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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

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

For the quarterly period ended September 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 requirementste past 90 days. YESX] 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 registrantlerge accelerated filer, an accelerated filer, maccelerated filer, or a smaller
reporting company. See definitions of “large acaled filer,” “accelerated filer” and “smaller rapinog 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 September 30, 2009, there were 54,642,699 st the registrant’'s common stock, par valu@@D, outstanding.
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Netflix, Inc.

Condensed Consolidated Statements of Operations

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 déiritems:

Fulfillment expense
Technology and developme
Marketing

General and administrati

See accompanying notes to the condensed consadlifiaéacial statements.

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

4

Three Months Ended

Nine Months Ended

September 3C September 3C September 3C September 3C
2009 2008 2009 2008
$ 423,12 $ 341,26¢ $1,225,72 $1,005,06!
233,09: 186,57: 677,86: 567,49!
42,18: 37,92; 125,92. 109,89(
275,27 224,49¢ 803,78! 677,38t
147,84t 116,77. 421,94, 327,67
30,01« 23,36¢ 81,33 65,82:
58,55¢ 49,21 167,02¢ 144,09¢
11,54: 11,74 37,80¢ 38,90(
(1,609 (1,62¢) (2,819 (4,729
98,50¢ 82,69¢ 283,35:. 244,09.
49,33 34,07+ 138,59( 83,58t
(674) (677) (2,01¢) (1,78))
1,80¢ 1,53¢ 4,28¢ 11,60(
50,47: 34,93: 140,85t¢ 93,40
20,33( 14,56 55,90¢ 33,11(
$ 30,14: $ 20,37 $ 84,94 $ 60,29
$ 0.54 $ 0.34 $ 1.4¢ $ 0.9¢
$ 0.52 $ 0.3: $ 1.4% $ 0.9t
56,14¢ 60,40¢ 57,57¢ 61,65
57,93¢ 62,27: 59,42° 63,65¢
$ 99 $ 12¢ $ 321 $ 34C
1,16¢ 95C 3,43( 2,79
452 46C 1,358 1,424
1,512 1,49¢ 4,53¢ 4,511
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Assets
Current asset:
Cash and cash equivalel
Shor-term investment
Prepaid expenst
Prepaid revenue sharing expen
Current content library, ni
Deferred tax asse
Other current asse
Total current asse
Content library, ne
Property and equipment, r
Deferred tax asse
Other asset

Total asset

Liabilities and Stockholders’ Equity
Current liabilities:

Accounts payabl

Accrued expense

Netflix, Inc.

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

Current portion of lease financing obligatic

Deferred revenu
Total current liabilities

Lease financing obligations, excluding current jpor

Other liabilities

Total liabilities
Commitments and contingenci
Stockholder equity:

Common stock, $0.001 par value; 160,000,000 slard®rized at September 30, 2009 and
December 31, 2008; 54,642,694 and 58,862,478 issuedutstanding at September 30, 2009
and December 31, 2008, respectiv

Additional paic-in capital

Treasury stock at cost (9,144,939 and 3,491,08¢sla September 30, 2009 and December 31,

2008, respectively

Accumulated other comprehensive income,

Retained earning
Total stockholdel' equity

Total liabilities and stockholde’ equity

See accompanying notes to the condensed consadlifiaéacial statements.

5

As of

September 3C December 31

2009 2008
$ 55,717 $ 139,88:
99,74¢ 157,39(
11,94% 8,122
10,67: 18,41°
32,93% 18,69:
5,70¢ 5,617
18,23¢ 13,32¢
234,96. 361,44
104,53¢ 98,54’
122,11¢ 124,94¢
17,24« 22,40¢
13,26 10,59t
$ 49213 $ 617,94
$ 93,45! $ 100,34-
29,60¢ 31,39
1,34z 1,152
79,12: 83,12%
203,52. 216,01
36,94( 37,98¢
19,46 16,78¢
259,92¢ 270,79:
64 62
378,54¢ 338,57
(340,367) (100,02()
552 84
193,39¢ 108,45:.
232,20:. 347,15!
$ 492,13 $ 617,94
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Netflix, Inc.

Condensed Consolidated Statements of Cash Flows

(unaudited)
(in thousands)

Three Months Ended

Nine Months Ended

September 3C September 3C September 3C September 3C
2009 2008 2009 2008
Cash flows from operating activities:
Net income $ 30,14: $ 20,37: $ 84,947 $ 60,29
Adjustments to reconcile net income to net caskigsea by
operating activities
Depreciation and amortization of property, equiptmand
intangibles 9,61¢ 8,64: 27,80¢ 23,31
Amortization of content librar 56,69( 47,59¢ 159,22¢ 162,17¢
Amortization of discounts and premiums on investts 12¢€ 122 43¢ 43¢
Stocl-based compensation expel 3,232 3,03¢ 9,64z 9,07(
Excess tax benefits from stc-based compensatic (1,600 (1,099 (9,099 (4,467
(Gain) loss on disposal of property and equipn — (D) 254 101
(Gain) loss on sale of sh-term investment (9849) 494 (1,455 (3,749
Gain on disposal of DVD (2,49 (3,205 (5,030 (9,85€)
Deferred taxe (72) (3,899 4,71( (7,255
Changes in operating assets and liabilii
Prepaid expenses and other current a: 7,62¢ (7,029 (1,617 (15,219
Content library (9,999 (5,779 (41,437 (37,167
Accounts payabl (13,179 (744) (11,150 15,02¢
Accrued expense 2,17¢ 4,73( 6,272 (1,999
Deferred revenu (1,372 (1,989 (4,009 (5,76%)
Other assets and liabiliti¢ (1,607 (775) (272) 6,98¢
Net cash provided by operating activit 78,31! 60,49t 219,24¢ 191,93
Cash flows from investing activities:
Purchases of shterm investment (21,006) (22,950 (102,159 (180,84)
Proceeds from sale of sh-term investment 85,90 50,00: 130,66 245,44(
Proceeds from maturities of st-term investment 3,48( 60E 30,98t 2,17(C
Purchases of property and equipm (9,999 (9,226 (23,499 (36,319
Acquisition of intangible ass: — (62 (200 (1,06%)
Acquisitions of content librar (46,277) (28,829 (135,996 (124,55;)
Proceeds from sale of DVL 3,34t 3,781 7,23( 13,67
Investment in busines — — — (6,000
Other asset 134 3 14Z 31
Net cash provided by (used in) investing
activities 15,59( (6,667) (92,827 (87,467)
Cash flows from financing activities:
Principal payments of lease financing obligati (299) (239) (85¢) (58€)
Proceeds from issuance of common si 2,72 2,57¢ 26,09: 15,64
Excess tax benefits from stc-based compensatic 1,60(C 1,09: 9,09¢ 4,46
Repurchases of common stc (129,686 (90,02§) (244,916 (189,91)
Net cash used in financing activiti (125,655 (86,597) (210,58 (170,390
Net decrease in cash and cash equiva (31,759 (32,765 (84,169 (65,919
Cash and cash equivalents, beginning of pe 87,47: 144,28 139,88: 177,43
Cash and cash equivalents, end of pe $ 55,71 $ 111,52: $ 55,715 $ 111,52

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 20for 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 estinudteseful lives and residual value of the Compamgstent library, the valuation of
stock-based compensation and the recognition ardunement of income tax assets and liabilities. adteal 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 setfberein. The interim financial statements shduddead 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 aremetessarily indicative of the results
for a full year.

Certain prior period amounts have been reclassifieabnform to current period presentation.

The Company has evaluated subsequent events th@ctgber 23, 2009, the date which these finantgéments were available to be
issued.

There have been no material changes in the Compaigiificant accounting policies as compared ¢osilgnificant accounting policies
described in the Company’s Annual Report on ForaiKX0r the year ended December 31, 2008, excephimadoption on April 1, 2009 of
authoritative guidance issued by the Financial Actimg Standards Board (“FASB”) related to the deieation of fair value when the
volume and level of activity for an asset or lighihas significantly decreased, the identificatadriransactions that are not orderly, the
recognition and presentation of other-than-tempoirapairments, and the disclosure of the fair valfiinancial instruments on an interim
basis.

Recent Accounting Pronouncements

In August 2009, the FASB issued Accounting Stanslafddate (“ASU”) No. 2009-05:air Value Measurements and Disclosures
(Topic 820) - Measuring Liabilities at Fair Value . This update provides clarification for the faidwe measurement of liabilities in
circumstances in which a quoted price in an acatieeket for an identical liability is not availablEhis update is effective for interim periods
beginning after August 28, 2009. The Company da¢&xpect the adoption of this standard to havetenal effect on its financial position
or results of operations.

In June 2009, the FASB issued authoritative guidamicich eliminates the exemption for qualifying cipépurpose entities from
consolidation requirements, contains new critesiadietermining the primary beneficiary of a varabiterest entity, and increases the
frequency of required reassessments to determietheha company is the primary beneficiary of aal@e interest entity. The guidance is
applicable for annual periods beginning after Nokeml5, 2009 and interim periods therein and tHened he Company does not expect the
adoption of this standard to have a material efbedts financial position or results of operations

In June 2009, the FASB issued authoritative guidamigich eliminates the concept of a qualifying splegurpose entity, creates more
stringent conditions for reporting a transfer gfaation of a financial asset as a sale, clarifig®nsale-accounting criteria, and changes the
initial measurement of a transferor’s interestramsferred financial assets. The guidance is agipllicfor annual periods beginning after
November 15, 2009 and interim periods therein aedeafter. The Company does not expect the adoptithis standard to have a mate
effect on its financial position or results of ogigons.
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Netflix, Inc.
Notes to Condensed Consolidated Financial Statement-(Continued)

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 Nine months ended
September 3¢ September 3C September 3C September 3C
2009 2008 2009 2008

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

Net income $ 30,14: $ 20,37 $ 84,94 $ 60,29¢
Shares used in computatic
Weightec-average common shares outstanc 56,14¢ 60,40¢ 57,57¢ 61,65!
Basic earnings per she $ 0.54 $ 0.34 $ 1.4¢ $ 0.9¢
Diluted earnings per shar
Net income $ 30,14: $ 20,37: $ 84,94 $ 60,29
Shares used in computatic
Weighte-average common shares outstanc 56,14¢ 60,40¢ 57,57¢ 61,65!
Employee stock options and employee stock purchlase
shares 1,792 1,86¢ 1,851 2,007
Weightec-average number of shar 57,93¢ 62,27 59,42% 63,65¢
Diluted earnings per sha $ 0.52 $ 0.32 $ 1.42 $ 0.9%

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

Three months ended Nine months ended
September 3C September 3C September 3C September 3C
2009 2008 2009 2008
(in thousands)
Employee stock optior 78 55E 81 45¢
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Notes to Condensed Consolidated Financial Statement-(Continued)

3. Short-Term Investments and Fair Value Measuremein

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 sellilgtn in the near future. The Company’s policy isu&ed on the preservation of capital,
liquidity and return. From time to time, the Companay sell certain securities but the objectivesganerally not to generate profits on short-
term differences in price. Short-term investmemnéstherefore classified as available-for-sale séearand are reported at fair value as

follows:

Corporate debt securiti
Government and agency securi
Asset and mortgage backed securi

Corporate debt securitit
Government and agency securit
Asset and mortgage backed securi

September 30, 2009

Gross Gross
Unrealized Unrealized
Amortized Estimated
Cost Gains Losses Fair Value

(in thousands)
$7302¢ $ 1,08¢ $ (36 $ 74,07
17,26¢ 17¢€ (16) 17,42¢
8,53: 132 (419 8,24¢
$9882 $ 139 $ (471)  $ 99,74

December 31, 2008

Gross
Gross Unrealized
Unrealized
Amortized Estimated
Cost Gains Losses Fair Value

(in thousands)
$4548. $ 44C $ (727)  $ 45,19
92,37¢ 1,81: (244) 93,94¢
19,44¢ 15 (1,212 18,24¢
$157,30¢ $ 2,267 $ (2,189 $157,39(

The following tables show the gross unrealizeddesnd fair value of the Company’s investments witrealized losses that are not
deemed to be other-than-temporarily impaired, agagesl by investment category and length of timeitidividual securities have been in a

continuous unrealized loss position:

Corporate debt securiti
Government and agency securi
Asset and mortgage backed securi

As of September 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)
$1353: $ @36 $ — $ — $13,53¢ $ (36)
— — 3,61¢ (16)  3,61¢ (16)
362 (41) 2,16: (376)  2,52¢ (419)

$13,89¢ $ (77) $578( $ (394 $19,67¢ $ (471
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Netflix, Inc.
Notes to Condensed Consolidated Financial Statement-(Continued)

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 securit 12,12¢ (2449 — — 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 thosstiments with an unrealized loss to be
other-than-temporarily impaired at September 30920 here were no material other-than-temporaraimpents or credit losses related to
available-for-sale securities in 2009 or 2008.

The gross realized gains on the sales of avaifipleale securities for the three months endedeseipér 30, 2009 and 2008 were $1.0
million and $0.2 million, respectively. There were realized losses for the three months ended Bépie30, 2009. The gross realized losses
on the sale of available-for-sale securities inttiree months ended September 30, 2008 were $0i@mThe gross realized gains on the
sales of available-for-sale securities for the mranths ended September 30, 2009 and 2008 wererllich and $4.6 million, respectively.
The gross realized losses on the sale of availabieale securities for the nine months ended 3eipée 30, 2009 and 2008 were $0.2 million
and $0.9 million, respectively. Realized gains brs$es and interest income are included in intemredtother income (expense).

The estimated fair value of short-term investmdémytsontractual maturity as of September 30, 20@&ifollows:

(in thousands’

Due within one yea $ 18,44t
Due after one year and through 5 ye 76,62:
Due after 5 years and through 10 ye —

Due after 10 yeat 4,67¢
Total shor-term investment $ 99,74:

The Company measures certain financial asset# ataflae on a recurring basis, including cash egleints and available-for-sale
securities. Fair value is a market-based measurtetmenshould be determined based on the assunsgti@n market participants would use in
pricing an asset or liability. As a basis for calesing such assumptions, the Company uses a thvetHierarchy established by the FASB
which prioritizes the inputs used in measuring Yailue. The three hierarchy levels are definedtgws:

Level 1—Valuations based on unadjusted quoted piitactive 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, which wetematerial as of September 30, 2009 and whichrarleded in cash and cash equivalents
in the condensed consolidated balance 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 diremtindirectly. The fair value of available-
for-sale securities included in the Level 2 catggsibased on the market values obtained from @@piendent pricing service that were
evaluated using pricing models that vary by asssiscand may incorporate available trade, bid dhdronarket information and price quotes
from well established independent pricing vendod laroker-dealers. The Level 2 category includestdierm investments of $99.7 million,
which are comprised of corporate debt securitieseghment and agency securities and asset and agergacked securities.

Level 3—Valuations based on inputs that are unofadde and involve management judgment and the tiegoentity’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 Segt8MR2009.

The hierarchy level assigned to each securityénGbmpany’s available-for-sale portfolio and caghiealents is based on its
assessment of the transparency and reliabilith@friputs used in the valuation of such instruna¢mihe measurement date. The Company did
not have any material financial liabilities that aneasured at fair value on a recurring basis & pfember 30, 2009.
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Netflix, Inc.
Notes to Condensed Consolidated Financial Statement-(Continued)

4. Other Comprehensive Income

Other comprehensive income consists of unrealiz&sgand losses on available-for-sale securitietsphtax. The components of
comprehensive income are as follows:

Three months ended Nine months ended
September 3C September 3C September 3C September 3C
2009 2008 2009 2008
(in thousands) (in thousands)

Net income $ 30,14: $ 20,37 $ 84,94, $ 60,29

Other comprehensive incorr
Change in unrealized gain (loss) on availablesfle securitie!
net of tax (179) (1,596 46€ (4,02))
Comprehensive incon $ 29,96¢ $ 18,77 $ 8541 $ 56,27

5. Stockholders’ Equity
Sock Repurchases

On August 6, 2009, the Company announced thatdtsdof Directors authorized a stock repurchase thlat enables the Company to
repurchase up to $300 million of its common stdubtgh the end of 2010. The timing and actual nurobehares repurchased will depend
on various factors including price, corporate aggutatory requirements, alternative investment ojpdities and other market conditions.
During the three months ended September 30, 20@&ruhis program, the Company repurchased 1,50%f@res of common stock at an
average price of approximately $44 per share faaggregate amount of approximately $70 millionti@$ amount, 1,480,000 shares
repurchased are held as treasury stock and acgtyrdepurchases were accounted for at cost unéetrélasury method. The remaining
99,700 shares repurchased during the three montiesieSeptember 30, 2009 have been retired. Subgdguseptember 30, 2009, the
Company repurchased 1,147,383 shares of commok at@n average price of approximately $46 peresf@ran aggregate amount of $52
million.

On January 26, 2009, the Company announced thab#sd of Directors authorized a stock repurchasgnam for 2009. During the
three months ended September 30, 2009, underrthgsgm, the Company repurchased 1,369,866 shaesrofion stock at an average price
of approximately $44 per share for an aggregateuatnaf approximately $60 million. During the ninenths ended September 30, 2009,
under this program, the Company repurchased 4,333Bares of common stock at an average pricepbaijmately $42 per share for an
aggregate amount of approximately $175 million.r8haepurchased under this program are held asutyeatock and accordingly
repurchases were accounted for at cost underghsury method. This program terminated on Augu2069.

There were transactions to repurchase a total 4629 shares unsettled at September 30, 2009.
Sock-Based Compensation
A summary of option activity during the nine montredled September 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! 5,365,01I $ 18.81
Granted (477,84 477,84: 39.0¢
Exercisec (1,381,49) 16.7C
Cancelec 1,13: (1,139 12.6¢

Expired (716)
Balances as of September 30, 2 2,715,08! 4,460,23! 21.6¢ 6.2¢ $ 109,41
Vested and exercisable at September 30, : 4,460,23! 21.6¢ 6.2¢ $ 109,411

11
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Netflix, Inc.
Notes to Condensed Consolidated Financial Statement-(Continued)

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 thirdutier of 2009 and the exercise price, multipliedt®/ number of in-the-money options) that
would have been received by the option holdersatiamption holders exercised their options on Smyer 30, 2009. This amount changes
based on the fair market value of the Company’smmomstock. Total intrinsic value of options exeeddor the three months ended
September 30, 2009 and 2008 was $5.0 million arsl ®8lion, respectively. Total intrinsic value options exercised for the nine months
ended September 30, 2009 and 2008 was $32.6 mallidr$16.7 million, respectively.

Cash received from option exercises for the threaths ended September 30, 2009 and 2008 was $ighrand $2.6 million,
respectively. Cash received from option exercisesmirchases under the ESPP for the nine montresdeé®eptember 30, 2009 and 2008 was
$26.1 million and $15.6 million, respectively.

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

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

2009 2008 2009 2008
Dividend yield 0% 0% 0% 0%
Expected volatility 48% 50% 48%- 56% 50%- 54%
Risk-free interest rat 3.62% 4.00% 2.60%- 3.62% 3.69%- 4.00%
Suboptimal exercise fact 1.74-1.94 1.77-1.90 1.7:-1.94 1.77-2.04

In the nine months ended September 30, 2009, thgp@oy used a suboptimal exercise factor ranging ftB7 to 1.94 for executives
and 1.73 to 1.74 for noexecutives, which resulted in a calculated expelifedf the option grants of four years for exeees and three yee
for non-executives. In the nine months ended Semer®0, 2008, the Company used a suboptimal exef@itor ranging from 1.90 to 2.04
for executives and 1.77 for non-executives, whegulted in a calculated expected life of four ydarsexecutives and three years for non-
executives.

The weighted-average fair value of employee stqtloas granted during the three months ended Sdyete0, 2009 and 2008 was
$18.07 and $12.40 per share, respectively. Thehtedgaverage fair value of employee stock opticastgd during the nine months ended
September 30, 2009 and 2008 was $16.63 and $18r&hpre, respectively.

12
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Netflix, Inc.
Notes to Condensed Consolidated Financial Statement-(Continued)

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

Nine Months Ended

September 3C September 3C
2009 2008
Dividend yield — —
Expected volatility 55% 55%
Risk-free interest rat 0.35% 1.56%
Expected life (in years 0.t 0.t

The following table summarizes stock-based comp@rsaxpense, net of tax, related to stock optiampand employee stock
purchases for the three and nine months endedr8kete30, 2009 and 2008 which was allocated asviistlo

Three Months Ended Nine Months Ended
September 3C September 3C September 3C September 3C
2009 2008 2009 2008
(in thousands)
Fulfillment expenst $ 99 $ 12€ $ 321 $ 34C
Technology and developme 1,16¢ 95C 3,43( 2,79
Marketing 452 46( 1,35z 1,42¢
General and administratiy 1,512 1,49¢ 4,53¢ 4,511
Stocl-based compensation expense before income 3,23 3,03t 9,64z 9,07(
Income tax benef (1,307) (1,26€) (3,839 (3,299
Total stocl-based compensation after income te $ 1,93« $ 1,76¢ $ 5,80¢ $ 577

6. Income Taxes

The effective tax rate for the three months endgute&Snber 30, 2009 and 2008 is 40.3% and 41.7%gectgply. The effective tax rate
for the nine months ended September 30, 2009 ad8 i819.7% and 35.4%, respectively. The decraateei effective tax rate for the three
months ended September 30, 2009 as compared $arte prior year period was primarily attributalolgptovision to tax return adjustments
reflected in the three months ended September@IB ®hich resulted in a 1.2% increase to the affettx rate. The increase in the effective
tax rate for the nine months ended September 3 36 compared to the same prior-year period wasagly attributable to the absence of a
cumulative benefit for prior period research andeligpment tax credits that is reflected in the pyear.

As of January 1, 2009, the Company had $10.9 millimss unrecognized tax benefits. During the nioeths ended September 30,
2009, the Company had an increase in gross unreasahtax benefits of approximately $1.8 million.eTgross uncertain tax positions, if
recognized by the Company, will result in a redutf approximately $10.2 million to the tax praeis which will favorably impact the
Company'’s effective tax rate. The Company antigpatettling $0.2 million of its unrecognized taxéfits over the next twelve months. As a
result, this amount was included in current incdenes 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 forward, none of which are indiviljuaaterial.

7. Commitments and Contingencies
Credit Agreement

In September 2009, the Company entered into atagdeement which provides for a $100 million thyear revolving credit facility.
The Company may request that an additional $50amithf borrowing capacity be added to the revolMing of credit, subject to receipt of
lending commitments and other conditions. Subjecitrtain conditions stated in the credit agreeptertCompany may borrow, prepay and
re-borrow amounts under the credit facility at &imye during the term of the credit agreement. Thenfany may prepay the loans under the
credit agreement in whole or in part at any timtéhaut premium or penalty. In addition, the Compa@nsequired to prepay the obligations
under the credit agreement with the proceeds t¢diceasset sales and
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Netflix, Inc.
Notes to Condensed Consolidated Financial Statement-(Continued)

debt issuances and certain insurance and condemmaticeeds. Loans under the credit agreemenbealt interest, at the Compasydption,
at either: (i) LIBOR plus a spread ranging from32pé&rcent to 3.25 percent or (ii) a base rate detexd in accordance with the credit
agreement, plus a spread of 1.75% to 2.25%. Fumgleweed under the credit agreement may be usedddking capital, general corporate
purposes, and subject to the satisfaction of ¢cedanditions, the purchase by the Company of dskstThe Company entered into the credit
agreement in order to enhance its financial fldityhiAs of September 30, 2009, the Company hadbootowed any funds under the credit
agreement. In October 2009, the Company borrow&dndiltion under the credit agreement.

The credit agreement includes, among other term<anditions, limitations on the Company’s abilidycreate, incur, assume or be
liable for indebtedness (other than specified tygfggermitted indebtedness); dispose of assetsdeutise ordinary course (subject to speci
exceptions); acquire, merge or consolidate withntar another person or entity (other than specifjgbs of permitted acquisitions); create,
incur or allow any lien on any of its property @sggn any right to receive income (except for digtipermitted liens); make investments
(other than specified types of investments); or giaidends or make distributions (each subjecipecefied exceptions), and certain financial
covenants. At September 30, 2009, the Company mesmpliance with these covenants.

Content Acquisition

The Company classifies streaming content as edtloeirrent or non-current asset in the consolidbsdance sheets based on the
estimated time of usage after certain criteria Haen met including availability of the streamirggntent for its first showing. The Company
has $102 million of commitments at September 3092@lated to streaming content license agreentieatdhave been executed but for wr
the streaming content does not meet asset recogcititeria.

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 presticitigation can be expensive and disruptivediomal business operations. Moreover, the
results of complex legal proceedings are diffitalpredict and the Company cannot reasonably ettitha likelihood or potential dollar
amount of any adverse results. The Company expéegaisfees as incurred. Listed below are matée@dl proceedings to which the
Company is a party. An unfavorable outcome of d@nyr@se matters could have a material adversetaffethe Company’s financial position,
liquidity or results of operations.

On September 25, 2009, Alcatel-Lucent USA Incdfitlecomplaint for patent infringement against tleen@any in the United States
District Court for the Eastern District of TexaaptionedAlcatel-Lucent USA Inc. v. Amazon.com Inc., et. al, Civil Action No. 6:09-cv-422.
The complaint alleges that the Company infringe.Patents Nos. 5,649,131 entitled “Communicatimagocol” issued on July 15, 1997,
5,623,656 entitled “Script Based Data Communica8gatem and Method Utilizing State Memory” issuedApril 22, 1997 and 5,404,507
entitled “Apparatus and Method for Finding Recarda Database by Formulating a Query Using Equitalerms Which Correspond to
Terms in the Input Query” issued April 4, 1995. Tdmnplaint seeks unspecified compensatory and eeldasiamages, interest, costs and
fees, and seeks to permanently enjoin the Company ihfringing the patents in the future. The coanpl has not been served on the
Company.

On April 1, 2009, Jay Nunez, individually and orhbH of others similarly situated in Californialefil a purported class action lawsuit
against the Company in California Superior Coudyty 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 Conyp@marketing statements. The
complaint seeks restitution, injunction and ottedief. On July 14, 2009, the Company filed a demuto the first amended complaint. On
August 21, 2009, the Court granted the Companysuiteer and granted leave to amend. Plaintiff fdesecond amended complaint on
September 11, 2009.

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 Digttof 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 DVDs 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
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Netflix, Inc.
Notes to Condensed Consolidated Financial Statement-(Continued)

assigned the multidistrict litigation number MDL2Z®) The cases pending in the Superior Court oSth¢ée of California, Santa Clara County
have been consolidated. In addition, in May of 2@88:e additional lawsuits were filed—two in therthern District of California and one in
the Superior Court of the State of California, $ateo County—alleging identical conduct and seeldemtical relief. In these three cases,
the plaintiffs are current or former subscribers® online DVD rental service offered by Blockharsihc. The two cases filed in federal court
on behalf of Blockbuster subscribers have beereglte MDL-2029. The lawsuit filed in Superior Cbof the State of California, San Mateo
County has been coordinated with the cases peridiBgnta Clara County.

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. al, Civil Action No. 1:08-cv-23543-AJ.
The complaint alleges that the Company infringe8.Patent No. 5,890,152 entitled “Personal FeedBasWwser for Obtaining Media Files”
issued on March 30, 1999. The complaint seeks wifsgedamages, interest, and seeks to permanenjiyn the Company from infringing
the patent in the future. On September 30, 20@9Cibmpany filed a motion for summary judgment e&lidity. The Court has not set a
hearing date for the motion.

On October 24, 2008, Media Queue, LLC filed a camplfor patent infringement against the CompanthaéUnited States District
Court for the Eastern District of Oklahoma, captidMedia Queue, LLC v. Netflix, Inc., et. al , Civil Action No. CIV 08-402-KEW. The
complaint alleges that the Company infringed U &eRt No. 7,389,243 entitled “Notification Systenddethod for Media Queue” issued
on June 17, 2008. The complaint seeks unspecifietpensatory and enhanced damages, interest anciekseeks to permanently enjoin
Company from infringing the patent in the futuren Eebruary 24, 2009, the case was transferrecetdlththern District of California. On
August 14, 2009, the Company filed a motion for mary judgment of non-infringement. A hearing on thetion is scheduled for
November 17, 200¢

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. al , Civil Action No 2:07-cv-562-LED.
The complaint alleges that the Company infringesl.Patent Nos. 5,894,554 and 6,415,335 B1 entitigdtem For Managing Dynamic W
Page Generation Requests by Intercepting RequégtlatServer and Routing to Page Server TherebyaBielg 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.

Indemnification

In the ordinary course of business, the Compangrsiimto contractual arrangements under whichstataeed 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 siggeements and out of intellectual property infeimgnt claims made by third parties. In
these circumstances, payment may be conditiont#i@nther party making a claim pursuant to the @ilaces specified in the particular
contract. Further, the Company’s obligations uritlese agreements may be limited in terms of tintBcramount, and, in some instances,
the Company may have recourse against third pddiesertain payments. In addition, the Companydrasred into indemnification
agreements with its directors and certain of ifcefs that will require it, among other things,imdemnify them against certain liabilities that
may arise by reason of their status or servicdrastdrs 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’sgailons and the unique facts and circumstancedvieston each particular agreement. No
amount has been accrued in the accompanying coedienssolidated financial statements with respetiiése indemnification obligations.
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Item 2. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations
Forward-Looking Statements

This Quarterly Report on Form 10-Q contains cerfaimard{ooking statements within the meaning of the fetseaurities laws. The:
forward-looking statements include, but are nofitkh to: statements regarding the breadth of comtesices available to us, our competitive
advantage, increasing content choices for stregroimgcore strategy, the expansion of electronigpgent that will enable streamed cont
the continued popularity of the DVD format, expdictas with respect to the growth of Internet deiwef content, growth in our average
number of paying subscribers and revenue per patibgcriber, future investments in our contentaliprand its effect on our gross margin,
and our liquidity. These forward-looking statemests subject to risks and uncertainties that coaltse actual results and events to differ.
Factors that might cause or contribute to sucledsfices include, but are not limited to, thoseuwtised in the Annual Report on Form 10-K
for the year ended December 31, 2008 filed withSkeurities and Exchange Commission (“SEC”) on &ty 25, 2009 and in the Quarterly
Reports on Form 10-Q filed with the SEC on May @2 and July 31, 2009.

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

Overview
Our Business

With more than 11 million subscribers, we are #rgést online movie rental subscription servicthaUnited States. We offer a vari
of subscription plans, with no due dates, no lagsf no shipping fees and no pay-per-view feesoffée a vast selection of DVD titles and a
growing library of movies and TV episodes that barwatched instantly. Subscribers select titlesiatWeb site aided by our proprietary
recommendation service and merchandising toolsav@nage, approximately 2 million discs are shipgaity from our distribution centers
across the United States. Additionally, more th@¥4f our subscribers instantly watched more tHaminutes of streaming content in the
third quarter of 2009.

Subscribers can:

. Receive DVDs by U.S. mail and return them to utheir 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 iMtash computers
(“Macs”) and televisions (“TVs”). The viewing expence is enabled by Netflix controlled softwarettban run on a variety of
devices. These devices currently include-ray disc players, Internet connected TVs, digitdew players, and game conso

Our core strategy is to grow a large subscriptiositess consisting of DVD by mail and streamingteoth By combining DVD and
streaming as part of the Netflix subscription, we a@ble to offer subscribers a uniquely compeltiatpction of movies for one low monthly
price. We believe this creates a competitive acagaais compared to a streaming only subscriptiicee This advantage will diminish over
time as more content becomes available over tieeriet from competing services, by which time weeetpo have further developed our
other advantages such as brand, distribution, angroprietary merchandising platform. Despite gh@wing popularity of Internet delivered
content, we expect that standard definition DVDnagl with its high definition successor, Blu-ray l{ectively referred to in this Quarterly
Report as “DVD"), will continue to be the primaryesns by which Netflix subscribers view contenttfa foreseeable future. However, at
some point in the future, we expect that Interredivery of content directly to the home will surpd3VD as the primary means by which
Netflix subscribers view conter
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Performance Highlights

The following represents our performance highlightsthe three months ended September 30, 2008, 32,2009 and September 30,
2008 and the nine months ended September 30, 2@DSeptember 30, 2008:

Three Months Ended Change
September 3¢ September 3¢ Q3'09 vs Q3'09 vs
June 30,
2009 2009 2008 Q3’08 Q2'09
(in thousands, except per share data,
percentages and subscriber acquisition cost)
Revenue! $ 423,12 $408,50! $ 341,26¢ 24.(% 3.€%
Net income 30,14: 32,44: 20,371 48.(% (7.)%
Net income per shar- diluted $ 0.52 $ 0.5¢ $ 0.3¢ 57.€% (3.7%
Total subscribers at end of peri 11,10¢ 10,59¢ 8,672 28.1% 4.8%
Churn * 4.0% 4.5% 4.2% 4.8% (2.29%
Subscriber acquisition cost $  26.8¢ $ 23.8¢ $ 3221 (16.€)% 12.5%
Gross margir 34.9% 34.1% 34.2% 2.C% 2.2%
Nine Months Ended Change
YTD “09 vs
September 3C September 3C
2009 2008 YTD ‘08
(in thousands, except per share data,
percentages and subscriber acquisition cost)

Revenue! $1,225,72 $1,005,06! 22.(%

Net income 84,941 60,29 40.%

Net income per shar- diluted $ 1.4z $ 0.9t 50.5%

Total subscribers at end of peri 11,10¢ 8,672 28.1%

Churn * 4.4% 4.1% 7.3%

Subscriber acquisition co $  25.5¢ $  30.1¢ (15.2%

Gross margir 34.4% 32.6% 5.5%

* Churn is a monthly measure defined as customacaltations in the quarter divided by the sum dfibeing subscribers and gross
subscriber addition, then divided by three mon@taurn for the nine months ended September 30, 2662008 is the average of

Churn for the three quarters of the respectiveope
**  Subscriber acquisition costs is defined as totaketang expense divided by total gross subscribitens.

Critical Accounting Policies and Estimates

There have been no significant changes duringitieemonths ended September 30, 2009 to the iteatsvitn disclosed as our critical
accounting policies and estimates in Managemerissu3dsion and Analysis of Financial Condition aresits 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 periodsgmeted, the line items in our condensed consolidstitements 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&onsnd Analysis of Financial
Condition and Results of Operations included is tQuarterly Report on Form 10-Q.
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Three Months Ended Nine Months Ended

September 3C June 30 September 3C September 3C September 3C
2009 2009 2008 2009 2008
Revenue! 100.(% 100.(% 100.(% 100.(% 100.(%
Cost of revenues
Subscriptior 55.1% 55.6% 54.1% 55.2% 56.5%
Fulfillment expense 10.(% 10.2% 11.1% 10.5% 10.%
Total cost of revenue 65.1% 65.%% 65.% 65.€% 67.4%
Gross profit 34.% 34.1% 34.2% 34.%% 32.€%
Operating expense
Technology and developme 7.1% 6.€% 6.6% 6.€% 6.5%
Marketing 13.8% 11.2% 14.4% 13.6% 14.2%
General and administratiy 2.7% 3.2% 3.4% 3.1% 3.9%
Gain on disposal of DVD (0.9% — (0.9% (0.2)% (0.9%
Total operating expens 23.2% 21.1% 24.2% 23.1% 24.2%
Operating incom: 11.€% 13.(% 10.C% 11.2% 8.2%
Other income (expense
Interest expense on lease financing
obligations (0.2% (0.2% (0.2% (0.2)% (0.2%
Interest and other income (expen 0.5% 0.2% 0.4% 0.4% 1.2%
Income before income tax 11.9% 13.(% 10.2% 11.5% 9.2%
Provision for income taxe 4.8% 5.C% 4.2% 4.€% 3.2%
Net income 7.1% 8.C% 6.C% 6.%% 6.C%
Revenues

We currently generate all of our revenues in thdddinStates, and we have no long-lived assetsdmitee United States, although we
plan to expand internationally with a streamingssuiption service. We derive substantially all af cevenues from monthly subscription f
and recognize subscription revenues ratably owvar 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 plaregadsased on the number of DVDs
that a subscriber has out at any given point asédan 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 DVDs 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: 23.99 to 47.9
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The following table presents our ending subscrbirmation:

As of
September 3C June 30
September 3C
2009 2009 2008
(in thousands, except percentages)
Free subscribel 274 224 182
As a percentage of total subscrib 2.5% 2.1% 2.1%
Paid subscriber 10,83t 10,37t 8,49(
As a percentage of total subscrib 97.5% 97.%% 97.%%
Total subscriber 11,10¢ 10,59¢ 8,67
Three months ended September 30, 2009 as compared to the three months ended September 30, 2008
Three Months Ended Change
September 30, September 30, Q3’09 vs.
2009 2008 Q308

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

Revenue: $ 423,12 $ 341,26¢ 24.(%

Other data

Average number of paying subscrib 10,60¢ 8,36: 26.8%
$ 13.3( $ 13.6( (2.2%

Average monthly revenue per paying subscr

The $81.9 million increase in our revenues was arify a result of the 26.8% growth in the averagenber of paying subscribers. This
increase was partially offset by a 2.2% declinthemaverage monthly revenue per paying subscrib®t3.30, resulting from the growing
popularity of our lower priced subscription plaiife total number of average paying subscribersiinlaand 2-out plans grew by 48.9% year

over year as compared to a 2.8% decline in allrgilans.

Nine months ended September 30, 2009 as compared to the nine months ended September 30, 2008

Nine Months Ended Change
September 30, September 30, YTD’ 09 vs.
2009 2008 YTD'08

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

Revenue: $ 1,225,72 $ 1,005,06! 22.(%

Other data

Average number of paying subscrib 10,16¢ 8,08 25.8%
$ 13.4( $ 13.8- (3.0%

Average monthly revenue per paying subscr
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The $220.7 million increase in our revenues wasarily a result of the 25.8% growth in the averagenber of paying subscribers. T
increase was partially offset by a 3.0% declinthnaverage 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 43.0% year over year as
compared to a 2.6% growth in all other plans.

Three months ended September 30, 2009 as compared to the three months ended June 30, 2009

Three Months Ended Change
September 30, June 30, Q3’09 vs.
2009 2009 Q2'09

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

Revenue! $ 423,12 $ 408,50¢ 3.€%
Other data

Average number of paying subscrib 10,60¢ 10,24¢ 3.5%
Average monthly revenue per paying subscr $ 13.3( $ 13.2¢ 0.1%

The $14.6 million increase in our revenues was gritya result of the 3.5% growth in the averagmbar of paying subscribers.

We plan to continue to expand the number of devaceshich Netflix subscribers can watch streamiogtent. We expect the
availability of these new devices will acceleratevgth in the average number of paying subscribers.

Until the average price paid by our new additianedual to the average price paid by existing siliErs, we expect our average
monthly revenue per paying subscriber will contituelecline, as the lower priced plans grow asrequeage of our subscriber base. Our
revenues and average monthly revenue per payirggshbr could be impacted by future changes tgpaaing structure which may result
from competitive effects that we are unable to joted

Cost of Revenues
Subscription
Three months ended September 30, 2009 as compared to the three months ended September 30, 2008

Three Months Ended Change
September 3C September 3C Q3’09 vs
2009 2008 Q308
(in thousands except percentages)
Subscriptior $ 233,09: $ 186,57: 24.%%
As a percentage of revent 55.1% 54.%

The $46.5 million increase in cost of subscriptiemenues was due to the following factors:

. Content delivery expenses increased $28.6 millimarily due to a 20.6% increase in the number @D mailed to paying
subscribers and to a two cent (4.8%) increaseeimates of first class postage in May 2009. Thesiage in the number of DVDs
mailed was driven by a 26.8% increase in the nurabaverage paying subscribers, partially offsetl#:9% decline in monthly
DVD rentals per average paying subscriber primaaitsibuted to the growing popularity of our lowsiced plans

. Content acquisition expenses increased by $17®mprimarily due to increased investments in comtent library, particularly
related to additions to our streaming cont
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Nine months ended September 30, 2009 as compared to the nine months ended September 30, 2008

Nine Months Ended Change
September 3C September 3C YTD’ 09 vs
2009 2008 YTD'08
(in thousands except percentages)
Subscriptior $ 677,86 $ 567,49t 19.4%
As a percentage of revent 55.2% 56.5%

The $110.4 million increase in cost of subscriptiemenues was due to the following factors:

. Content delivery expenses increased $73.4 millioe grimarily to an 18.6% increase in the numbdd¥bs mailed to paying
subscribers. The increase in the number of DVDdemavas driven by a 25.8% increase in the numbeawvefage paying
subscribers, partially offset by a 5.8% declinenianthly DVD rentals per average paying subscrilengxily attributed to the
growing popularity of our lower priced pla

. Content acquisition expenses increased by $37lmprimarily due to increased investments in comtent library, particularly
related to additions to our streaming cont

Three months ended September 30, 2009 as compared to the three months ended June 30, 2009

Three Months Ended Change
September 3C Q3’09 vs
June 30,
2009 2009 Q2'09
(in thousands except percentages)
Subscriptior $ 233,09: $227,31t¢ 2.5%
As a percentage of revent 55.1% 55.6%

The $5.8 million increase in cost of subscriptiemenues was due to the following factors:

. Content delivery expenses increased by $8.2 mitiea to a 4.4% increase in the number of DVDs rdaidepaying subscribers,
coupled with an increase in the costs of delivestigaming content to our subscribers. The increatfee number of DVDs
mailed was driven by a 3.5% increase in the nurobaxverage paying subscribers, coupled with a Gri¥ease in monthly DVD
rentals per average paying subscril

. Content acquisition expenses decreased by $2.ibmglimarily due to a decrease in revenue shakpenses, attributed to 8.6%
fewer DVDs mailed under revenue sharing agreeméhis.decrease was partially offset by increasgdstments in our content
library, particularly related to additions to otireaming conten

Fulfillment Expenses
Three months ended September 30, 2009 as compared to the three months ended September 30, 2008

Three Months Ended Change
September 3C September 3C Q3’09 vs
2009 2008 Q3’08
(in thousands except percentages)
Fulfillment expense $ 42,18! $ 37,92 11.2%
As a percentage of revent 10.(% 11.1%

The $4.3 million increase in fulfillment expenseasnue to the following:

. Delivery centers and customer service related esggeimcreased $1.5 million primarily due to a 20iB8&tease in headcount to
support the higher volume of content delive

. Credit card fees increased $2.8 million as a resittie 24.0% growth in revenue
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Nine months ended September 30, 2009 as compared to the nine months ended September 30, 2008

Nine Months Ended Change
September 3C September 3C YTD’ 09 vs
2009 2008 YTD'08
(in thousands except percentages)
Fulfillment expense $ 125,92. $ 109,89 14.6%
As a percentage of revent 10.2% 10.€%

The $16.0 million increase in fulfillment expensess due to the following:

. Delivery centers and customer service related esggeimcreased $8.9 million primarily due to a 16i6&tease in headcount to
support the higher volume of content delive

. Credit card fees increased $7.1 million as a resittie 22.0% growth in revenue

Three months ended September 30, 2009 as compared to the three months ended June 30, 2009

Three Months Ended Change
September 3C Q3’09 vs
June 30,
2009 2009 Q2'09
(in thousands except percentages)
Fulfillment expense $ 42,18: $41,927 1.C%
As a percentage of revent 10.(% 10.2%

Fulfillment expenses were relatively flat as congghto the prior quarter.

Gross Margin
Three months ended September 30, 2009 as compared to the three months ended September 30, 2008

Three Months Ended Change
September 3C September 3C Q3’09 vs
2009 2008 Q308

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

Gross profit $ 147,84t $ 116,77: 26.€%
Gross margir 34.%% 34.2%
Average monthly gross profit per paying subscr $ 4.6t $ 4.6t —

The 0.7% increase in gross margin was primarilybatted to a one-time credit of $6.5 million givensubscribers related to a shipping
disruption during the third quarter of 2008. In gidah, our gross margins continue to benefit frarareased utilization of catalog titles
resulting from ongoing improvements in our merchsing and recommendation systems.
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Nine months ended September 30, 2009 as compared to the nine months ended September 30, 2008

Nine Months Ended Change
September 3C September 3C YTD’ 09 vs
2009 2008 YTD’'08

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

Gross profi $ 421,94. $ 327,67 28.£%
Gross margir 34.4% 32.€%
Average monthly gross profit per paying subscr $ 4.61 $ 4.5C 2.4%

The 1.8% increase in gross margin was due to angeicl the average revenue per paying subscrib81086 offset by a larger decrease
in the cost of subscription per average paying aultisr of 5.0%. 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 shipments per averagiagsubscriber, offset slightly by
higher content expense associated with our invegsre streaming. In addition, our gross marginstiome to benefit from increased
utilization of catalog titles resulting from onggiimprovements in our merchandising and recomméardaystems.

Three months ended September 30, 2009 as compared to the three months ended June 30, 2009

Three Months Ended Change
September 30, June 30, Q3’09 vs.
2009 2009 Q2'09

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

Gross profi $ 147,84¢ $ 139,26t 6.2%
Gross margir 34.%% 34.1%
Average monthly gross profit per paying subscr $ 4.65 $ 45¢ 2.6%

Gross margin and average monthly gross profit pging subscriber increased primarily due to a desgén revenue sharing expenses,
attributed to an 8.6% decrease in the number of B\géDbject to revenue sharing agreements mail@dymg subscribers.

We expect to continue to make substantial investsiarour content library and in particular mayremse spending associated with
streaming content. These investments would reducgross margin to the extent that increases oatgemwth in our average number of
paying subscribers.

Technology and Devel opment
Three months ended September 30, 2009 as compared to the three months ended September 30, 2008

Three Months Ended Change
September 3C September 3C Q3’09 vs
2009 2008 3’08
(in thousands, except percentages)
Technology and developme $ 30,01« $ 23,36¢ 28.4%
As a percentage of revent 7.1% 6.8%

The $6.6 million increase in technology and develept expenses was primarily attributable to a $4illfon increase in personnel-
related costs due to growth in headcount relatebdet@evelopment of solutions for streaming conéent continued improvements in our
service. The increase is also partly attributabléneé $1 million expense associated with the NeBliize, which was awarded in the third
quarter of 2009. The Netflix Prize was a conteghtdned in 2006 challenging participants to imprtheeCompany’s movie rating prediction
system.
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Nine months ended September 30, 2009 as compared to the nine months ended September 30, 2008

Nine Months Ended Change
September 3C September 3C YTD’ 09 vs
2009 2008 YTD'08
(in thousands, except percentages)
Technology and developme $ 81,33 $ 65,82 23.t%
As a percentage of revent 6.€% 6.5%

The $15.5 million increase in technology and depelent expenses was primarily attributable to aZillion increase in personnel-
related costs due to growth in headcount relatede@evelopment of solutions for streaming conéerat continued improvements in our
service. The increase is also partly attributabléneé $1 million expense associated with the NeBliize which was awarded in the third
quarter of 2009.

Three months ended September 30, 2009 as compared to the three months ended June 30, 2009

Three Months Ended Change
September 3C Q3’09 vs
June 30,
2009 2009 Q2'09
(in thousands, except percentages)
Technology and developme $ 30,01 $27,11¢ 10.7%
As a percentage of revent 7.1% 6.€%

The $2.9 million increase in technology and develept expenses was attributable to a $2 millioneiase in various costs related to
development of solutions for streaming content @mttinued improvements in our web site and sernibe. increase is also attributable to
$1 million expense associated with the Netflix Briz

Marketing
Three months ended September 30, 2009 as compared to the three months ended September 30, 2008
Three Months Ended Change
September 3C September 3C Q3’09 vs
2009 2008 Q308

(in thousands, except percentages and
subscriber acquisition cost)

Marketing $ 58,55¢ $ 49,217 19.(%
As a percentage of revent 13.8% 14.2%

Other data

Gross subscriber additio 2,18( 1,52¢ 42.1%
Subscriber acquisition co $  26.8¢ $ 32.21 (16.6)%

The $9.3 million increase in marketing expenses pvasarily attributable to an $8.6 million increagsemarketing program spending,
resulting from the growth in our consumer electeguértner programs coupled with increased spendidgect mail and television
advertising.

Subscriber acquisition cost decreased for the tma@ths ended September 30, 2009 as compared sante prior-year period
primarily due to strong performance in all markgtohannels coupled with strong organic subscribawth.
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Nine months ended September 30, 2009 as compared to the nine months ended September 30, 2008

Nine Months Ended Change
September 3C September 3C YTD’ 09 vs
2009 2008 YTD'08

(in thousands, except percentages and
subscriber acquisition cost)

Marketing $ 167,02 $ 144,09¢ 15.9%
As a percentage of revent 13.€% 14.2%

Other data

Gross subscriber additio 6,52¢ 4,774 36.£%
Subscriber acquisition ca $ 25.5¢ $ 30.1¢ (15.2%

The $22.9 million increase in marketing expenses pramarily attributable to a $19.6 million increas marketing program spending,
resulting from the growth in our consumer electeguértner and affiliate programs.

Subscriber acquisition cost decreased for the mioeths ended September 30, 2009 as compared $aithe prior-year period primarily
due to strong performance in all marketing chanoeigpled with strong organic subscriber growth.

Three months ended September 30, 2009 as compared to the three months ended June 30, 2009

Three Months Ended Change
September 3C Q3’09 vs
June 30,
2009 2009 Q2’09

(in thousands, except percentages and
subscriber acquisition cost)

Marketing $ 58,55¢ $46,23: 26.7%
As a percentage of revent 13.8% 11.2%

Other data

Gross subscriber additio 2,18( 1,93¢ 12.€%
Subscriber acquisition ca $  26.8¢ $ 23.8¢ 12.5%

The $12.3 million increase in marketing expenses pranarily attributable to a $12.8 million increas marketing program spending
across all channels.

Subscriber acquisition cost increased for the thmeaths ended September 30, 2009 as compared tioré@months ended June 30,
2009 primarily due to the increase in marketinggpam spending partially offset by high third quagebscriber additions.

General and Administrative
Three months ended September 30, 2009 as compared to the three months ended September 30, 2008

Three Months Ended Change
September 3C September 3C Q3’09 vs
2009 2008 Q308
(in thousands, except percentages)
General and administratiy $ 11,54¢ $ 11,74 2.7%
As a percentage of revent 2.7% 3.4%

General and administrative expenses for the thi@&tms ended September 30, 2009 as compared tartiee [srior-year period were
relatively flat due to a $2.0 million release ota@ls associated with a former class action baitwas settled in 2008. The legal liability
associated with this settlement expired in thadthjirarter of 2009. This is offset by a $2.2 millioorease in costs related to legal
proceedings.
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Nine months ended September 30, 2009 as compared to the nine months ended September 30, 2008

Nine Months Ended

Change
September 3C September 3C YTD’ 09 vs
2009 2008 YTD'08
(in thousands, except percentages)
General and administrati $ 37,80¢ $ 38,90( (2.9%
As a percentage of revent 3.1% 3.9%

General and administrative expenses were relatiletlydue to a $2.7 million decrease in coststegldo our subsidiary, Red Envelope

Entertainment coupled with a $2.0 million releafacerruals associated with a former class actidrtisat was settled in 2008. These
decreases were offset by a $4.5 million increasats related to legal proceedings.

Three months ended September 30, 2009 as compared to the three months ended June 30, 2009

Three Months Ended

Change
September 3C Q3’09 vs
June 30,
2009 2009 Q2'09
(in thousands, except percentages)
General and administratiy $ 11,54% $13,25: (12.9%
As a percentage of revent 2.7% 3.2%

General and administrative expenses decreasedrilioh, primarily attributable to a $2.0 milliorelease of accruals associated with a
former class action suit that was settled in 2008.
Interest and Other Income (Expense)

Three months ended September 30, 2009 as compared to the three months ended September 30, 2008

Three Months Ended

Change
September 3C September 3C Q3’09 vs
2009 2008 Q308
(in thousands, except percentages)
Interest and other income (expen $ 1,80¢ $ 1,53¢ 17.7%
As a percentage of revent 0.5% 0.4%

The increase in interest and other income (expemas)primarily attributable to a $1.5 million inese in realized gains as compared to

the same prior year period, partially offset by éownterest and dividends earned on our cash asrt-&rm investments, due to lower cash
balances resulting from the repurchase of our comstack.

Nine months ended September 30, 2009 as compared to the nine months ended September 30, 2008

Nine Months Ended

Change
September 3C September 3C YTD’ 09 vs
2009 2008 YTD'08
(in thousands, except percentages)
Interest and other income (expen $ 4,28¢ $ 11,60( (63.1%
As a percentage of revent 0.4% 1.2%

The decrease in interest and other income (expeveseprimarily attributable to lower interest andidends earned on our cash and

shortterm investments, due to lower cash balances negditbm the repurchase of our common stock, caliplich a $2.3 million decrease
realized gains recognized as compared to the sapreypar period.
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Three months ended September 30, 2009 as compared to the three months ended June 30, 2009

Three Months Ended Change
September 3C June 30 Q3’09 vs
2009 2009 Q2'09
(in thousands, except percentages)
Interest and other income (expen $  1,80¢ $ 86€ 108.8%
As a percentage of revent 0.5% 0.2%

The increase in interest and other income (expemas)primarily attributable to gains of $1.0 mitlicealized from the sale of shaerm
investments in the third quarter of 2009.

Income Taxes
Three months ended September 30, 2009 as compared to the three months ended September 30, 2008

Three Months Ended Change
September 3C September 3C Q3’09 vs
2009 2008 Q3’08
(in thousands, except percentages)
Provision for income taxe $ 20,33( $ 14,56: 39.6%
Effective tax rate 40.2% 41.7%

Our effective tax rate for the third quarter of 20@as 40.3% and differed from the federal statutatg due primarily to state taxes
offset by the Federal and California research anelbpment tax credit recorded during the quaiitke decrease in our effective tax rate was
primarily attributable to provision to tax returdjastments reflected in the three months endedeSdpr 30, 2008 which resulted in a 1.2%
increase to the effective tax rate.

Nine months ended September 30, 2009 as compared to the nine months ended September 30, 2008

Nine Months Ended Change
September 3C September 3C YTD’ 09 vs
2009 2008 YTD'08
(in thousands, except percentages)
Provision for income taxe $ 55,90¢ $ 33,1U 68.£%
Effective tax rate 39.7% 35.4%

Our effective tax rate for the nine months endept&aber 30, 2009 was 39.7% and differed from tder@ statutory rate due primar
to state taxes offset by the Federal and Califamsaarch and development and employment tax snestibrded during 2009. The increase in
our effective tax rate was primarily attributabdest cumulative benefit recorded as a discrete itetne second quarter of 2008 for prior pe
R&D tax credits.
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Three months ended September 30, 2009 as compared to the three months ended June 30, 2009

Three Months Ended Change
September 3C Q3’09 vs
June 30,
2009 2009 Q2’09
(in thousands, except percentages)
Provision for income taxe $ 20,33( $20,53: (1.0%
Effective tax rate 40.2% 38.8%

The 1.5% increase in our effective tax rate wasarily attributable to a benefit for Federal andt8tax credits recorded as a discrete
item during the previous quarter.

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 dbscribers who sign up for our service
the growth or reduction in our subscriber baseaddition, we may have or otherwise choose to lawemrices and increase our marketing
expenses in order to grow faster or respond to etitigm. In September 2009, we entered into a taglieement which provides for a
$100 million three-year revolving credit facilityy October 2009, we borrowed $20 million under tnisdit facility. Although we currently
anticipate that cash flows from operations, togettith our available funds, will be sufficient toe®t our cash needs for the foreseeable
future, we may require or choose to obtain add#idimancing. Our ability to obtain additional fineing will depend on, among other things,
our development efforts, business plans, operat@nfprmance and the condition of the capital mariaethe time we seek financing.

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

In addition, on August 6, 2009, we announced thatBoard of Directors authorized a stock repurctsgram allowing us to
repurchase $300 million of our common stock throtighend of 2010. As of September 30, 2009, we pavehased approximately $70
million of our common stock under this program. Seduent to September 30, 2009, we purchased atioaddl$52 million of our common
stock under the program. The timing and actual remab shares repurchased will depend on variousfadncluding price, corporate and
regulatory requirements, alternative investmentoofymities and other market conditions. The follogvtable highlights selected measures of
our liquidity and capital resources for the thraed aine months ended September 30, 2009 and 20@8o{isands):

Three Months Ended Nine Months Ended
September 3C September 3C September 3C September 3C
2009 2008 2009 2008
Net cash provided by operating activit $ 78,31 $ 60,49t $ 219,24¢ $ 191,93
Net cash provided by (used in) investing activi 15,59( (6,667) (92,827 (87,467)
Net cash used in financing activiti (125,659 (86,597 (210,58 (170,390

Operating Activities

During the three months ended September 30, 2003 merating activities consisted of net incom&2®.1 million, increased by non-
cash adjustments of $64.5 million offset by a daseein net changes in operating assets and liabitf $16.3 million. The majority of the
non-cash adjustments resulted from amortizatiath@tontent library of $56.7 million as we contirtagpurchase additional titles. The net
changes in operating assets and liabilities weralgndriven by timing differences in accounts palgahnd prepaid expenses and other cui
assets. The net changes in operating assets aililidia were also driven by the acquisition oestming content, as we continued to increase
our investments in streaming content in 2009. Qaekiided by operating activities increased by $1fifion for the three months ended
September 30, 2009 as compared to the same paompgeiod. This was primarily due to an increaseahincome of $9.8 million and an
increase in non-cash adjustments of $12.8 millidsed by a decrease in net changes in operatirefsaaad liabilities of $4.8 million.

During the nine months ended September 30, 2003 mrrating activities consisted of net income .9 million, increased by non-
cash adjustments of $186.5 million offset by a dase in net changes in operating assets andtiiebitif $52.2 million. The majority of the
non-cash adjustments resulted from amortizatiagh®tontent library of $159.2 million as we congrte purchase

28



Table of Contents

additional titles. The net changes in operating@tsand liabilities were mainly driven by acquiits of streaming content, as we continued to
increase our investments in streaming content @®2Cash provided by operating activities increg&&d 3 million for the nine months end
September 30, 2009 as compared to the same prawmpgeiod. This was primarily due to an increasadhincome of $24.7 million and an
increase in non-cash adjustments of $16.7 millimth @ decrease in net changes in operating assktgbitities of $14.1 million.

I nvesting Activities

During the three months ended September 30, 2Q09nwesting activities consisted primarily of phases, maturities, and sales of
available-for-sale securities, acquisitions of D¥@ntent and purchases of property and equipmesh @@vided by investing activities
increased by $22.3 million for the three monthseeh8eptember 30, 2009 as compared to the sameypgoperiod. This is primarily
attributable to an increase of $38.8 million in fireceeds from sales and maturities of availabteséde securities offset by an increase in
acquisitions of content library of $17.4 milliors @e continue to purchase additional titles.

During the nine months ended September 30, 20G9nwesting activities consisted primarily of puasfes and sales of available-for-
sale securities, acquisitions of DVD content andtpases of property and equipment. Cash used @siimg activities increased $5.4 million
for the nine months ended September 30, 2009 apar@u to the same prior-year period. This is prilpattributable to a decrease of $86.0
million in the proceeds from the sales and maesitif available-for-sale securities offset by aréase in the purchases of available-for-sale
securities of $78.7 million. In addition, duringG) we invested in automation equipment for ouiotes shipping centers to achieve
operational efficiencies therefore, cash flowsteslgo purchases of property and equipment dealdas812.8 million in 2009. This decree
is offset by an increase in acquisitions of contiémary of $11.4 million, as we continue to purskaadditional titles.

Financing Activities
During the three months ended September 30, 2Q09ir@ancing activities consisted primarily of rephiases of our common stock.

Cash used in financing activities increased by $38llion for the three months ended Septembe2809 as compared to the same pyieat
period primarily due to an increase in stock repases of $39.7 million.

During the nine months ended September 30, 2009jrancing activities consisted primarily of repbhases of our common stock.
Cash used in financing activities increased by $4dlllion for the nine months ended September 8092as compared to the same prior-year
period primarily due to an increase in stock repases of $55.0 million offset by an increase inglereeds from the issuance of common
stock of $10.5 million.

Contractual Obligations
Credit Agreement

In September 2009, we entered into a credit agreewlgich provides for a $100 million three-yearoking credit facility. We may
request that an additional $50 million of borrowtrapacity be added to the revolving line of creslibject to receipt of lending commitments
and other conditions. Subject to certain conditistased in the credit agreement, we may borrowpgy@nd re-borrow amounts under the
credit facility at any time during the term of tbeedit agreement. We may prepay the loans undeCithédit Agreement in whole or in part at
any time without premium or penalty. In additiorg are required to prepay the obligations undeiteelit Agreement with the proceeds of
certain asset sales and debt issuances and degarance and condemnation proceeds. Loans uneleredit agreement will bear interest at
our option at either: (i) LIBOR plus a spread ranggirom 2.75 percent to 3.25 percent or (ii) a base determined in accordance with the
Credit Agreement, plus a spread of 1.75% to 2.259ads borrowed under the credit agreement may é&e fas working capital, general
corporate purposes, and subject to the satisfaofioartain conditions, the purchase by us of docls We entered into the credit agreement
in order to enhance our financial flexibility. A§ ®eptember 30, 2009, we had not borrowed any funder the credit agreement. In October
2009, we borrowed $20 million under the credit agrent.

The credit agreement includes, among other termsanditions, limitations on our ability to creaiecur, assume or be liable for
indebtedness (other than specified types of pegthittdebtedness); dispose of assets outside tiaoyadourse (subject to specified
exceptions); acquire, merge or consolidate witttar another person or entity (other than specifiges of permitted acquisitions); create,
incur or allow any lien on any of its property @sagn any right to receive income (except for spetipermitted liens); make investments
(other than specified types of investments); or ghaidends or make distributions (each subjecipiectfied exceptions), and certain financial
covenants. At September 30, 2009, we were in campd with these covenants.
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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 remhpayprovisions. We recognize rent
expense on our operating leases on a straighbéeis at the commencement of the lease.

Indemnification

The information set forth under Note 7 in the ndtethe condensed consolidated financial statemerdsr the caption
“Indemnification” is incorporated herein by refecen

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.

ltem 3. Quantitative and Qualitative Disclosures About Market Risk

For financial market risks related to changes tarigst rates, reference is made to Item 7A “Quatnté and Qualitative Disclosures
About Market Risk” contained in Part Il of our AreduReport on Form 10-K for the year ended Decer3theR008. We started an investment
portfolio during the first quarter of 2007 whichdemprised of corporate debt securities, governrapdtagency securities and asset and
mortgage-backed securities. However, our exposunearket risk has not changed significantly sineeénber 31, 2008.
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Iltem 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

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.

Changesin Internal Control Over Financial Reporting

There were no changes in our internal control dwancial reporting that occurred during the quaeteded September 30, 2009 that
have materially affected, or are reasonably likelynaterially affect, our internal control overdimcial reporting.
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PART Il. OTHER INFORMATION

Item 1. Legal Proceedings

The information set forth under Note 7 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 langastber of devices through
which subscribers enjoy streaming content (theelsirgumber being the PC and Mac platforms). Thiseagent was extended at
the partner’s option. Nonetheless, our busineskidmiadversely impacted if our consumer electi®partners are not willing to
extend agreements so as to continue to providesa¢oeur service or are unwilling to do so on &auoceptable to u

. We previously disclosed how increases in costsbfery of DVDs, such as those that could resulirfra rise in postal rates or
change in postal policies, could adversely affectgross profit. With respect to that disclosureQictober 2009, the U.S. Postal
Service announced that it would not raise rateX0it0. In addition, we note that a game rental méilkd a complaint with the
Postal Regulatory Commission alleging that the B&stal Service unreasonably discriminated ag#iestailer in favor of
Netflix and Blockbuster. To the extent this prodegdvas to result in operational or regulatory aemimpacting our ma
processing, our gross margins and business opesat@uld be adversely affecte

. Some studios have expressed a desire to delaydilalzlity of new releases DVDs for rental for agh period of time following
the DVDs'’ release to the retail market and, in @tion therewith, would prohibit certain of theihalesalers from selling to
various rental outlets, such as Netflix and Redofact, Universal Studios, Twentieth Century Rad Warner Bros are engaged
in litigation brought by Redbox over this practidduis practice could impact our ability to recetantent in an efficient manner
and in sufficient quantity to satisfy demand in @thtase our business could be adversely affe

Item 2. Unregistered Sales of Equity Securities andse of Proceeds
Stock repurchases during the three months endeae@bpr 30, 2009 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)
July 1, 200¢- July 31, 200¢ 100,00( $ 41.9C 100,00( $ 55,580,00
August 1, 200¢- August 31, 200! 2,164,86! 44.3] 2,164,86! 259,888,59
September 1, 20C- September 30, 20( 684,70( 43.2( 684,70( 230,311,77
Total 2,949,561 $ 43.91 2,949,56! 230,311,77

(1) On August 6, 2009, the Company announced th&aard of Directors authorized a stock repurchae that enables the Company to
repurchase up to $300 million of its common stdubtigh the end of 2010. The timing and actual nurobshares repurchased will
depend on various factors including price, corpoeatd regulatory requirements, alternative investropportunities and other market
conditions. Subsequent to September 30, 2009, dngp@ny repurchased 1,147,383 shares of common at@kaverage price of
approximately $46 per share for an aggregate anwiu$g2 million

On January 26, 2009, the Company announced thao#sd of Directors authorized a stock repurchasgnam for 2009. This program
terminated on August 6, 2009.
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ltem 6. Exhibits

(a) Exhibits:
Incorporated by Reference
Exhibit Filed
Number Exhibit Description Form File No. Exhibit Filing Date Herewith
3.1 Amended and Restated Certificate of Incorpora 16-Q 00C-4980: 3.1 August 2, 200«
3.2 Amended and Restated Byla 8-K 00C-4980: 3.1 March 20, 200¢
3.3 Certificate of Amendment to the Amended and Redtate
Certificate of Incorporatiol 16-Q 00C-4980: 3.3 August 2, 200«
4.1 Form of Common Stock Certifica S-1/A 33:-8387¢ 4.1 April 16, 2002
10.1t Form of Indemnification Agreement entered into by t
registrant with each of its executive officers alctors S-1/A 33:-8387¢ 10.1 March 20, 200:
10.2t 2002 Employee Stock Purchase F 16-Q 00C-4980: 10.16 August 9, 200¢
10.3t Amended and Restated 1997 Stock f S-1/A 33:-8387¢ 10.3 May 16, 200z
10.4t Amended and Restated 2002 Stock | Def 14A 00C-4980: A March 31, 200t
10.5 Amended and Restated Stockhol’ Rights Agreemer S1 33:-8387¢ 10.5 March 6, 200z
10.6 Lease between Sobrato Land Holdings and Netflix, 16-Q 00C-4980: 10.15 August 2, 200«
10.7 Lease between Sobrato Interests Il and Netflix, 10-Q 00C-4980: 10.16 August 2, 200«
10.9t1 Description of Director Equity Compensation P 8-K 00C-4980: 10.1 July 5, 200t
10.100 Amended and Restated Executive Severance and
Retention Incentive Plg 16-Q 00C-4980: 10.10 May 5, 200¢
10.11 Credit Agreement September 21,
8-K 00C-4980: 10.10 2009
31.1 Certification of Chief Executive Officer Pursuaant t
Section 302 of the Sarbal-Oxley Act of 200z X
31.2 Certification of Chief Financial Officer Pursuant t
Section 302 of the Sarbal-Oxley Act of 200z X
32.1*  Certifications of Chief Executive Officer and Chief
Financial Officer Pursuant to Section 906 of theb&aes
- Oxley Act of 200z X
101 The following financial information from Netflixnic.’s
Quarterly Report on Form 10-Q for the quarter ended
September 30, 