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NETFLIX, INC.

Consolidated Statements of Operations
(unaudited)
(in thousands, except per share data)

Three Months Ended

Six Months Ended

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

Revenues $ 889,160 $ 788,61l $1,758,95. $1,507,16:
Cost of revenues:

Subscription 583,63t 428,20: 1,147,65. 805,19!

Fulfillment expenses 59,79: 61,77t 119,71( 122,93«

Total cost of revenues 643,42¢ 489,97¢ 1,267,36. 928,12¢

Gross profit 245,73! 298,63: 491,59: 579,03
Operating expenses:

Marketing 118,22 94,98: 254,12: 199,24.

Technology and development 81,547 57,86¢ 164,34t 108,77(

General and administrative 29,81( 30,67( 58,90: 53,66¢

Total operating expenses 229,58 183,51¢ 477,37: 361,68(

Operating income 16,15¢ 115,11« 14,21¢ 217,35:
Other income (expense):

Interest expense (5,006 (5,309 (9,980 (10,16¢)

Interest and other income (expense) (499 1,013 (609) 1,87¢
Income before income taxes 10,65¢ 110,82- 3,63( 209,06
Provision for income taxes 4,491 42,61( 2,05( 80,611
Net income $ 6,16/ $ 68,21« $ 1,58 $ 128,44
Earnings per share:

Basic $ 0.11 $ 1.3C $ 0.0z % 2.44

Diluted $ 011 $  1.2¢ $ 00 $ 237
Weighted average common shares outstanding:

Basic 55,52¢ 52,47( 55,49: 52,61/

Diluted 58,80¢ 53,90¢ 58,87¢ 54,071

See accompanying notes to the consolidated finbsteitements.
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NETFLIX, INC.

Consolidated Statements of Comprehensive Income
(unaudited)
(in thousands)

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2012 2011 2012 2011
Net income $ 6,16¢ $ 68,21 $ 1580 $ 128,44
Other comprehensive income (loss):
Foreign currency translation adjustments (767) — 44 —
Change in unrealized gains on available-for-saterstes 24¢ 647 344 38¢
Other comprehensive income (loss) before tax (521) 647 38¢ 38t
Income tax expense related to items of other cohgmgive income (95) (359 (139) (257)
Other comprehensive income (loss), net of tax (61€) 294 25& 134
Comprehensive income $ 5548 $ 68,50¢ $ 1,83t $ 128,58

See accompanying notes to the consolidated finbsteiements.
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NETFLIX, INC.

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

Assets

Current assets:
Cash and cash equivalents
Short-term investments
Current content library, net
Prepaid content
Other current assets

Total current assets
Non-current content library, net
Property and equipment, net
Other non-current assets

Total assets

Liabilities and Stockholders’ Equity
Current liabilities:

Content liabilities

Accounts payable

Accrued expenses

Deferred revenue

Total current liabilities
Non-current content liabilities
Long-term debt
Long-term debt due to related party
Other non-current liabilities

Total liabilities
Commitments and contingencies (Note 8)
Stockholders’ equity:

Common stock, $0.001 par value; 160,000,000 steargmrized at June 30, 2012 and Deceml
31, 2011; 55,534,266 and 55,398,615 issued andbodisg at June 30, 2012 and Decembel
2011, respectively

Additional paid-in capital
Accumulated other comprehensive income, net
Retained earnings

Total stockholders’ equity

Total liabilities and stockholders’ equity

As of
June 30, December 31,
2012 2011
(unaudited)

$ 402,25. $ 508,05:
411,09: 289,75¢
1,223,633 919,70¢
48,51( 56,00
52,29 57,33(
2,137,78! 1,830,85
1,147,80! 1,046,93:
124,64 136,35:
68,05¢ 55,05z
$ 3,478,291 % 3,069,19I
$ 1,204,200 $ 935,03t
90,96: 86,99
50,88« 54,231
152,791 148,79¢
1,498,84. 1,225,05!
829,16. 739,62¢
200,00( 200,00t
200,00( 200,00(
62,057 61,70:
2,790,06. 2,426,38!
56 55
262,69¢ 219,11¢
961 70€
424,51( 422,93(
688,22t 642,81(
$ 3,478,291 % 3,069,19I

See accompanying notes to the consolidated finbsteiements.
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NETFLIX, INC.

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

Three Months Ended

Six Months Ended

June 30, June 30, June 30, June 30,
2012 2011 2012 2011
Cash flows from operating activities:
Net income $ 6,16¢ $ 6821« $ 1580 $ 128,44
Adjustments to reconcile net income to net caskigea by operating activities:
Additions to streaming content library (374,25)  (612,59H (1,139,14) (804,907
Change in streaming content liabilities (39,94 422,08( 357,60t 506,12¢
Amortization of streaming content library 375,99° 144,46t 715,73¢ 230,40:
Amortization of DVD content library 16,30« 24,00( 36,35( 50,99(
Depreciation and amortization of property, equipteerd intangibles 11,04 10,18: 22,37¢ 20,00¢
Stock-based compensation expense 18,45( 15,53¢ 37,78: 27,80(
Excess tax benefits from stock-based compensation (307) (17,86%) (4,062 (33,527
Other non-cash items (1,579 (802) (3,099 (2,727)
Deferred taxes — (3,929 (10,849 (8,909
Changes in operating assets and liabilities:
Prepaid content 4,50: 14,78 7,497 2,401
Other current assets (8,077) 4,01t 3,66¢ 13,51
Accounts payable 601 (4,237 (1,155 11,001
Accrued expenses 6,854 15,45¢ 8,631 35,75
Deferred revenue 2,18¢ 3,89: 3,994 19,75¢
Other non-current assets and liabilities 1,74¢ 3,18¢ 1,88: 5,572
Net cash provided by operating activities 19,69: 86,39: 38,80: 202,71!
Cash flows from investing activities:
Acquisitions of DVD content library (8,012 (19,065 (21,540 (41,189
Purchases of short-term investments (63,309 (40,599 (362,77() (92,867)
Proceeds from sale of short-term investments 48,17: 16,51( 220,50¢ 31,471
Proceeds from maturities of short-term investments 12,71¢ 15,98¢ 20,99( 16,63¢
Purchases of property and equipment (3,649 (8,626 (8,410 (24,946
Other assets 3,13: 844 4,46¢€ 2,26:
Net cash used in investing activities (10,939 (34,949 (146,756 (108,629
Cash flows from financing activities:
Proceeds from issuance of common stock upon exeo€isptions 524 7,41¢ 1,74¢ 14,18(
Financing costs (377) — (759) —
Repurchases of common stock — (51,42) — (160,069
Excess tax benefits from stock-based compensation 307 17,86¢ 4,06z 33,52
Principal payments of lease financing obligations (577) (520 (1,136 (1,021
Net cash provided by (used in) financing activities (117) (26,65%) 3,91t (113,38))
Effect of exchange rate changes on cash and casbasnts (2,377 — (1,762) —
Net increase (decrease) in cash and cash equisalent 6,25¢ 24,78¢ (105,807 (29,297
Cash and cash equivalents, beginning of period 395,99: 150,41 508,05 194,49¢
Cash and cash equivalents, end of period $ 402,25 $ 1752200 $ 402,25: $ 175,20°

See accompanying notes to the consolidated finbsteiements.
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NETFLIX, INC.

Notes to Consolidated Financial Statements
(unaudited)

1. Basis of Presentation and Summary of Significarkccounting Policies

The accompanying consolidated interim financiaiesteents of Netflix, Inc. and its wholly owned subaries (the “Company”) have
been prepared in conformity with accounting pritespgenerally accepted in the United States (“U).& are consistent in all material
respects with those applied in the Company’s AniRegort on Form 10-K for the year ended DecembeR@11filed with the Securities ar
Exchange Commission (the “SEC”) on February 10220he preparation of consolidated financial staets in conformity with U.S.
generally accepted accounting principles (“GAARuires management to make estimates and judgthanisffect the amounts reported in
the consolidated financial statements and acconipgmptes. Significant items subject to such edtdmand assumptions include the
amortization policy of the Company’s content liysathe valuation of stock-based compensation; had@cognition and measurement of
income tax assets and liabilities. The Company$asestimates on historical experience and oiowsaiother assumptions that the Company
believes to be reasonable under the circumstambesactual results experienced by the Company riffgr fom management’s estimates.

The interim financial information is unaudited, baflects all normal recurring adjustments that aréhe opinion of management,
necessary to fairly present the information sehfberein. The interim financial statements shdigddead in conjunction with the audited
financial statements and related notes includedérCompany’s Annual Report on Form 10-K for tharyended December 31, 201thterim
results are not necessarily indicative of the tsdor a full year.

The Company is organized into thrggerating segments: Domestic streaming, Internatistneaming and Domestic DVD. Substantii
all of the Company’s revenues are generated itJtBe, and substantially all of the Company’s loivgd tangible assets are held in the U.S.
The Company’s revenues are derived from monthlgatiftion fees.

Certain prior period amounts have been reclassifiesbnform to current period presentation. Thestassifications did not impact total
assets, total liabilities, stockholders’ equitysuks of operations or cash flows.

There have been no material changes in the Compaigiificant accounting policies as compared ¢osilgnificant accounting policies
described in the Company’s Annual Report on ForaKZ0r the year ended December 31, 2011 .

2. Earnings Per Share

Basic earnings per share is computed using thehteslgaverage number of outstanding shares of constoak during the period. Diluted
earnings per share is computed using the weightethge number of outstanding shares of common stedkwhen dilutive, potential
outstanding shares of common stock during the geRotential common shares consist of shares iksupbn the assumed conversion of the
Companys Senior Convertible Notes and incremental shasesble upon the assumed exercise of stock opfitlescomputation of earnin
per share is as follows:
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Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2012 2011 2012 2011

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

Net income $ 6,16¢ $ 68,21« $ 1580 $ 128,44
Shares used in computation:

Weighted-average common shares outstanding 55,52¢ 52,47( 55,49 52,61«
Basic earnings per share $ 011 $ 1.3C ¢ 0.0: $ 2.4¢4

Diluted earnings per share:

Net income $ 6,16« $ 6821« $ 1580 $ 128,44
Convertible Notes interest expense, net of tax 48 — 98 —
Numerator for diluted earnings per share $ 6,212 $ 6821« $ 167¢ $ 12844
Shares used in computation:
Weighted-average common shares outstanding 55,52¢ 52,47( 55,49: 52,61«
Convertible notes shares 2,331 — 2,331 —
Employee stock options 952 1,43¢ 1,05¢ 1,46
Weighted-average number of shares 58,80¢ 53,90¢ 58,87¢ 54,07:
Diluted earnings per share $ 011 $ 1.2¢ % 0.0z $ 2.3i

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-diititive. The following table summarizes the pdieihcommon shares excluded from the
diluted calculation:

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2012 2011 2012 2011

(in thousands)

Employee stock options 1,18¢ 12 90¢ 19

3. Cash, Cash Equivalents, Short-Term Investmentsna Fair Value Measurement

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. The following table suarimes, by major security type, the Company’s asthett are measured at fair value on a
recurring basis and are categorized using thevédire hierarchy:
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As of
June 30, 2012
Gross Gross
Amortized Unrealized Unrealized Estimated
Cost Gains Losses Fair Value
(in thousands)
Cash $ 402,19: $ — 3 — $ 402,19.
Level 1 securities (1):
Money market funds 4,92¢ — — 4,92¢
Level 2 securities (3):
Corporate debt securities 108,95¢ 807 (20 109,74
Government and agency securities 210,47 281 (38) 210,72(
Asset and mortgage-backed securities 90,22¢ 42( a7 90,62¢
$ 816,77¢ $ 1,50¢ $ (75) $ 818,21
Less: Restricted cash (1) (4,869
Total cash, cash equivalents and short-term inverstsn $ 813,34
As of
December 31, 2011
Gross Gross
Amortized Unrealized Unrealized Estimated
Cost Gains Losses Fair Value
(in thousands)
Cash $ 388,94 $ — $ — $ 388,94
Level 1 securities (2):
Money market funds 123,60¢ — — 123,60¢
Level 2 securities (3):
Corporate debt securities 112,26« 603 (214) 112,65:
Government and agency securities 175,46« 694 (56) 176,10:
Asset and mortgage-backed securities 941 62 — 1,00¢
$ 801,21¢ $ 1,35¢ ¢ (270) $ 802,30°
Less: Restricted cash (2) (4,49¢)
Total cash, cash equivalents and short-term inverstsn $ 797,81
(1) Includes $4.9 million of restricted cash cified in other noneurrent asset
2 Includes $119.1 million classified in cash aadh equivalents and $4.5 milliohrestricted cash classified in other current ssard
non-current assets.
3) Included in shorterm investment

Fair value is a market-based measurement thatdheutletermined based on the assumptions that tpgaktecipants would use in
pricing an asset or liability. The hierarchy leasbkigned to each security in the Company’s avaiéint-sale portfolio and cash equivalents is
based on its assessment of the transparency aalbiligl of the inputs used in the valuation of Bunstrument at the measurement date. The
fair value of available-for-sale securities andhcaquivalents included in the Level 1 categoryasdal on quoted prices that are readily and
regularly available in an active market. The faitue of available-for-sale securities includedhe Level 2 category is based on observable
inputs, such as quoted prices for similar assédtseameasurement date; quoted prices in marketsutbanot active; or other inputs that are
observable, either directly or indirectly. Theséuea were obtained from an independent pricingiserand were evaluated using pricing
models that vary by asset class and may incorpased#able trade, bid and other market informatiod price quotes from well-established
independent pricing vendors and brokiealers. The Company's procedures include contya@asure that appropriate fair values are reco
such as comparing prices obtained from multiplepwhdent sources. See Note 5 to the consolidataddial statements for further
information regarding the fair value of the Comparfyenior Convertible Notes and Senior Notes.

Because the Company does not intend to sell thestments that are in an unrealized loss positidntas not likely that the Company
will be required to sell any investments beforeokexry of their amortized cost basis, the Compargsdwt consider those investments wit|
unrealized loss to be other-than-temporarily imghat June 30, 2012 . There were no material di@r-temporary impairments or credit
losses related to available-for-sale securitighénthree or six months ended June 30, 2012 antl 2addition, there were nmoaterial gros



realized gains or losses in the three or six moatited June 30, 2012 and 2011 .
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The estimated fair value of short-term investméytsontractual maturity as of June 30, 2012 isodews:

(in thousands)

Due within one year $ 15,67¢
Due after one year and through 5 years 355,32¢
Due after 5 years and through 10 years 9,22:
Due after 10 years 30,86¢
Total short-term investments $ 411,09:

4. Balance Sheet Components
Content Library

Content library consisted of the following:

As of
June 30, 2012 December 31, 2011
Streaming DVD Total Streaming DVD Total
(in thousands)
Total content library, gross $ 3,434,68 $ 552,69 $ 3,987,37. $ 2,552,28 $ 599,15! $ 3,151,43!
Accumulated amortization (1,091,25) (524,679  (1,615,93) (632,27() (552,526  (1,184,79)
Total content library, net 2,343,43I 28,01: 2,371,44. 1,920,01. 46,62¢ 1,966,64.
Current content library, net 1,223,63: — 1,223,63 919,70¢ — 919,70¢
Non-current content library, net $ 1,119,79. $ 28,01 $ 1,147,80! $ 1,000,30! $ 46,62¢ $ 1,046,93.

Content Liabilities

Content liabilities consisted of the following:

As of
June 30, 2012 December 31, 2011
Streaming DVvD Total Streaming DVD Total
(in thousands)
Content liabilities $ 1,183,86 $ 20,34: $ 1,204,200 $ 915,79¢ $ 19,24C $ 935,03t
Non-current content liabilities 829,16: — 829,16! 739,62¢ — 739,62¢
Total content liabilities $ 2,013,031 $ 20,34: $ 2,033,37. $ 1,655,442, % 19,24( $ 1,674,66.

The Company typically enters into multi-year stréagrcontent licenses with studios and other digtdbs that may result in an increase
in the streaming content library and a correspapdéicrease in current and non-current streamingecdiabilities. The payment terms for
these streaming license fees may extend over thredkthe license agreement, which typically ranfges six months to five years. As of
June 30, 2012 , streaming content liabilities insexl $357.6 million , over December 31, 2011 paspared to an increase in streaming
content library, net, of $423.4 million .

Property and Equipment, Net

Property and equipment and accumulated depreciatinsisted of the following:

10
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As of
June 30, December 31,
2012 2011
(in thousands)

Computer equipment 3 year$ 70,64. $ 67,09(
Operations and other equipment 5 year: 100,30¢ 100,30¢
Software, including internal-use softwar: 3 year: 36,26+ 35,35¢
Furniture and fixtures 3 year: 16,84: 17,31(
Buildings 30 year: 40,68: 40,68:
Leasehold improvements Over life of leas 43,00¢ 44,47:
Capital work-in-progress 2,55¢ 822
Property and equipment, gross 310,29¢ 306,03¢
Less: Accumulated depreciation (185,65 (169,68
Property and equipment, net $ 12464: $  136,35:

5. Long-term Debt

Senior Convertible Notes

As of June 30, 2012 , the Company had outstand20@.$ million aggregate principal amount of zeraman senior convertible notes
due on December 1, 2018 (the “Convertible NoteBlie Convertible Notes were issued in a privategataant offering to TCV VII, L.P.,
TCV VII(A), L.P. and TCV Member Fund, L.P. A genkpartner of these funds also serves on the Conpaimard of directors, and as such,
the issuance of the notes was considered a rgdartyltransaction. At any time following May 28,120, the Company may elect to cause the
conversion of the Convertible Notes into sharethefCompany’s common stock when specified conditane satisfied, including that the
daily volume weighted average price of the Compsamegmmon stock is equal or greater than $111.54tflmast 50 trading days during a 65
trading day period prior to the conversion datee Tonvertible Notes include, among other termscamdlitions, limitations on the
Company’s ability to pay cash dividends or to repaise shares of its common stock, subject to speakceptions. At June 30, 2012 and
December 31, 2011 , the Company was in compliantdethese covenants.

Based on quoted market prices of the Company’sigutitaded debt, the fair value of the Convertibletes as of June 30, 2012 and
December 31, 2011 was approximately $210.5 mikind $206.5 million , respectively.

Senior Notes

As of June 30, 2012 , the Company also had outstgr&200.0 million aggregate principal amount &®s senior notes due
November 15, 201(the “ 8.50% Notes”). Interest on the 8.50% Notepadyable semi-annually at a rate of 8.50% peuanon May 15 and
November 15 of each ye:

The 8.50% Notes include, among other terms anditionsl, limitations on the Comparsyability to create, incur, assume or be liable
indebtedness (other than specified types of pezthittdebtedness); dispose of assets outside theaoyadourse (subject to specified
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 @sagn any right to receive income (except for spetipermitted liens); make investments
(other than specified types of investments); or ghaidends, make distributions, or purchase or eetl¢he Company’s equity interests (each
subject to specified exceptions). At June 30, 2@ December 31, 2011 , the Company was in congdiaith these covenants.

Based on quoted market prices, the fair value ®Btb0% Notes as of June 30, 2012 and Decemb@031,was approximately $210.5
million and $206.5 million , respectively.

6. Stockholders’ Equity

Stock Option Plan

In June 2011, the Company adopted the 2011 St@ak Phe 2011 Stock Plan provides for the granhoémtive stock options to
employees and for the grant of non-statutory stqations, stock appreciation rights, restricted lstaad restricted stock units to employees,
directors and consultants. As of June 30, 2012 pbllion shares were reserved for future grandeurthe 2011 Stock Plan.

In February 2002, the Company adopted the 200X Rtam, which was amended and restated in May 200§ 2002 Stock Plan
provides for the grant of incentive stock optiom®imployees and for the grant of non-statutorykstqations and stock purchase rights to



employees, directors and consultants. In the dustrter of 2012, 1.2 million shares reserved fourii grants under the 2002 Stock
Plan
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expired.

A summary of the activity related to the Comparstck option plans during the six months ended 3&012 is as follows:

Options Outstanding

Weighted-
Average
Remaining
Shares Weighted- Contractual Term Aggregate
Available Number of Average Intrinsic Value
for Grant Shares Exercise Price (in Years) (in Thousands)
Balances as of December 31, 2011 7,013,50! 2,957,75 $ 66.5¢
Granted (753,979 753,97 88.81
Exercised — (135,65) 12.8¢
Canceled 48 (48) 35.9¢
Expired (1,160,72) — —
Balances as of June 30, 2012 5,098,86: 3,576,022 73.31 6.76 $ 76,19¢
Vested and exercisable at June 30, 2012 3,576,02 73.31 6.76 $ 76.19¢

The aggregate intrinsic value in the table abopeasents the total pretax intrinsic value (theeddhce between the Company’s closing
stock price on the last trading day of the secamattgr of 2012 and the exercise price, multipligdhe number of in-the-money options) that
would have been received by the option holdersatiamption holders exercised their options on J8de2012. This amount changes basec
the fair market value of the Company’s common stdakal intrinsic value of options exercised foe tifiree months ended June 30, 2012 and
2011 was $1.0 million and $49.3 million , respeelyv Total intrinsic value of options exercised tbhe six months ended June 30, 2012 and
2011 was $12.8 million and $93.4 million , respesty.

Cash received from option exercises for the threaths ended June 30, 2012 and 2011 was $0.5 mahdr7.4 million , respectively.
Cash received from option exercises for the sixtmended June 30, 2012 and 2011 was $1.7 millidrsa4.2 million , respectively.

Stock Option Expense

Vested stock options granted before June 30, 280be exercised up to three months following teatnim of employment. Vested
stock options granted after June 30, 2004 and éefanuary 1, 2007 can be exercised up to one gkawing termination of employment.
Vested stock options granted after January 2007%evilain exercisable for the full ten year contuatterm regardless of employment status.
The following table summarizes the assumptions teedlue stock option grants using the latticeshinal model:

Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,

2012 2011 2012 2011
Dividend yield —% —% —% —%
Expected volatility 61% 51% 61% -65% 51% -52%
Risk-free interest rate 2.01% 3.35% 1.97% -2.01% 3.35% -3.42%

. . 2.26 - 2.22-

Suboptimal exercise factor 3 6t 35/ 2.26 -3.6¢ 2.17 -3.54

The Company bifurcates its option grants into twpkyee groupings (executive and non-executivegthas exercise behavior and
considers several factors in determining the esérohexpected term for each group, including tis¢ohical option exercise behavior, the
terms and vesting periods of the options granted.

The weighted-average fair value of employee stgtlons granted during the three months ended JOn2(.2 and 2011 was $45.38
and $134.77 per share, respectively. The weightedage fair value of employee stock options gradigihg the six months ended June 30,
2012 and 2011 was $50.11 and $122.16 per shapsatesely.

The following table summarizes stock-based comparsaxpense, net of tax, related to stock optiampwhich was allocated as

follows:

12
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Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2012 2011 2012 2011
(in thousands)

Fulfillment expenses $ 9Qa $ 67¢ $ 157 $ 1,24C
Marketing 817 1,48 2,221 2,73¢
Technology and development 10,44( 7,00t 21,04( 12,29
General and administrative 7,10¢ 6,367 14,36« 11,52¢
Stock-based compensation expense before incomg taxe 18,45( 15,53¢ 37,78: 27,80(
Income tax benefit (7,120 (5,979 (14,58() (10,720
Stock-based compensation after income taxes $ 11,33 $ 9,56 $ 23,20: $ 17,08(
Stock Repurchases

Under the Company’s current stock repurchase plamgunced on June 11, 2010, the Company is augitbtizrepurchase up to $300.0
million of its common stock through the end of 20Ihe Company did not repurchase stock duringthenonths ended June 30, 2012 . As
of June 30, 2012 , $41.0 million of this authori@atremained. The timing and actual number of sheepurchased is at management’s
discretion and will depend on various factors idahg price, corporate and regulatory requiremedebt covenant requirements, alternative
investment opportunities and other market condgtion

7. Income Taxes

The effective tax rates for the three months enlied 30, 2012 and 2011 were 42.1% and 38.4% ,atdsglg. The effective tax rates
for the six months ended June 30, 2012 and 201& 8&56% and 38.6% , respectively. These ratesrddfirom the federal statutory rate due
primarily to state taxes which were partially offbg the California R&D tax credit. As of Decemisdr, 2011 , the Company had $28.1
million of gross unrecognized tax benefits. Durthg six months ended June 30, 2012 , the Compahgahancrease in gross unrecognized
tax benefits of approximately $1.4 million . Thegs unrecognized tax benefits, if recognized byGbmpany, will result in a reduction of
approximately $23.3 million to the provision focome taxes thereby favorably impacting the Compaaffective tax rate. The Company’s
unrecognized tax benefits are classified as “Otloercurrent liabilities” on the Consolidated Balargheets. The Company includes interest
and penalties related to unrecognized tax bengfitén the "Provision for income taxes" on the Colidated Statements of Operations. As of
June 30, 2012 , the total amount of gross interedtpenalties accrued was $2.7 million , and issified as “Other non-current liabilities” on
the Consolidated Balance Sheet.

Deferred tax assets include $9.0 million and $10ilon classified as “Other current assets” an@.$4million and $28.3 million
classified as “Other non-current assets” on thesOlitlated Balance Sheets as of June 30, 2012 acehiber 31, 2011 , respectively. In
evaluating its ability to realize the net defertaxl assets, the Company considered all availald@iy® and negative evidence, including its
past operating results and the forecast of futuaeket growth, forecasted earnings, future taxaitere, and prudent and feasible tax
planning strategies. As of June 30, 2012 and Deeef3ib, 2011 , it was considered more likely thanthat substantially all deferred tax
assets would be realized, and no significant vadoallowance was recorded.

Income tax benefits attributable to the exercisernployee stock options of $0.3 million and $18i8iom , during the three months
ended June 30, 2012 and 2011 , respectively, veemgded directly to "Additional paid-in capital" time Consolidated Balance Sheets.
Income tax benefits attributable to the exercisernployee stock options of $4.1 million and $33iliam , during the six months ended June
30, 2012 and 2011 , respectively, were recordestthyr to "Additional paid-in capital" on the Congldted Balance Sheets.

The Company files U.S. federal, state and foregréturns. The Company is currently under exarigndiy the IRS for the years 2008
through 2010. The Company is currently under eration by the state of California for the years@@@d 2007. The years 1997 through
2005, as well as 2008 through 2010, remain sulbgeexamination by the state of California. Givea fiotential outcome of the current
examinations, as well as the impact of the curegammination on the potential expiration of thegabf limitations, it is reasonably possible
that the balance of unrecognized tax benefits csigidificantly change within the next twelve monthi®wever, at this time, an estimate of
the range of reasonably possible adjustments tbdlance of unrecognized tax benefits cannot beemad

8. Commitments and Contingencies
Streaming Content

The Company had $5.0 billion and $4.8 billion ofigations at June 30, 2012 and December 31, 2@Epectively, including
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agreements to acquire and license streaming cothigntepresent current or long-term liabilitieguat are not reflected on the Consolidated
Balance Sheets because they do not meet conteantyliisset recognition criteria. The license agex@mthat are not reflected on the
Consolidated Balance Sheets do not meet conteatyilasset recognition criteria because eithefabés not known or reasonably
determinable for a specific title or it is knowntlte title is not yet available for streaming tdbscribers.

For those agreements with variable terms, the Cosngdaes not estimate what the total obligation tm@ypeyond any minimum
guantities and/or pricing as of the reporting d&ta. those agreements that include renewal provisiibat are solely at the option of the
content provider, the Company includes the comnmitsassociated with the renewal period to the éxiech commitments are fixed or a
minimum amount is specified.

The Company has entered into certain license agmetsnthat include an unspecified or a maximum nurobétles that the Company
may or may not receive in the future and/or thalude pricing contingent upon certain variableghsas theatrical exhibition receipts for the
title. As of the reporting date, it is unknown wihet the Company will receive access to these ftittaghat the ultimate price per title will be.
Accordingly, such amounts are not reflected inadbmmitments described above. However such amovatsx@ected to be significant and
the expected timing of payments could range frags than one year to more than five years.

The expected timing of payments for these obligngtiis as follows:

As of
June 30, March 31, December 31,
2012 2012 2011
(in thousands)

Less than one year $ 205339 $ 1,874,441 (1) $ 1,713,44! (1)
Due after one year and through 3 years 2,427,77. 2,374,73 2,384,37.
Due after 3 years and through 5 years 482,28 505,55: 650,48(
Due after 5 years 60,29¢ 74,15¢ 74,69¢

Total streaming content obligations $ 5,023,741 $ 4,828,85 $ 4,822,99.

(1) Prior period amounts have been presented tfooorto the current period presentation which idelsithe streaming portion
of current "Content liabilities" reflected on thei&olidated Balance Sheets. Note that total stregeontent obligations
remain unchanged with this presentation. Specificphyments for streaming content obligations expe to be made in less
than one year as of March 31, 2012 and Decembet(&1l,, as shown above, include $1.1 billion an® $dlion ,
respectively, of current "Content liabilities" reted on the Consolidated Balance Sheets.

The Company has licenses with certain performights organizations (“PRO”), and is currently inv@dvin negotiations with other
PROs, that hold certain rights to musical composgiused in connection with streaming content.tk@tatter, the Company accrues for
estimated royalties that are due to PROs and adjosse accruals based on any changes in estimiatse amounts are included in the
Company's streaming content obligations. WhileGbenpany anticipates finalizing these negotiatidins,outcome of these negotiations is
uncertain. The results of any negotiation may beenaly different from management’s estimates.

Legal Proceedings

From time to time, in the normal course of its @iens, the Company is a party to litigation matt@nd claims, including claims
relating to employee relations, business practicespatent infringement. Litigation can be expeasiad disruptive to normal business
operations. Moreover, the results of complex lggateedings are difficult to predict and the Compswiew of these matters may change in
the future as the litigation and events relatedetoeunfold. The Company expenses legal fees asrigat. The Company records a provision
for contingent losses when it is both probable ehibility has been incurred and the amount efltfss can be reasonably estimated. An
unfavorable outcome to any legal matter, if matedauld have an adverse effect on the Companyesaijpns or its financial position,
liquidity or results of operations.

On January 13, 2012, the first of three purporteateholder class action lawsuits was filed in timitédl States District Court for the
Northern District of California against the Compamd certain of its officers and directcTwo additional purported shareholder class action
lawsuits were filed in the same court on January2P12 and February 29, 2012, respectively, altpgirbstantially similar claims. These
lawsuits have been consolidated and the Courtdiasted lead plaintiffs. Lead plaintiffs filed answlidated complaint on June 26, 2012. The
consolidated complaint alleges violations of theefal securities laws and seeks unspecified conaparysdamages and other relief on behalf
of a class of purchasers of the Company's comnumk ftetween October 20, 2010 and October 24, 2ZI¥id complaint alleges among other
things, that the Company issued materially falsgraisleading statements regarding the Company’'méss practices and violated
accounting rules concerning segment reporting, kvked to artificially inflated stock prices. Managent has determined a potential loss is
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reasonably possible however, based on its curremwledge, management does not believe that the mnodsuch possible loss or a range of
potential loss is reasonably estimable.

On November 23, 2011, the first of six purportedrsholder derivative suits was filed in the Supe@ourt of California, Santa Clara
County, against the Company and certain of itxeffi and directors. Five additional purported dhalder derivative suits were subsequently
filed: two in the Superior Court of California, SarClara County on February 9, 2012 and May 2, 28t three in the United States District
Court for the Northern District of California onbreary 13, 2012, February 24, 2012 and April 2,201he purported shareholder derivative
suits filed in the Northern District of Californfave been voluntarily dismissed. On July 5, 200& durported shareholder derivative suits
filed in Santa Clara County were consolidated a&ad lcounsel was appointed. A consolidated comptaisinot yet been filed. The original
complaints alleged, among other things, that then@any’s officers and directors breached their fidocduties, wasted valuable corporate
assets, and were unjustly enriched as a resultusficg the Company to buy back stock at artifigiadflated prices to the detriment of the
Company and its shareholders. Additionally, certdithe original complaints contained allegatioegarding false and misleading statements
surrounding the Company’s business practices anzbiitracts with content providers. Managemende#ésrmined a potential loss is
reasonably possible however, based on its curremwledge, management does not believe that the @nodsuch possible loss or a range of
potential loss is reasonably estimable.

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

Indemnification

In the ordinary course of business, the Companyehtered into contractual arrangements under wihitds agreed to provide
indemnification of varying scope and terms to basspartners and other parties with respect tainartatters, including, but not limited to,
losses arising out of the Company’s breach of sugbements and out of intellectual property infeimgnt claims made by third parties. In
these circumstances, payment may be conditiontd@nther party making a claim pursuant to the gdaces specified in the particular
contract.

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

It is not possible to make a reasonable estimatieeoiaximum potential amount of future paymen@eurthese or similar agreements
due to the conditional nature of the Company’sgailons and the unique facts and circumstancedviegton each particular agreement. No
amount has been accrued in the accompanying fialstaitements with respect to these indemnificatlaligations.

9. Segment Information

Effective in the fourth quarter of 2011, the Compéias three operating segments: Domestic streanmtegnational streaming and
Domestic DVD. Segment information is presented glibve same lines that the Company’s chief operatewsion maker reviews the
operating results in assessing performance andadiihy resources. The Company’s chief operatingsaetmaker reviews revenue and
contribution profit (loss) for each of the repoittabegments. Contribution profit (loss) is defireesdrevenues less cost of revenues and
marketing expenses.

Revenues and the related credit card fees arbudtd to the operating segment based on the nafttine underlying subscription (DVD
or streaming) and the geographic region from wihiighsubscription originates. Cost of revenues @neguily attributed to the operating
segment based on the amounts directly incurrethdgégment to obtain content and deliver it tosfteific region. Certain allocations of
corporate costs related to customer service ahaedad in the total cost of revenues within eachrafiey segment. Marketing is primarily
comprised of advertising expenses which are gdgengluded in the segment in which the expend#uaee directly incurred. Marketing also
includes an allocation of the cost of revenuesrirezliby that segment related to free trials.

There are no internal revenue transactions bettlee@ompany’s reportable segments. The Companigéaberating decision maker
does not review an allocation of assets by replatsdgment. The Domestic and International stregreégments derive revenue from
monthly subscription services consisting solelgtoéaming content. The Domestic DVD segment derigesnue from monthly subscription
services consisting solely of DVDs-by-mail.

Between the fourth quarter of 2010 and the thirdrtgr of 2011, the Company had two operating setgn®omestic and International.
During this time, the Company’s domestic streansegyice and DVDs-by-mail operations were combirgscribers in the U.S. were able
to receive both streaming services and DVDs unaémgle hybrid plan. Accordingly, revenues wereayated and marketing expenses were
incurred in connection with the subscription offggs as a whole. Therefore, it is impracticablellmcate revenues or marketing expenses or
present discrete segment information for the Doimesteaming and Domestic DVD segments for perjmits to the fourth quarter of 2011.
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In the third quarter of 2011, the Company madeageithanges to its domestic pricing and plan stingcivhich require subscribers who
wish to receive both streaming services and DVDsriayl to have two separate subscription plans.dwdiig this change, beginning in the
fourth quarter of 2011, the Company was able teegde discrete financial information for its Domestreaming and Domestic DVD
operations and began reporting this informatiotheochief operating decision maker for review.

The following tables represent segment informat@rthe quarter ended June 30, 2012 :

Domestic International Domestic
Streaming Streaming DVvD Consolidated
(in thousands)
Total subscriptions at end of period (1) 23,93¢ 3,62¢ 9,24( —
Revenues $ 532,700 $ 64,977 $291,48' $ 889,16
Cost of revenues and marketing expense 449,53: 154,40( 157,71¢ 761,65:
Contribution profit (loss) $ 83,17: $ (89,427) $ 133,76t $ 127,51:
Other operating expenses 111,35
Operating income 16,15¢
Other income (expense) (5,499
Provision for income taxes 4,491
Net income $ 6,164
As of/ Six months ended June 30, 2012
Domestic International Domestic
Streaming Streaming DVD Consolidated
(in thousands)
Total subscriptions at end of period (1) 23,93¢ 3,62¢ 9,24( —
Revenues $1,039,37¢ $ 108,39¢ $ 611,18t $ 1,758,95.
Cost of revenues and marketing expense 889,69( 300,50t 331,28 1,521,48!
Contribution profit (loss) $ 149,68( $ (192,110 $ 279,89¢ $ 237,46¢
Other operating expenses 223,25(
Operating income 14,21¢
Other income (expense) (10,589
Provision for income taxes 2,05(
Net income $ 1,58(

As of/ Three months ended June 30, 2012

The following tables represent the Company’s sedrnméormation for the quarter ended June 30, 2011 :

As of/ Three months ended June 30, 2011

Domestic International Consolidated

(in thousands)

Total unigque subscribers at end of period (1) 24,59 967 25,561
Revenues $ 769,71: $ 18,89¢ $ 788,61
Cost of revenues and marketing expense 556,71¢ 28,24 584,96

Contribution profit (loss) $ 212,99 $ (9,346 $ 203,64¢
Other operating expenses 88,53t

Operating income 115,11«
Other income (expense) (4,290

Provision for income taxe

42,61(



Net income $ 68,21
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As of/ Six months ended June 30, 2011

Domestic International Consolidated
(in thousands)

Total unique subscribers at end of period (1) 24,59 967 25,561
Revenues $1,475,98 $ 31,17 $1,507,16:
Cost of revenues and marketing expense 1,076,10:t 51,26: 1,127,37:
Contribution profit (loss) $ 399,88( $ (20,08) $ 379,79
Other operating expenses 162,43t
Operating income 217,35
Other income (expense) (8,290
Provision for income taxes 80,61
Net income $ 128,44

(1) A subscription is defined as the right to rgeegither the Netflix streaming service or Netfli¥’D service. In connection with o
subscription services, we offer free-trial membagrsho new and certain rejoining members. A metbiopayment 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 incthdee subscribers who are on a free-trial. Paiquesubscribers and paid
subscriptions exclude free trial memberships. Asstiption would cease to be reflected in the abuetrics as of the effective
cancellation date. Voluntary cancellations becoffexgve at the end of the monthly subscriptionipeywhile involuntary
cancellation of the service, as a result of a faiteethod of payment, becomes effective immediately.

For purposes of determining the number of uniquisetibers, domestic subscribers who have electddeBVD and a streaming
subscription plan are considered a single unigbsaiber.
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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 forwimaking statements within the meaning of the fatleecurities laws. These
forward-looking statements include, but are noitkieh to statements regarding: our core strategysulgscriber additions, contribution profit
(loss) and margins, both domestically and inteametily, international expansion, DVD and streansn@scription trends, consolidated
revenues, profitability, content payments and ezpefree cash flow, deferred tax assets, invessnemVD content, stock repurchases and
future contractual obligations. These forw#wdking statements are subject to risks and uniogiga that could cause actual results and e\
to differ materially from those included in forwalabking statements. These forwdambking statements can be identified by our useafds
such as "anticipate", "expect", "will", "may" andriations thereof. Factors that might cause otrdmurte to such differences include, but are
not limited to, those discussed in our Annual ReparForm 10-K for the year ended December 31, Ziddd with the Securities and
Exchange Commission (“SEC”) on February 10, 2043 articular the risk factors discussed under #eding “Risk Factors” in Part |,

Item IA.

We assume no obligation to revise or publicly re¢eany revision to any forward-looking statemeptstained 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 suldsars can instantly watch as many
TV shows and movies as they want, streamed ovdntbmet to their TVs, computers and mobile devidgdditionally, in the U.S., our
subscribers can receive standard definition DV, their high definition successor, Blu-ray discsligctively referred to as “DVD”),
delivered quickly to their homes.

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

We are a pioneer in the Internet delivery of TVw@bB@nd movies, launching our streaming servicedi72 Since this launch, we have
developed an ecosystem of Internet-connected dewite have licensed increasing amounts of corttahehable 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 Tovehand movies directly over the Internet. We lwedithat 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 quagfmesenting the lowest net subscription
additions in a calendar year.

Prior to July 2011, in the U.S., our streaming BivDs-by-mail operations were combined and subscsilbeuld receive both streaming
content and DVDs under a single “hybrid” plan. iyJ2011, we introduced DVD only plans and sepat#te combined plans, making it
necessary for subscribers who wish to receive sisaming services and DVDs-by-mail to have twasae subscription plans. This
resulted in a price increase for our members whiwaking a hybrid plan. We made a subsequent armemoent during the third quarter of
2011 concerning the rebranding of our DVDs-by-rsailvice and the separation of the DVDs-by-mail stnelaming websites. The consumer
reaction to the price change, and to a lesser detite branding announcement, was very negativknigao significant customer
cancellations. We subsequently retracted our glansbrand our DVDs-by-mail service and separateWDs-by-mail and streaming
websites.

In September 2010, we began international opemtigroffering our streaming service in Canada.dpt&mber 2011, we expanded our
streaming service to Latin America and the Caribbé&aJanuary 2012, we launched our streaming aeiiithe United Kingdom ("U.K.")
and Ireland. We anticipate significant contributloases in the International streaming segmen@ir22/\e anticipate expanding our
International operations to another market in theth quarter of 2012.

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

L . June 30, March 31, June 30,
Subscription Metrics (1): 2012 2012 2011

(in thousands)

Domestic streaming:

Net additions 52¢ 1,73¢
Paid subscriptions at end of period 22,68t 22,02:
Total subscriptions at end of period 23,93¢ 23,41(
International streaming:
Net additions 55¢ 1,20 164
Paid subscriptions at end of period 3,02¢ 2,40¢ 857
Total subscriptions at end of period 3,62¢ 3,06t 967
Domestic DVD:
Net losses (849) (1,076
Paid subscriptions at end of period 9,14¢ 9,95¢
Total subscriptions at end of period 9,24( 10,08¢
Consolidated:
Net unique subscriber additions during period (2) 97¢ 2,88¢ 1,961
Paid unique subscribers at end of period (2) 28,25¢ 27,08 24,12(
Total unique subscribers at end of period (2) 30,11¢ 29,13¢ 25,56
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 methiopayment 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 incthdee subscribers who are on a free-trial. Paiquesubscribers and paid
subscriptions exclude free trial memberships. Asstiption would cease to be reflected in the abuetrics as of the effective
cancellation date. Voluntary cancellations becoffexgve at the end of the monthly subscriptionipeywhile involuntary
cancellation of the service, as a result of a faiteethod of payment, becomes effective immediately.

2 For purposes of determining the number of uaigubscribers, domestic subscribers who haveedlédth a DVD and a streaming
subscription plan are considered a single unigbssiber.

The following represents our consolidated perforoeamghlights:

Three Months Ended Change
June 30, March 31, June 30, Q2'12 vs. Q2'12 vs.
2012 2012 2011 Q112 Q211
(in thousands, except per share data)
Revenues $ 889,160 $ 869,79: $  788,61( 2% 13%
Operating income (loss) 16,15¢ (1,935 115,11« NM (86)%
Net income (loss) 6,164 (4,589 68,21+ NM (91)%
Diluted earnings per share 0.11 (0.0¢) 1.2¢ NM (91)%
Free cash flow (3) 11,16¢ 2,14¢ 59,54¢ 42(% (81)%

(3) See “Liquidity and Capital Resources” for aidigion of “free cash flow” and a reconciliation tifiet cash provided by operating activities
to “free cash flow.”

Consolidated revenues for the second quarter d 2@&te relatively flat as compared to the firstrgeraof 2012 while consolidated net
income increased by $10.7 million from a first geaconsolidated net loss of $4.6 million to a aditgted net income of $6.2 million. The
increase is primarily due to lower marketing exmasnisoth domestically and internationally. We expectsolidated revenues to increase at a
modest pace sequentially in future quarters driwethe growth in global streaming subscriptions padially offset by a decline in domestic
DVD subscriptions. Investments in streaming congamt marketing to support new international markatduding the launch planned in the



fourth quarter of 2012, may result in future cordatied net losses.
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Free cash flow for the three months ended Jun2@®I® increased $9.0 million as compared to theethtenths ended March 31, 2012
to $11.2 million. Free cash flow of $11.2 millioragslightly higher than our consolidated net incah$6.2 million and improved quarter-
over-quarter largely because of the sequentialargment in net income. Significant sources of dash in the quarter (relative to net
income) were non-cash stock compensation, depi@tiakpense in excess of property and equipmemthases, and miscellaneous increases
to accounts payable and accrued expenses, whiah timam offset cash payments for content (in exoet®e expense) and our bi-annual cash
payment for interest on our notes. The excesarsirgy and DVD content payments over expense wiltinae to fluctuate over time based
on new content licenses domestically and internatlp and in particular may increase as a resulttigiier up-front cash requirements for
original content. We expect that free cash floviuiture periods will be negatively impacted by inweents in new International markets and
in original content and that we may use cash feryihar ended December 31, 2012 .

Segment Overview

The following tables set forth, for the periodsgaeted, financial information for each of our répble segments including revenues
from subscriptions and contribution profit (losd)ish is the measure of profitability used by ouie€loperating decision maker. The
information contained in the tables below shoulddsl in conjunction with the consolidated finahstatements, notes to the consolidated
financial statements and the entirety of this Mamagnt's Discussion and Analysis of Financial Caonliand Results of Operations.

Three months ended June 30, 2012

Domestic International Domestic
Streaming Streaming DVD Consolidated
(in thousands)
Revenues $ 532,700 $ 64,97 $ 291,48° $ 889,16:
Cost of revenues and marketing expense 449,53: 154,401 157,71¢ 761,65:
Contribution proﬁt (|oss) $ 83,17: $ (89,427) $ 133,76¢ $ 127,51:

Three months ended March 31, 2012

Domestic International Domestic
Streaming Streaming DVvD Consolidated
(in thousands)
Revenues $ 506,66! $ 43,42t $ 319,70: $ 869,79:
Cost of revenues and marketing expense 440,15 146,10¢ 173,56¢ 759,83
Contribution profit (loss) $ 66,50¢ $ (102,68) $ 146,130 $  109,95¢

Three months ended June 30, 2011 (1)

Domestic International Consolidated

(in thousands)

Revenues $ 769,71: $ 18,89¢ $ 788,61(
Cost of revenues and marketing expense 556,71¢ 28,24: 584,96
Contribution profit (loss) $ 212,991 $ (9,346 $ 203,64¢

(1) Presented using our segment reporting pritedourth quarter of 2011. Prior to the fourth geiaof 2011, our
domestic streaming service and DVDs-by-mail operstivere combined.

Our core strategy is to grow a streaming subsoripbusiness domestically and globally. As we grenwsireaming subscription
segments, we have shifted spending away from thred3tic 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 givefoows on building consumer awarenes
the streaming offerings. Marketing costs are immiaitéor the Domestic DVD segment. As a result of @&cus on growing the streaming
segments, contribution margins for the Domestic latelnational Streaming segments are lower thaodo Domestic DVD segment. Also
impacting the Domestic streaming segment was thedb 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 associaitbothe streaming service
segments will slow relative to revenue to allow dontribution margin expansion over time. Streandogtent rights are generally specific to
a geographic region and accordingly our internaii@xpansion will require us to obtain additioniaéaming content licenses to support new
global markets.
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Our Domestic Streaming segment had a contributiargin of 16% for the second quarter of 2012, umfia8% in the first quarter of
2012. We expect further contribution margin expanss investments in domestic content and markefiogy slower than domestic
streaming revenue. Average number of paying domesgaming subscriptions increased 6% from Mafgl2812 to June 30, 2012, drivin
5% increase in Domestic streaming revenues. Nefcsipion additions were seasonally low in the selcquarter of 2012, and are expecte
be higher in the third quarter and the fourth qgraof 2012. Content acquisition and licensing esgefior our Domestic streaming segment
represent the vast majority of expenses for thgersat and increased in line with revenues at 5%teuaver quarter. Marketing decreasec
11% due to reduced spending reflective of the seddow in subscriber net additions for the secqudrter. There were no material varian
in content delivery or fulfillment over this periddr the Domestic streaming segment.

Our International Streaming segment does not biefnefn the established subscriber base that efdsthie Domestic Streaming
segment. As a result of having to build a membeelieEom zero, investments in streaming contentraaikketing 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 fluctuateeshelent upon the number of International terriitewhich our streaming service is
offered and the timing of the launch of new terrés. Typically for a specific territory, marketimgpenses 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 contobdbss of $89.4 million for the second quarte61.2
compared to a contribution loss of $102.7 milliarthe first quarter of 2012. International streagmsnbscriptions increased 18% from March
31, 2012 to June 30, 2012, and the number of aggragl subscriptions increased even more at 4164 e first to second quarters of 2012
due to conversion of free trial members. The ineeda average paid subscriptions was the drivéi@b0% increase in International
streaming revenues in the second quarter of 20t@rapared to the first quarter of 2012. Internadlsireaming subscriptions account for
13% of total streaming subscriptions at the enthefsecond quarter. The increase in revenues wadetbwith a 16% decrease in marketing
expenses which were higher in the first quartesujgport the launch of our service in the U.K. amdaind, and was offset by increases in
content acquisition and licensing expenses of 188fitent acquisition and licensing expense for aterhational streaming segment repre
the vast majority of costs of revenues. Conterivdgf and fulfillment expenses are not a matergaltabutor to the contribution loss in our
International segment.

The Domestic DVD segment had a contribution praffi#6% consistent with the first quarter of 2012v&® that our core strategy is to
grow a streaming subscription business both dogslstiand internationally, we do not expect futimeestments in DVD content, technolc
or marketing to be material. Current and futureegrges for the Domestic DVD segment are primaritjabéde in nature such as shipping and
packaging associated with delivery of DVDs-by-mA#. a result, contribution margins for the Dome8&ti¢D segment are expected to be
relatively flat for the remainder of the year whid/D subscription declines continue to moderate ID&libscriptions decreased 8% from
March 31, 2012 to June 30, 2012, due to cancefigtituring the quarter, resulting in a 9% decrea$2omestic DVD revenues. The decline
in revenues was in line with the declines in DVDiemt acquisition expenses (10%) and DVD deliveny flfillment expenses (8%).

Consolidated Results of Operations

The following table sets forth, for the periodsgaeted, the line items on our Consolidated StateswdrOperations as a percentage of
total revenues. The information contained in thetdelow should be read in conjunction with thasmwidated financial statements, notes to
the consolidated financial statements and theadptof this Management’s Discussion and AnalysiBiofincial Condition and Results of
Operations.
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Three Months Ended Six Months Ended
June 30, March 31, June 30, June 30, June 30,
2012 2012 2011 2012 2011

Revenues 10C % 10C % 10C % 10C % 10C %
Cost of revenues:

Subscription 65 % 65 % 54 % 65 % 53 %

Fulfilment expenses 7% 7% 8 % 7% 8 %

Total cost of revenues 72% 72% 62 % 72% 61 %

Operating expenses:

Marketing 13% 16 % 12% 14% 13%

Technology and development 9% 9% 7% 9% 7%

General and administrative 4% 3% 4% 4% 4%

Total operating expenses 26 % 28 % 23% 27 % 24 %

Operating income (loss) 2% — % 15% 1% 15%
Other income (expense):

Interest expense (D)% (D)% (D)% (1)% D)%

Interest and other income (expense) — % — % — % — % — %
Income (loss) before income taxes 1% (2)% 14% — % 14%
Provision (benefit) for income taxes — % — % 5% — % 5%
Net income (loss) 1% (2)% 9% — % 9%
Revenues

We derive our revenues from monthly subscriptiesfand recognize subscription revenues ratablyeaer subscriber's monthly
subscription period. We currently generate subitiynall of our revenues in the U.S.

In the Domestic streaming segment, we derive reg®ifmom services consisting solely of streaming@&atnoffered through a
subscription plan priced at $7.99 per month. InDieenestic DVD segment, we derive revenues fromDWbDs-by-mail subscription service
The price per plan for DVDs-by-mail varies from $@to $43.99 per month based on the number of D¥Bisa subscriber may have out at
any given point. Customers electing access to t&jimition Blu-ray discs in addition to standardidition 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 onlgms and separated DVDs-by-mail and streaming ngakinecessary for subscribers
who opt to receive both streaming and DVDs-by-nt@athave two separate subscription plans. As sulesriwere able to receive both
streaming and DVDs-by-mail under a single hybrigpprior to the fourth quarter of 2011, it is imgtfeable to allocate revenues to the
Domestic streaming and Domestic DVD segments poidhe fourth quarter of 2011.

In the International streaming segment, we devenues from services consisting solely of stregmontent offered through a
subscription plan priced at approximately the egl@rt of USD7.99 per month. In September 2010, @gahb international operations in
Canada. We expanded to Latin America and the Caaibln September 2011 and the U.K. and Irelandnmidry 2012.

Three months ended June 30, 2012 as compared to the three months ended June 30, 2011 (1)

Three Months Ended Change
June 30, June 30,
2012 2011 Q2'12 vs. Q2'11
(in thousands, except percentages)
Revenues $ 889,16: $ 788,61( 13%
Domestic 824,19( 769,71: 7%
International 64,97 18,89¢ 244%

(1) Presented using our segment reporting pritlmeédourth quarter of 2011. The Domestic segmensists of both our domestic
streaming service and DVDs-by-mail as prior toftheth quarter of 2011, our domestic streamingiserand DVDs-bymail
operations were combined.
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The $100.6 million increase in our consolidateceraies was due to the $54.5 million increase in domeevenues and a $46.1 million
increase in international revenues. Domestic regglincreased 7% as a result of the 12% growtheimtimestic average number of unique
paying subscribers driven by new streaming subseonig. This increase was offset in part by a 4%idedn domestic average monthly
revenue per unique paying subscriber, resultingfitee popularity of the streaming subscription ggrand a decline in the percentage of
unique paying subscribers electing both a streamimba DVD subscription. During the three monthdeghJune 30, 2012 , 85% of our new
gross domestic unique subscribers chose only arsing subscription compared to 72% in the threethsoeanded June 30, 2011. As of June
30, 2012, only 25% of our domestic unique subscsibad both a streaming and DVD subscription coeghé&r 72% as of June 30, 2011.

International revenues increased by $46.1 milliomarily due to our launch in Latin America and Baribbean in September 2011 :
our launch in the U.K. and Ireland in January 2012.

Sx months ended June 30, 2012 as compared to the six months ended June 30, 2011 (1)

Six Months Ended Change
June 30, June 30, YTD'12 vs.
2012 2011 YTD'11
(in thousands, except percentages)
Revenues $ 1,758,95 $ 1,507,16: 17%
Domestic 1,650,55! 1,475,98! 12%
International 108,39¢ 31,17¢ 24&%

(1) Presented using our segment reporting pritlmedourth quarter of 2011. Prior to the fourth qemof 2011, our domestic
streaming service and DVDs-by-mail operations veerabined.

The $251.8 million increase in our consolidateceralies was due to the $174.6 million increase inedtimrevenues and $77.2 million
increase in international revenues. Domestic reggimcreased 12% as a result of the 16% growtheimlomestic average number of unique
paying subscribers driven by new streaming subtsonig. This increase was offset in part by a 4%ideén domestic average monthly
revenue per unique paying subscriber, resultingfitee popularity of the streaming subscription sgrand a decline in the percentage of
unique paying subscribers electing both a streamiba DVD subscription.

International revenues increased by $77.2 milliomarily due to our launch in Latin America and tBaribbean in September 2011 :
our launch in the U.K. and Ireland in January 2012.

Three months ended June 30, 2012 as compared to the three months ended March 31, 2012

Three Months Ended Change
June 30, March 31,
2012 2012 Q2'12 vs. Q1'12
(in thousands, except percentages)

Revenues $ 889,16 $ 869,79: 2%
Domestic streaming 532,70! 506,66! 5%
International streaming 64,97 43,42¢ 50 %
Domestic DVD 291,48! 319,70: (9)%

The $19.4 million increase in our consolidated reses was due to the $26.0 million increase in Doimegeaming revenues and the
$21.5 million increase in International streamirgenues. Domestic streaming revenues increased 206esult of the growth in the average
number of paying streaming subscriptions. Inteomati streaming revenues increased 50% as a réghk growth in the average number of
paying international streaming subscriptions résglfrom both the conversion of free trial membierpaid subscriptions following our
launch in the U.K. and Ireland in the first quat€2012 and from continued subscription growttoasrall other international regions. These
increases in streaming revenues were offset by8&23$gillion decrease in Domestic DVD revenue dua tiecrease in the average number of
paying DVD subscriptions.

We expect streaming subscriptions both domesticaity internationally to continue to grow and DVIbseription declines to continue
to moderate. As a result, we expect consolidateeimges to increase at a modest pace sequentidlijuire quarters.
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Cost of Revenues

Cost of revenues consists of expenses relateetadtuisition and licensing of content, conteniveéey expenses and fulfillment
expenses. Costs related to free-trial periods lbveaded to marketing expenses.

Content acquisition and licensing expenses copsisiarily of amortization of streaming content lses, which may or may not be
recognized in the streaming content library, areation of DVD content library and revenue sharirgenses. We obtain content through
streaming content license agreements, DVD direatiases and DVD revenue sharing agreements widliostudistributors and other
suppliers. Content agreements are made in theagdaourse of business and our business is notamtialy dependent on any particular
agreement.

Content delivery expenses consist of the postages ¢0 mail DVDs to and from our paying subscrib#re packaging and label costs
for the mailers and all costs associated with @eling streaming content over the Internet. Weadilhoth our own and third-party content
delivery networks to help us efficiently stream o in high volume to our subscribers over thernmét.

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

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

Three Months Ended Change
June 30, June 30,
2012 2011 Q2'12vs. Q2'11
(in thousands, except percentages)
Total cost of revenues $ 643,42¢ $ 489,97¢ 31%
As a percentage of revenues 72% 62%

The $153.5 million increase in cost of revenues prasarily due to the following factors:

« Content acquisition and licensing expenses aszd by $203.2 million. This increase was primatilg to the 41% increase in the
Domestic segment. The launches in Latin AmericathadJ.K. and Ireland have also increased our car@epenses in the
International segment. The increases in both Ddmastl International content acquisition expensedare to the continued
investments in existing and new streaming conteailable for viewing to our subscribers.

« Content delivery expenses decreased $47.7 mifliamarily due to a 44% decrease in the numb&\dDs mailed for paid
subscriptions. The decrease in the number of DVB#edh was driven by the decrease in the averagéauof paid DVD
subscriptions. Costs associated with our use obaur and thirdparty streaming content delivery networks increa&Ex but wer
not a significant contributor to the total varianceontent delivery expense.

Sx months ended June 30, 2012 as compared to the six months ended June 30, 2011

Six Months Ended Change
June 30, June 30, YTD'12 vs.
2012 2011 YTD'11
(in thousands, except percentages)
Total cost of revenues $ 1,267,36. % 928,12¢ 37%
As a percentage of revenues 72% 61%

The $339.2 million increase in cost of revenues prasarily due to the following factors:

» Content acquisition and licensing expenses aszd by $437.7 million. This increase was primatilg to the 55% increase in the
Domestic segment. The launches in Latin AmericathadJ.K. and Ireland have also increased our cir@epenses in the
International segment. The increases in both Damast International content acquisition expenseevaeie to the continued
investments in existing and new streaming conteailable for viewing to our subscribers.

« Content delivery expenses decreased $95.3 mififonarily due to a 43% decrease in the numb&\iDs mailed for paid



subscriptions. The decrease in the number of DVB#eth was driven by the decrease in the averagke@#D subscriptions.
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Costs associated with our use of our own and théndy streaming content delivery networks increa®&&% but were not a
significant contributor to the total variance imoent delivery expense.

Three months ended June 30, 2012 as compared to the three months ended March 31, 2012

Three Months Ended Change
June 30, March 31,
2012 2012 Q2'12 vs. Q1'12
(in thousands, except percentages)
Total cost of revenues $ 643,42¢ $ 623,93: 3%
As a percentage of revenues 72% 72%

The $19.5 million increase in cost of revenues pramarily due to the following factors:

« Content acquisition and licensing expenses asad by $26.0 million. This increase was attribletéd the 18% increase in the
International segment due to an increase in strggueontent titles available in our Internationaldtions and to the 5% increase in
the Domestic segment due to the continued invegsmermrexisting and new streaming content avail&neiewing to our domesti
subscribers. These increases were offset by aakecie the Domestic DVD segment of 10%.

« Content delivery expenses decreased $6.4 mitlianarily due to an 11% decrease in the numb&\dDs mailed for paid
subscriptions. The decrease in the number of DVBieah was driven by a 9% decline in the numbenefrage paying DVD
subscriptions. Costs associated with our use obaur and third-party streaming content deliverywrgeks increased 7%.

Marketing

Marketing expenses consist primarily of advertisixgenses and also include payments made to dlimte#f and consumer electronics
partners and payroll related expenses. Advertiskpgenses include promotional activities such @&vigibn and online advertising as well as
allocated costs of revenues relating to free pé&alods. Payments to our affiliates and consurmesntednics partners may be in the form of a

fixed-fee or may be a revenue sharing payment.

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

Three Months Ended Change
June 30, June 30,
2012 2011 Q2'12vs. Q2'11
(in thousands, except percentages)
Marketing $ 118,22: $ 94,98: 24%
As a percentage of revenues 13% 12%

The $23.2 million increase in marketing expenses pramarily due to a $25.5 million increase in nmeilkg program spending primarily
in television and online advertising. Internation@drketing expenses increased by 210% as expemsedwgher in the second quarter of 2
to support the marketing of our service in Latin émoa and the Caribbean and U.K. and Ireland. Démpsarketing expenses decreased by

10%.

Sx months ended June 30, 2012 as compared to the six months ended June 30, 2011

Six Months Ended Change
June 30, June 30, YTD'12 vs.
2012 2011 YTD'11
(in thousands, except percentages)
Marketing $ 254,12: % 199,24. 28%
As a percentage of revenues 14% 13%

The $54.9 million increase in marketing expenses pramarily due to a $60.8 million increase in metiiig program spending primarily
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in television and online advertising. Internatiomadrketing expenses increased by 253% as expemsedwgher in the first half of 2012 to
support the launch of our service in the U.K. arethihd and continued marketing in Latin America #relCaribbean. Domestic marketing
expenses decreased by 10%.

Three months ended June 30, 2012 as compared to the three months ended March 31, 2012

Three Months Ended Change
June 30, March 31,
2012 2012 Q2'12 vs. Q1'12
(in thousands, except percentages)
Marketing $ 118,22: % 135,90( (13)%
As a percentage of revenues 13% 16%

The $17.7 million decrease in marketing expensesprianarily due to a $13.8 million decrease in netirlg program spending across
all channels. Marketing expenses in our Internatictreaming segment decreased by 16% as expeersesigher in the first quarter of 2012
to support the launch of our service in the U.Kd &eland. Marketing expenses for Domestic stregrsiggment decreased by 11% due to the
planned reduction in spending reflective of thesseally low subscriber acquisitions in the secoundrter.

Technology and Devel opment

Technology and development expenses consist obppayrd related costs incurred in making improvetaea our service offerings,
including testing, maintaining and modifying oueuterface, our recommendation and merchandisicignology, as well as,
telecommunications systems and infrastructure dimer anternal-use software systems. Technologydawelopment expenses also include
costs associated with computer hardware and saftwar

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

Three Months Ended Change
June 30, June 30,
2012 2011 Q2'12vs. Q2'11
(in thousands, except percentages)
Technology and development $ 81547 $ 57,86 41%
As a percentage of revenues 9% 7%

The $23.7 million increase in technology and depelent expenses was primarily the result of a $&0llkon increase in personnel-
related costs, including a $3.4 million increasstock-based compensation. This increase in peesoalated costs is due to a 46% growth in
average headcount supporting continued improveniermisr streaming service and our internationalagsion.

Sx months ended June 30, 2012 as compared to the six months ended June 30, 2011

Six Months Ended Change
June 30, June 30, YTD'12 vs.
2012 2011 YTD'11
(in thousands, except percentages)
Technology and development $ 164,34  $ 108,77 51%
As a percentage of revenues 9% 7%

The $55.6 million increase in technology and depelent expenses was primarily the result of a $d6llfon increase in personnel-
related costs, including an $8.7 million increasstock-based compensation. This increase in peetoalated costs is due to a 52% growth
in average headcount supporting continued improwésria our streaming service and our internati@xglansion.

Three months ended June 30, 2012 as compared to the three months ended March 31, 2012
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Three Months Ended Change
June 30, March 31,
2012 2012 Q2'12 vs. Q1'12
(in thousands, except percentages)
Technology and development $ 81,547 % 82,80! (2)%
As a percentage of revenues 9% 9%

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

General and Administrative

General and administrative expenses consist obflaymd related expenses for executive and admatigé personnel, as well as
recruiting, professional fees and other genergl@@te expenses. General and administrative expetse include the gain on disposal of
DVDs.

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

Three Months Ended Change
June 30, June 30,
2012 2011 Q2'12 vs. Q2'11
(in thousands, except percentages)
General and administrative $ 29,81C % 30,67( 3%
As a percentage of revenues 4% 4%

General and administrative expenses were relatilelyas compared to the prior period, primarieda a $5.9 million decrease in costs
associated with various legal claims against usebfiby an increase in personnelated costs of $4.7 million resulting from an 18%rease i
average headcount.

Sx months ended June 30, 2012 as compared to the six months ended June 30, 2011

Six Months Ended Change
June 30, June 30, YTD'12 vs.
2012 2011 YTD'11
(in thousands, except percentages)
General and administrative $ 58,90: $ 53,66¢ 10%
As a percentage of revenues 4% 4%

The $5.2 million increase in general and administesexpenses was primarily attributable to aneéase in personnel-related costs of
$14.4 million, including a $2.8 million increasestock-based compensation resulting from a 23%as® in average headcount. This
increase was partially offset by an $8.3 milliom@ase in costs associated with various legal slaigainst us and other miscellaneous
expenses primarily related to the use of outsidkmofessional services, taxes and insurance.

Three months ended June 30, 2012 as compared to the three months ended March 31, 2012

Three Months Ended Change
June 30, March 31,
2012 2012 Q2'12 vs. Q1'12
(in thousands, except percentages)
General and administrative $ 29,81( % 29,09: 2%
As a percentage of revenues 4% 3%

General and administrative expenses were relatiletlyas compared to the prior period.
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Our effective tax rates for the three months entlete 30, 2012, March 31, 2012 and June 30, 2014 4&1%, (34.7%) and 38.4%,
respectively. Our effective tax rate for the sixmtits ended June 30, 2012 and 2011 were 56.5% a6%3Bspectively. These rates differed
from the federal statutory rate due primarily tatsttaxes which were partially offset by the Cafifa R&D tax credit. The expiration of the
Federal R&D tax credit on December 31, 2011 reduftean increase in our effective tax rate forttiree and six months ended June 30,
2012.

Liquidity and Capital Resources

Our primary source of liquidity has been cash gateel from operations. Additionally, in November 20Wve issued $200.0 million of
Senior Convertible Notes and raised an additio28D30 million through a public offering of commaek. The Senior Convertible Notes
consist of $200.0 million aggregate principal amadure on December 1, 2018 and do not bear intdreBlovember 2009, we issued $200.0
million of our 8.50% senior notes due NovemberZ(Bl7 (the “8.50% Notes”). Interest on the 8.50%edsads payable semi-annually at a rate
of 8.50% per annum on May 15 and November 15 dfi gaar, commencing on May 15, 2010. (See Notetbe@onsolidated financial
statements.)

Our primary uses of cash include the acquisitioth laaensing of content, content delivery expensearketing and payroll related
expenses. We expect to continue to make significeestments to license streaming content both dtinaly and internationally and expect
to add more original programs in the fourth quaofe2012 and in 2013. These investments could itngacliquidity and in particular our
operating cash flows.

As a result of our increased investments in neerirational markets and in original content we mayehnegative operating cash flows
and/or use of cash for the year ended Decembe(3P, . Although we currently anticipate that ouaitable funds will be sufficient to meet
our cash needs for the foreseeable future, we raagduired or choose to obtain additional financidgr ability to obtain additional
financing will depend on, among other things, oevalopment efforts, business plans, operating pedace, current and projected
compliance with our debt covenants, and the carivf the capital markets at the time we seek fivan We may not be able to obtain such
financing on terms acceptable to us or at all.dfraise additional funds through the issuance oftggequity-linked or debt securities, those
securities may have rights, preferences or priesiegenior to the rights of our common stock, andstackholders may experience dilution.

On June 11, 2010, we announced that our Boardretciirs authorized a stock repurchase program ailtpus to repurchase $300.0
million of our common stock through the end of 20A2 of June 30, 2012 , $41.0 million of this authation remained. The timing and
actual number of shares repurchased is in theedisorof management and will depend on variousofacincluding price, corporate and
regulatory requirements, debt covenant requiremaiternative investment opportunities and otherkeaconditions. We do not expect to
make further stock repurchases for the foresedahlee.

Cash Flow
Three months ended June 30, 2012 as compared to the three months ended June 30, 2011

Three Months Ended Change
June 30, June 30,
2012 2011 Q2'12 vs. Q2'11
(in thousands, except percentages)
Net cash provided by operating activities 19,69: 86,39: (7%
Net cash used in investing activities (10,939 (34,949 (69)%
Net cash used in financing activities (117 (26,65%) (200%

Cash provided by operating activities decreased/d@@lion, primarily due to increased paymentsdontent acquisition and licensing
other than DVD library of $221.5 million or 76%,rhally offset by an increase in subscription rewes of $100.6 million or 13%. Operating
cash flows were further impacted by decreases i BKRipping and packaging expenses.

Cash used in investing activities decreased $24lidm primarily due to an $11.1 million decreasethe acquisitions of DVD content,
as well as a $5.7 million decrease in the purchasgf proceeds from sales and maturities, oftdleom investments. The decrease was also
due to a decrease in the purchase of property quigraent of $5.0 million due to a decrease in pasels of automation equipment for our
various shipping centers.

Cash used in financing activities was immaterialtfi@ second quarter of 2012. In the second quaft2Zd11, cash used in financing
activities was $26.7 million which consisted priihaof stock repurchases of $51.4 million offsettly by the excess tax benefit and
proceeds from issuance of stock options.
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Sx months ended June 30, 2012 as compared to the six months ended June 30, 2011

Six Months Ended Change
June 30, June 30, YTD'12 vs.
2012 2011 YTD'11
(in thousands, except percentages)
Net cash provided by operating activities 38,80: 202,71! (81)%
Net cash used in investing activities (146,75¢) (108,62) 35%
Net cash provided by (used in) financing activities 3,91¢ (113,38) 102 %

Cash provided by operating activities decrease@® $1@illion, primarily due to increased paymentsdontent acquisition and licensi
other than DVD library of $455.7 million or 86%,rally offset by an increase in subscription rewes of $251.8 million or 17%. Operating
cash flows were further impacted by decreases iDBRipping and packaging expenses offset partiallincreases in payroll expenses and
payments for advertising and affiliates transaction

Cash used in investing activities increased $38lliomprimarily due to a $76.5 million increasetime purchases, net of proceeds from
sales and maturities, of short-term investmentsséhincreases were partially offset by a $19.Ganilllecrease in the acquisitions of DVD
content library and a $16.5 million decrease inghechase of property and equipment due to a deeliegpurchases of automation equipn
for our various shipping centers.

Cash provided by financing activities increasedb$7.3 million primarily due to $160.1 million ofcek repurchases in the six months
ended June 30, 2011, partially offset a decreateeiexcess tax benefit and proceeds from issuafrsteck options.

Three months ended June 30, 2012 as compared to the three months ended March 31, 2012

Three Months Ended Change
June 30, March 31,
2012 2012 Q2'12 vs. Q1'12
(in thousands, except percentages)
Net cash provided by operating activities 19,69: 19,10¢ 3%
Net cash used in investing activities (20,939 (135,81) (92)%
Net cash provided by (used in) financing activities (117) 4,032 (109)%

Cash provided by operating activities was relayikdt, due to increased payments for content aitipm and licensing other than DVD
library of $43.7 million or 9%, partially offset gn increase in subscription revenues of $19.4anibr 2%. Operating cash flows were
further impacted by decreases in payments for didireg and affiliates transactions.

Cash used in investing activities decreased $12dli®n primarily due to a $116.4 million decreasehe purchases, net of proceeds
from sales and maturities of short-term investmenigesting activities were further impacted byegiase in the acquisitions of DVD
content library of $5.5 million and a $1.1 millickecrease in the purchase of property and equipment.

Cash used in financing activities increased by $illion primarily due to a decrease in excesshiarefit and proceeds from issuanc
stock options.

Free Cash Flow

We define free cash flow as cash provided by operaind investing activities excluding the non-@tiemal cash flows from purchases,
maturities and sales of short-term investmentsbdlieve free cash flow is an important liquidity tmebecause it measures, during a given
period, the amount of cash generated that is dlaita repay debt obligations, make investmenfsnehase our stock, and for certain other
activities. Free cash flow is considered a non-GAilsBncial measure and should not be considerésbiation of, or as a substitute for, net
income (loss), operating income (loss), cash flommf operating activities, or any other measurergfcial performance or liquidity
presented in accordance with GAAP.

In comparing free cash flow to net income (lod$g, inajor recurring differences are excess contaymgnts over expenses, stock-based
compensation expense, deferred revenue, taxesamehgnual interest payments on the 8.50% Notesré&deivables from customers settle
quickly and deferred revenue is a source of cash. flFor streaming content, we typically enter imtolti-year
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licenses with studios and other distributors thaymesult in an increase in content library andmesponding increase in liabilities on the

Consolidated Balance Sheets. The payment ternthdse license fees may extend over the term didéese agreements, which typically
range from six months to five years.

The following tables reconcile net cash providedpgrating activities, a GAAP financial measurefrée cash flow, a non-GAAP
financial measure.

Three Months Ended

June 30, June 30,
2012 2011

(in thousands)

Non-GAAP free cash flow reconciliation:

Net cash provided by operating activities $ 19,69: $ 86,39:
Acquisitions of DVD content library (8,0172) (19,065
Purchases of property and equipment (3,649 (8,626
Other assets 3,132 844

Non-GAAP free cash flow $ 11,16¢ $ 59,54¢

Free cash flow for the three months ended Jun2@I® as compared to the three months ended Jur2® B0 decreased $48.4 million
primarily due to a decrease of $59.1 million in imebme as adjusted for non-cash stock based casapien. Additionally, free cash flow
decreased as payments for content increased $2iiligh while content expenses increased $203.%anil This was partially offset by low

payments for property and equipment as compareeoeciation expense increasing free cash flowsh§ fillion as well as miscellaneous
increases to accounts payable and accrued expenses.

Six Months Ended

June 30, June 30,
2012 2011

(in thousands)

Non-GAAP free cash flow reconciliation:
Net cash provided by operating activities $

38,801 $ 202,71!
Acquisitions of DVD content library

(21,540 (41,189

Purchases of property and equipment (8,410 (24,946
Other assets 4,46¢ 2,26:
Non-GAAP free cash flow $ 13,317 § 138,84

Free cash flow for the six months ended June 302 28 compared to the six months ended June 3Q,&ifeased $125.5 million
primarily due to a decrease of $116.9 million i ineome as adjusted for non-cash stock based awsafien. Additionally, differences
between tax payments and tax provision contrib@22i3 million to the decrease in free cash flow anttcrease in the cash flow from
deferred revenue contributed $15.8 million to tkerdase. This was partially offset by paymentpfoperty and equipment as compared to

depreciation expense decreasing free cash flowlBy2$million and by content payments which increle®436.1 million while content
expenses increased $437.7 million.

Three Months Ended

June 30, March 31,
2012 2012

(in thousands)

Non-GAAP free cash flow reconciliation:

Net cash provided by operating activities $ 19,69: $ 19,10¢
Acquisitions of DVD content library (8,017) (13,529
Purchases of property and equipment (3,649 (4,766
Other assets 3,132 1,33¢

Non-GAAP free cash flow $ 11,16¢ $ 2,14¢
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Free cash flow for the three months ended Jun2@®I® as compared to the three months ended Mar2032 increased $9.0 million
primarily due to an increase of $9.9 million in metome as adjusted for non-cash stock based caapen. Additionally, differences
between tax payments and tax provision (benefitjrdauted $11.3 million to the increase in freetcfiew. This was partially offset by
content payments which increased $38.2 million ehdntent expenses increased $26.0 million.

Effect of Exchange Rates

Revenues, as well as certain expenses, primariteoblicensing and marketing, incurred in the Aimétional streaming segment, are
denominated in the local currency. During the thremths ended June 30, 2012 , the losses on foegigimange transactions were $1.5
million and the effect of exchange rate changesash and cash equivalents was $2.4 million. Dutieghree months ended June 30, 2011 ,
the gains or losses on foreign exchange transactiod the effect of exchange rate changes on cakbtash equivalents were insignificant.
During the six months ended June 30, 2012 , treeken foreign exchange transactions were $3.bmdind the effect of exchange rate
changes on cash and cash equivalents was $1.8milluring the six months ended June 30, 2011 g&fives or losses on foreign exchange
transactions and the effect of exchange rate clsamgeash and cash equivalents were insignificant.

Contractual Obligations

For the purposes of this table, contractual ohligetfor purchases of goods or services are defisereements that are enforceable
and legally binding and that specify all signifitéerms, including: fixed or minimum quantitieskie purchased; fixed, minimum or variable
price provisions; and the approximate timing of ttamsaction. The expected timing of payment ofabkgations discussed above is
estimated based on information available to ugf dsiee 30, 2012 . Timing of payments and actualuarteopaid may be different depending
on the time of receipt of goods or services or gearto agreed-upon amounts for some obligations fdllowing table summarizes our
contractual obligations at June 30, 2012 :

Payments due by Period

Less than More than
Contractual obligations (in thousands): Total 1 year 1-3 years 3-5years 5years
Streaming content obligations (1) $ 5,023,741 2,053,39 2,427,77. 482,28: 60,29¢
8.50% Notes (2) 293,50( 17,00( 34,00( 34,00( 208,50(
Senior Convertible Notes (2) 200,00t — — — 200,00t
Operating lease obligations 60,18¢ 17,447 24,14« 14,83t 3,76:
Lease financing obligations (3) 17,26¢ 3,78( 5,88¢ 5,88¢ 1,71¢€
Other purchase obligations (4) 257,79¢ 179,26¢ 77,77¢ 751 —
Total $ 5,852,500 $2,270,89: $ 2,569,658 $ 537,750 $ 474,27

Q) Streaming content obligations include agreemtmacquire and license streaming content. Akingé 30, 2012 such obligations were
comprised of $1.2 billion of current "Content libidés", $0.8 billion of "Non-current content lidiies" on the Consolidated Balance
Sheets and $3.0 billion of obligations that arenefiected on the Consolidated Balance Sheetsegsdib not yet meet the criteria for
asset recognition.

Starting this quarter, streaming content obligationthe table above include the streaming pomiocurrent “Content liabilities”
reflected on the Consolidated Balance Sheet. br priods, the current "Content liabilities" wgmesented in a footnote to the table.
Note that total streaming content obligations oB84illion and $4.82 billion, remain unchangediravhat was previously reported
as of March 31, 2012 and December 31, 2011, raspict

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 saglthe option of the content
provider, we include the commitments associatetl thié renewal period to the extent such commitmargdixed or a minimum
amount is specified. For these reasons, the ampuoesented in the table may not provide a relialdeator of our expected future
cash outflows.

We have entered into certain streaming contentdieeagreements that include an unspecified or amiax number of titles that we
may or may not receive in the future and/or thalude pricing contingent upon certain variableghsas theatrical exhibition receipts
for the title. As of the reporting date, it is umkm whether we will receive access to these tileshat the ultimate price per title w
be. Accordingly such amounts are not reflectedhénabove contractual obligations table. However,
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such amounts are expected to be significant andxpected timing of payments for these commitmeatsdd range from less than ¢
year to 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 financaksbents for further details.

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

(4) Other purchase obligations include all othem4gancelable contractual obligations. These cotgrare primarily related to streaming
content delivery, DVD content acquisition, and rmeitameous open purchase orders for which we hateeneived the related services
or goods.

As of June 30, 2012 , we had gross unrecognizetigagfits of $29.5 million and an additional $2.illion for gross interest and
penalties classified as “Other non-current lialeiit on the Consolidated Balance Sheets. At thig tiwe are not able to make a reasonably
reliable estimate of the timing of payments in indiial years due to uncertainties in the timingeof audit outcomes; therefore, such amounts
are not included in the above contractual obligatable.

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 &irastured finance or special purpose entitiesofdingly, our operating results, financial
condition and cash flows are not subject to offabak sheet risks.

Indemnification

The information set forth under Note 8 in the ndtethe consolidated financial statements undec#mion “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 assas et affect the reported amounts of assetsiabitities, disclosures of contingent
assets and liabilities at the date of the finarstialements, and the reported amounts of revemaksxgpenses during the reported periods.
SEC has defined a company'’s critical accountingcpes as the ones that are most important to tiegyal of a company’s financial
condition and results of operations, and which rega 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 estiroathistorical experience and on
various other assumptions that we believe to bgoreble under the circumstances. Actual resultsdiffer from these estimates.

Content Accounting

We obtain content through streaming content licemgeements, DVD direct purchases and DVD revehasgrgy agreements with
studios, distributors and other suppliers.

We obtain content distribution rights in order teeam TV shows and movies to subscribers’ TVs, ageng and mobile devices.
Streaming content is generally licensed for a fiksglfor the term of the license agreement whicly hreve multiple windows of availability.
The license agreement may or may not be recogiizeshtent library.

When the streaming license fee is known or readyprierminable for a specific title and the spieditle is first available for
streaming to subscribers, the title is recognizethe Consolidated Balance Sheets as “Current eblibeary” for the portion available for
streaming within one year and as “Non-current catriibrary” 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 opérg activities on the Consolidated
Statements of Cash Flows. The streaming contenatrlibs reported at the lower of unamortized costsiimated net realizable value. We am
ortize the content library on a straight-line basisr each title's contractual window of availapilwhich typically ranges from six months to
five years. The streaming content librayrieviewed for impairment when an event or changgrcumstances indicates a change in the
expected usefulness of the content. An impairmentlvbe recorded as necessary to adjust the simgazontent library to the lower of
unamortized cost or estimated net realizable vatiieh is determined on an aggregate geographiomdgivel.No material write down from
unamortized cost to a lower net realizable value meaorded in any of the periods presentéde amortization is classified in “Cost of
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revenues—Subscription” on the Consolidated StatésmefrOperations and in the line item “Amortizatioihstreaming content library” within
net cash provided by operating activities on thesétidated Statements of Cash Flows. Costs retatsdbtitles, dubbing, and closed
captioning are capitalizeich “Current content library” on the Consolidated @ale Sheets and amortized over the window of anikifi{a
Payment terms for these license fees may extendtiogeéerm of the license agreement, which typjcalhges from six months to five years.
For the titles recognized in content library, tleehse fees due but not paid are classified o€tiresolidated Balance Sheets as current
"Content liabilities” for the amounts due withinegear and as “Non-current content liabilities” floe amounts due beyond one year.
Changes in these liabilities are classified inlthe item “Change in streaming content liabilitiesithin net cash provided by operating
activities on the Consolidated Statement of CaskwEl We record the streaming content library asmeadstheir related liability on our
Consolidated Balance Sheets at the gross amotiné difibility. Payments for the titles not yet dahble for streaming are not yet recognized
in the content library but in prepaid content. Mirnim commitments for the titles not yet availabledtseaming are not yet recognized in the
content library and are included in Note 8 to thasplidated financial statements.

When the streaming license fee is not known oraiealsly determinable for a specific title, the tilees 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 titleh@ticense fee per title or the windows of avaligbper 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 thenoégg of each quarter of the license term. To thierd 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 thasdlidated Statements of Cash Flows.
Changes in prepaid content are classified withircash provided by operating activities in the litgen “Prepaid contentdn the Consolidate
Statements of Cash Flows. Commitments for licetts@sdo not meet the criteria for asset recognitiotihe content library are included in
Note 8 to the consolidated financial stateme

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 hir@ductive asset. Accordingly, we classify our Diffiyary in “Non-current content
library” on the Consolidated Balance Sheets. Thipisition 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 Saidated Statements of Cash Flows bec.
the DVD content library is considered a productigset. Other companies in the in-home entertainméat industry classify these cash
flows as operating activities. We amortize our clifgurchase DVDs, less estimated salvage valua,“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 ogiémg activities on the Consolidated
Statements of Cash Flows. We also obtain DVD cdrntenugh 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 anlakeinitial payment for certain titles, represeg a minimum contractual obligation
under the agreement. The low initial payment isxnohange for a commitment to share a percentagaerafubscription revenues or to pay a
fee, based on utilization, for a defined periodimfe. The initial payment may be in the form ofwgfront non-refundable payment which is
classified in content library or in the form of epayment of future revenue sharing obligationschvlis classified as prepaid content.

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 recognizedmenes ratably over the requisite service periodchvis the vesting period.

We calculate the fair value of new stock-based @msption awards under our stock option plans wsilagtice-binomial model. This
model requires the input of highly subjective asgtiams, including price volatility of the underlygrstock. Changes in the subjective input
assumptions can materially affect the estimataiofMalue 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 optioris purchase shares of our common stock. Our aecteiincorporate implied
volatility was based on our assessment that impl@atility of publicly traded options in our commatock is more reflective of
market conditions and, therefore, can reasonabgxpected to be a better indicator of expectedtiibfahan historical volatility
of our common stock. We include the historical tititg in our computation due to low trade volumieour tradable forward call
options in certain periods thereby precluding selence on implied volatility. An increase of 10fcour computation of
expected volatility would increase the total stbased compensation expense by approximately $@®i8mi

«  Suboptimal Exercise Factor: Our computation of the suboptimal exercise facddydased on historical option exercise behavior
and the terms and vesting periods of the optioastgd and is determined for both executives andaxecutives. An increase in
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suboptimal exercise factor of 10% would increasetttial stock-based compensation expense by appatedy $0.8 million.

Income Taxes

We record a provision for income taxes for thed@péited tax consequences of our reported resutiperations 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 neatipg loss and tax credit carryforwards. The
effect on deferred tax assets and liabilities ohange in tax rates is recognized in income irpéréod 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, judgmentsesiinates are reasonable, changes in tax lawsr éntegpretation of tax laws and
the resolution of any tax audits could significgnthpact the amounts provided for income taxesuinamnsolidated financial statements.

In evaluating our ability to recover our deferrad aissets, in full or in part, we consider all &akle positive and negative evidence,
including our past operating results, and our fastof future earnings, future taxable income andignt and feasible tax planning strategies.
The assumptions utilized in determining future tA&ancome require significant judgment and arestsignt 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 nlikedy than not that substantially all deferred &ssets recorded on our balance sheet will
ultimately be realized. In the event we were tedeuine 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
merits of the position. The tax benefits recognizethe financial statements from such positiorestaen measured based on the largest
benefit that has a greater than 50% likelihoodeifg realized upon settlement. At June 30, 201 estimated gross unrecognized tax
benefits were $29.5 million of which $23.3 milligif recognized, would favorably impact our fut@arnings. Due to uncertainties in any tax
audit outcome, our estimates of the ultimate gettlet of our unrecognized tax positions may chamgktiae actual tax benefits may differ
significantly from the estimates. See Note 7 todbmsolidated financial statements for further infation regarding income taxes.

Item 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 DecerBthieP011 . Our exposure to market
risk has not changed significantly since Decemide2811 .

Item 4. Controls and Procedure!
Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our Clrécutive Officer and Chief Financial Officer, &vated the effectiveness of our
disclosure controls and procedures (as definediiedRl3a-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 assurdinatinformation 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 ands@ma (ii) accumulated and communicated to our gpamant, including our Chief
Executive Officer and Chief Financial Officer, gmeopriate, 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 conssaantd the benefits of controls must be considegiadive 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 éwancial reporting that occurred during the quaeteded June 30, 2012 that have
materially affected, or are reasonably likely tatenally affect, our internal control over finantraporting.
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PART Il. OTHER INFORMATION
Item 1. Legal Proceeding

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

Iltem 1A. Risk Factors

There have been no material changes from theaisofs as previously disclosed under the headingk“Ractors” in the Company’s
Annual Report on Form 10-K for the year ended Dduem31, 2011 .

Item 6. Exhibits
(a) Exhibits:
Filed
ExhibitNumber Exhibit Description Incorporated by Reference Herewith
Form File No. Exhibit Filing Date
3.1 Amended and Restated Certificate of Incorporation 10-Q 00049802 3.1 August 2, 2004
3.2 Amended and Restated Bylaws 8-K 00049802 3.1 March 20, 2009
3.3 Certificate of Amendment to the Amended and Redtate
Certificate of Incorporation 10-Q 00049802 3.3 August 2, 2004
4.1 Form of Common Stock Certificate S-1/A 33383878 4.1 April 16, 2002
4.2 Indenture, dated November 6, 2009, among Netftig,,Ithe
guarantors from time to time party thereto and ¥EHrgo
Bank, National Association, relating to the 8.50&nisr
Notes due 2017. 8-K 00049802 4.1 November9, 2009
4.3 Indenture, dated November 28, 2011, among Netfix, and
Wells Fargo Bank, National Association, relatinghe Zero
Coupon Senior Convertible Notes due 2018. 8-K 00049802 4.1 November 28, 201
4.4 Registration Rights Agreement dated November 28128y
and among Netflix, Inc., TCV VII, L.P., TCV VII(A)..P. anc
TCV Member Fund, L.P. 8-K 00049802 10.1 November 28, 201
10.1t Form of Indemnification Agreement entered into by t
registrant with each of its executive officers aliectors S-1/A 33383878 10.1 March 20, 2002
10.2t 2002 Employee Stock Purchase Plan Def 14A 00049802 A April 8, 2010
10.3t Amended and Restated 1997 Stock Plan S-1/A 33383878 10.3 May 16, 2002
10.4t Amended and Restated 2002 Stock Plan Def 14A 00049802 A March 31, 2006
10.5 Amended and Restated Stockholders’ Rights Agreement S-1 33383878 105 March 6, 2002
10.67 2011 Stock Plan Def 14A 00049802 A April 20, 2011
10.8t Description of Director Equity Compensation Plan 8-K 00049802 99.1 June 16, 2010

10.9t Description of Director Equity Compensation Plan 8-K 00049802 10.1 December 28, 20(



10.10%t Amended and Restated Executive Severance and Retent
Incentive Plan 10-Q 00049802 10.10 May 7, 2009

31.1 Certification of Chief Executive Officer Pursuant$ection
302 of the Sarbanes-Oxley Act of 2002 X

31.2 Certification of Chief Financial Officer Pursuant$ection
302 of the Sarbanes-Oxley Act of 2002 X

32.1* Certifications of Chief Executive Officer and Chlghancial
Officer Pursuant to Section 906 of the SarbanespAkt of
2002 X

101 The following financial information from Netflixnic.’s
Quarterly Report on Form 10-Q for the quarter entlate 30,
2012 filed with the SEC on August 1, 2012, formeite
XBRL includes: (i) Consolidated Statements of Ofiers for
the Three and Six Months Ended June 30, 2012 ahd, ZiD)
Consolidated Statements of Comprehensive Incomaéor
Three and Six Months Ended June 30, 2012 and 2011
(iii) Consolidated Balance Sheets as of June 302 2(hd
December 31, 2011, (iv) Consolidated Statemen@ash
Flows for the Three and Six Months Ended June B022nd
2011 and (v) the Notes to the Consolidated Findncia
Statements. 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.

T Indicates a management contract or compensatom
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SIGNATURES

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

NETFLIX, INC.
Dated: August 1, 2012 By: /s/  REED H ASTINGS
Reed Hastings
Chief Executive Officer
(Principal executive officer)
Dated: August 1, 2012 By: /sl DAvID W ELLS

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
3.1 Amended and Restated Certificate of Incorporation 10-Q 000-49802 3.1 August 2, 2004
3.2 Amended and Restated Bylaws 8-K 000-49802 3.1 March 20, 2009
3.3  Certificate of Amendment to the Amended and
Restated Certificate of Incorporation 10-Q 000-49802 3.3 August 2, 2004
4.1 Form of Common Stock Certificate S-1/A 333-83878 4.1 April 16, 2002
4.2  Indenture, dated November 6, 2009, among Netflix,
Inc., the guarantors from time to time party theret
and Wells Fargo Bank, Nation Association, relating
to the 8.50% Senior Notes due 2017. 8-K 000-49802 4.1 November 9, 2009
4.3  Indenture, dated November 28, 2011, among Netflix,
Inc. and Wells Fargo Bank, National Association,
relating to the Zero Coupon Senior Convertible N
due 2018. 8-K 000-49802 4.1 November 28, 2011
4.4  Registration Rights Agreement dated November 28,
2011, by and among Netflix, Inc., TCV VII, L.P.,
TCV VII(A), L.P. and TCV Member Fund, L.P. 8-K 000-49802 10.1 November 28, 2011
10.1t Form of Indemnification Agreement entered into by
the registrant with each of its executive officarsl
directors S-1/A  333-83878 10.1 March 20, 2002
10.2t 2002 Employee Stock Purchase Plan Def 14A  000-49802 A April 8, 2010
10.3t Amended and Restated 1997 Stock Plan S-1/A  333-83878 10.3 May 16, 2002
10.41t Amended and Restated 2002 Stock Plan Def 14A  000-49802 A March 31, 2006
10.5 Amended and Restated Stockholders’ Rights
Agreement S-1 333-83878 10.5 March 6, 2002
10.6t 2011 Stock Plan Def 14A  000-49802 A April 20, 2011
10.8t Description of Director Equity Compensation Plan  8-K 000-49802 99.1 June 16, 2010
10.91t Description of Director Equity Compensation Plan  8-K 000-49802 10.1 December 28, 2009
10.101 Amended and Restated Executive Severance and
Retention Incentive Plan 10-Q 000-49802 10.10 May 7, 2009
31.1 Certification of Chief Executive Officer Pursuaaot 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

101 The following financial information from Netflix,
Inc.’s Quarterly Report on Form 10-Q for the quarte
ended June 30, 2012 filed with the SEC on August 1,
2012, formatted in XBRL includes: (i) Consolidated
Statements of Operations for the Three and Six
Months Ended June 30, 2012 and 2011, (ii)
Consolidated Statements of Comprehensive Income
for the Three and Six Months Ended June 30, 2012
and 2011 (iii) Consolidated Balance Sheets as o
30, 2012 and December 31, 2011, (iv) Consolidated
Statements of Cash Flows for the Three and Six
Months Ended June 30, 2012 and 2011 and (v) the
Notes to the Consolidated Financial Statements. X

* These certifications are not deemed filed by $iiC and are not to be incorporated by referene@yfiling we make under the Securities
Act of 1933 or the Securities Exchange Act of 19B84spective of any general incorporation languiagany filings.

t Indicates a management contract or compensaton,

37



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 Quarterly Report on FornQL6f Netflix, Inc.;

2. Based on my knowledge, this report does notagoriny untrue statement of a material fact or dondttate a material fact necessary
to make the statements made, in light of the cistarmces under which such statements were madmisleding 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, amdtife periods presented in this report;

4. The registrant's other certifying officer anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and we have

a) designed such disclosure controls and procedoresiused such disclosure controls and procedotes designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhsubsidiaries, is made known to us by
others within those entities, particularly durihg toeriod in which this report is being prepared;

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

c) evaluated the effectiveness of the registraliddosure controls and procedures and presentiisineport our conclusions
about the effectiveness of the disclosure contints procedures, as of the end of the period coveyehis report based on such
evaluation; and

d) disclosed in this report any change in the tegig's internal control over financial reportifigat occurred during the registrai
most recent fiscal quarter (the registrant's fofisital quarter in the case of an annual repod tias materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reportinggan

5. The registrant's other certifying officer antdblve disclosed, based on our most recent evaluatiimernal control over financial
reporting, to the registrant's auditors and thataummittee of registrant's board of directorsggersons performing the equivalent function):

a) all significant deficiencies and material weads®s in the design or operation of internal cortvelr financial reporting which
are reasonably likely to adversely affect the regig's ability to record, process, summarize apdrt financial information; and

b) any fraud, whether or not material, that invelmeanagement or other employees who have a signifiole in the registrant's
internal control over financial reporting.

Dated: August 1, 2012 By: /sl  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 Quarterly Report on FornQL6f Netflix, Inc.;

2. Based on my knowledge, this report does notagorny untrue statement of a material fact or dondttate a material fact necessary
to make the statements made, in light of the cistarmces under which such statements were madmisleding 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, amdtife periods presented in this report;

4. The registrant's other certifying officer anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag @defined in Exchange Act Rules 13a-
15(f) and 15d-15(f)) for the registrant and we have

a) designed such disclosure controls and procedoresiused such disclosure controls and procedotes designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhsibsidiaries, is made known to us by
others within those entities, particularly durihg toeriod in which this report is being prepared;

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

c) evaluated the effectiveness of the registralideosure controls and procedures and presentiisineport our conclusions
about the effectiveness of the disclosure conints procedures, as of the end of the period coveyehis report based on such
evaluation; and

d) disclosed in this report any change in the tegig's internal control over financial reportifigat occurred during the registrai
most recent fiscal quarter (the registrant's fofisital quarter in the case of an annual repod tias materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reportinggan

5. The registrant's other certifying officer antdblve disclosed, based on our most recent evaluatiimernal control over financial
reporting, to the registrant's auditors and thataummittee of registrant's board of directorsggersons performing the equivalent function):

a) all significant deficiencies and material weads®s in the design or operation of internal cortvelr financial reporting which
are reasonably likely to adversely affect the regig's ability to record, process, summarize apdrt financial information; and

b) any fraud, whether or not material, that invelmeanagement or other employees who have a signifiole in the registrant's
internal control over financial reporting.

Dated: August 1, 2012 By: /sl  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.QtiSa 1350, as adopted pursuant to Section 90BeoSarbane®xley Act of 2002, th:
the Quarterly Report on Form 10-Q of Netflix, Ifiar the quarter ended June 30, 2012 fully compliigk the requirements of Section 13(a)
or 15(d) of the Securities Exchange Act of 1934 tirad information contained in such report fairhggents, in all material respects, the
financial condition and results of operations otfhilg Inc.

Dated: August 1, 2012 By: /sl REED HASTINGS

Reed Hastings

Chief Executive Officer

I, David Wells, certify, pursuant to 18 U.S.C. Sewetl1350, as adopted pursuant to Section 906 ob#nbanes-Oxley Act of 2002, that
the Quarterly Report on Form 10-Q of Netflix, Ifiar the quarter ended June 30, 2012 fully compliigk the requirements of Section 13(a)
or 15(d) of the Securities Exchange Act of 1934 tirad information contained in such report fairhggents, in all material respects, the
financial condition and results of operations otfhilg Inc.

Dated: August 1, 2012 By: /s/ DAVID WELLS
David Wells

Chief Financial Officer



