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EXPLANATORY NOTE

Netflix, Inc. is filing this Amendment No. 1 to it3uarterly Report on Form 10-Q for the three momthded September 30, 2012, as
filed with the Securities and Exchange CommissioiOatober 29, 2012, to correct a typographicalrarréManagement's Discussion and
Analysis of Financial Condition and Results of Ggtiems.” The Company disclosed the sequential gharf 14% in International content
expense and incorrectly repeated this 14% as thegehin International content expense year over. y8pecifically, page 24 of the initial
filing included the following sentence: “Additioral the la unches in Latin America and the U.K. &medland have contributed to a 14%
increase in our content expenses in the Internalte@gment.” The sentence has been amended tdhstdtdlowing: “Additionally, the
launches in Latin America and the U.K. and Irelaaste contributed to a 348% increase in our corgepenses in the International segment.”
Other than the change to the percentage increasmtent expenses in the International segmerfbgbtabove, all information included in
the initial filing is unchanged.
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Item 2. Management'’s Discussion and Analysis of Financial Condition ahResults of Operation:
Forward-Looking Statements

This Quarterly Report on Form 10-Q contains forwkmaking statements within the meaning of the fatlsecurities laws. These
forward-looking statements include, but are noftkeh to statements regarding: our core strategytritution profit (losses) and margins both
domestically and internationally, consolidated raxes, DVD and streaming subscription trends, imaests in our international segment,
cash use in connection with content acquisitiorsiaternational expansion, investments in contedtrmarketing, consolidated revenue,
content payments and expense, free cash flow aaithble funds, deferred tax assets, stock repueshaisd future contractual obligations.
These forwardeoking statements are subject to risks and uniogiga that could cause actual results and everdiffer materially from thos
included in forward-looking statements. These fooMaoking statements can be identified by ourafseords such as "anticipate", "expect",
"will", "may" and derivations thereof. Factors thmaight cause or contribute to such differencesuide] but are not limited to, those discussed
in our Annual Report on Form 10-K for the year eh@=cember 31, 2011 filed with the Securities ardnange Commission (“SEC”) on

February 10, 2012, in particular the risk factoscdssed under the heading “Risk Factors” in Rdtéin IA.

We assume no obligation to revise or publicly reéeany revision to any forward-looking statemepistained in this Quarterly Report
on Form 10-Q, unless required by law.

Overview

We are the world’s leading Internet subscriptiorviee for enjoying TV shows and movies. Our suldsers can instantly watch as many
TV shows and movies as they want, streamed ovdntheet to their TVs, computers and mobile desvidgdditionally, in the U.S., our
subscribers can receive standard definition DVIDd, taeir high definition successor, Blu-ray discsllectively referred to as “DVD”),
delivered quickly to their homes.

Our core strategy is to grow our streaming subsonbusiness domestically and globally. We aretiooiously improving the customer
experience, with a focus on expanding our strearoamgent, enhancing our user interface and extgnolim streaming service to even more
Interneteonnected devices, while staying within the paramsedf our consolidated net income (loss) and ajperaegment contribution pro
(loss) targets. Contribution profit (loss) is defihas revenue less cost of revenues and marketiremnses.

We are a pioneer in the Internet delivery of TVw@h@nd movies, launching our streaming servicedi72 Since this launch, we have
developed an ecosystem of Internet-connected dewite have licensed increasing amounts of corftahenable consumers to enjoy TV
shows and movies directly on their TVs, computeid mobile devices. As a result of these effortshaee experienced growing consumer
acceptance of and interest in the delivery of Tevehiand movies directly over the Internet. We lvedithat the DVD portion of our domestic
service will be a fading differentiator to our stneing success. Historically, our acquisition of revbscriptions has been seasonal with the
first and fourth quarters representing our strongessubscription additions and our second quagfaesenting the lowest net subscription
additions in a calendar year.

Prior to July 2011, in the U.S., our streaming B*\«Ds-by-mail operations were combined and subscsibeuld receive both streaming
content and DVDs under a single “hybrid” plan. utyJ2011, we introduced DVD only plans and sepat#te combined plans, making it
necessary for subscribers who wish to receive sioaming services and DVDs-byail to have two separate subscription plans. fidgslte
in a price increase for our members who were takihgbrid plan. We made a subsequent announcemgngdhe third quarter of 2011
concerning the rebranding of our DVDs-by-mail seevand the separation of the DVDs-by-mail and stieg websites. The consumer
reaction to the price change, and to a lesser detire branding announcement, was very negatiéngao significant customer
cancellations. We subsequently retracted our glansbrand our DVDs-by-mail service and separatdikDs-by-mail and streaming
websites.

In September 2010, we began international operatigroffering our streaming service in Canada.dpt&mber 2011, we expanded our
streaming service to Latin America. In January 2@d& launched our streaming service in the Unitedglom ("U.K.") and Ireland. In
October 2012, we launched our streaming servitéoimvay, Denmark, Sweden and Finland. We anticipamificant contribution losses in
the International streaming segment in 2012 anenehhg into 2013.

As a result of the changes to our pricing and ptamcture, we no longer offer a single subscripptan including both DVDs-by-mail
and streaming in the U.S. Domestic subscriberswikh to receive DVDs-by-mail and watch streamingteat must elect both a DVDs-by-
mail subscription plan and a streaming subscrippiam. Accordingly, beginning with the third quarté 2011, management views the
number of paid subscriptions as the key driveregsEnues. The following metrics reflect these change




Table of Contents

Subscription Metrics:

Domestic streaming (1):

As of /Three Months Ended,

September 30, June 30, September 30,
2012 2012 2011

(in thousands)

Net additions 1,16 52¢
Paid subscriptions at end of period 23,80 22,68t
Total subscriptions at end of period 25,10: 23,93¢
International streaming (1):
Net additions 687 55¢ 518
Paid subscriptions at end of period 3,68¢ 3,02 98¢
Total subscriptions at end of period 4,311 3,62¢ 1,48(
Domestic DVD (1):
Net losses (639 (849
Paid subscriptions at end of period 8,46¢ 9,14
Total subscriptions at end of period 8,60¢ 9,24(
Consolidated (2):
Net unique subscriber additions during period 1,70C 97¢ (292)
Paid unique subscribers at end of period 29,89: 28,25¢ 23,83:
Total unique subscribers at end of period 31,81¢ 30,11¢ 25,26¢
Q) A subscription is defined as the right to ieeeither the Netflix streaming service or NetfliD service. In connection with our

subscription services, we offer free-trial membgrsho new and certain rejoining members. A methioplayment is required to be
provided even during the free-trial period for thembership to be defined as a subscription anddied in the above metrics. Total
unique subscribers and total subscriptions inctbhdse subscribers who are on a free-trial. Paiquensubscribers and paid
subscriptions exclude free trial memberships. Asstption would cease to be reflected in the abuegrics as of the effective
cancellation date. Voluntary cancellations becoffectve at the end of the monthly subscriptionipeywhile involuntary
cancellation of the service, as a result of a dafteethod of payment, becomes effective immediately.

(2) For purposes of determining the number of uaigubscribers, domestic subscribers who haveedldcith a DVD and a streaming
subscription plan are considered a single unigbsaiber.

The following represents our consolidated perforoeamghlights:

Three Months Ended Change
September 30, June 30, September 30,
2012 2012 2011 Q312vs.Q2'12 Q3'12vs. Q311
(in thousands, except per share data)
Revenues $ 905,08 $ 889,16: $ 821,83 2% 10 %
Operating income 16,13t 16,15« 96,84 — % (83)%
Net income 7,67¢ 6,16¢ 62,46( 25 % (88)%
Diluted earnings per share 0.1z 0.11 1.1¢ 1€ % (89)%
Free cash flow (3) (20,467) 11,16¢ 13,78: NM NM
3 See “Liquidity and Capital Resources” for diniéion of “free cash flow” and a reconciliatiorf thet cash provided by operating

activities” to “free cash flow.”

Consolidated revenues, operating income and netriador the third quarter of 2012 were relativélt s compared to the second
quarter of 2012. We expect consolidated revenuextease at a modest pace sequentially in futuaetgrs driven by the growth in global
streaming subscriptions and partially offset byealithe in domestic DVD subscriptions. Investmentstreaming content and marketing to
support new international markets may result inrfeiconsolidated net losses.



Free cash flow for the three months ended SepteBhe&2012 decreased $31.6 million as comparedetthitee months ended June 30,
2012 to negative $20.5 million. Significant usesash in the quarter were cash payments for cofiteekcess of the expense), cash
payments for property and equipment (in excesspfetiation expense) primarily related to equipnienbur Open Connect content deliv

4
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program and reductions in miscellaneous accountahp@ and accrued expenses. These uses of casipaviedly offset by net income
excluding the impact of non-cash stock compensalfibie excess content payments over expense wilincanto fluctuate over time based on
new content licenses domestically and internatlgraaid in particular may increase as a result eftiiming of payments for original
programming. Our movement into original programmivity require more up-front cash payments thantgpical licensing agreements,
beginning in the fourth quarter of 2012 and incireguén 2013. We expect that free cash flow in fatperiods will be negatively impacted by
investments in new international markets and iginal content.

Segment Overview

The following tables set forth, for the periodsg@eted, financial information for each of our répble segments including revenues
from subscriptions and contribution profit (losd)ieh is the measure of profitability used by ouie€loperating decision maker.

Three months ended September 30, 2012

Domestic International Domestic
Streaming Streaming DVD Consolidated
(in thousands)
Revenues $ 556,02 $ 77,74¢ % 271,31 % 905,08¢
Cost of revenues and marketing expense 465,07! 170,12: 140,67: 775,87
Contribution profit (loss) $ 90,94¢ $ (92,37) $ 130,64 $ 129,21¢

Three months ended June 30, 2012

Domestic International Domestic
Streaming Streaming DVD Consolidated
(in thousands)
Revenues $ 532,70 $ 64,97 % 291,48 $  889,16:
Cost of revenues and marketing expense 449,53: 154,40( 157,71 761,65:
Contribution profit (|oss) $ 83,17: $ (89,427) $ 133,76¢ $ 127,51:

Three months ended September 30, 2011 (1)

Domestic International Consolidated

(in thousands)

Revenues $ 799,15. $ 22,681 $ 821,83
Cost of revenues and marketing expense 579,72 46,00¢ 625,72!
Contribution profit (loss) $ 219,43; $ (23,319 $ 196,11
(1) Presented using our segment reporting pritinédourth quarter of 2011. Prior to the fourttagar of 2011, our domestic streaming

service and DVDs-by-mail operations were combined.

Our core strategy is to grow a streaming subsonpbusiness domestically and globally. As we grenwsireaming subscription
segments, we have shifted spending away from thed3tic DVD segment to invest more in streaming @oindnd marketing our streaming
services. Content acquisition and licensing expease higher as a percentage of revenues for theeBtic and International Streaming
segments as compared to the Domestic DVD segmente@t delivery expenses and fulfillment expenses to be lower for the streaming
business. Marketing costs for the streaming busiaes higher as a percentage of revenues givefocus on building consumer awarenes
the streaming offerings. Marketing costs are immaitéor the Domestic DVD segment. As a result of @&cus on growing the streaming
segments, contribution margins for the Domestic latefnational Streaming segments are lower thaodo Domestic DVD segment. Also
impacting the Domestic streaming segment was e dd subscribers resulting from the consumer i@atd the pricing and plan changes
made in the third quarter of 2011. We expect thatihvestments in content and marketing associaittacthe streaming service segments will
slow relative to revenue to allow for contributiorargin expansion over time. Streaming content siginé generally specific to a geographic
region and accordingly our international expansidhrequire us to obtain additional streaming aanritlicenses to support new global
markets.

Our Domestic Streaming segment had a contributiargin of 16% for the third quarter of 2012. We estdarther contribution



margin expansion as investments in domestic comatahimarketing grow slower than domestic streamgéwgnue. Average number
of paying domestic streaming subscriptions forttivee months ending September 30, 2012 increasedoffiithe prior quarter, driving the
increase in Domestic streaming revenues. Contepiisition and licensing expense for our Domestieahing segment represent the vast

majority of expenses for this segment and incre&8édjuarter over quarter. Marketing decreased byléétto reduced spending in TV and
Radio
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advertising partially offset by an increase in naland direct-mail advertising. Content deliverd &ufillment expenses were immaterial for
this period for the Domestic streaming segment.

Our International Streaming segment does not biefnefn the established subscriber base that eikisthe Domestic Streaming
segment. As a result of having to build a membsebeom zero, investments in streaming contentraacketing for our International segm
are larger initially relative to revenues, in peutar as new territories are launched. Marketingeases incurred by our International strear
segment have been significant and will fluctuateethelent upon the number of International terriifewhich our streaming service is
offered and the timing of the launch of new ternige. Typically for a specific territory, marketimxpenses represent a larger percentage of
total expenses at launch. The contribution lossesdr International segment have been signifieauat we expect will continue to be
significant as we expand globallyDur International streaming segment had a contabudbss of $92.4 million for the third quarter2012
compared to a contribution loss of $89.4 million iee second quarter of 2012 due to increased tmeggs in our content library to drive
more membership growth and viewing. Internatiomi@asning subscriptions increased 19% from Jun2@02 to September 30, 2012, and
the number of average paid subscriptions increaged more at 24% from the second to third quade2912 due to conversion of free trial
members. The increase in average paid subscripttashe driver of the increase in Internationadaning revenues in the third quarter of
2012 as compared to the second quarter of 20J&nkitional streaming subscriptions account for D%6tal streaming subscriptions at the
end of the third quarter. The increase in revemaspartially offset by increases in content adtjarsand licensing expenses of 14%.
Content acquisition and licensing expense for atarhational streaming segment represent the vagirity of costs of revenues. Content
delivery and fulfillment expenses were immateral this period and are not a material contribubathe contribution loss in our International
segment.

The Domestic DVD segment had a small increase mtribmtion margin to 48% compared to 46% in theoselcquarter of 2012 due to
a lower revenue mix in content utilization subjectevenue sharing agreements. Given that ourstoagegy is to grow a streaming
subscription business both domestically and inténally, we do not expect future investments inD¥ontent, technology or marketing to
be material. Current and future expenses for the&mic DVD segment are primarily variable in natsmeh as shipping and packaging
associated with delivery of DVDs-by-mail. As a riscontribution margins for the Domestic DVD segmare expected to increase slightly
for the remainder of the year, while DVD subscoptdeclines continue to moderate. DVD subscriptemsf September 30, 2012 decreased
7% from June 30, 2012, due to cancellations dutiegquarter, resulting in a 7% decrease in Dome&XHiD revenues.

Consolidated Results of Operations

The following table sets forth, for the periodsgaeted, the line items on our Consolidated Stat&sradrOperations as a percentage of
total revenues.

Three Months Ended Nine Months Ended
September 30, June 30, September 30, September 30, September 30,
2012 2012 2011 2012 2011
Revenues 10C % 10C % 10C % 10C % 10C%
Cost of revenues:
Subscription 6€ % 65 % 57 % 66 % 55%
Fulfilment expenses 7% 7% 8 % 7% 8%
Total cost of revenues 73% 72 % 65 % 73% 63%
Operating expenses:
Marketing 13% 13% 11% 14% 12%
Technology and development 9% 9% 8 % 9% 8%
General and administrative 3% 4% 4% 3% 4%
Total operating expenses 25% 26% 23% 26 % 24%
Operating income 2% 2% 12 % 1% 13%
Other income (expense):
Interest expense (D% (D% — % (1)% —%
Interest and other income (expense) — % — % — % — % —%
Income before income taxes 1% 1% 12% — % 13%
Provision for income taxes — % — % 4% — % 5%
Net income 1% 1% 8% — % 8%

Revenues



We derive our revenues from monthly subscripti@sfand recognize subscription revenues ratablyea@r subscriber's monthly
subscription period. We currently generate substéyall of our revenues in the U.S.

6
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In the Domestic streaming segment, we derive rezefmom services consisting solely of streaming@atnoffered through a
subscription plan priced at $7.99 per month. InDieenestic DVD segment, we derive revenues fromBWVDs-by-mail subscription service
The price per plan for DVDs-by-mail varies from $@to $43.99 per month based on the number of DMBisa subscriber may have out at
any given point. Customers electing access to té&fimition Blu-ray discs in addition to standardidi&tion DVDs pay a surcharge ranging
from $2 to $4 per month for our most popular plans.

In July 2011, in the U.S., we introduced DVD onlgs and separated DVDs-by-mail and streaming ngakinecessary for subscribers
who opt to receive both streaming and DVDs-by-rtahave two separate subscription plans. As sulessriwere able to receive both
streaming and DVDs-by-mail under a single hybrignpbrior to the fourth quarter of 2011, it is imgfeable to allocate revenues to the
Domestic streaming and Domestic DVD segments poithe fourth quarter of 2011.

In the International streaming segment, we derwenues from services consisting solely of stregraontent offered through a
subscription plan priced at approximately the egl@rt of USD7.99 per month. In September 2010, egahb international operations in
Canada. We expanded to Latin America in Septembgt 2nd the U.K. and Ireland in January 2012. [toer 2012, we launched our
streaming service in Norway, Denmark, Sweden anthfd.

Three months ended September 30, 2012 as compared to the three months ended September 30, 2011

Three Months Ended Change
September 30, September 30,
2012 2011 Q312 vs. Q311
(in thousands, except percentages)
Revenues (1) $ 905,08¢ $ 821,83¢ 10%
Domestic 827,34! 799,15: 4%
International 77,74¢ 22,68 245%
Q) Presented using our segment reporting prithédourth quarter of 2011. The Domestic segmensists of both our domestic

streaming service and DVDs-by-mail as prior tofthath quarter of 2011, our domestic streamingiserand DVDs-by-mail
operations were combined.

The $83.3 million increase in our consolidated reses was due to the $28.2 million increase in déimesvenues and a $55.1 million
increase in international revenues. Domestic reggimncreased 4% as a result of the 12% growtheimlttmestic average number of unique
paying subscribers driven by new streaming subtsonig. This increase was offset in part by a 7%ideén domestic average monthly
revenue per unique paying subscriber, resulting filoe popularity of the streaming subscription senand a decline in the percentage of
unique paying subscribers electing both a streamimba DVD subscription.

International revenues increased by $55.1 milliomarily due to our launch in Latin America in Septber 2011 and our launch in the
U.K. and Ireland in January 2012.

Nine months ended September 30, 2012 as compared to the nine months ended September 30, 2011

Nine Months Ended Change
September 30, September 30, YTD'12 vs.
2012 2011 YTD'11
(in thousands, except percentages)
Revenues (2) $ 2,664,04. $ 2,329,00: 14%
Domestic 2,477,90. 2,275,141 9%
International 186,14: 53,86: 24€%
(2 Presented using our segment reporting pritinédourth quarter of 2011. Prior to the fourttagar of 2011, our domestic streaming

service and DVDs-by-mail operations were combined.

The $335.0 million increase in our consolidateceraeies was due to the $202.8 million increase inedtimrevenues and $132.3 milli
increase in international revenues. Domestic regeimcreased 9% as a result of the 14% growtheimtimestic average number of unique
paying subscribers driven by new streaming subenig. This increase was offset in part by a 5%idedn domestic average monthly
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revenue per unique paying subscriber, resulting filoe popularity of the streaming subscription &enand a decline in the percentage of
unique paying subscribers electing both a streamimba DVD subscription.

International revenues increased by $132.3 miliomarily due to our launch in Latin America in $ember 2011 and our launch in the
U.K. and Ireland in January 2012.

Three months ended September 30, 2012 as compared to the three months ended June 30, 2012

Three Months Ended Change
September 30, June 30,
2012 2012 Q312 vs. Q2'12
(in thousands, except percentages)

Revenues $ 905,08¢ $ 889,16: 2%
Domestic streaming 556,02 532,70! 4%
International streaming 77,74« 64,97 20%
Domestic DVD 271,31¢ 291,48! (7%

The $15.9 million increase in our consolidated rexes was due to the $23.3 million increase in Daéimereaming revenues and the
$12.8 million increase in International streamieganues. Domestic streaming revenues increased48tesult of the growth in the average
number of paying streaming subscriptions. Inteomati streaming revenues increased 20% as a rdéghi growth in the average number of
paying international streaming subscriptions résgltrom continued subscription growth acrossrtiinational regions. These increases in
streaming revenues were offset by a $20.2 milliecrelase in Domestic DVD revenue due to an 8% deerieahe average number of paying
DVD subscriptions.

We expect streaming subscriptions both domestieaity internationally to continue to grow and DVIbseription declines to continue
to moderate. As a result, we expect consolidategmaes to increase at a modest pace sequentidlijuire quarters.

Cost of Revenues

Cost of revenues consists of expenses relatec:tadhuisition and licensing of content, conteniveey expenses and fulfillment
expenses. Costs related to free-trial periods liveated to marketing expenses.

Content acquisition and licensing expenses copsistarily of amortization of streaming content lises, which may or may not be
recognized in the streaming content library, amaation of DVD content library and revenue sharirgenses. We obtain content through
streaming content license agreements, DVD direathases and DVD revenue sharing agreements wittostudistributors and other
suppliers. Content agreements are made in theamgdaourse of business and our business is notasuladly dependent on any particular
agreement.

Content delivery expenses consist primarily ofgbstage costs to mail DVDs to and from our payugssribers and the packaging and
label costs for the mailers. We utilize both oumcand third-party content delivery networks to hedpefficiently stream content in high
volume to our subscribers over the Internet. Cdrdefivery expenses therefore also include equipoests related to our own streaming
content delivery networks ("Open Connect") andtafd party costs associated with delivering strig@ncontent over the Internet.

Fulfillment expenses represent those expensesregtur content processing including operating aatfisg our DVD shipping centers,
as well as receiving, encoding, inspecting and f@uwsing our content library. Fulfillment expensie®anclude operating and staffing our
customer service centers and credit card fees.

Three months ended September 30, 2012 as compared to the three months ended September 30, 2011

Three Months Ended Change

September 30, September 30,
2012 2011 Q3'12vs. Q311

(in thousands, except percentages)
Total cost of revenues $ 662,63 $ 536,61 23%
As a percentage of revenues 73% 65%
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The $126.0 million increase in cost of revenues prasarily due to the following factors:

» Content acquisition and licensing expenses aszd by $171.2 million. This increase was primatikg to a 26% increase in the
Domestic segment. Additionally, the launches in&tmerica and the U.K. and Ireland have contridutea 348% increase in ¢
content expenses in the International segmentifidreases in both Domestic and International cdraequisition expense are d
to the continued investments in existing and neaashing content available for viewing to our sutismns.

* Content delivery expenses decreased $40.8 mitlionarily due to a 43% decrease in the numb&\dbs mailed for paid
subscriptions. The decrease in the number of DVB#eah was driven by the decrease in the averagéaunf paid DVD
subscriptions. Costs associated with our use obaur and thirdparty streaming content delivery networks increa®&x but wer
not a significant contributor to the total varianecontent delivery expense.

Nine months ended September 30, 2012 as compared to the nine months ended September 30, 2011

Nine Months Ended Change
September 30, September 30, YTD'12 vs.
2012 2011 YTD'11

(in thousands, except percentages)
Total cost of revenues $ 1,929,99¢ $ 1,464,74 32%
As a percentage of revenues 73% 63%

The $465.3 million increase in cost of revenues prasarily due to the following factors:

« Content acquisition and licensing expenses asgd by $608.9 million. This increase was primatilg to a 44% increase in the
Domestic segment. Additionally, the launches in&tmerica and the U.K. and Ireland have contridutean increase in our
content expenses in the International segmentifidreases in both Domestic and International cdrgequisition expense were
due to the continued investments in existing and steeaming content available for viewing to oubseribers.

« Content delivery expenses decreased $136.lomifliimarily due to a 43% decrease in the numb&\dDs mailed for paid
subscriptions. The decrease in the number of DVB#eoh was driven by the decrease in the averagke[@#D subscriptions.
Costs associated with our use of our own and théndy streaming content delivery networks increa&E¥ but were not a
significant contributor to the total variance imtent delivery expense.

Three months ended September 30, 2012 as compared to the three months ended June 30, 2012

Three Months Ended Change
September 30, June 30,
2012 2012 Q312 vs. Q2'12
(in thousands, except percentages)
Total cost of revenues $ 662,63{ $ 643,42¢ 3%
As a percentage of revenues 73% 72%

The $19.2 million increase in cost of revenues pramarily due a $20.1 million increase in contecqaisition and licensing expenses.
This increase was attributable to a 14% increaslednnternational segment due to an increased@asting content titles available in our
International locations and to the 5% increasé@@omestic streaming segment due to the contimuegtments in existing and new
streaming content available for viewing to our dstitesubscribers. These increases were offsetd@ciease in the Domestic DVD segment
of 18%.

Marketing

Marketing expenses consist primarily of advertisixgenses and also include payments made to dlite#f and consumer electronics
partners and payroll related expenses. Advertiskpggenses include promotional activities such @&visibn and online advertising as well as
allocated costs of revenues relating to free péalods. Payments to our affiliates and consurmesatednics partners may be in the form of a
fixed-fee or may be a revenue sharing payment.

Three months ended September 30, 2012 as compared to the three months ended September 30, 2011






Table of Contents

Three Months Ended Change
September 30, September 30,
2012 2011 Q3'12vs. Q311
(in thousands, except percentages)
Marketing $ 113,23 % 89,10¢ 27%
As a percentage of revenues 13% 11%

The $24.1 million increase in marketing expenses pramarily due to a $25.0 million increase in meikg program spending primarily
in online advertising. International marketing expes increased by 166% as expenses were highwer thitd quarter of 2012 to support the
marketing of our service in Latin America and Uafd Ireland. Domestic marketing expenses decrdaséélo.

Nine months ended September 30, 2012 as compared to the nine months ended September 30, 2011

Nine Months Ended Change
September 30, September 30, YTD'12 vs.
2012 2011 YTD'11
(in thousands, except percentages)
Marketing $ 367,35 $ 288,35( 27%
As a percentage of revenues 14% 12%

The $79.0 million increase in marketing expenses gramarily due to an $85.8 million increase in keting program spending
primarily in online and television advertising. énbational marketing expenses increased by 2208%menses were higher in the nine months
ended September 30, 2012 to support the launcbrafeyvice in the U.K. and Ireland and continuedk®ting in Latin America and Canada.

Domestic marketing expenses decreased by 9%.

Three months ended September 30, 2012 as compared to the three months ended June 30, 2012

Three Months Ended Change
September 30, June 30,
2012 2012 Q312 vs. Q2'12
(in thousands, except percentages)
Marketing $ 113,23 % 118,22: (4)%
As a percentage of revenues 13% 13%

The $5.0 million decrease in marketing expensespsiagarily due to a $5.5 million decrease in donwestarketing program spending
primarily in television advertising partially offsby increases in online and direct-mail advergsiMarketing expenses in our International

streaming segment were relatively flat.

Technology and Devel opment

Technology and development expenses consist obppayrd related costs incurred in making improvetsea our service offerings,
including testing, maintaining and modifying oueusterface, our recommendation, merchandisingrtelogy and content delivery
technology, as well as, telecommunications sysimasinfrastructure. Technology and development es@® also include costs associated
with computer hardware and software.

Three months ended September 30, 2012 as compared to the three months ended September 30, 2011
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Three Months Ended Change
September 30, September 30,
2012 2011 Q312 vs. Q3'11
(in thousands, except percentages)
Technology and development $ 82,52: $ 69,48( 19%
As a percentage of revenues 9% 8%

The $13.0 million increase in technology and depelent expenses was primarily the result of a $a8l4on increase in personnel-
related costs, including a $3.0 million increasstock-based compensation. This increase in peesoatated costs is due to a 30% growth in
average headcount supporting continued improveniemisr streaming service and our internationalagsgon.

Nine months ended September 30, 2012 as compared to the nine months ended September 30, 2011

Nine Months Ended Change
September 30, September 30, YTD'12 vs.
2012 2011 YTD'11
(in thousands, except percentages)
Technology and development $ 246,86¢ $ 178,25 38%
As a percentage of revenues 9% 8%

The $68.6 million increase in technology and depelent expenses was primarily the result of a $61llion increase in personnel-
related costs, including an $11.7 million increesstock-based compensation. This increase in pesdeaelated costs is due to a 43% growth
in average headcount supporting continued improwsria our streaming service and our internati@xglansion.

Three months ended September 30, 2012 as compared to the three months ended June 30, 2012

Three Months Ended Change
September 30, June 30,
2012 2012 Q312 vs. Q2'12
(in thousands, except percentages)
Technology and development $ 82,52 $ 81,54’ 1%
As a percentage of revenues 9% 9%

Technology and development expenses were relatilatlgs compared to the prior period.

General and Administrative

General and administrative expenses consist ofoflayrd related expenses for executive and admatige personnel, as well as
professional fees and other general corporate egseGeneral and administrative expenses alsad@the gain on disposal of DVDs.

Three months ended September 30, 2012 as compared to the three months ended September 30, 2011

Three Months Ended Change
September 30, September 30,
2012 2011 Q312 vs. Q311
(in thousands, except percentages)
General and administrative $ 30,56: $ 29,79: 3%
As a percentage of revenues 3% 4%

General and administrative expenses were relatileyprimarily due to a $2.8 million increaseparsonnel-related costs offset by
a$1.9 million decrease in costs associated witlteliEneous expenses primarily related to the useiside and professional services, taxes
and insurance.

Nine months ended September 30, 2012 as compared to the nine months ended September 30, 2011
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Nine Months Ended Change
September 30, September 30, YTD'12 vs.
2012 2011 YTD'11
(in thousands, except percentages)
General and administrative $ 89,46 % 83,46( 7%
As a percentage of revenues 3% 4%

The $6.0 million increase in general and administeeexpenses was primarily attributable to anease in personnel-related costs of
$17.2 million, including a $3.6 million increasestock-based compensation resulting from a 13%eas® in average headcount. This
increase was partially offset by a $7.8 million ase in costs associated with various legal claigaénst us and other miscellaneous
expenses primarily related to the use of outsidepnfessional services, taxes and insurance.

Three months ended September 30, 2012 as compared to the three months ended June 30, 2012

Three Months Ended Change
September 30, June 30,
2012 2012 Q312 vs. Q2'12
(in thousands, except percentages)
General and administrative $ 30,56: $ 29,81( 3%
As a percentage of revenues 3% 4%

General and administrative expenses were relatiletlyas compared to the prior period.

Provision for Income Taxes

Our effective tax rates for the three months erféiggtember 30, 2012 , June 30, 2012 and Septemp20BD were 35.8%, 42.1% and
33.3%, respectively. Our effective tax rates f@ ttine months ended September 30, 2012 and 20E140e8% and 36.9%, respectively.
These rates differed from the federal statutorg date primarily to state taxes which were partiaffget by the California R&D tax credit.
The increase in our effective tax rates for thed¢haind nine months ended September 30, 2012 asaoedrp the three and nine months er
September 30, 2011 was primarily attributable ®dkpiration of the Federal R&D tax credit on Debem31, 2011 and the expiration of the
statute of limitations for years 1997 through 20@8ulting in a discrete benefit of $3.5 milliontire third quarter of 2011.

Liquidity and Capital Resources

Cash, cash equivalents and short-term investmesnts $798.4 million and $797.8 million at Septem®@r2012 and December 31,
2011, respectively. Our primary uses of cash ineline acquisition and licensing of content, contlalivery expenses, marketing and payroll
related expenses. We expect to continue to makdfisent investments to license streaming conteh lomestically and internationally and
expect to obtain more original programs in the floguarter of 2012 and in 2013. These investmeanitddmpact our liquidity and we may
have negative operating cash flows and/or usesif cafuture periods. Although we currently antatip that our available funds will be
sufficient to meet our cash needs for the forededahure, we may be required or choose to obtdditenal financing. Our ability to obtain
additional financing will depend on, among othéngfs, our development efforts, business plans,atjpgr performance, current and projec
compliance with our debt covenants, and the caymivf the capital markets at the time we seek fiivan We may not be able to obtain such
financing on terms acceptable to us or at all.dfraise additional funds through the issuance oftgcequity-linked or debt securities, those
securities may have rights, preferences or prieiegenior to the rights of our common stock, andstackholders may experience dilution.

In November 2011, we issued $200.0 million of Se@onvertible Notes and raised an additional $2@@il0on through a public
offering of common stock. The Senior Convertibletdéoconsist of $200.0 million aggregate principabant due on December 1, 2018 and
do not bear interest. In November 2009, we iss@&®$P million of our 8.50% senior notes due Noverie 2017 (the “8.50% Notes”).
Interest on the 8.50% Notes is payable semi-amnaakh rate of 8.50% per annum on May 15 and Nowerhb of each year, commencing on
May 15, 2010. (See Note 5 to the consolidated firdrstatements.)

On June 11, 2010, we announced that our Boardretckirs authorized a stock repurchase program eitpus to repurchase $300.0
million of our common stock through the end of 20A2 of September 30, 2012 , $41.0 milliointhis authorization remained. The timing
actual number of shares repurchased is in theaedisorof management and will depend on variousofacincluding
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price, corporate and regulatory requirements, debénant requirements, alternative investment dppiies and other market conditions.
do not expect to make further stock repurchasethéforeseeable future.

Free Cash Flow

We define free cash flow as cash provided by operand investing activities excluding the non-@temnal cash flows from purchases,
maturities and sales of short-term investmentsbdlieve free cash flow is an important liquidity tnebecause it measures, during a given
period, the amount of cash generated that is dfaita repay debt obligations, make investmenfsnehase our stock, and for certain other
activities. Free cash flow is considered a non-GAifBncial measure and should not be considerégbiation of, or as a substitute for, net
income, operating income, cash flow from opera#intivities, or any other measure of financial perfance or liquidity presented in
accordance with GAAP.

In comparing free cash flow to net income, the megaurring differences are excess content paynwmsexpenses, stock-based
compensation expense, deferred revenue, taxesareaanual interest payments on the 8.50% Notesré&deivables from customers settle
quickly and deferred revenue is a source of cash. fFor streaming content, we typically enter intolti-year licenses with studios and other
distributors that may result in an increase in eontibrary and a corresponding increase in liibgion the Consolidated Balance Sheets. The
payment terms for these license fees may extendtbederm of the license agreements, which typicahge from six months to five years.

Three months ended September 30, 2012 as compared to the three months ended September 30, 2011

Three Months Ended

September 30, September 30,
2012 2011
(in thousands)
Net cash provided by operating activities $ 15C $ 49,53
Net cash used in investing activities (33,529 (41,58)
Net cash used in financing activities (15¢) (23,959

Non-GAAP free cash flow reconciliation:

Net cash provided by operating activities 15C 49,53
Acquisitions of DVD content library (8,586€) (20,82¢)
Purchases of property and equipment (13,889 (14,080
Other assets 1,857 (8449)
Non-GAAP free cash flow $ (20,4679 $ 13,78:

Cash provided by operating activities decreased4dfllion, primarily due to increased paymentsdontent acquisition and licensing
other than DVD library of $158.9 million or 42%,ally offset by an increase in subscription rewves of $83.3 million or 10%.

Cash used in investing activities decreased $8liomiprimarily due to a $12.2 million decreasetlie acquisitions of DVD content.
These decreases were offset by an increase ofi#illidn in the purchases, net of proceeds fromsaled maturities, of short-term
investments.

Cash used in financing activities was immaterialtfi@ third quarter of 2012. In the third quarté2611, cash used in financing
activities was $24.0 million which consisted priihaof stock repurchases of $39.6 million offsettly by the excess tax benefit and
proceeds from issuance of stock options.

Free cash flow for the three months ended SepteBthet012 as compared to the three months endedrSeer 30, 2011 decreased
$34.2 million primarily due to a decrease of $5@ilion in net income as adjusted for non-cash lsto&sed compensation resulting from cost
of revenues, marketing and technology and developexenses growing faster than revenue as wédl as $11.6 million decrease in the
cash flow from deferred revenue. This was partiaffget by a $24.5 million decrease in the excesgent payments over content expenses
and a $6.2 million decrease in excess tax paynmeistax provision. Payments for content incredbtb.7 million while content expenses
increased $171.2 million.

Nine months ended September 30, 2012 as compared to the nine months ended September 30, 2011
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Nine Months Ended

September 30, September 30,
2012 2011
(in thousands)

Net cash provided by operating activities $ 38,95. $ 252,244
Net cash used in investing activities (180,28() (150,209
Net cash provided by (used in) financing activities 3,751 (137,34)
Non-GAAP free cash flow reconciliation:

Net cash provided by operating activities 38,95 252,24¢
Acquisitions of DVD content library (30,12¢) (62,010
Purchases of property and equipment (22,297 (39,02¢)
Other assets 6,32 1,41¢
Non-GAAP free cash flow $ (7,145 $ 152,62¢

Cash provided by operating activities decrease®$2million, primarily due to increased paymentsdontent acquisition and licensi
other than DVD library of $599.6 million or 66%,rtially offset by an increase in subscription rewes of $335.0 million or 14%.

Cash used in investing activities increased $30liomprimarily due to an $83.6 million increasethe purchases, net of proceeds from
sales and maturities, of short-term investmentssg&hncreases were partially offset by a $31.9anilllecrease in the acquisitions of DVD
content library and a $16.7 million decrease inghechase of property and equipment due to a deetiegurchases of automation equipn
for our various shipping centers.

Cash provided by financing activities for the nmenths ended September 30, 2012 was $3.8 milliaohwdonsisted primarily of the
excess tax benefits from stock-based compensatiopled with the proceeds from issuance of commacksipartially offset by principal
payments of lease financing obligations. Cash uséidancing activities for the nine months endeght®@mber 30, 2011 was $137.3 million,
which consisted primarily of $199.7 million of storepurchases in the nine months ended Septemb202Q, partially offset by the excess
tax benefit from stock-based compensation and pasé&om issuance of stock options.

Free cash flow for the nine months ended SepteB®e2012 as compared to the nine months endedr8kete30, 2011 decreased
$159.8 million primarily due to a decrease of $96&illion in net income as adjusted for non-casitisbhased compensation resulting from
cost of revenues, marketing and technology andldpreent expenses growing faster than revenue dsawéb a decrease of $27.4 million in
the cash flow from deferred revenue and a $16.liomiincrease in excess tax payments over tax prawvi This was partially offset by a
$41.2 million decrease in excess content paymemsantent expenses and a $21.4 million decreasrdess property and equipment
payments over depreciation expense. Content pagnrareased $567.7 million while content expenseseased $608.9 million.

Three months ended September 30, 2012 as compared to the three months ended June 30, 2012

14




Table of Contents

Three Months Ended

September 30, June 30,
2012 2012
(in thousands)

Net cash provided by operating activities $ 15C $ 19,69:
Net cash used in investing activities (33,529 (20,939
Net cash used in financing activities (15¢) (127
Non-GAAP free cash flow reconciliation:

Net cash provided by operating activities 15C 19,69:
Acquisitions of DVD content library (8,58¢) (8,0172)
Purchases of property and equipment (13,887 (3,649
Other assets 1,857 3,132
Non-GAAP free cash flow $ (20,469 $ 11,16¢

Cash provided by operating activities decreasedShi@llion, primarily due to increased paymentsdontent acquisition and licensing
other than DVD library of $32.5 million or 6%, paifty offset by an increase in subscription revenag$15.9 million or 2%.

Cash used in investing activities increased $22l6m primarily due to a $10.5 million increasetime purchases, net of proceeds from
sales and maturities of short-term investmentsedting activities were further impacted by a $1@illion increase in the purchase of
property and equipment primarily due to equipmentofur own streaming content delivery networks E@gonnect").

Cash used in financing activities was relativest fh the three months ended September 30, 20&@magared to June 30, 2012.

Free cash flow for the three months ended SepteB8the2012 as compared to the three months ended3yr2012 decreased $31.6
million primarily due to a $13.0 million increase éxcess content payments over content expen$4§,4 million increase in excess property
and equipment payments over depreciation expertsa dacrease in miscellaneous accounts payablacanged expenses. Content paym
increased $33.1 million while content expensessased $20.1 million.

Contractual Obligations

For the purposes of this table, contractual ohligest for purchases of goods or services are defiseahreements that are enforceable
and legally binding and that specify all significé&rms, including: fixed or minimum quantitiestie purchased; fixed, minimum or variable
price provisions; and the approximate timing of ttamsaction. The expected timing of payment ofablkgations discussed above is
estimated based on information available to us &eptember 30, 2012 . Timing of payments and detwdunts paid may be different
depending on the time of receipt of goods or ses/imr changes to agreagen amounts for some obligations. The followirlgjgssummarize
our contractual obligations at September 30, 2012 :

Payments due by Period

Less than More than
Contractual obligations (in thousands): Total 1 year 1-3 years 3-5 years 5 years
Streaming content obligations (1) $ 4,973,02 $2,088,88. $ 2,391,620 $ 433,54¢ $  58,96¢
8.50% Notes (2) 293,50( 17,00( 34,00( 34,00( 208,50(
Senior Convertible Notes (2) 200,00 — — — 200,00
Operating lease obligations 59,647 19,36( 23,96¢ 13,55¢ 2,76¢
Lease financing obligations (3) 16,181 3,43¢ 5,88¢ 5,88¢ 98C
Other purchase obligations (4) 179,83t 113,97. 65,24 62& —
Total $ 5,722,19' $2,242,64; $ 2,520,72. $ 487,61' $ 471,21.
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(1) Streaming content obligations include agreemtmacquire and license streaming content. ASeptember 30, 2012 such obligations
were comprised of $1.3 billion of current "Contéabilities”, $1.0 billion of "Non-current contetiabilities" on the Consolidated
Balance Sheets and $2.7 billion of obligations #ratnot reflected on the Consolidated Balance tSkeethey do not yet meet the
criteria for asset recognition.

For those agreements with variable terms, we destirnate what the total obligation may be beyamdrainimum quantities and/or
pricing as of the reporting date. For those agredsthat include renewal provisions that are scglfthe option of the content
provider, we include the commitments associatet thié renewal period to the extent such commitmargdixed or a minimum
amount is specified. For these reasons, the ampuesented in the table may not provide a reliaidecator of our expected future
cash outflows.

We have entered into certain streaming contensieeagreements that include an unspecified or dnmuax number of titles that we
may or may not receive in the future and/or thalide pricing contingent upon certain variableghsas theatrical exhibition receipts
for the title. As of the reporting date, it is umkam whether we will receive access to these taleshat the ultimate price per title will
be. Accordingly such amounts are not reflectechénabove contractual obligations table. Howeverhamounts are expected to be
significant and the expected timing of paymentstifi@se commitments could range from less than eaetp more than five years.

(2) Long-term debt obligations include our 8.508fisr notes consisting of principal and interestrpants and the Convertible Notes
consisting solely of the principal amount. Please Note 5 of the notes to consolidated financakstents for further detalils.

(3) Represents the lease financing obligations folagrGatos, California headquart:

(4) Other purchase obligations include all othem4sancelable contractual obligations. These cotgrare primarily related to streaming
content delivery, DVD content acquisition, and mitmeous open purchase orders for which we haweeneived the related services

or goods.

As of September 30, 2012 , we had gross unrecogjtézebenefits of $29.2 million and an addition2l&million for gross interest and
penalties classified as “Other non-current lialgitit on the Consolidated Balance Sheets. At thig tiwe are not able to make a reasonably
reliable estimate of the timing of payments in indual years due to uncertainties in the timingaof audit outcomes; therefore, such amounts
are not included in the above contractual obligetitable.

Off-Balance Sheet Arrangements

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

I ndemnification

The information set forth under Note 8 in the ndtethe consolidated financial statements undecémtion “Indemnification” is
incorporated herein by reference.

Critical Accounting Policies and Estimates

The preparation of consolidated financial statesi@ntonformity with accounting principles geneyakccepted in the United States
requires management to make estimates and assmsiiat affect the reported amounts of assetsiabitities, disclosures of contingent
assets and liabilities at the date of the finamstialements, and the reported amounts of revemaeexgpenses during the reported periods.
SEC has defined a company'’s critical accountingciad as the ones that are most important to theegyal of a company’s financial
condition and results of operations, and which irega company to make its most difficult and sutijecjudgments. Based on this definition,
we have identified the critical accounting policgesl judgments addressed below. We base our estimathistorical experience and on
various other assumptions that we believe to beoreble under the circumstances. Actual resultsdifer from these estimates.

Content Accounting

We obtain content through streaming content licemgeements, DVD direct purchases and DVD revehasdrsy agreements with
studios, distributors and other suppliers.
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We obtain content distribution rights in order teeam TV shows and movies to subscribers’ TVs, aaens and mobile devices.
Streaming content is generally licensed for a fifesl for the term of the license agreement whicly heve multiple windows of availability.
The license agreement may or may not be recogirizeshtent library.

When the streaming license fee is known or readyprmtierminable for a specific title and the spieditle is first available for
streaming to subscribers, the title is recognizethe Consolidated Balance Sheets as “Current oolibeary” for the portion available for
streaming within one year and as “Non-current aoinibrary” for the remaining portion. New titlesaognized in the content library are
classified in the line item “Additions to streamiagntent library” within net cash provided by oparg activities on the Consolidated
Statements of Cash Flows. The streaming conterairiibs reported at the lower of unamortized costsiimated net realizable value. We am
ortize the content library on a straight-line bawsisr each title's contractual window of availdiijlwhich typically ranges from six months to
five years.

The amortization of the streaming content librarglassified in “Cost of revenues—Subscriptiontba Consolidated Statements of
Operations and in the line item “Amortization afestming content library” within net cash providegddperating activities on the
Consolidated Statements of Cash Flows. Costs tetatsubtitles, dubbing, and closed captioningcagitalized n “Current content library”
on the Consolidated Balance Sheets and amortizedtiog window of availability. Payment terms foesle license fees may extend over the
term of the license agreement, which typically emffom six months to five years. For the titlesognized in content library, the license fees
due but not paid are classified on the ConsolidBdnce Sheets as current "Content liabilitiestfi@ amounts due within one year and as
“Non-current content liabilities” for the amountsedbeyond one year. Changes in these liabilitieckssified in the line item “Change in
streaming content liabilities” within net cash pided by operating activities on the Consolidateatehent of Cash Flows. We record the
streaming content library assets and their relliadbiity on our Consolidated Balance Sheets atgioss amount of the liability. Payments for
the titles not yet available for streaming are yeitrecognized in the content library but in prepeontent. Minimum commitments for the
tittes not yet available for streaming are notngetognized in the content library and are inclushedote 8 to the consolidated financial
statements.

When the streaming license fee is not known oraealsly determinable for a specific title, the titlees not meet the criteria for asset
recognition in the content library. Titles do no¢et the criteria for asset recognition in the cohlibrary because the underlying license
agreement does not specify the number of titlebh@ticense fee per title or the windows of avallgbper title, so that the license fee is not
known or reasonably determinable for a specifie.tifypical payment terms for these agreementsghwtan range from three to five years,
require us to make equal fixed payments at thenpégg of each quarter of the license term. To thterd that cumulative payments exceed
cumulative amortization, prepaid content is recdrde the Consolidated Balance Sheets. We amohizdense fees on a straight-line basis
over the term of each license agreement. The amatidh is classified in “Cost of revenues—Subsaipton the Consolidated Statements of
Operations and in the line item “Net income” witmat cash provided by operating activities on tbesdlidated Statements of Cash Flows.
Changes in prepaid content are classified withircash provided by operating activities in the litgen “Prepaid contentn the Consolidate
Statements of Cash Flows. Commitments for licettsgtsdo not meet the criteria for asset recognitiotihe content library are included in
Note 8 to the consolidated financial stateme

Streaming content licenses (including both those dne recorded in the streaming content librag/thonse that do not meet the criteria
for asset recognition) are reviewed in aggregateeageographic region level for impairment whereaent or change in circumstances
indicates a change in the expected usefulnessafdhtent. The level of geographic aggregatioreterined based on the streaming content
rights which are generally specific to a geograpbgion inclusive of several countries (such asnLAmerica).An impairment would be
recorded as necessary to adjust the streamingrtdititeary to the lower of unamortized cost or estted net realizable valudo material
write down from unamortized cost to a lower netizable value was recorded in any of the periogs@nted

We acquire DVD content for the purpose of rentingrscontent to our subscribers and earning sulissripental revenues, and, as sl
we consider our direct purchase DVD library to h@ductive asset. Accordingly, we classify our Dityary in “Non-current content
library” on the Consolidated Balance Sheets. Thpisition of DVD content library, net of changesréfated liabilities, is classified in the
line item “Acquisitions of DVD content libraryithin cash used in investing activities on the Salidated Statements of Cash Flows beci
the DVD content library is considered a productgset. Other companies in the in-home entertainméad industry classify these cash
flows as operating activities. We amortize our clifgurchase DVDs, less estimated salvage value,“sam-of-the-months” accelerated basis
over their estimated useful lives. The useful tifédhe new release DVDs and back-catalog DVDstisnesed to be one year and three years,
respectively. The amortization of the DVD contéhtdry is classified in “Cost of revenues—Subsaoipt on the Consolidated Statement of
Operations and in the line item “Amortization of D\¢ontent library” within net cash provided by oging activities on the Consolidated
Statements of Cash Flows. We also obtain DVD cdrtenugh revenue sharing agreements with studidsdsstributors. Revenue sharing
obligations incurred based on utilization are dfassin “Cost of revenues—Subscription” on the Golidated Statements of Operations and
in the line item “Net income” within net cash prded by operating activities on the Consolidatedegtents of Cash Flows. The terms of
some revenue sharing agreements obligate us to anlake initial payment for certain titles, represeg a minimum contractual obligation
under the agreement. The low initial payment isxohange for a commitment to share a percentagerafubscription revenues or to pay a



fee, based on utilization, for a defined periodimfe. The initial payment may be in the form ofugfront non-refundable payment
which is classified in content library or in therio of a prepayment of future revenue sharing olibga which is classified as prepaid cont
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Stock-Based Compensation

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

We calculate the fair value of new stock-based camsption awards under our stock option plans usiladtice-binomial model. This
model requires the input of highly subjective asgtioms, including price volatility of the underlygrstock. Changes in the subjective input
assumptions can materially affect the estimataiofvialue of options granted and our results ofrafiens could be impacted.

«  Expected Volatility: Our computation of expected volatility is basedadsiend of historical volatility of our common skoand
implied volatility of tradable forward call optiorie purchase shares of our common stock. Our aecisiincorporate implied
volatility was based on our assessment that impl@dtility of publicly traded options in our commatock is more reflective of
market conditions and, therefore, can reasonabBxpected to be a better indicator of expectedtiitfahan historical volatility
of our common stock. We include the historical tititg in our computation due to low trade volumiour tradable forward call
options in certain periods thereby precluding sel@nce on implied volatility. An increase of 10our computation of
expected volatility would increase the total sthesed compensation expense by approximately $@i8mfor the three months
ended September 30, 2012.

«  Suboptimal Exercise Factor: Our computation of the suboptimal exercise facddydsed on historical option exercise behavior
and the terms and vesting periods of the optioastgd and is determined for both executives andexeautives. An increase in
the suboptimal exercise factor of 10% would incesiiie total stock-based compensation expense byxépmately $0.7 million
for the three months ended September 30, 2012.

Income Taxes

We record a provision for income taxes for thed@pdited tax consequences of our reported resutiperiations using the asset and
liability method. Deferred income taxes are recagdiby applying enacted statutory tax rates tedifices between the financial statement
carrying amounts of existing assets and liabilitied their respective tax bases, as well as nettipg loss and tax credit carryforwards. The
effect on deferred tax assets and liabilities ofiange in tax rates is recognized in income irptréd that includes the enactment date. The
measurement of deferred tax assets is reducedcéssary, by a valuation allowance for any tax fitsrfer which future realization is
uncertain.

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

In evaluating our ability to recover our deferrad aissets, in full or in part, we consider all &lale positive and negative evidence,
including our past operating results, and our fastof future earnings, future taxable income andi@nt and feasible tax planning strategies.
The assumptions utilized in determining future tA®ancome require significant judgment and areststent with the plans and estimates we
are using to manage the underlying businessesalgperating results in future years could diff@nfi our current assumptions, judgments
and estimates. However, we believe that it is nlikety than not that substantially all deferred &ssets recorded on our balance sheet will
ultimately be realized. In the event we were teduine that we would not be able to realize afbant of our net deferred tax assets in the
future, an adjustment to the deferred tax assetddime charged to earnings in the period in whiehmake such determination.

We did not recognize certain tax benefits from utaie tax positions within the provision for incortexes. We may recognize a tax
benefit only if it is more likely than not the tawsition will be sustained on examination by thertg authorities, based on the technical m
of the position. The tax benefits recognized infthancial statements from such positions are theasured based on the largest benefit that
has a greater than 50% likelihood of being realizgon settlement. At September 30, 2012 , our estichgross unrecognized tax benefits
were $29.2 million of which $23.0 million , if regoized, would favorably impact our future earningae to uncertainties in any tax audit
outcome, our estimates of the ultimate settlem&ntiounrecognized tax positions may change andttgal tax benefits may differ
significantly from the estimates. See Note 7 todtwesolidated financial statements for further infation regarding income taxes.
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SIGNATURES

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

NETFLIX, INC.
Dated: October 30, 2012 By: /s/  REED H ASTINGS
Reed Hastings
Chief Executive Officer
(Principal executive officer)
Dated: October 30, 2012 By: /s/  DAVID WELLS

David Wells
Chief Financial Officer
(Principal financial and accounting officer)
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EXHIBIT INDEX

Exhibit Filed
Number Exhibit Description Incorporated by Reference Herewith

Form File No. Exhibit Filing Date

31.1 Certification of Chief Executive Officer Pursuaant t
Section 302 of the Sarbanes-Oxley Act of 2002 X

31.2 Certification of Chief Financial Officer Pursuant t
Section 302 of the Sarbanes-Oxley Act of 2002 X

32.1* Certifications of Chief Executive Officer and Chief
Financial Officer Pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002 X

* These certifications are not deemed filed by $f#C and are not to be incorporated by refereneayrfiling we make under the Securities
Act of 1933 or the Securities Exchange Act of 1984spective of any general incorporation languiageny filings.
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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. I have reviewed this Amendment No. 1 to the @uhrReport on Form 10-Q of Netflix, Inc.;

2. Based on my knowledge, this report does notadorny untrue statement of a material fact or eéonfitate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisieading 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.

Dated: October 30, 2012 By: /s/  REED HASTINGS

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, David Wells, certify that:
1. I have reviewed this Amendment No. 1 to the @uhrReport on Form 10-Q of Netflix, Inc.;

2. Based on my knowledge, this report does notadorany untrue statement of a material fact or eéonfitate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmisieading 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, amgtfe@ periods presented in this report.

Dated: October 30, 2012 By: /s/ DAVID WELLS

David Wells
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.Q:tiBa 1350, as adopted pursuant to Section 90BeoSarbane®xley Act of 2002, th:
the Amendment No. 1 to the Quarterly Report on Fb0rQ of Netflix, Inc. for the quarter ended Sepbem30, 2012 fully complies with the
requirements of Section 13(a) or 15(d) of the SéearExchange Act of 1934 and that informationte@red in such report fairly presents, in
all material respects, the financial condition aesllts of operations of Netflix, Inc.

Dated: October 30, 2012 By: /sl REED HASTINGS
Reed Hastings

Chief Executive Officer

I, David Wells, certify, pursuant to 18 U.S.C. Sext1350, as adopted pursuant to Section 906 dbérbanes-Oxley Act of 2002, that
the Amendment No. 1 to the Quarterly Report on Fb0rQ of Netflix, Inc. for the quarter ended Sepbem30, 2012 fully complies with the
requirements of Section 13(a) or 15(d) of the SéearExchange Act of 1934 and that informationtedred in such report fairly presents, in
all material respects, the financial condition aesllts of operations of Netflix, Inc.

Dated: October 30, 2012 By: /sl DAVID WELLS
David Wells

Chief Financial Officer




