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SUBJECT TO COMPLETION PRELIMINARY PROSPECTUS DATED OCTOBER , 1999
PROSPECTUS
SHARES
[LOGO OF BUY.COM APPEARS HERE]
COMMON STOCK
THIS IS BUY.COM INC.'S INITIAL PUBLIC OFFERING OF COMMON STOCK.

CURRENTLY, NO PUBLIC MARKET EXISTS FOR OUR STOCK. WE EXPECT THE INITIAL PUBLIC OFFERING
PRICE TO BE BETWEEN $ AND $ PER SHARE. AFTER THE PRICING OF THE OFFERING, WE EXPECT
THAT THE COMMON STOCK WILL TRADE ON THE NASDAQ NATIONAL MARKET UNDER THE SYMBOL "BUYC."

INVESTING IN THE COMMON STOCK INVOLVES RISKS WHICH ARE DESCRIBED IN THE "RISK FACTORS"
SECTION BEGINNING ON PAGE 5 OF THIS PROSPECTUS.

PER SHARE TOTAL

Public offering price.......ccuviiiinnneennnnnnn $ $
Underwriting discount.........coovvuiiuenenennn.. $ $
Proceeds, before expenses, to BUY.COM........... $ $

THE UNDERWRITERS MAY ALSO PURCHASE UP TO AN ADDITIONAL SHARES OF COMMON STOCK AT THE
PUBLIC OFFERING PRICE, LESS THE UNDERWRITING DISCOUNT, WITHIN 30 DAYS FROM THE DATE OF
THIS PROSPECTUS TO COVER OVER-ALLOTMENTS.

NEITHER THE SECURITIES AND EXCHANGE COMMISSION NOR ANY STATE SECURITIES COMMISSION HAS
APPROVED OR DISAPPROVED OF THESE SECURITIES OR DETERMINED IF THIS PROSPECTUS IS
TRUTHFUL OR COMPLETE. ANY REPRESENTATION TO THE CONTRARY IS A CRIMINAL OFFENSE.

THE SHARES OF COMMON STOCK WILL BE READY FOR DELIVERY IN NEW YORK, NEW YORK, ON OR
ABOUT , 1999.

MERRILL LYNCH & CO. BEAR, STEARNS & CO. INC. HAMBRECHT & QUIST THE DATE OF THIS
PROSPECTUS IS , 1999.

INSIDE FRONT COVER OF PROSPECTUS 1. FLAP (OUTSIDE) A. GRAPHICS: FIVE SCREEN SHOTS OF
THE BUY.COM SHOPPING AND BUYING PROCESS. B. ANNOTATIONS FOR GRAPHICS: A. "BUY.COM'S
ONLINE SHOPPING EXPERIENCE" B. THE BUY.COM HOME PAGE IS DESIGNED TO ALLOW SHOPPERS TO
MOVE EASILY BETWEEN STORES. C. FROM THE HOME PAGE OF EACH BUY.COM STORE, THE CUSTOMER
CAN VIEW BUY.COM'S WIDE SELECTION OF PRODUCTS USING OUR SEARCH ENGINE, BROWSING THE
NUMEROUS CATEGORY PAGES, OR TAKING ADVANTAGE OF SPECIAL FEATURES INCLUDING WEEKLY
SPECIALS, TOP 25 PRODUCTS AND COMING SOON. D. EACH BUY.COM STORE HAS SPECIFIC PRODUCT
CATEGORIES TO HELP THE CUSTOMER SHOP AND PURCHASE ONLINE. EACH CATEGORY PAGE OFFERS
ACCESS TO MORE SPECIALIZED SUB-CATEGORIES AND HIGHLIGHTS THE MOST POPULAR PRODUCTS
WITHIN THE RESPECTIVE CATEGORY. E. THROUGHOUT THE SHOPPING PROCESS, OUR CUSTOMERS CAN
REFERENCE SPECIFIC DETAILS AND SPECIFICATIONS TO HELP MAKE PURCHASING DECISIONS. F. THE
CUSTOMER CAN SHOP AT EACH OF OUR STORES WITH THE CONVENIENCE OF USING ONE SHOPPING
BASKET FOR THE ENTIRE SHOPPING SESSION.

FLAP (INSIDE GATEFOLD) A. GRAPHICS: SEVEN SCREEN SHOTS OF EACH OF BUY.COM'S ONLINE
STORES. B. ANNOTATIONS FOR GRAPHICS: A. "BUY.COM WHY BUY ANYWHERE ELSE" B. "COMPUTERS"
BUYCOMP.COM SHOWCASES A COMPREHENSIVE SELECTION OF HIGH QUALITY COMPUTER PRODUCTS. C.

"SOFTWARE" BUYSOFT.COM OFFERS A WIDE SELECTION OF SOFTWARE PRODUCTS. CUSTOMERS CAN
SEARCH BY TITLE OR MANUFACTURER AND EXPLORE THE WEEKLY SPECIALS AND THE "GREAT BUYS"
SECTION TO FIND PARTICULAR PRODUCTS. D. "GAMES" BUYGAMES.COM FEATURES HARDWARE AND
SOFTWARE FOR PC, DREAMCAST, PLAYSTATION, NINTENDO 64, AND GAMEBOY SYSTEMS, ALONG WITH
SPECIAL FEATURES SUCH AS SCREENSHOTS, VIDEO CLIPS, AND CUSTOMER REVIEWS. E. "MUSIC"
BUYMUSIC.COM OFFERS AUDIO CLIPS AND CUSTOMER REVIEWS TO HELP YOU CHOOSE FROM A WIDE
SELECTION OF CDS AND CASSETTES. F. "BOOKS" BUYBOOKS.COM OFFERS THOUSANDS OF BOOKS,



INCLUDING CUSTOMER REVIEWS, TIMELY PROMOTIONS AND THE ABILITY TO READ THE FIRST
CHAPTERS OF CERTAIN SELECTIONS. G. "VIDEOS" BUYVIDEOS.COM OFFERS THOUSANDS OF MOVIES
AND VIDEOS ON VHS AND DVD, SPECIAL PROMOTIONS, VIDEO CLIPS AND BEHIND- THE-SCENE
INFORMATION. H. "CLEARANCE" BUYCLEARANCE.COM IS BUY.COM'S OUTLET FOR EXCESS, CLOSEOUT,
AND USED INVENTORY THAT IS OBTAINED THROUGH LIQUIDATIONS, OVERAGES, PROMOTIONS AND

DISCONTINUATIONS.
Table of Contents
Page
Prospectus SUMMATy.......coeeveeeeerereresererererseseseecseesesnanene 1 RiSK FaCtOrS..ccccuiurererereenereeririeeenersesesecnenesnnnens 5
Forward-Looking Statements..........ccoceuvecueinencusecncnsencsnnnnns 18 Use of
Proceeds....iniiiiiciiinnnes 19 Dividend POliCy.....cccuviicncrinnininiccininisiiiscnessnsnnns 19
Capitalization....vccriiiicceeseneenens 20 DilULION.ccucuctriiiiicrcncsieessresiesssssesesnens 21
Selected Consolidated Financial Data......c.cececeerirureecsccreninnnne 22 Selected Unaudited Pro Forma
Condensed Combined Statement of Operations INformation.........c.cccecececeeeerererererseeeeenccscsceceenenens 23

Management's Discussion and Analysis of Financial Condition and Results of

(070733 - 103 3 TS0 24 BUSINESS...ucuiincriiniiciiisisssssscsssnsssssssssssans 33
Management......cerriminieeesinnssseesesssssssssesens 48 Certain TransactionsS........eveverererinnsseseseessssssssissesesens
61 Principal Stockholders......c.cccoeeeveeeeeeeeererernneeccnccncnee 65 Description of Capital

StocK e 67 Shares Eligible for Future Sale.......ccocoevvuvviccnnniininincnce. 71
Underwriting......cecueincnniicnicsicsesssesesssesns 73 Legal Matters.....iiieiicssssessscssssnns 75
EXPEItS.uciiiiiiinirininiiiennnniiisesesensssssseses 76 Where You Can Find More
Information......ceceueiriniecncncninnnnes 76 Index to Consolidated Financial Statements.......cccocoeueuruririencnee F-1

You should rely only on the information contained in this prospectus. We have not, and the
underwriters have not, authorized any other person to provide you with different information. If
anyone provides you different or inconsistent information, you should not rely on it. We are not, and
the underwriters are not, making an offer to sell these securities in any jurisdiction where the offer or
sale is not permitted. You should assume that the information appearing in this prospectus is accurate
as of the date on the front cover of this prospectus only. Our business, financial condition, results of

operations and prospects may have changed since that date.

Prospectus Summary

This summary may not contain all the information that may be important to you. You should read the
entire prospectus, including the consolidated financial statements and related notes, before making an

investment decision.

Buy.com Inc.

Overview



BUY.COM is a leading multi-category Internet superstore, offering a comprehensive selection of brand
name computer hardware and peripherals, software, books, videos, DVDs, computer games, music and
clearance equipment at everyday low prices. Through our seven online specialty stores, we offer more
than 850,000 stock keeping units or SKUs, using a convenient, intuitive shopping interface that
features extensive product information and multi-media presentations. Our e-commerce portal,
www.buy.com, links our seven specialty stores and is designed to enhance the customer's online
shopping experience 24 hours a day, seven days a week. In addition, we have recently acquired
BuyGolf.com, through which we offer golf equipment and other related golf accessories on our Web site
located at www.buygolf.com. We employ a virtual operating model that includes outsourcing the
majority of our operating infrastructure to leading national distribution and fulfillment partners. By
leveraging the cost efficiencies and economies of scale of our distribution and fulfillment partners, we
are able to offer a broader selection of products at lower prices and operate with significantly lower
operating expenses than many of our competitors. This operating model also allows us to add new
product categories easily and rapidly, minimizes our capital investments and eliminates the costs and

risks of carrying inventory.

Since inception, we have sold our products to more than 1.3 million unique customers, of which
396,000 were added during the third quarter of 1999. According to a BUY.COM sponsored survey, our
customers are primarily between 18 and 35 years old, and 80% of our customers visit our stores at least
once a week. Additionally, according to this survey, 76% of our customers are college educated and 33%
have annual household incomes in excess of $75,000. Media Metrix estimates that approximately 2.5
million unique visitors came to our site in August 1999, representing a 25% increase over the estimated
2.0 million unique visitors to our site in July 1999. Accordingly, our net revenues have increased to
$397.6 million for the nine months ended September 30, 1999 from $63.8 million for the nine months
ended September 30, 1998 and $125.3 million for the year ended December 31, 1998. This rapid
growth in net revenues has recently enabled us to become one of the top five e-commerce providers
according to a number of industry studies. During September 1999, approximately 48% of our orders

and over 55% of our total booked revenues have come from repeat customers.

The Internet provides online retailers essentially unlimited shelf space without significant capital
investments, allowing them to quickly build large global customer bases and to potentially achieve
superior economic returns over the long-term. In addition, the Internet has emerged as a unique
advertising medium that provides advertisers with a cost-effective means of targeting specific customer
groups, interacting with and receiving feedback from customers and measuring the effectiveness of
specific advertising campaigns. Online advertising also provides advertisers a unique opportunity to
use a variety of advertisements and provide substantial product information. We believe that the high
level of traffic on our site, coupled with the favorable demographics and purchasing behavior of our

customers, will enable us to expand our advertising revenues to complement our product sales.

Our objective is to become the leading e-commerce destination offering a broad selection of brand
name products and services to consumers and small businesses at everyday low prices, backed by
superior customer service. We intend to use our recognized brand and strong market position in

computer hardware sales to expand our product offerings to include the most popular product



categories on the Internet, encouraging one-stop shopping for multiple products and repeat purchases.
We intend to expand our offerings through internal growth, as well as by establishing additional
strategic relationships with leading partners, similar to our recently announced joint venture with
United Air Lines, Inc. Among our top priorities is to continue to offer superior customer service and
improve our communications with customers. We also plan to continue to work with our distribution
and fulfillment partners to obtain more timely and accurate product information, shipping and
fulfillment.

Our business strategy initially focused on using extremely low prices on a broad range of products to
drive traffic to our site. As customer loyalty and recognition of our brand name have increased, we have
begun to modify our pricing and merchandising strategy to offer a select group of aggressively low
priced, high volume products, while promoting associated higher margin products. We have added
higher margin products to our stores and have also started to raise prices on many of our SKUs. Since
the second quarter of 1999, we have increased our product margins without experiencing any decline

in overall sales volumes or customer levels. We intend to further refine this pricing structure over time.

We have recently entered into a binding letter of intent with SOFTBANK America, Inc. and several of
its affiliates and a New Corporation affiliate to form an international joint venture in the United
Kingdom, Australia, New Zealand and India. In addition, we have binding letters of intent to form

international joint ventures with several SOFTBANK affiliates in other international territories.

In October 1999, we completed the private placement of our Series B convertible participating
preferred stock to a group of investors led by SOFTBANK Capital Partners and its affiliates for
approximately $90.0 million. These investors also purchased common stock for approximately $75.0

million from a trust controlled by our founder.

BUY.COM was formed as a California limited liability company in June 1997 under the name
BuyComp LLC and was incorporated in Delaware as Buy Corp. in August 1998. In November 1998, we
changed our name to BUY.COM INC. Our executive offices are located at 21 Brookline, Aliso Viejo,
California 92656, and our telephone number is (949) 425-5200. Our primary Web site is located at

www.buy.com. Information contained on our Web site does not constitute part of this prospectus.

The Offering
Common stock offered by BUY.COM.................. shares Common stock to be outstanding after this
Offering......cocecveeeurureccccrccrnnnnence shares Use of proceeds.......ccceceeeurvrurerevcncnnes For repayment of indebtedness

and for working capital and other general corporate purposes, including development of our
infrastructure to support growth, sales and marketing activities, and for acquisitions of complementary
businesses, technologies and strategic relationships. Proposed Nasdaq National Market symbol...........
BUYC The number of shares of common stock outstanding after this offering is based on 142,922,810
shares outstanding as of September 30, 1999, and does not include 30,598,875 shares of common
stock issuable upon the exercise of options outstanding as of September 30, 1999 at a weighted
average exercise price of $1.85 per share, or warrants to purchase approximately 2,043,550 shares of
common stock, based upon an estimated initial public offering price of § per share, at a weighted

average exercise price of § per share.



Summary Consolidated Financial Data (amounts in thousands, except share and per share data) The
pro forma combined consolidated statement of operations data for the nine months ended September
30, 1999 show our pro forma results of operations as if the acquisition of BuyGolf.com had occurred
on December 1, 1998, the date BuyGolf.com commenced its business operations. The pro forma basic
and diluted weighted average shares outstanding gives effect to the issuance of common shares for the
acquisition of BuyGolf.com as though it had occurred on January 1, 1999, and gives effect to the
conversion of all of our Series A and B participating preferred stock into shares of common stock as if

all shares were outstanding and converted on January 1, 1999.

Nine Months Ended

September 30, Pro Forma
———————————————————————— Combined
June 7, 1997 Nine Months
(Inception) to Year Ended Ended
December 31, December 31, September 30,
1997 1998 1998 1999 1999
(unaudited) (unaudited)
Consolidated Statement
of Operations Data:
Net revenues............ $ 878 $ 125,290 $ 63,761 $397,601 $ 398,586
Gross profit............ 46 1,763 2,596 (3,613) (3,511)
Operating loss.......... (381) (18,039) (4,685) (79,877) (89,177)
Net 1osS....covvvvennnnn. (390) (17,844) (4,668) (80,527) (89,821)
Net loss per share:
Basic and diluted..... $ (0.00) $ (0.14) $ (0.04) $ (0.57) $ (0.50)
Weighted average shares
used in computing net
loss per share:
Basic and diluted..... 130,129,725 130,905,390 130,129,725 141,814,477 181,315,783
Three Months Ended June 30, Sept. 30, Dec. 31, Mar. 31, June 30, Sept. 30, 1998 1998 1998 1999
1999 1999 (unaudited) Quarterly Statements of Operations Data: Net revenues........... $19,233
$34,985 $ 61,529 $107,932 $129,820 $159,849 Gross profit.......... 1,051 837 (832) (183) (4,266) 836
Operating loss......... (1,219) (3,031) (13,348) (19,383) (28,060) (32,434) Net loss............... (1,217) (3,008)

(13,175) (19,252) (28,091) (33,184) September 30, 1999 Pro Forma Actual Pro Forma As Adjusted
(unaudited) (unaudited) (unaudited)

Consolidated Balance Sheet Data:

Cash and cash equivalents.................. $ 3,231 $ 93,231 $
Working capital (deficit).................. (69,954) 20,046
Total @ssets. ..ottt i it 33,889 123,889
Long-term debt, net of current portion..... 1,818 1,818
Total stockholders' equity (deficit)....... (58,598) 31,402

Our pro forma calculations in the summary consolidated balance sheet data above reflect our receipt of
approximately $90.0 million in connection with the sale of our Series B convertible participating
preferred stock to SOFTBANK and its related entities in October 1999.

Our pro forma as adjusted balance sheet data gives effect to the application of the estimated net
proceeds from the sale of the shares offered by this prospectus. Unless otherwise indicated the
information in this prospectus does not give effect to the issuance of 4,142,927 shares of common
stock in connection with our acquisition of BuyGolf.com, Inc., the issuance of 1,800,000 shares of

common stock in connection with our sponsorship agreement with the PGA TOUR or warrants issued



to another party to purchase 1,000,000 shares of our common stock. Unless otherwise indicated, all
information in this prospectus gives effect to the 15-for-1 stock split effected in July 1999 and assumes
that:

. the initial public offering price will be $ per share; . all outstanding shares of Series A convertible
participating preferred stock and Series B convertible participating preferred stock will be converted
into an aggregate of 35,358,379 shares of our common stock upon consummation of this offering; and
. the underwriters will not exercise their over-allotment option and no other person will exercise any

other outstanding options or warrants.

Risk Factors

You should consider carefully the following risks before you decide to buy our common stock.
Additional risks and uncertainties not presently known to us or that we currently believe are not
important may also impair our business operations. If any of the following risks actually occur, our
business, financial condition or results of operations could be materially adversely affected, the value of
our common stock could decline, and you may lose all or part of your investment.

We are dependent upon our suppliers and other third parties to supply and distribute all of our
products, and we do not have long-term contractual relationships with many of them We depend on
Ingram Micro, Inc. to provide all of our computer hardware and software products to fulfill our
customers' orders. To date, a substantial majority of our product sales revenues were derived from
computer hardware and software products acquired from Ingram Micro. We cannot guarantee that
Ingram Micro will continue to supply a sufficient quantity of inventory on a timely basis to satisfy our
order requirements. If Ingram Micro were to terminate or refuse to renew our distribution arrangement
with them, we would have to purchase our computer hardware and software products from other
distributors. In addition, in the event we do not purchase a specified annual minimum dollar volume of
product from Ingram Micro, our current pricing schedules could be revised. Ingram Micro's
termination or failure to renew our contract could cause significant delays in our ability to fulfill our
customers' orders, and we may not be able to locate another distributor that can provide comparable
fulfillment, processing and shipping services in a timely manner, on acceptable commercial terms, if at
all. Our distribution agreement with Ingram Micro terminates in March 2000. However, Ingram Micro
can terminate this agreement earlier without cause, provided that they give us notice 120 days prior to

the termination.

We are also subject to risks associated with Ingram Micro's ability to replenish its inventory in a timely
manner. To the extent Ingram Micro maintains computer hardware and software products in-stock, we
have an obligation to purchase these items exclusively from them. Due to this purchasing arrangement,
our customers' orders could be significantly delayed if we need to seek other distributors to fulfill our
customers' orders. Our distribution agreement with Ingram Micro does not require them to set aside

any amount of inventory to fulfill our orders or to give our orders priority over other resellers to whom



they sell. Furthermore, some vendors may decide, for reasons outside our control, not to offer particular
products for sale on the Internet. These vendors may also cause Ingram Micro not to sell products to us.

Ingram Micro's delay or inability to supply our orders would substantially harm our business.

Our future success also depends on our ability to provide timely and accurate order fulfillment. We
depend on Ingram Micro to process and ship substantially all of the computer hardware and software
products that we sell to our customers. However, we have limited control over their shipping and
processing procedures. Ingram Micro's systems and operations are vulnerable to damage or
interruption from fire, flood, power loss, telecommunications failure, physical and electronic break-ins,
earthquakes and similar events. We do not carry sufficient business interruption insurance to
compensate us for any losses that could occur as a result of Ingram Micro's inability to perform for any

reason.

We are currently dependent on our distribution and fulfillment partners to manage inventory, process
orders and distribute products to our customers in a timely manner. In addition to our contract with
Ingram Micro for computer hardware and software products, we have supply and distribution contracts
with Ingram Entertainment Inc. for videos, DVDs and games, Nashville Computer Liquidators L.P. for
our clearance products and Valley Media, Inc. for music products. We do not have any long-term
agreements with any of these third parties. We purchase all of our books from the Ingram Book
Company, which are shipped and processed by Ingram Fulfillment Services, Inc. and we use Las Vegas
Golf & Tennis, Inc. as the primary source for the golf equipment and accessories that we sell. If we do
not maintain our existing relationships with these partners on acceptable commercial terms, we may
not be able to continue to offer a broad selection of merchandise at low prices, and customers may
refuse to shop at our online store. In addition, manufacturers may decide, for reasons outside our
control, not to offer particular products for sale on the Internet. For example, in February 1999,
Compaq Computer Corp. temporarily suspended its authorization of Internet resellers to sell Compaq
products. Other manufacturers, including Dell Computer Corp., have chosen not to authorize any
Internet resellers. If we are unable to supply products to our customers, or if other product
manufacturers refuse to allow their products to be sold via the Internet, our business would suffer

severely.

We rely on our distributors to fulfill a number of traditional retail functions, including maintaining
inventory and preparing merchandise for shipment to individual customers. In the future, our vendors
may not be willing to provide these services at competitive rates. In addition, vendors may refuse to
develop the communications technology necessary to support our direct shipment infrastructure. We
also have no effective means to ensure that our partners will continue to perform these services to our
satisfaction. Our customers could become dissatisfied and cancel their orders or decline to make future
purchases if we or our partners are unable to deliver products on a timely basis. If our customers
become dissatisfied with our distributors and third party service providers, our reputation and the
BUY.COM brand could suffer.



Our operations are also heavily dependent upon a number of other third parties, including
CyberSource Corporation for credit card processing, ClientLogic Corporation for customer service and
support, and Exodus Communications, Inc. for hosting our system infrastructure and database servers.
In addition, our distributors and fulfillment partners use the Federal Express Corporation, United
Parcel Service and the United States Postal Service to deliver substantially all of our products. If the
services of any of these third parties become unsatisfactory, our customers may experience lengthy
delays in receiving their orders, and we may not be able to find a suitable replacement on a timely basis

or on commercially reasonable terms.

We have incurred substantial losses and expect to continue to incur losses for the foreseeable future We
have not achieved profitability since our inception and incurred net losses of $17.8 million for the year
ended December 31, 1998, and net losses of $80.5 million for the nine months ended September 30,
1999. We expect to continue to incur losses for the foreseeable future due to additional costs and

expenses related to:

. the implementation of our virtual operating model and our pricing strategies;
. the introduction of new product lines or services;

. brand development, marketing and other promotional activities;

. the expansion of our product and service offerings;

. the continued development of our Web site, transaction processing systems and network

infrastructure; and . the development of strategic relationships.

We sell a substantial portion of our products at very low prices. As a result, we have extremely low and
sometimes negative gross margins on our product sales. Our ability to become profitable depends on,

among other things:

. our ability to generate and sustain substantially higher net sales with improved gross margins while

maintaining reasonable expense levels;

. our ability to generate significant advertising revenue; and . our ability to provide other higher margin

products and services.

We have only been operating our online business since November 1997 and face challenges related to
early stage companies in rapidly evolving markets We were founded in June 1997 and began our online
operations in November 1997. You should consider our prospects in light of the risks and difficulties
frequently encountered by early stage companies in the rapidly evolving online commerce market.
These risks include, but are not limited to, an unpredictable business environment, the difficulty of
managing growth and the use of our virtual operating model. To address these risks, we must, among

other things:
. expand our customer base;
. enhance our brand recognition;

. expand our product and service offerings;



. access sufficient product inventory to fulfill our customers orders;
. successfully implement our business and marketing strategy;
. provide superior customer service and order processing;

.respond effectively to competitive and technological developments; and . attract and retain qualified

personnel.

We have a very limited operating history upon which to evaluate our business and our prospects. In
view of the rapidly evolving nature of our market and our limited operating history, we believe that
period-to-period comparisons of our financial results are not necessarily meaningful and should not be

relied upon as an indication of our future performance.

Our future operating results may fluctuate and cause the price of our common stock to decline Our
limited operating history and the emerging nature of the markets in which we operate make it difficult
to accurately predict our future revenues. We expect that our quarterly revenues and operating results
will fluctuate significantly from quarter to quarter, due to a variety of factors, many of which are
beyond our control. If our quarterly revenues or operating results fall below the expectations of
investors or securities analysts, the price of our common stock could significantly decline. The factors

that could cause our operating results to fluctuate include, but are not limited to:
. our ability to build and maintain customer loyalty;

. the introduction of new or enhanced Web pages, services, products and strategic alliances by us and

our competitors;

. price competition on the Internet or higher wholesale prices in general;
. the success of our brand building and marketing campaigns;

. our ability to increase advertising revenues;

. our ability to maintain and expand our distribution relationships;

. fluctuations in the amount of customer spending on the Internet;
.increases in the cost of online or offline advertising;

. unexpected increases in shipping costs or delivery times;

. government regulations related to use of the Internet for commerce;

. our ability to maintain, upgrade and develop our Web site, transaction processing systems and

network infrastructure;
. technical difficulties, system downtime or Internet brownouts;

. the amount and timing of operating costs and capital expenditures relating to expansion of our
business, operations and infrastructure; and . general economic conditions and economic conditions

specific to the Internet and online commerce.



Our business model is new and unproven, and we may not be able to achieve profitability We are
subject to risks due to the unproven and evolving nature of our virtual operating model and aggressive
pricing strategy. The success of our business model depends on the volume of customers that visit our
Web site and purchase our products, as well as our ability to generate significant online advertising
revenues. To this end, we have worked hard to build our brand name and enhance our customer loyalty
by selling our products at extremely low prices and maintaining very low, and sometimes negative,
gross margins on our product sales. We intend to implement various strategies to improve our gross
margins going forward, which may include raising prices on products and product categories from time
to time. To the extent we raise the prices on our merchandise, our product sales may decline. We may
also have to increase our prices if distributors receive pressure from manufacturers to discontinue sales
to us as a result of our low price strategy. If the amount of traffic to our Web site decreases due to price
increases or otherwise, we may become less attractive to our current and potential advertisers. As a
result, our margins and advertising revenues may decline.

Our recent growth has strained our resources, and if we are unable to manage and sustain our growth,
our operating results will be impaired We have rapidly expanded our operations and anticipate that we
must continue to expand our operations to address potential market opportunities. If we are unable to
manage growth effectively or if we experience disruptions during our expansion, our operating results
will suffer. Recent increases in our employee base and the volume of our merchandise sales have placed,
and are expected to continue to place, significant demands on our management, operational and
financial resources. For example, we expanded from seven employees at December 31, 1997 to 196
employees at September 30, 1999. Our new employees include a number of key managerial and
technical employees who have not yet been fully integrated into our management team, and we expect
to add additional key personnel in the near future. To manage growth in our operations, we will need to
improve or replace our existing Web site, financial systems, procedures and controls. In addition, we
will need to expand, train and manage our increasing employee base. We will also need to expand our

finance, administrative and operations staff.

System failures could prevent access to our online store and harm our business and results of
operations Our sales would decline and we could lose existing or potential customers if they are not
able to access our online store or if our online store, transaction processing systems or network
infrastructure do not perform to our customers' satisfaction. Any network interruptions or problems
with our Web site could:

. prevent customers from accessing our online stores;

. reduce our ability to fulfill orders;

. reduce the number of products that we sell;

. cause customer dissatisfaction; or . damage our reputation.

We have experienced brief computer system interruptions in the past, and these interruptions may
recur. If the number of customers visiting our Web site continues to increase, we will need to expand

and upgrade our technology, transaction processing systems and network infrastructure significantly.



We may not be able to make timely upgrades to our systems and infrastructure to accommodate

increases in the number of customers.

Our systems and operations are also vulnerable to damage or interruption from a number of sources,
including fire, flood, power loss, telecommunications failure, physical and electronic break-ins,
earthquakes and other similar events. For example, all of our servers are currently located in Southern
California, a seismically active region. Our servers are also vulnerable to computer viruses, physical or
electronic break-ins and similar disruptions. Any substantial disruption of this sort could completely
impair our ability to generate revenues from our Web site. We do not presently have a formal disaster
recovery plan in effect and do not carry sufficient business interruption insurance to compensate us for

losses that could occur.

We rely on a relatively new management team and need additional personnel to grow our business
Several of our executive officers are relatively new, and we intend to continue to hire key management
personnel. For example, our future success depends in part on the continued services of Gregory J.
Hawkins, our Chief Executive Officer, who was hired in March 1999, and Mitch C. Hill, our Chief
Financial Officer, whose employment will commence with us in November 1999. We may experience
difficulty assimilating our recently hired managers, and we may not be able to successfully locate, hire,
assimilate and retain other qualified key management personnel. Our business is also largely dependent
on the personal efforts and abilities of other members of senior management, as well as other key
personnel. Any of our officers or employees can terminate their employment relationship at any time.
We do not maintain key person life insurance on any member of our management team. The loss of any
key employee or our inability to attract or retain other qualified employees could harm our business

and results of operations.

Our future success depends on our ability to attract, retain and motivate highly skilled technical,
managerial, editorial, merchandising, marketing and customer service personnel. We plan to hire
additional personnel in all areas of our business. Competition for these types of personnel is intense,
particularly in the Internet industry. As a result, we may be unable to successfully attract, assimilate or

retain qualified personnel.

Online security risks could seriously harm our business A significant barrier to e-commerce and online
communications is the secure transmission of confidential information over public networks. Anyone
who is able to circumvent our security measures could misappropriate proprietary information or cause
interruptions in our operations. We may be required to expend significant capital and other resources
to protect against potential security breaches or to alleviate problems caused by any breach. We rely on
licensed encryption and authentication technology to provide the security and authentication
necessary for secure transmission of confidential information, including credit card numbers. Advances
in computer capabilities, new discoveries in the field of cryptography, or other events or developments
may result in a compromise or breach of the algorithms that we use to protect customer transaction
data. In the event someone circumvents our security measures, it could seriously harm our business and
reputation, and we could lose customers. Security breaches could also expose us to a risk of loss or

litigation and possible liability for failing to secure confidential customer information.



If we are not able to generate significant advertising revenue, we may not be able to achieve
profitability Our future success will depend in part on the willingness of product manufacturers and
other advertisers to advertise on our Web site. The market for Internet advertising is new and rapidly
evolving. As a result, there is significant uncertainty about the demand for and market acceptance of
Internet advertising. In addition, the number of Web sites that offer advertising opportunities has
dramatically increased in the last year, thus increasing the competition for available advertising
revenue. We cannot assure you that the market for Internet advertising will continue to expand, that it
will become sustainable or that we will be able to continue to provide an attractive forum for
advertisers. If the market for Internet advertising fails to develop, develops more slowly than we expect

or if we do not provide an attractive forum for advertisers, our business may not achieve profitability.

Because our advertising revenues generally carry higher gross margins than our product sales, any
decline in our advertising revenues would have a disproportionate impact on our overall gross margin.
If our current and potential advertisers find Internet advertising to be less effective for promoting their
products and services than traditional advertising, they may choose to decrease or discontinue
advertising on the Internet or on our Web site. If our advertising revenues decline, we may not be able

to replace these revenues through other programs or through our product sales.

Our recent and planned expansion into new product categories and business areas is costly, risky and
may not be profitable We have pursued an aggressive expansion strategy in the past year, opening six
new online stores and acquiring BuyGolf.com. Continued expansion of our operations requires
substantial expenses and development, operations and editorial resources, and strains our
management, financial and operational resources. We may choose to continue to expand our operations
by:

. developing new Web sites;
. pursuing new or complementary products, services or sales formats;

. expanding the breadth and depth of the products and services that we offer; or. expanding our

market presence through relationships with third parties.

As we expand into other product or service offerings, we risk diluting our brand name, confusing
customers and decreasing interest from our advertisers. In addition, we could be exposed to additional
or unexpected risks as we enter into new business areas and may be forced to abandon our current
business model or alter our strategic plans. If our expansion efforts are unsuccessful, our business may

suffer, and we may lose potential market opportunities.

In addition, we may pursue the acquisition of new or complementary businesses or technologies,
although we have no present understandings, commitments or agreements with respect to any material
acquisitions or investments. We may not be able to expand our efforts and operations in a cost-
effective or timely manner and these efforts may not achieve market acceptance. Furthermore, any new
business or Web site that we launch that is not favorably received by customers could damage our
reputation or the BUY.COM brand.



If sales from our computer products decline, our operating results will suffer Our operating results
substantially depend on product revenue from the sale of computer hardware, software products and
peripherals. To date, a substantial majority of our product sales revenues are derived from computer
hardware and software products. We expect that revenue from these products will continue to
represent more than a majority of our total product revenues during the next twelve months. We could

experience declines in these product sales due to several factors, including, but not limited to:
. decreased customer demand for computer hardware, software and peripheral products;
.increased price competition from our competitors;

. technological obsolescence of the computer hardware, software and peripheral products that we offer;
or . decisions by manufacturers of computer products to curtail or eliminate the sale of products or

categories of products over the Internet by us.

If we are unable to maintain our current sales levels of computer hardware, software and peripheral

products, our financial condition and results of operations would suffer.

We must continue to develop and maintain the BUY.COM brand, which is costly and may not generate
corresponding revenues Maintaining and strengthening the BUY.COM brand is an important factor in
attracting new customers, building customer loyalty and attracting advertisers. Accordingly, we intend
to continue to pursue an aggressive promotional strategy to enhance our brand. These initiatives have
involved, and are expected to continue to require, significant expenditures. If we are unsuccessful in our
promotional efforts, we may never be able to recover these expenses or increase our revenues or
margins. We also believe potential customers and advertisers are driven to our online store because of
our strong brand recognition. If advertisers do not believe our Web site is an effective marketing and
sales channel for their merchandise, or if customers do not perceive us as offering a desirable way to

purchase merchandise, our branding efforts will suffer and we may lose customers.
Our ability to build and strengthen the BUY.COM brand depends largely on:
. the success of our advertising and promotional efforts;

. our ability to provide our customers with a broad range of products at competitive prices; and . our

ability to provide high quality customer service.

To promote the BUY.COM brand in response to competitive pressures, we may increase our marketing
budget or otherwise increase our financial commitment to creating and maintaining brand loyalty
among our customers. For example, we spent approximately $13.4 million on sales and marketing in
the fiscal year ended December 31, 1998 and approximately $44.1 million for the nine months ended
September 30, 1999, and we expect these expenses to continue to increase for the remainder of 1999.
We cannot be certain that our advertising efforts will be a successful means of customer acquisition or
that this allocation of resources will provide additional revenues equal to this dedication of our
resources. If we fail to promote and maintain our brand, or if we incur excessive expenses attempting to

promote and maintain our brand, our business may suffer.



If we do not respond to technological change, our stores could become obsolete, and we could lose
customers The development of our Web site entails significant technical and business risks. To remain
competitive, we must continue to enhance and improve the responsiveness, functionality and features

of our online stores. The Internet and the e-commerce industry are characterized by:
. rapid technological change;
. changes in customer requirements and preferences;

. frequent new product and service introductions embodying new technologies; and . the emergence of

new industry standards and practices.

The evolving nature of the Internet could render our existing online stores and systems obsolete. Our

success will depend, in part, on our ability to:
.license or acquire leading technologies useful in our business;
. enhance our existing online stores;

. develop new services and technology that address the increasingly sophisticated and varied needs of
our current and prospective customers; and . adapt to technological advances and emerging industry

and regulatory standards and practices in a cost-effective and timely manner.

Future advances in technology may not be beneficial to, or compatible with, our business. Furthermore,
we may not use new technologies effectively or adapt our Web site and transaction processing systems
to customer requirements or emerging industry standards on a timely basis. Our ability to remain
technologically competitive may require substantial expenditures and lead time. If we are unable to
adapt to changing market conditions or user requirements in a timely manner, our stores may become

obsolete and we will lose customers.

If the software, hardware, computer technology and other systems and services we use are not Year
2000 compliant, our operations could suffer and we could lose customers Many existing computer
systems and software products are coded to accept only two digit entries in the date code field and
cannot distinguish 21st century dates from 20th century dates. If not corrected, there could be system
failures or miscalculations causing disruptions of operations, including, among other things, a
temporary inability to process transactions, send invoices or engage in normal business activities. As a
result, many companies' software and computer systems may need to be upgraded or replaced to

become "Year 2000" compliant.

We use and depend on third party equipment and software that may not be Year 2000 compliant. If
Year 2000 issues prevent our customers from accessing the Internet or our Web site, processing orders
or using their credit cards, our business and operations will suffer. We are also entirely dependent upon
distribution and fulfillment partners to provide and distribute the merchandise we sell in our online
stores directly to our customers. We also rely on Federal Express, United Parcel Service, United States

Postal Service and other third party carriers to deliver orders to our customers. Any failure of our third



party equipment, software or services to operate properly could require us to incur unanticipated
expenses, which could seriously harm our business and operating results. Our failure to make our Web

site, network infrastructure and transaction processing systems Year 2000 compliant could result in:
. a decrease in our sales;
. a disruption in our ability to fulfill orders;

.an increase in our allocation of resources to address Year 2000 problems without additional revenue
equal to this dedication of resources; and . an increase in litigation costs relating to losses suffered by

our customers due to Year 2000 problems.

Furthermore, the purchasing patterns of customers or potential customers may be affected by Year
2000 issues as companies expend significant resources to correct their current systems. These
expenditures may result in reduced funds available to purchase products on our Web site, thus causing

a decrease in our product sales revenues.

We may be subject to liability for sales and other taxes We currently collect sales or other similar taxes
on the shipment of goods in the States of California, Massachusetts and Tennessee. However, one or
more states could seek to impose additional income tax obligations or sales tax collection obligations
on out-of-state companies, such as ours, which engage in or facilitate online commerce. A number of
proposals have been made at state and local levels that could impose taxes on the sale of products and
services through the Internet or the income derived from these sales. These proposals, if adopted, could
substantially impair the growth of e-commerce and adversely affect our ability to become profitable.
Furthermore, since our service is available over the Internet in multiple states and in foreign countries,
these jurisdictions may require us to qualify to do business in these states and foreign countries. If we

fail to qualify in a jurisdiction that requires us to do so, we could face liabilities for taxes and penalties.

Internet domain names are essential to our business, and we may be unable to protect our domain
names Internet domain names are critical to our brand recognition and our overall success. We
currently hold over 1,200 domain names relating to our brand, including BUY.COM and each domain
name for our specific online stores and subcategories. If we are unable to protect these domain names,
our competitors could capitalize on our brand recognition. The acquisition and maintenance of domain
names generally are regulated by governmental agencies and their designees. The regulation of domain
names in the United States and in foreign countries has changed and is subject to further change in the
near future. As a result, we may be unable to acquire or maintain relevant domain names in the United
States and in other countries where we conduct business. Furthermore, the relationship between
regulations governing domain names and laws protecting trademarks and similar proprietary rights is
unclear. Therefore, we may be unable to protect our own domain names or prevent third parties from
acquiring domain names that are similar to, infringe upon or otherwise decrease the value of our

domain names, trademarks and other intellectual property rights.

Our operating results could be impaired if we become subject to burdensome government regulations
and legal uncertainties concerning the Internet Due to the increasing popularity and use of the

Internet, it is possible that a number of laws and regulations may be adopted with respect to the



Internet, relating to:

. user privacy;

. pricing, usage fees and taxes;

. content;

. copyrights;

. online advertising and marketing . distribution;

. characteristics and quality of products and services; and . online advertising and marketing.

The adoption of any additional laws or regulations may decrease the popularity or impede the
expansion of the Internet and could seriously harm our business. A decline in the popularity or growth
of the Internet could decrease demand for our products and services, reduce our advertising revenues
and margins and increase our cost of doing business. Moreover, the applicability of existing laws to the
Internet is uncertain with regard to many important issues, including property ownership, intellectual
property, export of encryption technology, libel and personal privacy. The application of laws and
regulations from jurisdictions whose laws do not currently apply to our business, or the application of

existing laws and regulations to the Internet and other online services, could also harm our business.

Our growth and operating results could be impaired by the risks associated with our planned
international expansion A key component of our business strategy is to expand our international sales,
and we intend to establish a physical presence in international markets in the future. For example, we
have already initiated expansion into Europe and Canada. Conducting business in foreign countries

involves inherent risks, including, but not limited to:

. unexpected changes in regulatory requirements;

. export restrictions;

. tariffs and other trade barriers;

. difficulties in protecting intellectual property rights;

. difficulties in staffing and managing foreign operations;

. problems collecting accounts receivable;

.longer payment cycles;

. political instability;

. fluctuations in currency exchange rates; and . potentially adverse tax consequences.

If we are unable to successfully defend against pending legal actions against us, we could face
substantial liabilities We are currently a party to pending legal actions against us, the outcomes of
which are uncertain and could result in significant judgments against us. In March 1999, a class action

suit was filed against us in the Orange County California Superior Court alleging we intentionally



mispriced products and charged for orders knowing the orders could not be fulfilled. Another class
action suit was filed against us in Camden County, New Jersey in March 1999 based on facts similar to
the class action pending in Orange County. Defending against these lawsuits may involve significant
expense and diversion of management's resources. Furthermore, due to the inherent uncertainties of
litigation, we may not prevail in these actions. In addition, the methods that we use to update our
product prices may result in future pricing errors that may subject us to significant litigation and costs
in the future. For a more detailed description of these litigation matters, see "Business--Legal

Proceedings."

The success of our business depends on the continued growth of the Internet as a viable commercial
marketplace Our success depends upon the widespread acceptance of the Internet as a vehicle to
purchase products. The e-commerce market is at an early stage of development, and demand and
continued market acceptance is uncertain. We cannot predict the extent to which customers will shift
their purchasing habits from traditional to online retailers. If customers or manufacturers are unwilling
to use the Internet to conduct business and exchange information, our business will fail. It is possible
that the Internet may not become a viable long-term commercial marketplace due to the potentially
inadequate development of the necessary network infrastructure, the delayed development of enabling
technologies and performance improvements and the high cost of shipping products. The commercial
acceptance and use of the Internet may not continue to develop at historical rates, or may not develop
as quickly as we expect. In addition, concerns over security and privacy may inhibit the growth of the

Internet.

Because we face intense competition in various retail segments and operate in an industry with limited
barriers to entry, some of our competitors may be better positioned to capitalize on the rapidly growing
e-commerce market The e-commerce market is new, rapidly evolving and intensely competitive. Many
of our current and potential competitors have longer operating histories, larger customer bases, greater
brand recognition and significantly greater financial, marketing, technical, management and other
resources than we do. Some of our competitors have and may continue to use aggressive pricing or
inventory availability practices and devote substantially more resources to Web site and system
development than us. We expect that competition will further intensify in the future. Because barriers
to entry are limited, current and new competitors can launch Web sites at a relatively low cost and can
expand their operations rapidly. New technologies and the expansion of existing technologies may also
increase the competitive pressure we face. Increased competition may result in reduced operating

margins, loss of market share and diminished brand recognition.

We believe that the primary competitive factors in the online market include brand recognition, price,
product selection, ease of use, customer service, available content and value added services. We
currently compete with a variety of online vendors that specialize in computer hardware and software
products, as well as those who sell books, music, videos, DVDs and other entertainment products.
Moreover, all of the products we sell in our online stores are typically available from traditional
retailers. Consequently, we must compete with companies in the online commerce market as well as the
traditional retail industry. With respect to computer hardware, software, peripheral and clearance

product markets, our competitors include, but are not limited to:



. traditional computer retailers, including CompUSA and MicroCenter;
. catalogue retailers, including Insight and PC Connection;

. online computer retailers, including Cyberian Outpost, Egghead.com and Onsale; and . software and
hardware manufacturers that market their products through their own Web sites, including Apple
Computer, Dell Computer and Gateway.

Our current or potential competitors with respect to books, DVDs and videos, and other entertainment

related products include, but are not limited to:

. traditional entertainment product retailers, including Barnes & Noble, Blockbuster Video and

Borders;

. internet-focused entertainment product retailers, including Amazon.com and Reel.com; and . non-

entertainment retailers that sell a limited selection of entertainment products, such as Wal-Mart.

We would also realize significant competitive pressure if any of our distribution partners were to
initiate their own retail operations. Since our distributors have access to merchandise at very low costs,
they could sell products at lower prices and maintain a higher gross margin on their product sales than
we can. In this event, our current and potential customers may decide to purchase directly from these
distributors. Increased competition from any distributor capable of maintaining high sales volumes

and acquiring product at lower prices than us could significantly reduce our market share.

Our growth and operating results could be impaired if we are unable to meet our future capital needs
Based on our current operating plan, we anticipate that the net proceeds of this offering, together with
our available funds, will be sufficient to satisfy our anticipated needs for working capital, capital
expenditures and business expansion for at least the next twelve months. After that time, we may need

additional capital. Alternatively, we may need to raise additional funds sooner to:
. fund more rapid expansion;

. develop new product lines or enhanced services;

. fund acquisitions; or . respond to competitive pressures.

If we raise additional funds by issuing equity or convertible debt securities, the percentage ownership
of our stockholders will be diluted. Furthermore, any new securities could have rights, preferences and
privileges senior to those of our common stock. We currently do not have any commitments for
additional financing. We cannot be certain that additional financing will be available when and to the
extent required or that, if available, it will be on acceptable terms. If adequate funds are not available
on acceptable terms, we may not be able to fund our expansion, develop or enhance our products or

services or respond to competitive pressures.

If we are unable to successfully manage the transition of our leadership, our business could suffer Scott
A. Blum, our founder, majority stockholder and former Chief Executive Officer and Chairman, recently
resigned from our Board of Directors, terminated his employment relationship with us, deposited all of

his shares of our common stock into a voting trust, which shares as of October 15, 1999 represented



approximately 56% of our outstanding capital stock, and withdrew from participation in our
management, business and operations. To date, Mr. Blum has been primarily responsible for
conceiving, developing and implementing our virtual operating business model and recruiting our
Board of Directors and our current management team. In addition, Mr. Blum has been directly involved
in the creation, development and implementation of our corporate image and advertising strategy. Mr.

Blum's withdrawal from our business and our inability to replace Mr. Blum could harm our business.

If we are unable to protect our trademarks and intellectual property rights, our reputation and brand
could be impaired, and we could lose customers We regard our trademarks, trade secrets and similar
intellectual property as critical to our success. We rely on trademark and copyright law, trade secret
protection and confidentiality and/or license agreements with employees, customers, partners and
others to protect our proprietary rights. We cannot be certain that we have taken adequate steps to
protect our proprietary rights, especially in countries where the laws may not protect our rights as fully
as in the United States. In addition, third parties may infringe or misappropriate our proprietary rights,
and we could be required to incur significant expenses to preserve them. We have pursued the
registration of our trademarks in the United States and internationally, and have applied for the
registration of some of our trademarks and service marks. We have pending trademark registrations for
many names; however, even if we obtain registrations for these names, the registrations may not
adequately protect us against infringement by others. Effective trademark, service mark, copyright and
trade secret protection may not be available in every country in which our products and service are
made available online. If we are not able to protect our trademarks or other intellectual property, we

may experience difficulties in achieving and maintaining brand recognition and customer loyalty.

Intellectual property claims against us could be costly and result in the loss of significant rights Other
parties may assert infringement or unfair competition claims against us. In the past, other parties have
sent us notices of claims of infringement of intellectual property rights, and we expect to receive other
notices in the future. We cannot predict whether third parties will assert claims of infringement against
us, or whether any past or future assertions or prosecutions will adversely affect our business. If we are
forced to defend against any of these claims, whether meritless or not, are determined in our favor, we
may face costly litigation and diversion of technical and management personnel. As a result of these
disputes, we may have to expend significant resources to develop or acquire non-infringing property.
Alternatively, we may need to pursue royalty or licensing agreements, which may not be available on

acceptable terms, if at all.

SOFTBANK controls a majority of our outstanding common stock, which will enable it to control many
significant corporate actions and may prevent a change in control that would otherwise be beneficial to
our stockholders Upon completion of this offering, shares of common stock constituting
approximately % of our outstanding stock will be voted in accordance with the terms of a voting trust
agreement. On significant stockholder actions, as defined as the voting trust agreement, the trustees are
required to vote the trust shares to mirror the voting of all shares which are not subject to the terms of
the voting trust agreement. On routine stockholder actions, the trustees have the discretion to vote the
trust shares in any manner determined by a majority of the trustees. As a result, SOFTBANK and its

affiliates will effectively control the votes of approximately % of our common stock on significant



corporate actions and % on routine corporate governance matters immediately after this offering. This
control by SOFTBANK could have a substantial impact on matters requiring the vote of the
stockholders, including the election of our directors and most of our corporate actions. This control
could delay, defer or prevent others from initiating a potential merger, takeover or other change in our
control, even if these actions would benefit our stockholders and us. This control could adversely affect
the voting and other rights of our other stockholders and could depress the market price of our

common stock.

We have broad discretion as to the use of proceeds from this offering and may not use the proceeds
effectively We estimate the net proceeds of this offering to be approximately $138.0 million. Our
management team will retain broad discretion as to the allocation of the proceeds and may spend these

proceeds in ways that our stockholders may not agree.

Our stock price may be volatile, which may result in losses to our stockholders The trading price of our
common stock is likely to be volatile and could fluctuate widely in response to many of the following

factors, some of which are beyond our control:
. variations in our operating results;
. announcements of technological innovations, new services or product lines by us or our competitors;

. changes in expectations of our future financial performance, including financial estimates by

securities analysts and investors;

. changes in operating and stock price performance of other Internet and online commerce companies;
. conditions or trends in the Internet industry;

. additions or departures of key personnel; and . future sales of our common stock.

Domestic and international stock markets often experience significant price and volume fluctuations.
These fluctuations, as well as general economic and political conditions unrelated to our performance,
may adversely affect the price of our common stock. In particular, following initial public offerings, the
market prices for stocks of Internet and technology-related companies often reach levels that bear no
established relationship to the operating performance of these companies. These market prices are
generally not sustainable and could vary widely. The market prices of the securities of Internet-related
and online companies have been especially volatile. If our common stock trades to high levels following

this offering, it could eventually experience a significant decline.

A large number of additional shares may be sold into the public market in the near future, which may
cause the market price of our common stock to decline significantly, even if our business is doing well
After this offering, we will have outstanding shares of common stock. This includes the we are selling in
this offering, which may be resold in the public market immediately. The remaining %, or 178,281,189
shares, of our total shares outstanding after the offering will become available for resale in the public
market as shown in the chart below. As restrictions on resale end, the market price could drop
significantly if the holders of these restricted shares sell them or are perceived by the market as

intending to sell them.



Number of shares Date of availability for resale into public market 180 days after the date of this
prospectus due to an agreement these stockholders have with the underwriters. However, the

underwriters can waive this restriction and allow these stockholders to sell their shares at any time.

Between 180 and 365 days after the date of this prospectus due to the requirements of the federal

securities laws.
For a more detailed description, see "Shares Eligible for Future Sale."

Our charter documents could defer a takeover effort, which could inhibit your ability to receive an
acquisition premium for your shares Provisions of our certificate of incorporation, bylaws and
Delaware law could make it more difficult for a third party to acquire us, even if doing so would be
beneficial to our stockholders. For a more detailed discussion of these provisions, see "Description of

Capital Stock--Anti-Takeover Provisions."

Forward-looking Statements

This prospectus contains forward-looking statements that are based on our current expectations,

assumptions, estimates and projections about us and our industry. When used in this prospectus, the

nn nn nn

words "expects,” "anticipates,” "estimates," "intends" and similar expressions are intended to identify
forward looking statements. These statements include, but are not limited to, statements under the
captions "Risk Factors," "Use of Proceeds," "Management's Discussion and Analysis of Financial
Condition and Results of Operations," "Business" and elsewhere in this prospectus concerning, among

other things:

. our ability to maintain and expand current distribution, fulfillment and other partnering relationships

and to enter into new relationships;
. our ability to attract advertisers and increase advertising revenue;
. our ability to increase our gross margins;

. our ability to broaden our existing product lines or expand into new product categories; and . our Year
2000 readiness.

These forward-looking statements are subject to risks and uncertainties that could cause actual results
to differ materially from those projected. The cautionary statements made in this prospectus should be
read as being applicable to all related forward-looking statements wherever they appear in this
prospectus. We assume no obligation to publicly update or revise these forward-looking statements for
any reason, or to update the reasons actual results could differ materially from those anticipated in

these forward-looking statements, even if new information becomes available in the future.

Use of Proceeds

The net proceeds from the sale of the shares of common stock sold by
us in this offering are estimated to be approximately $138.0 million based on



an assumed initial public offering price of $ per share, after deducting
underwriting discounts and commissions and estimated offering expenses payable
by us.

At this time, the principal purposes of this offering are to obtain additional capital to increase our
financial flexibility and to create a public market for our common stock. We presently intend to use the

net proceeds of this offering in the following ways:

. approximately $20.0 million for capital expenditures associated with technology and systems

upgrades and the expansion of our corporate headquarters;

. approximately $8.7 million to repay loans from SOFTBANK America, Inc. to us in connection with
the formation of three international joint ventures; and . approximately $8.5 million to pay part of our

sponsorship fee in connection with our agreement with the PGA TOUR, Inc.

We also intend to spend a portion of the net proceeds of this offering to expand our sales and
marketing capabilities, particularly for advertising campaigns and promotions to increase brand
recognition, to pursue new product categories and expand our current product categories, and to

expand internationally.

We may also use an unspecified portion of the net proceeds of this offering to acquire or invest in
complementary businesses, services or technologies, or to enter into strategic marketing relationships
with third parties. From time to time, in the ordinary course of business, we expect to evaluate
potential acquisitions of these businesses, services or technologies and strategic relationships. At this
time, however, we do not have any present understandings, commitments or agreements with respect

to any material acquisition.

We have no specific plans at this time for use of the remaining proceeds and expect to use these
proceeds for working capital and general corporate purposes. Our management will have broad
discretion concerning the allocation and use of a significant portion of the net proceeds of this offering.
Pending the use of the net proceeds of this offering, we intend to invest these proceeds in short-term,

investment grade, interest bearing securities.

The foregoing represents our best estimate of the allocation of the net proceeds from the sale of the
common stock offered by this prospectus, based upon the current state of our business operations, our
current plans for expansion and the current economic and industry conditions. The net proceeds are
subject to reallocation among the categories stated above. The amount or timing of our actual
expenditures will depend on numerous factors, including our profitability, the availability of alternative

financing, our business development activities and competition.

Dividend Policy

We have never declared or paid any cash dividends on our common stock. We currently intend to retain
any future earnings to finance the growth and development of our business. Therefore, we do not
anticipate that we will declare or pay any cash dividends on our common stock in the foreseeable

future. Any future determination to pay cash dividends will be at the discretion of our Board of



Directors and will be dependent upon our financial condition, results of operations, capital
requirements, restrictions under any existing indebtedness and other factors the Board of Directors

deems relevant.

Capitalization
The following table indicates our capitalization at September 30, 1999:
. on an actual basis;

.on a pro forma basis to give effect to the conversion of all of our Series A preferred stock and the
issuance of our Series B preferred stock into an aggregate of 35,358,379 shares of common stock upon
the completion of this offering; and
. on a pro forma as adjusted basis to reflect this conversion and the
issuance of shares of common stock at an assumed initial public

offering price of $ per share, after deducting underwriting discounts
and commissions and estimated offering expenses payable by us.

This table should be read in conjunction with our consolidated financial statements and the related

notes included elsewhere in this prospectus.

September 30, 1999 Pro Forma Actual Pro Forma As Adjusted (unaudited) (unaudited) (unaudited)
(amounts in thousands, except share and per share data) Total long-term debt, net of current
POTtiON..curetreenes $ 1,818 § 1,818 § Stockholders' equity (deficit): Convertible preferred stock, $.0001
par value (Series A and B); 150,000,000 authorized; 19,481,130 shares issued and outstanding; no
shares issued and outstanding, pro forma and pro forma as adjusted; including additional paid-in
capital....... 14,943 -- Common stock, $.0001 par value; 850,000,000 shares authorized; 142,922,810
shares issued and outstanding, actual; 178,281,189 shares issued and outstanding, pro forma; shares
issued and outstanding, pro forma as adjusted ............ceeeeueees 14 18 Additional paid-in capital,
COMMON..uuueeeeereerreeereeennns 33,593 138,532 Deferred compensation............. (8,387) (8,387) Accumulated
deficitu.ueeunnn.. (98,761) (98,761) Total stockholders' equity (deficit).......ceeureuuecne. (58,598) 31,402 Total
capitalization........... $(56,780) § 33,220 $ These share amounts exclude 30,598,875 shares of common
stock issuable upon the exercise of options outstanding as of September 30, 1999 at a weighted
average exercise price of $1.85 per share and warrants to purchase approximately 2,043,550 shares of
common stock, based upon an estimated initial public offering price of § per share, at a weighted
average exercise price of § per share. For additional information regarding our capital structure, see
"Management--Employee Benefit Plans," "Description of Capital Stock" and notes 8 and 9 of notes to

consolidated financial statements.

Dilution

Our pro forma net tangible book value as of September 30, 1999, which includes actual proceeds of
approximately $90.0 million from the issuance of 15,877,249 shares of Series B convertible

participating preferred stock, was approximately $24.2 million, or $0.14 per share of common stock.



Our pro forma net tangible book value does not give effect to the issuance of 4,142,927 shares of
common stock in connection with our acquisition of BuyGolf.com or the issuance of 1,800,000 shares
of common stock in connection with our sponsorship agreement with PGA TOUR. Pro forma net
tangible book value per share represents our total tangible assets less total liabilities divided by the pro
forma number of shares of common stock outstanding as of September 30, 1999, after giving effect to
the conversion of all outstanding shares of our convertible participating preferred stock, which
immediately converts upon the closing of this offering into 35,358,379 shares of common stock.
Without taking into account any other changes in pro forma net tangible book value other than to give
effect to our sale of the shares of common stock offered by this prospectus and the receipt and
application of those net proceeds, our pro forma net tangible book value as of September 30, 1999
would have been $§ million, or $ per share of common stock. This represents an immediate increase in
pro forma net tangible book value of § per share to existing stockholders and an immediate dilution in
pro forma net tangible book value of § per share to investors purchasing common stock in this offering.

The following table illustrates this per share dilution (unaudited):

Assumed initial public offering price per share........... $
Pro forma net tangible book value per share as of
September 30, 1999 . .. ittt ittt e e e e e $ 0.14
Increase per share attributable to new investors.........
Pro forma net tangible book value per share after this offering.......c.ccoevveececvccrnrreccccscennnane Dilution per
share to new investors......coeveeveenenne $ The following table summarizes as of September 30, 1999, 0n a

pro forma basis which included the sale of our Series B convertible participating preferred stock, the
difference between the number of shares of common stock purchased from us, the total consideration
paid and the average price per share paid by existing stockholders and by new investors, assuming an
initial public offering price of § per share and before deducting estimated underwriting discounts and

commissions and estimated offering expenses payable by us:

Shares Purchased Total Consideration Average

——————————————————————————————————————— Price
Number Percent Amount Percent per Share
Existing stockholders.... 178,281,189 % $116,930,000 % $0.66
New investors............
Total......oovvninn. 100% $ 100%

The foregoing tables assume no exercise of the underwriters' over-allotment option or any stock
options or warrants outstanding as of September 30, 1999, and does not give effect to the issuance of
1,800,000 shares of common stock in connection with our sponsorship agreement with the PGA
TOUR. As of September 30, 1999, options to purchase 30,598,875 shares of common stock were
outstanding at a weighted average exercise price of $1.85 per share. To the extent that these options are
exercised, new investors will experience further dilution. As of September 30, 1999, warrants to
purchase approximately 2,043,550 shares of common stock were outstanding, based upon an
estimated initial public offering price of § per share, at a weighted average exercise price of $ per share.
For additional information regarding our stock options, see note 9 of notes to consolidated financial

statements.



SELECTED CONSOLIDATED FINANCIAL DATA (amounts in thousands, except share and per share
data) The following selected consolidated financial data as of December 31, 1997 and 1998 and for the
period from June 7, 1997 (Inception) to December 31, 1997 and the year ended December 31, 1998
have been derived from our consolidated financial statements and related notes audited by Arthur
Andersen LLP, independent public accountants, included elsewhere in this prospectus. The selected
consolidated statement of operations data for the nine months ended September 30, 1998 and 1999
and the selected consolidated balance sheet data as of September 30, 1999, are derived from our
unaudited financial statements included elsewhere in this prospectus. Our unaudited financial
statements have been prepared on substantially the same basis as the audited consolidated financial
statements and, in the opinion of our management, include all adjustments, consisting of normal
recurring adjustments, necessary for a fair presentation of the financial condition as of and results of
operations for these periods. The historical results are not necessarily indicative of future results. The
following data should be read in conjunction with "Management's Discussion and Analysis of Financial
Condition and Results of Operations" and the consolidated financial statements and related notes

included elsewhere in this prospectus.

June 7, 1997 Nine Months Ended
(Inception) to Year Ended September 30,
December 31, December 31, ------——-——————m——m———————
1997 1998 1998 1999
(unaudited)
Consolidated Statement
of Operations Data:
Net revenues............ $ 878 $ 125,290 $ 63,761 $ 397,601
Cost of goods sold...... 832 123,527 61,165 401,214
Gross profit............ 46 1,763 2,596 (3,613)
Operating expenses:
Sales and marketing.... 130 13,430 2,770 44,094
Product development.... 30 950 404 3,851
General and
administrative........ 260 4,250 3,624 12,872
Depreciation and
amortization.......... 7 377 61 3,009
Amortization of
deferred
compensation.......... -- 795 422 5,417
Charge for warrants.... -- - -- 7,021
Total operating
EXPENSES. v v vveennnnn 427 19,802 7,281 76,264
Operating loss.......... (381) (18,039) (4,685) (79,877)
Other income (expense):
Interest income
(expense), net........ (7) 202 78 (721)
Other...........coou... -- (4) (58) 74
Total other income
(expense)....oveevnnnn. (7) 198 20 (647)
Loss before provision
for income taxes....... (388) (17,841) (4,665) (80,524)
Provision for income
taxes. .ot 2 3 3 3
Net loss......covvuunnn. $ (390) $ (17,844) $ (4,668) $ (80,527)
Net loss per share:
Basic and diluted...... $ (0.00) $ (0.14) $ (0.04) $ (0.57)

Weighted average shares



outstanding:
Basic and diluted...... 130,129,725 130,905,390 130,129,725 141,814,477

December 31,
——————————————————————————— September 30,

1997 1998 1999
(unaudited)

Consolidated Balance

Sheet Data:
Cash and cash

equivalents............ $ 34 % 9,221 $ 3,231
Working capital

(deficit).......ovuun.. (391) (3,562) (69,954)
Total assets............ 267 26,837 33,889
Long-term debt, net of

current portion........ -- 1,175 1,818
Total stockholders'

equity (deficit)....... (340) 6,635 (58,598)

Please refer to note 10 of the notes to consolidated financial statements for information regarding the
method used to compute our basic and diluted net loss per share. The selected consolidated financial
data above does not reflect our receipt of approximately $90.0 million in connection with the sale of
our Series B convertible participating preferred stock to SOFTBANK and its related entities in October
1999.

SELECTED UNAUDITED PRO FORMA CONDENSED COMBINED STATEMENT OF
OPERATIONS INFORMATION (amounts in thousands, except share and per share data) The following
selected unaudited pro forma condensed combined financial information and related notes contain
forward-looking statements that involve risks and uncertainties. Our actual results may differ
materially from those discussed here. We have no obligation to publicly release the result of any
revisions to these forward-looking statements that may be made to reflect any future events or

circumstances.

The selected unaudited pro forma condensed combined financial information is based upon, and
should be read together with, the historical financial statements of BUY.COM and BuyGolf.com and
the related notes to these financial statements. The selected unaudited pro forma condensed combined
financial information is based upon tentative allocations of purchase price for the acquisitions and may
not show the results that would have been reported had such events actually occurred on the dates
specified, nor does it indicate our future results. Purchase accounting is based upon preliminary asset

valuations, which are subject to change.

The selected unaudited pro forma condensed combined statement of operations information for the
nine months ended September 30, 1999 is presented as if BUY.COM had completed the acquisition of
BuyGolf.com as of January 1, 1999. Since BuyGolf.com did not commence operations until December
1, 1998, the impact of the acquisition of BuyGolf.com to the selected unaudited pro forma condensed
combined statement of operations information for the year ended December 31, 1998 is immaterial
and has not been shown.

Nine Months Ended September 30, 1999

BUY.COM BuyGolf.com, Pro Forma Pro Forma
Inc. Inc.(a) Adjustments Combined



Net revenues............ $ 397,601 $ 1,025 $ (40)(b) $ 398,586

Cost of goods sold...... 401,214 883 - 402,097
Gross profit............ (3,613) 142 (40) (3,511)
Total operating

EXPENSE. vt v vienennnnn 76,264 3,584 5,818 (c) 85,666
Operating loss.......... (79,877) (3,442) (5,858) (89,177)
Total other income

(expense)....oeeeennn.. (647) 7 -- (640)
Loss before provision

for income taxes....... (80,524) (3,435) (5,858) (89,817)
Provision for income

taxes....ooiiiiiiiiin 3 1 - 4
Net 10SS..vueuenenennnn. $ (80,527) $ (3,436) $ (5,858) $ (89,821)
Net loss per share:

Basic and diluted...... $ (0.62)

Weighted average number
of commons shares
outstanding:
Basic and diluted...... 145,642,459

(a) The results of operations of BuyGolf.com will be included in our consolidated results commencing
October 1, 1999. This presentation shows the pro forma effects of the operations of BuyGolf.com as if
the acquisition occurred on January 1, 1999.

(b) Represents advertising revenues/expenses, recorded for the nine months ended September 30,
1999, that should be eliminated upon the acquisition of BuyGolf.com by BUY.COM.

(c) Represents the amortization of goodwill that would have been recorded for the nine months ended

September 30, 1999, if the acquisition of BuyGolf.com occurred on January 1, 1999.

Management's Discussion and Analysis of Financial Condition
and Results of Operations

The following discussion of our financial condition and results of operations should be read together
with our selected consolidated financial data and the consolidated financial statements and related

notes included elsewhere in this prospectus.
Overview

BUY.COM is a leading multi-category Internet superstore, offering a comprehensive selection of brand
name computer hardware and peripherals, software, books, videos, DVDs, computer games and music
at everyday low prices. Through our seven online specialty stores, we offer more than 850,000 stock
keeping units, or SKUs, in a convenient, intuitive shopping interface that features extensive product
information and multi-media presentations. Our e- commerce portal, www.buy.com, links our seven
specialty stores and is designed to enhance the customer's online shopping experience 24 hours a day,
seven days a week. From our inception in June 1997 through mid November 1997, we had no sales and
our operating activities related primarily to the planning and development of our original Web site,
BUYCOMP.COM, which offered computer hardware and software products. Beginning with the
opening of our BUYCOMP.COM online computer store in November 1997 through November 1998,



we continued to expand our infrastructure and focused on expanding distributor and vendor
relationships, attracting customers to our Web site, building our brand and establishing customer

service operations.

In December 1998, we acquired Speedserve, Inc., an online retailer of books, videos, DVDs and video
games, and reincorporated BUY.COM in Delaware. Concurrent with this acquisition, we opened our
BUY.COM Web site that consolidated Speedserve's retail Web site with our existing computer
hardware and software online retail store to create five specialty online retail stores. In late April 1999,
we launched the BUYMUSIC.COM store and an improved version of our Web site that incorporated
increased functionality and speed, broader content and enhanced customer service. In May 1999, we
added our newest online retail store, BUYCLEARANCE.COM, which offers high quality, brand name,

closeout products at significant discounts.

We derive revenues principally from the sale of products and, to a lesser extent, from paid
advertisements on our Web site. We recognize product revenue upon shipment of products. We
generally recognize advertising revenue straight line over the period of time an advertisement runs on
our site. In some circumstances, our agreements with advertisers require consumer action, in which

cases, we recognize advertising revenue when the consumer action is completed.

We have employed a virtual operating model that includes outsourcing the majority of our
infrastructure to leading national distribution and fulfillment partners with established expertise.
Through this model, we capitalize on the cost efficiencies achieved by our distribution partners and
minimize our infrastructure and operating expenses, enabling us to pass significant savings on to our
customers. Additionally, by aligning with leading distributors in each of our product categories, we can
use their significant inventories and distribution capabilities to offer a broader selection of products at
lower costs than traditional retailers can. Initially, our strategy has focused on using extremely low
prices together with aggressive marketing and advertising campaigns to drive traffic to our web site,
promote our brand and build sales momentum. As a result of these advertising and merchandising
strategies, our revenues have grown rapidly. Net revenues were $125.3 million for the year ended
December 31, 1998 and $397.6 million for the nine months ended September 30, 1999.

We have constructed our e-commerce portal to function as a multi-category Internet superstore,
enabling customers to purchase products from each of our online specialty stores in the same shopping
visit and encouraging repeat purchases. Since inception, we have sold our products to more than 1.4
million unique customers. In September 1999, repeat customers accounted for approximately 48% of
our orders and over 55% of our booked revenues. We believe that these percentages will increase as we
continue to modify our merchandising strategy and further cultivate customer loyalty through
everyday low prices and an improved shopping experience. In view of the rapidly evolving nature of
our business and our limited operating history, we believe that period-to-period comparisons of our
operating results, including our gross profit margin and operating expenses as a percentage of our net

revenues, should not be relied upon as an indication of our future performance.



Consistent with our merchandising strategy, we have started to raise prices on many of our SKUs. Since
the second quarter of 1999, we have increased our product margins without experiencing a decline in
overall sales volumes or customer levels. Although we intend to continue these selective price increases,
under our long-term business model we expect to maintain lower relative product margins than many
other online and offline retailers, while generating high sales volumes. For this reason, our ability to
become and remain profitable depends upon our ability to substantially increase our net sales. We

cannot be certain that our sales growth will continue or that we will ever become profitable.

To date, our sales of computer hardware and software products have accounted for the vast majority of
our revenues. As we continue to expand into new product categories, we expect sales of products other
than computer hardware and software to be an increasingly larger component of our business in the

future.

We currently generate additional revenues from vendor co-op advertising as well as media advertising.
Vendor co-op advertising is a standard practice in the retailing sector, where product vendors set aside
certain amounts of advertising funds to be paid to retailers in exchange for specific marketing and in-
store placement of their products. We work closely with vendors to develop marketing programs and
merchandising initiatives in our online stores. To date, most of our co-op advertising has come from
our technology and entertainment vendors, although we plan to explore new co-op advertising
opportunities as we expand into new product categories. We also generate advertising media revenue
from click-through advertisements that direct the customer to the advertiser's Web site. These media
advertising revenues are generally derived from short-term advertising contracts in which we typically
guarantee a minimum number of impressions to be delivered to users over a specified period of time
for a fixed fee. In the cases where we guarantee a minimum number of impressions, we defer a portion

of the advertising revenues until the minimum number of impressions has been achieved.

We have incurred significant losses since our inception and our cost of sales and operating expenses
have increased dramatically. This trend reflects the costs associated with the formation of BUY.COM,
as well as our increased efforts to promote the BUY.COM brand, build market awareness, attract new
customers, recruit personnel, build operating infrastructure, and develop and expand our Web site and
related transaction-processing systems. We intend to continue to invest heavily in marketing and
promotion, Web site development, and technology and operating infrastructure development. We
believe that we will continue to incur substantial operating losses for the foreseeable future. Although
we have experienced significant revenue growth in recent periods, this growth may not be sustainable,

and we may never achieve profitability.

Results of Operations The following table sets forth statement of operations data expressed as a
percentage of net revenues for the periods indicated:
June 7, 1997 Nine Months Ended

(Inception) to Year Ended September 30,
December 31, December 31, -------—==———————-—-

1997 1998 1998 1999
(unaudited)
Net revenues................ 100.0 % 100.0 % 100.0 % 100.0 %

Cost of goods sold.......... 94.8 98.6 95.9 100.9



Gross profit................ 5.2 1.4 4.1 (0.9)
Operating expenses:

Sales and marketing........ 14.8 10.7 4.3 11.1
Product development........ 3.4 0.8 0.6 1.0
General and
administrative............ 29.6 3.4 5.7 3.2
Depreciation and
amortization.............. 0.8 0.3 0.1 0.7
Amortization of deferred
compensation.............. -- 0.6 0.7 1.4
Charge for warrants........ -- -- -- 1.8
Total operating
EXPENSES . v vt vveeerennnn 48.6 15.8 11.4 19.2
Operating 10SS.......cvuun.. (43.4) (14.4) (7.3) (20.1)
Other income (expense):
Interest income (expense),
1=} Y (0.8) 0.2 0.1 (0.2)
Other......oovvieiennnnnn.. -- 0.0 (0.1) 0.0
Total other income
(expense)....oeeenennn. (0.8) 0.2 0.0 (0.2)
Loss before provision for
income taxesS........ovue.n (44.2) (14.2) (7.3) (20.3)
Provision for income taxes.. (0.2) 0.0 0.0 0.0
Net 10SS..vvvivinennnnnnns (44.4)% (14.2)% (7.3)% (20.3)%

Net Revenues

Net revenues consist of product sales, advertising revenue and customer shipping and handling
charges. During 1998 and for the nine months ended September 30, 1999, the vast majority of our net
revenues were derived from the sale of computer hardware and software products. Net revenues
increased to $397.6 million for the nine months ended September 30, 1999 from $63.8 million for the
nine months ended September 30, 1998. This increase was predominantly driven by computer
hardware and software sales as well as the significant growth in our customer base and repeat
purchases from our existing customers. This increase also reflects, to a lesser extent, the expansion of
our Web site and the launch of our BUYBOOKS.COM, BUYGAMES.COM and BUYVIDEOS.COM
specialty online stores in December 1998 and the launch of our BUYCLEARANCE.COM and
BUYMUSIC.COM online stores during the second quarter of 1999.

Cost of Goods Sold

Cost of goods sold consists primarily of the cost of products sold, and the related distribution and
fulfillment costs. Cost of goods sold increased to $401.2 million for the nine months ended September
30, 1999 from $61.2 million for the nine months ended September 30, 1998 as a result of the
significant increase in our net revenues. Gross margin declined to (0.9)% for the nine months ended
September 30, 1999 from 4.1% for the nine months ended September 30, 1998. This decline in gross
margin reflects our aggressive product pricing strategy to build brand recognition, as well as our
decision to offer select products as loss leaders to attract customers to our Web site. Our negative
product gross margin in the first three quarters of 1999 was offset in part by gross profit derived from
higher margin advertising revenue and shipping and handling revenue. While we plan to increase gross
margin in the future by employing more selective pricing and merchandising strategies, focusing on
advertising revenues and emphasizing higher margin products and services, we may not be able to

improve our profit margins.



Sales and Marketing Expenses Sales and marketing expenses consist primarily of advertising and
promotional expenses, as well as credit card fees, outsourced customer service fees, and payroll
associated with our advertising and marketing personnel. Sales and marketing expenses increased to
$44.1 million for the nine months ended September 30, 1999 from $2.8 million for the nine months
ended September 30, 1998. Sales and marketing expenses as a percentage of net revenues increased to
11.1% for the nine months ended September 30, 1999 from 4.3% for the nine months ended
September 30, 1998. This increase was primarily attributable to increased credit card processing fees
associated with increased product sales, the expansion of our online and offline advertising campaigns,
including a comprehensive print and television advertising campaign, as well as online advertisements
with large online portals. In addition, as a result of the launch of our three new online specialty stores
in November 1998 and the launch of our improved Web site in April 1999, we experienced higher than
expected customer service fees during these periods. The increase in our sales and marketing expense
was also due, to a lesser extent, to increased personnel and related expenses required to implement our
marketing strategy. We intend to continue to pursue an aggressive branding and marketing campaign
and, therefore, expect marketing and sales expenses to continue to increase significantly in absolute

dollars in future periods.

Product Development Expenses Product development expenses consist primarily of personnel and
other expenses associated with developing and enhancing our Web site, as well as associated facilities
and related expenses. Product development expenses increased to $3.9 million for the nine months
ended September 30, 1999 from $404,000 for the nine months ended September 30, 1998. Product
development expenses as a percentage of net revenues increased to 1.0% for the nine months ended
September 30, 1999 from 0.6% for the nine months ended September 30, 1998. This increase was
primarily attributable to increased staffing in our information systems, product management and web
development groups and associated costs related to enhancing the features, content and functionality
of our online stores and transaction-processing systems, as well as increased investment in systems and

telecommunications infrastructure.

General and Administrative Expense General and administrative expenses consist primarily of payroll
and related expenses for executive and administrative personnel, facilities expenses, professional fees,
telephone charges, and other general corporate expenses. General and administrative expenses
increased to $12.9 million for the nine months ended September 30, 1999 from $3.6 million for the
nine months ended September 30, 1998. General and administrative expenses as a percentage of net
revenues decreased to 3.2% for the nine months ended September 30, 1999 from 5.7% for the nine
months ended September 30, 1998. The increase in absolute dollars was primarily attributable to
additional administrative personnel and their related expenses, and increased professional fees. We
expect general and administrative expenses to continue to increase in absolute dollars as we expand
our sales, increase our staff and incur additional costs related to the growth of our business and our

operations as a public company.

Depreciation and Amortization Depreciation and amortization consists primarily of the amortization
of goodwill associated with business acquisitions, as well as fixed asset depreciation. Depreciation and

amortization increased to $3.0 million for the nine months ended September 30, 1999 from $61,000



for the nine months ended September 30, 1998. Depreciation and amortization as a percentage of net
revenues increased to 0.7% for the nine months ended September 30, 1999 from 0.1% for the nine
months ended September 30, 1998. This increase was primarily attributable to the amortization of
goodwill associated with our acquisition of Speedserve in December 1998, which is being amortized
over a three-year period. This increase was also attributable, to a lesser extent, to additional

depreciation of fixed assets acquired during the period.

Amortization of Deferred Compensation Amortization of deferred compensation represents the
difference between the exercise price of stock option grants and the deemed fair value of our stock at
the time of such grants. Such amounts are amortized over the vesting for such grants, which is typically
four years. Amortization of deferred compensation increased to $5.4 million for the nine months
ended September 30, 1999 from $422,000 for the nine months ended September 30, 1998.
Amortization of deferred compensation increased to 1.4% for the nine months ended September 30,
1999 from 0.7% for the nine months ended September 30, 1998. The increase was attributable to the
grant of stock options to new employees as well as the increase in the difference between the grant
price and the deemed fair market value of our common stock. At September 30, 1999, we had

approximately $8.4 million in deferred compensation that will be amortized through May 2003.
Charge for Warrants

Charge for warrants primarily represents the cost of warrants granted to United Air Lines and to a
lesser extent warrants issued to a commercial lender. The charge for warrants was $7.0 million for the

nine months ended September 30, 1999 and there was no charge during the previous year.

Other Income (Expense) Total other income (expense) decreased to ($647,000) for the nine months
ended September 30, 1999 from $20,000 for the nine months ended September 30, 1998. This
decrease was largely due to interest expense related to a loan from our founder and interest expense

relating to our revolving credit facility.
Net Loss

Our net loss increased to $80.5 million for the nine months ended September 30, 1999 from $4.7
million for the nine months ended September 30, 1998. The increase in net loss was due to increased
operating expenses and an increase in amortization of goodwill, amortization of deferred

compensation and charge for warrants.

Quarterly Results of Operations The following tables present unaudited quarterly results of operations,
in dollar amounts and as a percentage of net revenues, for the last six quarters. This information has
been derived from our unaudited consolidated financial statements and has been prepared by us on a
basis consistent with our audited consolidated financial statements and includes all adjustments,
consisting only of normal recurring adjustments, which management considers necessary for a fair
presentation of the information for the periods presented.

Three Months Ended

June 30, Sept. 30, Dec. 31, Mar. 31, June 30, Sept. 30,
1998 1998 1998 1999 1999 1999



Statement of Operations
Data:

Net revenues...........
Cost of goods sold.....
Gross profit........... 1,051
Operating expenses:

Sales and marketing... 1,370
Product development... 120
General and
administrative....... 658
Depreciation and
amortization......... 16
Amortization of
deferred
compensation......... 106
Charge for warrants... --
Total operating
EeXPENSES. . vvuernn.. 2,270
Operating loss......... (1,219)
Other income (expense):
Interest income
(expense), net....... -
Other................. 2
Total other income
(expense).......... 2
Loss before provision
for income taxes...... (1,217)
Provision for income
taxes....oiiiiiiiann --
Net 10SS..vvnnnnnnn. $(1,217)
As a Percentage of Net
Revenues:
Net revenues........... 100.0%
Cost of goods sold..... 94.5
Gross profit........... 5.5
Operating expenses:
Sales and marketing... 7.1
Product development... 0.6
General and
administrative....... 3.4
Depreciation and
amortization......... 0.1
Amortization of
deferred
compensation......... 0.6
Charge for warrants... --
Total operating
EXPENSES. . v vvuunnn. 11.8
Operating loss......... (6.3)
Other income (expense):
Interest income
(expense), net....... -
Other................. 0.0
Total other income
(expense).......... 0.0
Loss before provision
for income taxes...... (6.3)

Provision for income

(6.3)%

(unaudited)
(amounts in thousands)

$34,985 $ 61,529  $107,932
34,148 62,361 108,115
837 (832) (183)
2,151 9,264 12,322
220 546 830
1,140 2,019 3,079
39 316 854
318 371 2,115
3,868 12,516 19,200
(3,031) (13,348) (19,383)
82 124 114
(59) 52 17
23 176 131
(3,008) (13,172) (19,252)
- 3 -
$(3,008) $(13,175) $(19,252)
100.0% 100.0% 100.0%
97.6 101.4 100.2
2.4 (1.4) (0.2)
6.1 15.1 11.4
0.6 0.9 0.8
3.4 3.2 2.8
0.1 0.5 0.8
0.9 0.6 2.0
11.1 20.3 17.8
(8.7) (21.7) (18.0)
0.2 0.2 0.1
(0.1) 0.1 0.1
0.1 0.3 0.2
(8.6) (21.4) (17.8)
-- 0.0 --
(8.6)% (21.4)% (17.8)%

$129,820
134,086
(4,266)

15,130
1,404

4,437

967

1,856

23,794
(28,060)

(39)
8
(31)

(28,091)

$(28,091)

100.0%
103.3
(3.3)

11.7

1.4

18.3
(21.6)

o o
o o

0.0

(21.6)

(21.6)%

$159,849
159,013
836

16,642
1,617

5,356
1,188
1,446
7,021
33,270
(32,434)
(796)
49
(747)
(33,181)
3

$(33,184)

100.0%
99.5

10.4

20.8
(20.3)

(0.5)
(20.8)

0.0
(20.8)%



Our quarterly operating results have fluctuated in the past and may continue to fluctuate in the future

based on a number of factors, not all of which are in our control.

Liquidity and Capital Resources Due to our virtual operating model, we have generally operated with
limited working capital. Most of our customers pay for their purchases by credit card over the Internet
and as a result, we typically receive payment for shipments within four to five business days of
purchase. Additionally, we rely on our distribution partners to manage inventory and ship products to
our customers. We typically pay our distributors within 30 to 60 days after they have shipped our
products, although we may take advantage of early payment discounts from time to time. As a result of
these factors, our business does not experience the liquidity constraint faced by traditional retailers

who must maintain large inventories.

Since our inception, we have financed our operations with equity contributions and loans from our
founder, loans from a commercial lender, and debt and equity financings. Net cash used in operating
activities was $4.0 million for the year ended December 31, 1998 and $23.1 million for the nine
months ended September 30, 1999. Net cash used in operating activities in 1998 and for the nine
months ended September 30, 1999 was primarily attributable to the development and launch of our
Web site, the expansion of our infrastructure, our marketing campaigns and operations. Net cash
provided by financing activities was $15.9 million for the year ended December 31, 1998 and $19.5
million for the nine months ended September 30, 1999. Net cash used in investing activities was $2.8
million for the year ended December 31, 1998 and $2.4 million for the nine months ended September
30, 1999. Net cash used in investing activities was primarily attributable to purchases of property and
equipment, partially offset by sales of equipment in conjunction with sales- leaseback transactions. We
anticipate that we will have negative cash flows for the foreseeable future. We also currently anticipate
that we will invest approximately $20.0 million in capital expenditures over the next twelve months to
expand our infrastructure. These expenditures will include enhancements in our Web site to improve
functionality and navigation, incorporating features that are intended to improve the customer
shopping experience and scalability and performance of our Web site. These expenditures will also
include, to a lesser extent, purchases of property and equipment in conjunction with the relocation of
our offices. We expect to fund these expenditures with working capital, including the proceeds from

this offering.

In July 1999, we entered into an agreement with United Air Lines, Inc. to form BuyTravel.com LLC to
market and sell travel services and products on the Internet. Each of us will own 50% of BuyTravel and
will make capital contributions, in proportion to our respective ownership interest, necessary to
provide advertising and marketing support for BuyTravel. We have each agreed to pay up to $18.0

million over three years from the effective date of the agreement.

Subsequent to September 30, 1999, we acquired BuyGolf.com, Inc. in a stock- for-stock transaction in
which the stockholders of BuyGolf.com received 4,142,927 shares of our common stock as
consideration for their shares. In addition to our acquisition of BuyGolf.com, we entered into a
sponsorship agreement with the PGA TOUR, Inc. and issued 1,800,000 shares of common stock in
consideration for this sponsorship. Additionally, we have agreed to pay the PGA TOUR $8.5 million



upon the completion of this offering and to secure a $17.0 million letter of credit. In October 1999, we
also completed the private placement of our Series B convertible participating preferred stock to a
group of investors led by SOFTBANK Capital Partners, L.P. and its affiliates for approximately $90.0

million.

We have also entered into a binding letter of intent with SOFTBANK America, Inc. and its affiliates to
form three separate international joint ventures in various international territories. As a part of these
joint ventures, we have agreed to commit approximately $8.7 million of the proceeds of this offering in
connection with the formation of these international joint ventures. We are not required to make any

further capital contributions to these joint ventures.

We believe that the net proceeds from this offering, along with the proceeds of our Series B financing,
will be sufficient to satisfy our working capital requirements through the next 12 months. Even if
additional funds are not required, we may seek additional equity or debt financing. We may not be able

to obtain additional funds on acceptable terms, if at all.

Recent Accounting Pronouncements In March 1998, the Accounting Standards Executive Committee
issued Statement of Position 98-1, Accounting for the Costs of Computer Software Developed or
Obtained for Internal Use. SOP 98-1 requires all costs related to the development of internal use
software other than those incurred during the application development stage to be expensed as
incurred. Costs incurred during the application development stage are required to be capitalized and
amortized over the estimated useful life of the software. SOP 98-1 is effective for our fiscal year ending
December 31, 1999. We do not expect that the adoption of SOP 98-1 will have a material effect on our

consolidated financial statements as our policies currently are substantially in compliance with SOP
98-1.

In April 1998, the American Institute of Certified Public Accountants issued SOP 98-5, Reporting on
the Costs of Start-Up Activities. SOP 98-5 is effective for our fiscal year ending December 31, 1999.
SOP 98-5 requires costs of start- up activities and organization costs to be expensed as incurred. We do
not expect that the adoption of SOP 98-5 will have a material effect on our consolidated financial

statements.

In June 1998, the Financial Accounting Standards Board issued SFAS No. 133, Accounting for
Derivative Instruments and Hedging Activities. SFAS No. 133 is effective for fiscal years beginning
after June 15, 2000. SFAS No. 133 requires that all derivative instruments be recorded on the balance
sheet at their fair value. Changes in the fair value of derivatives are recorded each period in current
earnings or other comprehensive income (loss) depending on whether a derivative is designed as part
of a hedge transaction and, if so, the type of hedge transaction involved. We do not expect that
adoption of SFAS No. 133 will have a material impact on our consolidated financial statements as we

currently do not hold any derivative financial instruments.

Year 2000 Compliance



Many existing computer systems and software are coded to accept only two digit entries in the date
code field and cannot distinguish 21st century dates from 20th century dates. If not corrected, there
could be system failures or miscalculations causing disruptions of operations, including, among other
things, a temporary inability to process transactions or engage in normal business activities. As a result,
many companies' software and computer systems may need to be upgraded or replaced to make them
Year 2000 compliant.

Our State of Readiness. We have assessed the impact that the Year 2000 problem may have on our

operations. We have identified the following two areas of our business that may be affected:

Internal Infrastructure. We have internally developed substantially all of the systems, transaction
processing applications and software, and networking infrastructure that we use to operate and
monitor all aspects of our business. In addition to these information technology systems, our non-
information technology systems, including heating and air conditioning, security systems and other
embedded technology may be subject to Year 2000 risks. Although we developed or acquired our
software, systems and applications within the last two years and believe these systems are substantially
Year 2000 compliant, we have hired an information systems consultant to verify the Year 2000
readiness of our systems. We have completed the full review of our systems and infrastructure and

believe that our internal infrastructure is Year 2000 compliant.

Third Party Suppliers and Partners. We use third party equipment and software that may not be Year
2000 compliant. As a result, our ability to address Year 2000 issues is, to a large extent, dependent
upon the Year 2000 readiness of these third parties’' hardware and software products. We have
contacted the third parties from whom we have purchased hardware and software products and they

have represented to us that their products are Year 2000 compliant.

We are also entirely dependent on our distribution and fulfillment partners to provide and distribute
the merchandise we sell in our online stores. We have initiated formal communications with all of our
distributors and fulfillment partners to determine the extent to which we are vulnerable to those third
parties' Year 2000 issues. We have obtained Year 2000 readiness disclosure statements from each of
these partners to confirm that their systems are Year 2000 compliant. Although we believe that our
distributors and fulfillment partners are Year 2000 compliant, in the event they do not achieve Year

2000 compliance, we may have to retain alternative product and service suppliers.

In addition, we have evaluated the Year 2000 compliance of CyberSource, our credit card processor,
and other financial intermediaries through which our transactions are processed. We have evaluated
the Year 2000 compliance of ClientLogic, our customer service and support partner, and Exodus
Communications, our database server host. We have initiated formal discussions with, and obtained
Year 2000 readiness disclosure statements from, each of these parties to verify the Year 2000
compliance of their systems. We currently do not have any back- up systems in place in the event these

third party systems become inoperable.

The Costs of Addressing our Year 2000 Issues. To date, our expenses in connection with identifying
and addressing Year 2000 compliance issues have been immaterial. Our expenses have generally related

to the operation costs associated with time spent by our employees and a consultant in the evaluation



process and Year 2000 compliance in general. We anticipate that our costs will continue to include
employee expenses and consultant expenses to verify the Year 2000 compliance of our systems, and
that these costs could exceed $100,000 during the year ended December 31, 1999. Notwithstanding
any unforeseen Year 2000 readiness issues, the costs of our Year 2000 compliance could be

substantially higher than we anticipate, and therefore have a material adverse affect on our business.

Our Contingency Plans. We have identified our worst case scenario as the interruption of our business
resulting from Year 2000 failure of our third party systems to provide access to our Web site and
transaction processing systems, and the failure of our credit card processing agent to process our
orders. We have developed a worst case scenario plan concerning our Year 2000 issues. However, we

cannot be certain that this plan will be successful.

Business

General

BUY.COM is a leading multi-category Internet superstore, offering a comprehensive selection of brand
name computer hardware and peripherals, software, books, videos, DVDs, computer games, music and
clearance products at everyday low prices. Through our seven online specialty stores, we offer more
than 850,000 SKUs in a convenient, intuitive shopping interface that features extensive product
information and multi-media presentations. Our e-commerce portal, www.buy.com, links all of our
seven specialty stores and is designed to enhance the customer's online shopping experience 24 hours a
day, seven days a week. We use a virtual operating model that includes outsourcing the majority of our
operating infrastructure to leading national distribution and fulfillment partners with established
expertise. This operating model allows us to add new product categories easily and rapidly and
eliminates significant capital investments and the costs and risks of carrying inventory. We intend to
expand our product offerings by establishing strategic relationships with leading partners similar to our

recently announced joint venture with United Air Lines, Inc.
Industry Background

Growth of the Internet and E-Commerce The Internet has rapidly emerged as a significant interactive
medium for worldwide communication, instant access to information and e-commerce. International
Data Corporation estimates that the number of Internet users worldwide will increase from
approximately 142 million at the end of 1998 to more than 502 million by the end of 2003. We believe
this rapid growth is primarily attributable to the increasing number of personal computers in homes
and offices, technological advancements that provide easier, faster and cheaper access to the Internet

and the proliferation of products, content and services available on the Internet at competitive prices.

We believe increasing numbers of customers will engage in e-commerce as online retailers take
advantage of the recent technological improvements associated with the Internet that allow the
integration of one-click buying, intelligent product recommendations and near real-time customer
service. International Data Corporation estimates that the number of customers making purchases on
the Internet will grow from approximately 31 million in 1998 to approximately 183 million in 2003. In



addition, a recent industry survey predicted that 43% of businesses with fewer than 100 employees will
be online by the end of 1999, and that 63% of small businesses currently on the Internet are already

purchasing products on the Web. As a result, International Data Corporation predicts the total value of
goods and services purchased annually over the Internet will increase from approximately $50.4 billion

in 1998 to approximately $1.3 trillion in 2003.

Limitations of Traditional and Catalog Retailers The emergence of the Internet as an alternative
shopping channel has highlighted the limitations associated with shopping at traditional and catalog
retailers. Traditional retailers face inherent structural limitations that may inhibit their ability to
capitalize on the growing worldwide market for their goods and services. The space available in a
traditional retail store limits merchandising flexibility and constrains the number of SKUs that a
traditional retailer can offer at any given time. Traditional retailers must make significant investments
in inventory that may quickly become obsolete. These retailers also face challenges in hiring, training
and maintaining knowledgeable sales staff and preventing losses due to theft by customers and
employees. Personnel costs typically limit operating hours, reducing customer convenience.
Furthermore, traditional retailers generally have difficulties gathering customer demographics and
preferences, and their potential customer base is typically limited to those who live within a reasonable

geographic distance from the retail locations.

While catalog retailers provide customers with the convenience of shopping from anywhere at
anytime, the number of SKUs they can feature and the product information they can provide is limited
due to catalog mailing, printing and other related expenses. Since catalogs must be printed and mailed
far in advance of sales, catalog retailers cannot readily change their product offerings or prices to adapt
to an evolving market. Furthermore, the catalog shopping experience is, in general, neither interactive

nor personalized, yet requires extensive personnel support to take and process orders.

The Online Retail Opportunity In contrast to traditional retail channels, the Internet provides online
retailers with the opportunity to offer a broad and evolving selection of merchandise to customers
worldwide, while enabling customers to shop at their convenience without leaving their homes or
offices. The Internet provides essentially unlimited shelf space without significant capital investments,
allowing online retailers to build large global customer bases at an unprecedented pace and to
potentially achieve superior economic returns over the long-term. The flexible structure of the Internet
also enables online retailers to update product descriptions quickly and make new products
immediately available for sale without incurring significant expenses. In addition, online retailers can
easily obtain demographic and behavioral data about customers, increasing opportunities for targeted

marketing.

Forrester Research estimates that the single largest domestic Internet retail opportunity for the
consumer and small office/home office market is the online sale of computer hardware. According to
Forrester Research, annual online computer hardware sales are expected to grow from approximately
$1.1 billion in 1998 to approximately $15.0 billion in 2003, representing approximately 14% of the

entire computer hardware market in 2003. Media products such as software, books, videos and music



also represent a fast growing segment of the online retail market. Forrester Research estimates that

domestic annual online sales of these products will grow from approximately $1.6 billion in 1998 to
more than $10.0 billion by 2003.

The Online Advertising and Merchandising Opportunity The significant increase in online shopping
has coincided with technological advances that provide advertisers with cost-effective means of
targeting specific customer groups, interacting with and receiving feedback from customers and
measuring effectiveness of the specific advertising campaigns. Online advertising also provides
advertisers a unique opportunity to use a variety of advertisements and provide substantial product
information. Because these methods generally are not economically available in traditional media, the
Internet has rapidly emerged as a compelling vehicle for advertisers as Web sites have begun to
aggregate a large number of visitors with attractive demographics. Accordingly, Forrester Research
estimates that the amount of Internet advertising worldwide will grow from approximately $1.5 billion
in 1998 to more than $24.1 billion by 2003.

Challenges Faced by Online Retailers The Internet addresses many of the limitations faced by
traditional and catalog retailers by providing unlimited shelf space, worldwide geographic reach for
potential customers, customer convenience, significant flexibility with regard to vendor promotion and
cross-merchandising opportunities, and on a comparable basis, extremely low costs. However, online

retailing is new and evolving and presents a number of challenges, including:

. Limited Brand Awareness and Customer Loyalty. Online retailers must build their brand recognition
to attract potential new customers, to develop customer trust and loyalty in the absence of face-to-face
interaction and to maintain high levels of customer traffic to their Web sites. Creating a strong brand,
however, can be difficult and expensive, and many online retailers have had limited success developing

their brand name.

. Significant Price Competition. Online pricing engines enable customers to easily determine the lowest
price for a particular product. Because online shoppers can quickly access pricing information with
little effort, online retailers must be able to offer competitive prices to continue to draw traffic to their
Web sites.

. Limited Product Offerings and Customer Convenience. Many online retailers focus on a single
product category, which may frustrate customers who must visit a variety of online stores and pay
multiple shipping fees to accommodate all of their online shopping needs. Among those online retailers
who provide multiple product offerings, many have sites that are difficult to navigate, do not use
sophisticated search capabilities and do not allow customers to purchase products using a single check-

out process.

. Inability to Scale Operations and Infrastructure. Many online retailers choose to handle most aspects
of the online retail channel internally, including maintaining a large inventory of products, shipping
and processing orders, and providing customer service. This requires significant time, capital

investment and operating overhead that constrain the online retailers' ability to increase sales or



expand into new product categories. Unexpected increases in sales can also strain the retailer's
infrastructure, resulting in delayed or improper shipments, slow response time and dissatisfied

customers.

. Limited Content and Customer Service. Due to the increasing number of Web sites, online retailers
must provide compelling content and other attractive features to differentiate their sites. Many first
time online shoppers may experience concern over the absence of the face-to-face communication
associated with e-commerce transactions. We believe a successful online retailer must provide

immediate customer support, timely shipments, frequent status updates and knowledgeable advice.

Competition among online retailers has increased as a result of the attractive commercial medium
provided by the Internet and the relatively low barriers to enter this market. Therefore, we believe the
success of online retailers will depend on their ability to develop brand awareness, offer competitive

prices on a broad selection of products, and provide compelling content and superior customer service.
The BUY.COM Solution

BUY.COM is a leading multi-category Internet superstore offering a broad selection of brand name
products to consumers and small businesses at everyday low prices. Through word of mouth and
aggressive online and traditional media advertising, we are perceived as a low price leader and believe
we have one of the most widely recognized e-commerce brands. Our easy-to-use Web site provides a
rich shopping experience with extensive content and product information, backed by our commitment

to superior customer service. Our key operating advantages include the following:

. Leading Multi-Category Internet Superstore. We operate seven integrated online specialty stores that
feature a broad range of brand name products and approximately 850,000 SKUs. Our sophisticated
search engine allows customers to locate products by name or category, and our site facilitates easy
navigation among our stores. Our customers can make purchases from any of our online stores using a
single shopping basket, simplifying the check-out process. We believe the broad product offerings at
our Internet superstore, combined with our convenient shopping experience, enables customers to save
time by addressing many of their shopping needs at one site. We believe this one-stop shopping
convenience also encourages repeat purchases from our Web site. During September 1999,
approximately 48% of our orders and over 55% of our booked revenues have come from repeat
customers. In addition, Media Metrix estimates that the number of unique visitors to our Web site in
August 1999 was approximately 2.5 million, which represents an increase of 25% over the 2.0 million
estimated unique visitors in July 1999. This rapid growth in customers has lead to a corresponding
increase in revenues, which has enabled us to become one of the top five e-commerce providers,

according to a number of industry studies.

. Highly Scaleable Virtual Model. We use a virtual operating model that includes outsourcing the
majority of our operating infrastructure to leading national distribution and fulfillment partners with
established expertise. This operating model allows us to scale quickly within existing product lines and
to add new product categories easily and rapidly without significant capital investments or the costs or
risks of carrying inventory. By aligning with leading distributors in each of our product categories, we

have access to their significant inventories and distribution capabilities.



. Low Operating Costs. We minimize our infrastructure and operating expenses by taking advantage of
the cost efficiencies achieved by our distribution and fulfillment partners. By keeping our costs low, we
are able to focus our efforts and resources on developing our brand and enhancing our customers'

overall shopping experience. We believe our low operating overhead will enable us to continue to offer

most products at prices below those of other leading online competitors, while still making a profit.

. Superior Customer Experience. To build customer loyalty, we provide compelling content and
extensive product information backed by superior customer service throughout the shopping
experience. We are committed to customer satisfaction and regularly upgrade our services to ensure
total customer care. Our user-friendly Web site provides a seamless shopping experience across all of
our specialty stores and provides expanded content, including video and sound clips, detailed product
information, professional and customer product reviews, and access to the first chapter of many of the
books offered on our site. Our customer service representatives provide telephone and e-mail support
24 hours a day, seven days a week. Shoppers can also engage in e-mail interactions with our customer
service representatives while online to enhance communication regarding order status, service, returns

and product information.

. Attractive Advertising Vehicle. We believe that our Web site, given the significant number of visitors,
attracts advertisers seeking a large target audience of likely purchasers who spend relatively large
amounts of money online. During September 1999, our average order size was more than $209 and our
average daily product sales were over $1.7 million. Advertisers can place many different types of
advertisements on our site, including supplemental product information that reaches customers at the
point of purchase. Furthermore, we provide advertisers with demographic information and traffic

feedback to enable them to evaluate the effectiveness of an advertising campaign.

We also believe our virtual operating model, the strength of the BUY.COM brand name and our rich
shopping experience provide us with significant competitive advantages and offer a compelling value
proposition to both customers and advertisers that will enable us to apply our business model to a

broad range of products and services.
Strategy

Our objective is to become the leading e-commerce destination offering a broad selection of brand
name products and services to consumers and small businesses at everyday low prices. To achieve this

objective, the key elements of our strategy include the following:

. Build the BUY.COM Brand. We believe BUY.COM is one of the most widely recognized e-commerce
brands. We intend to further increase customer loyalty and brand recognition by offering multiple
comprehensive product lines at everyday low prices backed by superior customer service. In addition to
our aggressive low price strategy, we plan to continue to promote our brand through a variety of
marketing and promotional campaigns, including television, print, radio, direct mail and outdoor

advertisements, as well as strategically placed online advertisements and promotional campaigns.



. Pursue Additional E-Commerce Opportunities. We intend to expand our product offerings to include
the most popular product categories on the Internet, encouraging one-stop shopping for multiple
products and repeat purchases. We plan to use our strong market position in computer hardware sales
to increase sales in other product categories. We also plan to continue to pursue and expand
relationships with leading distributors in each of our existing product categories and in new product
categories, to establish joint ventures and partnering relationships with major manufacturers and

service providers, and to enter into referral arrangements with other e-commerce companies.

. Improve Profitability and Achieve Higher Return on Capital. The cost efficiencies and economies of
scale of our distribution and fulfillment partners enable us to operate with significantly lower operating
expenses than many of our competitors. As our brand strengthens and we add additional products and
services, we believe we will be able to capture even greater efficiencies while improving gross margins
on existing products. We will continue to modify our pricing strategy to maintain a group of
aggressively low priced, high volume items, as well as promoting associated higher margin products and
emphasizing advertising revenues. Because our business model enables the addition of higher margin
products and services without significant capital investment in distribution infrastructure and

inventory, we should be able to achieve higher returns on invested capital.

. Continue to Improve the Customer Shopping Experience. Among our top priorities is to offer superior
customer service and to continually improve our communications with customers. We intend to
continuously update our Web site to increase its speed and functionality and to provide greater product
information in a more user friendly, intuitive format. We plan to provide increased training for our
customer service representatives and to continue to invest in technology that will improve our

customer service and provide a more enjoyable shopping experience.

. Expand Advertising and Merchandising Opportunities for Advertisers. We plan to aggressively pursue
high margin advertising revenues by providing advertisers with opportunities to reach our large and
attractive customer base. We currently offer a variety of options for advertisers, ranging from banner
advertisements to tailored advertising and merchandising programs that target specific audiences. In
addition, we can provide advertisers with detailed demographic information that enables them to
measure and improve the effectiveness of their advertisements. We plan to continue to develop

innovative programs for advertisers and expand our sales force to aggressively market these programs.

. Expand and Improve Relationships with Distribution and Fulfillment Partners to be a Low Cost
Supplier. We plan to continue to work with our distribution and fulfillment partners to obtain more
timely and accurate product information, shipping and fulfillment. As our sales increase, we believe we
will be able to achieve more favorable terms and pricing from our partners. We also intend to pursue

new relationships with leading distributors and service providers as we expand into other categories.

. Expand Internationally. The Internet offers a unique opportunity for retailers to quickly reach the
international market. We believe our virtual retailing model will enable us to pursue this large market
without significant investment by partnering with established international distributors. We intend to
expand our presence in the international marketplace by initially targeting countries with high Internet

usage and distribution networks complementary to our business model. We have recently entered into



a binding letter of intent with SOFTBANK America, Inc. and several of its affiliates and a News
Corporation affiliate to form an international joint venture in the United Kingdom, Australia, New
Zealand and India. In addition, we have binding letters of intent to form international joint ventures

with several SOFTBANK affiliates in other international territories.

The BUY.COM Online Shopping Experience Our Web site is a multi-category Internet superstore
offering a broad range of products. We have included compelling content in each of our online stores to
allow customers to enjoy their visit to our Web site and make more informed purchase decisions. We
believe that shopping at www.buy.com offers attractive benefits to customers, including convenience,
ease of use, a broad selection, in-depth product information and content, and everyday low prices. The

following highlights the key features of our online shopping experience:

. Browsing. We have created a seamless interface between each of our seven online specialty stores that
provides consistent functionality, look and feel. By clicking on the tabs at the top of every Web page,
customers can move between stores quickly and easily. At the home page for each store, customers can
view promotions and featured products or use a keyword search to locate a specific product. Our Web
site also allows customers to conduct sophisticated searches based on pre-selected criteria designated
in each store. We have organized our product offerings into a simple set of categories and subcategories
within each store, each using the "BUY[product name]" format to promote a uniform shopping
experience and to make it easier for the customer to link directly to a particular store. This simple
structure also allows customers to click on the designated category or subcategory to go to the desired

location immediately.

. Accessing Information. One of the key advantages of online shopping is the ability to access a broad
range of information quickly and easily. On our Web site, customers can find detailed product
information and specifications, as well as other value added features, including product pictures, video
and music clips, book previews, professional and customer product reviews, supplemental information
from the manufacturers, gift ideas and specialty shops. We believe this extensive information enables
the customer to make a more educated purchase decision and enhances the overall shopping

experience.

. Selecting a Product and Checking Out. Customers can purchase products from each of our online
stores using the same virtual shopping basket that is accessible from any product page on our Web site.
Similar to a traditional retail store, customers can add and subtract products from their shopping
basket as they browse, prior to making a final purchase decision. To execute orders, customers click on
the "checkout” button. New customers are prompted to create an account and supply shipping and
payment information. Repeat customers, through their personally created username and password, can
access their account to view order status, view their history of previous orders or update their personal
information. We store our customers' account information on our secure network, including multiple
shipping addresses and billing options, which eliminates the need for repeat customers to complete
their order information during future transactions. We charge our customer's credit card only after we

have shipped the product. When the purchased products are in stock, we generally ship orders received



before 4:00 p.m. Eastern Time at the BUYCOMP.COM and BUYSOFT.COM stores on the same day as
the order is placed. We generally ship orders for other in-stock products within twenty-four hours of

our receipt of the order.

. Monitoring Order Status. To provide the highest level of customer service, we attempt to maintain
communication with our customers throughout the purchase and fulfillment process. We confirm each
order via an automatic e-mail within minutes of the order placement. To follow the progress of their
order, we notify our customers via e-mail with the shipper's tracking number when their product has
been shipped. We send additional e-mail communications to our customers in the event a product is
back ordered, if the customer has requested a special order, when a change in order status occurs and to

follow up after the order has been received by the customer.

. Obtaining Assistance. Customers can access online assistance from every page on our site by clicking
on either the "Customer Service" button or the "Help" button on each page in our specialty stores. Our
online e- mail feature also enables customers to ask a customer service representative questions while
online via a chat format. In addition, customers can call our prominently displayed toll-free phone

number found throughout our Web site to reach our customer service representatives, 24 hours a day,

seven days a week.

Our Online Specialty Stores We have selected our seven online specialty stores based upon product
lines that have large market potential, that are well suited for e-commerce, and that are in industries
that allow us to partner with a dominant distributor. Our current online specialty stores include the

following:

.BUYCOMP.COM. This store offers over 29,000 computer products, including computers, printers,
monitors, modems and peripherals from manufacturers such as Compaq, Hewlett-Packard, IBM,
Viewsonic and 3COM. Customers may obtain detailed product descriptions, product pictures and
reviews, as well as rebates and other promotional information. This store also offers extended
warranties and permits customers to link from the store directly to the manufacturers' technical
support pages. In addition, this store features vendor specific sub-stores that allow customers to browse

products within the manufacturer's designated storefront.

.BUYSOFT.COM. This store offers over 9,000 computer software titles from leading manufacturers,
including Microsoft, Symantec, Corel and Adobe. Similar to our BUYCOMP.COM store, we feature
manufacturer's sub-stores, and our customers may link from this store directly to manufacturers'
technical support pages. In addition, customers may obtain information on weekly specials, rebates and

promotions, as well as reviews for top selling software products.

. BUYBOOKS.COM. This store offers over 480,000 hardback, paperback and audio book titles.
Customers may browse a variety of categories, including subject matter, New York Times bestsellers
and new releases. Customers may also conduct targeted searches for their favorite authors or titles. Our
site enables customers to read the first chapter of many books, to submit their own book reviews and to
read professional reviews and reviews submitted by other customers. We also offer customers the

opportunity to preorder upcoming releases.



.BUYVIDEOS.COM. This store offers over 55,000 DVD and VHS titles from multiple categories,
including comedy, action, drama, documentary and foreign films. The BUYVIDEOS.COM store
includes video clips on many titles, preorder capabilities and a limited selection of video hardware.
Customers may also focus their search to DVD titles within the DVD Only subcategory, accessible by a

direct link from the home page.

. BUYGAMES.COM. This store offers over 1,700 games for the Nintendo64, PlayStation, Sega Saturn,
Dreamcast and Game Boy systems. This store offers PC and Mac games, strategy guides and gaming
hardware. We provide detailed product descriptions, screen shots, video clips, professional and

customer reviews, codes and game hints, as well as recommendations for related games.

. BUYMUSIC.COM. This store was launched in April 1999 and offers over 300,000 music titles in both
CD and cassette formats. Customers may order titles from various categories including pop/rock,
alternative, electronica, heavy metal, rhythm and blues/soul, classical, jazz, country, rap/hip hop, folk,
new age and soundtracks. This store offers detailed product descriptions, music clips, full song listings,
recommended albums and customer reviews. The store also includes upcoming releases and new artist

features.

. BUYCLEARANCE.COM. This store was launched in May 1999 and offers brand name close-out
inventory from some of the most popular manufacturers, including Compagq, Toshiba, Hewlett-
Packard, Philips, NEC and Canon. Our inventory consists mainly of home electronics and computer
hardware. We obtain this merchandise at substantial discounts through liquidations, overages and
promotions. We also work with our vendor partners to ensure that this store's product selection serves

to complement our other online stores.

We plan to expand our product offerings within existing product categories and to add new product
categories from time to time, including our recent acquisition of BuyGolf.com, to increase the overall

shopping convenience for our customers.
Strategic Relationship with United Air Lines, Inc.

In July 1999, we formed a joint venture with United Air Lines, Inc. to create an online travel service
that will offer a full range of airline tickets, automobile rentals and hotel reservations as well as other
travel related services through the "BUYTRAVEL.COM" Web site. BUYTRAVEL.COM will be operated
through a newly-formed limited liability company, in which we have a 50% ownership interest. In
connection with the formation of BUYTRAVEL.COM, we entered into a Marketing and Services
Agreement with United. Under this agreement, we will provide a storefront on our Web site and
various other services and assistance, and United will provide availability to all of its fares, including all
excess inventory or E-fares that are not widely available on other sites. United will also coordinate third
party relationships with selected ticketing and infrastructure vendors. In addition, each of us has
agreed to provide specified marketing and advertising support over the initial three years of the
agreement. As consideration for United's commitment to this venture, we issued to United a warrant to
purchase 2,000,000 shares of our common stock at an exercise price of $10.00 per share. The

BUYTRAVEL.COM operating agreement requires both parties to approve various matters related to



corporate governance. In the event we are unable to agree with United on one of these matters after the
initial three years of this agreement, United has the right to require us to purchase its interest in

BUYTRAVEL.COM at a price equal to the fair market value of its interest at the time of our purchase.

Recent Acquisition of BUYGOLF.COM In October 1999, we acquired BuyGolf.com, Inc. for an
aggregate purchase price of $23.5 million in a stock-for-stock transaction in which the current
stockholders of BuyGolf.com received shares of our common stock as consideration for their shares.
Through the online store located at www.buygolf.com, we offer a variety of golf equipment and other
golf related products and accessories. As a result of the acquisition, we acquired a four year supply and
distribution agreement with Las Vegas Golf & Tennis, Inc. through which they are the primary source
for the golf equipment and accessories that we sell. The acquisition will be accounted for as a purchase
transaction and the operating results of BuyGolf.com are included in our consolidated financial

statements from the date of the acquisition.

In October 1999, we also entered into a five year sponsorship agreement with the PGA TOUR in which
we will become the exclusive title sponsor of the professional tour previously known as the Nike Tour.
Our sponsorship of the BUY.COM Tour provides for television coverage of various BUY.COM Tour
events, prominent featuring in the PGA TOUR's controlled media, including "Inside the PGA TOUR;"
prominent display of the BUY.COM Tour logo on the PGA TOUR's Web site and other sponsorship and
media opportunities. We have also agreed with the PGA TOUR to establish the "Official World Golf
Championships Online Store," which will be linked to all Web sites owned by the PGA TOUR, including
www.pgatour.com. In connection with this sponsorship we also intend to launch a non-exclusive PGA
TOUR online store and an exclusive BUY.COM Tour online store. In consideration for this sponsorship
agreement, we issued the PGA TOUR 1,800,000 shares of our common stock and agreed to pay $8.5
million upon the completion of this offering and to secure a $17.0 million letter of credit. We believe
this sponsorship provides an attractive marketing vehicle that enables us to target a customer

demographic that is consistent with the customer demographics of our other online stores.

International Joint Ventures In September 1999, we entered into a letter of intent with SOFTBANK
America, Inc. and several of its affiliates and a News Corporation affiliate to form an international joint
venture in the United Kingdom, Australia, New Zealand and India. In addition, we have a binding letter
of intent with SOFTBANK America and its affiliates and Vivendi to form an international joint venture
in continental Europe, and a joint venture with SOFTBANK America and its affiliates in Japan. We
intend to have a 51% interest in each of these joint ventures and have committed approximately $8.7
million in connection with their formation. We are not required to make any further capital
contributions to these joint ventures. Each of the joint ventures will hire its own management and
other personnel and will establish relationships with local distribution partners for product categories
suited for the particular territory. Each joint venture Web site is expected to have the same look and
feel as the BUY.COM Web site. We intend to license, on a royalty free basis, our e-commerce
technology and the right to use the BUY.COM name to each of these joint venture entities to use in

their respective territories.

Distribution Network



We believe that the ability to maintain a virtual operating infrastructure is key to an efficient and
profitable e-commerce model. As part of this strategy, we have entered into relationships with leading
distribution partners in each of our product segments, including Ingram Micro for computer hardware
and software, Ingram Entertainment for videos, DVDs and video games, Ingram Book for books, Valley
Media for music and Nashville Computer Liquidators for our clearance products. These distribution
partners carry a vast inventory of products located in warehouses throughout the country from which
products are picked, packed and shipped directly to our customers or our national fulfillment partner.
Through this system, we have been highly effective at leveraging the inventory management and
fulfillment capabilities of each of our partners to deliver products cost-effectively to our customers
nationwide. For example, in September 1999, the average time for Ingram Micro to ship an in-stock

product to a customer was less than one day. Our key distributors include the following:

. Ingram Micro. In March 1999, we entered into an agreement with Ingram Micro through which they
have agreed to provide, process and distribute the computer hardware and software products that we
sell. Ingram Micro is one of the leading wholesalers of brand name computer hardware and software
products, with net sales in excess of $22 billion for 1998. As part of our commitment with Ingram
Micro, we have agreed to exclusively purchase all of our requirements for computer hardware and
software from them to the extent they carry that particular product at the time an order is placed. This
agreement expires in March 2000, but is subject to automatic one year renewal periods. The agreement
may be terminated by either party for any reason upon 120 days prior written notice. We are currently

in negotiations with Ingram Micro to renew our agreement with them.

. Ingram Entertainment, Inc. In December 1998, we entered into an agreement with Ingram
Entertainment through which they have agreed to supply us with the entertainment products for our
online stores, including videos, video games, DVDs, audio books and other multimedia products and
accessories. Ingram Entertainment is a leading distributor of videos, video games, DVD hardware and
software and audio books, with net sales of over $1 billion in 1998. This agreement expires in
December 2001, but they may terminate our contract if we become past due on our account or
otherwise violate our credit terms with them. In August 1999, we amended this supply agreement to
provide for co-op advertising dollars on certain purchases and include a guarantee that Ingram
Entertainment will ship orders on the same day received if the order is received before 2:00 p.m.
Eastern time, and next day shipment for orders placed after 2:00 p.m. This amendment also requires

earlier fulfillment and shipment on orders for overnight or second day delivery service.

. Valley Media, Inc. In February 1999, we entered into an agreement with iFill, a division of Valley
Media, Inc., through which we will exclusively purchase all of our pre-recorded music products from
Valley Media. Valley Media is a full line distributor of music and video entertainment products, with
net sales in excess of $780 million for 1998. Valley Media is solely responsible for the order fulfillment
and distribution of these pre-recorded music products. In addition, they have agreed to sell their
products to us at a discount, provided that we purchase a designated minimum volume of products
from them under this agreement. In the event we do not meet these volume levels, we will be required

to pay an additional fee for the products that we purchase from them. This agreement expires in



February 2001, but is subject to automatic one year renewal periods. This agreement may also be
terminated if Valley Media discontinues sales to online vendors, or if we terminate online sales of pre-

recorded music products.

. Ingram Book Company. We have entered into agreements with Ingram Book Company and Ingram
Fulfillment Services Inc., through which these companies have agreed to supply and distribute the
books that we sell. Ingram Book Company is a leading wholesale distributor of books and stocks

approximately 450,000 titles. These agreements expire in September 2003.

. Nashville Computer Liquidators L.P. In April 1999, we entered into an agreement with Nashville
Computer Liquidators L.P., a subsidiary of Ingram Entertainment Inc., through which Nashville
Computer Liquidators has agreed to supply and distribute the liquidation products that we sell,
including computers, consumer electronics and entertainment items. As part of this agreement,
Nashville Computer Liquidators has agreed to process and deliver all of our orders from our online
clearance store. In addition, as part of our commitment, we have agreed to purchase all of our
liquidation products from them exclusively. This agreement expires in April 2001, but is subject to
automatic one year renewal periods. Nashville Computer Liquidators may also terminate this
agreement unilaterally if we become more than 15 days past due or otherwise violate our credit terms

with them.

By using a secure electronic connection with each of our partners, orders placed by our customers are
transmitted directly to the appropriate distributor. These orders are automatically fed into the
distributor's system where they are processed and sent to a warehouse to be picked, packed and
shipped. Orders are often processed and ready for shipment within minutes from the time a customer
places an order at our Web site. In the event the products on a customer order are not located in the
same warehouse, our system will cascade the order across several warehouses beginning with the one
nearest to the customers' shipping address. By accessing distributor warehouses throughout the
country, we have become more efficient in minimizing shipping costs as well as quickly delivering

products to the customer.

The integrated electronic connection with each of our distribution partners also provides us with data
on inventory quantities, inventory location, shipping status, shipper tracking numbers and the
estimated time of arrival for backordered products. Our Web site also provides a direct link from a
customer's order information to both Federal Express and United Parcel Service to provide up-to-the-

minute information on delivery status.
Advertising Revenue

Advertising revenue is a key component of our business model. The large volume of product sales on
our site, together with our ability to attract proven online buyers, provides a high quality audience for
our advertisers. According to a BUY.COM sponsored survey, our customers are primarily between 18
and 35 years old, and 80% of our customers visit our stores at least once a week. Additionally,
according to this survey, 76% of our customers are college educated and 33% have annual household

incomes in excess of $75,000. Furthermore, the structure of our Web site encourages impulse



purchasing of products in various categories by shoppers who have come to the site to purchase a
specific item. We believe our ability to deliver a high quality audience of proven online consumers

creates a variety of opportunities for advertisers.

We provide a range of advertising opportunities to reach Internet buyers. We presently derive
advertising revenue from vendor co-op advertising and media advertising. Vendor co-op advertising is
an industry standard practice that involves vendors who advertise their products for sale in our online
stores in direct proportion to the amount of products sold in our stores. The primary objective of
vendor co-op advertising is to drive product sales on our Web site. Vendors measure results in terms of
the size, growth, breadth and depth of their product sales. We sell co-op advertising to the sales and/or
channel groups within our vendors' organizations, often with the cooperation and support of our
distribution partners. Currently, we derive most of our co-op advertising from our technology and
entertainment vendors. However, as we expand into new product categories, we anticipate additional

co-op advertising opportunities in these new markets.

We derive advertising media revenue from click-through advertisements that direct the customer to the
advertiser's Web site. We sell media advertising to the marketing groups within our advertisers'
organization, as well as the advertising agencies that represent them. Media advertisers include both
vendors who sell products on our technology or entertainment sites, as well as other advertisers, such

as eBay and Visa, that want to reach our attractive audience.

Our direct sales organization consists of individuals focused solely on selling advertising on the
BUY.COM network of Web sites. From time to time, we also engage third party advertising sales
representatives to assist us in selling our Web advertisements. We currently maintain sales offices in
San Francisco and Southern California. Our sales organization is dedicated to maintaining close
relationships with advertisers, advertising agencies and the sales and marketing organizations of our
distribution partners. We work with our advertisers to build advertising programs that are tailored to
their marketing and merchandising goals. We are also pursuing an increasing number of opportunities

to combine both media and co-op advertising to create synergy for our vendors.

Merchandising Strategies We believe that our strong brand and the breadth and depth of our product
selection in our online stores enable us to pursue unique merchandising and pricing strategies. Each of
our online stores provides an extensive selection of high quality, name-brand products in an easy-to-
use layout. Since our stores are not restricted by physical capacity limitations, we have a significant
amount of flexibility with regard to the presentation and organization of our product categories and
the product selection within each of those categories. In addition, we combine value added services and

content with everyday low prices to create a unique value proposition for our customers.

To date our merchandising and pricing efforts have focused on offering popular products with high
brand awareness at low prices to drive traffic to our site. As customer loyalty and recognition of our

brand name has increased, we have begun to augment this strategy by implementing the following:

. cross-marketing higher margin products and services to our customers once they are in our online
stores. By operating seven integrated online specialty stores featuring a broad range of brand name

products, we can often present the customer with other higher margin products, including accessories



and other products that are complementary to the customer's initial purchase as well as popular point-

of-purchase impulse buys;

. offering vendors the ability to create specialized promotional "stores within a store." We believe this
will provide us greater flexibility in promoting higher margin products while capturing additional co-

op advertising revenues available from our manufactures;

. raising prices on selected SKUs. Since June 1999, we have raised prices on selected SKUs to refine our
pricing strategy and increase our gross margins. For some of these SKUs the increase in price did not
result in any decline in sales volumes. However, for other SKUs sales volumes declined. By analyzing
the results of these selective price increases and customer buying pattern data, we believe we can
identify products that are characterized by lower degrees of price sensitivity, which will provide the
opportunity to raise margins through targeted price increases that do not diminish overall sales

volumes.

Within each online store, our customers can choose to shop in a particular product category. For
example, our online bookstore allows customers to choose among multiple subject areas, including
fiction, non-fiction and romance, and our online computer store allows users to choose among various
product categories, such as computers, notebooks, scanners and modems. The intuitive nature of our
stores is also enhanced by other product presentations and organization within each of our stores. For
example, each of our online stores contains a top 25 list of products for sale, identifies certain "great
buys" and highlights a combination of other featured offers, including new releases and coming
attractions. For customers with a specific interest in a particular product or manufacturer, we offer the

ability to locate products by manufacturer or product name.

Marketing and Promotions We have taken a disciplined and selective approach in our marketing
strategy to develop and strengthen the BUY.COM brand. We attempt to maximize the return from
promotional expenditures by choosing advertising media based on the cost relative to the likely

audience and ability to generate increased traffic for our Web site.

Online Advertising. We place advertisements on various high profile and high traffic portal Web sites,
including AOL, Excite@Home and Yahoo!, as well as Web sites targeted at a more focused audience,
including About.com, CNET, Computer Shopper, rolling stone.com, Tech Shopper and women.com.
Our advertisements on these sites are typically focused on building brand awareness or are product-
specific permanent placements that encourage visitors to click through directly to our Web site. In
addition, we periodically submit product data files to search engine Web sites in order to appear within
these sites when visitors conduct product searches. These product listings link directly to our site and

have been an effective means of generating sales.

Traditional Advertising. We advertise in specific major markets and nationwide in a variety of media
focused on our identified demographic of customers. In an effort to effectively establish the BUY.COM
brand in the marketplace and position ourselves as a leading e-commerce superstore, we are currently
participating in a nationwide media campaign that includes business, computer trade, general interest
and niche publications, including Fortune, Men's Journal and PC Magazine; newspapers such as the

New York Times and The Wall Street Journal; national television programs such as ESPN SportsCenter



and NBC Dateline; radio spots with CBS News and Sportstalk; as well as outdoor billboards located in
high traffic areas. We use a variety of advertising campaigns to target specific demographic customers,

including product specific campaigns, branding and comedy.

Direct Mail. We engage in targeted direct mail campaigns to various segments of our database. Each
month we identify and target a particular customer demographic for specific promotions designed to
increase customer traffic and sales. In addition to special promotions, the direct mail campaigns
promote our commitment to customer service and include either savings coupons or a unique gift to

reward customers for their support.

Sweepstakes and Giveaways. We have from time to time successfully hosted sweepstakes that have
generated a substantial number of registrants. We register the entrants, with their approval, in our
corporate database for future marketing opportunities. We plan to continue to offer customers various
sweepstakes opportunities and product giveaways to increase traffic to our Web site and encourage

return visits.

PGA TOUR Sponsorship. We recently entered into a five year sponsorship agreement with the PGA
TOUR in which we will become the exclusive title sponsor of the professional tour previously known as
the Nike Tour. Our sponsorship of the BUY.COM Tour provides for television coverage of various
BUY.COM Tour events, prominent featuring in the PGA TOUR's controlled media, including "Inside
the PGA TOUR," prominent display of the BUY.COM Tour logo on the PGA TOUR's Web site and
other sponsorship and media opportunities. We believe this sponsorship provides an attractive
marketing vehicle that enables us to target a customer demographic that is consistent with the

customer demographics of our other online stores.

Customer Service and Support We are committed to providing superior customer service and plan to
continue to make technological and systems advancements to enhance the overall shopping
experience. We believe customer support throughout the shopping experience is a key element in
providing a convenient shopping forum for our customers and establishing customer loyalty. As a
result, we have made customer service a focal point of our operations. Customer service representatives
are available for support 24 hours a day, seven days a week. In addition to offering customer support on
existing orders, service representatives are available to assist shoppers in placing orders online. We
believe this educational process builds customer loyalty and creates comfort and familiarity with the

shopping experience.

To maintain our virtual operating model strategy and enhance our ability to scale our operations
quickly, we have outsourced our first level customer support to ClientLogic. This strategy also has
enabled us to minimize capital expenditures, while ensuring that we are staffed to meet the service
needs of our customers. We have entered into a four year contract with ClientLogic, which provides
customer support to the high tech industry for organizations such as Dell, E*Trade, Microsoft and
others. We currently maintain call centers in Albuquerque, New Mexico and Buffalo, New York where

ClientLogic has staffed over 350 dedicated BUY.COM customer service representatives who are



trained and managed on-site by BUY.COM management personnel. In addition to our outsourced
customer support, we maintain a limited in-house staff of high level customer service representatives to

address more complex customer inquiries.

Customers can interact with our representatives by telephone, email or "chat" responses while the
customer is online. Our contract with ClientLogic requires that at least 80% of all telephone calls be
answered within 90 seconds and e-mail requests be answered in less than 12 hours. We also strive to
keep customers informed concerning the status of their orders. We automatically send e-mails
confirming receipt of an order, as well as follow-up e-mails to notify the customer of the product
shipment, package tracking information, any back ordering and to confirm the customers' receipt of a

product.

In addition to our telephone and e-mail support, we have built an extensive self-help environment
within our Web site. This tool allows customers to receive all information regarding their current orders
and past order history. Within the Web site customers may track shipped orders with Federal Express
and United Parcel Service, check the status of orders being processed, and access links to our
technology partners' Web sites for technical support. By providing this support through the Web site,
we realize significant cost savings while providing the customer more efficient and timely information

and service.

Technology and Systems We have implemented a combination of proprietary technologies and
commercially available licensed technologies. Our current strategy is to license available technology
whenever possible rather than seek internally- developed solutions and to focus our internal

development efforts on creating and enhancing our specialized, proprietary software.

Our Web site's front-end is built on industry standard technologies, including IBM NetFinity servers,
the Microsoft NT operating system, Microsoft Web Servers and Microsoft SQL server databases. The
business logic of the site is contained in a variety of proprietary programs. These programs handle user
interface, ordering and customer communications and operate on redundant IBM NetFinity servers.
We expect to add additional servers and capacity as needed in the long-term. Our system includes
redundant hardware on mission critical components, which we believe can survive the failure of several
entire servers with relatively little downtime. We also believe we can quickly and easily expand capacity
without significant additional development. We have historically run our key systems below capacity to

support rapid growth.

Consistent with our virtual operating strategy, we outsource the hosting of our Web servers to an
Internet data center specialist, Exodus Communications, with an extensive national network backbone.
Exodus provides redundant Internet connections to multiple Internet access points, a secure physical
environment, climate control and redundant power. In addition, Exodus provides us with 24 hour a
day, seven day a week system monitoring and escalation. Exodus currently hosts our Web operations in
their Irvine, California data center, and we believe Exodus has adequate available floor space to support
our growth in this facility. In addition, we expect to be able to support a distributed, redundant site by

placing some of our servers in Exodus' other locations across the country.



Order Processing Applications. We use a set of computer software applications for processing each
customer order. These applications charge customer credit cards, print order information, transmit
order information electronically to our distributors and deposit transaction information into our
accounting system. All credit card numbers and financial and credit information are secured using the
Internet security protocol Secure Socket Layer, Version 3, an encryption standard, and we maintain

credit card numbers behind appropriate fire walls.

Marketing Applications. We have developed a set of computer software applications for sending
automated broadcast e-mails to customers on a frequent basis. This software extracts e-mail addresses
from our mailing lists, sends e- mails to the designated recipients and automatically services requests

from customers to remove them from the mailing list.

Ad Reporting. We have developed an application that allows for the tracking and reporting of customer
response to the Web advertisements we place throughout the Internet. The reports include click-
through to the advertisements and orders and sales from those responses on a daily basis. These
reports allow for comparison of similar site's performance, placements within a single site and the

creative/graphic performance of the ads.
Competition

The e-commerce market is new, rapidly evolving and intensely competitive. We expect that
competition will further intensify in the future. Barriers to entry are limited, and many traditional
retailers are beginning to launch their own online operations. New technologies and the expansion of
existing technologies may also increase competitive pressures. We currently compete with a variety of
online vendors who specialize in computer hardware and software products, as well as those who sell
books, music, videos, DVDs and other entertainment products. Moreover, all of the products we sell in
our online stores are available through traditional and catalog retailers. Consequently, we must
compete with companies in the e-commerce market as well as the traditional retail industry. We believe
that the primary competitive factors in online retailing include brand recognition, price, product

selection, customer service, value-added services and ease of use.

In the computer hardware, software, peripheral and clearance product markets, our primary

competitors include, but are not limited to:
. traditional computer retailers such as CompUSA and MicroCenter;
. catalogue retailers such as CDW, Insight and PC Connection;

. online computer retailers such as Cyberian Outpost, Egghead.com and Onsale; and . software and
hardware manufacturers that market their products through their own Web sites such as Apple

Computer, Dell Computer and Gateway 2000 Inc.

Our current or potential competitors with respect to books, DVDs and videos, and other entertainment

related products include, but are not limited to:

. traditional entertainment product retailers such as Barnes & Noble, Blockbuster Video and Borders;



. Internet-focused entertainment product retailers such as Amazon.com, CDNow and Reel.com; and .
non-entertainment retailers that sell a limited selection of entertainment products at low prices, such
as Wal-Mart.

We also expect to experience significant competitive pressure if any of our distribution partners were
to initiate their own retail operations. Since our distributors have access to merchandise at very low
costs, they could sell products at lower prices than us and maintain a higher gross margin on their
product sales than we are able to achieve. If this were to occur, our current and potential customers may

decide to purchase directly from these distributors, which could reduce our market share.

Intellectual Property We regard the protection of our copyrights, service marks, trademarks, trade
secrets and other intellectual property rights as critical to our future success. We rely on various
intellectual property laws and contractual restrictions to protect our proprietary rights in products and
services. We have acquired and registered many of our domain names with regulatory bodies in an
effort to protect these intellectual property rights. We have also entered into confidentiality and
invention assignment agreements with our employees and contractors, and nondisclosure agreements
with our suppliers and strategic partners in order to limit access to and disclosure of our proprietary
information. We cannot assure you that these contractual arrangements or the other steps taken by us
to protect our intellectual property will prove sufficient to prevent misappropriation of our technology
or to deter independent third party development of similar technologies. In addition, we have pursued
the registration of our key trademarks and service marks in the U.S. and internationally. We currently
have pending trademark registrations for many marks, both internationally and in the U.S., including,
but not limited to, BUY.COM, BUYBOOKS.COM, BUYCLEARANCE.COM, BUYCOMP.COM,
BUYGAMES.COM, BUYMUSIC.COM, BUYSOFT.COM, BUYTRAVEL.COM, BUYVIDEOS.COM
and "BUY.COM THE INTERNET SUPERSTORE". However, effective intellectual property protection
may not be available in every country in which our services may be made available in the future. There
is also no guarantee that the trademarks or servicemarks for which we have registered will offer

adequate protection under applicable law.

We have licensed in the past, and expect that we may license in the future, some of our intellectual
property rights, including trademarks or copyrighted material, to third parties. While we attempt to
ensure that the quality of the BUY.COM brand is maintained by these licensees, they could take actions
that might materially and adversely affect the value of our intellectual property rights or reputation,
which could harm our business. We also rely on technologies that we license from third parties. These
licenses may not continue to be available to us on commercially reasonable terms in the future, if at all.
As a result, we may be required to obtain substitute technology of lower quality or at greater cost, which

could materially adversely affect our business, results of operations and financial condition.

As is customary with technology companies, from time to time we have received, and may continue to
receive or become aware of, correspondence claiming potential infringement of other parties'
proprietary rights. We could incur significant costs and diversion of management time and resources to
defend claims regardless of the validity of these claims. We may not have adequate resources to defend

these claims, and any associated costs and distractions could have a material adverse effect on our



business, financial condition and results of operations. As an alternative to litigation, we may seek
licenses for other parties' intellectual property rights. We may not be successful in obtaining any

necessary licenses on commercially reasonable terms, if at all.
Legal Proceedings

From time to time, we have been subject to legal proceedings and claims in the ordinary course of our
business. These claims, even if not meritorious, could result in the expenditure of significant financial
and managerial resources. In March 1999, a class action suit was filed against us in the Orange County
California Superior Court alleging breach of contract, fraud and violation of consumer protection laws.
The plaintiffs in this action allege that we intentionally mispriced products and charged for orders
knowing the orders could not be fulfilled. The plaintiffs are seeking compensatory and punitive
damages in addition to injunctive relief. Also in March 1999, another class action suit was filed against
us in Camden County, New Jersey. The New Jersey plaintiff seeks compensatory and punitive damages
for breach of contract and common law fraud arising out of facts similar to the Orange County case.
The judge in the New Jersey action has granted a temporary stay of the New Jersey action to monitor
the progress of the California action. Discovery is in its early stages in the California action and a class

has not yet been certified in either action.

We intend to defend these lawsuits vigorously even though they could result in the expenditure of
significant financial and managerial resources. We are not aware of any other material legal proceedings

pending against us.
Employees

As of September 30, 1999, we had 196 full-time employees, including 75 employees engaged in
engineering and Web development, 32 engaged in sales and marketing, and 89 engaged in general and
administrative activities. We plan to continue to expand our workforce in the near future. Our
employees are not represented by any collective bargaining agreement, and we have never experienced

a work stoppage. We believe our employee relations are good.
Facilities

Our principal administrative and engineering facilities are located in two adjacent facilities in Aliso
Viejo, California. We own a 12,000 square foot facility and currently lease, from our founder, the
additional 11,000 square foot facility under a lease that expires in May 2000. Our monthly rental
payments under this lease are approximately $12,000. We have entered into an agreement to lease
approximately 50,000 square feet in Aliso Viejo, California, which we expect to occupy in December
1999. The lease expires in January 2006 and requires monthly base rental payments of approximately
$92,000 for the first six months of the lease, and increases to approximately $126,000 per month
thereafter. We believe our existing facility and our planned future facility will be sufficient for our

needs for at least the next twelve months.



Management

Executive Officers and Directors The following table provides information with respect to our

executive officers and directors as of October 15, 1999:
Name Age Position(s)

Gregory J. Hawkins........ 44 Chief Executive Officer and Chairman of the Board Mitch C. Hill(1)..........
40 Chief Financial Officer Robb Brock................ 35 Vice President, Technology John C. Herr.............. 33
Vice President, Sales and Marketing Anthony A. McAlister...... 40 Vice President, Information Services
Brent Rusick.............. 37 Vice President, Sales and Operations Murray H. Williams........ 29 Vice
President, Finance William L. Burnham........ 28 Director David B. Ingram........... 36 Director Donald M.
Kendall(2)...... 78 Director Charles W. Richion........ 63 Director James B. Roszak(3)........ 58 Director
Edward S. Russell(3)...... 39 Director John Sculley(3)........... 60 Director Wayne T. Thorson(2)....... 73
Director (1) Mr. Hill has agreed to join us as soon as reasonably possible, and we expect his

employment as our Chief Financial Officer to commence on November 1, 1999.

(2) Member of the Compensation Committee (3) Member of the Audit Committee Gregory J. Hawkins
has been our Chief Executive Officer and a Director since March 1999. Mr. Hawkins became our
Chairman of the Board in September 1999. From 1991 to February 1999, Mr. Hawkins served as a
Senior Vice President at Ingram Micro, Inc., a large computer hardware and software distributor. Mr.

Hawkins received his B.S. in Business Administration from Oregon State University.

Mitch C. Hill will be our Chief Financial Officer as of November 1, 1999. Mr. Hill served as the Chief
Financial Officer and Senior Vice President at Walt Disney Imagineering from May 1996 to October
1999. From March 1995 to May 1996, Mr. Hill served as the Chief Financial Officer and Vice
President of Disney Development Company, and from April 1992 to May 1995 he served as the
Director of Finance and New Business. Mr. Hill received his B.S. in Business Accounting from Brigham

Young University and his M.B.A. from the Harvard Graduate School of Business Administration.

Robb Brock has been our Vice President, Technology since July 1997. From April 1985 to December
1996, Mr. Brock served as the Vice President of Software Development at Data Faction, Inc., a software

development company. Mr. Brock received his B.A. in Computer Science from National University.

John C. Herr has been our Vice President, Sales and Marketing since December 1998. From 1993 to
December 1998, Mr. Herr served in several management roles at Ziff Davis, Inc., including the Vice
President of International and Executive Vice President of Worldwide Marketing. Mr. Herr's previous
experiences include working in consumer marketing as a Johnson & Johnson brand manager, and as a
strategy consultant at Bain & Company. Mr. Herr received his B.A. in Economics from Harvard

University and his M.B.A. from the Harvard Graduate School of Business Administration.

Anthony A. McAlister has served as our Vice President, Information Services since November 1998.
Prior to joining us, from January 1998 to November 1998, he was employed as the Vice President of

Information Services for SpeedServe.com, an online retailer of books, movies and games. From



December 1987 to January 1998, Mr. McAlister served as a Director of Application Development for
Ingram Entertainment, Inc. Mr. McAlister holds an Associate degree in Data Processing from Nashville

State Technical Institute.

Brent Rusick has been our Vice President, Sales and Operations since November 1997. Prior to that,
Mr. Rusick served as a U.S. Channel Sales Manager at Packard Bell NEC, Inc. from March 1995 to
November 1997. From August 1994 to March 1995, he served as a Regional Sales Manager for Tech
Data Corp. Mr. Rusick received his B.S. in Business Administration and Finance from San Diego State

University.

Murray H. Williams has been our Vice President, Finance since November 1998. Prior to that, Mr.
Williams served as our Director of Finance from February 1998 to November 1998. From January
1993 to February 1998, Mr. Williams served in various capacities at KPMG Peat Marwick, LLP, most
recently as a Manager. Mr. Williams received his B.A. in Accounting and Real Estate from the

University of Wisconsin, Madison.

William L. Burnham has been a Director since September 1999. Since August 1999, Mr. Burnham has
been a General Partner of SOFTBANK Capital Partners LP. From July 1998 to August 1999, Mr.
Burnham was a Vice President at Credit Suisse First Boston. From May 1998 to July 1998, Mr.
Burnham served as a Vice President at Deutsche Morgan Grenfell, and from April 1997 to May 1998,
he served as a Vice President at US Bancorp Piper Jaffray. Prior to this, Mr. Burnham served as a Senior
Associate at Booz Allen & Hamilton from August 1993 to March 1997. Mr. Burnham was elected to our
Board as a representative of SOFTBANK Capital Partners as a result of our Series B preferred stock
financing in October 1999. Mr. Burnham received his A.B. in Political Science from Washington

University.

David B. Ingram has been a Director since December 1998. Since July 1991, Mr. Ingram has served in
various capacities at Ingram Entertainment Inc., most recently as its Chairman of the Board and
President. Mr. Ingram currently serves on the board of directors of the Video Software Dealers
Association, First American National Bank, Nashville Community Advisory Board, and is a board
member of several privately held companies. Mr. Ingram was elected to our Board of Directors as a
representative of Ingram Entertainment Inc. under a voting agreement that will terminate upon the
closing of this offering. Mr. Ingram received his B.A. in History from Duke University and his M.B.A.

from the Owen Graduate School of Management, Vanderbilt University.

Donald M. Kendall has been a Director since August 1998. Since 1991, Mr. Kendall has served as a
Consultant and Ambassador at Large for PepsiCo, Inc., and from 1986 to 1991, he served as the
Chairman of the Executive Committee for PepsiCo. From 1965 to 1986, Mr. Kendall served as
PepsiCo's Chairman of the Board and Chief Executive Officer. Mr. Kendall attended Western Kentucky
University before becoming a Navy pilot in World War II.

Charles W. Richion has been a Director since August 1998. From June 1997 to July 1998, Mr. Richion
served as the Vice President of Corporate Development for Identix, Inc. From 1965 to 1996, Mr.
Richion served as the Vice President of U.S. Sales and Vice President of Global Partners at Hewlett



Packard, Co. Mr. Richion currently serves on the board of directors of Identix, Inc. He received his

B.S.E.E. from the University of Pennsylvania.

James B. Roszak has been a Director since August 1998. From June 1991 to June 1997, Mr. Roszak
served as the President of the Life Insurance Division of Transamerica Life Companies. Mr. Roszak

received his B.S. in Business from the University of Southern California.

Edward S. Russell has been a Director since August 1998. Since October 1996, Mr. Russell has served
as a General Partner at SOFTBANK Technology Ventures, Inc. From 1988 to October 1996, Mr. Russell
served as the Executive Director at SBC Warburg. Mr. Russell was elected to our Board as a
representative of SOFTBANK Technology Ventures as a result of our Series A preferred stock financing

in August 1998. Mr. Russell received his B.S. in Computer Science from Carnegie Mellon University.

John Sculley has been a Director since August 1998. Since 1994, Mr. Sculley has served as a partner in
the investment firm of Sculley Brothers LLC. From November 1993 to February 1994, Mr. Sculley
served as the Chief Executive Officer of Spectrum Information Technologies, Inc. In January 1995,
Spectrum, together with three of its four operating subsidiaries, filed voluntary petitions for
reorganization under Chapter 11 of the United States Bankruptcy Code in the United States
Bankruptcy Court for the Eastern District of New York. From 1983 to 1993, Mr. Sculley served as the
Chief Executive Officer of Apple Computer, Inc. Since 1984, Mr. Sculley has also been the Chief
Executive Officer of Sculley Bros., Inc. Mr. Sculley serves on the board of directors of Netobjects Inc.,
Talk City, Inc. and NFO Worldwide, Inc. Mr. Sculley received his B.S. in Architecture from Brown
University and his M.B.A. from the Wharton School of Business.

Wayne T. Thorson has been a Director since August 1998. Since 1958, Mr. Thorson has served as the
Chief Executive Officer of Thorson, Inc., a highway construction company. Mr. Thorson attended

Concordia College where he studied business administration.

Classified Board of Directors Our Board of Directors will be divided into three classes of directors
serving staggered three-year terms upon the closing of this offering. As a result, approximately one-
third of the Board of Directors will be elected each year. These provisions, together with the provisions
of our certificate of incorporation, allow the Board of Directors to fill vacancies of or increase the size
of the Board of Directors, and may deter our stockholders from removing incumbent directors and
filling these vacancies with its own nominees to gain control of the Board.

Our Board of Directors has designated that Messrs. ,
and will serve as Class I Directors, whose terms expire at the
2000 annual meeting of stockholders. Messrs. , and

will serve as Class II Directors whose terms expire at the 2001

annual meeting of stockholders. Messrs. , and

will serve as Class III Directors whose terms expire at the 2002
annual meeting of stockholders.

Committees of the Board The Board of Directors has established two standing committees: the audit
committee and the compensation committee. The audit committee consists of Messrs. Roszak, Russell
and Sculley. The audit committee recommends the appointment of independent public accountants for
the annual audit of our financial statements to the Board of Directors. The audit committee reviews the

scope of the annual audit and other services the auditors are asked to perform. This committee also



reviews the report on our financial statements prepared by the auditors following the audit, and our
accounting and financial policies in general. The audit committee also reviews management's

procedures and policies with respect to our internal accounting controls.

The compensation committee consists of Messrs. Kendall and Thorson. The compensation committee
reviews and approves salaries, benefits and bonuses for all executive officers. It reviews and
recommends to the Board of Directors on matters relating to employee compensation and benefit
plans. The compensation committee also administers our stock purchase, equity incentive and stock

option plans.

Compensation Committee Interlocks and Insider Participation We did not have a compensation
committee for the fiscal year ended December 31, 1998. For the fiscal year ended December 31, 1998,
all decisions regarding executive compensation were made by our Board of Directors. We created our
compensation committee in February 1999 and elected Messrs. Blum, Kendall and Thorson to serve as
members of that committee. Mr. Blum served as our President and Chief Executive Officer and
Director during the fiscal year ended December 31, 1998; however, Mr. Blum resigned his position as
President in December 1998, his position as Chief Executive Officer on March 1, 1999, and his
position as a Director in September 1999. No other interlocking relationship exists between any of our
executive officers or any member of our compensation committee and any member of any other

company's board of directors or compensation committee.

Director Compensation Our directors receive no cash remuneration for serving on the Board of
Directors or any Board committee. However, Directors are reimbursed for all reasonable expenses
incurred by them in attending Board and committee meetings. Directors who are also employees are
eligible to receive options and be issued shares of common stock directly under our 1999 Stock
Incentive Plan. Nonemployee directors will also receive automatic option grants under our 1999 Stock

Incentive Plan.

Employment Contracts and Termination of Employment and Change of Control Arrangements As of
March 1, 1999, Gregory J. Hawkins entered into a one year employment agreement with us to serve as
our Chief Executive Officer. Mr. Hawkins' base salary under this agreement is $240,000 per year. We
also granted Mr. Hawkins options to purchase 7,267,650 shares of our common stock at an exercise
price of $2.39 per share, the fair market value on the grant date. We provide Mr. Hawkins with health
and related benefits that are generally made available to our other senior executives and a monthly car
allowance of $800. Mr. Hawkins is an at will employee and his employment can be terminated at any
time by him or by us. If we terminate Mr. Hawkins' employment for any reason, other than for cause,
Mr. Hawkins will have the right to exercise 1,635,225 options that would otherwise vest in February,
2000, and will be entitled to receive health benefits and monthly payments of his base salary for the

remainder of his one year term, or six months, whichever is longer.

Mitch C. Hill's employment as our Chief Financial Officer will commence on November 1, 1999. He
will receive an annual base salary of $220,000. Our board also approved an option grant to Mr. Hill of

1,958,194 shares of our common stock at an exercise price of $5.71 per share, to be effective upon the



commencement of his employment. If we terminate Mr. Hill's employment for any reason, other than
willful wrongdoing or gross negligence, Mr. Hill will have the right to receive his annual base salary for

one year and the right to exercise 498,548 options.

We do not currently have any other employment contracts with any of our named executive officers.
Accordingly, our Board of Directors may terminate the employment of any named executive officer at
any time at its discretion. Our compensation committee has the authority to provide for an accelerated
vesting of any outstanding options if an individual's employment is terminated following an

acquisition or a hostile change in control of BUY.COM.

Executive Compensation The following table summarizes the compensation earned by, and paid to, our
Chief Executive Officer, our former Chief Executive Officer and founder, our Chief Financial Officer
and our other two most highly compensated executive officers who received compensation in excess of
$100,000 for the year ended December 31, 1998. We provide our officers with non-cash group life and
health benefits generally available to all salaried employees. These benefits are not included in the table
below due to applicable Securities and Exchange Commission rules. No named executive officer
received personal benefits or perquisites that exceeded the lesser of $50,000 or 10% of his total annual

salary and bonus for 1998.

Summary Compensation Table Long-Term Compensation Annual Compensation Awards Shares of
Common Other Annual Stock Underlying Name and Principal Position Salary Bonus Compensation
Options Gregory J. Hawkins(1)........... $ - § -- § -- -- Chief Executive Officer Scott A. Blum(2)................
24 218 23,000(4) -- Founder Mitch C. Hill(3)................ -- -- -- -- Chief Financial Officer Brent
RusicK....oceivcurunnes 180,000 203 -- 750,000 Vice President of Sales and Operations Murray H.
Williams.............. 67,500 60,203 3,000(4) 1,125,000 Vice President of Finance (1) Mr. Hawkins became
our Chief Executive Officer in March 1999. Mr. Hawkins' annual salary for 1999 is currently $240,000.
In March 1999, we granted Mr. Hawkins an option to purchase a total of 7,267,650 shares at an

exercise price of $2.39 per share.

(2) Mr. Blum served as our Chief Executive Officer from October 1996 until March 1999. Mr. Blum
resigned from the Board of Directors in September 1999.

(3) Mr. Hill has agreed to join us as soon as reasonably possible and we expect his employment to
commence on November 1, 1999. Mr. Hill's annual salary for 1999 will be $220,000 and we have
approved an option grant to purchase 1,958,194 shares of common stock at an exercise price of $5.71

per share, to be effective upon the commencement of his employment.
(4) Consists of automobile lease payments.

Option Grants in Last Fiscal Year Each option listed in the table below was granted under, or has been
assumed under, the 1998 Stock Option/Stock Issuance Plan. All options granted under the 1998 plan
are immediately exercisable. The following table indicates information regarding options granted to the
named executive officers during 1998. We have not granted any stock appreciation rights.

Individual Grants

Potential Realizable Value
at



Number of % of Total Assumed Annual Rates of

Stock

Securities Options Market Price Appreciation for
Option

Underlying Granted to Exercise Price on Term

Options Employees Price Per Grant Expiration ---------————-mmmmmmm
Name Granted in 1998 Share Date Date 0% 5% 10%
Gregory J. Hawkins...... -- -- -- -- -- -- -- -- Scott A. Blum........... -- == == == -- -- -- -- Mlitch C. Hill........... - --
-- -- -- -- -- -- Brent Rusick............ 750,000 4.2% $0.10 $1.03 06/01/08 $765,000 $1,249,249
$1,992,181
Murray H. Williams...... 750,000 4.2% $0.10 $0.10 02/09/08 --$ 47,167 $
119,493

375,000 2.1% $0.10 $1.03 06/01/08 $382,500 $ 624,624 $
996,091

Potential realizable values are net of exercise price, but before the payment of taxes associated with
exercise. Amounts represent hypothetical gains that could be achieved for the respective options if
exercised at the end of the option term. The 0%, 5% and 10% assumed annual rates of compounded
stock price appreciation are mandated by rules of the Securities and Exchange Commission and do not
represent our estimate or projection of our future common stock prices. These amounts represent
assumed rates of appreciation in the value of the common stock from the fair market value on the date
of grant. Actual gains, if any, on stock option exercises are dependent on the future performance of our
common stock and overall stock market conditions. The amounts reflected in the table may not

necessarily be achieved.

All of the options in the foregoing table are immediately exercisable, but are subject to our right to
repurchase the shares at their exercise price if the optionee ceases to be employed by us. This
repurchase right lapses over a period of time. Our repurchase right for Mr. Hill's shares lapses in four
annual installments. However, this repurchase right lapses as to 391,639 shares upon the completion of
this offering. Our right of repurchase for Mr. Rusick's shares lapses over a three year period. Our right
of repurchase for Mr. William's shares lapses equally over a three year period as to 750,000 shares. As
for his remaining 375,000 shares, our right of repurchase lapses in five equal installments over a five
year period. However, upon the completion of this offering, our repurchase right will lapse, as to any

unvested portion of this option grant, in 36 equal monthly installments.

Upon commencement of Mr. Hawkins' employment with us in March 1999, he was granted an option
to purchase an aggregate of 7,267,650 shares of common stock at an exercise price of $2.39 per share.
All of these options are immediately exercisable, and 6,540,884 of the shares are subject to our right to
repurchase these shares at the exercise price in the event Mr. Hawkins ceases to be employed by us;
726,766 options were immediately vested upon the commencement of Mr. Hawkins employment. This

repurchase right lapses equally over a four year period.

Year-End Option Holdings The following table indicates aggregated option information for the named
executive officers for the year ended December 31, 1998. There was no public trading market for our

common stock as of December 31, 1998. Accordingly, we have calculated these values on the basis of



the assumed initial public offering price of § per share, less the applicable exercise price per share,

multiplied by the number of shares underlying the options. No officers exercised any options during

1998.
Aggregated Option Exercises in Last Fiscal Year and Year End Option Holdings

Number of Securities

Underlying Unexercised Value of Unexercised
Options In-the-Money Options
Name Exercisable Unexercisable Exercisable Unexercisable
Gregory J. Hawkins.......... -- -- -- --
Scott A. Blum............... -- -- -- --
Mitch C. Hill............... -- -- -- --
Brent Rusick................ 750,000 -- --
Murray Williams............. 1,125,000 - -—

All of the options in the table above are immediately exercisable, but are subject to our right of
repurchase which lapses periodically over time and in some cases upon the completion of our initial
public offering. See "--Option Grants in Last Fiscal Year."

Employee Benefit Plans 1998 Stock Option/Stock Issuance Plan In August 1998, we adopted the 1998
Stock Option/Stock Issuance Plan. The Board of Directors and our stockholder approved the 1998
plan in August 1998. A total of 34,539,960 shares of common stock have been authorized and reserved
for issuance under the 1998 plan. As of October 15, 1999, options to purchase an aggregate of
30,095,265 shares were outstanding and 1,276,695 shares are available for option grants under the
1998 plan. To the extent we cancel, terminate or repurchase any unvested shares of common stock

issued under the 1998 plan, these shares will become available for future issuance under this plan.

The 1998 plan is divided into two separate components: (i) the discretionary option grant program
under which employees, non-employee members of the Board and consultants may be granted options
to purchase shares of common stock; and (ii) the stock issuance program under which eligible
individuals may purchase shares of common stock at a price not less than 85% of the fair market value
at the time of issuance, or be issued shares of common stock as a bonus tied to the performance of
services rendered. Both of these programs are administered by the Board of Directors or one or more
committees appointed by the Board of Directors. The Board of Directors has complete discretion to
determine which eligible individuals will receive option grants or stock issuances under those
programs, determine the type, number, vesting requirements and other features and conditions of
awards under the 1998 plan, interpret this plan and make all other decisions relating to the operation
of the 1998 plan.

Options may be either incentive stock options within the meaning of Section 422 of the Internal
Revenue Code, which permits the deferral of taxable income related to the exercise of these options, or
nonqualified options not entitled to this deferral. Incentive stock options may only be granted to
employees and the term of an incentive stock option cannot exceed ten years. The exercise price of
incentive stock options granted under the 1998 plan will in no event be less than 100% of the fair
market value of the common stock on the date of grant, and the exercise price for non-statutory stock

options will be no less than 85% of the fair market value of the common stock on the grant date. The



exercise price for the shares of common stock subject to the option grants made under the 1998 plan
may be paid in cash, check or in shares of common stock valued at the fair market value on the exercise
date. The option may also be exercised through a same day sale program or delivery of a full recourse,

interest bearing promissory note.

In the event we are acquired by merger or sale of substantially all of our assets, each outstanding option
under the discretionary option grant program not assumed by the successor corporation or otherwise
continued in effect will automatically accelerate and become immediately vested and exercisable. Also,
any outstanding repurchase rights will automatically terminate, and the shares subject to those
repurchase rights will immediately vest, except to the extent our repurchase rights with respect to those
shares are assigned to the successor corporation or otherwise prohibited at the time the option was
granted or the repurchase right was created. Vesting under outstanding options will automatically
accelerate in the event of the termination of the optionee's services within a designated period, not to
exceed 18 months, following an acquisition in which those options are assumed or continued in effect
and do not otherwise accelerate. Also, outstanding repurchase rights will automatically lapse and cease
to be exercisable in the event the optionee or participant's service is terminated within a designated
period, not to exceed 18 months, following the effective date of an acquisition in which those

repurchase rights are assigned or otherwise continued.

In some cases, a change in control of BUY.COM by acquisition of beneficial ownership of securities
possessing more than 50% of the total combined voting power of our outstanding securities will result
in each outstanding option accelerating and becoming vested. Also, any outstanding repurchase rights
shall automatically terminate and these unvested shares shall become fully vested.

The Board of Directors may amend or modify the 1998 plan at any time subject to any required
stockholder approval. The 1998 plan will terminate on the earliest of (a) August 10, 2008, (b) the date
on which all shares available for issuance under the 1998 plan shall have been issued as fully vested
shares, or (c) the termination of all outstanding options in connection with a change in control or
ownership of BUY.COM.

BuyGolf.com, Inc. 1998 Stock Option Plan In connection with our acquisition of BuyGolf.com, Inc., we
assumed the BuyGolf.com, Inc. 1998 Stock Option Plan. Participation in the assumed BuyGolf plan is
limited to officers, key employees, directors and services providers of BuyGolf, and a reserve of
520,000 shares of our common stock has been set aside for issuance under the assumed BuyGolf plan.
As of , 1999, options for shares of common stock were outstanding under the assumed BuyGolf plan,

and shares remained available for future issuance.

Special Executive Stock Option Plan Our Special Executive Stock Option Plan was adopted by the
Board of Directors in October 1999 and approved by our shareholders in, 1999. Participation in the
executive plan is limited to our non-employee directors, officers and other highly compensated
employees, and a reserve of 5,000,000 shares of our common stock has been set aside for issuance

under the executive plan. As of October 15, 1999, options for 2,713,194 shares of common stock were



outstanding under the executive plan, and 2,286,806 shares remained available for future issuance. To
the extent we cancel, terminate or repurchase any unvested shares of common stock issued under the

executive plan, those shares will become available for future issuance under this plan.

All outstanding options under the executive plan will be transferred to the successor 1999 Stock
Incentive Plan at the time the underwriting agreement for this offering is signed, and no further option

grants or share issuances will be made under the executive plan.

Our executive plan is administered by our Board of Directors. The Board of Directors has complete
discretion under the executive plan to determine which eligible individuals are to receive option grants,
the time or times when such grants are to be made, the number of shares subject to each such grant, the
status of any granted option as either an incentive stock option or a non- statutory option under the
federal tax laws, the vesting schedule (if any) to be in effect for the option grant and the maximum term
for which any granted option is to remain outstanding.

Incentive stock options permit the deferral of taxable income related to the exercise of those options.
Non-statutory options are not entitled to this deferral. Incentive stock options may only be granted to
employees, and the term of an incentive stock option cannot exceed ten years. The exercise price of an
incentive stock option will in no event be less than 100% of the fair market value of the common stock
on the date of grant. Each non-statutory option will have an exercise price per share not less than 85%
of the fair market value per share of common stock on the option grant date, and will not have a term

in excess of ten years.

The options granted under the executive plan generally have been structured so that those options are
immediately exercisable for all the option shares. However, any shares purchased under those options
will be subject to repurchase by us, at the exercise price paid per share, if the optionee ceases service
with us prior to vesting in those shares. Vesting of the option shares generally occurs over a four year

period of service.

The exercise price may be paid in cash, check or in shares of our common stock. The Board of Directors
may allow one or more optionees to pay the exercise price by delivering a full-recourse note payable to
us and secured by the purchased shares. Following the initial public offering of the common stock,
outstanding options may also be exercised through a same-day sale program pursuant to which a
designated brokerage firm will effect an immediate sale of the shares purchased under the option and
pay over to us, out of the sale proceeds available on the settlement date, sufficient funds to cover the

exercise price for the purchased shares plus all applicable withholding taxes.

In the event that we are acquired by merger or asset sale, the shares subject to each outstanding option
under the executive plan will vest, unless our repurchase rights with respect to those option shares are
assigned to the acquiring entity, and the option will terminate except to the extent assumed by that
entity. In addition, all unvested shares under the executive plan will immediately vest prior to such
merger or asset sale, except to the extent our repurchase rights with respect to those shares are to be

assigned to the acquiring entity.



Options held by several of our officers have special vesting acceleration provisions which will result in
the immediate vesting of their option shares in the event their employment terminates within a
designated period following a merger or asset sale in which the vesting of their options does not

accelerate.

The Board of Directors may amend or modify the executive plan at any time, subject to any shareholder

approval required under applicable law or regulation.

1999 Stock Option/Stock Issuance Plan 1999 Stock Incentive Plan Introduction. The 1999 Stock
Incentive Plan is intended to serve as the successor program to our 1998 Stock Option/Stock Issuance
Plan and our Special Executive Stock Option Plan. The 1999 plan was adopted by the Board and
approved by the stockholders on, 1999. The 1999 plan will become effective when the underwriting
agreement for this offering is signed. At that time, all outstanding options under our existing 1998
Stock Option/Stock Issuance Plan and our Special Executive Stock Option Plan will be transferred to
the 1999 plan, and no further option grants will be made under either the 1998 plan or the executive
plan. The transferred options will continue to be governed by their existing terms, unless our

compensation committee decides to extend one or more features of the 1999 plan to those options.

Share Reserve. We have authorized shares of our common stock for issuance under the 1999 plan. This
share reserve consists of the number of shares we estimate will be carried over from the 1998 plan and
the executive plan plus an additional increase of approximately shares. The share reserve under our
1999 plan will automatically increase on the first trading day in January each calendar year, beginning
with calendar year 2000, by an amount equal to three percent of the total number of shares of our
common stock outstanding on the last trading day of December in the prior calendar year, but in no
event will this annual increase exceed 10,000,000 shares. In addition, no participant in the 1999 plan
may be granted stock options or direct stock issuances for more than shares of common stock in total

in any calendar year.
Programs. Our 1999 plan has five separate programs:

. the discretionary option grant program, under which eligible individuals in our employ may be
granted options to purchase shares of our common stock at an exercise price not less than the fair

market value of those shares on the grant date;

. the stock issuance program, under which eligible individuals may be issued shares of common stock
directly, upon the attainment of performance milestones or the completion of a specified period of

service or as a bonus for past services;

. the salary investment option grant program, under which our executive officers and other highly
compensated employees may be given the opportunity to apply a portion of their base salary each year

to the acquisition of special below market stock option grants;

. the automatic option grant program, under which option grants will automatically be made at periodic
intervals to eligible non-employee Board members to purchase shares of common stock at an exercise

price equal to the fair market value of those shares on the grant date; and . the director fee option grant



program, under which our non-employee Board members may be given the opportunity to apply a
portion of any retainer fee otherwise payable to them in cash each year to the acquisition of special

below-market option grants.

Eligibility. The individuals eligible to participate in our 1999 plan include our officers and other

employees, our Board members and any consultants we hire.

Administration. The discretionary option grant and stock issuance programs will be administered by
our compensation committee. This committee will determine which eligible individuals are to receive
option grants or stock issuances under those programs, the time or times when the grants or issuances
are to be made, the number of shares subject to each grant or issuance, the status of any granted option
as either an incentive stock option or a nonstatutory stock option under the federal tax laws, the
vesting schedule to be in effect for the option grant or stock issuance and the maximum term for which
any granted option is to remain outstanding. The compensation committee will also have the authority
to select the executive officers and other highly compensated employees who may participate in the
salary investment option grant program in the event that program is put into effect for one or more

calendar years.
Plan Features. Our 1999 plan will include the following features:

. The exercise price for any options granted under the plan may be paid in cash or in shares of our
common stock valued at fair market value on the exercise date. The option may also be exercised

through a same-day sale program without any cash outlay by the optionee.

. The compensation committee will have the authority to cancel outstanding options under the
discretionary option grant program, including any transferred options from our 1998 plan, in return
for the grant of new options for the same or different number of option shares with an exercise price

per share based upon the fair market value of our common stock on the new grant date.

. Stock appreciation rights may be issued under the discretionary option grant program. These rights
will provide the holders with the election to surrender their outstanding options for a payment from us
equal to the fair market value of the shares subject to the surrendered options less the exercise price

payable for those shares. We may make the payment in cash or in shares of our common stock.

Change in Control. The 1999 plan will include the following change in control provisions which may

result in the accelerated vesting of outstanding option grants and stock issuances:

. In the event that we are acquired by merger or asset sale, each outstanding option under the
discretionary option grant program which is not to be assumed by the successor corporation will
immediately become exercisable for all the option shares, and all outstanding unvested shares will
immediately vest, except to the extent our repurchase rights with respect to those shares are to be

assigned to the successor corporation.

. The compensation committee will have complete discretion to grant one or more options which will
become exercisable for all the option shares in the event those options are assumed in the acquisition

but the optionee's service with us or the acquiring entity is subsequently terminated. The vesting of any



outstanding shares under our 1999 plan may be accelerated upon similar terms and conditions.

. The compensation committee may grant options and structure repurchase rights so that the shares
subject to those options or repurchase rights will immediately vest in connection with a successful
tender offer for more than fifty percent of our outstanding voting stock or a change in the majority of
our Board through one or more contested elections. This accelerated vesting may occur either at the

time of the transaction or upon the subsequent termination of the individual's service.

Salary Investment Option Grant Program. In the event the compensation committee decides to put
this program into effect for one or more calendar years, each of our executive officers and other highly
compensated employees may elect to reduce his or her base salary for the calendar year by an amount
not less than $10,000 nor more than $50,000. Each selected individual who makes this election will
automatically be granted, on the first trading day in January of the calendar year for which his or her
salary reduction is to be in effect, an option to purchase that number of shares of common stock
determined by dividing the salary reduction amount by two-thirds of the fair market value per share of
our common stock on the grant date. The option will have an exercise price per share equal to one-third
of the fair market value of the option shares on the grant date. As a result, the option will be structured
so that the fair market value of the option shares on the grant date less the exercise price payable for
those shares will be equal to the amount of the salary reduction. The option will become exercisable in
a series of twelve equal monthly installments over the calendar year for which the salary reduction is to

be in effect.

Automatic Option Grant Program. Each individual who first becomes a non- employee Board member
at any time after the effective date of this offering will receive an option grant to purchase 150,000
shares of common stock on the date the individual joins the Board. In addition, on the date of each
annual stockholders meeting held after the effective date of this offering, each non- employee Board
member who is to continue to serve as a non-employee Board member, including each of our current
non-employee Board members, will automatically be granted an option to purchase 15,000 shares of

common stock, provided that the individual has served on the Board for at least six months.

Each automatic grant will have an exercise price per share equal to the fair market value per share of
our common stock on the grant date and will have a term of 10 years, subject to earlier termination
following the optionee's cessation of Board service. The option will be immediately exercisable for all
of the option shares; however, we may repurchase, at the exercise price paid per share, any shares
purchased under the option which are not vested at the time of the optionee's cessation of Board
service. The shares subject to each initial 150,000 share automatic option grant will vest in a series of
six successive semi-annual installments upon the optionee's completion of each six- month period of
Board service over the thirty-six month period measured from the grant date. However, the shares will
immediately vest in full upon changes in control or ownership or upon the optionee's death or
disability while a Board member. The shares subject to each annual 15,000 share automatic grant will

be fully-vested when granted.



Director Fee Option Grant Program. If this program is put into effect in the future, then each non-
employee Board member may elect to apply all or a portion of any cash retainer fee for the year to the
acquisition of a below- market option grant. The option grant will automatically be made on the first
trading day in January in the year for which the non-employee Board member would otherwise be paid
the cash retainer fee in the absence of his or her election. The option will have an exercise price per
share equal to one-third of the fair market value of the option shares on the grant date, and the number
of shares subject to the option will be determined by dividing the amount of the retainer fee applied to
the program by two-thirds of the fair market value per share of our common stock on the grant date. As
a result, the option will be structured so that the fair market value of the option shares on the grant
date less the exercise price payable for those shares will be equal to the portion of the retainer fee
applied to that option. The option will become exercisable in a series of twelve equal monthly
installments over the calendar year for which the election is in effect. However, the option will become
immediately exercisable for all the option shares upon the death or disability of the optionee while

serving as a Board member.
Additional Program Features. Our 1999 plan will also have the following features:

. Outstanding options under the salary investment and director fee option grant programs will
immediately vest if we are acquired by a merger or asset sale or if there is a successful tender offer for
more than 50% of our outstanding voting stock or a change in the majority of our Board through one

or more contested elections.

. Limited stock appreciation rights will automatically be included as part of each grant made under the
salary investment option grant program and the automatic and director fee option grant programs, and
these rights may also be granted to one or more officers as part of their option grants under the
discretionary option grant program. Options with this feature may be surrendered to us upon the
successful completion of a hostile tender offer for more than 50% of our outstanding voting stock. In
return for the surrendered option, the optionee will be entitled to a cash distribution from us in an
amount per surrendered option share based upon the highest price per share of our common stock

paid in that tender offer.

. The Board may amend or modify the 1999 plan at any time, subject to any required stockholder
approval. The 1999 plan will terminate no later than June 30, 2009.

Employee Stock Purchase Plan.

Introduction. Our 1999 Employee Stock Purchase Plan was adopted by the Board and approved by the
stockholders in September 1999. This plan will become effective immediately upon the signing of the
underwriting agreement for this offering. The plan is designed to allow our eligible employees and the
eligible employees of our participating subsidiaries to purchase shares of our common stock, at semi-

annual intervals, with their accumulated payroll deductions.

Share Reserve. We have initially reserved 6,000,000 shares of our common stock for issuance under
this purchase plan. The reserve will automatically increase on the first trading day in January each

calendar year, beginning in calendar year 2000, by an amount equal to one percent of the total number



of outstanding shares of our common stock on the last trading day in December in the prior calendar

year. In no event will any annual increase exceed 1,000,000 shares.

Administration. The purchase plan will be administered by our compensation committee. The
compensation committee shall have full authority to interpret and construe any provisions of the
purchase plan and adopt such rules and regulations for administering the purchase plan as it may deem

necessary in order to comply with the requirements of Section 423 of the Internal Revenue Code.

Offering Periods. The purchase plan will have a series of successive offering periods, each with a
maximum duration of 24 months. The initial offering period will start on the date the underwriting
agreement for this offering is signed and will end on the last business day in October 2001. The next
offering period will start on the first business day in November 2001, and subsequent offering periods

will set by our compensation committee.

Eligible Employees. Individuals scheduled to work more than 20 hours per week for more than five
calendar months per year may join an offering period on the start date or any semi-annual entry date
within that period. Semi-annual entry dates will occur on the first business day of May and November
each year. Individuals who become eligible employees after the start date of an offering period may join

the plan on any subsequent semi-annual entry date within that offering period.

Payroll Deductions. A participant may contribute up to 20% of his or her base salary through payroll
deductions, and the accumulated deductions will be applied to the purchase of shares on each semi-
annual purchase date. The purchase price per share will be equal to 85% of the fair market value per
share on the participant's entry date into the offering period or, if lower, 85% of the fair market value
per share on the semi-annual purchase date. Semi- annual purchase dates will occur on the last business
day of April and October each year. However, a participant may not purchase more than 30,000 shares
on any purchase date, and not more than 1,500,000 shares may be purchased in total by all
participants on any purchase date. Our compensation committee will have the authority to change

these limitations for any subsequent offering period.

Reset Feature. If the fair market value per share of our common stock on any purchase date is less than
the fair market value per share on the start date of the two-year offering period, then that offering
period will automatically terminate, and a new two-year offering period will begin on the next business

day. All participants in the terminated offering will be transferred to the new offering period.

Change in Control. Should we be acquired by merger or sale of substantially all of our assets or more
than fifty percent of our voting securities, then all outstanding purchase rights will automatically be
exercised immediately prior to the effective date of the acquisition. The purchase price will be equal to
the lesser of 85% of the market value per share on the participant's entry date into the offering period
in which an acquisition occurs or 85% of the fair market value per share immediately prior to the

acquisition.
Plan Provisions. The following provisions will also be in effect under the plan:

. The plan will terminate no later than the last business day of October 2009.



. The Board may at any time amend, suspend or discontinue the plan. However, certain amendments

may require stockholder approval.

Limitation on Liability and Indemnification Matters The certificate of incorporation that we will adopt
immediately prior to the closing of this offering provides that, except to the extent prohibited by the
Delaware General Corporation Law, our directors will not be personally liable to us or our stockholders
for monetary damages for any breach of fiduciary duty as directors. Under the Delaware General
Corporation Law, the directors have a fiduciary duty to BUY.COM which is not eliminated by this
provision of the certificate of incorporation and, in appropriate circumstances, equitable remedies
including injunctive or other forms of nonmonetary relief will remain available. In addition, each

director will continue to be subject to liability under the Delaware law for:
. breach of the director's duty of loyalty;

. acts or omissions which are found by a court of competent jurisdiction to be not in good faith or which

involve intentional misconduct, or knowing violations of law;

. actions leading to improper personal benefit to the director; and . payment of dividends or approval

of stock repurchases or redemptions that are prohibited by Delaware law.

This provision also does not affect a director's responsibilities under any other laws, including the
federal securities laws or state or federal environmental laws. We have obtained liability insurance for

our officers and directors.

Section 145 of the Delaware law empowers a corporation to indemnify its directors and officers and to
purchase insurance with respect to liability arising out of their capacity or status as directors and

officers, provided that this provision shall not eliminate or limit the liability of a director:
. for any breach of the director's duty of loyalty to the corporation or its stockholders;

. for acts or omissions not in good faith or which involve intentional misconduct or a knowing violation

of law;

. arising under Section 174 of the Delaware law; or . for any transaction from which the director

derived an improper personal benefit.

The Delaware law provides further that the indemnification permitted thereunder shall not be deemed
exclusive of any other rights to which the directors and officers may be entitled under the corporation's
bylaws, any agreement, a vote of stockholders or otherwise. The certificate of incorporation provides
that we will indemnify any person who was or is a party or is threatened to be made a party to any
threatened, pending or completed action, suit or proceeding by reason of the fact that the person is or
was a director or officer, or is or was serving at our request as a director or officer of another
corporation, partnership, joint venture, trust, employee benefit plan or other enterprise, against
expenses, judgements, fines and amounts paid in settlement actually and reasonably incurred by the

person in the action, suit or proceeding.



We plan to enter into indemnification agreements with our directors and our executive officers
containing provisions that may require us, among other things, to indemnify our directors and officers
against liabilities that may arise by reason of their status or service as directors or officers other than
liabilities arising from willful misconduct of a culpable nature, to advance their expenses incurred as a
result of any proceeding against them as to which they could be indemnified, and to obtain directors

and officers' liability insurance if maintained for other directors or officers.

At present, there is no pending litigation or proceeding involving any director, officer, employee or
agent as to which indemnification will be required or permitted. We are not aware of any threatened

litigation or proceeding which may result in a claim for indemnification.

The Securities and Exchange Commission is of the opinion that indemnification of directors, officers
and persons controlling BUY.COM for violations of the Securities Act is against public policy as
expressed in the Securities Act and is therefore unenforceable.

Certain Transactions

Since our formation in June 1997, there has not been, nor is there any proposed transaction where we
were or will be a party in which the amount involved exceeded or will exceed $60,000 and in which any
director, executive officer, holder of more than 5% of any class of our voting securities, or any member
of the immediate family of any of the foregoing persons had or will have a direct or indirect material
interest, other than the compensation agreements and other agreements and transactions which are

described in "Management" and the transactions described below.
Sales of Securities

In June 1997, BuyComp, LLC, a California limited liability company and our predecessor, issued
9,000,000 units to Scott and Audrey Blum in exchange for $50,000. In August 1998, we issued
130,129,725 shares of common stock to the Scott A. Blum Separate Property Trust u/d/t 8/2/95 ("The
Blum Trust") in exchange for a majority of Scott and Audrey Blum's interest in BuyComp, LLC. Scott A.
Blum is our founder and served as our President until December 1998, our Chief Executive Officer
until March 1999, and one of our directors until September 1999.

In August 1998, we issued (i) 4,870,275 shares of Series A convertible participating preferred stock to
The Blum Trust; and (ii) 14,610,855 shares of Series A convertible participating preferred stock to
SOFTBANK Technology Ventures IV L.P. and SOFTBANK Technology Advisors Fund L.P. at a
purchase price of $1.03 per share. The Blum Trust sold a total of 4,870,275 shares of Series A
convertible participating preferred stock to SOFTBANK Technology Ventures IV L.P. and SOFTBANK
Technology Advisors Fund L.P. at $1.03 per share, and in September 1998, a total of 16,730,835
shares of common stock to SOFTBANK Holdings, Inc., SOFTBANK Ventures, Inc. and SOFTBANK
Contents Fund at $2.39 per share.



In December 1998, we issued a total of 8,847,315 shares of common stock in connection with our
acquisition of SpeedServe, Inc. In connection with this acquisition, BUY.COM and its wholly-owned
subsidiary, BUY.COM ENTERTAINMENT Inc., entered into various agreements with Ingram
Entertainment Inc. and, with regard to a Non-Competition Agreement, David Ingram. David Ingram,
who is one of our directors, is a majority stockholder, Chairman and President of Ingram
Entertainment Inc., the majority stockholder of SpeedServe, Inc. Mr. Ingram is also a minority

stockholder of Ingram Micro, our largest distributor.

Between March 1999 and July 1999, we issued a total of 502,674 shares of common stock to Ingram
Entertainment Inc., SOFTBANK Technology Ventures IV, L.P. and SOFTBANK Technology Advisors
Fund, L.P. in connection with their exercise of a contractual right to purchase shares of our common
stock upon our issuance of additional securities to third parties. Edward S. Russell, who is one of our

directors, is a General Partner of these SOFTBANK Technology Ventures funds.

In October 1999, we issued 15,877,249 shares of our Series B convertible participating preferred stock
at a purchase price of $5.67 per share to a group of investors led by SOFTBANK Capital and its
affiliates. In this financing, The Blum Trust also sold an aggregate of 13,188,700 shares of our common

stock to SOFTBANK Capital and its affiliates at a purchase price of $5.67 per share.

Transactions with Ingram In June 1998, and again in March 1999, we entered into a contract with
Ingram Micro to supply and distribute the computer hardware, software and peripheral products that
we sell in our stores. We also maintain a line of credit with Ingram Micro to purchase these goods and
merchandise. As a part of that line of credit, we granted Ingram Micro a security interest in the

inventory we purchase from them, the proceeds from this inventory and all of our accounts receivable.

In December 1998, we entered into an agreement with Ingram Entertainment, under which they
supply the videos, DVDs and video games that we sell. In August 1999, we amended this agreement to
provide for certain co-op advertising dollars and to include certain guarantees for the shipping of the
products that we sell through them. In April 1999, we entered into an agreement with Nashville
Computer Liquidators to supply and distribute the products we sell in our online clearance store.

Nashville Computer Liquidators is a subsidiary of Ingram Entertainment.

In October 1999, we issued a total of 4,142,927 shares of common stock in connection with our
acquisition of BUYGOLF.COM, Inc. Both Scott Blum and David Ingram were directors of
BUYGOLF.COM. Ingram Holdings, Inc., of which David Ingram is the Chairman and President, and
The Blum Trust were stockholders of BUYGOLF.COM and received a total of 436,252 shares of our

common stock in the merger.

Transactions with Scott Blum and His Immediate Family On December 31, 1997, BuyComp LLC
borrowed approximately $211,000 from Scott Blum. The loan was payable upon demand and accrued
interest at the rate of 10.00% per annum. On October 7, 1998, we loaned Mr. Blum $1.0 million. This
loan was also payable on demand and accrued interest at the rate of 8.00% per annum. Both of these
loans have been repaid in full. In May 1999, we borrowed $10.0 million from The Blum Trust. The loan
was payable upon demand and accrued interest at a rate of 10.00% per annum. This loan was repaid in

July 1999 with the proceeds from our credit facility with a commercial lending institution. In August



1999, we borrowed $5.0 million from The Blum Trust pursuant to a note that is payable upon demand
and accrues interest at a rate of 10.00% per annum. In addition, The Blum Trust has guaranteed our
$15.0 million credit facility and our $1.2 million loan from The Bank of Yorba Linda.

In May 1999, we entered into a one year lease agreement with The Blum Trust for our facility located at
27 Brookline, Aliso Viejo, California. Under this lease, our monthly rental obligation is approximately
$12,000. This lease expires in May 2000.

In October 1999, we entered into a voting trust agreement with Scott A. Blum, The Blum Trust, and
three other trusts affiliated with Scott A. Blum, as grantor, and our outside directors, Donald Kendall,
James Roszak and Wayne Thorson, as trustees under the voting trust agreement. At the time the voting
trust agreement was executed, The Blum Trust and the other affiliated trusts held a total of 99,372,465
shares of our common stock, which represented approximately 56% of our total shares outstanding
after giving effect to the conversion of all of our outstanding preferred stock into our common stock.
At that time and as of the date of this prospectus, Mr. Blum did not directly own any shares of our

capital stock.

The voting trust agreement established a trust into which all shares held by The Blum Trust and the
other affiliated trusts were deposited. The voting trust agreement requires that any shares of our capital
stock that are acquired by The Blum Trust, the other affiliated trusts, Mr. Blum or his "affiliates," as that
term is defined in the voting trust agreement, after the date of the voting trust agreement be
immediately deposited into the trust. The voting trust agreement further requires that any shares of
our capital stock previously deposited into The Blum Trust or the other affiliated trusts that are
purchased by any individual or entity affiliated with Mr. Blum also be immediately deposited into the
voting trust. This voting trust terminates upon the earlier of (a) the unanimous approval of our Board,
two-thirds vote of our stockholders and the consent of our independent auditors, or (b) on the tenth

anniversary of the closing of this offering, unless otherwise required by law or regulation.

The voting trust agreement does not restrict the ability of The Blum Trust, the other affiliated trusts,
Mr. Blum or any of his affiliates to sell, assign, transfer or pledge any of the shares deposited into the
voting trust, nor does it prohibit The Blum Trust, the other affiliated trusts, Mr. Blum or his affiliates
from purchasing additional shares of our common stock, provided any shares purchased by such

parties also become subject to the voting trust agreement.

The trustees of the voting trust agreement are required to be outside directors of BUY.COM who are
not affiliated with Mr. Blum, or individuals nominated by our outside directors. On significant
stockholder actions the trustees are required to vote all of the shares in the voting trust for the matter,
against the matter or abstain or cause to have the same effect as broker non-votes, in the same
proportion as the non-affiliated votes are cast on such matter. The voting trust agreement provides that
significant stockholder actions include the election of directors, the dissolution, consolidation, merger,
reorganization, or recapitalization of BUY.COM, the lease, sale or license of all or a substantial portion
of our assets, the issuance or sale of securities by us or our affiliate or the amendment to the voting

trust agreement, in each case to the extent a stockholder vote is otherwise required by law. The voting



trust agreement provides that non-affiliated shares include all shares of our outstanding capital stock
other than shares held in the voting trust. On routine stockholder actions the trustees have the

discretion to vote the shares held in the trust in any manner determined by a majority of the trustees.

Mr. Blum resigned as our Chief Executive Officer in March 1999, and resigned from our Board of
Directors in September 1999. He is not an employee of the Company and he has no authority to bind
us as to any contracts, to commit funds or resources, or supervise or direct the activities of any of our
officers or employees. In accordance with the terms of the voting trust agreement, Mr. Blum has
withdrawn from participating in the management, business and operations of BUY.COM, and is
required to cease all involvement with BUY.COM and with our operations, our advertising and product
sales activities or efforts, our investor relations program and our financial and accounting matters,

including personnel matters, accounting methodologies or practices.

In July 1999, Scott Blum's father, William Blum, purchased 45,000 shares of common stock from one

of our employees at a purchase price of $2.39 per share.

Transactions With Pinnacle Micro On October 1, 1997, we entered into a consulting agreement with
Pinnacle Micro, Inc. Scott Blum's father, William Blum, was the President, Chief Executive Officer and
Chairman of the Board of Directors of Pinnacle Micro at the time this agreement was executed. In
addition, before founding BUY.COM INC,, Scott Blum served as an Executive Vice President of
Pinnacle Micro. The payments made under this agreement suspended Pinnacle Micro's severance
payments to Mr. Blum. On March 21, 1998, we entered into another consulting agreement with
Pinnacle Micro, Inc. under which Scott Blum agreed to provide marketing and consulting services to
Pinnacle Micro. In addition, several of our other employees consulted for Pinnacle Micro during the
three month duration of this agreement. Under both consulting agreements, Pinnacle Micro made total

payments of approximately $161,000 to us between October 1997 and June 1998.

From September 1997 through December 1998, we made payments of approximately $155,000 on

behalf of Pinnacle Micro for advertisements. Pinnacle Micro has repaid all such payments in full.
Dividend of BUYNOW, INC.

In October 1999, we declared a common stock dividend of 75% of the capital stock, on an as converted
basis, of one of our wholly-owned subsidiaries, BUYNOW INC,, to all of our stockholders of record as
of October 13, 1999. Several of our directors and executive officers were stockholders as of the record
date and participated in the dividend. We have retained Series A preferred stock representing 25% of
the capital stock of BUYNOW on an as converted basis. The Series A preferred stock has a $7.5 million
liquidation preference over the common stock and is convertible into common stock of BUYNOW.

We will be entering into a voting agreement with the other stockholders of BUYNOW that will provide
for a five member Board of Directors and will grant us the right to elect two directors and will grant
SOFTBANK the right to elect one director.

We will be entering into a license agreement with BUYNOW under which we will license our e-
commerce technology related to the BUYNOW business to BUYNOW on a royalty free basis. In
addition, we will license to BUYNOW, on a royalty free basis, the "BUYNOW" trademark and domain



name rights, which license may be terminated by us at any time.

BUYNOW will be entering into a non-competition agreement prohibiting BUYNOW from soliciting
any of our employees without obtaining our prior consent or from providing services to any computer

equipment manufacturer without first obtaining our consent.

International Joint Ventures In September 1999, we entered into a binding letter of intent with
SOFTBANK America, Inc. to form three separate international joint ventures in various international

territories in which we will have 51% ownership interests. Messrs. Burnham and Russell are affiliated
with SOFTBANK and are directors of BUY.COM.

Principal Stockholders

The following table indicates information as of October 15, 1999 regarding the ownership of our

common stock by:

. each person who is known by us to own more than 5% of our shares of common stock;
. each named executive officer;

. each of our directors; and . all of our directors and executive officers as a group.

The number of shares beneficially owned and the percentage of shares beneficially owned are based on
178,281,189 shares of common stock outstanding as of October 15, 1999, and shares of common
stock outstanding upon consummation of this offering. Beneficial ownership is determined in
accordance with the rules and regulations of the Securities and Exchange Commission. Shares subject
to options that are exercisable currently or within 60 days following October 15, 1999 are deemed to
be outstanding and beneficially owned by the optionee for the purpose of computing share and
percentage ownership of that optionee, but are not deemed to be outstanding for the purpose of
computing the percentage ownership of any other person. Except as indicated in the footnotes to this
table, and as affected by applicable community property laws, all persons listed have sole voting and

investment power for all shares shown as beneficially owned by them.

Percent of Shares Beneficially Owned Number of Shares Prior to After Name and Address of Beneficial
Owners (1) Beneficially Owned Offering Offering

Scott A. Blum(2)(23) . cvveneiinnennnnn. 99,164,465 55.6%
SOFTBANK Affiliates(3).......civviueennnn. 61,272,462 34.4
William L. Burnham(4)..........covieiunnn.. 38,783,101 21.8
Edward S. Russell(5)....cvivrrennnnnennnn. 22,489,361 12.6
David B. Ingram(6).....cuviiriininnennnnnn 8,185,560 4.6
Gregory J. Hawkins(7).......ccvuiiiinnnn.. 7,267,650 3.9
Mitch C. Hill(8) ... viiiiiiiiiiiiinanenn. 1,958,194 1.1
Brent Rusick(9) . ... v innnnennnn. 1,500,000 *
Murray H. Williams(10).........cvvviuuunn.. 1,125,000 *
Donald M. Kendall(211)......coviiiinnnnnnn. 494,145 *
Charles W. Richion(11)........cvvvinun.... 494,145 *
James B. Roszak(11)......cvvuiininnennnnn. 494,145 *
John Sculley(d1) ..o i eiiniiniinennnnn 494,145 *
Wayne T. Thorson(11l).......cviiiuueennnnnnn 494,145 *



All directors and officers as a group
(16 persons)(12)(13) . .oevieii i 186,581,556 96.2%

* Less than one percent (1) The address for each of our officers and directors is c/o BUY.COM at 21
Brookline, Aliso Viejo, California 92656. The address for the SOFTBANK Technology Funds is 200
West Evelyn Avenue, Suite 200, Mountain View, California 94043. The address for the other
SOFTBANK funds is 10 Langley Road, Suite 403, Newton Center, Massachusetts 02159.

(2) Consists of shares held by the Scott A. Blum Separate Property Trust, the Will Scott Blum Trust, the
Emma Rose Blum Trust and the Scott Blum GRAT. The address for the Blum Trusts is 33971 Selva
Road, Suite 200, Dana Point, California 92629.

(3) Includes 17,186,120 shares, 3,346,170 shares, 5,019,240 shares, 20,768,685 shares, 397,932
shares, 13,042,359 shares, 189,212 shares, 1,267,454 shares, 34,524 shares and 20,767 shares held by
SOFTBANK America, Inc., SOFTBANK Ventures, Inc., SOFTBANK Contents Fund, SOFTBANK
Technology Ventures IV, L.P. and SOFTBANK Technology Advisors Fund, L..P., SOFTBANK Capital
Partners L.P., SOFTBANK Capital Partners Advisors Fund L.P., SOFTBANK Technology Ventures V,
L.P., SOFTBANK Technology Ventures Advisors Fund V and SOFTBANK Technology Ventures

Entrepreneurs Fund V, respectively.

(4) Includes 17,186,120 shares, 3,346,170 shares, 5,019,240 shares, 13,042,359 shares and 189,212
shares held by SOFTBANK America, Inc., SOFTBANK Ventures, Inc., SOFTBANK Contents Fund,
SOFTBANK Capital Partners LP and SOFTBANK Capital Advisors Fund, respectively. William
Burnham is a Managing Director of the general partner of each of these SOFTBANK entities. Mr.

Burnham disclaims beneficial ownership of these shares, except to the extent of his pecuniary interest.

(5) Includes 20,768,685 shares, 397,932 shares and 1,267,454 shares, 34,524 shares and 20,767 shares
held by SOFTBANK Technology Ventures IV, L.P., SOFTBANK Technology Advisors Fund, L.P., and
SOFTBANK Technology Ventures V, L.P., SOFTBANK Technology Ventures Advisors Fund V and
SOFTBANK Technology Ventures Entrepreneurs Fund V, respectively. Edward S. Russell is the
Managing Director of the general partner of each of these SOFTBANK entities. Mr. Russell disclaims

beneficial ownership of these shares except to the extent of his pecuniary interest.

(6) Includes 7,785,615 shares held by Ingram Capital, Inc. and 144,945 shares held by Ingram
Entertainment Inc. Mr. Ingram is the majority stockholder of Ingram Entertainment, Inc., which is the
sole stockholder of Ingram Capital, Inc. Mr. Ingram disclaims beneficial ownership of these shares,
except to the extent of his pecuniary interest. Also includes 255,000 shares issuable upon exercise of an

option that is exercisable within 60 days of October 15, 1999.

(7) Consists solely of shares issuable upon exercise of an option that is exercisable within 60 days of
October 15, 1999.

(8) Our Board of Directors has approved an option grant to Mr. Hill of 1,958,194 shares of our
common stock to be effective upon the date his employment commences with us. The option is
exercisable within 60 days of October 15, 1999.



(9) Consists solely of shares issuable upon exercise of an option that is exercisable within 60 days of
October 15, 1999.

(10) This amount also includes a total of 67,500 shares of common stock transferred to the Murray
Williams Children's Trust, the Murray Williams Sibling's Trust and the Murray Williams College Fund
Trust.

(11) Includes 285,000 shares issuable upon exercise of an option that is exercisable within 60 days of
October 15, 1999.

(12) Includes 15,532,844 shares issuable upon exercise of options that are exercisable within 60 days
of October 15, 1999.

(13) Includes Mr. Blum's shares of common stock that are held in a voting trust for which three of our
outside directors serve as trustees. The voting trust, among other things, provides that the trustees of’
the voting trust will have the discretion to vote all of Mr. Blum's shares on issues related to routine
corporate governance. However, in some instances, the trustees must vote Mr. Blum's shares in the
same proportion as the votes cast for and against by the non-affiliated shares. For a more detailed
discussion of this voting trust, see "Certain Transactions--Transactions with Scott Blum and His

Immediate Family."

Description of Capital Stock

The following description of our securities and provisions of our certificate of incorporation and
bylaws is only a summary. You should also refer to the copies of our certificate and bylaws which have
been filed with the Securities and Exchange Commission as exhibits to our registration statement, of
which this prospectus forms a part. The description of common stock and preferred stock reflect
changes to our capital structure that will occur upon the closing of this offering in accordance with the
terms of the certificate of incorporation that will be adopted by us immediately prior to the closing of

this offering.

Upon the closing of this offering, our authorized capital stock will consist of 850,000,000 shares of
common stock, par value $0.0001, and 150,000,000 shares of preferred stock, par value $0.0001.

Common Stock

We are authorized to issue 850,000,000 shares of common stock. At October 15,1999, 142,922,810
shares of common stock were deemed outstanding and held of record by approximately 44 holders.
Under the certificate of incorporation and bylaws, holders of common stock do not have cumulative
voting rights. Holders of shares representing a majority of the voting power of common stock can elect
all of the directors. The holders of the remaining shares will not be able to elect any directors. The
shares of common stock offered by this prospectus, when issued, will be fully paid and non-assessable
and will not be subject to any redemption or sinking fund provisions. Holders of common stock do not

have any preemptive, subscription or conversion rights.



Holders of common stock are entitled to receive dividends declared by the Board of Directors out of
legally available funds, subject to the rights of preferred stockholders and the terms of any existing or
future agreements between us and our lenders. Since our inception, we have not declared or paid any
cash dividends on our common stock. We presently intend to retain future earnings, if any, for use in
the operation and expansion of our business. We do not anticipate paying cash dividends in the
foreseeable future. See "Dividend Policy." In the event of our liquidation, dissolution or winding up,
common stockholders are entitled to share ratably in all assets legally available for distribution after
payment of all debts and other liabilities, and subject to the prior rights of any holders of outstanding

shares of preferred stock.
Preferred Stock

Upon the closing of this offering, all 19,481,130 shares of our Series A convertible participating
preferred stock and 15,877,249 shares of our Series B convertible participating preferred stock will
convert into shares of common stock. Thereafter, the Board of Directors is authorized to issue from
time to time up to an aggregate of 5,000,000 shares of preferred stock in one or more series and to fix
or alter the designations, preferences, rights and any qualifications, limitations or restrictions of the
shares of each of these series, including the dividend rights, dividend rates, conversion rights, voting
rights, term of redemption, including sinking fund provisions, redemption price or prices, liquidation
preferences and the number of shares constituting any series or designations of a series without further
vote or action by the stockholders. The issuance of preferred stock may have the effect of delaying,
deferring or preventing a change in control of BUY.COM without further action by the stockholders
and may adversely affect the voting and other rights of the holders of common stock. The issuance of
preferred stock with voting and conversion rights may adversely affect the voting power of the holders
of common stock, including the loss of voting control to others. We currently have no plans to issue any

shares of preferred stock.

We believe that the ability to issue preferred stock without the expense and delay of a special
stockholders' meeting will provide us with increased flexibility in structuring possible future financings
and acquisitions, and in meeting other corporate needs that might arise. This also permits the Board of
Directors to issue preferred stock containing terms which could impede the completion of a takeover
attempt, subject to limitations imposed by the securities laws. The Board of Directors will make any
determination to issue these shares based on its judgment as to the best interests of BUY.COM and its
stockholders at the time of issuance. This could discourage an acquisition attempt or other transaction
which stockholders might believe to be in their best interests or in which they might receive a premium

for their stock over the then market price of the stock.

Anti-Takeover Provisions We are subject to the provisions of Section 203 of the Delaware General
Corporation Law. Subject to exceptions, Section 203 prohibits a publicly-held Delaware corporation
from engaging in a "business combination” with an "interested stockholder" for a period of three years
from the date of the transaction in which the person became an interested stockholder, unless the
interested stockholder attained this status with the approval of the Board of Directors or unless the

business combination is approved in a prescribed manner. A "business combination" includes mergers,



asset sales and other transactions resulting in a financial benefit to the interested stockholder. Subject
to exceptions, an "interested stockholder" is a person who, together with affiliates and associates, owns,
or within three years did own, 15% or more of the corporation's voting stock. This statute could
prohibit or delay the accomplishment of mergers or other takeover or change in control attempts with

respect to us and, accordingly, may discourage attempts to acquire us.

Provisions of the certificate of incorporation and bylaws may make it more difficult to acquire control
of BUY.COM. These provisions could deprive stockholders of the opportunity to realize a premium on
the shares of common stock owned by them. In addition, these provisions may adversely affect the

prevailing market price of the stock and are intended to:

. enhance the likelihood of continuity and stability in the composition of the Board and in the policies

formulated by the Board;
. discourage transactions which may involve an actual or threatened change in control of BUY.COM;
. discourage tactics that may be used in proxy fights;

. encourage persons seeking to acquire control of BUY.COM to consult first with the Board of Directors
to negotiate the terms of any proposed business combination or offer; and . reduce our vulnerability to
an unsolicited proposal for a takeover that does not contemplate the acquisition of all of our

outstanding shares or that is otherwise unfair to our stockholders.

Classified Board of Directors; Removal; Filling Vacancies and Amendment. Upon the closing of this
offering, the certificate of incorporation and bylaws will provide for the Board to be divided into three
classes of directors serving staggered, three-year terms. The classification of the Board has the effect of
requiring at least two annual stockholder meetings, instead of one, to replace a majority of members of
the Board. Subject to the rights of the holders of any outstanding series of preferred stock, the
certificate of incorporation will authorize only the Board to fill vacancies, including newly created
directorships. Accordingly, this provision could prevent a stockholder from obtaining majority
representation on the Board by enlarging the Board of Directors and filling the new directorships with
its own nominees. The certificate of incorporation will also provide that directors may be removed by
stockholders only for cause and only by the affirmative vote of holders of two- thirds of the

outstanding shares of voting stock.

Special Stockholder Meetings. The certificate of incorporation will provide that special meetings of the

stockholders for any purpose or purposes, unless required by law, shall be called by:
. the President or Secretary following a request in writing of the President;

. a majority of the entire Board; or . stockholders owning not less than 50% of the entire voting stock of
BUY.COM then issued and outstanding,

A special meeting of the stockholders may not be held absent a written request of this nature. The
request shall state the purpose or purposes of the proposed meeting. This limitation on the right of
stockholders to call a special meeting could make it more difficult for stockholders to initiate actions

that are opposed by the Board of Directors. These actions could include the removal of an incumbent



director or the election of a stockholder nominee as a director. They could also include the
implementation of a rule requiring stockholder ratification of specific defensive strategies that have
been adopted by the Board of Directors with respect to unsolicited takeover bids. In addition, the
limited ability of the stockholders to call a special meeting of stockholders may make it more difficult

to change the existing Board and management.

Written Consent; Special Meetings of Stockholders. The certificate of incorporation will prohibit the
taking of stockholder action by written consent without a meeting. These provisions will make it more

difficult for stockholders to take action opposed by the Board of Directors.

Amendment of Provisions in the Certificate of Incorporation. The certificate of incorporation will
generally require the affirmative vote of the holders of at least two-thirds of the outstanding voting

stock in order to amend any provisions of the certificate of incorporation concerning:
. the removal or appointment of directors;

. the authority of stockholders to act by written consent;

. the required vote to amend the certificate of incorporation;

. calling a special meeting of stockholders;

. procedure and content of stockholder proposals concerning business to be conducted at a meeting of

stockholders; and . director nominations by stockholders.

These voting requirements will make it more difficult for minority stockholders to make changes in the
certificate of incorporation that could be designed to facilitate the exercise of control over us.
Furthermore, SOFTBANK and its affiliates will effectively control the voting power with respect to
approximately % of our common stock, based on the terms of the voting trust agreement covering
shares beneficially owned by our founder. This gives them absolute power with respect to any
stockholder action or approval requiring either a two-thirds vote or a simple majority. For a more
detailed discussion of this voting trust, see "Certain Transactions--Transactions with Scott Blum and

His Immediate Family."
Warrants

In July 1999, we issued a warrant to United Air Lines to purchase 2,000,000 shares of common stock at
an exercise price of $10.00 per share. This warrant is fully vested and may be exercised at any time and

expires in July 2004.

In July 1999, we issued a warrant to our commercial lending institution to purchase shares of common
stock at an exercise price of § . This warrant is exercisable any time after the completion of this offering
and expires in July 2001. However, this warrant terminates if the lender perfects a security interest in
Mr. Blum's investment portfolio or otherwise enforces any of its rights under its credit facility with us.
In October 1999, we issued a warrant to another party to purchase 1,000,000 shares of common stock
at an exercise price of $5.67 per share. This warrant may be exercised at any time and expires in
December 2001.



Registration Rights

After this offering, holders of 158,090,672 shares of common stock will be entitled to registration
rights with respect to their shares. Subject to conditions, these holders can require us to register all or
part of their shares. In addition, these holders may require us to include their shares in future
registration statements that we file and may require us to register their shares on Form S-3. Upon

registration, these shares will be freely tradable in the public market without restriction.

United Air Lines also holds registration rights with respect to the 2,000,000 shares of common stock
subject to their outstanding warrant, and subject to conditions, may require us to register all or a part of
their shares. Our commercial lender holds piggyback registration rights with respect to the common
stock issuable under their warrants and we intend to grant another party similar piggyback registration

rights with respect to their warrant.

Transfer Agent and Registrar The transfer agent and registrar for our common stock is U.S. Stock

Transfer Corporation.

Shares Eligible for Future Sale

Upon completion of the offering, we will have shares of common stock outstanding assuming no
exercise of options after October 15, 1999. Of this amount, the shares offered by this prospectus will be
available for immediate sale in the public market as of the date of this prospectus. Following the
expiration of 180-day lockup agreements with the representatives of the underwriters or BUY.COM,
shares will be available for sale in the public market, subject in some cases to compliance with the

volume and other limitations of Rule 144.

Approximate Number Days after the Date of Shares Eligible of this Prospectus for Future Sale

Comment
Upon Freely tradable shares sold in this
effectiveness..... offering
180 days........... Lock-up released; shares saleable
under Rule 144, 144(k) or 701
Over 180 days...... Restricted securities held for less

than one year

In general, under Rule 144 as currently in effect, a person who has beneficially owned shares for at least
one year is entitled to sell, within any three-month period commencing 90 days after the date of this

prospectus, a number of shares that does not exceed the greater of:

. 1% of the then outstanding shares of common stock; or . the average weekly trading volume during

the four calendar weeks preceding the sale, subject to the filing of a Form 144 with respect to the sale.

A person who is not deemed to have been an affiliate of ours at any time during the 90 days
immediately preceding the sale and who has beneficially owned his or her shares for at least two years
is entitled to sell his or her shares under Rule 144(k) without regard to the limitations described above.
Persons deemed to be affiliates must always sell under Rule 144, even after the applicable holding

periods have been satisfied.



We are unable to estimate the number of shares that will be sold under Rule 144, since this will depend
on the market price for our common stock, the personal circumstances of the sellers and other factors.
Prior to the offering, there has been no public market for the common stock, and there can be no
assurance that a significant public market for the common stock will develop or be sustained after the
offering. Any future sale of substantial amounts of the common stock in the open market may

adversely affect the market price of the common stock offered by this prospectus.

BUY.COM, its directors, executive officers, stockholders with registration rights and other stockholders
and optionholders have agreed, under the purchase agreement and other agreements, that they will not
sell any common stock without the prior written consent of Merrill Lynch for a period of 180 days
from the date of this prospectus, except that we may, without consent, grant options and sell shares

under our stock plans.

Any employee or consultant who purchased his or her shares under a written compensatory plan or
contract is entitled to rely on the resale provisions of Rule 701, which permits nonaffiliates to sell their
Rule 701 shares without having to comply with the public information, holding period, volume
limitation or notice provisions of Rule 144 and permits affiliates to sell their Rule 701 shares without
having to comply with the Rule 144 holding period restrictions, in each case commencing 90 days after
the date of this prospectus. As of October 15, 1999, the holders of options to purchase approximately
32,808,459 shares of common stock will be eligible to sell their shares upon the expiration of the 180-
day lockup period, subject to the vesting of those options.

We intend to file a registration statement on Form S-8 under the Securities Act as soon as practicable
after the completion of the offering to register 39,539,960 shares of common stock subject to
outstanding stock options or reserved for issuance under our 1998 Stock Option/Stock Issuance Plan
and the Special Executive Option Plan. This registration will permit the resale of these shares by
nonaffiliates in the public market without restriction under the Securities Act, upon completion of the
lock-up period described above. Shares registered under the Form S-8 registration statement held by
affiliates will be subject to Rule 144 volume limitations. See "Management--Executive Compensation,"

"--1998 Stock Option/Stock Issuance Plan" and "--Special Executive Option Plan."

In addition, holders of 158,090,672 shares of common stock have registration rights with respect to
their shares. Registration of these securities would enable these shares to be freely tradable without
restriction under the Securities Act. We also have given, or intend to give, registration rights to our
warrant holders with respect to shares of common stock. See "Risk Factors--A large number of
additional shares may be sold into the public market in the near future. These sales could cause the

market price of our common stock to decline significantly, even if our business is doing well."

Underwriting

General



Merrill Lynch, Pierce, Fenner & Smith Incorporated, Bear Stearns & Co. Inc. and Hambrecht & Quist
LLC are acting as representatives of each of the underwriters named below. Subject to the terms and
conditions set forth in a purchase agreement among us and the underwriters, we have agreed to sell to
the underwriters, and each of the underwriters severally and not jointly has agreed to purchase from

us, the number of shares of common stock set forth opposite its name below.

Number Underwriter of Shares Merrill Lynch, Pierce, Fenner & Smith
Incorporated.....cceeeeeeeuecrcncccecececeenenennnne Bear Stearns & Co. INCu.uvurerecuccccncncecnenererererereeenen Hambrecht &
QuISt LLCciiiirerereeeeeeeeccccenene TOtAL ettt eesaeaene

In the purchase agreement, the several underwriters have agreed, subject to its terms and conditions, to
purchase all of the shares of common stock being sold under the terms of the agreement if any of the
shares of common stock are purchased. In the event of a default by an underwriter, the purchase
agreement provides that, in certain circumstances, the purchase commitments of the non- defaulting

underwriters may be increased or the purchase agreement may be terminated.

We have agreed to indemnify the underwriters against certain liabilities, including certain liabilities
under the Securities Act, or to contribute to payments the underwriters may be required to make in

respect of those liabilities.

The shares of common stock are being offered by the several underwriters, subject to prior sale, when,
as and if issued to and accepted by them, subject to approval of certain legal matters by counsel for the
underwriters and certain other conditions. The underwriters reserve the right to withdraw, cancel or

modify this offer and to reject orders in whole or in part.

Commissions and Discounts The representatives have advised us that the underwriters propose
initially to offer the shares of common stock to the public at the initial public offering price set forth on
the cover page of this prospectus, and to certain dealers at such price less a concession not in excess of
$ per share of common stock. The underwriters may allow, and such dealers may reallow, a discount
not in excess of § per share of common stock to certain other dealers. After the initial public offering,

the public offering price, concession and discount may be changed.

The following table shows the per share and total public offering price, underwriting discount to be
paid by us to the underwriters and the proceeds before expenses to us. This information is presented

assuming either no exercise or full exercise by the underwriters of their over-allotment option.

Per Share Without Option With Option

Public offering price... $ $ $
Underwriting discount... $ $ $
Proceeds, before

expenses, to BUY.COM... $ $ $

The expenses of this offering (exclusive of the underwriting discount and commissions) are estimated

at $ and are payable by us.



Over-Allotment Option We have granted an option to the underwriters, exercisable for 30 days after
the date of this prospectus, to purchase up to an aggregate of additional shares of common stock at the
public offering price set forth on the cover page of this prospectus, less the underwriting discount. The
underwriters may exercise this option solely to cover over-allotments, if any, made on the sale of the
common stock offered hereby. To the extent that the underwriters exercise this option, each
underwriter will be obligated, subject to certain conditions, to purchase a number of additional shares

of common stock proportionate to such underwriter's initial amount reflected in the foregoing table.
Reserved Shares

At the request of BUY.COM,, the underwriters have reserved for sale, at the initial public offering price,
up to of the shares offered hereby to be sold to certain directors, officers, employees, distributors,
dealers, business associates and related persons of BUY.COM. The number of shares of common stock
available for sale to the general public will be reduced to the extent such persons purchase such
reserved shares. Any reserved shares which are not orally confirmed for purchase within one day of the
pricing of this offering will be offered by the underwriters to the general public on the same terms as

the other shares offered in this prospectus.

No Sales of Similar Securities For a period of 180 days after the date of this prospectus, we, our
executive officers, directors and other stockholders beneficially owning substantially all of the
outstanding shares of common stock have agreed, subject to certain exceptions, not to directly or

indirectly:

. offer, pledge, sell, contract to sell, sell any option or contract to purchase, purchase any option or
contract to sell, grant any option, right or warrant for the sale of or otherwise dispose of or transfer any
shares of common stock or securities convertible into or exchangeable or exercisable for common stock,
whether now owned or thereafter acquired by the person executing the agreement or with respect to
which the person executing the agreement thereafter acquires the power of disposition, or file a

registration statement under the Securities Act with respect to the foregoing;

. enter into any swap or other agreement that transfers, in whole or in part, the economic consequence
of ownership of the common stock whether any swap or transaction is to be settled by delivery of
common stock or other securities, in cash or otherwise; or . make any demand for, or exercise any right
with respect to, the registration of any share of common stock or any securities convertible into or
exchangeable for common stock, without the prior written consent of Merrill Lynch on behalf of the

underwriters.

Nasdaq National Market Listing Prior to this offering, there has been no public market for our common
stock. The initial public offering price will be determined through negotiations between us and the
representatives. The factors to be considered in determining the initial offering price, in addition to
prevailing market conditions, include the valuation multiples of publicly-traded companies that the
representatives believe to be comparable to us, certain of our financial information, the history of, and
the prospects for, our company and the industry in which we compete, and an assessment of our
management, its past and present operations, the prospects for, and timing of, our future revenues, the

present state of our development and the above factors in relation to market values and various



valuation measures of other companies engaged in activities similar to ours. There can be no assurance
that an active trading market will develop for our common stock or that our common stock will trade in

the public market subsequent to this offering at or above the initial public offering price.

We have applied to list our common stock for quotation on the Nasdaq National Market under the
symbol "BUYC."

The underwriters do not expect sales of the common stock to be made to any accounts over which they
exercise discretionary authority to exceed five percent of the number of shares being offered in this

offering.

Price Stabilization and Short Positions Until the distribution of the common stock is completed, rules
of the Securities and Exchange Commission may limit the ability of the underwriters and certain
selling group members to bid for and purchase our common stock. As an exception to these rules, the
representatives are permitted to engage in certain transactions that stabilize the price of our common
stock in connection with this offering. These transactions consist of bids or purchases for the purpose

of pegging, fixing or maintaining the price of our common stock.

If the underwriters create a short position in our common stock in connection with the offering
contemplated hereby, i.e., if they sell more shares of common stock than are set forth on the cover page
of this prospectus, the representatives may reduce that short position by purchasing our common stock
in the open market. The representatives may also elect to reduce any short position by exercising all or

part of the over-allotment option described above.
Penalty Bids

The representatives may also impose a penalty bid on certain underwriters and selling group members.
This means that if the representatives purchase shares of our common stock in the open market to
reduce the underwriters' short position or to stabilize the price of our common stock, they may reclaim
the amount of the selling concession from the underwriters and selling group members who sold those
shares.

In general, purchases of a security for the purpose of stabilization or to reduce a short position could
cause the price of the security to be higher than it might be in the absence of these purchases. The
imposition of a penalty bid might also have an effect on the price of our common stock to the extent

that it discourages resales of our common stock.

Neither we nor any of the underwriters makes any representation or prediction as to the direction or
magnitude of any effect that the transactions described above may have on the price of our common
stock. In addition, neither we nor any of the underwriters makes any representation that the
representatives will engage in such transactions or that such transactions, once commenced, will not be

discontinued.



Legal Matters

The validity of the issuance of the shares of common stock offered by this prospectus will be passed
upon for us by Brobeck, Phleger & Harrison LLP, Irvine, California. Legal matters relating to the sale of
common stock in this offering will be passed upon for the underwriters by Wilson Sonsini Goodrich &

Rosati, Professional Corporation, Palo Alto, California.

Experts

The consolidated balance sheets of BUY.COM INC. as of December 31, 1997 and 1998 and the related
consolidated statements of operations, stockholders' equity (deficit) and cash flows for the period from
June 7, 1997 (Inception) to December 31, 1997, and the year ended December 31, 1998, included in
this prospectus and elsewhere in the registration statement, have been audited by Arthur Andersen
LLP, independent public accountants, as indicated in their report with respect thereto, and are

included herein in reliance upon the authority of said firm as experts in giving such reports.

The balance sheets of BuyGolf.com, Inc. as of December 31, 1998 and June 30, 1999 and the related
statements of operations, stockholders' equity, and cash flows for the period from December 1, 1998
(Inception) to December 31, 1998, and the six months ended June 30, 1999, included in this
prospectus and elsewhere in the registration statement, have been audited by Arthur Andersen LLP,
independent public accountants, as indicated in their report with respect thereto, and are included

herein in reliance upon the authority of said firm as experts in giving such reports.

Where You Can Find More Information

We have filed a registration statement on Form S-1 with the Securities and Exchange Commission
under the Securities Act with respect to the common stock offered by this prospectus. This prospectus
does not contain all of the information in the registration statement and its exhibits and schedules. For
further information with respect to us and our common stock, please see the registration statement and
the exhibits and schedules filed with the registration statement. Statements contained in this
prospectus concerning the contents of any contract or other document referred to are not necessarily
complete. Please refer to the copies of these contracts or other documents filed as an exhibit to the
registration statement. Each of these statements is qualified in all respects by this reference. The
registration statement, including its exhibits and schedules, may be inspected without charge at the
principal office of the Commission in Washington, D.C. Copies of all or any part of the registration
statement may be inspected and copied at the public reference facilities maintained by the Commission
at 450 Fifth Street, NW., Room 1024, Washington, D.C. 20549. These copies may also be inspected and
copied at the Commission's Regional Offices located at:

. Citicorp Center, 500 West Madison Street, Suite 1400, Chicago, Illinois 60661-2511; and . 7 World
Trade Center, Suite 1300, New York, New York 10048.



Copies of this material may be obtained at prescribed rates by mail from the public reference section of
the Commission at 450 Fifth Street, N.W., Washington, D.C. 20549. In addition, the Securities and
Exchange Commission maintains an Internet site at http:/www.sec.gov that contains reports, proxy
and information statements and other information regarding registrants, including us, that file

electronically.
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Report of Independent Public Accountants
To the Board of Directors BUY.COM INC.:

We have audited the accompanying consolidated balance sheets of BUY.COM INC. (a Delaware
corporation) and subsidiaries as of December 31, 1997 and 1998, and the related statements of
operations, stockholders' equity (deficit) and cash flows for the period from June 7, 1997, (Inception) to
December 31, 1997, and the year ended December 31, 1998. These financial statements are the
responsibility of the Company's management. Our responsibility is to express an opinion on these

financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for

our opinion.



In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of BUY.COM INC. and subsidiaries as of December 31, 1997 and 1998,
and the results of their operations and their cash flows for the period from June 7, 1997, (Inception) to
December 31, 1997, and the year ended December 31, 1998, in conformity with generally accepted

accounting principles.

/s/ Arthur Andersen LLP Orange County, California October 26, 1999
Buy.com Inc.

Consolidated Balance Sheets

(amounts in thousands, except share and per share data)

Pro forma
December 31, Stockholders'
————————————————————————————————— September 30, Equity (Deficit) at
1997 1998 1999 September 30, 1999
(unaudited) (unaudited)
(see note 8)
Assets Current Assets: Cash..........u..... $ 34 $9,221 § 3,231 Accounts receivable, net of allowances of

$0 and $50 at December 31, 1997 and 1998, respectively, and $766 at September 30, 1999..............
178 4,986 16,062 Prepaid expenses and other current assets.. 4 1,258 1,422 Total current
aSSELS.iverrerrnnne 216 15,465 20,715 Property and equipment, Net........c.ceceeueee 50 2,895 5,286 Intangibles,
net........ -- 8,212 7,187 Other noncurrent assets................. 1265701%267 % 26,837 % 33,889
Liabilities and Stockholders' Equity (Deficit) Current Liabilities: Accounts payable....... $3619% 16,270
$ 68,455 Line of credit......... -- -- 12,377 Accrued expenses....... 11 438 3,695 Deferred revenue....... 22
2,295 826 Income taxes payable... 2 3 3 Note payable to stockholder........... 211 -- 5,000 Current
portion of long-term debt........ -- 21 313 Total current liabilities......... 607 19,027 90,669 Long-Term
Debt, net of current portion........ --1,175 1,818 Commitments and Contingencies Stockholders' Equity
(Deficit): Convertible preferred stock--Series A, $0.0001 par value; Authorized shares-- 19,481,130 at
December 31, 1998 and 150,000,000 at September 30, 1999; Issued and outstanding-- 19,481,130 at
December 31, 1998 and at September 30, 1999, and O pro forma (unaudited), including additional
paid-in capital............... -- 14,943 14,943 $ -- Common stock, $0.0001 par value; Authorized shares--
189,998,130 at December 31, 1998 and 850,000,000 at September 30, 1999; Issued and outstanding--
138,977,040 at December 31, 1998, 142,922,810 at September 30, 1999, and 162,403,940 pro forma
(unaudited)........... -- 14 14 16 Additional paid-in capital............... -- 12,351 33,593 48,534 Deferred
compensation.. -- (2,439) (8,387) (8,387) Members' capital, no par value; Authorized units--11,000,000
at December 31, 1997; Issued and outstanding--9,000,000 at December 31, 1997.. 50 -- -- --
Accumulated deficit.... (390) (18,234) (98,761) (98,761) Total stockholders' equity (deficit).... (340)
6,635 (58,598) $ (58,598) $ 267 $ 26,837 $ 33,889 The accompanying notes are an integral part of
these consolidated balance sheets.



Buy.com Inc.

Consolidated Statements of Operations

(amounts in thousands, except share and per share data)

June 7, 1997 Nine Months Ended
(Inception) to Year Ended September 30,
December 31, December 31, ----------"-"-"-"--—--—————-
1997 1998 1998 1999
(unaudited)
Net revenues............ $ 878 $ 125,290 $ 63,761 $ 397,601
Cost of goods sold...... 832 123,527 61,165 401,214
Gross profit (loss)..... 46 1,763 2,596 (3,613)
Operating expenses:
Sales and marketing.... 130 13,430 2,770 44,094
Product development.... 30 950 404 3,851
General and
administrative........ 260 4,250 3,624 12,872
Depreciation and
amortization.......... 7 377 61 3,009
Amortization of
deferred
compensation.......... - 795 422 5,417
Charge for warrants.... - - - 7,021
Total operating
EXPENSES . vt vvvunnennnn 427 19,802 7,281 76,264
Operating loss.......... (381) (18,039) (4,685) (79,877)
Other income (expense):
Interest income
(expense), net........ (7) 202 78 (721)
Other.....ovvvviennnn.. -- (4) (58) 74
Total other income
(expense)............ (7) 198 20 (647)
Loss before provision
for income taxes....... (388) (17,841) (4,665) (80,524)
Provision for income
taxes......oiiiiiiia 2 3 3 3
Net 10SS...evvuuuneenn.. $ (390) $ (17,844) $ (4,668) $  (80,527)
Net loss per share:
Basic and diluted...... $ (0.00) $ (0.14) $ (0.04) $ (0.57)
Weighted average number
of common shares
outstanding:
Basic and diluted...... 130,129,725 130,905,390 130,129,725 141,814,477

The accompanying notes are an integral part of these consolidated statements.
Buy.com Inc.

Consolidated Statements of Stockholders' Equity (Deficit)

(amounts in thousands, except share data)



Convertible

Members' Capital Preferred Stock Common Stock
Total
Additional
Stockholders'
Preferred Paid-in Deferred

Accumulated Equity

Units Capital Shares Stock Shares Par Capital Compensation
Deficit (Deficit)
Inception of Company, June 7, 1997 Members' contributions.... 9,000,000 $ 50 -- $ - --$ --$ - § -- § -
- $ 50 Net loss......... —- - - = - == == - (390) (390) Balance, December 31, 1997......... 9,000,000 50 -- -- --
-- -- -- (390) (340) Reorganization of Company, August 3, 1998: Retirement of members' units..
(9,000,000) (50) -- -- == - -- -- -- (50) Issued Series A Preferred stock........... ----4870,2752 - - - -- --
2 Issued Common stock........... --------130,129,725 13 35 -- -- 48 Issuance of Series A preferred stock
for cash......... ----14,610,855 14,941 -- -- -- -- -- 14,941 Issuance of common stock for acquisition of
Speedserve....... --------8,847,3151 9,082 -- -- 9,083 Deferred compensation related to stock options
granted.. -- -- -- -- -- -- 3,234 (3,234) -- -- Amortization of deferred compensation..... == == == == == == --
795 -- 795 Net loss......... —- - e--- - - --(17,844) (17,844) Balance, December 31, 1998......... —
19,481,130 14,943 138,977,040 14 12,351 (2,439) (18,234) 6,635 Exercise of stock options for
cash............. -------- 3,168,000 -- 21 -- -- 21 Issuance of common stock for cash............. R
507,675 -- 1,974 -- -- 1,974 Common stock issued for purchases of domain names for cash and
common stocK............ -- == - - 270,095 -- 861 -- -- 861 Issuance of warrants for supply and debt
agreements....... == -- - == == == 7,021 -- -- 7,021 Deferred compensation related to stock options granted..
== == == === -- 11,365 (11,365) -- -- Amortization of deferred compensation..... == == == == == == -- 5417 --
5,417 Net loss......... == == -------- - --(80,527) (80,527) Balance, September 30, 1999 (unaudited)...... -

$-- 19,481,130 $14,943 142,922,810 § 14 $33,593 $ (8,387) $(98,761) $(58,598) The accompanying

notes are an integral part of these consolidated statements.
Buy.com Inc.

Consolidated Statements of Cash Flows

(amounts in thousands)

June 7, 1997 Nine Months Ended
(Inception) to Year Ended September 30,
December 31, December 31, --------------------—--
1997 1998 1998 1999
(unaudited)
Cash flows from operating activities: Net 10ss.........ccur.... $(390) $ (17,844) § (4,668) $ (80,527)
Adjustments to reconcile net loss to net cash used in operating activities: Depreciation and
amortization............. 7 377 61 3,009 Gain on sale of fixed assets.........ceeueuen. -- -- -- (249) Amortization of
deferred compensation............. -- 795 422 5,417 Charge for warrants....... -- -- -- 7,021 Changes in assets

and liabilities: Accounts receivable...... (178) (4,211) (3,176) (11,076) Prepaid expenses and other



current assets.... (4) (1,128) (121) (164) Other noncurrent assets.. (1) (264) (19) (478) Accounts
payable......... 361 15,641 5,170 52,185 Accrued expenses......... 11 384 85 3,257 Deferred revenue.........
222,272 1,006 (1,469) Income taxes payable..... 2 1 (2) -- Net cash used in operating activities... (170)
(3,977) (1,242) (23,074) Cash flows from investing activities: Purchase of property and

equipment................ (57) (2,681) (737) (2,728) Proceeds from sale of equipment................ ------735
Costs incurred in connection with acquisition.............. -- (81) -- -- Acquisition of domain
NAMES.veeereeereennne -- -- -- (380) Net cash used in investing activities... (57) (2,762) (737) (2,373) Cash
flows from financing activities: Formation of Company...... 50 -- -- -- Borrowings from (repayments to)
stockholder, net......... 211(211) (211) 5,000 Proceeds from issuance of preferred stock.......... -- 14,941
14,941 -- Proceeds from issuance of common stock............. -- -- -- 1,974 Exercise of stock
OPLioNS...cevriisenens -- -- -- 21 Borrowings under line of credit, mortgage and other obligations........ --
1,196 42 12,462 Net cash provided by financing activities... 261 15,926 14,772 19,457 Net increase
(decrease) in cash and cash equivalents.............. 34 9,187 12,793 (5,990) Cash, beginning of period.. --

34 34 9,221 Cash, end of period........ $34$9,221 $ 12,827 $ 3,231 The accompanying notes are an

integral part of these consolidated statements.

Buy.com Inc.

CONSOLIDATED STATEMENTS OF CASH FLOWS -- (Continued) (amounts in thousands)

June 7, 1997 Nine Months Ended

(Inception) to Year Ended September 30,

December 31, December 31, -------—-—-——-------———-——-

1997 1998 1998 1999
(unaudited)

Supplemental cash flow information: Cash paid during the year for: Interest........c........ $--$15%--9%
306 Income taxes.......oeen.. $--$28%--$7 Summary of non-cash investing and financing activity:
Equipment acquired under capital lease............. $--$--8%--$850 Domain name purchases...... $ -- § --

$ -- $ 861 ACQUISITIONS: 1998--Acquired all of the outstanding capital stock of Speedserve.com,
Inc. The following table outlines the assets acquired, liabilities assumed and cash paid: Fair value of
assets acquired........eeeeee.. $--$9,476 % -- § -- Less: Liabilities assumed....... --(312) -- -- Fair value of
common stock issued........cccucuuue. -- (9,083) -- -- Cash paid in connection with acquisitions......... $--$81

$ -- § -- The accompanying notes are an integral part of these consolidated statements.

Buy.com, Inc.

Notes to Consolidated Financial Statements

1. Company Background BUY.COM Inc. and subsidiaries, collectively (the "Company" or "BUY.COM"),
is a multi-category Internet superstore, offering a selection of brand name computer hardware and
peripherals, software, books, videos, DVDs, computer games and music. Through seven online specialty

stores, the Company offers products through a shopping interface that features extensive product



information and multi-media presentations. The Company's e-commerce portal, www.buy.com, links
all of the seven specialty stores and is designed to enhance the customer's online shopping experience
24 hours a day, seven days a week. BUY.COM uses a virtual operating model that includes outsourcing

the majority of its operating infrastructure to national distribution and fulfillment partners.

BUY.COM (formerly BuyComp, LLC and Buy Corp.) was formed in June 1997 and began offering

products for sale through its web site in November 1997. From BUY.COM's inception through mid-
November 1997, the Company had no sales. During this period, the Company's operating activities
primarily involved the development of the necessary infrastructure and the original BuyComp.com

web site. In August 1998, the Company changed its web site designation to www.buy.com.

In December 1998, the Company formed BUY.COM Entertainment, Inc., a wholly owned subsidiary,
for the purpose of acquiring Speedserve, Inc. ("Speedserve"), an online retailer of books, videos, DVD's
and video games. As a result, effective December 1998, the operations of Speedserve's retail web sites
were consolidated with the operations of the Company's existing computer hardware, software and

peripheral retail web sites.

2. Summary of Significant Accounting Policies Principles of Consolidation The consolidated financial
statements include the accounts of the Company and its wholly owned and majority controlled
subsidiaries, including, BuyCorp Europe, Inc., BUY.COM Entertainment, Inc., Computerstore.com Inc.,
BuyNow, Inc. and InternetComputerstore.com, Inc. The Company's investments in joint ventures and
related companies that represent a 20% to 50% ownership interest over which the Company has
significant influence, but not control, are accounted for using the equity method. All significant

intercompany balances and transactions have been eliminated.
Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and the disclosures of contingent assets and liabilities at the date of the financial
statements as well as the reported amounts of revenues and expenses during the reporting period.

Actual results could differ from those estimates.
Accounts Receivable

Accounts receivable consist of credit card and trade receivables arising in the normal course of

business as well as an accrual for products shipped to customers but not yet billed by the Company.

Substantially all of the Company's accounts receivable serve as collateral for purchases made from

Ingram Micro, Inc. ("Ingram"), one of the Company's vendors.



Buy.com Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Continued) Property and Equipment
Property and equipment is stated at cost. Depreciation and amortization are computed using the
straight-line method over the estimated useful lives of the assets. Fixed assets purchased under capital
leases are amortized on a straight-line basis over the lesser of the estimated useful life of the asset or
the lease term. When assets are retired or otherwise disposed of, the cost and related accumulated
depreciation are removed and any gain or loss is reflected in the results of operations. Maintenance and

repair expenditures are charged to operations as incurred.
Intangibles

Intangible assets consist of the portion of the purchase price of businesses acquired in excess of the fair
value of identifiable net tangible assets acquired and the cost of internet domain names acquired.

Amortization is computed using the straight-line method over the estimated useful lives of the assets.
Long-Lived Assets

The Company assesses the recoverability of its long-lived assets on an annual basis or whenever
adverse events of changes in circumstances or business climate indicate that expected undiscounted
future cash flows related to such long-lived assets may not be sufficient to support the net book value of
such assets. If undiscounted cash flows are not sufficient to support the recorded assets, an impairment
is recognized to reduce the carrying value of the long- lived assets to the estimated fair value. Cash flow
projections, although subject to a degree of uncertainty, are based on trends of historical performance
and management's estimate of future performance, giving consideration to existing and anticipated
competitive and economic conditions. Additionally, in conjunction with the review for impairment, the

remaining estimated lives of certain of the Company's long-lived assets are assessed.

Deferred Financing Costs Costs incurred in connection with obtaining financing are capitalized and
amortized over the maturity period or expected term of the debt and are included in prepaid expenses

and other current assets.

Fair Value of Financial Instruments The carrying amounts for the Company's cash, prepaid expenses
and other current assets, accounts payable, accrued expenses, long-term debt, and other liabilities

approximate fair value.
Revenue Recognition

The Company recognizes revenue from product sales, net of discounts and estimated sales returns,
when the products are shipped to customers. Outbound shipping and handling charges are included in
net sales. The Company provides an allowance for sales returns, which is based on historical

experience.

Advertising Costs



The cost of advertising is expensed as incurred. For the years ended December 31, 1997 and 1998, and

for the nine months ended September 30, 1999, the Company incurred advertising expense of
$70,000, $7.8 million, and $23.6 million, respectively.

Income Taxes

The Company recognizes deferred tax assets and liabilities based on differences between the financial
reporting and tax bases of assets and liabilities using the enacted tax rates and laws that are expected to

be in

Buy.com Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Continued) effect when the differences

are expected to be recovered. Under the Tax Reform Act of 1986, the benefits from net operating losses
carried forward may be impaired or limited in certain circumstances. In addition, a valuation allowance
has been provided for deferred tax assets when it is more likely than not that all or some portion of the

deferred tax asset will not be realized. The Company has established a full valuation allowance on the

aforementioned deferred tax assets due to the uncertainty of realization.
Loss Per Share

Basic earnings per share is computed using the weighted-average number of common shares
outstanding during the period. Diluted earnings per share is computed using the weighted average
number of common stock and common stock equivalent shares outstanding during the period.

Common stock equivalent shares are excluded from the computation if their effect is antidilutive.

Comprehensive Income (Loss) As of January 1, 1998, the Company adopted Statement of Financial
Accounting Standards ("SFAS") No. 130, Reporting Comprehensive Income, which establishes
standards for the reporting and display of comprehensive income (loss) and its components in the
financial statements. Components of comprehensive income (loss) include amounts that, under SFAS
No. 130, are included in comprehensive income (loss) but are excluded from net income (loss). There

were no significant differences between the Company's net loss and comprehensive loss.

Stock-Based Compensation The Company has elected to follow Accounting Principles Board Opinion
("APB") No. 25, Accounting for Stock Issued to Employees, and related interpretations, in accounting
for its employee stock options rather than the alternative fair value accounting allowed by SFAS No.
123, Accounting for Stock-Based Compensation. APB No. 25 provides that the compensation expense
relative to the Company's employee stock options is measured based on the intrinsic value of stock
options granted. SFAS No. 123 requires companies that continue to follow APB No. 25 to provide a pro
forma disclosure of the impact of applying the fair value method of SFAS No. 123. This method
recognizes the fair value of stock options granted at the date of grant in earnings over the vesting

period of the options.



Foreign Currency Translation The functional currency of the Company's foreign subsidiaries is the
local currency. Assets and liabilities of subsidiaries with international operations are translated into
U.S. dollars at year-end exchange rates, and revenues and expenses are translated at average exchange
rates prevailing as they occur. Translation adjustments, if material, are included in accumulated other
comprehensive income (loss), a separate component of stockholders' equity. Transaction gains and
losses arising from transactions denominated in a currency other than the functional currency of the
entity involved, which are immaterial, are included in the consolidated statements of operations. The
Company has not entered into any foreign currency exchange contracts or other derivative financial

instruments.

Segment and Geographic Information The Company operates in one principal business segment across
domestic markets. Substantially all of the operating results and identifiable assets are in the United

States.
Concentration Risks

At December 31, 1997 and 1998, the Company had no significant concentrations of credit risk.

Buy.com Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Continued) The Company purchases
substantially all of its products from four major vendors: Ingram, Ingram Entertainment, Inc. ("Ingram
Entertainment"), Ingram Book Company, Inc. ("Ingram Book") and Valley Media, Inc. ("Valley Media").
The Company does not have long-term contracts or arrangements with any of these vendors. Loss of

any of these vendors could have a material adverse effect on the Company's operations.

The Company is heavily dependent upon a number of other third parties for credit card processing,
customer service and support, and hosting its system infrastructure and database servers. In addition,
Federal Express Corporation, the United Parcel Service of America, Inc. and the United States Postal
Service deliver substantially all of the Company's products. If the services of any of these third parties

is interrupted, it could have a material adverse impact on the Company's operations.

Unaudited Interim Financial Information The accompanying financial information for the nine
months ended September 30, 1998 and 1999, is unaudited. In the opinion of management, this
information has been prepared on substantially the same basis as the annual consolidated financial
statements and contains all adjustments (consisting of normal recurring accruals) necessary to present

fairly the financial position and results of operations as of such date and for such periods.

New Accounting Pronouncements In March 1998, the American Institute of Certified Public
Accountants ("AICPA") issued Statement of Position ("SOP") 98-1, Accounting for the Costs of
Computer Software Developed or Obtained for Internal Use. SOP 98-1 requires all costs related to the
development of internal use software other than those incurred during the application development

stage to be expensed as incurred. Costs incurred during the application development stage are required



to be capitalized and amortized over the estimated useful life of the software. SOP 98-1 was adopted by
the Company on January 1, 1999. Adoption did not have a material effect on the Company's

consolidated financial position or results of operations.

In April 1998, the AICPA issued SOP 98-5, Reporting on the Costs of Start-Up Activities. SOP 98-5
was adopted by the Company on January 1, 1999, and requires costs of start-up activities and
organization costs to be expensed as incurred. Adoption did not have a material effect on the

Company's consolidated financial position or results of operations.

In June 1998, the Financial Accounting Standards Board issued SFAS No. 133, Accounting for
Derivative Instruments and Hedging Activities. SFAS No. 133 is effective for fiscal years beginning
after June 15, 2000. SFAS No. 133 requires that all derivative instruments be recorded on the balance
sheet at their fair value. Changes in the fair value of derivatives are recorded each period in current
earnings or other comprehensive income (loss) depending on whether a derivative is designed as part
of a hedge transaction and, if so, the type of hedge transaction involved. The Company does not expect
that adoption of SFAS No. 133 will have a material impact on its consolidated financial position or

results of operations as the Company does not currently hold any derivative financial instruments.

3. Business Acquisitions, Dispositions and Investments Business Acquisitions In December 1998, the
Company acquired all of the outstanding capital stock of Speedserve. Speedserve was an internet

retailer of books, videos, DVD's and video games. The aggregate purchase price of the

Buy.com Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Continued) acquisition was
approximately $9.1 million. The consideration for the acquisition consisted of 8,847,315 shares of the
Company's common stock, with an estimated value of $1.03 per share. The Speedserve acquisition was
accounted for under the purchase method of accounting, with approximately $8.4 million of the

purchase price allocated to goodwill.

In October 1999, the Company issued a total of 4,142,927 shares of common stock to acquire the
remaining 95% of the outstanding common stock of BuyGolf.com, Inc. ("BuyGolf") that it did not

previously own. BuyGolf is a retailer of golf supplies and equipment.

The pro forma combined consolidated financial information, as though the acquisitions had occurred
on June 7, 1997 (Inception) would have resulted in operating results as follows (amounts in thousands,
except per share data):

June 7, 1997 (Inception) Year ended
to December 31, 1997 December 31, 1998

Net revenues..........ocvuuunn.. $ 992 $ 126,568
Net 10SS. e i i einenennennnn $ 2,319 $ 22,519
Basic and diluted weighted

average net loss per share..... $ (0.02) $ (0.17)



The pro forma net losses include amortization of goodwill and purchased intangibles of approximately
$1.6 million and $2.8 million for the period ended December 31, 1997 and the year ended December
31, 1998, respectively. This unaudited pro forma combined consolidated financial information is
presented for illustrative purposes only and is not necessarily indicative of the consolidated results of
operations in future periods or the results that actually would have been realized had BUY.COM and

Speedserve been a combined company during the specified periods.
Business Disposition

In October 1999, the Company declared a common stock dividend of 75% of the capital stock, on an
"as converted" basis, of one wholly owned subsidiary, BuyNow, Inc. ("BuyNow") to all stockholders of
record as of October 13, 1999. The Company has retained preferred stock representing 25% of the
capital stock of BuyNow, on an "as converted" basis. The BuyNow preferred stock has a liquidation

preference over the common stock and is convertible into BuyNow common stock.
Joint Ventures

In July 1999, the Company entered into an agreement with United Airlines Inc. ("UA") to form
BuyTravel.com LLC ("Buy Travel") to market and sell travel services and products on the internet. The
Company and UA will each own 50% of BuyTravel. The Company and UA have each agreed to provide
advertising and marketing support to BuyTravel up to a gross amount of $18.0 million over three years
from the effective date of the agreement. Furthermore, the Company and UA have each committed to
contribute capital of $2.0 million within the first four months of the agreement to establish and
support continuing operations. In addition, the Company granted UA warrants to purchase 2,000,000
shares of the Company's common stock at an exercise price of $10.00 per share. The estimated fair
market value of these warrants of $7.0 million was expensed as contract costs in the period the
warrants were issued. The BuyTravel operating agreement requires both parties to approve various
matters related to corporate governance. In the event the Company is unable to agree with UA on one
of these matters after the initial three years of this agreement, UA has the right to require the Company
to purchase UA's interest in BuyTravel at a price equal to the fair market value of UA's interest at the

time of the Company's purchase.

In September 1999, the Company entered into a letter of intent with SOFTBANK America, Inc.
("SOFTBANK America") to form three separate international joint ventures in which the Company will

have 51% ownership interests.

Buy.com Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Continued) Domain Name
Transactions During 1999, the Company entered into several agreements to purchase internet domain
names. Domain names were purchased in various transactions for 270,095 shares of the Company's

common stock and approximately $380,000 in cash.



On April 15,1999, the Company entered into an agreement with BuyFlowers.com LLC ("BuyFlowers").
Under the agreement, the Company granted BuyFlowers an exclusive, non-transferable, non-
sublicensable and royalty-free license to use domain names owned by the Company solely in
connection with the operation of an internet retail florist selling floral products and related hard goods,
gifts, greeting cards, etc., within the florist category. In consideration for the license, BuyFlowers agreed
to issue the Company a 5% ownership in BuyFlowers. The Company's investment in this entity has
been recorded at cost and is immaterial to the consolidated statements of position and results of

operations for all periods.

On May 24, 1999, the Company entered into an agreement with BuyGolf to grant an exclusive, non-
transferable and non-sublicensable license to use domain names owned by the Company solely in
connection with the operation of an internet golf product retailer. In consideration for the license, the
Company receives a fee of $1 per three-month term and any renewal thereof. Additionally, the
Company received approximately 5% (subject to anti-dilution provisions) of the outstanding common
stock of BuyGolf. Furthermore, the Company signed a twelve-month portal sponsorship/advertising
contract with BuyGolf. This contract commences on June 1, 1999 at a rate of $10,000 per month. The
Company's investment in this entity has been recorded at cost and is immaterial to the consolidated

statements of position and results of operations for all periods.

4. Property and Equipment Property and equipment consists of the following (dollar amounts in

thousands):

December 31, Useful ---------------- September 30, Lives 1997 1998 1999 (unaudited)

Building and improvements.......... 20-40 $ -- $ 1,341 $ 1,446

Computers and equipment............ 3-5 47 1,168 3,536

Furniture and fixtures............. 7 10 404 636

Leasehold improvements............. 1-6 -- 131 452

57 3,044 6,070

Less--accumulated depreciation.... (7) (149) (784)

Property and equipment, net........ $ 50 $ 2,895 $ 5,286

5. Intangible Assets

Intangible assets consist of the following (dollar amounts in thousands):

December 31, Useful ---------------- September 30, Lives 1997 1998 1999 (unaudited)
DOMAIN NaMES. . v v e e e nenennnnnn 3 $ - $ -- $ 1,241
Goodwill. ...ttt 3 -— 8,447 8,447
-= 8,447 9,688
Less--accumulated amortization.... - (235) (2,501)
Intangibles, net................... $ -- $ 8,212 $ 7,187

Buy.com Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Continued) 6. Long-Term Debt In
December 1998, the Company borrowed $1.2 million from a bank for the purchase of an office
building. The building serves as collateral on the loan. Monthly installments of principal and interest

are $10,000. The loan bears interest at a rate of prime plus 1.00% and matures in 2024.



On July 20, 1999, the Company obtained a $15.0 million revolving credit facility with a commercial
bank. The interest rate on the amounts drawn on this facility is prime plus 2.00% or LIBOR plus 3.00%,
at the Company's election. In connection with this credit facility, the Company must pay a non-
refundable supplemental fee of $675,000 at the earlier of an initial public offering of the Company's
stock or the six month anniversary of the facility. Additionally, the Company issued to the bank
warrants to purchase a number of shares of the Company's common stock to be determined by an
agreed-upon formula at an exercise price per share equal to the price per share of the Company's initial
public offering. The estimated fair market value of these warrants of $71,000 was allocated to deferred
financing costs and amortized over the life of the related debt. On July 27, 1999, the Company drew
$12.4 million against this credit facility. In October 1999, the Company repaid the amounts drawn on
this facility along with $229,000 in interest.

On July 21, 1999, the Company obtained an irrevocable standby letter of credit in the amount of $2.6

million from a commercial bank in order to secure additional office space to be used by the Company.

7. Commitments and Contingencies Leases During 1997 and 1998, the Company leased office facilities
and fixed assets under non-cancelable operating leases. Rental expense under operating lease

agreements for 1997 and 1998 was approximately $12,000 and $195,000, respectively.

In June 1999, the Company entered into a five-year non-cancelable capital lease agreement for office
furniture and equipment with monthly lease payments of approximately $5,000. In July 1999, the
Company also entered into a three- year non-cancelable capital lease agreement for computer software
with monthly lease payments of approximately $18,000. In September 1999, the Company entered
into a two-year non-cancelable capital lease agreement for telephone systems with monthly payments

of approximately $6,700.

Future minimum commitments on leases, including those leases entered into subsequent to December

31,1998, are as follows (amounts in thousands):
Capital Operating Leases Leases

Year ending December 31,

1990 . i e e e e $ 173 $ 629
7000 363 1,851
241010 335 1,721
201 173 1,514
200 P 63 1,511
Thereafter. o vttt i e et et ittt et e 51 2,141
Total minimum lease payments.........uiiiiiinrennnnnnnnn 1,158 $9,367
Less--Amount representing interest............... ... 156
Present value of net minimum lease payments.............. 1,002
Less--Current portion.......c.cuiiiiiiinnneiinneeennnnnnnn 173
$ 829

Buy.com Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Continued) Supply, Fulfillment and
Other Arrangements In June 1998, and again in March 1999, the Company entered into a contract

with Ingram to supply and distribute the computer hardware, software and peripheral products that



are sold in the Company's web stores. The Company also maintains a line of credit with Ingram to
purchase these goods and merchandise. As a part of that line of credit, the Company granted Ingram a
security interest in the inventory purchased from them, the proceeds from this inventory, and all of the

Company's accounts receivable.

In December 1998, the Company acquired Speedserve in exchange for shares of the Company's
common stock. In conjunction with this acquisition, the Company obtained a three-year supply

commitment from Ingram Entertainment, Speedserve's former parent company.

On January 18, 1999, the Company entered into an agreement to provide extended warranties to
customers on computer hardware products sold on the Company's web site. In accordance with the
terms of the agreement, the Company's liability on the extended warranties is assumed by a national
insurance provider. The extended warranties are sold on the Company's web site and payments are
received by the Company. The Company remits a fixed fee based upon the type of warranty purchased

by the customer as mutually agreed upon in the agreement.

On February 1, 1999, the Company entered into a two-year agreement to outsource the picking,
packing and shipping functions for orders placed on the Company's BuyMusic.com web site. Pricing is
based on a fee that is contingent upon sales volume levels, which increase over the term of the

agreement.

On March 11, 1999, the Company entered into a five-year agreement to outsource certain services and
functions related to the fulfillment of customer orders made on the Company's BuyBooks.com web site.
Consideration for the services is based on a fixed, per-order fee. The Company must be notified within
six months of any rate increases to be in effect after the first year of the agreement. The rate increases
cannot exceed 8% of the preceding year's rates. The agreement is terminable by either party with 90

days notice.

On March 19, 1999, the Company entered into an agreement with Nashville Computer Liquidators
L.P. ("NCL"). Under the terms of the agreement, NCL will merchandise and supply refurbished, open-
box and end-of-life computer hardware, electronics and exceptional value household products to the
Company. The products are offered on the Company's BuyClearance.com web site, which was launched
in the second quarter of 1999. BuyClearance.com changed its name from BuySurplus.com in October
1999.

Buy.com Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Continued) In October 1999, the
Company entered into agreements with a third party supplier whereby the Company will be entitled to
certain programs and services. In connection with these agreements, the Company has issued warrants
to purchase 1,000,000 shares of the Company's common stock at an exercise price of $5.67 per share.
The estimated fair market value of these warrants of $2.7 million will be recorded as a current asset

and will be amortized over the initial term of the contract.



In connection with the acquisition of BuyGolf, the Company acquired a supply and distribution
contract with Las Vegas Golf & Tennis, Inc. to be the Company's primary source of the golf equipment

and accessories the Company sells.

In October 1999, the Company entered a five-year sponsorship agreement with the PGA TOUR in
which the Company will become the exclusive title sponsor of a circuit of golf tournaments. In
consideration for this agreement, the Company issued 1,800,000 shares of common stock. The
Company has agreed to make an advance payment of $17.0 million, which will be refunded upon
obtaining a letter of credit, and to pay $8.5 million upon the completion of an initial public offering as
payment for the first year sponsorship fee. The Company will take a $8.5 million charge per year in

connection with this agreement.

The Company will enter into a license and services agreement with BuyNow under which the Company
will license technology, trademarks and domain names as well as provide certain administrative and

customer support services.
Legal Proceedings

From time to time, the Company has been subject to legal proceedings and claims in the ordinary
course of business. These claims, even if not meritorious, could result in the expenditure of significant

financial and managerial resources.

In March 1999, a class action suit was filed against the Company in the Orange County California
Superior Court alleging breach of contract, fraud and violation of consumer protection laws. The
plaintiffs in this action allege that the Company intentionally mispriced products and charged for
orders knowing the orders could not be fulfilled. The plaintiffs are seeking compensatory and punitive
damages in addition to injunctive relief. Also in March 1999, another class action suit was filed against
the Company in Camden County, New Jersey. The New Jersey plaintiff seeks compensatory and
punitive damages for breach of contract and common law fraud arising out of facts similar to the
Orange County case. The judge in the New Jersey action has granted a temporary stay of the New
Jersey action to monitor the progress of the California action. Discovery is in its early stages in the

California action and a class has not yet been certified in either action.

The Company intends to defend all of these lawsuits vigorously even though they could result in the
expenditure of significant financial and managerial resources. Management is not aware of any other

material legal proceedings pending against the Company.

8. Stockholders' Equity Incorporation and Authorized Capital Effective August 3, 1998, the Company
terminated its status as a limited liability company ("LLC") and incorporated in the State of Delaware
as Buy Corp. On November 16, 1998, the Company changed its name to BUY.COM INC. In
conjunction with the reorganization, the State of Delaware authorized the Company to issue
189,998,130 shares of common stock and 19,481,130 shares of Series A convertible participating

preferred



Buy.com Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Continued) stock ("Series A Preferred
Stock™). The 9,000,000 issued membership units of the LLC converted into 130,129,725 shares of
$0.0001 par value common stock and 4,870,275 shares of $0.0001 par value Series A Preferred Stock.

Each share of Series A Preferred Stock is convertible into one share of the Company's common stock
(subject to antidilution protections). Series A Preferred Stock is convertible at the option of the holder
or automatically upon the consummation of a corporate transaction that meets certain minimum

conditions.

On March 10, 1999, the Board of Directors approved an increase in the number of authorized common
stock, par value $0.0001 per share, from 189,998,130 shares to 850,000,000 shares. In addition, the
Board of Directors approved an increase in the number of authorized Series A preferred stock, par
value $0.0001 per share, from 19,481,130 to 150,000,000 shares. These increases in authorized shares
were approved by the stockholders of the Company by written consent dated March 22, 1999.

On June 29, 1999, the Board of Directors declared a fifteen-for-one common stock split and a fifteen-
for-one Series A preferred stock split for all issued and outstanding shares which was distributed July
14, 1999 to the Company's stockholders. All share and per share data included in the consolidated

financial statements and the accompanying notes have been adjusted to reflect the stock split.
SOFTBANK Investment

The Company and a trust controlled by Scott A. Blum (the "Founder/Shareholder") entered into an
agreement with SOFTBANK Technology Ventures IV L.P., and SOFTBANK Technology Advisors Fund
L.P, ("SOFTBANK") for an aggregate investment of $20.0 million. In accordance with the terms of the
Series A Preferred Stock Purchase Agreement, dated August 18, 1998, SOFTBANK received

14,610,855 shares of Series A Preferred Stock for cash of $14.9 million paid to the Company.
Additionally, SOFTBANK received 4,870,275 shares of Series A Preferred Stock in consideration for
its $5.0 million payment to the trust controlled by the Founder/Shareholder.

On September 2, 1999, the Company entered into an agreement with SOFTBANK. SOFTBANK
received 15,877,249 shares of Series B convertible participating preferred stock ("Series B Preferred
Stock") from the Company for $90.0 million. This agreement has a provision which will result in the
issuance or transfer of additional shares and/or an adjustment in the Series B Preferred Stock
conversion rate if the valuation of a proposed initial public offering of the Company's common stock or
of other financing is less than 125% of the Series B Preferred Stock valuation. This transaction was

completed in October 1999.

Unaudited Pro forma Stockholders' Equity (Deficit) Concurrent with the consummation of an initial
public offering of the Company's common stock as defined by the Series A Preferred Stock Purchase
Agreement described above, the Company will cause the conversion of all existing Series A Preferred
Stock into 19,481,130 shares of the Company's common stock. The unaudited pro forma stockholders'
equity (deficit) at September 30, 1999 gives effect to this conversion.



9. Stock and Stock Option Plans 1998 Stock Option/Issuance Plan In August 1998, the Company
adopted and approved an incentive stock option plan (the "1998 ISO Plan"). Under the 1998 ISO Plan,
the number of shares of the Company's common stock to be granted or subject to options or rights may
not exceed 34,539,960 shares.

Buy.com Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Continued) Subject to Internal Revenue
Service limitations, options granted under the ISO Plan generally become exercisable immediately.
Shares issued upon exercise of options that are unvested are restricted and subject to repurchase by the
Company upon termination of employment or services, and such restrictions lapse over the original

vesting schedule. At December 31, 1998, there were no shares subject to repurchase.
The following table summarizes the Company's stock option activity:

June 7, 1997

(Inception) to Year Ended Nine Months Ended
December 31, 1997 December 31, 1998 September 30, 1999
(unaudited)

Weighted Weighted Weighted

Average Average Average
Exercise Exercise Exercise

Shares Price Shares Price Shares Price

Options outstanding,

Beginning of period... - $ -- 3,375,000 $0.01 23,263,470 $1.03
Granted.............. 3,375,000 0.01 19,888,470 1.21 12,007,155 2.90
Exercised............ -- -- -- -- (3,168,000) 0.01
Forfeited/expired.... -- -- -- -- (1,503,750) 1.58

Options outstanding,
End of period........... 3,375,000 $0.01 23,263,470 $1.03 30,598,875 $1.85

The following table summarizes all stock options outstanding as of September 30, 1999:

Options Outstanding Options Exercisable
Weighted Average
Number of Remaining Weighted Number of Weighted
Range of Shares Contractual Life Average Shares Average
Exercise Price Outstanding (years) Exercise Price Exercisable Exercise Price
$ 0.01 8,142,000 9.48 $0.01 3,103,390 $0.01
$ 1.03 1,837,500 9.69 $1.03 456,180 1.03
$ 2.38 to $2.39 18,924,855 7.83 $2.39 - -
$ 4.24 to $5.71 1,694,520 9.50 $5.51 b --
30,598,875 3,559,570

Buy.com Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Continued) Had compensation cost for
stock options awarded under this plan been determined consistent with SFAS No. 123, the Company's
net loss and loss per share would have reflected the following pro forma amounts (amounts in

thousands, except per share data):



September 30, December 31, December 31, -----------=----mon--- 1997 1998 1998 1999 (unaudited)

(unaudited)

Net loss, as reported....... $ (390) $(17,844) $(4,668) $(80,527)
Pro forma compensation

EXPENSE. vttt eteeeeaeaeann -- (281) -- (2,090)
Pro forma net loss.......... $ (390) $(18,125) $(4,668) $(82,617)
Basic and diluted net loss

per share, as reported..... $(0.00) $ (0.14) $ (0.04) $ (0.57)
Basic and diluted net loss

per share, pro forma....... $(0.00) $ (0.13) $ (0.04) $ (0.58)

The weighted average fair value at the date of grant for options granted during fiscal 1997, 1998, and
the nine months ended September 30, 1999, were $0.001, $0.33 and $0.54, respectively, and were
estimated using the minimum value method with the following assumptions used: weighted average
risk-free interest rate of 6.04%, 4.89%, and 5.21%, respectively; expected life of 3.00 years, 3.82 years,
and 4.00 years, respectively; and weighted average volatility and weighted average dividend yield of
0.00% for all periods.

On March 1, 1999, 9,622,635 common stock options were approved by the Board of Directors for
grants to employees from the Company's 1998 ISO Plan. Of the additional 9,622,635 stock options
approved, 7,267,650 were issued to a key employee hired in February 1999.

Special Executive Stock Option Plan In October 1999, the Company adopted and approved the Special
Executive Stock Option Plan (the "Executive Plan"). Participation in the Executive Plan is limited to
non-employee directors, officers and other highly-compensated employees of the Company. A reserve
of 5,000,000 shares of the Company's common stock has been made for issuances under the Executive
Plan. All options outstanding under the Executive Plan will be transferred to a successor plan at the
time an underwriting agreement for an initial public offering of the Company's common stock is
signed, at which time no further option grants or stock issuances will be made under the Executive
Plan.

The options may be issued as "Incentive Stock Options" (as defined by the Internal Revenue Code of
1986) or as nonqualified options. The plan provides that the exercise price for all Incentive Stock
Options shall not be less than 100%, and all nonqualified options shall not be less than 85%, of the fair
market value of the shares on the date of grant. Further, no portion of the options may be exercised
beyond 10 years from the grant date. For Incentive Stock Options granted to individuals who own
more than 10% of the total combined voting power of all classes of the stock of the Company, the
option price shall be at least 110% of the fair value at the date of grant. Options vest over a period
determined by the Company's board of directors. Subject to Internal Revenue Service limitations,

options granted under the Executive Plan generally become exercisable immediately.

1999 Stock Incentive Plan The Company expects to adopt and approve the 1999 Stock Incentive Plan
(the "1999 Plan") in November 1999. The 1999 Plan is intended to be the successor plan to the 1998
ISO Plan and the Executive Plan. The 1999 Plan will become effective at the time an underwriting

agreement for an initial public offering of the Company's common stock is signed.



Buy.com Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Continued) The 1999 plan has five

separate programs:

. the discretionary option grant program, under which eligible individuals in our employ may be
granted options to purchase shares of common stock at an exercise price not less than the fair market

value of those shares on the grant date;

. the stock issuance program, under which eligible individuals may be issued shares of common stock
directly, upon the attainment of performance milestones or the completion of a specified period of

service or as a bonus for past services;

. the salary investment option grant program, under which executive officers and other highly
compensated employees may be given the opportunity to apply a portion of their base salary each year

to the acquisition of special below market stock option grants;

. the automatic option grant program, under which option grants will automatically be made at periodic
intervals to eligible non-employee board members to purchase shares of common stock at an exercise
price equal to the fair market value of those shares on the grant date; and . the director fee option grant
program, under which non-employee board members may be given the opportunity to apply a portion
of any retainer fee otherwise payable to them in cash each year to the acquisition of special below-

market option grants.

The exercise price for any options granted under the 1999 Plan may be paid in cash or in shares of the
Company's common stock valued at fair market value at the exercise date. The 1999 Plan also includes
provisions which may result in the accelerated vesting of outstanding option grants and stock issuances

upon a change in control of the Company.

1999 Employee Stock Purchase Plan The 1999 Employee Stock Purchase Plan (the "Stock Purchase
Plan") was adopted and approved by the Company in September 1999. The Stock Purchase Plan will
become effective at the time an underwriting agreement for an initial public offering of the Company's
common stock is signed. The Stock Purchase Plan is designed to allow eligible employees of the
Company to purchase shares of common stock at semi-annual intervals with accumulated payroll

deductions.

BuyGolf Stock Option Plan In connection with the acquisition of BuyGolf in October 1999, the

Company has assumed the incentive stock option plan of BuyGolf.

Stock Option Deferred Compensation The Company recorded aggregate deferred compensation of $0,
$3.2 million, and $11.4 million in the period ended December 31, 1997, the year ended December 31,
1998, and the nine month period ended September 30, 1999, respectively. The amounts recorded
represent the difference between the grant price and the estimated fair value of the Company's
common stock based upon independent appraisals. Deferred stock option compensation is charged to

operations using the straight-line method over the vesting period of the underlying options, which is



typically three or four years. Total amortization recognized was $0, $795,000, and $5.4 million,
respectively, for the period ended December 31, 1997, the year ended December 31, 1998, and the
nine months ended September 30, 1999.

Buy.com Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Continued) 10. Loss Per Share The

following is the calculation for net loss per share (amounts in thousands):

June 7, 1997 Nine Months Ended
(Inception) to Year Ended September 30,
December 31, December 31, ----------"-"-"—"-""—"-————————°—
1997 1998 1998 1999
(unaudited)
Basic:
Net 108S....cvvuuneeenn.. $ (390) $ (17,844) $ (4,668) $ (80,527)
Weighted average common
shares................. 130,129,725 130,905,390 130,129,725 141,814,477
Net loss per common
share.....covvevnvnnnn. $ (0.00) $ (0.14) $ (0.04) $ (0.57)
Diluted:
Net 10SS...eevuuuneenn.. $ (390) $ (17,844) $ (4,668) $ (80,527)
Weighted average common
shares................. 130,129,725 130,905,390 130,129,725 141,814,477
Stock options
adjustment............. -- -- -- --
Convertible preferred
stock adjustment....... -- -- -- --
Average common shares
outstanding............ 130,129,725 130,905,390 130,129,725 141,814,477
Net loss per common
share.....covvievnennnn. $ (0.00) $ (0.14) $ (0.04) $ (0.57)

At December 31, 1997, December 31, 1998, and September 30, 1999, respectively, options to purchase
3,375,000, 23,263,470, and 30,598,875 shares of common stock, as well as preferred shares
convertible into 0, 19,481,130, and 19,481,130 shares of common stock were not included in the

computation of diluted earnings per share as the effect would be antidilutive.
11. Income Taxes

The Company incurred taxable losses for federal and state purposes for the period ended December 31,
1997, the year ended December 31, 1998, and the nine months ended September 30, 1999.
Accordingly, the Company did not incur any federal income tax expense for those periods other than

the minimum required taxes for certain state and local jurisdictions.

Prior to August 3, 1998, the Company was taxed as a limited liability company. All tax benefits arising

from operating losses as a limited liability company were passed to the individual shareholders.

At December 31, 1998, and September 30, 1999, the Company has net operating loss carryforwards of
approximately $12.8 million and $84.6 million respectively, related to federal and state income taxes
which can be used to offset future federal and state taxable income from operations. Substantially all of

these carryforwards will begin to expire in 2004.



Buy.com Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Continued) Significant components of
the Company's deferred tax asset at December 31, 1997 and 1998, and September 30, 1999, are as

follows (amounts in thousands):

December 31, ---------------- September 30, 1997 1998 1999 (unaudited)
Net operating loss carryforwards............. $ --$ 5,128 $ 33,838
Depreciation and amortization................ -- 1,758 1,666
Other. ..ottt ittt ittt e i eeeeannn -- 47 717
Gross deferred tax assets...........ccouu... - 6,933 36,221
Valuation allowanCe.......c.eveeuenenenennnnn. -- (6,933) (36,221)
Net deferred tax assets.............ouunn... $ - $ -- $ --

12. Related Party Transactions Transactions with the Founder/Shareholder and Directors At December
31,1997, aloan to the Founder/Shareholder in the amount of $211,000 was outstanding. This loan

was paid in full in 1998. Interest income earned during 1998 in connection with this loan was $7,000.

On October 8, 1998, the Company loaned the Founder/Shareholder $1.0 million. The loan was repaid
in two equal installments of $500,000 during October 1998. Interest income earned during 1998 in

connection with this loan was $4,000.

On October 15, 1998, the Company paid $125,000 to an unrelated party as consideration to terminate
a building lease early. The Founder/Shareholder purchased the building with the intent of leasing the
building to the Company. This lease commenced in 1999.

In December 1998, the Company acquired all of the outstanding capital stock of Speedserve.
Speedserve was a subsidiary of Ingram Entertainment, a company controlled by an outside director of

the Company. Ingram Entertainment supplies books, videos, DVD's and video games to the Company.

In December 1998, the Company borrowed $1.2 million for the purchase of an office building. A trust
controlled by the Founder/Shareholder guaranteed this loan.

In five separate transactions, the Founder/Shareholder sold 209,145 shares of common stock to each
of five independent directors of the Company. These sales occurred on various dates from October
1998 through March 1999 and were at the estimated fair values of the Company's stock based upon

independent appraisals and other third party transactions.

The Company leased three automobiles for use by the Founder/Shareholder and other key employees
of the Company. Total lease expense incurred by the Company during fiscal year 1998 in connection

with these automobiles was approximately $26,000.

On May 26, 1999, a trust controlled by the Founder/Shareholder loaned the Company $10.0 million.
This loan bears interest at a rate of 10.00% per annum and is payable on demand or subsequent to the
closing and funding of a credit facility obtained from a commercial bank. This loan was repaid in full in

August 1999. Interest paid in connection with this loan was approximately $194,000.



Buy.com Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Continued) In May 1999, the Company
entered into an agreement with a trust controlled by the Founder/Shareholder to lease office space in a
building owned by the trust. The lease, which commenced on June 1, 1999, has a term of twelve
months with rent payments, consistent with current market value, of approximately $12,000 per

month.

In July 1999, the Founder/Shareholder's father purchased 45,000 shares of common stock from an
employee of the Company at a purchase price of $2.39 per share.

On July 20, 1999, a trust controlled by the Founder/Shareholder guaranteed a $15.0 million credit
facility obtained by the Company from a commercial bank.

On August 16, 1999, a trust controlled by the Founder/Shareholder loaned the Company $5.0 million.
This loan bears interest at a rate of 10.00% per annum and is payable upon the Company's receipt of
qualified financing. Interest accrued in connection with this loan was approximately $63,000 at
September 30, 1999.

In October 1999, the Founder/Shareholder entered into an agreement to transfer all of his shares of
the Company's common stock, as well as those of certain of his affiliates, into an irrevocable voting
trust. This agreement also provides that all shares of the Company's common stock acquired by the
Founder/Shareholder or any of his affiliates be transferred to the trust. The trustees of the irrevocable

voting trust consist of three outside directors of the Company.

In October 1999, the Company acquired all of the outstanding capital stock (95%) of BuyGolf, which it
did not own at the time of acquisition, in exchange for shares of the Company's common stock. The
Company issued a total of 4,142,927 shares of common stock in connection with our acquisition of
BuyGolf. The Founder/Shareholder of the Company owned 400,000 shares or 4.7% of the total
outstanding shares of BuyGolf prior to the acquisition by the Company. The Founder/Shareholder and
an outside director were stockholders and directors of BuyGolf and received a total of 436,253 shares
of the Company's common stock in the merger. Shares of the Company received by the
Founder/Shareholder resulting from this transaction are subject to the terms of the irrevocable voting

trust.

In October 1999, the Company declared a dividend of 75% of the capital stock of BuyNow. Several

directors and officers of the Company were shareholders of BuyNow.

The Founder/Shareholder performed consulting services for Pinnacle Micro, Inc. ("Pinnacle Micro"), a
related party, totaling approximately $44,000 and $117,000 in consulting revenue in 1997 and 1998,

respectively.

During 1997 and 1998, the Company paid $8,000 and $147,000, respectively, in operating expenses
on behalf of Pinnacle Micro. These expenses were reimbursed to the Company by Pinnacle Micro in
1998.



Transactions with SOFTBANK On September 30, 1998, the trust controlled by the
Founder/Shareholder entered into an agreement with SOFTBANK Holdings, Inc. ("SOFTBANK
Holdings") to sell 16,730,835 shares of the common stock owned by the trust controlled by the
Founder/Shareholder for $40.0 million. This transaction was completed on October 30, 1998. The

Company received no proceeds from this sale.

In October 1998, the Company entered into an agreement with Upgrade Corporation of America d/b/a
Softbank Services Group ("SSG"), a related party to SOFTBANK. Under this agreement, SSG provides

Buy.com Inc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (Continued) certain customer relations
services on the Company's behalf for a monthly fee, a portion of which is based upon usage volume.
These services include, but are not limited to, servicing questions concerning orders, shipment returns,
refunds, inventory levels, and marketing and demographic surveys. The contract extends through
October 2002 with an automatic annual renewal unless terminated by either party. Amounts paid to
SSG for services provided to the Company were $905,000 and $7.2 million for the year ended
December 31, 1998 and the nine months ended September 30, 1999, respectively.

In September 1999, the Company entered into a letter of intent to form three international joint

ventures with SOFTBANK America. Two outside directors of the Company are affiliated with
SOFTBANK America.

In September 1999, SOFTBANK purchased 13,231,040 shares of common stock from a trust
controlled by the Founder/Shareholder, the Founder/Shareholder as an individual, and two other
employee/shareholders for $75.0 million. This transaction was completed in October 1999. The
Company received no proceeds from the sale of common shares from this sale.

Report of Independent Public Accountants

To the Board of Directors BuyGolf.com, Inc.:

We have audited the accompanying balance sheets of BuyGolf.com Inc. (a Delaware corporation) as of
December 31, 1998, and June 30, 1999, and the related statements of operations, stockholders' equity
and cash flows for the period from December 1, 1998, (Inception) to December 31, 1998, and for the
period ended June 30, 1999. These financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence

supporting the amounts and disclosures in the financial statements. An audit also includes assessing



the accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for

our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of BuyGolf.com Inc. as of December 31, 1998 and June 30, 1999, and the results of
their operations and their cash flows for the period from December 1, 1998, (Inception) to December
31,1998, and for the period ended June 30, 1999, in conformity with generally accepted accounting

principles.

/s/ Arthur Andersen LLP Orange County, California October 26, 1999
Buygolf.com, Inc.

Balance Sheets

(amounts in thousands, except share and per share data) December 31, June 30, 1998 1999

Assets
Current Assets:
(2= =3 o $ 125 $ 635
Accounts receivable, net of allowance of $2.......... -- 83
Prepaid expenses and other current assets............ -- 72
Total current assets.......uviviinnnnnnnnnnnnnnnn. 125 790
Property and equipment, net........ ... ... -- 149
Intangibles, Net. .. .ottt ittt i it iineeaennn -- 648
$ 125 $ 1,587
Liabilities and Stockholders' Equity
Current Liabilities:
Accounts pPayable. ... i ittt i e e e e $ - $ 299
ACCTUEA BXPENSES . i vttt ittt et teneeesonnneeeeenaeenens - 16
Total current liabilities..........vviiiiinnnnnn.. -- 315
Commitments and Contingencies
Stockholders' Equity:
Common stock, $0.0001 par value;
Authorized shares--10,000,000 at December 31, 1998,
and June 30, 1999; Issued and outstanding--6,500,000
at December 31, 1998, and 8,340,000 at June 30, 1999
.................................................... 1 1
Additional paid-in capital..........cciiiiiiiiiiinn. 125 2,985
Accumulated deficit. ... iiiiiiennnnnn (1) (1,714)
Total stockholders' equity.........cvviiiinnnnn... 125 1,272
$ 125  $ 1,587

The accompanying notes are an integral part of these balance sheets.



Buygolf.com, Inc.

Statements of Operations

(amounts in thousands, except share and per share data)

December 1, 1998 Six Months
(Inception) to Ended
December 31, 1998 June 30, 1999

Net Tevenues......uiiiniitinninnnneennnnnnns $ -- $ 220
Cost of goods sold.........covviiinnnnnnnnnnnn. - 192
Gross Profat. ..ottt et e e -- 28
Operating expenses:
Sales and marketing......... ..., -- 680
General and administrative................... 1 928
Depreciation and amortization................ -- 134
Total operating exXpenses..........ceeveeeeenn 1 1,742
Operating 10SS....vviiieeeeeeneeennnnnnnnnnn (1) (1,714)
Other income:

Interest income, Net.......uuiiiiieinennnnn. -— 2
Total other income...........ccvviiiiiiinnnn. - 2
Loss before provision for income taxes........ (1) (1,712)
Provision for income taxes.............oouu... -- 1

[ 2 e Y- YR $ (1) $  (1,713)
Net loss per share:

Basic and diluted.........cuviiuninennnnnnann. $ -- $ (0.24)
Weighted average number of common shares

outstanding:

Basic and diluted........cciiiiiiiiiiiiinnnnn. 6,456,667 7,086,298

The accompanying notes are an integral part of these statements.
Buygolf.com, Inc.

Statements of Stockholders’ Equity

(amounts in thousands, except share data)

Common Stock

Additional
Paid-in Accumulated Stockholders'
Shares Par Capital Deficit Equity
Inception of Company, December 1, 1998....... -$--%--%--9-- Inital capital contribution...........
6,000,000 1 -- -- 1 Issuance of common stock in connection with obtaining license of domain
names........... 400,000 -- -- -- -- Issuance of common stock for cash............... 100,000 -- 125 -- 125 Net
10SS.ccrerenenee -- -- -- (1) (1) Balance, December 31, 1998................... 6,500,000 1 125 (1) 125 Issuance of
common stock for cash............... 1,300,000 -- 1,625 -- 1,625 Issuance of common stock for

services........... -- -- 500 -- 500 Issuance of common stock for purchase of domain names.................. - -



60 -- 60 Issuance of common stock in connection with supply and fulfillment agreement..............
540,000 -- 675 -- 675 Net loss.......cuuuu.... ------(1,713) (1,713) Balance, June 30, 1999.. 8,340,000 $ 1 $
2,985 $(1,714) § 1,272 The accompanying notes are an integral part of these statements.

Buygolf.com, Inc.

Statements of Cash Flows

(amounts in thousands)

December 1, 1998 Six Months
(Inception) to Ended
December 31, 1998 June 30, 1999

Cash flows from operating activities:
2 1 Y- Y- J $ (1) $(1,713)
Adjustments to reconcile net loss to cash used

in operating activities:

Depreciation and amortization................. -- 134
Non cash expenditure for services............. -- 500
Changes in assets and liabilities:
Accounts receivable........... ..o i, -- (83)
Prepaid expenses and other current assets.... - (72)
Accounts payable........c.iiiiiiiiiiiiiiaann - 299
ACCTUEd EXPENSES . vttt tteeeetenneneeennannns -- 16
Income taxes payable...........iviiiiiinnann. -- --
Net cash used in operating activities....... (1) (919)
Cash flows from investing activities:
Purchase of property and equipment............ -- (165)
Acquisition of domain names................... -- (31)
Net cash used in investing activities....... -- (196)
Cash flows from financing activities:
Formation of Company........couiiiiiinnnnnnnn. 126 --
Proceeds from issuance of common stock........ -- 1,625
Net cash provided by financing activities... 126 1,625
Net increase in cash and cash equivalents...... 125 510
Cash, beginning of period...................... -- 125
Cash, end of period.......coiiiiiiiinnnnnn.. $ 125 $ 635
Supplemental cash flow information:
Cash paid during the year for income taxes.... $ -- $ 1
Summary of non-cash investing and financing
activity:
Common stock issued in conjunction with supply
and fulfillment agreement.................... $ -- $ 675
Common stock issued in conjunction with domain
name PUIChaSE. . ...uiiinnniienneeennnnnnn $ -- $ 60

The accompanying notes are an integral part of these statements.



Buygolf.com, Inc.

Notes to Financial Statements

1. Company Background BuyGolf.com Inc. (the "Company") is an internet golf superstore offering a
selection of brand name golf equipment and accessories. Through its online specialty store, the
Company offers golf equipment and golf related products in a convenient, intuitive shopping interface
24 hours a day, seven days a week. The Company uses a virtual operating model that includes

outsourcing the majority of its operating infrastructure to a national supply and fulfillment partner.

The Company was formed in December 1998 and began offering products for sale through its web site
in May 1999.

In October 1999, the Company was acquired by BUY.COM INC. ("BUY.COM") in a purchase
transaction. In connection with this transaction, BUY.COM acquired all of the outstanding capital
stock (95%) of the Company that BUY.COM did not own at the time of acquisition, in exchange for
4,142,927 shares of BUY.COM's common stock.

2. Summary of Significant Accounting Policies Use of Estimates The preparation of financial
statements in conformity with generally accepted accounting principles requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosures
of contingent assets and liabilities at the date of the financial statements as well as the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from those
estimates.

Accounts Receivable

Accounts receivable consist of credit card and trade receivables arising in the normal course of

business as well as an accrual for products shipped to customers but not yet billed by the Company.
Deposits

The Company is required to maintain a security deposit in connection with its credit card merchant
account. The balance of this deposit is approximately $51,000 at June 30, 1999, and is included in
prepaid expenses and other current assets.

Property and Equipment Property and equipment is stated at cost. Depreciation is computed using the
straight-line method over the estimated useful lives of the assets. When assets are retired or otherwise
disposed of], the cost and related accumulated depreciation are removed and any gain or loss is reflected
in the results of operations. Maintenance and repair expenditures are charged to operations as

incurred.

Intangibles



Intangible assets reflect the value of an exclusive supply and fulfillment agreement and internet
domain names acquired. Amortization is computed using the straight-line method over the estimated

useful lives of the assets.
Long-Lived Assets

The Company assesses the recoverability of its long-lived assets on an annual basis or whenever
adverse events of changes in circumstances or business climate indicate that expected undiscounted
future cash flows related to such long-lived assets may not be sufficient to support the net book value of
such assets. If undiscounted cash flows are not sufficient to support the recorded assets, an impairment

is recognized to reduce

Buygolf.com, Inc.

NOTES TO FINANCIAL STATEMENTS -- (Continued) the carrying value of the long-lived assets to
the estimated fair value. Cash flow projections, although subject to a degree of uncertainty, are based
on trends of historical performance and management's estimate of future performance, giving
consideration to existing and anticipated competitive and economic conditions. Additionally, in
conjunction with the review for impairment, the remaining estimated lives of certain of the Company's

long- lived assets are assessed.

Fair Value of Financial Instruments The carrying amounts for the Company's cash, prepaid expenses

and other current assets, accounts payable and accrued expenses approximate fair value.
Revenue Recognition

The Company recognizes revenue from product sales, net of discounts and estimated sales returns,

upon shipment to its customers. Outbound shipping and handling charges are included in net sales.
Advertising Costs

The cost of advertising is expensed as incurred. No advertising expense was incurred in the period
ended December 31, 1998. For the six months ended June 30, 1999, the Company incurred advertising
expense of approximately $618,000.

Income Taxes

The Company recognizes deferred tax assets and liabilities based on differences between the financial
reporting and tax bases of assets and liabilities using the enacted tax rates and laws that are expected to

be in effect when the differences are expected to be recovered.

Under the Tax Reform Act of 1986, the benefits from net operating losses carried forward may be
impaired or limited in certain circumstances. A valuation allowance has been provided for the deferred
tax asset when it is more likely than not that all or some portion of the deferred tax asset will not be
realized. The Company has established a full valuation allowance on the aforementioned deferred tax

asset due to the uncertainty of realization.



Loss Per Share

Basic earnings per share is computed using the weighted-average number of common shares
outstanding during the period. Diluted earnings per share is computed using the weighted-average
number of common stock and common stock equivalent shares outstanding during the period.

Common stock equivalent shares are excluded from the computation if their effect is antidilutive.

Stock-Based Compensation The Company has elected to follow Accounting Principles Board Opinion
("APB") No. 25, Accounting for Stock Issued to Employees, and related interpretations, in accounting
for its employee stock options rather than the alternative fair value accounting allowed by the
Statement of Financial Accounting Standards ("SFAS") No. 123, Accounting for Stock-Based
Compensation. APB No. 25 provides that the compensation expense relative to the Company's
employee stock options is measured based on the intrinsic value of the stock option. SFAS No. 123
requires companies that continue to follow APB No. 25 to provide a pro forma disclosure of the impact

of applying the fair value method of SFAS No. 123.

Buygolf.com, Inc.

NOTES TO FINANCIAL STATEMENTS -- (Continued) Segment and Geographic Information The
Company operates in one principal business segment across domestic markets. Substantially all of the

operating results and identifiable assets are in the United States.
Concentration Risks
At December 31, 1998, the Company has no significant concentrations of credit risk.

The Company purchases substantially all of its products from one major vendor, Las Vegas Golf and
Tennis, Inc. The Company has a long-term contract or arrangement with this vendor. Loss of this

vendor could have a material adverse effect on the Company's operations.

New Accounting Pronouncements In March 1998, the American Institute of Certified Public
Accountants ("AICPA") issued Statement of Position ("SOP") 98-1, Accounting for the Costs of
Computer Software Developed or Obtained for Internal Use. SOP 98-1 requires all costs related to the
development of internal use software other than those incurred during the application development
stage to be expensed as incurred. Costs incurred during the application development stage are required
to be capitalized and amortized over the estimated useful life of the software. SOP 98-1 was adopted by
the Company on January 1, 1999. Adoption did not have a material effect on the Company's financial

position or results of operations.

In April 1998, the AICPA issued SOP 98-5, Reporting on the Costs of Start-Up Activities. SOP 98-5
was adopted by the Company on January 1, 1999, and requires costs of start-up activities and
organization costs to be expensed as incurred. Adoption did not have a material effect on the

Company's financial position or results of operations.

3. Property and Equipment Property and equipment consists of the following (amounts in thousands):



Useful December 31, June 30, Lives 1998 1999

Computers and equipment.........c.uiueeinnneennn. 3-5 $ - $148
Furniture and fixtures............ ..., 7 - 17
-- 165

Less--accumulated depreciation.................. -- (16)
Property and equipment, net................... $ - $149

4. Intangibles
Intangibles consist of the following (amounts in thousands):

Useful December 31, June 30, Lives 1998 1999

Supply and fulfillment agreement................ 1 $ - $ 675
DOMain NAMES . ¢ vttt ettt ettt et e et e e eeeeeeananeenn 3 -- 91
-- 766

Less--accumulated amortization.................. - (118)
Intangibles, nNet.......iviiiiiiiiiinnnnennnns $ -- $ 648

Buygolf.com, Inc.

NOTES TO FINANCIAL STATEMENTS -- (Continued) 5. Commitments and Contingencies Leases

Future minimum commitments on leases, including those leases entered into subsequent to June 30,

1999, are as follows (amounts in thousands):
Operating Leases

Year ending December 31,

1990 it e e et e e $22
2010 PP 28
201 PP 2
2010 72 PP --
2010 --
LI 1T =T i f = --
Total future minimum lease payments.........uiiiiiieeeennnn $52

During the six months ended June 30, 1999, the Company leased office facilities under non-cancelable
operating leases. Rental expense under operating lease agreements for the six months ended June 30,
1999, was $13,000.

Supply and Fulfillment and Arrangement On May 3, 1999, the Company entered into an exclusive one-
year agreement with Las Vegas Golf and Tennis, Inc. ("LVG"). This agreement provides that LVG sell
goods to the Company at cost plus shipping costs and a $1 per order packaging fee. Per this agreement,
LVG received 7.5% of the Company's outstanding common stock. An intangible asset has been
recognized (based on the value of the common stock at the time of the transaction) related to this
agreement that is being amortized over the life of the agreement. Amortization expense related to this

agreement was $112,000 in the six months ended June 30, 1999.

Marketing Agreements



The Company has entered into certain marketing agreements, which include fixed fees payable through

the year 2000. The total of these commitments are $1.0 million for the remaining six months ended
December 31, 1999 and $652,000 for the year ended December 31, 2000.

6. Stockholders' Equity Effective December 1, 1998, the Company incorporated in the State of
Delaware as BuyGolf.com, Inc. The State of Delaware authorized the Company to issue 10,000,000
shares of common stock and 5,000,000 shares of preferred stock.

In December 1998 the Company commenced negotiations with BUY.COM to acquire a non-
transferable and non-sublicensable license to use domain names owned by BUY.COM, solely in
connection with the operation of an internet retail operation selling golf equipment and golf-related
products. In consideration for the license, the Company agreed to issue BUY.COM a 5% ownership
(subject to anti-dilution provisions) in the Company. The distribution of said shares occurred at the
time negotiations commenced. In May 1999, the Company finalized the agreement with BUY.COM for

such license.

Buygolf.com, Inc.

NOTES TO FINANCIAL STATEMENTS -- (Continued) During the six months ended June 30, 1999,
the Company entered into various stock purchase agreements with private investors to sell an
aggregate of 1,300,000 shares of common stock at $1.25 per share. Total capital raised in these
agreements was $1.6 million. Subsequent to June 30, 1999, the Company has entered into a stock

purchase agreement with a private investor to sell 219,473 shares of common stock at $2.28 per share.

In accordance with the domain name acquisition agreement between the Company and BUY.COM,
and in conjunction with the shares of common stock issued during the six months ended June 30,
1999, the Company is liable to issue BUY.COM 47,632 shares of common stock to maintain the
agreed-upon five percent ownership, on a fully-diluted basis, of BUY.COM. As of June 30, 1999 the
Company has not issued these shares. BUY.COM's ownership is reflected in additional paid-in capital
at June 30, 1999.

7. Stock Option Plans On December 2, 1998, the Company adopted and approved an incentive stock
option plan (the "ISO Plan"). Under the ISO Plan, the number of shares of the Company's common
stock to be granted or subject to options or rights may not exceed 1,000,000 shares.

The options may be issued as "Incentive Stock Options" (as defined by the Internal Revenue Code of
1986) or as nonqualified options. The plan provides that the exercise price for all Incentive Stock
Options shall not be less than 100%, and all nonqualified options shall not be less than 85%, of the fair
market value of the shares on the date of grant. Further, no portion of the options may be exercised
beyond 10 years from the grant date. For Incentive Stock Options granted to individuals who own
more than ten percent of the total combined voting power of all classes of the stock of the Company,

the option price shall be at least 110 percent of the fair value at the date of grant. Options vest ratably



over three to four years from the date of grant. No compensation expense was recognized during 1998
and the six months ended June 30, 1999, as the exercise price of the options was equal to the estimated

fair value of the Company's common stock on the date of grant.

Subject to Internal Revenue Service limitations, options granted under the ISO Plan generally become
exercisable immediately. Shares issued upon exercise of options that are unvested are restricted and
subject to repurchase by the Company upon termination of employment or services, and such
restrictions lapse over the original vesting schedule. At December 31, 1998, there were no shares

subject to repurchase.

Buygolf.com, Inc.
NOTES TO FINANCIAL STATEMENTS -- (Continued) The following table summarizes the
Company's stock option activity:

December 1, 1998

(Inception) to  Six Months Ended
December 31, 1998 June 30, 1999

Weighted Weighted
Average Average
Exercise Exercise
Shares  Price Shares Price
Options outstanding,

Beginning of period.................. - 3 -- - $ --
Granted. ......oiiiiiiiniii i -- -- 665,000 1.25
Exercised.......coviiiiiiiiiinnnnnn.. -- -- -- --
Forfeited.....oovvriniiinnnnnnnn. -- -- (182,000) 1.25

Options outstanding,
End of period......ccovuiiinnennnnnnn - 3 -- 483,000 $ 1.25

At June 30, 1999, all options outstanding have an exercise and weighted average exercise price of
$1.25, a weighted average remaining contractual life of 9.15 years, and none of these options are

exercisable.

Had compensation cost for stock options awarded under this plan been determined consistent with
SFAS No. 123, the Company's net loss and loss per share would have reflected the following pro forma
amounts (amounts in thousands, except per share data):

December 1,
1998 (Inception) Six Months

to December 31, Ended
1998 June 30, 1999
Net loss, as reported.........coevvuvuunn.. $ (1) $ (1,713)
Pro forma compensation expense............ -- (14)
Pro forma net 10SS....uuiiiiiinnnnnnnnnnnn $ (1) $ (1,727)

Basic and diluted net loss per share, as
TEPOTted. o ittt e $ - $ (0.24)
Basic and diluted net loss per share, pro
e 11 F- $ -- $ (0.24)



The weighted average fair value at the date of grant for options granted through the six months ended
June 30, 1999, was $0.17, and was estimated using the minimum value method with the following
assumptions used: weighted average risk-free interest rate of 5.00%; weighted average volatility of

0.00%; expected life of 3.0 years; and weighted average dividend yield of 0.00%.

Subsequent to June 30, 1999, the Company issued 53,000 options to purchase common shares with an

exercise price of $1.25 and 13,000 options to purchase common shares with an exercise price of $2.28.

Buygolf.com, Inc.

NOTES TO FINANCIAL STATEMENTS -- (Continued) 8. Loss Per Share The following is the

calculations for net loss per share (amounts in thousands):

December 1,
1998 (Inception) Six Months

to December 31, Ended
1998 June 30, 1999

Basic:

[ = e Y=Y J $ (1) $ (1,713)
Weighted average common shares.............. 6,456,667 7,086,298
Net loss per common share................... $ (0.00) $ (0.24)
Diluted:

[ = e Y=Y J $ (1) $ (1,713)
Weighted average common shares.............. 6,456,667 7,086,298
Stock option adjustments.................... -- --
Average common shares outstanding........... 6,456,667 7,086,298
Net loss per common share................... $ (0.00) $ (0.24)

At December 31, 1998, and June 30, 1999, respectively, options to purchase O and 483,000 shares of
common stock were not included in the computation of diluted earnings per share as the effect would

be antidilutive.
9. Income Taxes

At June 30, 1999, the Company has net operating loss carryforwards of approximately $1.7 million
related to federal and state income taxes which can be used to offset future federal and state taxable

income from operations. Substantially all of these carryforwards will begin to expire in 2006.

Significant components of the Company's deferred tax asset at December 31, 1998, and June 30, 1999,

are as follows (amounts in thousands):

December 31, June 30, 1998 1999

Net operating loss carryforwards.............ccoeeeunnn. $ - $ 690
Depreciation, amortization and other................... -- (7)
-- 683

Valuation @lloWanCe. . vueue e enerneneenenennenenennennnn -- (683)
Net deferred tax @ssetsS......oviiiiieeenneennnnnnnn. $ - $ --

10. Related Party Transactions In December 1998 Bradford W. Allen (the "Founder/Shareholder")
allocated 400,000 shares of common stock owned by the Founder/Shareholder to a director in

exchange for consulting services to be rendered to the Company from January through June 1999.



These shares were issued in June 1999.

During 1999 the Founder/Shareholder loaned the Company $9,000. The loan was paid in full prior to
June 30, 1999.

Buygolf.com, Inc.

NOTES TO FINANCIAL STATEMENTS -- (Continued) In May 1999, the Company entered into a
one-year agreement with BUY.COM to purchase advertising of $10,000 per month commencing in
June 1999 and ending in May 2000. As of June 30, 1999, the Company had incurred $10,000 in

advertising fees under this agreement.

In August 1999, the Company and the Founder/Shareholder entered into a stock purchase agreement
with Ingram Entertainment Holdings, Inc. ("Ingram"), a company controlled by a director/shareholder,
to sell 438,946 shares of common stock for an aggregate purchase price of $1.0 million. The agreement
also includes preemptive rights for Ingram to purchase additional shares on a pro rata basis for any new

stock issuances.

Effective September 11, 1999, the Company amended its supply and fulfillment agreement with LVG.
The amended terms include an extension of the existing contract until March 31, 2003, and new
pricing terms commencing April 1, 2000. The new pricing terms call for LVG to sell its products to the

Company at its cost plus a specified percentage.

Unaudited Pro Forma Condensed Combined Financial
Statements

Basts of Presentation

The following Unaudited Pro Forma Condensed Combined Financial Statements and related notes
contain forward-looking statements that involve risks and uncertainties. Our actual results may differ
materially from those discussed herein. We undertake no obligation to publicly release the result of any
revisions to these forward-looking statements that may be made to reflect any future events or

circumstances.

In the opinion of our management, all adjustments necessary to fairly present this pro forma
information have been made. The Unaudited Pro Forma Condensed Combined Financial Statements
are based upon, and should be read in conjunction with, the historical financial statements of
BUY.COM and BuyGolf.com, and the respective notes to such financial statements presented
elsewhere in this Prospectus. The pro forma information is based upon tentative allocations of

purchase price for the acquisitions and may not be indicative of the results that would have been



reported had such events actually occurred on the dates specified, nor is it indicative of the Company's
future results. Purchase accounting is based upon preliminary asset valuations, which are subject to

change.

The Unaudited Pro Forma Condensed Combined Statements of Operations for the nine months ended
September 30, 1999 are presented as if BUY.COM had completed the acquisition as of January 1,
1999. The impact of the acquisition of BuyGolf.com to the Unaudited Pro Forma Condensed
Combined Statement of Operations for the year ended December 31, 1998, is immaterial and therefore

has not been shown.

In addition, the Unaudited Pro Forma Condensed Combined Financial Statements do not reflect
purchase price adjustments and future contingent payments contained in the agreements relating to
certain acquisitions. You should read "Management's Discussion and Analysis of Financial Condition

and Results of Operations--Liquidity and Capital Resources."

PF-1

Buy.com Inc. and Subsidiaries

UNAUDITED PRO FORMA CONDENSED COMBINED STATEMENT OF OPERATIONS (amounts

in thousands, except share and per share data)

Nine Months Ended September 30, 1999

Buy.com BuyGolf. com, Pro Forma Pro Forma
Inc. Inc.(a) Adjustments  Combined
Net Tevenues.........ooeeuennon.. $397,601 $ 1,025 $ (40)(b) $398,586
Cost of goods sold............. 401,214 883 - 402,097
Gross profit.......covuvvuinn... (3,613) 142 (40) (3,511)
Operating expenses:
Sales and marketing.......... 44,094 1,841 (40)(b) 45,895
Product development.......... 3,851 - - 3,851
General and administrative... 12,872 1,402 -- 14,274
Depreciation and
amortization................ 3,009 341 5,858 (c) 9,208
Amortization of deferred
compensation................ 5,417 -- -- 5,417
Charge for warrants.......... 7,021 -- -- 7,021
Total operating expenses... 76,264 3,584 5,818 85,666
Operating 10SS............. (79,877) (3,442) (5,858) (89,177)
Other income (expense):
Interest income (expense),
0= AP (721) 7 -- (714)
Other.......ccoieeea.. 74 -- -- 74
Total other income
(eXpense).....eeeeeeennnn. (647) 7 - (640)
Loss before provision for
income taxesS.....veiiurnnenn.. (80,524) (3,435) (5,858) (89,817)
Provision for income taxes..... 3 1 -- 4
Net 10SS.w e eneneenenenennnn. $(80,527) $(3,436) $(5,858) $(89,821)

Net loss per share:

Basic and diluted........coiuiniiiiiiiiiiinnnenn. $ (0.62)
Weighted average number of common shares outstanding:

Basic and diluted.......uuiiiiiiiiiiiiiiiiiiin, 145,642,459



(a) The results of operations of BuyGolf.com will be included in our consolidated results commencing
October 1, 1999. This presentation shows the pro forma effects of the operations of BuyGolf.com as if

the acquisition occurred on January 1, 1999.

(b) Represents advertising revenues/expenses recorded for the nine months ended September 30, 1999,

that should be eliminated upon the acquisition of BuyGolf.com by BUY.COM.

(c) Represents the amortization of goodwill that would have been recorded for the nine months ended

September 30, 1999, if the acquisition of BuyGolf.com occurred on January 1, 1999.
PF-2
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Inside Back Cover of Prospectus 1. BUY.COM LOGO (center) 2. Annotation for logo: a. "BUY.COM" b.
"The Internet Superstore" Through and including, 1999 (the 25th day after the date of this
prospectus), all dealers effecting transactions in these securities, whether or not participating in this
offering, may be required to deliver a prospectus. This is in addition to the dealers' obligation to deliver

a prospectus when acting as underwriters and with respect to their unsold allotments or subscriptions.
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Information Not Required in Prospectus

Item 13. Other Expenses of Issuance and Distribution The following table sets forth the costs and
expenses, other than underwriting discounts and commissions, payable in connection with the sale and
distribution of the securities being registered. All amounts are estimated except the SEC and NASD
registration fees. All of the expenses below will be paid by us.

Item
SEC Registration TeE. ..ttt ittt ittt ettt eeeanaeeannnn $41,700
NASD filing fee..uuiiiii ittt e ettt eeeeaeaeeaaeans 15,500

Nasdag National Market listing fee.......oiiiiiiiiiiiiiiiiinnnn. 90,000



Blue sky fees and EXPeNSES . ... etiiiteeeeeeeeeeeeeeeeeennnnnn 5,000
Printing and engraving eXPeNSeS . . ... e e eeeeeeeeeeeeeeeeeeeanennnnn *
Legal fees and EXPENSES . ittt ettt ettt et eeee et

Accounting fees and EeXPeNSeS. .. ..uuititteteeeeeeeeneeeeeeeennnnnnnns *
Transfer Agent and Registrar fees........ouiiiiiiiiiiiiiiiennnnnnn *
MiSCELLaANEOUS . ¢ vttt ettt ittt ettt ittt e e

*

*To be filed by amendment.
Item 14. Indemnification of Directors and Officers.

Under Section 145 of the Delaware General Corporation Law, we can indemnify our directors and
officers against liabilities they may incur in such capacities, including liabilities under the Securities Act
of 1933, as amended (the "Securities Act"). Our bylaws (Exhibit 3.4 to this registration statement)
provide that we will indemnify our directors and officers to the fullest extent permitted by law and
require us to advance litigation expenses upon our receipt of an undertaking by the director or officer
to repay such advances if it is ultimately determined that the director or officer is not entitled to
indemnification. Our bylaws further provide that rights conferred under such bylaws do not exclude
any other right such persons may have or acquire under any bylaw, agreement, vote of stockholders or

disinterested directors or otherwise.

Our certificate of incorporation (Exhibit 3.2 to this registration statement) provides that, pursuant to
Delaware law, our directors shall not be liable for monetary damages for breach of the directors'
fiduciary duty of care to us and our stockholders. This provision in the certificate of incorporation does
not eliminate the duty of care, and in appropriate circumstances equitable remedies such as injunctive
or other forms of non-monetary relief will remain available under Delaware law. In addition, each
director will continue to be subject to liability for breach of the director's duty of loyalty to us or our
stockholders, for acts or omissions not in good faith or involving intentional misconduct or knowing
violations of law, for actions leading to improper personal benefit to the director, and for payment of
dividends or approval of stock repurchases or redemptions that are unlawful under Delaware law. The
provision also does not affect a director's responsibilities under any other law, such as the federal

securities laws or state or federal environmental laws.

In addition, our certificate of incorporation provides that we shall indemnify our directors and officers
if such persons acted (1) in good faith, (2) in a manner reasonably believed to be in or not opposed to
our best interests, and (3) with respect to any criminal action or proceeding, with reasonable cause to
believe such conduct was lawful. The certificate of incorporation also provides that, pursuant to
Delaware law, our directors shall not be liable for monetary damages for breach of the directors'
fiduciary duty of care to us and our stockholders. This provision in the certificate of incorporation does
not eliminate the duty of care, and in appropriate circumstances equitable remedies such as injunctive
or other forms of non- monetary relief will remain available under Delaware law. In addition, each
director will continue to be subject to liability for breach of the director's duty of loyalty to us for acts
or omissions not in good faith or involving intentional misconduct, for knowing violations of law, for
actions leading to improper personal benefit to the director, and for payment of dividends or approval

of stock repurchases or redemptions that are unlawful under Delaware law. The provision also does not



affect a director's responsibilities under any other law, such as the federal securities laws or state or
federal environmental laws. The certificate of incorporation further provides that we are authorized to
indemnify our directors and officers to the fullest extent permitted by law through the bylaws,
agreement, vote of stockholders or disinterested directors, or otherwise. We intend to obtain directors'

and officers' liability insurance in connection with this offering.

In addition, we have entered or, concurrently with this offering, will enter, into agreements to
indemnify our directors and certain of our officers in addition to the indemnification provided for in
the certificate of incorporation and bylaws. These agreements will, among other things, indemnify our
directors and some of our officers for certain expenses (including attorneys fees), judgments, fines and
settlement amounts incurred by such person in any action or proceeding, including any action by or in
our right, on account of services by that person as a director or officer of BUY.COM or as a director or
officer of any of our subsidiaries, or as a director or officer of any other company or enterprise that the

person provides services to at our request.

The purchase agreement (Exhibit 1.1 to this registration statement) provides for indemnification by
the underwriters of us and our officers and directors, and by us of the underwriters, for certain

liabilities arising under the Securities Act or otherwise.

Item 15. Recent Sales of Unregistered Securities The following is a summary of our transactions since
our formation in June 1997, involving sales of our securities that were not registered under the

Securities Act of 1933, as amended:
(1) In June 1997, BuyComp, LLC issued 9,000,000 units to Scott and Audrey Blum for $50,000.

(2) In August 1998, we sold 130,129,725 shares of common stock and 4,870,275 shares of Series A
convertible participating preferred stock to The Scott A. Blum Separate Property Trust u/t/d 8/2/95 in
exchange for 9,000,000 units of BuyComp, LLC.

(3) In August 1998, we sold an aggregate of 14,610,855 shares of Series A convertible participating
preferred stock to SOFTBANK Technology Ventures IV, L.P. and SOFTBANK Technology Advisors
Fund L.P. for $1.03 per share.

(4) In December 1998, a wholly-owned subsidiary of BUY.COM, BUY.COM ENTERTAINMENT, Inc.,
acquired SpeedServe, Inc. in a stock-for-stock transaction. As consideration for all 10,000 outstanding
shares of SpeedServe, Inc., we issued 8,847,315 shares of our common stock to the shareholders of

SpeedServe, Inc.

(5) In March 1999, we issued 180,000 shares of our common stock, valued at $2.39 per share, to the

Benson York Group, Inc. in exchange for certain domain names.

(6) In March 1999, we issued an aggregate of 260,894 shares of common stock to Ingram
Entertainment Inc., SOFTBANK Technology Advisors Fund L.P. and SOFTBANK Technology
Ventures IV, L.P. for $2.39 per share.



(7) In April 1999, we issued an aggregate of 40,110 shares of common stock to Ingram Entertainment
Inc., SOFTBANK Technology Advisors Fund L.P. and SOFTBANK Technology Ventures IV, L.P. for
$2.12 per share.

(8) In April 1999, we issued 25,094 shares of common stock to Harrison Uhl in exchange for a domain

name.

(9) In June 1999, we issued an aggregate of 206,670 shares of common stock to Ingram Entertainment
Inc., SOFTBANK Technology Advisors Fund L.P. and SOFTBANK Technology Ventures IV, L.P. for
$5.71 per share.

(10) In July 1999, we issued a warrant to purchase 2,000,000 shares of
common stock to United Airlines, Inc. for $10.00 per share. We also issued

another warrant for shares of common stock at an exercise price of
$ (determined by IPO price).

(11) In August 1999, we issued 65,000 shares of common stock to Raj Patel in exchange for a domain

name.

(12) In October 1999, we sold an aggregate of 15,877,249 shares of our Series B convertible
participating preferred stock to SOFTBANK Capital Partners L.P., SOFTBANK Capital Advisors Fund
L.P., SOFTBANK Technology Ventures IV L.P., SOFTBANK Technology Advisors Fund L.P.,
SOFTBANK Technology Ventures V, L.P., ePartners and Vivendi for $5.67 per share.

(13) In October 1999, we issued a warrant to purchase 1,000,000 shares of common stock for $5.67

per share.

(14) In October 1999, we acquired BuyGolf.com, Inc. in a stock for stock transaction. As consideration
for all of the outstanding capital stock of BuyGolf.com, we issued 4,142,927 shares of our common

stock to the stockholders of BuyGolf.com.

(15) In October 1999, we issued 1,800,000 shares of common stock to the PGA TOUR, Inc. in exchange

for a sponsorship agreement with them.

(16) Between July 1, 1997 and June 19, 1998, our predecessor entity, BuyComp, LLC granted
12,187,500 options to employees, non-employee directors and consultants to purchase units of
BuyComp LLC at an exercise price of $0.14 per unit. All options were assumed under our 1998 Stock

Option/Stock Issuance Plan and currently represent options to purchase an aggregate of shares of our
common stock of BUY.COM.

(17) Between September 1, 1998 and September 14, 1998, we granted options to purchase 1,837,500
shares of our common stock at an exercise price of $1.03 per share to certain employees and
consultants. Between October 6, 1998 and March 10, 1999, we granted options to purchase
19,251,105 shares of common stock at an exercise price of $2.39 per share to employees, non-
employee directors and consultants. On November 23, 1998 and December 15, 1998 we granted
options to purchase an aggregate of 37,500 shares of common stock at an exercise price of $2.50 per
share to a consultant. From April 1, 1999 to April 29, 1999, we granted options to purchase 237,000

shares of common stock at an exercise price of $4.24 per share to certain employees and a consultant.



On June 29, 1999, we granted options to purchase 1,101,000 shares of common stock at an exercise
price of $5.71 per share to employees and consultants. On August 1, 1999, we granted options to
purchase 619,020 shares of common stock at an exercise price of $5.71 per share to employees and
consultants. Between September 2, 1999 and October 11, 1999, we granted options to purchase
5,051,194 shares of common stock at an exercise price per share of $5.71 to employees and
consultants.

(18) Between January 1, 1999 and July 31, 1999, we issued and sold 45,787,500 shares of common

stock upon the exercise of stock options for aggregate consideration of $20,350.

The sale and issuance of securities in the above transactions were deemed to be exempt from
registration under the Securities Act by virtue of Section 4(2) or Rule 701 thereof, or Regulation D, as
transactions by an issuer not involving a public offering. Appropriate legends are affixed to the stock
certificates issued in such transactions. Similar legends were imposed in connection with any
subsequent sales of any such securities. All recipients either received adequate information about

BUY.COM or had access, through employment or other relationships, to such information.

Item 16. Exhibits and Financial Statement Schedules The following Exhibits are attached hereto and
incorporated herein by reference.

Exhibit Number Description 1.1* Form of Purchase Agreement.

2.1 Agreement and Plan of Merger and Reorganization dated October 26, 1998 by and among
BUY.COM, Speedserve.com Inc., Ingram Entertainment Inc., David C. Mason and Michael G. Mason.

2.2 Agreement and Plan of Merger and Reorganization dated October 25, 1999 by and among
BUY.COM INC., BGLF Acquisition Corporation, BuyGolf.com, Inc. and all of the stockholders listed
therein.

3.1 Amended and Restated Certificate of Incorporation of BUY.COM.

3.2* Proposed Amended and Restated Certificate of Incorporation of BUY.COM.
3.3 Bylaws of BUY.COM INC.

3.4* Proposed Bylaws of BUY.COM.

4.1* See Exhibit 3.1, 3.2, 3.3 and 3.4 for provisions of the BUY.COM's Certificate of Incorporation and
Bylaws defining the rights of holders of BUY.COM's common stock.

4.2* Specimen common stock certificates.
5.1* Opinion of Brobeck, Phleger and Harrison LLP.

9.1* Voting Trust Agreement dated June 7, 1999 by and between Scott Blum, The Scott A. Blum
Separate Property Trust, BUY.COM and certain of BUY.COM's outside directors.

9.2* Amended and Restated Voting Trust Agreement dated October 26, 1999 by and between Scott
Blum, The Scott A. Blum Separate Property Trust, BUY.COM and certain of BUY.COM's outside

directors.



10.1 Third Amended and Restated Investors' Rights Agreement dated September 2, 1999 by and
among BUY.COM and the parties named therein.

10.2 Voting Agreement dated December 3, 1998 by and among BUY.COM and the Stockholders
named therein.

10.3* Supply Agreement dated December 3, 1998 by and between Ingram Entertainment Inc. and
BUY.COM's wholly-owned subsidiary.

10.4* Order Fulfillment Agreement dated February 1, 1999 by and between BUY.COM and i.FILL, a
division of Valley Media, Inc.

10.5* Merchandising and Supply Agreement dated April 19, 1999 by and between BUY.COM and
Nashville Computer Liquidators, L.P.

10.6* Fulfillment Services Agreement dated March 11, 1999 by and between BUY.COM and National

Fulfillment Incorporated.

10.7* Master Service Agreement dated October 1, 1998 by and between BUY.COM and SOFTBANK

Services Group.

10.8* Resale Agreement dated March 10, 1999 by and between BUY.COM and Ingram Micro, Inc.;
Amendment dated August 11, 1999.

10.10x% Employment Agreement dated March 1, 1999 by and between BUY.COM
and Gregory Hawkins; Amendment No. 1 to the Employment
Agreement dated July , 1999.

Exhibit Number Description 10.11 1998 Stock Option/Stock Issuance Plan.
10.12* 1999 Stock Incentive Plan.
10.13* 1999 Employee Stock Purchase Plan.

10.14 Deed of Trust dated December 23, 1998 by and between BUY.COM and the Bank of Yorba
Linda for the property located at 21 Brookline, Aliso Viejo, California 92656.

10.15 Loan Agreement and related documents dated December 23, 1998 by and between BUY.COM
and the Bank of Yorba Linda.

10.16 Industrial Lease dated May 12, 1999 by and between BUY.COM and The Scott A. Blum Separate
Property Trust u/d/t 8/2/95.

10.17 Summit Lease dated June 1999 by and between BUY.COM and AEW/Parker II, LLC.
10.18 Operating Agreement of BUYTRAVEL.COM LLC dated July 19, 1999.

10.19 Marketing and Services Agreement dated July 19, 1999 by and between BUY.COM and United

Air Lines, Inc.

10.20 Common Stock Purchase Warrant dated July 19, 1999 by and between BUY.COM and United

Air Lines, Inc.



10.21 Credit Agreement dated July 20, 1999 by and between BUY.COM and certain commercial

lending institutions and The Bank of Nova Scotia.
10.22 Promissory Note dated July 20, 1999 by and between BUY.COM and The Bank of Nova Scotia.

10.23 Common Stock Purchase Warrant dated July 20, 1999 by and between BUY.COM and The Bank

of Nova Scotia.

10.24* Series A Convertible Participating Preferred Stock Agreement dated August 18, 1998 by and

between BUY.COM and certain investors.

10.25 Promissory Note dated May 26, 1999 by and between BUY.COM and The Scott A. Blum
Separate Property Trust u/d/t 8/2/95.

10.26 Agreement dated May 26, 1999 by and between BUY.COM and The Scott A. Blum Separate
Property Trust u/d/t 8/2/95, Waiver of Certain Rights, dated August 5, 1999.

10.27 Form of Option Agreement pursuant to 1998 Stock Option/Stock Issuance Plan.

10.28 Non-Competition Agreement dated December 3, 1998 by and between BUY.COM, BUY.COM's

wholly-owned subsidiary, Ingram Entertainment, Inc. and David Ingram.

10.29 Promissory Note dated August 16, 1999 by and between the Scott A. Blum Separate Property
Trust u/d/t 8/2/95.

10.30 Series B Convertible Participating Preferred Stock Purchase Agreement dated September 2,
1999 by and between BUY.COM and certain investors.

10.31 Common Stock Purchase Warrant dated October 8, 1999 by and between BUY.COM and
Harpeth Holdings Inc.

10.32 Non-Competition Agreement dated October 25, 1999 by and between BUY.COM INC,,
BuyGolf.com, Inc. and Bradford W. Allen.

Exhibit Number Description 10.33* Letter of Intent dated September 2, 1999 by and between
BUY.COM INC. and SOFTBANK America, Inc.

10.34* Common Stock Issuance Agreement dated October 22, 1999 by and between BUY.COM INC.
and PGA TOUR, Inc.

10.35* Sponsorship Letter Agreement dated October 22, 1999 by and between BUY.COM INC. and
PGATOUR, Inc.

21.1* Subsidiaries of BUY.COM.

23.1* Consent of Brobeck, Phleger & Harrison LLP (Included in Exhibit 5.1 hereto).
23.2 Consent of Arthur Andersen LLP.

24.1 Power of Attorney (Included on signature pages hereto).

27.1 Financial Data Schedule.



*To be filed by amendment.

(b) Financial Statement Schedules Schedules have been omitted because the information required to be

set forth therein is not applicable or is shown in the financial statements or notes thereto.

Item 17. Undertakings The Registrant hereby undertakes to provide to the Underwriters at the closing
specified in the Purchase Agreement certificates in such denominations and registered in such names

as required by the Underwriters to permit prompt delivery to each purchaser.

Insofar as indemnification for liabilities arising under the Securities Act of 1933 may be permitted to
directors, officers and controlling persons of BUY.COM pursuant to the foregoing provisions, or
otherwise, BUY.COM has been advised that in the opinion of the Securities and Exchange Commission
such indemnification is against public policy as expressed in the Securities Act and is, therefore,
unenforceable. In the event that a claim for indemnification against such liabilities (other than the
payment by BUY.COM of expenses incurred or paid by a director, officer or controlling person of
BUY.COM in the successful defense of any action, suit, or proceeding) is asserted by such director,
officer or controlling person in connection with the securities being registered, BUY.COM will, unless
in the opinion of its counsel the matter has been settled by controlling precedent, submit to a court of
appropriate jurisdiction the question whether such indemnification by it is against public policy as

expressed in the Securities Act and will be governed by the final adjudication of such issue.
The undersigned Registrant hereby undertakes that:

(1) For purposes of determining any liability under the Securities Act of 1933, the information omitted
from the form of prospectus as filed as part of this Registration Statement in reliance upon Rule 430A
and contained in a form of prospectus filed by BUY.COM pursuant to Rule 424(b)(1) or (4) or 497(h)
under the Securities Act shall be deemed to be part of this Registration Statement as of the time it was

declared effective.

(2) For the purpose of determining any liability under the Securities Act of 1933, each post-effective
amendment that contains a form of prospectus shall be deemed to be a new registration statement
relating to the securities offered therein, and this offering of such securities at that time shall be

deemed to be the initial bona fide offering thereof.

Signatures

Pursuant to the requirements of the Securities Act of 1933, BUY.COM has duly caused this

Registration Statement to be signed on its behalf by the undersigned, thereunto duly authorized, in the
City of Aliso Viejo, State of California, on the 27th day of October 1999.

Buy.com Inc.

/s/ Gregory J. Hawkins By: Gregory J. Hawkins, Chief Executive Officer




Power of Attorney

KNOW ALL MEN BY THESE PRESENTS, the undersigned hereby constitute and appoint Greg
Hawkins and Murray H. Williams, and each of them, his true and lawful attorney-in-fact and agent,
each with full power of substitution and resubstitution, for him and in his name, place and stead, in any
and all capacities, to sign any and all amendments (including post-effective amendments) to this
Registration Statement, or any related registration statement filed pursuant to Rule 462(b) under the
Securities Act of 1933, and to file the same, with exhibits thereto, and other documents in connection
therewith, with the Securities and Exchange Commission, granting unto said attorneys-in-fact and
agents, and each of them, full power and authority to do and perform each and every act and thing
requisite or necessary to be done in connection therewith, as fully to all intents and purposes as he
might or could do in person, hereby ratifying and confirming all that each of said attorneys- in-fact and

agents, or his substitute or substitutes, may lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Act of 1933, this Registration Statement on Form S-1

has been signed by the following persons in the capacities and on the dates indicated:

Signature Title Date

/s/ Gregory J. Hawkins Chief Executive Officer and October 24, 1999
Director (principal executive
Gregory J. Hawkins officer)

/s/ Murray H. Williams Vice President, Finance October 24, 1999
(principal financial officer) Murray H. Williams /s/ William L. Burnham Director October 25, 1999
William L. Burnham /s/ David B. Ingram Director October 20, 1999 David B. Ingram /s/ Donald M.
Kendall Director October 20, 1999 Donald M. Kendall /s/ Charles W. Richion Director October 21,
1999 Charles W. Richion /s/ James B. Roszak Director October 21, 1999 James B. Roszak Signature
Title Date /s/ Edward S. Russell Director October 24, 1999 Edward S. Russell /s/ John Sculley Director
October 21, 1999 John Sculley /s/ Wayne T. Thorson Director October 22, 1999 Wayne T. Thorson
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2.1 Agreement and Plan of Merger and Reorganization dated October 26, 1998 by and among
BUY.COM, Speedserve.com Inc., Ingram Entertainment Inc., David C. Mason and Michael G. Mason.

2.2 Agreement and Plan of Merger and Reorganization dated October 25, 1999 by and among
BUY.COM INC., BGLF Acquisition Corporation, BuyGolf.com, Inc. and all of the stockholders listed

therein.
3.1 Amended and Restated Certificate of Incorporation of BUY.COM.
3.2* Proposed Amended and Restated Certificate of Incorporation of BUY.COM.

3.3 Bylaws of BUY.COM INC.



3.4* Proposed Bylaws of BUY.COM.

4.1* See Exhibit 3.1, 3.2, 3.3 and 3.4 for provisions of the BUY.COM's Certificate of Incorporation and
Bylaws defining the rights of holders of BUY.COM's common stock.

4.2* Specimen common stock certificates.
5.1* Opinion of Brobeck, Phleger and Harrison LLP.
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9.2* Amended and Restated Voting Trust Agreement dated October, 1999 by and between Scott Blum,
The Scott A. Blum Separate Property Trust, BUY.COM and certain of BUY.COM's outside directors.

10.1 Third Amended and Restated Investors' Rights Agreement dated September 2, 1999 by and
among BUY.COM and the parties named therein.

10.2 Voting Agreement dated December 3, 1998 by and among BUY.COM and the Stockholders

named therein.

10.3* Supply Agreement dated December 3, 1998 by and between Ingram Entertainment Inc. and
BUY.COM's wholly-owned subsidiary.

10.4* Order Fulfillment Agreement dated February 1, 1999 by and between BUY.COM and i.FILL, a
division of Valley Media, Inc.

10.5* Merchandising and Supply Agreement dated April 19, 1999 by and between BUY.COM and
Nashville Computer Liquidators, L.P.

10.6* Fulfillment Services Agreement dated March 11, 1999 by and between BUY.COM and National
Fulfillment Incorporated.

10.7* Master Service Agreement dated October 1, 1998 by and between BUY.COM and SOFTBANK

Services Group.

10.8* Resale Agreement dated March 10, 1999 by and between BUY.COM and Ingram Micro, Inc.;
Amendment dated August 11, 1999.

Exhibit Number Description

10.10% Employment Agreement dated March 1, 1999 by and between BUY.COM
and Gregory Hawkins; Amendment No. 1 to the Employment
Agreement dated July , 1999.

10.11 1998 Stock Option/Stock Issuance Plan.
10.12* 1999 Stock Incentive Plan.
10.13* 1999 Employee Stock Purchase Plan.

10.14 Deed of Trust dated December 23, 1998 by and between BUY.COM and the Bank of Yorba
Linda for the property located at 21 Brookline, Aliso Viejo, California 92656.



10.15 Loan Agreement and related documents dated December 23, 1998 by and between BUY.COM
and the Bank of Yorba Linda.

10.16 Industrial Lease dated May 12, 1999 by and between BUY.COM and The Scott A. Blum Separate
Property Trust u/d/t 8/2/95.

10.17 Summit Lease dated June 1999 by and between BUY.COM and AEW/Parker II, LLC.
10.18 Operating Agreement of BUYTRAVEL.COM LLC dated July 19, 1999.

10.19 Marketing and Services Agreement dated July 19, 1999 by and between BUY.COM and United

Air Lines, Inc.

10.20 Common Stock Purchase Warrant dated July 19, 1999 by and between BUY.COM and United

Air Lines, Inc.

10.21 Credit Agreement dated July 20, 1999 by and between BUY.COM and certain commercial

lending institutions and The Bank of Nova Scotia.
10.22 Promissory Note dated July 20, 1999 by and between BUY.COM and The Bank of Nova Scotia.

10.23 Common Stock Purchase Warrant dated July 20, 1999 by and between BUY.COM and The Bank

of Nova Scotia.

10.24* Series A Convertible Participating Preferred Stock Agreement dated August 14, 1998 by and

between BUY.COM and certain investors.

10.25 Promissory Note dated May 26, 1999 by and between BUY.COM and The Scott A. Blum
Separate Property Trust u/d/t 8/2/95.

10.26 Agreement dated May 26, 1999 by and between BUY.COM and The Scott A. Blum Separate
Property Trust u/d/t 8/2/95, Waiver of Certain Rights, dated August 5, 1999.

10.27 Form of Option Agreement pursuant to 1998 Stock Option/Stock Issuance Plan.

10.28 Non-Competition Agreement dated December 3, 1998 by and between BUY.COM, BUY.COM's

wholly-owned subsidiary, Ingram Entertainment, Inc. and David Ingram.

10.29 Promissory Note dated August 16, 1999 by and between the Scott A. Blum Separate Property
Trust u/d/t 8/2/95.

10.30 Series B Convertible Participating Preferred Stock Purchase Agreement dated September 2,
1999 by and between BUY.COM and certain investors.

10.31 Common Stock Purchase Warrant dated October 8, 1999 by and between BUY.COM and
Harpeth Holdings Inc.

10.32 Non-Competition Agreement dated October 25, 1999 by and between BUY.COM INC,,
BuyGolf.com, Inc. and Bradford W. Allen.
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10.34* Common Stock Issuance Agreement dated October 22, 1999 by and between BUY.COM INC.
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