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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,
2013 2012 2013 2012

Revenues $ 1,069,37. $ 889,16! $ 2,093,33 $ 1,758,95.

Cost of revenues 753,52! 643,42¢ 1,480,38: 1,267,36.

Marketing 121,76( 113,96 250,93! 243,89:.

Technology and development 93,12¢ 81,547 185,10: 164,34t

General and administrative 43,84 34,07( 87,97( 69,13
Operating income 57,11% 16,15¢ 88,93¢ 14,21¢
Other income (expense):

Interest expense (7,529 (5,006 (14,269 (9,980

Interest and other income (expense) (2,940 (499 (1,969 (609)
Loss on extinguishment of debt — — (25,129 —
Income before income taxes 46,64¢ 10,65¢ 47,57¢ 3,63(
Provision for income taxes 17,17¢ 4,491 15,41¢ 2,05(C
Net income $ 2947. $ 6,16¢ $ 32,16( $ 1,58(
Earnings per share:

Basic $ 051 $ 0.11 $ 0.5¢ $ 0.0z

Diluted $ 04¢ $ 0.11 $ 05z $ 0.0z
Weighted average common shares outstanding:

Basic 58,19: 55,52¢ 57,08¢ 55,49:

Diluted 60,59( 58,80¢ 60,36¢ 58,87¢

See accompanying notes to the consolidated finbsteiements.
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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,
2013 2012 2013 2012
Net income $ 2947. $ 6,16¢ $ 32,16( $ 1,58(
Other comprehensive income (loss):
Foreign currency translation adjustments 30 (767) (2,259 44
Change in unrealized gains (losses) on availabledte securities, net of tax
of $(1,239), $95, $(1,451), and $133, respectively (1,985 151 (2,324 211
Total other comprehensive income (loss) (2,955 (61€) (4,587) 25k
Comprehensive income $ 2751t $ 554¢ $ 27577 $ 1,83t

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,
2013 2012 2013 2012
Cash flows from operating activities:
Net income $ 2947. $ 6,16¢ $ 32,16( $ 1,58(
Adjustments to reconcile net income to net cashigen by operating activities:
Additions to streaming content library (593,45)) (374,25) (1,185,39) (1,139,14)
Change in streaming content liabilities 7,28¢ (39,94) 16,98« 357,60t
Amortization of streaming content library 510,25( 375,99 995,99 715,73
Amortization of DVD content library 17,70¢ 16,30« 35,94¢ 36,35(
Depreciation and amortization of property, equipt@rd intangibles 12,02¢ 11,04° 24,07: 22,37¢
Stock-based compensation expense 17,95¢ 18,45( 35,70 37,78:
Excess tax benefits from stock-based compensation (20,36%) (307) (31,989 (4,062)
Other non-cash items 1,18¢ (1,579 2,93¢ (3,099
Loss on extinguishment of debt — — 25,12¢ —
Deferred taxes (2,040 — (8,78¢) (10,849
Changes in operating assets and liabilities:
Prepaid content 25,19( 4,50: 27,86: 7,497
Other current assets 8,57 (8,077) 17C 3,66¢
Accounts payable (5,139 31¢€ 11,88 (1,440
Accrued expenses 10,49 6,85¢ 6,362 8,631
Deferred revenue 7,69: 2,18¢ 17,09¢ 3,99/
Other non-current assets and liabilities 7,111 1,74¢ 15,557 1,88:
Net cash provided by operating activities 33,94 19,40° 21,69: 38,51¢
Cash flows from investing activities:
Acquisitions of DVD content library (14,029 (8,017 (35,21¢) (21,540
Purchases of property and equipment (8,08¢) (3,359 (20,20¢) (8,12%)
Other assets 1,08 3,132 5,137 4,46¢
Purchases of short-term investments (146,05() (63,309 (381,679 (362,770
Proceeds from sale of short-term investments 33,97¢ 48,17 115,20 220,50t
Proceeds from maturities of short-term investments 5,41( 12,71t 9,83( 20,99(
Net cash used in investing activities (127,68 (20,659 (306,92) (146,477
Cash flows from financing activities:
Proceeds from issuance of common stock 28,84¢ 524 67,99: 1,74¢
Proceeds from issuance of debt o _ 500,00 _
Issuance costs — (377) (9,419 (759
Redemption of debt — — (219,36)) —
Excess tax benefits from stock-based compensation 20,36¢ 307 31,98 4,06z
Principal payments of lease financing obligations (25%) (577) (65¢) (1,13¢)
Net cash provided by (used in) financing activities 48,95¢ (117) 370,54: 3,91t
Effect of exchange rate changes on cash and casbatnts (2,590 (2,377) (4,920 (1,762)
Net (decrease) increase in cash and cash equivalent (47,379) 6,25¢ 80,381 (105,80:)
Cash and cash equivalents, beginning of period 418,05: 395,99: 290,29: 508,05:
Cash and cash equivalents, end of period $ 370,67¢ $ 402,25 $ 370,67¢ $ 402,25:

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

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

As of
June 30, December 31,
2013 2012
(unaudited)
Assets
Current assets:
Cash and cash equivalents $ 370,67¢ $ 290,29:
Short-term investments 709,43: 457,78
Current content library, net 1,363,60! 1,368,16.
Prepaid content 32,06¢ 59,92¢
Other current assets 94,53¢ 64,62:
Total current assets 2,570,32. 2,240,79:
Non-current content library, net 1,682,20. 1,506,00:
Property and equipment, net 127,93: 131,68:
Other non-current assets 100,29¢ 89,41(
Total assets $ 4,480,75. % 3,967,89I
Liabilities and Stockholders’ Equity
Current liabilities:
Current content liabilities $ 1,321,217 $ 1,366,84
Accounts payable 103,44: 86,46¢
Accrued expenses 59,03t 53,13¢
Deferred revenue 186,57: 169,47.
Total current liabilities 1,670,26. 1,675,92
Non-current content liabilities 1,124,24 1,076,62.
Long-term debt 500,00 200,00t
Long-term debt due to related party — 200,00(
Other non-current liabilities 80,61¢ 70,66¢
Total liabilities 3,375,12 3,223,21
Commitments and contingencies (Note 10)
Stockholders’ equity:
Common stock, $0.001 par value; 160,000,000 staaréerized at June 30, 2013 and Decemt
31, 2012; 58,922,493 and 55,587,167 issued antbodisg at June 30, 2013 and Decembel
2012, respectively 59 56
Additional paid-in capital 634,98! 301,61t
Accumulated other comprehensive (loss) income (1,669 2,91¢
Retained earnings 472,24 440,08:
Total stockholders’ equity 1,105,62. 744,67:
Total liabilities and stockholders’ equity $ 4,480,75. $ 3,967,89

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 financialesteents of Netflix, Inc. and its wholly owned subatries (the “Company”) have
been prepared in conformity with accounting pritespgenerally accepted in the United States (“U).&1 are consistent in all material
respects with those applied in the Company’s AniRegort on Form 10-K for the year ended DecembeR@12filed with the Securities ar
Exchange Commission (the “SEC”) on February 1, 20h@ preparation of consolidated financial stateimién conformity with U.S.
generally accepted accounting principles (“GAAREuires management to make estimates and judgthenisffect the amounts reported in
the consolidated financial statements and acconipgmptes. Significant items subject to such esmand assumptions include the
amortization policy for the streaming content litysethe recognition and measurement of income et and liabilities; and the valuation of
stock-based compensation. The Company basesiitsagss on historical experience and on variousr@bhsumptions that the Company
believes to be reasonable under the circumstaActisal results may differ from these estimates.

The interim financial information is unaudited, laflects all normal recurring adjustments that arehe opinion of management,
necessary to fairly present the information setfberein. The interim financial statements shduddead in conjunction with the audited
financial statements and related notes includédérCompany’s Annual Report on Form 10-K for tharyended December 31, 201dterim
results are not necessarily indicative of the tsdok a full year.

The Company is organized into three operating seggn®omestic streaming, International streamindj @omestic DVD. The
Company’s revenues are derived from monthly menhijefees.

There have been no material changes in the Compaignificant accounting policies as compared #osilgnificant accounting policies
described in the Company’s Annual Report on ForaKX0r the year ended December 31, 2012 .

2. Reclassifications

Certain prior period amounts have been reclassifiemnform to the current period presentatiorhin €onsolidated Statements of
Operations. Payroll and related expenses of $4l®mand $10.2 million for the three and six man#nded June 30, 2012, respectively,
associated with corporate marketing personnel,ipusly classified in "Marketing" on the Consolidatstatements of Operations, have been
reclassified as "General and administrative". Histdly these costs were substantially recordethénDomestic streaming segment and
impacted segment contribution profit. Managementtaie Company's chief operating decision makeridensuch employee costs to be
global corporate costs rather than direct marketoggs and as such are not indicative of any gsegment's performance. Accordingly, such
costs have been reclassified as "General and aginaitive" expenses which are not a component dfibortion profit. There was no impact
operating income in any period.

In addition, certain prior period amounts in then€adlidated Statements of Cash Flows have beeregetascorrectly present changes in
accounts payable related to purchases of fixedsad3er the three and six months ended June 3@, 20%0.3 million increase in accounts
payable has been reclassified from purchases ed i@ssets in "Net cash used in investing actiViteeshanges in accounts payable in "Net
cash provided by operating activities". There wasmpact to the Consolidated Statements of Operaitis Consolidated Balance Sheets.

3. Earnings Per Share

Basic earnings per share is computed using thehtexigaverage number of outstanding shares of constoai during the period.
Diluted earnings per share is computed using thighted-average number of outstanding shares of aamstock and, when dilutive,
potential common shares outstanding during thedeRotential common shares consist of sharesliksuaon the assumed conversion of
Company'’s Senior Convertible Notes (prior to thevarsion of such notes) and incremental sharealdswpon the assumed exercise of
stock options. The computation of earnings peresisas follows:
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Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2013 2012 2013 2012

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

Net income $ 2947. % 6,16¢ $ 32,16( $ 1,58(

Shares used in computation:

Weighted-average common shares outstanding 58,19 55,52¢ 57,08¢ 55,49
Basic earnings per share $ 051 $ 011 $ 0.5€ $ 0.0z

Diluted earnings per share:

Net income $ 2947. % 6,16¢ $ 32,16( $ 1,58(
Senior Convertible Notes interest expense, nedof t — 48 49 98
Numerator for diluted earnings per share $ 2947: % 6,212 $ 32,20¢ $ 1,67¢
Shares used in computation:
Weighted-average common shares outstanding 58,19: 55,52¢ 57,08¢ 55,49
Senior Convertible Notes shares 564 2,331 1,44 2,331
Employee stock options 1,83¢ 952 1,83¢ 1,05¢
Weighted-average number of shares 60,59( 58,80¢ 60,36¢ 58,87¢
Diluted earnings per share $ 0.4¢ $ 011 $ 05: $ 0.0:

Employee stock options with exercise prices grethi@n the average market price of the common steek 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,
2013 2012 2013 2012
(in thousands)
Employee stock options 31¢ 1,18¢ 384 90¢

4., Short-term Investments

The Company’s investment policy is consistent wlith definition of available-for-sale securities.ef@ompany does not buy and hold
securities principally for the purpose of sellilgin in the near future. The Company’s policy isued on the preservation of capital,
liquidity and return. From time to time, the Compamnay 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:



Cash
Level 1 securities:
Money market funds
Level 2 securities:
Corporate debt securities
Government and agency securities
Asset and mortgage-backed securities
Total (1)

As of June 30, 2013

Gross Gross
Amortized Unrealized Unrealized Estimated
Cost Gains Losses Fair Value

(in thousands)

$ 368,52 — 3 — $ 368,52
7,354 — — 7,35¢
332,17- 91¢ (1,719 331,37¢
181,63t 18C (15€) 181,66:
196,91: 27¢€ (797) 196,39.
$ 1,086,60! 1,37¢  $ (2,667) $1,085,31.
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As of December 31, 2012

Gross Gross
Amortized Unrealized Unrealized Estimated
Cost Gains Losses Fair Value

(in thousands)

Cash $ 284,66: $ — 3 — $ 284,66:
Level 1 securities:
Money market funds 10,50¢( — — 10,50(
Level 2 securities:
Corporate debt securities 150,32. 1,60¢ (32 151,89!
Government and agency securities 166,64: 28t — 166,92
Asset and mortgage-backed securities 138,34( 75C (12%) 138,96!
Total (2) $ 750,46t $ 2,64 $ (157) $ 752,94¢
1) Includes $370.7 million that is included irshaand cash equivalents, $709.4 million includeshiart-term investments and $5.2
million of restricted cash that is included in athen-current assets related to workers compemsegposits.
2 Includes $290.3 million that is included irshaand cash equivalents, $457.8 million includeshiart-term investments and $4.8

million of restricted cash that is included in athen-current assets related to workers compemsegposits.

Fair value is a market-based measurement thatésrdimed based on the assumptions that marketijpantits would use in pricing an
asset or liability. The hierarchy level assigne@ach security in the Company’s available-for-galefolio and cash equivalents is based on
its assessment of the transparency and reliabilitiie inputs used in the valuation of such insentrat the measurement date. The fair value
of available-for-sale securities and cash equitalartiuded in the Level 1 category is based ortefliprices that are readily and regularly
available in an active market. The fair value oditable-forsale securities included in the Level 2 categotyaised on observable inputs, s
as quoted prices for similar assets at the measuredate; quoted prices in markets that are notegair other inputs that are observable,
either directly or indirectly. These values wer¢aited from an independent pricing service and weetuated using pricing models that v
by asset class and may incorporate available tladend other market information and price quétes well-established independent
pricing vendors and broker-dealers. The Compangsgalures include controls to ensure that apprpféar values are recorded, such as
comparing prices obtained from multiple independentrces. See Note 6 to the consolidated finastas&ments for further information
regarding the fair value of the Company’s debtrinsients.

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, 2013 . There were no investmerals imrealized loss position for longer
than 12 months as of June 30, 2013 or Decemb&(3P, respectively. There were no material otharnttemporary impairments or credit
losses related to available-for-sale securitighénthree and six months ended June 30, 2013 &f1.28 addition, there were no material
gross realized gains or losses in the three anoheiths ended June 30, 2013 and 2012 .

The estimated fair value of short-term investmémtsontractual maturity as of June 30, 2013 isodews:

(in thousands)

Due within one year $ 138,34
Due after one year and through 5 years 524,21(
Due after 5 years and through 10 years 1,75¢
Due after 10 years 45,12¢

Total short-term investments $ 709,43:

5. Balance Sheet Components
Content Library

Content library consisted of the following:
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As of
June 30, December 31,
2013 2012
(in thousands)
Total content library, gross $ 5,519,590 $ 5,001,52.
Accumulated amortization (2,473,78) (2,127,359
Total content library, net 3,045,81 2,874,17!
Current content library, net 1,363,60' 1,368,16:
Non-current content library, net $ 1,68220. $ 1,506,00i
Property and Equipment, Net
Property and equipment and accumulated depreciatinsisted of the following:
As of
June 30, December 31,
2013 2012
(in thousands)

Computer equipment 3 year$ 92,92. $ 84,19:
Operations and other equipment 5 year: 99,15 100,20°
Software 3 year: 39,08¢ 39,07:
Furniture and fixtures 3 year: 19,07: 18,20¢
Building 30 year: 40,68: 40,68:
Leasehold improvements Over life of leas 46,83¢ 45,39:
Capital work-in-progress 9,941 8,28
Property and equipment, gross 347,70: 336,03
Less: Accumulated depreciation (219,777 (204,35¢)
Property and equipment, net $ 12793 $ 131,68

6. Long-term Debt
Senior Convertible Notes

In November 2011, the Company issued $200.0 mibiggregate principal amount of zero coupon Senamv€rtible Notes due on
December 1, 2018 (the “Convertible Notes”) in asgté placement offering to TCV VII, L.P., TCV VIIJAL.P. and TCV Member Fund, L.P.
A general partner of these funds also serves oftimepany’s Board of Directors, and as such, thgaisse of the notes was considered a
related party transaction. At any time following W28, 2012, the Company may have elected to cdgseanversion of the Convertible
Notes into shares of the Comp’s common stock when specified conditions are Batisincluding that the daily volume weighted aage
price of the Company’s common stock was equal reater than $111.54 for at least 50 trading daysg a 65 trading day period prior to
the conversion date.

In April 2013, after all specified conditions wesatisfied, the Company elected to cause the coiowess all outstanding Convertible
Notes with an aggregate principal amoun$200.0 million in accordance with the terms of théenture governing such notes. Pursuant to
this conversion, the Company issued 2.3 milliorreth@f common stock to the holders of the Convierfbtes at a conversion ratio of
11.6553 . The fair market value of one share ofroom stock on the date of conversion was $216.9%pare.

Senior Notes

In February 2013, the Company issued $500.0 miliggregate principal amount of 5.375% Senior Ndtes2021 (the " 5.375%
Notes"). The5.375% Notes were issued at par and are seniocureskobligations of the Company. Interest is p&yabmi-annually at a rate
of 5.375% per annum on February 1 and August hofi gear, commencing on August 1, 2013. The 5.3M6%s are repayable in whole or
in part upon the occurrence of a change of corditdhe option of the holders, at a purchase pniaash equal to 101% of the principal plus
accrued interest. The Company may redeem the 5.3&@#%s prior to maturity in whole or in part at@mount equal to the principal amount
thereof plus accrued and unpaid interest plus eemdiole payment equivalent to the present value @fémaining interest payments throi
maturity.



10




Table of Contents

The 5.375% Notes include, among other terms anditons, limitations on the Company's ability t@ate, incur or allow certain liens;
enter into sale and lease-back transactions; ¢rasgeme, incur or guarantee additional indebtedoiethe Company's subsidiaries; and
consolidate or merge with, or convey, transfereaisk all or substantially all of the Company'sigdubsidiaries assets, to another person.

In the first quarter of 2013, the Company used $24illion of the net proceeds of the 5.375% Ndatesedeem the outstanding $200.0
million aggregate principal amount of 8.50% Semiotes due 2017 (the “ 8.50% Notes”) and pursuattieanake-whole provision in the
Indenture governing the 8.50% Notes, paid a $19lbmpremium and $5.1 milliomf accrued and unpaid interest. The Company reezed
a loss on extinguishment of debt of $25.1 milliefated to redemption of the 8.50% Notes which idetlithe write off of unamortized debt
issuance costs of $4.2 million .

Based on quoted market prices in less active mafketevel 2 input for this financial instrumerttje fair value of the 5.375% Notes as
of June 30, 2013 was approximately $497.5 million .

7. Stockholders’ Equity

In April 2013, the Company issued 2.3 million stsaoé common stock in connection with the conversibthe Convertible Notes. See
Note 6 to the consolidated financial statementdudher details

Preferred Stock

In 2012, the Company designated 1,000,000 shariés pfeferred stock with par value of $0.001 geare as Series A Participating
Preferred Stock. The remaining 9,000,000 shargseférred stock with par value of $0.0@&Inain undesignated. None of the preferred sl
were issued and outstanding at June 30, 2013 cerbleer 31, 2012.

Stock Option Plan

In June 2011, the Company adopted the 2011 Sterk Phe 2011 Stock Plan provides for the granhoémtive stock options to
employees and for the grant of non-statutory stjtions, stock appreciation rights, restricted lstaxad restricted stock units to employees,
directors and consultants. As of June 30, 2018 p8llion shares were reserved for future granteurthe 2011 Stock Plan.

A summary of the activities related to the Comparstbck option plans 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, 2012 4,049,03 4,572,95. $ 71.3¢
Granted (406,297 406,29: 162.5:
Exercised (1,004,261 67.7(
Balances as of June 30, 2013 3,642,74! 3,974,97! 81.57 6.49 $ 524,70%
Vested and exercisable at June 30, 2013 3,974,97 81.57 6.49 $ 52470t

The aggregate intrinsic value in the table abopeesents the total pre-tax intrinsic value (théedénce between the Company’s closing
stock price on the last trading day of the secamattgr of 2013 and the exercise price, multipligdie number of in-the-money options) that
would have been received by the option holdersafiagption holders exercised their options on J8de2013. This amount changes basec
the fair market value of the Company’s common stddie total intrinsic value of options exercisedtfoe three months ended June 30, 2013
and 2012 was $68.3 million and $1.0 million , regjwely. The total intrinsic value of options exised for the six months ended June 30,
2013 and 2012 was $118.3 million and $12.8 millioespectively.

Cash received from option exercises for the threaths ended June 30, 2013 and 2012 was $28.8 méltid $0.5 million ,
respectively. Cash received from option exerciseshie six months ended June 30, 2013 and 2013%6&9 million and $1.7 million ,
respectively.

Stock-Based Compensation

Vested stock options granted before June 30, 2804e exercised up to three months following teatidm of employment. Vested



stock options granted after June 30, 2004 and defanuary 1, 2007 can be exercised up to one gkawing termination of
employment. Vested stock options granted on or d&ruary 1, 2007 will remain exercisable for thiéten year contractual term regardless
of employment status.

The following table summarizes the assumptions tse@dlue stock option grants using the latticeshimal model:
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Three Months Ended Six Months Ended
June 30, June 30, June 30, June 30,
2013 2012 2013 2012
Dividend yield —% —% —% —%
Expected volatility 53% 61% 53% -54% 61% -65%
Risk-free interest rate 1.8¢% 2.01% 1f§£3/?% 1298(1@
Suboptimal exercise factor 2.38.61 2.26 -3.6¢ 2.33-3.61 2.26 -3.6¢

The Company bifurcates its option grants into tmpkyee groupings (executive and non-executivegthas exercise behavior and
considers several factors in determining the esérobexpected 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 stgatloos granted during the three months ended Jon2@.3 and 2012 was $110.67
and $45.38 per share, respectively. The weightedaae fair value of employee stock options gradtaihg the six months ended June 30,
2013 and 2012 was $87.87 and $50.11 per shareatdsgy.

Stock-based compensation expense related to spiidnglans was $18.0 million and $18.5 million fbe three months ended June 30,
2013 and 2012, respectively. Stock-based compensatpense related to stock option plans was $3lion and $37.8 million for the six
months ended June 30, 2013 and 2012 , respectiMedytotal income tax benefit recognized in theine statement related to stock option
plans was $6.9 million and $7.1 million for thearmonths ended June 30, 2013 and 2012 , respeciite total income tax benefit
recognized in the income statement related to stption plans was $13.7 million and $14.6 millian the six months ended June 30, 2013
and 2012 , respectively.

8. Accumulated Other Comprehensive Income

The following tables summarize the changes in acdat®d balances of other comprehensive income)(loss of tax for the three and
six months ended June 30, 2013:

Change in
unrealized gains or
Foreign currency available for sale
items securities Total

(in thousands)

Balance as of March 31, 2013 $ (908 $ 1,19¢ $ 291
Other comprehensive income before reclassifications 30 (2,06¢) (2,039
Amounts reclassified from accumulated other comgmnsive income — 83 83

Net increase (decrease) in other comprehensivenaco 30 (1,985 (1,955

Balance as of June 30, 2013 $ (876 $ (786) $ (1,669

Change in

unrealized gains or
Foreign currency available for sale
items securities Total

(in thousands)

Balance as of December 31, 2012 $ 1,381 $ 153 $ 2,91¢
Other comprehensive income before reclassifications (2,259 (2,369 (4,627
Amounts reclassified from accumulated other compmnsive income — 39 39

Net decrease in other comprehensive income (2,259 (2,329 (4,587)

Balance as of June 30, 2013 $ (876 $ (786) $ (1,669

All amounts reclassified from accumulated other poghensive income were related to gains (losseayaitable-for-sale securities.
These reclassifications impacted "Interest andratfttome (expense)” on the Consolidated Statentdr@perations.
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The effective tax rates for the three months enlded 30, 2013 and 2012 were 37% and 42% , respbctithe effective tax rates for
the six months ended June 30, 2013 and 2012 wéteaB? 56% , respectively. These rates differed fitoerfederal statutory rate primarily
due to the Federal and California R&D tax creddstiglly offset by state taxes and nondeductiblgeses. The decrease in the Company's
effective tax rate for the three and six monthseeindline 30, 2013 as compared to the three andosithsiended June 30, 2012 was primarily
due to the retroactive reinstatement of the 201deFR# R&D credit in January 2013.

On January 2, 2013, the American Taxpayer Reli¢foh@012 (H.R. 8) was signed into law which retiibgely extended the Federal
R&D credit from January 1, 2012 through December281L3. As a result, the Company recognized theaetive benefit of the 2012 Federal
R&D credit of approximately $3.1 million as a diste item in the first quarter of 2013, the periodvhich the legislation was enacted.

As of December 31, 2012 , the Company had $43.IBomibf gross unrecognized tax benefits. Duringghemonths ended June 30,
2013, the Company had an increase in gross ummezamtax benefits of approximately $11.6 milliohhe gross unrecognized tax benefit
recognized by the Company, will result in a redut®f approximately $46.1 million to the provisifar income taxes thereby favorably
impacting the Company’s effective tax rate. The @any’s unrecognized tax benefits are classifietDdiser non-current liabilities” on the
Consolidated Balance Sheets. The Company includesest and penalties related to unrecognizedeagfiis within the "Provision for
income taxes" on the Consolidated Statements ofa@ipas. As of June 30, 2013 , the total amourgrogs interest and penalties accrued was
$3.5 million , and is classified as “Other non-eumtrliabilities” on the Consolidated Balance Sheets

Deferred tax assets include $11.6 million and $MilGon classified as “Other current assets” asé.$ million and $56.9 million
classified as “Other non-current assets” on thesGhthated Balance Sheets as of June 30, 2013 acehiber 31, 2012 , respectively. In
evaluating its ability to realize the net defertad assets, the Company considered all availaldgiy® and negative evidence, including its
past operating results and the forecast of futuaeket growth, forecasted earnings, future taxaiderme, and prudent and feasible tax
planning strategies. As of June 30, 2013 and Deeeib, 2012 , it was considered more likely thanthat substantially all deferred tax
assets would be realized, and no significant vedoatllowance was recorded.

Income tax benefits attributable to the exercisernployee stock options of $20.2 million and $0iBiom , during the three months
ended June 30, 2013 and 2012 , respectively, veergded directly to "Additional paid-in capital” ¢me Consolidated Balance Sheets.
Income tax benefits attributable to the exercisernployee stock options of $31.5 million and $4illiom , during the six months ended June
30, 2013 and 2012 , respectively, were recordeztthyr to "Additional paid-in capital" on the Congfdted Balance Sheets.

The Company files U.S. federal, state and foredgréturns. The Company is currently under exarigndiy the IRS for the years 2008
through 2011. The Company is also currently umdk@mination by the state of California for the w2006 and 2007. The years 1997
through 2005, as well as 2008 through 2011, remaliject to examination by the state of California.

Given the potential outcome of the current exanmmat as well as the impact of the current exarionatn the potential expiration of
the statute of limitations, it is reasonably poksthat the balance of unrecognized tax benefiddcsignificantly change within the next
twelve months. However, at this time, an estimétih® range of reasonably possible adjustmentsedyalance of unrecognized tax benefits
cannot be made.

10. Commitments and Contingencies

Streaming Content

The Company had $6.4 billion and $5.6 billion ofigations at June 30, 2013 and December 31, 2@dspectively, including
agreements to license streaming content that represirrent or long-term liabilities or that aret neflected on the Consolidated Balance
Sheets because they do not meet the content libesgt recognition criteria. The license agreemtbatsare not reflected on the Consolidated
Balance Sheets do not meet the content librant assegnition criteria because either the fee iskmown or reasonably determinable for a
specific title or it is known but the title is npét available for streaming to members.

For those agreements with variable terms, the Casngaes not estimate the total obligation beyondramimum quantities and/or
pricing as of the reporting date. For those agredshat include renewal provisions that are salhe option of the content provider, the
Company includes the commitments associated witlighewal period to the extent such commitments$ieed 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 fitteghat the ultimate price per title will be.
Accordingly, such amounts are not reflected indbemitments described below. However such amoustsxpected to be significant and
the expected timing of payments could range frass than one year to more than five years.

The expected timing of payments for these agreesrterdcquire and license streaming content thaesept current or long-term
liabilities as well as obligations not reflectedtbe Consolidated Balance Sheets is as follows:
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As of
June 30, December 31,
2013 2012
(in thousands)
Less than one year $ 253306 $ 2,29956:
Due after one year and through 3 years 2,864,33. 2,715,29.
Due after 3 years and through 5 years 830,53 540,34¢
Due after 5 years 140,17 78,48:

Total streaming content obligations $ 6,368,100 $ 5,633,68!

The Company has licenses with certain performights organizations (“PROs"), and is currently insaal in negotiations with other
PROs, that hold certain rights to music "publicgrformed"” in connection with streaming content inamious territories. The Company
accrues for estimated royalties that are expectée due to PROs and adjusts these accruals based/@hanges in estimates. These
amounts are included in Current content liabilibesthe Company's Consolidated Balance Sheetse iEbmpany is unable to reach mutually
acceptable terms with the PROs, it could becomelwad in litigation and /or could be enjoined fratelivering certain musical compositiol
which could adversely impact the Company. Additibngending and ongoing litigation between certBROs and other third parties in
various territories could impact the Company's tiegjons with PROs. The results of these negotiatiare uncertain and may be materially
different from management’s estimates.

Legal Proceedings

From time to time, in the normal course of its @tiens, the Company is a party to litigation matt@nd claims, including claims
relating to employee relations, business practcespatent infringement. Litigation can be expemsind disruptive to normal business
operations. Moreover, the results of complex lggateedings are difficult to predict and the Conyswriew of these matters may change in
the future as the litigation and events relatedetoeunfold. The Company expenses legal fees asriwt. The Company records a provision
for contingent losses when it is both probable ghability has been incurred and the amount efldss can be reasonably estimated. An
unfavorable outcome to any legal matter, if matedauld have an adverse effect on the Companysatipns 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 Compaamd certain of its officers and directors. Twoitiddal purported shareholder class aci
lawsuits were filed in the same court on January?2P12 and February 29, 2012 alleging substantsthylar claims. These lawsuits were
consolidated intdn re Netflix, Inc., Securities Litigation , Case No. 3:12-cv-00225-SC, and the Court seldesstiplaintiffs. Lead plaintiffs
filed a consolidated complaint which alleged vimas of the federal securities laws on June 26220he Court dismissed the consolidated
complaint with leave to amend on February 13, 2Q&3d plaintiffs filed a first amended consolidateanplaint on March 22, 2013. The fi
amended consolidated complaint alleges violatidribefederal securities laws and seeks unspedifietbensatory damages and other relief
on behalf of a class of purchasers of the Compamytamon stock between October 20, 2010 and Oc®he2011. The first amended
consolidated complaint alleges, among other thitig,the Company issued materially false and misfey statements primarily regarding
the Company's streaming business which led tdaatify inflated stock prices. The Company filednation to dismiss the first amended
consolidated complaint on April 24, 2013; that roatis fully briefed and pending. Management hasmieihed a potential loss is reasonably
possible however, based on its current knowledgmamement does not believe that the amount of gogsible loss or a range of potential
loss is reasonably estimable.

On November 23, 2011, the first of giarported shareholder derivative suits was filethim Superior Court of California, Santa C
County, against the Company and certain of itsceff and directors. Five additional purported dinalcker derivative suits were subseque
filed: two in the Superior Court of California, SarClara County on February 9, 2012 and May 2, 248 three in the United States Dis
Court for the Northern District of California onIfr@ary 13, 2012, February 24, 2012 and April 2,200he purported shareholder deriva
suits filed in the Northern District of Californizave been voluntarily dismissed. On July 5, 20k&, gurported shareholder derivative ¢
filed in Santa Clara County were consolidated imoe Netflix, Inc. Shareholder Derivative Litigation , Case No. 1-12-c2418399, and le¢
counsel was appointed. A consolidated complaint filed December 4, 2012, with plaintiffs seekingrqmensatory damages and other re
The consolidated complaint alleges, among othagt)ithat certain of the Company's current and éorofficers and directors breached t
fiduciary duties, issued false and misleading stetgs primarily regarding the Company's streamiogiress, violated accounting rt
concerning segment reporting, violated provisiofishe California Corporations Code, and wasted omfe assets. The consolide
complaint further alleges that the defendants ahuke Company to buy back stock at artificiallylanéd prices to the detriment of
Company and its shareholders while contemporangaeling personally held Company stock. The Comgpéiled a demurrer to tt
consolidated complaint and a motion to stay thgditon on February 4, 2013 and on June 21, 20#3Cburt granted the motion to stay
litigation. Management has determined a potentiss lis reasonably possible however, based onritertiknowledge, management does
believe that the amount of such possible lossrange of potential loss is reasonably estimable.



14




Table of Contents

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 viethe@matters not listed may change in the futgréha litigation and events related thereto
unfold.

Indemnification

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

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

It is not possible to make a reasonable estimateeoimaximum potential amount of future paymeneurthese or similar agreements
due to the conditional nature of the Company’sgdilons and the unique facts and circumstancedvestan each particular agreement. No
amount has been accrued in the accompanying cdasatdi financial statements with respect to thedenimification obligations.

11. Segment Information

The Company has three operating segments: Dongttizming, International streaming and Domestic D8Bgment information is
presented along the same lines that the Compahig$ @perating decision maker reviews the operatasylts in assessing performance and
allocating resources. The Company’s chief operafiejsion maker reviews revenues and contributrofitloss) for each of the reportable
segments. Contribution profit (loss) is definede@senues less cost of revenues and direct markexipgnses.

The Domestic and International streaming segmesigaelrevenues from monthly membership servicesisting solely of streaming
content. The Domestic DVD segment derives revefroes monthly membership services consisting sotélpVD-by-mail. Revenues and
the related credit card fees are attributed tmfferating segment based on the nature of the wyintgrhembership (DVD or streaming) and
the geographic region from which the membershigioaites. There are no internal revenue transactietvseen the Company’s reporting
segments.

Cost of revenues are primarily attributed to theraing segment based on the amounts directlyiedury the segment to obtain
content and deliver it to the specific region. Metikg expenses are primarily comprised of advedisixpenses which are generally included
in the segment in which the expenditures are dyréaturred.

As of June 30, 2013, the Company had $3.9 miiliolong-lived tangible assets located internatipnahd $124.0 million in long-lived
tangible assets located in the United States. A3egbmber 31, 2012 , the Company had $4.0 millidiorig-lived tangible assets located
internationally and $127.7 million in long-livednigible assets located in the United States.

The following tables represent segment informatarthe quarter ended June 30, 2013 :

As of/ Three months ended June 30, 2013

Domestic International Domestic

Streaming Streaming DVD Consolidated
(in thousands)

Total members at end of period (1) 29,80:" 7,741 7,50¢ —
Revenues $ 671,08 $ 16590. $ 232,38 $1,069,37
Cost of revenues 449,47. 182,88! 121,167 753,52!
Marketing 70,30z 48,85( 2,60¢ 121,76l
Contribution profit (loss) $ 151,31- $ (65,83) $ 108,60t $ 194,08
Other operating expenses 136,97(
Operating income 57,11,
Other income (expense) (10,46%)
Provision for income taxes 17,17¢

Net income $ 29,47
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Three months ended June 30, 2013

Domestic International Domestic
Streaming Streaming DVD Consolidated

(in thousands)

Amortization of content library $ 344,44: $ 165,80¢ $ 17,70¢ $ 527,95¢

As of/ Six months ended June 30, 2013

Domestic International Domestic

Streaming Streaming DVD Consolidated
(in thousands)

Total members at end of period (1) 29,80" 7,741 7,50¢ —
Revenues $1,309,73: $ 307,92 $ 475,67 $2,093,33
Cost of revenues 885,97! 347,90¢ 246,50( 1,480,38:
Marketing 141,09! 102,76! 7,07¢ 250,93!
Contribution profit (loss) $ 282,66 $ (142,75) $ 222,09¢ $ 362,01(
Other operating expenses 273,07:
Operating income 88,93¢
Other income (expense) (41,360)
Provision for income taxes 15,41¢
Net income $ 32,16(

Six months ended June 30, 2013

Domestic International Domestic
Streaming Streaming DVD Consolidated

(in thousands)
Amortization of content library $ 680,18¢ $ 31580: $ 35,94¢ $1,031,93

As of June 30, 2013

Domestic International Domestic
Streaming Streaming DVD Consolidated

(in thousands)

Total content library, net $2,413,81' $ 606,84. $ 25,151 $3,045,81

The following tables represent the Company’s sedrnméormation for the quarter ended June 30, 2012 :



Total members at end of period (1)
Revenues
Cost of revenues
Marketing
Contribution profit (loss)
Other operating expenses
Operating income
Other income (expense)
Provision for income taxes
Net income
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As of/ Three months ended June 30, 2012

Domestic International Domestic

Streaming Streaming DVD Consolidated
(in thousands)

23,93¢ 3,62¢ 9,24( —
$ 532,70 $ 64,97 $ 291,48" $ 889,16:
378,57- 108,54 156,31. 643,42¢
66,73: 45,85¢ 1,374 113,96:-
$ 87,39¢ $ (89,42) $ 133,79¢ $ 131,77:
115,61
16,15«
(5,499
4,491
$ 6,16¢
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Amortization of content library

Total members at end of period (1)
Revenues
Cost of revenues
Marketing
Contribution profit (loss)
Other operating expenses
Operating income
Other income (expense)
Provision for income taxes
Net income

Amortization of content library

Three months ended June 30, 2012

Domestic International Domestic
Streaming Streaming DVD Consolidated

(in thousands)
$ 275,49 $ 100,50 $ 16,30¢ $ 392,30:

As of/ Six months ended June 30, 2012

Domestic International Domestic

Streaming Streaming DVD Consolidated
(in thousands)
23,93¢ 3,62¢ 9,24( —
$1,039,370 $ 108,39¢ $ 611,18t $1,758,95
739,35( 199,95: 328,05¢ 1,267,36.
140,13 100,55! 3,20( 243,89:.
$ 159,88! $ (192,11() $ 279,92t $ 247,70:
233,48.
14,21¢
(10,589
2,05(
$ 1,58(
Six months ended June 30, 2012

Domestic International Domestic

Streaming Streaming DVD Consolidated

(in thousands)
$ 530,02 $ 18571 $ 36,35( $ 752,08:

The following table represents the Company’s segnméormation as of December 31, 2012:

Total content library, net

(1) A membership (also referred to as a subscripti®nefined as the right to receive either the Neftreaming service or Netflix DVI
service. In connection with these services, the amy offers free-trial memberships to new and @erigjoining members. For
inclusion in the definition of a member in the abawetrics, a method of payment is required to bgiged even during the free-trial
period. Total members therefore include those wkaa a free-trial and have provided a method gfmEnt. A membership would

As of December 31, 2012

Domestic International Domestic
Streaming Streaming DVD Consolidated

(in thousands)
$2,317,070 $ 527,23 $ 29,86 $2,874,17

be canceled and cease to be reflected in the ahetrics as of the effective cancellation date. Vitdmy cancellations become

effective at the end of the monthly membershipgekrwhile involuntary cancellation of the servies,a result of a failed method of
payment, becomes effective immediately.
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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 noftkieh to statements regarding: our core strategytritution profit (losses) and margins both
domestically and internationally, DVD and streamimgmber trends, launch of our streaming servitherNetherlands, cash use in
connection with content acquisitions and interrmalexpansion, investments in content, includingaexiing investments in Original content,
content payments and expense, free and operatafigficav and available funds, deferred tax assetgssing and obtaining additional capital
and future contractual obligations. These forwamking statements are subject to risks and uncgigaithat could cause actual results and
events to differ materially from those includedanward-looking statements. These forw#mdking statements can be identified by our us
words such as "anticipate", "expect", "will", "magid derivations thereof. Factors that might cawsntribute to such differences include,
but are not limited to, those discussed in our AhfiReport on Form 10-K for the year ended DecerBthef012 filed with the Securities and
Exchange Commission (“SEC”) on February 1, 201 3articular the risk factors discussed under trelhmg “Risk Factors” in Part I,
ltem IA.

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

We will disclose material non-public informatiorrélugh one or more of the following channels: Netlinvestor relations website
(http://ir.netflix.com), the social media channelsntified on Netflixs investor relations website, press releases, 8i6gsf public conferenc
calls and webcasts.

Overview

We are the world’s leading Internet television natewith nearly 38 million streaming members in p¥8 countries enjoying more
than one billion hours of TV shows and movies penth, including Netflix Original content. Our memibe&an watch as much as they want,
anytime, anywhere, on nearly any Internet-connesteeen. Additionally, in the United States ("U)Sdur members can receive standard
definition DVDs, and their high definition succegsBlu-ray discs (collectively referred to as “DVP'telivered quickly to their homes.

We are a pioneer in the Internet delivery of TVwh@nd movies, launching our streaming servicedli72 Since this launch, we have
developed an ecosystem for Internet-connected dgand have licensed increasing amounts of cottitenénable consumers to enjoy TV
shows and movies directly on their TVs, computeid mobile devices. As a result of these effortshaee experienced growing consumer
acceptance of and interest in the delivery of Tevehiand movies directly over the Internet. Histaltic our acquisition of new members has
been seasonal with the first and fourth quartgeeeseenting our strongest net member additions andecond quarter representing the lowest
net member additions in a calendar year.

Our core strategy is to grow a streaming membershginess domestically and internationally. Wecanrtinuously improving the
member experience, with a focus on the qualityusfatreaming content mix, enhancing our user iaterfand improving the user experience
on Internet-connected devices, while staying withim parameters of our consolidated net incomeopedating segment contribution profit
targets. As we grow our streaming segments, we slaied spending away from the Domestic DVD segrnb@imvest more in streaming
content and marketing for our streaming services.

*  We define contribution profit as revenues lesst of revenues and marketing expenses. We bdlévés an important measure of
our operating segment performance as it represeacts segment's performance before discrete glopabrate costs.

» For the Domestic and International streamingrgags, content licensing expenses, which includesinortization of the streaming
content library and other expenses associatedthgthicensing of streaming content, represent Hst majority of cost of revenues.
Streaming content rights are generally specifia geeographic region and accordingly our internafi@xpansion will require us to
obtain additional streaming content licenses t@eumew international markets. Other cost of resensuch as content delivery
expenses, customer service and payment procegsinddnd to be lower as a percentage of totabé@stenues as compared to
content licensing expenses. We utilize both our awd third-party content delivery networks to hedpefficiently stream a high
volume of content to our members over the Inter@entent delivery expenses therefore also incluggpenent costs related to our
streaming content delivery network ("Open Conneatly all third-party costs associated with delwgrstreaming content over the
Internet. Cost of revenues in the Domestic DVD sexginconsists primarily of content delivery, expensaated to the acquisition of
content, including amortization of DVD content By and revenue sharing expenses, and other expasseciated with our DVD
processing and customer service centers. Contémnédeexpenses for the Domestic DVD segment camsdithe postage costs to
mail DVDs to and from our paying members and thekpging and label costs for the mailers.
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» For the Domestic and International streamingrsags, marketing expenses consist primarily of ethmeg expenses and payments
made to our affiliates and consumer electronictngas. Advertising expenses include promotionaviiets such as television and
online advertising as well as allocated costs wéneies relating to free trial periods. Paymentsutoaffiliates and consumer
electronics partners may be in the form of a fifeglor may be a revenue sharing payment. Marketists as a percentage of
revenues are higher for the Domestic and Internatistreaming segments given our focus on buildowsumer awareness of the
streaming offerings. Marketing costs are immatdaathe Domestic DVD segment.

e As aresult of our focus on growing the streagrsegments, contribution margins for the Domesiit laternational streaming
segments are lower than for our Domestic DVD segne expect that the investments in content andketiag associated with tl
Domestic streaming segment will slow relative teereues to allow for contribution margin expansieeratime, and we have grown
contribution margin sequentially over the pastciarters. Investments in content and marketingcéastsal with the International
streaming segment will continue to fluctuate depemdipon the number of International territoriesvimich our streaming service is
offered and the timing of the launch of new teriés.

Results of Operations

The following represents our consolidated perforoeamghlights:

Three Months Ended Change
June 30, March 31, June 30,
2013 2013 2012 Q2'13vs. Q1'13 Q213 vs. Q2'12
(in thousands, except per share data)
Revenues $ 1,06937 $ 1,023,96. $ 889,16: 4% 20%
Operating income 57,11° 31,82: 16,15 7% 254%
Net income 29,47: 2,68¢ 6,164 99€% 37&%
Diluted earnings per share 0.4¢ 0.0t 0.11 88(% 345%
Free cash flow (1) 12,91¢ (41,51) 11,16¢ NM 16%
Q) See “Liquidity and Capital Resources” for diniion of “free cash flow” and a reconciliatiorf dree cash flow” to “net cash

provided by operating activities.”

Consolidated revenues for the three months endwseal 30, 2013 increased $180.2 million as compar¢detdhree months ended June
30, 2012 and $45.4 million as compared to the thmeaths ended March 31, 2013 due to growth in stieg members, both internationally
and domestically. This increase in revenues, gigrtiffset by an increase in the cost of revenugs  continued investments in streaming
content available in all regions, drove an incraasgperating income and net income over the gr@iods. Net income for the three months
ended June 30, 2013 also increased as compariee tioree months ended March 31, 2013 due to thd $@ilion loss on extinguishment of

debt recognized in that prior quarter.

Free cash flow for the three months ended Jun2Q@IB increased $1.8 million as compared to theethmenths ended June 30, 2012
increased $54.4 million as compared to the threethsoended March 31, 2013 to $12.9 million. Theegase in free cash flow as compare
the three months ended March 31, 2013 is due tmtiiease in consolidated revenue and to a decihe@ssh payments for streaming cont
which was still the most significant use of caslthie quarter. We expect content payments in exafessgpense to continue to fluctuate over
time. Content that premieres only on Netflix iniaeg territory ("Original Content") or that is lineed in an earlier window through an output
arrangement will typically require more up-fronshgpayments than other licensing agreements.

Domestic Streaming Segment
Three months ended June 30, 2013 as compared to the three months ended June 30, 2012
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As of/ Three Months Ended Change
June 30, June 30,
2013 2012 Q2'13 vs. Q2'12
(in thousands, except percentages)
Members:

Net additions 633 52¢ 20%
Members at end of period 29,807 23,93¢ 25%
Paid members at end of period 28,624 22,68t 26%

Contribution profit:

Revenues $ 671,08¢ $ 532,70 26%
Cost of revenues 449,47 378,57: 19%
Marketing 70,30: 66,73 5%
Contribution profit 151,31« 87,39¢ 73%
Contribution margin 23% 16%

In the Domestic streaming segment, we derive ree®imom services consisting solely of streamingeatnoffered through a
membership plan priced primarily at $7.99 per momtie $138.4 million increase in our domestic striggy revenues was due to the 26%
growth in the average number of paid memberships.

The $70.9 million increase in domestic streamingt b revenues was primarily due to the $53.9 arillincrease in content licensing
expenses. This increase was primarily attributtédleontinued investments in existing and new stiegroontent, including exclusive and
Original content, available for viewing by our meenb as compared to the three months ended Ju®BB, In addition, content delivery
expenses increased by $8.5 million primarily duartancrease in the total number of hours viewedhbynbers driven by the 26% growth in
the average number of paid memberships. Other oustased $8.5 million due to an increase in payrpeocessing fees and an increase in
costs associated with customer service call cedtezso our growing member base.

Marketing expenses increased $3.6 million primatilg to an increase in online advertising and puliations spend for Original
content, partially offset by a decrease in televisaind radio advertising on brand campaigns.

Our Domestic streaming segment had a contributiargin of 23% for the three months ended June 303, 2@hich increased as
compared to the contribution margin of 16% for titieee months ended June 30, 2012, as a resulbwigg memberships and revenue faster

than content spending.

Sx months ended June 30, 2013 as compared to the six months ended June 30, 2012

As of/ Six Months Ended Change
June 30, June 30, YTD'13 vs.
2013 2012 YTD'12
(in thousands, except percentages)
Members:

Net additions 2,661 2,261 17%
Members at end of period 29,80" 23,93¢ 25%
Paid members at end of period 28,62« 22,68¢ 26%

Contribution profit:

Revenues $ 1,309,73F $ 1,039,37 26%
Cost of revenues 885,97¢ 739,35( 20%
Marketing 141,09! 140,13 1%
Contribution profit 282,66 159,88: 77%

Contribution margin 22% 15%
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The $270.4 million increase in our domestic stre@mevenues was due to the 27% growth in the aeemagber of paid memberships.

The $146.6 million increase in domestic streamiogt of revenues was primarily due to the $115.0anilincrease in content licensing
expenses. This increase was primarily attributébeontinued investments in existing and new stiegroontent, including exclusive and
Original content, available for viewing by our meend as compared to the six months ended June 32, ROaddition, content delivery
expenses increased by $15.4 million primarily duart increase in the total number of hours viewethbmbers driven by the 27% growth in
the average number of paid memberships. Other oastased $16.2 million due to an increase in gayrprocessing fees and an increase in
costs associated with customer service call cedtgzgo our growing member base.

Marketing expenses for the six months ended Jup2@IB was relatively flat as compared to the stnths ended June 30, 2012.

Our Domestic streaming segment had a contributiargin of 22% for the six months ended June 30, 2@h&h increased as
compared to the contribution margin of 15% for shemonths ended June 30, 2012, as a result ofiggomemberships and revenue faster
than content spending.

Three months ended June 30, 2013 as compared to the three months ended March 31, 2013

As of /Three Months Ended Change
June 30, March 31,
2013 2013 Q2'13 vs. Q1'13
(in thousands, except percentages)
Members:

Net additions 633 2,02¢ (69)%
Members at end of period 29,80% 29,17« 2%
Paid members at end of period 28,62 27,91 3%

Contribution profit:

Revenues $ 671,08¢ $ 638,64 5%
Cost of revenues 449,47 436,50t 3%
Marketing 70,30: 70,79: (D%
Contribution profit 151,31 131,35l 15 %
Contribution margin 23% 21%

The $32.4 million increase in our domestic streamevenues was due to the 6% growth in the averag®er of paid memberships.
Net subscription additions were seasonally lovhimdecond quarter of 2013. We expect domesticrsingamemberships to continue to gre

The $13.0 million increase in domestic streamingt o revenues was primarily due to the $9.5 milliocrease in content licensing
expenses. This increase was primarily attributébeontinued investments in existing and new stirgroontent, including exclusive and
Original content, available for viewing by our mesznb as compared to the prior quarter. In additonfent delivery expenses increased by
$1.8 million primarily due to an increase in expeigelated to cloud computing services as welhas@ease in depreciation related to our
investments in our streaming content delivery nekwOther costs increased $1.7 million primarilyedo an increase in payment processing
fees and an increase in costs associated withroestgervice call centers due to our growing merbbee.

Marketing expenses for the three months ended 30n2013 was relatively flat as compared to prigarter.

Our Domestic streaming segment had a contributiargin of 23% for the three months ended June 303 2@hich increased as
compared to the contribution margin of 21% for titmee months ended March 31, 2013, as a resulbefigg memberships and revenue
faster than content and marketing spending.

International Streaming Segment

Three months ended June 30, 2013 as compared to the three months ended June 30, 2012
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As of /Three Months Ended Change
June 30, June 30,
2013 2012 Q2'13 vs. Q2'12
(in thousands, except percentages)
Members:

Net additions 60% 55¢ 8 %
Members at end of period 7,747 3,62¢ 114%
Paid members at end of period 7,01¢ 3,02¢ 132 %

Contribution profit (loss):

Revenues $ 165,90: $ 64,97: 155 %
Cost of revenues 182,88! 108,54. 68 %
Marketing 48,85( 45,85¢ 7%
Contribution loss (65,837 (89,427 (26)%

In the International streaming segment, we de@vemnues from services consisting of streaming cwmtiéered through a membership
plan priced from approximately the equivalent oflU$3 to $14 per month. In September 2010, we b@gamational operations in Canada.
We expanded to Latin America in September 2011thadJ).K. and Ireland in January 2012. In Octobekr2@ve launched our streaming
service in Finland, Denmark, Sweden and Norway.pfsia on launching our streaming service in the Biddmds in the third quarter of 2013.

The $100.9 million increase in our internationalareues was primarily due to the 146% growth inatherage number of paid
international memberships. International streannirggmberships account for 21% of total streaming nesthbips as of June 30, 2013 as
compared to 13% as of June 30, 2012. We expechattenal streaming memberships to continue to grow

The $74.3 million increase in international cost@fenues was primarily due to a $67.9 million @&ge in content licensing expenses.
This increase was primarily attributable to con¢idunvestments in existing and new streaming conteciuding exclusive and Original
content, available for viewing in our internatiomaegiions and our launch in the Nordic regions mftiurth quarter of 2012. Other costs
increased $6.4 million due to an increase in cdrdelivery expenses, increased payment processeyy &nd increased costs associated with
our customer service call centers all driven bylt#h6% growth in the average number of paid memlgessh

Marketing expenses incurred by our Internationaahing segment have been significant and wiltélate dependent upon the number
of International territories in which our streamisgrvice is offered and the timing of the launcimed territories. International marketing
expenses for the three months ended June 30, B0d&&sed $3.0 million as compared to the three inscemided June 30, 2012 due to
marketing program spending in the Nordic regiora thunched in the fourth quarter of 2012 and areiase in marketing program spending
on Original content.

Our International streaming segment had a contahdoss of $65.8 million for the three months eshdane 30, 2013, which decreased
as compared to the contribution loss of $89.4 anilfior the three months ended June 30, 2012, esudt of growing memberships and
revenues faster than content spending.

Sx months ended June 30, 2013 as compared to the six months ended June 30, 2012
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As of/ Six Months Ended Change
June 30, June 30, YTD'13 vs.
2013 2012 YTD'12
(in thousands, except percentages)
Members:

Net additions 1,62¢ 1,76¢€ (8)%
Members at end of period 7,747 3,62¢ 114%
Paid members at end of period 7,01¢ 3,02¢ 132 %

Contribution profit (loss):

Revenues $ 307,92: $ 108,39¢ 184 %
Cost of revenues 347,90¢ 199,95! 74 %
Marketing 102,76! 100,55! 2%
Contribution loss (142,75 (192,119 (26)%

The $199.5 million increase in our internationalareues was primarily due to the 164% growth inatherage number of paid
international memberships.

The $148.0 million increase in international cdstavenues was primarily due to a $134.6 millioar@ase in content licensing expen
This increase was primarily attributable to con¢idunvestments in existing and new streaming conteciuding exclusive and Original
content, available for viewing in our internatiomegiions and our launch in the Nordic regions mfthurth quarter of 2012. Other costs
increased $13.4 million due to an increase in adrdelivery expenses, increased payment procefsasg and increased costs associated
our customer service call centers all driven by1t64% growth in the average number of paid memlggssh

International marketing expenses for the six moetiged June 30, 2013 increased $2.2 million as aoedo the six months ended
June 30, 2012 due to marketing program spenditigeifNordic regions that launched in the fourth tgranf 2012 and an increase in
marketing program spending on Original contentsetfby a decrease in television and radio advegtish brand campaigns.

Our International streaming segment had a contahdbss of $142.8 million for the six months endeshe 30, 2013, which decreased
as compared to the contribution loss of $192.lionilfor the six months ended June 30, 2012, aswdtref growing memberships and
revenues faster than content spending.

Three months ended June 30, 2013 as compared to the three months ended March 31, 2013

As of /Three Months Ended Change
June 30, March 31,
2013 2013 Q2'13 vs. Q113
(in thousands, except percentages)
Members:

Net additions 60% 1,021 (4D)%
Members at end of period 7,747 7,14z 8 %
Paid members at end of period 7,01 6,331 11%

Contribution profit (loss):

Revenues $ 165,90: $ 142,01¢ 17%
Cost of revenues 182,88! 165,02« 11%
Marketing 48,85( 53,91¢ (9)%
Contribution loss (65,839 (76,920 (19%

The $23.9 million increase in our internationaleeues was primarily due to the 19% growth in therage number of paid international
memberships.

The $17.9 million increase in international cost@fenues was primarily due to a $16.7 million @&ge in content licensing expenses.
The increase was primarily attributable to contohirevestments in existing and new streaming conteaotuding exclusive and Original
content, available for viewing in our internatiomegjions.
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International marketing expenses decreased $5libmibr the three months ended June 30, 2013 apaced to the three months en
March 31, 2013 due to a seasonal decrease in adiviertising on brand campaigns in the second guaft2013, offset by an increase in
marketing program spending on Original content.

Our International streaming segment does not bieinefn the established member base that existh&Domestic segments. As a res
of having to build a member base from zero, invesitsiin streaming content and marketing programeuo International segment are larger
initially relative to revenues, in particular asaneerritories are launched. The contribution lodee®ur International segment have been
significant due to investments in streaming congemt marketing programs to drive membership gramih viewing in our international
markets. International contribution losses improgéd.1 million sequentially, due to slower growthcontent and marketing spending as
compared to the growth in revenues. We plan to grominternational content investments in the tlgjuarter of 2013 slightly ahead of
revenues. We expect that this growth combined thighosses associated with the launch of the Neattnds will result in an increase in
International contribution loss.

Domestic DVD Segment

Three months ended June 30, 2013 as compared to the three months ended June 30, 2012

As of/ Three Months Ended Change
June 30, June 30,
2013 2012 Q2'13 vs. Q2'12
(in thousands, except percentages)
Members:

Net losses (47%) (849) (44)%
Members at end of period 7,50¢ 9,24( (19%
Paid members at end of period 7,36¢ 9,14¢ (19%

Contribution profit:

Revenues $ 232,38, % 291,48! (20)%
Cost of revenues 121,16° 156,31. (22)%
Marketing 2,60¢ 1,37¢ 9C %
Contribution profit 108,60t 133,79¢ (19)%
Contribution margin 47% 46%

In the Domestic DVD segment, we derive revenuesifoor DVD-by-mail membership services. The pricegan for DVD-by-mail
varies from $4.99 to $43.99 per month based omtimber of DVDs that a member may have out at amgrgpoint. Customers electing
access to high definition Blu-ray discs in addittorstandard definition DVDs pay a surcharge ragdiom $2 to $4 per month for our most
popular plans.

The $59.1 million decrease in our domestic DVD rexgs was due to a 20% decrease in the average nofrisd memberships.

The $35.1 million decrease in domestic DVD costesenues was primarily due to a $17.8 million dasesin content acquisition
expenses and a $13.0 million decrease in contdimedeexpenses resulting from a 22% decreasedmtimber of DVDs mailed to paying
members. The decrease in shipments was driverdbglae in the number of DVD memberships and byw@d2crease in the DVD usage per
paying member.

Our Domestic DVD segment had a contribution maafia7% for the three months ended June 30, 20&[Bglat increase from a
contribution margin of 46% for the three monthseshdune 30, 2012.

Six months ended June 30, 2013 as compared to the six months ended June 30, 2012
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As of/ Six Months Ended Change
June 30, June 30, YTD'13 vs.
2013 2012 YTD'12
(in thousands, except percentages)
Members:

Net losses (71€) (1,92%) (63)%
Members at end of period 7,50¢ 9,24( (19%
Paid members at end of period 7,36¢ 9,14¢ (19)%

Contribution profit:

Revenues $ 475,67: $ 611,18¢ (22)%
Cost of revenues 246,50( 328,05¢ (25)%
Marketing 7,07t 3,20( 121%
Contribution profit 222,09¢ 279,92¢ 21)%
Contribution margin 47% 46%

The $135.5 million decrease in our domestic DVDerawes was primarily due to a 23% decrease in targe number of paid
memberships.

The $81.6 million decrease in domestic DVD costesenues was primarily due to a $42.9 million daseein content acquisition
expenses and a $29.5 million decrease in contdinedeexpenses resulting from a 23% decreasedamtimber of DVDs mailed to paying
members. The decrease in shipments was driverdbglae in the number of DVD memberships. Othetg;qeimarily those associated with
content processing and customer service centensgpedecreased $9.2 million primarily due to aehse in hub operation expenses
resulting from the decline in DVD shipments.

Our Domestic DVD segment had a contribution macadia7% for the six months ended June 30, 2013ghtshcrease from a
contribution margin of 46% for the six months endade 30, 2012.

Three months ended June 30, 2013 as compared to the three months ended March 31, 2013

As of /Three Months Ended Change
June 30, March 31,
2013 2013 Q2'13vs. Q1'13
(in thousands, except percentages)
Members:

Net losses (47%) (241) 97 %
Members at end of period 7,50¢ 7,98: (6)%
Paid members at end of period 7,36¢ 7,821 (6)%

Contribution profit:

Revenues $ 232,38 $ 243,29: (%
Cost of revenues 121,16 125,33: 3%
Marketing 2,60¢ 4,46 (42)%
Contribution profit 108,60t 113,49: (4%
Contribution margin 47% 47%

The $10.9 million decrease in our domestic DVD rexes was primarily due to a 4% decrease in theageenumber of paid
memberships. We expect DVD memberships to contioaecline.

The $4.2 million decrease in domestic DVD costesfanues was primarily due to a $4.5 million deaeasontent delivery expenses
primarily due to an 8% decrease in DVDs maileddgipg members. This decrease was partially offgetrbincrease in content acquisition
expenses due to more DVDs obtained through revsimarng agreements in the second quarter of 20t8rapared to prior quarter.
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Our Domestic DVD segment had a contribution macadia7% for the three months ended June 30, 20XBwas flat as compared to
three months ended March 31, 2013. We anticipatéragng to be able to maintain the margins weigdhe first half of 2013 throughout tl
full year.

Consolidated Operating Expenses

Technology and Devel opment

Technology and development expenses consist objpayrd related costs incurred in making improvetsea our service offerings,
including testing, maintaining and modifying oueugterface, our recommendation, merchandisingcamdent delivery technology, as well
as our telecommunications systems and infrastresttrechnology and development expenses also mclosts associated with computer
hardware and software.

Three months ended June 30, 2013 as compared to the three months ended June 30, 2012

Three Months Ended Change
June 30, June 30, Q2'13 vs.
2013 2012 Q212
(in thousands, except percentages)
Technology and development $ 93,12t % 81,54 14%
As a percentage of revenues 9% 9%

The $11.6 million increase in technology and depelent expenses was primarily due to a $9.9 millmnease in personnel-related
costs resulting from a 9% growth in average headicsupporting continued improvements in our stregnsiervice and our international
expansion.

Sx months ended June 30, 2013 as compared to the six months ended June 30, 2012

Six Months Ended Change
June 30, June 30, YTD'13 vs.
2013 2012 YTD'12
(in thousands, except percentages)
Technology and development $ 185,10 $  164,34¢ 13%
As a percentage of revenues 9% 9%

The $20.8 million increase in technology and depelent expenses was primarily due to an $18.6 millirease in personnel-related
costs resulting from an 11% growth in average headicsupporting continued improvements in our strieg service and our international
expansion.

Three months ended June 30, 2013 as compared to the three months ended March 31, 2013

Three Months Ended Change
June 30, March 31, Q2'13 vs.
2013 2013 Q113
(in thousands, except percentages)
Technology and development $ 93,12t % 91,97* 1%
As a percentage of revenues 9% 9%

Technology and development expenses were relatfhaly

General and Administrative

General and administrative expenses consist obflaamd related expenses for corporate personaeliedl as professional fees and
other general corporate expenses. General and atiraiive expenses also include the gain on didpddavDs.
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Three months ended June 30, 2013 as compared to the three months ended June 30, 2012

Three Months Ended Change
June 30, June 30, Q2'13 vs.
2013 2012 Q2'12
(in thousands, except percentages)
General and administrative $ 43,84: % 34,07( 29%
As a percentage of revenues 4% 4%

General and administrative expenses increasedndiii@n primarily due to a $6.1 million increase piersonnel related costs resulting
from a 30% increase in average headcount. In adlitiosts associated with legal claims againshdsother expenses related to the use of
outside and professional services and taxes inedeb3.0 million.

Sx months ended June 30, 2013 as compared to the six months ended June 30, 2012

Six Months Ended Change
June 30, June 30, YTD'13 vs.
2013 2012 YTD'12
(in thousands, except percentages)
General and administrative $ 87,97( % 69,13¢ 27%
As a percentage of revenues 4% 4%

General and administrative expenses increased $1i8i8n primarily due to a $9.7 million increase éxpenses related to the use of
outside and professional services, taxes and insardn addition, personnel related costs incre@se@ million primarily due to a 25%
increase in average headcount.

Three months ended June 30, 2013 as compared to the three months ended March 31, 2013

Three Months Ended Change
June 30, March 31,
2013 2013 Q2'13vs. Q112
(in thousands, except percentages)
General and administrative $ 43,84¢  $ 44,12¢ ()%
As a percentage of revenues 4% 4%

General and administrative expenses were relatiletlyprimarily due to a $2.1 million increaseparsonnel related costs offset by a
$1.7 million decrease in expenses primarily relatethe use of outside and professional servieegstand insurance.

I nterest Expense

Interest expense consists primarily of the inteassbciated with outstanding long-term debt ohiligest including the amortization of
debt issuance costs, as well as interest on ose i@@ancing obligations.

Three months ended June 30, 2013 as compared to the three months ended June 30, 2012

Three Months Ended Change
June 30, June 30, Q2'13 vs.
2013 2012 Q2'12
(in thousands, except percentages)
Interest expense $ (7,52¢) $ (5,00¢) 50%

As a percentage of revenues 1% 1%
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Sx months ended June 30, 2013 as compared to the six months ended June 30, 2012

Six Months Ended Change
June 30, June 30, YTD'13 vs.
2013 2012 YTD'12
(in thousands, except percentages)
Interest expense $ (14,269 $ (9,980 43%
As a percentage of revenues 1% 1%

Three months ended June 30, 2013 as compared to the three months ended March 31, 2013

Three Months Ended Change
June 30, March 31, Q2'13 vs.
2013 2013 Q113
(in thousands, except percentages)
Interest expense $ (7,52¢) % (6,740 12%
As a percentage of revenues 1% 1%

Interest expense for the three months ended Jur2033 consists primarily of $6.7 million of intsteaccrued on our 5.375% Notes.
The increase in interest expense for the threesanahonths ended June 30, 2013 as compared thedhdesix months ended June 30, 20:
due to the higher aggregate principal of interestring notes outstanding, partially offset by thadr interest rate. The increase in interest

expense for the three months ended June 30, 20d@gzared to the three months ended March 31, B0d3e to the higher aggregate
principal notes being outstanding for a full period

Interest and Other I ncome (Expense)

Interest and other income (expense) consists pityrarinterest earned on cash, cash equivalerdsshortterm investments and forei
exchange gains and losses on foreign currency deated balances.

Three months ended June 30, 2013 as compared to the three months ended June 30, 2012

Three Months Ended Change
June 30, June 30,
2013 2012 Q2'13vs. Q2'12
(in thousands, except percentages)
Interest and other income (expense) $ (2,940 $ (499 49€%
As a percentage of revenues NM NM
Sx months ended June 30, 2013 as compared to the six months ended June 30, 2012
Six Months Ended Change
June 30, June 30, YTD'13 vs.
2013 2012 YTD'12
(in thousands, except percentages)
Interest and other income (expense) $ (1,969 $ (609) 222%
As a percentage of revenues NM NM

Three months ended June 30, 2013 as compared to the three months ended March 31, 2013
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Three Months Ended Change
June 30, March 31,
2013 2013 Q2'13vs. Q1'13
(in thousands, except percentages)
Interest and other income (expense) $ (2,940 $ 977 (401)%
As a percentage of revenues NM NM

Interest and other income (expense) decreasetidahtee and six months ended June 30, 2013 asatedio the three and six months
ended June 30, 2012 primarily due to increasedgorexchange losses on foreign currency denomirzahces. The foreign exchange
losses were $4.4 million and $4.7 million for theete and six months ended June 30, 2013, resplgcigecompared to foreign exchange
losses of $1.5 million and $3.0 million for theebrand six months ended June 30, 2012, respectively

Extinguishment of Debt

In connection with the redemption of the outstagd$200.0 million aggregate principal amount of 8%0% Notes, we recognized a |
on extinguishment of debt of $25.1 million in tteee months ended March 31, 2013, which considtedpenses associated with the
redemption, including a $19.4 million premium payrnpursuant to the make-whole provision in the imtdee governing the 8.50% Notes.

Provision for | ncome Taxes

Our effective tax rates (benefit) for the three therended June 30, 2013, March 31, 2013 and Juriz022 were 37%, (189)% and
42%, respectively. Our effective tax rates forshemonths ended June 30, 2013 and June 30, 2023286 and 56%, respectively. These
rates differed from the federal statutory rate jaritly due to the Federal and California R&D taxdite partially offset by state taxes and
nondeductible expenses. The decrease in the Corgpeffgctive tax rate for the three and six momthded June 30, 2013 as compared to the
three and six months ended June 30, 2012 was pisirdae to the retroactive reinstatement of the2B&deral R&D credit in January 2013.
The increase in the Company's effective tax ratéhfe three months ended June 30, 2013 as comfmatied three months ended March 31,
2013 was due to the retroactive reinstatementeof012 Federal R&D credit recognized as a disdtete in the first quarter of 2013.

On January 2, 2013, the American Taxpayer Reli¢foh@012 (H.R. 8) was signed into law which retiibgely extended the Federal
R&D credit from January 1, 2012 through December281 3. As a result, we recognized the retroadiemefit of the 2012 Federal R&D
credit of approximately $3.1 million as a discritéen in the first quarter of 2013, the period inigrhthe legislation was enacted.

Liquidity and Capital Resources

Cash, cash equivalents and short-term investmesnts $4,080.1 million and $748.1 million at June 3W 3 and December 31, 2012,
respectively. Our primary uses of cash includeattguisition and licensing of content, content delvexpenses, marketing and payroll
related expenses. We expect to continue to makdéisant investments to license streaming conteri lomestically and internationally and
will continue to expand our investments in Originahtent. For the twelve months ended Decembe2(@1l3, we expect total Original conte
cash outflows to be less than 10% of our total payafor streaming content. Original content wiflitally, depending upon the terms,
require more up-front cash payments relative teetipeense and therefore future investments coul@dépur liquidity and result in a use of
operating cash. As we are currently using domestfits to fund international markets, we will raisapital as needed to fund the growth of
Original content.

In February 2013, we issued $500.0 million aggregaincipal amount of 5.375% Senior Notes due @24 "5.375% Notes"). We us
approximately $224.5 million of the net proceedsameem our outstanding 8.50% Notes, including@4smillion make-whole premium and
$5.1 million of accrued and unpaid interest (Se&Noto the consolidated financial statementsddhgr discussion of debt). Although we
currently anticipate that the remaining proceedmfthe 5.375% Notes, together with our availabtedfy will be sufficient to meet our cash
needs for the foreseeable future, we may be retjoirehoose to obtain additional financing. Oulibio obtain additional financing will
depend on, among other things, our developmenttsffousiness plans, operating performance andaheition of the capital markets at the
time we seek financing. We may not be able to algatch financing on terms acceptable to us o df &le raise additional funds through
issuance of equity or debt securities, those siesirnay have rights, preferences or privilegesosea the rights of our common stock, and
our stockholders may experience dilution.

In November 2011, we issued $200.0 million of Se@onvertible Notes and raised an additional $2@@l0on through a public
offering of common stock. The Senior Convertibleti@doconsisted of $200.0 million aggregate princgmabunt due on December 1, 2018
did not bear interest. In April 2013, we exercised option to cause the conversion of the Convertitotes into shares of our common stock.
(See Note 6 to the consolidated financial statesnemtdiscussion of debt and the conversion.)
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As of June 30, 2013, $57.8 million of cash and eaghivalents were held by our foreign subsidiatiethese funds are needed for our
operations in the U.S., we would be required toweand pay U.S. income taxes and foreign withingldéxes on a portion of these funds
when repatriated back to the U.S.

Free Cash Flow

We define free cash flow as cash provided by operand investing activities excluding the non-@temnal cash flows from purchases,
maturities and sales of short-term investmentsbdlieve free cash flow is an important liquidity tniebecause it measures, during a given
period, the amount of cash generated that is daita repay debt obligations, make investmentsfandertain other activities. Free cash
flow is considered a non-GAAP financial measure simould not be considered in isolation of, or asiastitute for, net income, operating
income, cash flow provided by operating activiti@sany other measure of financial performanceaquidity presented in accordance with
GAAP.

In assessing liquidity in relation to our resulfoperations, we compare free cash flow to netimeonoting that the three major
recurring differences are excess content paymesgisexpenses, non-cash stock-based compensatienspnd other working capital
differences which include deferred revenue, taxessemi-annual interest payments on outstanding @ely receivables from customers
settle quickly and deferred revenue is a souraash flow. For streaming content, we typically emtéo multi-year licenses with various
content providers that may result in an increasmirtent library and a corresponding increaseaibilities on the Consolidated Balance
Sheets. The payment terms for these license feg®xrtand over the term of the license agreemertghatypically range from six months to
five years.

Three months ended June 30, 2013 as compared to the three months ended June 30, 2012

Three Months Ended

June 30, June 30,
2013 2012
(in thousands)
Net cash provided by operating activities $ 33,94: $ 19,407
Net cash used in investing activities (127,689 (10,659
Net cash provided by (used in) financing activitie 48,95¢ (127)

Non-GAAP free cash flow reconciliation:

Net cash provided by operating activities 33,94: 19,407
Acquisitions of DVD content library (14,027 (8,012)
Purchases of property and equipment (8,089 (3,359
Other assets 1,087 3,13z
Non-GAAP free cash flow $ 12,91¢ $ 11,16¢

Cash provided by operating activities increased % fillion, primarily due to an increase in subption revenues of $180.2 million or
20%. This increase was partially offset by increlgs@yments for content acquisition and licensidgeothan DVD library of $121.0 million
or 24% as well as increased payments associatachigiher operating expenses.

Cash used in investing activities increased $1lidon, primarily due to an increase of $104.2lioih in the purchases of short-term
investments, net of proceeds from sales and miasirand $6.0 million increase in the acquisitio®WD content library as more DVDs we
obtained through direct purchase than by revenasrgharrangements in the second quarter of 20t8mpared to the same prior year
period. Investing activities were further impachksda $4.7 million increase in the purchase of priypend equipment primarily due to
investments in our streaming content delivery nektwo

Cash provided by financing activities increased.$48illion and primarily consisted of cash flowopided by stock option exercises.

Free cash flow was $16.6 million lower than nebme for the three months ended June 30, 2013 phyndare to $47.6 million of
content cash payments over expense partially difs&18.0 million of non-cash stock-based compéosaxpense and $13.0 million
favorable other working capital differences.

Free cash flow was $5.0 million higher than nebme for the three months ended June 30, 2012 phindare to $18.5 million of non-
cash stock-based compensation expense and $1lidnrfavorable other working capital differencestly offset by $24.6 million of
content cash payments over expense.
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Sx months ended June 30, 2013 as compared to the six months ended June 30, 2012

Six Months Ended

June 30, June 30,
2013 2012
(in thousands)

Net cash provided by operating activities $ 21,69: $ 38,51¢
Net cash used in investing activities (306,92) (146,47
Net cash provided by financing activities 370,54 3,91t
Non-GAAP free cash flow reconciliation:

Net cash provided by operating activities 21,69 38,51¢
Acquisitions of DVD content library (35,21¢) (21,540
Purchases of property and equipment (20,20¢) (8,125
Other assets 5,13 4,46¢
Non-GAAP free cash flow $ (28,59) $ 13,317

Cash provided by operating activities decreased8h@lion, primarily due to increased paymentsdontent acquisition and licensing
other than DVD library of $298.6 million or 31%, @&®ll as increased payments associated with higherating expenses. The increased use
of cash was partially offset by a $334.4 million1®% increase in revenues.

Cash used in investing activities increased $160ln, primarily due to an increase of $135.4lioih in purchases of short-term
investments, net of the proceeds from sales andrities, and a $13.7 million increase in the adtjois of DVD content library. Investing
activities were further impacted by a $12.1 millianrease in the purchase of property and equippremarily due to investments in our
streaming content delivery network.

Cash provided by financing activities increased@génillion. In the first quarter of 2013, we issU8500.0 million of 5.375% Notes,
with net proceeds of $490.6 million after paymeindebt issuance costs. This was offset by the $d#llion redemption of our 8.50%
Senior Notes. Financing activities were further @migd by $94.2 million of increased cash flows pied by stock option exercises.

Free cash flow was $60.8 million lower than nebme for the six months ended June 30, 2013 prignduié to $145.6 million of
content cash payments over expense partially difs&35.7 million non-cash stock-based compensatiqense, $24.0 million favorable
other working capital differences and $25.1 millloss on debt extinguishment (a financing activity)

Free cash flow was $11.7 million higher than nebme for the six months ended June 30, 2012 priiynduie to $37.8 million non-cash
stock-based compensation expense, $13.9 millicorédole other working capital differences partiaffset by $40.0 million content cash
payments over expense.

Three months ended June 30, 2013 as compared to the three months ended March 31, 2013
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Three Months Ended

June 30, March 31,
2013 2013
(in thousands)

Net cash provided by (used in) operating activitie!$ 33,94: $ (12,250
Net cash used in investing activities (127,689 (179,236
Net cash provided by financing activities 48,95¢ 321,58:
Non-GAAP free cash flow reconciliation:

Net cash used in operating activities 33,94 (12,250
Acquisitions of DVD content library (24,027 (21,199
Purchases of property and equipment (8,089 (12,119
Other assets 1,087 4,05(
Non-GAAP free cash flow $ 1291¢ % (41,51

Cash provided by operating activities increased 34dllion, primarily due to a $45.4 million or 4%crease in revenues, as well as a
decrease in payments for content acquisition ahging other than DVD library of $15.8 million 2. This cash inflow was partially offs
by higher operating expenses.

Cash used in investing activities decreased $51ll®mprimarily due to a $43.3 million decreasetive purchases, net of proceeds from
sales and maturities, of short-term investmentaditition, acquisition of DVD content library deased by $7.2 million, as more DVDs were
obtained through revenue sharing agreements isgbend quarter of 2013 as compared to prior quanethe purchases of property and
equipment decreased by $4.0 million due to timihgayments.

Cash provided by financing activities decreased¥million. In the first quarter of 2013, we issi500.0 million of 5.375% Notes,
with net proceeds of $490.6 million after paymediebt issuance costs. This was offset by the #d#llion redemption of our 8.50%
Senior Notes.

Free cash flow was $44.2 million lower than nebme for the three months ended March 31, 2013 pifyrdue to $98.0 million of
content cash payments over expense partially dffs@®25.1 million loss on debt extinguishment (aficing activity), $17.7 million nooash
stock-based compensation expense, and $11.0 midliamable other working capital differences.

Contractual Obligations

For the purpose of this table, contractual oblmaifor purchases of goods or services are definetjreements that are enforceable
legally binding and that specify all significantrtes, including: fixed or minimum quantities to berphased; fixed, minimum or variable price
provisions; and the approximate timing of the teantion. The expected timing of payment of the aliligns discussed below is estimated
based on information available to us as of Jun€B03 . Timing of payments and actual amounts pag be different depending on the time
of receipt of goods or services or changes to agopen amounts for some obligations. The followtaigle summarizes our contractual
obligations at June 30, 2013 :

Payments due by Period

Less than More than
Contractual obligations (in thousands): Total 1 year 1-3 years 3-5 years 5 years
Streaming content obligations (1) $ 6,368,100 $ 2,533,060 $ 2,864,33. $ 830,53t $ 140,17
5.375% Notes (2) 715,00( 29,11¢ 53,75( 53,75( 578,38!
Lease obligations (3) 150,87: 25,41¢ 44,72¢ 31,99¢ 48,72¢
Other purchase obligations (4) 166,12: 92,34¢ 39,28: 34,49: —
Total $ 7,400,090 $ 2,679,94 $ 3,002,090 $ 950,77t $ 767,29:

(1) Streaming content obligations include agreamtmacquire and license streaming content. Akiné 30, 2013, such obligations were
comprised of $1.3 billion included in "Current cent liabilities”, $1.1 billion of "Non-current cognt
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liabilities" on the Consolidated Balance Sheets$h@ billion of obligations that are not reflectaa the Consolidated Balance Sheets
as they do not yet meet the criteria for assetgeition.

For those agreements with variable terms, we de@stirnate what the total obligation may be beyamgdrainimum quantities and/or
pricing as of the reporting date. For those agregsnidat include renewal provisions that are salthe option of the content provic
we include the commitments associated with thewahperiod to the extent such commitments are fixed minimum amount is

specified. For these reasons, the amounts presintieel table may not provide a reliable indicaibour expected future cash outflo

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

(2) Longterm debt obligations include our 5.375% Notes timg of principal and interest paymel

(3) Lease obligations include lease financinggdilons of $13.5 million related to our current l®atos, California headquarters for
which we are the deemed owner for accounting pegaommitments of $74.0 million for facilities wrchon-cancelable operating
leases with various expiration dates through 2@h#,$63.4 million of future minimum lease paymeaetated to a facilities lease
agreement entered into in the fourth quarter oR2@lexpand our Los Gatos headquarters to a ne#tehyThe ten year lease term for
this new lease will commence after the construotibthe buildings is complete.

(4) Other purchase obligations include all othem-sancelable contractual obligations. These cotgtrare primarily related to streaming
content delivery, DVD content acquisition, and mitmeous open purchase orders for which we haweeneived the related services
or goods.

As of June 30, 2013, we had gross unrecognizetgagfits of $54.9 million and an additional $3.8lion for gross interest and
penalties classified as “Other non-current lialgitit on the Consolidated Balance Sheets. At thig tiwe are not able to make a reasonably
reliable estimate of the timing of payments in indual years due to uncertainties in the timingaof audit outcomes; therefore, such amounts
are not included in the above contractual obligatable.

Off-Balance Sheet Arrangements

As part of our ongoing business, we do not engafgesainy transactions with unconsolidated entigesh as entities often referred to as
structured finance or special purpose entities rallyewe have financial guarantees, subordinateded interests, derivative instruments, or
other contingent arrangements that expose us terialtontinuing risks, contingent liabilities, any other obligation under a variable inte
in an unconsolidated entity that provides financifguidity, market risk, or credit risk support tis.

I ndemnification

The information set forth under Note 10 in the sdtethe consolidated financial statements undec#ption “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 assms it affect the reported amounts of assetsiabitities, disclosures of contingent
assets and liabilities at the date of the finamstialements, and the reported amounts of revemaeexgpenses during the reported periods.
SEC has defined a company'’s critical accountingciad as the ones that are most important to theegyal of a company’s financial
condition and results of operations, and which irega company to make its most difficult and sutijecjudgments. Based on this definition,
we have identified the critical accounting policgesl judgments addressed below. We base our estimathistorical experience and on
various other assumptions that we believe to beoreble under the circumstances. Actual resultsdiffer from these estimates.

Streaming Content Accounting

We obtain content distribution rights in order teeam TV shows and movies and Original content éonfpers’ TVs, computers and
mobile devices. Streaming content is generallynkesl for a fixed fee for the term of the licenseeagent which may have multiple windows
of availability. The license agreement may or maybe recognized in the content library.
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When the streaming license fee is known or readgriierminable for a specific title and the spieditle is first available for
streaming to members, the title is recognized enGbnsolidated Balance Sheets as “Current coribzaty, net” for the portion available for
streaming within one year and as “Non-current aanibrary, net” for the remaining portion. Newi¢is recognized in the content library are
classified in the line item “Additions to streamiagntent library” within net cash provided by oparg activities on the Consolidated
Statements of Cash Flows. The streaming contenairlibs reported at the lower of unamortized costsiimated net realizable value. We
amortize the content library on a straight-lineibaser a period not to exceed each title's contedavindow of availability, which typically
ranges from six months to five years.

Based on the viewing trends we see with other aimdlevision series, we are amortizing Originaitent on a straight-line basis over
the shorter of 4 years or the license period.diilasequent season is added, we extend the remaimioigization period by a year. We are in
the early stages of Original content and contimugonitor whether the viewing pattern is highemtingtially expected in the first few mont
to suggest that we amortize at a faster initiad,rabd then to continue on a straight-line basishie remainder of the amortization period. In
terms of relative size, of the approximately $3dml in content library we are amortizing, currgraround 5% is for Originals.

The amortization of the streaming content librarglassified in “Cost of revenues” on the ConsaédaStatements of Operations and in
the line item “Amortization of streaming contertirtiry” within net cash provided by operating adi@s on the Consolidated Statements of
Cash Flows. Costs related to subtitles, dubbind,cimsed captioning are capitalized “Current content library, net” on the Consolidhte
Balance Sheets and amortized over the window dfadbitity. Payment terms for license fees may extend ovetetine of the license windov
which typically ranges from six months to five ygdror the titles recognized in the content libyéing license fees due but not paid are
classified on the Consolidated Balance Sheets agé@t content liabilities” for the amounts duehiit one year and as “Non-current content
liabilities” for the amounts due beyond one yedrafiges in these liabilities are classified in the Item “Change in streaming content
liabilities” within net cash provided by operatiagtivities on the Consolidated Statements of CasWs: We record the streaming content
library assets and their related liability on oumGolidated Balance Sheets at the gross amouhe difability. Payments for the titles not yet
available for streaming are not yet recognizedhéndontent library but in prepaid content. Minimaammitments for the titles not yet
available for streaming are not yet recognizedhendontent library and are discussed in Note hdéa@onsolidated financial statements.

When the streaming license fee is not known oraralsly determinable for a specific title, the titlees not meet the criteria for asset
recognition in the content library. Titles do noeen the criteria for asset recognition in the conlibrary because the underlying license
agreement does not specify the number of titleb®ficense fee per title or the windows of avallgbper title, so that the license fee is not
known or reasonably determinable for a specifie.tifypical payment terms for these agreementschwtéan range from three to five years,
require us to make equal fixed payments at thenpégj of each quarter of the license term. To tiierd that cumulative payments exceed
cumulative amortization, prepaid content is recdrde the Consolidated Balance Sheets. We amohi&édense fees on a straight-line basis
over the term of each license agreement. The amatidn is classified in “Cost of revenuesi the Consolidated Statements of Operation:
in the line item “Net income” within net cash prded by operating activities on the Consolidatedestants of Cash Flows. Changes in
prepaid content are classified within net cash iexy by operating activities in the line item “Pagbcontent’on the Consolidated Stateme
of Cash Flows. Commitments for licenses that donme¢t the criteria for asset recognition in theteotlibrary are included in Note 10 to the
consolidated financial statements.

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

We have licenses with performing rights organizai¢'PROs"), and are currently involved in negatiag with other PROSs, that hold
certain rights to music "publicly performed" in c¢aattion with streaming content into various teriés. For the latter, we accrue for estimi
royalties that are expected to be due to PROs djndtahese accruals based on any changes in ¢éssimidoese amounts are included in our
streaming content obligations. If we are unableetich mutually acceptable terms with the PROs,auwddchecome involved in litigation
and/or could be enjoined from delivering certainsimal compositions, which could adversely impactAdditionally, pending and
ongoing litigation between certain PROs and othedtparties in various territories could impact oegotiations with PROs. The results of
these negotiations are uncertain and may be miyatitierent from management's estimates.

Income Taxes

We record a provision for income taxes for the@péited tax consequences of our reported resutip@rations using the asset and
liability method. Deferred income taxes are recagdiby applying enacted statutory tax rates appkce future years to differences betw:
the financial statement carrying amounts of exisissets and liabilities and their respective tseb as well as net operating loss and tax
credit carryforwards. The effect on deferred tasets and liabilities of a change in tax rates é®gmized in income in the period that includes
the enactment date. The measurement of deferreabtets is reduced, if necessary, by a valuatiowaihce for any tax benefits for which
future realization is uncertain.



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

In evaluating our ability to recover our deferrad aissets, in full or in part, we consider all &lale positive and negative evidence,
including our past operating results, and our fastof future earnings, future taxable income andignt and feasible tax planning strategies.
The assumptions utilized in determining future td&ancome require significant judgment and arestgtant with the plans and estimates we
are using to manage the underlying businessesalaoperating results in future years could diff@mfi our current assumptions, judgments
and estimates. However, we believe that it is nfikedy than not that all deferred tax assets reedrdn our Consolidated Balance Sheets will
ultimately be realized. In the event we were teduine that we would not be able to realize appant of our net deferred tax assets in the
future, an adjustment to the deferred tax assetddame charged to earnings in the period in whiehmake such determination.

We did not recognize certain tax benefits from utaie tax positions within the provision for incortexes. We may recognize a tax
benefit only if it is more likely than not the tawsition will be sustained on examination by thertg authorities, based on the technical m
of the position. The tax benefits recognized infthancial statements from such positions are theasured based on the largest benefit that
has a greater than 50% likelihood of being realizgdn settlement. At June 30, 2013, our estimgtess unrecognized tax benefits were
$54.9 million of which $46.1 million , if recognidewould favorably impact our future earnings. Do@ncertainties in any tax audit
outcome, our estimates of the ultimate settleméntpunrecognized tax positions may change anédthaal tax benefits may differ
significantly from the estimates. See Note 9 todbesolidated financial statements for further infation regarding income taxes.

Stock-Based Compensation

Stock-based compensation expense at the granisdadsed on the total number of options grantedaaneistimate of the fair value of
the awards.

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

«  Expected Volatility: Our computation of expected volatility is basedadniend of historical volatility of our common skoand
implied volatility of tradable forward call optiorts purchase shares of our common stock. Our @ectsiincorporate implied
volatility was based on our assessment that impladdtility of publicly traded options in our commatock is more reflective of
market conditions and, therefore, can 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 volumiour tradable forward call
options in certain periods thereby precluding selence on implied volatility. An increase of 10four computation of
expected volatility would increase the total stbased compensation expense by approximately $1i0@mfor the three months
ended June 30, 2013.

e Suboptimal Exercise Factor: Our computation of the suboptimal exercise factdydased on historical option exercise behavior
and the terms and vesting periods of the optioastgd and is determined for both executives andexeautives. An increase in
the suboptimal exercise factor of 10% would inceeilie total stock-based compensation expense bgxdpately $0.6 million
for the three months ended June 30, 2013.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk

For financial market risks related to changes tarigst rates, reference is made to Item 7A “Quathté and Qualitative Disclosures
About Market Risk” contained in Part Il of our AreduReport on Form 10-K for the year ended DecerBheP012 . Our exposure to market
risk has not changed significantly since Decemlie2812 .

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

Our management, with the participation of our Clrécutive Officer and Chief Financial Officer, &yated 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 Quarterlyd®epn Form 10-Q. Based on that evaluation, oueCEkecutive Officer and Chief
Financial Officer concluded that our disclosureteools and procedures as of the end of the perivdrea by this Quarterly Report on Form
10-Q were effective in providing reasonable assurdhatinformation required to be disclosed by ueejports that we file or submit under
Securities Exchange Act of 1934, as amended, ie€irded, processed, summarized and reportedwtithitime periods specified in the
Securities and Exchange Commission’s rules ands@mnal (ii) accumulated and communicated to our gpament, including our Chief
Executive Officer and Chief Financial Officer, ggeopriate, 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 preventeator and all fraud. A control system, no mattew well conceived and operated, can
provide only reasonable, not absolute, assuraratdhth objectives of the control system are metthen, the design of a control system must
reflect the fact that there are resource constaartd the benefits of controls must be considezkadive to their costs. Because of the inherent
limitations in all control systems, no evaluatidrcontrols can provide absolute assurance thabalirol issues and instances of fraud, if any,
within Netflix have been detected.

Changesin Internal Control Over Financial Reporting

There were no changes in our internal control dwancial reporting that occurred during the quaeteded June 30, 2013 that have
materially affected, or are reasonably likely totenally affect, our internal control over finantiaporting.
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PART Il. OTHER INFORMATION
Item 1. Legal Proceeding

The information set forth under Note 10 in the sdtethe consolidated financial statements undec#ption “Legal Proceedings” is
incorporated herein by reference.

Iltem 1A. Risk Factors

There have been no material changes from theaisofs as previously disclosed under the headinmgk“Ractors” in the Company’s
Annual Report on Form 10-K for the year ended Ddmean31, 2012 .

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
3.4 Certificate of Designation of Rights, Preferenced a

Privileges of Series A Participating Preferred toc
8-K 00049802 3.1 November 2, 2012

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&nBr

Notes due 2017. 8-K 00049802 4.1 November 9, 2009
4.3 Indenture, dated November 28, 2011, among Netfix, and

Wells Fargo Bank, National Association, relatinghie 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

4.5 Preferred Shares Rights Agreement, dated as ofNioee2,
2012, by and between Netflix, Inc. and Computersfiaust
Company, N.A., as rights agent
8-K 00049802 10.1 November 2, 2012

4.6 Indenture, dated February 1, 2013, among Netftig,, Ithe
guarantors from time to time party thereto and ¥EHrgo
Bank, National Association, relating to the 5.375&ior
Notes due 2021. 8-K 00049802 4.1 February 1, 2013

10.1t Form of Indemnification Agreement entered into hg t
registrant with each of its executive officers aictors S-1/A 33383878 10.1 March 20, 2002



10.2t 2002 Employee Stock Purchase Plan Def 14A 00049802 A April 8, 2010
10.41 Amended and Restated 2002 Stock Plan Def 14A 00049802 A March 31, 2006
10.6F 2011 Stock Plan Def 14A 00049802 A April 20, 2011

10.7t Amended and Restated Executive Severance and Retent
Incentive Plan
10-K 00049802 10.7 January 31, 2013

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(
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 Chlehancial
Officer Pursuant to Section 906 of the Sarbane®Akt of
2002 X

101 The following financial information from Netflixnic.’s
Quarterly Report on Form 10-Q for the quarter entlate 30,
2013 filed with the SEC on July 25, 2013, formatiekBRL
includes: (i) Consolidated Statements of Operatfonshe
Three and Six Months Ended June 30, 2013 and Z0112,
Consolidated Statements of Comprehensive Incomthéor
Three and Six Months Ended June 30, 2013 and 2012
(iif) Consolidated Balance Sheets as of June 303 2(hd
December 31, 2012, (iv) Consolidated Statemenash
Flows for the Three and Six Months Ended June B032nd
2012 and (v) the Notes to the Consolidated Financia
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 languiagany filings.

t Indicates a management contract or compensatom
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SIGNATURES

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

NETFLIX, INC.
Dated: July 25, 2013 By: /sl REED H ASTINGS
Reed Hastings
Chief Executive Officer
(Principal executive officer)
Dated: July 25, 2013 By: /s/  DAVID WELLS

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

3.4 Certificate of Designation of Rights, Preferenced a
Privileges of Series A Participating Preferred toc
8-K 00049802 3.1 November 2, 2012

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 8.50eBr

Notes due 2017. 8-K 00049802 4.1 November 9, 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

4.5 Preferred Shares Rights Agreement, dated as ofNioee2,
2012, by and between Netflix, Inc. and Computersfaust
Company, N.A., as rights agent
8-K 00049802 10.1 November 2, 2012

4.6 Indenture, dated February 1, 2013, among Netftig,,Ithe
guarantors from time to time party thereto and ¥EHrgo
Bank, National Association, relating to the 5.375&ior
Notes due 2021. 8-K 00049802 4.1 February 1, 2013

10.1% Form of Indemnification Agreement entered into hg t

registrant with each of its executive officers aictors S-1/A 33383878 10.1 March 20, 2002
10.2t 2002 Employee Stock Purchase Plan Def 14A 00049802 A April 8, 2010
10.4% Amended and Restated 2002 Stock Plan Def 14A 00049802 A March 31, 2006
10.6% 2011 Stock Plan Def 14A 00049802 A April 20, 2011

10.7t Amended and Restated Executive Severance and Retent
Incentive Plan
10-K 00049802 10.7 January 31, 2013

10.8% 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(

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 Chlehancial
Officer Pursuant to Section 906 of the Sarbane®pAkt of
2002 X

101 The following financial information from Netflixnic.’s
Quarterly Report on Form 10-Q for the quarter entlate 30,
2013 filed with the SEC on July 25, 2013, formatieXBRL
includes: (i) Consolidated Statements of Operatfonshe
Three and Six Months Ended June 30, 2013 and Z0112,
Consolidated Statements of Comprehensive Incomthéor
Three and Six Months Ended June 30, 2013 and 2012
(iii) Consolidated Balance Sheets as of June 303 2hd
December 31, 2012, (iv) Consolidated Statemenash
Flows for the Three and Six Months Ended June B032nd
2012 and (v) the Notes to the Consolidated Financia
Statements. X

* These certifications are not deemed filed by $iiC and are not to be incorporated by referena@yrfiling we make under the Securities
Act of 1933 or the Securities Exchange Act of 1984spective of any general incorporation languiagany filings.

t Indicates a management contract or compensatom,
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EXHIBIT 31.1

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

I, Reed Hastings, certify that:
1. I have reviewed this Quarterly Report on FofivQlof Netflix, Inc.

2. Based on my knowledge, this report does notatomny untrue statement of a material fact ortamstate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmislieading with respect to tl
period covered by this report;

3. Based on my knowledge, the financial statemamd other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, angdtfie periods presented in this
report;

4. The registrant’s other certifying officer andre 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 registramd ave have:

a) designed such disclosure controls and proceduresiused such disclosure controls and procedures designed under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifige prepared,;

b) designed such internal control over financial répgr or caused such internal control over finah@aorting to be designe
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atamuoce with generally accepted accounting princjples

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

d) disclosed in this report any change in thestegint’s internal control over financial reportititat occurred during the
registrant’s most recent fiscal quarter that hasenally affected, or is reasonably likely to maadly affect, the registrant’s
internal control over financial reporting; and

5. The registrant’s other certifying officer antdve disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors p@rsons performing the equivalent
function):

a) all significant deficiencies and material weadses in the design or operation of internal cootrer financial reporting
which are reasonably likely to adversely affectrigistrant’s ability to record, process, summasiad report financial
information; and

b) any fraud, whether or not material, that inesl\management or other employees who have a santifiole in the
registrant’s internal control over financial repogt

Dated: July 25, 2013 By: /'s/  REED H ASTINGS
Reed Hastings
Chief Executive Officer




EXHIBIT 31.2

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

I, David Wells, certify that:

1.

2.

5.

| have reviewed this Quarterly Report on Fofivlof Netflix, Inc.

Based on my knowledge, this report does notatomny untrue statement of a material fact otamstate a material fact necessary
to make the statements made, in light of the cistances under which such statements were madmislieading with respect to tl
period covered by this report;

Based on my knowledge, the financial statememis other financial information included in théport, fairly present in all material
respects the financial condition, results of operstand cash flows of the registrant as of, angdtfie periods presented in this

report;

The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd ave have:

a)

b)

c)

d)

designed such disclosure controls and proceduresiused such disclosure controls and procedures tiesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made
known to us by others within those entities, pattidy during the period in which this report isifige prepared,;

designed such internal control over financial répgr or caused such internal control over finah@aorting to be designe
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atamuoce with generally accepted accounting princjples

evaluated the effectiveness of the registratisslosure controls and procedures and presenttnisi report our conclusions
about the effectiveness of the disclosure conintsprocedures, as of the end of the period coveyehis report based on
such evaluation; and

disclosed in this report any change in thestegit’s internal control over financial reportititat occurred during the
registrant’s most recent fiscal quarter that hasenally affected, or is reasonably likely to maadly affect, the registrant’s
internal control over financial reporting; and

The registrant’s other certifying officer antddve disclosed, based on our most recent evatuatimternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of registrant’s board of directors p@rsons performing the equivalent
function):

a)

b)

all significant deficiencies and material weasses in the design or operation of internal cootrer financial reporting
which are reasonably likely to adversely affectrigistrant’s ability to record, process, summasiad report financial
information; and

any fraud, whether or not material, that inesl\management or other employees who have a samtifiole in the
registrant’s internal control over financial repogt

Dated: July 25, 2013 By: /s/ DAVID WELLS

David Wells
Chief Financial Officer



EXHIBIT 32.1

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

I, Reed Hastings, certify, pursuant to 18 U.S.Gti®a 1350, as adopted pursuant to Section 90B6eoSarbane®xley Act of 2002, the
the Quarterly Report on Form 10-Q of Netflix, Ifiet the quarter ended June 30, 2013 fully compldigh the requirements of Section 13(a)

or 15(d) of the Securities Exchange Act of 1934 trad information contained in such report fairhggents, in all material respects, the
financial condition and results of operations otfhlg Inc.

Dated: July 25, 2013 By: /'s/  REED HASTINGS

Reed Hastings
Chief Executive Officer

I, David Wells, certify, pursuant to 18 U.S.C. Sect1350, as adopted pursuant to Section 906 db#tbanes-Oxley Act of 2002, that
the Quarterly Report on Form 10-Q of Netflix, Ifigt the quarter ended June 30, 2013 fully compldigh the requirements of Section 13(a)

or 15(d) of the Securities Exchange Act of 1934 trad information contained in such report fairhggents, in all material respects, the
financial condition and results of operations otfhilg Inc.

Dated: July 25, 2013 By: /s/ DAVID WELLS

David Wells
Chief Financial Officer




