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offers to buy, shares of our common stock only in jurisdictions where offers and sales are permitted.
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We own or have rights to various trademarks, service marks and trade names used in our business.
These include the iPIX(TM) logo, iPIX(TM), Internet Pictures(TM), the IPIX(TM) logo, IPIX(TM), GET
THE WHOLE PICTURE(TM), iPIX On Location(TM), iPIX Teleporter(TM), iPIX LOCATION ON
DEMAND-WEBCAM(TM), OMNIVIEW(TM), THE VIRTUAL EYE(TM), V360(TM), iPIX: THE EYES
OF THE INTERNET(TM), iPIX WEBCAM: THE EYES OF THE INTERNET(TM), INTERACTV(TM),
STEP INSIDE THE PICTURE(TM), the bamboo.com(TM) logo, BAMBOO.COM(TM),
VIEWALWAYS(TM) and BAMBOO(TM). This prospectus also includes trademarks, service marks and

trade names of other companies.

Prospectus Summary

This summary highlights the information contained elsewhere in this prospectus. This summary is not
complete and does not contain all of the information that you should consider before investing in the

common stock. To understand this offering fully, you should read the entire prospectus carefully,



including the risk factors and the financial statements and notes.

We use the term "we," "the company," or "iPIX" to refer to Internet Pictures Corporation, a corporation
organized under Delaware law created by the merger of Interactive Pictures Corporation and
bamboo.com, Inc. We refer to Interactive Pictures Corporation as "Interactive Pictures" and to

bamboo.com, Inc. as "bamboo.com."

Internet Pictures Corporation

Overview

iPIX is a leading Internet infrastructure company that provides visual content and other digital media
solutions to facilitate commerce, communication and entertainment. We offer both businesses and
consumers complete end-to-end solutions that include the capture, processing, hosting and
distribution of visual content and other digital media for the Internet. Our infrastructure enables us to
deliver digital media content to web sites accessed from a variety of platforms, including personal
computers, interactive televisions and wireless devices. Our solutions help businesses increase the
relevance and enjoyment of users' web site visits, resulting in increased traffic and repeat usage. This, in
turn, provides our customers with increased e-commerce and advertising revenue opportunities
without requiring significant investment in digital media infrastructure. We have targeted the following
global vertical markets: real estate, travel and hospitality, automotive, e-retail, electronic publishing,
education and entertainment. Our customers include Carnival Cruise Lines, Cendant, Century 21,
CNN, Coldwell Banker, Discovery.com, Disney, ERA, General Motors, Hilton Hotels, Intel, Microsoft,
Prudential Real Estate, RE/MAX, Rent.Net, Swissotel, The Washington Post, Ticketmaster Online-
Citysearch and Warner Brothers.

Market Opportunity

International Data Corporation, or IDC, estimates e-commerce revenues will grow from approximately
$130 billion worldwide in 1999 to $1.6 trillion worldwide by 2003. Additionally, IDC estimates the
number of URLs on the web will grow from 2.2 billion in 1999 to 4.3 billion in 2000. To remain
competitive, businesses must devote significant time and resources to attract and retain web site traffic
and generate e-commerce transactions. In order to fulfill these objectives, companies are seeking more
compelling visual content and other digital media to significantly enhance the quality of their online
presence. Technological innovations, such as immersive images, web cams and streaming video, offer
businesses the opportunity to provide visual content and other digital media of a more realistic and
interactive nature. Businesses are seeking to take advantage of these innovations without having to

incur the expense of creating and maintaining their own digital media infrastructure.



The Ipix Solution

Our end-to-end solutions include the capture, processing, hosting and distribution of visual content
and other digital media for the Internet. Our solutions are designed for many types of digital content,
including still images, immersive images, slide shows, video, animation and audio. Utilizing an
extensive network of photographers, we offer our content capture services in over 90 of the top 100
metropolitan areas across the United States and Canada. We have a patented technology for the
capture and processing of immersive images utilizing a standard digital camera fitted with a fisheye
lens. An iPIX immersive image is a 360 degrees by 360 degrees image that users can easily navigate on
a computer screen by moving a cursor inside the image. 1 We have recently introduced iPIX Movies,
our new offering which combines the interactivity of our immersive images with full-motion video.
Using our scalable hosting and distribution infrastructure with ViewAlways technology, we enable high
speed delivery of digital media content over the Internet to multiple user platforms, including personal
computers and wireless devices. We believe that our visual content and other digital media solutions
provide businesses with more compelling content for attracting and retaining web site visitors and

increasing e-commerce opportunities.

Our Business Strategy

The key elements of our strategy are as follows:

- Enhance our leadership position in visual content and digital media solutions;
- Leverage our end-to-end solutions to generate multiple revenue sources;

- Expand our visual content infrastructure with new offerings;

- Expand strategic relationships; and - Expand internationally.

Recent Developments

Merger of Interactive Pictures and bamboo.com We are the result of the merger of Interactive Pictures
and bamboo.com that occurred on January 19, 2000. Interactive Pictures was founded in 1986 at the
Oak Ridge National Laboratory in Tennessee to develop remote robotic systems for the United States
Department of Defense, the Department of Energy, NASA and other government departments.
bamboo.com was founded in 1995 in Toronto, Canada to provide virtual tours for online residential

real estate listings.

Acquisition of PictureWorks On March 6, 2000, we entered into an agreement to acquire all of the
capital stock of PictureWorks Technology, Inc. We expect this acquisition to close during March 2000.
We believe that this acquisition will extend our visual content infrastructure and enable us to provide

solutions to customers who depend on user-submitted content, including e-commerce web sites,



community web sites and Internet portals. PictureWorks' Rimfire technology enables end-users to post
a variety of media -- including still photos, audio and video -- to the web by simply pointing a cursor at

the desired media and dragging it to a Rimfire supported web site.

Our Address

We are a corporation organized under the laws of Delaware. Our headquarters are located at 1009
Commerce Park Drive, Oak Ridge, TN 37830, with co-headquarters at 124 University Avenue, Palo
Alto, CA 94301. Our telephone number is 865-482-3000. We can be found on the Internet at

www.ipix.com. Information contained on our web site does not constitute part of this prospectus. 2

The Offering

COMMON STOCK OFFERED BY IPIX.... 7,500,000 shares COMMON STOCK OFFERED BY
SELLING STOCKHOLDERS................. 2,500,000 shares COMMON STOCK OUTSTANDING
AFTER THE OFFERING.................... 54,379,437 shares USE OF PROCEEDS................. We intend to
use the net proceeds we receive from this offering to complete our acquisition of PictureWorks, for
sales and marketing activities, including international expansion, to advance the development of new
visual content solutions and for working capital and general corporate purposes. We will not receive

any proceeds from the sale of shares of common stock by the selling stockholders.

Nasdag National Market Symbol... Ipix

DIVIDEND POLICY........cceuu... We do not anticipate paying any cash dividends any time in the

foreseeable future.
Unless otherwise indicated, the share information in this prospectus is stated as of March 1, 2000 and:

- excludes up to 1,500,000 shares that may be issued and sold by us to the underwriters pursuant to

their rights to purchase shares to cover over-allotments;
- includes 6,894,692 shares of our outstanding Class B common stock;

- excludes 11,402,099 shares of common stock issuable upon the exercise of outstanding stock options
granted under our 1997 equity compensation plan, our amended and restated 1998 employee, director
and consultant stock plan and our 1999 employee stock purchase plan, of which options to purchase

3,778,815 shares are currently exercisable;

- excludes 2,212,514 shares of common stock reserved for future grant or award under our stock

option and stock purchase plans;

- excludes shares of common stock to be issued upon the exercise of options by some of our selling

stockholders in connection with this offering;



- excludes 200,000 shares of common stock issuable upon the exercise of outstanding warrants; and -
excludes up to a maximum of 6,316,173 shares that may be issued in connection with our acquisition
of PictureWorks. 3

Summary Financial Information

The following table summarizes the historical financial data of our business and supplemental pooled
financial data reflecting the merger of bamboo.com and Interactive Pictures in January 2000 in a
merger accounted for using the pooling of interests method of accounting. You should read this
information with the discussion in "Management's Discussion and Analysis of Financial Condition and
Results of Operations” and our financial statements and notes to those statements included elsewhere

in this prospectus.

SUPPLEMENTAL
POOLED
FISCAL YEARS ENDED DECEMBER 31, YEAR ENDED
-------------------------------- DECEMBER 31,
1997 1998 1999 1999
In thousands, except per share data = —----—- ———mmmom mmmmmmmmm e
STATEMENTS OF OPERATIONS DATA:
AV 2=1 1 LU= T $ 46 $ 77 $ 3,756 $ 12,523
CoSt Of TEVENUES. ..ttt ittt ittt et eannnn 15 67 2,880 7,262
Gross Profat. . vttt ittt i et e e 31 10 876 5,261
Operating expenses:
Sales and marketing.........coiiiiiiiiii it 10 300 18,044 37,785
Research and development..........coiiiiiinnnnn.. 42 110 1,366 5,359
General and administrative............cciiiiiian.. 122 278 8,007 13,906
Stock compensation expense...........iiiiiiiiiaaan. -- 1,162 20,079 20,675
Total operating expenses............eeeuun. 174 1,850 47,496 77,725
Loss from operations.........oueeeeeeeennnnnnnnnnn (143) (1,840) (46,620) (72,464)
INterest EXPENSE .ttt ettt et et e -- -- (6,672) (6,684)
Other income (expense), Net........oeeiiinnennnnnnn. - -- 647 2,545
T2 o 0 Y- (143) (1,840) (52,645) (76,603)
Beneficial conversion feature of Series B
convertible preferred stock........cvvviiuvnnin... -- - (1,000) (1,000)
Net loss attributable to common stockholders........ $ (143) $(1,840) $(53,645) $(77,603)
Net loss per common share -- basic and diluted...... $(0.05) $ (0.31) $ (4.13) $ (3.01)
Weighted average common shares -- basic and
Lo U Yo PP 2,819 5,953 12,990 25,757

The following table presents a summary of our balance sheet at December 31, 1999:

- on a supplemental pooled basis after giving effect to the merger of Interactive Pictures and

bamboo.com accounted for as a pooling of interests;

- on a combined basis after giving effect to our acquisition of PictureWorks; and - on a supplemental
pooled pro forma as adjusted basis after giving effect to the sale of 7,500,000 shares of common stock
by us in this offering assuming a public offering price of $39.125 per share and after deducting the
underwriting discount and estimated offering expenses.
AS OF DECEMBER 31, 1999
PRO FORMA

SUPPLEMENTAL COMBINED AS ADJUSTED
(UNAUDITED)  (UNAUDITED)



In thousands
BALANCE SHEET DATA:

Cash, cash equivalents and securities available-for-sale.... $73,366 $ 73,366 $351,719
Working capital. ...ttt ittt it 58,617 57,603 335,956
B IR o 1 - 1o =Y - o= 95,803 303,798 582,151
Long-term liabilities.......c.cuuuueeiinnnnnennnnnnnnnnn 387 4,867 4,867
Total stockholders' equity.......vviiiiiiinnnnneeinnnnnnnnnn 81,041 283,232 561,585

Risk Factors

You should carefully consider the risks and uncertainties described below and all other information

contained in this prospectus before deciding to purchase shares of our common stock.
Risks Relating to Our Business, Finances and Operations

Our Future Profitability Is Uncertain Because We Have a
Limited Operating History

As a result of our limited operating history, we have limited meaningful historical financial data upon
which to base planned operating expenses. Thus, our expense levels are based in part on our
expectations of future revenues. We cannot assure you that we will be able to accurately predict our
revenues, particularly in light of our limited operating history as a combined company. In addition, our
prospects must be considered in light of the risks, expenses and difficulties frequently encountered by
companies in an early stage of development, particularly companies like ours that operate in new and

rapidly evolving industries.

OUR QUARTERLY RESULTS MAY FLUCTUATE, WHICH COULD CAUSE THE PRICE OF OUR
COMMON STOCK TO DROP We believe that our quarterly operating results could vary significantly
in the future and that quarter-to-quarter comparisons should not be relied upon as indications of
future performance. In some future quarterly periods the operating results may fall below the
expectations of securities analysts and investors, which could significantly harm or depress the trading
price of our common stock. Among the factors which could significantly affect our future performance

are:
- the uncertainty of market acceptance of our products or services;

- the introduction of new or enhanced products and services, or changes in pricing policies by us or our

competitors;

- cyclical economic swings in the real estate market that are caused by various factors, including

changes in interest rates, changes in economic conditions and seasonal changes in geographic regions;
- the rate at which we can recruit, train and integrate employees;

- our ability to manage multiple relationships among various customers and strategic partners;



- our ability to expand sales, marketing and customer service operations;

- our ability to maintain our research and development activities; and - economic conditions specific to

the Internet or all or a portion of the technology sector.

WE HAVE INCURRED SUBSTANTIAL LOSSES AND OUR EXPENSES CONTINUE TO INCREASE;
THUS WE MAY NEVER BECOME PROFITABLE We have incurred substantial net losses and
experienced negative cash flow, and we expect our operating losses and negative cash flow to continue.
Although our revenues have increased over the past years, we may not be able to sustain future revenue
growth. In addition, our expenses continue to increase as we expand our sales and marketing efforts,
increase the number of employees and invest in an expansion of services and product development.
Further, as of December 31, 1999, on a supplemental pooled consolidated basis, we had an
accumulated deficit of $103.7 million. Accordingly, we cannot offer any assurances that revenues will

ever exceed expenses or that we will become profitable.

WE MAY BE UNABLE TO COMBINE THE BUSINESS AND OPERATIONS OF INTERACTIVE
PICTURES AND BAMBOO.COM SUCCESSFULLY OR ACHIEVE THE ANTICIPATED BENEFITS
OF THE MERGER The merger of Interactive Pictures and bamboo.com, which was completed in
January 2000, requires us to integrate the businesses and operations of two different companies into a
single company. We may not be able to successfully integrate the operations, products, services,
personnel and customers of the two constituent companies into our combined enterprise. Additionally,
we may fail to achieve the anticipated benefits from the merger, including marketing, product

development, distribution and other operational efficiencies.

The integration process may further strain our existing financial and managerial controls and reporting
systems and procedures. This may result in the diversion of management and financial resources from
our core business objectives. In addition, we are not experienced in managing significant facilities or
operations in geographically distant areas. Finally, we cannot be certain that we will be able to retain

the key employees from either company.

OURATTEMPTS TO EXPAND THROUGH BUSINESS COMBINATIONS AND STRATEGIC
ALLIANCES MAY NOT BE SUCCESSFUL AND MAY HARM OUR OPERATIONAL EFFICIENCY,
FINANCIAL PERFORMANCE AND RELATIONSHIPS WITH EMPLOYEES AND THIRD PARTIES
We plan to continue to expand our operations and market presence by entering into business
combinations, investments, joint ventures or other strategic alliances with Internet companies, digital
camera manufacturers or other companies both in the United States and internationally. For example,
we have recently announced an agreement to purchase all of the capital stock of PictureWorks. Our
ability to expand may be limited due to the many financial and operational risks accompanying these

transactions. For example:

- we may have difficulty assimilating the operations, technology and personnel of the acquired

companies;

- our business may be disrupted by the allocation of resources to consummate these transactions;



- we may experience difficulty retaining key technical and managerial personnel from acquired

companies;

- we may experience one-time in-process research and development charges and ongoing expenses

associated with amortization of goodwill and other purchased intangible assets;
- you may experience further dilution if we issue equity to fund these transactions;

- acquired businesses may initially be unprofitable, causing additional operating losses and increased
expenses; and - our relationships with existing employees, customers and business partners may be

weakened or terminated as a result of these transactions.

Our Future Success Is Dependent Upon Key Distribution
Affiliates

The ability to broadly distribute digital media content over the Internet, especially online immersive
tours of real estate, is vital to our business. Our online tours can currently be viewed through the web
sites of our distribution affiliates, which include real estate destination sites such as HomeSeekers.com,
Microsoft HomeAdvisor and Realtor.com. Through agreements between our affiliates and third parties,
our online tours may also be viewed on AOL, Excite@Home Network, GO Network/Infoseek, MSN,
and Yahoo! We must continue to have access to these sites and maintain existing relationships in order
to maintain a competitive advantage for our business. If we lose any of our distribution affiliates or if
any of our distribution affiliates loses its relationship with any major Internet portal, it could have a
material adverse effect on our business.

WE DEPEND UPON THIRD-PARTY RELATIONSHIPS FOR ASSISTANCE IN MARKETING AND
HOSTING DIGITAL MEDIA CONTENT The success of our business in the real estate market depends
on establishing and maintaining commercial relationships with traditional real estate brokerage
companies, multiple listing services and technology providers. We expect to continue to encounter

competition for these relationships with real estate brokerage companies.

We depend upon a third party Internet service provider to host and maintain our production servers
for all of our digital media content. As part of our end-to-end solutions, our servers host digital media
content for some of our customers. The performance of our web hosting facility systems is critical to
our business and reputation. Any system failure, including network, software or hardware failure, that
causes an interruption in the delivery of digital media content or a decrease in responsiveness of web
site service could result in reduced revenue, and could be harmful to our reputation and brand. Our
Internet service provider does not guarantee that its Internet access will be uninterrupted, error free or
secure. Any disruption or decreased response time in Internet access by our provider could significantly
harm our business. Further, our insurance may not adequately compensate us for any losses that may

occur due to any failures in the system or interruptions in the service.



IF OUR OFFERINGS ARE NOT ACCEPTED BY THE BUSINESS AND CONSUMER MARKETS,
OUR FUTURE GROWTH WOULD BE LIMITED We currently sell the overwhelming majority of our
offerings to the business market. We are dependent upon the continued and expanded use of our
offerings by the business market and the acceptance of our offerings by individual consumers. We have
only made limited sales to individual consumers and cannot assure that they will be willing to purchase
and use our offerings. Thus, both the timing and growth of market acceptance for our offerings are
subject to a high level of uncertainty. Acceptance of our offerings is highly dependent on a number of

factors, including:
- the availability, quality and price of competing products and services;

- the development of technologies that will facilitate the use of our offerings by businesses and

consumers;
- the ease-of-use and performance of our offerings; and - the success of our marketing efforts.

WE MAY BE UNABLE TO PROTECT OUR INTELLECTUAL PROPERTY RIGHTS, AND THESE
RIGHTS MAY BE CHALLENGED BY OTHERS, WHICH COULD SUBJECT US TO SIGNIFICANT
LIABILITY FOR DAMAGES AND INVALIDATION OF OUR INTELLECTUAL PROPERTY RIGHTS
We rely on a combination of patent, trademark and trade secret laws, non-disclosure agreements and
other contractual provisions to protect our intellectual property rights. Our success is heavily
dependent upon our ability to enforce and protect these rights, and we cannot assure you that we will
be successful in protecting these rights. Also, our patents, service marks or trademarks may be
challenged and invalidated or circumvented. In addition, we are exposed to infringement of our
intellectual property in foreign markets because our intellectual property is protected under United

States laws that may not extend to foreign uses.

We have been involved in litigation relating to the protection of intellectual property rights and could
be involved in future litigation as third parties develop products that we believe infringe on our patents
and other intellectual property rights. We have experienced attempts to misappropriate our
technology, and we expect those attempts may continue. We are currently involved in litigation in
which our rights to technology have been challenged. A determination against us in this lawsuit would

have a material adverse effect on our business.

OUR MARKET IS HIGHLY COMPETITIVE, AND OUR BUSINESS MAY FAIL IF WE ARE UNABLE
TO COMPETE SUCCESSFULLY The market for visual content and other digital media solutions is
new and rapidly evolving. We currently compete with other providers of immersive imaging
technology, including Be Here Corp. and MGI Software. Each of these companies develops and

markets imaging products and services that provide a panoramic image experience.

We cannot assure you that others will not develop technologies that are similar or superior to our

technologies, duplicate our technologies or design around our patents. To compete effectively, we must:

- introduce new versions of, and enhancements to, our products and services;



- price our products and services at appropriate and competitive levels; and - provide strong marketing

support to promote our products and services.

Some of our competitors have greater financial, marketing, distribution and technical resources than
we do. In addition, we compete with other companies in the traditional two-dimensional photography
industry. Traditional photographs have significant and established customer acceptance. Our success
will be dependent on our ability to compete with companies offering similar immersive imaging
products and with companies in the traditional photography industry. If we are unable to compete

effectively, our business may fail.

WE HAVE EXPERIENCED, AND ANTICIPATE THAT WE WILL CONTINUE TO EXPERIENCE,
RAPID GROWTH, WHICH PLACES SIGNIFICANT STRAIN ON OUR MANAGEMENT SYSTEMS
AND RESOURCES Over the last 12 months, our employee base has grown significantly, and we expect
that the number of our employees will continue to increase in the future. This growth has placed, and is
expected to continue to place, a significant strain on our management and resources. To manage the
expected growth of operations and personnel, we must continue to improve or replace existing
operational, accounting and information systems, procedures and controls. In connection with the
audit of bamboo.com for the fiscal year ended December 31, 1999, our independent accountants
identified a reportable condition in bamboo.com's internal controls with respect to the reconciliation of
deferred revenues. While management instituted action to correct the condition prior to the
completion of the audit, failure by the integrated company to maintain strong internal controls in the
future would harm our business. In addition, we need to rapidly expand, train, integrate and manage
our employees, particularly those in our technical, accounting, financial and sales and marketing
organizations. We cannot assure you that we will be able to manage our growth successfully, and our

failure to do so could cause our business to fail.

WE ARE RELIANT ON OUR CUSTOMERS' AWARENESS OF OUR BRAND AND MAY HAVE TO
EXPEND SIGNIFICANT RESOURCES TO MAINTAIN OR ACCOMPLISH OUR BRAND
AWARENESS We believe that establishing and maintaining our brand of visual content solution is
important to our efforts to increase our customer base. We intend to make significant expenditures to
create and maintain distinct brand awareness through traditional media advertising campaigns such as
print, billboards and television and by increasing sales and marketing activities. If customers do not
perceive our existing products and services to be of high quality or if we introduce new products and
services or enter into new business ventures that are not favorably received or ultimately successful, the
value of our brand could be diluted, which could adversely affect the attractiveness of our products and
services. If we fail to increase our revenue as a result of our branding efforts or fail to promote our
brand successfully, or if we incur excessive expenses in an attempt to promote and maintain our brand

without a corresponding increase in sales, our business could be harmed.

IF OUR VISUAL CONTENT SOLUTIONS AND IMMERSIVE IMAGES FOR E-COMMERCE DO
NOT ACHIEVE WIDESPREAD MARKET ACCEPTANCE, OUR BUSINESS WILL NOT GROW Our

success will depend in large part on widespread market acceptance of immersive imaging for e-



commerce and of online tours to display real estate properties. If the online market for these products
develops more slowly than expected, or if our visual content solutions do not achieve widespread

market acceptance, our business will grow more slowly than expected.
Our future growth, if any, will depend on the following critical factors:

- the growth of the Internet as a tool used in the process of buying and selling products marketed with

the help of immersive imaging, particularly residential real estate;

- our ability to successfully and cost-effectively market our visual content products and services to a
sufficiently large number of web sites, including real estate portals, e-commerce web sites and new
media sites; and - our ability to consistently deliver high quality products and fast and convenient

service at competitive prices.

A SIGNIFICANT AMOUNT OF OUR SALES COMES FROM A FEW VERTICAL MARKETS,
INCLUDING THE REAL ESTATE MARKET Currently, a significant portion of our revenue is derived
from businesses in the real estate and e-commerce vertical markets. For example, in 1999, 47.0% of our
combined revenues were related to the real estate industry. Our inability to continue to sell to
customers in these vertical markets could result in a significant reduction in our total revenues and
negatively affect our ability to become profitable. The volume of sales that we generate from customers

within these and other vertical markets is likely to vary from year to year.

If We Lose Key Members of Our Personnel, Our Future
Success Could Be Limited

Our future success depends on our ability to attract and retain key management, scientific, technical
and other personnel. In addition, we must recruit additional qualified management, scientific, technical,
marketing and sales and support personnel for our operations. Competition for this type of personnel
is intense, and there can be no assurances that we will be successful in attracting or retaining personnel.
In addition, some members of our management team are not bound by non-compete agreements if
they are no longer employed by us. The loss of the services of one or more members of our
management group or other key employees or the inability to hire additional qualified personnel will

limit our ability to grow our business.

OUR SUCCESS IS DEPENDENT UPON OUR ABILITY TO ADAPT TO TECHNOLOGICAL
CHANGES, AND IF WE FAIL TO ADAPT TO TECHNOLOGICAL CHANGES, OUR OFFERINGS
MAY BECOME OBSOLETE We compete in a market characterized by rapidly changing technology,
evolving industry standards, frequent new service and product announcements, introductions and
enhancements and changing customer demands. These market characteristics are intensified by the
emerging nature of the Internet and the multitude of companies offering Internet-based products and
services. Thus, our success depends on our ability to adapt to rapidly changing technologies, to adapt
our offerings to evolving industry standards and to continually improve the performance, features and

reliability of our offerings in response to competitive products and shifting demands of the



marketplace. In addition, widespread changes in Internet, networking or telecommunications
technologies or other technological alterations could require substantial expenditures to modify our
products, services or infrastructure. Failure to adapt to new technology in any of these areas could have

a material adverse effect on our business, results of operations and financial condition.

WE MAY NOT BE SUCCESSFUL IN EXPANDING OUR VISUAL CONTENT SOLUTIONS INTO
INTERNATIONAL MARKETS A part of our long-term strategy is to expand into international
markets. The success of any additional foreign operations will be substantially dependent upon our
entering and succeeding in those markets. We may experience difficulty in managing international

operations as a result of competition, technical problems, distance, language or cultural differences.

As we expand our international efforts, we will be subject to a number of risks, including the following:
- failure of foreign countries to rapidly adopt the Internet and digital imaging;

- unexpected changes in regulatory requirements, especially regarding the Internet;

- slower payment and collection of accounts receivable than in our domestic market; and - political and

economic instability.

We can not assure you that we will be able to successfully market our products in foreign markets.

We Are Susceptible to Breaches of Online Commerce Security

A party able to circumvent our security measures could misappropriate proprietary database
information or cause interruptions in operations. As a result, we may need to expend significant capital
and other resources to protect against security breaches or to alleviate problems caused by security
breaches. This additional expense could harm our business, financial condition and results of

operation.

We May Enter Into Barter Transactions That Do Not
Generate Cash Revenue

Barter revenues come from our exchange of our products and services with third parties, primarily for
advertising rather than cash. Although revenues from barter transactions accounted for approximately
2.0% of our combined revenues in the fiscal year ended December 31, 1999, our use of barter
transactions may increase in future periods. Barter transactions do not generate any cash for us. In
addition, we determine the value of barter revenues based on historical experience. If our assumptions
are wrong, we might have to reduce the amounts of barter revenues recognized, which could harm our

stock price.



Risks Relating to the Offering

Our Management Has Broad Discretion as to the Use of the
Proceeds from This Offering

As of the date of this prospectus, we cannot specify with certainty the particular uses for a majority of
the net proceeds we will receive from this offering. Our management will have broad discretion in the
application of the net proceeds. If our management fails to apply these funds effectively, we may not be
successful in expanding our efforts to grow our business and revenues and the price of our common

stock could decline.

We May Require Additional Funding Which May Not Be
Avatlable on Favorable Terms or at All

Although we believe that the net proceeds of this offering, combined with our cash balances, cash
equivalents, maturities of our securities available-for-sale and cash generated from operations, will be
adequate to fund our operations for at least the next 12 months, these sources may prove to be
inadequate. We may need additional funds in the future to support our working capital requirements or
for other purposes and we may seek to raise additional funds through public or private equity
financing, bank debt financing or from other sources. Adequate funds may not be available when
needed or may not be available on favorable terms. If we raise additional funds by issuing equity
securities, existing stockholders may be diluted. If funding is insufficient at any time in the future, we
may not be able to develop or enhance our products or services, take advantage of business
opportunities or respond to competitive pressures, any of which could harm our business. Our future

capital requirements depend upon many factors, including the following:

- the occurrence, timing, size and success of future acquisitions;

- the cost of transitioning customers to our brand or building brand awareness;
- the extent to which we develop and upgrade our technology;

- the rate at which we expand our operations both domestically and internationally; and - the response

of competitors to our product and service offerings.

OUR CERTIFICATE OF INCORPORATION AND BYLAWS CONTAIN ANTI-TAKEOVER
PROVISIONS THAT MAY MAKE IT MORE DIFFICULT OR EXPENSIVE TO ACQUIRE US IN THE
FUTURE, WHICH COULD NEGATIVELY AFFECT OUR STOCK PRICE Our amended and restated
certificate of incorporation and amended and restated bylaws and applicable provisions of Delaware
law contain several provisions that may make it more difficult for a third party to acquire control of us

without the approval of our board of directors. The provisions of our certificate and bylaws and the



Delaware General Corporation Law may make it more difficult or expensive for a third party to acquire
a majority of our outstanding voting common stock or delay, prevent or deter a merger, acquisition,

tender offer or proxy contest, which may negatively effect our stock price.

YOU WILL EXPERIENCE IMMEDIATE AND SUBSTANTIAL DILUTION IN THE BOOK VALUE OF
YOUR INVESTMENT Investors purchasing shares of common stock in this offering will incur
immediate and substantial dilution in the amount of $33.045 per share, based on an assumed public
offering price of $39.125 per share. In the event that we issue additional common stock in the future,
including shares that may be issued as consideration for acquisitions or upon exercise of options and
other rights granted under our employee benefit plans, purchasers of common stock in this offering

may experience further dilution.

A SUBSTANTIAL NUMBER OF SHARES OF OUR COMMON STOCK COULD BE SOLD INTO THE
PUBLIC MARKET SOON AFTER THIS OFFERING, WHICH COULD DEPRESS OUR STOCK
PRICE Sales of significant amounts of our common stock in the public market after this offering or the
perception that these sales will occur could materially adversely affect the market price of the common

stock or our future ability to raise capital through an offering of our equity securities.

Upon the completion of this offering, we will have outstanding 54,379,437 shares of common stock,
based on the number of shares of common stock outstanding as of March 1, 2000 and assuming no
exercise of the underwriters' overallotment option, no exercise of outstanding options or warrants and
the consummation of the PictureWorks acquisition. Of these shares, the 22,769,124 shares issued upon
the consummation of the merger of Interactive Pictures and bamboo.com and the 7,500,000 shares
sold by us in this offering will be freely tradable without restriction, and shares will be freely tradeable
under Rule 144(k) under the Securities Act, unless any of those shares are purchased by an existing
affiliate of Internet Pictures as that term is defined in Rule 144 under the Securities Act. The remaining
shares of common stock, including shares issued to former stockholders of PictureWorks, are restricted
securities in that they may be sold only if registered or if they qualify for an exemption from
registration under the Securities Act, Rule 144 or Rule 701 as promulgated under the Securities Act. In
addition, holders of shares of common stock have agreed in connection with this offering not to sell or
otherwise dispose of those shares for a period of 90 days following the date of this offering without the

prior written consent of J.P. Morgan Securities Inc.

Forward-looking Statements

This prospectus contains statements about future events and expectations which are characterized as
forward-looking statements. Forward-looking statements are based upon management's beliefs,
assumptions and expectations of our future economic performance, taking into account the
information currently available to them. These statements are not statements of historical fact.
Forward-looking statements involve risks and uncertainties that may cause actual results, performance

or financial condition to be materially different from the expectations of future results, performance or



financial condition we express or imply in any forward-looking statements. Factors that could
contribute to these differences include those discussed in "Risk Factors" and other sections of this

prospectus.

The words believe, may, will, should, anticipate, estimate, expect, intends, objective or similar words or
the negatives of these words are intended to identify forward-looking statements. We qualify any

forward-looking statements entirely by these cautionary factors.

Use of Proceeds

Our net proceeds will be approximately $278.4 million from the sale of shares of common stock by us
in this offering, or approximately $334.2 million if the underwriters' over-allotment option is exercised
in full, assuming a public offering price of $39.125 per share and after deducting underwriting
discounts and estimated expenses payable by us. We will not receive any of the net proceeds from the

sale of shares of common stock in this offering by the selling stockholders.

We intend to use approximately $10.0 million of the net proceeds of the offering to pay off
indebtedness that we will assume upon the acquisition of PictureWorks, approximately $2.0 million in
connection with other acquisitions and the balance used to expand our sales and marketing activities,
including international expansion, advance the development of new visual content solutions, such as
iPIX Movies and iPIX Webcam, and for working capital and general corporate purposes. We may also
apply a portion of the net proceeds of the offering to acquire businesses, products and technologies
that are complementary to ours. Except as described above, we have no present commitments to enter
into any of these types of transactions. The net proceeds will be invested in government securities and

other short-term, investment-grade, interest-bearing instruments until we use them in our business.

The above discussion represents our best estimate of the allocation of the net proceeds of this offering
based on our current plans. Actual expenditures may vary substantially from these estimates and we
may find it necessary or advisable to reallocate the net proceeds within the above-described categories

or to use portions for other purposes.

Price Range of Common Stock

The price ranges shown below reflect the price of common stock of bamboo.com prior to the merger
with Interactive Pictures which was completed on January 19, 2000. The price range after January 19,

2000 reflects the price of common stock of Internet Pictures.

High Low

Quarter ended September 30, 1999 (from August 25, 1999)..... $25.375 $17.250
Quarter ended December 31, 1999. .. ...ttt tinnnennennnn 19.500 13.438
Period from January 1, through March 15, 2000............... 45.000 16.500



The closing sale price of the common stock as reported on the Nasdaq National Market on March 16,
2000 was $39.125 per share.

Dividend Policy

We have never declared or paid any cash dividends on our capital stock and do not intend to pay any
cash dividends on our common stock for the foreseeable future. Future dividends, if any, will be
determined by the board of directors. We may incur indebtedness in the future which may prohibit or

effectively restrict the payment of dividends.

Capitalization
The following table sets forth our capitalization as of December 31, 1999:

- on a supplemental pooled consolidated basis after giving effect to the merger of Interactive Pictures

and bamboo.com accounted for as a pooling of interests;

- on a combined basis after giving effect to our acquisition of PictureWorks and assuming an issuance
of 5,492,140 shares of common stock in connection with that acquisition; and - on a supplemental
combined pro forma as adjusted basis after giving effect to the sale of 7,500,000 shares of common
stock by us in this offering, assuming a public offering price of $39.125 per share and after deducting
the underwriting discounts and estimated offering expenses and the application of the resulting net

proceeds.

You should read this table in conjunction with our financial statements and the related notes appearing
elsewhere in this prospectus.

AS OF DECEMBER 31, 1999
PRO FORMA
SUPPLEMENTAL COMBINED AS ADJUSTED
In thousands, except share data ~  memmmemmmmmeem e e

LONG-TERM OBLIGATIONS:

Promissory notes and obligations under capital leases..... $ 387 $ 387 $ 387
Borrowings under bank line of credit agreement............ -- 1,780 1,780
Other notes payable....... ..ot iiiiiennnn -- 2,700 2,700

Total long-term obligations.........eeeiieeennneeennnnn $ 387 $ 4,867 $ 4,867

STOCKHOLDERS' EQUITY:

Preferred stock, $0.001 par value, 5,001,100 shares

authorized and no shares issued or outstanding

(supplemental, combined and pro forma as adjusted)..... -- -- --
Common stock, $0.001 par value 150,000,000 shares

authorized; 38,231,581 shares issued and outstanding,

supplemental; 43,723,721 shares issued and outstanding,

combined; 51,223,721 shares issued and outstanding, pro

forma as adjusted.........oiiiiiiiii e 38 43 51
Class B common stock, par value $0.0001; 7,421,536 shares

authorized; 7,012,736 issued and outstanding,

supplemental, combined and pro forma as adjusted....... 1 1 1
Additional paid-in capital........c.ciiiiiiiiiiiiiiie i 187,829 390,141 668,486
Deferred stock compensation...........ouiiiiiiininnnnennnn. (2,955) (2,955) (2,955)

Notes receivable from stockholders................c.ccvieunn.. (181) (307) (307)



Accumulated deficit. ...ttt ittt i e e (103,701) (103,701) (103,701)

Accumulated other comprehensive income (loss)............... 10 10 10
Total Stockholders' EquUity......oviiiiiiinnnnnnnnnnnnn. 81,041 283,232 561,585
TOTAL CAPITALIZATION. .. vt veiiieeeneeeenneeeannenennns $ 81,428 288,099 566,452

The table above excludes, as of December 31, 1999, 9,527,819 shares of common stock issuable upon
exercise of outstanding stock options, of which 4,579,244 shares were currently exercisable, and an
additional 2,786,159 shares of common stock reserved for future grant or award under our stock
option and stock purchase plans. The table does not reflect a class of our preferred stock that is

authorized under our certificate of incorporation but currently has no shares outstanding.

Dilution

Our pro forma combined net tangible book value as of December 31, 1999 was $75,901,000, or $1.50
per share of common stock, and reflects the merger of bamboo.com and Interactive Pictures and the
assumed issuance of 5,492,140 shares in our acquisition of PictureWorks. Net tangible book value per
share is determined by dividing our net tangible book value, which is total tangible assets less total
liabilities, by the total number of shares of common stock outstanding after giving effect to the
transactions described in the previous sentence. After giving effect to the sale of 7,500,000 shares of
common stock offered by us, and after deducting estimated underwriting discounts and offering
expenses, our adjusted pro forma combined net tangible book value as of December 31, 1999 would
have been $354,253,000, or $6.080 per share. This represents an immediate increase in the net
tangible book value of $4.580 per share to existing stockholders and an immediate dilution of $33.045

per share to new investors. The following table illustrates the per share dilution:

Assumed public offering price per share..........cccucuuce. $39.125 Pro forma combined net tangible book
value per share as of December 31, 1999.......ccocovvevvevcvnccecnenennne $1.500 Increase to present stockholders
attributable t0 NEW INVESTOTS....ceueueuereuecccccreeeeeeeenenenene $4.580 Adjusted pro forma combined net
tangible book value per share after this offering........c.cocoeeeececvcveeunene $ 6.080 Dilution per share to new
INVESLOTS.cuucrunrunrenrracranes $33.045

Selected Historical Financial Information

The statement of operations data presented below for the years ended December 31, 1997, 1998 and
1999 and the balance sheet data as of December 31, 1998 and 1999, have been derived from our
consolidated financial statements audited by PricewaterhouseCoopers LLP, independent accountants,
that are included elsewhere in this prospectus. The statement of operations data for the years ended
December 31, 1996 and the balance sheet data as of December 31, 1996 and 1997 are derived from
audited consolidated financial statements that are not included in this prospectus. You should read the
data presented below together with our consolidated financial statements and related notes to those
statements and with "Management's Discussion and Analysis of Financial Condition and Results of

Operations" included in this prospectus.



FISCAL YEARS ENDED DECEMBER 31,

1996 1997 1998 1999
In thousands, except per share data = -—----n oo oo oo
STATEMENTS OF OPERATIONS DATA:
0= 2=1 1 LU= $ -- $ 46 $ 77 $ 3,756
COST Of TBVENUES . . ittt ittt ittt ettt e e etnneeennn -- 15 67 2,880
GroSS PrOTat. i ittt ittt ittt e ettt e e -- 31 10 876
Operating expenses:
Sales and marketing. .....ccuviiiiiinnn it 4 10 300 18,044
Research and development..........coiiiiiiiinnnnnn. 24 42 110 1,366
General and administrative............iiuiiiiiiinnnn.. 62 122 278 8,007
Stock-based compensation expense..........iiiiinnn.. - - 1,162 20,079
Total operating exXpenses........c.eeeeeeunnnn. 90 174 1,850 47,496
Loss from operationsS......ueeeeiiennneeennneeennnnnnnn (90) (143) (1,840) (46,620)
INtEresSt EXPENSE . i ittt ittt ittt ettt ettt eeee e -- -- -- (6,672)
Other income (expense), Net.......uriiniennnnnennnnn - - - 647
NEt 1088 . et ettt et ettt et e (90) (143)  (1,840)  (52,645)
Dividend relative to beneficial conversion feature of
Series B convertible preferred stock................. -- -- -- (1,000)
Net loss attributable to common stockholders........... $ (90) $ (143) $(1,840) $(53,645)
Net loss per common share -- basic and diluted......... $ (0.04) $(0.05) $ (0.31) $ (4.13)
Weighted average common shares -- basic and diluted.... 2,284 2,819 5,953 12,990

As of December 31, 1996 1997 1998 1999

BALANCE SHEET DATA:

Cash, cash equivalents and securities available-for-sale.... $131 $ 4 $430 $15,832
Working Capital. .. vveiin ittt ittt ettt e e 37 (86) 265 8,723
B IR o= T A= Y - o= 150 25 780 25,360
Long-term liabilities.......c.cuuuuiiinnnnnnnnnnnnnnnnn -- -- -- 373
Total stockholders' equity (deficit)........cvviuviiinnn.... 56 (72) 517 15,056

Unaudited Pro Forma Combined Financial Statements

The unaudited pro forma combined balance sheet as of December 31, 1999 and the unaudited pro
forma combined statement of operations for the year ended December 31, 1999 combine the
supplemental pooled consolidated balance sheet and supplemental pooled consolidated statements of
operations of Internet Pictures and the historical balance sheets and historical statement of operations
of PictureWorks as if the acquisition of PictureWorks had been completed on December 31, 1999 for
purposes of the presentation of the unaudited pro forma combined balance sheet and as of January 1,

1999 for purposes of the presentation of the unaudited pro forma combined statement of operations.

We entered into an agreement to purchase all of the outstanding common stock of PictureWorks on
March 6, 2000 in exchange for the issuance of between 4,668,106 and 6,316,173 shares of our
common stock. In addition we will assume all the outstanding vested and unvested options of
PictureWorks. The acquisition will be accounted for using the purchase method of accounting. The
unaudited pro forma combined financial statements should be read together with the supplemental
pooled consolidated financial statements including the notes to those statements of Internet Pictures
and the historical financial statements of PictureWorks and Management's Discussion and Analysis of

Financial Condition and Results of Operations appearing elsewhere in this prospectus.



The pro forma adjustments reflecting the consummation of the PictureWorks acquisition are based on
the purchase method of accounting, available financial information and estimates and assumptions set
forth in the notes to the unaudited pro forma combined financial statements. The unaudited pro forma
combined financial statements reflect our best estimates; however, the final purchase price allocation
and the actual financial position and results of operations may differ significantly from the pro forma
amounts reflected herein due to various factors, including, without limitation, access to additional
financial information and changes in value including the addition of a charge for in-process research
and development. The pro forma adjustments do not reflect any operating efficiencies or cost savings

that may be achieved by the combined businesses of Internet Pictures and PictureWorks.

The unaudited pro forma combined financial statements as of and for the year ended December 31,
1999 do not purport to represent what the actual financial condition or results of operations of the
combined businesses would have been if the acquisition of PictureWorks had occurred on the dates
indicated in these pro forma combined financial statements nor does this information purport to

project our results for any future period.

Pro Forma Combined Consolidated Unaudited Statement of
Operations

FISCAL YEAR ENDED DECEMBER 31, 1999
INTERNET PICTURES

SUPPLEMENTAL PRO FORMA PRO
FORMA
POOLED PICTUREWORKS COMBINED  ADJUSTMENTS
COMBINED
In thousands, except per
share data
Revenues.......ooveuuunnnn. $ 12,523 $ 3,823 $ 16,346 $ -- $
16,346
Cost of revenues............ 7,262 1,429 8,691 --
8,691
Gross profit................ 5,261 2,394 7,655 -
7,655
Operating expenses:
Sales and marketing....... 37,785 1,986 39,771 --
39,771
Research and
development............ 5,359 2,654 8,013 -
8,013
General and
administrative......... 13,906 1,334 15,240 --
15,240
Stock-based compensation
EXPENSE . vttt veeerennnn 20,675 756 21,431 -—
21,431
Amortization of
goodwill............... -- 574 574 (574)(a) -
69,110(a)
69,110
Total operating
EXPENSES . v v vvvunnnnnn 77,725 7,304 85,029 68,536

153,565



Loss from operations........ (72,464) (4,910) (77,374) (68,536)
(145,910)

Interest expense............ (6,684) (290) (6,974) --
(6,974)
Other income (expense),

net. ..o, 2,545 10 2,555 -—
2,555
Loss before income taxes.... (76,603) (5,190) (81,793) (68,536)
(150,329)
Provision for income

taxes. . o iiiiiiiiiiii - 184 184 -
184
Net 10SS...vvviiniinnnnn. (76,603) (5,374) (81,977) (68,536)
(150,513)

Dividend relative to

beneficial conversion

feature of Series B

convertible preferred

StOCK. et v et (1,000) -- (1,000) --
(1,000)
Accretion of mandatorily

redeemable preferred

StOCK. et v et -- (3,394) (3,394) --
(3,394)
Net loss attributable to

common stockholders....... $(77,603) $ (8,768) $(86,371) $(68,536)
(154,907)
Net loss per common share --

basic and diluted......... $ (3.01) $ (1.77) $
(4.96)
Weighted average common

shares -- basic and

diluted........ccvuvvinn.. 25,757 4,949
31,249

(a) Reflects the elimination of PictureWorks historical amortization of goodwill and the amortization of

goodwill and intangible assets recorded in the PictureWorks acquisition using a three year life.

Pro Forma Combined Consolidated Unaudited Balance Sheet

AS OF DECEMBER 31, 1999
INTERNET PICTURES

SUPPLEMENTAL PRO FORMA
PRO FORMA
POOLED PICTUREWORKS COMBINED ADJUSTMENTS
COMBINED
IN THOUSANDS (UNAUDITED) (UNAUDITED) (UNAUDITED) (UNAUDITED)
(UNAUDITED)
Current assets:
Cash and cash equivalents............ $ 18,627 $ 98 $ 18,725 $ --
$ 18,725
Securities available-for-sale........ 42,739 - 42,739 -
42,739
Accounts receivable, net............. 3,356 94 3,450 --
3,450
Inventory, net....... oo, 1,059 -- 1,059 --
1,059
Prepaids and other current assets.... 7,211 118 7,329 --
7,329

Total current assets............... 72,992 310 73,302 --



73,302
Long-term securities

available-for-sale...........cv... 12,000 - 12,000 -
12,000
Property and equipment, net............ 9,135 354 9,489 --
9,489
Other @ssets......oiiiiiiininnennennnnn 1,676 - 1,676 -
1,676
Goodwill and other intangibles......... -- 3,252 3,252 (3,252)(b)
207,331
207,331(a)
Total @ssetsS.....veeeeeennnn $ 95,803 $ 3,916 $ 99,719 $ 204,079
$ 303,798
Current liabilities:
Note payable to related party........ $ - $ 200 $ 200 $ -
$ 200
Accounts payable............ .. ... 2,711 408 3,119 --
3,119
Accrued liabilities.............o.... 6,203 533 6,736 --
6,736
Deferred revenue.........coviuunee... 5,262 183 5,445 --
5,445
Current portion of promissory note
and obligations under capital
188 it e e e e e e 199 -- 199 --
199
Total current liabilities.......... 14,375 1,324 15,699 --
15,699
Long-term liabilities:
Long-term portion of promissory note
and obligations under capital
1EaSE . ittt e e e e e e 387 -- 387 --
387
Borrowings under bank line of credit
agreement. ... .ottt -- 1,780 1,780 --
1,780
Other notes payable.................. - 2,700 2,700 --
2,700
Total long-term liabilities........ 387 4,480 4,867 --
4,867
Mandatorily redeemable preferred
STOCK . t vttt ittt e e e e - 17,807 17,807 (17,807)(c)
Stockholders' equity (deficit):
Common StOCK. . v vveerereeneennennnnn 38 5 43 (5)(c)
43
5(a)
Class B common stock................. 1 -- 1 --
1
Additional paid-in capital........... 187,829 1,391 189,220 (1,391)(c)
390,141
202,312(a)
Deferred stock-based compensation.... (2,955) (3,574) (6,529) 3,574(c)
(2,955)
Notes receivable from stockholders... (181) (126) (307) -
(307)
Accumulated deficit.........covuu.... (103,701) (17,391) (121,092) 17,391(c)
(103,701)
Accumulated other comprehensive
income. .t iiie  eeee 10 -- 10 --
10

Total stockholders' equity
(deficit)...ovvvevnninnnnann, 81,041 (19,695) 61,346 221,886



283,232
Total liabilities and stockholders'
equity (deficit)................. $ 95,803 $ 3,916 $ 99,719 $ 204,079
$ 303,798

(a)Reflects the issuance of an assumed 5,492,140 shares of our common stock with an aggregate value
of $173,000 and issuance of approximately 974,000 options to purchase the common stock of the
Company to assume stock options of Pictureworks. The number of shares assumed is based on the
mid-point in the range set forth in the purchase agreements. The fair value of the options assumed has
been estimated using the Black-Scholes model. The following is a calculation of the goodwill and other

intangibles recorded in the PictureWorks' acquisition.

Market value of shares dssued..........cciiiiiiiiinnnnnnnnns $173,000
Fair value of options assumed...........iiiiiiiiiinnnnnnnnn 29,317
Net liabilities assumed........uiiiiiintineeneeneennennennns 5,014

$207,331

(b)Reflects the elimination of PictureWorks' existing goodwill.

(c)Reflects the conversion of PictureWorks' mandatorily redeemable preferred stock into common
stock, and the elimination of stockholders' equity balances as this acquisition is being accounted for

using the purchase method of accounting.

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

Overview

iPIX is a leading Internet infrastructure company that provides visual content and other digital media
solutions to facilitate commerce, communication and entertainment. We offer both businesses and
consumers complete end-to-end solutions that include the capture, processing, hosting and
distribution of visual content and other digital media for the Internet. Our infrastructure enables us to
deliver digital media content to web sites accessed from a variety of platforms, including personal
computers and wireless devices. Our solutions help businesses increase the relevance and enjoyment of
users' web site visits, resulting in increased traffic and repeat usage. This, in turn, provides our
customers with increased e-commerce and advertising revenue opportunities without requiring

significant investment in digital media infrastructure.

We are the result of the merger of Interactive Pictures and bamboo.com on January 19, 2000.
Interactive Pictures was founded in 1986 at the Oak Ridge National Laboratory in Tennessee to
develop remote robotic systems for the United States Department of Defense, the Department of
Energy, NASA and other governmental agencies. bamboo.com was founded in 1995 in Toronto,

Canada to provide virtual tours of online residential real estate listings.



Since the completion of our merger, we have continued to establish new vertical markets for our
solutions by positioning ourselves to take advantage of the demand for compelling digital media
content on web sites. We have targeted the following global vertical markets: real estate, travel and

hospitality, automotive, e-retail, electronic publishing, education and entertainment.

We generate revenues principally from our sale of digital media content as well as iPIX keys and iPIX
kits. Revenues from the sale of real estate immersive images are recognized at the time an image is
distributed to web sites selected by the customer. Sales of iPIX kits and iPIX keys are recognized upon
delivery to the customer. We calculate a provision for returns based on historical experience and make
appropriate reserves at the time revenues are recognized. To date, returns have been insignificant. We
intend to provide end-to-end solutions to customers who request digital media content to be hosted
and distributed to the Internet for extended time periods. Revenues generated from the delivery of
digital media content would be recognized net of the fair value of the hosting services. Revenues
associated with the hosting services would be recognized ratably over the extended hosting and
distribution term. Research and development services revenues were historically generated under
research and development arrangements for others. We have de-emphasized these activities, and have

not engaged in any of those types of arrangements since 1998.

Recent Developments

On March 6, 2000, we entered into an agreement to acquire all of the capital stock of PictureWorks.
The agreement provides that we will issue between 4,668,106 and 6,316,173 shares to the current
stockholders of PictureWorks, based on the average price of our common stock for the ten days ending
the second business day prior to the day the acquisition closes. We expect the acquisition of
PictureWorks to close during March 2000 and will account for the transaction under the purchase

method of accounting,.

PictureWorks' Rimfire technology is an infrastructure solution that enables end users to easily publish
digital media such as video, audio, photographs and other images on the Internet. Users can easily
deliver content to a web site by using their cursor to select the desired media and dragging that media
to a Rimfire supported web site. Rimfire automatically replicates the image or other digital media
content, stores the media on our web servers and appropriately formats the media file for distribution

to the target web site.

We believe our acquisition of PictureWorks will extend our digital media content infrastructure and
enable us to provide our solutions to a broader range of customers that depend on user-submitted

content including e-commerce web sites, community web sites and Internet portals.



Supplemental Pooled Results of Operations

The following tables and the related period-to-period comparisons shown below set forth our
supplemental pooled consolidated results of operations. These pooled results are not necessarily
indicative of results to be expected for any future period. These tables and the related period-to-period
comparisons shown below should be read together with the supplemental pooled consolidated
financial statements appearing elsewhere in this prospectus.

FISCAL YEARS ENDED
DECEMBER 31,

1997 1998 1999
In thousands, except per share data ~  —----em mmmmmmmm oo
STATEMENTS OF OPERATIONS DATA:
Revenues
o oY [0 of - $ 2,174 $ 2,789 $ 12,523
Research and development services............cceuvuuunenn. 318 329 -
2,492 3,118 12,523
Cost of revenues
L2 ol e [F Lo o3 APt 461 1,274 7,262
Research and development services............cceuvuuunenn. 316 241 -
777 1,515 7,262
Gross Profat...ue ettt e e 1,715 1,603 5,261
Operating expenses
Sales and marketing.......oviiiiii ittt 2,839 8,783 37,785
Research and development.........coiiiiiiiiniiinnnnnnn 1,213 2,885 5,359
General and administrative............ciiiiiiiiiininnn 2,720 3,939 13,906
Amortization of product development and patent costs... 858 -- --
Stock-based compensation expense..........iiiiiiiiinn - 1,162 20,675
Total operating eXPenses........cuoueveeeeenenenennnn 7,630 16,769 77,725
Loss Trom OperationS....u.e e eeeneennneeennneeennneennnns (5,915) (15,166) (72,464)
INtErESt EXPENS . i ittt ittt ittt ettt ettt eeeee e (42) (202) (6,684)
Other income (expense), Net......uueeinieennnnnennnnnnn 236 303 2,545
T2 e Y= (5,721) (15,065) (76,603)
Dividend relative to beneficial conversion feature of
Series B convertible preferred stock................... -- -- (1,000)
Net loss attributable to common stockholders............. $(5,721)  $(15,065) $(77,603)
Net loss per common share -- basic and diluted........... $ (0.50) $ (1.22) $ (3.01)
Weighted average common shares -- basic and diluted...... 11,425 12,334 25,757

Fiscal Years Ended December 31, 1997 1998 1999

STATEMENTS OF OPERATIONS DATA:

Revenues
[ o Lo [ Lo o N 87.2% 89.4% 100.0%
Research and development services..........oueiuiieneennnn 12.8 10.6 --
100.0 100.0 100.0
Cost of revenues
[ o Lo [ T o e 18.5 40.9 58.0
Research and development services...........oeiuiieneennnn 12.7 7.7 --
31.2 48.6 58.0
GroSs Profat. ..ttt ittt e e e 68.8 51.4 42.0
Operating expenses:
Sales and marketing......uiiieinnnnn ettt 114.0 281.7 301.7
Research and development.........oiiiiiiiineiinnnnnnnnn 48.7 92.5 42.8
General and administrative..........iiiiiiiiiiiiiii... 109.2 126.3 111.0
Amortization of product development and patent costs...... 34.4 -- --
Stock-based compensation expense.........c.ciiiiiiiiiinann -- 37.3 165.1

Total operating expenses.........c.uviiiinnnnnnnnn. 306.3 537.8 620.6



LOSS Trom OperationS. . uuue e ennteeenneeeeenneeenneeennnnnnn (237.5) (486.4) (578.6)

INtErESt BXPENS . ittt ittt ittt ettt ettt eeeeeeeeeeeeeaeeeaannnn (1.7) (6.5) (53.4)
Other income (eXpense), Net......uiie i eenneeennnnennnn 9.5 9.7 20.3
L= N e PPt (229.7) (483.2) (611.7)
Beneficial conversion feature of Series B................... - - (8.0)
Net loss attributable to common stockholders................ (229.7)% (483.2)% (619.7)%

Year Ended December 31, 1999 Compared to the Year Ended December 31, 1998 Revenues. Total
revenues increased to $12,523,000 in 1999, compared to $3,118,000 in 1998, an increase of
$9,405,000. Product revenues increased to $12,523,000 in 1999, compared to $2,789,000 in 1998, an
increase of $9,734,000. This increase was due primarily to an increase of $4,820,000 in sales of virtual
tours and an increase of $4,779,000 in sales of iPIX kits and iPIX keys, primarily to e-commerce and
real estate customers. We did not have research and development services revenues in 1999, compared
to $329,000 in 1998.

Cost of Revenues. Cost of revenues consists of our direct expenses associated with the capture,
processing, hosting and distribution of virtual tours and the costs of the digital camera and related
components included in an iPIX kit. In addition, cost of revenues include transaction fees paid to
affiliates who display our virtual tours on their web sites and fees paid to resellers of our virtual tours.
Cost of product revenues increased to $7,262,000 in 1999, compared to $1,274,000 in 1998, an
increase of $5,988,000. This increase was the result of the sale of a higher volume of virtual tours, the
expansion of our processing and hosting capacity and the cost of iPIX kits. We did not incur any cost of

research and development services revenue in 1999 compared to $241,000 in 1998.

Sales and Marketing. Sales and marketing expenses consist primarily of salaries for marketing, sales,
business development and field operations personnel. Sales and marketing expenses also include
commissions and related benefits for sales personnel and consultants, traditional advertising and
promotional expenses, trademark licensing and technology access and sponsorship fees paid to
affiliates in order to facilitate availability of our tours on their web sites. Sales and marketing expenses
increased to $37,785,000 in 1999, compared to $8,783,000 in 1998, an increase of $29,002,000. This
increase is due primarily to a significant increase in our sales force, increased costs relating to

technology access and sponsorship fees and increased advertising and branding expenses.

Research and Development. Research and development expenses consist primarily of personnel costs
and fees paid to third party developers. Research and development expenses increased to $5,359,000
in 1999, compared to $2,885,000 in 1998, an increase of $2,474,000. This increase was due primarily
to increased staffing associated with expanding our research and development efforts to build and

enhance our digital media infrastructure.

General and Administrative Expenses. General and administrative expenses consist primarily of
salaries and related benefits for administrative and executive staff, fees for professional services and
general office and occupancy expenses. General and administrative expenses increased to $13,906,000
in 1999, compared to $3,939,000 in 1998, an increase of $9,967,000. This increase was due primarily
to an increase in personnel and related costs, professional services expenses and expansion of our

leased facilities.



Stock-based Compensation Expense. Stock-based compensation expense consists of the amortization
of deferred compensation related to stock options granted to employees and others prior to our initial
public offering with an exercise price below the deemed fair market value of our common stock on the
date of grant. The related compensation is amortized over the vesting period of the options. Stock-
based compensation expense increased to $20,675,000 in 1999, compared to $1,162,000 in 1998.

Interest Expense. In June 1999, we entered into an agreement to sell 1,100 shares of our Series C
mandatorily redeemable preferred stock and 1,251,830 shares of our common stock for total gross
proceeds of $11,000,000. The $11,000,000 of proceeds was allocated $4,394,000 to the Series C
mandatorily redeemable preferred stock and $6,606,000 to the common stock, based on their relative
fair values. The shares of the Series C mandatorily redeemable preferred stock were redeemed in
accordance with their original terms after completion of our initial public offering by payment of their
face value of $11,000,000. Consequently we recorded interest expense of $6,606,000, which

represented primarily the original discount on the Series C mandatorily redeemable preferred stock.

Other Income (Expense). Other income (expense) consists primarily of interest earned on cash and
investments. Other income (expense) increased to $2,545,000 in 1999, compared to $303,000 in 1998.
This increase was due primarily to relatively higher average cash and investment balances in 1999

reflecting the receipt of proceeds from our equity offerings.

Year Ended December 31, 1998 Compared to the Year Ended December 31, 1997 Revenues. Total
revenues increased to $3,118,000 in 1998, compared to $2,492,000 in 1997, an increase of $626,000
or 25.1%. Product revenues increased to $2,789,000 in 1998, compared to $2,174,000 in 1997, an
increase of $615,000 or 28.3%. The increase in total revenues was due primarily to an increase in the
sale of iPIX keys, iPIX kits and virtual tours to an expanded base of e-commerce customers. Service

revenues remained essentially unchanged, increasing to $329,000 in 1998, from $318,000 in 1997.

Cost of Revenues. Cost of product revenues increased to $1,274,000 in 1998, compared to $461,000
in 1997, an increase of $813,000, or 176.4%. This increase was due primarily to the costs associated
with the increased sales of iPIX Kits, costs of virtual tours and the expansion of our processing and
hosting capacity. Cost of product revenues for 1998 also included a write-down of obsolete product
inventory in the amount of $220,000. Cost of research and development services revenues decreased
to $241,000 in 1998 compared to $316,000 in 1997. This decrease was due primarily to a 1997

contract for which project costs exceeded associated revenue.

Sales and Marketing. Sales and marketing expenses increased to $8,783,000 in 1998, compared to
$2,839,000 in 1997, an increase of $5,944,000. This growth principally reflected an increase in salary
and related expenses directly attributable to the establishment of a direct sales force and an increase in

advertising and public relations expense.

Research and Development. Research and development expenses increased to $2,885,000 in 1998,
compared to $1,213,000 in 1997, an increase of $1,672,000, or 137.8%. This increase was primarily
due to increased staffing and associated costs relating to the introduction of Java based applications in

support of the continued development of our digital content infrastructure.



General and Administrative Expenses. General and administrative expenses increased to $3,939,000 in
1998, compared to $2,720,000 in 1997, an increase of $1,219,000, or 44.8%. This increase was
primarily due to legal fees associated with litigation relating to protecting the iPIX patents and an
increase in salaries and other expenses as a result of increased staffing levels necessary to support our

expanding operations.

Amortization of Product Development and Patent Costs. During 1997, we revised the estimated
economic lives of capitalized product development costs from five years to one year and patent costs
from seven years to three years. This change resulted in additional amortization expense of $858,000
in 1997.In 1998, product development and patent costs were insignificant, and therefore, we did not

capitalize those costs.

Stock-based Compensation Expense. Stock compensation expense consists of the amortization of
deferred compensation related to stock options granted with an exercise price below the deemed fair
market value of our common stock on the date of grant. Stock compensation expense was $1,162,000

in 1998. There was no stock compensation expense in 1997.

Interest Expense. Interest expense increased to $202,000 in 1998, compared to $42,000 in 1997, an
increase of $160,000. This increase was primarily due to increased interest incurred on indebtedness

issued in the fourth quarter of 1997.

Other Income (Expense). Other income (expense) in 1998 was $303,000, compared to $236,000 in
1997, an increase of $67,000 or 28.4%. This increase was primarily due to increased earnings on our

cash investments.

Historical Results of Operations of Bamboo.com

The following tables and the related period-to-period comparisons shown below set forth the historical
results of operations of bamboo.com, the predecessor to the combined company, for the periods
presented. These historical results, which do not include the historical results of Interactive Pictures,
are not necessarily indicative of results to be expected for any future period. These tables and the
related period-to-period comparisons shown below should be read together with the historical financial

statements appearing elsewhere in this prospectus.

Fiscal Years Ended December 31, 1997 1998 1999

In thousands
STATEMENTS OF OPERATIONS DATA:

= 02= 1 LU= $ 46 $ 77 $ 3,756
Cost Of TEVENUES. ..ttt ittt ittt eennnnnn 15 67 2,880
Gross Profat. ..ttt ittt i 31 10 876
Operating expenses:
Sales and marketing. . ...oiuii ittt ittt et 10 300 18,044
Research and development......... .ottt iinnnnnnn 42 110 1,366
General and administrative..........oiiiiiiinniinnnnnnn 122 278 8,007
Stock-based compensation expense..........iiiiiiiiinann - 1,162 20,079

Total operating eXPeNnsSesS. ... e it iineeeeennneeennnnnn 174 1,850 47,496



LoSs Trom OperationS. ...uee et eenteenneeeenneennnneennnns (143) (1,840) (46,620)

INtErESt EXPENS . ittt ittt ettt ettt ettt eeeeeeeeeeeeeeeeennnn -- -- (6,672)
Other income (expense) Net.......uveiieeneennennennennennn -- -- 647
1 L= o e (143) (1,840) (52,645)
Dividend relative to beneficial conversion feature of

Series B convertible preferred stock.................... -- -- (1,000)
Net loss attributable to common stockholders.............. $ (143) $(1,840) $(53,645)

Fiscal Years Ended December 31, 1997 1998 1999

STATEMENTS OF OPERATIONS DATA:

REVENUES .« ittt it ittt i ettt ettt it e 100.0% 100.0% 100.0%
Cost Of TeVeNUES. ...ttt eeeeeeennnnnnnn 32.6 87.0 76.7
GroSs PrOTat. . i ittt i ittt e et e e e e e 67 .4 13.0 23.3
Operating expenses:

Sales and marketing. ..o v it i i ittt 21.7 389.6 480.4

Research and development.........coiiiiiiiiinennnnnnnnnn 91.3 142.9 36.4

General and administrative..........iiiiiiiiiiiiiii.. 265.2 361.0 213.2

Stock-based compensation expense..........iiiiiiiiiiinn. -- 1,509.1 534.6

Total operating EXPEeNSES. .. uue e e e e e e e e eeeeenennnnnnnnn 378.3 2,402.6 1,264.5

LOSS Trom OPeTationS . v v e et e ieineeeenneeennnneennnnnn (310.9) (2,389.6) (1,241.2)
TNteTrest EXPENSE . ¢ttt ettt ettt -- -- (177.6)
Other income (expense), Net......uuuieiiiieennnneennnnnnnnn -- -- 17.2
=3 o 0 Y-S PP (310.9) (2,389.6) (1,401.6)
Beneficial conversion of Series B convertible preferred

SEOCK . v vttt ettt e e e e -- -- (26.6)
Net loss attributable to common stockholders............... (310.9)% (2,389.6)% (1,428.2)%

Year Ended December 31, 1999 Compared to the Year Ended December 31, 1998 Revenues. All
revenues are derived from the sale of our virtual tours. Total revenues increased to $3,756,000 in 1999,
compared to $77,000 in 1998, an increase of $3,679,000. This increase was due primarily to the
implementation of a direct sales force as well as execution of expanded marketing programs designed

to create awareness of our product offering.

Cost of Revenues. Cost of revenues consists of our direct expenses associated with the capture,
processing, hosting and distribution of virtual tours. In addition, cost of revenues include transaction
fees paid to affiliates who host our virtual tours on their web sites and fees paid to resellers of our
virtual tours. Our cost of revenues increased to $2,880,000 in 1999, compared to $67,000 in 1998.
This increase was the result of a higher volume of virtual tours sold and the expansion of processing

and hosting capacity in our processing center.

Sales and Marketing. Sales and marketing expenses consist primarily of salaries for marketing, sales,
business development and field operations personnel. Sales and marketing expenses also include
commissions and related benefits for sales personnel and consultants, traditional advertising and
promotional expenses, trademark licensing and technology access and sponsorship fees paid to
affiliates in order to facilitate availability of our tours on their web sites. Sales and marketing expenses
increased to $18,044,000 in 1999, compared to $300,000 in 1998. This increase was primarily a result
of the implementation of a direct sales force, the expansion of our marketing programs, the addition of
distribution partners to which technology access and sponsorship fees were paid and expenses

associated with the issuance of equity to consultants.



Research and Development. Research and development expenses consist primarily of personnel costs
and fees paid to third party developers. Research and development expenses increased to $1,366,000
in 1999, compared to $110,000 in 1998. This increase was due primarily to the expansion of our

research and development efforts to build our visual content and digital media infrastructure.

General and Administrative Expenses. General and administrative expenses consist primarily of
salaries and related benefits for administrative and executive staff, fees for professional services and
general office and occupancy expenses. General and administrative expenses increased to $8,007,000
in 1999, compared to $278,000 in 1998. This was primarily due to increased personnel and related

costs, expansion of leased facilities and increases in professional services.

Stock-based Compensation Expense. Stock-based compensation expense consists of the amortization
of deferred compensation related to stock options granted to employees and others prior to our initial
public offering with an exercise price below the deemed fair market value of our common stock on the
date of grant. The related compensation is amortized over the vesting period of the options. Stock-
based compensation expense increased to $20,079,000 in 1999, compared to $1,162,000 in 1998.

Interest Expense. In June 1999, we entered into an agreement to sell 1,100 shares of our Series C
redeemable preferred stock and 1,251,000 shares of our common stock for total gross proceeds of
$11,000,000. The $11,000,000 of proceeds was allocated $4,394,000 to the Series C mandatorily
redeemable preferred stock and $6,606,000 to the common stock, based on their relative fair values.
The shares of the Series C mandatorily redeemable preferred stock were redeemed in accordance with
their original terms after completion of our initial public offering by payment of their face value of
$11,000,000. Consequently we recorded interest expense of $6,606,000, which represented primarily

the original discount on the Series C mandatorily redeemable preferred stock.

Other Income (Expense). Other income (expense) consists primarily of interest earned on cash and
investments. Other income (expense) increased to $647,000 in 1999. There was no other income

(expense) in 1998.

Year Ended December 31, 1998 Compared to the Year Ended December 31, 1997 Total revenues
increased as we expanded our virtual tours offering across Canada. Our cost of revenues increased from
the year ended December 31, 1997, as the result of an increased volume of virtual tours sold and the
expansion of our processing capacity. We also had an increase in sales and marketing expenses from
the prior year as we expanded sales activity in additional regions in Canada. General and
administrative expenses increased from the prior year primarily due to increased staffing levels
necessary to support our expanding operations. Our research and development expenses increased

from the prior year due to the use of additional contracted development support personnel.

Liquidity and Capital Resources

The following discussion reflects the supplemental pooled consolidated positions of Interactive
Pictures and bamboo.com. These pooled positions are not necessarily indicative of results to be
expected for any future period. These positions should be read together with the supplemental pooled



consolidated financial statements appearing elsewhere in this prospectus.

We have historically derived a significant portion of our liquidity and operating capital from the sale of
equity securities, including private sales of preferred stock and the sale of common stock in our initial

public offerings.

At December 31, 1999, we had $18,627,000 of cash and cash equivalents compared to $1,494,000 at
December 31, 1998. The increase resulted from the receipt of $90,085,000 in combined net proceeds
from our initial public offerings in August 1999 and $42,096,000 in net proceeds from the sale of our
preferred and common stock in the first half of 1999. This was partially offset by purchases of net
investments in debt securities of $54,562,000, cash used by operations of $46,785,000 and
$8,426,000 for the purchase of property and equipment.

Net cash used in operating activities was $4,949,000 in the year ended December 31, 1997,
$13,093,000 in the year ended December 31, 1998 and $46,785,000 in the year ended December 31,
1999. Net cash used for operating activities in each of these periods is primarily a result of net losses.

The net loss in 1999 included $13,821,000 for non-cash stock-based compensation expense.

Net cash provided by/(used in) investment activities was $(958,000) in the year ended December 31,
1997, $35,000 in the year ended December 31, 1998 and $(63,096,000) in the year ended December
31, 1999. Net cash provided by/(used in) investing activities was related to the acquisition of property
and equipment, the purchase of short-term investments and the maturity of acquired investment

securities.

Net cash provided by financing activities was $2,997,000 in the year ended December 31, 1997,
$12,741,000 in the year ended December 31, 1998 and $127,008,000 in the year ended December 31,
1999. The net cash provided by financing activities was due primarily to the sale of shares of our
common and preferred stock. Net cash also was provided by the issuance of a $3,000,000 8%
convertible debenture in 1997, $1,000,000 of which was repaid and $2,000,000 of which was

converted to preferred stock.

In order to comply with certain underwriting compensation rules of the National Association of
Securities Dealers, Inc., Interactive Pictures repurchased an aggregate of 484,367 shares of its common
stock upon the consummation of its initial public offering for an aggregate repurchase price of

$3,730,000. This repurchase transaction was completed in September 1999.

Although we have no material commitments for capital expenditures except for the amounts we will
expend upon our acquisition of PictureWorks, we anticipate an increase in the rate of capital
expenditures and other expenses consistent with our anticipated growth in personnel, operations and
marketing activities. We anticipate utilizing a portion of the net proceeds of this offering to expand our
sales and marketing activities and enhance our research and development through the next twelve
months. We also may use our cash resources to acquire or license technology, products or business
related to our current business. We anticipate that our operating expenses will continue to grow as we
make investments in our sales and marketing and distribution capabilities and that our operating

expenses will be a material use of our cash resources for the foreseeable future.



We believe that the net proceeds from this offering, together with existing cash and cash equivalents,
will be sufficient to meet our anticipated cash needs for working capital and capital expenditures for at
least the next twelve months. After these twelve months, we may require additional funds to support
our working capital requirements or for other purposes and may seek to raise additional funds through
public or private equity financing, bank debt financing or from other sources. There can be no

assurance that this capital will be available in amounts or on terms acceptable to us, if at all.

Year 2000 Issues

Prior to January 1, 2000, there was significant uncertainty regarding the ability of computers to
properly recognize dates in the 21st century. The uncertainty was primarily due to the fact that most
computer systems only utilized a two digit field for date recognition. Since the passing of January 1,
2000, most computer systems have continued to function normally and the compliance and
remediation work conducted prior to year 2000 was effective in preventing widespread problems. In
particular, we have not experienced any material problems in our computer systems related to the year
2000. Computer experts have worried, however, that not all residual consequences of the year 2000
problem may have surfaced. Problems may still arise through miscalculations, data corruption, system
failures or disruptions of operations. Any lingering year 2000 difficulties like these could result in the
loss of sales or availability of our products and services. In addition, if year 2000 difficulties occur, we

could be subject to litigation by customers or shareholders.

In addition, because our internal systems utilize third party hardware and software, residual year 2000
problems affecting third parties' hardware and software could cause our internal systems to fail. If
residual year 2000 problems cause the failure of any of the technology, software or systems necessary
to use our products or operate our business, we could lose customers, suffer significant disruptions in
our business, lose revenues and incur substantial liabilities and expenses. This would harm our

business, financial condition and results of operation.

Recent Accounting Pronouncements

In June 1998, the FASB issued Statement of Financial Accounting Standards No. 133, "Accounting for
Derivative Instruments and Hedging Activities." SFAS No. 133 is effective for fiscal years beginning
after June 15, 1999. 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, depending on whether a derivative is designed as part of a
hedge transaction and, if so, the type of hedge transaction. We do not expect that the adoption of SFAS

No. 133 will have a material effect on our financial statements.

In December 1999, the Commission issued Staff Accounting Bulletin No. 101 or SAB 101 "Revenue
Recognition in Financial Statements," which provides guidance on the recognition, presentation and

disclosure of revenue in financial statements filed with the Commission. SAB 101 outlines the basic



criteria that must be met to recognize revenue and provides guidance for disclosure related to revenue
recognition policies. We believe that the impact of SAB 101 will not have a material effect on our

financial position or results of operations.

Inflation

Inflation has not had a significant impact on our operations to date.

Business

Overview

iPIX is a leading Internet infrastructure company that provides visual content and other digital media
solutions to facilitate commerce, communication and entertainment. We offer both businesses and
consumers complete end-to-end solutions that include the capture, processing, hosting and
distribution of visual content and other digital media for the Internet. Our infrastructure enables us to
deliver digital media content to web sites accessed from a variety of platforms, including personal
computers and wireless devices. Our solutions help businesses increase the relevance and enjoyment of
users' web site visits, resulting in increased traffic and repeat usage. This, in turn, provides our
customers with increased e-commerce and advertising revenue opportunities, without requiring

significant investment in digital media infrastructure.

We capture content in over 90 of the top 100 metropolitan areas across the United States and Canada
utilizing our extensive managed network of photographers. After content is captured, images are
prepared for distribution at our high volume processing centers or through an individual's use of our
processing software. Our scaleable hosting and distribution infrastructure with ViewAlways technology
is designed to rapidly deploy visual content and other digital media across the Internet. We can
seamlessly distribute visual content and other digital media to our expanding network of over 150
affiliate web sites maintained by AOL, Cendant, HomeSeekers.com, Microsoft CarPoint, Microsoft
HomeAdvisor, MyFamily.com and Realtor.com. We generate revenues when we deliver our end-to-end
solutions or when a customer uses our technology to create an iPIX immersive image. In addition, we
may also generate revenues if we host and distribute visual content and other digital media created by

our customers.

Our solutions are designed for many types of digital media content, including still images, immersive
images, slide shows, video, animation and audio. We have developed patented technology for the
creation of 3608 by 3608 immersive images which we believe offer the most compelling visual content
for the Internet. iPIX immersive images capture the world as we see it, providing a complete field of
view - from ground to sky, floor to ceiling, horizon to horizon. We also intend to offer new products
such as live and pre-recorded immersive video that will capitalize on the increasing availability of

broadband networks.



Industry leading companies use our end-to-end visual content solutions to attract and retain web site
visitors and enhance their e-commerce and marketing initiatives. We have targeted the following global
vertical markets: real estate, travel and hospitality, automotive, e-retail, electronic publishing and
education, entertainment. Our customers include Carnival Cruise Lines, Cendant, Century 21, CNN,
Coldwell Banker, Discovery.com, Disney, ERA, General Motors, Hilton Hotels, Intel, Microsoft,
Prudential Real Estate, RE/MAX, Rent.Net, Swissotel, The Washington Post, Ticketmaster Online-
Citysearch and Warner Brothers.

Industry Background

Growth of e-Commerce

The emergence of the Internet and secure transaction networks has generated significant opportunities
for businesses and consumers to conduct electronic commerce. International Data Corporation, or IDC,
estimates e-commerce revenues will grow from approximately $130 billion worldwide in 1999 to $1.6
trillion worldwide by 2003. According to Jupiter Communications, revenue derived from online travel
bookings will grow from $4.2 billion in 1999 to $16.6 billion by 2003. Additionally, Jupiter
Communications estimates that online classified advertising will grow from $173 million in 1998 to
$1.4 billion in 2003. This widespread adoption of the Internet as a business and communications

medium has introduced rapid changes in the way information is produced, distributed and used.

Demand for Effective Online Content The popularity of the Internet has resulted in substantial growth
in the number and types of web sites. According to IDC, the number of URLs on the web is estimated
to grow from 2.2 billion in 1999 to 4.3 billion in 2000. Due to this dramatic increase, operators of web
sites must devote significant time and resources to attract and retain site traffic and generate online

transactions.

In order to fulfill these objectives, companies are seeking more compelling visual content and other
digital media to significantly enhance the quality of their online presence. Technological innovations,
such as immersive images, web cams and streaming video, offer businesses the opportunity to provide
online visual content of a more realistic and interactive nature. By using these innovations, businesses
can increase the frequency and duration of web site visits, potentially accelerating e-commerce

transactions and increasing advertising revenues.

Need for End-to-End Solutions for Visual Content and Other Digital Media The capture and
processing of visual content and other digital media combined with the need for highly reliable hosting
and broad distribution requires time, technical expertise, extensive relationships and resources. For
example, providing a nationwide content capture network requires the management of relationships
with hundreds of photographers across broad geographic areas. In addition, preparing digital media
content for Internet distribution requires varying degrees of processing technology, quality assurance
and image and multimedia enhancement. Further, delivering large volumes of visual content and other
digital media to a wide variety of e-commerce web sites and Internet portals requires a highly scalable

and reliable infrastructure as well as the development and maintenance of affiliate relationships. As a



result, businesses are searching for a comprehensive provider of outsourced solutions so that they can
focus on their core competencies without having to develop and maintain their own digital media

infrastructure.

The Ipix Solution

We provide complete visual content and digital media solutions to businesses and consumers across
the Internet. Our end-to-end solutions include the capture, processing, hosting and distribution of
visual content and other digital media for our customers. Our solutions enable business customers to
enhance their online presence, thereby promoting increased web site traffic, repeat usage and e-

commerce transactions.

Our solutions are designed for many types of digital media content, including still images, immersive
images, slide shows, video, animation and audio. We have developed patented technology that utilizes a
standard digital camera fitted with a fisheye lens to create 360 degrees by 360 degrees immersive
images. We believe that iPIX immersive images, alone or combined with other digital media such as
audio, video and animation, can provide businesses with more compelling content in order to attract
and retain web site visitors. Our hosting and distribution infrastructure with ViewAlways technology
seamlessly delivers digital media content to web sites accessed from a variety of platforms, including
personal computers and wireless devices. We have also recently introduced iPIX Movies, our new

technology that combines the interactivity of our immersive images with full-motion video.

Content Capture and Processing We offer two options for content capture and processing. For our end-
to-end solutions, we utilize a nationwide managed network of photographers enabling us to capture

content in over 90 of the top 100 metropolitan areas across the United States and Canada.

After the content has been captured, customers who use our end-to-end solutions have their images
prepared for distribution at our high volume processing centers. Alternatively, customers can purchase
an iPIX kit and iPIX keys to capture and process their own immersive images. Either option creates an
iPIX immersive image that has a small file size, typically between 25 and 160 kilobytes, and can be

quickly delivered, even across low bandwidth systems.

Hosting and Distribution Our scalable hosting and distribution capabilities are designed to efficiently
and reliably deliver digital media content, including iPIX immersive images, over the Internet to a
broad network of customer and affiliate web sites. By utilizing our hosting and distribution capabilities,
our customers can leverage our infrastructure and expanding affiliate network to manage and
distribute digital media content. We currently have over 150 web sites that are part of our affiliate
network. Our scalable infrastructure with ViewAlways technology provides our customers with reliable
and high speed delivery of images to multiple user platforms including personal computers and

wireless devices.



The Ipix Strategy

The key elements of our growth strategy are as follows:

Enhance Our Leadership Position in Visual Content and Digital Media Solutions We intend to enhance
our leadership position as a provider of visual content and other digital media solutions for the
Internet. To achieve this goal, we focus our business development, direct sales, marketing and
technology development activities on targeted vertical markets including real estate, e-commerce and
new media. Leading companies in these vertical markets have significant need for a comprehensive
provider of visual content and other digital media solutions to enhance their online presence and
accelerate e-commerce transactions. As a comprehensive provider of outsourced visual content and
digital media solutions, we have been able to develop extensive relationships with leading customers,
web site affiliates and Internet infrastructure companies. For example, our affiliate network within the
real estate industry enables us to broadly distribute digital media content to all the leading destination
web sites including CyberHomes, Homebuilder.com, Homes.com, HomeSeekers.com, LoopNet,
Microsoft HomeAdvisor, Move.com, Realtor.com and Rent.Net. Through these relationships, our
digital media content is available on AOL, Excite@Home, GO Network/Infoseek and Yahoo! In
addition, our strategic relationships with Exodus and Akamai significantly enhance our ability to
deliver digital media content quickly and reliably on a global basis across the Internet. We will continue
to leverage our infrastructure, strategic relationships and intellectual property and resources to extend
the leadership position of our visual content and digital media solutions into a variety of targeted

vertical markets.

Leverage Our End-To-End Solutions To Generate Multiple Revenue Sources We can derive revenues
from each aspect of our end-to-end solutions enabling us to maximize our revenue opportunity with
each customer. For example, when a hotel resort or online e-commerce web site requests an iPIX
immersive image of a property or item for sale, we can charge that customer a fee for capturing and
processing the images of the property or sale item. If requested by the customer, we also have the
ability to host those images or other customer-created images on our web servers and can distribute
that visual content to the customer's web site and our affiliates for an additional recurring fee. In
addition, we can generate revenue from advertising and online transactions primarily driven through
the e-mail version of iPIX immersive images. Each component of our digital media content solutions
may be purchased together as a part of our end-to-end solutions, or separately, based on each

customer's request or need.

We also generate revenues from each self-service customer with their initial purchase of an iPIX kit and
subsequent purchases of iPIX keys. Further, some of these customers may request that we host these
images for them, in which case we charge our applicable hosting and distribution fee. We also generate

revenues when we syndicate our archived digital content.

Expand Our Visual Content Infrastructure With New Offerings We will continue to invest in research
and development to expand the features and capabilities of our solutions and to develop new offerings.
In particular, we are developing iPIX Movies and iPIX Webcam which will take advantage of the

increasing availability of broadband networks. In addition, our agreement to acquire PictureWorks



accelerates our ability to accept user-submitted digital media content for hosting and distribution. By
continuing to add and integrate new technologies into our existing infrastructure, we will enhance our

visual content and other digital media solutions and thereby create additional revenue opportunities.
Among our new offerings are:

iPIX Movies. We recently introduced our newest offering, iPIX Movies, at the Sundance Film Festival
in Park City, Utah. iPIX Movies combines the interactivity of our immersive images with full-motion
video. With iPIX Movies, viewers may simultaneously and independently select multiple fields of view
and navigate within a full-motion video. We were selected to demonstrate iPIX Movies at the 10th
Annual Technology, Entertainment and Design Conference, or TEDX, where new media and
technology trends are discussed among the industry's leaders. We believe this technology may be

utilized by the entertainment and travel and hospitality industries.

iPIX Webcam. Another offering is the iPIX Webcam. This technology would permit the automated
remote capture, creation and transmission of 1808 by 1808 iPIX images over the Internet. The iPIX
image is continuously updated and can be viewed on a personal computer or other Internet-enabled
devices. In addition to complimenting the digital media content solutions we offer to all of our current
targeted vertical markets, we anticipate that the entertainment, travel and hospitality, child care and

security industries are possible commercial applications for this offering.

Expand Strategic Relationships We believe that our strategic relationships with a variety of companies
provides us with a competitive advantage. We have contracts with several photography network
operators to enable us to quickly and efficiently respond to capture requests in over 90 of the top 100
metropolitan areas across the United States and Canada. We also have relationships with Internet
portals and vertical market destination web sites maintained by AOL, Cendant, Homestore.com,
Microsoft CarPoint and Ticketmaster Online-Citysearch. These relationships provide us with the
ability to broadly distribute digital media content for our customers. We have established relationships
with Exodus and Akamai to enhance our ability to deliver visual content and other digital media to web
sites quickly and with high reliability. We also work with Kodak, Nikon and Olympus to integrate our
technology into their product offerings in order to increase the availability and use of iPIX self-service

imaging solutions.

Expand Internationally We intend to capitalize on what we believe to be a significant opportunity for
our visual content and digital media solutions in international markets. We have established a
European subsidiary in London, England, and we plan to expand our content capture network in
Europe and to offer our end-to-end solutions in these markets. We also intend to develop local sales
and technical support capabilities in this region. We have also entered into reseller arrangements with

strategic partners in Japan and Australia.



Visual Content and Other Digital Media Solutions

We offer visual content and other digital media solutions that enable businesses to maximize the
success of their online presence. We deliver comprehensive end-to-end solutions to businesses that
include the capture, processing, hosting and distribution of visual content and other digital media to

the web sites of our customers and affiliates.

Our solutions are designed for many types of digital media, including still images, immersive images,
slide shows, video, animation and audio. This digital media content may be created by iPIX or
submitted by the customer. For our end-to-end solutions, a customer will typically contact us via
phone, online, fax or e-mail to request the creation, hosting and distribution of an iPIX immersive
image or other digital media content. A customer service representative receives this order and sends
the request to a member of our photographer network. The photographer captures the image using
iPIX technology and transmits the captured image to our processing centers. The receiving processing
center completes a quality assurance check on all images and then either delivers the image back to the
customer or stores it on our web servers for distribution to the web sites of our customers and affiliates.
In addition, we offer iPIX kits and iPIX keys that enable customers to create their own immersive
images, which we can then host and distribute. We also can host and distribute a growing archive of
iPIX images from around the world, such as the Grand Canyon, the Great Wall of China and the Eiffel

Tower. These images are submitted by both our content capture network and freelance photographers.
Immersive Imaging Solutions The following are some of our immersive imaging offerings:

- - iPIX Immersive Images. Our patented technology creates iPIX immersive images by combining two
185 degrees film or digital photographs taken with a fisheye lens into one 360 degrees by 360 degrees
spherical image. Our technology automatically compensates for any minor error in camera placement
and corrects the distortion inherent in these photographs. The resulting immersive image can be
viewed in any direction, up-down, left-right, and horizon to horizon. The viewer can easily navigate the

image by moving a cursor inside the image.

- - iPIX Movies. Our patented technology now allows us to offer full-motion immersive video using
standard film or digital imaging. iPIX Movies enable multiple viewers to simultaneously and
independently select their own field of view within a 360 degrees by 360 degrees video stream. We
recently premiered iPIX Movies to attendees of the Sundance Film Festival in cooperation with
Creative Artists Agency. In addition, we have produced iPIX Movies for Discovery.com and the Hawaii

Convention and Visitors Bureau.

With the increasing availability of broadband networks, we believe iPIX Movies will become the
standard for streaming video content over the Internet. Multiple streams of iPIX Movies could be
delivered to a home using a digital cable network, satellite or other broadband network. In addition to
entertainment, iPIX Movies could be used in commercial applications such as the security,
teleconferencing and surveillance industries. Our goal is to become the leader in the field of full-motion

immersive video by aggressively pursuing and developing these commercial market applications.



- - iPIX Webcam. Existing web cam technology continuously captures and transmits two-dimensional
digital images over the Internet. We have developed a web cam which will permit the automated remote
capture, creation and transmission of 180 degrees by 180 degrees navigable hemispherical iPIX images
over the Internet. The iPIX image is continuously updated and can be viewed on a variety of Internet-
enabled devices. iPIX Webcam will enable different users to view the same iPIX image and
independently control their field of view. We are currently engaged in a beta test with some of our
customers to further refine this technology prior to commercial availability. The entertainment, travel

and hospitality, child care and security industries are potential commercial markets for this technology.

Other Digital Media Content Multimedia capabilities can be added to iPIX visual content to enhance
the overall experience. Multimedia enhancements can include the linking of a series of iPIX images
and the addition of other multimedia content, such as video, audio, animation and textual information.
The finished solution can be hosted on our web server infrastructure or can be combined with other
digital multimedia features such as Macromedia Director to provide an attractive interactive product.
For example, PBS and Intel incorporated iPIX images into a digital television broadcast of the Ken

Burns documentary on Frank Lloyd Wright.

Self-Service Products - - iPIX Kits. An iPIX kit contains all the necessary components for a user to
create their own iPIX immersive image, including a digital camera, fisheye lens, rotator, tripod, software

and an initial amount of iPIX keys.

- - iPIX Keys. An iPIX key is an encryption tool that enables the user to save a single iPIX immersive
image captured using an iPIX kit. One iPIX key enables the user to save one iPIX image, just as one film
negative enables the creation of one film photograph. iPIX kit owners can purchase additional keys

through our web site or through our toll-free order system.

We price our keys on the basis of the potential number of viewers of an iPIX immersive image and the
useful life and utility of the iPIX immersive image. We modify iPIX keys based on usage so that the
saved iPIX immersive image may have a limited viewing lifetime or audience or may be limited to

specific distribution.

Affiliate Web Sttes

We distribute visual content and other digital media content to a network of affiliate web sites,
including Internet portals and vertical market destination sites. These affiliate relationships allow us to
broadly distribute digital media content, thereby enhancing the online presence of our customers as
well as our affiliates. We currently have over 150 affiliates, including AOL, Cendant, Homestore.com,

Microsoft CarPoint, Microsoft HomeAdvisor and Send.com.



Customers and Markets

We have directed our initial sales efforts at industry leaders within targeted vertical markets. The
following is a description of our targeted vertical markets and representative customers within these

segments.

Representative Customers

Real estate......cccceveeuecerverneceenene Better Homes and Gardens, Century 21, Coldwell Banker, ERA, Prudential
Real Estate, Rent.Net, RE/MAX Travel and hospitality.......cccccoeurunne Carnival Cruise Lines, Disney
Vacation Club, Hilton Hotels, Holiday Inn, Hyatt Hotels, Marriott, Swissotel, Travelocity
AUtOMOTIVE...eeueeererrerrerererreerennes AutoVantage, General Motors, Microsoft CarPoint, Saab, Toyota e-
Retail....ccoveueereeccccccnnns Send.com, Ticketmaster Online-Citysearch Electronic publishing..........cccccucuce.
Associated Press, CNN, Chicago Tribune, Excite@Home, Knight-Ridder, The New York Times, Reuters,
The Washington Post, The Weather Channel Education and entertainment................ ABC,
Discovery.com, Dreamworks SKG, Duke University, E! Online, Fox, HGTV, IBM Worldbook, MGM,
MTYV, NBA, NBC, NFL, National Geographic, PBS, Paramount Parks, The Walt Disney Company,

Warner Brothers

Real Estate

Residential and commercial real estate companies and professionals use our solutions to provide online
iPIX immersive images of properties including existing homes, new homes, rental apartments and
office buildings and their surrounding areas. Users can access iPIX immersive images at any time that is
convenient for them through our affiliate real estate destination web sites such as Realtor.com,
Microsoft HomeAdvisor and Rent.Net. Our digital media content solutions allow real estate companies
and professionals offering real estate for sale or lease to use the Internet to provide more visual
information about the property to prospective buyers. Our solutions enable real estate professionals to
cost-effectively market properties to a wide audience, thereby providing a value-added service to both
buyers and sellers. Our affiliate network within the real estate industry enables us to broadly distribute
digital media content to all the leading destination web sites including CyberHomes,
Homebuilder.com, Homes.com, HomeSeekers.com, LoopNet, Microsoft HomeAdvisor, Move.com,
Realtor.com and Rent.Net. As a result of these relationships, our iPIX immersive images can currently
be viewed on web sites maintained by AOL, Excite@Home, GO Network/Infoseek and Yahoo! Our
solution helps to increase the convenience, usefulness and enjoyment of their users' visits. We believe

that these benefits promote increased traffic and repeat usage on our affiliates’ web sites.



E-commerce

Travel and Hospitality. Hotel chains, vacation resorts, cruise lines, golf courses, restaurants, theme
parks, major tourist attractions and tourism bureaus use our digital media content solutions to enhance
their online marketing. iPIX immersive images provide a prospective visitor the opportunity to take
online tours of rooms, meeting and conference facilities and attractions. Our visual content and digital
media solutions enable consumers to more effectively research, plan and reserve travel arrangements
over the Internet. Further, online tours allow destination operators to feature premier packages as well
as showcase specific destinations. We distribute our customer's digital media content to their own web

sites and to selected travel destination affiliate web sites.

Automotive. Automobile companies use iPIX immersive images to create virtual showrooms and
highlight differences between different models and their respective option packages. Consumers can
experience a realistic perspective of both the interior and exterior of a car while receiving on-screen
descriptions of particular features.

e-Retail. Online retailers and other e-commerce sites utilize iPIX images to advertise their product and
service offerings and accelerate electronic commerce. For example, when Ticketmaster launched the
My Ticketmaster web site, they used iPIX images of stadium and concert venues to allow customers to
view their seat location before purchasing a ticket online. Our e-retail customers either purchase iPIX

kits to create their own iPIX images or utilize our end-to-end solutions to create iPIX images for them.

New Media

Electronic Publishing. Broadcasters and publishers incorporate iPIX images on their web sites to
enhance their reporting and coverage of major news events. Also, local city guides and online classified
advertisers are beginning to use iPIX images to enhance the information on their web sites and
enhance online advertising. These companies typically own their own digital cameras and purchase
iPIX keys on a per key basis. We are exploring the potential of offering our hosting and distribution

infrastructure to our electronic publishing customers.

Education and Entertainment. Education and entertainment industry leaders use iPIX images to
enhance the appeal and functionality of their products and web sites. In particular, these customers
provide significant exposure for our brand and products. For example, IBM features iPIX images in
their 1999 IBM Worldbook electronic encyclopedia. Also, we have created iPIX online tours of movie
sets to help promote the release of feature films. Our education and entertainment clients request our
full service solution and purchase iPIX kits and iPIX keys to create their own iPIX images. To increase
our penetration into this market, we have engaged Creative Artist Agency to serve as our representative

to promote and market our technology to the entertainment industry.



International

Through our European subsidiary in London, England and our strategic relationships with resellers in
Japan and Australia, we market our technology to international customers. We are developing a sales
and technical support team to begin offering our end-to-end solutions in European markets. We believe
that our strategy of targeting vertical markets can be applied on a global scale as usage of the Internet
grows internationally. We intend to continue to seek new international strategic relationships and

expand into new global markets.

Sales and Marketing

Our marketing efforts focus on increasing brand awareness and supporting our digital media content
solutions. Using this strategy, we intend to acquire new customers for our end-to-end solutions,
increase purchases of iPIX kits and iPIX keys and develop new sales opportunities. Our marketing
efforts include traditional and Internet advertising as well as direct mailings, participation in trade

shows, co-marketing with strategic partners and public relations campaigns.

Our sales and marketing group focuses on vertical markets and targets industry leaders. As of February
15,2000, the direct sales team consisted of 140 employees who operate out of our headquarters and
our multiple national and international sales offices. We also have established a telesales team that
targets potential business customers. Our telesales team also provides support for the direct sales teams
and fields inquiries from our web site and toll-free customer service number. As of February 15, 2000,
we had 12 employees on our telesales team.

We maintain a customer relations department with 40 employees as of February 15, 2000. Our
customer relations personnel answer inquiries regarding our offerings and respond to technical
questions. Our service personnel also perform quality assurance checks on each component included in
an iPIX kit prior to shipping and process customer service inquiries concerning order status, shipping

information, returns and exchanges.

Our business development team, based in Palo Alto, California, is focused on developing strategic
relationships and opening sales channels with potential partners and customers in our targeted vertical

markets. As of February 15, 2000, we had ten employees on our business development team.

Revenues from Royal LePage, a leading Canadian real estate brokerage firm, represented 21% of total
revenues for bamboo.com for the fiscal year ended December 31, 1997 and 77% of total revenues for

bamboo.com for the fiscal year ended December 31, 1998.

Technology

Content Capture Technology Our patented technology creates iPIX immersive images by combining
two film or digital photographs taken with a fisheye lens into one 360(degrees) by 360(degrees)

spherical image. Our software corrects the distortion inherent in these photographs. A person may view



the resulting image in any direction, and, if desired, save the image utilizing an iPIX key for posting to a
web site, transmitting by e-mail or saving to any storage device. iPIX images can be downloaded rapidly

and can be viewed and navigated with our software plug-in or any standard viewer enabled with Java.

Hosting and Distribution Technology Visual content and other digital media may be hosted on our web
server infrastructure and distributed across the Internet to our customers and network of affiliate web
sites. Once visual content or other digital media is stored on our web servers, it is made available for
display in web pages using proprietary software. Our affiliates automatically receive notifications of
new content for their sites. Notification is accomplished using an electronic data interchange system
that we have developed and continue to maintain. Our distribution system architecture uses extensible
mark-up language, or XML, and other data interchange formats over multiple Internet standard

protocols.

Our hosting infrastructure for visual content is based on Sun Solaris and Linux systems relying on a
variety of routing, load distribution and storage hardware. Digital media content is distributed over the
Internet using a variety of networking services, including Akamai's Freeflow service which delivers
improved access to rich content. Our hosting infrastructure is monitored 24 hours per day, seven days
per week by internal and external services with daily reporting delivered to us and our customers and

affiliates.
Viewing Technology

Our proprietary viewing technology enables immersive visual content to be viewed on the Internet as
well as distributed via e-mail and run as a stand-alone application. For web-based visual content, our
ViewAlways system automatically identifies the user's browser type and selects either a Java or HTML
immersive image depending on the browser's ability to view Java applets. If the browser cannot view
Java applets, the image information is displayed using HTML and still images. Our ViewAlways
technology enables images to be viewed on a variety of computer platforms using standard web
browser software. Our e-mail immersive image format is based upon our proprietary stand-alone
viewer platform and can be viewed on any computer running Microsoft's Windows 95, Windows 98,
Windows NT or Windows 2000 operating systems.

Customer Relationship Management Technology We have developed and implemented a customer
relationship management, or CRM, system hosted on a Sun Solaris platform. Our CRM system
contains and manages customer and order information and facilitates an effective and scalable
relationship with our customers. It allows us to manage customer relationships through many channels
of interaction including the Internet, phone, e-mail, fax and directly through sales and service
representatives. All of our sales, service and support groups make extensive use of our CRM system.
The information contained in our CRM system drives the distribution of visual content through our

affiliate network.



Research and Development

We have made substantial investments in research and development. We continue to develop
enhancements to our technology and pursue new offerings. Our technology development is focused on
creating new products and services that compliment our existing customer base and back-end
infrastructure. In addition, we are pursuing technologies compatible with the increasing availability of
broadband networks and higher resolution cameras. As of February 15, 2000, we employed 55

employees dedicated to research and development.

Competition

The market for visual content and other digital media solutions is new and rapidly evolving. As the
demand for visual content solutions increases, we expect competition to intensify. We also compete
with other providers of immersive imaging technology including Be Here Corp. and MGI Software. We
do not believe any of our competitors are dominant in this industry. We compete with these companies
on the basis of ease of use, reliability, end user experience and price. Some of our competitors may have
greater financial, marketing, distribution and technical resources than we have. We also compete with
traditional offline methods of marketing real estate properties, including classified ads, brochures and
still photos. Our success will be dependent on our ability to compete with these and any other
competitors on the quality of our solutions and their cost effectiveness. There is no assurance that we

will be successful in that competition.

Intellectual Property

We rely on a combination of patent, copyright, trade secret and trademark laws and contractual
restrictions to establish and protect proprietary rights in our products. Our patents are intended to
protect and support current and future development of our technology. In the United States, we have
ten issued patents and 11 patent applications pending. We also have recently been issued a patent in
Japan and have 20 international patent applications pending. In addition, we license related patents
and associated international filings from Motorola under the terms of a non-royalty bearing license
agreement. Motorola has a limited right to license our patents, and Motorola's consent must be
obtained before we can execute any grant of an exclusive license to our patents in excess of one year. In
addition, upon the close of the acquisition of PictureWorks, we will acquire a license of technology
owned by Sarnoff Corporation. PictureWorks also has filed two pending patent applications for their

Rimfire software.

We believe that the ownership of patents is presently a significant factor in our business. However, our
success depends primarily on the innovative skills, technical competence and marketing abilities of our
personnel. In addition, there can be no assurance that our current and future patent applications will
be granted, or, if granted, that the claims covered by the patents will not be reduced from those

included in our applications. We have entered into confidentiality and invention assignment



agreements with substantially all of our employees and entered into non-disclosure agreements with
our suppliers, distributors and appropriate customers to limit access to and disclosure of our
proprietary information. We must also guard against the unauthorized use or misappropriation of our
technology by third parties. We have experienced wrongful use in the past, and although we have taken
steps to stop that use, we expect to experience more attempts in the future. There can be no assurance
that the statutory and contractual arrangements we currently depend upon will provide sufficient
protection to prevent misappropriation of our technology or deter independent third-party

development of competing technologies.

We pursue the protection of our trademarks in the United States and, based upon anticipated use,
internationally. The laws of some foreign countries might not protect our products or intellectual
property rights to the same extent as the laws of the United States. Effective patent, trade secret and
trademark protection may not be available in every country in which we market or license our

products.

Claims by third parties that our current or future products infringe upon their intellectual property
rights may have a material adverse effect on us. Intellectual property litigation is complex and
expensive, and the outcome of this litigation is difficult to predict. We have been involved in litigation
relating to the protection of our intellectual property rights. Any future litigation, regardless of
outcome, may result in substantial expense to us and significant diversion of our management and
technical personnel. An adverse determination in any litigation may subject us to significant liabilities
to third parties, require us to license disputed rights from other parties, if licenses to these rights could

be obtained, or require us to cease using the technology.

Litigation

On October 28, 1998, Minds-Eye-View, Inc. and Mr. Ford Oxaal filed a lawsuit against us in the United
States District Court for the Northern District of New York. Minds-Eye alleged in its lawsuit that we
breached a duty of confidence to them, made misrepresentations and misappropriated trade secrets.
The plaintiffs alleged that our technology wrongfully incorporated trade secrets and other know-how
gained from them in breach of various duties. The court removed this action to arbitration upon our
motion, and we cross-claimed alleging various affirmative claims, including trade secret theft. Minds-
Eye and Mr. Oxaal filed a motion to dismiss the suit, and the court dismissed the lawsuit on May 19,

1999. Although the lawsuit was dismissed, we anticipate that the arbitration will proceed in Knoxville,

Tennessee in the summer of 2000 to decide our affirmative claims against Mr. Oxaal.

On May 20, 1999, Mr. Oxaal filed a lawsuit against us, Kodak, Nikon and Cendant in the same court
alleging that our technology infringes upon a patent claim for 360(degrees) spherical visual technology
held by him. Mr. Oxaal claims that this alleged infringement is deliberate and willful and is seeking
treble damages against us in an unspecified amount plus interest, an accounting by us, costs and
attorney's fees, in addition to a permanent injunction prohibiting the alleged infringement of his

patent by us. We have asserted defenses to Mr. Oxaal's claims as we believe we did not infringe any



valid claims of his patent. We believe that Mr. Oxaal's claims are without merit and we intend to
vigorously defend against his claims. However, if Mr. Oxaal were to prevail in this lawsuit, our financial

condition, results of operations and cash flows could be materially adversely affected.

We are not currently a party to any other legal proceedings the adverse outcome of which, individually
or in the aggregate, we believe could have a material adverse effect on our business, financial condition

or results of operations.

Employees

As of February 15, 2000, we employed 382 full-time employees in the United States, 82 full-time
employees in Canada, and 137 full-time equivalent independent contractors in Canada. Our employees
are not covered by any collective bargaining agreements. We believe that our employee relations are
good. There is significant competition for employees with the managerial, technical, marketing, sales
and other skills required to operate our business. Our success will depend upon our ability to attract,

retain and motivate employees.

Facilities

We lease approximately 44,043 square feet of space in Oak Ridge, Tennessee for our corporate office
and operations and 15,656 square feet in Palo Alto, California for our co-headquarters. The Oak Ridge
lease expires October 8, 2002 and the Palo Alto leases expire on February 28, 2002 and September 30,
2003. We also lease office space in Toronto, Canada for our processing and customer service call center.
Our Toronto lease expires in April, 2008. We lease space in Japan, the United Kingdom, Chicago, Fort
Lauderdale, Marshfield, Massachusetts, Naples, Florida, New York City, San Diego and San Jose for our
field sales offices.

Management

Directors and Executive Officers

The following sets forth information with respect to our directors and executive officers as of March 1,
2000:

Directors and Officers

Name Age Title

James M. Phillips.......... 48 Chairman of the Board and Chief Executive Officer
Jeffrey D. Peters.......... 48 President



John J. Kalec.............. 49 Chief Financial Officer and Executive Vice President

Mark R. Searle............. 37 Chief Operating Officer and Executive Vice President

Matthew S. Heiter.......... 39 Executive Vice President, General Counsel and
Secretary

Steven Hicks............... 50 Chief Knowledge Officer and Executive Vice President

Andre L. Marquis........... 36 Chief Technology Officer and Senior Vice President

Steven D. Zimmermann....... 41 Senior Vice President and Corporate Fellow

Michael D. Easterly........ 53 Director

John S. Hendricks.......... 47 Director

Laban P. Jackson, Jr....... 58 Director

Kevin B. McCurdy........... 26 Director

Leonard B. McCurdy......... 53 Director

John Moragne............... 43 Director

John H. Trezevant.......... 48 Director

JAMES M. PHILLIPS has been the chairman and chief executive officer of iPIX since January 2000.
Mr. Phillips served as the chairman and chief executive officer of Interactive Pictures from March 1997
to January 2000 and was a member of Interactive Pictures' board of directors from 1995 until January
2000. From June 1995 to March 1997, Mr. Phillips was corporate vice president of Motorola, Inc.'s
multimedia markets division, a division that manufactures, markets and sells cable modems and other
advanced telecommunications products and systems. From June 1994 to June 1995, Mr. Phillips was
vice president and general manager for Motorola's personal communication systems division, a
division that designs, manufactures, markets and distributes PCS subscriber and infrastructure systems
and equipment and other intelligent devices. Mr. Phillips also serves on the Fogelman School of
Business board of advisors at the University of Memphis and on the Chancellor's advisory council for
enhancement for the University of Tennessee, and as a director of Tennessee Technology, Inc. and the
East Tennessee Economic Council. Mr. Phillips holds a bachelor's degree and a master's degree in

business administration from the University of Memphis.

JEFFREY D. PETERS has been the president of iPIX since January 2000. Mr. Peters joined Interactive
Pictures in August 1998 and served as its president and chief operating officer until January 2000.
From February 1996 to August 1998, Mr. Peters was vice president/general manager of Eastman
Kodak Company's digital imaging group. From September 1991 to February 1996, Mr. Peters was vice
president and general manager of the semiconductor sector of Harris Corporation. Mr. Peters holds a
bachelor's degree from the University of Michigan and a master's degree in business administration

from the Florida Institute of Technology.

JOHN J. KALEC has been the chief financial officer and executive vice president of iPIX since January
2000. Mr. Kalec joined Interactive Pictures in August 1998 and served as vice president and chief
financial officer until January 2000. From August 1996 to August 1998, Mr. Kalec was chief financial
officer of Clayton Homes, Inc., a company specializing in manufactured housing headquartered in
Knoxville, Tennessee. From January 1996 to August 1996, Mr. Kalec served as senior vice president of
Philips Lighting Americas. From July 1992 to December 1995, he served as managing director, finance
and accounting for Philips Components International B.V., located in Eindhoven, the Netherlands. Mr.
Kalec holds a bachelor's degree in business administration from Lewis University and a master's degree

in accountancy from DePaul University. Mr. Kalec is a director of Clayton Homes, Inc.



MARK R. SEARLE has been the chief operating officer and executive vice president of iPIX since
January 2000. Mr. Searle served as chief operating officer of bamboo.com from January 1999 until
January 2000. From October 1997 to November 1998, Mr. Searle served as the chief operating officer
of Cybergold, Inc., an online incentive marketing company. From December 1994 to April 1997, Mr.
Searle served as the vice president of operations and chief operating officer of Plynetics Express
Corporation, a rapid prototyping company. From August 1994 to December 1994, Mr. Searle served as
a senior consultant for Deloitte & Touche, LLP. Mr. Searle holds a bachelor of arts in English and
creative writing from Princeton University and a master's degree in business administration from the

Harvard Graduate School of Business.

MATTHEW S. HEITER has been the executive vice president, general counsel and secretary of iPIX
since January 2000. Mr. Heiter served as vice president, secretary and general counsel of Interactive
Pictures from October 1999 until January 2000. Mr. Heiter was a shareholder in the law firm of Baker,
Donelson, Bearman & Caldwell, P.C. from May 1996 to October 1999. Prior to this time, Mr. Heiter
was a partner in the law firm of Waring Cox, P.L..L.C. Mr. Heiter holds a bachelor's degree in political

science from the University of Mississippi and a juris doctor from Vanderbilt University Law School.

STEVEN L. HICKS has been the chief knowledge officer and executive vice president of iPIX since
February 2000. From March 1997 until February 2000, Mr. Hicks was chief technology officer of E.W.
Scripps where he was responsible for the company's web infrastructure. From May 1995 until March
1997, Mr. Hicks served as president and founder of Interactive Solutions where he developed business
plans for Internet startups to secure funding. Mr. Hicks has served on the board of directors of Tech
2020 and the Jones/Taylor Venture Fund. Mr. Hicks holds a bachelor's degree in accounting and

finance from Ohio State University and is a certified public accountant.

ANDRE L. MARQUIS has been chief technology officer and senior vice president of iPIX since January
2000. Mr. Marquis served as vice president of product development for bamboo.com from January
1999 until January 2000. From February 1998 until November 1998, Mr. Marquis served as vice
president of marketing and founder of Accept.com. From May 1996 to February 1998, Mr. Marquis
served as director of marketing for CyberGold, Inc. Mr. Marquis holds a bachelor's degree from the
University of Rochester and master's degree in business administration from the University of

California at Berkeley.

STEVEN D. ZIMMERMANN has been the senior vice president and corporate fellow of iPIX since
January 2000. Mr. Zimmermann rejoined Interactive Pictures in July 1997 and served as its corporate
fellow and a vice president until January 2000. From December 1996 to July 1997, Mr. Zimmermann
served as senior engineer of Motorola, Inc. Mr. Zimmermann was an independent consultant from
August 1993 to November 1996 and assisted technology companies in consumer product
development. From June 1988 to August 1993, he was an engineer and an officer with Interactive
Pictures and co-developed the technology on which its software is based. Mr. Zimmermann holds
bachelor of science and master of science degrees in electrical engineering from the University of

Tennessee.



MICHAEL D. EASTERLY has been a director of iPIX since January of 2000. Mr. Easterly served as a
director of Interactive Pictures in January 2000. Since 1994, Mr. Easterly has been president and chief
executive officer of Legacy Investment Group, Inc. and is also chief manager of Legacy Lodging, L.L.C.
and Legacy Media, L.L.C. Mr. Easterly is a member of the board of trustees of the GSU Foundation.
Mr. Easterly holds a bachelor's of science degree from the University of Tennessee and a master's

degree in business administration from Georgia State University.

JOHN S. HENDRICKS has been a director of iPIX since January 2000. Mr. Hendricks served as a
director of Interactive Pictures from January 1997 until January 2000. Since 1982, Mr. Hendricks has
been chairman and chief executive officer of Discovery Communications, Inc., a television broadcasting
company. He is also a member of the boards of directors of Excalibur Technologies Corporation, the
National Museum of Natural History, Smithsonian Institution, the James Madison Council, the Library
of Congress, the National Cable Television Association and the Academy of Television Arts and
Sciences. Mr. Hendricks is also a member of the advisory board of the Lowell Observatory, chairman of
the board of trustees of the Walter Kaitz Foundation and Co-chair for the CEO Forum on Education
and Technology. Mr. Hendricks holds a bachelor's degree and an honorary doctorate from the

University of Alabama.

LABAN P. JACKSON, JR. has been a director of iPIX since January 2000. From January 1989 to
January 2000, Mr. Jackson served as a director of Interactive Pictures. Since January 1989, Mr. Jackson
has served as chairman of Clear Creek Properties, a real estate development company. Mr. Jackson is a
director of BankOne Corporation, TBN Holdings, Inc. and Gulf Stream Home and Garden, Inc. Mr.
Jackson is a graduate of the United States Military Academy.

KEVIN B. MCCURDY has been a director of iPIX since January 2000. Mr. McCurdy founded
bamboo.com in November 1995 and served as an executive vice president and director of bamboo.com
from its inception until January 2000. From September 1991 to June 1995, Mr. McCurdy attended
Babson College where he earned a bachelor of science in business administration. Mr. McCurdy is the
son of Leonard B. McCurdy.

LEONARD B. MCCURDY has been a director of iPIX since January 2000. Mr. McCurdy served as
chairman and a member of bamboo.com's board of directors from its inception until January 2000.
From January 1999 to January 2000, Mr. McCurdy served as bamboo.com's chief executive officer.
Since 1991, Mr. McCurdy has served as the president of Lanek Limited, a private investment holding
company. From 1988 to 1991, Mr. McCurdy served as president and chief executive officer of ISM
Information Systems Management Corporation, a company that provided large technology solutions.
Mr. McCurdy is the father of Kevin B. McCurdy.

JOHN MORAGNE has been a director of iPIX since January 2000. Mr. Moragne served as a director of
bamboo.com from March 1999 until January 2000. Since May 1993, Mir. Moragne has served as
managing director of Trident Capital, a private equity investment firm. Mr. Moragne is currently a

director of DAOU Systems, Inc., MapQuest.com, Inc. and Newgen Results Corp. Mr. Moragne holds a



bachelor of arts from Dartmouth College, a master of sciences degree from the Stanford Graduate
School of Applied Earth Sciences and a master's degree in business administration from the Stanford

Graduate School of Business.

JOHN H. TREZEVANT has been a director of iPIX since January 2000. Mr. Trezevant served as a
director of Interactive Pictures in January 2000. Since 1994, Mr. Trezevant has been president of

Trezevant Realty Corporation and general partner of Trezevant Properties.

Board of Directors

Classification of Directors Our board of directors is divided into three classes under our amended and
restated certificate of incorporation. Class I consists of Messrs. Trezevant and Hendricks and will stand
for election at the annual meeting of the shareholders to be held in 2000. Class II consists of Messrs.
Jackson, Leonard McCurdy and Moragne and will stand for election at the annual meeting of
shareholders to be held in 2001.

Class III consists of Messrs. Phillips, Kevin McCurdy and Easterly and will stand for election at the
annual meeting of the shareholders to be held in 2002.

Board Committees

The audit committee of the board of directors reviews the internal accounting procedures of the
company and consults with and reviews the services provided by our independent accountants. The

audit committee consists of Messrs. Jackson and Easterly.

The compensation committee of the board of directors reviews and recommends to the board the
compensation and benefits of all executive officers of the company, administers the company's stock
option plans and employee stock purchase plan and establishes and reviews general policies relating to
compensation and benefits of employees of the company. The compensation committee consists of
Messrs. Jackson, Hendricks and Leonard McCurdy. No interlocking relationships exist between the
board of directors or compensation committee and the board of directors or compensation committee

of any other company.

The nominating committee of the board of directors will nominate candidates to stand for election to
the board of directors of iPIX in the future. Pursuant to a provision in the merger agreement between
Interactive Pictures and bamboo.com, the nominating committee will use its best efforts for each of the
next two years to nominate the class of directors whose term is expiring for reelection. The nominating

committee consists of Messrs. Phillips, Leonard McCurdy, Kevin McCurdy and Jackson.

Director Compensation Directors will not receive cash compensation for their service as members of
the board of directors, although they are reimbursed for expenses in connection with attendance at
board and committee meetings. Additional compensation is not provided for committee participation
or special assignments of the board of directors. From time to time, our directors have received and

may continue to receive grants of options to purchase common stock.



Technology Advisory Board We have established a technology advisory board whose membership
includes leaders in basic fields of science and technology which are relevant to our future products, as
well as other persons experienced in business and photography. The members of the technology
advisory board are: John Battin, who previously served on our board of directors and was senior vice
president of Motorola's multimedia division; Dr. Alvin Trivelpiece, director of the Oak Ridge National
Laboratory and president of Lockheed-Martin Energy Research; Dr. Deborah Rieman, executive
director of CheckPoint Software Technologies, Inc., a leading provider of secure enterprise networking
solutions; and Senator Howard H. Baker, Jr., the former majority leader of the Senate and a publisher
of a collection of photographs of the Big South Fork region of Tennessee. The technology advisory
board is expected to meet with our management and key research and development personnel at least
semi-annually and will provide advice regarding future trends in business, photography, technology
and basic sciences. In consideration of this service, we granted to each of Messrs. Battin and Baker and
Drs. Trivelpiece and Rieman stock options to purchase 16,296 shares of our common stock. These
grants were made in accordance with our director compensation policy. The option to purchase 6,984
of these shares vested on the date of the grant, with an additional 4,656 shares vesting on the first and

second anniversary of the date of the grant.

Executive Compensation

The table below sets forth summary compensation information for each of the last two fiscal years with
regard to our chief executive officer and our four other most highly compensated executive officers who

are referred to as named officers.
Executive Compensation Table

ANNUAL COMPENSATION
LONG-TERM COMPENSATION

FISCAL YEAR RESTRICTED
---------------------------- STOCK SECURITIES ALL
OTHER
NAME AND PRINCIPAL POSITION SALARY BONUS AWARDS UNDERLYING OPTIONS
COMPENSATION
James M. Phillips.............. 1999  $393,044 $550,000 $ -- --

$338,010(1)
Chairman and Chief Executive 1998 383,438 -— -— -

214,989(2)
Officer
Leonard B. McCurdy(3).......... 1999 170,621 -- - -
1998 10,109(4) -- 34,758 560,000(5)

137,643
Jeffrey D. Peters.............. 1999 302,626 200,000 - -
18,442(6)

President 1998 112,692(7) -- -- --
25,000(6)
John J. KaleC......oovvvuunnnnn 1999 176,532 200,000 - -

Chief Financial Officer 1998 62,372(8) -- -- --

Mark R. Searle................. 1999 137,500 -- -- --



Chief Operating Officer 1998 --(9) -- - -

(1) This amount represents a relocation expense of $313,825 and life insurance premiums of $24,185
we paid on behalf of Mr. Phillips. (2) This amount represents a relocation expense of $190,794 and life
insurance premiums of $24,195 we paid on behalf of Mr. Phillips. (3) Mr. McCurdy was chairman and
chief executive officer of bamboo.com in 1999. (4) Leonard McCurdy received $10,109 for fees and
services rendered to us for fiscal year ended December 31, 1998. (5) These options and stock were
granted to Lanek Limited, an entity affiliated with Leonard McCurdy. (6) This amount represents a
relocation expense we paid on behalf of Mr. Peters. (7) Annualized salary for 1998 was $300,000. (8)
Annualized salary for 1998 was $175,000. (9) Mr. Searle joined us in January 1999.

The table below sets forth information regarding grants of stock options made to the executive officers
named in the executive compensation table during the fiscal year ended December 31, 1999 and the
potential realizable value of these stock options at assumed annual rates of stock price appreciation for

the ten-year option terms.
Stock Option Grants in the Fiscal Year ended December 31, 1999

INDIVIDUAL GRANTS

——————————————————————————————————————————————————————————— POTENTIAL
REALIZABLE VALUE
PERCENTAGE AT ASSUMED
ANNUAL
OF RATES OF STOCK
PRICE
NUMBER OF TOTAL OPTIONS APPRECIATION
FOR
OPTIONS GRANTED TO OPTION
TERM(1)
GRANTED IN EMPLOYEES IN EXERCISE EXPIRATION -----------———————-
NAME FISCAL 1999 FISCAL 1999 PRICE($/SHARE) DATE 0%($) 5%($)
10%($)
James M. Phillips..... 186,234 2.0% $5.62 4/9/09
Leonard B. McCurdy.... 42,000(2) 0.4 0.18 1/1/09
336,000(3) 3.5 0.18 2/2/09
Jeffrey D. Peters..... 46,559 0.5 5.62 4/9/09
John J. Kalec......... 81,478 0.9 5.62 4/9/09
Mark R. Searle........ 112,000(4) 1.2 0.18 2/2/09
56,000(4) 0.6 0.27 4/6/09

(1) Assumes increases in the fair market value of the common stock of 0%, 5% and 10% per year from $
over the terms of the options in compliance with the rules and regulations of the Securities and
Exchange Commission, and does not represent our estimate or projection of the future value of the
common stock. The actual value realized may be greater or less than the potential realizable values
presented in the table. (2) These options were granted to Lanek Limited, an entity affiliated with
Leonard McCurdy and were fully exercisable on the date of grant. (3) These options became fully
exercisable upon the completion of bamboo.com's initial public offering. (4) 25% of the shares subject

to these options became exercisable upon the completion of bamboo.com's initial public offering.

The table below sets forth information regarding stock option holdings held by the named officers as of
December 31, 1999.



Stock Option Exercise and Values for Fiscal Year ended December 31, 1999

NUMBER OF SHARES

UNDERLYING VALUE OF
UNEXERCISED
UNEXERCISED OPTIONS AT IN-THE-
MONEY
SHARES FY-END, 1999 OPTIONS AT FY-
END, 1999
ACQUIRED ON VALUE  mmm o mmommmmmmmoolll e

NAME EXERCISE(#) REALIZED($) EXERCISABLE UNEXERCISABLE EXERCISABLE
UNEXERCISABLE
James M. Phillips....... 3,519 $50,455 1,053,378 186,234
Leonard B. McCurdy(1)... -- - 378,000(2) --
Jeffrey D. Peters(l).... -- -- 93,117 93,118
John J. Kalec(1)........ - - 58,199 81,478
Mark R. Searle.......... 4,000 65,670 38,000 126,000

(1) These officers did not exercise any options in 1999. (2) These include 42,000 options granted to
Lanek Limited, an entity affiliated with Leonard B. McCurdy.

Employment Agreements We have entered into employment agreements with the following named

officers:

James M. Phillips. Mr. Phillips' employment agreement expires on December 31,2001 and is
renewable automatically for one year periods unless terminated by us or Mr. Phillips. Mr. Phillips
receives an annual salary of $425,000 and is eligible for a performance based bonus. We may terminate
Mr. Phillips' employment agreement with or without cause; however, if we terminate the agreement
without cause after a change in control or if Mr. Phillips resigns for good reason, Mr. Phillips is entitled

to a severance payment of $3,000,000.

Jeffrey D. Peters. Mr. Peters' employment agreement continues indefinitely unless terminated by us or
Mr. Peters. Mr. Peters is entitled to receive an annual salary of $300,000 and is eligible for a
performance based annual bonus. We may terminate Mr. Peters' employment agreement with or
without cause; however, if we terminate the agreement without cause, Mr. Peters is entitled to a

severance payment equal to one year's salary.

John J. Kalec. Mr. Kalec's employment agreement continues indefinitely unless terminated by us or Mr.
Kalec. Mr. Kalec is entitled to receive an annual salary of $250,000 and is eligible for a performance
based annual bonus. We may terminate Mr. Kalec's employment agreement with or without cause;
however, if we terminate the agreement without cause before August 24, 2000, Mr. Kalec is entitled to

a severance payment of $175,000.

Mark R. Searle. Mr. Searle's employment agreement continues indefinitely unless terminated by us or
Mr. Searle. Mr. Searle is entitled to receive an annual salary of $250,000. In the event that Mr. Searle is
constructively or actually terminated without cause, he is entitled to a severance payment equal to 20%
of his annual base salary, and 25% of his outstanding options will vest under the terms of his option

agreement.



Stock Option and Purchase Plans

Amended and Restated 1998 Employee, Director and Consultant Stock Plan Our Amended and
Restated 1998 Employee, Director and Consultant Stock Plan was originally adopted by bamboo.com,
a predecessor of iPIX, in December 1998, and was amended and restated in July 1999 and further
amended in January 2000. The 1998 plan provides for the grant of stock options to employees,

officers, directors, consultants and independent contractors of the company or any of our affiliates.

The 1998 plan originally authorized the granting of options to purchase up to 8,179,349 shares of our
common stock. The 1998 plan provides that the number of shares available for issuance under the
1998 plan may be increased annually by the lesser of 2,800,000, 5% of the number of shares
outstanding on the first day of the fiscal year or an amount to be determined by the board of directors.
As of March 1, 2000, options to purchase 9,383,079 shares of common stock had been granted under
the 1998 plan. If options expire or are terminated for any reason without being exercised, the shares of

common stock subject to these options again will be available for grant.

The 1998 plan may be administered by our board of directors or by a committee of the board of
directors. The 1998 plan provides that the board of directors has the authority to determine from time
to time the eligible participants to whom stock options are to be granted, the number of shares of
common stock for which options are exercisable and the purchase price of the shares, and all other

terms and conditions of the options.

Options granted under the 1998 plan may be incentive stock options, or ISOs, that are intended to
meet all of the requirements of an incentive stock option as defined in Section 422 of the Internal
Revenue Code or nonqualified stock options, NQSOs, that are not intended to so qualify.

The price at which shares may be purchased upon exercise of an option shall be fixed by the committee,
in its sole discretion. The option price of an NQSO may be greater than, equal to or less than the fair
market value of the underlying shares of common stock on the date of grant. The option price of any
ISO granted under the 1998 plan will not be less than the fair market value of the underlying shares of
common stock on the date of grant. The committee will also determine the term of each option
provided that the exercise period may not exceed ten years from the date of grant. An optionee may
pay the exercise price in cash, by delivering shares of common stock already owned by the optionee
and having a fair market value on the date of exercise equal to the option price, or by any other method
as the committee may approve. The optionee must pay applicable withholding taxes upon exercise of
the option as a condition to receiving the shares. The committee may impose vesting and other
conditions on grants of options. Options may be exercised while the optionee is an employee, officer,
director, consultant or advisor or within a specified period after termination of the optionee's

employment or services.

Unless the administrator determines otherwise, the restricted stock purchase agreement entered into
in connection with the exercise of the stock purchase right shall grant us a repurchase option that is
exercisable upon the voluntary or involuntary termination of the purchaser's service with us for any

reason, including death or disability. The purchase price for share repurchases pursuant to restricted



stock purchase agreements shall be the original price paid by the purchaser and may be paid by
cancellation of any indebtedness of the purchaser to us. Any repurchase option shall lapse at the rate

that the administrator determines.

The 1998 plan provides that in the event we merge with or into another corporation or upon a sale of
substantially all of our assets, the successor corporation shall assume or substitute each option or stock
purchase right. If the outstanding options or stock purchase rights are not assumed or substituted, the
administrator shall provide notice to the optionee that he or she has the right to exercise the option or
stock purchase right for all of the shares covered by the option or stock purchase right, including shares
which would not otherwise be exercisable, for a period of fifteen days from the date of the notice. The
option or stock purchase right will terminate upon the expiration of the fifteen-day period. In addition,
options granted under the 1998 plan may provide, and past grants have provided, for additional
vesting in the event of our change of control. Upon a stock split, combination or similar corporate
event, the 1998 plan provides for appropriate adjustments to the number of shares authorized under

the 1998 plan and options outstanding thereunder.
1999 Employee Stock Purchase Plan.

The 1999 Employee Stock Purchase Plan, which was approved in July 1999 and was amended and
restated in January 2000, provides our employees the opportunity to purchase shares of common stock
at a price below fair market value. The stock purchase plan is administered by the board of directors or
by a committee of the board of directors. The board or its committee has full and exclusive authority to

interpret the terms of the purchase plan and determine eligibility.

Our employees are eligible to participate if they are customarily employed by us or our subsidiaries for
at least 20 hours per week over five months in any calendar year. However, an employee may not be

granted a right to purchase stock under the purchase plan if that employee:

- immediately after the grant owns stock possessing 5% or more of the total combined voting power or
value of all classes of our capital stock, or - owns rights to purchase stock under all employee stock

purchase plans accruing at a rate exceeding $25,000 worth of stock for each calendar year.

A total of 700,000 shares of common stock have been reserved for issuance under the stock purchase
plan. The stock purchase plan provides that the number of shares available for issuance under the
purchase plan may be increased annually by the lesser of 1,400,000 shares, 2.5% of the outstanding
shares on the first day of the fiscal year or an amount determined by the board of directors. As of

March 1, 2000, no shares had been purchased by our employees under the stock purchase plan.

The price of the stock purchased under the stock purchase plan is 85% of the lower of the fair market
value of the common stock at the beginning of the offering period or the end of the applicable
purchase period. In the event the fair market value at the end of a purchase period is less than the fair
market value of the common stock at the beginning of the offering period, participants will be
withdrawn from the current offering period and will automatically be re-enrolled in a new offering
period. An employee's eligibility to participate in the stock purchase plan ends automatically upon

termination of employment with us.



The stock purchase plan provides that, in the event we merge with or into another corporation or upon
a sale of substantially all of our assets, the successor corporation may assume or substitute for each
outstanding right to purchase shares of common stock under the stock purchase plan. If the successor
corporation refuses to assume or substitute for the outstanding options, the offering period then in

progress will be shortened and a new exercise date will be set.

Amended and Restated 1997 Equity Compensation Plan Our Amended and Restated 1997 Equity
Compensation Plan was originally adopted by Interactive Pictures, a constituent company of iPIX, in
November 1997 and was amended and restated in January, 2000. The 1997 plan provides for the grant
of stock options to employees, officers, directors, consultants and independent contractors of the

company or any of our affiliates.

The 1997 plan authorizes the granting of options to purchase up to 4,105,028 shares of our common
stock. The number of shares may be adjusted. As of March 1, 2000, options to purchase 3,074,873
shares of our common stock had been granted under the 1997 plan. If options expire or are terminated
for any reason without being exercised, the shares of our common stock subject to these options again

will be available for grant.

The 1997 plan may be administered by our board of directors or by a committee of the board of
directors. The 1997 plan provides that the board of directors has the authority to determine from time
to time the eligible participants to whom stock options are to be granted, the number and purchase
price of the shares of common stock for which options are exercisable and all other terms and

conditions of the options.

Options granted under the 1997 plan may be incentive stock options, or ISOs, that are intended to
meet all of the requirements of an incentive stock option as defined in Section 422 of the Internal
Revenue Code or nonqualified stock options, NQSOs, that are not intended so to qualify. During any
calendar year, a grantee may not receive options to purchase common stock for more than 25% of the

total number of shares of common stock reserved under the 1997 plan.

The price at which shares may be purchased upon exercise of an option is fixed by the committee, in its
sole discretion. The option price of an NQSO may be greater than, equal to or less than the fair market
value of the underlying shares of common stock on the date of grant. The option price of any ISO
granted under the 1997 plan will not be less than the fair market value of the underlying shares of
common stock on the date of grant. The committee also determines the term of each option provided
that the exercise period may not exceed ten years from the date of grant. An optionee may pay the
exercise price in cash, by delivering shares of common stock already owned by the optionee and having
a fair market value on the date of exercise equal to the option price, or by any other method as the
committee may approve. The optionee must pay applicable withholding taxes upon exercise of the
option as a condition to receiving the shares. The committee may impose vesting and other conditions
on grants of options, as the committee deems appropriate. Options may be exercised while the
optionee is an employee, officer, director, consultant or advisor or within a specified period after

termination of the optionee's employment or services.



In the event of a change of control, any outstanding options will become fully exercisable, unless the
committee determines otherwise. If a merger takes place in which we are not the surviving corporation,
all outstanding options will be assumed or replaced with comparable options of the surviving
corporation. The committee may require that optionees surrender their outstanding options in the
event of a change of control and receive a payment in cash or common stock equal to the amount by
which the fair market value of the shares subject to the options exceeds the exercise price of the

options.

As of March 1, 2000, we have options to purchase 537,754 shares currently exercisable under our 1997
plan, options to purchase 1,788,174 shares currently exercisable under our 1998 plan and 1,552,887

shares currently exercisable under individual grants that were not granted under any option plan.

Compensation Committee Interlocks and Insider Participation

John Moragne and Duncan Fortier served during fiscal year 1999 as members of the compensation
committee of the board of directors. Neither of these persons is or has been an officer or employee of
ours. None of our executive officers has served as a director or member of the compensation committee
of any other entity whose executive officers served on our board of directors or compensation

committee.

Principal and Selling Stockholders

The table below shows the amount of our common stock beneficially owned as of March 1, 2000,
except as otherwise noted below, by (1) each stockholder known to our management to be the
beneficial owner of more than 5% of the outstanding shares of common stock, (2) each of our directors
and named officers, (3) all current directors and executive officers as a group and (4) each of our other
selling stockholders. Beneficial ownership is determined in accordance with the rules of the Securities
and Exchange Commission and includes voting or investment power with respect to the shares. To our
knowledge, except under applicable community property laws or as otherwise indicated, the persons
named in the table have sole voting and sole investment control with regard to all shares beneficially
owned. The number of shares of common stock outstanding used in calculating the percentage for each
listed person includes the shares of our common stock underlying options or warrants exerciseable
within 60 days of March 1, 2000, but excludes shares of common stock underlying options held by
other persons. The applicable percentage ownership for each stockholder prior to the offering is based
upon 46,879,437 shares of common stock and after the offering is based upon 54,379,437 shares of
common stock. Unless otherwise stated, the address for each person below is 1009 Commerce Park
Drive, Oak Ridge, Tennessee, 37830.

PERCENTAGE
PERCENTAGE
NUMBER OF SHARES OF SHARES NUMBER OF SHARES
OF SHARES
NAME AND ADDRESS OF BENEFICIALLY OUTSTANDING PRIOR SHARES BENEFICIALLY OWNED

OUTSTANDING



BENEFICIAL OWNER OWNED PRIOR TO OFFERING TO OFFERING OFFERED AFTER OFFERING
AFTER OFFERING

5% STOCKHOLDERS, EXECUTIVE
OFFICERS AND
DIRECTORS(1):
Dr. H. Lee Martin......... 1,484,541(2) 3.2%
1020 Commerce Park Drive
Oak Ridge, TN 37830
Motorola, INC.......cvvu... 2,846,782(3) 6.1
1303 East Algonquin Rd
Schamburg, IL 60196
Funds affiliated with
Trident Capital......... 2,410,884(5) 5.1
John Moragne(4)
2480 Sand Hill Road
Menlo Park, CA 94025
Lanek Limited

Leonard B. McCurdy...... 2,366,000(6) 5.0
James M. Phillips......... 1,118,975(7) 2.3
Jeffrey D. Peters......... 120,285(8) *
John J. Kalec........c..... 108,637(9) *
Mark R. Searle............ 140,000(10) *
John S. Hendricks......... 588,761(11) 1.3
Laban P. Jackson, Jr...... 342,227(12) *
Kevin B. McCurdy.......... 1,430,800 3.1

All directors and
executive officers as a

o} e 10] < S 9,451,091(13) 19.3
OTHER SELLING

STOCKHOLDERS:
Howard Field.............. 1,797,245 3.8%
Matthew S. Heiter......... 142,924(14) *
Michael Sher.............. 30,264(15) *
Michael Tourville......... 280,902(16) *
Steven Zimmermann......... 541,945(17) 1.2%
American Express, Inc..... 444,258 *
GE Capital Equity

Investments, Inc........ 1,531,950 3.3%
MediaOne Interactive

Services, Inc........... 1,953,978(18) 4.2%
PictureWorks Technology,

Inc. Stockholders(19)... --(20) N/A

* Less than one percent.

(1) We anticipate that none of the named officers will sell in this offering more than the greater of (x)
10% of his beneficially owned shares or (y) 30,000 shares. (2) Includes 14,762 shares owned by H. Lee
Martin Irrevocable Trust No. 2 and 184,400 shares owned by Lee Martin Charitable Remainder
Unitrust. (3) Includes 7,760 shares of common stock issuable upon the exercise of stock options. (4)
Mr. Moragne, a member of our board of directors, is a member of Trident Capital Management-II,
L.L.C, the general partner of Information Associates-II, L.P. Mr. Moragne is also a member of IA-II
Affiliates Fund, L.L.C. Mr. Moragne disclaims beneficial ownership of the shares held by Information
Associates-II, L.P. and IA-II Affiliates Fund, L.L.C. except to the extent of his pecuniary interest. (5)
Includes 2,277,996 shares held by Information Associates-II, L.P. and 132,888 shares held by and IA-II
Affiliates Fund, L.L.C. (6) Includes 1,971,200 shares held by Lanek Limited, a five percent shareholder
and affiliate of Leonard B. McCurdy, vice-chairman of the board of directors, and 378,000 shares of

common stock issuable upon the exercise of stock options held by Leonard McCurdy and Lanek



Limited. (7) Includes 3,519 shares held in trust for the benefit of Mr. Phillips' minor children and
1,115,456 shares of common stock issuable upon the exercise of stock options. (8) Includes 108,646
shares of common stock issuable upon the exercise of stock options. (9) Includes 85,358 shares of
common stock issuable upon the exercise of stock options. (10) Includes 136,000 shares of common
stock issuable upon the exercise of stock options. (11) Includes 15,520 shares of common stock
issuable upon the exercise of stock options. Also includes 111,698 shares of common stock held by
Hendricks Family Investments, L.L.C. Also includes 461,543 shares of common stock held by
Discovery Communications, Inc. of which Mr. Hendricks is chairman and chief executive officer, to
which he disclaims all beneficial ownership. (12) Includes 138,800 shares of common stock issuable
upon the exercise of stock options. (13) Includes 2,012,750 shares of common stock issuable upon the
exercise of stock options. Also includes 2,277,996 shares held by Information Associates-II, L.P. and
132,888 shares held by and IA-II Affiliates Fund, L.L.C. Also includes 1,971,200 shares held by Lanek
Limited. Also includes 111,698 and 461,543 shares of common stock held by Hendricks Family
Investments and Discovery Communications, respectively. (14) Includes 136,900 shares of common
stock issuable upon the exercise of stock options. (15) Includes 30,264 shares of common stock
issuable upon the exercise of stock options. (16) Includes 225,032 shares of common stock issuable
upon the exercise of stock options. (17) Includes 1,552 shares of common stock issuable upon the
exercise of stock options. (18) Includes 7,760 shares of common stock issuable upon the exercise of
stock options. (19) Pursuant to our agreement with PictureWorks, we anticipate that current
stockholders of PictureWorks who will receive iPIX common stock in connection with our acquisition
of PictureWorks will sell at least 20% of the total amount offered by all selling stockholders. (20) We
will issue between 4,668,106 and 6,316,173 shares of our common stock to the stockholders of

PictureWorks upon consummation of the acquisition.

Related Party Transactions

Prior to the merger of bamboo.com and Interactive Pictures, persons who were directors, executive

officers and affiliates of each company entered into the following transactions during fiscal year 1999.

In December 1996, Interactive Pictures issued to each of Motorola, Inc. and Discovery
Communications, Inc., 461,543 shares of common stock for an aggregate purchase price of $2.0
million each. John S. Hendricks, one of our directors, is the chairman and chief executive officer of
Discovery. Each of Motorola and Discovery are entitled to demand and piggyback registration rights
with regard to these shares. In April 1998, Motorola and Discovery exchanged their shares of
Interactive Pictures common stock for a like number of shares of Interactive Pictures' Series B

preferred stock.

Interactive Pictures licenses from Motorola patent and patent applications related to its technology
under a patent license agreement dated January 17, 1997. These licenses have been granted for the
lives of the underlying Motorola patents on a worldwide, royalty-free, non-exclusive, non-transferable
basis with the right to sublicense. We may not grant third parties exclusive licenses for the technology

for a term exceeding one year without the prior written consent of Motorola.



In January 1997, Interactive Pictures granted Discovery a world-wide, exclusive license to utilize its
technology in connection with the development of 15 destination-specific CD-ROM titles. The term of

the Discovery license will expire on the expiration date of the last underlying patent.

On February 18, 1999, bamboo.com borrowed $850,000 from Walden Media and Information
Technology Fund, L.P,, a related party, in exchange for a promissory note which accrued interest at 10%
per year, which was convertible into shares of bamboo.com Series B Preferred Stock. Philip Sanderson,

formerly a director, is a partner in the Walden Media and Information Technology Fund, L.P.

On March 12, 1999, bamboo.com issued Information Associates-II, L.P. and IA-II Affiliates Fund, L.L.C.
2,277,996 and 132,888 shares of Series B convertible preferred stock, respectively, for a purchase price
of $4,724,401 and $275,600, respectively. Information Associates-II, L.P. and IA-II Affiliates Fund,
L.L.C. are related to Trident Capital, a related party. John Moragne, a director, is an acting general
partner in Information Associates-II, L.P. and IA-II Affiliates Fund, L.L.C.

On March 12, 1999, bamboo.com issued Intel Corporation, a related party, 1,205,440 shares of Series
B convertible preferred stock for a purchase price of $2,495,261.

On March 12, 1999, bamboo.com entered into a strategic alliance agreement with Intel Corporation, a

related party.

On September 10, 1999, Kevin McCurdy, one of our directors, sold 112,000 shares as part of the
underwriters' exercise of their over-allotment option in bamboo.com's initial public offering.

From January to March 1999, Interactive Pictures sold an aggregate of 4,797,994 shares of Series D
preferred stock to a group of private investors for an aggregate purchase price of $27.0 million.

Purchasers of Interactive Pictures' Series D preferred stock included the following related parties:

NUMBER OF AGGREGATE
NAME SHARES PURCHASE PRICE
MOTOTO0La, INC. ittt ittt ittt ettt ettt e taaeee s 532,740 3,000,000
Laban P. JaCKsSOon, Jr. ... uiiiitinitititteetneeneeneennennenn 71,081 400,000
John S. HendricKs. . ... ittt it i i et et ee e 44,548 250,000

All of Interactive Pictures' shares of preferred stock converted into Interactive Pictures common stock
upon completion of Interactive Pictures' initial public offering. Each of the purchasers of the Series D
preferred stock are entitled to demand and piggyback registration rights with regard to their shares of
common stock.

Description of Capital Stock

General

Our amended and restated certificate of incorporation authorizes the issuance of up to 150,000,000
shares of common stock, par value $0.001 per share, 7,421,536 shares of Class B common stock, par
value $0.0001 per share and 5,001,100 shares of preferred stock, par value $0.001 per share, 1,100



shares of which shall be designated Series C redeemable preferred stock and 5,000,000 shares the
rights and preferences of which may be established from time to time by our board of directors. This

description is only a summary.

Common Stock

Each holder of common stock is entitled to one vote for each share on all matters to be voted upon by
the shareholders, and there are no cumulative voting rights. Stockholders of common stock may receive
dividends after all dividends that are owed have been paid to stockholders of preferred stock. In the
event of a liquidation, dissolution or winding up, holders of common stock would be entitled to share
in our assets remaining after the payment of liabilities and the satisfaction of any liquidation
preference granted the holders of any then outstanding shares of preferred stock. Holders of common
stock have no preemptive or conversion rights or other subscription rights and there are no
redemption or sinking fund provisions applicable to the common stock. All outstanding shares of
common stock are, and the shares of common stock issued in connection with this offering, when
issued and paid for, will be, fully paid and nonassessable. The rights, preferences and privileges of the
holders of common stock are subject to and may be adversely affected by the rights of the holders of

shares of any series of preferred stock, which we may designate and issue in the future.

Class B Common Stock

Each holder of Class B common stock is entitled to one vote for each share on all matters to be voted
upon by the stockholders and, except as required by law, shall have voting rights and powers equal to
the voting rights and powers of the common stock. There are no cumulative voting rights. Holders of
Class B common stock are not entitled to dividends and are not entitled to receive any assets of the
corporation upon dissolution or liquidation. Under the terms of a pairing agreement with our
Canadian subsidiary, bamboo Canada, Inc., holders of Class B common stock must also hold an equal
number of shares of Series C preferred stock of bamboo Canada, Inc. These holders may elect at any
time and for no cost to convert their bamboo Canada Series C preferred stock into shares of our
common stock. Upon such a conversion, we are required to redeem the holder's shares of our Class B

common stock for a redemption price of $0.0001 per share.

Preferred Stock

Our board of directors is authorized from time to time, without stockholder approval, to issue up to an
aggregate of 5,001,100 shares of preferred stock, $0.001 par value per share, in one or more series.
Included in this amount are 1,100 shares of Series C redeemable preferred stock. Each series of

preferred stock may have the rights and preferences, including voting rights, dividend rights,



conversion rights, redemption privileges and liquidation preferences that our board of directors
determines. The rights of the holders of common stock will be subject to, and may be adversely affected

by, the rights of holders of any preferred stock that may be issued in the future.

Registration Rights

We have granted registration rights to a number of our stockholders who were former holders of
convertible preferred stock or their permitted transferees. We have also agreed to grant registration
rights to former stockholders of PictureWorks. In the event that we propose to register any shares of
common stock under the Securities Act, the holders of registration rights are entitled to receive notice
of the registration and may be entitled to include their shares therein. In addition, these stockholders
may demand that we file a registration statement for the sale of their shares. In either event, if the
registration is for an underwritten offering, the underwriters for the proposed offering will have the

right to limit the number of shares in the registration.

At any time after we become eligible to file a registration statement on Form S-3, holders of
$1,000,000 of registrable securities may require us to file registration statements on Form S-3 under
the Securities Act for their shares of common stock. We are not required to effect more than one
registration of this type in any 12 month period. If we register any shares for sale by holders of

registrable securities, we have agreed to bear all of the expenses of the registration.

EFFECT OF SELECTED PROVISIONS OF THE CERTIFICATE OF INCORPORATION AND
BYLAWS, AND THE DELAWARE ANTI-TAKEOVER STATUTE Provisions of our restated certificate
of incorporation and bylaws allow us to issue preferred stock without any vote or further action by our
stockholders and eliminate the right of stockholders to act by written consent without a meeting.
These provisions may make it more difficult for stockholders to take corporate actions and could have

the effect of delaying or preventing a change in control of iPIX.

Section 203 of the Delaware General Corporation Law applies to us. Subject to exceptions, Section 203
of the Delaware law prohibits a publicly-held Delaware corporation from engaging in a "business
combination” with an "interested stockholder" for a period of three years after the date of the
transaction in which the person became an interested stockholder, unless the interested stockholder
attained that status with the approval of the board of directors or unless the business combination is
approved in a prescribed manner.

Our restated certificate of incorporation provides that the board of directors will be divided into three
classes of directors, with each class serving a staggered three-year term. The classification system of
electing directors may tend to discourage a third party from making a tender offer or otherwise
attempting to obtain control of us and may maintain the incumbency of the board of directors, as the
classification of the board of directors generally increases the difficulty of replacing a majority of the
directors. Our restated certificate of incorporation eliminates the right of stockholders to act by written
consent without a meeting and our bylaws eliminate the right of stockholders to call special meetings

of stockholders. The restated certificate of incorporation does not provide for cumulative voting in the



election of directors. These and other provisions may have the effect of deferring hostile takeovers or
delaying changes in control or management of iPIX. The amendment of any of these provisions would
require approval by the board of directors and holders of at least 66 2/3% of the outstanding common

shares.

Board of Director Vacancies

Our bylaws authorize the board of directors to fill vacancies on the board of directors or increase the
size of the board of directors. This may deter a stockholder from removing incumbent directors and

simultaneously gaining control of the board of directors by filling the vacancies created by the removal

with its own nominees.

Stockholder Action; Special Meeting of Stockholders

Our restated certificate of incorporation provides that stockholders may act only at duly called annual
or special meetings of stockholders, and not by written consent. Our bylaws further provide that
special meetings of our stockholders may be called only by the president, chief executive officer or

chairman of the board of directors or a majority of the board of directors.

Advance Notice Requirements for Stockholder Proposals and
Director Nominations

Our restated bylaws provide that stockholders seeking to bring business before our annual meeting of
stockholders, or to nominate candidates for the board of directors at our annual meeting, must provide
timely notice of their intent in writing. To be timely, a stockholder's notice must be delivered to, or
mailed and received at, our principal executive offices not less than 120 days prior to the first
anniversary of the date of notice of annual meeting provided with respect to the previous year's annual
meeting of stockholders. However, if no annual meeting was held in the previous year or the date of the
annual meeting has been changed by more than 30 calendar days earlier than such anniversary, notice
by the stockholder, to be timely, must be received a reasonable amount of time before the solicitation is
made. The restated bylaws also specify requirements as to the form and content of a stockholder's
notice. These provisions may discourage stockholders from bringing matters before the annual meeting

or from making nominations for directors at the annual meeting.

Authorized But Unissued Shares

Our authorized but unissued shares of common stock and preferred stock are available for future
issuance without shareholder approval, subject to limitations imposed by the NASDAQ National
Market. These additional shares may be utilized for a variety of corporate purposes, including future

public offerings to raise additional capital, corporate acquisitions and employee benefit plans.



Limitation of Liability and Indemnification Matters

Our restated certificate of incorporation and amended and restated by-laws provide that our directors
and officers will be indemnified by us to the fullest extent permitted by Delaware law, as it now
reasonably exists or may in the future be amended, against all expenses and liabilities reasonably
incurred in connection with their services for or on behalf of us. In addition, our restated certificate of
incorporation provides that our directors will not be personally liable for monetary damages to us for
breaches of their fiduciary duty as directors. We have obtained insurance which insures our directors
and officers against losses attributable to their service as a member of the board of directors and which

insures us against our obligations to indemnify the directors and officers.

Transfer Agent and Registrar

The transfer agent and registrar for our common stock is Norwest Bank Minnesota, National

Association.

Listing

We are listed on the Nasdaq National Market under the symbol IPIX.

Underwriting

Internet Pictures, the selling stockholders and the underwriters named below have entered into an
underwriting agreement covering the common stock to be offered in this offering. J.P. Morgan
Securities Inc., Chase Securities Inc., FleetBoston Robertson Stephens Inc., Dain Rauscher
Incorporated and Prudential Securities Incorporated are acting as representatives of the underwriters.

Each underwriter has agreed to purchase the number of shares of common stock opposite its name

below.

NUMBER OF SHARES UNDERWRITERS ---------------- J.P. Morgan Securities IncC......cccoeevvcururrirecncnes
Chase Securities INC......cocecvecerrrrencecrccrennuenee FleetBoston Robertson Stephens Inc......cececeeeccueunne Dain
Rauscher Incorporated.......c.ceceeererererenueueneee Prudential Securities Incorporated.........ccccevueueueuee.
Totaleciiccicnee 10,000,000 The underwriting agreement provides that if the

underwriters take any of the shares presented in the table above, then they must take all of these
shares. No underwriter is obligated to take any shares allocated to a defaulting underwriter except

under limited circumstances.

The underwriters are offering the shares of common stock, subject to the prior sale of shares, and
when, as and if these shares are delivered to and accepted by them. The underwriters will initially offer

to sell shares to the public at the offering price shown on the cover page of this prospectus. The



underwriters may sell shares to securities dealers at a discount of up to § per share from the offering
price. Any of these securities dealers may resell shares to other brokers or dealers at a discount of up to

$ per share from the offering price.

If the underwriters sell more shares than the total number shown in the table above, the underwriters
have the option to buy up to an additional 1,500,000 shares of common stock from us to cover these
sales. They may exercise this option during the 30-day period from the date of this prospectus. If any
shares are purchased with this option, the underwriters will purchase shares in approximately the same

proportion as shown in the table above.

The following table shows the per share and total underwriting discounts that we and the selling
stockholders will pay to the underwriters. These amounts are shown assuming both no exercise and full

exercise of the underwriters' option to purchase additional shares.

Paid by Internet Pictures No Exercise Full Exercise

[T =Y o = of - $ $
e o= $ $

Paid by Selling Stockholders No Exercise Full Exercise

2= =Y = o =Y $ $
L1 - 1 $ $

The underwriters may purchase and sell shares of common stock in the open market in connection
with this offering. These transactions may include short sales, stabilizing transactions and purchases to
cover positions created by short sales. Short sales involve the sale by the underwriters of a greater
number of shares than they are required to purchase in the offering. Stabilizing transactions consist of
bids or purchases made for the purpose of preventing or slowing a decline in the market price of the
common stock while the offering is in progress. The underwriters may also impose a penalty bid, which
means that an underwriter must repay to the other underwriters a portion of the underwriting
discount received by it. An underwriter may be subject to a penalty bid if the representatives of the
underwriters, while engaging in stabilizing or short covering transactions, repurchase shares sold by or
for the account of that underwriter. These activities may stabilize, maintain or affect the market price
of the common stock. As a result, the price of the common stock may be higher than the price that
might exist in the open market. If the underwriters commence these activities, they may discontinue
them at any time. The underwriters may carry out these transactions on the Nasdaq National Market or

in the over-the-counter market.

Prior to the pricing of the shares, and until such time when a stabilizing bid may have been made, some
or all of the underwriters who are market makers in the shares may make bids for or purchasers of

shares subject to certain restrictions, known as passive market making activities.



One or more of the underwriters may facilitate the marketing of this offering online directly or through
one of its affiliates. In those cases, prospective investors may view offering terms and a prospectus
online and, depending upon the particular underwriter, place orders online or through their financial

advisors.

We estimate that the total expenses of this offering, excluding underwriting discounts and

commissions, will be $1.0 million, including expenses of the selling stockholders.

Internet Pictures and the selling stockholders have agreed to indemnify the underwriters against
various liabilities, including liabilities under the Securities Act of 1933. Internet Pictures and its
directors, officers and several of its shareholders, including the selling stockholders, have agreed with
the underwriters not to transfer, dispose of or hedge any of their common stock, or securities
convertible into or exchangeable for shares of common stock, for a period of 90 days after the date of
this prospectus, except with the prior written consent of J.P. Morgan Securities Inc. This agreement

does not apply to any of our employee benefit plans existing on the date of this prospectus.
Our common stock is listed on the Nasdaq National Market under the symbol IPIX.
It is expected that delivery of the shares will be made to investors on or about, 2000.

From time to time in the ordinary course of their businesses, some of the underwriters and their
affiliates have engaged in and may in the future engage in commercial banking and/or investment
transactions with Internet Pictures and its affiliates. J.P. Morgan Securities Inc. and an affiliate hold an
aggregate of 159,184 shares of common stock of Internet Pictures. In addition, an entity affiliated with
Dain Rauscher Wessels, a division of Dain Rauscher Incorporated, and an entity with a business
relationship with Prudential Securities Incorporated each hold an aggregate of 86,102 shares and

8,610 shares, respectively, of common stock of Internet Pictures.
The underwriters have agreed that:

- they have not offered or sold and, before the date which is six months after the date of this
prospectus, will not offer or sell shares to persons in the United Kingdom, except to persons whose
ordinary activities involve them in acquiring, holding, managing or disposing of investments, as
principal or agent, for the purposes of their businesses or in circumstances which have not resulted and
will not result in an offer to the public in the United Kingdom within the meaning of the Public Offers

of Securities Regulations 1995 or the Financial Services Act 1986;

- they have complied with and will comply with all applicable provisions of the Financial Services Act
1986 regarding anything done by them in relation to the shares in, from or involving the United
Kingdom; and - they have only issued or passed on and will only issue or pass on in the United
Kingdom any document received by them in connection with the offer of shares to a person who is of a
kind described in Article 11(3) of the Financial Services Act 1986, Order 1996 or is a person to whom

this document may lawfully be issued or passed.



Legal Matters

The validity of the common stock offered hereby will be passed upon for us by Baker, Donelson,
Bearman & Caldwell, a professional corporation, Memphis, Tennessee. Members of Baker, Donelson,
Bearman & Caldwell, in the aggregate, beneficially own 16,841 shares of our common stock. Certain
legal matters in connection with this offering will be passed upon for the underwriters by Cahill
Gordon & Reindel, New York, New York.

Experts

The consolidated financial statements and the supplemental pooled consolidated financial statements
of Internet Pictures Corporation (formerly bamboo.com, Inc.) as of December 31, 1998 and 1999 and
for each of the three years in the period ended December 31, 1999 and the supplemental pooled
consolidated financial statements of Internet Pictures Corporation as of December 31, 1998 and 1999
and for each of the three years in the period ended December 31, 1999 included in this prospectus
have been so included in reliance upon the report (which contains an explanatory paragraph relating to
the merger of bamboo.com, Inc. with Interactive Pictures Corporation) of PricewaterhouseCoopers
LLP, independent accountants, given on the authority of said firm as experts in auditing and

accounting.

The financial statements of PictureWorks Technology, Inc. as of March 31, 1999 and December 31,
1999 and for the year ended March 31, 1999 and the nine months ended December 31, 1999 included
in this prospectus have been so included in reliance upon the report of PricewaterhouseCoopers LLP,

independent accountants, given on the authority of said firm as experts in auditing and accounting.

Available Information

We have filed with the Commission a registration statement on Form S-1 with respect to the common
stock being offered by this prospectus. This prospectus does not contain all of the information set forth
in the registration statement. For further information about us and the common stock, reference is
made to the registration statement and its exhibits. Descriptions in this prospectus of any contract or
other document are not necessarily complete and, where the contract or document is an exhibit to the
registration statement, any description is qualified in all respects by the exhibit. Copies of the
registration statement, including exhibits, may be examined without charge in the Public Reference
Section of the Securities and Exchange Commission, 450 Fifth Street, N.W. Room 1024, Washington,
DC 20549, and the Securities and Exchange Commission's Regional Offices located at 500 West
Madison Street, Suite 1400, Chicago, IL 60601, and Seven World Trade Center, 13th Floor, New York,
NY 10048, or on the Internet at http://www.sec.gov. Information about the operation of the Public
Reference Room may be obtained by calling the Commission at 1-800-SEC-0300. Copies of all or a
portion of the registration statement can be obtained from the Public Reference Section of the

Commission upon payment of prescribed fees.



We are subject to the information and reporting requirements of the Exchange Act and, in accordance
therewith, file periodic reports, proxy statements and other information with the Commission. Our
reports, proxy statements and other information may also be inspected at the offices of Nasdaq
Operations, 1735 K Street, N.W., Washington, DC 20006.
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Report of Independent Accountants

To The Board of Directors and Stockholders of Internet Pictures Corporation (formerly bamboo.com,

Inc.):



In our opinion, the accompanying consolidated balance sheets and the related consolidated statements
of operations and stockholders equity (deficit) present fairly, in all material respects, the financial
position of Internet Pictures Corporation (formerly bamboo.com, Inc.) and its subsidiary at December
31,1998 and 1999, and the results of their operations and their cash flows for each of the three years
in the period ended December 31, 1999 in conformity with accounting principles generally accepted in
the United States. 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 of these statements in accordance with auditing standards generally accepted in the United
States, which require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. Any audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for the opinion

expressed above.

As described in Note 12, on January 19, 2000, Internet Pictures Corporation (formerly bamboo.com,
Inc.) merged with Interactive Pictures Corporation in a transaction accounted for as a pooling of
interests. The accompanying supplemental pooled consolidated financial statements give retroactive
effect of the merger of Internet Pictures Corporation (formerly bamboo.com, Inc.) with Interactive
Pictures Corporation. Accounting principles generally accepted in the United States proscribe giving
effect to a consummated business combination accounted for by the pooling of interests method in
financial statements that do not include the date of consummation. These financial statements do not
extend through the date of consummation; however, they will become the historical consolidated
financial statements of Internet Pictures Corporation (formerly bamboo.com, Inc.) and its subsidiary

after financial statements covering the date of consummation of the business combination are issued.

In our opinion, based upon our audits, the accompanying supplemental pooled consolidated balance
sheets and the related supplemental pooled consolidated statements of operations and stockholders'
equity (deficit) present fairly, in all material respects, the financial position of Internet Pictures
Corporation (formerly bamboo.com, Inc.) and its subsidiary at December 31, 1998 and 1999, and the
results of their operations and their cash flows for each of the three years in the period ended
December 31, 1999, in conformity with accounting principles generally accepted in the United States.
These supplemental pooled consolidated financial statements are the responsibility of the Company's
management; our responsibility is to express an opinion on these supplemental pooled consolidated
financial statements based on our audits. We conducted our audits of these statements in accordance
with auditing standards generally accepted in the United States, which 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, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall financial statement presentation. We

believe that our audits provide a reasonable basis for the opinion expressed above.



PricewaterhouseCoopers LLP San Jose, California January 31, 2000 except for Note 12, which is as of
March 6, 2000

Internet Pictures Corporation (Formerly Bamboo.com, Inc.)

Consolidated Balance Sheets

DECEMBER 31, 1998 1999 (IN THOUSANDS, EXCEPT SHARE AND PER SHARE AMOUNTS)

ASSETS

CURRENT ASSETS:

Cash and cash equivalents........c.uiuiiiinnennnneennnnnnnnn $ 430 $ 5,818

Securities available-for-sale........ouuiiiiinnneninnneennnn -- 10,014

Accounts receivable, net of allowance for doubtful accounts

of $1 in 1998 and $3 in 1999. ...ttt i e 19 171

Prepaid expenses and other current assets................... 79 2,651
Total current assetsS.......iiiiiiiininninnnnennns 528 18,654

Property and equipment. .. ...ttt 212 5,222

(08 o =3 = T == o= 40 1,484
L o= 1 R T XY= o $ 780 $25,360

LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES:

Accounts payable. ...ttt i e e et e e $ 133 $ 1,773
Accrued 1iabilities. . vuu ittt ittt i i et e e e 122 3,219
Deferred TeVENUE. ..ottt ittt ettt ettt taaeeeennnn -- 4,748
Notes payable to shareholders.............ciiiiiiinninnnnnn. 8 -
Obligations under capital lease€.......iviiiinnnnnnnnnnnnnnnn -- 191

Total current liabilities.............iiiiiiionn. 263 9,931
Obligations under capital lease, net of current portion..... -- 373

Total liabilities.......uuiiiiiiiiinnennnnnennnn 263 10,304

Commitments (Note 9)
STOCKHOLDERS' EQUITY:
Convertible preferred stock, No par value in 1998 and
$0.001 par value in 1999 Authorized: 500,000 shares in
1998 and 5,001,100 shares in 1999
Issued and outstanding: 231,250 shares in 1998 and none
in 1999
Liquidation value: $917 at December 31, 1998......... -- --
Class B common stock, No par value in 1998 and $0.0001 par
value in 1999
Authorized: Unlimited shares in 1998 and 7,421,536 in
1999
Issued and outstanding: 7,421,536 shares in 1998 and
7,012,736 shares in 1999. ...ttt ittt 1 1
Common stock: $0.001 par value in 1999;
Authorized 70,000,000 shares in 1999
Issued and outstanding: none in 1998 and 15,467,853 in

1000 . it e e e e et e e e e -- 15
Additional paid in capital........iiiiiiiiiiiiiniiiinenn 2,653 73,465
Unearned stock-based compensation...........ciiiiiinnnnn.. -- (2,535)
Notes receivable from stockholders..................ocn... (54) (181)
Accumulated deficit. .ottt e (2,074) (55,719)
Accumulated other comprehensive income (loss)............. 9) 10

Total stockholders' equity.........cuvvvivnnnnnnn. 517 15,056
Total liabilities and stockholders' equity........ $ 780 $25,360

The accompanying notes are an integral part of these consolidated financial statements. F-3



Internet Pictures Corporation (Formerly Bamboo.com, Inc.)
Consolidated Statements of Operations

Years Ended December 31, 1997 1998 1999

(In thousands, except share and per share amounts)

[ =A2=1 11U =1 $ 46 $ 77 $ 3,756
Cost of revenues (excludes stock-based compensation of $0,

F0 and $398) .ttt e e e e e e 15 67 2,880
Gross Profat. ..ttt ittt e e 31 10 876

Operating expenses:
Sales and marketing (excludes stock-based compensation

of $0, $583 and $13,139) .. i ittt 10 300 18,044
General and administrative (excludes stock-based
compensation of $0, $446 and $5,316)................. 122 278 8,007
Research and development (excludes stock-based
compensation of $0, $133 and $1,226)........cccuuv.... 42 110 1,366
Stock-based compensation......... ..o i it -- 1,162 20,079
Total operating expenses..........c.ceeeeeuunnnnnn 174 1,850 47,496
LOSS Trom OPeTrationS. . vvue et inne e ienneeeenneeennneennnns (143) (1,840) (46,620)
Other income (expense):
Interest dNCOMe. .. v ittt ittt ittt ettt -- -- 647
Interest expense, Net....uuiueeiiniienneeennneennnnnnn -- -- (6,672)
T2 o e YCX =T (143) (1,840) (52,645)
Dividend relative to beneficial conversion related to
issuance of Series B convertible preferred stock........ -- -- (1,000)
Net loss attributable to common stockholders.............. $ (143) $ (1,840) $ (53,645)
Net loss per common share -- basic and diluted............ $ (0.05) $ (0.31) $ (4.13)
Weighted average common shares -- basic and diluted....... 2,818,873 5,953,169 12,989,610

The accompanying notes are an integral part of these consolidated financial statements. F-4

Internet Pictures Corporation (Formerly Bamboo.com, Inc.)

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY (DEFICIT) FOR THE PERIOD
FROM JANUARY 1, 1997 TO DECEMBER 31, 1999

CLASS B COMMON

NOTES

PREFERRED STOCK STOCK COMMON STOCK
ADDITIONAL  RECEIVABLE
PAID IN FROM

NUMBER AMOUNT NUMBER AMOUNT NUMBER AMOUNT
CAPITAL STOCKHOLDERS
In thousands, except share and per share amounts Balances -- January 1, 1997....... -- $ -- 2,800,000 $--
--$--$147 § -- Common stock issued for cash in July 1997........cccevueenee ----45,025 -- -- -- 14 -- Net
10SS. e -= == == == == == == - Other comprehensive income....... -- -- - -- -- —- -- -- Balances --
December 31,1997..... -- -- 2,845,025 -- -- -- 161 -- Issuance of Series A convertible preferred stock in

October and December 1998.................. 231,250 -- -- -- -- -- 925 -- Common stock issued for cash



through March to September 1998..........cccccevueuneee. ----1,342,231 -- -- -- 432 -- Common stock issued
for services through February to May 1998... -- -- 1,027,600 -- -- -- 326 -- Issuance of options to
purchase common stock in exchange for services.......coceeeeuiunne == ---- -- -- - 536 -- Shares issued upon
exercise of options for common stock in September 1998................. ----1,870,680 1 -- -- 4 -- Warrants
for common stock issued.......cccecereeerueneee. -- == == == == == 23 -- Issuance of warrant for common stock for
SErvices............. == -- -- -- -- -- 168 -- Issuance of common stock upon exercise of stock options...... -- --
336,000 -- -- -- 78 (78) Settlement of note receivable as offset to note payable......... TR T
Net 10SS.cuccreereeeeeeruevenen -- == == == == == == -- Other comprehensive loss......... -- - == == -- —- -- -- Balances --
December 31, 1998..... 231,250 -- 7,421,536 1 -- -- 2,653 (54) Issuance of Series B preferred stock,
NETerevreereerrerrenees 2,324,780 2 -- -- -- -- 13,403 -- Conversion of Series A and Series B preferred stock into
COMMON StOCK.covuvirerveereeerreeenne (2,556,030) (2) -- -- 7,156,874 7 (5) -- Issuance of common stock with
Series C mandatorily redeemable preferred stock in June 1999... -- -- 1,250,830 1 6,605 -- Issuance of
common stock on IPO...........cccceuunee. --------4,376,000 5 26,777 -- Issuance of common stock upon
exercise of warrants........... -- ------255,385 -- -- -- Conversion of Class B common stock to common
stocKk.......... -- -- (408,800) -- 408,800 -- -- -- Stock options granted for services in 1999............... B
-- -- 5,610 -- Unearned stock-based compensation.........c.cec..... -- == == == == == 15,734 -- Amortization of
stock-based compensation........cceee.e... == == == -- -- -- - -- Issuance of restricted common stock issued to
service provider in January 1999....... -- ------120,400 -- 1,270 -- Amortization of stock-based
compensation for service provider........c..coeeeueeee. == == == == == == -- -~ Issuance of common stock upon
exercise of stock options...... --------1,899,564 2 418 (127) Dividend relative to beneficial conversion
feature related to issuance of Series B preferred stock......c.ccceurururuneeee ------------1,000 -- Net
10SS.eeveeieiecncenenennes -= == == == == == == == Other comprehensive income....... -- -- == == -- —- —- -- Balances --
December 31, 1999..... -- $ -- 7,012,736 $1 15,467,853 $15 $73,465 $(181)

ACCUMULATED
UNEARNED OTHER
STOCK-BASED COMPREHENSIVE ACCUMULATED
COMPENSATION INCOME (LOSS) DEFICIT TOTAL

In thousands, except share and per share amounts Balances -- January 1, 1997....... $--$D$ O $55
Common stock issued for cash in July 1997........cccceueune e ) \[<] o (o Y1 T ----(143) (143)
Other comprehensive income....... -- 1 -- 1 Balances -- December 31, 1997..... -- -- (234) (73) Issuance of
Series A convertible preferred stock in October and December 1998.................. -- -- -- 925 Common
stock issued for cash through March to September 1998............ccccccuucee. -- -- -- 432 Common stock
issued for services through February to May 1998... -- -- -- 326 Issuance of options to purchase
common stock in exchange for services........coeeveueunee -- -- -- 536 Shares issued upon exercise of options
for common stock in September 1998................. -- -- -- 5 Warrants for common stock
issued.....coveeuerrurencnce -- -- -- 23 Issuance of warrant for common stock for services............. ------168
Issuance of common stock upon exercise of stock options...... -- -- -- -- Settlement of note receivable as
offset to note payable......... -- == - 24 Net 10SS.uueuevereeereenen. -- --(1,840) (1,840) Other comprehensive
loss......... -- (9) -- (9) Balances -- December 31, 1998..... -- (9) (2,074) 517 Issuance of Series B preferred
Stock, Net....ceererveerense. -- -- -- 13,405 Conversion of Series A and Series B preferred stock into common
o1 -- -- -- -- Issuance of common stock with Series C mandatorily redeemable

preferred stock in June 1999... -- -- -- 6,606 Issuance of common stock on IPO..........ccccevuuruunceee - -



26,782 Issuance of common stock upon exercise of warrants........... -- -- -- -- Conversion of Class B
common stock to common stock.......... -- -- -- -- Stock options granted for services in 1999...............
-- 5,610 Unearned stock-based compensation................... (15,734) -- -- 0 Amortization of stock-based
compensation.........c.ceeee... 13,199 -- -- 13,199 Issuance of restricted common stock issued to service
provider in January 1999....... (1,270) -- -- -- Amortization of stock-based compensation for service
provider....cceceiununee 1,270 -- -- 1,270 Issuance of common stock upon exercise of stock options...... -
- -- 293 Dividend relative to beneficial conversion feature related to issuance of Series B preferred
StOCK. it -- --(1,000) -- Net 10SS...eereereereerveneenen. -- --(52,645) (52,645) Other comprehensive
income....... -- 19 -- 19 Balances -- December 31, 1999..... $(2,535) $10 $(55,719) $15,056 The

accompanying notes are an integral part of these consolidated financial statements. F-5
Internet Pictures Corporation (Formerly Bamboo.com, Inc.)
Consolidated Statements of Cash Flows

Years Ended December 31, 1997 1998 1999

(In thousands)
CASH FLOWS FROM OPERATING ACTIVITIES:

T2 o o Y= $(143) $(1,840) $(52,645)
Items not affecting cash
Depreciation and amortization............. ... 11 32 859
Provision for doubtful accounts........................ -- - 2
Issuance of common stock in exchange for services...... - 370 1,270
Interest charge on redemption of Series C mandatorily
redeemable preferred stock.......... ..., -- -- 6,606
Issuance of Series B convertible preferred stock in
settlement of interest payable................ ... ..... -- -- 8
Warrant committed in exchange for services............. -- 168 --
Issuance of options in exchange for services........... -- 536 5,610
Stock-based compensation..........cciiiiiiiiii it -- -- 13,199
Changes in assets and liabilities:
Accounts receivable.........uuiiiiii it e (7) (14) (154)
Prepaid expenses and other current assets............ - (83) (2,575)
Other @SSetS..uiiiiiiiii ittt ittt eeeeeeeeeeeennnnnn -- (40) (1,433)
Accounts payable........c.iiiiiiiiiiiii i i e e e 7 127 1,652
Accrued liabilities......uiiiiiiiiniinnineinnennennnn 8 95 3,090
Deferred FeVeNUE. ... vttt ittt ittt et e -- -- 4,748
Net cash used in operating activities............. (124) (649) (19,763)
CASH FLOWS FROM INVESTING ACTIVITY:
Purchase of property and equipment..........c.oeeeuienrnunnnn (6) (219) (5,367)
Purchase of securities available-for-sale................. -- (19,014)
Proceeds from securities available-for-sale............... -- -- 9,000
Net cash used in investing activities............. (6) (219) (15,381)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from obligation under capital lease.............. -- -- 204
Repayment of obligation under capital lease............... - -- (142)
Notes payable to stockholders............coviviunuenennnnn. (14) (27) (8)
Proceeds from issuance of convertible notes payable....... -- -- 1,800
Proceeds from issuance of common stock, net of issuance
[0 X3 o N 14 387 33,388

Proceeds from exercise of common stock options............ -- 5 293



Proceeds from issuance of Series A convertible preferred

stock, net of issuance COStS......ciiiiiiiiinnnnnnnns -- 925 --
Proceeds from issuance of Series B convertible preferred
stock, net of issuance COStS......viiiiiiiiinneeennnnns -- -— 11,597
Proceeds from issuance of Series C mandatorily redeemable
convertible preferred stock, net of issuance costs..... -- -- 4,394
Proceeds from issuance of warrants........................ -- 23 --
Repayment of Series C mandatorily redeemable preferred
STOCK . i e -- -- (11,000)
Net cash provided by financing activities......... -- 1,313 40,526
Effect of exchange rate changes on cash..................... 3 (19) 6
Increase (decrease) in cash during the year................. (127) 426 5,388
Cash and cash equivalents, beginning of year................ 131 4 430
Cash and cash equivalents, end of year..............cocv.... $ 4 $ 430 $ 5,818

The accompanying notes are an integral part of these consolidated financial statements. F-6

Internet Pictures Corporation (Formerly Bamboo.com, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (IN THOUSANDS, EXCEPT SHARE
AND PER SHARE AMOUNTYS)

1. Nature of Operations and Basts of Presentation

bamboo.com.inc. (the "Company" or "bamboo Delaware") was incorporated on March 26, 1998 as
Jutvision Corporation under the laws of the state of Delaware. The Company has a wholly-owned
subsidiary, bamboo.com Canada Inc. ("bamboo Canada"), a company incorporated on December 23,
1998 under the laws of the province of Ontario, Canada as Jutvision Canada Inc. The Company and its
subsidiary generate revenue from the sale of its virtual tour product of real estate and other properties
on the Internet. Tours are produced by videotaping the inside and outside of the home or other
property, processing the videotape into a complete virtual tour, and distributing the virtual tour to sites
on the Internet. The virtual tours provide enhanced visual content and are integrated with multiple
listing services by real estate destination web sites. The Company's markets are the United States and

Canada. In 1999, the Company emerged from the development stage.

The business of the Company was previously operated as Jutvision Corporation, a company
incorporated on November 2, 1995 under the laws of the Province of Ontario, Canada.

On January 1, 1999, the Board of Directors authorized a corporate reorganization (see Note 2).
Through a series of share exchange agreements, bamboo Delaware, emerged as the parent company of
bamboo Canada and Jutvision Corporation was merged with bamboo Canada. Prior to the

reorganization, bamboo.com did not have any operations, assets or liabilities.

Under the terms of the reorganization, there was no change in ownership and, therefore, Jutvision
Corporation, has been treated as a predecessor business and its results presented as the historic results
of the Company. The predecessor business's financial statements presented herein include the results
of operations and cash flows for the periods ended December 31, 1997 and 1998 and the balance sheet
as of December 31, 1998.



On April 23,1999, Jutvision Canada, Inc. changed its name to bamboo.com Canada, Inc. and Jutvision

Corporation changed its name to bamboo.com, Inc.

On August 25, 1999, the Company completed an initial public offering ("IPO") of 4,000,000 shares of
its common stock resulting in proceeds, net of underwriting discount and other direct costs of

approximately $24,333.

2. Reorganization

Each Board of Directors approved a reorganization of Jutvision Corporation, bamboo Canada and

bamboo Delaware effective January 1, 1999 through the following share exchange arrangements:

a) EXCHANGE OF COMMON STOCKHOLDERS. The common stockholders of Jutvision
Corporation agreed to exchange the outstanding 7,421,536 common shares on a one-for-one basis for
Series B convertible preferred shares of bamboo Canada. In addition, holders of the outstanding
common stock of Jutvision Corporation also agreed to purchase on a pro-rata basis 7,421,536 Class B

common shares of bamboo Delaware on a one-for-one basis for $0.0001 per share.

Under the charters of the respective companies and under a Conversion and Pairing Agreement,
between bamboo Delaware and bamboo Canada, the holders of the Series B convertible preferred stock
of bamboo Canada may exchange their shares at any time on a one-for-one basis for common stock of
bamboo Delaware, and the shares of the Series B will be redeemed at par value of $0.0001 per share.

Common

Internet Pictures Corporation (Formerly Bamboo.com, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONTINUED) (IN THOUSANDS,
EXCEPT SHARE AND PER SHARE AMOUNTS) stock and Class B common stock of bamboo
Delaware have identical rights and privileges with regard to voting. The Series B convertible preferred

stock has voting privileges only where a separate class vote is required by law.

The Series B convertible preferred stock may not be transferred without either a two-thirds vote of the
existing common stockholders of bamboo Canada or approval of the Board of Directors of bamboo
Canada. The Series B convertible preferred stock of bamboo Canada automatically converted into

common stock of bamboo Delaware if:

- the net proceeds of an initial public offering of bamboo Delaware common stock exceeds $10,000; or,
- there is written election by not less than two-thirds majority of the Series B stockholders; or - there is

a liquidation, dissolution or winding-up of bamboo Canada.

On June 7, 1999, bamboo Canada amended its articles of incorporation and the Conversion and
Pairing Agreement to reflect the creation of Series C convertible preferred stock ("Series C"). Effective
June 11, 1999, the outstanding Series B convertible preferred stock was converted to Series C. The

Series C has substantially all of the same rights and preferences as the Series B convertible preferred



shares, except that the Series C shares do not automatically convert in the event that the parent
company, bamboo.com, completes an initial public offering of its stock. Under the amended conversion
and pairing agreement, the Series C shares are exchangeable on a one for one basis for common stock
of the parent company, bamboo.com, and the shares of the Series C will be redeemed at par value of
$0.0001 per share.

Due to the terms of the Conversion and Pairing Agreement, the equity interest of the Series B
convertible preferred shareholders of bamboo Canada is inseparable from and substantively represents
an equivalent equity interest in bamboo Delaware. Accordingly, these shares are presented as equity in

the parent company in the consolidated financial statements.

(b) EXCHANGE OF PREFERRED STOCKHOLDING. In connection with the reorganization, holders
of the 231,250 shares of outstanding Series A convertible preferred stock ("Series A") of Jutvision

Corporation agreed to exchange their shares on a one-for-one basis for Series A of bamboo Delaware.

On December 23, 1998, 500,000 shares of the undesignated preferred stock in bamboo Delaware were
designated as Series A, having the same rights and characteristics as the Series A of Jutvision

Corporation.

3. Summary of Significant Accounting Policies

PRINCIPLES OF CONSOLIDATION. These consolidated financial statements include the accounts of
the Company and its wholly-owned subsidiary. All significant inter-company balances and transactions

have been eliminated.

FOREIGN CURRENCY TRANSLATION. The functional currency of the Company's subsidiary is the
Canadian dollar. Monetary assets and liabilities denominated in foreign currencies are translated into
U.S. dollars, at the exchange rate prevailing at the balance sheet date. Non-monetary assets and
liabilities and transactions are translated at exchange rates prevailing at the respective transaction
dates. Revenue and expenses are translated at the average rates of exchange during the year.

Translation gains and losses are recorded in accumulated other comprehensive income (loss).

Internet Pictures Corporation (Formerly Bamboo.com, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONTINUED) (IN THOUSANDS,
EXCEPT SHARE AND PER SHARE AMOUNTS) Exchange gains and losses arising from foreign

currency transactions are included in the statement of operations and comprehensive income (loss).

USE OF ESTIMATES IN THE PREPARATION OF FINANCIAL STATEMENTS. The preparation of
financial statements in conformity with generally accepted accounting principles requires management
to make estimates and assumptions that affect the reported amount of assets and liabilities, disclosure
of contingent assets and liabilities at the date of the financial statements, and the reported amounts of

revenue and expenses during the reporting period. Actual results could differ from those estimates.



CASH, CASH EQUIVALENTS AND INVESTMENTS. The Company considers all highly liquid
investments with a maturity from date of purchase of three months or less to be cash equivalents. Cash
and cash equivalents consist primarily of cash on deposit with banks and high quality money market
instruments. All other liquid investments are classified as either short-term or long-term securities

available-for-sale, which consist of commercial paper and corporate bonds.

Management determines the appropriate classification of investment securities at the time of purchase
and reevaluates such designation as of each balance sheet date. At December 31, 1999, all investment
securities were designated as available-for-sale. Securities available-for-sale are carried at fair value,
using available market information with unrealized gains and losses reported in accumulated other

comprehensive income/(loss).

Realized gains and losses, which are calculated using the specific identification method and declines in
value judged to be other-than-temporary on securities available-for-sale are included in the statement
of operations as realized or incurred. Interest and dividends on securities classified as available-for-sale

are included in interest income.

At December 31, 1999, the Company's securities available-for-sale consisted of the following:
Commercial paper $6,950 million, corporate bonds $3,000 million, municipal bonds of $2,988 million
and money market funds of $1,476 million. Of these securities, $10,014 million and $4,400 million

was classified as securities available-for-sale and cash and cash equivalents, respectively.

As of December 31, 1999, the difference between the fair value and the amortized cost of securities
available-for-sale was not significant. For the year ended December 31, 1999, there were no realized

gains and losses on sales of securities available-for-sale.

FAIR VALUE OF FINANCIAL INSTRUMENTS. The carrying amounts of certain of the Company's
financial instruments, including cash equivalents, securities available-for-sale, accounts receivable,
accounts payable, and notes payable to stockholders approximate fair value due to their short-term
maturities. Capital leases are carried at cost, which approximate fair value due to the proximity of the

implicit rates of these financial instruments and the prevailing rates for similar instruments.

CERTAIN RISKS AND CONCENTRATIONS. The Company's financial instruments that are exposed
to concentration of credit risk consist primarily of cash and cash equivalents, securities available-for-
sale and accounts receivable. The Company maintains its accounts for cash and cash equivalents,
securities available-for-sale with one major bank in the United States and one major bank in Canada.
Deposits in these banks may exceed the amount of insurance provided on such deposits. The Company
has not experienced any losses on its deposits of its cash and cash equivalents. Its securities available-

for-sale are with one major financial institution in the United States.



Internet Pictures Corporation (Formerly Bamboo.com, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONTINUED) (IN THOUSANDS,
EXCEPT SHARE AND PER SHARE AMOUNTS) The Company's revenue is derived entirely from the

sale of its virtual tour product. The Company performs ongoing credit evaluations of its customers'

financial condition and generally requires no collateral.

The following table summarizes the accounts receivables from customers in excess of 10% of the total

accounts receivable.

YEARS ENDED DECEMBER 31, 1999 1998 ----

[070711To = 0 1 N 58% 0%
[076711T o X= 0 1 = 13% 0%
(0711 F= 0 1 O 0% 23%
[076711To =0 V20 0% 19%
(07071170 = 0 1 =S 0% 18%

For the year ended December 31, 1997 and 1998, Company A accounted for 25% and 77% of total
revenues, respectively. For the year ended December 31, 1999, no Company accounted for 10% of total

revenues.

100%, 100% and 7% of revenues were earned from customers located in Canada with accounts
receivable balances denominated in Canadian dollars in the years ended December 31, 1997, 1998 and

1999, respectively.

More than 90% of the Company's revenue is related to the real estate industry. The Company does not
list real estate on its own web site and is therefore dependent upon distribution agreements with real
estate destination sites. If any of these agreements were terminated its revenue and results of

operations could be adversely affected.

PROPERTY AND EQUIPMENT. Property and equipment are recorded at cost and depreciated on a
straight line basis over the estimated lives of the assets ranging between two and five years. Leasehold
improvements are amortized over the term of the lease or the estimated useful lives, whichever is
shorter. Major additions and improvements are capitalized, while replacements, maintenance and
repairs that do not improve or extend the life of the assets are charged to operations. In the period
assets are retired or otherwise disposed of, the costs and related accumulated depreciation and
amortization are removed from the accounts, and any gain or loss on disposal is included in the

statement of operations.

Depreciation and amortization expense for the years ended December 31, 1997, 1998 and 1999, was
$11, $32 and $859, respectively.

ACCOUNTING FOR LONG-LIVED ASSETS. The Company reviews property and equipment and
other long-lived assets for impairment whenever events or changes in circumstances indicate that the

carrying amounts of an asset may not be recoverable. Recoverability is measured by comparison of



carrying amount to future net cash flows an asset is expected to generate. If an asset is considered to be
impaired, the impairment to be recognized is measured by the amount as which the carrying amount of

the assets exceeds the projected discounted future cash flows arising from the asset.

REVENUE RECOGNITION. The Company generates revenue from the sales of its virtual tour product
to real estate agents and others that includes videotaping a home, other property or venue, processing
the videotape into a complete virtual tour and distributing the virtual tour to sites on the internet.

Revenue

Internet Pictures Corporation (Formerly Bamboo.com, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONTINUED) (IN THOUSANDS,
EXCEPT SHARE AND PER SHARE AMOUNTS) from the sale of tours is recognized at the time a
virtual tour is posted to the Web site selected by the customer, provided there are no remaining
significant obligations and collection of the resulting receivable is probable. The Company calculates a
return provision based on historical experience and makes appropriate reserves at the time revenue is

recognized.

BARTER REVENUES. Barter revenues come from one distinct contractual source: barter sale of virtual
tours similar in nature to the Company's cash sale of virtual tours. Barter revenues result from the
exchange by the Company of a number of virtual tours for advertising on Web sites of a third party.
Barter revenues are recognized in accordance with APB 29, "Accounting for Nonmonetary
Transactions". The Company records barter revenue at fair value of the virtual tours exchanged for

advertising.

Revenues and sales and marketing expenses arising from this transaction are recorded at fair value as
the Company has an established historical practice of receiving cash for similar sales of virtual tours.
The Company recorded no barter revenue in 1997 and 1998. In 1999, the Company began to engage
in barter sale of virtual tours and recorded barter revenues of $127, which represented approximately
3% of total revenues for 1999. Sales and marketing expense arising from this barter transaction was
recognized when the Company's are delivered on the reciprocal Web site which is typically the same

period in which the virtual tours are delivered.

STOCK-BASED COMPENSATION. The Company has adopted the disclosure-only provisions of
Financial Accounting Standards Board ("FASB") Statement of Financial Accounting Standards ("SFAS")
No. 123, "Accounting for Stock-based Compensation." The Company has elected to continue
accounting for stock-based compensation issued to employees using Accounting Principles Board
("APB") Opinion No. 25, "Accounting for Stock Issued to Employees," and, accordingly, pro forma
disclosures required under SFAS No. 123 have been presented (see Note 8). Under APB 25,
compensation expense is based on the difference, if any, on the date of grant, between the fair value of
the Company's stock and exercise price of the option. Stock and other equity instruments issued to

non-employees have been accounted for in accordance with SFAS No. 123 and Emerging Issues Task



Force ("EITF") No. 96-18, "Accounting for Equity Instruments Issued to other Than Employees for
Acquiring, or in Conjunction with Selling, Goods, or Services," and valued using the Black-Scholes

model.

In connection with certain employee and non-employee stock option and restricted stock grants, the
Company amortizes unearned stock-based compensation over the vesting period of the related grant
using the method set out in FASB Interpretation No. 28 ("FIN"). Under FIN 28, each tranche of options
is accounted for as a separate grant awarded for past services. Accordingly, the compensation expense
is recognized over the period in which the services have been provided. This method results in higher

compensation expense in the earlier vesting periods of the related grants.

INCOME TAXES. The Company accounts for its income taxes in accordance with the liability method.
Under this method, deferred tax assets and liabilities are determined based on differences between the
financial reporting and income tax bases of assets and liabilities and are measured using the enacted
tax rates and laws. Valuation allowances are established, when necessary, to reduce deferred tax assets

to the amounts expected to be realized.

RESEARCH AND DEVELOPMENT COSTS. Research and development costs are charged to
operations as incurred, except for certain software development costs. In January 1999, the Company
adopted Statement of Position ("SOP") 98-1, "Accounting for the Costs of Computer Software
Developed or Obtained for
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EXCEPT SHARE AND PER SHARE AMOUNTSYS) Internal Use," which provides guidance for the
accounting of software developed or obtained for internal use, including the requirement to capitalize
specified costs and amortization of such costs. Costs incurred in the design, creation and maintenance
of content, graphics and user interface of the Company's web-site are expensed as incurred. Costs
incurred in the development of application and infrastructure of the web-site are capitalized and
amortized over the useful life of the web-site. In 1999, such costs eligible for capitalization were

insignificant.

INTERNAL USE SOFTWARE. In January 1999, the Company adopted Statement of Position ("SOP")
98-1, "Accounting for the Costs of Computer Software Developed or Obtained for Internal Use," which
provides guidance for the accounting of software developed or obtained for internal use, including the
requirement to capitalize specified costs and amortization of such costs. Costs incurred in the design,
creation and maintenance of content, graphics and user interface of the Company's web-site are
expensed as incurred. Costs incurred in the development of application and infrastructure of the web-

site are capitalized and amortized over the useful life of the web-site.

ADVERTISING. The Company expenses advertising costs as they are incurred. Advertising expense for
each of the years in the three year period ended December 31, 1999 were $7, $62 and $4,278,

respectively. Of these total expenses, barter advertising expenses of $127 were incurred during the



year ended December 31, 1999. There were no barter advertising expenses for 1997 and 1998.

NET LOSS PER COMMON SHARE. Basic net loss per common share is computed by dividing the net
loss attributable to common stockholders for the period by the weighted average number of common
shares outstanding during the period. Diluted net loss per common share is computed by dividing the
net loss for the period by the weighted average number of common and common equivalent shares
outstanding during the period. Common equivalent shares, composed of common shares issuable upon
the exercise of stock options and warrants and common stock subject to a right of repurchase, are

included in the diluted net loss per share computation to the extent such shares are dilutive.

The following table summarizes common stock equivalents that are not included in the diluted net
income per share calculation of the denominator above because to do so would be antidilutive for the

periods indicated:

Years Ended December 31, 1997 1998 1999

Weighted average effect of common stock equivalents:

Series A convertible preferred stock...........coiiiiiunn. -- 31,667 150,154
Series B convertible preferred stock..............oviun. - -— 1,031,830
Options to purchase common stock............coiiiiiiinonn. -- -— 4,933,996
Warrants to purchase common stock...........cciviiiiunnnn. -- -- 269,260
Unvested common stock subject to repurchase............... -- -- 19,242

-- 31,667 6,404,698

COMPREHENSIVE INCOME (LOSS). Effective January 1, 1998, the Company adopted the provisions
of SFAS No. 130, "Reporting Comprehensive Income." SFAS No. 130 establishes standards for
reporting comprehensive income (loss) and its components in financial statements. Comprehensive

income (loss), as defined, includes all changes inequity during a period from non-owner sources.
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EXCEPT SHARE AND PER SHARE AMOUNTS) The components of comprehensive income (loss) are

as follows:

Years Ended December 31, 1997 1998 1999

INEt LOSSuureuteeereeeereeeeeeeseeeeeeeeeeseeeeeeessneees $(143) $(1,840) $(52,645) Foreign currency translation
adjustment........eceeeeeunene 1(9) 19 Comprehensive 10Ss......ccecveurevemreeencerenenes $(142) $(1,849) $(52,626)
RECENT ACCOUNTING PRONOUNCEMENTS. In June 1998, the FASB issued Statement of
Financial Accounting Standards No. 133, or SFAS 133, "Accounting for Derivative Instruments and
Hedging Activities." SFAS 133 establishes new standards of accounting and reporting for derivative
instruments and hedging activities. SFAS 133 requires that all derivatives be recognized at fair value in

the statement of financial position, and that the corresponding gains or losses be reported either in the



statement of operations or as a component of comprehensive income, depending on the type of
hedging relationship that exists. The Company does not currently hold derivative instruments or

engage in hedging activities.

In July 1999, the FASB issued Statement of Financial Accounting Standards No. 137, or SFAS No. 137,
"Accounting for Derivative Instruments and Hedging Activities -- Deferral of the Effective Date of
FASB No. 133" SFAS 137 deferred the effective date of SFAS 133 until the first fiscal quarter
beginning after June 15, 2000.

In December 1999, the Securities and Exchange Commission ("SEC") issued Staff Accounting Bulletin
No. 101 or SAB 101 "Revenue Recognition in Financial Statements," which provides guidance on the
recognition, presentation, and disclosure of revenue in financial statements filed with the SEC. SAB
101 outlines the basic criteria that must be met to recognize revenue and provides guidance for
disclosures related to revenue recognition policies. Management believes that the impact of SAB 101

will not have a material effect on the financial position or results of operations of the Company.

4. Balance Sheet Accounts

Prepaid Expenses and Other Current Assets:

1998 1999
Prepaid EXPeNSeS . v vt ittt ittt e it e e e $79 $1,757
Other receivables. ... .ottt ittt - 894

$79 $2,651
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Property and Equipment:

1998 1999

Service provider equipment...... ...ttt $197 $ 714

Computer equipment. ...ttt ittt tinnnereennnns 45 2,045

Office equIpPmMeNnt. .ttt ittt ettt ettt e 11 2,777

Leasehold improvements. ... ...ttt itiiinn e iinneneennnnnnnn 4 590
257 6,126

Less: Depreciation and amortization............c.oieeeininnnann (45) (904)

$212  $5,222

Property and equipment includes $706 of assets held under capital leases and accumulated

amortization of assets held under capital leases of $165 at December 31, 1999.



Accrued Liabilities:

1998 1999

Accrued liabilities -- trade..........cciiiiiiiinninnnnnnnnnn $ 82 $2,322
Accrued salaries and benefits...........cciiiiiiiiiiiiinnnnn. 40 382
Employee share purchase plan...........c.c.oeuiuieenennnnns -- 515

$122 $3,219

5. Borrowings

On February 2, 1999, the Company issued convertible subordinated promissory notes of $1,800,
which bore interest at a rate of 10% per annum. On March 12, 1999, the entire principal balance of
$1,800 plus accrued interest of $9 was converted into 311,495 shares of Series B convertible preferred

stock of the Company.

On April 16, 1999, the Company obtained a line of credit under which the Company can borrow up to
$1,000 in short term financing. Amounts drawn down bear interest at prime (8.50% at December 31,
1999). No advances have been drawn from this line of credit. The line of credit is collateralized by a

$1,000 certificate of deposit; $200 of which is restricted for payroll processing.

6. Stockholders Equity

CONVERTIBLE PREFERRED STOCK. Under the Company's Certificate of Incorporation, as
amended, the Company's convertible preferred stock is issuable in series and the Company's Board of
Directors subject to stockholder approval, is authorized to determine the rights, preferences and
privileges of each series. The Company has authorized 5,001,100 shares of convertible preferred stock,

of which 1,100 is designated as Series C mandatorily redeemable preferred stock ("Series C").

On March 12,1999, the Company issued 2,152,574 shares of Series B convertible preferred stock
("Series B"), having a par value of $0.001 per share, at $5.807 per share for total cash proceeds of

$10,686 and for conversion of notes payable and settlement of accrued interest of $1,809.
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EXCEPT SHARE AND PER SHARE AMOUNTS) On May 5, 1999, the Company issued an additional
172,206 shares of Series B with a par value of $0.001 for $5.807 per share for total cash proceeds of
$1,000. In connection with this issuance, the Company recorded a charge of $1,000 representing a

beneficial conversion feature limited to the proceeds received.

On June 11, 1999, the Company entered into an agreement to sell 1,100 shares of its Series C and
1,250,830 shares of its common stock for total gross proceeds of $11,000. The $11,000 of proceeds

from issuance has been allocated to the Series C mandatorily redeemable preferred stock and the



common stock based on their relative fair values. Accordingly, $4,394 was allocated to the Series C and

$6,606 was allocated to the common stock at June 11, 1999.

The relative fair values are $8,023 for the Series C and $12,062 for the common stock. Upon
completion of the initial public offering, on August 31, 1999 the Company repaid the redemption
amount of $11,000. As a result the Company recognized the entire discount of $6,606 as an interest

charge in the year ended December 31, 1999.
The terms of Series A, Series B and Series C were as follows:

DIVIDENDS. The holders of Series A and Series B were entitled to dividends of $0.32 and $0.4646,

respectively, per share per annum, as and when declared by the Board of Directors.

The holders of Series C redeemable preferred stock were entitled to receive cumulative dividends out
of any assets legally available and prior and in preference to any other securities, of $500 per share

accruing annually from June 30, 2000.

VOTING RIGHTS. Each share of Series A and Series B entitled a holder to the number of votes per
share equal to the number of shares of common stock (including fractions of a share) into which each
share of Series A and Series B was convertible. The Series C mandatorily redeemable preferred stock
were entitled to elect one director to the Board of Directors, which currently consists of six directors in

total.

LIQUIDATION. Upon any liquidation, dissolution or winding up of the Company, the holders of the
Series A and Series B were to rank in parity with each other and would been titled to receive, in equal
preference, before any distribution or payment is made to the holders of common stock, a sum equal to
all declared and unpaid dividends, in addition to an amount per share of $4.00 and $5.807,
respectively. In addition, Series B holders are entitled to participate pro rata based on the number of
shares of common stock into which the Series B convert, along with the holders of the common stock

in any surplus assets remaining after payment of the liquidation preferences. This amount is limited to
$14.5175 per Series B share.

The holders of Series C were entitled to receive prior and in preference to any other distribution,
dividend or redemption payments of any assets of the Company their payment of the redemption

price.

CONVERSION. Each share of Series A and Series B was convertible into the number of shares of
common stock determined by dividing $4.00 and $5.807, respectively, by the conversion price at the

time in effect for each such share of convertible preferred stock.

INITIAL PUBLIC OFFERING. On August 25, 1999, the Company completed the IPO of 4,000,000
shares of its common stock at a price of $7 per share. Proceeds of the offering, net of underwriting
discount and other direct costs of the offering, were approximately $24,333. On September 7, 1999,
under the terms of the underwriting agreement covering the IPO, the underwriters exercised their over

allotment option for
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EXCEPT SHARE AND PER SHARE AMOUNTS) 376,000 shares of the common stock of the
Company. Proceeds received, net of underwriting discount, from exercise of the over allotment option

were approximately $2,448.

Upon completion of the Company's IPO and in accordance with the respective preferred stock
purchase agreements 231,250 and 2,324,780 shares of the Company's Series A and Series B
convertible preferred stock converted into 647,500 and 6,509,370 shares of common stock of the

Company respectively.

In accordance with the terms of the original option grants upon completion of the IPO options to
purchase 2,093,034 shares of the Company's common stock became fully vested. As a result, additional

compensation expense of $2,622 has been recorded in the year ended December 31, 1999.

On August 31, 1999, the Company used $11,000 of the proceeds of the IPO to redeem 1,100 shares of
the Company's Series C.

COMMON STOCK. The Company's Certificate of Incorporation authorizes the Company to issue
70,000,000 common shares with $0.001 par value. Each common share entitles the holder to one vote.
The holders of the shares of common stock are also entitled to receive dividends whenever funds are
legally available and when declared by the Board of Directors, subject to the prior rights of holders of
all classes of stock at the time outstanding having priority rights as to dividends.

STOCK SPLIT. On September 15, 1998, the Company authorized a 1,000:1 common stock split and
on July 19, 1999, the Company authorized a 2.8:1 forward common stock split, which was effected
prior to the closing of the public offering on August 25, 1999. The effect of these stock splits have been
retroactively reflected throughout the financial statements.

EMPLOYEE STOCK PURCHASE PLAN. On June 9, 1999, the Board of Directors approved the 1999
Employee Stock Purchase Plan and on July 19, 1999, the Company's stockholders approved the
adoption of the 1999 Employee Stock Purchase Plan under which 700,000 shares have been reserved
for issuance at December 31, 1999.

CLASS B COMMON STOCK. As part of the reorganization on January 1, 1999, (Note 2) the Company
authorized and issued 7,421,536 Class B common shares with a par value of $0.0001 per share. Each

common share entitles the holder to one vote.
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EXCEPT SHARE AND PER SHARE AMOUNTS) COMMON SHARE UNITS. On June 28, 1998, the
Company issued 120,000 common share units for total proceeds of $76, net of share issuance costs.

Each unit consisted of 2.8 common shares and a warrant to purchase 2.8 common shares. The fair



value of the warrants was established at $23 using the Black-Scholes method with the following
assumptions, no annual dividend, volatility of 55%, risk free interest rate of 5.35% and term of one
year. Based on the fair value of the underlying instruments within the common share unit, $53 of the
total proceeds was allocated to common shares and the balance of $23 was allocated to the warrants to
purchase common shares. Each warrant entitled the holder to purchase 2.8 common shares at
approximately $0.23 per share on or before June 28, 1999.

On December 8, 1998, the warrants were exercised to purchase 336,000 common shares for net

proceeds of $78. On December 31, 1998, promissory notes pertaining to this warrant conversion were
outstanding in the amount of $54. The promissory notes are non-interest bearing until June 28, 1999,
after which interest accrues at the prime rate charged from time to time by the Royal Bank of Canada,

compounded semi-annually, and have no repayment terms.

ISSUED FOR SERVICES RENDERED. At various times throughout the year ended December 31,
1998, 1,027,600 common shares were issued to certain individuals, for services rendered. The fair

market value of the stock issued of $326 was charged to results of operations and comprehensive loss.

Stock Option Plan

1998 Employee, Director and Consultant Stock Option Plan During 1998, the Company authorized an
Employee, Director and Consultant Stock Option Plan for a total of 2,380,000 common shares. This
plan became effective on January 1, 1999 once the Company was reorganized. During 1999, an
additional 5,799,394 common shares were authorized under the Plan. Each option under the incentive
plan allows for the purchase of common stock of the Company and expires not later than five or ten
years from the date of grant, depending on the ownership of the option participants. The vesting terms
of the stock options will be determined on each grant date and are generally two or three years;
however, the amount of options that can be exercised per participant in any calendar year will be

restricted to an aggregate fair market value of $100 of the underlying common stock.
Activity under the Plan is set forth below:

OPTIONS OUTSTANDING

AVERAGE

WEIGHTED

AVAILABLE PRICE PER EXERCISE
FOR GRANT SHARES SHARE PRICE AMOUNT
Balances, January 1, 1999................ -- -- -- - --

Options authorized................c...... 8,179,394

Options granted.........cuvviinennennnnn. (7,235,039) 7,235,039 $0.18-$22.75 $1.48 $10,728
Options exercised.......oeeeenueennnnnnnn. -- (1,899,564) 0.18-7.00 0.22 (420)
Options canceled.......ouvuiuininennnnnn. 160,300 (160,300) 0.18-7.00 1.35 (216)
Stock purchase rights granted............ (120,400) 120,400 0.18 0.18 22
Stock purchase rights exercised.......... -- (120,400) 0.18 0.18 (22)

Balances, December 31, 1999.............. 984,255 5,175,175 $0.18-$22.75 $1.95 $10,092
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by exercise price at December 31, 1999 are as follows:

OPTIONS OUTSTANDING

WEIGHTED = mmmmmmmmm e o

AVERAGE WEIGHTED WEIGHTED

REMAINING AVERAGE AVERAGE

EXERCISE NUMBER CONTRACTUAL EXERCISE NUMBER EXERCISE
PRICE OUTSTANDING  LIFE (YEARS) PRICE OUTSTANDING PRICE
$ 0.18 2,933,052 9.1 $ 0.18 1,893,635 $ 0.18
0.27 991,610 9.3 0.27 404,950 0.27
0.36 67,200 9.3 0.36 58,800 0.36
0.54 384,476 9.4 0.54 147,526 0.54
3.57 105,084 9.5 3.57 33,390 3.57
7.00 288,453 9.6 7.00 35,627 7.00
14 .44 61,000 9.9 14 .44 -- 14 .44
16.25 241,000 9.8 16.25 -- 16.25
16.75 75,000 10.0 16.75 -- 16.75
22.75 28,300 9.7 22.75 -- 22.75

5,175,175 2,573,928

As of December 31, 1997 and 1998, there were no options outstanding.

PRO FORMA STOCK-BASED COMPENSATION. The Company has adopted the disclosure-only
provisions of Statement of Financial Accounting Standards No. 123, "Accounting for Stock-Based
Compensation," ("SFAS No. 123") for option grants to employees. Had compensation cost been
recorded based on the fair value at the grant date for the awards in 1999 consistent with the provisions

of SFAS No. 123, the Company's net loss for the year ended December 31, 1999 would have been as

follows:

1999

Net loss attributable to common stockholders -- as reported........oeeecveeurerereerscrenerreresesesenene $(53,645) Net
loss attributable to common stockholders -- pro forma (unaudited).......cceoeeeercrcececeeeererererereenen (54,544)
Net loss per common share -- basic and diluted as reported......c.ccceceeererereecrccncncecececrennnnne (4.13) Net loss
per common share -- basic and diluted pro forma (unaudited).......ccceeuvurereeecencrcecececennnnnne (4.20) Such pro

forma disclosures may not be representative of future compensation cost because options vest over
several years and additional grants are made each year. In addition the value of options granted whilst
the Company was non-public have been established using the minimum value method. The fair value
of each option grant in 1999 have been estimated on the date of grant using the risk-free interest rates
between 5% and 6%, expected lives of four years and a dividend yield of nil. The fair value of all future

grants will be established using a method which includes a volatility factor.

RESTRICTED STOCK AGREEMENTS. In February 1999, the Company issued from the plan 120,400
shares of its common stock on exercise of stock purchase rights granted in exchange for services under
restricted purchase agreements. In accordance with the term of the grant the repurchase provision

expired on August 25, 1999, the effective date of the Company's IPO.



Additionally, the Company recorded unearned stock-based compensation for restricted common stock

granted to a service provider of approximately $1,270 during the year ended December 31, 1999.
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EXCEPT SHARE AND PER SHARE AMOUNTS) WARRANT. Pursuant to a marketing and
distribution agreement entered into on November 11, 1998, the Company agreed to issue a stock
purchase warrant to purchase up to 280,000 shares of common stock at $1.43 per share and expires on
December 31, 1999. The warrant has been recorded at its fair value of $168 with the costs charged to
the statement of operations and comprehensive income (loss) in the year ended December 31, 1998.
The fair value of the warrant was estimated using the Black-Scholes option-pricing model. The
following assumptions were used in the model: no annual dividend, expected volatility of 55%, risk-

free interest rate of 5.35%; and an expected life of 1.2 years. This warrant was exercised in December
1999.

STOCK-BASED COMPENSATION. In connection with certain stock option grants to employees
during the year ended December 31, 1999, the Company recorded unearned stock-based
compensation totaling $15,734, which is being amortized over the vesting periods of the related
options which is generally two to three years. Amortization of this stock-based compensation
recognized during the year ended December 31, 1999 totaled approximately $13,199. The total

unearned stock-based compensation recorded to date will be amortized as follows: $1,842 in 2000;
$595 in 2001 and $98 in 2002.

Options to acquire 1,870,680 and 715,553 shares of common stock were issued to non-employees
during the year ended December 31, 1998 and 1999, respectively. The fair value of the common stock
options was determined to be $536 and $5,610 for 1998 and 1999, respectively, using the Black-
Scholes pricing model. Stock-based compensation related to stock options granted to non-employees is
recognized as the service is provided. At each reporting date, the Company remeasures the unvested
portion of such option grants using the Black-Scholes pricing model. As a result, the stock-based
compensation expense will fluctuate as the fair market value of our common stock fluctuates. In
connection with the grant of stock options to non-employees, the Company recorded stock-based
compensation expense of $536 and $5.6 million for the year ended December 31, 1998 and 1999,
respectively. Future stock-based compensation from these options is estimated to be $484 at December
31,1999.

7. Income Taxes

The principal items accounting for the difference between income taxes computed at the Statutory rate

and the provision for income taxes are as follows:



December 31, 1997 1998 1999

Statutory rate (Canadian 1997 and 1998, US Federal 1999).... 44 5% 44 5% 34.0%
Amounts not deductible for tax pPuUIPOSES.......cvvuieeennnnnnn (0.5)% 0.0% (13.9)%
Operating losses not benefited.............cciiiiiiinnenn... (44.0)% (44.5)% (20.1)%

No federal or state income taxes were recorded for the years prior to 1999.
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EXCEPT SHARE AND PER SHARE AMOUNTS) At December 31, 1999, bamboo.com Canada Inc.
had accumulated income tax losses of $1,944 available in Canada for carry-forward to reduce taxable
income of future years, the benefit of which has not been recorded in these financial statements. The

income tax losses expire as follows:

2002, i e e e i e e i $ 83
2008 . i e e e e i e e e 137
2004 . i e e e e e i 1,724

$ 1,944

For Canadian federal and Ontario provincial tax purposes, bamboo.com Canada Inc. net operating loss

carryforwards are subject to certain limitations on utilization in the event of changes in ownership.

At December 31, 1999, the Company had accumulated approximately $26,911 and $32,218 of federal
and state net operating loss carryforwards available to offset future taxable income which expire at
varying amounts beginning in 2019 and 2007, respectively. Under the Tax Reform Act of 1986, the
amounts and benefits from net operating loss carryforwards may be impaired or limited in certain
circumstances. Such amounts, if any, have not been determined. Events which cause limitations in the
amount of net operating losses that the Company may utilize in any one year include, but are not

limited to, a cumulative ownership change of more than 50%, as defined, over a three year period.

Deferred tax assets are summarized as follows:

1998 1999

Deferred tax assets:

Non-capital losses (Canadian 1998 and US Federal 1999)...... $ 865 $ 11,029

Deferred TeVENUE. . v vttt ittt ettt e ettt et ettt e e e e eeeeeaaeeens s 831

Accrued liabilities.....cuuiiiiiiiiniiinneeeiinneeeennnannnn -- 221

[0 = PP 8 95
873 12,176

Deferred tax liabilities:

Depreciation and amortization................ ... i i, -- (64)
Net Deferred tax @SsSetsS.....uiiiiiinniiineeeeennnneennnn 873 12,112
Valuation alloWancCe. . v vttt ettt ettt ettt (873) (12,112)

$ -- $ --

The Company has recorded a full valuation allowance against its deferred tax assets because it believes
it is more likely than not that sufficient taxable income will not be realized during the carryforward

period to utilize the deferred tax asset. The valuation allowance increased by $770 and $11,329 during



1998 and 1999, respectively. Realization of the future tax benefits related to the deferred tax assets is
dependent upon many factors, including the Company's ability to generate taxable income in the

respective tax jurisdiction within the loss carryforward periods.
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8. Supplemental Disclosures of Cash Flow Information

Years Ended December 31, 1997 1998 1999

Supplemental disclosures:
Unearned stock-based compensation related to stock option

o B o= 2 o A $ - 3 --  $15.734
Property and equipment acquired under capital leases...... -- -- 502
Conversion of notes payable to Series B................... -- -- 1,800
Issuance of Series B convertible preferred stock in

settlement of dinterest........ ..ot -- -- 8
Dividend relative to beneficial conversion feature of

L3 o =Y - 3 -- -- 1,000
Exercise of common stock options and warrants in exchange

for note receivable.......c.iitiiinii ittt - 78 127
Interest pPaid. ..ottt ittt -- -- 66
Income taxes Paid.....uiiitiiin ittt tnneeeannnnennn -- -- 1
Note receivable settled as offset of note payable......... -- 24 --
Common stock issued below fair value...................... -- 45 --
Issuance of common stock for services............ceevvuenn. -- 326 1,270
Issuance of warrant for common stock for services......... -- 168 -
Issuance of options for common stock for services......... - 536 5,610

9. Commitments

OPERATING LEASES. The Company is obligated under leases for the rental of facilities, computer
equipment and office equipment. Minimum future rental payments under the Company's current

leases in effect as at December 31, 1999 are as follows:

2000, .t e e et e i e e $ 863
0 811
2002, i e e e e i e e e 437
2008 . i e e e e e i e e 272
2004 . .t e e e e e e e e 100

Total rent expense was $8, $39 and $757 in the years ended December 31, 1997, 1998 and 1999.

MARKETING AND DISTRIBUTION AGREEMENTS. The Company has entered into marketing and
distribution agreements with certain real estate destination Web sites to maintain certain promotional

and linkage rights, and technology access in exchange for total minimum payments of $12,322 payable



over three years. A total of $4,696 of the payments are non cancelable. The Company records the

expenses as
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EXCEPT SHARE AND PER SHARE AMOUNTSYS) incurred. Under the terms of the agreements (as
amended), the following minimum non-cancelable and total future payments are due beginning in

April 1999:

Non-cancelable Total

2000t e e e i e e e $ 4,696 $ 5,563
200 . i e e e i e e i e e -- 5,477
2002, i e e et et e e s -- 1,282
2008, i e e e e et e e -- --

$ 4,696 $12,322

In addition, under the terms of the distribution agreement entered into on July 15, 1999, the Company
is subject to making additional payments totaling $1,375 which are contingent upon the party

achieving certain milestones.

CAPITAL LEASE OBLIGATIONS. On March 24, 1999, the Company entered into a master capital
lease agreement to obtain up to $1,500 in capital lease financing for purchases of video equipment,
office furniture and other equipment including computer hardware and software made subsequent to
January 1, 1999 to December 31, 1999. On April 14, 1999 and May 6, 1999, the Company committed
$205 and $426, respectively, in property, plant and equipment to capital lease under a sale and

leaseback provision of the master capital lease agreement.

At December 31, 1999, the future minimum payments under these and other capital lease agreements

are as follows:

2000t e e e et i e e e $274
5220 L0 PN 269
7200 154
Minimum lease payments.......uuiiininnnnnneeneeneennnnnnnnns 697
Less: Amount representing interest............. ... ... 133
Principal amount of minimum lease payments.................. 564
Less current portion. . ...ttt et 191

$373

10. Related Party Transactions

Notes payable issued to stockholders in 1998 were non-interest bearing if repaid in total, on or before
June 30, 1999. These notes were repaid in total before June 30, 1999. In October 1999, the Company

issued 173,600 shares of Common Stock to an executive officer in exchange for a $34 note receivable.



The note bears interest at a rate of 6% per annum and is collateralized by the shares, all proceeds of the

shares and other collateral.

11. Segment Information

The Company has adopted the Financial Accounting Standards Board's Statements of Financial
Accounting Standards No. 131, or SFAS 131, "Disclosures about Segments of an Enterprise and

Related Information,"

Internet Pictures Corporation (Formerly Bamboo.com, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONTINUED) (IN THOUSANDS,
EXCEPT SHARE AND PER SHARE AMOUNTY) effective for fiscal years beginning after December
31,1997. SFAS 131 supersedes Statement of Financial Accounting Standards No. 14 of SFAS 14,
"Financial Reporting for Segments of a Business Enterprise." SFAS 131 changes current practice under
SFAS 14 by establishing a new framework on which to base segment reporting and also requires

interim reporting of segment information.

Management uses one measurement of profitability for its business. The Company markets its

products and related services to customers in the United States and Canada.

Revenue and long-lived asset information by geographic area are as follows:

Long-lived Revenues Assets

1999
[0 1o =T F- $ 249 $2,486
United States. ...ttt ittt it ettt e et 3,507 2,736
$3,756 $5,222

1998
(0= o =T F- PP $ 77 $ 50
United States.....cuiiiiiiiiiiiiiii it eeeeeeennnnnnnn -- 162
$ 77 $ 212

1997
(0= o =T F- SO $ 46 $ 14
United States.....cuiiiiiiiiiiiiiii it eeeeeeennnnnnnn -- --
$ 46 $ 14

12. Subsequent Events

MERGER WITH INTERACTIVE PICTURES CORPORATION. The Company and Interactive Pictures
Corporation entered into an Agreement and Plan of Merger dated as of October 25, 1999 (the "Merger
Agreement"). Pursuant to the Merger Agreement, Interactive Pictures Corporation became a wholly-
owned subsidiary of a newly-formed bamboo.com, Inc. subsidiary, Internet Pictures Corporation

("iPIX") on January 19, 2000. In exchange for Interactive Pictures Corporation common stock, the



Company issued 1.369 shares of its common stock for every share of Interactive Pictures Corporation
common stock outstanding as of January 19, 2000. All outstanding options to purchase Interactive
Pictures Corporation common stock were assumed by the Company and became options to purchase
shares of the Company's common stock. iPIX was then merged with and into the Company and the
name of the surviving company remained iPIX. The transaction is accounted for as a pooling of
interest and qualifies as a tax-free reorganization. The merger has been approved by both the Board of

Directors and shareholders of the Company and Interactive Pictures Corporation.

WARRANTS. On January 6, 2000, the Company granted warrants in connection with a strategic
relationship to purchase a total of 200,000 shares of common stock at an exercise price per share equal
to 90% of the of the average closing price of the Company's common stock calculated over the fifteen
trading days immediately preceding the date of the warrant. The warrants vest as follows: 100,000 six
months after the incorporation of immoeuro B.V., 50,000 on September 30, 2000 and 50,000 on
December 31, 2000.

Internet Pictures Corporation (Formerly Bamboo.com, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONTINUED) (IN THOUSANDS,
EXCEPT SHARE AND PER SHARE AMOUNTS) Based on the term of the warrant, fair value of the
underlying common stock and the risk-free rate at the date of grant, a volatility of 70% and a nil
dividend yield, the Company estimates a charge of approximately $2,253 of unearned stock-based
compensation. As the shares subject to warrant are unvested, the unvested shares will be revalued at
each reporting date and the revised fair value will be expensed upon the vesting of the remaining
shares. As a result, the charge is subject to substantial increase of decrease based on future changes in

the fair value of the underlying common stock.

MERGER WITH PICTUREWORKS TECHNOLOGY. On March 8, 2000, the Company and
Pictureworks Technology, Inc. ("PictureWorks") entered into an Agreement and Plan of Merger
("Merger Agreement") whereby iPIX will acquire all of the outstanding shares of PictureWorks by
issuing shares of iPIX. Pursuant to the terms of the agreement, the Company also entered into a
Funding Obligation Agreement, whereby IPIX is obligated to place $7 million in an escrow account
which the Company may draw upon. If the Company terminates the merger agreement or breaches the
covenants or representations of the Merger Agreement, the Company would be obligated to repay any

funds drawn from the escrow accounts.



Internet Pictures Corporation
Supplemental Pooled Consolidated Balance Sheets

December 31, 1998 1999

(In thousands, except share data)

ASSETS
CURRENT ASSETS:
Cash and cash equivalents........c.ciiiiiiiiiiniiinnnnnnnnnn $ 1,494 $ 18,627
Securities available-for-sale.........ououuuinnnnnnnnns -- 42,739
Accounts receivable, net of allowance for doubtful accounts
of $171 in, 1998 and $198 in 1999. ... ittt 861 3,356
Inventory, net of reserve for obsolescence of $100 in 1998
and $55 N 1999 . . ittt e e e e e 328 1,059
Prepaid expenses and other current assets................... 384 7,211
Total current a8SSetsS..v.ii ittt iiiiiieneennenn 3,067 72,992
Long-term securities available-for-sale..................... -- 12,000
Property and equipment, net........ .ottt 1,565 9,135
[0 Y= = Y = o= 137 1,676
IR o= R T T =T = Y $ 4,769 $ 95,803

LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES:

Convertible debenture........oiiiiiiiiiiiiii i iieennnnnnns $ 1,000 $ --
Accounts payable. . ...ttt e 534 2,711
Accrued 1iabilities. . v ittt i i i e e e e e 1,770 6,203
Deferred TeVENUE. v vttt ittt ettt ettt ettt ettt eeeeeeeaaaeens 118 5,262
Notes payable to stockholders..............ciiiiiiiiinnnnnn. 8 --
Current portion of promissory note and obligations under
CAPital 1EaSE . ittt it e e et e e e 8 199
Total current liabilities..........oiiiiiiiiinnnnn. 3,438 14,375
Promissory note and obligations under capital lease, net of
[T a5 =Y 5 oo Yo ol o1 1SS 21 387

Commitments and contingencies (Note 11)
STOCKHOLDERS' EQUITY:
Preferred stock, $0.001 and no par values in 1998 and $0.001
par value in 1999 . ...t e e et e 6 0
Authorized: 12,136,438 in 1998 and 15,001,100 in 1999
Issued and outstanding: 6,430,375 in 1998 and none in 1999
Aggregate liquidation value: $25,536 in 1998 and nil in
1999
Class B common stock, $0.0001 par value: 1 1
Authorized: Unlimited in 1998 and 7,421,536
Issued and outstanding: 7,421,536 in 1998 and 7,012,736 in
1999
Common stock, $0.001 par value: 6 38
Authorized: 51,279,160 in 1998 and 150,000,000 in 1999
Issued and outstanding: 5,615,371 in 1998 and 38,231,581

in 1999
Additional paid-in capital.......c.iiiiiiiiieriiinnr i 27,458 187,829
Notes receivable from stockholders.......................... (54) (181)
Unearned stock-based compensation..............oiiiiineenn.. - (2,955)
Accumulated deficit. .ottt (26,098) (103,701)
Accumulated other comprehensive income (1oSS)............... (9) 10
Total stockholders' equity.......cooviiiiiinninnnnn. 1,310 81,041

Total liabilities and stockholders' equity......... $ 4,769 $ 95,803



The accompanying notes are an integral part of these supplemental pooled consolidated financial

statements.

Internet Pictures Corporation

Supplemental Pooled Consolidated Statements of Operations

Years Ended December 31, 1997 1998 1999

(In thousands, except per share data)

REVENUES:
o oo [0 = $ 2,174 $ 2,789 $ 12,523
Research and development services..........oeeiiuinnneennnnnn 318 329 --
2,492 3,118 12,523
COST OF REVENUES:
Products (excludes stock-based compensation of $0, $0,
3 1 3 461 1,274 7,262
Research and development services...........veiiiinnnennnnnn 316 241 --
777 1,515 7,262
[ oo =TT o s A i 1,715 1,603 5,261
OPERATING EXPENSES:
Sales and marketing (excludes stock-based compensation of
$O, $583 and $13,353) . ittt it e e e 2,839 8,783 37,785
Research and development (excludes stock-based
compensation of $0, $133 and $1,331).....vviiinennn.. 1,213 2,885 5,359
General and administrative (excludes stock-based
compensation of $0, $446 and $5,593)......cciiiiiiinn.. 2,720 3,939 13,906
Amortization of product development and patent costs...... 858 -- --
Stock-based compensation expense.........c.ciiiiiiiiiinnn - 1,162 20,675
Total operating EXPenses........c.oueeeeeennnneennnn 7,630 16,769 77,725
LoSS Trom OpPerationS. v v enneeennneeeenneeenneeennnnnnn (5,915) (15,166) (72,464)
OTHER INCOME (EXPENSE):
TNteTresSt EXPENSE . ¢ ittt ettt ettt (42) (202) (6,684)
Other income (expense), Net.......ouueiiiineennnneennnnennnn 236 303 2,545
L= I Y= = (5,721) (15,065) (76,603)
Beneficial conversion related to issuance of Series B
convertible preferred stock........ ... -- -- (1,000)
Net loss attributable to common stockholders................ $(5,721) $(15,065) $(77,603)
Basic and diluted loss per common share.............ceeeuu.. $ (0.50) $ (2.22) $ (3.01)
Weighted average common shares -- basic and diluted......... 11,425 12,334 25,757

The accompanying notes are an integral part of these supplemental pooled consolidated financial

statements. F-26

Internet Pictures Corporation

SUPPLEMENTAL POOLED CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(DEFICIT) FOR THE PERIOD FROM JANUARY 1, 1997 TO DECEMBER 31, 1999

CLASS B COMMON
NOTES
PREFERRED STOCK STOCK COMMON STOCK
ADDITIONAL RECEIVABLE



PAID IN FROM

NUMBER AMOUNT NUMBER AMOUNT NUMBER AMOUNT
CAPITAL STOCKHOLDERS
In thousands, except share and per share amounts Balances -- January 1, 1997........ --$-- 2,800,000 $--
8,606,307 $ 9 $ 10,126 $§ -- Common stock issued for cash in July 1997.......ccceveurunenee ----45025 -- - --
14 -- Net 10SS..ccccuurururerereenenes == == == == == == == -- Other comprehensive income........ R s
Balances -- December 31, 1997...... -- -- 2,845,025 -- 8,606,307 9 10,140 -- Issuance of Series A
convertible preferred stock in October and December 1998................... 231,250 -- -- -- -- -- 925 --
Common stock issued for cash through March to September 1998............cccceucuueeee ----1,342,231 -- -- --
432 -- Common stock issued for services through February to May 1998.... -- -- 1,027,600 -- -- -- 326 --
Issuance of options to purchase common stock in exchange for services.......oovuviverennes “-- - === =536 -
- Shares issued upon exercise of options for common stock........ ---- 2,206,680 1 -- -- 83 (78) Warrants
for common stock issued........ccceeeeueueunne -- == == -- - -- 23 -- Issuance of warrant for common stock for
SEIVICES..iuvuerenene -- == -- -- -- -- 168 -- Settlement of note receivable as offset to note payable.......... R

- -- -- -- 24 Conversion of common stock into Series A & B preferred stock.... 3,174,841 3 -- --
(3,174,841) (3) 15 -- Proceeds from issuance of Series C preferred stock and warrants, net of related
COStS.uveurnnn. 2,996,327 3 -- -- -- -- 12,526 -- Conversion of $1,000 debenture into Series C preferred
stock... 230,486 -- -- -- -- -- 1,000 -- Proceeds from issuance of common stock and warrants, net of
related costs......cccuunene ---- - -- 314,269 -- 1,281 -- Exchange of common for preferred shares and
related repurchase and retirement of Series C preferred stock.........c....... - - --(232,792) -- -- --
Repurchase and retirement of Series B preferred stock........ (202,528) -- -- -- -- -- -- -~ Issuance of
common stock upon exercise of stock options....... == == == == 102,429 -- 3 -- Net l0SS..uuueeecrcrcncnccncas - -
-- == == == -- Other comprehensive loss.......... -- == == == == -- -- -- Balances -- December 31, 1998......
6,430,376 6 7,421,536 1 5,615,372 6 27,458 (54) Issuance of Series B preferred stock, net.......ccceceeeueeen.
2,324,780 2 -- -- -- -- 13,403 -- Conversion of Series A and Series B preferred stock into common
StOCK it (2,556,030) (1) -- -- 7,156,870 7 (6) -- Issuance of common stock with Series C
mandatorily redeemable preferred stock in June 1999.... -- -- 1,250,830 1 6,605 -- Issuance of common
stock on IPOs.....cceeveeerevenenene. --------9,646,650 10 90,076 -- Conversion of Class B common stock to
common StoCK......eeeeeennes -- -- (408,800) 408,800 -- -- Issuance of common stock upon exercise of
warrants............ -------- 1,034,684 1 723 -- Stock options granted for services in 1999...........cccccuuucece. --
---------- 5,610 -- Unearned stock-based compensation........c.cccecec... -- - - - ----16,750 --
Amortization of stock-based compensation..........c........ -- == == == == -- -- -~ Restricted common stock
issued to service provider in January 1999..........ccceviecunas -- ------ 120,400 -- 1,270 -- Amortization of
stock-based compensation for service provider...........ceeeeeunee. -= == == == == - == == Stock issued on exercise
of stock Options......cceeeeeeeeuenenee --------1,899,561 2418 (127) Dividend relative to beneficial
conversion feature related to issuance of Series B preferred stock..........cecevueueuecec. == == == -- -- - 1,000 --
ACCUMULATED
UNEARNED OTHER

STOCK-BASED COMPREHENSIVE = ACCUMULATED
COMPENSATION INCOME (LOSS) DEFICIT TOTAL



In thousands, except share and per share amounts Balances -- January 1, 1997........ $--$(1)$33,919) §
6,215 Common stock issued for cash in July 1997..........ccccuecuue. -- -- -- 14 Net 1osS....ccouvvvrererrurunenes - -
(5,721) (5,721) Other comprehensive income........ -- 1 -- 1 Balances -- December 31, 1997...... -
(9,640) 509 Issuance of Series A convertible preferred stock in October and December 1998...................
-- -- -- 925 Common stock issued for cash through March to September 1998............ccceuvuueueeee. -
432 Common stock issued for services through February to May 1998.... -- -- -- 326 Issuance of options
to purchase common stock in exchange for services.......c.ocoeueurnenee -- -- -- 536 Shares issued upon
exercise of options for common stock........ -- -- -- 6 Warrants for common stock issued..........cccceeeeucucec. - -
- -- 23 Issuance of warrant for common stock for services.............. -- -- -- 168 Settlement of note
receivable as offset to note payable.......... -- -- -- 24 Conversion of common stock into Series A & B
preferred stock.... -- -- (15) -- Proceeds from issuance of Series C preferred stock and warrants, net of
related costs............ -- -- -- 12,529 Conversion of $1,000 debenture into Series C preferred stock... -- -- -
- 1,000 Proceeds from issuance of common stock and warrants, net of related costs................... -

1,281 Exchange of common for preferred shares and related repurchase and retirement of Series C

preferred stock................. -- --(500) (500) Repurchase and retirement of Series B preferred stock........ --
-- (878) (878) Issuance of common stock upon exercise of stock options....... ------3 Net
1OSSuuieeiieeeeeeeeeeenane -- --(15,065) (15,065) Other comprehensive loss.......... --(9) -- (9) Balances --

December 31, 1998...... --(9) (26,098) 1,310 Issuance of Series B preferred stock, net........cccoeueueeee. R
13,405 Conversion of Series A and Series B preferred stock into common StocK........ceeeeevercucunene —memem e

Issuance of common stock with Series C mandatorily redeemable preferred stock in June 1999.... -- -- -

- 6,606 Issuance of common stock on IPOs.......cceeeeeeennenen. -- -- -- 90,086 Conversion of Class B
common stock to common stocK................. -- -- -- -- Issuance of common stock upon exercise of
Warrants.......... -- -- -- 724 Stock options granted for services in 1999..........cccccuuuee ------5,610
Unearned stock-based compensation..........c.c....... (16,750) -- -- -- Amortization of stock-based
COMPENSation.......coeeeeucucee 13,795 -- -- 13,795 Restricted common stock issued to service provider in
January 1999.......vivinnee. (1,270) -- -- -- Amortization of stock-based compensation for service
provider.....oceiunneeeee 1,270 -- -- 1,270 Stock issued on exercise of stock Options........cceurvreecuce - -

293 Dividend relative to beneficial conversion feature related to issuance of Series B preferred
] 70 Yol LR -- --(1,000) --

CLASS B COMMON
NOTES
PREFERRED STOCK STOCK COMMON STOCK
ADDITIONAL RECEIVABLE
PAID IN FROM
NUMBER AMOUNT NUMBER AMOUNT NUMBER AMOUNT
CAPITAL STOCKHOLDERS

Proceeds from issuance of Series D
preferred stock and warrants,
net of related costs............ 4,264,885 4 - -- -- -
22,080 -
Issuance of common stock upon
exercise of stock options....... -- -- -- - 305,459 --
326 --
Conversion of $1,000 debenture and
interest into Series C preferred
STOCK. t vttt e ittt e e 238,939 - - -- -- -



1,036 -
Conversion of preferred stock to
common StOCK. . ..o inneennnnns (10,702,950) (11) - -- 10,702,950 11

Conversion of redeemable common

stock to common stock........... -- -- -- -- 13,951 --
80 --
Issuance of common stock for
advertising fees................ -- -- -- -- 76,056 --
1,000 --
Net 10SS. v iiiennnnnnnnn -- -— -- - - -

Other comprehensive income........ - - - - - -

Balances -- December 31, 1999...... -- $ - 7,012,736 $1 38,231,581 $38
$187,829 $(181)
ACCUMULATED
UNEARNED OTHER
STOCK-BASED COMPREHENSIVE ACCUMULATED
COMPENSATION INCOME (LOSS) DEFICIT TOTAL

Proceeds from issuance of Series D
preferred stock and warrants,

net of related costs............ -- -- -- 22,084
Issuance of common stock upon
exercise of stock options....... -- -- -- 326

Conversion of $1,000 debenture and

interest into Series C preferred

StoCK. e vttt e e -- -- -- 1,036
Conversion of preferred stock to

common stock........... ... -- -- -- --
Conversion of redeemable common

stock to common stock........... - - - 80
Issuance of common stock for

advertising fees................ -- -- -- 1,000
Net 10SS .t ii i i iinnenns -- -- (76,603) (76,603)
Other comprehensive income........ -- 19 -- 19
Balances -- December 31, 1999...... $(2,955) $10 $(103,701) $ 81,041

The accompanying notes are an integral part of these supplemental pooled consolidated financial

statements.
Internet Pictures Corporation

Supplemental Pooled Consolidated Statements of Cash Flows

YEARS ENDED DECEMBER 31,
1997 1998 1999
(In thousands) il dmmmmme e

CASH FLOWS FROM OPERATING ACTIVITIES:
T2 o Y= $(5,721) $(15,065) $ (76,603)
Adjustments to reconcile net loss to net cash used in

operating activities:

Depreciation and amortization............ it 1,001 256 1,325
Provisions for doubtful accounts receivable............... 190 (20) 27
Provision for inventory obsolescence.............ceeeuuun.. (44) 100 195
Loss (gain) on disposal of fixed assets................... 88 - (6)

Amortization of securities discounts on



available-for-sale. . ...uuiiiitnniinneeennneennnnnnn (51) (167) (177)
Interest charge on redemption of Series C mandatorily

redeemable preferred stock.......... .., - - 6,606
Non-cash compensation expense related to issuance of

options and warrants. ... ... ii it iii ittt -- -- 13,821
Issuance of common stock, options and warrant in exchange

FOT SEIVICES. ittt ittt ittt ettt e e e - 1,074 6,880

Issuance of Series B convertible preferred stock in
settlement of

interest payable........oiiiiiiii i e -- -- 8
Changes in operating assets and liabilities:
Accounts receivable......uuiii it e (452) (298) (2,522)
B ARV Z=Y o o oY (120) (196) (926)
Prepaid expenses and other current assets.............. 7 (255) (5,826)
[0 o 0 T=F =TT Y- Y (162) (19) (1,383)
Accounts payable. . .ouui it e e e e (78) 202 2,189
Accrued liabilities.....c.uuiiiiiiiiiiieineineinnennenns 528 1,176 4,462
Costs and estimated earnings in excess of billings on
uncompleted CONtTactsS. . v.vv it iii i innennnnn (35) 64 --
DeferTed TOVENUE. vttt ettt ettt ettt eeteeennnenn (100) 55 5,144
Net cash used in operating activities............. (4,949) (13,093) (46,786)
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipment............ccvuuuvnen.n. (510) (1,132) (8,426)
Purchases of securities available-for-sale.................. (3,933) (7,832) (113,328)
Maturities of securities available-for-sale................. 3,485 8,999 58,766
Purchase of intangible asset..........iiuiiiiininnnnennnnns - - (150)
Proceeds from disposal of property and equipment............ -- -- 42
Net cash provided by (used in) investing
ACtAVItAeS . ittt e (958) 35 (63,096)
CASH FLOWS FROM FINANCING ACTIVITIES:
Net proceeds from issuance of common stock.................. 14 1,700 98,817
Net proceeds from issuance of preferred stock............... -- 13,454 41,075
Repurchase of preferred and common stock.................... - (1,378) (3,730)
Proceeds from obligation under capital leases............... -- -- 204
Repayment of obligation under capital lease................. -- -- (142)
Repayment of Series C mandatorily redeemable convertible
preferred StoCK. . v ittt ittt ittt e - - (11,000)
Issuance (repayment) of convertible debenture............... 3,000 (1,000) 1,800
Notes payable to stockholders and repayments of notes
PAYAD L . it e e e (17) (35) (15)
Net cash provided by financing activities......... 2,997 12,741 127,009
Effect of exchange rate changes on cash..................... 3 (19) 6
Net increase (decrease) in cash and cash equivalents........ (2,907) (336) 17,133
Cash and cash equivalents, beginning of year................ 4,737 1,830 1,494
Cash and cash equivalents, end of year...............c.co.... $ 1,830 $ 1,494 $ 18,627

The accompanying notes are an integral part of these supplemental pooled consolidated financial

statements. F-29

Internet Pictures Corporation

NOTES TO SUPPLEMENTAL POOLED CONSOLIDATED FINANCIAL STATEMENTS (IN
THOUSANDS, EXCEPT SHARE AND PER SHARE DATA)



1. Nature of Operations and Basis of Presentation

On January 19, 2000, bamboo.com, Inc. (bamboo) merged with Interactive Pictures Corporation
(Interactive) in a transaction accounted for using the pooling of interests method of accounting (Note
3). Concurrent with the merger, bamboo changed its name to Internet Pictures Corporation ("iPIX" or
"the Company"). For financial reporting purposes, bamboo is considered the successor business to

Jutvision Corporation, a Canadian corporation (Note 15).

iPIX is an Internet infrastructure company that provides visual content and other digital media

solutions to facilitate commerce, communication and entertainment. The Company offers complete
end-to-end solutions that include the capture, processing, hosting and distribution of visual content
and other digital media for the Internet. iPIX solutions are designed for many types of digital media

content, including still images, 360 by 360 immersive images, slide shows, video, animation and audio.

2. Summary of Significant Accounting Policies

PRINCIPLES OF CONSOLIDATION. The consolidated financial statements of the Company include
the accounts of iPIX and its wholly-owned subsidiaries, Interactive Pictures UK Limited, a United
Kingdom company and bamboo.com Canada, Inc. All significant intercompany balances and

transactions have been eliminated.

FOREIGN CURRENCY TRANSLATION. The functional currency of the Company's Canadian and
United Kingdom subsidiaries is the Canadian dollar and British pound, respectively. Monetary assets
and liabilities denominated in foreign currencies were translated into the Company's functional
currency, U.S. dollars, at the exchange rate prevailing at the balance sheet date. Non-monetary assets
and liabilities and transactions were translated at exchange rates prevailing at the respective
transaction dates. Revenue and expenses are translated at the average rates of exchange during the
year. Translation gains and losses are recorded in accumulated other comprehensive income (loss).

Transaction exchange gains and losses were included in the statement of operations.

CASH, CASH EQUIVALENTS AND INVESTMENTS. The Company considers all highly liquid debt
instruments with an original maturity or remaining maturity at date of purchase of three months or
less to be cash equivalents. All other liquid investments are classified as either short-term or long-term

investments.

Management determines the appropriate classification of investment securities at the time of purchase
and reevaluates such designation as of each balance sheet date. At December 31, 1999, all investment
securities are designated as available-for-sale. Available-for-sale securities are carried at fair value, using
available market information and appropriate valuation methodologies, with unrealized gains and

losses reported in accumulated other comprehensive income (loss).

Realized gains and losses and declines in value judged to be other-than-temporary on available-for-sale

securities are included in the statement of income. There have been no such transactions in the year
ended December 31, 1999.



Interest income includes interest, amortization of purchase premiums and discounts, and realized gains
and losses on sales of securities. The cost of securities sold is based on the specific identification

method.

CERTAIN RISKS AND CONCENTRATIONS. Financial instruments that potentially subject the
Company to a concentration of credit risk consist of cash and cash equivalents, and accounts
receivable. Cash and cash equivalents are deposited with high credit quality financial institutions. The

Company's accounts receivable

Internet Pictures Corporation

NOTES TO SUPPLEMENTAL POOLED CONSOLIDATED FINANCIAL STATEMENTS --
(CONTINUED) (IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA) are derived from
revenue earned from clients located in the U.S. and abroad. The Company performs ongoing credit
evaluations of its clients' financial condition and generally requires no collateral from its clients. To

date, the Company has not experienced any material losses.

During 1998, one customer accounted for 13% of revenue and 16% of accounts receivable. One
additional customer also represented 16% of accounts receivable at December 31, 1998. No customer
represented in excess of 10% of the Company's accounts receivable at December 31, 1999. No

customer represented in excess of 10% of the Company's revenues in 1997 or 1999.

More than 47% of the Company's revenue is related to the real estate industry. The Company does not
list real estate on its own web site and is therefore dependent upon distribution agreements with real
estate destination sites. If any of these agreements were terminated, its revenues and results of

operations could be adversely affected.

INVENTORY. Inventory, which consists primarily of digital cameras and related hardware, is stated at
the lower of cost or market, with costs determined using standard costs (which approximate first-in,
first-out costs). The Company records a provision for obsolete inventory whenever such an impairment

has been identified.

PREPAID EXPENSES. Prepaid expenses consist primarily of advertising, trade shows, insurance, and

merger-related costs, which will be reflected as an expense during the period benefited.

PROPERTY AND EQUIPMENT. Property and equipment are recorded at cost and are depreciated
primarily using the straight-line method over estimated useful lives, which range from two to ten years.
Leasehold improvements are amortized over the term of the lease or estimated useful life, whichever is
shorter. Routine maintenance and repair costs are expensed as incurred. The costs of major additions,
replacements, and improvements are capitalized. Gains and losses from disposals are included in

operations as incurred.

PATENTS AND PRODUCT DEVELOPMENT COSTS. External legal costs incurred to maintain the
Company's intellectual property position are capitalized and amortized over the estimated useful life of

the related patents.



The Company also capitalizes eligible software costs incurred after technological feasibility of the
product has been established by a working model. Capitalized software costs are amortized over the

estimated useful life of the product on a straight-line basis.

During 1997, the Company became aware of certain competitors using alternative technologies and
determined that it was necessary to revise the estimated economic lives of both capitalized product
development costs and patent costs from five years and seven years, respectively, to one year and three
years, respectively. The effect of the change was to increase amortization expense by approximately
$650. Qualifying costs in 1998 and 1999 were insignificant and, therefore, the Company did not

capitalize such costs.

ACCOUNTING FOR LONG-LIVED ASSETS. The carrying value of intangible assets, property and
equipment, and other long-lived assets is reviewed on a regular basis for the existence of facts, both
internally and externally, that may suggest impairment. The Company recognizes impairment losses
whenever events or circumstances result in the carrying amount of the assets exceeding the sum of the
expected future cash flows associated with such assets. The measurement of the impairment losses to

be recognized is based on
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(CONTINUED) (IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA) the difference between
the discounted cash flows from such assets and the carrying amounts of the assets. To date no such

impairment has been indicated.

INCOME TAXES. The Company uses the asset and liability method of accounting for income taxes,
which requires the recognition of deferred tax liabilities and assets for expected future tax
consequences of temporary differences between the carrying amounts and the tax basis of assets and
liabilities. A valuation allowance against deferred tax assets is recorded if, based upon available
evidence, it is more likely than not that some or all of the deferred tax assets will not be realized. Tax
credits are accounted for as a reduction of tax expense in the year in which the credits reduce taxes

payable.

The Company does not recognize deferred income taxes for temporary differences associated with its

investment in the foreign subsidiary because the differences are essentially permanent in duration.

Interactive Pictures UK Limited is not included in the tax filing of its parent, Interactive Pictures
Corporation. As a result, Interactive Pictures UK Limited files a separate return with the United

Kingdom tax authorities.

REVENUE RECOGNITION. Product revenue is recognized upon shipment or delivery to distributors
and end users provided there are no uncertainties surrounding product acceptance, there are no
significant vendor obligations, the fees are fixed and determinable, and collection is considered

probable. Revenue from the sale of the Company's virtual tour products is recognized upon



distribution to the website designated by the customer. The Company provides an allowance for
returns upon recognizing revenue as deemed necessary based on historical experience. Returns were
insignificant for all years presented. Payments received in advance are initially recorded as deferred

revenue and recognized ratably as obligations are fulfilled.

During 1997 and 1998, the Company derived service revenues from research and development
activities performed under fixed-price contracts with certain U.S. government agencies and other third
parties. Such revenues were recognized using the percentage-of-completion method of accounting
(based on the ratio of costs incurred to total estimated costs, or as certain targets in the development
process were met, as appropriate under the contract). Provisions for estimated losses on uncompleted
contracts were made on a contract-by-contract basis and recognized in the period in which such losses
became probable and could be reasonably estimated. Such losses were insignificant. Unbilled fees and
services on contracts were comprised of costs plus estimated earnings on certain contracts in excess of
contractual billings on such contracts. Advanced billings and billings in excess of costs plus estimated

earnings were classified as deferred revenue.

BARTER REVENUES. Barter revenues come from barter sales of the Company's products which are
similar in nature to the Company's cash sales for the same products. Barter revenues have resulted from
the exchange by the Company of certain products for advertising. Barter revenues are recognized in
accordance with APB 29, "Accounting for Nonmonetary Transactions." The Company records barter

revenue at fair value of the products exchanged for advertising.

Revenues and sales and marketing expenses arising from these transactions are recorded at fair value as
the Company has an established historical practice of receiving cash for similar sales. The Company
recorded no barter revenue or related expense in 1997 or 1998. In 1999, the Company recorded barter

revenues of $229,000, which represented approximately 2% of total revenues for 1999. Sales and
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arising from these barter transactions is recognized when the advertising takes place which is typically

the same period in which the products are delivered.

RESEARCH AND DEVELOPMENT COSTS. Research and development expenditures are expensed as
incurred except for certain software development costs. Costs incurred under contracts to perform
research and development for others, excluding contracts with government agencies, are accounted for
under Statement of Financial Accounting Standards (SFAS) No. 68, Research and Development

Arrangements.

ADVERTISING EXPENSES. All advertising expenditures are expensed as incurred. Advertising
expenses for 1997, 1998 and 1999, were $399, $1,149 and $8,513, respectively. The Company
recognizes expenditures under cooperative advertising arrangements net of reimbursements received

from participants.



STOCK-BASED COMPENSATION. The Company has adopted the disclosure provisions of Financial
Accounting Standards Board ("FASB") Statement of Financial Accounting Standards ("SFAS") No. 123.
"Accounting for Stock-based Compensation." The Company has elected to continue accounting for
stock-based compensation issued to employees using Accounting Principles Board ("APB") Opinion No.
25, "Accounting for Stock Issued to Employees," and, accordingly, pro forma disclosures required under
SFAS No. 123 have been presented (see Note 9). Under APB 25, compensation expense is based on the
difference, if any, on the date of grant, between the fair value of the Company's stock and exercise price
of the option. Stock and other equity instruments issued to non-employees have been accounted for in
accordance with SFAS No. 123 and Emerging Issues Task Force Issue No. 96-18, "Accounting for
Equity Instruments Issued to Other Than Employees for Acquiring, or in Conjunction with Selling,

Goods, or Services," and valued using the Black-Scholes model.

In connection with certain employee and non-employee stock option and restricted stock grants, the
Company amortizes unearned stock-based compensation over the vesting period of the related grant
using the method prescribed in FASB Interpretation No. 28. Under this method, each vested tranche of
options is accounted for as a separate grant awarded for past services. Accordingly, the compensation
expense is recognized over the period in which the services have been provided. This method results in
higher compensation expense in the earlier vesting periods of the related grants.

The Company presents stock-based compensation expense as a separate line item in its consolidated

statements of operations.

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 disclosure of contingent assets and liabilities at the date
of the financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates. Examples of items affected by certain
significant estimates made by management are long-lived assets, including patents and product

development costs, certain accruals, receivables and inventory.

SEGMENT REPORTING. The Company uses a "management” approach, which designates the internal
organization that is used by management for making operating decisions and assessing performance as
the source of the Company's reportable segments. Segment reporting includes disclosures about

products and services, geographic areas, and major customers.
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Share, Basic and diluted net loss per share is computed by dividing the net loss available to common

shareholders for the period by the weighted average number of shares of common stock outstanding



during the period. The calculation of diluted net loss per share excludes potential common shares if the
effect is antidilutive. Common equivalent shares are included in the diluted net loss per share

computation to the extent such shares are dilutive.

The following table sets forth common stock equivalents that are not included in the diluted net loss

per share calculation above because to do so would be antidilutive for the periods indicated:

Years Ended December 31, 1997 1998 1999

Weighted average effect of common stock equivalents
Preferred Stocks:

oY= ol 1= N -- 1,670,444 1,488,868
L= e = - P -- 595,292 1,460,207
L= e = -- 2,068,592 1,918,406
F Y= s == -- - 2,082,783
Employee stock options.........oiiiiiiiiiiiiiiiiiii., 954,523 905,196 5,517,884
Warrants to purchase common stock...........ceiiiueunnnn -- -- 685,512
Unvested common stock subject to repurchase............. - - 19,242
Convertible debenture........ciiiiiiiiiiiiiiii i, 119,085 604,387 51,781

1,073,608 5,843,911 13,224,683

COMPREHENSIVE INCOME (LOSS). On January 1, 1998, the Company adopted SFAS No. 130,
Reporting Comprehensive Income ("SFAS 130"), which establishes new requirements for reporting and
displaying comprehensive income (loss) and its components. The adoption of SFAS 130 has no impact
on the Company's net loss or total stockholders' equity. This new accounting standard requires net
unrealized gains or losses on the Company's available-for-sale securities and cumulative foreign

currency translation adjustments to be reported as accumulated other comprehensive income (loss).

The components of comprehensive income (loss) are as follows:

Years Ended December 31, 1997 1998 1999

INEt LOSSuuueureueereeeereeeeeeeeeeeeeeseeeseeeeeeesseeees $(5,721) $(15,065) $(76,603) Foreign currency translation
adjustment........eceeeeeuneee 1(9) 19 Comprehensive 10Ss......ccoceeureveueueencurenenes $(5,720) $(15,074) $(76,584)
RECENT ACCOUNT PRONOUNCEMENTS. SFAS 133, Accounting for Derivatives and Hedging
Activities, establishes accounting and reporting standards of derivative instruments, including certain
derivative instruments embedded in other contracts, and for hedging activities. SFAS 133 is effective
for fiscal quarters beginning after June 15, 2000. The adoption of SFAS 133 is not expected to have a

material impact on the Company's reported results of operations, financial position or cash flows.
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Securities and Exchange Commission ("SEC") issued Staff Accounting Bulletin No. 101 or SAB 101

"Revenue Recognition in Financial Statements," which provides guidance on the recognition,



presentation, and disclosure of revenue in financial statements filed with the SEC. SAB 101 outlines
the basic criteria that must be met to recognize revenue and provides guidance for disclosures related
to revenue recognition policies. Management believes that the impact of SAB 101 will not have a

material impact on the financial position or results of operations of the Company.

3. Business Combination

Interactive and the Company received shareholder approval and executed an Agreement and Plan of
Merger ("the merger agreement") in January 2000. Pursuant to the merger agreement, Interactive
became a wholly-owned subsidiary of the Company and the Company issued 1.369 shares of its
common stock for every share of Interactive common stock outstanding immediately prior to the
Effective Time (as defined in the merger agreement) of the merger. The transaction was accounted for
as a pooling of interests. Accordingly, all prior period financial statements have been restated to reflect
the exchange ratio and to include the results of operations, financial position and cash flows of

Interactive as though it had always been a part of the Company.

The results of operations for the separate companies and the combined amounts presented in the

consolidated financial statements are as follows:

Fiscal Year Ended December 31, 1997 1998 1999

Total revenue

Internet Pictures Corporation..........oeeeeeeeennnnnnnnnns $ 46 $ 77 $ 3,756

I o o= Yo 5V 2,446 3,041 8,767

(0707111357 s 1= [P $ 2,492 $ 3,118 $ 12,523
Net loss attributable to common stockholders

Internet Pictures Corporation.........c.oeiiiiinennennnnnnn $ (143) $ (1,840) $(53,645)

R = =Y e 72X (5,578) (13,225) (23,958)

(0] 111 T =T PSR $(5,721) $(15,065) $(77,603)

Immaterial adjustments were made to conform the Company's and Interactive Pictures Corporation's

accounting policies.

In connection with the merger, the Company will record a charge of approximately $14,500 in
operating expenses for costs incurred related to the merger upon consummation. Until the merger was
completed, merger costs totaling $1,927 and $700 were deferred and included in prepaids and other
assets and accrued liabilities, respectively at December 31, 1999. These merger costs consist primarily
of investment banking fees and costs of attorneys, accountants, and other directly related external

costs.
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4. Balance Sheet Accounts

Securities available-for-sale consist of the following at December 31, 1999:

Fair Cost Value

SHORT-TERM:

Certificates of deposSit....vviiiiininnneneeeeeeeeennnnnnnn $ 6,725 $ 6,725

ComMMETCIal PAPEL . ¢ ittt ittt ettt et ttneeeeanaea s 7,000 7,000

(01 of o Yo k= of = o o K of 21,955 21,950

GovernmeNnt NOTEeS. ...ttt ittt teetneeneennannns 7,000 7,064
$42,680 $42,739

LONG-TERM:

COTPOTAtE NOTES . v ittt ittt ittt e ettt eeeenneeannneennn $ 9,000 $ 9,000

GovernmeNnt NOTEeS. ...ttt ittt teetneeneennannns 3,000 3,000

$12,000 $12,000

All of the long-term securities available-for-sale mature in 2001.

Property and Equipment:

1998 1999
Furniture and equipment.......c.ovuueiiiieeennnneennneeennnan $1,920 $10,118
Leasehold improvements. . ..ot iii ittt ittt ittt 57 751
1,977 10,869
Accumulated depreciation and amortization................. (412) (1,734)
Property and equipment, net.........c.uiiiiiiiineinnnnnnnn. $1,565 $ 9,135

Property and equipment includes $706 of assets held under capital leases and related accumulated
amortization of $165 at December 31, 1999.

Accrued Liabilities:

1998 1999

Accrued liabilities -- trade..........cciiiiiiiiinnnnnnnnnnnn $ 82 $1,192
Accrued Marketing. ... i it ittt ittt ittt ittt e -- -
Accrued salaries and benefits..........co ... 40 382
Employee share purchase plan...........iiiiiiiiiiinnnnnnnnn -- 515
Accrued 1egal feeS. ...ttt it ittt ittt et ittt e 451 1,140
Accrued Vacation. .. ...ttt ittt e e e e e e e e 137 625
Accrued advertising.......iiiiiiiitin it e -- 649
Accrued relocation EXPENSEeS . .. uu ettt nneeeennneeeennnennnn 461 --
Other liabilities. ..ottt iinnneeennnnns 599 1,700

$1,770  $6,203
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5. Income Taxes

The components of the Company's net deferred tax asset (liability) as of December 31, 1998 and 1999,

are as follows:

1998 1999
DEFERRED TAX ASSETS (LIABILITIES):
CURRENT:
Financial TeSEIVES. .. .uittnttnt e e eeneeneeneeaneanennnns $ 103 $ 106
Stock based compensation........ ... il i i e -- 96
Accrued expenses and deferred revenue...........oiiiinnin... 255 1,514
358 1,716
Valuation alloWanCe. . vu vt in ettt e e (358) (1,716)
Net current deferred tax asset (liability)........ $ - $ -
LONG-TERM:
Foreign net operating loss carryforwards.................... $ 865 $ 1,087
Net operating loss carryforwards...........oveiiiinnnnnnnnnn 7,911 27,637
Research and development credits..........coviiiiiiiinnn.. 45 45
Intangible @SSetS. ittt ittt it ittt et e e e e 239 221
L0 o 3= o 8 31
9,068 29,021
Valuation alloWwanCe. . .vvv ettt eeeeeeeeeeeeeeeennnnnnnnnnnns (9,068) (29,021)
Net long-term deferred tax asset (liability)...... $ - $ -

At December 31, 1999, the Company had accumulated income tax losses of $1,944 available in Canada
for carry-forward to reduce taxable income of future years, the benefit of which has not been recorded

in these financial statements. The income tax losses expire beginning in 2002.

At December 31, 1999, the Company had accumulated income tax losses of $1,944 available in Canada
for carry-forward to reduce taxable income of future years, the benefit of which has not been recorded

in these financial statements. The income tax losses expire beginning in 2002.

For Canadian federal and Ontario provincial tax purposes, bamboo.com Canada Inc. net operating loss

carryforwards are subject to certain limitations on utilization in the event of changes in ownership.

At December 31, 1999, the Company has available $72,911 and $78,218 of federal and state,
respectively net operating loss carryforwards which it may use to offset future taxable income. The net
operating loss carryforwards, if not utilized, will begin to expire in 2002. To the extent that net
operating loss carryforwards, when realized, relate to stock option deductions, the resulting benefits
will be credited to stockholders' equity. The Company has available research and development credits

of approximately $45 that will expire in 2010.

The Company has recorded a full valuation allowance against its deferred tax assets because it believes
it is more likely than not that sufficient taxable income will not be realized during the carryforward
period to utilize the deferred tax asset. The valuation allowance increased by $5,784 and $21,311
during 1998 and 1999, respectively. Realization of the future tax benefits related to the deferred tax
assets is dependent
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including the Company's ability to generate taxable income in the respective tax jurisdiction within the

loss carryforward periods.

The Company's 1997, 1998 and 1999 income tax provision differs from that obtained by using the
Canadian statutory rate of 44.5% in 1997 and 1998 and the US statutory rate of 34% in 1999 due to
the following:

1997 1998 1999

Computed "expected" tax benefit........coiiiiiriinnnenn.n. $(2,545) $(6,704) $(26,045)
State income taxes, net of U.S. federal benefit............. -- -- (949)
U.S. losses taxed at lower rate.........oiiiiiiinnnnnnnnnnn. 365 865 --

Valuation allowance changes affecting the provision for
0 LoYo] 1 =T o= D= TS 2,167 5,784 19,613
Permanent differences. ... ..ottt iieeieann 14 55 7,381
$ - $ - $ --

Internal Revenue Code section 382 stipulates an annual limitation on the amount of Federal and State
net operating losses incurred prior to a change in ownership, which can be utilized to offset the
Company's future taxable income. An ownership change occurred as a result of the consummation of

Interactive's initial public offering as well as the merger between the Company and Interactive.

6. Borrowings

Internet Pictures Corporation

On February 2, 1999, the Company issued convertible subordinated promissory notes of $1,800,
which bore interest at a rate of 10% per annum. On March 12, 1999, the entire principal balance of
$1,800 plus accrued interest of $8 was converted into 311,495 shares of Series B convertible preferred

stock of bamboo.

On April 16,1999, the Company obtained up to $1,000 in short term financing which bears interest at
prime (8.50% at December 31, 1999). No advances have been drawn from this line of credit. The line of
credit is collateralized by a $1,000 certificate of deposit; $200 of which is restricted for payroll

processing.

Interactive Pictures Corporation

On October 29, 1997, Interactive issued a $3,000, 8% convertible debenture due September 30, 1998
(the Debenture). The debenture was convertible into 505,084 shares of Series C preferred stock.
Effective October 23, 1998, $1,000 of the Debenture was assigned by the investor to a group of private



investors who converted such portion of the Debenture into 168,361 shares of Series C preferred
stock. Interactive paid off $1,000 of the Debenture in October 1998, and converted the remaining
$1,000 into 174,535 shares of Series C preferred stock in March 1999. The Series C preferred stock
was converted into common stock in connection with Interactive's initial public offering in August
1999.

Interactive entered into a $40 non-interest bearing promissory note payable during August 1997; due
in monthly installments of $1, including principal and imputed interest, through August 2002. The

note is collateralized by certain furniture and equipment of Interactive.
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7. Stockholders’ Equity

General

The Company's amended and restated certificate of incorporation authorizes the issuance of up to
150,000,000 shares of common stock, par value $0.001 per share, 7,421,536 shares of Class B
common stock, par value $0.0001 per share and 5,001,100 shares of preferred stock, par value $0.001
per share. The board of directors is authorized, without stockholder approval, to issue up to an
aggregate of 5,001,100 shares of preferred stock, $0.001 par value per share, in one or more series.
Included in this amount are 1,100 shares of Series C redeemable preferred stock. Each series of
preferred stock may have the rights and preferences, including voting rights, dividend rights,
conversion rights, redemption privileges and liquidation preferences that the board of directors

determines. There was no preferred stock outstanding at December 31, 1999.

Each holder of common stock is entitled to one vote for each share on all matters to be voted upon by
the shareholders, and there are no cumulative voting rights. Holders of common stock may receive

dividends after all dividends that are owed have been paid to holders of preferred stock.

Each holder of Class B common stock is entitled to one vote for each share on all matters to be voted
upon by the stockholders and, except as required by law, shall have voting rights and powers equal to
the voting rights and powers of the common stock. There are no cumulative voting rights. Holders of
Class B common stock are not entitled to dividends and are not entitled to receive any assets of the
corporation upon dissolution or liquidation. Under the terms of a pairing agreement with the Canadian
subsidiary, bamboo.com Canada, Inc., ("bamboo Canada") holders of Class B common stock must also

hold an equal number of shares of Series C preferred stock of bamboo Canada. These holders may elect



at any time and for no cost to convert their bamboo Canada Series C preferred stock into shares of

common stock. Upon such a conversion, the Company is required to redeem the Class B common stock
for $0.0001 per share.

Following is a description of outstanding stock for Interactive and the Company prior to the merger.

Internet Pictures Corporation

In June 1998, bamboo issued 120,000 common share units for total proceeds of $76, net of share
issuance costs. Each unit consisted of 2.8 common shares and a warrant to purchase 2.8 common
shares. The fair value of the warrants was established at $23, using the Black-Scholes method with the
following assumptions, no annual dividend, volatility of 55%, risk free interest rate of 5.35% and term
of one year. Based on the fair value of the underlying instruments within the common share unit, $53,
of the total proceeds was allocated to common shares and the balance of $23, was allocated to the
warrants to purchase common shares. Each warrant entitled the holder to purchase 2.8 common shares

at approximately $0.23 per share on or before June 28, 1999.

In December 1998, the warrants were exercised to purchase 336,000 common shares for net proceeds
of $78. On December 31, 1998, promissory notes pertaining to this warrant conversion were
outstanding in the amount of $54. The promissory notes bear interest at the prime rate charged from

time to time by the Royal Bank of Canada, compounded semi-annually, and have no repayment terms.

At various times throughout the year ended December 31, 1998, 1,027,600 common shares were
issued to certain individuals, for services rendered. The fair market value of the stock issued of $326,

was charged to results of operations.
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1998, bamboo authorized a 1,000:1 common stock split and on July 19, 1999, bamboo authorized a
2.8:1 forward common stock split, which was effected prior to the closing of the public offering on
August 25, 1999. The effect of these stock splits have been retroactively reflected throughout the

financial statements.

In March 1999, bamboo issued 2,152,574 shares of Series B preferred stock, having a par value of
$0.001 per share, at $5.807 per share for total cash proceeds of $10,687 and for conversion of notes
payable and settlement of accrued interest of $1,808.

In May 1999, bamboo issued an additional 172,206 shares of Series B convertible preferred stock with
a par value of $0.001 for $5.807 per share for total cash proceeds of $1,000. In connection with this
issuance, bamboo recorded a charge of $1,000 representing a beneficial conversion feature limited to

the proceeds received.



In June 1999, bamboo entered into an agreement to sell 1,100 shares of its Series C mandatorily
redeemable preferred stock and 1,250,830 shares of its common stock for total gross proceeds of
$11,000. The $11,000 of proceeds from issuance was allocated to the Series C mandatorily redeemable
preferred stock and the common stock based on their relative fair values. Accordingly, $4,394 was

allocated to the Series C redeemable preferred stock and $6,606 was allocated to the common stock.

The relative fair values are $8,000 for the Series C mandatorily redeemable preferred stock and
$12,100 for the common stock. Upon completion of the initial public offering in August 1999, bamboo
repaid the $11,000. As a result, bamboo recognized the entire discount of $6,606 as an interest charge
in the year ended December 31, 1999.

In February 1999, bamboo issued from the plan 120,400 shares of its common stock on exercise of
stock purchase rights granted in exchange for services under restricted purchase agreements. In
accordance with the term of the grant, the repurchase provision expired on the effective date of
bamboo's IPO.

Additionally, bamboo recorded unearned stock-based compensation for restricted common stock

granted to a service provider of approximately $1,270 during the year ended December 31, 1999.

Pursuant to a marketing and distribution agreement entered into in November 1998, bamboo agreed
to issue a stock purchase warrant to purchase up to 280,000 shares of common stock at $1.43 per share
and was to expire on December 31, 1999. The warrant was recorded at its fair value of $168 with the
costs charged to the statement of operations and comprehensive income (loss) in the year ended
December 31, 1998. The fair value of the warrant was estimated using the Black-Scholes option-pricing
model. The following assumptions were used in the model: no annual dividend, expected volatility of

55%, risk-free interest rate of 5.35%; and an expected life of 1.2 years. This warrant was exercised in
December 1999.

In August 1999, the Company completed the initial public offering of 4,000,000 shares of its common
stock at a price of $7 per share. Proceeds of the offering, net of underwriting discount and other direct
costs of the offering, were approximately $24,334. On September 7, 1999, under the terms of the
underwriting agreement covering the initial public offering, the underwriters exercised their over
allotment option for 376,000 shares of the common stock of the Company. Proceeds received, net of

underwriting discount, from exercise of the over allotment option were approximately $2,448.
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Interactive Pictures Corporation

During 1998, Interactive issued 2,996,328 shares of Series C preferred stock, as well as warrants to
purchase an additional 834,351 shares of Series C preferred stock, for net proceeds of $12,529. In
connection with the Series C transaction, the Company exchanged, on a one-for-one basis, an aggregate
of 3,174,841 shares of common stock for 2,251,754 shares of Series A preferred stock and 923,087
shares of Series B preferred stock. Also during 1998, Interactive issued warrants to purchase 31,427

shares of common stock.

During 1999, Interactive issued an aggregate of 4,264,884 shares of Series D preferred stock for gross
proceeds of $24,000, 533,111 shares of Series D redeemable preferred stock for gross proceeds of
$3,000 and 143,939 shares of redeemable common stock for gross proceeds of $810. In connection
with the Series D issuance, warrants to purchase 302,630 shares of Series D preferred stock and 9,312

warrants to purchase common stock were issued.

In June 1999, the NASD informed Interactive that it would consider a portion of its redeemable
convertible preferred stock and redeemable common stock to be underwriting compensation received
in connection with the proposed initial public offering in excess of the amounts allowable under the
NASD's Conduct Rules. In order to comply with the NASD's Conduct Rules, Interactive repurchased
663,098 shares of common stock, including shares representing the redeemable convertible preferred

stock and the redeemable common stock, for $3,730.

In connection with Interactive's initial public offering in August 1999, all preferred stock converted
one-for-one into common stock and all warrants were exercised. Net proceeds from the initial public
offering of 5,270,650 shares of common stock totaled $63,304.

Before the effectiveness of the registration statement covering the shares of common stock sold in the
initial public offering, Interactive provided written materials to persons it identified as eligible
participants in its directed share program. Interactive has been advised that these materials may
constitute a prospectus that does not meet the requirements of the Securities Act of 1933. If the
distribution of these materials did constitute a violation of the Securities Act of 1933, the recipients of
these materials who purchased common stock in this offering would have the right, for a period of one
year from the date of their purchase of common stock, to obtain recovery of the consideration paid in
connection with their purchase of common stock or, if they had already sold the stock, sue the
Company for damages resulting from their purchase of common stock. These damages could total up to
approximately $2,800 plus interest; based on the initial public offering price of $13.15 per share, if
these investors seek recovery or damages after an entire loss of their investment.
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8. Fair Value of Financial Instruments

Fair values of financial instruments have been estimated using data which the Company considered the

best available. The following estimation methodologies were used:

CASH AND CASH EQUIVALENTS. Cash and cash equivalents are reflected at carrying value, which is

considered fair value due to the short-term nature of these instruments.

ACCOUNTS RECEIVABLE. Accounts receivable consists primarily of trade receivables. The Company

has estimated their fair value to be the carrying value.

SECURITIES AVAILABLE-FOR-SALE The estimated fair value of securities available-for-sale is based

on the quoted market prices for those or similar investments. Amortized costs approximate fair value.

CAPITAL LEASES. Capital leases are carried at cost, which approximate fair value due to the proximity

of the implicit rates of these financial instruments and the prevailing rates for similar instruments.

CONVERTIBLE DEBENTURE AND PROMISSORY NOTE. Fair values are based on quoted market
prices for the same or similar issues, or the carrying value is used where a market price is unavailable.
The carrying value is assumed to be the fair value for these liabilities as no market price for a

comparable instrument was available.

9. Employee Stock and Benefit Plans

1998 Employee, Director and Consultant Stock Option Plan During 1998, the Company authorized an
Employee, Director and Consultant Stock Option Plan for a total of 2,380,000 common shares. This
plan became effective on January 1, 1999 once the Company was reorganized. During 1999, an
additional 5,799,394 common shares were authorized under the Plan. As of December 31, 1999,
7,195,139 options had been granted under the Employee, Director and Consultant Stock Option Plan.
Each option under the incentive plan allows for the purchase of common stock of the Company and
expires not later than five or ten years from the date of grant, depending on the ownership of the
option participants. The vesting terms of the stock options will e determined on each grant date and
are generally two or three years; however, the amount of options that can be exercised per participant
in any calendar year will be restricted to an aggregate fair market value of $100 of the underlying

common stock.

1997 Equity Compensation Plan The Company authorized the 1997 Equity Compensation Plan,
under which 4,105,027 shares of common stock are authorized and reserved for issuance to selected
employees, officers, directors, consultants and advisors. The Company reserved a sufficient number of
shares of common stock for issuance pursuant to the authorized options. As of December 31, 1999,
3,003,123 options had been granted under the 1997 plan. In addition, the Company granted certain
options to purchase shares of the Company's common stock to employees not under the 1997 plan;
these options were primarily granted prior to the authorization of the 1997 plan. The exercise price of

all options granted is the fair value of the Company's common stock at the date of grant as estimated



by common stock and convertible preferred stock transactions with third parties at or near grant dates.
The options generally vest over one to three-year periods and expire five years after the respective

vesting dates.
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Company's stock option activity is as follows:

WEIGHTED WEIGHTED WEIGHTED
AVERAGE AVERAGE STOCK AVERAGE
OF EXERCISE GRANT DATE OPTIONS EXERCISE
SHARES PRICES FAIR VALUE EXERCISABLE PRICE
Under option at January 1, 1997........ 809,854 610,694 $0.41
Options granted in 1997................ 1,220,782 $ 2.97 $0.97
Options cancelled in 1997.............. (147,124) 2.69
Under option at December 31, 1997...... 1,883,512 926,954 1.18
Options granted in 1998................ 733,876 4.38 1.21
Options exercised in 1998.............. (102,429) 0.02
Options cancelled in 1998.............. (15,520) 4,73
Under option at December 31, 1998...... 2,499,439 1,143,378 1.80
Options granted in 1999................ 9,490,319 3.64
Options exercised in 1999.............. (2,205,017) .34
Options cancelled in 1999.............. (256,922) 4.92
Stock purchase rights granted.......... 120,400 .18
Stock purchase rights exercised........ (120,400) .18
Under option at December 31, 1999...... 9,527,819 4,579,244 2.03

The following table summarizes information about stock options at December 31, 1999:

OPTIONS OUTSTANDING OPTIONS EXERCISABLE
NUMBER  WEIGHTED-AVERAGE NUMBER
RANGE OF  OUTSTANDING REMAINING  WEIGHTED-AVERAGE EXERCISABLE = WEIGHTED-AVERAGE
EXERCISE PRICE AT 12/31/99  CONTRACTUAL LIFE EXERCISE PRICE AT 12/31/99 EXERCISE PRICE
$.03-.54 4,599,818 8.84 $ .22 2,728,391 $ .20
$3.57-9.00 3,443,828 7.21 $ 5.82 1,713,953 $ 4.55
$14.44-25.25 1,484,173 9.74 $20.20 136,900 $21.38

Stock-Based Compensation Related to Options In connection with certain stock options granted to
employees during the year ended December 31, 1999, the Company recorded unearned stock-based
compensation totaling $17,766, which is being amortized over the vesting periods of the related
options which is generally two to three years. Amortization of this stock-based compensation
recognized during the year ended December 31, 1999 totaled approximately $14,391 million. The total
unearned stock-based compensation recorded to date will be amortized as follows: $2,110 in 2000;
$700 in 2001 and $103 in 2002.

In accordance with the terms of the original option grants, upon completion of the initial public
offering, options to purchase 2,093,034 shares of the Company's common stock became fully vested.
As a result, additional compensation expense of $2,622 was recorded in the year ended December 31,

1999.



Options to acquire 1,870,680 and 715,553 shares of common stock under the 1998 Employee,
Director and Consultant Stock Option Plan, were issued to non-employees of the Company during the

year ended
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and 1999, respectively. The fair value of the common stock options was determined to be $536 and
$5,601 for 1998 and 1999, respectively, using the Black-Scholes pricing model. Stock-based
compensation related to stock options granted to non-employees is recognized as earned. At each
reporting date, the Company re-values the stock-based compensation using the Black-Scholes pricing
model. As a result, the stock-based compensation expense will fluctuate as the fair market value of our
common stock fluctuates. In connection with the grant of stock options to non-employees, the
Company recorded stock-based compensation expense of $536 and $5,601 for the year ended
December 31, 1998 and 1999, respectively. Future stock-based compensation from these options is
estimated to be $484 at December 31, 1999.

For all other option grants, because the exercise price of the Company's stock options equal the
deemed fair value of the underlying stock on the date of the grant, no compensation cost has been
recognized in the accompanying financial statements. Pro forma information regarding net loss is
required by Statement 123, and has been determined as if the Company had accounted for its stock
options under the fair value method of Statement 123. The Company had determined that the
difference between historical results and such pro forma information would have been to increase the
net loss by $311, $301 and $1,541 in 1997, 1998 and 1999, respectively, and to increase the net loss
per share to $(0.94), $(2.91), and $(3.07) in 1997, 1998 and 1999 respectively.

The minimum fair value of each option grant is estimated on the date of grant using the Black-Scholes
option-pricing model with the following weighted-average assumptions used for grants: expected lives
of five years in 1997 and 1998 and three to four years in 1999; risk free interest rate of 5.71% in 1997,
4.59% in 1998, 5% to 6% in 1999, and expected dividends and volatility of zero in 1997 and 1998 and
55% to 68.5% in 1999.

401(k) Plan

The Company has a 401(k) profit sharing plan which is available to all full-time employees after six
months of service and those part-time employees who have completed one thousand hours of
employment during twelve consecutive months. The Company will match sixty-five cent per dollar up
to 6.15% of the employee's annual salary. The Company made contributions of $44, $116 and $201 in
1997,1998 and 1999, respectively.



10. Segment Information

The Company has two reportable segments: (1) products, and (2) research and development services
for others. The accounting policies of the segments are the same as those of the Company. The
Company evaluates the performance of its segments and allocates resources to them based solely on
evaluation of gross profit. There are no inter-segment revenues. The Company does not make
allocations of corporate costs to the individual segment and does not identify separate assets of the
segments in making decisions regarding performance or allocation of resources to them. Management

believes the Company's future growth will occur in the products segment.

Internet Pictures Corporation

NOTES TO SUPPLEMENTAL POOLED CONSOLIDATED FINANCIAL STATEMENTS --
(CONTINUED) (IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA) Information about

reported segments is as follows:

RESEARCH AND DEVELOPMENT YEARS ENDED DECEMBER 31: PRODUCTS SERVICES
TOTAL

1997
[ q=4=1 01U =31 P $ 2,174 $318 $ 2,492
[ oo =TT o e Y 1,713 2 1,715
1998
[0 4=1 11U == P $ 2,789 $329 $ 3,118
GrOSS PIrOTat. ittt ittt ettt ettt e et e e 1,515 88 1,603
1999
{24 02=1 LU= P $12,523 $ 0 $12,523
Gross Profat. ..ttt ittt e 5,261 0 5,261

Revenue and long-lived asset information by geographic area is as follows:

Years Ended December 31, 1997 1998 1999

REVENUES :

United States..vu ittt it ettt et $1,834 $2,404 $10,092
[0 T =T - T 46 77 249
18 =Y o - o TSN 273 352 135
S oo 1Y 22 41 1,767
Other foreign COUNtIIES. .. viiiittit ittt ettt eeeeennnnnnns 317 244 916

$2,492  $3,118 $12,523
LONG-LIVED ASSETS:

[Re Bl =3 e Yo TSP $ 14 $ 65 $ 2,626
United States. ...ttt ittt et ittt ittt 663 1,500 6,509
$ 677 $1,565 $ 9,135

Foreign revenues include all sales made to customers outside the United States including those

generated by the United Kingdom and Canadian subsidiaries.
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11. Commitments and Contingencies

Marketing and Distribution Agreements

The Company has entered into marketing and distribution agreements with certain real estate
destination Web sites to maintain certain promotional and linkage rights, and technology access in
exchange for total minimum payments of $12,322 payable over three years. A total of $4,696 of the
payments are non cancelable. The Company records the expenses as incurred. Under the terms of the

agreements (as amended), the following minimum non-cancelable and total future payments are due:

Non-cancelable Total

2000, .t e e et e et e e e $4,696 $ 5,563
200 . i e e e e it e i -- 5,477
2002, i e e e e e i e e i -- 1,282

$4,696 $12,322

In addition, under the terms of the distribution agreement entered into on July 15, 1999, the Company
is subject to making additional payments totaling $1,375 which are contingent upon the party

achieving certain milestones.

Capital Lease Obligations

In March 1999, the Company entered into a master capital lease agreement to obtain up to $1,500 in
capital lease financing for purchases of video equipment, office furniture and other equipment
including computer hardware and software made subsequent to January 1, 1999 to December 31,
1999. In April 1999 and May 1999, the Company committed $203 and $426, respectively, in property,
plant and equipment to capital lease under a sale and leaseback provision of the master capital lease

agreement.

At December 31, 1999, the future minimum payments under these and other capital lease agreements

are as follows:

72000 $274
70 269
2 00 154
Minimum lease payments. ......uuiiinnnnnnnneneeeennnnnnnnnnns 697
Less: Amount representing interest................ i 133
Principal amount of minimum lease payments.................. 564
Less current portion. . ...ttt 191
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Operating Leases

The Company leases certain office space and equipment under noncancelable operating leases. Future

minimum lease payments are as follows:

2000, .t e e e e e e $1,309
200 . i e e e e i e e e 1,244
2002, i e e e e e e e i e s 786
2008, i e e et et e e 327
2004 . e e e e e e e 100

Rental expense for operating leases was $160, $469 and $1,669 for 1997, 1998 and 1999, respectively.

The Company is subject to claims in the ordinary course of business. Management believes the
ultimate resolution of these matters will have no material impact on the financial condition, results of

operations or cash flows of the Company.

In October 1998, a lawsuit was filed against Interactive. This lawsuit alleged that Interactive breached a
duty of confidence, made misrepresentations and misappropriated trade secrets. The court removed
this action to arbitration upon Interactive's motion and Interactive cross-claimed alleging various
affirmative claims. The court dismissed the lawsuit in May 1999 upon motion of the plaintiffs.
However, arbitration is expected to take place in the spring of 2000. In May 1999, one of the original
plaintiffs filed a second lawsuit against Interactive alleging patent infringement. Management believes
that the claims are without merit and intends to vigorously defend against such claims. Since the
plaintiffs have not specified in their lawsuit the amount of damages they seek, an estimate of the
ultimate potential liability of Interactive cannot be made. If Interactive does not effectively defend
against the claims, Interactive's financial condition, results of operations and cash flows could be

materially adversely affected.

12. Research and Development Arrangements

The Company performed certain research and development activities under various third party
contracts under which the Company received payments upon achieving certain targets in the
development process. One of these contracts provided for receipt of royalties under a license
agreement. The remaining contract for which information is disclosed below included no such

arrangements. Both of these contracts expired during 1998.

Total revenue earned and costs incurred under third party research and development contracts,

excluding contracts with government agencies, at December 31, is as follows:

1997 1998 1999



Revenue earned. ... ...viiiiiii ittt ittt $105 $ 63 $--
Cost dnCUTTEd. ..ttt ittt ittt e i e 208 -- -
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13. Related Party Transactions

Notes payable issued to stockholders in 1998 were repaid during 1999.

In October 1999, the Company issued 173,600 shares of common stock to an executive officer in
exchange for a $34 note receivable. The note bears interest at a rate of 6% per annum and is

collateralized by the shares, all proceeds of the shares and other collateral.

14. Supplemental Disclosures of Cash Flow Information

YEARS ENDED DECEMBER 31, 1997 1998 1999 (IN THOUSANDS)

Supplemental disclosures:
Unearned stock-based compensation related to stock option

o =1 0 oY $ - $ --  $15,734
Property and equipment acquired under capital leases...... -- -- 502
Conversion of notes payable to Series B convertible

preferred StoCK. .....uuiiiiii it -- -- 1,800
Issuance of Series B convertible preferred stock in

settlement of interest...... ..., -- - 8
Beneficial conversion related to issuance of Series B

convertible preferred stock..........ciiiiiiiiiiiinnn.. -- -- 1,000
Exercise of common stock options and warrants in exchange

for note receivable........ ..ottt -- 78 127
Interest Paid. ..ot iiiin ittt ettt ettt -- -- 66
Income Taxes Paid....ccuuiiiiinineiiinneeeenneeeeenneannns -- -- 1
Note receivable settled as offset of note payable......... -- 24 --
Common stock issued below fair value...................... -- 45 --
Issuance of common stock for services............ccovvun.. - 326 1,270
Issuance of warrant for common stock for services......... - 168 -
Issuance of options for common stock for services......... -- 536 5,610
Equipment acquired through issuance of promissory note.... 40 -- --
Conversion of debenture into Series C preferred stock..... -- 1,000 --
Common stock, exchanged for Series A and B preferred

STOCK . ¢t e e -- - --
Conversion of debenture into Series C preferred stock..... - - 1,000
Issuance of common stock for portion of placement fee in

connection with issuance of Series D preferred stock... -- -- 786
Issuance of common stock for advertising alliance fee..... -- - 1,000

Conversion of 13,951 shares of redeemable common stock
into 13,951 shares of common stock..................... -- -- --



15. Predecessor Business

The Company was incorporated in 1998 as Jutvision Corporation under the laws of the state of
Delaware. The Company has a wholly-owned subsidiary, bamboo.com Canada Inc. ("bamboo Canada"),
a company also incorporated in 1998 under the laws of the province of Ontario, Canada as Jutvision
Canada Inc. The business of the Company was previously operated as Jutvision Corporation, a

company incorporated in 1995 under the laws of the Province of Ontario, Canada.
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the Board of Directors authorized a corporate reorganization. Through a series of share exchange
agreements, bamboo Delaware, emerged as the parent company of bamboo Canada and Jutvision
Corporation was merged with bamboo Canada. Prior to the reorganization, bamboo did not have any

operations, assets or liabilities.

Under the terms of the reorganization, there was no change in ownership and, therefore, Jutvision
Corporation, has been treated as a predecessor business and its results presented as the historic results
of the Company. The predecessor business's financial information reflected herein includes the results
of operations and cash flows for the periods ended December 31, 1997 and 1998 and the balance
sheets as of December 31, 1997 and 1998.

On April 23,1999, Jutvision Canada, Inc. changed its name to bamboo.com Canada, Inc. and Jutvision

Corporation changed its name to bamboo.

BAMBOO SHARE EXCHANGE AGREEMENTS. Each Board of Directors approved a reorganization
for Jutvision Corporation, bamboo Canada and bamboo Delaware effective January 1, 1999 through

the following share exchange arrangements:

(a) EXCHANGE OF COMMON STOCK. The common stockholders of Jutvision Corporation agreed to
exchange the outstanding 7,421,536 common shares on a one-for-one basis for Series B convertible
preferred shares of bamboo Canada. In addition, holders of the outstanding common stock of Jutvision
Corporation also agreed to purchase on a pro-rata basis 7,421,536 Class B common shares of bamboo

Delaware on a one-for-one basis for $0.0001 per share.

Under the charters of the respective companies and under a Conversion and Pairing Agreement,
between bamboo Delaware and bamboo Canada, the holders of the Series B convertible preferred stock
of bamboo Canada may exchange their shares at any time on a one-for-one basis for common stock of
bamboo Delaware, and the shares of the Series B will be redeemed at par value of $0.0001 per share.
Common stock and Class B common stock of bamboo Delaware have identical rights and privileges
with regard to voting. The Series B convertible preferred stock has voting privileges only where a

separate class vote is required by law.



The Series B convertible preferred stock may not be transferred without either a two-thirds vote of the
existing common stockholders of bamboo Canada or approval of the Board of Directors of bamboo
Canada. The Series B convertible preferred stock of bamboo Canada automatically converted into

common stock of bamboo Delaware if:

- the net proceeds of an initial public offering of bamboo Delaware common stock exceeds
$15,000,000; or, - there is written election by not less than two-thirds majority of the Series B holders;

or - there is a liquidation, dissolution or winding-up of bamboo Canada.

One June 7, 1999, bamboo Canada amended its articles of incorporation and the Conversion and
Pairing Agreement to reflect the creation of Series C convertible preferred shares ("Series C shares").
Effective June 11, 1999, the outstanding Series B convertible preferred shares were converted to Series
C convertible preferred shares. The Series C shares have substantially all of the same rights and
preferences as the Series B convertible preferred shares, except that the Series C shares do not

automatically convert
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parent company, bamboo.com, completes an initial public offering of its stock. Under the amended
conversion and pairing agreement, the Series C shares are exchangeable on a one for one basis for
common stock of the parent company, bamboo.com, and the shares of the Series C will be redeemed at

par value of $0.0001 per share.

Due to the terms of the Conversion and Pairing Agreement, the equity interest of the Series B
convertible preferred shareholders of bamboo Canada is inseparable from and substantively represents
an equivalent equity interest in bamboo Delaware. Accordingly, these shares are presented as equity in

the parent company in the consolidated financial statements.

(b) EXCHANGE OF PREFERRED STOCK. In connection with the reorganization, holders of the
231,250 outstanding Series A convertible preferred shares of Jutvision Corporation agreed to
exchange their shares on a one-for-one basis for Series A convertible preferred stock of bamboo

Delaware.

On December 23, 1998, 500,000 shares of the undesignated preferred stock in bamboo Delaware were
designated as Series A convertible preferred stock, having the same rights and characteristics as the

Series A convertible preferred shares of Jutvision Corporation.



16. Subsequent Events

MERGER WITH PICTUREWORKS TECHNOLOGIES, INC. On March 6, 2000, the Company and
PictureWorks Technology, Inc. ("PictureWorks") entered into an Agreement and Plan of Merger
("Merger Agreement") whereby iPIX will acquire all of the outstanding shares of PictureWorks by
issuing shares of iPIX. Pursuant to the terms of the agreement, the companies also entered into a
Funding Obligation Agreement, whereby iPIX is obligated to place $7,000 in an escrow account which
PictureWorks may draw upon. If PictureWorks terminates the merger agreement or breaches the
covenants or representations of the Merger Agreement, PictureWorks would be obligated to repay any

funds drawn from the escrow accounts.

Warrants

On January 6, 2000, the Company granted warrants in connection with a strategic relationship to
purchase a total of 200,000 shares of common stock at an exercise price per share equal to 90% of the
average closing price of the Company's common stock calculated over the fifteen trading days
immediately preceding the date of the warrant. The warrants vest as follows: 100,000 six months after
the incorporation of immoeuro B.V.,, 50,000 on September 30, 2000 and 50,000 on December 31,
2000.

Based on the term of the warrant, fair value of the underlying common stock and the risk-free rate at
the date of grant, a volatility or 70% and a nil dividend yield, the Company estimates a charge of
approximately $2,253 of unearned stock-based compensation. As the shares subject to warrant are
unvested, the unvested shares will be revalued at each reporting date and the revised fair value will be
expensed upon the vesting of the remaining shares. As a result, the charge is subject to substantial

increase or decrease based on future changes in the fair value of the underlying common stock.

Report of Independent Accountants

To the Board of Directors and Stockholders of PictureWorks Technology, Inc.

In our opinion, the accompanying balance sheets and the related statements of operations, of
mandatorily redeemable convertible preferred stock and stockholders' deficit, and of cash flows present
fairly, in all material respects, the financial position of PictureWorks Technology, Inc. (the "Company")
as of March 31, 1999 and December 31, 1999 and the results of its operations and its cash flows for
the year ended March 31, 1999 and the nine months ended December 31, 1999 in conformity with
accounting principles generally accepted in the United States. 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 of these statements in accordance
with auditing standards generally accepted in the United States, which 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, assessing the accounting principles used and significant
estimates made by management, and evaluating the overall financial statement presentation. We

believe that our audits provide a reasonable basis for the opinion expressed above.

The accompanying financial statements have been prepared assuming that the Company will continue
as a going concern. As discussed in Note 1 of the financial statements, the Company has incurred losses
and negative cash flow from operations in each year since inception and is dependent upon obtaining
sufficient financing in order to fund operations for 2000. These matters raise substantial doubt about
its ability to continue as a going concern. Management's plans in regard to this matter are also
described in Note 1. The financial statements do not include any adjustments that may result from the

outcome of this uncertainty.

PricewaterhouseCoopers LLP San Jose, California January 25, 2000, (except Note 16 as to which the
date is March 6, 2000)

Pictureworks Technology, Inc.

Balance Sheets

MARCH 31, DECEMBER 31,

1999 1999
(in thousands, except share and per share amounts)
ASSETS
CURRENT ASSETS:
Cash and cash equivalents........ccuitiiiinennnneennnnnnnnn $ 158 $ 98
Accounts receivable, net of allowance for doubtful accounts
of $16 and $16 at March 31, 1999 and December 31, 1999,
TESPECTIVELY . ittt ittt ettt 24 94
Prepaid expenses and other current assets................... 91 118
Total current assetsS......coviiiiiiiieeinnnenennnn 273 310
Property and equipment, net....... ..ot 240 354
Intangible assets, Net..... ..o iiinnnnnnnnnnnnn 3,806 3,252
Total @SSETS .ttt ittt ittt ettt e e e $ 4,319 $ 3,916
LIABILITIES, MANDATORILY REDEEMABLE CONVERTIBLE
PREFERRED STOCK AND STOCKHOLDERS' DEFICIT
CURRENT LIABILITIES:
Borrowings under bank line of credit agreement.............. $ 1,717 $ --
Accounts payable. ... ..ottt e e e e e 287 408
Accrued liabilities........ouuuiiiiiiiiiiiiinnrenaaaaann 446 533
Deferred TEVENUE. . v vttt ittt ettt ettt ettt ettt e e eeeeeeeaaeeens 60 183
Note payable to related party.........coiiiiiiiiiinnnnnnnn -- 200
Total current liabilities.........c.ciiiiiinnnn.. 2,510 1,324
Borrowings under bank line of credit agreement.............. -- 1,780
Other notes payable........oiiiiiiiiniiii e - 2,700
Total liabilities.......iiiiiiiiiiieinnennennnnnnn 2,510 5,804

Commitments (Note 7)
Mandatorily redeemable convertible preferred stock, $0.001

par value:

Authorized: 12,352,292

Issued and outstanding: 9,664,399 shares at March 31, 1999

and 9,664,399 shares at December 31, 1999..............

Liquidation value: $15,980 at December 31, 1999........... 14,853 17,807

STOCKHOLDERS' DEFICIT:



Common stock, $0.001 par value:
Authorized: 25,000,000
Issued and outstanding: 5,083,902 shares at March 31, 1999
and 5,129,923 shares at December 31, 1999.............. 5
Additional paid-in capital........ciiiiiiiiiitiiiiiiiinnaaann --
Unearned stock-based compensation............cuiuiiiiiennnnn. --
Stockholder note receivable........ ... (126)

Accumulated deficit. ...t nn ittt ettt (12,923)
Total stockholders' deficit..........ccvviiiiininnn. (13,044)

Total liabilities, mandatorily redeemable
convertible preferred stock and stockholders'
[ L3 5o 1 $ 4,319

5

1,391
(3,574)
(126)
(17,391)
(19,695)

$ 3,916

The accompanying notes are an integral part of these financial statements. F-52

Pictureworks Technology, Inc.

Statements of Operations

YEAR ENDED
MARCH 31,
1999
(in thousands, except per share amounts)
REVENUES:
[DLERY e o e 1 F=Y T T TN $ 4,242
Internel SEIVICES . . ittt ittt it ittt e eeeeeeeeeaanaannnnnn --
Total FEVENUES .ttt ittt ittt ittt teeeneeneennns 4,242
COST OF REVENUES:
Cost of desktop imaging IEVENUES. ... vt ittt it e e e eeennnnnnnns 1,260
Cost of internet services IEVENUES......uviieeennnnnnnnnnnnn --
Total cost of revenues.......c.oiviiiiiniinnnnnnn. 1,260
GroSs Profat. ..ttt ittt ittt e e e 2,982
OPERATING EXPENSES:
Sales and marketing (excludes stock-based compensation of
FNil and $398) .ttt e e et e 2,815
Research and development (excludes stock-based compensation
of $nil and $272) . ittt e e e 2,766
General and administrative (excludes stock-based
compensation of $nil and $86) ... ..t 1,250
Stock-based compensation........ ... i i i i e --
Total operating eXpPenses........c.cuoveeeiennneneennn 6,831
LoSS Trom Operations. ...ttt ittt ittt eeeeeeeeeennnnnn (3,849)
OTHER INCOME (EXPENSE):
Interest dNCOmMe. ..t i i et e e e e e e 54
INterest EXPENSE. vttt it ittt ittt ettt e e (98)
Loss before dncome taXeS.....uueeirieeeeeeeeeeeneennnnnnn (3,893)
Provision for income taXesS. .. ... eneeeenns 194
T2 o Y= $(4,087)
Accretion of mandatorily redeemable convertible preferred
STOCK . ittt e e $(1,540)
Net loss attributable to common stockholders................ $(5,627)
Basic and diluted net loss per common share................. $ (1.17)
Weighted average common shares -- basic and diluted......... 4,789

NINE MONTHS
ENDED
DECEMBER 31,
1999

$ 2,431
530
2,961

724
425
1,149
1,812

1,460
2,584

1,094

756

5,894
(4,082)

8
(262)
(4,336)
132
$(4,468)

$(2,954)
$(7,422)
$ (1.49)

4,978

The accompanying notes are an integral part of these financial statements. F-53



Pictureworks Technology, Inc.

STATEMENTS OF MANDATORILY REDEEMABLE CONVERTIBLE PREFERRED STOCK AND
STOCKHOLDERS' DEFICIT

MANDATORILY

REDEEMABLE

CONVERTIBLE ADDITIONAL UNEARNED
STOCKHOLDER

PREFERRED STOCK COMMON STOCK PAID-IN STOCK-BASED

NOTE ACCUMULATED
(in thousands, except share  NUMBER AMOUNT NUMBER AMOUNT  CAPITAL COMPENSATION
RECEIVABLE DEFICIT
amounts) = mmmmmmmmm mmmmmem mmmmmem mmmm e m e oo
Balances at April 1, 1998........ccccvuueee 3,608,635 $ 3,675 5,079,965 §5 % -- $ -- $(126) $ (7,296) Issuance
of Series C preferred stock, net of issuance costs.......... 3,398,774 5,386 -- -- -- -- -- -- Series C preferred
stock issued upon conversion of notes payable........... 351,223 562 -- -- -- -- -- -- Issuance of Series D
preferred stock in consideration of asset purchase................ 2,305,767 3,689 -- -- -- -- —- -- Accretion of
mandatorily redeemable convertible preferred stock......... --1,541 -- -- (1) -- -- (1,540) Exercise of
common stock options......c.ce...... ----3,937 --1 -- -- -- Net loss....ccoererreeen. - - - -- -- - (4,087)
Balances at March 31, 1999.................... 9,664,399 14,853 5,083,902 5 -- -- (126) (12,923) Accretion of
mandatorily redeemable convertible preferred stock......... --2,954 -- --(2,954) -- -- -- Exercise of
common stock options......c.ce...... ----46,021 -- 15 -- -- -- Unearned stock-based compensation............ --
------4,330 (4,330) -- -- Amortization of unearned stock-based compensation............ —mmmee e == 756 --
-- Net 1oSS.uucueevenunnes -- == == == == == -- (4,468) Balances at December 31,1999................. 9,664,399

$17,807 5,129,923 $5 $ 1,391 $(3,574) $(126) $(17,391)

TOTAL

STOCKHOLDERS'
(in thousands, except share DEFICIT
amounts)  —mmmmm——————-
Balances at April 1, 1998.........cccecueee. $ (7,417) Issuance of Series C preferred stock, net of issuance
COStS.uunnene -- Series C preferred stock issued upon conversion of notes payable........... -- Issuance of
Series D preferred stock in consideration of asset purchase................ -- Accretion of mandatorily
redeemable convertible preferred stock......... (1,541) Exercise of common stock options................. 1 Net
10SS.euiiereerinnnne (4,087) Balances at March 31, 1999........cccuuu.. (13,044) Accretion of mandatorily
redeemable convertible preferred stock......... (2,954) Exercise of common stock options................. 15
Unearned stock-based compensation........... -- Amortization of unearned stock-based
compensation............ 756 Net 10Ss....cooueeunenne.. (4,468) Balances at December 31,1999................. $(19,695)

The accompanying notes are an integral part of these financial statements. F-54



Pictureworks Technology, Inc.

Statements of Cash Flows

NINE MONTHS

YEAR ENDED ENDED
MARCH 31, DECEMBER 31,
1999 1999

(In thousands) it o

CASH FLOWS FROM OPERATING ACTIVITIES:

Adjustments to reconcile net loss to net cash used by
operating activities:

Depreciation and amortization............ciiiiiiiiiinnnn 215 722
Provision for doubtful accounts and sales returns......... (36) --
Non-cash interest eXpense........c.uoeiiiiiineeeennnenennnn 55 --
Sales refund converted to promissory note................. -- 200
Loss on disposal of property and equipment................ -- 10
Amortization of unearned stock-based compensation......... -- 756
Changes in operating assets and liabilities:

Accounts receivable...... ..ttt i e e 761 (70)
Prepaid expenses and other current assets.............. 54 (27)
Accounts payable. ..ot e e e e e (232) 121
Accrued liabilities......uuiiiniinnnnennennennennnns (88) 87
Deferred FeVEeNUE. .« v vttt it ittt ettt eeeneeenannann (609) 123
Net cash used in operating activities............. (3,967) (2,546)

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipment............c.cciuueeeee... (137) (272)
Purchases of technology.....o.viiiiitiinniinnnneennneeennnns (162) (20)
Net cash used in investing activities............. (299) (292)

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from issuance of stock........oiuuuuunnn.. 5,387 15
Borrowings under bank line of credit agreement.............. 1,729 3,072
Repayments under bank line of credit agreement.............. (2,012) (3,009)
Borrowings under promissory NOtes..........euviveeennneennnn -- 2,700
Repayments of convertible subordinated notes................ (852) --
Net cash provided by financing activities......... 4,252 2,778
Decrease in cash and cash equivalents..........cvviiueennn.. (14) (60)
Cash and cash equivalents, beginning of period.............. 172 158
Cash and cash equivalents, end of period.................... $ 158 $ 98

The accompanying notes are an integral part of these financial statements. F-55



Pictureworks Technology, Inc.

Notes to Financial Statements (In Thousands, Except Share
and Per Share Data)

1. Nature of Operations and Basis of Presentation

THE COMPANY. PictureWorks Technology, Inc. (the "Company") was incorporated in the state of
Delaware in April 1994. The Company has recently refocused its business strategy from the design,
development, and marketing of digital color desktop imaging technology to a strategy of providing
solutions to imaging problems on the Internet. The Company's imaging digital technology provides an
infrastructure solution facilitating the use of digital media, such as video, audio, photographs, and
other images on the Internet. The Company serves internet sites, portals and hubs which depend on
user-supplied media rather that centralized content generation. The Company develops solutions for
leading Internet companies in the residential real estate, online auction, community-of-interest,

insurance, classifieds and architecture/engineering/construction markets.

BASIS OF PRESENTATION. These financial statements have been prepared assuming that the
Company will continue as a going concern, which contemplates the realization of assets and
satisfaction of liabilities in the normal course of business. The Company has incurred losses and
negative cash flows from operations in each year since inception and is dependent upon obtaining
sufficient financing in order to fund operations for 2000. These matters raise substantial doubt about
the Company's ability to continue as a going concern. Management is in the process of investigating
alternative methods of raising the required financing for 2000 and thereafter. If management is unable
to obtain such financing, adjustments may be necessary to the recorded amounts of assets and

liabilities. These financial statements do not reflect any such adjustments.

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 at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period. Actual results could differ from those

estimates.

CASH AND CASH EQUIVALENTS. The Company considers all highly liquid instruments purchased

with original or remaining maturities of three months or less to be cash equivalents.

FAIR VALUE OF FINANCIAL INSTRUMENTS. The reported amounts of certain of the Company's

financial instruments, including cash and cash equivalents, accounts receivable and accounts payable,
approximate fair value due to their short maturities. Based on borrowing rates available to the



Company for loans with similar terms, the carrying value of the line of credit and other notes payable

approximates fair value.

CERTAIN RISKS AND CONCENTRATIONS. Financial instruments which potentially subject the
Company to concentrations of credit risk consist principally of temporary cash investments including
U.S. Treasury bills, other short-term obligations of the U.S. Government and its agencies, money
market funds, and certificates of deposit. The Company places its temporary cash investments
primarily with one financial institution which management believes to be creditworthy. Deposits with

these banks may exceed the amount of insurance provided on such deposits.

The Company licenses its products primarily to companies in the United States and Japan. The
Company performs ongoing credit evaluations of these customers and generally does not require
collateral. Reserves are maintained for potential credit losses and such losses to date have been within

managernent's expectations.

Pictureworks Technology, Inc.

NOTES TO FINANCIAL STATEMENTS -- (CONTINUED) (IN THOUSANDS, EXCEPT SHARE AND
PER SHARE DATA) For the year ended March 31, 1999, and the nine months ended December 31,
1999, revenues from one foreign customer accounted for 33.4% and 27.2% of total revenue,

respectively.
Revenues from customers representing 10% or more of total revenue are as follows:

YEAR ENDED  NINE MONTHS ENDED

MARCH 31, DECEMBER 31,

1999 1999
CUSTOMET ALttt i i ettt ettt et e 33% 28%
CUSTOMET Bttt it ettt ettt teaaee s - 17%

Accounts receivable from customers representing 10% or more of aggregate accounts receivable are as

follows:
YEAR ENDED NINE MONTHS ENDED
MARCH 31, DECEMBER 31,
1999 1999
CUSTOMET AL ittt i e ittt teeeeeneaesnesansanennns - 43%
CUSTOMET Bttt it i ittt et ettt - 49%

REVENUE RECOGNITION. Revenue from desktop imaging products and internet services is
recognized upon delivery of the software license to the customer provided there are no significant
obligations remaining, there is persuasive evidence of an arrangement, the license fee is fixed and
determinable and collection of the resulting receivable is probable. Royalties derived from desktop
imaging products are recognized as revenues upon receipt of the royalty sell-through reports from
customers, which is generally in the quarter following the quarter in which the sale by the customer

took place.



Revenues from development fees for significantly customizing software for customers is recognized on
the percentage of completion basis after making appropriate allowances for foreseeable losses where

applicable.

At the time of recognizing revenue from sales, the Company makes an allowance for returns of product
based on historical experience and also makes an accrual for the costs of providing customer support to

customers.

PROPERTY AND EQUIPMENT. Property and equipment are stated at cost less accumulated
depreciation. Depreciation is computed on a straight-line basis over the estimated useful lives of three
to five years. Amortization of leasehold improvements is computed on a straight-line basis over the
shorter of the facility lease term or the estimated useful lives of the improvements. Major additions and
improvements are capitalized, while replacements, maintenance and repairs that do not improve or
extend the life of the assets are charged to operations. In the period assets are retired or otherwise
disposed of, the costs and related accumulated depreciation and amortization are removed from the

accounts, and any gain or loss on disposal is included in results of operations.

ACCOUNTING FOR LONG-LIVED ASSETS. Intangible assets include the cost of acquired patents
and trademarks and are amortized using the straight line method over a period of 5 years, and are
stated net of accumulated amortization. The Company assesses the recoverability of acquired
intangible assets as well as other long-lived assets, in accordance with Statement of Financial
Accounting Standards ("SFAS") No. 121, "Accounting for the Impairment of Long-Lived Assets and for
Long-Lived Assets to be Disposed of," which

Pictureworks Technology, Inc.

NOTES TO FINANCIAL STATEMENTS -- (CONTINUED) (IN THOUSANDS, EXCEPT SHARE AND
PER SHARE DATA) requires the Company to review the carrying value of an asset for impairment
whenever events or changes in circumstances indicate that the carrying amount of an asset might not
be recoverable. When such an event occurs, the Company estimates the future undiscounted cash flows
expected to result from the use of the asset and its eventual disposition. If the undiscounted expected

future cash flows are less than the carrying amount of the asset, an impairment loss is recognized.

ADVERTISING COSTS. Advertising is expensed as incurred. During the year ended March 31, 1999,
and the nine months ended December 31, 1999, the Company incurred $130 and $7, respectively, in

advertising expenses.

INCOME TAXES. The Company accounts for income taxes in accordance with Statement of Financial
Accounting Standards No. 109, "Accounting for Income Taxes" ("SFAS 109"), which requires the use of
the liability method in accounting for income taxes. Under this method, deferred tax assets and
liabilities are measured using enacted tax rates and laws that will be in effect when the differences are

expected to reverse.



SOFTWARE DEVELOPMENT COSTS. Software development costs have been accounted for in
accordance with Statement of Financial Accounting Standards No. 86, "Accounting for the Costs of
Computer Software to be Sold, Leased or Otherwise Marketed." Under the Standard, capitalization of
software development costs begins upon the establishment of technological feasibility, subject to net
realizable value considerations. The Company begins capitalization upon completion of a working
model. To date, such capitalizable costs have not been material. Accordingly, the Company has charged
all such costs to research and development expense. Future capitalized costs, if any, will be amortized
based on the greater of the expense as determined on a straight-line basis over the estimated life of the

products or the ratio of current revenue to the total of current and anticipated future revenue.

INTERNAL USE SOFTWARE. Costs incurred in the design, creation and maintenance of content,
graphics and user interface of the Company's web sites are expensed as incurred in accordance with
SOP 98-1 "Accounting for the Costs of Computer Software Developed or Obtained for Internal Use."
Costs incurred in the development of application and infrastructure of the web sites are capitalized
and amortized over the useful life of the web sites. For the year ended March 31, 1999, and the nine

months ended December 31, 1999, the costs that could be capitalized were insignificant.

STOCK-BASED COMPENSATION. The Company follows the disclosure provisions of Financial
Accounting Standards Board ("FASB") SFAS No. 123, "Accounting for Stock-Based Compensation." The
Company has elected to continue accounting for stock-based compensation issued to employees using
Accounting Principles Board ("APB") Opinion No. 25, "Accounting for Stock Issued to Employees," and,
accordingly, pro forma disclosures required under SFAS No. 123 have been presented (see Note 9).
Under APB No. 25, compensation expense is based on the difference, if any, on the date of the grant,
between the fair value of the Company's stock and the exercise price of the option. Stock issued to non-
employees has been accounted for in accordance with the provisions of SFAS No. 123 and Emerging
Issues Task Force Issue No. 96-18, "Accounting for Equity Instruments that are Issued to Other Than

Employees for Acquiring, or in Conjunction with Selling, Goods or Services."

Pictureworks Technology, Inc.

NOTES TO FINANCIAL STATEMENTS -- (CONTINUED) (IN THOUSANDS, EXCEPT SHARE AND
PER SHARE DATA) COMPREHENSIVE INCOME. The Company has adopted the accounting
treatment prescribed by Statement of Financial Accounting Standard No. 130 "Reporting
Comprehensive Income" ("SFAS 130"). The adoption of this statement had no impact on the

Company's financial statements for the periods presented.

NET LOSS PER COMMON SHARE. Basic net loss per common share is computed by dividing the net
loss attributable to common stockholders for the period by the weighted average number of common
shares outstanding during the period. Diluted net loss per common share is computed by dividing the
net loss attributable to common stockholders for the period by the weighted average number of
common and common equivalent shares outstanding during the period. Common equivalent shares,

composed of common shares issuable upon the exercise of stock options and warrants and upon



conversion of convertible preferred stock, are included in the diluted net loss per common share
calculation to the extent these shares are dilutive. A reconciliation of the numerator and denominator

used in the calculation of basic and diluted net loss per common share follows:

YEAR ENDED NINE MONTHS ENDED

MARCH 31, DECEMBER 31,
1999 1999
NUMERATOR:
Net loss attributable to common stockholders................ $(5,627) $(7,422)
DENOMINATOR:
Weighted average common shares...........eeiiiinnerennnennnn 5,082 5,115
Weighted average unvested common shares subject to
B =) 010 b o o T 11 (293) (137)
Denominator for basic and diluted calculation............... 4,789 4,978
Basic and diluted net loss per common share................. $ (1.17) $ (1.49)

The following table summarizes common stock equivalents that are not included in the denominator
used in the diluted net loss per common share calculation because to do so would be antidilutive for the

periods indicated:

YEAR ENDED  NINE MONTHS ENDED

MARCH 31, DECEMBER 31,
1999 1999
Weighted average effect of common stock equivalents:
Series A mandatorily redeemable convertible preferred
STOCK . vttt e e e et e e 4,558,424 4,558,424
Series B mandatorily redeemable convertible preferred
3o L] <N 2,658,846 2,658,846
Series C mandatorily redeemable convertible preferred
53 3,514,339 3,749,997
Series D mandatorily redeemable convertible preferred
3o L] <N 94,757 2,305,767
Options to purchase common stock..........oiiiiiiiinnnnnn. 2,345,307
Warrants to purchase convertible preferred and common
STOCK . ittt e e e e 1,919,886 515,430
Common stock subject to repurchase............. .. ... 292,748 136,635
13,039,000 16,270,406

RECENTLY ISSUED ACCOUNTING STANDARDS. In 1998, the Financial Accounting Standards
Board issued Statement of Financial Accounting Standards, No. 133, "Accounting for Derivative

Instruments and Hedging Activities", which is effective for fiscal quarters beginning after June 15,
2000. The Company

Pictureworks Technology, Inc.

NOTES TO FINANCIAL STATEMENTS -- (CONTINUED) (IN THOUSANDS, EXCEPT SHARE AND
PER SHARE DATA) does not believe that the adoption of this pronouncement will have a material

effect on the financial statements.

In January 2000, the Financial Accounting Standards Board ("FASB") Emerging Issues Task Force
("EITF") issued EITF 99-17, "Accounting for Advertising Barter Transactions." The EITF reached a final
consensus that such transactions should be recorded at fair value only when the Company has a

substantial historical practice of selling advertising for cash. The historical practice is based solely on



the Company's own past experience in selling advertising for cash. The adoption of the provisions of
EITF for the nine months ended December 31, 1999 has had no impact on the Company's net loss or
financial condition.

In December 1999, the Securities and Exchange Commission ("SEC") issued Staff Accounting Bulletin
No. 101 ("SAB 101") "Revenue Recognition in Financial Statements," which provides guidance on the
recognition, presentation, and disclosure of revenue in financial statements filed with the SEC. SAB
101 outlines the basic criteria that must be met to recognize revenue and provides guidance for
disclosures related to revenue recognition policies. Management believes that the impact of SAB 101

will not have a material effect on the financial position or results of operations of the Company.

3. Asset Purchase

In March 1999, the Company signed an agreement to acquire certain tangible and intangible assets
from Videobrush, a subsidiary of Sarnoff Corporation. The total acquisition price was $3,871 and
consisted of (i) cash payments of $182 and (ii) 2,305,767 shares of Series D preferred stock valued at
$1.60 per share. An additional 1,152,883 shares of Series D preferred stock were placed in escrow
subject to a contingent earnout provision based on annual incremental revenue attributed to products
incorporating the purchased technology during each fiscal year commencing April 1, 1999 and ending
with the fiscal year ending March 31, 2003. The earnout provision may be accelerated upon the
following acceleration events; (i) assignment or exclusive license of the technology to a third party, (ii)
an underwritten initial public offering of the Company's common stock, or (iii) a transaction or series
of transactions whereby the Company consolidates or merges with or into any other corporation or

business entity.

Upon an acceleration event which occurs on or prior to March 31, 2001, (i) 50% of the earnout shares
remaining in escrow shall be released to Sarnoff Corporation as of the final closing date of the event
plus (ii) a percentage of the remaining shares based on annual incremental revenue attributed to
products incorporating the purchased technology for any partial period prior to the final closing date
of the event. Upon an acceleration event which occurs following March 31, 2001, earnout shares
released from escrow will be the greater of (i) 50% of the earnout shares remaining in escrow as of the
final closing date of the event or (ii) a percentage of the remaining shares based on annual incremental
revenue attributed to products incorporating the purchased technology for any partial period prior to
the final closing date of the event. Following any acceleration event, the earnout provision shall
terminate and any escrow shares remaining undelivered shall be returned to the Company for
cancellation. Any additional consideration issued in connection with the earn-out provision will be

treated as additional goodwill.
The purchase price was allocated to the acquired assets based on fair value as follows:

(o0 =] 0 =TT Y -SSP $ 45
Patented technology.....vii it e e et eeeeeeeenn 3,826



Pictureworks Technology, Inc.

NOTES TO FINANCIAL STATEMENTS -- (CONTINUED) (IN THOUSANDS, EXCEPT SHARE AND
PER SHARE DATA) The patented technology is being amortized over the useful life of five years.

4. Balance Sheet Accounts

Property and Equipment

Property and equipment consist of the following:

MARCH 31, DECEMBER 31,

1999 1999
Lo T o 111= 14 P $ 617 $ 311
Y o o= o 109 228
Furniture and fixXtUIesS. ...ttt ieeeeeeeaeennn 33 42
Leasehold improvements. ......c.uuutiiieeeeeeeennnnnnnnnnnn 31 19
790 600
Less: Accumulated depreciation and amortization............. (550) (246)
$ 240 $ 354

Depreciation and amortization expense for property and equipment for the year ended March 31,
1999 and the nine months ended December 31, 1999 was $215 and $148, respectively.

Intangible Assets

Intangible assets consist of the following:

MARCH 31, DECEMBER 31,

1999 1999
Patented teChNOLlogy .« .vvveent ittt ittt ieeeeneannnn $3,806 $3,826
Less: Accumulated amortization..........eeiiueennneeennnnnnn - (574)
$3,806 $3,252

Amortization expense for patented technology was nil and $574 in the year end March 31, 1999 and
the nine months ended December 31, 1999, respectively.

Accrued Liabilities

Accrued liabilities consist of the following:

MARCH 31, DECEMBER 31,

1999 1999
Accrued salaries and benefits.......cciiiiiiiinninnnennnn. $204 $282
Accrued dnterest. ... e e e e e e e -- 16
[ o = ol 242 235

$446 $533



5. Equity Investment in Internet Services Customer

On September 1, 1999, the Company entered into a software development and license agreement with

an internet services customer. In connection this agreement, the internet services customer granted the
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NOTES TO FINANCIAL STATEMENTS -- (CONTINUED) (IN THOUSANDS, EXCEPT SHARE AND
PER SHARE DATA) Company 1,250,000 shares of its common stock in consideration for providing
exclusive development services. At December 31, 1999, the Company owned approximately 9% of the

outstanding common stock in the internet services customer.

The internet services customer is a private company with a limited operating history. Also, the services
the company is rendering on behalf of the internet services customer have not previously been sold for
cash. Therefore, since it is not possible to reliably measure the value of consideration received or given

up, the Company has not recognized any revenue or recorded any asset for the investment in the shares

received.

The investment in the internet services customer has been accounted for using the equity method as
the Company has significant influence over the operations of the internet services customer. However,
since the Company is not obligated to provide any financial support and has not guaranteed any
obligations of the internet services customer, the Company would not recognize any future losses

which would lower the equity investment below zero.

6. Borrowings

LINE OF CREDIT. In September 1998 the Company entered into a revolving line of credit agreement
with a financial institution for up to $2,000 subject to certain accounts receivable collections. Interest
accrues monthly at the bank's prime rate plus 2% (10.5% at December 31, 1999). Amounts borrowed
under this agreement are collateralized by substantially all assets of the Company. Interest expense is
due monthly on the last day of each month. Interest expense related to this line of credit for the nine
months ending December 31, 1999 was $40. As of December 31, 1999, the Company's outstanding
loan balance was approximately $1,780. The agreement restricts the Company from paying or

declaring dividends to stockholders.

PROMISSORY NOTES. At December 31, 1999, the Company had obligations totaling $2,700 under
promissory notes payable to a financial institution. The notes bear interest at the bank's prime rate plus
2% (10.5% at December 31, 1999). Interest expense is due monthly on the last day of each month. The

notes are collateralized by substantially all assets of the Company.

At December 31, 1999, the Company had an obligation totaling $200 under a promissory note payable
to a customer. Effective January 1, 1999, the note bears interest at 8% per annum. The note matures no

later than the earliest to occur of the following: (i) the closing of a financing in which the Company



receives at least $2,000 in cash (except for any bridge financing the Company closes prior to January
31, 2000); (ii) the date of an initial public offering of the Company's stock; (iii) the closing date of a
merger of the Company into or acquisition of the Company by another company; or (iv) January 2,
2001.

Pictureworks Technology, Inc.

NOTES TO FINANCIAL STATEMENTS -- (CONTINUED) (IN THOUSANDS, EXCEPT SHARE AND
PER SHARE DATA)

7. Commitments

The Company has entered into operating leases for equipment and facilities with original terms
ranging from one to five years. The future minimum lease payments under all noncancelable leases

having initial terms longer than one year at December 31, 1999 are as follows:

Twelve Months Ending December 31,

2000, e et et $267
200, e et 30
2002, it et e e 24
7L T 1
Total minimum lease payments..........ccvuivunnnnnnn. $322

Rent expense for the years ended March 31, 1999, and the nine months ended December 31, 1999 was
$216 and $173, respectively.

8. Mandatorily Redeemable Convertible Preferred Stock

Authorized and outstanding mandatorily redeemable convertible preferred stock and its principal

terms are as follows at December 31, 1999:

SHARES REDEMPTION
———————————————————————— AMOUNT TOTAL AMOUNT AT
ISSUED AND NET OF CUMULATIVE CARRYING  DECEMBER 31,  LIQUIDATION
SERIES ~ AUTHORIZED  OUTSTANDING ~ ISSUANCE COSTS ~ ACCRETION AMOUNT 1999  PREFERENCE
A 2,279,212 2,279,212 $ 310 $2,620 $ 2,929 $ 3,349 $ 729
B 1,623,083 1,329,423 2,525 345 2,870 4,333 3,988
c 3,749,997 3,749,997 5,948 1,620 7,568 7,620 7,574
c-1 1,200,000 -- -- -- -- -- --
D 3,500,000 2,305,767 3,689 751 4,440 4,440 3,689
Total 12,352,292 9,664,399 $12,472 $5,336 $17,807 $19,742 $15,980

The rights, preferences and privileges of the preferred stockholders are as follows:



Dividends

The Company's Certificate of Incorporation provides the holders of Series C are entitled to a dividend
of 6% of the original issuance price of the Series C Preferred Stock, respectively, when, if and as
declared by the Board of Directors in preference to the holders of shares of Common Stock or any
other series preferred stock of the Company. After payment of such dividends on the Series C
Preferred Stock, the holders of each class of series preferred stock, in preference of any shares of
Common Stock shall be entitled to receive pari passu, when, if and as declared by the Board of
Directors at a rate of 6% of the original issuance price of each such series, per annum. Dividends are
noncumulative. As of December 31, 1999 no dividends have been declared or paid on any class of the

Company's capital stock.
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NOTES TO FINANCIAL STATEMENTS -- (CONTINUED) (IN THOUSANDS, EXCEPT SHARE AND
PER SHARE DATA)

Liguidation

The holders of Series C Preferred Stock are entitled to a liquidation preference in an amount per share
of Series C Preferred Stock that is the greater of (i) the original issuance price plus a premium at the
rate of 15% of the original issuance price compounded annually from the date of issue plus any
declared but unpaid dividends; (ii) twelve million dollars divided by the number of shares of Series C
Preferred Stock then outstanding plus the number of shares of Common Stock into which any shares
of Series C Preferred Stock have already been converted, exchanged or otherwise substituted, or (iii)
the value such holder would receive if each outstanding share of Series C Preferred Stock had been

converted into Common Stock.

After payment of the full liquidation preference to the holders of the Series C Preferred Stock the
holders of Series A, B, and D Preferred Stock shall be entitled to a liquidation preference of an amount
per share equal to the original issuance price for such series plus all declared and unpaid dividends. The
remaining assets of the Company shall be distributed ratably to the holders of the Common Stock and

the Series A, B, and D Preferred Stock on an as-if-converted to Common Stock basis.

Conversion

Preferred stock is convertible, at the option of the holder, into shares of common stock at an initial
conversion price of $0.16165 for Series A Preferred Stock, $1.50 for the Series B Preferred Stock,
$1.60 for Series C Preferred Stock and $1.60 for Series D Preferred Stock as adjusted for stock splits,
combinations, or recapitalization. Convertible preferred stock shares are convertible into Common

Stock at a rate of one-to-two for Series A and B and one-to-one for Series C and D. The conversion



price and the conversion rate may be adjusted by Common Stock dividends and distributions,
reclassifications, exchange or substitution, reorganization, merger, or consolidation or sale of assets, or
sale of shares below the series conversion price. Preferred stock will automatically convert to Common
Stock upon the closing of a firmly underwritten public offering in which the aggregate gross proceeds
to the Company are at least $15,000, the valuation of the Company is not less than $60,000 and the
value of the Common Stock at closing is at least $12,000.

Redemption

At any time after March 31, 2002, the holders of a majority of the outstanding shares of Series C
Preferred Stock may require the Company to redeem the Series C Preferred Stock in 16 equal quarterly
installments. Series C shall be redeemed in full before any redemption payment is made with respect to
any other class or series of capital stock of the Company. The redemption price for Series C Preferred
Stock shall be the greater of (i) the liquidation value, (ii) $3.20, or (iii) the amount which would be
realized on conversion to common stock in the event of a liquidation, dissolution or winding up of the

Company.

At any time after March 31, 2002, the holders of a majority of the outstanding shares of Series B
Preferred Stock may require redemption in three annual installments. In the event the holders of Series
B Preferred Stock elect to be redeemed by the Company, the holders of a majority of the outstanding
shares of Series A and Series D Preferred Stock may require the Company to redeem the greater of (i)
the sum of the original issuance price per share plus declared and unpaid dividends with respect to

such shares or (ii) the fair market value of such series as determined by the Board of Directors.
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PER SHARE DATA) The cumulative accretion of the Series A and B redeemable convertible preferred
stock was $840 at April 1, 1998. During 1998, and 1999, the Company accreted the Series A, B and D
redeeemable convertible preferred stock to its deemed fair value of $6.92 per share resulting in an
accretion charge of approximately $2,875. The Company accreted the Series C preferred stock to
$3.20 for shares resulting in an accretion charge of $1,620. In determining the accretion, the Company

used the interest method.



9. Common Stock

Stock Splits

On March 25, 1996, the board of Directors approved a 2:1 stock split of the Company's Common
Stock and a change from 1:1 to 1:2 in the conversion ratio of Series A and B preferred shares into
common shares of the Company. All shares and share data in the accompanying financial statements

have been retroactively adjusted to reflect these stock splits.

The Company's Certificate of Incorporation, as amended, authorizes the Company to issue 25,000,000
shares of common stock. Each share of common stock has the right to one vote. The holders of
common stock are also entitled to receive dividends whenever funds are legally available and when
declared by the Board of Directors, subject to the prior rights of holders of preferred stock at the time

outstanding.

At December 31, 1999, the Company had reserved shares of common stock for future issuance as

follows:

Conversion of Series A mandatorily redeemable convertible

preferred stoCK. ... .uiiiii ittt 4,558,424

Conversion of Series B mandatorily redeemable convertible
preferred stoCK. .... ittt ittt i 2,658,846

Conversion of Series C mandatorily redeemable convertible
preferred stoCK. ... .uiiiii ittt 3,749,997

Conversion of Series D mandatorily redeemable convertible
preferred stoCK. .... ittt ittt i 2,305,767
Exercise of stock options........ouiiiiiiiiiiiiiiinnnns 2,693,393
Issuance of stock options.........ccoiiiiiiiiiiinnnnnnnnnnnnn 221,113
Exercise of warrants and conversion to common stock......... 1,299,717
17,487,257

The Company had not declared or paid cash dividends as of December 31, 1999.

Stock Option Plans

In November 1994, the Company adopted the 1994 Stock Option Plan (the "1994 Plan"), in May 1996,
the Company adopted the 1996 Stock Option Plan (the "1996 Plan") and in November 1996, the
Company adopted the 1997 Stock Option Plan (the "1997 Plan"). Under the 1994 Plan, eligible
employees, directors, and consultants can receive options to purchase shares of the Company's
Common Stock at a price not less than 100% and 50% of the fair value on the date of the grant for
incentive stock options and nonqualified stock options, respectively. Under the 1996 and 1997 Plans,
eligible employees, directors, and consultants who own less than 10% of all voting classes of stock can
receive options to purchase shares of the Company's common stock at a price not less than 110% and
85% of fair value on the date of grant of incentive stock options and nonqualified stock options,

respectively. Employees owning greater than 10% of all voting classes of stock can receive options to



purchase shares at a price not less than 110% of the fair market value for both incentive and
nonqualified stock options. The options granted under the Plans are exercisable over a maximum term

of ten years from the date of grant and generally
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PER SHARE DATA) vest in various installments over a five-year period under the 1994 Plan and a
four-year period under the 1996 and 1997 Plans.

Stock purchase rights may also be granted under the 1996 and 1997 Plans. Stock purchase rights must
be exercised within 30 days of the grant date. Shares purchased under stock purchase rights are
restricted and subject to repurchase by the Company at the original purchase price. The repurchase
option expires as determined by the offer, but in no case at a rate less than 20% per year over five years

from the date of purchase.

A summary of the stock option activity under the Plans is set forth below:

WEIGHTED

AVERAGE

EXERCISE

SHARES PRICE

AVAILABLE NUMBER OF EXERCISE AGGREGATE PER

FOR GRANT SHARES PRICE PRICE SHARE
Balances at April 1, 1998............... 355,071 2,609,393 $0.17-%$0.48 $608 $0.23
Granted. .. .c.viii ittt e e e (39,500) 39,500 0.48 19 0.48
EXErCised. . v ittt innnnennn - (3,937) 0.32 (80) 0.33
Cancelled......coiiiiiiiiiiinineinnnnns 234,750 (234,750) 0.32-0.48 (1) 0.34
Balances at March 31, 1999.............. 550,321 2,410,206 0.17-0.48 546 0.23
Granted. .. .c.viii ittt e e e (418,000) 418,000 0.48 201 0.48
Cancelled. ... ..viiiiiiiiiiiieiinnnannnn 88,792 (88,792) 0.32-0.48 (23) 0.34
EXercised. .vvver i it i i -- (46,021) 0.32 (15) 0.32
Balances at December 31, 1999........... 221,113 2,693,393 0.17-0.48 $709 0.26

The following table summarizes information with respect to stock options outstanding at December

31,1999:

OPTIONS OUTSTANDING OPTIONS EXERCISABLE

WEIGHTED  WEIGHTED WEIGHTED

AVERAGE ~ AVERAGE AVERAGE

EXERCISE NUMBER ~ CONTRACTUAL  EXERCISE NUMBER ~ EXERCISE

PRICES OUTSTANDING LIFE (YEARS) PRICE  EXERCISABLE PRICE
$0.17... 915,000 4.62 $0.17 908,667 $0.17
0.32... 1,331,893 6.86 0.32 1,060,993 0.32
0.48... 446,500 8.33 0.48 15,052 0.48
2,693,393 6.34 0.30 1,984,712 0.25

The Company accounts for employee stock options in accordance with the provision of APB No. 25

and complies with the disclosure requirements of SFAS No. 123.
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Fair Value Disclosures

The fair value of each option grant has been estimated on the date of grant using the minimum value

method with the following assumptions:

NINE MONTHS

YEAR ENDED ENDED
MARCH 31, DECEMBER 31,
1999 1999
Weighted average fair values..........oueiiiineennnneennnnnnn $ 0.58 $ 5.29
Assumptions:
Risk-free interest rates........uuiiiiiiiinnnnnnnnnnnnnnn. 4.30-5.59% 5.93-5.99%
EXpected LivesS . vttt ittt ettt ettt ettt eeeeee e 4 years 4 years

Dividend yield. ... .ottt ettt -- --

Had compensation cost for the Company's stock option grants to employees been determined based on
the fair market values of the stock option at the date of grant consistent with the provisions of SFAS

No. 123, the Company's net loss would have changed to the pro forma amounts as follows:

YEAR ENDED NINE MONTHS ENDED

MARCH 31, DECEMBER 31,
1999 1999
Net loss attributable to common stockholders................ $(5,627) $(7,422)
Net loss pro forma (unaudited)........cuiuiuiiiiineennnnnnnnn (5,625) (7,392)
Basic and diluted net loss per common share................. $ (1.17) (1.49)
Basic and diluted net loss per share pro forma
QT =T UL A = 1 (1.17) (1.48)

The effects of applying SFAS No. 123 in this pro forma disclosure may not be indicative of future

amounts. Additional awards in future years are anticipated.

Stock-based Compensation

In connection with certain employee and non-employee stock option grants during the nine months
ended December 31, 1999, the Company recorded unearned stock-based compensation totaling
approximately $2,279, which is being amortized over the vesting periods of the related options,
generally four years using the method set out in FASB Interpretation No. 28 ("FIN 28"). Under the FIN
28 method, each vested tranche of options is accounted for as a separate option grant awarded for past
services. Accordingly, the compensation expense is recognized over the period during which the
services have been provided. This method results in higher compensation expense in the earlier vesting
periods of the related options. Amortization of stock-based compensation from options granted during
the nine months ended December 31, 1999 totaled $471.



Stock Purchase Rights

In September 1996, the Company's President exercised the right to purchase 393,393 shares in
exchange for a full recourse promissory note issued to the Company in the amount of $126. Interest
accrues semiannually at a 6.74% annual rate. The note and accrued interest are due and payable upon
the earliest to occur of any of the following: (i) the termination of the President's employment
relationship with the Company, (ii) upon the sale of certain shares purchased whereby proceeds from

the sale are greater than
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PER SHARE DATA) or equal to the other outstanding amount owing on the note or (iii) September
2002. Shares purchased are subject to repurchase and will be released from the repurchase rights in

equal monthly installments through March 11, 2000.

10. Warrants

Warrants

In March 1996, in connection with the sale of Series B Preferred Stock, the Company granted to the
Series B preferred stockholders warrants to purchase up to 293,660 shares of the Company's Series B

Preferred Stock at an exercise price equal to $3.00 per share. The warrants expire on March 8, 2001.

In August 1999, the Company granted a warrant to purchase 712,397 shares of common stock at an

exercise price of $2.86 per share to an internet services customer.

The following summarizes the warrants outstanding at December 31, 1999:

NUMBER EXERCISE TERM EXPIRATION
CLASS OF STOCK OF SHARES PRICE (YEARS) DATE
Series B mandatorily redeemable convertible
preferred stock.......couiiiiiiin i nnnnn 293,660 $3.00 5 March 8, 2001
CommoN StOCK. . v ittt ittt it i e e et e 712,397 $2.86 3 August 24, 2002

Upon IPO, the warrant to purchase mandatorily redeemable convertible preferred stock will

automatically convert to warrants to purchase common stock of the Company under the same terms.

The Company has determined the estimated fair market value of the warrants issued during the nine
months ended December 31, 1999 to be approximately $2,051. The Company believes that the fair
value of the warrants issued are a more reliable measure of the value of the services received because it
has recent issuances of its preferred stock to indicate fair value. The fair values of the warrants were
estimated using the Black-Scholes model and are charged to operating expenses over the term of the

related agreements.



The fair value of the warrants was estimated on the date of issuance using the term of the warrant, an

average risk-free interest rate of 5.73%, expected dividends of nil and volatility of 70%.

The amortization of warrant stock-based compensation was nil for the year ended March 31, 1999 and
$285 for the nine months ended December 31, 1999.

11. Income Taxes

The income tax provision comprises:

YEAR ENDED  NINE MONTHS ENDED
MARCH 31, 1999  DECEMBER 31, 1999

CURRENT
=Y 1= o PP $ -- $ -
o8- o = -- 12
o o= o T - 120

$194 $132
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PER SHARE DATA) The difference between the actual tax provision and the amount obtained by

applying the federal statutory rate to income before provision for income taxes is as follows:

MARCH 31, DECEMBER 31,
1999 1999

Tax provision at federal statutory rate..................... 34.0% 34.0%
Current year net operating losses and temporary differences
for which no benefit has been recognized.................. -- --

Significant components of the Company's net deferred tax assets are as follows:

MARCH 31, DECEMBER 31,

1999 1999

DEFERRED TAX ASSETS:
Net operating loss carryforwards............eveuueennnnnnn $ 3,535 $ 4,854
Research and development credits............ooiiiiiiiionn. 708 1,124
Foreign tax Credifs. ..o e e e n ettt iieeeeeeeeennnn 750 819
Capitalized research and development...................... 153 --
Accrued liabilities and other............ ... 80 --
Total before (less) valuation allowance...........oeeueuunnn. 5,226 6,797
Less: Valuation @allowanCe. .....ueeieeeeeeeeeeeeeeennnnnnnn (5,226) (6,797)
Net deferred tax assetsS........vvvueinnnneennnnnnn $ - $ -

For the nine months ended December 31, 1999, the valuation allowance increased by approximately
$1,571. The Company had net operating loss carryforwards for federal and state income tax purposes
of approximately $12,598 and $7,965, respectively, which expire in the years 2004 through 2019 if
not utilized. In addition, the Company had federal and state research and development credits of
approximately $723 and $401, respectively. These credits expire through 2019 if not utilized. The
Company has foreign tax credit carryforwards of approximately $819, that expire through 2004 if not

utilized.



Due to the change in ownership provisions of the Tax Reform Act of 1986, the availability of the
Company's net operating loss credit carryforwards may be subject to an annual limitation against
taxable income in future periods if a change in ownership of more than 50% of the value of the
Company's stock should occur over a three-year period. Such a change could substantially limit the

eventual tax utilization of these carryforwards.

The income tax provision of $194 and $132 for the fiscal year ended March 31, 1999 and the nine
months ended December 31, 1999, respectively, consist primarily of Japanese withholding taxes on

royalties paid to the Company by Japanese investors.

12. 401(K) Plan

The Company has a defined contribution pension plan (the "Plan") under Section 401(k) of the Internal
Revenue Code for its eligible employees. All employees, as defined, are eligible to participate after
completion of three months of employment with the Company. Employee contributions to the Plan

are
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PER SHARE DATA) subject to certain statutory limitations. The after-tax voluntary contributions are
limited to 15% of the aggregate compensation paid to the employee in all the years since participation
in the Plan. The Company's contribution to the Plan is discretionary. The Company has not made any

contributions to the plan for the year ended March 31, 1999 or the nine months ended December 31,
1999.

Related Party Transactions

License Agreement

In October 1995, the Company entered into a license agreement which requires it to make certain
royalty payments to an affiliated company (the "Licensor"). The sole shareholder of the Licensor is also
a shareholder and the Chairman of the Board of Directors of the Company. This agreement grants the
Company a perpetual, worldwide license to use, reproduce, market and distribute the software that is
used by the Company. The Company has 30 days to accept or reject new development releases. The
Licensor provides support and maintenance on the current version of the software. This agreement
was terminated in October 1998, and was not extended. Royalty expenses of $158 and $53 were
incurred during the year ended March 31, 1999, and the nine months ended December 31, 1999,

respectively, in connection with the license agreement.



In June 1997 and October 1997, the Company converted $648 of trade payables owed to the licensor
into convertible subordinated promissory notes. Interest on the notes accrued at an annual rate of
prime plus 1%. All notes payable balances had been repaid as of March 31, 1999. At March 31, 1999,
and December 31, 1999, the Company owed the Licensor $20 and $6 in current trade payables,

respectively.

Notes Receivable from Shareholders

At December 31, 1999, the Company had a note receivable from a shareholder and officer of the
Company related to purchases of common stock in the amount of $126, which accrues interest at a rate
of 6.74% per annum. The note is full recourse and is secured by common stock. The note is due and
payable upon the earliest of any of the following: (i) the termination of the employment relationship
with the Company, (ii) upon the sale of certain shares purchased whereby proceeds from the sale are
greater than or equal to the other outstanding amount owing on the note or (iii) September 2002.
Shares purchased are subject to repurchase and will be released from the repurchase rights in equal

monthly installments through March 11, 2000.

Guarantees

Certain stockholders and members of the Company's Board of Directors have guaranteed $2,700 of
the Company's outstanding promissory notes. As consideration for the guarantee on $2,000 of the
promissory notes, the Company will pay a 35% fee to the guarantors upon the occurrence of (i) the
closing of any financing or refinancing of the indebtedness of the Company, or any public or private
offering of equity securities of the Company's resulting in net proceeds to the Company in excess of
$6,000, (ii) the closing of any transaction or group of related transactions whereby a majority of the
capital stock of the Company or control of any of its principal lines of business, capital stock or assets
is purchased, sold or otherwise transferred to a third party, (iii) the date on which any amount is paid
by any guarantor in respect of such guarantor's guarantee agreement, or (iv) the date on which the

promissory notes issued by the Company is paid by the Company and cancelled by the holder thereof.
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Sales to Affiliated Customers

The Company's President and Chief Executive Officer is a member of the Board of Directors of a
company that is also a customer. As of December 31, 1999, the Company owns approximately 9% of

the customers common stock. During the nine months ended December 31, 1999, the Company



recognized $507 of revenue for internet services provided to the customer. (See Note 5) Certain
directors and stockholders of the Company are also directors and stockholders of a customer. During
fiscal year 1999, the Company received a $200 license fee from the customer in connection with a
technology license agreement, which was terminated in December 1999. The license fee was refunded
in the form of a $200 promissory note to the customer as of December 31, 1999. The note bears
interest at 8% per annum and matures no later than the earliest of the following: (i) the closing of a
financing in which the Company receives at least $2,000 in cash (except for any bridge financing the
Company closes prior to January 31, 2000); (ii) the date of an initial public offering of the Company's
stock; (iii) the closing date of a merger of the Company into or acquisition of the Company by another

company; or (iv) January 2, 2001.

Consulting Agreement

In April 1998, the Company entered into a consulting agreement with the Chairman of the Board of
Directors who is also a shareholder of the Company. Consulting fees of $90 were incurred during the
nine months ended December 31, 1999, respectively, in connection with the consulting agreement. At
December 31, 1999, the Company owed consulting fees of $120 associated with the consulting

agreement.

14. Supplemental Disclosures of Cash Flow Information

NINE MONTHS

YEAR ENDED ENDED
MARCH 31, DECEMBER 31,
1999 1999
SUPPLEMENTAL DISCLOSURES:
Interest Paid...ue ittt ittt e e e e $ 23 $ -
B IE D XTI < - = X IS 12 12
Conversion of subordinated stockholder notes payable and
accrued interest to Series C mandatorily redeemable
convertible preferred stock........ ... 562 --
Unearned stock-based compensation.............ciiiiiiinnn.. -- 3,574
Assets acquired in exchange for shares of Series D
mandatorily redeemable convertible preferred stock........ 3,689 -
Retirement of capital lease obligations through
refinancing. ..ottt e e e -- --
Common stock issued in exchange for shareholder notes
Teceivable. oottt e -- --
Accretion of mandatorily redeemable convertible preferred
=3 o L1 <Y 1,540 2,954

15. Segment Information

In June 1997, the Financial Accounting Standards Board issued Statement of Financial Accounting
Standards No. 131, "Disclosures about Segments of an Enterprise and Related Information" ("SFAS No.

131"). This statement establishes standards for the way companies report information about operating



segments in annual financial statements. It also establishes standards for related disclosures about

products
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PER SHARE DATA) and services, geographic areas and major customers. The Company adopted SFAS
131 in the nine month period ended December 31, 1999. In accordance with the provisions of SFAS
No. 131, the following is a summary of revenue and long-lived assets by geographical area for the

periods presented:

YEAR ENDED NINE MONTHS ENDED

MARCH 31, DECEMBER 31,
1999 1999
Revenue by external customers:
Undited States. ..ttt ittt ittt $2,006 $1,618
18 = T o 1= o TSP 1,822 1,196
Rest of World......oiiiiiiiinnnniee et eeeeeeeennnnnnnns 414 147
$4,242 $2,961
Long-lived assets:
United States..uuinii ittt ittt ettt $ 237 $ 354
B8 =T o - o TS 3 --
Rest of World......viiiiiiiinnnnii et eeeeeeeennnnnnnn -- --
$ 240 $ 354

Revenue by external customer is based on the customer's billing locations. Long-lived assets are those

assets used in each geographic location.

16. Subsequent Events

Operating Lease

On February 4, 2000, the Company entered into an operating lease agreement for a second operating
facility. The noncancelable lease term commences on March 15, 2000 and expires on February 28,
2001. February 22, 2000, the Company entered into an operating lease agreement to extend the term
of this lease to February 28, 2003. The additional future minimum lease payments under the these

noncancelable leases are as follows:

Twelve Months Ending December 31,

2000, i e e e et it i i $ 337
70 464
2002, i e e i e i e e e 480
2008 . i e e e e i e e e 80



Promissory Notes and Line of Credit

On January 26, 2000, the Company secured an additional $5,000 promissory note with a financial
institution. The note bears interest at the bank's prime rate plus 2% and matures on September 30,

2000. The note is collateralized by substantially all the assets of the company.

On January 26, 2000, the Company renegotiated the line of credit agreement and the promissory notes

payable to the financial institution extending the maturity dates to February 28, 2001.
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Stock-options

On January 12, 2000, the Company granted 735,000 stock options under the 1997 Stock Option Plan
with an exercise price of $1.20 per share. On February 2, 2000, the Company granted 190,000 stock
options under the 1997 Stock Option Plan with an exercise price of $1.80 per share. Based on the fair
value of the underlying common stock at the date of grant, the Company estimates approximately

$5,822 of unearned stock-based compensation associated with these stock-option grants, which will be
amortized as follows: $3,392 in 2000, $1,488 in 2001, $719 in 2002, $222 in 2003 and $1 in 2004.

Warrants

On January 4, 2000, the Company granted a warrant to purchase 237,662 shares of common stock at
an exercise price of $2.10 per share in connection with its financial advisory agreement. The warrant
has a five-year term and expires on January 4, 2005. Under the terms of the warrant agreement, 50% of
the shares vested upon execution of the warrant agreement. Based on the fair value of the underlying
common stock at the date of execution of the agreement, the Company estimates approximately $749
of stock-based compensation which will be expensed in January 2000. The remaining 50% vest upon
the occurrence of either (i) an initial public offering of the Company's common stock with gross
proceeds to the Company in excess of $20 million or (ii) a sale of more than 80% of the voting interest
in the Company. Based on the fair value of the underlying common stock at the date of grant, the
Company estimates approximately $749 of unearned stock-based compensation. Since 118,831 shares
subject to warrant are unvested, they are remeasured until the performance milestone is met. This
remeasurement resulted in an additional charge of $129 up until March 6, 2000. As a result, this
charge is subject to substantial increase or decrease based on future changes in the fair value of the
underlying common stock. The revised fair value will be expensed upon vesting of the remaining

shares. The total fair value of the warrant at March 6, 2000 is approximately $1,626.



On January 14, 2000, the Company granted an immediately vested warrant to purchase 50,000 shares
of common stock at an exercise price of $4.00 per share in connection with a professional services
agreement. The warrant has a five-year term and expires on January 14, 2005. Based on the fair value
of the underlying common stock and the risk-free rate at the date of grant, a volatility or 70% and a nil
dividend yield, the Company estimates a charge of approximately $280 of unearned stock-based

compensation which will be expensed over the term of the related agreement.

On January 15, 2000, the Company granted a warrant to purchase up to 230,000 shares of common
stock at an exercise price of $4.00 per share in connection with a partnership development services
agreement. The warrant has a four-year term and expires on January 15, 2004. Under the terms of the
warrant agreement, the shares are earned based on revenues generated from future strategic partner
transactions in 2000 and 2001. Since the terms of the warrant are not fixed, the fair value of the
warrant is measured based on the minimum number of shares vested. Accordingly, the Company has
booked no charge. Stock-based compensation expense will be recorded based on the fair value of the
underlying common stock at the date the shares are earned. As a result, this charge is subject to
substantial increase or decrease based on future changes in the fair value of the underlying common

stock.
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Distribution of Shares in Internet Services Customer

In February 2000, the Company distributed 320,000 of the common shares in the Internet Services
Customer to specific employees. As a result, the Company's interest in the Internet Services Customer
decreased to 7%.

Merger Agreement

On March 6, 2000, the Company and Internet Pictures Corporation ("[PX") entered an Agreement and
Plan of Merger ("Merger Agreement") to exchange all of the outstanding shares in the Company for
shares in Internet Pictures Corporation. Pursuant to the terms of the agreement, the Company also
entered into a Funding Obligation Agreement, whereby IPIX is obligated to place $7 million in an
escrow account which the Company may draw upon. If the Company terminates the merger agreement
or breaches the covenants or representations of the Merger Agreement, the Company would be

obligated to repay any funds drawn from the escrow account.

Upon consummation of the merger, 576,442 shares of Series C-1 convertible preferred stock would be
issuable from escrow to Sarnoff Corporation, 118,831 common shares subject to warrant would vest,

and the guarantee fee of $700 and the $200 note payable to a related party would become due and



payable.

Part I

Information Not Required in Prospectus

ltem 13. Other Expenses of [ssuance and Distribution

Expenses of the Registrant in connection with the issuance and distribution of the securities being
registered, other than the underwriting discount SEC registration fee, NASD filing fees and Nasdaq

National Market listing fees, are estimated as follows:

Total

SEC Registration FEe.....uiietininiennneeennnneennneeennnns $ 127,892
NASD Filing FeeS..uuuiiit ittt ttteeetttneeeeeenaaneennnnns 30,500
Nasdag National Market Listing Fee......... ... 17,500
Printing and Engraving EXpPensSesS. .. ... eeeeennnn -—%
Legal Fees and EXPeNSeS. ...t eeeeeeeneeennnnnnnnn -—%
Accountants' Fees and EXPenses.......c.cuouviiiiiiinneennnnnnnn -—%
Expenses of Qualification Under State Securities Laws,

Including Attorneys' FeesS. ..ot iiiiiiiieeeennnn -—%
Transfer Agent and Registrar's Fees.........oiiiiiiiiinnnn.. -—%
Miscellaneous COStS...vviiitiiitnnnie ettt teeeeeeeennnnnnnns -—%

e o= $1,000,000

*'To be provided by amendment.

ltem 14. Indemnification of Directors, Officers and Employees

The Delaware General Corporations Law ("DGCL") provides that a corporation may indemnify any
director or officer against liability incurred in connection with a proceeding if (i) the director or officer
acted in good faith, (ii) the director or officer reasonably believed, in the case of conduct in his or her
official capacity with the corporation, that such conduct was in the corporation's best interests, and, in
all other cases, that his or her conduct was not opposed to the best interests of the corporation, and (iii)
the director or officer in connection with any criminal proceeding had no reasonable cause to believe
that his or her conduct was unlawful. In actions brought by or in the right of the corporation, however,
the DGCL provides that no indemnification may be made if the director or officer is adjudged liable to
the corporation. Similarly, the DGCL prohibits indemnification in connection with any proceeding
charging improper personal benefit to a director or officer, if such director or officer is adjudged liable
on the basis that a personal benefit was improperly received. In cases where the director or officer is
wholly successful, on the merits or otherwise, in the defense of any proceeding instigated because of

his or her status as a director or officer of a corporation, the DGCL mandates that the corporation



indemnify the director or officer against reasonable expenses incurred in the proceeding.
Notwithstanding the foregoing, the DGCL provides that a court of competent jurisdiction, upon
application, may order that a director or officer be indemnified for reasonable expense if; in
consideration of all relevant circumstances, the court determines that such individual is fairly and
reasonably entitled to indemnification, whether or not the standard of conduct set forth above was

met.

Our amended and restated certificate of incorporation and amended and restated bylaws provide that
we will indemnify from liability, and advance expenses to, any present or former director or officer to
the fullest extent allowed by the DGCL, as amended from time to time, or any subsequent law, rule, or

regulation adopted in lieu thereof.

Additionally, our amended and restated certificate of incorporation provides that no director will be
personally liable to us or any of our stockholders for monetary damages for breach of any fiduciary
duty except for liability arising from (i) any breach of a director's duty of loyalty to us or our
stockholders, (ii) acts or omissions not in good faith or which involve intentional misconduct or a

knowing violation of law, or (iii) any unlawful distributions.

The proposed form of the Underwriting Agreement filed as Exhibit 1.1 to this Registration Statement
contains certain provisions relating to our indemnification and our controlling persons by the

Underwriters and relating to the indemnification of the Underwriters by us, our controlling persons.

Item 15. Recent Sales of Unregistered Securities

In the three years preceding the filing of this registration statement, the registrant has sold the

following securities that were not registered under the Securities Act:

1. On July 31, 1997 we issued 45,024 shares of common stock to six non-U.S. investors: Lisa Field,
Peter Field, Carol Slavens, Michael Slavens, Paul Slavens, Alevai Developments Limited for an

aggregate consideration of C$18,759.89.

2.0n February 12, 1998 we issued 420,000 shares of common stock to three officers: Leonard
McCurdy, Kevin McCurdy, Howard Field for an aggregate consideration of C$150,000, paid for by
services rendered and options to purchase 1,400,000 shares of common stock at an exercise price of
$.01.

3. 0On March 31, 1998 we issued a total of 616,000 shares of common stock to fourteen non-U.S.
investors: Nolan Bederman, Howard Field, Lisa field, Peter Field, Lloyd Hope, Jane McCurdy, Kristy
McCurdy, Carol Slavens, Michael Slavens, Paul Slavens, Lanek Limited, Invescorp Limited, and Alevai

Developments Limited for an aggregate consideration of C$220,000.

4. On April 8, 1998 we issued a total of 100,800 shares of common stock to one officer and two non-
U.S. investors: Howard Field, Vestmark Limited and Kristy McCurdy, respectively, for an aggregate
consideration of C$36,000.



5.0n April 13, 1998 we issued 112,000 shares of common stock to one employee, Justin Holmes, for
an aggregate consideration of C$40,000.

6.0n April 21, 1998 we issued a total of 112,000 shares of common stock to one officer and one
investor: Duncan Fortier and Jascan Investment Corp., respectively, for an aggregate consideration of
C$40,000.

7.0n May 22, 1998 we issued a total of 495,600 shares of common stock to two investors: Pierre G.
Lesperance and Mark Stephenson for an aggregate consideration of C$177,000.

8. On June 28, 1998 we issued 120,000 units for 2.8 shares of common stock and one warrant to
purchase an additional 2.8 shares of common stock to six investors: Roy Dalton, Jascan Investments
Corp., Lanek Limited, Vince Oddy, Vestmark Limited, and Howard Field which were exercised for an
aggregate consideration of C$120,000.

9. On September 28, 1998 we issued a total of 37,432 shares of common stock to three investors: Dona

Goldstein, Roseco Incorporated, and 421272 Ontario Limited for an aggregate consideration of
C$40,104.

10. On September 30, 1998 we issued 140,000 shares of common stock to one investor, Matthew

Kunzweiler for an aggregate consideration of C$150,000.

11. On October 20, 1998 we issued a total of 416,500 shares of Series A preferred stock to eleven
investors: Braden L. Berg, Jerome Gotkin, Peter E. Jaffe, John P. Kelleher, Elizabeth Kunkel, Peter S.
Lawrence, Tamar Kagan Levine, Lewis S. Kunkel, Jr. and Louse R. Kunkel, Barbara F. Reily, Salomon
Smith Barney-Custodian for the Sep IRA of Marc S. Levine, and V.R. Investments, LP at an aggregate
consideration of $595,000.

12. On November 11, 1998 we issued a warrant to purchase 280,000 shares of common stock to one

investor, RealSelect, Inc. for an exercise price of $1.43 per share.

13. On December 8, 1998 we issued a total of 70,000 shares of Series A preferred stock to three U.S.
investors: Mario M. Rosati, W.S. Investment Company, 98B, and Matthew Kunzweiler and a total of
161,000 shares of Series A preferred stock to seven investors: Acheson Family Trust, Paula Oprica

Aicklen, Charmaine Doyle, Michael J. Hemmer, Carol Smith Slavens and Darin Vest at an aggregate
consideration of C$330,000.

14. On January 1, 1999 we issued a total of 7,421,536 shares of Class B redeemable common stock to
twenty-eight stockholders: 421272 Ontario Limited, Alevai Developments Limited, Nolan Bederman,
Sam Bederman, Roy Dalton, Howard Field, Lisa Field, Peter Field, Duncan Fortier, Global Technology
Investments Ltd., Donna Goldsten, Justin Holmes, Lloyd Hope, IBT Ventures, Jascan Investments Inc.,
Matthew Kunzweiler, Lanek Limited, Pierre G. Lesperance, Jane McCurdy, Kristy McCurdy, Kevin B.
McCurdy, Vince Oddy, Cameron Roach, Roseco Incorporated, Carol Smith Slavens, Michael Slavens,
Paul Slavens, and Vestmark Limited as part of the amalgamation and reorganization of our business as

a Delaware corporation.



15. On February 25, 1999 we issued a total of 120,400 shares of common stock to two investors: Mario

M. Rosati and WS Investment Company, 99A for an aggregate consideration $21,500.

16. On March 12, 1999 we issued a total of 6,027,194 shares of Series B preferred stock to eighteen
investors: Comstock Net Services, Inc., Dain Rauscher Wessels Investors LLC, DigaComm (JVN),
L.L.C., Jerome Gotkin, Melody Kean Haller, Information Associates-II, L.P., IA-IT Affiliates Fund, L.L..C.,
Intel Corporation, JVC Associates Partnership, Bill Kunzweiler, Peter S. Lawrence, Michael A. Berke-
Trustee of the JV #1 Trust, Silicon Valley Bancshares, Michael Stefonick, Walden Media and
Information Technology Fund, L.P., Walden EDB Partners, L.P., Walden Japan Partners, L.P., and WS
Investment Company, 99A for an aggregate consideration of $12,499,962.37.

17.0n May 5, 1999 we issued 482,177 shares of Series B preferred stock to one investor, Walden
Media and Information Technology Fund, L.P. for a total purchase price of $1,000,000.24.

18. On June 11, 1999 we entered into an agreement to sell 1,100 shares of its Series C redeemable
preferred stock and 1,250,830 shares of our common stock to five investors: GCW&F Investment
Partners, HKL I, LL.C, Jason Strober, VantagePoint Venture Partners III, LP, and VantagePoint

Communications Partners, LP for an aggregate consideration of $11,000,000.

19. From our incorporation in 1995 to August 25, 1999, we have issued options and stock purchase
rights to purchase an aggregate of 6,620,986 shares of our common stock under the 1998 Employee
Director and Consultant Stock Plan to employees, directors, and consultants with exercise prices
ranging from $0.1786 to $3.5714.

20. On December 31, 1999, we issued RealSelect 255,385 shares of common stock upon the exercise of
their warrant. RealSelect chose to perform a cashless exercise of their warrant and surrendered 24,615

shares of common stock as consideration for the exercise.

21.On January 7, 2000, we issued warrants to two our distribution partners exercisable for an
aggregate of 200,000 shares of common stock with an exercise price equal to ninety percent of the
average closing price of our common stock, as reported in The Wall Street Journal, calculated over the

fifteen trading days immediately preceding January 7, 2000.

The issuances of securities described in Items 1-10 and 13 were sold in Canadian dollars and are

denominated above in Canadian dollars. "C$" means Canadian dollars.

The issuances of securities described in Items 1-4 and 6-9 and were sold to persons who were neither
nationals nor residents of the United States and no facilities or instruments of U.S. interstate

commerce were used in connection with any offer or sale thereof.

The number of shares of Series A and Series B preferred stock described in Items 11, 13, 16 and 17
readjusted to reflect the number of shares of common stock into which the preferred stock converted

upon the consummation of our initial public offering.

The issuance of the other above securities were deemed to be exempt from registration under the
Securities Act in reliance on Section 4(2) of such Securities Act as transactions by an issuer not

involving any public offering. In addition, the issuances described in Item 19 were deemed exempt



from registration under the Securities Act in reliance upon Rule 701 promulgated under the Securities
Act. The recipients of securities in each such transaction represented their intentions to acquire the
securities for investment only and not with a view to or go sale in connection with any distribution
thereof and appropriate legends were affixed to the share certificates and warrants issued in such
transactions. All recipients had adequate access, through their relationships with us, to information

about us.

[tem 16. Exhibits and Financial Statement Schedules

(A) Exhibits

The Following Is a List of Exhibits Filed as a Part of This

Registration Statement:

Exhibit Number Description

1.1 * -- Form of the Underwriting Agreement between Internet Pictures Corporation, the selling
stockholders and the underwriters. 3.1 -- Form of Amended and Restated Certificate of Incorporation
of the Registrant. 3.1(a) -- Amendment to the Certificate of Incorporation of the Registrant. 3.2 -- Form
of Amended and Restated Bylaws of the Registrant. 4.1 * -- Form of certificate representing the
common stock, $.001 par value per share of Internet Pictures Corporation 4.2 -- Investors' Rights
Agreement dated as of March 12, 1999 by and between bamboo.com and certain investors
(incorporated herein by reference to Form S-1 as declared effective on August 25, 1999 (File No. 333-
80639)). 4.3 -- Amended and Restated Registration Rights Agreement dated December 23, 1996,
between Interactive Pictures Corporation, Motorola, Inc. and Discovery Communications, Inc.
(incorporated herein by reference to Form S-1 as declared effective on August 4, 1999 (File No. 333-
78983)). 4.4 -- Rights Agreement dated April 9, 1998, between Interactive Pictures Corporation and
purchasers of Series C Preferred Stock (incorporated herein by reference to Form S-1 as declared
effective on August 4, 1999 (File No. 333-78983)). 4.5 -- Amended and Restated Rights Agreement
dated March 22, 1999, between Interactive Pictures Corporation and purchasers of Series D Preferred
Stock (incorporated herein by reference to Form S-1 as declared effective on August 4, 1999 (File No.
333-78983)). 5.1 * -- Opinion of Baker, Donelson, Bearman and Caldwell as to the legality of the
common stock being offered 10.1 -- Executive Employment Agreement dated January 24, 1997,
between Interactive Pictures Corporation and James M. Phillips, as amended (incorporated herein by
reference to Form S-1 as declared effective on August 4, 1999 (File No. 333-78983)) as further
amended by amendment number 3 on February 22, 2000 filed herewith.



Exhibit Number Description

10.2 -- Employment and Noncompetition Agreement dated August 17, 1998, between Interactive
Pictures Corporation and Jeffrey D. Peters (incorporated herein by reference to Form S-1 as declared
effective on August 4, 1999 (File No. 333-78983)). 10.3 -- Employment and Noncompetition
Agreement dated August 24, 1998, between Interactive Pictures Corporation and John J. Kalec
(incorporated herein by reference to Form S-1 as declared effective on August 4, 1999 (File No. 333-
78983)). 10.4 -- Employment Agreement dated June 23, 1997, between Interactive Pictures
Corporation and Steven D. Zimmerman (incorporated herein by reference to Form S-1 as declared
effective on August 4, 1999 (File No. 333-78983)). 10.5 -- Amended and Restated Employment
Agreement with Mark R. Searle dated June 1, 1999 (incorporated herein by reference to Form S-1 as
declared effective on August 25, 1999 (File No. 333-80639)), as amended on October 15, 1999 (which
amendment is hereby incorporated by reference to bamboo.com's quarterly report on Form 10Q filed
on November 15,1999). 10.6 -- Amended and Restated 1997 Equity Compensation Plan (incorporated
herein by reference to Form S-4 as declared effective on December 16, 1999 (File No. 91139)) 10.7 --
Amended and Restated 1998 Employee, Director and Consultant Stock Plan (incorporated herein by
reference to Form S-4 as declared effective on December 16, 1999 (File No.91139)) 10.8 -- 1999
Employee Stock Purchase Plan (incorporated herein by reference to Form S-4 as declared effective on
December 16, 1999 (File No. 91139)) 10.9 -- Form of Indemnification Agreement between the
Registrant and each of its directors and officers (incorporated herein by reference to Form S-1 as
declared effective on August 25, 1999 (File No. 333-80639)). 10.10 -- Line of Credit with Silicon Valley
Bank dated April 16, 1999 (incorporated herein by reference to Form S-1 as declared effective on
August 25, 1999 (File No. 333-80639)). 10.11 -- Joint Services Agreement with RealSelect, Inc. dated
as of Nov. 11, 1998, as amended June 11, 1999 (incorporated herein by reference to Form S-1 as
declared effective on August 25, 1999 (File No. 333-80639)). 10.12 -- Distribution Agreement with
Microsoft Corporation dated as of March 16, 1999 (incorporated herein by reference to Form S-1 as
declared effective on August 25, 1999 (File No. 333-80639)). 10.13 -- Distribution Agreement with
HomeSeekers.com, Inc. dated as of Nov. 20, 1998 (incorporated herein by reference to Form S-1 as
declared effective on August 25, 1999 (File No. 333-80639)). 10.14 -- Distribution Agreement with
Homes.com, a division of PCL Media Limited, dated as of May 10, 1999 (incorporated herein by
reference to Form S-1 as declared effective on August 25, 1999 (File No. 333-80639)). 10.15 -- Access
Agreement with Cendant Corporation dated July 15, 1999 (incorporated herein by reference to Form
S-1 as declared effective on August 25, 1999 (File No. 333-80639)). 10.16 -- RE/MAX Approved
Supplier License Agreement with RE/MAX International, Inc. dated April 5, 1999 (incorporated herein
by reference to Form S-1 as declared effective on August 25, 1999 (File No. 333-80639)). 10.17 --
License Agreement dated January 17, 1997, between Interactive Pictures Corporation and Discovery
Communications, Inc. (incorporated herein by reference to Form S-1 as declared effective on August 4,
1999 (File No. 333-78983)). 10.18 -- Patent License Agreement dated January 17, 1997, between
Interactive Pictures Corporation and Motorola, Inc. (incorporated herein by reference to Form S-1 as
declared effective on August 4, 1999 (File No. 333-78983)).



Exhibit Number Description

10.19 -- Agreement and plan of merger dated as of October 25, 1999
among Interactive Pictures Corporation, bamboo.com, Inc. and
Merger Sub (incorporated by reference to From S-4 as declared
effective on December 16, 1999 (File No. 91139)).

10.20 -- Agreement and plan of merger dated as of March 6, 2000 among
Internet PictureWorks, PictureWorks Technology, Inc. and
PurpleSub, Inc (incorporated by reference to report on
Form 8-K filed on March 14, 2000).

21.1 -- Subsidiaries of the Registrant

23.1 - Consent of PricewaterhouseCoopers LLP

23.2 x -— Consent of Baker, Donelson, Bearman & Caldwell (included in
opinion filed as Exhibit 5.1)

24.1 -- Power of Attorney (included on page II-7)

27.1 -- Financial Data Schedule (for SEC use only)

*To be filed by amendment.

(B) Financial Statement Schedules

Item 17. Undertakings

(1) Insofar as indemnification for liabilities arising under the Securities Act of 1933 may be permitted
to directors, officers and controlling persons of the Registrant pursuant to the foregoing provisions, or
otherwise, the Registrant has been advised that in the opinion of the Securities and Exchange
Commission such indemnification is against public policy as expressed in the Act and is, therefore,
unenforceable. In the event that a claim for indemnification against such liabilities (other than the
payment by the Registrant of expenses incurred or paid by a director, officer or controlling person of
the Registrant 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, the registrant 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 Act and will be governed by the final adjudication of such issue.

(2) To provide the underwriter at the closing specified in the underwriting agreement certificates in
such denominations and registered in such names as required by the underwriter to permit prompt

delivery to each purchaser.

(3) For purposes of determining any liability under the Securities Act of 1933, the information omitted
from the form of prospectus filed as part of this registration statement in reliance upon Rule 430A and
contained in a form of prospectus filed by the Registrant 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.

(4) 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 the 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, the registrant has duly caused this
Registration Statement to be signed on its behalf by the undersigned, thereunto duly authorized, in the
City of Oak Ridge, State of Tennessee, on March 17, 2000.

Internet Pictures Corporation

By: /s/ JAMES M. PHILLIPS James M. Phillips Chairman of the Board and Chief Executive Officer

Power of Attorney

Each person whose signature appears below hereby appoints James M. Phillips, John J. Kalec and
Matthew S. Heiter, or any of them, as such person's true and lawful attorney-in-fact, with full power of
substitution or resubstitution, for such person and in such person's name, place and stead, in any and
all capacities, to sign on such person's behalf] individually and in each capacity stated below, any and all
amendments, including post-effective amendments to this Registration Statement, and to sign any and
all additional registration statements relating to the same offering of securities of the Registration
Statement that are filed pursuant to Rule 462(b) of the Securities Act of 1933, and to file the same, with
all exhibits thereto, and other documents in connection therewith, with the Securities and Exchange
Commission, granting unto said attorneys-in-fact, full power and authority to do and perform each and
every act and thing requisite or necessary to be done in and about the premises, as fully to all intents
and purposes as such person might or could do in person, hereby ratifying and confirming all that said
attorneys-in-fact, or their 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 has been
signed below by the following persons in the capacities indicated on March 17, 2000.
/s/ JAMES M. PHILLIPS Chairman of the Board and Chief Executive

T T Officer
James M. Phillips

/s/ JOHN J. KALEC Executive Vice President and Chief Financial
e Officer (Chief Accounting Officer)
John J. Kalec

/s/ MICHAEL D. EASTERLY Director Michael D. Easterly /s/ JOHN S. HENDRICKS Director John S.
Hendricks /s/ LABAN P. JACKSON, JR. Director Laban P. Jackson, Jr.

/s/ KEVIN B. MCCURDY Director Kevin B. McCurdy /s/ LEONARD B. MCCURDY Director Leonard
B. McCurdy /s/ JOHN MORAGNE Director John Moragne Director John H. Trezevant



Exhibit Index

Exhibit Number Description

1.1* -- Form of the Underwriting Agreement between Internet Pictures Corporation and the
underwriters. 3.1 -- Form of Amended and Restated Certificate of Incorporation of the Registrant.
3.1(a) -- Amendment to the Certificate of Incorporation of the Registrant. 3.2 -- Form of Amended and
Restated Bylaws of the Registrant. 4.1 * -- Form of certificate representing the common stock, $.001
par value per share of Internet Pictures Corporation 4.2 -- Investors' Rights Agreement dated as of
March 12, 1999 by and between bamboo.com and certain investors (incorporated herein by reference
to Form S-1 as declared effective on August 25, 1999 (File No. 333-80639)). 4.3 -- Amended and
Restated Registration Rights Agreement dated December 23, 1996, between Interactive Pictures
Corporation, Motorola, Inc. and Discovery Communications, Inc. (incorporated herein by reference to
Form S-1 as declared effective on August 4, 1999 (File No. 333-78983)). 4.4 -- Rights Agreement dated
April 9, 1998, between Interactive Pictures Corporation and purchasers of Series C Preferred Stock
(incorporated herein by reference to Form S-1 as declared effective on August 4, 1999 (File No. 333-
78983)). 4.5 -- Amended and Restated Rights Agreement dated March 22, 1999, between Interactive
Pictures Corporation and purchasers of Series D Preferred Stock (incorporated herein by reference to
Form S-1 as declared effective on August 4, 1999 (File No. 333-78983)). 5.1 * -- Opinion of Baker,
Donelson, Bearman and Caldwell as to the legality of the common stock being offered 10.1 -- Executive
Employment Agreement dated January 24, 1997, between Interactive Pictures Corporation and James
M. Phillips, as amended (incorporated herein by reference to Form S-1 as declared effective on August
4,1999 (File No. 333-78983)) as further amended by amendment number 3 on February 22, 2000 filed
herewith. 10.3 -- Employment and Noncompetition Agreement dated August 24, 1998, between
Interactive Pictures Corporation and John J. Kalec (incorporated herein by reference to Form S-1 as
declared effective on August 4, 1999 (File No. 333-78983)). 10.4 -- Employment Agreement dated June
23,1997, between Interactive Pictures Corporation and Steven D. Zimmerman (incorporated herein by
reference to Form S-1 as declared effective on August 4, 1999 (File No. 333-78983)). 10.5 -- Amended
and Restated Employment Agreement with Mark R. Searle dated June 1, 1999 (incorporated herein by
reference to Form S-1 as declared effective on August 25, 1999 (File No. 333-80639)), as amended on
October 15, 1999 (which amendment is hereby incorporated by reference to bamboo.com's quarterly
report on Form 10Q filed on November 15, 1999). 10.6 -- Amended and Restated 1997 Equity
Compensation Plan (incorporated herein by reference to Form S-4 as declared effective on December
16, 1999 (File No.91139)) 10.7 -- Amended and Restated 1998 Employee, Director and Consultant
Stock Plan (incorporated herein by reference to Form S-4 as declared effective on December 16, 1999
(File No. 91139)) 10.8 -- 1999 Employee Stock Purchase Plan (incorporated herein by reference to
Form S-4 as declared effective on December 16, 1999 (File No. 91139)) 10.9 -- Form of

Indemnification Agreement between the Registrant and each of its directors and officers (incorporated



herein by reference to Form S-1 as declared effective on August 25, 1999 (File No. 333-80639)). 10.10 -
- Line of Credit with Silicon Valley Bank dated April 16, 1999 (incorporated herein by reference to
Form S-1 as declared effective on August 25, 1999 (File No. 333-80639)).

Exhibit Number Description

10.11 -- Joint Services Agreement with RealSelect, Inc. dated as of Nov. 11, 1998, as amended June 11,
1999 (incorporated herein by reference to Form S-1 as declared effective on August 25, 1999 (File No.
333-80639)). 10.12 -- Distribution Agreement with Microsoft Corporation dated as of March 16, 1999
(incorporated herein by reference to Form S-1 as declared effective on August 25, 1999 (File No. 333-
80639)). 10.13 -- Distribution Agreement with HomeSeekers.com, Inc. dated as of Nov. 20, 1998
(incorporated herein by reference to Form S-1 as declared effective on August 25, 1999 (File No. 333-
80639)). 10.14 -- Distribution Agreement with Homes.com, a division of PCL, Media Limited, dated as
of May 10, 1999 (incorporated herein by reference to Form S-1 as declared effective on August 25,
1999 (File No. 333-80639)). 10.15 -- Access Agreement with Cendant Corporation dated July 15, 1999
(incorporated herein by reference to Form S-1 as declared effective on August 25, 1999 (File No. 333-
80639)). 10.16 -- RE/MAX Approved Supplier License Agreement with RE/MAX International, Inc.
dated April 5, 1999 (incorporated herein by reference to Form S-1 as declared effective on August 25,
1999 (File No. 333-80639)). 10.17 -- License Agreement dated January 17, 1997, between Interactive
Pictures Corporation and Discovery Communications, Inc. (incorporated herein by reference to Form
S-1 as declared effective on August 4, 1999 (File No. 333-78983)). 10.18 -- Patent License Agreement
dated January 17, 1997, between Interactive Pictures Corporation and Motorola, Inc. (incorporated
herein by reference to Form S-1 as declared effective on August 4, 1999 (File No. 333-78983)). 10.19 --
Agreement and plan of merger dated as of October 25, 1999 among Interactive Pictures Corporation,
bamboo.com, Inc. and Mergersub (incorporated by reference to From S-4 as declared effective on
December 16, 1999 (File No. 91139)). 10.20 -- Agreement and plan of merger dated as of March 6,
2000 among Internet Pictures Corporation, PictureWorks Technology, Inc. and PurpleSub, Inc.
(incorporated by reference to report on Form 8-K filed on March 14, 2000). 21.1 -- Subsidiaries of the
Registrant 23.1 -- Consent of PricewaterhouseCoopers LLP 23.2 * -- Consent of Baker, Donelson,
Bearman & Caldwell (included in opinion filed as Exhibit 5.1) 24.1 -- Power of Attorney (included on
page II-7) 27.1 -- Financial Data Schedule (for SEC use only) * To be filed by amendment.
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