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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended June 30, 2009
OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission File Number: 000-49802

Netflix, Inc.

(Exact name of Registrant as specified in its chaet)

Delaware 77-0467272
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification Number)

100 Winchester Circle, Los Gatos, California 95032

(Address and zip code of principal executive offic®

(408) 540-3700

(Registrant’s telephone number, including area code

Indicate by check mark whether the registrant ¢ filed all reports required to be filed by Seeti or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wegjuired to file such reports) and
(2) has been subject to such filing requirementsHe past 90 days. YEXI NO O

Indicate by check mark whether the registrant ldsnstted electronically and posted on its corpo¥&eb site, if any, every Interactive
Data File required to be submitted and posted puntsio Rule 405 of Regulation S-T (8232.405 of ttiapter) during the preceding 12
months (or for such shorter period that the regigtwas required to submit and post such file¥es [ No [

Indicate by check mark whether the registrantlarge accelerated filer, an accelerated filer, maccelerated filer, or a smaller
reporting company. See definitions of “large acaled filer,” “accelerated filer” and “smaller repinog company” in Rule 12b-2 of the
Exchange Act.

Large accelerated file Accelerated filel O
Non-accelerated file [0 (Do not check if a smaller reporting compa Smaller reporting compar [

Indicate by check mark whether the registrantshell company (as defined by Rule 12b-2 of the Brdge Act). YesO No
As of June 30, 2009, there were 57,415,726 shdithe egistrant’'s common stock, par value $0.@dstanding.
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Netflix, Inc.

Condensed Consolidated Statements of Operations

(unaudited)

(in thousands, except per share data)

Revenue:!
Cost of revenues
Subscriptior
Fulfillment expenses
Total cost of revenue
Gross profit
Operating expense
Technology and developmen
Marketing *
General and administrative
Gain on disposal of DVD
Total operating expens
Operating incom:
Other income (expense
Interest expense on lease financing obligat
Interest and other income (expen

Income before income tax
Provision for income taxe

Net income

Net income per shar
Basic

Diluted

Weighted average common shares outstani
Basic

Diluted

* Stock-based compensation included in expense line iten

Fulfillment expense
Technology and developme
Marketing

General and administrati\

Three Months Ended

Six Months Ended

June 30, June 30, June 30, June 30,
2009 2008 2009 2008
$408,50¢ $337,61¢ $802,60° $663,79
224 ,85¢ 193,76 440,15 380,92!

44,38¢ 36,31¢ 88,35¢ 71,967
269,24 230,08 528,51 452 ,809.
139,26¢ 107,52 274,09¢ 210,90!

27,11¢ 22,18¢ 51,31¢ 42,45:

46,23 39,98 108,47: 94,87¢

13,25: 13,41¢ 26,26¢ 27,15¢

(11€) (2,26%) (1,215) (3,096)
86,48¢ 73,32¢ 184,84 161,39:
52,78: 34,20: 89,25 49,51
(674) (681) (1,349 (1,109
86€ 2,40, 2,47¢ 10,06¢

52,97« 35,92« 90,38¢ 58,47:

20,531 9,34~ 35,57¢ 18,54¢

$32,44: $ 26,57¢ $ 54,80¢ $ 39,92:
$ 056 $ 04z $ 094 $ 0.6¢
$ 054 $ 04z $ 091 $ 0.62
57,87: 61,78 58,30: 62,26
59,66( 63,85 60,18 64,34
$ 102 $ 106 $ 22z % 214
1,19( 84¢ 2,261 1,84¢
458 45E 901 964
1,52¢ 1,49: 3,02¢ 3,01z

See accompanying notes to the condensed consadlifiaéacial statements.
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Netflix, Inc.

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

As of
December 31
June 30,
2009 2008
Assets
Current asset:
Cash and cash equivalel $ 87,47 $ 139,88:
Shor-term investment 167,49¢ 157,39(
Prepaid expenst 11,43( 8,127
Prepaid revenue sharing expen 14,67 18,411
Current content library, ni 33,51¢ 18,69:
Deferred tax asse 5,594 5,617
Other current asse 22,38 13,32¢
Total current asse 342,56 361,44
Content library, ne 100,31¢ 98,54
Property and equipment, r 120,34t 124,94
Deferred tax asse 17,22t 22,40¢
Other asset 11,54: 10,59¢
Total asset $ 591,99: $ 617,941
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payabl $ 101,63¢ $ 100,34-
Accrued expense 27,78: 31,39
Current portion of lease financing obligatic 1,27t 1,152
Deferred revenu 80,49t 83,127
Total current liabilities 211,18t 216,01
Lease financing obligations, excluding current jpor 37,30: 37,98¢
Other liabilities 19,13t 16,78t¢
Total liabilities 267,62: 270,79:
Commitments and contingenci
Stockholder equity:
Common stock, $0.001 par value; 160,000,000 steartwrized at June 30, 2009 and December 31,
2008; 57,415,726 and 58,862,478 issued and outatpatlJune 30, 2009 and December 31, 2008,
respectively 64 62
Additional paic-in capital 375,57 338,57
Treasury stock at cost (6,295,073 and 3,491,08¢sla June 30, 2009 and December 31, 2008,
respectively’ (215,25() (100,020
Accumulated other comprehensive income, 725 84
Retained earning 163,25¢ 108,45:
Total stockholdel' equity 324,37 347,15!
Total liabilities and stockholde’ equity $ 591,99: $ 617,94t

See accompanying notes to the condensed consadlifiaéacial statements.
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Netflix, Inc.

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

Three Months Ended

Six Months Ended

June 30, June 30, June 30, June 30,
2009 2008 2009 2008
Cash flows from operating activities:
Net income $32,44° $ 26,57¢ $ 54,80¢ $ 39,92!
Adjustments to reconcile net income to net caskigen by operating activitie:
Depreciation and amortization of property, equiptraerd intangible: 9,01z 8,18¢ 18,18¢ 14,77:
Amortization of content librar 53,23t 57,01 102,53 114,58:
Amortization of discounts and premiums on investts 11¢ 177 313 31¢€
Stocl-based compensation expel 3,27¢ 2,90t 6,41( 6,03t
Excess tax benefits from stc-based compensatic (3,81%) (2,559 (7,499 (3,379
Loss on disposal of property and equipmr 11C — 254 —
Loss (gain) on sale of sh-term investment 101 78 477 (4,242
Gain on disposal of DVD (50€) (4,059 (2,539 (6,657)
Deferred taxe 5,40¢ (2,502 4,781 (3,36))
Changes in operating assets and liabilit
Prepaid expenses and other current a: (8,845 (10,947 (9,23¢6) (8,197)
Content library (9,349 (7,982) (31,439 (31,399
Accounts payabl (6,549 7,092 2,02: 15,77:
Accrued expense (239 (14,55) 4,09 (6,729
Deferred revenu (128§ (489) (2,632) (3,779
Other assets and liabiliti¢ 1,01¢ 8,43: 1,33t 7,764
Net cash provided by operating activit 75,30z 67,38( 140,93! 131,44:
Cash flows from investing activities:
Purchases of shterm investment (28,769 (65,937 (81,159  (157,89)
Proceeds from sale of sh-term investment 7,832 21,015 44,76¢ 195,43t
Proceeds from maturities of sk-term investment 26,17t 665 27,50t 1,56¢
Purchases of property and equipm (6,939 (14,667) (13,509 (27,097
Acquisition of intangible asse — (1,000 (200 (1,000
Acquisitions of content librar (43,229 (44,410 (89,727 (95,726
Proceeds from sale of DVL 1,15¢ 5,37¢ 3,88t 9,88¢
Investment in busines — — — (6,000
Other asset 11 20 9 28
Net cash used in investing activit| (43,749 (98,92  (108,41) (80,79
Cash flows from financing activities:
Principal payments of lease financing obligati (295) (230 (564) (352
Proceeds from issuance of common sl 9,77¢ 4,52¢ 23,367 13,06¢
Excess tax benefits from stc-based compensatic 3,81¢ 2,554 7,49¢ 3,37¢
Repurchases of common stc (72,51) — (115,23() (99,885
Net cash (used in) provided by financing activi (59,217 6,84¢ (84,929 (83,799
Net decrease in cash and cash equiva (27,66() (24,700 (52,410 (33,150
Cash and cash equivalents, beginning of pe 115,13: 168,98 139,88: 177,43
Cash and cash equivalents, end of pe $ 87,47, $144,28¢ $ 87,47, $144,28¢

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

1. Basis of Presentation and Summary of Significariccounting Policies

The accompanying condensed consolidated interianfiial statements of Netflix, Inc. and its whollyreed subsidiary (the
“Company”) have been prepared in conformity witk@mting principles generally accepted in the UhB¢ates (“U.S.”and are consistent
all material respects with those applied in the @any’s Annual Report on Form Xfor the year ended December 31, 2008. The prépa
of condensed consolidated financial statementsiiocmity with U.S. generally accepted accountinggiples (“GAAP”) requires
management to make estimates and judgments tleat #it amounts reported in the condensed consadidimancial statements and
accompanying notes. Examples include the estinuditeseful lives and residual value of the Compamgstent library, the valuation of
stock-based compensation and the recognition ardunement of income tax assets and liabilities. aidteal results experienced by the
Company may differ from management’s estimates.

The interim financial information is unaudited, baflects all normal recurring adjustments that aréhe opinion of management,
necessary to fairly present the information sehfberein. The interim financial statements shdigddead in conjunction with the audited
financial statements and related notes includeédérCompany’s Annual Report on Form 10-K for tharyended December 31, 2008 filed
with the Securities and Exchange Commission (tHeC’$ on February 25, 2009. Interim results aremextessarily indicative of the results
for a full year.

The Company has evaluated subsequent events thdoilygB1, 2009, the date which these financiakst&nts were both available to be
issued and were issued.

There have been no material changes in our signifiaccounting policies, except for the adoptiothefFinancial Accounting
Standards Board (“FASB”) Staff Positions (“FSP”).NFAS 157-4Determining Fair Value When the Volume and Levéaiivity for the
Asset or Liability has Significantly Decreased adentifying Transactions That Are Not Orde, No. FAS 115-2 and FAS 124-2,
Recognition and Presentation of Ot-Than-Temporary Impairmengnd No. FAS 107-1 and APB 284hterim Disclosures about Fair
Value of Financial Instrumentas compared to the significant accounting polidescribed in the Company’s Annual Report on ForaK10
for the year ended December 31, 2008.

Recent Accounting Pronouncements

In June 2009, the FASB issued Statement of FinbAcieounting Standard (“SFAS”) No. 168he FASB Accounting Standards
Codification and the Hierarchy of Generally Accaptccounting Principles — a replacement of FASBeBtent No. 162SFAS No. 168
replaces SFAS No. 162 and establishes the FASBuktity Standards Codification as the source of@itttive accounting principles
recognized by the FASB to be applied by nongovemaientities in the preparation of financial staémts in accordance with GAAP. All
guidance included in the Codification will be cafesied authoritative at that time, even guidanceabmes from what is currently deemed to
be a non-authoritative section of a standard. Ginee€Codification becomes effective, all non-gratitéaed, norSEC accounting literature n
included in the Codification will become non-autitetive. SFAS No. 168 is applicable for interim athual periods ending after
September 15, 2009. The Company does not expeatt@ion of this standard to have a material &fiedts financial position or results of
operations.

In June 2009, the FASB issued SFAS No. @7iendments to FASB Interpretation No. 46@8HAS No. 167 eliminates Interpretation
46(R)’s exceptions to consolidating qualifying Spépurpose entities, contains new criteria foretdetining the primary beneficiary of a
variable interest entity, and increases the frequer required reassessments to determine whetb@maany is the primary beneficiary of a
variable interest entity. SFAS No. 167 also corg@mew requirement that any term, transactioar@ngement that does not have a
substantive effect on an entity’s status as a bhrigterest entity, a company’s power over a \@eanterest entity, or a compasyobligatior
to absorb losses or its right to receive benefisnoentity must be disregarded in applying Intetation 46(R)’s provisions. SFAS No. 167 is
applicable for annual periods beginning after Nokerl5, 2009 and interim periods thereafter. Them@any does not expect the adoption of
this standard to have a material effect on itsriai@ position or results of operations.

In June 2009, the FASB issued SFAS No. ¥&&ounting for Transfers of Financial Assets — areadment of FASB Statement
No. 140. SFAS No. 166 eliminates the concept of a qualtyspecial-purpose entity, creates more stringamditions for reporting a transfer
of a portion of a financial asset as a sale, étaribther sale-accounting criteria, and changesttial measurement of a transfer@ihterest ii
transferred financial assets. SFAS No. 166 is apple for annual periods beginning after Novemtae2009 and interim periods therein and
thereafter. The Company does not expect the adopfithis standard to have a material effect ofiirisncial position or results of operatio
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2. Net Income Per Share

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

Three months ended Six months ended
June 30, June 30, June 30, June 30,
2009 2008 2009 2008

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

Net income $32,447 $26,57¢ $54,80¢ $39,92:
Shares used in computatic
Weightec-average common shares outstanc 57,87: 61,78. 58,30 62,26
Basic earnings per she $ 056 $ 04 $ 094 $ 0.64
Diluted earnings per shar
Net income $32,447 $26,57¢ $54,80¢ $39,92!
Shares used in computatic
Weighte-average common shares outstanc 57,87: 61,78. 58,30 62,26
Employee stock options and employee stock purcplaseshare 1,78¢ 2,07t 1,881 2,07¢
Weightec-average number of shar 59,66( 63,857 60,18 64,34.
Diluted earnings per sha $ 054 ¢ 04z $ 091 $ 0.62

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 following table summarizes the pdteincommon shares excluded from the
diluted calculation:

Three months ended Six months ended
June 30 June 30
June 30, June 30,
2009 2008 2009 2008
(in thousands)
Employee stock optior 79 35k 82 40¢

3. Short-Term Investments and Fair Value Measuremein

On April 1, 2009, the Company adopted FSP No. FB%4,Determining Fair Value When the Volume and Levéaivity for the
Asset or Liability has Significantly Decreased ddentifying Transactions That Are Not Orde, No. FAS 115-2 and FAS 124-2,
Recognition and Presentation of Ot-Than-Temporary Impairmengnd No. FAS 107-1 and APB 284hterim Disclosures about Fair
Value of Financial Instruments=SP FAS No. 157-4 provides additional guidancesftimating fair value in accordance with SFAS MNo7,
Fair Value Measuremen, when the volume and level of activity for theetsar liability have significantly decreased. FS®. RAS 115-2
and FAS 124-2 modifies the requirements for recziggiother-than-temporary impairments of debt séiesy changes the existing
impairment model for those securities, and modifespresentation and frequency of related discéssiSP No. FAS 107-1 and APB 28-
lamends FAS No. 10Disclosures about Fair Value of Financial Instrunigmo require disclosures about fair value of finahtiatruments
for interim reporting periods of publicly tradednapanies as well as in annual financial statemdriis. FSP also amends APB Opinion
No. 28,Interim Financial Reportingto require those disclosures in summarized findmtiarmation at interim reporting periods. The
adoption of these standards did not have a matsfedt on the Company’s financial position or lesof operations.

8
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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 sellilhgn in the near future. The Company’s policy isufsed 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:

June 30, 2009

Gross Gross
Unrealized Unrealized
Amortized Estimated
Cost Gains Losses Fair Value
(in thousands)

Corporate debt securiti $76,44: $ 1,12 $ (35 $ 77,52
Government and agency securi 78,097 703 43 78,751
Asset and mortgage backed securi 11,807 184 (777) 11,21

$166,34¢ $ 2007 $ (855)  $167,4%

December 31, 2008

Gross Gross
Unrealized Unrealized
Amortized Estimated
Cost Gains Losses Fair Value
(in thousands)

Corporate debt securitit $4548. $ 44C $ (727) $ 45,19t
Government and agency securi 92,37¢ 1,81z (249 93,94¢
Asset and mortgage backed securi 19,44¢ 15 (1,217) 18,24¢

$157,30 $ 2267 $(2,18)  $157,39(

The following tables show the gross unrealizeddesnd fair value of the Company'’s investments witlrealized losses that are not
deemed to be other-than-temporarily impaired, sgpgesl by investment category and length of timeitidividual securities have been in a
continuous unrealized loss position:

As of June 30, 2009

Less Than 12 Months
12 Months or Greater Total
Unrealized Unrealized Unrealized
Fair Fair Fair
Value Losses Value Losses Value Losses
(in thousands)
Corporate debt securitit $6,72¢ $ (32 $ 82z $ (3 $7551 $ (39
Government and agency securit 12,48: 43 — — 12,48: 43
Asset and mortgage backed securi 59€ (150) 2,05¢ (627) 2,65( (777)

$19,80¢ $ (225) $2,87€ $ (630) $22,68: $ (85
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As of December 31, 2008

Less Than 12 Months
12 Months or Greater Total
Unrealized Unrealized Unrealized
Fair Fair Fair
Value Losses Value Losses Value Losses
(in thousands)
Corporate debt securitit $22,80¢ $ (692) $1,31¢ $ (35 $24,12: $ (72)
Government and agency securi 12,12¢ (249 — — 12,12¢ (249
Asset and mortgage backed securi 15,51 (1,217) — — 15,51 (1,217)

$50,44f $ (2,146 $131€ $ (35 $51,767 $ (2,189

Because the Company does not intend to sell thestments and it is not more likely than not that@ompany will be required to sell
the investments before recovery of their amortizest basis, the Company does not consider thogsstiments with an unrealized loss to be
other-than-temporarily impaired at June 30, 200%:r€ were no material other-than-temporary impaitsier credit losses related to
available-for-sale securities in 2009 or 2008. Eheere no material gross realized gains or logsas the sales of available-fegle securitie
in the three or six months ended June 30, 200&ddition, there were no material gross realizedgar losses from the sale of available-for-
sale securities in the three months ended Jun20®8. The Company recognized gross realized gdi$i4.4 million and gross realized losses
of $0.2 million during the six months ended JuneZI8 from the sales of available-for-sale semgitRealized gains and losses and interest
income are included in interest and other incomednse).

The estimated fair value of short-term investmémtsontractual maturity as of June 30, 2009 isoHews:

(in thousands’

Due within one yea $ 59,85¢
Due after one year and through 5 ye 102,80:
Due after 5 years and through 10 ye —

Due after 10 year 4,83¢
Total shor-term investment $ 167,49t

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

Level 1—Valuations based on unadjusted quoted piit@ctive markets for identical assets. Thevaiue of available-for-sale
securities included in the Level 1 category is das® quoted prices that are readily and regulargilable in an active market. The Level 1
category includes money market funds of $23.0 arilliwhich are included in cash and cash equivalarttee condensed consolidated bale
sheets.

Level 2—Valuations based on observable inputs (dtien Level 1 prices), such as quoted pricesifoilar assets at the measurement
date; quoted prices in markets that are not activether inputs that are observable, either diamtindirectly. The fair value of available-
for-sale securities included in the Level 2 catggstbased on the market values obtained from d@pendent pricing service that were
evaluated using pricing models that vary by aslssiscand may incorporate available trade, bid dheranarket information and price quotes
from well established independent pricing vendod laroker-dealers. The Level 2 category includestdierm investments of $167.5 million
and cash equivalents of $8.8 million, which are pdsed of corporate debt securities, governmentagyghcy securities and asset and
mortgage-backed securities.

Level 3—Valuations based on inputs that are unofadde and involve management judgment and the tiegcentity’s own
assumptions about market participants and pridihg. Company has no material Level 3 financial assetasured at fair value on the
condensed consolidated balance sheets as of JuA8(D

The hierarchy level assigned to each securityén@bmpany’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 Company did
not have any material financial liabilities thatr@eovered by SFAS No. 157 as of June 30, 2009.

10
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4. Content Library
Content library and accumulated amortization arfobews:

Content library, gros
Less accumulated amortizati

Less: Current content library, r
Content library, ne

5. Other Comprehensive Income

As of
December 31
June 30,
2009 2008
(in thousands)

$676,61: $ 637,33t
(542,77¢) (520,099
133,83! 117,23t
33,61¢ 18,69
$ 100,31¢ $ 98,54

The Company reports comprehensive income or loasdordance with the provisions of SFAS No. 1B@porting Comprehensive
Income which establishes standards for reporting comprgtierincome and its components in the financidgkstants. Other comprehensive
income consists of unrealized gains and lossevaitahle-for-sale securities, net of tax. The comgrts of comprehensive income are as

follows:

Net income
Other comprehensive incorr

Change in unrealized gain (loss) on avail-for-sale securities, net of ti
Comprehensive incorr

11

Three months ended Six months ended
June 30, June 30,
2009 2008 2009 2008
(in thousands) (in thousands)

$32,447 $26,57¢ $54,80¢ $39,92!

1,172 (1,129 641  (2,42%)
$33,61° $25,45!  $55,447 $37,49¢
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6. Stockholders’ Equity
Stock Repurchases

On January 26, 2009, the Company announced thBb#sd of Directors authorized a stock repurchaegrnam for 2009. Under this
program, the Company is authorized to repurchage 860 million during the third and fourth quagef 2009. The timing and actual
number of shares repurchased will depend on vafamiers including price, corporate and regulateguirements, alternative investment
opportunities and other market conditions. Durimg three months ended June 30, 2009, under thisgm the Company repurchased
1,627,446 shares of common stock at an average gfigpproximately $45 per share for an aggregateuat of approximately $73 million.
During the six months ended June 30, 2009, undeptiogram, the Company repurchased 2,803,989 sbammmon stock at an average
price of approximately $41 per share for an aggeegmount of approximately $115 million. Sharesurehased under this program are held
as treasury stock and accordingly repurchases age@unted for at cost under the treasury method.

There were no unsettled share repurchases at Ju28@9.

Stock-Based Compensation
A summary of option activity during the six montirsded June 30, 2009 is as follows:

) Options Outstanding Weighted-Average Aggregate
Shares Available Remaining Intrinsic Value
Number of Weighted-Average Contractual Term

for Grant Shares Exercise Price (in Years) (in Thousands'
Balances as of December 31, 2 3,192,51! 5,365,01! $ 18.81
Grantec (329,76%) 329,76! 37.51
Exercisec — (1,204,96) 16.8¢
Cancelec 417 (417) 31.8¢

Balances as of June 30, 2C 2,863,16 4,489,40. $ 20.7( 6.37 $ 92,86¢

Vested and exercisable at June 30, Z 4,489,40. $ 20.7(¢ 6.37 $ 92,86¢

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 the secamattgr of 2009 and the exercise price, multipligdie number of in-the-money options) that
would have been received by the option holdersafiamption holders exercised their options on J8®e2009. This amount changes based on
the fair market value of the Company’s common stdakal intrinsic value of options exercised foe tifiree months ended June 30, 2009 and
2008 was $11.2 million and $6.6 million, respediiv&otal intrinsic value of options exercised fbe six months ended June 30, 2009 and
2008 was $27.5 million and $13.2 million, respeeltjv

Cash received from option exercises and purchasdsrihe ESPP for the three months ended Junéd80,ghd 2008 was $9.8 million
and $4.5 million, respectively. Cash received frgmion exercises and purchases under the ESPRe@ix months ended June 30, 2009 and
2008 was $23.4 million and $13.1 million, respeeltjv

The following table summarizes the assumptions teedlue option grants using the lattice-binommaidel:

Three Months Ended June 30, Six Months Ended June 30,
2009 2008 2009 2008
Dividend yield 0% 0% 0% 0%
Expected volatility 52% 51% 52%- 5€% 51%- 54%
Risk-free interest rat 3.01% 3.6% 2.60%3.01% 3.69%-3.8¢%
Suboptimal exercise fact: 1.74-1.94 1.77-1.92 1.7:-1.94 1.77-2.04

In the first and second quarters of 2009, the Campsed a suboptimal exercise factor of 1.87 afid, Tespectively, for executives a
1.73 and 1.74, respectively, for nerecutives, which resulted in a calculated expeliiedf the option grants of four years for exeees anc
three years for non-executives. In the first armbed quarters of 2008, the Company used a subdptixescise factor of 2.04 and 1.92,
respectively, for executives and 1.77 for non-etiges, which resulted in a calculated expecteddiféour years for executives and three
years for no-executives.
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The weighted-average fair value of employee stgtions granted during the three months ended JOn2(®9 and 2008 was $18.34
and $14.06 per share, respectively. The weightedaaye fair value of employee stock options gradigihg the six months ended June 30,
2009 and 2008 was $15.99 and $13.14 per shareatasgy.

The following table summarizes the assumptions tsedlue employee stock purchase rights usinddtaek Scholes option pricing
model:

Three Months Ended June 30,

2009 2008
Dividend yield 0% 0%
Expected volatility 55% 55%
Risk-free interest rat 0.35% 1.58%
Expected life (in years 0.t 0.5

The following table summarizes stock-based comp@rsaxpense, net of tax, related to stock optiampand employee stock
purchases for the three and six months ended Jyr089 and 2008 which was allocated as follows:

Three Months Ended June 30, Six Months Ended June 30,
2009 2008 2009 2008
(in thousands)
Fulfillment expenst $ 10z $ 10¢ $ 22z $ 214
Technology and developme 1,19C 84¢ 2,261 1,84t
Marketing 45¢ 45t 901 964
General and administrati\ 1,52¢ 1,49: 3,02¢ 3,01Z
Stocl-based compensation expense before income 3,27¢ 2,90¢ 6,41( 6,03t
Income tax benef (1,272 (755) (2,53)) (2,039
Total stocl-based compensation after income te $  2,00¢ $ 2,15( $ 3,87¢ $ 4,00¢

7. Income Taxes

The provision for income taxes for the three morthded June 30, 2009 was $20.5 million. The effedtix rate for the three months
ended June 30, 2009 and 2008 is 38.8% and 26.@4ectively. The effective tax rate for the six nfenénded June 30, 2009 and 2008 is
39.4% and 31.7%, respectively. The increase ireffetive tax rates for the three and six monthdeenJune 30, 2009 as compared to the
same prior-year period was primarily attributatdehte absence of a cumulative benefit for prioiqueR&D tax credits that is reflected in the
prior year.

As of January 1, 2009, the Company had $10.9 millimss unrecognized tax benefits. During the gxtims ended June 30, 2009, the
Company had an increase in gross unrecognizecetsefits of approximately $1.2 million. The grosgertain tax positions, if recognized by
the Company, will result in a reduction of approately $9.7 million to the tax provision which wiivorably impact the Comparsy/effective
tax rate. The Company anticipates settling $0.8amibof its unrecognized tax benefits over the rtesdlve months. As a result, this amount
was included in the current income taxes payable.

The Company recognizes interest and penaltiesrktatuncertain tax positions in income tax expense

The Company files income tax returns in the U.8efal jurisdiction and various states. The Comparsubject to U.S. federal or state
income tax examinations by tax authorities for gester 1997. Due to the Company’s loss positiaridr purposes in prior years, all tax
years are open to examination in the U.S and gtasglictions. The Company is also open to exanomahn various state jurisdictions for t.
years 2000 and forwarnone of which are individually material.

8. Commitments and Contingencies

The Company accounts for streaming content in a@esare with SFAS No. 6Fjinancial Reporting by Broadcastemshich requires
classification of streaming content as either aesuror non-current asset in the consolidated loalaheets based on the estimated time of
usage after certain criteria have been met inctudiailability of the streaming content for itsstishowing. The Company has $88.5 million
of commitments at June 30, 2009 related to streguwmmtent license agreements that have been exidoutdéor which the streaming content
does not meet the asset recognition criteria inSNA. 63.
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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 and business prsticitigation can be expensive and disruptivediommal business operations. Moreover, the
results of complex legal proceedings are diffitalpredict and we cannot reasonably estimate kiediHiood or potential dollar amount of any
adverse results. The Company expenses legal feesuaeed. Listed below are material legal procegdito which the Company is a party.
An unfavorable outcome of any of these matterscchalve a material adverse effect on the Compamasdial position, liquidity or results
of operations.

On April 1, 2009, Jay Nunez, individually and orhbE of others similarly situated in Californialefil a purported class action lawsuit
against the Company in California Superior Coutyty of Orange. The complaint asserts claims tfwiful, unfair and deceptive business
practices and violation of the California Consurhegal Remedies Act relating to certain of the Conypamarketing statements. The
complaint seeks restitution, injunction and ottedief.

In January through April of 2009, a number of puted anti-trust class action suits were filed agathe Company. Wal-Mart Stores,
Inc. and Walmart.com USA LLC (collectively, Wal-Mawere also named as defendants in these suitst dahe suits were filed in the
United States District Court for the Northern Dittof California and other federal district couat®und the country. A number of suits were
filed in the Superior Court of the State of Califiar, Santa Clara County. The plaintiffs, who argeunt or former Netflix customers, genere
allege that Netflix and Wal-Mart entered into amesgnent to divide the markets for sales and oménéals of DVD's in the United States,
which resulted in higher Netflix subscription prscd he complaints, which assert violation of fetlaral/or state antitrust laws, seek
injunctive relief, costs (including attorneys’ f¢@sd damages in an unspecified amount. On ApriR009, the Judicial Panel on Multidistrict
Litigation ordered all cases pending in federalrttnansferred to the Northern District of Calif@ro be consolidated or coordinated for pre-
trial purposes. These cases have been assignatithdistrict litigation number MDL-2029. The casgsnding in the Superior Court of the
State of California, Santa Clara County have bessalidated. In addition, in May of 2009, three iiddal lawsuits were filed — two in the
Northern District of California and one in the StipeCourt of the State of California, San Mateau@ty — alleging identical conduct and
seeking identical relief. In these three casespthimtiffs are current or former subscribers te tmline DVD rental service offered by
Blockbuster Inc. The two cases filed in federalrt@n behalf of Blockbuster subscribers have betated to MDL-2029.

On December 26, 2008, Quito Enterprises, LLC fdetbmplaint for patent infringement against the @any in the United States
District Court for the Southern District of FlorideaptionedQuito Enterprises, LLC v. Netflix, Inc., et. @livil Action No. 1:08-cv-23543-AJ.
The complaint alleges that the Company infringefl.Patent No. 5,890,152 entitled “Personal FeedBaowser for Obtaining Media Files”
issued on March 30, 1999. The complaint seeks wifggmk damages, interest, and seeks to permanenjiyn the Company from infringing
the patent in the future.

On October 24, 2008, Media Queue, LLC filed a camplfor patent infringement against the CompanthaéUnited 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 unspecifietbensatory and enhanced damages, interest andfeeseeks to permanently enjoin
Company from infringing the patent in the futuren Eebruary 24, 2009, the case was transferrecetdlthithern District of California.

On December 28, 2007, Parallel Networks, LLC filecomplaint for patent infringement against the @any in the United States
District Court for the Eastern District of TexaaptionedParallel Networks, LLC v. Netflix, Inc., et. aCivil Action No 2:07-cv-562-LED.
The complaint alleges that the Company infringe8l.Patent Nos. 5,894,554 and 6,415,335 B1 entitigdtem For Managing Dynamic W
Page Generation Requests by Intercepting RequégétltServer and Routing to Page Server TherebyaRBielg Web Server to Process Other
Requests” and “System and Method for Managing Dyoalteb Page Generation Requests”, issued on ABril299 and July 2, 2002,
respectively. The complaint seeks unspecified corsatry and enhanced damages, interest and fekseaks to permanently enjoin the
Company from infringing the patent in the future.

On January 3, 2007, Lycos, Inc. filed a complaimtfatent infringement against the Company, TiVie, Bnd Blockbuster, Inc. in the
United States District Court for the Eastern Dgdtdf Virginia. The complaint alleges that the Canyp infringed U.S. Patents Nos. 5,867,799
and 5,983,214, entitled “Information System and ietfor Filtering a Massive Flow of Information Higs to Meet User Information
Classification Needs” and “System and Method Emipigyndividual User Content-Based Data and Usefaboration Feedback Data to
Evaluate the Content of an Information Entity ihaage Information Communication Networkgspectively. The complaint seeks unspec
compensatory and enhanced damages, interest andrfdeseeks to permanently enjoin the defendamtsififringing the patents in the
future. On August 6, 2007, the case was transfaadite District of Massachusetts. On November2Z®2D8, the Company filed a motion for
summary judgment of non-infringement and on June@89, the Court granted Netflix's motion for suamnjudgment.
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Indemnifications

In the ordinary course of business, the Compangrsiiito contractual arrangements under whichstdgaeed to provide
indemnification of varying scope and terms to besgpartners and other parties with respect tainartatters, including, but not limited to,
losses arising out of the Company’s breach of sugbements and out of intellectual property infeimgnt claims made by third parties. In
these circumstances, payment may be conditiontd@nther party making a claim pursuant to the gdaces specified in the particular
contract. Further, the Company’s obligations uriiese agreements may be limited in terms of tintdcgramount, and, in some instances,
the Company may have recourse against third pddiesertain payments. In addition, the Companyédragred into indemnification
agreements with its directors and certain of if&cefs that will require it, among other things,imdemnify them against certain liabilities that
may arise by reason of their status or servicerastdrs or officers. The terms of such obligatioasy.

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’sgdilons and the unique facts and circumstancedviestan each particular agreement. No
amount has been accrued in the accompanying coedienssolidated financial statements with respetiiése indemnification obligations.

Item2.  Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations
Forward-Looking Statements

This Quarterly Report on Form 10-Q contains cerfaiward{ooking statements within the meaning of the feldseaurities laws. The!
forward-looking statements include, but are noftkeh to: statements regarding the breadth of comtesices available to us, our competitive
advantage, increasing content choices for strearttiegavailability of electronic equipment thata@hable streamed content, the continued
popularity of the DVD format, expectations on thiewgth of Internet delivery of content, and our lidjty. These forward-looking statements
are subject to risks and uncertainties that coalgse actual results and events to differ. Fachatsnhight cause or contribute to such
differences include, but are not limited to, thd&eussed in the Annual Report on FormKLfbr the year ended December 31, 2008 filed
the Securities and Exchange Commission on Feb2&r2009, in the Quarterly Report on FormQaHed with the SEC on May 8, 2009, &
in the other Quarterly Reports on Form 10-Q toileel by us in 2009.

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

Overview
Our Business

With more than 10 million subscribers, we are trgést online movie rental subscription servicth@United States. We offer a vari
of subscription plans, with no due dates, no lagsf no shipping fees and no pay-per-view feespidade subscribers access to over
100,000 DVD and Blu-ray titles and more than 12,608aming content choices. Subscribers selees titt our Web site aided by our
proprietary recommendation service and mercharglisials. Subscribers can:

* Receive DVD’s by U.S. mail and return them to uthair convenience using our prepaid mailers. Adt€&VD has been returned,
we mail the next available DVD in a subscr’s queue

* Watch streaming content without commercial intetiarpon personal computers (“PCs”), Intel-based tash computers
(“Macs”) and televisions (“TVs”). The viewing expence is enabled by Netflix controlled softwarettban run on a variety of
devices. These devices include PCs, Macs, Inteoretected Blu-ray players, such as those manusttyy LG Electronics and
Samsung, set-top boxes, such as TiVo and the Rialge®R game consoles, such as Microsoft's Xbox 3@d, TVs from Sony and
LG Electronics

Our core strategy is to grow a large subscriptiosifess consisting of DVD by mail and streamingtenn We offer over 100,000 titles
on DVD. In comparison, the 12,000 content choiagslable for streaming are relatively limited. Wgpect to substantially broaden the
content choices as more content becomes availahle. tUntil such time, by bundling DVD and streagnas part of the Netflix subscription,
we are able to offer subscribers a uniquely comgmsive selection of movies for one low monthly prié/e believe this creates a competi
advantage as compared to a streaming only suliscrigrvice. This advantage will diminish over timeemore content becomes available
over the Internet from competing services, by whiate we expect to have further developed our ofldeantages such as brand, distribut
and our proprietary merchandising platform. Desttitegrowing popularity of Internet delivered canteve expect that standard definition
DVD, along with its high definition successor, Blay (collectively referred to in this Quarterly Repas “DVD”), will continue to be the
primary means by which most Netflix subscribersw@ntent for the foreseeable future. Howeverpates point in the future, we expect that
Internet delivery of content directly to the hom# surpass DVD.
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Key Business Metrics

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

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

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

» Gross Margin:Management reviews gross margin to monitor variabkts and operating efficienc

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

Performance Highlights

The following represents our performance highlightshe three months ended June 30, 2009, MarcB@19 and June 30, 2008 and
the six months ended June 30, 2009 and June 38; 200

Three Months Ended Change
Q2'09 vs Q2’09 vs
June 30, March 31, June 30,
2009 2009 2008 Q2'08 Q1’09

(in thousands, except per share data,
percentages and subscriber acquisition cost)

Revenue: $408,50¢ $394,09¢ $337,61: 21.(% 3.7%
Net income 32,44: 22,36: 26,57¢ 22.1% 45.1%
Net income per shar- diluted $ 0.5¢ $ 0.37 $ 0.4z 28.6% 45.%%
Total subscribers at end of peri 10,59¢ 10,31¢( 8,411 26.(% 2.8%
Churn 4.5% 4.2% 4.2% 7.1% 7.1%
Subscriber acquisition ca $ 23.8¢ $ 25.7¢ $ 28.8¢ (17.9% (7.9%
Gross margir 34.1% 34.2% 31.8% 7.2% (0.3%
Six Months Ended Change
YTD’' 09 ve
June 30, June 30,
2009 2008 YTD'08

(in thousands, except per share data,
percentages and subscriber acquisition cost)

Revenue: $802,60° $663,79° 20.9%
Net income 54,80¢ 39,92 37.%
Net income per shar- diluted $ 0.91 $ 0.62 46.8%
Total subscribers at end of peri 10,59¢ 8,411 26.(%
Churn* 4.2% 4.1% 4.%%
Subscriber acquisition co $ 24.9¢ $ 29.2¢ (14.7%
Gross margir 34.2% 31.8% 7.5%

* Churn for the six months ended June 30, 2009 af8 BOthe average of Churn for the two quarterthefrespective perio

Critical Accounting Policies and Estimates

There have been no significant changes duringithmenths ended June 30, 2009 to the items thatisetosed as our critical
accounting policies and estimates in Managemerissu3sion and Analysis of Financial Condition ares&ts of Operations in our Annual
Report on Form 10-K for the year ended DecembeRGQ8.

Results of Operations

The following table sets forth, for the periodsgaeted, the line items in our condensed consolidstetements of operations as a
percentage of total revenues. The information doathin the table below should be read in conjamctiith the condensed consolidated
financial statements, notes to the condensed doasedl financial statements and Management’s D&onsand Analysis of Financial
Condition and Results of Operations included is tQuarterly Report on Form 10-Q.
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Three Months Ended Six Months Ended
June 30 March 31, June 30 June 30 June 30
2009 2009 2008 2009 2008

Revenue! 100.(% 100.(% 100.(% 100.(% 100.(%
Cost of revenues

Subscriptior 55.(% 54.¢% 57.2% 54.8% 57.4%

Fulfillment expense 10.% 11.2% 10.8% 11.(% 10.8%

Total cost of revenue 65.% 65.% 68.2% 65.£% 68.2%

Gross profit 34.1% 34.2% 31.8% 34.2% 31.8%
Operating expense

Technology and developme 6.€% 6.1% 6.€% 6.4% 6.4%

Marketing 11.5% 15.8% 11.8% 13.5% 14.2%

General and administratiy 3.2% 3.2% 4.C% 3.3% 4.1%

Gain on disposal of DVD — (0.2)% (0.79% (0.2% (0.5%

Total operating expens 21.1% 25.(% 21.71% 23.(% 24.2%

Operating incom: 13.(% 9.2% 10.1% 11.2% 7.5%
Other income (expense

Interest expense on lease financing obligat (0.2% (0.2)% (0.2)% (0.2% (0.2%

Interest and other income (expen 0.2% 0.5% 0.7% 0.2% 1.5%
Income before income tax 13.(% 9.5% 10.6% 11.5% 8.8%
Provision for income taxe 5.C% 3.8% 2.8% 4.4% 2.8%
Net income 8.C% 5.7% 7.8% 6.9% 6.C%
Revenues

We currently generate all of our revenues in th@ddinStates. We derive substantially all of oureraves from monthly subscription fe
and recognize subscription revenues ratably ovelr sabscriber’'s monthly subscription period. Weordaefunds to subscribers as a
reduction of revenues.

We offer a variety of subscription plans for DVIntal and streaming service. The price per plaregarased on the number of DVD’s
that a subscriber has out at any given point asddan whether the service has limited or unlimitsaige. All of our unlimited plans allow
the subscriber unlimited streaming to their compateNetflix ready device. The vast majority of @ubscriber base has chosen a 1, 2 or 3-
out Unlimited plan. Customers electing access édiilgh definition Blu-ray discs in addition to stiand definition DVD's pay a surcharge of
$1 to $4 for our most popular plans. Pricing of plans is as follows:

Price per
month
1-out Limited $ 4.9¢
1-out Unlimited 8.9¢
2-out Unlimited 13.9¢
3-out Unlimited 16.9¢
All other Unlimited Plan: 23.991t0 47.9
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The following table presents our ending subscrbirmation:

As of
June 30 March 31, June 30
2009 2009 2008
(in thousands, except percentages)
Free subscribel 224 194 17¢€
As a percentage of total subscrib 2.1% 1.%% 2.1%
Paid subscriber 10,37t 10,11¢ 8,23t
As a percentage of total subscrib 97.%% 98.1% 97.%%
Total subscriber 10,59¢ 10,31( 8,411
Three months ended June 30, 2009 as compared thréeemonths ended June 30, 2008
Three Months Ended Change
June 30, June 30, Q209 vs.
2009 2008 Q208

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

Revenue:! $ 408,50¢ $ 337,61 21.(%

Other data

Average number of paying subscrib 10,24¢ 8,16¢ 25.4%
$ 13.2¢ $ 13.7¢ (3.6%

Average monthly revenue per paying subscr

The $70.9 million increase in our revenues was gritna result of the 25.4% growth in the averageber of paying subscribers. This
increase was partially offset by a 3.6% declinthanaverage monthly revenue per paying subscrib$t3.29, resulting from the growing
popularity of our lower priced subscription plaife total number of average paying subscribersiiilaand 2-out plans grew by 41.5% year

over year as compared to a 3.5% growth in all opifens.

Six months ended June 30, 2009 as compared taxtheosiths ended June 30, 2008

Six Months Ended Change
June 30, June 30, YTD'09 vs.
2009 2008 YTD'08

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

Revenue: $ 802,60 $ 663,79 20.9%

Other data

Average number of paying subscrib 9,94: 7,942 25.2%
$ 13.4¢ $ 13.9¢ (3.9%

Average monthly revenue per paying subscr
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The $138.8 million increase in our revenues wasarily a result of the 25.2% growth in the averagenber of paying subscribers. T
increase was partially offset by a 3.4% declinthinaverage monthly revenue per paying subscribgujting from the growing popularity of
our lower priced subscription plans. The total nemdif average paying subscribers in our 1 and Plauts grew by 40.0% year over year as
compared to a 5.5% growth in all other plans.

Three months ended June 30, 2009 as compared thrdemonths ended March 31, 2009

Three Months Ended Change
June 30, March 31, Q2'09 vs.
2009 2009 Q1'09

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

Revenue: $ 408,50¢ $ 394,09¢ 3. ™%
Other data

Average number of paying subscrib 10,24¢ 9,64( 6.2%
Average monthly revenue per paying subscr $ 13.2¢ $ 13.6: (2.5%

The $14.4 million increase in our revenues was arity a result of the 6.3% growth in the averagebar of paying subscribers. This
increase was partially offset by a 2.5% declinthanaverage monthly revenue per paying subscriesujting from the growing popularity of
our lower priced subscription plans. The total nemiif average paying subscribers in our 1 and Plauis grew by 10.5% quarter over
quarter as compared to a 0.7% decline in all gtkears.

Until the average price of gross new additiongjigad to the average price of existing subscrib&esexpect our average monthly
revenue per paying subscriber will continue to ideglas the lower priced plans grow as a percerdahgar subscriber base. Our revenues
average monthly revenue per paying subscriber doaiidnpacted by future changes to our pricing stingcwhich may result from
competitive effects that we are unable to predict.

Cost of Revenues
Subscription
Three months ended June 30, 2009 as compared thréeemonths ended June 30, 2008

Three Months Ended Change
Q2’09 ve
June 30, June 30,
2009 2008 Q208
(in thousands except percentages)
Subscriptior $224,85¢ $193,76¢ 16.(%
As a percentage of revent 55.(% 57.4%

The $31.1 million increase in cost of subscriptiemenues was due to the following factors:

» Postage and packaging expenses increased $2liéhndille to an 18.3% increase in the number of D\fbésled to paying
subscribers and to a two cent (4.8%) increaseemates of first class postage in May 2009. Thesiage in the number of DVD’s
mailed was driven by a 25.4% increase in the nurabaverage paying subscribers, partially offsetl®;7% decline in monthly
DVD rentals per average paying subscriber attribtbethe growing popularity of our lower priced ma

» Content expenses increased by $10.1 million duecteased investments in our content library, paldirly related to additions to
our streaming conter
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Six months ended June 30, 2009 as compared taxtheosiths ended June 30, 2008

Six Months Ended Change
YTD’ 09 vs
June 30, June 30,
2009 2008 YTD'08
(in thousands except percentages)
Subscriptior $440,15° $380,92! 15.5%
As a percentage of revent 54.&% 57.&%

The $59.2 million increase in cost of subscriptiewenues was due to the following factors:

» Postage and packaging expenses increased $40dnndille to a 17.6% increase in the number of D\bé&led to paying
subscribers. The increase in the number of DVD’8adavas driven by a 25.2% increase in the numbearerage paying
subscribers, partially offset by a 6.1% declinenianthly DVD rentals per average paying subscriliteibated to the growing
popularity of our lower priced plat

» Content expenses increased by $19.1 million duecteased investments in our content library, paldirly related to additions to
our streaming conter

Three months ended June 30, 2009 as compared thréeemonths ended March 31, 2009

Three Months Ended Change
Q2’09 ve
June 30, March 31,
2009 2009 Q1’09
(in thousands except percentages)
Subscriptior $224,85¢ $215,29¢ 4.4%
As a percentage of revent 55.(% 54.¢%

The $9.6 million increase in cost of subscriptiemenues was due to the following factors:

» Postage and packaging expenses slightly increas®d.b million. The number of DVD’s mailed to pagisubscribers remained
flat despite a 6.3% increase in the number of @yeepamying subscribers, consistent with similardnisal sequential patterns of
lower DVD shipments per average paying subscr

» Content expenses increased by $6.6 million durdeased investments in our content libr.

Fulfillment Expenses
Three months ended June 30, 2009 as compared thréeemonths ended June 30, 2008

Three Months Ended Change
Q2’09 ve
June 30, June 30,
2009 2008 Q2'08
(in thousands except percentages)
Fulfillment expense $44,38t $36,31¢ 22.2%
As a percentage of revent 10.€% 10.8%

The $8.1 million increase in fulfillment expenseasnue to the following:

» Delivery centers and customer service related ¢ostsased $6.0 million primarily due to a 15.9%r&ase in headcount to
support the higher volume of content delive

» Credit card fees increased $2.1 million as a resfithe 21.0% growth in revenue
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Six months ended June 30, 2009 as compared taxtheosiths ended June 30, 2008

Six Months Ended Change
YTD’ 09 vs
June 30, June 30,
2009 2008 YTD'08
(in thousands except percentages)
Fulfillment expense $88,35¢ $71,967 22.8%
As a percentage of revent 11.(% 10.8%

The $16.4 million increase in fulfillment expenseas due to the following:

» Delivery centers and customer service related é¢osteased $12.2 million primarily due to a 14.6%rease in headcount to
support the higher volume of content delive

» Credit card fees increased $4.2 million as a resfithe 20.9% growth in revenue

Three months ended June 30, 2009 as compared thréeemonths ended March 31, 2009

Three Months Ended Change
March 31, Q2'09 vs
June 30,
2009 2009 Q1’09
(in thousands except percentages)
Fulfillment expense $44,38t $43,96¢ 0.%%
As a percentage of revent 10.9% 11.2%

Fulfillment expenses for the three months ende& B 2009 as compared to the three months endechN3&, 2009 were relatively
flat as costs related to delivery centers and costaervice decreased slightly as the number of B\dRipped to paying subscribers rema
flat quarter over quarter. This decrease was offget 3.8% increase in the credit card fees camdistith the increase in revenues.

Gross Margin
Three months ended June 30, 2009 as compared tbréemonths ended June 30, 2008

Three Months Ended Change
June 30, June 30, Q2’09 vs.
2009 2008 Q208

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

Gross profit $ 139,26t $ 107,52 29.5%
Gross margir 34.1% 31.8%
Average monthly gross profit per paying subscr $ 4.5: $ 4.3¢ 3.2%

The 2.3% increase in gross margin was due to andeicl the average revenue per paying subscrib8rédb offset by a larger decrease
in the cost of subscription per average paying aullisr of 7.5%. This is primarily attributable teetgrowing popularity of our lower priced
plans evidenced by the increase in average gro$is per paying subscriber. This increase is duthéofact that the decrease in revenue per
average paying subscriber is proportionally lovirantthe decrease in the DVD rentals per averagegaubscriber, offset slightly by higher
content expense associated with our investmeritéasing. In addition, our gross margins contirubenefit from increased utilization of
catalog titles resulting from ongoing improvementsur merchandising and recommendation systems.
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Six months ended June 30, 2009 as compared taxtheosiths ended June 30, 2008

Six Months Ended Change
June 30, June 30, YTD'09 vs
2009 2008 YTD'08

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

Gross profit $ 274,09¢ $ 210,90 30.(%
Gross margir 34.2% 31.8%
Average monthly gross profit per paying subscr $ 4.5¢ $ 4.4: 3.6%

The 2.4% increase in gross margin was due to angeicl the average revenue per paying subscrib®rdéb offset by a larger decrease
in the cost of subscription per average paying aultisr of 7.7%. This is primarily attributable teetgrowing popularity of our lower priced
plans evidenced by the increase in average gro$is per paying subscriber. This increase is duthéofact that the decrease in revenue per
average paying subscriber is proportionally lovirantthe decrease in the DVD rentals per averagegaubscriber, offset slightly by higher
content expense associated with our investmergséaming. In addition, our gross margins contitaubenefit from increased utilization of
catalog titles resulting from ongoing improvemeintsur merchandising and recommendation systems.

Three months ended June 30, 2009 as compared thréemonths ended March 31, 2009

Three Months Ended Change
June 30, March 31, Q2’09 vs
2009 2009 Q1'09

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

Gross profit $ 139,26¢ $ 134,83( 3.2%
Gross margir 34.1% 34.2%
Average monthly gross profit per paying subscr 4.5: 4.6€ (2.8%)

The gross margin was relatively flat. Average montjtoss profit per paying subscriber decreasedtdilee fact that the decrease in
DVD shipments per average paying subscriber wgsagetd by higher content investments.

Technology and Development
Three months ended June 30, 2009 as compared thréemonths ended June 30, 2008

Three Months Ended Change
Q2'09 vs
June 30, June 30,
2009 2008 Q2’08
(in thousands, except percentages)
Technology and developme $27,11¢ $22,18t¢ 22.2%
As a percentage of revent 6.6% 6.€%

The $4.9 million increase in technology and develept expenses was primarily attributable to a $4ilBon increase in personnel-
related costs due to growth in headcount relatebdet@evelopment of solutions for streaming conéemnt continued improvements in our
service.
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Six months ended June 30, 2009 as compared taxtheosiths ended June 30, 2008

Six Months Ended Change
YTD’ 09 vs
June 30, June 30,
2009 2008 YTD'08
(in thousands, except percentages)
Technology and developme $51,31¢ $42,45: 20.%
As a percentage of revent 6.4% 6.4%

The $8.9 million increase in technology and develept expenses was primarily attributable to a #7lkon increase in personnel-
related costs due to growth in headcount relatebdet@evelopment of solutions for streaming conéent continued improvements in our

service.

Three months ended June 30, 2009 as compared thréemonths ended March 31, 2009

Three Months Ended Change
March 31, Q2'09 vs
June 30,
2009 2009 Q1’09
(in thousands, except percentages)
Technology and developme $27,11¢ $24,20( 12.1%
As a percentage of revent 6.€% 6.1%

The $2.9 million increase in technology and develept expenses was primarily attributable to a $#llon increase in personnel-
related costs due to growth in headcount.

Marketing
Three months ended June 30, 2009 as compared thréeemonths ended June 30, 2008
Three Months Ended Change
Q2’09 vs
June 30, June 30,
2009 2008 Q208

(in thousands, except percentages and
subscriber acquisition cost)

Marketing $46,231 $39,98¢ 15.6%
As a percentage of revent 11.5% 11.8%

Other data

Gross subscriber additio 1,93¢ 1,38¢ 39.%
Subscriber acquisition co $ 23.8¢ $ 28.8¢ 17.9%

The $6.2 million increase in marketing expenses pvasarily attributable to a $4.8 million increaisemarketing program spending,
resulting from the growth in our consumer electcgrértner programs.

Subscriber acquisition cost decreased for the tmm@@ths ended June 30, 2009 as compared to them@mngear period primarily due
to strong performance in all marketing channelsptediwith strong organic subscriber growth.
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Six months ended June 30, 2009 as compared taxtheosiths ended June 30, 2008

Six Months Ended Change
June 30, June 30, YTD’ 09 vs.
2009 2008 YTD'08

(in thousands, except percentages and subscriber
acquisition cost)

Marketing $108,47: $94,87¢ 14.2%

As a percentage of revent 13.5% 14.2%

Other data

Gross subscriber additio 4,34¢ 3,24¢ 34.(%

Subscriber acquisition ca $ 249 $ 29.2¢ (14.7%

The $13.6 million increase in marketing expenses gramarily attributable to an $11.0 million incssain marketing program spending,
resulting from the growth in our consumer electcquértner programs.

Subscriber acquisition cost decreased for the simths ended June 30, 2009 as compared to the s@mgear period primarily due to
strong performance in all marketing channels caliplih strong organic subscriber growth.

Three months ended June 30, 2009 as compared thréeemonths ended March 31, 2009

Three Months Ended Change
March 31, Q2’09 vs
June 30,
2009 2009 Q1'09

(in thousands, except percentages and
subscriber acquisition cost)

Marketing $46,23: $62,24: (25.79)%
As a percentage of revent 11.5% 15.8%

Other data

Gross subscriber additio 1,93¢ 2,41z (19.8%
Subscriber acquisition ca $ 23.8¢ $ 25.7¢ (7.9%

The $16.0 million decrease in marketing expensespimarily attributable to a $14.9 million decreas marketing program spending,
due to lower online advertising.

Subscriber acquisition cost decreased for the tma@ths ended June 30, 2009 as compared to therttoeths ended March 31, 2009
primarily due to strong performance in all markgtahannels coupled with strong organic subscribawth.

General and Administrative
Three months ended June 30, 2009 as compared thréeemonths ended June 30, 2008

Three Months Ended Change
Q2'09 vs
June 30, June 30,
2009 2008 Q2'08
(in thousands, except percentages)
General and administrati $13,25: $13,41¢ 1.2%
As a percentage of revent 3.2% 4.C%

General and administrative expenses for the thim&tms ended June 30, 2009 as compared to the sémgear period were relatively
flat attributable to a $1.4 million increase in oelated to legal proceedings offset by a $1Mlanidecrease in costs related to our

subsidiary, Red Envelope Entertainment.
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Six months ended June 30, 2009 as compared taxtheosiths ended June 30, 2008

Six Months Ended Change
YTD’ 09 vs
June 30, June 30,
2009 2008 YTD'08
(in thousands, except percentages)
General and administrati $26,26¢ $27,15¢ 3.39%
As a percentage of revent 3.2% 4.1%

General and administrative expenses were relatiletlydue to a $2.1 million increase in costs tedieto legal proceedings offset by a
$2.4 million decrease in costs related to our sliasi, Red Envelope Entertainment.

Three months ended June 30, 2009 as compared thréeemonths ended March 31, 2009

Three Months Ended Change
March 31, Q2'09 vs
June 30,
2009 2009 Q109
(in thousands, except percentages)
General and administrati $13,25: $13,01¢ 1.8%
As a percentage of revent 3.2% 3.2%
General and administrative expenses were relatilely
Interest and Other Income (Expense)
Three months ended June 30, 2009 as compared thréemonths ended June 30, 2008
Three Months Ended Change
June 30 Q2’09 vs
June 30,
2009 2008 Q208
(in thousands, except percentages)
Interest and other income (expen $ 86€ $ 2,404 (64.0%
As a percentage of revent 0.2% 0.7%

The decrease in interest and other income (expeveeprimarily attributable to 52.3% lower interast dividends earned on our cash
and short-term investments, due to lower cash bakresulting from the repurchase of our commocksto

Six months ended June 30, 2009 as compared taxtheosiths ended June 30, 2008

Six Months Ended Change
June 30 YTD’ 09 vs
June 30,
2009 2008 YTD'08
(in thousands, except percentages)
Interest and other income (expen $2,47¢ $10,06¢ (75.9%
As a percentage of revent 0.3% 1.5%

The decrease in interest and other income (expeveseprimarily attributable to 60.5% lower interaat dividends earned on our cash
and short-term investments, due to lower cash bakresulting from the repurchase of our commockstmoupled with a $3.8 million
decrease in realized gains recognized as comparée same prior year period.

25



Table of Contents

Three months ended June 30, 2009 as compared thréemonths ended March 31, 2009

Three Months Ended Change
June 30 March 31, Q2'09 vs
2009 2009 Q1'09
(in thousands, except percentages)
Interest and other income (expen $ 86€ $ 1,61( (46.2)%
As a percentage of revent 0.2% 0.5%

The decrease in interest and other income (expelsig)g was primarily attributable to gains of $énélion realized from the sale of
short-term investments in the first quarter of 2009

Income Taxes

Three months ended June 30, 2009 as compared thréemonths ended June 30, 2008

Three Months Ended Change
June 30 Q2’09 ve
June 30,
2009 2008 Q2’08
(in thousands, except percentages)
Provision for income taxe $20,53: $9,34¢ 119.7%
Effective tax rate 38.8% 26.(%

Our effective tax rate for the second quarter @f®®as 38.8% and differed from the federal stayutate due primarily to state taxes
offset by the Federal and California R&D tax craditorded during the quarter. The increase in tiacive tax rate for the three months
ended June 30, 2009 as compared to the same paopgriods was primarily attributable to the albsesf a cumulative benefit for prior

period R&D tax credits that is reflected in theetaimonths ended June 30, 2008. This cumulativefibeesulted in an 8.5% reduction to the
effective tax rate.

Six months ended June 30, 2009 as compared taxtheosiths ended June 30, 2008

Six Months Ended Change
YTD’ 09 vs
June 30, June 30,
2009 2008 YTD’08
(in thousands, except percentages)
Provision for income taxe $35,57¢ $18,54¢ 91.8%
Effective tax rate 39.4% 31.7%

Our effective tax rate for the six months ended=2J8®, 2009 was 39.4% and differed from the fedstedlitory rate due primarily to sti
taxes offset by the Federal and California R&D ¢eedit recorded during the quarter. The increasmiimeffective tax rate for the six months
ended June 30, 2009 as compared to the same paopgriods was primarily attributable to the absesf a cumulative benefit for prior

period R&D tax credits that is reflected in the sinnths ended June 30, 2008. This cumulative bemesfilted in an 8.5% reduction to the
effective tax rate.
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Three months ended June 30, 2009 as compared thréemonths ended March 31, 2009

Three Months Ended Change
March 31, Q2'09 vs
June 30,
2009 2009 Q1’09
(in thousands, except percentages)
Provision for income taxe $20,53: $15,04¢ 36.4%
Effective tax rate 38.8% 40.2%

The effective tax rate for the three months endex B0, 2009 decreased 1.4% from the effectivedixfor the period ended March
2009 due to a discrete tax benefit recorded foeFddnd State tax credits.

Liquidity and Capital Resources

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

Our primary source of liquidity has been cash fragmerations, which consists mainly of net incomeusigid for non-cash items such as
amortization of our content library, depreciatidmpooperty and equipment and stock-based compemsetlated to the issuance of common
stock. Our primary uses of cash include our stegiurchase programs, postage and packaging exp#msegquisition of content, capital
expenditures related to information technology antbmation equipment for operations, marketing fatfdiment expenses.

In addition, on January 26, 2009, we announcedahaBoard of Directors authorized a stock repuselfarogram allowing us to
repurchase our common stock through the end of.2008er this program, the Company is authorizegpurchase up to $60 million during
the third and fourth quarters of 2009. The timing actual number of shares repurchased will depangarious factors, including price,
corporate and regulatory requirements, alternativestment opportunities and other market conditidrne following table highlights
selected measures of our liquidity and capital ueses for the three and six months ended June®® 2nd 2008 (in thousands):

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2009 2008 2009 2008
Net cash provided by operating activit $ 75,30 $ 67,38( $ 140,93! $131,44.
Net cash used in investing activit| (43,749 (98,929 (108,417 (80,799
Net cash (used in) provided by financing activi (59,219 6,84¢ (84,929 (83,799

Operating Activities

During the three months ended June 30, 2009, cenatipg activities consisted of net income of $3Rillion, increased by non-cash
adjustments of $66.9 million offset by a decreasedt changes in operating assets and liabilifi@&24.1 million. The majority of the non-
cash adjustments resulted from amortization otthrgent library of $53.2 million as we continueptarchase additional titles to support our
larger subscriber base. The net changes in opgrasisets and liabilities were mainly driven bydlquisition of streaming content, as we
continued to increase our investments in streamamyent in 2009. Cash provided by operating agiviincreased by $7.9 million for the
three months ended June 30, 2009 as compared sautie prior-year period. This was primarily duandncrease in net income of $5.9
million and an increase in non-cash adjustmeng&/of million offset by a decrease in net changexperating assets and liabilities of $5.7
million.

During the six months ended June 30, 2009, ourabipgr activities consisted of net income of $54i8iom, increased by non-cash
adjustments of $122.0 million offset by a decreaseet changes in operating assets and liabildfe&35.8 million. The majority of the non-
cash adjustments resulted from amortization ottheent library of $102.5 million as we continueptarchase additional titles in order to
support our larger subscriber base. The net changgserating assets and liabilities were mainiyeir by acquisitions of streaming content,
as we continued to increase our investments iausiirgy content in 2009. Cash provided by
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operating activities increased $9.5 million for gie months ended June 30, 2009 as compared &athe prior-year period. This was
primarily due to an increase in net income of $Iilion and an increase in non-cash adjustmen&3d million and a decrease in net
changes in operating assets and liabilities of ##lBon.

I nvesting Activities

During the three months ended June 30, 2009, @esting activities consisted primarily of purchaaed sales of available-for-sale
securities, acquisitions of DVD content and purelsasf property and equipment. Cash used in invgsiitivities decreased by $55.2 million
for the three months ended June 30, 2009 as cothpatbe same prior-year period. This is primaaitiributable to a decrease of $37.2
million in the purchases of available-for-sale sé@&s and an increase in the proceeds and masidfi available-for-sale securities of $12.3
million. In addition, during 2008, we invested imt@amation equipment for our various shipping centerachieve operational efficiencies and
because such investments were completed priorG8,2&sh flows related to purchases of propertyeguipment decreased by $7.7 million
as compared to the same prior-year period.

During the six months ended June 30, 2009, ourstitvg activities consisted primarily of purchased aales of available-for-sale
securities, acquisitions of DVD content and purelsasf property and equipment. Cash used in invgstitivities increased $27.6 million for
the six months ended June 30, 2009 as comparéeé &ame prior-year period. This is primarily atttéble to a decrease of $124.7 million in
the proceeds from the sales and maturities of @vieiifor-sale securities offset by a decreasedmtirchases of available-feale securities «
$76.7 million and a decrease in the purchasesapfgrty and equipment of $13.6 million as compacethé same prior-year period.

Financing Activities
During the three months ended June 30, 2009, panding activities consisted primarily of the isstm of common stock and
repurchases of our common stock. Cash used indingractivities increased by $66.1 million for theee months ended June 30, 2009 as

compared to the same prior-year period primarilg thuan increase in stock repurchases of $72.tomitiffset by an increase in the proceeds
from the issuance of common stock of $5.3 million.

During the six months ended June 30, 2009, ountiimg activities consisted primarily of the issuamé common stock and repurcha
of our common stock. Cash used in financing aétisiincreased by $1.1 million for the six monthdeshJune 30, 2009 as compared to the
same prior-year period primarily due to an incrdasstock repurchases of $15.3 million offset byirmrease in the proceeds from the
issuance of common stock of $10.3 million.

Contractual Obligations
Off-Balance Sheet Arrangements

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

Operating Leases

We have entered into various non-cancelable opegrégase agreements for our offices and distributenters throughout the U.S. with
original lease periods expiring through 2016. Gertd these leases have free or escalating remhpaiprovisions. We recognize rent
expense on our operating leases on a straighbésis at the commencement of the lease.

Indemnifications

The information set forth under Note 8 in the ndtethe condensed consolidated financial statemardsr the caption
“Indemnifications” is incorporated herein by refece

Recent Accounting Pronouncements

The information set forth under Note 1 in the ndtethe condensed consolidated financial statemerder the caption “Basis of
Presentation and Summary of Significant AccounBgjcies” is incorporated herein by reference.

Item3. Quantitative and Qualitative Disclosures About Market Risk

For financial market risks related to changes tarigst rates, reference is made to Item 7A “Quatnté and Qualitative Disclosures
About Market Risk” contained in Part Il of our AreduReport on Form 10-K for the year ended Decer8tieP008. We started an investment
portfolio during the first quarter of 2007 whichdemprised of corporate debt securities, governrapdtagency securities and asset and
mortgage-backed securities. However, our exposunaarket risk has not changed significantly sinee&nber 31, 2008.
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ltem 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedu

Our management, with the participation of our Cligécutive Officer and Chief Financial Officer, &vated the effectiveness of our
disclosure controls and procedures (as defineduiedRL3a-15(e) and 15d-15(e) under the Securitiebdhge Act of 1934, as amended) as of
the end of the period covered by this Quarterlydrepn Form 10-Q. Based on that evaluation, oueCEkecutive Officer and Chief
Financial Officer concluded that our disclosuretools and procedures as of the end of the perivédrea by this Quarterly Report on Form
10-Q were effective in providing reasonable assurdinaeinformation required to be disclosed by ueeiports that we file or submit under
Securities Exchange Act of 1934, as amended, ie€rded, processed, summarized and reportedwtithitime periods specified in the
Securities and Exchange Commission’s rules andga@ma (ii) accumulated and communicated to our geamant, including our Chief
Executive Officer and Chief Financial Officer, ggpeopriate, to allow timely decisions regardinguiegd disclosure.

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

Changes in Internal Control Over Financial Repogin

There were no changes in our internal control dwancial reporting that occurred during the quaeteded June 30, 2009 that have
materially affected, or are reasonably likely tatenally affect, our internal control over finantraporting.
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PART Il. OTHER INFORMATION

Item1. Legal Proceedings

The information set forth under Note 8 in the ndtethe condensed consolidated financial statemerder the caption “Litigation” is
incorporated herein by reference.

Item 1A. Risk Factors

There have been no material changes from risk faet® previously disclosed under the heading “Raétors” in the Company’s
Annual Report on Form 10-K for the year ended Ddmem31, 2008 except as follows:

Reference was made to the possible expirationtén2@09 of the agreement covering the next langasiber of devices through which
subscribers enjoy streaming content (the largesthau being the PC and Mac platforms). This agre¢mvesa extended at the partner’s
option. Nonetheless, our business could be adyeirsplacted if our consumer electronics partnersatevilling to extend agreements so as
to continue to provide access to our service ouarelling to do so on terms acceptable to us.

Item2.  Unregistered Sales of Equity Securities and Use Bfoceeds
Stock repurchases during the three months endedd3yr2009 were as follows:

Total Number of Shares
Maximum Dollar Value that

Purchased as Part of

Total Number of Average Price Publicly Announced May Yet Be Purchased
Period Shares Purchase Paid per Share Programs Under the Program (1)
April 1, 2009- April 30, 2009 265,48 $ 46.2¢ 265,48! $ 119,999,37
May 1, 200¢- May 31, 200¢ 1,361,96. 44.22 1,361,96. 59,769,68
June 1, 200~ June 30, 200 — — — 59,769,68
Total 1,627,441 $ 44.5¢ 1,627,441 $ 59,769,68

(1) On January 26, 2009, the Company announcedtshabard of Directors authorized a stock repuseharogram for 2009. Based on the
Board’s authorization, the Company anticipates retpasing up to $60 million during the third and fibuguarters of 2009. The timing
and actual number of shares repurchased will dependrious factors including price, corporate eggllatory requirements,
alternative investment opportunities and other rmiacknditions
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ltem4.  Submission of Matters to a Vote of Security Holder:
Our Annual Meeting of Stockholders was held on N8y 2009. The following two proposals were adopted:

Proposal One
Election of Directors:

Number of Shares

Nominees For Withheld
Richard N. Bartor 52,588,72 385,52¢
Charles H. Giancarl 52,622,37 351,88l

In addition, the term of each of the following diters continued after the annual meeting: ReedihtgstJay C. Hoag, A George (Skip)
Battle, Timothy Haley, Michael Schuh and Greg Stang

Proposal Two!
Ratification of the appointment of KPMG LLP as ipgadent auditors for the year ending December 3192

Number of Shares
For Against Abstain Non-Votes

52,595,09¢ 319,514 59,643 —
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Item 6. Exhibits
(a) Exhibits:
Exhibit Incorporated by Reference Filed
Number Exhibit Description Form File No. Exhibit Filing Date Herewith
3.1 Amended and Restated Certificate of Incorpora 1C¢-Q 00C-49802 3.1 August 2, 200«
3.2 Amended and Restated Byla 8-K 00C-49802 3.1 March 20, 200!
3.3 Certificate of Amendment to the Amended and Redtate
Certificate of Incorporatio 1C¢-Q 00C-49802 3.3 August 2, 200«
4.1 Form of Common Stock Certifica S-1/A 33:-8387¢ 4.1 April 16, 2002
10.1% Form of Indemnification Agreement entered into by t
registrant with each of its executive officers aictors S-1/A 33:-8387¢8 10.1 March 20, 200:
10.2t 2002 Employee Stock Purchase F 16-Q 00C-49802 10.16 August 9, 200¢
10.3t Amended and Restated 1997 Stock f S-1/A 33:-8387¢8 10.3 May 16, 200z
10.4% Amended and Restated 2002 Stock | Def 14A 00C-49802 A March 31, 200!
10.5 Amended and Restated Stockhol’ Rights Agreemer S-1 33:-83878 10.5 March 6, 200:
10.6 Lease between Sobrato Land Holdings and Netfli, 106-Q 00C-49802 10.15 August 2, 200«
10.7 Lease between Sobrato Interests Il and Netflix, 10-Q 00C-49802 10.16 August 2, 200«
10.9% Description of Director Equity Compensation P 8-K 00C-49802 10.1 July 5, 200t
10.10t  Amended and Restated Executive Severance and Retent
Incentive Plar 1C¢-Q 00C-49802 10.10 May 5, 200¢
31.1 Certification of Chief Executive Officer Pursuant$ectior
302 of the Sarban-Oxley Act of 2002 X
31.2 Certification of Chief Financial Officer Pursuant$ection
302 of the Sarban-Oxley Act of 200z X
32.1* Certifications of Chief Executive Officer and Chief
Financial Officer Pursuant to Section 906 of theb8aes -
Oxley Act of 200z X
101 The following financial information from Netflixc.’s
Quarterly Report on Form 10-Q for the quarter ended
June 30, 2009 filed with the SEC on July 31, 2009,
formatted in XBRL includes: (i) Condensed Consdiidha
Statements of Operations for the Three and Six Mont
Ended June 30, 2009 and 2008, (ii) Condensed
Consolidated Balance Sheets as of June 30, 2009 and
December 31, 2008, (iii) Condensed Consolidated
Statements of Cash Flows for the Three and Six NMont
Ended June 30, 2009 and 2008 and (iv) the Notes to
Condensed Consolidated Financial Statements, taaged
blocks of text X

*  These certifications are not deemed filed by $i€C 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 compensatony
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SIGNATURES

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

N ETFLIX, | NC.

Dated: July 31, 2009 By: /s/ _REEDH ASTINGS
Reed Hastings
Chief Executive Officer
(Principal executive officer)

Dated: July 31, 2009 By: /'s/__BARRYM c C ARTHY
Barry McCarthy
Chief Financial Officer
(Principal financial and accounting officer)
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EXHIBIT INDEX
Exhibit Incorporated by Reference Filed
Number Exhibit Description Form File No. Exhibit Filing Date Herewith
3.1 Amended and Restated Certificate of Incorpora 1C-Q 00C-49802 3.1 August 2, 200«
3.2 Amended and Restated Byla 8-K 00C-49802 3.1 March 20, 200!
3.3 Certificate of Amendment to the Amended and Redtate
Certificate of Incorporatio 106-Q 00C-49802 3.3 August 2, 200«
4.1 Form of Common Stock Certifica S-1/A 33:-8387¢8 4.1 April 16, 2002
10.1% Form of Indemnification Agreement entered into by t
registrant with each of its executive officers aiectors S-1/A 33:-83878 10.1 March 20, 200:.
10.2t 2002 Employee Stock Purchase F 16-Q 00C-49802 10.16 August 9, 200¢
10.3t Amended and Restated 1997 Stock f S-1/A 33:-83878 10.3 May 16, 200z
10.4t Amended and Restated 2002 Stock F Def 14A  00(-49802 A March 31, 200(
10.5 Amended and Restated Stockhol’ Rights Agreemer S-1 33:-8387¢8 10.5 March 6, 200
10.6 Lease between Sobrato Land Holdings and Netfli, 106-Q 00C-49802 10.15 August 2, 200«
10.7 Lease between Sobrato Interests Il and Netflix, 106-Q 00C-49802 10.16 August 2, 200«
10.9% Description of Director Equity Compensation P 8-K 00C-49802 10.1 July 5, 200t
10.10t  Amended and Restated Executive Severance and Retent
Incentive Plar 1C¢-Q 00C-49802 10.10 May 5, 200¢
31.1 Certification of Chief Executive Officer Pursuant$ectior
302 of the Sarban-Oxley Act of 200z X
31.2 Certification of Chief Financial Officer Pursuant$ection
302 of the Sarban-Oxley Act of 200z X
32.1* Certifications of Chief Executive Officer and Chief
Financial Officer Pursuant to Section 906 of theb8nes-
Oxley Act of 200z X
101 The following financial information from Netflixc.’s
Quarterly Report on Form 10-Q for the quarter ended
June 30, 2009 filed with the SEC on July 31, 2009,
formatted in XBRL includes: (i) Condensed Consdiidha
Statements of Operations for the Three and Six Mont
Ended June 30, 2009 and 2008, (ii) Condensed
Consolidated Balance Sheets as of June 30, 2009 and
December 31, 2008, (iii) Condensed Consolidated
Statements of Cash Flows for the Three and Six NMont
Ended June 30, 2009 and 2008 and (iv) the Notes to
Condensed Consolidated Financial Statements, taaged
blocks of text X

*  These certifications are not deemed filed by $€C 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 compensatony
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Exhibit 31.1

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

I, Reed Hastings, certify that:
1. | have reviewed this Quarterly Report on FormQLOf Netflix, 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 informatidatmeg to the registrant, including its consolidh&ubsidiaries, is made known to us by others
within those entities, particularly during the petin which this report is being prepared,;

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

c) evaluated the effectiveness of the registratisslosure controls and procedures and presentidsineport our conclusions
about the effectiveness of the disclosure containtsprocedures, as of the end of the period cougydlis 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 (the registrant’s fotdigbal quarter in the case of an annual repod) tias materially affected, or is reasonably
likely to materially affect, the registrant’s intel control over financial reporting; and

5. The registrant’s other certifying officer andve 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 invelveanagement or other employees who have a signifiole in the registrant’s
internal control over financial reporting.

Dated: July 31, 200 By: /'s/ REEDH ASTINGS
Reed Hastings
Chief Executive Officer




Exhibit 31.2

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

I, Barry McCarthy, certify that:
1. | have reviewed this Quarterly Report on FormQLEf Netflix, 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 informatidatmeg to the registrant, including its consolidh&ubsidiaries, is made known to us by others
within those entities, particularly during the petin which this report is being prepared,;

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

c) evaluated the effectiveness of the registratisslosure controls and procedures and presentidsineport our conclusions
about the effectiveness of the disclosure containtsprocedures, as of the end of the period cougydlis 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 (the registrant’s fotdigbal quarter in the case of an annual repod) tias materially affected, or is reasonably
likely to materially affect, the registrant’s intel control over financial reporting; and

5. The registrant’s other certifying officer andve 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 invelveanagement or other employees who have a signifiole in the registrant’s
internal control over financial reporting.

Dated: July 31, 200 By: /'s/ _BARRYM ¢ C ARTHY
Barry McCarthy
Chief Financial Officer




Exhibit 32.1

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

I, Reed Hastings, certify, pursuant to 18 U.S.GtiSa 1350, as adopted pursuant to Section 90B6eoSarbane®xley Act of 2002, the
the Quarterly Report on Form 10-Q of Netflix, Ifiar the quarter ended June 30, 2009 fully compliigk the 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 otfhite Inc.

Dated: July 31, 200 By: /sl REEDH ASTINGS
Reed Hastings
Chief Executive Officer

I, Barry McCarthy, certify, pursuant to 18 U.S.@cBon 1350, as adopted pursuant to Section 9@itedbarbanes-Oxley Act of 2002,
that the Quarterly Report on Form 10-Q of Netflng. for the quarter ended June 30, 2009 fully cliiespwith the requirements of Section 13
(a) or 15(d) of the Securities Exchange Act of 1884 that information contained in such reportygiresents, in all material respects, the
financial condition and results of operations otfhlg Inc.

Dated: July 31, 200 By: /sl _BARRYM c C ARTHY

Barry McCarthy
Chief Financial Officer




