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(Mark One)

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

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
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Title of Each Class Name of Each Exchange on Which Registered
Common Stock, Par Value $0.001 per share

Preferred Share Purchase Rights

The NASDAQ Stock Market LLC

The NASDAQ Stock Market LLC
Securities registered pursuant to Section 12(g) of the Act:

None

(Title of Class)

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.    Yes  ¨    No  þ

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act    Yes  ¨    No  þ

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during
the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject to such filing requirements for the
past 90 days.    Yes  þ    No  ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data File required to be
submitted and posted pursuant to Rule 405 of Regulation S-T (§ 232.405 of this chapter) during the preceding 12 months (or for such shorter period that the
registrant was required to submit and post such files).    Yes  þ    No  ¨

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be contained, to the best of
the registrant�s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form 10-K or any amendment to this
Form 10-K.  þ

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting company. See the
definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer  ¨ Accelerated filer  þ Non-accelerated filer  ¨ Smaller reporting company  ¨
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    Yes  ¨    No  þ

The aggregate market value of the Common Stock held by non-affiliates of the registrant was $290,581,313 on June 30, 2011, based on the closing price of the
Common Stock on that date, as reported on the Nasdaq Global Select Market.(1)

The number of shares of the registrant�s Common Stock outstanding as of February 17, 2012 was 34,527,609.

DOCUMENTS INCORPORATED BY REFERENCE

The registrant has incorporated by reference the information required by Part III of this Annual Report from its Proxy Statement relating to its 2012 Annual
Meeting of Shareholders, to be filed within 120 days after the end of its fiscal year ended December 31, 2011.

(1) Excludes shares held of record on that date by directors, executive officers and 10% shareholders of the registrant. Exclusion of such shares should not be
construed to indicate that any such person directly or indirectly possesses the power to direct or cause the direction of the management of the policies of the
registrant.
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PART I.

This Annual Report on Form 10-K and the documents incorporated herein by reference contain forward-looking statements that have been made
pursuant to the provisions of the Private Securities Litigation Reform Act of 1995. These forward-looking statements are based on current
expectations, estimates, and projections about RealNetworks� industry, products, management�s beliefs, and certain assumptions made by
management. Words such as �anticipates,� �expects,� �intends,� �plans,� �believes,� �seeks,� �estimates,� and similar expressions are intended to identify
forward-looking statements. All statements contained in this annual report on Form 10-K that do not relate to matters of historical fact should
be considered forward-looking statements. Forward-looking statements include statements with respect to:

� future revenues, operating expenses, income and other taxes, tax benefits, net income (loss) per diluted share available to common
shareholders, acquisition costs and related amortization, and other measures of results of operations;

� the effects of our past acquisitions and expectations for future acquisitions and divestitures;

� the effect on our businesses of the sale of certain patent assets and next generation codec assets to Intel Corporation, which is subject to
customary regulatory approval and satisfaction of closing conditions;

� plans, strategies and expected opportunities for future growth, increased profitability and innovation;

� the prospects for creation and growth of strategic partnerships and the resulting financial benefits from such partnerships;

� the expected financial position, performance, growth and profitability of our businesses and the availability of resources;

� our involvement in potential claims, legal proceedings and government investigations, the expected course and costs of existing claims,
legal proceedings and government investigations, and the potential outcomes and effects of both existing and potential claims, legal
proceedings and governmental investigations on our business, prospects, financial condition or results of operations;

� our plans to repatriate some of the cash held by our foreign subsidiaries in a tax efficient manner;

� the expected benefits and other consequences from restructuring Rhapsody and from our other strategic initiatives;

� our expected introduction of new and enhanced products, services and technologies across our businesses;

� the effects of legislation, regulations, administrative proceedings, court rulings, settlement negotiations and other factors that may
impact our businesses;

� the continuation and expected nature of certain customer relationships;
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� impacts of competition and certain customer relationships on the future financial performance and growth of our businesses;

� the effects of U.S. and foreign income and other taxes on our business, prospects, financial condition or results of operations; and

� the effect of economic and market conditions on our business, prospects, financial condition or results of operations.
These statements are not guarantees of future performance and actual actions or results may differ materially. These statements are subject to
certain risks, uncertainties and assumptions that are difficult to predict, including those noted in the documents incorporated herein by
reference. Particular attention should also be paid to the cautionary language included or referred to in the section of Item 1 entitled
�Competition,� in Item 1A entitled �Risk Factors� and in Item 3 entitled �Legal Proceedings.� RealNetworks undertakes no obligation to update
publicly any forward-looking statements as a result of new information, future events or otherwise, unless required by law. Readers should
carefully review the risk factors included in other reports or documents filed by RealNetworks from time to time with the Securities and
Exchange Commission, particularly the Quarterly Reports on Form 10-Q and any Current Reports on Form 8-K.

Item  1. Business
Overview

RealNetworks creates innovative applications and services that make it easy to access and enjoy digital media. Our applications and services
simplify the way people connect with, use and enjoy their media in a mobile, multi-screen world that embraces a variety of technology and
devices. We provide the digital media services and applications we create to consumers, mobile carriers and other businesses.

Consumers use our services and software to find, purchase, store, organize, play and manage music, games and video. Our consumer products
and services include RealPlayer, a widely distributed media player; casual games for play on the Internet and social media sites and for purchase
on personal computers and mobile phones; and SuperPass, a subscription service that provides access to a wide variety of digital media.
Network service providers, such as mobile carriers, use our products and services to create and deliver digital media and messaging services,
such as ringback tones, music-on-demand, video-on-demand and intercarrier messaging, for their subscribers.
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On January 26, 2012, we entered into an asset purchase agreement with Intel Corporation pursuant to which we will sell substantially all of our
patent assets and related rights held by us and our next generation video codec technology for cash consideration of $120.0 million and the
assumption of certain of our liabilities, subject to the potential adjustments provided for in the asset purchase agreement. In connection with the
transaction, we also entered into a license agreement with Intel pursuant to which we will obtain a non-exclusive, royalty-free, fully paid up,
irrevocable (except as set forth in the license agreement) and worldwide license (without the right to grant sublicenses) to use these patents in
connection with our business. The consummation of these transactions is subject to closing conditions and is expected to close in the first quarter
of 2012.

We were incorporated in 1994 in the State of Washington. Our common stock is listed on the Nasdaq Global Select Market under the symbol
�RNWK.�

Segments

Core Products

Core Products, our largest segment by revenue, consists of the digital media services we provide to network service providers as software as a
service (SaaS) offerings, sales of our Helix software used by enterprises to stream digital media, sales of Helix technology licenses for mobile
handsets that allow playback of digital media, software integration and professional services provided to mobile carriers around the world as
well as our SuperPass subscription service offering.

SaaS.    We develop and provide a variety of SaaS services including ring-back tone (RBT), music-on-demand (MOD), video-on-demand
(VOD) and messaging services principally sold to mobile carriers. Our Saas services generated the most revenue within our Core Products
segment in 2011. In connection with our SaaS services, we also offer e-commerce services, including business intelligence, subscriber
management and billing for our carrier customers. Our carrier customer base includes more than 90 mobile carriers worldwide in 2011.

Our RBT services enable callers to hear music instead of the traditional electronic ringing sound while waiting for the person they have called to
answer. The RBT subscriber chooses the music heard by the subscriber�s callers. Our RBT services enable subscribers to select from a variety of
ringback content, including music, pre-recorded messages by celebrities and sound effects. Carriers generally offer our RBT service to their
subscribers through monthly subscriptions or on a per-tone basis. In return for providing, operating and managing the RBT service for carrier
customers, we generally enter into revenue-sharing arrangements based on monthly subscription fees, content download fees or a combination of
such fees paid by subscribers.

Our MOD services allow carriers to offer their subscribers a wide range of songs for downloading or streaming to PCs, mobile phones and
portable audio players. Users typically pay carriers for MOD service through monthly subscriptions or on a per-download basis, and we
generally receive from the carriers a combination of a monthly fixed fee, a percentage of monthly subscription fees and a percentage of content
download fees for providing the service.

Our VOD services allow carriers to offer their subscribers a wide range of videos by downloading or streaming to video-enabled mobile phones
that are equipped with approved digital rights management systems. Users typically pay for VOD services through monthly subscriptions and
content download fees paid to the carriers, and we generally receive a combination of a monthly fixed fee, a percentage of monthly subscription
fees and a percentage of content download fees for providing the service.

Our inter-carrier messaging (ICM) service routes and delivers short messaging service (SMS) messages between wireless carriers within the
U.S. and internationally under the brand name Metcalf. We provide this service to carriers in partnership with Syniverse Holdings, Inc. The ICM
service allows subscribers with any text-message capable handset to send and receive text messages to and from subscribers on other carrier
networks. We typically earned revenue from this service from fees paid by the carriers based on the number of messages handled for them
through the ICM service, but many contracts with carriers have changed to fixed-fee pricing for our service. The revenue we earn from our ICM
service is subject to our revenue-sharing arrangement with Syniverse.

Software licensing.    Our Helix server software allows companies and institutions to broadcast live and on-demand audio, video and other
multimedia programming to large numbers of simultaneous users over the Internet. Carriers, media companies and other enterprises typically
pay upfront fees for either a perpetual or term-based license plus annual fees for upgrades and support.

In addition, we have created enhanced versions of our media player and Helix server products for wireless applications and other devices, and
we license them to a variety of mobile network operators and handset manufacturers on a worldwide basis. We have entered into agreements
with companies including Motorola, Nokia, Qualcomm, and Sony Ericsson, to preinstall our mobile media player software on mobile phones.
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Professional services and systems integration.    We provide professional services and specialized technical support to customize and integrate
our technology with our customers� existing systems and technology. In recent years we have reduced our focus on our systems integration
business because it has lower margins and does not generate recurring revenue. However, revenue from this business has been a significant
contributor to Core Products revenue in the fourth quarter of each year for the past five years. In 2011, however, we generated much of our
professional services and systems integration revenue in the third quarter.

SuperPass.    SuperPass is a subscription service that provides consumers with access to a broad range of digital entertainment content for a
monthly fee. In addition, our SuperPass subscription service includes exclusive live video feeds from the CBS television network�s Big Brother
program and a monthly allowance for games and music downloads.
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Emerging Products

Our emerging products business consists of RealPlayer and new products and services in development. In 2011, nearly all revenue in the
segment was derived from products and services related to the RealPlayer.

RealPlayer.    Our RealPlayer media player software includes features and services that enable consumers to discover, play, download, manage
and edit digital video. Consumers can also use RealPlayer to stream audio and video, save CDs to their personal digital music libraries, burn
CDs and transfer their audio and video content to portable devices. With the latest versions of our RealPlayer software, consumers can download
and save their photos and web videos from thousands of websites, and transfer their photos and video content to and from portable devices.
Consumers can also easily share photos and video links with their contacts on social networks and edit their own video content. RealPlayer is
available to consumers as a free download from our Real.com and RealPlayer.com websites. A premium version of RealPlayer, which is
available for purchase, includes enhanced functionality for creating CDs and DVDs, enhanced playback controls and additional media library
features. We monetize RealPlayer primarily with revenue derived from sales of the premium version, and from distributing third-party software
products, such as the Google toolbar and Google Chrome, to consumers who wish to download additional applications when downloading our
software products.

In recent years, our RealPlayer strategy has focused on providing consumers with tools to manage their digital media content in a variety of
formats across devices rather than creating a unique streaming platform and depending upon the adoption and use of the RealPlayer file format.
As a result, RealPlayer�s video downloading tools, for example, work on nearly any platform and play nearly all major digital media formats.

Games

We own and operate a large casual games service, offering casual games via digital downloads, online subscription play, third-party portals,
social networks and mobile devices. Casual games typically have simple graphics, rules and controls and are quick-to-learn. Casual games
include board, card, puzzle, word and hidden-object games.

We develop, publish, license and distribute casual games. We have a large and diverse portfolio of original games developed by our in-house
game studios, games developed by us from content we license from other intellectual property holders, and games licensed to us by third parties
that we distribute to our customers. We also partner with external game developers who develop games for us on an outsourced basis, which
gives those developers access to our large distribution network in exchange for distribution rights to their games. We distribute games
principally in North America, Europe and Latin America through our GameHouse, Zylom and Atrativa websites and through websites owned or
managed by third parties.

PC Games.    Consumers can play and purchase games from our catalog of online and downloadable PC games. We typically introduce new
games by offering a free trial before purchase on an individual basis or as part of one of our subscription services. In addition to revenue from
sales of games and subscriptions, we generate revenue from display advertising that is shown to consumers during online play.

Social and Mobile Games.    Game play on social networks is among the fastest growing trends in game play, and during 2011, we focused on
developing, monetizing and optimizing social games and social game play experiences. In 2010, we developed and launched Fusion, a gaming
platform that introduces social elements to game play to increase interactions and competition among players, such as leaderboards, cross-device
play, and microtransactions. We offer several of our casual games, including our own brands such as Collapse and licensed brands such as UNO
on Facebook and other social network platforms. We monetize social games largely through sales of advertising and microtransactions. We have
also adapted our games for play on more than 2,000 mobile handsets and launched several games for play on smartphones, including the iPhone.

Music

Following the restructuring of our Rhapsody joint venture in March 2010, we own approximately 47% of Rhapsody and no longer control or
operate our former Music business. Rhapsody continues to provide products and services that enable consumers to have unlimited access to
digital music content anytime from a variety of devices. The Rhapsody subscription service offers conditional downloads and on-demand
streaming services through unlimited access to a catalog of millions of music tracks. Rhapsody also operates an MP3 music store, where
consumers can purchase and permanently download individual digital music tracks. Rhapsody generates revenue primarily in the U.S. through
subscriptions to its music services, and sales of tracks and advertising.

Research and Development
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We devote a substantial portion of our resources to developing new products, enhancing existing products, expanding and improving our
fundamental technology, and strengthening our technological expertise in all our businesses. During the years ended December 31, 2011, 2010
and 2009, we expended 21%, 25% and 21%, respectively, of our revenue on research and development activities.
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Customers and Seasonality

Our customers include consumers and businesses located throughout the world. Sales to customers outside the U.S., primarily in Asia and
Europe, were 52%, 43% and 33% of our revenue during the years ended December 31, 2011, 2010 and 2009, respectively. No one customer
accounted for more than 10% of our total revenue during the years ended December 31, 2011, 2010, and 2009.

We experience seasonality in our business, particularly with respect to the fourth quarter of our fiscal year. Our consumer businesses, which
include advertising revenue, make up a large percentage of our revenue, and the fourth quarter has traditionally been the seasonally strongest
quarter for Internet advertising. In addition, our Core Products business typically has a concentration of system sales, deployment, and
professional services revenue in the fourth quarter. In 2011, however, we generated much of our professional services and systems integration
revenue in the third quarter.

Sales, Marketing and Distribution

Our marketing programs are aimed at increasing brand awareness of our products and services and stimulating demand. We use a variety of
methods to market our products and services, including paid search advertising, affiliate marketing programs, advertising in print, electronic and
other online media, direct mail and email offers to qualified potential and existing customers, and providing product specific information
through our websites. We also cross-market products and services offered by some of our businesses through the RealPlayer and Games
marketing and distribution channels. We also have subsidiaries and offices in several countries that market and sell our products outside the U.S.

Our products and services are marketed through direct and indirect channels. We use public relations, trade shows, events and speaking
opportunities to market our products and services. We also use a variety of online channels, including social media, to promote and sell our
products and services directly.

Core Products.    Our Core Products sales, marketing and business development team works closely with many of our enterprise, infrastructure,
wireless, broadband and media customers to identify new business opportunities for our entertainment applications, services and systems.
Through ongoing communications with the product and marketing divisions of our customers, we tailor our SaaS offerings to their strategic
needs and the needs of their subscribers. A large network of distributors including hardware server companies, content aggregators, Internet
service providers and other resellers, provide end users access to our Helix streaming technology.

Emerging Products.    We market and sell our RealPlayer services directly through our own websites such as Real.com and GameHouse.com, as
well as indirectly through affiliate partnerships. During 2011, we also had a global sales force that generated advertising revenue from our
websites and free consumer applications such as RealPlayer. We outsourced this advertising sales function beginning in 2012.

Games.    Our games are marketed directly from our websites and through third-party distribution channels, such as broadband service providers,
search engines, online portals, mobile phone application stores, major social networks and content publishers.
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Customer Support

Customer support is integral to the provision of nearly all of our consumer products and services. Consumers who purchase and use our
consumer software products and services, including games and RealPlayer Plus, can get assistance via the Internet, email or telephone,
depending on the product or service. For most of our consumer products, we contract with third-party outsource support vendors to provide the
primary staffing for our first-tier customer support globally. We also provide various support service options for our business customers and for
software developers using our software products and associated services. Support service options include hotline telephone support, online
support services, and on-site support personnel covering technical and business-related support topics.

Competition

The market for software and services for digital media delivery over the Internet and wireless networks is intensely competitive. Many of our
current and potential competitors have longer operating histories, greater name recognition or brand awareness, more employees or significantly
greater resources than we do.

Core Products

SaaS.    We compete with a large and diverse number of domestic and international companies in our SaaS business, and each of our SaaS
offerings tends to face competitors specific to that product or service. The market for the SaaS services we offer has become increasingly
competitive due in part to the proliferation of smartphones that has resulted in the introduction of a number of services and applications that are
made available to consumers with no dependency on mobile carriers. We compete largely based on time-to-market, feature sets, ease of use,
operational expertise, our ability to offer an integrated suite of entertainment services, customer care and price. Many of our SaaS services
require a high degree of integration with carrier or service provider networks and thus require a high degree of operational expertise. In addition,
our ability to enhance services with new features as the digital entertainment market evolves is critical to our competitive position, as is our
knowledge of the consumer environment to which these services are targeted.

Software Licensing.    We believe that the primary competitive factors in the digital-media delivery and licensing market include the quality,
reliability, price and licensing terms of the overall media delivery solution, ubiquitous and easy consumer accessibility to media playback
capability, broad distribution and use of products, and the ability to license and support popular and emerging media formats for digital media
delivery. Our competitors in the market for digital media servers, players, encoders, digital rights management, codecs and other technology and
services related to digital distribution of media include Adobe, Apple and Microsoft.

SuperPass.    Our SuperPass subscription service faces competition from a large number of existing competitive alternatives and other emerging
services and technologies. We face significant competition from emerging Internet media sources and established companies entering into the
Internet media content market as well as broadband Internet service providers, many of which provide similar or alternative services for free or
bundle these types of services with other offerings. In addition, our overall ability to sell SuperPass depends in part on the use of our formats on
the Internet, which has declined in recent periods, and access to premium content on commercially acceptable terms.

Emerging Products

RealPlayer.    We expect competition for media player users to continue to be intense as the markets and business models for Internet video
content mature and more competitors enter these markets. RealPlayer competes with alternative streaming media playback technologies such as
Microsoft Windows Media Player and Adobe Flash and their related file formats, each of which has obtained very broad market penetration. Our
video and photo transfer services within RealPlayer compete primarily on the basis of the quality and perceived value of the content and services
we provide and on the effectiveness of our distribution network and marketing programs.

Games

Our Games business competes with a variety of distributors, publishers and developers of casual games for the PC and mobile platforms and for
social networks. We compete in this market primarily on the basis of the quality and convenience of our services, the reach and quality of our
distribution and the quality and breadth of our game catalog. In addition, the market for casual games has become increasingly price competitive
in recent years. Our in-house content development studios compete with other developers and publishers of social and mobile games. Our
studios compete based on our ability to develop and publish high quality games that resonate with consumers, our effectiveness at building our
brands, and our ability to secure broad distribution relationships with major social networks and mobile carriers. Our social and mobile games
compete with a range of developers, including Zynga Inc., Glu Mobile Inc., Wooga GmbH, Electronic Arts Inc. and Midasplayer.com Ltd.�s
King.com. Our family of websites serving the PC casual games market competes with other high volume distribution channels for
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downloadable, online and social games including Yahoo! Games, MSN Gamezone, Pogo.com, Big Fish Games, PopCap Games, Inc., and
Amazon.com.
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Intellectual Property

As of December 31, 2011, we had 132 U.S. patents, 58 South Korean patents, 63 patents in other countries and more than 190 pending patent
applications worldwide relating to various aspects of our technology. On January 26, 2012, we entered into an asset purchase agreement with
Intel Corporation pursuant to which we agreed to sell substantially all of our patent assets and related rights held by us and our next generation
video codec technology to Intel. Giving effect to this sale transaction, we will have two U.S. patents, 40 South Korean patents, ten patents in
other countries and more than 20 pending patent applications worldwide. Upon the closing of the asset sale transaction, we will obtain a
non-exclusive, royalty-free, fully paid up, irrevocable and worldwide license to use the patent assets sold to Intel in connection with our
business. The consummation of the transactions contemplated by the asset purchase agreement is subject to customary regulatory approval and
closing conditions. We plan to continue to prepare additional patent applications on other current and anticipated features of our technology in
various jurisdictions across the world.

As of December 31, 2011, we had 60 registered U.S. trademarks or service marks, 28 registered South Korea trademarks or service marks, and
had applications pending for several more trademark or service marks in various jurisdictions across the world. We also have several
unregistered trademarks. Many of our marks begin with the word �Real� (such as RealPlayer). We are aware of other companies that use �Real� in
their marks alone or in combination with other words, and we do not expect to be able to prevent all third-party uses of the word �Real� for all
goods and services.

Our ability to compete across our businesses partly depends on the superiority, uniqueness and value of our technology that we both develop and
license from third parties. To protect our proprietary rights, we rely on a combination of patent, trademark, copyright and trade secret laws,
confidentiality agreements with our employees and third parties, and protective contractual provisions. These efforts to protect our intellectual
property rights may not be effective in preventing misappropriation of our technology, or may not prevent the development and design by others
of products or technologies similar to or competitive with those we develop.

Employees

At December 31, 2011, we had 1,224 employees, of which 708 were based in the Americas, 331 were based in Asia, and 185 were based in
Europe. None of our employees are subject to a collective bargaining agreement, and we believe that our relations with our employees are good.

Position on Charitable Responsibility

In periods where we achieve profitability, we intend to donate 5% of our net income to charitable organizations, which will reduce our net
income for those periods. The non-profit RealNetworks Foundation manages a substantial portion of our charitable giving efforts. We attempt to
encourage employee giving by using a portion of our intended contribution to match charitable donations made by employees.

Available Information

Our corporate Internet address is www.realnetworks.com. We make available free of charge on www.investor.realnetworks.com our annual
reports on Form 10-K, quarterly reports on Form 10-Q and current reports on Form 8-K, and amendments to these reports, as soon as reasonably
practicable after we electronically file such material with, or furnish it to, the Securities and Exchange Commission. However, the information
found on our corporate website is not part of this or any other report.

Executive Officers of the Registrant

The table below lists the executive officers of RealNetworks as of February 1, 2012. On January 5, 2012, Michael Eggers announced that he will
resign from his positions effective April 15, 2012.

Name Age Position
Thomas Nielsen 42 President, Chief Executive Officer and Director
Michael Eggers 40 Senior Vice President, Finance, Chief Financial Officer and Treasurer
Tracy D. Daw 46 Chief Legal Officer and Corporate Secretary
Matt Hulett 41 Senior Vice President, Games Division
Michael Lunsford 44 Executive Vice President

Edgar Filing: REALNETWORKS INC - Form 10-K

Table of Contents 13



THOMAS NIELSEN has served as President and Chief Executive Officer of RealNetworks since November 2011. From 2004 to October 2011,
Mr. Nielsen was employed by Adobe Systems, Incorporated, a software company, serving as Vice President of the Digital Imaging Group from
November 2009 to October 2011, as Senior Director for Consumer and Online applications from 2007 to November 2009 and as Director of
Engineering for the InDesign and Illustrator applications from 2004 to 2006. Mr. Nielsen�s professional experience also includes 14 years of
employment with technology companies including Microsoft Corporation and MGI Software Corp. Mr. Nielsen holds a B.S. in Computer
Science from Tietgen Business School in Odense, Denmark.
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MICHAEL EGGERS has served as Senior Vice President, Chief Financial Officer and Treasurer of RealNetworks since 2006. Mr. Eggers
joined RealNetworks in 1997 as the Manager of Financial Reporting and has held various positions leading to his appointment as Senior Vice
President, Chief Financial Officer and Treasurer. Prior to RealNetworks, Mr. Eggers was employed by KPMG LLP in the audit practice
division. Mr. Eggers holds a B.A., magna cum laude, in Business Administration with a concentration in accounting from the University of
Washington.

TRACY D. DAW has served as Chief Legal Officer of RealNetworks since September 2010 and as Corporate Secretary since January 2010.
Mr. Daw joined RealNetworks in 2000 and has held various positions with the Company, including Vice President, Corporate Development and
Deputy General Counsel from 2007 to September 2010 and Vice President, Corporate Development and Associate General Counsel from 2006
to 2007. Prior to joining RealNetworks, Mr. Daw was a partner in the law firm of Sidley & Austin in Chicago, Illinois. Mr. Daw holds a B.S.
from Cornell University and a J.D. from the University of Michigan Law School.

MATT HULETT has served as the Senior Vice President of the Games Division of RealNetworks since July 2010 and served as Chief Revenue
Officer of the Games Division from August 2009 to July 2010. From 2006 to August 2009, Mr. Hulett was the Chairman and Chief Executive
Officer of Mpire Corporation, a company engaged in online advertising optimization, and continues to serve as its Executive Chairman. From
2001 to 2005, Mr. Hulett was the President of the corporate travel division of Expedia, Inc., an online travel company. From 1999 to 2001,
Mr. Hulett was President of Atom Entertainment, Inc., an online entertainment company. Mr. Hulett holds a B.A. degree in Marketing,
Information Systems from the University of Washington.

MICHAEL LUNSFORD has served as Executive Vice President of RealNetworks since November 2011. Mr. Lunsford joined RealNetworks in
2008 and served as Interim Chief Executive Officer from March 2011 to November 2011, as Executive Vice President, Music, Media and
Technology Solutions of RealNetworks from June 2010 to March 2011, as Executive Vice President, Technology Products and Solutions and
Media Software and Services from January 2010 to June 2010, as Executive Vice President, Strategic Ventures from June 2008 to January 2010
and as Senior Strategic Advisor from January 2008 to June 2008. From 1999 to December 2007, Mr. Lunsford was employed by Earthlink,
Incorporated, a provider of communications services, serving as Executive Vice President from June 2007 to December 2007, as interim
President and Chief Executive Officer from 2006 to June 2007, as Executive Vice President and President, Access and Voice from 2005 to 2006,
and as Executive Vice President, Marketing and Products from 2004 to 2005. Mr. Lunsford holds an A.B. in Economics and an M.B.A. from the
University of North Carolina.

Item 1A. Risk Factors
You should carefully consider the risks described below together with all of the other information included in this annual report on Form 10-K.
The risks and uncertainties described below are not the only ones facing our company. If any of the following risks actually occurs, our business,
financial condition or operating results could be harmed. In such case, the trading price of our common stock could decline, and investors in our
common stock could lose all or part of their investment.

We need to successfully introduce new products and services to grow our businesses.

Our business is dependent upon the introduction of new products and services, which is subject to a number of risks. The process of developing
new, and enhancing existing, products and services is complex, costly and uncertain. Providing products and services that are attractive and
useful to subscribers and consumers is in part subject to unpredictable and volatile factors beyond our control, including end-user preferences
and competing products and services. Any failure by us to timely respond to or accurately anticipate consumers� changing needs, emerging
technological trends or important changes in the market or competition for products and services we plan to introduce could significantly harm
our current market share or result in the loss of market opportunities. In addition, we must make long-term investments, develop or obtain
appropriate intellectual property and commit significant resources before knowing whether our predictions will accurately reflect consumer
demand for our products and services, which may result in no return or a loss on our investments. Furthermore, new products and services may
be subject to legal challenge. Responding to these potential claims may require us to enter into royalty and licensing agreements on unfavorable
terms, require us to stop distributing or selling, or to redesign our products or services, or to pay damages. If we do not successfully introduce
new products and services, our operating results may be materially harmed.

The mobile entertainment market is evolving rapidly and highly competitive.

The market for mobile entertainment services, including our ring back tones, music on demand and video on demand solutions, is highly
competitive and evolving rapidly, particularly with the growth in the use of smartphones. Increased use of smartphones has resulted in a
proliferation of applications and services that compete with our SaaS services and, in many cases, are not dependent upon our carrier customers
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to make them available to subscribers. To maintain or enhance our competitive position, we may need to develop new SaaS services that enable
our carrier customers to compete with the broad range of applications and other services available in the market. We face competition, and may
face future competition, from major media companies, Internet portal companies, content aggregators, wireless software providers and other
pure-play wireless entertainment publishers, some of which have greater financial resources than we do. Furthermore, while most of our carrier
customers do not offer internally developed
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services that compete with ours, if our carrier customers begin developing these services internally, we could be forced to lower our prices or
increase the amount of service we provide in order to maintain our business with those carrier customers. Increased competition has in the past
resulted in pricing pressure, forcing us to lower the selling price of our services. If we are unable to develop or provide services that compete
effectively in the mobile entertainment market, our operating results and financial condition may be materially harmed.

Contracts with our carrier customers subject us to significant risks that could negatively impact our revenue or otherwise harm our
operating results.

We derive a material portion of our revenue from our SaaS offerings we provide to carriers. Many of our SaaS contracts with carriers provide for
revenue sharing arrangements, but we have little control over the pricing decisions of our carrier customers. Furthermore, most of these contracts
do not provide for guaranteed minimum payments or usage levels. Because most of our carrier customer contracts are nonexclusive, it is
possible that our mobile carrier customers could purchase similar services from third parties and cease to use our services in the future. As a
result, our revenue derived under these agreements could be substantially reduced depending on the pricing and usage decisions of our carrier
customers. In addition, some of our SaaS contracts require us to incur significant set-up costs prior to the launch of services with a carrier
customer. In the fourth quarter of 2011, we reduced our forecast for profitability associated with certain carrier customer contracts for which the
total costs exceeded the total revenue we expect to recognize from these contracts, and as a result, we recorded impairment of deferred costs
totaling $20.0 million. We cannot provide assurance that we will not record additional impairments or other charges in future periods related to
our carrier customer contracts, which would negatively impact our results of operations.

In addition, none of our SaaS contracts with carriers obligates our carrier customers to market or distribute any of our SaaS offerings. Despite
the lack of marketing commitments, revenue related to our SaaS offerings is, to a large extent, dependent upon the marketing and promotion
activities of our carrier customers. In addition, many of our carrier contracts are short term and allow for early termination by the carrier with or
without cause. These contracts are therefore subject to renegotiation of pricing or other key terms that could be adverse to our interests and leave
us vulnerable to non-renewal by the carriers. The loss of carrier customers, a reduction in marketing or promotion of our SaaS offerings, or the
termination, non-renewal or renegotiation of contract terms that are less favorable to us would likely result in the loss of future revenues from
our SaaS offerings.

Finally, nearly all of our carrier contracts obligate us to indemnify the carrier customer for certain liabilities and losses incurred by them,
including liabilities resulting from third party claims for damages that arise out of the use of our technology. These indemnification terms
provide us with certain procedural safeguards, including the right to control the defense of the indemnified party. Pursuant to these
indemnifications obligations, we have agreed to control the defense on behalf of three of our carrier customers related to pending patent
infringement proceedings, and we are vigorously defending them. These pending proceedings or future claims against which we may be
obligated to defend our carrier customers could result in payments that could materially harm our business or our consolidated financial
statements.

A majority of the revenue that we generate in our Core Products business segment is dependent upon our relationship with a few customers,
including SK Telecom and Verizon; any deterioration of these relationships could materially harm our business.

We generate a significant portion of our revenue from sales of our mobile entertainment services to a few of our mobile carrier customers,
including SK Telecom, a leading wireless carrier in South Korea. In the near term, we expect that we will continue to generate a significant
portion of our total revenue from these customers, particularly SK Telecom and Verizon. If these customers fail to market or distribute our
services or terminate their business contracts with us, or if our relationships with these customers deteriorate in any significant way, we may be
unable to replace the affected business arrangements with acceptable alternatives. Our relationship with SK Telecom may also be affected by the
general state of the economy of South Korea. Failure to maintain our relationships with these customers could have a material negative impact
on our revenue and operating results.

Our businesses face substantial competitive and other challenges that may prevent us from being successful in, and negatively impact future
growth in, those businesses.

Many of our current and potential competitors in our businesses have longer operating histories, greater name recognition, more employees and
significantly greater resources than we do. To effectively compete in the markets for our products and services, we may experience the following
consequences, any of which would adversely affect our operating results and the trading price of our stock:

� reduced prices or margins,
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� loss of current and potential customers, or partners and potential partners who provide content we distribute to our customers,

� changes to our products, services, technologies, licenses or business practices or strategies,

� lengthened sales cycles,
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� industry-wide changes in content distribution to customers or in trends in consumer consumption of digital media products and services,

� pressure to prematurely release products or product enhancements, or

� degradation in our stature or reputation in the market.
In addition, we face the following competitive risks relating to our businesses:

Our SuperPass subscription service faces competition from a broad variety of entertainment sources, including traditional media outlets and
emerging Internet media sources. We expect this competition to continue to be intense as the market and business models for Internet video
content mature and more competitors enter these new markets. Competing services may be able to obtain better or more favorable access to
compelling video content than us, may develop better offerings than us and may be able to leverage other assets or technologies to promote or
distribute their offerings successfully. Our RealPlayer software services compete with alternative streaming media playback technologies and
audio and video formats including Microsoft Windows Media Player and Adobe Flash and their related file formats, each of which has obtained
very broad market penetration. In addition, our overall ability to sell subscription services depends in part on the use of our formats on the
Internet, and declines in the use of our formats have negatively affected, and are expected to continue to negatively affect, our subscription
revenue and increase costs of obtaining new subscribers. If we are unable to compete successfully, including through the introduction of
compelling new products and services, our SuperPass and RealPlayer businesses could continue to decline.

Our GameHouse, Zylom and Atrativa branded services compete with other online aggregators and distributors of online, downloadable and
social casual PC games. Some of these competitors have high volume distribution channels and greater financial resources than we do. Our
Games business also competes with many other smaller companies that may be able to adjust to market conditions, including responding
effectively to the growing popularity of casual games on social networks, faster than us. We also face increasing price competition in the casual
games market, and some of our competitors may be able to lower prices more aggressively than us. We expect competition to intensify in this
market from these and other competitors, and no assurance can be made that we will be able to achieve growth in our revenue. Our games
development studios compete primarily with other developers of online, downloadable, mobile and social casual PC games and must continue to
develop popular and high-quality game titles. Our Games business must also continue to execute on opportunities to expand the play of our
games on a variety of non-PC platforms, including social networks, in order to maintain our competitive position and to grow the business.

We may not be successful in maintaining and growing our distribution of digital media products.

Maintaining and growing the distribution of digital media products through our websites and our other distribution channels is important to our
future prospects, including future growth through the introduction of new products and services distributed through these channels. We cannot
predict whether consumers will continue to download and use our digital media products consistent with past usage, which may reduce our
ability to generate revenue from those products as well as result in lower than expected adoption of newly introduced products and services. Our
inability to maintain continued high volume distribution of our digital media products could also hold back the growth and development of
related revenue streams from these market segments, including the distribution of third-party products and sales of our subscription services, and
therefore could harm our business and our prospects. Our revenue from the distribution of third-party products will also be negatively impacted
if those products are not widely downloaded by consumers, including due to the relative market saturation of such products. In addition, our
revenue from the distribution of third party products is currently significantly dependent on a single customer contract. If that contract is not
renewed or terminated and cannot be replaced by another similar customer contract, our financial results would be harmed.

Our operating results are difficult to predict and may fluctuate, which may contribute to volatility in our stock price.

The trading price for our common stock has been volatile, ranging from $6.92 to $17.24 per share during the 52-week period ended
December 31, 2011. These prices reflect the one-for-four reverse stock split of the Company�s common stock that was effective at the close of
business on August 30, 2011. As a result of the rapidly changing markets in which we compete, our operating results may fluctuate from
period-to-period, which may continue to contribute to the volatility of our stock price. In past periods, our operating results have been affected
by personnel reductions and related charges, charges relating to losses on excess office facilities, and impairment charges for certain of our
equity investments, goodwill and other long-lived assets. Our operating results may be adversely affected by similar or other charges or events in
future periods, including, but not limited to:
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� impairments of long-lived assets,

� integrating and operating newly acquired businesses and assets, and

� the general difficulty in forecasting our operating results and metrics, which could result in actual results that differ significantly from
expected results.
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Certain of our product and service investment decisions (for example, research and development and sales and marketing efforts) are based on
predictions regarding business and the markets in which we compete. Fluctuations in our operating results, particularly when experienced
beyond what we expected, could cause the trading price of our stock to continue to fluctuate.

Continued loss of revenue from some of our subscription services may harm our operating results.

Our operating results could be adversely impacted by the loss of subscription revenue. Subscribers may cancel their subscriptions to our services
for many reasons, including a perception that they do not use the services sufficiently or that the service does not provide enough value, a lack of
attractive or exclusive content generally or as compared with competitive service offerings, or because customer service issues are not
satisfactorily resolved. Revenue from our SuperPass subscription service has declined in recent periods due in part to our focus on other products
and services we offer, and we expect this trend to continue. For the subscription services we offer, we must continue to obtain compelling digital
media content for our video and games services in order to maintain and increase usage and overall customer satisfaction for these products. Our
operating results may be negatively impacted if we cannot obtain content for our subscription services on commercially reasonable terms.

Government regulation of the Internet is evolving, and unfavorable developments could have an adverse affect on our operating results.

We are subject to regulations and laws specific to the marketing, sale and delivery of goods and services over the Internet. These laws and
regulations cover taxation, user privacy, data collection and protection, copyrights, electronic contracts, sales procedures, automatic subscription
renewals, credit card processing procedures, consumer protections, broadband Internet access and content restrictions. We cannot guarantee that
we have been or will be fully compliant in every jurisdiction, as it is not entirely clear how existing laws and regulations governing issues such
as privacy, taxation and consumer protection apply or will be enforced with respect to the products and services we sell through the Internet.
Moreover, as Internet commerce continues to evolve, increasing regulation and/or enforcement efforts by federal, state and foreign agencies
becomes more likely. The adoption of any laws or regulations or the imposition of other legal requirements that adversely affect our ability to
market, sell, and deliver our products and services could decrease demand for our service offerings, resulting in lower revenue. Future
regulations, or changes in laws and regulations or their existing interpretations or applications, could also require us to change our business
practices, raise compliance costs or other costs of doing business and result in additional historical or future liabilities for us, resulting in adverse
impacts on our business and our operating results.

As a consumer-facing business, we receive complaints from our customers regarding our consumer marketing efforts and our customer service
practices. Some of these customers may also complain to government agencies, and from time to time, those agencies have made inquiries to us
about these practices. In March and September 2011, the Consumer Protection Division of the Washington State Office of the Attorney General
(Washington AG) issued civil investigative demands to us requesting information and documents relating to certain of our consumer marketing
practices during the period from 2005 to 2011. We are cooperating and are in discussions with the Washington AG regarding the investigation,
and have begun to respond to the Washington AG�s requests. The Washington AG has not initiated any enforcement action against us. We
believe our practices have been consistent with industry standards and have not violated any laws, but cannot predict the outcome of the
investigation at this time, including whether the investigation will result in significant expenses, monetary damages, penalties or injunctive relief
that would reduce our cash flows or harm our business or consolidated financial statements.

Uncertainty and adverse conditions in the economy could have a material adverse impact on our business, financial condition and results of
operations.

Weaknesses in the national and global economy has resulted in recent years in a decline in overall consumer and corporate spending, declines in
consumer and corporate access to credit, fluctuations in foreign exchange rates, declines in the value of assets and increased liquidity risks, all of
which could materially impact our business, financial condition and results of operations. We provide digital entertainment services to
consumers directly and indirectly through our carrier customers. Consumers may consider the purchase of our products and services to be a
discretionary expenditure. As a result, consumers considering whether to purchase our products or services may be influenced by
macroeconomic factors that affect consumer spending such as unemployment, conditions in the residential real estate and mortgage markets and
access to credit when making a determination whether to commence, continue, or stop subscribing to or otherwise purchasing our products and
services. In addition, businesses may reduce their advertising spending during adverse macroeconomic conditions, which would negatively
impact the revenue we generate through sales of advertising on our websites and other properties. We have recorded impairments to our assets in
2008 and 2009 due in part to weakness in the global economy, and if there is a sustained period of significant weakness or uncertainty in the
global economy, we may need to record additional impairments to our assets in future periods. If any of these risks are realized, we may
experience a material adverse impact on our financial condition and results of operations.
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Our restructuring efforts may not yield the anticipated benefits to our shareholders.

We have been restructuring the operating and overhead costs of, and taking other measures to simplify, our business and operations. We have
never before pursued initiatives to this extent and there is no assurance that our efforts will be successful. Our business and operations may be
harmed to the extent there is customer or employee uncertainty surrounding the future direction of our product and service offerings and strategy
for our businesses. Our restructuring activities have included implementing cost-cutting initiatives, which could materially impact our ability to
compete in future periods. If we have not effectively re-aligned the cost structure of our remaining businesses or otherwise do not execute
effectively on our strategic plans, our stock price may be adversely affected, and we and our shareholders will not realize the anticipated
financial, operational and other benefits from such initiatives.

The restructuring of Rhapsody may not yield the anticipated benefits to us or to Rhapsody.

On March 31, 2010, we completed the restructuring transactions of our digital audio music service joint venture, Rhapsody America LLC
(Rhapsody). As a result of the restructuring, we no longer have operational control over Rhapsody and Rhapsody�s operating performance is no
longer consolidated with our condensed consolidated financial statements. We believe the restructuring will provide Rhapsody with the
financial, intellectual property and other key assets, and the operational flexibility to compete more effectively in the digital music market.
Rhapsody�s inability to operate and compete effectively as an independent company could adversely impact its financial condition and results of
operations, which in turn could materially impact our reported net income (loss) in future periods. In addition, Rhapsody has generated losses
since its inception, and the new structure may not alter this trend. If Rhapsody continues to incur losses, or if it otherwise experiences a
significant decline in its business, we may incur a loss on our investment, which could have a material adverse effect on our financial condition
and results of operations.

Given the current proportion of the outstanding equity of Rhapsody that we hold, we anticipate that we will need to receive Rhapsody�s
unaudited quarterly financial statements in order to timely prepare our quarterly consolidated financial statements and also to report certain of
Rhapsody�s financial results, as may be required, in our quarterly reports on Form 10-Q. In addition, we may be required to include Rhapsody�s
annual audited financial statements in our annual report on Form 10-K in future periods. As we no longer exert operational control over
Rhapsody, we cannot guarantee that Rhapsody will deliver its financial statements to us in a timely manner, or at all, or that the unaudited
financial statement information provided by Rhapsody will not contain inaccuracies that are material to our reported results. Any failure to
timely obtain Rhapsody�s quarterly financial statements or to include its audited financial statements in our future annual reports on Form 10-K,
if required, could cause our reports to be filed in an untimely manner, which would preclude us from utilizing certain registration statements and
could negatively impact our stock price.

We depend upon our executive officers and key personnel, but may be unable to attract and retain them, which could significantly harm our
business and results of operations.

Our success depends on the continued employment of certain executive officers and key employees. In January 2010, Rob Glaser, our founder
and the only Chief Executive Officer in our history, resigned as Chief Executive Officer, but remained the Chairman of our Board of Directors.
In March 2011, Robert Kimball resigned as Chief Executive Officer and Michael Lunsford was appointed as Interim Chief Executive Officer,
and since November, 2011, Thomas Nielsen has served as our President and Chief Executive Officer. Accordingly, we are experiencing our
third transition at the Chief Executive Officer level in less than two years. We cannot provide assurance that we will effectively manage these
transitions, which may impact our ability to retain our remaining key executive officers and which could harm our business and operations to the
extent there is customer or employee uncertainty arising from these transitions.

Our success is also dependent upon our ability to identify, attract and retain highly skilled management, technical and sales personnel. Qualified
individuals are in high demand and competition for such qualified personnel in our industry, particularly engineering talent, is intense, and we
may incur significant costs to attract or retain them. Our ability to attract and retain personnel may also be made more difficult by the uncertainty
created by the recent changes at our Chief Executive Officer position. There can be no assurance that we will be able to attract and retain the key
personnel necessary to sustain our business or support future growth.

Acquisitions and divestitures involve costs and risks that could harm our business and impair our ability to realize potential benefits from
these transactions.

As part of our business strategy, we have acquired and sold technologies and businesses in the past and expect that we will continue to do so in
the future. The failure to adequately manage transaction costs and address the financial, legal and operational risks raised by acquisitions and
divestitures of technology and businesses could harm our business and prevent us from realizing the benefits of these transactions.
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Transaction-related costs and financial risks related to completed and potential future purchase or sale transactions may harm our financial
position, reported operating results, or stock price. Previous acquisitions have resulted in significant expenses, including amortization of
purchased technology, amortization of acquired identifiable intangible assets and the incurrence of charges for the impairment of goodwill and
other intangible assets, which are reflected in our operating expenses. New acquisitions and any potential additional future impairment of the
value of purchased assets, including goodwill, could have a significant negative impact on our future operating results.
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