the Company ihfringing the patents in the future. With respto this matter, management has
determined that a potential loss is not probabtkaatordingly, no amount has been accrued. Managdmas determined a potential loss is
reasonably possible as it is defined by ASC 45@ieéweer, based on its current knowledge, managenua# dot believe that the amount of
such possible loss or a range of potential lossdasonably estimable.

In January through April of 2009, a number of puted anti-trust class action suits were filed agathe Company in various United
States Federal Courts. Wal-Mart Stores, Inc. anthmafd.com USA LLC (collectively, Wal-Mart) were alsiamed as defendants in these
suits. These cases have been transferred by ti@alithnel on Multidistrict Litigation to the Ndrérn District of California to be
consolidated or coordinated for pre-trial purposes] have been assigned the multidistrict litigatiamber MDL-2029. A number of
substantially similar suits were filed in Califoanbtate Courts, and have been consolidated in Edauta County. The plaintiffs, who are
current or former Netflix customers, generally géehat Netflix and Wal-Mart entered into an agreatrio divide the markets for sales and
online rentals of DVDs in the United States, whiebulted in higher Netflix subscription prices. March 19, 2010, plaintiffs filed a motion
to certify a class consisting of “any person oiitgrih the United States that paid a subscripties to Netflix on or after May 19, 2005 up to
and including the date of class certification” wittrtain exceptions. The Court granted the motiwrclass certification on December 23,
2010. A number of other cases have been filed defad and State courts by current or former subscsito the online DVD rental service
offered by Blockbuster Inc., alleging injury arigifrom similar facts. These cases have been retatbtDL 2029 or, in the case of the
California State cases, coordinated with the cas8anta Clara County. On August 27, 2010, \Mal+ stated that it had settled the cases
both the Netflix and Blockbuster plaintiffs. A heay on the plaintiffs’ motion for preliminary appral of the settlement was heard on
February 9, 2011, but the court has not yet rutethe motion. Netflix is not part of the settlemant continues to litigate these cases. With
respect to this matter, management has determtmtc tpotential loss is not probable and accorgjng amount has been accrued.
Management has determined a potential loss is meh$ppossible as it is defined by ASC 450; howgelased on its current knowledge,
management does not believe that the amount of maggible loss or a range of potential loss isaealsly estimable.

On October 24, 2008, Media Queue, LLC filed a caimtlfor patent infringement against the CompanthaUnited States District
Court for the Eastern District of Oklahoma, capidMedia Queue, LLC v. Netflix, Inc., et.,aCivil Action No. CIV 08-402-KEW. The
complaint alleges that the Company infringed U &eRt No. 7,389,243 entitled “Notification Systendaviethod for Media Queue” issued
on June 17, 2008. The complaint seeks unspecifietpensatory and enhanced damages, interest anéiekseeks to permanently enjoin
Company from infringing the patent in the futuren Bebruary 24, 2009, the case was transferred to
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the Northern District of California. On August 2009, the Company filed a motion for summary judghwé noninfringement. A hearing ¢
the motion was held on November 17, 2009. On Deeerhp2009, the Court granted the Company’s mdbosummary judgment of non-
infringement. On February 10, 2010, plaintiff appdahe summary judgment ruling. With respect {e thatter, management has determined
that a potential loss is not probable and accotdjmp amount has been accrued. Management hasrdiedel a potential loss is reasonably
possible as it is defined by ASC 450; however, Baseits current knowledge, management does n@vegethat the amount of such possible
loss or a range of potential loss is reasonablynasie.

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

6. Guarantees—Intellectual Property 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 basspartners and other parties with respect tainartatters, including, but not limited to,
losses arising out of the Company’s breach of sugkements and out of intellectual property infeimgnt claims made by third parties.

The Company’s obligations under these agreemengsbméimited in terms of time or amount, and in soimstances, the Company may
have recourse against third-parties for certaimmts. In addition, the Company has entered irderimification agreements with its
directors and certain of its officers that will tee it, among other things, to indemnify them agéacertain liabilities that may arise by reason
of their status or service as directors or offic@itee terms of such obligations vary.

It is not possible to make a reasonable estimatieeoaximum potential amount of future paymen@eurthese 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
Stock Repurchase Program
The following table presents a summary of our stegurchases:

Year ended December 31,

2010 2009 2008

(in thousands, except per share data)
Total number of shares repurcha 2,60¢ 7,371 7,33¢
Dollar amount of shares repurcha: 210,25¢ 324,33t 199,90«
Average price paid per she $ 80.6 $ 44.0( $ 27.2¢
Range of price paid per she $60.23- $126.0: $34.70- $60.0( $19.52- $31.71

Under the current stock repurchase plan, announceldine 11, 2010, the Company is authorized torcbpse up to $300 million of its
common stock through the end of 2012. As of DecerBhe2010, $240.6 million of this authorizatiorrésnaining. The timing and actual
number of shares repurchased will depend on vafamiers including price, corporate and regulateguirements, debt covenant
requirements, alternative investment opportungied other market conditions.
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Shares repurchased by the Company are accountadhéor the transaction is settled. There were nettlad share repurchases at
December 31, 2010. Shares repurchased and reteatbducted from common stock for par value anchfadlditional paid in capital for the
excess over par value. If additional paid in cdpites been exhausted, the excess over par vatlggliscted from retained earnings. Direct
costs incurred to acquire the shares are includduki total cost of the shares. During the yeaedrgecember 31, 2010, $121.9 million was
deducted from retained earnings related to shagrchases.

In the fourth quarter of 2009, the Company deteedlithat all shares held in treasury stock wouldelieed. 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 efsigrhted preferred stock with par value of $08€dshare. None of the prefer
shares were issued and outstanding at Decemb203@,and 2009.

Voting Rights

The holders of each share of common stock shahitied to one vote per share on all matters tedted upon by the Company’s
stockholders.

Employee Stock Purchase Plan

In February 2002, the Company adopted the 2002 &yaplStock Purchase Plan (“ESP®hich reserved a total of 1,166,666 share
common stock for issuance. The 2002 Employee Stockhase Plan also provided for annual increastinumber of shares available for
issuance on the first day of each year, beginniitig 2003, equal to the lesser of:

* 2% of the outstanding shares of the common stodkefirst day of the applicable yei
* 666,666 shares; ar
e such other amount as the Comg’s Board of Directors may determir

Under the Company’s ESPP, employees can purchaseap stock of the Company through accumulated plageeductions. The
purchase price of the common stock acquired bythployees participating in the ESPP is 85% of thsiieg price on either the first day of
the offering period or the last day of the purchaseod, whichever is lower. Through May 1, 2006edng periods were twentfeur months
and the purchase periods were six months. Theredah offering period included four sixenth purchase periods, and the purchase pri
each six-month period was determined by compaheglosing prices on the first day of the offerpagiod and the last day of the applicable
purchase period. In this manner, the look-bacldé&sermining the purchase price was up to twenty-foonths. However, effective May 1,
2006, the ESPP was amended so that offering aruth@se periods take place concurrently in conseegiivmonth increments. Under the
amended ESPP, therefore, the look-back for detémgithe purchase price is six months. Employeedroaest up to 15% of their gross
compensation through payroll deductions. In no ewenuld an employee be permitted to purchase nt@e 8,334 shares of common stock
during any six-month purchase period.

In March 2010, the ESPP was amended to terminatarthual increase to the share reserve and tothimihaximum number of shares
available under the ESPP to 2,800,000 shares. Reoémber 31, 2010, there were 2,785,721 shardalalesfor future issuance under the
2002 Employee Stock Purchase Plan. There was o\EGPP offering in 2010, and the Company doesxuxct any future ESPP offerings.
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During the years ended December 31, 2010, 2002608, employees purchased approximately 46,1127994nd 231,068 shares at
average prices of $58.41, $25.65, and $21.00 @eestespectively. Cash received from purchaseeruhd ESPP for the years ended
December 31, 2010, 2009 and 2008 was $2.7 mil$ér8 million, and $4.9 million, respectively.

Stock Option Plans

In February 2002, the Company adopted the 200k Rtan, which was amended and restated in May 200§ 2002 Stock Plan
provides for the grant of incentive stock optiom®imployees and for the grant of non-statutorykstqations and stock purchase rights to
employees, directors and consultants. As of Dece®he2010, 2,038,502 shares were reserved fordigrant under the 2002 Stock Plan.

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, 2! 3,994,86! 5,619,63! 16.47
Grantec (856,73) 856,73: 27.9¢
Exercisec — (1,056,64) 13.2%
Cancelec 54,71« (54,719 28.8¢
Expired (332 — —
Balances as of December 31, 2! 3,192,51! 5,365,01! 18.81
Granted (601,665 601,66! 41.6¢
Exercisec — (1,724,11)) 17.11
Cancelec 1,13¢ (1,139 12.6¢
Expired (71€) — —
Balances as of December 31, 2! 2,591,26 4,241,433 22.7¢
Granted (552,76%) 552,76! 99.5¢
Exercisec — (1,902,07) 24.7¢
Balances as of December 31, 2! 2,038,50: 2,892,13I 36.11 5.8( 404,35
Vested and exercisable at
December 31, 201 2,892,13I 36.11 5.8( 404,35

The aggregate intrinsic value in the table abopeagents the total pretax intrinsic value (theeddhce between the Company’s closing
stock price on the last trading day of 2010 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, 201 dimount changes based on the fair
market value of the Company’s common stock. Tatidrisic value of options exercised for the yeardesl December 31, 2010, 2009 and
2008 was $176.0 million, $44.7 million and $18.9liow, respectively.

Cash received from option exercises for the yeadee December 31, 2010, 2009 and 2008 was $47idm$29.5 million and $14.0
million, respectively.
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The following table summarizes information on oaitgting and exercisable options as of December(®IQ:2

Options Outstanding and Exercisable

Weighted-

Average
Remaining Weighted-
Contractual Life Average
Number of Exercise

Exercise Price Options (Years) Price

$1.50 323,21. 1.01 $ 1.5C
$ 3.0C-%$11.92 325,55 3.9¢ 10.8:
$ 12.38-$19.48 303,12° 4.5¢ 16.3¢
$ 20.02- $23.36 295,29 6.1¢ 21.7¢
$ 23.48-%$27.11 307,88! 5.8( 25.9¢
$ 27.24- $30.94 308,39 6.27 29.4¢
$ 31.0C- $40.62 303,05 5.22 35.3¢
$ 40.94- $61.03 336,23. 8.7¢ 50.1¢
$ 69.7C-$134.91 301,15 9.4( 96.8¢
$154.6€- $200.14 88,21¢ 9.8: 172.5¢

2,892,13

Stock-Based Compensation

Vested stock options granted before June 30, 2804e exercised up to three months following teatidm of employment. Vested
stock options granted after June 30, 2004 and defanuary 1, 2007 can be exercised up to one ghawving termination of employment.
For newly granted options, beginning in January72@dnployee stock options will remain exercisabletfie full ten year contractual term
regardless of employment status. In conjunctiom wits change, the Company changed its methodlcfileéing the fair value of new stock-
based compensation awards granted under its spiii@lans from a Black-Scholes model to a latbegomial model. The Company
believes that the lattice-binomial model is morpatae of incorporating the features of the Compsugyhployee stock options than closed-
form models such as the Black-Scholes model. Ttiedabinomial model has been applied prospectit@lgptions granted in 2007. The
following table summarizes the assumptions usedhae option grants using a lattice-binomial model:

Year Ended December 31,

2010 2009 2008
Dividend yield 0% 0% 0%
Expected volatility 46%— 54% 46%— 56% 50%- 60%
Risk-free interest rat 2.65%— 3.67% 2.60%-~— 3.62% 3.68%— 4.00%
Suboptimal exercise fact 1.78-3.2¢ 1.73-2.01 1.76-2.04

The Company bifurcates its option grants into twpyee groupings (executive and non-executiveg@thas exercise behavior and
considers several factors in determining the esérobexpected term for each group, including tis¢éohical option exercise behavior, the
terms and vesting periods of the options grantethé year ended December 31, 2010, the Compaigyauseboptimal exercise factor ranc
from 2.15 to 3.28 for executives and 1.78 to 2d¥9nbn-executives, which resulted in a calculatqueeted term of the option grants of 6
years for executives and 4 years for-executives. In the year ended December 31, 26@9Cbmpany used a suboptimal exercise factor
ranging from 1.87 to 2.01 for executives and 1/ 3.76 for non-executives, which resulted in adaled expected term of the option grants
of 4 years for executives and 3 years for non-etkegs! In the year ended December 31, 2008, thepaasnused a suboptimal exercise factor
ranging from 1.90 to 2.04 for executives and 1&/6.77 for non-executives, which resulted in a daled expected term of the option grants
of 4 years for executives and 3 years for non-ethess!
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The fair value of shares issued under the ESP§tima&ed using the Black-Scholes option pricing slo@ihe following table
summarizes the assumptions used to value shares tedESPP:

Year Ended December 31,

2010 2009 2008
Dividend yield 0% 0% 0%
Expected volatility 45% 42%— 55% 55%— 60%
Risk-free interest rat 0.24% 0.16%-— 0.35% 1.23%- 1.58%
Expected life (in years 0.t 0.t 0.t

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

In valuing shares issued under the Company’s empglsyock options, the Company bases the risk4fiteecist rate on U.S. Treasury
zero-coupon issues with terms similar to the catia term of the options. In valuing shares issueder the Compang’ESPP, the Compa
bases the risk-free interest rate on U.S. Treamemy-coupon issues with terms similar to the exgbtgrm of the shares. The Company does
not anticipate paying any cash dividends in thedeeable future and therefore uses an expectatbdiviyield of zero in the option valuation
model. The Company does not use a post-vestingrtation rate as options are fully vested upon gdane. The weighted-average fair value
of employee stock options granted during 2010, 20692008 was $49.31, $17.79 and $12.25 per stesmmectively. The weighted-average
fair value of shares granted under the employezkgiarchase plan during 2010, 2009 and 2008 wa®2%2%10.53 and $8.28 per share,
respectively.

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,

2010 2009 2008
(in thousands)
Fulfillment expense $ 1,14 $ 38C $ 46€
Technology and developme 10,18¢ 4,45: 3,89(
Marketing 3,04: 1,78¢ 1,88¢
General and administrati\ 13,61¢ 5,99¢ 6,022
Stocl-based compensation expense before income 27,99¢ 12,61¢ 12,26¢
Income tax benef (11,169 (5,01%) (4,585
Total stocl-based compensation after income te $ 16,83t $ 7,601 $ 7,67¢
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8. Income Taxes
The components of provision for income taxes fopafiods presented were as follows:
Year Ended December 31,

2010 2009 2008
(in thousands)

Current tax provision

Federal $ 85,98¢ $55,10¢ $41,88:

State 21,80¢ 14,90( 12,06
Total curren 107,79. 70,00¢ 53,94¢

Deferred tax provisior
Federal (1,602 6,56¢ (3,680
State 658 (240) (1,792
Total deferrec (949) 6,32¢ (5,472)
Provision for income taxe $106,84: $76,33: $48,47+

Income tax benefits attributable to the exercisernployee stock options at $62.2 million, $12.4iorl and $4.6 million in 2010, 2009
and 2008, respectively, are recorded directly @itamhal paid-in-capital.

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

Year Ended December 31,

2010 2009 2008

(in thousands)
Expected tax expense at U.S. federal statutoryof36% $ 93,69¢ $67,267 $46,06(
State income taxes, net of Federal income tax 15,56¢ 10,35( 5,15¢
R&D tax credit (3,259 (1,600 (3,32))
Stocl-based compensatic (59 (89 10¢
Other 892 404 472

Provision for income taxe $106,34: $76,33: $48,47:

The tax effects of temporary differences and taryéarwards that give rise to significant portioofsthe deferred tax assets are prese
below:

Year Ended December 31,

2010 2009
(in thousands)
Deferred tax assets/(liabilities

Accruals and reserve $ 1,76¢ $ 1,14¢
Depreciatior (5,970 (3,259
Stocl-based compensatic 19,08¢ 16,82«

R&D credits 4,351 3,17¢
Other 461 1,16¢

$ 19,68¢ $ 19,05

Deferred tax asse

In evaluating its ability to realize the net deéafitax assets, the Company considered all avaipadsitive and negative evidence,
including its past operating results and the faseoafuture market growth, forecasted earningsjriutaxable income, and prudent and
feasible tax planning strategies. As of Decembe2810 and 2009, it was considered more likely thainthat substantially all deferred tax

assets would be realized, and no valuation allowavas recorded.
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In December 2010, the Tax Relief, Unemploymentiasce Reauthorization, and Job Creation Act of 2048 signed into law. One of
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 approxatye$1.8 million as a discrete item in the fourthager of 2010.

The Company classifies gross interest and penaltidsunrecognized tax benefits that are not exgdoteesult in payment or receipt of
cash within one year as non-current liabilitieshie consolidated balance sheet. As of Decembe2@®1), the total amount of gross
unrecognized tax benefits was $20.7 million, of ath$16.8 million, if recognized, would favorably parct the Company’s effective tax rate.
The aggregate changes in the Company’s total gnossint of unrecognized tax benefits are summaazsddllows (in thousands):

Balance as of December 31, 2( $10,85¢
Increases related to tax positions taken duringthieent perioc 2,38t
Balance as of December 31, 2( $13,24¢
Increases related to tax positions taken duringy périods 1,15(C
Increases related to tax positions taken duringtieent perioc 6,28
Balance as of December 31, 2( $20,67"

The Company includes interest and penalties relatetrecognized tax benefits within the provisionincome taxes. As of
December 31, 2010, the total amount of gross istened penalties accrued was $1.7 million, whiatlassified as non-current liabilities in
the consolidated balance sheet.

The Company files U.S. federal and state tax rsturhe Company is currently under examination leylRS for the years 2008 and
2009. The years 1997 through 2007 (which represgmtoximately $3.5 million of the gross unrecogditax benefit) remain subject to
examination by the IRS but their statute of limi@at expires in 2011. The Company is currently urd@mination by the state of California
for the years 2006 and 2007. The years 1997 thr@0gb as well as 2008 and 2009 remain subjectam@ation 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 estimatde range of reasonably possible adjustmentsadalance 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 2010, 2009 and 2068 Company’s matching
contributions totaled $2.8 million, $2.3 million&®2.0 million, respectively.

10. Related Party Transaction

In April 2007, Netflix entered into a license agrent with a company in which an employee had afsignt ownership interest at that
time. Pursuant to this agreement, Netflix recordetharge of $2.5 million in technology and develeptrexpense. In January 2008, in
conjunction with various arrangements Netflix paitbtal of $6.0 million to this same company, ofieth$5.7 million was accounted for as
investment under the cost method. In conjunctiath Wiese arrangements, the employee with the ggnif ownership interest in the same
company terminated his employment with Netflixthe fourth quarter of 2009, Netflix sold its invegnt in this company to an unrelated
party and realized a pre-tax gain of $1.8 million.

F-25



Table of Contents

11. Selected Quarterly Financial Data (Unaudited’

2010

Total revenue
Gross profit
Net income

Net income per shar

Basic
Diluted

2009

Total revenue
Gross profit
Net income

Net income per shar

Basic
Diluted
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December 3. September 3l June 30 March 31
(in thousands)

$ 595,92. $ 553,21 $519,81¢ $493,66!
205,13: 208,75( 204,88! 186,50:
47,09t 37,967 43,51¢ 32,27

$ 0.9C $ 0.7t $ 0.8 $ 0.61
0.87 0.7¢C 0.8C 0.5¢

$ 444,54, $ 423,12 $408,50¢ $394,09¢
169,05t 147,84t 139,26t 134,83(
30,91: 30,14: 32,44: 22,36:

$ 0.5¢ $ 0.54 $ 0.5¢ $ 0.3¢
0.5¢€ 0.5z 0.54 0.37
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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 18, 2011 By: /s/_REEDH AsTINGS
Reed Hastings
Chief Executive Officer
(principal executive officel

Dated: February 18, 2011 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 18, 201
Reed Hasting President, Chief Executive Officer and Director
(principal executive officer
/s/ Davip WELLS Chief Financial Officer (principal financial and February 18, 201
David Wells accounting officer
/'s/ RICHARD B ARTON Director February 18, 201
Richard Bartor
/s/ TimOTHY M. H ALEY Director February 18, 201
Timothy M. Haley
/s/ JAvy C. HoAG Director February 18, 201
Jay C. Hoa(
/s/ ANNM ATHER Director February 18, 201
Ann Mather
/'s/ CHARLESH. GIANCARLO Director February 18, 201

Charles H. Giancarl

/s/ A. GEORGEB ATTLE Director February 18, 201
A. George Battle
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Exhibit
Number

4.1
4.2

10.1%

10.2t
10.3t
10.4t
10.5
10.8
10.10t

23.1
24
31.1

31.2

EXHIBIT INDEX
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 10-Q 0004980z 3.3 August 2, 2004

Certificate of Incorporatio
Form of Common Stock Certifica S-1/A 33:-8387¢ 4.1 April 16, 2002
Indenture, dated November 6, 2009, among Netttig,, Ithe 8-K 0004980z 4.1 November 9, 200

guarantors from time to time party thereto and WEHKrgo

Bank, National Association, relating to the 8.50@a®r

Notes due 2017
Form of Indemnification Agreement entered into by t S-1/A 3338387¢ 10.1 March 20, 2002

registrant with each of its executive officers aictors
2002 Employee Stock Purchase F Def 14A  00(-4980z A April 8, 2010
Amended and Restated 1997 Stock | S-1/A 33:-8387¢  10.3 May 16, 200z
Amended and Restated 2002 Stock F Def 14A  00C-4980z A March 31, 200¢
Amended and Restated Stockhol’ Rights Agreemer S-1 33:3-8387¢  10.5 March 6, 200:
Description of Director Equity Compensation P 8-K 00C-4980z 99.2 June 16, 201
Amended and Restated Executive Severance and Retent 10-Q 0004980z 10.10 May 5, 2009

Incentive Plar
Consent of Independent Registered Public Accourking X
Power of Attorney (see signature pa
Certification of Chief Executive Officer Pursuant$ection

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
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Exhibit Incorporated by Reference Filed
Number Exhibit Description Form File No. Exhibit Filing Date Herewith

32.1° Certifications of Chief Executive Officer and Chighancial
Officer Pursuant to Section 906 of the Sarbane®pAkt of
2002 X

101 The following financial information from Netflixnc.’s Annual
Report on Form 1@ for the year ended December 31, 2010
with the SEC on February 18, 2011, formatted in XBRtludes
(i) Consolidated Balance Sheets as of Decembe2@®IQ and
2009, (ii) Consolidated Statements of OperatiomndHe Years
Ended December 31, 2010, 2009 and 2008, (iii) Caleted
Statements of Stockholders’ Equity and Comprehenisistome
for the Years Ended December 31, 2010, 2009 andl,Z80
Consolidated Statements of Cash Flows for the Yeaded
December 31, 2010, 2009 and 2008 and (v) the Notes
Consolidated Financial Statements, tagged as bloftfext. X

*  These certifications are not deemed filed by $3C and are not to be incorporated by referene@yrfiling we make under the

Securities Act of 1933 or the Securities Exchangedk 1934, irrespective of any general incorparatanguage in any filing:
t  Indicates a management contract or compensatony



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, and 333-160946) on Form SMetfix, Inc. of our report dated February 18, 20With respect to the consolidated
balance sheets of Netflix, Inc. and subsidiariesfddecember 31, 2010 and 2009, and the relatesiotidated statements of operations,
stockholders’ equity and comprehensive income,casth flows for each of the years in the three-pesiod ended December 31, 2010, and
the effectiveness of internal control over finahcégporting as of December 31, 2010, which repppears in the December 31, 2010 annual
report on Form 10-K of Netflix, Inc.

/s/ KPMG LLP
Mountain View, California
February 18, 2011



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 18, 2011 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 consolidhsibsidiaries, 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 18, 2011 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.GtiSa 1350, as adopted pursuant to Section 90B6eoSarbane®xley Act of 2002, the
the Annual Report on Form 10-K of Netflix, Inc. fitre year ended December 31, 2010 fully compligb 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 18, 2011 By: /'s/ REEDH ASTINGS

Reed Hasting
Chief Executive Office

I, David Wells, certify, pursuant to 18 U.S.C. Seetl350, 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, 2010 fully compligh 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 18, 2011 By: /sl _Davib WELLS

David Wells
Chief Financial Office




