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Prospectus Summary

Prospectus Summary
The following prospectus summary is qualified in its entirety by, and should be read in conjunction with, the more detailed information and our Financial

Statements and Notes thereto appearing elsewhere in this prospectus. This summary does not contain all of the information that you should consider before

investing in our common stock. You should read the entire prospectus carefully.

RedEnvelope, Inc.

RedEnvelope is an online retailer of upscale gifts for every occasion, every day. RedEnvelope’s goal is to make gift giving — no matter what the

occasion or circumstance — easy and fun. RedEnvelope offers an extensive collection of imaginative, original gifts for every occasion, recipient and

budget. We strive to maintain the highest standards for customer service and delivery of gifts in an effort to provide our customers with the best

possible gift giving experience and to encourage repeat business. We believe that no other online gift retailer offers the combination of ease of

shopping, choice of unique high-quality gifts and superior customer service that we provide through our website and catalog. A cornerstone of our

business strategy has been to develop, cultivate and satisfy an attractive and growing customer base. We have developed an internal database of

over 1.3 million customer names, with approximately 450,000 new customers added in the twelve months ended March 30, 2003.

We offer a unique assortment of high-quality, thoughtful gifts, many of which are difficult to find elsewhere and are not easily replicated. Our

merchants travel the world sourcing unique products and often commission artists and vendors to create exclusive gifts just for RedEnvelope

shoppers. Our gift wrap is distinctive and closely associated with our brand. Gift-wrapped products are delivered to the recipient in a branded,

high-quality red box with a hand-tied ivory ribbon. We offer a wide assortment of products in numerous categories, including cut flowers, jewelry,

men’s accessories, gift baskets, gourmet foods, personal care, sports and games, gadget and tools, baby, home and garden, office, and bar, wine and

cigar accessories. Our price points range from lower priced items in the $20 to $50 price range for a broader consumer appeal to higher priced

items in the one to several hundred dollar price range with more targeted appeal. We believe that our merchandising strategy and product quality

enhance our ability to achieve attractive margins on our products.

Through our website, www.redenvelope.com, customers can search for gifts by occasion, recipient, lifestyle and price point. Our website generally

features approximately 550 products, increasing to approximately 750 products during the holiday shopping season. In addition, our customers

can register for our gift reminder service, sign up to receive email promotions, view their order history, and request a catalog online. To order,

customers click on the checkout button and are prompted to provide shipping and credit card details. Customers are offered a variety of delivery

services, including overnight delivery. In fiscal 2003, approximately 70% of customer orders were placed through our website with the remainder

placed through telephone orders.

We publish our full-color catalog several times during the year. The catalog generally features approximately 135 products, increasing to

approximately 250 products during the holiday shopping season, and also serves as the primary advertising vehicle for our Internet operations.

During fiscal 2002 and 2003, we mailed approximately 15.1 million and 18.7 million catalogs, respectively, to over 8 million individuals in each

period. Our business is highly seasonal, with sales peaks in February for Valentine’s Day, May for Mother’s Day, June for Father’s Day and late

November and December for the holiday shopping season.

We believe that substantial opportunities exist to grow our business, increase our revenues and achieve profitability by continuing to implement the

following strategies:

• Improve marketing efficiency — by focusing on the retention of existing customers and emphasizing various online marketing programs

• Continue product innovation — by maintaining our mix of 50% new products each year

• Increase our scale to maximize cost efficiencies — by managing fixed costs and improving fulfillment processes

• Acquire new customers — by selective online marketing campaigns geared towards capitalizing on our brand recognition



In addition, we intend to leverage the experience of our management team in executing these strategies. Alison May, our Chief Executive Officer,

and Hilary Billings, our Brand Strategist, have both separately demonstrated expertise in helping grow retail brands and businesses, including

Pottery Barn, W Hotels, Patagonia, Esprit and Gymboree. We believe that our management team can apply their past experiences to RedEnvelope

as we strive to grow and manage our business. We believe that our management team has developed an understanding of our customers’ tastes and

purchasing habits, which assists us in executing our product design, sourcing and marketing strategies.

We have a limited operating history, a history of significant losses and we expect to encounter risks and uncertainties frequently faced by early

stage companies. We experience significant seasonal fluctuations in our net sales, and our annual performance will depend largely on results from

one quarter. If our vital information technology and sales processing systems were significantly damaged or interrupted, particularly during the

holiday shopping season, it could seriously harm our business. We operate in a highly competitive environment, and if we are unable to maintain or

increase our market share or compete effectively in the retail gift market our operating results would be adversely affected. Moreover, we have

grown quickly, and if we fail to manage our growth successfully, our business, financial condition and results of operations would be seriously

harmed.

RedEnvelope, Inc. was incorporated in California in June 1997 under the name “Giftworks Online, Inc.” and changed its name to “911 Gifts, Inc.” in

December 1997. We reincorporated in the State of Delaware under the name “911 Gifts, Inc.” in March 1999 and changed our name to

“RedEnvelope, Inc.” in September 1999. We made an election to be treated as an S Corporation for federal and state tax purposes, which remained

in effect through February 1999, the day prior to our reincorporation in the State of Delaware.

Our principal executive offices are located at 201 Spear Street, 3rd Floor, San Francisco, California 94105, and our telephone number is (415)371-

9100. Our website address is www.redenvelope.com. Information contained on our website and in our catalogs should not be considered a part of,

nor incorporated into, this prospectus.

The Offering
Common stock offered shares

Common stock to be outstanding

after this offering shares

Use of proceeds

To fund working capital, including the build up of inventory prior to the holiday season, to fund new capital

equipment and information technology projects and for other general corporate purposes

Proposed Nasdaq National Market

Symbol REDE

Except as otherwise noted, all information in this prospectus (1) gives effect to the conversion of all outstanding shares of preferred stock into

69,748,455 shares of common stock effective upon the closing of the offering, except for the information contained in our Financial Statements

and the Notes related thereto, included elsewhere in this prospectus, and (2) assumes no exercise of the underwriter’s overallotment option. The

number of shares of common stock to be outstanding after this offering is based on 73,694,009 shares outstanding as of March 30, 2003. This

number does not include the following:

• 9,295,390 shares of our common stock subject to outstanding options at a weighted average exercise price of $0.27 under our 1999 Stock Plan

•

22,355,564 shares of our common stock available for future grant or issuance under our 1999 Stock Plan, as amended, our 2003 Directors’ Stock

Option Plan and our 2003 Employee Stock Purchase Plan

• 921,186 shares of our common stock issuable upon exercise of outstanding warrants with a weighted average exercise price of $0.58 per share

• up to shares that could be sold to the underwriter upon exercise of its option to purchase additional shares to cover over-allotments

This offering will be made through the OpenIPO process, in which the allocation of shares and the public offering price are primarily based on an

auction in which prospective purchasers are required to bid for the shares. This process is described under “Plan of Distribution.”

The terms “RedEnvelope,” “we,” “us” and “our” as used in this prospectus refer to RedEnvelope, Inc.

Summary Financial Data
The following table sets forth summary, as adjusted and other financial information of RedEnvelope. The following information does not give

effect to the conversion of our outstanding preferred stock into common stock.

Year ended

April 1, March 31, March 30,

2001 2002 2003

(in thousands, except per share and

per order data)

Statements of Operations Data:

Net revenues
$32,565 $55,778 $70,059

Cost of sales
19,800 31,446 36,577



Gross profit
12,765 24,332 33,482

Loss from operations
(26,749) (13,532) (7,165)

Net loss
$(26,449) $(14,109) $(7,711)

Net loss per common share — basic and diluted
$(6.97) $(3.71) $(2.00)

Weighted average shares — basic and diluted
3,797 3,800 3,858

Additional Operating Data:

Net revenues per order
$64.53 $68.62 $73.61

Gross profit per order
$25.29 $29.93 $35.18

Number of orders
505 813 952

Number of customers
448 853 1,297

As of March 30, 2003

Actual As Adjusted

(in thousands)

Balance Sheet Data:

Cash and equivalents
$4,997

Working capital
7,179

Total assets
22,126

Total indebtedness
1,123

Stockholders’ deficit
(71,451)

The as adjusted information above gives effect to our receipt of the estimated net proceeds from the sale of shares of common stock in this offering

by us at the public offering price of $ per share after deducting estimated underwriting discounts and commissions and estimated offering

expenses.

Risk Factors

Risk Factors
Any investment in our common stock involves a high degree of risk. You should consider carefully the risks and uncertainties described below, and all

information contained in this prospectus, before you decide whether to purchase our common stock. Additional risks and uncertainties not currently known

to us or that we currently do not deem material may also become important factors that may harm our business. The trading price of our common stock

could decline due to any of these risks and uncertainties, and you may lose part or all of your investment.

Risks Relating to RedEnvelope

Our limited operating history makes evaluation of our business difficult.

We were originally incorporated in 1997 and began selling products in September 1997. As a result, we have limited historical financial data upon

which to base planned operating expenses or forecast accurately our future operating results. Further, our limited operating history will make it

difficult for investors and securities analysts to evaluate our business and prospects. You must consider our business and prospects in light of the

risks and difficulties we may face as an early stage company with limited operating history. Our failure to address these risks and difficulties

successfully would seriously harm our business.

We have a history of significant losses. If we do not achieve or sustain profitability, our financial condition and stock price could suffer.

We have a history of losses and we may continue to incur losses for the foreseeable future. We incurred net losses of $26.4 million, $14.1 million,

and $7.7 million for the fiscal years ended April 1, 2001, March 31, 2002, and March 30, 2003. As of March 30, 2003, our accumulated deficit was

$73.5 million. We have not achieved profitability. If our revenues grow more slowly than we anticipate, or if our operating expenses exceed our

expectations, we may not be able to achieve profitability in the near future or at all. Even if we do achieve profitability, we may not be able to

sustain or increase profitability on an annual basis in the future. If we are unable to achieve profitability within a short period of time, or at all, or if

we are unable to sustain profitability at satisfactory levels, our financial condition and stock price could be adversely affected.

Because we experience seasonal fluctuations in our net sales, our quarterly results will fluctuate and our annual performance will depend

largely on results from one quarter.



Our business is seasonal, reflecting the general pattern of peak sales for the retail industry during the holiday shopping season. Typically, a

substantial portion of our net revenues occur during our third fiscal quarter ending around December 31. We generally experience lower net

revenues during the first, second and fourth fiscal quarters and, as is typical in the retail industry, have incurred and may continue to incur losses in

these quarters. The third fiscal quarter accounted for approximately 49% of net revenues in the fiscal year ended March 30, 2003. We cannot

predict with certainty what percentage of our total net revenues for fiscal year 2004 will be represented by our third fiscal quarter revenues. In

anticipation of increased sales activity during the third fiscal quarter, we incur significant additional expenses, including significantly higher

inventory and staffing costs. If sales for the third fiscal quarter do not meet anticipated levels, then increased expenses may not be offset, which

would adversely effect our financial condition. If we were to experience lower than expected sales during one of our third fiscal quarters, for

whatever reason, it would have a disproportionately large impact on our annual operating results and financial condition for that fiscal year. If our

sales during our third fiscal quarter were to fall below the expectations of securities analysts, our stock price could decline.

Our operating results are volatile and difficult to predict and may adversely affect our stock price.

Our annual and quarterly operating results have fluctuated in the past and may fluctuate significantly in the future due to a variety of factors, many

of which are outside of our control. Further, because our business is seasonal, our operating results may vary significantly from one quarter to the

next as part of our normal business cycle. As a result, we believe that quarterly comparisons of our operating results are not necessarily meaningful

and that you should not rely on the results of one quarter as an indication of our future performance. It is likely that in some future quarter our

operating results may fall below the expectations of securities analysts and investors. In this event, the trading price of our common stock could

decline significantly.

Factors that could cause our operating results to fluctuate include the following:

• the seasonality of our business

• decreases in the number of visitors to our website or our inability to convert those visitors into customers

• technical difficulties, including system or Internet failures

• fluctuations in the demand for our products

• the number of prior customers that make repeat purchases

• overstocking or understocking of our merchandise

• offering of new or enhanced services or products by our competitors

• fluctuations in the level of our product returns

• termination of existing marketing relationships or failure to develop successful new marketing relationships

• fluctuations in shipping costs, particularly during the holiday season

• fluctuations in advertising, marketing or catalog production and distribution costs

• the amount and timing of operating costs and capital expenditures relating to expansion of our operations

• changes in government regulations and taxation related to use of the Internet or otherwise applicable to our business

•

economic conditions generally or economic conditions specific to the Internet, online commerce, the retail industry, the mail order industry or

the gift industry

• changes in the mix of products that we sell

• fluctuations in levels of inventory theft, damage or obsolescence

Our computer and communications hardware and software systems are vulnerable to damage and interruption, which could harm our

business.

Our ability to receive and fulfill orders successfully through our website is critical to our success and largely depends upon the efficient and

uninterrupted operation of our computer and communications hardware and software systems. Our systems and operations are vulnerable to

damage or interruption from power outages, computer and telecommunications failures, computer viruses, security breaches, catastrophic events,

and errors in usage by our employees and customers. Further, our servers are located at the facilities of, and hosted by, a third-party service

provider in Santa Clara, California. In the event that this service provider experiences any interruption in its operations or ceases operations for

any reason or if we are unable to agree on satisfactory terms for a continued hosting relationship, we would be forced to enter into a relationship

with another service provider or take over hosting responsibilities ourselves. We cannot assure you that, in the event it became necessary to switch

hosting facilities, we would be successful in finding an alternative service provider on acceptable terms or in hosting the computer servers

ourselves. Any significant interruption in the availability or functionality of our website, or our sales processing, fulfillment or communications

systems for any reason, particularly an interruption during the holiday season, could seriously harm our business.

If we fail to offer a broad selection of innovative merchandise that consumers find attractive, our revenues could decline or fail to reach

anticipated levels and our stock price could be harmed.

In order to meet our strategic goals, we must successfully offer, on a continuous basis, a broad selection of appealing products. These products must

satisfy the diverse tastes of our customers and potential customers for a variety of gift-giving occasions. To be successful, our product offerings

must be affordable, well made, innovative and attractive to a wide range of consumers whose preferences may change regularly. We cannot predict

with certainty that we will be successful in offering products that meet these requirements. If our products become less popular with consumers,

our revenues may decline or fail to meet expected levels or we may decide to offer our products at lower prices. If customers or potential customers

do not find our products attractive or if we are required to reduce our prices, our revenues and earnings may decline or fail to meet expected levels

and our stock price could be affected adversely.



Failure to successfully manage or expand our fulfillment and distribution operation would have a material adverse effect on us.

Our fulfillment and distribution operation is located in Lockbourne, Ohio and is currently managed by and leased from a third party. Our

agreement with the fulfillment services company that manages the operations at the Lockbourne, Ohio facility expires in August 2003, at which

point we intend to assume direct control of fulfillment and distribution operations. We have no prior experience managing fulfillment and

distribution operations and we cannot assure you that we will be successful in this endeavor. If we are unable to successfully manage our fulfillment

and distribution operations or if we experience any significant disruptions in connection with the transition from our current service provider, our

operations and financial condition could be seriously harmed. Any failure in managing our fulfillment and distribution operations would require us

to find one or more parties to provide these services for us. If we are required to engage one or more service providers, we could incur higher

fulfillment expenses than anticipated or incur additional costs for balancing merchandise inventories among multiple distribution facilities.

Further, we may need to expand our distribution operations in the future to accommodate increases in customer orders. If we fail to successfully

manage or expand our fulfillment and distribution operations it would have a material adverse effect on our business.

If we do not manage our inventory levels successfully, our operating results will be affected adversely.

We must maintain sufficient inventory levels to operate our business successfully. Rapidly changing trends in consumer tastes for gift items expose

us to significant inventory risks, particularly during our third fiscal quarter when inventory levels are highest due to the holiday shopping season.

Consumer preferences can change between the time we order a product and the time it is available for sale. We base our product selection on our

projections of consumer tastes and preferences in a future period, and we cannot guarantee that our projections of consumer tastes and preferences

will be accurate. It is critical to our success that we accurately predict consumer tastes and stock our product offerings in appropriate quantities. In

the event that one or more products do not achieve widespread consumer acceptance, we may be required to take significant inventory markdowns,

which could reduce our net sales and gross margins. This risk may be greatest in the third fiscal quarter of each year, after we have significantly

increased inventory levels for the holiday season. In addition, to the extent that demand for our products increases over time, we may be forced to

increase inventory levels. Any such increase would require the use of additional working capital and subject us to additional inventory risks.

Further, our failure to stock sufficient quantities of popular products could cause our customers to become dissatisfied and look to our competitors

for their gift items. If we fail to stock popular products in sufficient quantities or if we overstock products, our business, financial condition and

operating results would be affected adversely.

Because we do not have long-term vendor contracts, we may not have continued access to popular products.

More than half of our products are unique designs manufactured by third-party suppliers. We enter into exclusive supply agreements for these

products to maintain a competitive advantage. However, since we do not have long-term arrangements with any vendor or distributor that would

guarantee the availability of products from year to year, we do not have a predictable or guaranteed supply of these products in the future. If we are

unable to provide our customers with continued access to popular, exclusive products, our operating results could be harmed.

Our facilities and systems are vulnerable to natural disasters or other catastrophic events.

Our headquarters, customer service center and the majority of our infrastructure, including computer servers, are located in California, an area that

is susceptible to earthquakes and other natural disasters. Our distribution facility, located in Lockbourne, Ohio, houses substantially all of our

product inventory and is the location from which substantially all of our sales are shipped. A natural disaster or other catastrophic event, such as an

earthquake, fire, flood, severe storm, break-in, terrorist attack or other comparable problems could cause interruptions or delays in our business and

loss of data or render us unable to accept and fulfill customer orders in a timely manner, or at all. Further, California has in the recent past

experienced power outages as a result of limited electrical power supplies. These outages may recur in the future and we cannot determine the

effect, if any, that such outages would have on the operation of our business. In addition, as our inventory and distribution facility is located in an

area that is susceptible to harsh weather, a major storm, heavy snowfall or other similar event could prevent us from delivering products in a timely

manner. We have no formal disaster recovery plan and our business interruption insurance may not adequately compensate us for losses that may

occur. In the event that an earthquake, natural disaster or other catastrophic event were to destroy any part of our facilities or interrupt our

operations for any extended period of time, or if harsh weather conditions prevent us from delivering products in a timely manner, our business,

financial condition and operating results would be seriously harmed.

We have grown quickly and if we fail to manage our growth, our business will suffer.

We have rapidly and significantly expanded our operations, and anticipate that further significant expansion, including the possible acquisition of

third-party assets, technologies or businesses, will be required to address potential growth in our customer base and market opportunities. This

expansion has placed, and is expected to continue to place, a significant strain on our management, operational and financial resources. Some of our

officers or senior management personnel have no prior senior management experience at public companies. Our new employees include a number

of key managerial, technical and operations personnel who have not yet been fully integrated into our operations. Additionally, we need to properly

implement and maintain our financial and managerial controls, reporting systems and procedures, including the increased internal controls and

procedures required by the recently enacted Sarbanes Oxley Act of 2002. Moreover, if we are presented with appropriate opportunities, we may in

the future make investments in, or possibly acquire, assets, technologies or businesses that we believe are complementary to ours. Any such

investment or acquisition may further strain our financial and managerial controls and reporting systems and procedures. These difficulties could

disrupt our business, distract our management and employees or increase our costs. If we are unable to manage growth effectively or successfully

integrate any assets, technologies or businesses that we may acquire, our business, financial condition and results of operations would be affected

adversely.



We experience intense competition in the rapidly-changing retail gift market.

We operate in a highly competitive environment. We principally compete with a variety of department stores, Internet retailers, specialty retailers

and other catalog merchandisers that offer products similar to or the same as our products. Increased competition is likely to result in price

reductions, reduced gross margins and loss of market share, any of which could seriously harm our net revenues and results of operations. We

expect competition to intensify in the future because current and new competitors can enter our market with little difficulty and can launch new

websites at a relatively low cost. We currently or potentially compete with a variety of other companies, including:

• other online retailers, such as Amazon.com

• major department stores, such as Macy’s and Bloomingdale’s

•

physical and online stores and catalog retailers that sell popular gift items such as Pottery Barn, Brookstone, The Sharper Image, Tiffany’s,

Harry & David, J Crew, and 1-800-Flowers

• Internet portals and online service providers that feature shopping services, such as AOL, Yahoo! and Lycos

Many of our traditional store-based, catalog-based and online competitors have longer operating histories, larger customer or user bases, greater

brand recognition and significantly greater resources, particularly financial and marketing resources. Many of these competitors can devote

substantially more resources to website development and catalog retailing than we can. In addition, larger, well-established and well-financed

entities may join with online competitors in the future. Our competitors may be able to secure products from vendors on more favorable terms,

provide popular products to which we do not have access, fulfill customer orders more efficiently and adopt more aggressive pricing or inventory

availability policies than we can.

The U.S. retail industry, the specialty retail industry in particular, and the online commerce sector are highly competitive, dynamic in nature and

have undergone significant changes over the past several years and will likely continue to undergo significant changes. Our ability to anticipate and

respond successfully to these changes is critical to our long-term growth and we cannot assure you that we will anticipate and respond successfully

to changes in the retail industry and online commerce sectors. If we are unable to maintain or increase our market share or compete effectively in

the retail gift market, our business, financial condition and operating results would be adversely affected.

If we do not successfully expand our website and order processing systems or respond to rapid technological changes, we could lose

customers and our net revenues could decline.

If we fail to upgrade our website in a timely manner to accommodate an increase in traffic, our website performance could suffer and we may lose

customers. In addition, if we fail to expand the computer systems that we use to process and ship customer orders and process customer payments,

we may not be able to fulfill customer orders successfully. As a result, we could lose customers and our net revenues could be reduced. Further, to

remain competitive, we must continue to enhance and improve the functionality and features of our online store. The Internet and the online

commerce industry are subject to rapid technological change. If competitors introduce new features and website enhancements embodying new

technologies, or if new industry standards and practices emerge, our existing website and systems may become obsolete or unattractive. Developing

our website and other systems entails significant technical and business risks. We may use new technologies ineffectively or we may fail to adapt our

website, our transaction processing systems and our computer network to meet customer requirements or emerging industry standards. If we are

unsuccessful in upgrading our systems to accommodate higher traffic or developing or implementing new technologies that enable us to meet

evolving industry standards and remain competitive, our operating results would be seriously harmed.

Delivery of our merchandise could be delayed or disrupted by factors beyond our control, and we could lose customers as a result.

As timely gift delivery is essential to our customer’s satisfaction, any delay or disruption in order, fulfillment and shipping, particularly during the

holiday shopping season, could cause us to lose customers and negatively affect our business. In addition, we rely upon third party carriers for

timely delivery of our product shipments. As a result, we are subject to carrier disruptions and increased costs due to factors that are beyond our

control, including employee strikes, inclement weather and increased fuel costs. Any failure to deliver products to our customers in a timely and

accurate manner would damage our reputation and brand and could cause us to lose customers.

We also depend on temporary employees to adequately staff our distribution facility during busy periods such as the holiday shopping season. We

cannot assure you that we will continue to receive adequate assistance from our temporary employees, or that we will continue to have access to

sufficient numbers of competent and affordable temporary employees, particularly during the holiday shopping season. If we are unable to

adequately staff our distribution and fulfillment facility during the holiday shopping season, our operations and sales during such period could

suffer, and our reputation could be harmed. A successful holiday shopping season is critical to our business.

Increased merchandise returns and a failure to accurately predict merchandise returns could harm our business.

As part of our customer service commitment, we maintain a merchandise return policy that allows recipients to return most merchandise items

received from us if they are dissatisfied with those items. We make allowances for merchandise returns in our financial statements based on

historical return rates. We cannot assure you that actual merchandise returns will not significantly exceed our allowances for returns. In addition,

because our allowances are based on historical return rates, we cannot assure you that the introduction of new merchandise in our catalogs, the

introduction of new catalogs, increased sales over the Internet, changes in our merchandise mix, changes in the habits of our gift item recipients, or

other factors will not cause actual returns to exceed return allowances, perhaps significantly. Any increase in merchandise returns that exceed our

allowances would affect our business adversely.



If we are unable to successfully manage the costs of our catalog operations or our catalogs fail to produce sales at satisfactory levels it could

adversely affect our business.

Historically, a significant portion of our revenues has been generated from purchases made by customers directed to our website by the

RedEnvelope catalog. We believe that the success of our catalog operations depends on the following factors:

• effective management of costs associated with the production and distribution of our catalog

• achievement of adequate response rates to our mailings

• offering a merchandise mix that is attractive to our catalog customers

• cost-effective addition of new customers

• cost-effective production of appealing catalogs

• timely delivery of catalog mailings to our customers

Catalog production and mailings entail substantial paper, printing, postage and human labor costs. Increases in the costs of producing and

distributing the RedEnvelope catalog, including increases in postage rates or paper, photography, or printing costs, may reduce the margin on sales

derived from our catalog. Effective June 30, 2002, the U.S. Postal Service increased its rates, which significantly increased the aggregate cost of

mailing catalogs to our customers. The U.S. Postal Service is likely to increase its postage rates in the future and other delivery and overnight

courier services that we utilize to deliver our products also will likely raise their rates in the future. As we incur nearly all of the costs associated with

our catalogs prior to mailing, we are unable to adjust the costs being incurred in connection with a particular mailing to reflect the actual

performance of the catalog. In addition, response rates to our mailings and, as a result, revenues generated by each mailing are affected by factors

such as consumer preferences, economic conditions, the timing and mix of catalog mailings, the timely delivery by the postal system of our catalog

mailings, and changes in our merchandise mix, several or all of which may be outside of our control. If we were to experience an increase in the

costs associated with producing our catalogs or our catalogs fail to produce sales at satisfactory levels, our operating results would be adversely

affected.

We are dependent on the success of our advertising and marketing efforts which are costly and may not achieve desired results.

Our revenues depend on our ability to advertise and market our products effectively through the RedEnvelope catalog and our other advertising

and marketing efforts. Increases in the cost of advertising and marketing, including paper and postage costs and the costs of complying with

applicable regulations, may limit our ability to advertise and market our business without reducing our profitability. If we decrease our advertising

or marketing efforts due to increased costs, restrictions enacted by regulatory agencies or for any other reason, our future operating results could be

significantly harmed. We expect to increase spending on advertising and marketing in the future, and if such efforts do not produce a sufficient

level of sales to cover their costs, it would harm our operating results.

If we are unable to provide satisfactory customer service, we could lose customers.

Our ability to provide satisfactory levels of customer service depends, to a large degree, on the efficient and uninterrupted operation of our call

center. Any material disruption or slowdown in our order processing systems resulting from labor disputes, telephone or Internet failures, power or

service outages, natural disasters or other events could make it difficult or impossible to provide adequate customer service and support. Further,

we may be unable to attract and retain adequate numbers of competent customer service representatives, which is essential in creating a favorable

interactive customer experience. Due to increased customer service needs during the holiday shopping season, we hire a relatively large number of

temporary employees during our third fiscal quarter. As a result, we may have difficulty properly staffing our customer service operations during our

peak sales season. Further, temporary employees may not have the same levels of training or professional responsibility as full-time employees and,

as a result, may be more likely to provide unsatisfactory service to our customers and potential customers. If we are unable to continually provide

adequate staffing for our customer service operations, our reputation could be seriously harmed. In addition, we cannot assure you that email and

telephone call volumes will not exceed our present system capacities. If this occurs, we could experience delays in placing orders, responding to

customer inquiries and addressing customer concerns. Also, our customer service facility currently accommodates customer service representatives

at close to its capacity during our peak sales period, so we may be required to expand our customer service facility in the near future. We cannot

assure you that we will be able to find additional suitable facilities on acceptable terms or at all, which could seriously hinder our ability to provide

satisfactory levels of customer service. Because our success depends in large part on keeping our customers satisfied, any failure to provide high

levels of customer service could impair our reputation and have an adverse effect on our business.

The loss of our senior management or other key personnel could harm our current and future operations and prospects.

Our performance is substantially dependent on the continued services and on the performance of our senior management and other key personnel,

particularly Alison L. May, our President and Chief Executive Officer, and Hilary Billings, our Brand Strategist. Our performance also depends on

our ability to retain and motivate other officers and key employees. We do not have long-term employment agreements with any of our key

personnel. The loss of the services of Ms. May, Ms. Billings, any of our executive officers or other key employees for any reason could harm our

business, financial condition and operating result. Our future success also depends on our ability to identify, attract, hire, train, retain and motivate

other highly-skilled technical, managerial, editorial, merchandising, marketing and customer service personnel. Competition for such personnel is

intense, particularly in the San Francisco Bay Area, and we cannot assure you that we will be able to successfully attract, assimilate or retain

sufficiently qualified personnel. Our failure to attract and retain the necessary technical, managerial, editorial, merchandising, marketing and

customer service personnel would harm our business, financial condition and results of operations.



If the protection of our trademarks and proprietary rights is inadequate, our brand and reputation could be impaired and we could lose

customers.

We regard our copyrights, service marks, trademarks, trade dress, trade secrets and similar intellectual property as critical to our success. We rely on

trademark and copyright law, trade secret protection and confidentiality agreements with our employees, consultants, partners, suppliers, and

others to protect our proprietary rights. Nevertheless, the steps we take to protect our proprietary rights may be inadequate. Further, effective

trademark, service mark, copyright and trade secret protection may not be available in every country in which we will sell our products and offer

our services. In addition, the relationship between regulations governing domain names and laws protecting trademarks and similar proprietary

rights is unclear. Therefore, we may be unable to prevent third parties from acquiring domain names that are similar to, infringe upon or otherwise

decrease the value of our trademarks and other proprietary rights. If we are unable to protect or preserve the value of our trademarks, copyrights,

trade secrets or other proprietary rights for any reason, our business would be harmed.

We also rely on technologies that we license from third parties. These licenses may not continue to be available to us on commercially reasonable

terms, or at all, in the future. As a result, we may be required to develop or obtain substitute technology of lower quality or at greater cost, which

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

Intellectual property claims against us could be costly and could impair our business.

Other parties may assert infringement or unfair competition claims against us. In the past, third parties have sent us notice of claims of

infringement of proprietary rights with respect to our trademarks and with respect to products that we offer. We have also, in the past, received a

claim alleging that our Internet marketing program and website operations infringe patents held by a third party. We may receive other similar

notices from third parties in the future. We cannot predict whether third parties will assert claims of infringement against us, or whether any past

or future claims will prevent us from offering popular products or operating our business as planned. If we are forced to defend against thirty-party

infringement claims, whether they are with or without merit or are determined in our favor, we could face expensive and time-consuming litigation,

which could divert technical and management personnel, or result in product shipment delays. If an infringement claim is determined against us,

we may be required to pay monetary damages or ongoing royalties. Further, as a result of infringement claims either against us or against those who

license technology to us, we may be required to develop non-infringing intellectual property or enter into costly royalty or licensing agreements.

Such royalty or licensing agreements, if required, may be unavailable on terms that are acceptable to us, or at all. If a third party successfully asserts

an infringement claim against us and we are required to pay monetary damages or royalties or we are unable to develop suitable non-infringing

alternatives or license the infringed or similar intellectual property on reasonable terms on a timely basis, it could significantly harm our business.

We face the risk of inventory shrinkage.

We are subject to the risk of inventory loss and theft. Although we believe that the levels of inventory shrinkage that we have suffered in the past

are within an acceptable range, we cannot assure you that incidences of inventory loss and theft will not increase in the future or that the security

measures we have taken in the past will effectively address the problem of inventory theft. If we were to suffer higher rates of inventory shrinkage

or incur increased security costs to combat inventory theft, our financial condition could be affected adversely.

Poor economic conditions may constrain discretionary consumer spending on retail products such as ours.

Consumer spending patterns, particularly discretionary spending for products such as ours, are affected by, among other things, prevailing

economic conditions, stock market volatility, wars, threats of war, acts of terrorism, wage rates, interest rates, inflation, taxation, and consumer

confidence. General economic, political and market conditions, such as recessions, may adversely affect our business results and the market price of

our common stock. The terrorist attacks of September 11, 2001 and the wars in Afghanistan and Iraq have had a negative effect on an already

slowing economy and on consumer confidence. Our business and revenues have been, and could continue to be, negatively affected by poor

economic conditions and any related decline in consumer demand for discretionary items such as our products. We face uncertainty in the degree

to which the continuing poor performance in the retail industry, decrease in consumer confidence and the current economic slowdown will

negatively affect demand for our products. We may not be able to accurately anticipate the magnitude of these effects on future quarterly results,

which could seriously harm our financial condition. As we do not have large cash reserves, we may not be able to survive an extended recession or

sluggish economy.

We may need additional financing and may not be able to raise additional financing on favorable terms or at all, which could increase our

costs, limit our ability to grow and dilute the ownership interests of existing stockholders.

We anticipate that we may need to raise additional capital in the future to continue our long-term expansion plans, to respond to competitive

pressures or to respond to unanticipated requirements. We cannot be certain that we will be able to obtain additional financing on commercially

reasonable terms or at all. If we raise additional funds through the issuance of equity, equity-related or debt securities, such securities may have

rights, preferences or privileges senior to those of the rights of our common stock and our stockholders will experience dilution of their ownership

interests. Our failure to obtain additional financing or our inability to obtain financing on acceptable terms could require us to limit our plans for

expansion, incur indebtedness that has high rates of interest or substantial restrictive covenants, issue equity securities that will dilute the

ownership interests of existing stockholders, or discontinue a portion of our operations. Since our inception, we have experienced negative cash

flow from operations and expect to experience negative cash flow from operations for the foreseeable future. Although we believe that the net

proceeds from the issuance of the common stock in this offering, together with current cash, cash equivalents and cash that may be generated from

operations, will be sufficient to meet our anticipated cash needs for the next twelve months, there can be no assurance to that effect.



If we default on any secured loan, all or a portion of our assets could be subject to forfeiture.

We are currently party to a credit agreement that is secured by substantially all of our tangible and intangible assets, and we may enter into secured

credit or loan agreements in the future. If we default on a secured loan and are unable to cure the default pursuant to the terms of the relevant

agreement, our lenders could take possession of any or all assets in which they hold a security interest, including intellectual property, and dispose

of those assets to the extent necessary to pay off our debts, which could seriously harm our business.

We may face product liability claims that are costly and create adverse publicity.

If any of the products that we sell causes harm to any of our customers, we could be vulnerable to product liability lawsuits. If we are found liable

under product liability claims, we could be required to pay substantial monetary damages. Further, even if we successfully defend ourselves against

this type of claim, we could be forced to spend a substantial amount of money in litigation expenses, our management could be required to spend

valuable time in the defense against these claims and our reputation could suffer, any of which could harm our business.

New rules, including the Sarbanes-Oxley Act of 2002, may make it difficult for us to retain or attract officers, directors for the board and

various board sub-committees.

As a result of the recent and currently proposed changes in SEC, Nasdaq and other rules and regulations related to publicly-held corporations,

including those resulting from the Sarbanes-Oxley Act of 2002, we may be unable to attract and retain qualified officers, board members and

members of board committees required to provide for our effective management. The perceived increased personal risk associated with these

recent changes may deter qualified individuals from wanting to participate in these roles. Further, certain of these recent and proposed changes

heighten the requirements for board or committee membership, particularly with respect to an individual’s independence from the corporation and

level of experience in finance and accounting matters, and we may have difficulty attracting board members with the requisite qualifications. If we

are unable to attract and retain qualified officers and board members, our business could be adversely affected.

We may face difficulty expanding into international markets.

We may expand our operations to sell our products internationally, but we have relatively little experience in purchasing, marketing and

distributing products or services for international markets. It will be costly to establish international facilities and operations, promote our brand

internationally, and develop localized websites, catalog marketing and other systems. Governments in other countries may regulate Internet or

other online services in such areas as content, privacy, network security, encryption or distribution, which could significantly affect our ability to

conduct business in those countries. If we are unsuccessful in our attempts to expand our operations into other countries, our operating results

could be harmed.

We may incur significant costs or experience delays in product availability due to regulations applicable to the sale of food products, which

may hurt our business.

We currently offer certain food items for sale to our customers. Applicable federal, state or local regulations may cause us to incur substantial

compliance costs or delay the availability of those consumables. In addition, any inquiry or investigation from a food regulatory authority could

have a negative impact on our reputation. The occurrence of any of these events could adversely affect our financial condition.

If we fail to comply with the laws regulating the sale of tobacco products it may have a negative impact on our reputation and make us

vulnerable to liability claims.

We are required to verify the age of purchasers of our tobacco products. If we fail to request or are unable to determine the proper identification

from our purchasers, we could face substantial penalties and legal liability for sales of tobacco products to underage persons. Any inquiry or

investigation from a regulatory authority could have a negative impact on our reputation and any liability claims could subject us to fines,

mandatory damages or require us to spend significant time and money in litigation.

Our charter documents and Delaware law may make an acquisition of us more difficult, even if an acquisition would be beneficial to our

stockholders.

We are a Delaware corporation and the Delaware General Corporation Law contains certain provisions that may make a change in control of our

company or the removal of incumbent directors more difficult. In addition, our Amended and Restated Certificate of Incorporation and Bylaws,

which will be effective upon the closing of this offering, contain provisions that may have the same effect, including the elimination of the ability of

stockholders to call special meetings or vote by written consent, the elimination of cumulative voting for directors, and procedures requiring

advance notification for stockholder proposals. The elimination of cumulative voting substantially reduces the ability of minority stockholders to

obtain representation on the board of directors and may make it more difficult for a potential acquirer to replace our board of directors. These

provisions may have a negative impact on the price of our common stock, may discourage potential acquirers from making a bid for our company,

or make an acquisition of us or a tender offer to our stockholders more difficult, even if such acquisition or tender offer would be beneficial to our

stockholders, and may reduce any premiums paid to stockholders for their common stock.

Risks Relating to the Internet Industry

Our success is tied in large part to the continued use of the Internet by a large number of consumers.



Our future revenues and profits, if any, substantially depend upon the continued widespread use of the Internet as an effective medium of business

and communication. Factors which could reduce the widespread use of the Internet include:

• actual or perceived lack of security of credit card information or privacy protection

• possible disruptions or other damage to the Internet or telecommunications infrastructure

• increased governmental regulation and taxation

• decreased use of personal computers

Any decrease or less than anticipated growth in Internet usage could significantly harm our business.

Customers may be unwilling to purchase goods on the Internet.

Approximately 70% of our products are currently purchased through our website. Our long-term prospects therefore depend upon the general

public’s increasing willingness to use the Internet as a means to purchase goods. The failure of the Internet to continue to develop into an effective

and reliable commercial tool would seriously damage our future operations. Online commerce is a relatively new concept, and online purchases may

decline or fail to increase as projected. The future of online commerce is highly uncertain, many online commerce companies have ceased

operations in recent years and most existing online commerce companies have a relatively short operating history. If consumers are unwilling to

use the Internet to purchase retail products, our business will be harmed.

The security risks of online commerce, including credit card fraud, may discourage customers from purchasing goods from us which could

harm our business.

In order for the online commerce market to develop successfully, we and other market participants must be able to transmit confidential

information, including credit card information, securely over public networks. Third parties may have the technology or know-how to breach the

security of customer transaction data. Any breach could cause consumers to lose confidence in the security of our website and choose not to

purchase from us. If a person is able to circumvent our security measures, he or she could destroy or steal valuable information or disrupt our

operations. Our security measures may not effectively prohibit others from obtaining improper access to our information. Any security breach

could expose us to risks of data loss, litigation and liability and could seriously disrupt our operations and harm our reputation.

We do not carry insurance against the risk of credit card fraud, so the failure to control fraudulent credit card transactions adequately could reduce

our net revenues and gross margin. In addition, we may in the future suffer losses as a result of orders placed with fraudulent credit card data even

though the associated financial institution approved payment of the orders. Under current credit card practices, we may be liable for fraudulent

credit card transactions because we do not obtain a cardholder’s signature. If we are unable to detect or control credit card fraud, our liability for

these transactions could harm our business, operating results or financial condition.

If one or more states successfully assert that we should collect sales or other taxes on the sale of merchandise purchased from our website,

our business could be harmed.

We do not currently collect sales or other similar taxes for physical shipments of goods into states other than California and Ohio. In the future, one

or more local, state or foreign jurisdictions may seek to impose sales tax collection obligations on us. If sales tax obligations are imposed upon us by

a state or other jurisdiction, we may suffer decreased sales into such state or jurisdiction as the effective cost of purchasing goods from us increases

for those residing in such states or jurisdictions. Specifically, we may also be subject to value added and other taxes if we sell merchandise to

customers located in the European Union and we may incur significant financial and organizational burdens in order to set up the infrastructure

required to comply with applicable tax regulations. If additional states or any other jurisdictions successfully assert that we should collect sales or

other taxes on the sale of our merchandise into these jurisdictions our business could be affected adversely.

Existing or future government regulation could harm our business.

We are subject to the same federal, state and local laws as other companies conducting business on the Internet, including consumer protection

laws, user privacy laws and regulations prohibiting unfair and deceptive trade practices. In particular, under federal and state financial privacy laws

and regulations, we must provide notice to our customers of our policies on sharing non-public information with third parties, must provide

advance notice of any changes to our privacy policies and, with limited exceptions, must give consumers the right to prevent sharing of their non-

public personal information with unaffiliated third parties. Further, the growth of online commerce could result in more stringent consumer

protection laws that impose additional compliance burdens on us. Today there are an increasing number of laws specifically directed at the conduct

of business on the Internet. Moreover, due to the increasing use of the Internet, many additional laws and regulations relating to the Internet are

being debated at the state and federal levels. These laws and regulations could cover issues such as freedom of expression, pricing, user privacy,

fraud, quality of products and services, taxation, advertising, intellectual property rights and information security. Applicability of existing laws to

the Internet relating to issues such as property ownership, copyrights and other intellectual property issues, taxation, libel, obscenity and personal

privacy could also harm our business. For example, United States and international laws regulate our ability to use customer information and to

develop, buy and sell mailing lists. The vast majority of these laws were adopted prior to the advent of the Internet, and do not contemplate or

address the unique issues raised by the Internet. Those laws that do reference the Internet, such as the Digital Millennium Copyright Act, are only

beginning to be interpreted by the courts and their applicability and reach are therefore uncertain. The restrictions imposed by, and costs of

complying with, current and possible future laws and regulations related to our business could harm our operating results and financial condition.



Tax authorities in a number of states, as well as a Congressional advisory commission, are currently reviewing the appropriate tax treatment of

companies engaged in online commerce, and new state tax regulations may subject us to additional state sales and income taxes, which could have

an adverse effect on our cash flows and results of operations. Further, there is a possibility that we may be subject to significant fines or other

payments for any past failures to comply with these requirements.

In addition, because our website is accessible over the Internet in multiple states and other countries, we may be subject to their laws and

regulations or required to qualify to do business in those states and countries. We are qualified to business only in California and Ohio at present.

Our failure to qualify in a jurisdiction where we are required to do so could subject us to taxes and penalties and we could be subject to legal actions

and liability in those states and countries. The restrictions or penalties imposed by, and costs of complying with, these laws and regulations could

harm our business, operating results and financial condition. Our ability to enforce contracts and other obligations in states and countries in which

we are not qualified to do business could be hampered, which could have a material adverse effect on our business.

Laws or regulations relating to privacy and data protection may adversely affect the growth of our Internet business or our marketing

efforts.

We are subject to increasing regulation relating to privacy and the use of personal user information. For example, we are subject to various

telemarketing laws that regulate the manner in which we may solicit future suppliers and customers. Such regulations, along with increased

governmental or private enforcement, may increase the cost of growing our business. In addition, several states have proposed legislation that

would limit the uses of personal user information gathered online or require online services to establish privacy policies. The Federal Trade

Commission has adopted regulations regarding the collection and use of personal identifying information obtained from children under 13 years

of age. Bills proposed in Congress would extend online privacy protections to adults. Moreover, proposed legislation in the United States and

existing laws in other countries require companies to establish procedures to notify users of privacy and security policies, obtain consent from

users for collection and use of personal information, and/or provide users with the ability to access, correct and delete personal information stored

by companies. These data protection regulations and enforcement efforts may restrict our ability to collect demographic and personal information

from users, which could be costly or harm our marketing efforts. Further, any violation of privacy or data protection laws and regulations may

subject us to fines, penalties and damages and may otherwise have a material adverse effect on our business, results of operations and financial

condition.

We may be subject to liability for the Internet content that we publish.

As a publisher of online content, we face potential liability for defamation, negligence, intellectual property infringement, or other claims based on

the nature and content of materials that we publish or distribute. In the past, parties have brought these types of claims and sometimes successfully

litigated them against online services. If we incur liability for our online content, our financial condition could be affected adversely and our

reputation could suffer.

Risks Relating to the Securities Markets and Ownership of Our Common Stock

Our stock price may be volatile and you may lose all or a part of your investment.

There is currently no public market for our common stock. The market price of our common stock may be subject to significant fluctuations after

our initial public offering. It is possible that in some future periods our results of operations may be below the expectations of securities analysts

and investors. If this occurs, our stock price may decline. Factors that could affect our stock price include the following:

• changes in securities analysts’ recommendations or estimates of our financial performance or publication of research reports by analysts

• changes in market valuations of similar companies

• announcements by us or our competitors of significant contracts, acquisitions, commercial relationships, joint ventures or capital commitments

• general market conditions

• actual or anticipated fluctuations in our operating results

• litigation developments

• economic factors unrelated to our performance

In addition, the stock markets have experienced significant price and trading volume fluctuations, and the market prices of retail companies

generally and online commerce companies in particular have been extremely volatile and have recently experienced sharp share price and trading

volume changes. These broad market fluctuations may adversely affect the trading price of our common stock. In the past, following periods of

volatility in the market price of a public company’s securities, securities class action litigation has often been instituted against that company. Such

litigation could result in substantial costs to us and a likely diversion of our management’s attention. We cannot assure that you will receive a

positive return on your investment when you sell your shares or that you will not lose the entire amount of your investment.

We do not intend to pay dividends on our common stock.

We have never declared or paid any cash dividends on our common stock and do not intend to pay dividends on our common stock for the

foreseeable future. We intend to invest our future earnings, if any, to fund our growth. Therefore, you likely will not receive any dividends from us

on our common stock.



Risks Relating to this Offering of Our Securities

Our management has broad discretion as to the use of the net proceeds from this offering.

Our management has broad discretion as to the use of the net proceeds that we will receive from this offering. We cannot assure you that

management will apply these funds effectively, nor can we assure you that the net proceeds from this offering will be invested in a manner yielding

a favorable return.

New investors in our common stock will experience immediate and substantial dilution of approximately $ per share.

The public offering price is substantially higher than the book value per share of our common stock. Investors purchasing common stock in this

offering will, therefore, incur immediate dilution of $ in net tangible book value per share of common stock. This dilution figure deducts the

estimated underwriting discounts and commissions and estimated offering expenses payable from the public offering price. Investors will incur

additional dilution upon the exercise of outstanding stock options and warrants.

Securities analysts may not initiate coverage of our common stock or may issue negative reports, and this may have a negative impact on our

common stock’s market price.

There is only one underwriter of this offering, and there is no guarantee that securities analysts will cover our common stock after the completion

of this offering. If securities analysts do not cover our common stock after the completion of this offering, the lack of research coverage may

adversely affect our common stock’s market price. As a result, you may be unable to sell your shares of common stock at or above the initial public

offering price. The trading market for our common stock will rely in part on the research and reports that industry or financial analysts publish

about us or our business. We do not control these analysts. If one or more of the analysts who cover us downgrades our stock, our stock price would

likely decline rapidly. If one or more of these analysts ceases coverage of our company, we could lose visibility in the market, which in turn could

cause our stock price to decline. In addition, recently-adopted rules mandated by the Sarbanes-Oxley Act of 2002, and a global settlement reached

between the SEC, other regulatory analysts and a number of investment banks in April 2003 will lead to a number of fundamental changes in how

analysts are reviewed and compensated. In particular, many investment banking firms will now be required to contract with independent financial

analysts for their stock research. It may be difficult for companies with smaller market capitalizations, such as our company, to attract independent

financial analysts that will cover our common stock.

Our directors, executive officers and significant stockholders will continue to hold a substantial portion of our stock after this offering,

which may lead to conflicts with other stockholders over corporate transactions and other corporate matters.

Following the completion of this offering, our directors, executive officers and holders of 5% or more of our outstanding common stock will

beneficially own approximately % of our outstanding common stock, including warrants and stock options exercisable within 60 days after March

30, 2003. These stockholders, acting together, will be able to influence significantly all matters requiring stockholder approval, including the

election of directors and significant corporate transactions such as mergers or other business combinations. This control may delay, deter or

prevent a third party from acquiring or merging with us, which could adversely affect the market price of our common stock.

There may be sales of substantial amounts of our common stock after this offering, which could cause our stock price to fall.

Our current stockholders hold a substantial number of shares, which they will be able to sell in the public market in the near future. Upon the

closing of this offering, shares of common stock will be outstanding, excluding exercises of options or warrants subsequent to March 30, 2003. All

of the shares sold in this offering will be freely tradable, except for shares purchased by holders subject to lock-up agreements or by any of our

existing “affiliates,” as that term is defined in Rule 144 promulgated under the Securities Act, which generally includes officers, directors and 10% or

greater stockholders. A significant portion of the shares of our common stock outstanding after this offering will continue to be restricted as a

result of securities laws, market stand-off agreements with us or lock-up agreements with WR Hambrecht+Co. The market stand-off and lock-up

agreements restrict holders’ ability to transfer their stock for 180 days after the date of this prospectus. Of the outstanding shares, will be available

for sale in the public market as of the date of this prospectus. Subject to Rule 144, an additional 73,651,794 will be available for sale in the public

market 180 days after the date that the registration statement of which this prospectus forms a part is declared effective and the remaining 42,215

shares will be available for sale in the public market in March 2004. WR Hambrecht+Co may, however, waive the lock-up period at any time for any

stockholder. Sales of a substantial number of shares of our common stock within a short period of time after this offering could cause our stock

price to fall. In addition, the sale of these shares could impair our ability to raise capital through the sale of additional stock.

Special Note Regarding Forward-looking Statements

Special Note Regarding Forward-looking Statements
This prospectus contains forward-looking statements that involve risks and uncertainties. These forward-looking statements relate to future events

or our future financial performance. These statements include, but are not limited to, statements concerning:

• the anticipated benefits and risks associated with our business strategy

• our future operating results and the future value of our common stock

• the anticipated size or trends of the markets in which we compete and the anticipated competition in those markets



• our ability to attract customers in a cost-efficient manner

• potential government regulation

• our future capital requirements and our ability to satisfy our capital needs

• the anticipated use of the proceeds realized from this offering

• the potential for additional issuances of our securities

• the possibility of future acquisitions of businesses

• possible expansion into international markets

Furthermore, in some cases, you can identify forward-looking statements by terminology such as may, could, should, expect, plan, intend,

anticipate, believe, estimate, predict, potential or continue, the negative of such terms or other comparable terminology. These statements are only

predictions. Actual events or results may differ materially. In evaluating these statements, you should specifically consider various factors, including

the risks outlined in the Risk Factors section above. These factors may cause our actual results to differ materially from any forward-looking

statement.

Although we believe that the expectations reflected in the forward-looking statements are reasonable, we cannot guarantee future results, levels of

activity, performance or achievements.

Use of Proceeds

Use of Proceeds
We estimate that the net proceeds from the sale of our shares of common stock in this offering will be approximately $ million, based on the

assumed public offering price of $ per share after deducting the estimated underwriting discounts and commissions and estimated offering

expenses payable by us, or $ million if the underwriters’ over-allotment option is exercised in full. We currently intend to use the net proceeds of

this offering as follows:

• approximately $6 million to fund working capital, including the build up of inventory prior to the holiday season

• approximately $5 million to fund new capital equipment and information technology projects

• the remainder of the net proceeds will be used for other general corporate purposes

The amounts we actually expend for working capital and other general corporate purposes will vary significantly depending on a number of factors,

including future revenue growth, if any, and the amount of cash that we generate from operations. As a result, we will retain broad discretion over

the allocation of the net proceeds of this offering. Pending the uses listed above, we intend to invest the net proceeds of this offering in short-term,

interest-bearing, investment-grade securities. We cannot predict whether the proceeds will yield a favorable return.

Dividend Policy

Dividend Policy
We have never declared or paid any cash dividends on shares of our common stock. We currently intend to retain our earnings for future growth

and do not anticipate paying any cash dividends in the foreseeable future. Any future determination to pay dividends will be at the discretion of

our board of directors and will depend on our results of operations, financial conditions, contractual and legal restrictions and other factors the

board deems relevant.

Capitalization

Capitalization

The following table sets forth our capitalization at March 30, 2003 on an actual basis and on an as-adjusted basis to reflect the receipt of the

estimated net proceeds from the sale of shares of common stock offered by us at the public offering price of $ per share, after deducting estimated

underwriting discounts and commissions and estimated offering expenses payable by us. The following information does not give effect to the

conversion of our outstanding preferred stock into common stock.

You should read the information below in conjunction with the Financial Statements and the related notes thereto and “Management’s Discussion

and Analysis of Financial Condition and Results of Operations” included elsewhere in this prospectus.

As of March 30, 2003

Actual

As

adjusted

(in thousands, except



for per share data)

Cash and cash equivalents
$4,997

Total indebtedness
1,123

Mandatorily redeemable convertible preferred stock
82,556

Stockholders’ deficit:

Series A preferred stock, $.001 par value; 7,695 shares authorized; 7,338 shares outstanding (liquidation value of $1

million)
953

Common stock, $.001 par value; authorized 110,000 shares; issued and outstanding, 3,945 (actual) and shares (as

adjusted)
4

Additional paid in capital
1,322

Deferred compensation
(162)

Notes receivable from stockholders
(44)

Accumulated deficit
(73,524)

Total stockholders’ deficit
(71,451)

Total capitalization
$12,228

Dilution

Dilution

Our net tangible book value at March 30, 2003, was approximately $ million, or $ per share. Net tangible book value per share is equal to our total

tangible assets less our total liabilities, divided by the total number of shares of our common stock outstanding.

After giving effect to the sale of shares of our common stock in this offering at the assumed public offering price of $ per share, and after deducting

estimated underwriting discounts and commissions and estimated offering expenses payable by us, our adjusted net tangible book value at March

30, 2003, would have been approximately $ per share. This represents an immediate increase in net tangible book value of $ per share to existing

stockholders and an immediate dilution of approximately $ per share to new investors purchasing shares of our common stock in this offering.

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

Public offering price per share
$

Net tangible book value per share as of March 30, 2003
$

Increase in net tangible book value per share attributable to this offering

As adjusted net tangible book value per share after offering

Dilution per share to new investors in this offering
$

If the underwriters exercise their over-allotment option in full, there will be an increase in as adjusted net tangible book value to $ per share to

existing stockholders and an immediate dilution in as adjusted net tangible book value of $ to new investors.

The following table summarizes, on an as adjusted basis as of March 30, 2003, the total number of stockholders and new investors with respect to

the number of shares of common stock purchased from us, the total consideration paid and the average price per share paid by the existing

stockholders and by the new investors in this offering before deducting the underwriting commissions and discounts and estimated offering

expenses payable by us:

Shares Purchased Total Consideration Average

Price Per

Number Percent Amount Percent Share

Existing stockholders
% $% $

New investors

Total
% $%

If the underwriters exercise their over-allotment option in full, our existing stockholders would own % and our new investors would own % of the

total number of shares of our common stock outstanding after this offering.

The assumed public offering price represents the middle of the filing range on .



Assuming the exercise in full of all options and warrants outstanding as of March 30, 2003, the average price per share paid by our existing

stockholders would increase $ per share to $ per share.

Selected Financial Data

Selected Financial Data
The table below shows selected financial data for our last five fiscal years. The statement of operations data for each of the three fiscal years in the period

ended March 30, 2003 and the balance sheet data at March 30, 2003 and March 31, 2002 are derived from our audited financial statements included

elsewhere in this prospectus. The statements of operation data for the fiscal years ended March 28, 1999 and April 2, 2000 and the balance sheet data at

March 28, 1999, April 2, 2000 and April 1, 2001 are derived from our audited financial statements not included in this prospectus. Our fiscal year is

based on a 52 or 53 week year and ends on the Sunday closest to the last day in March. The following information does not give effect to the conversion of

our outstanding preferred stock into common stock.

The following selected financial data should be read in conjunction with our financial statements and related notes and “Management’s Discussion and

Analysis of Financial Condition and Results of Operations” included elsewhere in this prospectus.

Year ended

March 28, April 2, April 1, March 31, March 30,

1999 2000 2001 2002 2003

(in thousands, except for per share data)

Statements of Operations Data:

Net revenues
$1,764 $8,035 $32,565 $55,778 $70,059

Cost of sales
1,257 5,899 19,800 31,446 36,577

Gross profit
507 2,136 12,765 24,332 33,482

Operating expenses:

Fulfillment
48 1,774 6,160 9,030 10,769

Marketing
795 18,077 21,613 13,411 15,280

General and administrative
1,231 5,832 11,741 15,423 14,598

Total operating expenses
2,074 25,683 39,514 37,864 40,647

Loss from operations
(1,567) (23,547) (26,749) (13,532) (7,165)

Interest income
— 510 1,424 459 160

Interest expense
(1) (201) (1,124) (1,036) (706)

Net loss
$(1,568) $(23,238) $(26,449) $(14,109) $(7,711)

Deemed preferred stock dividend
— (1,032) — — —

Net loss attributable to common stockholders
$(1,568) $(24,270) $(26,449) $(14,109) $(7,711)

Net loss per common share — basic and diluted
$(2.95) $(6.43) $(6.97) $(3.71) $(2.00)

Weighted average shares — basic and diluted
531 3,772 3,797 3,800 3,858

As of

March 28, April 2, April 1, March 31, March 30,

1999 2000 2001 2002 2003

(in thousands)

Balance Sheet Data:

Cash and equivalents
$1,723 $14,842 $11,248 $4,910 $4,997

Working capital
1,155 14,982 19,087 483 7,179

Total assets
1,847 21,237 32,951 18,482 22,126

Total indebtedness
— 6,614 6,797 6,000 1,123

Stockholders’ deficit
(1,997) (25,513) (51,439) (64,191) (71,451)



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

Management’s Discussion and Analysis of

Financial Condition and Results of Operations
The following Management’s Discussion and Analysis of Financial Condition and Results of Operations should be read in conjunction with our Financial

Statements and the related Notes thereto. This discussion contains forward-looking statements based upon current expectations that involve risks and

uncertainties, such as our plans, objectives, expectations and intentions, as set forth under “Special Note Regarding Forward-Looking Statements.” Our

actual results and the timing of events could differ materially from those anticipated in these forward-looking statements as a result of several factors,

including those set forth in the following discussion and under “Risk Factors,” “Business” and elsewhere in this prospectus.

Overview

We are an online retailer of upscale gifts. Our fifteen product categories provide customers with a wide assortment of choices for all gift-giving

occasions. Product revenues consist of sales made to individual consumers and businesses. We market our products through our website and our

catalogs. Customers place orders with us through our website or the telephone. Telephone orders are taken at our customer service center. At the

time an order is taken, we obtain the customer’s credit card information. When the order is shipped, the customer’s credit card is charged. We

recognize revenue on the date on which we estimate that the product has been received by the customer. Product sales are recorded net of

discounts and estimated returns.

Historically, revenues have been seasonal. Revenues have been higher in our third fiscal quarter, reflecting higher consumer holiday spending. We

anticipate this trend will continue in the foreseeable future. We have achieved our historical growth from internal operations rather than through

acquisitions. We have funded our operations primarily through private sales of equity securities and borrowings.

Our revenues are comprised of products sales, shipping revenue and gift-wrap revenue. Our shipping revenue represents the amounts we charge

our customers for delivering the product. The delivery charge is based on the order value and the method of delivery. As the order value increases,

the delivery charge increases as well. Similarly, expedited delivery costs more than standard delivery methods. Our gift wrap revenue consists of

amounts we charge our customers for our signature red gift boxes. The customer has the option to purchase gift wrap if the product is offered with

our special gift wrapping. The gift wrapping process occurs as part of the order fulfillment at the distribution center. No single customer accounts

for more than 1% of our net revenues.

Cost of sales consists of the cost of the product sold, inbound and outbound freight and gift-wrap expense.

Fulfillment expenses consist of fees paid to our third party fulfillment service provider, wages and benefits for employees and seasonal hires

working in our customer service facility, fees incurred to process credit card transactions and certain fixed costs, such as rent and utilities, incurred

by our distribution center and customer service facility. Services performed by our third party fulfillment service provider include receiving,

picking, packing, shipping and other warehousing activities. We intend to terminate our relationship with our third party fulfillment service

provider and assume control of our fulfillment services in August 2002.

Marketing expenses consist primarily of online and catalog programs as well as advertising, public relations and other promotional expenditures.

General and administrative expenses consist of wages and benefits for all of our employees, except for fulfillment and customer service. These

expenses also include costs incurred for technology, rent and utilities for our headquarters, travel, depreciation, and other general corporate

expenditures.

We have recorded no provision for federal and state income taxes since inception. As of March 30, 2003, we had $96.3 million of net operating loss

carryforwards, which may be impaired or limited in certain circumstances. These net operating loss carryforwards will begin to expire in 2007. We

have provided a valuation allowance on our deferred tax assets, consisting primarily of net operating loss carryforwards, because of the uncertainty

regarding their realizability.

Critical Accounting Policies

Our financial statements have been prepared in accordance with accounting principles generally accepted in the United States of America. The

preparation of these financial statements requires us to make estimates and judgments that affect the reported amounts of assets, liabilities,

revenues and expenses. We base our estimates on historical experience and on various other assumptions that we believe to be reasonable under the

circumstances, the results of which form the basis for making judgments about the carrying values of assets and liabilities that are not readily

apparent from other sources. Actual results may differ from these estimates under different assumptions or conditions. Our critical accounting

policies are set forth below.

Revenue recognition. We derive our revenues from merchandise sales made to consumers and businesses. We generally require payment by credit

card prior to shipment. We recognize revenue on the date on which we estimate that the product has been received by the customer and any

payments received prior to the estimated date of receipt of the goods by the customer are deferred. We use our third-party freight carrier

information to estimate when delivery has occurred. Revenues are recorded net of estimated returns, coupons redeemed by customers, and other



discounts. Significant management judgments and estimates must be made and used in connection with determining revenue recognized in any

accounting period. Our management must make estimates of potential future product returns related to current period revenue. We analyze

historical returns, current economic trends and changes in customer demand and acceptance of our products when evaluating the adequacy of the

sales returns and other allowances in any accounting period. Actual returns may differ materially from our estimated reserve. As a result, our

operating results and financial condition could be adversely affected. The reserve for returns was $0.1 million as of March 30, 2003.

Inventory. We write down inventory for estimated obsolescence or damage equal to the difference between the cost of inventory and the estimated

market value based upon assumptions about future demand and market conditions. If actual market conditions or demand for our products are less

favorable than projected by management, additional inventory write-downs may be required. For the fiscal years ended March 31, 2002 and March

30, 2003, we wrote down inventory of approximately $0.4 million and $0.6 million, respectively.

Accounting for income taxes. Significant management judgment is required in determining our deferred tax assets and liabilities and any valuation

allowance recorded against our net deferred tax assets. As of March 30, 2003, we have recorded a valuation allowance of $25.9 million against our

net deferred tax asset balance due to uncertainties related to our deferred tax assets as a result of our history of operating losses. The valuation

allowance is based on our estimates of taxable income by jurisdiction in which we operate and the period over which our deferred tax assets will be

recoverable. In the event that actual results differ from these estimates or we adjust these estimates in future periods, we may need to change the

valuation allowance, which could materially impact our financial position and results of operations.

Catalog Amortization. Prepaid catalog costs consist of third party costs including paper, printing, postage and mailing costs for all of our direct

response catalogs. Such costs are capitalized as prepaid catalog costs and are amortized over their expected period of future benefit. Such

amortization is based upon the ratio of actual revenues to the total of actual and estimated future revenues on an individual catalog basis. Prepaid

catalog costs are evaluated for realizability at each reporting period by comparing the carrying amount associated with each catalog to the

estimated probable remaining future net benefit of the catalog (defined as net revenues) less merchandise cost of goods sold, selling expenses and

catalog completion costs) associated with that catalog. If the carrying amount is in excess of the estimated probable remaining future net benefit of

the catalog, the excess is expensed in the reporting period.

Valuation of long-lived assets. Long-lived assets held and used by us are reviewed for impairment whenever events or changes in circumstances

indicate the net book value may not be recoverable. An impairment loss is recognized if the sum of the expected future cash flows from use of the

asset is less than the net book value of the asset. The amount of the impairment loss will generally be measured as the difference between net book

values of the assets and their estimated fair values. During fiscal 2002, we recorded a $1.2 million impairment charge related to abandoned

software and website development costs.

Results of Operations

The following table sets forth our results of operations expressed as a percentage of net revenues. The following discussion concerning results of

operations should be read in conjunction with “Selected Financial Data,” the financial statements and accompanying notes and the other financial

data included elsewhere in this prospectus. Our fiscal year is based on a 52 or 53-week year. The fiscal year ends on the Sunday closest to March 31.

Year ended

April 1, March 31, March 30,

2001 2002 2003

(as percentage of net revenues)

Statements of Operation Data:

Net revenues
100.0% 100.0% 100.0%

Cost of sales
60.8 56.4 52.2

Gross profit
39.2 43.6 47.8

Operating expenses:

Fulfillment
18.9 16.2 15.4

Marketing
66.3 24.0 21.8

General and administrative
36.1 27.7 20.8

Total operating expenses
121.3 67.9 58.0

Loss from operations
(82.1) (24.3) (10.2)

Interest income
4.4 0.8 0.2

Interest expense
(3.5) (1.8) (1.0)

Net loss
(81.2)% (25.3)% (11.0)%

Comparison of Years Ended March 31, 2002 and March 30, 2003.



Revenues

During fiscal year 2003, net revenues increased 26.5% from $55.8 million to $70.1 million relative to the prior year. This was primarily due to

increased demand for our products resulting from additional marketing efforts through our catalog campaigns. During fiscal year 2003, we

increased our catalog circulation by approximately 3.6 million catalogs, or 23.3%. The number of orders increased approximately 17% and the

revenue per order increased approximately 7%. Our customer base increased from approximately 853,000 to approximately 1.3 million. In

addition, in the second quarter of fiscal year 2003, we began to base our delivery charge on the order value of the transaction. Prior to this change,

the amount charged to the customer was a flat rate regardless of the order value. As a result of this change, our average shipping revenue per order

increased approximately 24%.

Cost of Sales

Cost of sales increased from $31.4 million, or 56.4% of net revenues in fiscal 2002, to $36.6 million, or 52.2% of net revenues in the same period in

fiscal 2003. The increase in dollars was mainly attributable to the 25.6% increase in net revenues. As a percentage of net revenues, the decrease in

cost of sales in fiscal 2003 compared to fiscal 2002 was primarily a result of our improved cost leverage with vendors due to increased volumes of

merchandise that we purchased and the sale of higher margin products.

Operating Expenses

Fulfillment. Fulfillment expenses increased from $9.0 million in fiscal 2002 to $10.8 million in fiscal 2003. As a percentage of net revenues,

fulfillment was 16.2% in fiscal 2002 and 15.4% in fiscal 2003. The increase in dollars was primarily attributable to the 17% increase in the number

of orders. The cost to fulfill orders through our third party distribution center increased approximately $0.9 million. There was an increase of

approximately $0.2 million in salaries at our customer service center for additional employees hired to accommodate the increase in sales

transactions. Our credit card processing fees increased approximately $0.3 million due to the increase in revenues. In addition, rent and utilities at

our third party distribution center and our customer service facility increased approximately $0.4 million. The decrease as a percentage of net

revenues was primarily attributable to economies of scale achieved through an increased number of sales transactions and higher average order

value.

Marketing. Marketing expenses increased from $13.4 million in fiscal 2002 to $15.3 million in fiscal 2003. As a percentage of net revenues,

marketing expenses were 24.0% in fiscal 2002 and 21.8% in fiscal 2003. The increase in dollars was primarily due to the increase in catalog

circulation. We mailed approximately 15.1 million catalogs in fiscal 2002 and 18.7 million in fiscal 2003. As a result, costs for catalog printing,

postage and lists increased approximately $2.4 million. This increase was partially offset by decreases in spending related to online marketing

programs of approximately $0.6 million.

General and Administrative. General and administrative expenses decreased from $15.4 million in fiscal 2002, to $14.6 million in fiscal 2003. As a

percentage of net revenues, general and administrative expenses were 27.7% in fiscal 2002 and 20.8% in fiscal 2003. The decreases were primarily

due to an impairment charge of approximately $1.2 million incurred in fiscal 2002, as well as reductions in bonuses, travel, depreciation and

recruiting costs of approximately $0.8 million. These decreases were offset in part by increases in salaries of approximately $1.0 million due to

additional employees hired and severance paid to former employees.

Other Income and Expenses

Interest Income. Interest income was $0.5 million and $0.2 million in fiscal 2002 and 2003, respectively. The decrease was primarily due to lower

average interest rates earned in fiscal 2003.

Interest Expense. Interest expense was $1.0 and $0.7 in fiscal 2002 and 2003, respectively. The decrease was primarily due to a reduction of

approximately $4.8 million in our outstanding debt.

Comparison of Years Ended April 1, 2001 and March 31, 2002.

Revenues

Net revenues increased 71.3%, from $32.6 million in fiscal 2001 to $55.8 million in fiscal 2002. This was primarily due to growth in our customer

base and increased average order value. Our customer base increased from approximately 448,000 to approximately 853,000. We increased our

catalog circulation by approximately 2.8 million catalogs, or 22.5%. The number of orders increased approximately 61% and the revenue per order

increased approximately 6%.

Cost of Sales

Cost of sales increased from $19.8 million, or 60.8% of net revenues in fiscal 2001, to $31.4 million, or 56.4% of net revenues in fiscal 2002. The

increase in dollars was mainly attributable to the 71.3% increase in net revenues. As a percentage of net revenues, the decrease in cost of sales in

fiscal 2002 compared to fiscal 2001 was primarily due to our improved cost leverage with vendors due to increased volumes of merchandise that we

purchased and the sale of higher margin products.



Operating Expenses

Fulfillment. Fulfillment expenses increased 45.2%, from $6.2 million in fiscal 2001 to $9.0 million in fiscal 2002. As a percentage of net revenues,

fulfillment was 18.9% in fiscal 2001 compared to 16.2% in fiscal 2002. The increase in dollars was primarily attributable to an approximate 61%

increase in the number of orders. The cost to fulfill orders through our third party distribution center increased approximately $1.3 million. There

was an increase of approximately $0.3 million in salaries at our customer service center for additional employees hired to accommodate the

increase in orders. Our credit card processing fees increased approximately $0.5 million due to the increase in revenues. In addition, rent and

utilities at our third party distribution center and our customer service facility increased approximately $0.6 million. The decrease as a percentage

of net revenues was primarily attributable to economies of scale achieved through an increased number of orders and higher average order value.

Marketing. Marketing expenses decreased from $21.6 million in fiscal 2001 to $13.4 million in fiscal 2002. As a percentage of net revenues,

marketing expenses were 66.3% in fiscal 2001 and 24.0% in fiscal 2002. The decreases were primarily due to amounts spent in fiscal 2001 on print

and general advertising campaigns as well as some of our online marketing programs. In fiscal 2002, print and general advertising campaigns were

eliminated which resulted in approximately $6.9 million in cost savings. Also in fiscal 2002, we spent approximately $3.1 million less in online

marketing programs. These decreases were offset partially by an increase in our catalog programs. We increased our catalog circulation by

approximately 2.8 million catalogs. The additional catalogs resulted in an increased cost of approximately $2.2 million for production, printing,

and postage.

General and Administrative. General and administrative expenses increased from $11.7 million in fiscal 2001, to $15.4 million in fiscal 2002. As a

percentage of net revenues, general and administrative expenses were 36.1% in fiscal 2001 and 27.7% in fiscal 2002. The increase in dollars was

due to expenditures to support our larger revenue base. These expenses included salaries and benefits for additional employees of approximately

$1.4 million, increased depreciation expense resulting from capital expenditures for technology of approximately $1.4 million, and an impairment

charge of approximately $1.2 million incurred for abandoned software and website development costs. These increases were offset partially by a

reduction in the use of contractors for technology projects. The decrease in general and administrative expenses as a percentage of net revenues

was a result of economies of scale achieved through increased sales volume and the allocation of general and administrative expenses over a larger

revenue base.

Other Income and Expenses

Interest Income. Interest income was $1.4 million in fiscal 2001 and $0.5 million in fiscal 2002. The decrease was primarily due to lower average

cash balances and lower average interest rates earned over fiscal 2002.

Interest Expense. Interest expense was $1.1 million in fiscal 2001 and $1.0 million in fiscal 2002.

Quarterly Results of Operations

The following tables set forth our unaudited quarterly results of operations data for the eight most recent quarters ended March 30, 2003, as well

as such data expressed as a percentage of our net revenues for the periods presented. The information in the table below should be read in

conjunction with our Financial Statements and the Notes thereto included elsewhere in this prospectus. We have prepared this information on the

same basis as the Financial Statements and the information includes all adjustments, consisting only of normal recurring adjustments, that we

consider necessary for a fair statement of our financial position and operating results for the quarters presented. Our quarterly operating results

have varied substantially in the past and may vary substantially in the future. You should not draw any conclusions about our future results from

the results of operations for any particular quarter.

Three months ended

July 1,

September

30,

December

30, March 31, June 30,

September

29,

December

29, March 30,

2001 2001 2001 2002 2002 2002 2002 2003

(in thousands)

Statements of Operations

Data:

Net revenues
$12,382 $4,366 $26,155 $12,875 $15,287 $5,366 $34,290 $15,116

Cost of sales
7,046 3,050 14,271 7,079 8,187 3,005 17,318 8,067

Gross profit
5,336 1,316 11,884 5,796 7,100 2,361 16,972 7,049

Operating expenses:

Fulfillment
2,074 1,133 3,610 2,213 2,401 1,386 4,485 2,497

Marketing
3,708 1,218 5,084 3,401 3,530 983 7,593 3,174

General and

administrative
3,302 3,422 3,408 5,291 3,346 3,535 3,790 3,927

Total operating

expenses
9,084 5,773 12,102 10,905 9,277 5,904 15,868 9,598



Income (loss) from

operations
$(3,748) $(4,457) $(218) $(5,109) $(2,177) $(3,543) $1,104 $(2,549)

Statements of Operations

Data:

Net revenues
100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

Cost of sales
57.0 70.0 54.6 55.0 53.6 56.0 50.5 53.4

Gross profit
43.0 30.0 45.4 45.0 46.4 44.0 49.5 46.6

Operating expenses:

Fulfillment
16.8 26.0 13.8 17.2 15.7 25.8 13.1 16.5

Marketing
30.0 27.9 19.4 26.4 23.1 18.3 22.1 21.0

General and

administrative
26.7 78.3 13.0 41.1 21.9 65.9 11.1 26.0

Total operating

expenses
73.5 132.2 46.2 84.7 60.7 110.0 46.3 63.5

Income (loss) from

operations
(30.5)% (102.2)% (0.8)% (39.7)% (14.3)% (66.0)% 3.2% (16.9)%

Our net revenues have increased in every quarter on a year-over-year basis. This general increase was primarily due to our increased marketing

activities which have resulted in the expansion of our customer base as well as repeat purchases from these customers. In addition, our number of

orders and revenues per order have increased each quarter on a year-over-year basis. We have experienced significant seasonality in our business,

reflecting traditional retail seasonality. For example, sales and average order value in the retail industry are traditionally higher in the quarter ended

December 31 than in other quarters.

Cost of sales as a percentage of net revenues has decreased each quarter on a year-over-year basis during the eight quarters ended March 30, 2003.

This improvement resulted primarily from lower average per unit cost paid to suppliers due to higher purchase volumes and sale of higher margin

products.

Total operating expenses as a percentage of net revenues have decreased on a year-over-year basis each quarter, except for the third quarter ended

December 29, 2002, as a result of economies of scale achieved through increased sales volumes. In the near future, we expect to continue to devote

resources to the expansion of our sales and marketing efforts and general and administrative efforts to support our planned growth. As a result, we

expect that total operating expenses may increase in absolute dollars in future periods. These expenses as a percentage of net revenues will vary

depending on the level of revenues obtained.

In one or more future quarters our operating results may fall below the expectations of securities analysts and investors. In such an event, the

trading price of our common stock would likely be materially adversely affected.

Effect of Recent Accounting Pronouncements

In August 2001, the FASB issued SFAS No. 144 “Accounting for the Impairment or Disposal of Long-Lived Assets.” SFAS No. 144 establishes

accounting and reporting standards for the impairment of long-lived assets and for long-lived assets to be disposed of. We adopted SFAS No. 144

on April 1, 2002. The initial adoption of SFAS No. 144 did not have a significant impact on our reporting for impairment or disposals of long-lived

assets.

In June 2002, the FASB issued SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal Activities”, which addresses accounting for

restructuring and similar costs. SFAS No. 146 supersedes previous accounting guidance, principally Emerging Issues Task Force Issue No. 94-3. We

have adopted the provisions of SFAS No. 146 for restructuring activities, if any, initiated after December 31, 2002. SFAS No. 146 requires that the

liability for costs associated with an exit or disposal activity be recognized when the liability is incurred. Under Issue No. 94-3, a liability for an exit

cost was recognized at the date of our commitment to an exit plan. SFAS No. 146 also establishes that the liability should initially be measured and

recorded at fair value. Accordingly, SFAS No. 146 may affect the timing of recognizing future restructuring costs as well as the amounts recognized.

In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based Compensation — Transition and Disclosure.” SFAS No. 148

amends SFAS No. 123, “Accounting for Stock-Based Compensation,” to provide alternative methods of transition for a voluntary change to the fair

value based method of accounting for stock-based employee compensation. In addition, SFAS No. 148 amends the disclosure requirements of

SFAS No. 123 to require prominent disclosures in both annual and interim financial statements about the method of accounting for stock-based

employee compensation and the effect of the method used on reported results. The transition guidance and annual disclosure provisions of SFAS

No. 148 are effective for our fiscal year ended March 30, 2003. The interim disclosure provisions are effective for the first quarter of the fiscal year

ending April 3, 2004. We continue to account for stock-based compensation using the intrinsic value method in accordance with the provisions of

APB Opinion No. 25, “Accounting for Stock Issued to Employees,” as allowed by SFAS No. 123. As a result, the adoption of SFAS No. 148 did not

have any impact on our financial results.



In May 2003, the FASB issued SFAS No. 150, “Accounting for Certain Financial Instruments with Characteristics of both Liabilities and Equity.”

SFAS No. 150 requires instruments that are mandatorily redeemable, among other financial instruments, which embody an unconditional

obligation requiring the issuer to redeem them by transferring its assets at a specified or determinable date or upon an event that is certain to occur,

be classified as liabilities. SFAS No. 150 is effective for financial instruments entered into or modified after May 31, 2003 and is effective at the

beginning of the first interim period beginning after June 15, 2003, except for mandatorily redeemable financial instruments of nonpublic entities

which are subject to the provisions of SFAS No. 150 for the first period beginning after December 15, 2003. Upon the completion of our initial

public offering, all of our mandatorily redeemable preferred stock will be converted into common stock. As a result, we do not expect this statement

to have any impact on our financial statements.

Liquidity and Capital Resources

We have funded our operations through March 30, 2003 primarily through private sales of equity securities and borrowings.

Net cash flow used in operations was ($25.8) million in fiscal 2001, ($11.5) million in fiscal 2002, and ($6.9) million in fiscal 2003. Uses of cash

were primarily to fund net losses and changes in working capital.

Net cash flow provided by (used in) investing activities was ($11.5) million in fiscal 2001, $6.3 million in fiscal 2002, and ($1.5) million for fiscal

2003. Uses of cash flow for investing activities include capital expenditures for property and equipment and purchase of short-term investments.

The uses of cash flow were offset by the sale of short-term investments.

Net cash flow provided by (used in) financing activities was $32.7 million in fiscal 2001, ($1.2) million in fiscal 2002, and $8.5 million in fiscal

2003. In fiscal 2001, cash from financing activities primarily consisted of net proceeds from the issuance of Series E convertible preferred stock. In

fiscal 2002, cash used in financing activities consisted of payments of $1.2 million on outstanding working capital line of credit and capital lease

obligations. In fiscal 2003 net cash provided by financing activities consisted of approximately $13.6 million of net proceeds from the issuance of

Series F convertible preferred stock which was offset by debt repayments of approximately $5.1 million.

The following tables summarize our contractual obligations as of March 30, 2003, and the effect these obligations are expected to have on our

liquidity and cash flows in future periods.

Payments Due by Period

Total Less than 1 year 1-3 years 4-5 years After 5 years

(in thousands)

Contractual Obligations:

Total indebtedness
$1,123 $1,123 $— $— $—

Capital lease obligations
2,026 723 1,111 192 —

Operating leases
3,690 1,735 1,717 238 —

Series B convertible preferred stock*
2,255 — — 2,255 —

Series C convertible preferred stock*
21,000 — — 21,000 —

Series D convertible preferred stock*
11,060 — — 11,060 —

Series E convertible preferred stock*
34,562 — — 34,562 —

Series F convertible preferred stock*
13,743 — — 13,743 —

Total contractual obligations
$89,459 $3,581 $2,828 $83,050 $—

*

All of these series of preferred stock have redemption rights that will be eliminated upon conversion of the preferred stock into common stock

upon completion of the offering.

Management believes that the cash currently on hand and the line of credit obtained on June 13, 2003 will be sufficient to continue operations

through the next twelve months. The current credit facilities will allow us to borrow for working capital needs. However, there can be no assurance

that if additional financing is necessary it will be available, or if available, that such financing can be obtained on satisfactory terms. Failure to

generate sufficient revenues or raise additional capital could have a material adverse effect on our ability to continue as a going concern and to

achieve our intended business objectives.

On June , 2003, we entered into a revolving credit and security agreement with CapitalSource Finance LLC pursuant to which CapitalSource

Finance LLC has made available to us a credit facility under a revolving promissory note with a maximum principal amount of $11.0 million,

subject to availability guidelines that specify the amount that can be borrowed under the facility at any given time, to refinance our existing

indebtedness and provide working capital. Amounts borrowed under this facility bear interest at rates equal to the greater of 9.5% or the prime

lending rate plus 5.75%, for advances up to a fluctuating base amount, and equal to the greater of 11.5% or the prime lending rate plus 7.75% for

advances in excess of that base amount. Amounts borrowed under the facility are secured by substantially all of our tangible and intangible assets.

The revolving credit and security agreement provides for certain events of default, sets forth a number of affirmative and negative covenants to



which we must adhere and expires on April 15, 2006, unless extended, renewed or terminated pursuant to the terms of the agreement.

RedEnvelope paid a non-refundable commitment fee of approximately $0.2 million in connection with this revolving credit and security

agreement. We do not currently have any outstanding balance under the revolving promissory note.

Quantitative and Qualitative Disclosures about Market Risk

We do not use derivative financial instruments in our investment portfolio and have no foreign exchange contracts. Our financial instruments

consist of cash and cash equivalents, trade accounts receivable, accounts payable and long-term obligations. We consider investments in highly-

liquid instruments purchased with a remaining maturity of 90 days or less at the date of purchase to be cash equivalents. Our exposure to market

risk for changes in interest rates relates primarily to our short-term investments and short-term obligations; thus, fluctuations in interest rates

would not have a material impact on the fair value of these securities.

At March 30, 2003, we had approximately $5.0 million in cash and cash equivalents. At that same date, we also had an outstanding balance on our

working capital line of credit of approximately $1.2 million. A hypothetical 10% increase or decrease in interest rates would not have a material

impact on our earnings or loss, or the fair market value or cash flows of these instruments.

Business

Business

Overview

RedEnvelope is a retailer of upscale gifts for every occasion, every day. RedEnvelope’s goal is to make gift giving — no matter what the occasion —

easy and fun. We offer a unique assortment of high-quality, innovative gifts, many of which are exclusive to RedEnvelope. Our merchants travel the

world for original, innovative products and often commission artists and vendors to create gifts exclusively for RedEnvelope shoppers. Our website,

www.redenvelope.com, allows customers to shop for gifts by occasion, recipient, lifestyle and price, and, depending on the season, features between

approximately 550 and 750 different gift items. Our website is continually updated to reflect changing gift occasions and new product offerings. We

also publish a richly-photographed, full-color catalog several times during the year, which generally features approximately 135 products,

increasing to approximately 250 products during the holiday shopping season. Our catalog serves as the primary advertising vehicle for our

website.

We offer a wide variety of products in numerous product categories, including flowers and plants, jewelry, men’s and women’s accessories, gift

baskets, gourmet foods, personal care, sports and games, gadget and tools, baby and kids, home and garden, office, and bar, wine and cigar

accessories. We offer these items at a wide variety of price points, ranging from lower priced items having a broader consumer appeal in the $20 to

$50 range to higher-priced items with more targeted appeal in the one to several hundred dollar range. We also offer our customers a gift wrapping

option, whereby our gifts are delivered to the recipient in a branded, high-quality red box with a distinctive, hand-tied ivory ribbon. We strive to

maintain the highest standards for customer service and delivery so as to provide our customers with the best possible gift-giving experience. We

believe that RedEnvelope provides a compelling combination of unique, high-quality merchandise, shopping convenience and excellent customer

service.

Industry Overview

Growth of the Internet and Online Commerce. The Internet’s influence on communication, information and commerce continues to grow. Nielsen

estimates that there were approximately 580 million Internet users worldwide and approximately 168.6 million Internet users in the United States

at the end of 2002. The US Census Bureau estimates that $34.3 billion was spent on online retail in the United States in 2001, which is

approximately 22% higher than the estimated $28.2 billion spent in 2000. We believe that growth in Internet usage and online commerce is being

fueled by a number of factors including:

• growing awareness among consumers of the convenience and other benefits of online shopping

• a large installed base of personal computers in the workplace and home

• advances in the performance and speed of personal computers, modems and Internet connections

• improvements in network infrastructure and bandwidth

• easier and cheaper access to the Internet

• the rapidly expanding availability of online content and commerce sites

The unique characteristics of the Internet provide a number of advantages for online retailers. Online retailers are able to frequently adjust their

featured selections, editorial content and pricing, providing significant merchandising flexibility. Online retailers also benefit from the lower cost of

publishing on the Web as compared to traditional print media, the ability to reach a large group of customers from a central location, and the

potential for low-cost customer interaction. Unlike traditional retail channels, online retailers do not have the burdensome costs of managing and

maintaining a retail store infrastructure. Online retailers can also easily obtain demographic and behavioral data about customers, increasing

opportunities for direct marketing and personalized services.



The Gift Market. Gifts are available through a wide variety of stores, catalogs and websites. Gift purchasing lends itself particularly well to online

shopping because of the ease of viewing a wide selection of products quickly. However, we believe there are very few places that a customer can go

to purchase gifts for all occasions, from holidays to birthdays and anniversaries, and be assured of a consistent, thoughtful, innovative, high-quality

product. Further, we believe there are very few places where consumers can purchase gifts by occasion or recipient.

The RedEnvelope Approach

We believe that we provide our customers a unique and enjoyable shopping experience that cannot be replicated easily elsewhere. By selling gifts

for almost all occasions and people in one place, we make the gift-buying process easier for the giver. Furthermore, we believe we remove much of

the anxiety of gift buying by organizing our products so that buyers can easily find high-quality gifts and have them sent on an expedited basis.

Many of our products are either proprietary or developed specifically for RedEnvelope, which allows us to offer many products that cannot be

found elsewhere. We believe that our commitment to customer service and providing a good customer experience further distinguishes us.

We believe that we have several competitive advantages that position us to be the premier gift-giving retailer, regardless of the occasion or holiday.

These include the following:

Unique gift giving experience. We believe that our website and catalog provide customers with an easy and fun way to purchase gifts. Our catalogs are

produced around the major gift giving holidays and offer a variety of products specific to the theme. Furthermore, our website allows customers to

shop for gifts by occasion, recipient, lifestyle and price point. We strive to maintain the highest standards for customer service and delivery of gifts

to provide our customers with the best possible gift giving experience.

Original product offerings at a wide variety of price points. We believe that we offer a unique assortment of high-quality, innovative gifts, many of

which are difficult to find elsewhere and are not easily replicated. We obtain our products from sources around the world, and we often have

products created exclusively for RedEnvelope shoppers. We also offer consumer gifts that are available at a wide range of prices — from $20 up to

several hundred dollars.

High quality product presentation. We differentiate ourselves partially through our branded, high quality product presentation. For an added fee, we

offer our customers a gift-wrapping option, whereby our gifts are delivered in a branded, high-quality red box with a distinctive, hand-tied ivory

ribbon. Products that are not gift-wrapped are shipped in branded packaging so that all gifts will clearly identify RedEnvelope as the source of the

merchandise. Gift certificates are delivered to customers in distinctive red envelopes. We believe that our packaging further reinforces our brand

with the consumer and that our product presentation is one of our competitive advantages.

Continue to improve user experience. We seek to combine an upscale product selection with a simple, enjoyable purchasing process so that our

customers will have an enjoyable gift-purchasing experience. We have built what we feel is an attractive, easy-to-navigate website that displays our

products in a clear and informative manner and allows customers to complete their purchases quickly. We intend to continue upgrading and

enhancing our website to keep pace with improving technology and changing customer demands. In addition, we intend to continue producing a

richly-photographed, high-quality catalog that can effectively and attractively display our products in print for those individuals who prefer to

browse through a catalog when selecting items for purchase. We also believe it is important to maintain a staff of courteous, knowledgeable and

responsive customer service representatives to answer questions and otherwise assist our customers with their gift-purchasing experience.

Convenient shopping experience. Our online store provides customers with an easy-to-use website that is available 24 hours a day, seven days a week

and may be reached from the shopper’s home or office. Our online store enables us to deliver a broad selection of products to customers in rural or

other locations that do not have convenient access to physical stores. We also make the shopping experience convenient by allowing our customers

to browse our products by category, key words or price range.

Business Strategy

Our objective is to become the leading retailer of upscale consumer gifts for every occasion every day. To achieve this objective, we intend to

continue to grow our customer base and provide those customers with a superior gift-buying experience to promote repeat purchases. Key elements

of our strategy include the following:

Strengthening the RedEnvelope brand. We believe our brand and packaging are easily identified and associated with upscale consumer gift giving. We

seek to build greater brand awareness through selective advertisements, customized promotions with strategic corporate partners, and continued

production of distinctive, high-quality, richly-photographed catalogs. We will continue to leverage our brand name by selectively improving both

our product offerings and direct marketing efforts.

Providing unique and innovative products. We are always searching for and designing new and exciting items to feature on our website and in our

catalogs. We offer what we believe to be many unique and innovative products that are not found easily elsewhere. These products typically carry

higher margins than branded or other products and thus may increase our operating margins and profits if we are able to sell more of them. In

addition, we believe that by continually offering innovative, hard-to-find products, we can better differentiate RedEnvelope from our competitors

and can provide a more satisfactory gift-purchasing experience for our target customers.

Increasing our scale to implement cost efficiencies. As we attempt to increase our revenues, we will subsequently attempt to create opportunities to

reduce our costs associated with fulfillment, importing and general and administrative activities. Our warehouse fulfillment center currently has

excess capacity that will allow us to increase our margins by increasing our product volume without a large commensurate increase in associated



expense. Furthermore, purchasing more products overseas will allow us to obtain better pricing terms by buying items in bulk from importers. We

believe that improved efficiencies in general and administrative expenses as we grow our revenues will also improve our margins.

Leveraging experience of proven management team. Alison May, our Chief Executive Officer, and Hilary Billings, our Brand Strategist, have both

separately demonstrated expertise in helping grow retail brands and businesses, including Pottery Barn, the W Hotels, Patagonia, Esprit and

Gymboree. We believe that our management team can apply their past experiences to RedEnvelope as we grow and manage our business. We

believe that our management team has developed an understanding of our customers’ tastes and purchasing habits, which assists us in executing

our product design, sourcing and marketing strategies. We intend to leverage our management team’s experience to effectively execute our business

strategy.

Acquiring new customers and increasing repeat purchases through customer loyalty. A cornerstone of our business strategy is to develop, cultivate and

satisfy our customer base. We have developed an internal database of approximately 1.3 million customer names, with approximately 450,000 new

customers added in the twelve months ended March 30, 2003. Historically, 33% of customers who have purchased products within a 12 month

period have made an additional purchase in the following 12 months. We intend to increase customer loyalty by providing a high-quality customer

experience as well as by implementing promotional programs geared towards increasing repeat business, such as email campaigns and anniversary

card programs.

Improving marketing efficiency. By improving the way that we spend our marketing dollars, we believe that we can lower our customer acquisition

costs and effectively increase our margins. We intend to accomplish this by focusing our marketing efforts on the most efficient methods to acquire

and maintain customers, including performance-based marketing arrangements with our marketing partners on the Internet. These programs

usually only require us to pay fees to or share revenues with partners if customers come to our website from the marketing program and make a

purchase.

Product Merchandising, Design and Sourcing

Product Merchandising

Our merchandise mix consists of unique products available exclusively through RedEnvelope, items with broad gift-giving appeal that generally are

available elsewhere and original and customized products generally not available in broad distribution. We adjust our merchandise mix to reflect

market trends and customer buying habits. New products are selected or developed and brought into our merchandise mix based on criteria such as

anticipated popularity, gross margin, uniqueness, value, competitive alternatives, exclusivity, quality and vendor performance.

Our goal is to offer a wide assortment of gifts with an emphasis on our exclusive products. Our exclusive products are produced for us on a contract

basis, pursuant to product specifications that we provide to our manufacturers. We intend to continue offering products in the $20 to several

hundred dollar range in an effort to appeal to a wide customer base. Development lead time is generally in the range of 11 months, although certain

product introductions may require a shorter or longer lead-time.

We generate information frequently on merchandise orders and inventory, which is reviewed by our buyers, our merchandise planning staff and

senior management. We average new offerings of approximately 300 products, approximately 40% of our product assortment, throughout the year.

We carefully consider which products will not be offered in future months based on numerous factors, including revenues generated, gross margins,

the cost of catalog and website space devoted to each product, product availability and quality.

Product Design

Our merchandising group has been designing and developing new products since 2001, as well as finding new product ideas from outside sources.

The merchandising group meets regularly with the merchandise planning staff to review product opportunities, product quality and customer

feedback. From these meetings, product ideas are put into design, development and production. Examples of product introductions during that

past three years include, among others, Spa in a Box, Framed Four Leaf Clover and Deluxe Men’s Valet.

In addition, we work with vendors to develop products focusing on unique and innovative features or concepts that distinguish us from

competitors. We believe that the appeal of our exclusive products also serves as a key factor in broadening our customer base and strengthening and

enhancing our brand appeal. Our goal is to continue to increase sales of these products through the introduction of new, exclusive RedEnvelope

products.

Product Sourcing

In order to find new products, our buyers review product literature and travel extensively throughout the world to meet with vendors and attend

trade shows. We purchase merchandise from numerous foreign and domestic manufacturers and importers. During the holiday season in fiscal

2003, we sourced from more than 300 vendors. We contract with seven agents throughout the world who negotiate pricing and oversee the

development and quality control processes. We had a single supplier that provided approximately 4% of our net merchandise purchases in fiscal

2003.

More than half of our products are unique designs manufactured by third-party suppliers. We enter into exclusive supply agreements for these

products to maintain a competitive advantage. However, since we do not have long-term arrangements with any vendor or distributor that

guarantees the availability of products from year to year, we do not have a predictable or guaranteed supply of these products in the near future. If

we are unable to provide our customers with continued access to popular, exclusive products, our operating results would be harmed.



The RedEnvelope Shopping Experience

We offer our products for sale through our website, www.redenvelope.com, and our full-color catalog. We ship our products from our distribution

facility in Ohio and maintain a customer service facility that operates 24 hours a day, seven days a week to address customer concerns.

The RedEnvelope website. Our website is designed to make shopping easy and fun. Customers can shop by occasion, recipient, lifestyle and category.

Each of the categories has sub-categories. For instance, under “recipient” a customer can shop for her, him, baby, kids and teens, couples, mother,

father and business associate. Our goal is to provide a consistent “look and feel” between our website and catalog. We continue to update our

website by incorporating advanced technologies to improve our product presentations and the ease of use of our website. Over the past three years,

our website has garnered recognition from well-known, national periodicals as one of the Internet’s top retail shopping websites based on criteria

established by such publications. For example, in 2002, Time Magazine named RedEnvelope as best gift site, and in 2001, the Wall Street Journal

named RedEnvelope as one of their “favorite sites” and in 2001, Forbes named RedEnvelope as best gift site. In April 2003, we were nominated for

a Webby Award® for the Best Commerce Website of 2003.

Our Internet operations benefit from our brand name, customer base, RedEnvelope catalogs and unique product offerings, as well as our approach

to advertising. We believe that the catalog in particular is a significant factor in generating Internet sales. We send out periodic email campaigns to

our list of Internet shoppers. These emails include products as seen in popular magazines and television shows. In addition, we offer the option of

browsing through a simulated catalog on our website to those customers who prefer the catalog shopping experience, but also enjoy the

convenience of online browsing.

The RedEnvelope catalog. The RedEnvelope catalog is a richly-photographed full-color catalog that is mailed to our customers six to eight times per

year. The catalog is currently the primary advertising vehicle for all of our operations. The catalog uses photographic themes, detailed product

descriptions and prominently features the most popular products. The catalog generally features approximately 135 products, which increases to

more than 250 products during the holiday shopping season in our third quarter. The catalog is designed and produced by our in-house staff of

writers, production artists and photographers, as well as occasional freelance specialists. This enables us to maintain quality control and shorten the

lead-time needed to produce the catalog. Our production and distribution schedule permits frequent changes in the product selection to, which

allows us to highlight holiday-appropriate gifts at specific times of the year. During fiscal year 2003, the catalog contained between 36 and 76 pages

depending on the season.

We have developed a customer database of over 1.3 million names. We collect customer names through our catalog and Internet order processing.

This provides a constant source of current information to help assess the catalog as a form of retail advertising, identify new customers that can be

added to our in-house mailing lists without using customer lists from other catalogers, and identify our top purchasers.

Order fulfillment and distribution. We lease an approximately 200,000 square foot fulfillment and distribution facility in Lockbourne, Ohio from our

third-party fulfillment service provider. Services performed by our third-party fulfillment service provider include receiving, picking, packing,

shipping and other warehousing activities. Most of our merchandise is delivered to our customers directly from this distribution facility. Each order

is received at the distribution facility after the order has been approved for shipment. Our goal is to ship the majority of orders within 24 hours

after the order is received. Orders are fulfilled and audited for accuracy and quality before final processing. RedEnvelope’s signature gift box and

gift-wrapping is performed as a final step when requested by our customers prior to shipment. For orders requiring personalization, most of the

personalization work is performed at the Lockbourne, Ohio facility to maintain order integrity for the customer. Inventory management is

performed through the use of Mail Order and Catalog System (MACS), which is our order, fulfillment and inventory management system.

Our agreement with the fulfillment services company that currently manages the operations at the Lockbourne, Ohio facility expires in August

2003, at which point we intend to assume direct control of fulfillment and distribution operations. We have no prior experience managing

fulfillment and distribution operations and we cannot assure you that we will be successful in this endeavor. If we are unable to successfully manage

our fulfillment and distribution operations or if we experience any significant disruptions in connection with the transition from our current

service provider, our operations and financial condition could be seriously harmed. Any failure in managing our fulfillment and distribution

operations would require us to find one or more parties to provide these services for us. If we are required to engage one or more service providers,

we could incur higher fulfillment expenses than anticipated or incur additional costs for balancing merchandise inventories among multiple

distribution facilities. Further, we may need to expand our distribution operations in the future to accommodate increases in customer orders. If we

fail to successfully manage or expand our fulfillment and distribution operations it would have a material adverse effect on our business.

Our fulfillment and distribution operations are subject to a number of additional risks, including disruptions in power supplies or computer

systems, natural disasters, inability to timely deliver products due to carrier problems or other problems and an inability to maintain sufficient

levels of competent staffing, the occurrence of any of which could seriously harm our operations. For a description of these and other risks related

to our fulfillment and distribution operations, please see “Risk Factors.”

Customer service. We lease and operate an approximately 13,000 square foot customer service center in San Diego, California. We are committed to

providing our customers with courteous, knowledgeable and prompt service 24 hours a day, seven days a week. Our customer service and catalog

sales groups in San Diego provide personal attention to customers who call toll free, use Internet chat, or send emails to place orders or inquire

about products. Our customer service group is also responsible for addressing customer concerns promptly in an attempt to achieve the customer’s

complete satisfaction. We seek to provide a great customer experience and therefore, if a gift recipient is not satisfied with one of our products, they

can return the product for repair, replacement or refund.



We seek to hire and retain qualified customer service representatives and train them thoroughly. Training for customer service representatives

focuses primarily on acquiring a working knowledge of our products and of developing an understanding of our high customer service standards.

Our customer service operations are subject to a number of risks, including disruptions due to power outages, telecommunications or computer

system failures, natural disasters or an inability to maintain proper levels of competent staffing, the occurrence of any of which could seriously

harm our operations. For a description of these and other risks related to our customer service operations, please see “Risk Factors.”

Advertising and Promotion

Our catalog remains our primary advertising vehicle. However, we also use a variety of other forms of Internet advertising. Our Internet advertising

is broken out into four main categories: portals, partnerships, banner advertising, and affiliates and search. We have been migrating our Internet

advertising towards performance-based arrangements where we pay for advertising based on revenue or traffic produced by that specific

advertisement or website. In our portal arrangements, we pay for advertising in a hybrid model of fixed placement fees and performance-based

fees. In our partnerships, we use a model of sharing revenue with our partners as well as performance-based fees. Our banner advertising

arrangements are paid for on a cost per impression (CPM) model which we manage to a targeted ad cost. Our affiliate and search advertising

arrangements are a mixture of revenue sharing, performance-based fees and CPM fees. We intend to continue our strategy of growing our customer

base through aggressive marketing programs while also keeping our advertising costs down. We continually reevaluate our advertising strategies to

maximize the effectiveness of our advertising programs and their return on investment. For a description of these and other risks related to our

advertising and promotional activities, please see “Risk Factors.”

Information Technology and Systems

We use third party information technology systems for order fulfillment, merchandising and financial reporting. In addition, we internally

developed our webstore and integrated it with these other systems. We are continually making improvements to the overall technology

infrastructure to improve the shopping experience and order fulfillment capabilities. We currently use Mail Order and Catalog System (MACS) as

our back-end order and fulfillment system.

Our information technology systems are housed in a leased third-party facility in Santa Clara, California. Currently, we use 28 servers to run our

website. Data is stored in a database that runs on a redundant server and storage array. We also have standby servers that provide for additional

capacity as necessary. The facility hosting our servers provides redundant heating, ventilation, air conditioning, power and Internet connectivity.

Our ability to receive and fulfill orders successfully through our website is critical to our success and largely depends upon the efficient and

uninterrupted operation of our computer and communications hardware and software systems. Our systems and operations are vulnerable to

damage or interruption from power outages, computer and telecommunications failures, computer viruses, security breaches, catastrophic events,

and errors in usage by our employees and customers. In the event that our service provider in Santa Clara has a disruption in its operations or

ceases operations for any reason or if we are unable to agree on satisfactory terms for a continued hosting relationship, we would be forced to enter

into a relationship with another service provider or take over hosting responsibilities ourselves. We cannot assure you that, in the event it became

necessary to switch hosting facilities, we would be successful in finding an alternate service provider on acceptable terms or in hosting the

computer servers ourselves. Any significant interruption in the availability or functionality of our website, or our sales processing, fulfillment or

communications systems for any reason, particularly an interruption during the holiday season, could seriously harm our business. For a discussion

of these and other risks related to our facilities and systems, see “Risk Factors.”

Seasonality

Our business is highly seasonal, reflecting the general pattern associated with the retail industry of peak sales and earnings in late November and

December during the holiday shopping season. The secondary peak seasons for us are in February and May, reflecting gift buying for Valentine’s

Day and Mother’s Day. A substantial portion of our net revenues occurs in the third fiscal quarter ending around December 31. We generally

experience lower net revenues during the first, second and fourth fiscal quarters and, as is typical in the retail industry, have incurred and may

continue to incur losses in these quarters. The third fiscal quarter accounted for approximately 49% of net revenues in the fiscal year ended March

30, 2002. We cannot predict with certainty what revenues in the third fiscal quarter of 2004 will be in terms of our net revenues. In anticipation of

increased sales activity during the third fiscal quarter, we incur significant additional expenses, including significantly higher inventory and staffing

costs. Due to the seasonality of our sales, our quarterly results will fluctuate, perhaps significantly. In addition, similar to many retailers, we make

merchandising and inventory decisions for the holiday season well in advance of the holiday selling season. Accordingly, unfavorable economic

conditions or deviations from projected demand for products during the third fiscal quarter could have a material adverse effect on our financial

condition or results of operations for the entire fiscal year. For a discussion of these and other risks related to seasonality of our business, see “Risk

Factors.”

Competition

We operate in a highly competitive environment. We principally compete with a variety of department stores, Internet retailers, specialty retailers

and other catalog merchandisers that offer products similar to or the same as our products. Increased competition is likely to result in price

reductions, reduced gross margins and loss of market share, any of which could seriously harm our net revenues and results of operations. We

expect competition to intensify in the future because current and new competitors can enter our market with little difficulty and can launch new

websites at a relatively low cost. We currently or potentially compete with a variety of other companies, including:



• other online retailers, such as Amazon.com

• major department stores such as Macy’s and Bloomingdale’s

•

physical and online stores and catalog retailers that sell popular gift items such as Pottery Barn, Brookstone, Sharper Image, Tiffany’s, Harry &

David, J Crew and 1-800-Flowers

• Internet portals and online service providers that feature shopping services, such as AOL, Yahoo! and Lycos

Many of our traditional store-based, catalog-based and online competitors have longer operating histories, larger customer or user bases, greater

brand recognition and significantly greater resources, particularly financial and marketing resources. Many of these competitors can devote

substantially more resources to website development and catalog retailing than we can. In addition, larger, well-established and well-financed

entities may join with online competitors in the future. Our competitors may be able to secure products from vendors on more favorable terms,

offer popular products to which we do not have access, fulfill customer orders more efficiently and adopt more aggressive pricing or inventory

availability policies than we can.

The U.S. retail industry, the specialty retail industry in particular, and the online commerce sector are highly competitive, dynamic in nature and

have undergone significant changes over the past several years and will likely continue to undergo significant changes. Our ability to anticipate and

respond successfully to these changes is critical to our long-term growth and we cannot assure you that we will anticipate and respond successfully

to changes in the retail industry and online commerce sectors. If we are unable to maintain or increase our market share or compete effectively in

the retail gift market, our business, financial condition and operating results would be adversely affected.

Intellectual Property

We believe that our registered trademark, “RedEnvelope,” and the brand name recognition that we have developed are of significant value. We

strive to preserve the quality of our brand name and protect our trademark and other intellectual property rights to ensure that the value of our

proprietary rights is maintained. We rely on various intellectual property laws and contractual restrictions to protect our proprietary rights. These

include copyright and trade secret laws and confidentiality, invention assignment and nondisclosure agreements with our employees, contractors,

suppliers and strategic partners. Despite these precautions, it may be possible for a third party to copy or otherwise obtain and use our intellectual

property without our authorization. In addition, we pursue the registration of our trademarks and service marks in the U.S. and internationally.

However, effective intellectual property protection may not be available in every country in which our products and services are made available

online. If we are unable to protect or preserve the value of our intellectual property for any reason, our business would be harmed.

We also rely on technologies that we license from third parties. These licenses may not continue to be available to us on commercially reasonable

terms, or at all, in the future. As a result, we may be required to develop or obtain substitute technology of lower quality or at greater cost, which

could materially adversely affect our business, operating results and financial condition. Further, third parties may claim infringement by us with

respect to our use of current or future technologies, whether developed by RedEnvelope or licensed from other parties. We expect that participants

in our markets will be increasingly subject to infringement claims as the number of services and competitors in our industry segment grows. Any

such claim, with or without merit, could be time-consuming, result in costly litigation, cause service upgrade delays or require us to enter into

royalty or licensing agreements. Such royalty or licensing agreements might not be available on terms acceptable to us or at all. As a result, any such

claim of infringement against us could have a material adverse effect upon our business, operating results and financial condition.

Government Regulation

Our services are subject to federal, state and local consumer laws and regulations including consumer protection laws, user privacy laws and

regulations prohibiting unfair and deceptive trade practices. In particular, under federal and state financial privacy laws and regulations, in certain

circumstances we must provide notice to our customers of our policies on sharing non-public information with third parties, must provide advance

notice of any changes to our privacy policies and, with limited exceptions, must give consumers the right to prevent sharing of their non-public

personal information with unaffiliated third parties. Further, the growth of online commerce could result in more stringent consumer protection

laws that impose additional compliance burdens on online companies. These consumer protection laws could result in substantial compliance costs

and could interfere with the conduct of our business.

Moreover, there is currently great uncertainty whether or how existing laws governing issues such as property ownership, intellectual property

issues, sales and other taxes, libel and personal privacy apply to the Internet and commercial online services. These issues may take years to resolve.

For example, tax authorities in a number of states, as well as a Congressional advisory commission, are currently reviewing the appropriate tax

treatment of companies engaged in online commerce, and new state tax regulations may subject us to additional state sales and income taxes. New

legislation or regulation, the application of laws and regulations from jurisdictions whose laws do not currently apply to our business or the

application of existing laws and regulations to the Internet and online commerce could result in significant additional taxes on our business. These

taxes could have an adverse effect on our cash flows and results of operations. Further, there is a possibility that we may be subject to significant

fines or other payments for any past failures to comply with these requirements.

In addition, because our website is accessible over the Internet in multiple states and other countries, other jurisdictions may claim that we are

required to qualify to do business in that jurisdiction. We are qualified to do business only in California and Ohio at present. Our failure to qualify

in a jurisdiction where we are required to do so could subject us to taxes and penalties. It could also hamper our ability to enforce contracts in those

jurisdictions. The application of laws or regulations from jurisdictions whose laws do not currently apply to our business could have a material

adverse effect on our business, operating results and financial condition.



Employees

As of March 31, 2003, we employed approximately 108 people, approximately 92% of whom were full time. We have never had a work stoppage,

and none of our employees is represented by a labor union. We consider our employee relationships to be positive. If we are unable to retain our key

employees or if we are unable to maintain adequate staffing of qualified employees, particularly during peak sales seasons, our business would be

affected adversely. For a discussion of these and other risks related to our employees, see “Risk Factors.”

Facilities

We lease approximately 16,500 square feet of office space for our corporate headquarters in San Francisco, California, and we lease an

approximately 200,000 square foot warehouse and distribution facility operated by a third party in Lockbourne, Ohio. We also lease and operate an

approximately 13,000 square foot customer service center in San Diego, California, which houses our call center. We believe these facilities will be

sufficient for our needs for at least the next twelve months.

Our information technology systems are housed in a leased third-party facility in Santa Clara, California. Currently, we use 28 servers to run our

website. These servers are configured for high availability and large volumes of Internet traffic and are located in our leased third-party facility.

Data is stored in a database that runs on a redundant server and storage array. We also have standby servers that provide for additional capacity as

necessary. The facility housing our servers provides redundant HVAC, power and Internet connectivity. For a discussion of the risks related to

disruption in services at our third-party facility, See “Risk Factors.”

Legal Proceedings

By its letter dated March 9, 2000, Red Letter Days Plc, a United Kingdom company (Red Letter Days), asserted trademark rights in RED LETTER,

RED LETTER DAYS and the image of a red envelope in the United Kingdom. Red Letter Days offers experiential gifts in the United Kingdom. It

claimed that if RedEnvelope were to use its name and REDENVELOPE service mark in the United Kingdom for its retail sales of gifts, it would

infringe Red Letter Days’ trademark rights. RedEnvelope has made a number of attempts to reach an amicable resolution of this dispute, but Red

Letter Days has declined to enter into settlement negotiations. There are several trademark opposition proceedings pending in the United

Kingdom and European Community trademark offices. RedEnvelope’s opposition to the United Kingdom trademark application for RED LETTER

and Red Letter Days’ opposition to RedEnvelope’s United Kingdom trademark applications for REDENVELOPE and the RedEnvelope logo are

ready for submission and counter statements have been filed. In addition, oral argument took place at a hearing to address the substantive issues in

the opposition. No decision has yet been reported. Red Letter Days has opposed RedEnvelope’s European Community trademark applications for

REDENVELOPE and the RedEnvelope logo. Evidentiary submissions are being made by the parties in connection with those opposition

proceedings and a decision is not expected for several months.

In addition, from time to time, we may be involved in other litigation relating to claims arising out of our ordinary course of business. For a

discussion of risks related to litigation, see “Risk Factors.”

Management

Management

Executive Officers and Directors

The following table sets forth information regarding our executive officers, directors and key employees.

Name Age Position(s)

Alison L. May
53

Chief Executive Officer, President and Director

Hilary Billings
39

Brand Strategist and Director

Eric C. Wong
33

Chief Financial Officer and Secretary

Kristel Craven
38

Vice President of Customer Experience

Kristine Dang
35

General Merchandising Manager

Kathy M. Herzog
37

Vice President of Planning

Pamela Knox
44

Senior Vice President of Marketing

John W. Roberts
42

Vice President of Information Technology and Operations

Michael Moritz(1)
48

Director and Chairman of the Board

Michael E. Dunn(2)
39

Director

Scott Galloway
38

Director

Claire Gruppo(2)
50

Director



Charles Heilbronn(1)
48

Director

Jacqueline A. Macdonald(2)
41

Director

(1) Member of the Compensation Committee

(2) Member of the Audit Committee

Alison L. May has served as the President, Chief Executive Officer and a member of our Board of Directors since April 2002. Prior to joining

RedEnvelope, from March 2001 to April 2002, Ms. May served as the Chief Operating Officer at Gymboree Corporation, a children’s specialty

retailer. Ms. May held the positions of President and Business Consultant at ALM Consulting from February 2000 to March 2001. From January

1997 to February 2000, Ms. May served as the Chief Operating Officer at Esprit de Corp., a clothing retailer. Ms. May served as the President and

Chief Financial Officer of Patagonia, Inc., an outdoor clothing and equipment retailer, from December 1991 to April 1996. Ms. May holds an MBA

in Finance from the University of Southern California and a BA in Spanish, Education and History from Purdue University.

Hilary Billings has served as Brand Strategist of RedEnvelope since April 2003. She has served as a member of our Board of Directors since July

1999 and served as Chief Marketing Officer and Chairman of the Board from February 2000 to April 2003. She also served as Chief Executive

Officer of RedEnvelope from June 1999 to February 2000 and Chief Merchandising Officer from May 1999 to June 1999. From July 1997 to May

1999, Ms. Billings was a Senior Vice President of Brand Design at Starwood Hotels and Resorts where she helped develop the W Hotels brand.

Before joining Starwood, Ms. Billings was a Vice President of Product Development with Pottery Barn catalog and retail group from 1995 to 1997.

Ms. Billings has served as a member of the Board of Directors at Peet’s Coffee and Tea, Inc., a coffee and tea retailer, since January 2002. Ms.

Billings holds a BA from Brown University.

Eric C. Wong has served as Chief Financial Officer of RedEnvelope since April 2003. Prior to that, Mr. Wong served as our Vice President of

Finance from February 2003 to April 2003 and as our Director of Finance from November 2002 to February 2003. From February 2000 to July

2002, Mr. Wong served as the Director of Finance at Network Associates, Inc., an enterprise software company. From December 1997 to February

2000, Mr. Wong served as a Finance Manager at Sanmina Corporation, an electronics manufacturer. Mr. Wong is a certified public accountant and

received a BA in Economics from the University of California at Santa Cruz.

Kristel Craven has served as Vice President of Customer Experience at RedEnvelope since August 2002. Prior to joining RedEnvelope, from

November 1998 to June 2002, Ms. Craven served as the Director of Wholesale Operations at Esprit de Corp., a clothing retailer. Ms. Craven also

served as a Customer Service Operations Manager at Patagonia, Inc., an outdoor clothing and equipment retailer, from April 1995 to October

1998, a Dealer Service Manager at Patagonia from July 1993 to March 1995 and a Wholesale Shipping Manager at Patagonia from 1990 to June

1993.

Kristine Dang has served as General Merchandising Manager at RedEnvelope since April 2003. Prior to that, Ms Dang served as the Vice President

of Merchandising at RedEnvelope from March 2000 to April 2003 and served as the Director of Merchandising at RedEnvelope from July 1998 to

March 2000. Prior to joining RedEnvelope, from April 1997 to June 1998, Ms. Dang served as an Assistant Buyer at Williams-Sonoma, Inc., a

specialty home furnishing retailer. Ms. Dang studied fashion design at San Francisco State University.

Kathy Herzog has served as our Vice President of Planning since April 2003 and served as our Director of Merchandise Planning from January

2002 to April 2003. Prior to joining RedEnvelope, from August 2001 to December 2001, Ms. Herzog served as a Project Manager with

GlobalNetXchange, a retail technology company. Ms. Herzog also served as the Director of Planning at Bluelight.com L.L.C., an online retail unit of

Kmart Corporation, from January 2001 to July 2001. From March 2000 to December 2000, Ms. Herzog served as a Group Manager at Escalate,

Inc., a retail software company. Ms. Herzog also served as a Project Manager at Williams-Sonoma, Inc., a specialty home furnishing retailer, from

February 1999 to February 2000, a Planning and Inventory Manager at Williams-Sonoma, Inc. from March 1998 to January 1999 and a Senior

Planner at Williams-Sonoma, Inc. from August 1996 to February 1998. Ms. Herzog holds a BA in Business Marketing from Pacific Lutheran

University and an MBA in Business Management from Pacific Lutheran University.

Pamela Knox has served as our Senior Vice President of Marketing since May 2003. Prior to joining RedEnvelope, from October 2000 to May 2003,

Ms. Knox served as a Senior Vice President and the Chief Marketing Officer at 1-800-Flowers.com, an online flower retailer. From March 1997 to

March 2000, Ms. Knox served as Vice President, Marketing Delivery Group at Citibank, N.A., a financial services company. Ms. Knox received a BA

in Government from Wheaton College and an MBA from the University of California at Los Angeles.

John W. Roberts has served as Vice President of Information Technology and Operations at RedEnvelope since March 2003. Prior to joining

RedEnvelope, from July 2002 to March 2003, Mr. Roberts served as Vice President of Information Technology at Bridgespan, Inc., a mortgage

services company. From November 2000 to June 2002, Mr. Roberts served as a Senior Director and Chief Information Officer at DiCarta, Inc., an

enterprise software company. Mr. Roberts also served as a Director of Information Technology Operations at Webvan Group, Inc., an online retail

grocer, from January 1998 to August 2000. Mr. Roberts received a BA in English from San Francisco State University and an MS in Systems

Management from the University of Denver.

Michael Moritz has served as a member of our Board of Directors since July 1999 and as Chairman of the Board since April 2003. Since 1988, Mr.

Moritz has served as a general partner at Sequoia Capital, a venture capital firm. Mr. Moritz has served as a member of the board of directors of

Saba Software, a provider of human capital development and management solutions, since August 1998. Since July 1993, Mr. Moritz has also



served as a member of the board of directors of Flextronics, a contract electronics manufacturer. Mr. Moritz received an MA from Christ Church,

University of Oxford.

Michael E. Dunn has served as a member of our Board of Directors since August 2000. Mr. Dunn served as the President of Prophet Brand Strategy,

Inc., a brand consulting firm, since June 1998 and has served as President and Chief Executive Officer of Prophet Brand Strategy since January

2000. From March 1994 to May 1998, Mr. Dunn served as the Chief Executive Officer of Context Integration, a systems integrator. Mr. Dunn

received a BA in Economics from Haverford College and an MBA/MA in Business and Asian Studies from the University of California at Berkeley.

Scott Galloway has served as a member of our Board of Directors since June 2002. Mr. Galloway also served as a Director of RedEnvelope from

September 1997 to August 2000 and the Chairman of the Board of RedEnvelope from September 1997 to February 2000. From December 1999

to January 2002, Mr. Galloway served as the Chief Executive Officer and Chairman of the Board at Brand Farm, an e-commerce incubator. Mr.

Galloway served as the Chief Executive Officer of Prophet Brand Strategy, Inc., a brand consulting firm, from June 1992 to January 2000. Mr.

Galloway received an MBA from the University of California at Berkeley and a BA in Economics from the University of California at Los Angeles.

Claire Gruppo has served as a member of our Board of Directors since June 2000. Since December 1999, Ms. Gruppo has served as the Managing

Director of Direct Equity Partners, L.P., as President of GLC Advisory Corp., as sole director of GLC Securities Corp. and as President and

Manager of GLC Equity Investments, Inc., each an equity investment firm. Ms. Gruppo also served as the President and Managing Director at

Gruppo, Levey & Co., since October 1999. From October 1992 to January 1999, Ms. Gruppo served as President and Director of Gruppo Levey &

Cappell, Inc. Ms. Gruppo holds a BA in English from Wesleyan University.

Charles Heilbronn has served as a member of our Board of Directors since October 2002. Since 1987, Mr. Heilbronn has held the position of Vice

President and General Counsel at Chanel Limited, a luxury goods company marketing women’s clothing, leather goods, fragrances and cosmetics,

fine jewelry and watches. Mr. Heilbronn received a Master in Law from Universite de Paris V, Law School and an LLM from New York University

Law School.

Jacqueline A. Macdonald has served as a member of our Board of Directors since March 1999. Since August 1995, Ms. Macdonald has served as a

partner at Sippl Macdonald Ventures L.P., a venture capital firm. Ms. Macdonald received an MBA from Harvard University and a BS in Industrial

Engineering from Stanford University.

Board Composition

Our Board of Directors currently consists of eight members, who are Michael Moritz, our Chairman, and Hilary Billings, Michael Dunn, Scott

Galloway, Claire Gruppo, Charles Heilbronn, Jacqueline Macdonald and Alison May. We do not have a classified board. Ms. Billings and Ms. May

are the only management members of our board of directors. Our preferred stockholders are parties to a voting agreement, pursuant to which our

current directors have been elected and ratified, which agreement will terminate upon the closing of this offering, provided that the public offering

price is not less than $0.80 per share if the offering closes on or prior to October 15, 2003, or $1.5952 per share if the offering closes thereafter,

and the gross proceeds to us are not less than $20.0 million. Upon termination of the voting agreement, there will be no further contractual

obligations regarding the election of our directors. Our directors hold office until their successors have been duly elected or qualified or until the

earlier of their death, resignation, disqualification or removal. There are no family relationships among any of our directors and executive officers.

Director Compensation

Our directors do not currently receive compensation for their services as members of the board of directors, although we reimburse our non-

employee directors for out-of-pocket expenses incurred in connection with attending board and committee meetings. We also granted an option to

purchase 15,000 shares of our common stock to Michael E. Dunn in his capacity as a director without any prior direct or indirect ownership

interest in RedEnvelope. Employee directors are eligible to participate in our 1999 Stock Plan and will be eligible to participate in our 2003

Employee Stock Purchase Plan. Non-employee directors will be eligible to participate in our 1999 Stock Plan and our 2003 Directors’ Stock Option

Plan.

Audit Committee

We have established an audit committee, which consists of Claire Gruppo, Michael Dunn and Jacqueline Macdonald. The audit committee is

responsible for reviewing and monitoring our financial statements and internal accounting procedures, recommending the selection of

independent auditors by our board, evaluating the scope of the annual audit, reviewing audit results, consulting with management and our

independent auditor prior to presentation of financial statements to stockholders and, as appropriate, initiating inquiries into aspects of our

internal accounting controls and financial affairs.

Compensation Committee Interlocks and Insider Participation

Our Compensation Committee consists of Charles Heilbronn and Michael Moritz. The Compensation Committee is responsible for establishing

and reviewing salaries, incentives and other forms of compensation for our directors, President, Chief Executive Officer, other executive officers

and other employees, and administering various incentive compensation and benefit plans. No interlocking relationship exists between any

member of our Compensation Committee and any member of any other company’s board of directors or compensation committee.



Executive Compensation

The following table summarizes information concerning the compensation awarded to, earned by, or paid for services rendered to RedEnvelope in

all capacities during the fiscal year ended March 30, 2003, by our Chief Executive Officer, our former Chief Executive Officer and our five other

most highly compensated executive officers and former executive officers whose salary and bonus for fiscal 2003 exceeded $100,000. We refer to

these executives and former executives as our named executive officers elsewhere in this prospectus.

Summary Compensation Table

Long Term

Compensation

2003 Annual Compensation Securities

Underlying

All Other 2003 Option

Name and Principal Position Salary Compensation Awards

Alison L. May
$311,058 $573 (1) 3,467,950

President and Chief Executive Officer

Hilary Billings
297,116 4,166 (2) 1,082,075

Brand Strategist

Kristine Dang
172,500 2,363 (3) 80,000

General Merchandising Manager

Kathy Herzog
128,281 486 (4) 120,000

Vice President of Planning

Martin McClanan
31,250 224,860 (6) —

Former Chief Executive Officer(5)

Walter Blum
160,437 3,351 (8) 30,000

Former Vice President of Operations(7)

Charles Akers
155,615 2,026 (10) 40,000

Former Vice President of Marketing(9)

(1) Ms. May received other compensation consisting of the payment of insurance premiums in the amount of $573.

(2)

Ms. Billings received other compensation consisting of the payment of insurance premiums in the amount of $243 and a $3,923 matching

contribution to our 401(k) plan on her behalf.

(3)

Ms. Dang received other compensation consisting of the payment of insurance premiums in the amount of $159 and a $2,204 matching contribution

to our 401(k) plan on her behalf.

(4)

Ms. Herzog received other compensation consisting of the payment of insurance premiums in the amount of $88 and a $398 matching contribution to

our 401(k) plan on her behalf.

(5)

Mr. McClanan served as our Chief Executive Officer until April 8, 2002 and his employment relationship with RedEnvelope terminated on May 3,

2002.

(6)

Mr. McClanan received other compensation consisting of a $100,000 cash severance payment, a $70,000 bonus payment, a severance payment of

$30,000 payable in RedEnvelope’s Series F Preferred Stock, $800 as compensation for consulting services rendered by Mr. McClanan after his

employment relationship with RedEnvelope terminated, a cash payment of accrued paid time off in the amount of $23,270, the payment of insurance

premiums in the amount of $32, a $500 matching contribution to our 401(k) plan on his behalf and payment of other indirect expenses in the

amount of $258.

(7) Mr. Blum served as an executive officer until April 11, 2003.

(8)

Mr. Blum received other compensation consisting of the payment of insurance premiums in the amount of $342 and a $3,009 matching contribution

to our 401(k) plan on his behalf.

(9)

Mr. Akers served as an executive officer during the fiscal year ended March 30, 2003 but was not an executive officer at the end of the fiscal

year ended March 30, 2003.

(10)

Mr. Akers received other compensation consisting of the payment of insurance premiums in the amount of $99 and a $1,927 matching contribution

to our 401(k) plan on his behalf.

Stock Option Grants in Last Fiscal Year

The following table summarizes the stock options granted to each named executive officer during the fiscal year ended March 30, 2003. No stock

appreciation rights were granted during the year. All options were granted under the 1999 Stock Plan.

Option Grants in Last Fiscal Year Potential Realizable

Value at Assumed

Number of Percent of Annual Rates of Stock

Securities Total Exercise Price Appreciation for

Underlying Options Price Options Terms

Options Granted to Per Expiration

Name Granted Employees Share Date 5% 10%



Alison L. May(1)
3,467,950 51.75% $0.14 7/24/2012 $305,337 $773,783

Hilary Billings(2)
1,082,075 16.15% 0.14 7/24/2012 95,272 241,437

Kristine Dang(3)
80,000 1.19% 0.14 7/24/2012 7,044 17,850

Kathy Herzog(4)
100,000 1.49% 0.14 7/24/2012 8,805 22,312

Kathy Herzog(5)
20,000 0.30% 0.14 7/24/2012 1,761 4,462

Martin McClanan
— — — — — —

Walter Blum(6)
30,000 0.45% 0.14 7/24/2012 2,641 6,694

Charles Akers(7)
40,000 0.60% 0.14 7/24/2012 3,522 8,925

(1)

Ms. May’s option vests as to 25% of the shares one year after the vesting commencement date and as to 1/48 monthly thereafter. Ms. May’s

options are subject to vesting acceleration provisions described under “Employment Agreements” below.

(2)

Ms. Billings’ option vests as to 1/48 of the shares monthly. Ms. Billings’ options are subject to vesting acceleration provisions described

under “Employment Agreements” below.

(3) Ms. Dang’s option vests as to 1/48 of the shares monthly.

(4) Ms. Herzog’s option vests as to 25% of the shares one year after the vesting commencement date and as to 1/48 monthly thereafter.

(5) Ms. Herzog’s option vests as to 7/48 of the shares seven months after the vesting commencement date and as to 1/48 monthly thereafter.

(6)

Mr. Blum’s option vests as to 5/48 of the shares five months after the vesting commencement date and as to 1/48 monthly thereafter. Mr. Blum’s

employment has terminated effective as of April 11, 2003 and he has three months from the date of his termination to exercise his vested

options.

(7)

Mr. Akers’ employment has terminated effective as of January 3, 2003. He had three months from the date of his termination to exercise his

vested options, but did not do so. All options granted to Mr. Akers have been cancelled.

Option Exercises in Last Fiscal Year and Fiscal Year-End Option Values

The following table sets forth certain information regarding exercised stock options during the fiscal year ended March 30, 2003 and unexercised

options held as of March 30, 2003, by each of the named executive officers. There was no public trading market for our common stock as of March

30, 2003. Accordingly, these values have been calculated on the basis of the initial public offering price of $ , less the applicable exercise price per

share, multiplied by the number of shares issued or issuable, as the case may be, on the exercise of the option. All options were granted under our

1999 Stock Plan.

Number of Shares Number of Securities Value of Unexercised

Acquired on Exercise Underlying Unexercised In-the-Money Options at

Options at March 31, 2003 March 31, 2003

Value

Name Exercised Realized Exercisable(1) Unexercisable Exercisable Unexercisable

Alison L. May
— $— 3,467,950 — $— $—

Hilary Billings
— — 1,712,075 — — —

Kristine Dang
— — 156,000 — — —

Kathy Herzog
— — 120,000 — — —

Martin McClanan
— — 781,249 — — —

Charles Akers
— — 71,666 — — —

Walter Blum
— — 180,000 — — —

(1) All options granted to executive officers are early exercisable and, when and if exercised, will be subject to vesting.

Employment Agreements

Alison L. May’s employment offer letter dated May 12, 2002 provides that her option to purchase our common stock may be exercised by

delivering a full recourse five-year term promissory note and that twenty-five percent of the remaining unvested shares held by Ms. May shall

immediately vest upon a change of control of RedEnvelope. Under the Sarbanes-Oxley Act of 2002, we may not be able to extend any credit to Ms.

May pursuant to her offer letter while she is a director or executive officer of RedEnvelope.

Hilary Billings’ letter agreement dated April 10, 2002 provides that if, at any time prior to the earlier to occur of the closing of our initial public

offering or a change of control of RedEnvelope, her total option and shareholdings in RedEnvelope are below three percent of the total outstanding

shares, options, warrants and other convertible securities on an as-converted-to-common stock basis (including unallocated stock options), then our

management will recommend to the board of directors that additional options to purchase common stock be granted to her at the then fair market

value of RedEnvelope Common Stock to ensure that her percentage increases to three percent. These rights will immediately terminate upon the

closing of this offering.



In the event of a change of control of RedEnvelope, then twenty-five percent of Ms. Billings’ remaining unvested options or shares will become

immediately vested. If Ms. Billings’ employment is terminated other than for cause within the twelve month period following a change of control of

RedEnvelope, then an additional twenty-five percent of her remaining unvested options or shares will become immediately vested. In addition, in

the event that Ms. Billings’ employment is constructively terminated or terminated other than for cause, she will receive severance payments equal

to twelve months of her then current base salary, paid ratably over a twelve month period. Finally, Ms. Billings’ options provide that she may

exercise them by delivering to us a full-recourse, five-year term promissory note, and she has three years from the date of the termination of her

employment with RedEnvelope to exercise her options. Under the Sarbanes-Oxley Act of 2002 we may not be able to extend any credit to Ms.

Billings pursuant to her letter agreement while she is a director or executive officer of RedEnvelope.

Pamela Knox’s employment offer letter dated May 20, 2003 provides that she will receive severance payments totalling $125,000, paid ratably over

a six month period, and six months of continued health coverage in the event her employment is terminated without cause and provided that she

signs our standard general release of any claims against RedEnvelope.

John W. Roberts’ employment offer letter dated February 18, 2003 provides that he will receive severance payments totaling $44,250, paid ratably

over a three month period, in the event his employment is terminated without cause and provided that he signs our standard general release of any

claims against RedEnvelope.

Benefit Plans

1999 Stock Plan. Our Board of Directors initially adopted, and our stockholders approved, our 1999 Stock Plan in March 1999. The plan has been

amended a number of times since then, including most recently in April 2003 when our Board of Directors approved amending and restating the

plan, effective upon the date of this offering and subject to stockholder approval. We intend to obtain stockholder approval of this amendment

prior to the date of this offering. The description of the plan’s features contained below reflects the April 2003 amendment and restatement that we

expect to become effective on the date of this offering.

Our 1999 Stock Plan provides for the grant of incentive stock options, within the meaning of Section 422 of the Internal Revenue Code, of 1968,

as amended (the “Code”), to our employees and for the grant of nonstatutory stock options, stock purchase rights and stock bonus awards to our

employees, directors and consultants. We have reserved a total of 26,100,000 shares of our common stock for issuance pursuant to the 1999 Stock

Plan. In addition, our 1999 Stock Plan provides for annual increases in the number of shares available for issuance under the plan on the first day

of each of our fiscal years 2005, 2006, 2007, 2008 and 2009, equal to the lesser of 4% of the outstanding shares of common stock on the first day

of the applicable fiscal year, 5,000,000 shares, or another amount as our Board of Directors may determine. As of March 30, 2003, we had issued

4,414,046 shares upon exercise of awards granted under the 1999 Stock Plan, there were outstanding options and other awards to purchase an

aggregate of 9,295,390 shares of common stock with a weighted average exercise price of $0.27 per share, and, taking into account the additional

shares that we expect to become available for issuance upon the date of this offering, 12,390,564 shares of common stock are available for grant.

All share numbers reflected in this plan summary, as well as the exercise price applicable to outstanding awards, will be automatically

proportionately adjusted in the event we undertake certain changes in our capital structure, such as a stock split, stock dividend or other similar

transaction.

Our Board of Directors or, with respect to different groups of participants, different committees appointed by our Board of Directors, will

administer the 1999 Stock Plan. In the case of options intended to qualify as “performance-based compensation” within the meaning of Section

162(m) of the Code, the committee will consist of two or more “outside directors” within the meaning of Section 162(m) of the Code. In addition,

in administering the 1999 Stock Plan, we intend to comply with other applicable legal and regulatory requirements as may apply from time to time,

including any Nasdaq listing requirements. The administrator has the power to determine the terms of the awards granted, including the exercise or

purchase price, the number of shares subject to each award, the exercisability or vesting of the awards, the form of consideration payable upon

exercise or purchase, and any forfeiture restrictions or vesting and exercisability acceleration provisions that apply to awards.

The plan administrator has broad discretion to determine the terms of options granted under our 1999 Stock Plan, including discretion to

determine the exercise price applicable to options, which may be less than the fair market value of our common stock on the date of grant.

Notwithstanding that discretion, with respect to nonstatutory stock options intended to qualify as “performance-based compensation” within the

meaning of Section 162(m) of the Code and all incentive stock options, the exercise price must be at least equal to the fair market value of our

common stock on the date of grant. The term of incentive stock options may not exceed 10 years from the date of grant. No employee may be

granted options to purchase more than 4,000,000 shares in any fiscal year. In addition, the Code imposes certain limitations on the value of shares

that may be issued subject to incentive stock options. After termination of the service relationship of one of our employees, directors or

consultants, he or she may exercise his or her option for the period of time stated in the option agreement. Generally, if termination is due to death

or disability, the option will remain exercisable for 12 months. In all other cases, the option will generally remain exercisable for 3 months.

However, an option may never be exercised later than the expiration of its term. Generally, options granted under our 1999 Stock Plan vest at the

rate of 25% of the shares underlying the option on the first anniversary of the date of grant and as to 1/48th of the underlying shares each month

thereafter, assuming service with us continues throughout such period.

The 1999 Stock Plan permits us to reprice outstanding options or to enter into an option exchange program with plan participants, pursuant to

which we may affect a reduction in the exercise price of awards held by plan participants.



We may also issue stock purchase rights under our 1999 Stock Plan. These rights enable a participant to purchase shares of common stock on such

terms as are determined by the administrator and set forth in an agreement between us and the participant. The administrator may establish a

purchase price equal to less than fair market value with respect to stock purchase rights and may provide for us to have a repurchase option that

applies to stock purchased that remains unvested at the time the participant ceases for any reason to be a service provider to RedEnvelope.

In addition, we may issue stock bonus awards under the 1999 Stock Plan. These awards typically will not require a participant to pay any amount to

RedEnvelope in connection with the award (other than a nominal amount equal to par value for the stock). Stock bonus awards may or may not be

subject to vesting, forfeiture or other restrictions. Such terms will be determined at the time the administrator grants a stock bonus award and will

be set forth in the agreement between us and the participant.

Our 1999 Stock Plan provides that in the event of a change of control of RedEnvelope, the successor corporation may assume or substitute each

outstanding award. If the successor corporation does not agree to assume, or substitute new awards for, outstanding awards in connection with the

change of control, then the outstanding awards will terminate upon the close of the change of control. With respect to options granted prior to the

date of this offering, participants are entitled to acceleration of vesting of 25% of the shares subject to the option in connection with a change of

control of RedEnvelope. Following the date of this offering, plan awards will provide for acceleration of vesting of 25% of a participant’s then-

unvested shares only in the event the participant’s service relationship with us is involuntarily terminated without cause, or the participant

experiences a constructive termination, within 12 months following the change of control.

The 1999 Stock Plan will automatically terminate in March 2009 unless our Board of Directors either terminates it prior to that date or extends the

plan term. Our Board of Directors has broad discretion to amend the 1999 Stock Plan, although such amendments may generally not adversely

affect the rights of participants holding outstanding awards. We will seek stockholder approval of amendments to the 1999 Stock Plan to the

extent required by applicable law or Nasdaq listing requirements and we will, in any event, seek stockholder approval of amendments that:

• Increase the number of shares reserved for issuance under the plan

• Increase the maximum number of shares that may be issued subject to options to any one employee during a fiscal year

• Increase the categories of eligible participants

2003 Directors’ Stock Option Plan. The 2003 Directors’ Stock Option Plan was adopted by the Board of Directors on April 11, 2003 to be effective

upon the closing of this offering. RedEnvelope will be submitting the 2003 Directors’ Stock Option Plan for approval by our stockholders prior to

the closing of this offering. A total of 5,265,000 shares of common stock have been reserved for issuance under the 2003 Directors’ Stock Option

Plan. All share numbers reflected in this plan summary will be automatically proportionately adjusted in the event we undertake certain changes in

our capital structure, such as a stock split, stock dividend or other similar transaction.

The 2003 Directors Stock Option Plan is intended to be a formula award plan providing for the grant of nonstatutory stock options to non-

employee members of our Board of Directors. It is designed to work automatically, without the need for administration by our Board of Directors

or RedEnvelope. To the extent that active administration becomes necessary with respect to this plan and to the extent practicable based upon the

composition of our Board of Directors, it will be performed by our Board of Directors without involvement of directors having a personal stake in

any of the matters at issue. Unless terminated earlier by our Board of Directors, the 2003 Directors Stock Option Plan will terminate in April 2013.

To the extent that it becomes necessary for us to amend the 2003 Directors Stock Option Plan, our Board of Directors may amend it as it

determines appropriate, however such amendments may generally not adversely affect the rights of participants holding outstanding awards. We

will seek stockholder approval of amendments to this plan to the extent required by applicable law or Nasdaq listing requirements and we will, in

any event, seek stockholder approval of amendments that either increase the number of shares reserved for issuance under the plan or increase the

categories of eligible participants.

Under the 2003 Directors’ Stock Option Plan, each non-employee director who first becomes a non-employee director after the effective date of the

plan will receive an automatic initial grant of an option to purchase 468,000 shares of our common stock upon appointment or election. Initial

grants to non-employee directors will vest and become exercisable as to 25% of the shares subject to the option on each of the first four

anniversaries of the date of grant. The 2003 Directors’ Stock Option Plan also provides for annual grants, on the date of each annual meeting of

our stockholders, to each non-employee director who has served on our Board of Directors for at least six months and who will continue to serve on

our Board of Directors thereafter. The annual grant to non-employee directors will be an option to purchase 117,000 shares of common stock,

which will vest and become exercisable as to 100% of shares subject to the option on the first anniversary of the date of grant. The exercise price of

all stock options granted under the 2003 Directors’ Stock Option Plan shall be equal to the fair market value of a share of our common stock on the

date of grant of the option. Options granted under the 2003 Directors’ Stock Option Plan have a term of ten years. However, unvested options will

terminate when the optionee ceases to serve as a director and vested options will terminate if they are not exercised within 12 months after the

director’s death or disability or within 3 months after the director ceases to serve as a director for any other reason.

In the event of a change of control of RedEnvelope, the 2003 Directors Stock Option Plan provides that any successor corporation will assume or

substitute new awards for options outstanding under the plan. In the event that a successor corporation does not agree to assume or substitute new

awards for outstanding options, then the options will terminate upon the close of the change of control. In the event of a change of control of

RedEnvelope where a director’s service on our Board of Directors is being involuntarily terminated other than for cause following the transaction,

his or her option will provide for acceleration of vesting of 25% of the then-unvested shares.



2003 Employee Stock Purchase Plan. The 2003 Employee Stock Purchase Plan was adopted by our Board of Directors in April, 2003 and will

become effective on the date of this offering. RedEnvelope will be submitting the 2003 Employee Stock Purchase Plan for approval by our

stockholders prior to the closing of this offering. A total of 4,700,000 shares of our common stock will be made available for issuance under this

plan. In addition, our 2003 Employee Stock Purchase Plan provides for annual increases in the number of shares available for issuance under the

2003 Employee Stock Purchase Plan on the first day of each of our fiscal years 2005, 2006, 2007, 2008 and 2009, equal to the lesser of 1% of the

outstanding shares of our common stock on the first day of the applicable fiscal year, 1,250,000 shares or another amount as our board may

determine. All share numbers reflected in this plan summary will be automatically proportionately adjusted in the event we undertake certain

changes in our capital structure, such as a stock split, stock dividend or other similar transaction.

Our 2003 Employee Stock Purchase Plan is intended to qualify under Section 423 of the Code. It allows employees to purchase our common stock

at a discount to market price through payroll deductions. The plan is structured through a series of consecutive six-month offering periods. Except

for the first such offering period, these offering periods generally start on the first trading day on or after February 1st and August 1st of each year

and end, respectively, on the last trading day of the next July and January. All eligible employees will automatically be granted an option to

participate in the plan and thereby enrolled in the first offering period, but payroll deductions and continued participation in the first offering

period will not be determined until after the effective date of the Form S-8 registration statement, which is intended to register the shares reserved

for issuance under the 2003 Employee Stock Purchase Plan.

Our Board of Directors or a committee established by our Board of Directors will administer the 2003 Employee Stock Purchase Plan. In addition,

in administering the 2003 Employee Stock Purchase Plan, we intend to comply with other applicable legal and regulatory requirements as may

apply from time to time, including any Nasdaq listing requirements. Our Board of Directors or its committee has full and exclusive authority to

interpret the terms of the 2003 Employee Stock Purchase Plan and determine eligibility. Our employees and employees of designated subsidiaries,

if any, are eligible to participate in the 2003 Employee Stock Purchase Plan if they are customarily employed for at least 20 hours per week and

more than 5 months in any calendar year. A participant may not transfer rights granted under the 2003 Employee Stock Purchase Plan other than

by will, the laws of descent and distribution or as otherwise provided under the 2003 Employee Stock Purchase Plan. An employee may not be

granted an option to purchase stock under the 2003 Employee Stock Purchase Plan if:

•

the employee immediately after grant owns stock possessing 5% or more of the total combined voting power or value of all classes of our capital

stock

•

the employee’s rights to purchase stock under all of our employee stock purchase plans accrues at a rate that exceeds $25,000 worth of stock for

each calendar year

Our 2003 Employee Stock Purchase Plan permits participants to purchase common stock through payroll deductions of up to 15% of their eligible

compensation, which includes a participant’s base salary and commissions, but excludes all other compensation. A participant may purchase a

maximum of 17,550 shares during a six-month offering period.

Amounts deducted and accumulated by the participant are used to purchase shares of our common stock at the end of each six-month offering

period. The purchase price is 85% of the lower of the fair market value of our common stock at the beginning of the offering period or at the end of

the offering period. Participants may end their participation at any time during an offering period prior to a purchase date, at which point their

payroll deductions accumulated to date will be returned to them. Participation ends automatically upon termination of employment with us.

In the event of a change of control of RedEnvelope, the successor corporation may assume or substitute each right to purchase stock outstanding

under the 2003 Employee Stock Option Plan. If the successor corporation refuses to assume or substitute new awards for these rights, the offering

period then in progress will be shortened, and a new exercise date will be set. In such event, the administrator will provide notice of the new

exercise date to each optionee at least 10 business days before the new exercise date.

The administrator has the authority to amend or terminate our 2003 Employee Stock Purchase Plan, except that, subject to certain exceptions

described in the 2003 Employee Stock Purchase Plan (including amendments necessary to avoid our incurring adverse accounting charges), no

such action may adversely affect any outstanding rights to purchase stock under our 2003 Employee Stock Purchase Plan.

401(k) Plan. Effective January 1999, we adopted the RedEnvelope, Inc. 401(k) plan covering employees. The 401(k) plan is intended to qualify

under Section 401(k) of the Internal Revenue Code of 1986, as amended, so that contributions to the 401(k) plan by employees or by RedEnvelope,

and the investment earnings thereon, are not taxable to employees until withdrawn from the 401(k) plan, and so that contributions by

RedEnvelope, if any, will be deductible by RedEnvelope when made. Under the 401(k) plan, employees may elect to reduce their current

compensation by up to the statutorily prescribed annual limit and to have the amount of such reduction contributed to the 401(k) plan. The 401(k)

plan permits, but does not require, additional matching contributions to the 401(k) plan by RedEnvelope on behalf of all participants in the 401(k)

plan. For fiscal year ended 2003, we made approximately $0.1 million in matching contributions to the 401(k) plan.

Limitations on Directors’ Liability and Indemnification Agreements

Our Amended and Restated Certificate of Incorporation limits the liability of our directors to the maximum extent permitted by Delaware law.

Delaware law provides that directors of a corporation will not be personally liable for monetary damages for breach of their fiduciary duties as

directors, except liability for any of the following acts:

• any breach of their duty of loyalty to the corporation or its stockholders

• acts or omissions not in good faith or which involve intentional misconduct or a knowing violation of law



• unlawful payments of dividends or unlawful stock repurchases or redemptions

• any transaction from which the director derived an improper personal benefit

Such limitation of liability does not apply to liabilities arising under the federal securities laws and does not affect the availability of equitable

remedies such as injunctive relief or rescission.

Our Amended and Restated Certificate of Incorporation and Bylaws provide that we will indemnify our directors and executive officers and other

corporate agents to the fullest extent permitted by law. We believe that indemnification under our Bylaws covers at least negligence and gross

negligence on the part of indemnified parties. Our bylaws also permit us to secure insurance on behalf of any officer, director, employee or other

agent for any liability arising out of his or her actions in such capacity, regardless of whether the bylaws would permit indemnification.

We have entered into agreements to indemnify our directors and executive officers, in addition to the indemnification provided for in our Amended

and Restated Certificate of Incorporation and Bylaws. These agreements, among other things, provide for indemnification of our directors and

executive officers for certain expenses (including attorneys’ fees), judgments, fines and settlement amounts incurred by them in any action or

proceeding, including any action by or in the right of RedEnvelope, arising out of their services as a director or executive officer of ours, any

subsidiary of ours or any other company or enterprise to which the person provided services at our request. We believe that these provisions and

agreements are necessary to attract and retain qualified persons as directors and executive officers.

Certain Relationships and Related Transactions

Certain Relationships and Related Transactions

During the last two years, there has not been any transaction or series of similar transactions to which RedEnvelope was or is a party in which the

amount involved exceeded or exceeds $60,000 and in which any director or executive officer of RedEnvelope, any holder of more than 5% of any

class of RedEnvelope’s voting securities or any member of the immediate family of any of the foregoing persons had or will have a direct or indirect

material interest, other than the compensation arrangements described in “Management” and the transactions set forth below.

We believe that we have executed all of the transactions set forth below on terms no less favorable to us than we could have obtained from

unaffiliated third parties. It is our intention to ensure that all future transactions between us and our officers, directors and principal stockholders

and their affiliates, are approved by a majority of the board of directors, including a majority of the independent and disinterested members of our

Board of Directors, and are on terms no less favorable to us than those that we could obtain from unaffiliated third parties.

Private Placement Financings

The shares of Series A preferred stock, Series B preferred stock, Series C preferred stock, Series D preferred stock, Series E preferred stock and

Series F preferred stock outstanding immediately prior to the offering is convertible into 7,337,634 shares, 4,510,000 shares, 10,266,818 shares,

4,098,272 shares, 22,243,905 shares and 21,291,826 shares, respectively, of common stock. Upon closing of this offering, all outstanding shares of

preferred stock will automatically convert into common stock and all share and per share amounts below have been adjusted to reflect this

conversion.

From the inception of RedEnvelope through March 31, 2003, we have issued shares of preferred stock in private placement transactions as follows:

•

an aggregate of 7,913,225 shares of Series A preferred stock at $0.001 per share in March 1999, in connection with our reincorporation in

Delaware

• an aggregate of 4,510,000 shares of Series B preferred stock at $0.50 per share in March 1999(1)

• an aggregate of 10,038,684 shares of Series C preferred stock at $3.2350 per share in July 1999(2)

• an aggregate of 228,134 shares of Series C preferred stock at $3.2350 per share in September 1999

• an aggregate of 3,705,501 shares of Series D preferred stock at $4.853 per share in November 1999

• an aggregate of 18,917,990 shares of Series E preferred stock at $1.9801 per share in July 2000

• an aggregate of 2,441,029 shares of Series E preferred stock at $1.9801 per share in August 2000

• an aggregate of 481,783 shares of Series E preferred stock at $1.9801 per share in September 2000

•

an aggregate of 403,103 shares of Series E preferred stock at $1.9801 per share to Experian Marketing Solutions in March 2001, September 2001,

May 2002, December 2002 and March 2003

• an aggregate of 21,124,174 shares of Series F preferred stock at $0.63808 per share in April 2002

• an aggregate of 167,652 shares of Series F preferred stock at $0.63808 per share in August 2002

(1)

In connection with the Series B private placement, convertible promissory notes issued by RedEnvelope in an aggregate principal amount of

$205,500 converted into shares of Series B preferred stock.

(2)

In connection with the Series C private placement, convertible promissory notes issued by RedEnvelope in an aggregate principal amount of

$2,262,879 converted into shares of Series C preferred stock.

The following table summarizes the shares of preferred stock purchased by executive officers, directors and five-percent stockholders and their

affiliated entities since our inception.

Series A Series B Series C Series D Series E Series F



Preferred Preferred Preferred Preferred Preferred Preferred

Investors(1) Stock Stock Stock Stock Stock Stock

R. Ian Chaplin(2)
3,708,817 — — — 642,377 3,098,514

Capital Research & Management Company, on behalf of SMALLCAP

World Fund, Inc.(2)
— — — — 3,211,882 1,007,017

Direct Equity Partners(2)(3)
— — — — 9,635,648 38,731

Scott Galloway(2)(4)
3,708,817 — — — 642,377 3,098,514

Moussenvelope, L.L.C.(2)(5)
— — — — — 8,520,914

Sequoia Capital(2)(6)
— — 7,822,343 — 1,284,755 2,757,678

Sippl Macdonald Ventures(7)
— 600,000 147,182 — 642,377 619,703

Weston Presidio Capital(2)
— — — 3,334,951 775,348 1,239,405

(1)

Unless otherwise noted, shares held by affiliated persons and entities have been added together for purposes of this chart. See “Principal

Stockholders” for a chart of beneficial owners.

(2) Holder of at least 5% of our common stock as of March 30, 2003.

(3) Claire Gruppo, who is a member of our Board of Directors, is affiliated with Direct Equity Partners

(4) Director of RedEnvelope.

(5) Charles Heilbronn, who is a member of our Board of Directors, is affiliated with Moussenvelope, L.L.C.

(6) Michael Moritz, who is a member of our Board of Directors, is affiliated with Sequoia Capital.

(7) Jacqueline A. Macdonald, who is a member of our Board of Directors, is affiliated with Sippl MacDonald Ventures.

Agreements with Management

We have entered into letter agreements with certain of our executive officers, which contain vesting acceleration or severance benefits upon

termination of employment or a change of control of RedEnvelope. See “Management — Employment Agreements” for a description of these letter

agreements. Please see “Management — Aggregate Option Exercises and Option Values” and “Principal Stockholders” for a description of the

option and stock holdings of our directors and executive officers. Please see “Management — Limitations on Directors’ Liability and

Indemnification Agreements” for a description of our indemnification agreements with our directors and executive officers.

RedEnvelope entered into a Transition Agreement and Release, as amended, with Martin McClanan, the former Chief Executive Officer of

RedEnvelope, on September 26, 2001 in connection with the termination of his employment. The Agreement provides for, among other things, a

bonus and cash severance payment of $170,000, the issuance of 47,016 shares of Series F preferred stock and the extension of the exercise period

on Mr. McClanan’s option to purchase common stock.

The Company entered into a Transition Agreement and Release with Christopher Cunningham, the Company’s former Chief Information Officer

on August 22, 2002. The Agreement provides for, among other things, a cash severance payment of $125,000 and the extension of Mr.

Cunningham’s option exercise period.

Loans to Management

In July 1999, in connection with the exercise of an option to purchase common stock granted to Hilary Billings, our Brand Strategist and a member

of our Board of Directors, pursuant to our 1999 Stock Plan, we provided a loan to Ms. Billings pursuant to two promissory notes with an interest

rate of 5.74% and an outstanding aggregate principal amount of approximately $44,000. Each note is secured by a pledge agreement whereby the

stock purchased with the notes is pledged as collateral for the notes. As amended in May 2002, the promissory notes are due on July 20, 2007.

Investors’ Rights Agreement

We have entered into an agreement with the holders of our preferred stock, including entities with which certain of our directors are affiliated,

which provides the holders of the preferred stock and certain holders of warrants to purchase our capital stock with rights relating to the

registration of their shares of common stock issuable upon conversion of preferred stock, issuable upon exercise of warrants or issuable upon

conversion of preferred stock issued upon exercise of warrants. See “Description of Capital Stock — Registration Rights.” These rights will survive

this offering and will terminate at such time as Rule 144 or another similar exemption under the Securities Act is available for the sale of all such

holders’ securities within a three month period, but in no event later than five years following the closing of this offering.

Indemnification and Employment Agreements

RedEnvelope has entered into indemnification agreements with its officers and directors containing provisions that may require RedEnvelope,

among other things, to indemnify its officers and directors against certain liabilities that may arise by reason of their status or service as officers or

directors (other than liabilities arising from willful misconduct) and to advance their expenses incurred as a result of any proceeding against them

as to which they could be indemnified. See “Management — Limitation of Liability and Indemnification Matters.” We have also entered into

employment agreements with certain of our officers. See “Management — Employment Agreements and Change of Control Arrangements.”



Principal Stockholders

Principal Stockholders
The following table sets forth information regarding the beneficial ownership of our common stock as of March 30, 2003, and as adjusted to reflect

the sale of shares of common stock in the offering, of:

• each person or entity who is known by us to own beneficially more than 5% of our outstanding common stock

• each of the named executive officers

• each of our directors

• all directors and executive officers as a group

As of March 30, 2003, there were 73,694,009 shares of common stock outstanding and 136 stockholders of RedEnvelope, assuming the

conversion of all outstanding preferred stock into common stock. The table is based upon information supplied by officers, directors and principal

stockholders. Beneficial ownership is determined in accordance with the rules of the Securities Exchange Commission. In computing the number

of shares beneficially owned by a person and the percentage ownership of that person, shares of common stock subject to options or warrants held

by that person that are currently exercisable or will become exercisable within 60 days after March 30, 2003 are deemed outstanding, while such

shares shall not be deemed outstanding for purposes of computing percentage ownership of any other person. Except as otherwise indicated, and

subject to applicable community property laws, the persons named in the table have sole voting and investment power with respect to all shares of

common stock held by them. Except as otherwise noted, the address for each holder of more than 5% of our common stock is c/o RedEnvelope,

Inc., 201 Spear Street, 3rd Floor, San Francisco, California.

Percentage of Shares

Outstanding

Number of

Beneficial Owner (Name and Address) Shares Owned Before Offering After Offering

5% Stockholders

Sequoia Capital(1)
11,864,776 16.1% . %

3000 Sand Hill Road, Suite 4-180

Menlo Park, CA 94025

Direct Equity Partners(2)
9,674,379 13.1% . %

60 East 42nd Street, Suite 3810

New York, NY 10165

Moussenvelope, L.L.C.
8,520,914 11.6% . %

9 West 57th Street

Suite 4605

New York, NY 10019

R. Ian Chaplin(3)
7,449,708 10.1% . %

716 La Canada Street

La Jolla, CA 92037

Weston Presidio(4)
5,349,704 7.3% . %

2420 Sand Hill Road, Suite 206

Menlo Park, CA 94025

Capital Research & Management Company, on behalf of
4,218,889 5.7% . %

SMALLCAP World Fund, Inc.

333 South Hope Street, 55th Floor

Los Angeles, CA 90071

Percentage of Shares

Outstanding

Number of

Beneficial Owner (Name and Address) Shares Owned Before Offering After Offering



Directors and Named Executive Officers

Alison L. May(5)
3,467,950 4.5% . %

Hilary Billings(6)
2,600,963 3.4% . %

Kristine Dang(7)
308,326 * . %

Kathy Herzog(8)
120,000 * . %

Martin McClanan(9)
827,727 1.1% . %

Charles Akers(10)
71,666 * . %

Walter Blum(11)
180,000 * . %

Michael Moritz(12)
11,864,776 16.1% . %

Michael Dunn(13)
161,753 * . %

Scott Galloway(14)
7,449,708 10.1% . %

Claire Gruppo(15)
9,674,379 13.1% . %

Charles Heilbronn(16)
8,520,914 11.6% . %

Jacqueline A. Macdonald(17)
2,040,082 2.8% . %

All directors and executive officers as a group (17 persons)(18)
47,488,244 59.0% . %

* less than one percent of the outstanding shares of common stock.

(1)

Includes 688,436 shares held by Sequoia Capital Entrepreneurs Fund, 5,256,641 shares held by Sequoia Capital Franchise Fund, 621,738 shares

held by Sequoia Capital Franchise Partners, 4,472,437 shares held by Sequoia Capital IX and 825,524 shares held by Sequoia Capital IX

Principals Fund.

(2) Includes 9,635,648 shares held by Direct Equity Partners I, L.P. and 38,731 shares held by Direct Equity Partners, L.P.

(3)

Includes 722,377 shares held by Galloway & Chaplin Capital, G.P. and 3,098,514 shares held by GCC RedEnvelope, of which Mr. Chaplin is a

general partner of each entity. Mr. Chaplin disclaims beneficial ownership of the shares, except to the extent of his pecuniary interest

therein. Also includes 3,628,817 shares held by Mr. Chaplin, of which Mr. Chaplin has granted options to purchase 392,656 shares to certain

individuals.

(4) Includes 5,096,529 shares held by Weston Presidio Capital III, L.P. and 253,175 shares held by WPC Entrepreneur Fund, L.P.

(5)

Represents 3,467,950 shares issuable upon exercise of options exercisable within 60 days of March 30, 2003, of which 939,236 shares are vested

at that time.

(6)

Includes 888,888 shares, of which 16,298 shares are subject to repurchase by RedEnvelope, and 1,712,075 shares issuable upon exercise of

options exercisable within 60 days of March 30, 2003, of which 1,704,215 shares are vested at that time.

(7)

Includes 152,326 shares and 156,000 shares issuable upon exercise of options exercisable within 60 days of March 30, 2003, of which 66,540

shares are vested at that time.

(8)

Represents 120,000 shares issuable upon exercise of options exercisable within 60 days of March 30, 2003, of which 37,499 shares are vested at

that time.

(9)

Includes 46,478 shares and 781,249 shares issuable upon exercise of options exercisable within 60 days of March 30, 2003, all of which shares

are vested.

(10)

Represents 71,666 shares issuable upon exercise of options exercisable within 60 days of March 30, 2003, all of which option shares will

expire if not exercised prior to that time.

(11)

Represents 180,000 shares issuable upon exercise of options exercisable within 60 days of March 30, 2003, of which 62,500 shares are vested at

that time.

(12)

Includes 688,436 shares held by Sequoia Capital Entrepreneurs Fund, 5,256,641 shares held by Sequoia Capital Franchise Fund, 621,738 shares

held by Sequoia Capital Franchise Partners, 4,472,437 shares held by Sequoia Capital IX and 825,524 shares held by Sequoia Capital IX

Principals Fund, of which entities Mr. Moritz is a general partner. Mr. Moritz disclaims beneficial ownership of the shares, except to the

extent of his pecuniary interest therein.

(13)

Represents 15,000 shares issuable upon exercise of options exercisable within 60 days of March 30, 2003, of which 2,187 are vested at that

time and 146,753 shares issuable upon exercise of options granted to Mr. Dunn by R. Ian Chaplin and Scott Galloway.

(14)

Includes 722,377 shares held by Galloway & Chaplin Capital, G.P. and 3,098,514 shares held by GCC RedEnvelope, of which Mr. Galloway is a

general partner of each entity. Mr. Galloway disclaims beneficial ownership of the shares, except to the extent of his pecuniary interest

therein. Also includes 3,628,817 shares held by Mr. Galloway, of which shares, Mr. Galloway has granted options to purchase 392,656 shares to

certain individuals.

(15)

Represents 9,635,648 shares held by Direct Equity Partners I, L.P. and 38,731 shares held by Direct Equity Partners, L.P., of which entities

Ms. Gruppo is a limited partner. Ms. Gruppo disclaims beneficial ownership of the shares, except to the extent of her pecuniary interest

therein.

(16)

Represents 8,520,914 shares held by Moussenvelope, LLC. Mr. Heilbronn is a director of Moussescribe LLC, the general partner of Moussescapade,

L.P., which is the managing member of Moussenvelope LLC. Mr. Heilbronn disclaims beneficial ownership of the shares, except to the extent of

his pecuniary interest therein.

(17)

Includes 932,928 shares held by Sippl Macdonald Ventures II, L.P. and 1,107,154 shares held by Sippl Macdonald Ventures III, L.P., of which

entities Ms. Macdonald is a general partner. Ms. Macdonald disclaims beneficial ownership of the shares, except to the extent of her pecuniary

interest therein.

(18)

See footnotes (5) through (17). Also includes 75,000 shares held by Eric Wong issuable upon exercise of options exercisable within 60 days of

March 30, 2003, none of which shares are vested at that time, 125,000 shares held by Kristel Craven issuable upon exercise of options

exercisable within 60 days of March 30, 2003, none of which shares are vested at that time, and no shares held by John W. Roberts or Pamela

Knox.



Description of Capital Stock

Description of Capital Stock
Upon the completion of this offering, RedEnvelope will be authorized to issue shares of common stock, $0.001 par value per share, and 2,000,000

shares of undesignated preferred stock, $0.001 par value per share. All currently outstanding shares of preferred stock will be converted into

common stock upon the closing of this offering.

Common Stock

As of March 30, 2003, there were 73,694,009 shares of common stock outstanding, as adjusted to reflect the conversion of all outstanding shares

of preferred stock held of record by 136 stockholders. In addition, options to purchase 9,295,390 shares of common stock and warrants exercisable

for 921,186 shares of common stock were also outstanding. After this offering, there will be shares of common stock outstanding (assuming no

exercise of the underwriter’s overallotment option or exercise of outstanding options under RedEnvelope’s stock plans).

The holders of common stock are entitled to one vote for each share held of record on all matters submitted to a vote of the stockholders. Subject

to preferences that may be applicable to any outstanding preferred stock, holders of common stock are entitled to receive ratably such dividends as

may be declared by our Board of Directors out of funds legally available for that purpose. See “Dividend Policy.” In the event of liquidation,

dissolution or winding up of RedEnvelope, the holders of common stock are entitled to share ratably in all assets remaining after payment of

liabilities, subject to the prior distribution rights of any outstanding preferred stock. The common stock has no preemptive or conversion rights or

other subscription rights. The outstanding shares of common stock are, and the shares of common stock to be issued upon completion of this

offering will be, fully paid and non-assessable.

Preferred Stock

Upon the closing of this offering, all outstanding shares of preferred stock will be converted into 69,748,455 shares of common stock and the

preferred stock will automatically be retired. Thereafter, our Board of Directors will have the authority, without further action by the stockholders,

to issue up to 2,000,000 shares of preferred stock, $0.001 par value, in one or more series. Our Board of Directors will also have the authority to

designate the rights, preferences, privileges and restrictions of each such series, including dividend rights, dividend rates, conversion rights, voting

rights, terms of redemption, redemption prices, liquidation preferences and the number of shares constituting any series. The issuance of preferred

stock may have the effect of delaying, deferring or preventing a change in control of RedEnvelope without further action by the stockholders. The

issuance of preferred stock with voting and conversion rights may also adversely affect the voting power of the holders of common stock. In certain

circumstances, an issuance of preferred stock could have the effect of decreasing the market price of the common stock. Upon the closing of this

offering, no shares of preferred stock will be outstanding. RedEnvelope currently has no plans to issue any shares of preferred stock.

Warrants

As of March 30, 2003, there was a warrant outstanding to purchase an aggregate of 9,272 shares of common stock at an exercise price of $4.85 per

share, which will expire upon the consummation of this offering. In addition, there was a warrant outstanding to purchase an aggregate of 200,000

shares of common stock at an exercise price of $0.14 per share, which survives the closing of this offering. Finally, there were warrants outstanding

to purchase an aggregate of 720,160 shares of preferred stock at a weighted average exercise price of $0.64 per share, which survive the closing of

this offering and which will convert into warrants to purchase 711,914 shares of common stock at a weighted average exercise price of $0.65 per

share on the closing of this offering.

Registration Rights

The holders of 69,851,678 shares of common stock and warrants to purchase 711,914 shares of common stock or their transferees are entitled to

certain rights with respect to the registration of such shares under the Securities Act. These rights are provided under the terms of an agreement

between RedEnvelope and the holders of these securities. Subject to limitations in the agreement, the holders of at least 40% of these securities

then outstanding may require, on three occasions beginning six months after the date of this prospectus, that RedEnvelope use its best efforts to

register these securities for public resale if Form S-3 is not available. If RedEnvelope registers any of its common stock either for its own account or

for the account of other security holders, the holders of these securities are entitled to include their shares of common stock in that registration,

subject to the ability of the underwriters to limit the number of shares included in the offering. The holders of at least 20% of these securities then

outstanding may also require RedEnvelope, on four occasions but not more than twice in any twelve-month period, to register all or a portion of

these securities on Form S-3 when the use of that form becomes available to RedEnvelope, provided, among other limitations, that the proposed

aggregate selling price is at least $2,000,000, net of any underwriters’ discounts or commissions. RedEnvelope will be responsible for paying all

registration expenses, and the holders selling their shares will be responsible for paying all selling expenses.

Delaware Anti-Takeover Law and Certain Provisions of our Amended and Restated Certificate of Incorporation and Bylaws Provisions of

Delaware law and RedEnvelope’s Amended and Restated Certificate of Incorporation and Bylaws to be effective upon the closing of this offering

could make the acquisition of RedEnvelope and the removal of incumbent directors more difficult. These provisions are expected to discourage

certain types of coercive takeover practices and inadequate takeover bids and to encourage persons seeking to acquire control of RedEnvelope to



negotiate with us first. We believe that the benefits of increased protection of its potential ability to negotiate with the proponent of an unfriendly

or unsolicited proposal to acquire or restructure RedEnvelope outweigh the disadvantages of discouraging such proposals because, among other

things, negotiation of such proposals could result in an improvement of their terms.

RedEnvelope is subject to the provisions of Section 203 of the Delaware law. In general, the statute 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 that the person became an

interested stockholder unless, subject to exceptions, the business combination or the transaction in which the person became an interested

stockholder is approved in a prescribed manner. Generally, a “business combination” includes a merger, asset or stock sale, or other transaction

resulting in a financial benefit to the stockholder. Generally, an “interested stockholder” is a person who, together with affiliates and associates,

owns, or within three years prior, did own, 15% or more of the corporation’s voting stock. These provisions may have the effect of delaying,

deferring or preventing a change in control of RedEnvelope without further action by the stockholders.

RedEnvelope’s Amended and Restated Certificate of Incorporation to be effective upon the closing of this offering provides that stockholder action

can be taken only at an annual or special meeting of stockholders and may not be taken by written consent. In addition, our Amended and Restated

Certificate of Incorporation authorizes undesignated preferred stock, making it possible for our Board of Directors to issue, without further

stockholder action, preferred stock having voting or other rights or preferences that could prevent or make more difficult an attempted hostile

takeover of RedEnvelope. Our Bylaws to be effective upon the closing of this offering provide that special meetings of stockholders can be called

only by our Board of Directors, the Chairman of our Board, if any, or our President. Moreover, the business permitted to be conducted at any

special meeting of stockholders is limited to the business brought before the meeting by our Board of Directors, the Chairman of our Board, if any,

or our President. The Bylaws set forth an advance notice procedure with regard to the nomination, other than by or at the direction of our Board of

Directors, of candidates for election as directors and with regard to business to be brought before an annual meeting of stockholders.

Nasdaq National Market Listing

Our shares will be listed on the Nasdaq National Market under the symbol “REDE.”

Transfer Agent

The Transfer Agent and Registrar for our common stock is expected to be American Stock Transfer & Trust Co. The transfer agent’s address is 59

Maiden Lane, Plaza Level, New York, NY 10038.

Shares Eligible for Future Sale

Shares Eligible for Future Sale
Prior to this offering, there has been no public market for our common stock. We cannot predict the effect, if any, that market sales of shares of our

common stock or the availability of shares of our common stock for sale will have on the market price of our common stock prevailing from time to

time. Nevertheless, sales of substantial amounts of our common stock in the public market could adversely affect the market price of our common

stock and could impair our future ability to raise capital through the sale of our equity securities.

Upon the completion of this offering, we will have shares of our common stock outstanding, assuming no exercise of the underwriters’ over-

allotment option and no exercise of outstanding options or warrants after March 30, 2003. Of these outstanding shares, all of the shares sold in

this offering will be freely tradable, except that any shares held by our “affiliates” as that term is defined in Rule 144 promulgated under the

Securities Act, may only be sold in compliance with the limitations described below. The remaining 73,694,009 shares of our common stock will

continue to be deemed “restricted securities” as defined under Rule 144. Restricted shares may be sold in the public market only if registered or if

they qualify for an exemption from registration under Rule 144 or Rule 701 promulgated under the Securities Act, which are summarized below. In

addition, all of our stockholders have entered into market stand-off agreements with us and/or lock-up agreements with WR Hambrecht+Co

whereby they have agreed not to sell any of their stock for 180 days following the date of this prospectus. Subject to the provisions of Rule 144 and

Rule 701, additional shares will be available for sale in the public market as follows:

•

beginning on the effective date of the registration statement, the shares sold in this offering will be immediately available for sale in the

public market

•

after 180 days following the date of this prospectus 73,651,794 additional shares will become eligible for sale in the public market, subject to

compliance with Rule 144 and Rule 701 as described below

• the remaining 42,215 shares will be eligible for sale in March 2004, subject to compliance with Rule 144

Lock-Up Agreements

Each of our officers, directors and one percent stockholders have agreed, subject to specified exceptions, that, without prior written consent of WR

Hambrecht+Co, they will not offer, sell, contract to sell, pledge, grant any option to sell, or otherwise dispose of, directly or indirectly, any shares of

our common stock or securities convertible into or exercisable for shares of our common stock, or warrants or other rights to purchase our common

stock during the 180-day period following the date of this prospectus. Certain other stockholders have also agreed, subject to specified exceptions,

that, without prior written consent of WR Hambrecht+Co, they will not offer, sell, contract to sell, pledge, grant any option to sell, or otherwise

dispose of, directly or indirectly, any shares of our common stock or securities convertible into or exercisable for shares of our common stock, or



warrants or other rights to purchase our common stock during the 180-day period following the date of this prospectus. WR Hambrecht+Co, may,

in its sole discretion, permit early release of shares subject to the lock-up agreements. In considering any request to release shares subject to a lock-

up agreement WR Hambrecht+Co will consider the possible impact of the release of the shares on the trading price of the stock sold in the offering.

WR Hambrecht+Co does not have any present intention or any understandings, implicit or explicit, to release any of the shares subject to the lock-

up agreements prior to the expiration of these lock-up periods.

Rule 144

In general, under Rule 144 as currently in effect, a person, or group of persons whose shares are required to be aggregated, including an affiliate of

RedEnvelope who has beneficially owned shares for at least one year, is entitled to sell within any three-month period, a number of shares that does

not exceed the greater of one percent of the then outstanding shares of our common stock, or the average weekly trading volume in our common

stock during the four calendar weeks preceding the date on which notice of the sale is filed. In addition, a person who is not deemed to have been

an affiliate at any time during the 90 days preceding a sale and who has beneficially owned the shares proposed to be sold for at least two years

would be entitled to sell those shares under Rule 144(k) without regard to the requirements described above. When a person acquires shares from

one of our affiliates, that person’s holding period for the purpose of effecting a sale under Rule 144 would commence on the date of transfer from

the affiliate.

Rule 701

In general, under Rule 701 of the Securities Act, an employee, officer, director, consultant or advisor who purchased shares from us in connection

with a compensatory stock or option plan or other written agreement is eligible to resell those shares in reliance on Rule 144, but without

compliance with certain restrictions, including the holding period contained in Rule 144. However, the shares issued pursuant to Rule 701 are

subject to the lock-up agreements described above and under “Plan of Distribution” and will only become eligible for sale at the expiration of those

agreements.

Registration of Shares Issued Pursuant to Benefits Plans

We intend to file registration statements under the Securities Act as promptly as possible after the effective date of this offering to register shares to

be issued pursuant to our employee benefit plans. As a result, any options or rights exercised under our 1999 Stock Plan, our 2003 Employee Stock

Purchase Plan, our 2003 Directors’ Stock Option Plan or any other benefit plan after the effectiveness of the registration statements will also be

freely tradable in the public market, subject to the market stand-off and lock-up agreements discussed above. However, such shares held by affiliates

will still be subject to the volume limitation, manner of sale, notice and public information requirements of Rule 144. As of March 30, 2003, there

were outstanding options for the purchase of 9,295,390 shares of common stock, with an average exercise price of $0.27, each of which options

were exercisable and subject to a standard repurchase option in favor of RedEnvelope.

Plan of Distribution

Plan of Distribution
In accordance with the terms of the underwriting agreement between WR Hambrecht+Co, LLC, as representative of the underwriter, and us, the

underwriter has agreed to purchase from us that number of shares of common stock set forth opposite the underwriter’s name below at the public

offering price less the underwriting discounts and commissions described on the cover page of this prospectus.

Underwriters Number of Shares

WR Hambrecht+Co, LLC

Total

The underwriting agreement provides that the obligations of the underwriter are subject to conditions, including the absence of any material

adverse change in our business, and the receipt of certificates, opinions and letters from us, counsel and independent accountants. Subject to those

conditions, the underwriter is committed to purchase all of the shares of our common stock offered by this prospectus if any of the shares are

purchased.

The underwriter proposes to offer the shares of our common stock directly to the public at the offering price set forth on the cover page of this

prospectus, as this price is determined by the OpenIPO process described below, and to certain dealers at this price less a concession not in excess

of $ per share. The underwriter may allow, and dealers may reallow, a concession not to exceed $ per share on sales to other dealers. Any dealers

that participate in the distribution of our common stock may be deemed to be underwriters within the meaning of the Securities Act, and any

discount, commission or concession received by them and any provided by the sale of the shares by them may be deemed to be underwriting

discounts and commissions under the Securities Act. After completion of the initial public offering of the shares, the public offering price and other

selling terms may be changed by the underwriter.



The following table shows the per share and total underwriting discount to be paid to the underwriter by us in connection with this offering. The

underwriting discount has been determined through negotiations between us and the underwriter, and has been calculated as a percentage of the

offering price. These amounts are shown assuming both no exercise and full exercise of the over-allotment option.

Per Share No Exercise Full Exercise

Public Offering Price

Underwriting Discounts

Proceeds, before expenses, to us

The expenses of the offering, exclusive of the underwriting discounts, will be approximately $ . These fees and expenses are payable entirely by us.

These fees include, among other things, our legal and accounting fees, printing expenses, expenses incurred in connection with meetings with

potential investors, filing fees of the Securities and Exchange Commission and the National Association of Securities Dealers, Inc., fees of our

transfer agent and registrar and the listing fees of the Nasdaq National Market.

An electronic prospectus is available on the website maintained by WR Hambrecht+Co, and may also be made available on websites maintained by

selected dealers and selling group members participating in this offering. Other than the prospectus in electronic format, the information on these

websites is not part of this prospectus and has not been approved or endorsed by us.

The OpenIPO Auction Process

The distribution method being used in this offering is known as the OpenIPO auction, which differs from methods traditionally used in

underwritten public offerings. In particular, the public offering price and the allocation of shares are determined primarily by an auction conducted

by the underwriter. All qualified individual and institutional investors may place bids in an OpenIPO auction and investors submitting valid bids

have an equal opportunity to receive an allocation of shares.

The following describes how the underwriter and some selected dealers conduct the auction process and confirm bids from prospective investors:

•

Before the registration statement relating to this offering becomes effective, the underwriter and participating dealers solicit bids from

prospective investors through the Internet and by telephone and facsimile. The bids specify the number of shares of our common stock the

potential investor proposes to purchase and the price the potential investor is willing to pay for the shares. These bids may be above or below

the range set forth on the cover page of the prospectus. The minimum size of any bid is 100 shares.

•

The shares offered by this prospectus may not be sold, nor may offers to buy be accepted, prior to the time that the registration statement filed

with the Securities and Exchange Commission becomes effective. A bid received by the underwriter or a dealer involves no obligation or commitment

of any kind prior to the closing of the auction. Bids can be modified or revoked at any time prior to the closing of the auction.

•

Approximately two business days prior to the registration statement being declared effective, prospective investors receive, by e-mail, telephone

or facsimile, a notice indicating the proposed effective date.

•

After the registration statement relating to this offering has become effective, potential investors who have submitted bids to the underwriter

or a dealer are contacted by e-mail, telephone or facsimile. Potential investors are advised that the registration statement has been declared

effective and are requested to confirm their bids.

•

The auction will close after the registration statement becomes effective at a time agreed to by us and WR Hambrecht+Co, which we anticipate will

be immediately after the close of trading on the Nasdaq National Market on the same day on which the registration statement is declared

effective. However, the date on which the auction will close cannot currently be predicted and will be determined by us and WR Hambrecht+Co based

on general market conditions during the period after the registration statement is declared effective. If we are unable to determine a public

offering price, close the auction and file a final prospectus with the Securities and Exchange Commission within 15 days after the registration

statement is initially declared effective, we will be required to file with the Commission and have declared effective a post- effective

amendment to the registration statement before the auction may be closed and before any bids may be accepted. If we are unable to close the

auction within 15 days after the registration statement is initially declared effective, the underwriter or dealers will reconfirm all bids by

either telephone or email following the filing and effectiveness of the post-effective amendment. After the registration statement has been

declared effective, the public offering price of the common stock may be set at a price that is outside the range set forth on the cover of the

prospectus.

•

All bids that are not confirmed before the time specified by WR Hambrecht+Co, or if the time is not specified, by the close of the auction, are

deemed withdrawn.

•

Once a potential investor affirmatively confirms its previous bid, the confirmation remains valid unless subsequently withdrawn by the potential

investor. Potential investors are able to withdraw their bids at any time before the close of the auction by notifying the underwriter or a

participating dealer.

•

If the public offering price range is changed before or after a potential investor affirmatively confirms a bid, or if the public offering price

is outside the public offering range previously provided to the potential investor in the prospectus, the underwriter and participating dealers

notify potential investors of the change and that offers will not be accepted until the potential investor has again reconfirmed its bid

regardless of whether the potential investor’s initial bid was above, below or at the public offering price.

•

Following the closing of the auction, the underwriter determines the highest price at which all of the shares offered, including shares that may

be purchased by the underwriter to cover any over-allotments, may be sold to potential investors. This price, which is called the “clearing

price,” is determined based on the results of all valid bids at the time the auction is closed. The clearing price is not necessarily the public

offering price, which is set as described in “Determination of Public Offering Price” below. The public offering price determines the allocation

of shares to potential investors, with all bids submitted at or above the public offering price receiving a pro rata portion of the shares bid

for.

•

Once the auction closes and a clearing price is set as described below, the underwriter or a participating dealer accept the bids from those

bidders whose bid is at or above the public offering price but may allocate to a prospective investor fewer shares than the number included in

the investor’s bid.



•

Bidders receiving a pro rata portion of the shares bid receive an allocation of shares on a round lot basis, rounded to multiples of 100 or 1000

shares, depending on the size of the bid. No bids are rounded to a round lot higher than the original bid size. Because bids may be rounded down

to round lots in multiples of 100 or 1000 shares, some bidders may receive allocations of shares that reflect a greater percentage decrease in

their original bid than the average pro rata decrease. Thus, for example, if a bidder has confirmed a bid for 200 shares, and there is an average

pro rata decrease of all bids of 30%, the bidder may receive an allocation of 100 shares (a 50% decrease from 200 shares) rather than receiving

an allocation of 140 shares (a 30% decrease from 200 shares). In addition, some bidders may receive allocations of shares that reflect a lesser

percentage decrease in their original bid than the average pro rata decrease. For example, if a bidder has confirmed a bid for 100 shares, and

there is an average pro rata decrease of all bids of 30%, the bidder may receive an allocation of all 100 shares to avoid having the bid rounded

down to zero.

•

The underwriter or a participating dealer notifies successful bidders by e-mail, telephone or facsimile or mail that the auction has closed and

that their confirmed bids have been accepted. Other bidders are notified that their bids have not been accepted.

•

Potential investors may at any time expressly request that all, or any specific, communications between them and the underwriter and

participating dealers be made by specific means of communication, including e-mail, telephone and facsimile.

The underwriter and selected dealers that participate in this offering may request prospective investors to confirm their bids prior to the effective

date of the registration statement, if that practice is used by these institutions in connection with initial public offerings that are not conducted

using the OpenIPO process. Bidders should carefully review the procedures of, and communications from, the institution through which they bid to

purchase our shares. In general, approximately two business days before the registration statement is declared effective, the underwriter and dealers

will request potential investors to reconfirm the bids that they have submitted. If a bid is not reconfirmed prior to the close of the auction, it is

rejected. If a bid is reconfirmed, it may still be modified or revoked prior to the auction closing; however, if the reconfirmed bid is not revoked prior

to the effectiveness of the registration statement and the closing of the auction, it is considered a firm bid and may be accepted at the closing of the

auction. The underwriter and these dealers will also seek reconfirmation of bids in the event that the price range of the offering is changed, or if the

initial public offering price is set at a price that is outside the range that has previously been provided to potential investors.

Determination of Public Offering Price

The public offering price for this offering is ultimately determined by negotiation between the underwriter and us after the auction closes and does

not necessarily bear any direct relationship to our assets, current earnings or book value or to any other established criteria of value, although these

factors are considered in establishing the initial public offering price. Prior to the offering, there has been no public market for our common stock.

The principal factor in establishing the public offering price is the clearing price resulting from the auction.

The clearing price is the highest price at which all of the shares offered, including the shares that may be purchased by the underwriter to cover any

over-allotments, may be sold to potential investors, based on the valid bids at the time the auction is run. The shares subject to the underwriter’s

over-allotment option are used to calculate the clearing price whether or not the option is actually exercised.

Factors considered in determining the initial public offering price include an assessment of our management, operating results, capital structure

and business potential and the demand for similar securities of comparable companies. Changes, if any, in the public offering price are based

primarily on the bids received.

The public offering price may be lower, but will not be higher, than the clearing price based on negotiations between the underwriter and us. The

public offering price always determines the allocation of shares to potential investors. Therefore, if the public offering price is below the clearing

price, all bids that are at or above the public offering price receive a pro rata portion of the shares bid for. If sufficient bids are not received, or if we

do not consider the clearing price to be adequate, or if we and the underwriter are not able to reach agreement on the public offering price, then we

and the underwriter will either postpone or cancel this offering. Alternatively, we may file a post-effective amendment to the registration statement

in order to conduct a new auction.

The following simplified example illustrates how the public offering price is determined through the auction process:

Company X offers to sell 1,000 shares in its public offering through the auction process. The underwriter, on behalf of Company X, receives five

bids to purchase, all of which are kept confidential until the auction closes. The first bid is to pay $10.00 per share for 200 shares. The second bid is

to pay $9.00 per share for 300 shares. The third bid is to pay $8.00 per share for 600 shares. The fourth bid is to pay $7.00 per share for 400 shares.

The fifth bid is to pay $6.00 per share for 800 shares. Assuming that all of these bids are confirmed and not withdrawn or modified before the

auction closes, and assuming that no additional bids are received, the clearing price used to determine the public offering price would be $8.00 per

share, which is the highest price at which all 1,000 shares offered may be sold to potential investors who have submitted valid bids. However, the

shares may be sold at a price below $8.00 per share based on negotiations between Company X and the underwriter. If the public offering price is

the same as the $8.00 per share clearing price, the underwriter would confirm bids at or above $8.00 per share. Because 1,100 shares were bid for at

or above the clearing price, each of the three potential investors who bid $8.00 per share or more would receive approximately 90% of the shares

for which bids were made. The two potential investors whose bids were below $8.00 per share would not receive any shares in this example. If the

public offering price is $7.00 per share, the underwriter would confirm bids that were made at or above $7.00 per share. No bids made at a price of

less than $7.00 per share would be accepted. The four potential investors with the highest bids would receive a pro rata portion of the 1,000 shares

offered, based on the 1,500 shares they requested, or two-thirds of the shares for which bids were made. The potential investor with the lowest bid

would not receive any shares in this example. Because bids that are reduced on a pro rata basis may be rounded down to round lots, a potential

investor may be allocated less than two-thirds of the shares bid for. Thus, the potential investor who bid for 200 shares may receive a pro rata

allocation of 100 shares (one-half of the shares bid for), rather than receiving a pro rata allocation of 133 shares (two-thirds of the shares bid for).

The following table illustrates the example described above, before rounding down any bids to the nearest round lot, assuming that the initial

public offering price is set at $8.00 per share. The table also assumes that these bids are the final bids, and that they reflect any modifications that

have been made to reflect any prior changes to the offering range, and to avoid the issuance of fractional shares.



Initial Public Offering of Company X

Bid Information Auction Results

Approximate

Cumulative Allocated

Shares Shares Shares Requested Clearing Amount

Requested Requested Bid Price Allocated Shares Price Raised

200 200 $10.00 180 90% $8.00 $1,440

300 500 9.00 270 90 8.00 2,160

Clearing Price
600 1,100 8.00 550 90 8.00 4,400

400 1,500 7.00 — — — —

800 2,300 6.00 — — — —

Total
1,000 $8,000

Requirements for Valid Bids

Valid bids are those that meet the requirements, including eligibility, account status and size, established by the underwriter or participating

dealers. In order to open a brokerage account with WR Hambrecht+Co, a potential investor must deposit $2,000 in its account. This brokerage

account will be a general account subject to WR Hambrecht+Co’s customary rules, and will not be limited to this offering. In addition, once the

registration statement becomes effective and the auction closes, a prospective investor submitting a bid through a WR Hambrecht+Co brokerage

account must have an account balance equal to or in excess of the amount of its bid or its bid is not accepted by WR Hambrecht+Co. However, other

than the $2,000 described above, prospective investors are not required to deposit any money into their accounts until after the registration

statement becomes effective. No funds will be transferred to WR Hambrecht+Co, and any amounts in excess of $2,000 may be withdrawn at any

time until the acceptance of the bid and the subsequent closing of this offering. Conditions for valid bids, including eligibility standards and

account funding requirements of other participating dealers other than WR Hambrecht+Co, may vary.

The Closing of the Auction and Allocation of Shares

The auction closes on a date estimated and publicly disclosed in advance by the underwriter on the website of the underwriter at

www.wrhambrecht.com and www.openipo.com. The shares offered by this prospectus, or shares if the underwriter’s over-allotment option is

exercised in full, will be purchased from us by the underwriter and sold through the underwriter and participating dealers to investors who have

submitted valid bids at or higher than the public offering price. These investors are notified by e-mail, telephone, voice mail, facsimile or mail as

soon as practicable following the closing of the auction that their bids have been accepted.

Each participating dealer has agreed with the underwriter to sell the shares it purchases from the underwriter in accordance with the auction

process described above, unless the underwriter otherwise consents. The underwriter reserves the right to reject bids that the underwriter deems

manipulative or disruptive in order to facilitate the orderly completion of this offering, and the underwriter reserves the right, in exceptional

circumstances, to alter this method of allocation as the underwriter deems necessary to ensure a fair and orderly distribution of the shares of our

common stock. For example, large orders may be reduced to ensure a public distribution and bids may be rejected or reduced by the underwriter or

participating dealers based on eligibility or creditworthiness criteria. In addition, the underwriter or the participating dealers may reject or reduce a

bid by a prospective investor who has engaged in practices that could have a manipulative, disruptive or otherwise adverse effect on the offering.

Some dealers participating in the selling group may submit firm bids that reflect indications of interest from their customers that they have

received at prices within the initial public offering price range. In these cases, the dealer submitting the bid is treated as the bidder for the purposes

of determining the clearing price and allocation of shares.

Price and volume volatility in the market for our common stock may result from the somewhat unique nature of the proposed plan of distribution.

Price and volume volatility in the market for our common stock after the completion of this offering may adversely affect the market price of our

common stock.

We have granted to the underwriter an option, exercisable no later than 30 days after the date of this prospectus, to purchase up to an aggregate of

additional shares of our common stock from us at the offering price, less the underwriting discounts and commissions set forth on the cover page

of this prospectus. To the extent that the underwriter exercises this option, they will have a firm commitment to purchase the additional shares and

we will be obligated to sell the additional shares to the underwriter. The underwriter may exercise the option only to cover over-allotments made in

connection with the sale of shares offered. The underwriting agreement provides that we will indemnify the underwriter against specified

liabilities, including liabilities under the Securities Act, or contribute to payments that the underwriter may be required to make.

We have agreed not to offer, sell, contract to sell, pledge, grant any option to purchase, make any short sale or otherwise dispose of any shares of

common stock, or any options or warrants to purchase common stock other than the shares of common stock or options to acquire common stock

issued under our stock plans, for a period of 180 days after the date of this prospectus, except with the prior written consent of WR Hambrecht+Co.

Each of our officers, directors and one percent stockholders have agreed, subject to specified exceptions, that, without prior written consent of WR

Hambrecht+Co, they will not offer, sell, contract to sell, pledge, grant any option to sell, or otherwise dispose of, directly or indirectly, any shares of

our common stock or securities convertible into or exercisable for shares of our common stock, or warrants or other rights to purchase our common

stock during the 180-day period following the date of this prospectus. Certain other stockholders have also agreed, subject to specified exceptions,



that, without prior written consent of WR Hambrecht+Co, they will not offer, sell, contract to sell, pledge, grant any option to sell, or otherwise

dispose of, directly or indirectly, any shares of our common stock or securities convertible into or exercisable for shares of our common stock, or

warrants or other rights to purchase our common stock during the 180-day period following the date of this prospectus. WR Hambrecht+Co, may,

in its sole discretion, permit early release of shares subject to the lock-up agreements. In considering any request to release shares subject to a lock-

up agreement WR Hambrecht+Co will consider the possible impact of the release of the shares on the trading price of the stock sold in the offering.

WR Hambrecht+Co does not have any present intention or any understandings, implicit or explicit, to release any of the shares subject to the lock-

up agreements prior to the expiration of these lock-up periods.

In connection with the offering, the underwriter may purchase and sell shares of common stock in the open market. These transactions may

include short sales, stabilizing transactions and purchases to cover positions created by short sales. Short sales involve the sale by the underwriter

of a greater number of shares than they are required to purchase in the offering. “Covered” short sales are sales made in an amount not greater than

the underwriter’s option to purchase additional shares from us in the offering. The underwriter may close out any covered short position by either

exercising its option to purchase additional shares or purchasing shares in the open market. In determining the source of shares to close out the

covered short position, the underwriter will consider, among other things, the price of shares available for purchase in the open market as

compared to the price at which they may purchase shares through the over-allotment option. “Naked” short sales are any sales in excess of such

option. The underwriter must close out any naked short position by purchasing shares in the open market. A naked short position is more likely to

be created if the underwriter is concerned that there may be downward pressure on the price of the common stock in the open market after pricing

that could adversely affect investors who purchase in the offering. Stabilizing transactions consist of various bids for or purchases of common stock

made by the underwriter in the open market prior to the completion of the offering.

These activities by the underwriter may stabilize, maintain or otherwise affect the market price of the common stock. As a result, the price of the

common stock may be higher than the price that otherwise might exist in the open market. If these activities are commenced, they may be

discontinued by the underwriter at any time. These transactions may be effected on the Nasdaq National Market, in the over-the-counter market or

otherwise.

The underwriter currently intends to act as a market maker for the common stock following this offering. However, the underwriter is not obligated

to do so and may discontinue any market making at any time.

Indemnity

The underwriting agreement contains covenants of indemnity between the underwriter and us against certain civil liabilities, including liabilities

under the Securities Act, and liabilities arising from breaches of representations and warranties contained in the underwriting agreement.

Listing

We have applied to list our common stock on Nasdaq National Market under the proposed trading symbol “REDE.”

Legal Matters

Legal Matters
The validity of the shares of common stock offered by this prospectus will be passed upon for us by Venture Law Group, A Professional

Corporation, Menlo Park, California. Certain legal matters in connection with this offering will be passed upon for the underwriter by Morrison &

Foerster LLP, San Francisco, California. As of the date of this prospectus, certain attorneys of Venture Law Group and an investment entity

affiliated with Venture Law Group own an aggregate of 138,392 shares of our common stock.

Experts

Experts

The financial statements as of March 31, 2002 and March 30, 2003 and for each of the three years in the period ended March 30, 2003 included in

this prospectus have been audited by Deloitte & Touche LLP, independent auditors, as stated in their report appearing herein, and are included in

reliance upon the report of such firm given upon their authority as experts in accounting and auditing.



Where You Can Find More Information

Where You Can Find More Information
We have filed with the SEC a registration statement on Form S-1, of which this prospectus is a part, under the Securities Act with respect to the

common stock offered in this offering. This prospectus, which is part of the registration statement, does not contain all of the information included

in the registration statement or the accompanying exhibits and schedules. For additional information about us and our common stock, you should

refer to the registration statement and the accompanying exhibits and schedules. Statements contained in this prospectus regarding the contents of

any contract, agreement or other document to which we make reference are not necessarily complete. In each instance, we make reference to the

copy of the contract, agreement or other document filed as an exhibit to the registration statement, of which this prospectus is a part.

You may also read and copy the registration statement, the related exhibits and the other materials we file with the SEC at its public reference

facilities at Room 1024, Judiciary Plaza, 450 Fifth Street, N.W., Washington, D.C. 20549; Suite 1400, 500 West Madison Street, Chicago, Illinois

60661. You may also obtain copies of those documents at prescribed rates by writing to the Public Reference Section of the SEC at Room 1024,

Judiciary Plaza, 450 Fifth Street, N.W., Washington, D.C. 20549. Please call the SEC at 1-800-SEC-0330 for further information on the operation

of the public reference facilities. The SEC also maintains a website that contains reports, proxy and information statements and other information

regarding issuers that file with the SEC. The site’s address is www.sec.gov.

Upon completion of this offering, we will become subject to the information and periodic reporting requirements of the Securities and Exchange

Act of 1934 and, accordingly, will file periodic reports, proxy statements and other information with the SEC. Our periodic reports, proxy

statements and other information will be available for inspection and copying at the SEC’s public reference rooms and on the SEC’s website.
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Independent Auditors’ Report
To the Board of Directors and Stockholders of RedEnvelope, Inc.:

We have audited the accompanying balance sheets of RedEnvelope, Inc. as of March 31, 2002 and March 30, 2003 and the related statements of

operations, stockholders’ deficit and cash flows for each of the three years in the period ended March 30, 2003. These financial statements are the

responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those standards require that

we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit

includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing

the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.

We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, the financial position of RedEnvelope, Inc. as of March 31, 2002

and March 30, 2003 and the results of its operations and its cash flows for each of the three years in the period ended March 30, 2003 in

conformity with accounting principles generally accepted in the United States of America.

/s/ DELOITTE & TOUCHE LLP San Francisco, California May 16, 2003 (June 13, 2003 as to Note 10) RedEnvelope, Inc.

Balance Sheets

March 31, March 30,



2002 2003

(in thousands, except

share information)

Assets

Current assets:

Cash and cash equivalents
$4,910 $4,997

Accounts receivable, net
501 286

Inventory
7,001 9,716

Prepaid advertising and other current assets
2,039 2,099

Total current assets
14,451 17,098

Property and equipment, net
3,752 4,462

Other assets and restricted cash
279 566

Total assets
$18,482 $22,126

Liabilities, Mandatorily Redeemable Convertible Preferred Stock and Stockholders’ Deficit

Current liabilities:

Accounts payable
$5,502 $5,957

Accrued expenses and other current liabilities
1,266 1,443

Accrued compensation
1,018 723

Short-term loan
6,000 1,123

Capital lease obligations, current
182 673

Total current liabilities
13,968 9,919

Capital lease obligations, long-term
295 1,102

Total liabilities
14,263 11,021

Commitments and contingencies

Mandatorily redeemable convertible preferred stock:

Series B preferred stock, $.001 par value; 4,510,000 shares authorized and outstanding (liquidation value of $2.2

million)
2,195 2,195

Series C preferred stock, $.001 par value; 6,491,498 shares authorized and outstanding (liquidation value of $21.0

million)
20,921 20,921

Series D preferred stock, $.001 par value; 2,278,996 shares authorized and outstanding (liquidation value of $11.1

million)
11,042 11,042

Series E preferred stock, $.001 par value; 17,636,249 shares authorized; 17,487,758 and 17,291,788 outstanding

(liquidation value of $34.6 million)
34,252 34,537

Series F preferred stock, $.001 par value; 23,958,024 shares authorized; 21,538,441 outstanding (liquidation value of

$20.6 million)
— 13,861

Total mandatorily redeemable convertible preferred stock
68,410 82,556

Stockholders’ deficit:

Series A preferred stock, $.001 par value; 7,694,809 shares authorized; 7,337,634 outstanding (liquidation value of

$1.0 million)
953 953

Common stock, $.001 par value; 110,000,000 shares authorized; 3,854,589 and 3,945,554 issued and outstanding as of

March 31, 2002 and March 30, 2003, respectively
4 4

Additional paid-in capital
1,360 1,322

Deferred compensation
(627) (162)

Notes receivable from stockholders
(68) (44)

Accumulated deficit
(65,813) (73,524)

Total stockholders’ deficit
(64,191) (71,451)

Total liabilities, mandatorily redeemable convertible preferred stock and stockholders’ deficit
$18,482 $22,126

See accompanying notes to these financial statements.



RedEnvelope, Inc.

Statements of Operations

Fiscal Year Ended

April 1, March 31, March 30,

2001 2002 2003

(in thousands, except for per share data)

Net revenues
$32,565 $55,778 $70,059

Cost of sales
19,800 31,446 36,577

Gross profit
12,765 24,332 33,482

Operating expenses:

Fulfillment
6,160 9,030 10,769

Marketing
21,613 13,411 15,280

General and administrative
11,741 15,423 14,598

Total operating expenses
39,514 37,864 40,647

Loss from operations
(26,749) (13,532) (7,165)

Interest income
1,424 459 160

Interest expense
(1,124) (1,036) (706)

Net loss
$(26,449) $(14,109) $(7,711)

Net loss per share — basic and diluted
$(6.97) $(3.71) $(2.00)

Weighted average shares outstanding — basic and diluted
3,797 3,800 3,858

See accompanying notes to these financial statements.

RedEnvelope, Inc.

Statements of Stockholders’ Deficit

Series A

Preferred Common Stock Additional

Notes

Receivable

Accumulated

Other

Paid-In Deferred From Accumulated Comprehensive Stockholders’

Shares Amount Shares Amount Capital Compensation Stockholders Deficit Income Deficit

(in thousands)

Balance at

April 2,

2000
7,695 $999 3,853 $4 $1,391 $(1,579) $(74) $(25,255) $— $(24,514)

Exercise of

common stock

options
— — 11 — 5 — — — — 5

Repurchase of

common stock
— — (90) — (5) — 6 — — 1

Surrender of

preferred

stock, Series

A
(357) (46) — — 46 — — — — —

Amortization

of deferred

stock

compensation
— — — — — 425 — — — 425

Reversal of

deferred

compensation

related to

canceled

options
— — — — (92) 92 — — — —

Other

comprehensive

income
— — — — — — — — 46 46



Net loss
— — — — — — — (26,449) — (26,449)

Balance at

April 1,

2001
7,338 953 3,774 4 1,345 (1,062) (68) (51,704) 46 (50,486)

Exercise of

common stock

options
— — 56 — 24 — — — — 24

Exercise of

common stock

warrants
— — 28 — 1 — — — — 1

Repurchase of

common stock
— — (3) — — — — — — —

Issuance of

options for

services
— — — — 19 — — — — 19

Amortization

of deferred

stock

compensation
— — — — — 406 — — — 406

Reversal of

deferred

compensation

related to

canceled

options
— — — — (29) 29 — — — —

Other

comprehensive

income (loss)
— — — — — — — — (46) (46)

Net loss
— — — — — — — (14,109) — (14,109)

Balance at

March 31,

2002
7,338 953 3,855 4 1,360 (627) (68) (65,813) — (64,191)

Exercise of

common stock

options
— — 154 — 70 — — — — 70

Exercise of

common stock

warrants
— — 181 — 10 — — — — 10

Repurchase of

common stock
— — (244) — (12) — 24 — — 12

Stock

compensation

charge
— — — — 19 — — — — 19

Amortization

of deferred

stock

compensation
— — — — — 340 — — — 340

Reversal of

deferred

compensation

related to

canceled

options
— — — — (125) 125 — — — —

Net loss
— — — — — — — (7,711) — (7,711)

Balance at

March 30,

2003
7,338 $953 3,946 $4 $1,322 $(162) $(44) $(73,524) $— $(71,451)

See accompanying notes to these financial statements.

RedEnvelope, Inc.



Statements of Cash Flows

Fiscal Year Ended

April 1, March 31, March 30,

2001 2002 2003

(in thousands)

Cash Flows From Operating Activities:

Net loss
$(26,449) $(14,109) $(7,711)

Adjustments to reconcile net loss to net cash used in operating activities:

Depreciation and amortization
1,314 2,716 2,543

Non cash interest expense
184 316 64

Issuance of preferred stock for services and other
94 152 400

Amortization of deferred stock compensation
425 406 359

Property and equipment impairment
— 1,199 —

Changes in current assets and liabilities:

Accounts receivable
(265) (74) 215

Inventory
(3,634) (2,016) (2,715)

Other assets
(1,110) (19) (347)

Accounts payable
2,226 (87) 455

Accrued expenses and other current liabilities
1,388 56 (118)

Net cash used in operating activities
(25,827) (11,460) (6,855)

Cash Flows From Investing Activities:

Sale (purchase) of short-term investments
(6,336) 8,468 —

Purchase of property and equipment
(5,157) (2,152) (1,532)

Net cash provided by (used in) investing activities
(11,493) 6,316 (1,532)

Cash Flows From Financing Activities:

Proceeds from exercise of common stock options and warrants
5 25 80

Net proceeds from issuance of Series E convertible preferred stock
33,910 — —

Net proceeds from issuance of Series F convertible preferred stock
— — 13,585

Principal payments on capital lease obligations
(184) (219) (423)

Repayment of loan
— (1,000) (4,780)

Other
(5) — 12

Net cash provided by (used in) financing activities
32,726 (1,194) 8,474

Net increase (decrease) in cash and cash equivalents
(3,594) (6,338) 87

Cash and cash equivalents at beginning of period
14,842 11,248 4,910

Cash and cash equivalents at end of period
$11,248 $4,910 $4,997

Supplemental Cash Flow Information:

Cash paid for interest
$963 $919 $639

Supplemental Noncash Investing and Financing Activities:

Warrants issued in conjunction with debt agreement
— 134 161

Equipment acquired through capital lease transactions
— — 1,721

See accompanying notes to these financial statements.
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Notes to Financial Statements

1. BUSINESS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES



Description of Business — RedEnvelope, Inc. (the “Company”) is an internet and catalog retailer of upscale gifts. The Company publishes full-color

catalogs several times during the year. The Company operates as a single business segment.

Liquidity — The Company has incurred substantial losses and negative cash flows from operations in every fiscal period since inception. The

Company funded these losses through several rounds of private equity financing, totaling $82.8 million, net of issuance costs. Management

believes that its cash balance and available credit will be sufficient to fund operations through March 28, 2004.

Fiscal Year — The Company’s fiscal year ends on the Sunday closest to March 31, based on a 52/53-week year. Fiscal years 2001, 2002, and 2003, all

52-week periods, ended on April 1, 2001, March 31, 2002, and March 30, 2003, respectively.

Use of Estimates — The preparation of financial statements in conformity with accounting principles generally accepted in the United States of

America requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of

contingent assets and liabilities as of the date of the financial statements and reported amounts of revenues and expenses during the reporting

period. Actual results could differ from those estimates and such differences could affect the results of operations reported in future periods.

Cash and Cash Equivalents — The Company considers all highly liquid investments purchased with an original or remaining maturity of three

months or less to be cash equivalents.

Concentration of Credit Risk — Financial instruments that potentially subject the Company to a concentration of credit risk consist of cash, cash

equivalents, and accounts receivable. Cash and cash equivalents are deposited with high credit quality financial institutions. The Company’s

accounts receivable are derived from credit card purchases from customers and are typically settled within two to three days.

Allowance for Doubtful Accounts — A summary of changes in the allowance for doubtful accounts is as follows:

April 1, March 31, March 30,

2001 2002 2003

(in thousands)

Beginning allowance for doubtful accounts
$— $11 $71

Charge to cost and expense
11 71 18

Amounts written-off
— (11) (80)

Ending allowance for doubtful accounts
$11 $71 $9

Inventory — Inventories are stated at the lower of cost or market, cost being determined using the first in, first out method.

Prepaid Catalog Costs — Prepaid catalog costs consist of paper, printing, postage and mailing costs for all Company catalogs. These costs are

capitalized and are amortized over their expected period of future benefit. Each catalog is generally fully amortized within two months. At March

31, 2002 and March 30, 2003, the Company had prepaid catalog costs of $1.5 million and $1.2 million, respectively, recorded as prepaid

advertising and other assets.

Property and Equipment, including leasehold improvements, are stated at historical cost, less accumulated depreciation and amortization.

Depreciation and amortization are computed using the straight-line method over the estimated useful lives of these assets, ranging from three to

five years, or, in the case of leasehold improvements, over the lease period or estimated useful life, whichever is shorter.

RedEnvelope, Inc.
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Capitalized Software and Website Development Costs — The Company capitalizes internally developed software costs and website development costs

in accordance with the provisions of Statement of Position (“SOP”) 98-1, Accounting for Costs of Computer Software Developed or Obtained for

Internal Use and Emerging Issues Task Force (“EITF”) No. 00-2, Accounting for Website Development Costs. Capitalized costs are amortized on a

straight-line basis over the useful life of the software once it is available for use.

Long-Lived Assets held and used by the Company are reviewed for impairment whenever events or changes in circumstances indicate that their net

book value may not be recoverable. An impairment loss is recognized if the sum of the expected future cash flows (undiscounted and before

interest) from the use of the asset is less than the net book value of the asset. The amount of the impairment loss will generally be measured as the

difference between net book values of the assets and their estimated fair values. During fiscal year 2002, the Company recorded a $1.2 million

impairment charge related to abandoned software and website development costs, which is included in general and administrative expenses in the

statements of operations.

Restricted Cash — At March 31, 2002 and March 30, 2003, the Company had restricted cash of $240,000 and $160,000, respectively, related to an

operating lease.

Revenue Recognition — Net sales, which consist primarily of products sold via the Internet and through catalogs, including shipping revenue, are

recognized at the estimated time of receipt by the customer. Shipping revenues for fiscal years 2001, 2002, and 2003 were $3.7 million, $7.1

million, and $10.4 million, respectively.



Revenues are recorded net of estimated returns and promotional discounts. The Company’s policy is to record a sales return allowance for

anticipated future returns in the period of sale. The Company generally does not extend credit to customers, except through third-party credit

cards. Credit card sales account for the majority of net revenues.

Advertising Expense — The Company expenses the costs of producing advertisements at the time production occurs and expenses the cost of

communicating advertising in the period in which the advertising space or airtime is used. Internet advertising expenses are recognized either on a

straight-line basis over the term of the contract or in accordance with the actual number of clicks-through to the RedEnvelope website. Advertising

expenses for fiscal years 2001, 2002, and 2003 were $15.0 million, $4.7 million, and $4.1 million, respectively.

Loss Per Share — For all periods presented, basic net loss per share equals diluted net loss per share because the effect of stock options and warrants

outstanding would have been antidilutive. The number of stock options and warrants excluded from the calculation for fiscal years 2001, 2002, and

2003, were approximately 4.5 million, 5.4 million, and 9.5 million, respectively.

Income Taxes — The Company accounts for income taxes under the asset and liability approach whereby the expected future tax consequences of

temporary differences between the book and tax basis of assets and liabilities are recognized as deferred tax assets and liabilities. A valuation

allowance is established for any deferred tax assets for which realization is uncertain.

Stock-Based Compensation — The Company accounts for stock-based employee compensation arrangements in accordance with provisions of

Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees (“APB No. 25”), and complies with the disclosure provisions

of Statement of Financial Accounting Standards (“SFAS”) No. 123, Accounting for Stock-Based Compensation (“SFAS No. 123”). Under APB No. 25,

compensation cost is recognized based on the difference, if any, between the fair market value of the Company’s stock on the date of grant and the

amount an employee RedEnvelope, Inc.
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must pay to acquire the stock. Equity instruments issued to non-employees are accounted for in accordance with the provision of SFAS No. 123

and Emerging Issues Task Force Issue No. 96-18.

Had compensation cost for the Company’s stock options been determined based on the fair value of the options at the date of grant for options

granted in fiscal years 2001, 2002, and 2003 consistent with the provisions of SFAS No. 123 the Company’s pro forma net loss would have been as

follows:

Fiscal Year Ended

2001 2002 2003

(in thousands)

Net loss — as reported
$(26,449) $(14,109) $(7,711)

Stock-based employee compensation included in reported net loss
425 406 359

Stock-based compensation expense determined under fair value base method
(561) (571) (538)

Pro forma net loss
$(26,585) $(14,274) $(7,890)

Basic and diluted earnings per share

As reported
(6.97) (3.71) (2.00)

Pro forma
(7.00) (3.76) (2.05)

New Accounting Pronouncements — In August 2001, the FASB issued SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets.”

SFAS No. 144 addresses financial accounting and reporting for the impairment or disposal of long-lived assets and for long-lived assets to be

disposed of. The Company adopted SFAS No. 144 on April 1, 2002. The initial adoption of SFAS No. 144 did not have a significant impact on the

Company’s reporting for impairment or disposals of long-lived assets.

In June 2002, the FASB issued SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal Activities,” which addresses accounting for

restructuring and similar costs. SFAS No. 146 supersedes previous accounting guidance, principally Emerging Issues Task Force Issue No. 94-3. The

Company has adopted the provisions of SFAS No. 146 for restructuring activities, if any, initiated after December 31, 2002. SFAS No. 146 requires

that the liability for costs associated with an exit or disposal activity be recognized when the liability is incurred. Under Issue 94-3, a liability for an

exit cost was recognized at the date of the Company’s commitment to an exit plan. SFAS No. 146 also establishes that the liability should be

measured and recorded at fair value. Accordingly, SFAS No. 146 may affect the timing of recognizing future restructuring costs as well as the

amounts recognized.

In December 2002, the FASB issued SFAS No. 148, “Accounting for Stock-Based Compensation — Transition and Disclosure.” SFAS No. 148

amends SFAS No. 123, Accounting for Stock-Based Compensation, to provide alternative methods of transition for a voluntary change to the fair

value based method of accounting for stock-based employee compensation. In addition, SFAS No. 148 amends the disclosure requirements of

SFAS No. 123 to require prominent disclosures in both annual and interim financial statements about the method of accounting for stock-based

employee compensation and the effect of the method used on reported results. The transition guidance and annual disclosure provisions of SFAS

No. 148 are effective for the Company’s fiscal year ended March 30, 2003. The interim disclosure provisions are effective for the first quarter of the



fiscal year ending April 3, 2004. The Company continues to account for stock-based compensation using the intrinsic value method in accordance

with the provisions of APB Opinion No. 25, “Accounting for Stock Issued to Employees,” as allowed by SFAS No. 123. As a result, the adoption of

SFAS No. 148 did not have any impact on the Company’s financial results.
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In May 2003, the FASB issued SFAS No. 150, “Accounting for Certain Financial Instruments with Characteristics of both Liabilities and Equity.”

SFAS No. 150 requires instruments that are mandatorily redeemable, among other financial instruments, which embody an unconditional

obligation requiring the issuer to redeem them by transferring its assets at a specified or determinable date or upon an event that is certain to occur,

be classified as liabilities. SFAS No. 150 is effective for financial instruments entered into or modified after May 31, 2003 and is effective at the

beginning of the first interim period beginning after June 15, 2003, except for mandatorily redeemable financial instruments of nonpublic which

are subject to the provisions of this Statement for the first period beginning after December 15, 2003. Upon the completion of the Company’s

initial public offering, all of the Company’s mandatorily redeemable preferred stock will be converted into common stock. As a result, the Company

does not expect this statement to have any impact on its financial statements.

2. PROPERTY AND EQUIPMENT

Property and equipment consists of the following:

March 31, March 30,

2002 2003

(in thousands)

Computer equipment, software and website development costs
$6,098 $7,685

Fulfillment equipment under capital lease
— 1,547

Furniture and fixtures
310 353

Leasehold improvements
334 391

Total
6,742 9,976

Less: accumulated depreciation and amortization
(2,990) (5,514)

Total
$3,752 $4,462

The cost of property and equipment under capital leases was $1.0 million and $2.6 million at March 31, 2002 and March 30, 2003, respectively.

Depreciation expense for assets under capital leases was $0.4 million, $0.7 million and $1.1 million, at April 1, 2001, March 31, 2002 and March

30, 2003, respectively.

3. Income Taxes
The Company has not recorded a tax benefit for all periods presented due to losses incurred and uncertainty of realizing the net operating loss

carryforwards.

Deferred tax assets are summarized as follows:

March 31, March 30,

2002 2003

(in thousands)

Deferred tax assets:

Net operating loss carryforwards
$22,629 $24,641

Allowance and accruals
375 1,297

Total
23,004 25,938

Deferred tax liabilities:

Property and equipment
122 —

Total
22,882 25,938

Less: valuation allowance
(22,882) (25,938)

Net deferred tax assets
$— $—



The Company believes that, based on a number of factors, the available objective evidence creates sufficient uncertainty regarding the realizability

of the deferred tax assets such that a full valuation allowance has been recorded. A valuation allowance is provided when it is more likely than not

that some RedEnvelope, Inc.
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portion of the deferred tax asset will not be realized. The Company established a 100% valuation allowance at March 30, 2003, and March 31,

2002 due to the uncertainty of realizing future tax benefits from its net operating loss carryforward and other deferred tax assets.

At March 30, 2003, the Company had net operating loss carryforwards for federal and state income tax purposes of approximately $67.6 million

and $28.7 million respectively, which expire at various dates through 2019 and 2007, respectively. Under the Tax Reform Act of 1986, the amounts

of and benefits from net operating loss and tax carryforwards may be impaired or limited in certain circumstances. Events which could 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. The Company’s preferred stock issuances have created an ownership

change of more than 50% which caused annual limitations in the amount of net operating losses that the Company may utilize for both federal and

state purposes.

4. Note Payable

As of March 30, 2003, the Company has a loan and security agreement as amended through September 6, 2002 for borrowings, under which it had

borrowed $6.0 million as of March 31, 2002. Borrowings bear interest at 10.5% and are secured by substantially all of the Company’s assets.

A total of $4.8 million was paid on December 23, 2002. In September 2002, the maturity date of $1.2 million of principal was extended to

December 31, 2003. As consideration for the extension of the maturity date and in consideration for not converting the debt to equity, the lender

received warrants to purchase 470,160 shares of Series F preferred stock at an exercise price of $0.63808 per share. In addition, the exercise price

of the warrant originally issued to lender for the purchase of 200,000 shares of common stock was reduced to a price per share equal to $0.14.

The fair value of the warrants of $161,000, as determined using Black-Scholes option pricing model, was recorded as a discount on notes payable

and is being amortized as additional interest expense using the effective interest rate method over the term of the note. For fiscal year 2003,

amortization of debt discount was $64,000.

5. COMMITMENTS

Leases — The Company leases office space and equipment under noncancelable operating and capital leases with various expiration dates through

2005. Rent expense for the fiscal years 2001, 2002, and 2003 was approximately $1.4 million, $2.0 million, and $2.4 million, respectively, net of

sub-rental income of $166,000, $146,000, and $0, respectively.

Future minimum lease payments under noncancelable operating and capital leases are as follows:

Capital Operating

Leases Leases

(in thousands)

Fiscal 2004
$723 $1,735

Fiscal 2005
626 1,002

Fiscal 2006
485 715

Fiscal 2007
192 238

Total minimum lease payments
2,026 $3,690

Less: Amount representing interest
(251)

Present value of capital lease obligations
1,775

Less: Current portion of capital lease obligations
(673)

Long-term portion of capital lease obligations
$1,102

RedEnvelope, Inc.
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Litigation — From time to time, the Company is subject to legal proceedings and claims in the ordinary course of business, including claims of

alleged infringement of trademarks and other intellectual property rights. The Company is not currently aware of any such legal proceedings or

claims that it believes will have, individually or in the aggregate, a material adverse effect on its financial position or results of operations.

6. MANDATORILY REDEEMABLE CONVERTIBLE PREFERRED STOCK



Changes in mandatorily redeemable convertible preferred stock are as follows:

Series B Series C Series D Series E Series F

Shares Amount Shares Amount Shares Amount Shares Amount Shares Amount

(In thousands)

Balance at April

2, 2000
4,510 $2,195 6,491 $20,921 2,279 $11,042 — $— — $—

Issuance of

preferred stock,

net of issuance

costs of $90
— — — — — — 17,218 34,004 — —

Balance at April

1, 2001
4,510 2,195 6,491 20,921 2,279 11,042 17,218 34,004 — —

Issuance of

preferred stock

warrants in

connection with a

loan
— — — — — — — 115 — —

Issuance of

preferred stock,

net of issuance

cost of $13
— — — — — — 74 133 — —

Balance at March

31, 2002
4,510 2,195 6,491 20,921 2,279 11,042 17,292 34,252 — —

Reclass of warrant

value
— — — — — — — (115) — 115

Issuance of

preferred stock

for services

performed
— — — — — — 196 400 — —

Issuance of

preferred stock

warrants in

connection with a

loan
— — — — — — — — — 161

Issuance of

preferred stock,

net of issuance

costs of $158
— — — — — — — — 21,538 13,585

Balance at March

30, 2003
4,510 $2,195 6,491 $20,921 2,279 $11,042 17,488 $34,537 21,538 $13,861

Holders of preferred stock have various rights and preferences as follows:

Redemption — If at any time on or after July 17, 2006, the Company shall have received, between 60 and 120 days prior to such date, a written

request from a holder of Series B, C, D, E or F preferred stock that a portion or all of the shares of such series held by such holder be redeemed, the

Company shall, to the extent it may lawfully do so, redeem the shares by paying in cash a sum per share equal to $0.50, $3.235, $4.853, $1.9801

and $0.63808 per share for Series B, C, D, E and F preferred stock, respectively, plus declared but unpaid dividends (in each case as adjusted for

stock splits, stock dividends or recapitalizations).

If the funds that the Company deems available for redemption of preferred stock are insufficient to redeem the total number of shares, those funds

which are available will be used to redeem the maximum possible number of such shares ratably among the holders of such shares based upon the

total redemption price applicable to all shares upon which redemption has been requested. The shares of preferred stock not redeemed shall

remain outstanding and entitled to all the normal rights and preferences.

Conversion — Each share of Series A and B preferred stock outstanding is convertible into common stock at any time at the option of the holder

based on a formula which as of March 30, 2003 results in a one-for-one exchange ratio of common for preferred. Each share of Series C, D, E, and F

preferred stock outstanding is convertible into common stock at any time at the option of the holder based on a formula which as of March 30,

2003 results in an exchange ratio of common for preferred of 1.58158, 1.79828, 1.27197 and 0.98855, respectively. This formula is subject to

adjustments for stock splits, stock dividends, recapitalizations, and other similar transactions. Each share of Series A preferred stock is

automatically RedEnvelope, Inc.
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convertible into shares of common stock upon the earlier of (a) the closing of an underwritten public offering pursuant to a registration statement

under the Securities Act of 1933, as amended, the public offering price of which is not less than $1.5952 per share (adjusted to reflect subsequent

stock dividends, stock splits, recapitalizations or the like) and which results in aggregate cash proceeds to the Company of at least $20.0 million

(gross proceeds before deducting underwriting discounts and commissions) (a “Qualified Public Offering”) (b) the date specified by written consent



or agreement of the holders of at least two-thirds of the then outstanding shares of Series A preferred stock, voting together as a class or (c) the

conversion of all the then outstanding Series B preferred stock, Series C preferred stock, Series D preferred stock, Series E preferred stock and

Series F preferred stock into common stock. Each share of Series B preferred stock is automatically convertible into shares of common stock upon

the earlier of (a) the Corporation’s sale of its common stock in a Qualified Public Offering or (b) the written consent or agreement of the holders of

at least two-thirds of the outstanding shares of Series B preferred stock, voting together as a class. Each share of Series C preferred stock and Series

D preferred stock is automatically convertible into shares of common stock upon the earlier of (a) the Corporation’s sale of its common stock in a

Qualified Public Offering or (b) the written consent or agreement of the holders of at least a majority of the outstanding shares of Series C

preferred stock and Series D preferred stock, respectively, voting together as a class. Each share of Series E preferred stock and Series F preferred

stock is automatically convertible into shares of common stock upon the earlier of (a) the Corporation’s sale of its common stock in a Qualified

Public Offering or (b) the written consent or agreement of the holders of at least two-thirds of the outstanding shares of Series E preferred stock

and Series F preferred stock, respectively, voting together as a class.

Dividends — Noncumulative dividends at the annual rate of $0.005, $0.04, $0.2588, $0.3882, $0.1584, and $0.0510 per share for Series A, B, C, D,

E and F preferred stock, respectively, as declared by the Board of Directors of the Company, are payable to the holders of preferred stock in

preference to any dividends for common stock declared by the Board of Directors of the Company. No dividends have been declared to date.

Liquidation — In the event of any liquidation, dissolution or winding up of the Company, either voluntary or involuntary, the holders of Series F

preferred stock shall be entitled to receive out of assets, prior and in preference to any distribution of any of the assets of the Company to the

holders of the Series A preferred stock, Series B preferred stock, Series C preferred stock, Series D preferred stock, Series E preferred stock and

common stock, an amount equal to $0.95712 per share (as adjusted for stock splits, stock dividends, recapitalizations and the like) for each share of

Series F preferred stock then held by them, plus declared but unpaid dividends. If upon the occurrence of such event, the assets and funds thus

distributed among the holders of the Series F preferred stock shall be insufficient to permit the payment to such holders of the full preferential

amounts, then the entire assets of the Company shall be distributed ratably among the holders of the Series F preferred stock, in proportion to the

preferential amount each such holder is otherwise entitled to receive. Upon the completion of this distribution, if any assets remain in the

Company, the holders of the Series B, C, D and E preferred stock shall be entitled to receive a per share distribution in preference to holders of

Series A preferred stock and common stock equal to $0.50, $3.235, $4.853 and $1.9801 for Series B, C, D and E preferred stock, respectively

(adjusted for stock splits, stock dividends, recapitalizations and similar events), plus any declared but unpaid dividends. If upon the occurrence of

such event, the assets and funds thus distributed among the holders of the Series B, C, D, and E preferred stock shall be insufficient to permit the

payment to such holders of the full preferential amounts, then the entire assets of the Company shall be distributed ratably among the holders of

the Series B, C, D, and E preferred stock, in proportion to the preferential amount each such holder is otherwise entitled to receive. After payment

to the holders of Series B, C, D and E preferred stock, the holders of Series A preferred stock shall be entitled to a per share distribution of $0.13,

plus any declared but unpaid dividends. If upon the occurrence of such event, the assets and funds thus distributed among the holders of the Series

A preferred stock shall be insufficient to permit the payment to such RedEnvelope, Inc.
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holders of the full preferential amounts, then the entire assets of the Company shall be distributed ratably among the holders of the Series A

preferred stock, in proportion to the preferential amount each such holder is otherwise entitled to receive. Upon the completion of this

distribution, if any assets remain in the Company, the holders of the Series F preferred stock shall be entitled to receive, prior and in preference to

any distribution of any assets of the Company to the holders of common stock, an amount equal to the greater of (i) the amount by which the

quotient determined by dividing total distributable assets by the total number of shares of common stock of the Company calculated on a fully-

diluted, as-converted-to-common stock basis exceeds $0.95712 (as adjusted for stock splits, stock dividends, recapitalizations and the like), for each

share of Series F preferred stock then held by them, or (ii) $0.31904 (as adjusted for stock splits, stock dividends, recapitalizations and the like), for

each share of Series F preferred stock then held by them. If upon the occurrence of such event, the assets and funds thus distributed among the

holders of the Series F preferred stock shall be insufficient to permit the payment to such holders of the full preferential amounts, then the entire

assets of the Company shall be distributed ratably among the holders of the Series F preferred stock, in proportion to the preferential amount each

such holder is otherwise entitled to receive. Upon the completion of this distribution, if any assets remain in the Company, the holders of the

common stock of the Company shall receive all of the remaining assets.

A liquidation shall be deemed to occur if the Company shall sell or dispose of substantially all of its property, stock or business or merge with or

into or consolidate with any other company, provided that none of the following occurs: (1) a merger effected exclusively for the purpose of

changing the domicile of the Company, (ii) an equity financing in which the Company is the surviving company, or (iii) a transaction in which the

stockholders of the Company immediately prior to the transaction own 50% or more of the voting power of the surviving company following the

transaction.

Voting Rights — The holders of common stock and the holders of Series A preferred stock, voting together as a single class, shall be entitled to elect

one of the Company’s eight directors. The holders of Series B preferred stock, Series C preferred stock, Series E preferred stock and Series F

preferred stock are entitled to elect one each of the Company’s eight directors. The holders of Series D preferred stock are not entitled to elect a

member of the Company’s Board of Directors, voting as a separate class. The remaining directors shall be elected by the holders of common stock

and preferred stock, voting as a single class. Each share of preferred stock is entitled to one vote for each share of common stock in to which the



preferred stock is convertible. In the event of a class vote, holders of Series A preferred stock shall either (i) vote in accordance with the vote of a

majority of the Series B, C, D, E and F preferred stock voting together as a single class or (ii) convert shares of Series A preferred stock to common

stock and vote as common stock. In any case, Series B, C, D, E and F preferred stock shall vote prior to the Series A preferred stock.

Preferred Stock Warrants — In connection with an unused credit facility, in November 2001 the Company issued a Series F preferred stock purchase

warrant entitling the holder to purchase 250,000 shares of preferred stock, at $0.6381 per share. The warrants are fully exercisable and expire

upon the earlier of November 13, 2011 or two years after the closing of the Company’s initial public offering. The fair value of the warrants,

$115,000, as determined using the Black-Scholes option pricing method, was recognized as interest expense over the term of the credit facility in

2001.

As discussed in Note 4, as consideration for the extension of the maturity date and in consideration for not converting the debt to equity, the lender

received warrants to purchase 470,160 shares of Series F preferred stock at an exercise price of $0.63808 per share. The fair value of the warrants

was $161,000.
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The assumptions used to calculate the fair value of warrants as determined using the Black-Scholes option pricing model are as follows:

Year Fiscal

2002 2003

Expected dividend rate
0% 0%

Expected volatility
60% 60%

Risk-free interest rate
3.63% 2.94%

Expected lives (years)
10.00 5.00

7. COMMON STOCK

The Company’s Amended and Restated Certificate of Incorporation authorize the Company to issue 110 million shares of $0.001 par value

common stock. A portion of the shares outstanding are subject to repurchase by the Company over a four-year period from the earlier of the

issuance date or employee hire date, as applicable. As of March 31, 2002 and March 30, 2003, there were 335,874 and 56,149 shares outstanding,

respectively, subject to repurchase rights at an average price of $0.03 and $0.04, respectively, per share. During fiscal years 2001, 2002, and 2003,

the Company repurchased 90,419, 2,855, and 244,444 shares, respectively, at an average price of $0.05, $0.05, and $0.05, respectively, per share.

As of March 30, 2003, the Company has reserved the following number of shares of common stock for future issuance in connection with:

March 30,

2003

(in thousands)

Conversion of Series A preferred stock
7,338

Conversion of Series B preferred stock
4,510

Conversion of Series C preferred stock
10,267

Conversion of Series D preferred stock
4,098

Conversion of Series E preferred stock
22,244

Conversion of Series F preferred stock and warrants
21,771

Conversion of common stock warrants
209

Options available for future grants
3,406

Options outstanding
9,295

Total
83,138

Common Stock Warrants — During fiscal 2001, in connection with a lease financing, the Company issued detachable warrants to purchase 9,272

shares of common stock at an exercise price of $4.853 per share. The warrants are fully exercisable and expire (a) upon sale, conveyance or disposal

of all or substantially all of the Company’s property or business or any other transaction or series of transactions in which 50% of the voting power

of the Company is disposed of, (b) immediately upon the effective date of the Company’s initial public offering, or (c) February 2007. The fair value

of the warrants of $9,000, as determined using the Black-Scholes option pricing model, was recorded as a discount on capital lease obligations and

is being amortized as additional interest expense using the effective interest rate method over the term of the lease.



In connection with a line of credit (Note 4), the Company issued detachable warrants to purchase 200,000 shares of common stock in March 2000

with an exercise price of $0.50 per share, later reduced to $0.14 per share. The warrants are fully exercisable and expire on (a) March 2007 or (b)

upon sale, conveyance or disposal of all or substantially all of the Company’s property or business or any other transaction or series of transactions

in which 50% of the voting power of the Company is disposed of, RedEnvelope, Inc.
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whichever is earlier. The fair value of the warrants of $386,000, as determined using Black-Scholes option pricing model, was recorded as a

discount on notes payable and was amortized as additional interest expense using the effective interest rate method over the term of the note.

8. EMPLOYEE BENEFIT PLANS

1999 Stock Option Plan

The Company maintains a stock option plan, as amended (the “1999 Plan”), which authorizes the Board of Directors to grant incentive stock

options and nonstatutory stock options to employees, directors and consultants for up to 17,115,632 shares of common stock.

Generally, options vest 25% on the first anniversary of the date of grant and thereafter become exercisable in equal monthly installments over the

remaining 36 months. Options are exercisable for a term of ten years after the date of grant. No options will be granted to any individual who owns

more than 10% of total combined voting power of all classes of stock.

In fiscal year 2000, the Company granted approximately 4.4 million options to employees at an exercise price that was less than the fair market

value of the Company’s stock on the date of grant. The Company recorded $1.8 million of deferred compensation related to these option grants,

which is included as a separate component of stockholders’ equity, and is being amortized over the vesting period of the awards. The Company

recorded amortization expense of $425,000, $406,000, and $359,000 in the fiscal years 2001, 2002, and 2003, respectively, which is included in

general and administrative expenses in the statements of operations.
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The following table summarizes stock option activity under the 1999 Plan:

Weighted

Average

Shares Exercise

Available Options Price

for Grant Outstanding Per Share

(in thousands)

Balance at April 2, 2000
1,641 1,681 0.46

Additional shares authorized
2,121 — —

Granted (weighted average fair value $0.11)
(2,908) 2,908 0.50

Cancelled
478 (478) 0.49

Exercised
— (11) 0.49

Balance at April 1, 2001
1,332 4,100 0.48

Additional shares authorized
— — —

Granted (weighted average fair value $0.08)
(2,057) 2,057 0.50

Cancelled
1,135 (1,135) 0.49

Exercised
— (56) 0.42

Balance at March 31, 2002
410 4,966 $0.49

Additional shares authorized
7,479 — —

Granted (weighted average fair value $0.02)
(6,701) 6,701 0.14

Cancelled
2,218 (2,218) 0.37

Exercised
— (154) 0.46

Balance at March 30, 2003
3,406 9,295 $0.27

Exercisable, April 1, 2001
1,155 0.48

Exercisable, March 31, 2002
2,280 0.48

Exercisable, March 30, 2003
3,980 0.38



The following table summarizes information about stock options outstanding at March 30, 2003:

Options Outstanding Options Exercisable

Weighted Weighted Weighted

Average Average Average

Remaining Exercise Exercise

Exercise Number Contractual Price Per Number Price Per

Price Outstanding Life (Years) Share Outstanding Share

(in 000’s except for per share amounts)

$0.14 5,931 9.34 $0.14 1,233 $0.14

0.35 234 6.49 0.35 229 0.35

0.50 3,130 7.59 0.50 2,518 0.50

9,295 8.68 $0.27 3,980 $0.38

The fair value of each option grant is estimated on the date of grant using the minimum value method assuming an expected life of four years,

dividend yield and volatility of 0% and a weighted average risk-free interest rate of 2.9% to 5.8%.

See Note 1 for pro forma effect of accounting for stock options using the fair value method.

401(k) Savings Plan — The Company sponsors a 401(k) Savings Plan which allows all employees to make salary deferral contributions ranging from

1% to 15% of their eligible earnings. The Company can make discretionary matching contributions to the Plan. During fiscal years 2001, 2002, and

2003, the Company contributed $71,000, $98,000, and $69,000, respectively, to the Plan.
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9. RELATED PARTY TRANSACTIONS

Notes Receivable from Stockholders — Notes receivable from stockholders represent amounts owed to the Company from the exercise of stock

options. These full recourse notes are collateralized by common stock and bear interest at a rate of 5.74% per annum. Interest and principal is due

and payable on July 10, 2003 through 2007. At March 31, 2002 and March 30, 2003, notes receivable were approximately $68,000 and $44,000,

respectively.

10. SUBSEQUENT EVENTS

On June 13, 2003, the Company obtained a revolving line of credit and security agreement to provide borrowings up to $11 million, subject to

availability limitations. The agreement expires on April 15, 2006. Borrowings will bear interest at the greater of 9.5% or the prime rate plus 5.75%

for advances up to a fluctuating base amount and the greater of 11.5% or the prime rate plus 7.75% for advances in excess of the base amount.

Borrowings are secured by substantially all assets of the Company.

On May 30, 2003, the Company filed its Eighth Amended and Restated Certificate of Incorporation with the Secretary of State of the State of

Delaware. This amendment changed the public offering price at which all preferred stock of the Company will be converted into common stock

from $1.5952 per share to $0.80 per share, provided that the Company closes an underwritten public offering pursuant to a registration statement

under the Securities Act of 1933 prior to October 15, 2003.

******

Shares

RedEnvelope, Inc.

Common Stock

Dealer Prospectus Delivery Obligation

Until (25 days after the date of this offering), all dealers that effect transactions in these securities, whether or not participating in this offering, may

be required to deliver a prospectus. This is in addition to the dealers’ obligation to deliver a prospectus when acting as underwriters and with

respect to their unsold allotments or subscriptions.

Part Ii

Information Not Required in Prospectus
Item 13. Other Expenses of Issuance and Distribution



The following table sets forth the costs and expenses, other than underwriting discounts and commissions, payable by RedEnvelope in connection

with the sale of common stock being registered. All amounts are estimates except the SEC registration fee, the NASD filing fee and the Nasdaq

National Market listing fee.

Amount

to be Paid

SEC registration fee
$3,317

NASD filing fee
4,600

Nasdaq National Market listing fee
150,000

Printing and engraving expenses
*

Legal fees and expenses
*

Accounting fees and expenses
*

Transfer Agent and Registrar fees
*

Miscellaneous fees and expenses
*

Total
$*

Item 14. Indemnification of Directors and Officers

Section 145 of the Delaware General Corporation Law authorizes a court to award, or a corporation’s board of directors to grant, indemnity to

directors and officers in terms sufficiently broad to permit such indemnification under certain circumstances for liabilities (including

reimbursement for expenses incurred) arising under the Securities Act of 1933, as amended (the “Securities Act”). Article VII of RedEnvelope’s

Amended and Restated Certificate of Incorporation (Exhibit 3.1 hereto) and Article VI of RedEnvelope’s Bylaws (Exhibit 3.3 hereto) provide for

indemnification of RedEnvelope’s directors, officers, employees and other agents to the maximum extent permitted by Delaware law. In addition,

RedEnvelope has entered into Indemnification Agreements (Exhibits 10.1 and 10.3 hereto) with its officers and directors. The Underwriting

Agreement (Exhibit 1.1) also provides for cross-indemnification among RedEnvelope and the underwriter with respect to certain matters,

including matters arising under the Securities Act.

Item 15. Recent Sales of Unregistered Securities

During the last three years, we have issued unregistered securities to a limited number of persons, as described below. All share amounts below have

been adjusted to reflect the conversion of all outstanding preferred stock into common stock. As indicated below, we have relied on Regulation D,

Rule 506 thereof, Rule 701 or Section 4(2) of the Securities Act with respect to the issuance of these securities:

1. In March 2000, RedEnvelope issued a warrant to purchase 200,000 shares of common stock in connection with a working capital credit line. 2.

In July 2000, RedEnvelope issued and sold an aggregate of 18,917,990 shares of its Series E preferred stock to 30 investors for an aggregate cash

consideration of $29,449,991. 3. In August 2000, RedEnvelope issued and sold an aggregate of 2,441,029 shares of its Series E preferred stock to

three investors for an aggregate cash consideration of $3,799,998. 4. In September 2000, RedEnvelope issued and sold an aggregate of 481,783

shares of its Series E preferred stock to one investor for a cash consideration of $750,000. 5. In March 2001, September 2001, May 2002,

December 2002 and March 2003, RedEnvelope issued and sold an aggregate of 403,103 shares of its Series E preferred stock to an investor in

satisfaction of its payment obligations under a commercial partnership agreement for an aggregate consideration of $627,519. 6. In February

2002, RedEnvelope issued a warrant to purchase 9,272 shares of common stock in connection with an equipment lease line. 7. In April 2002,

RedEnvelope issued a warrant to purchase shares of Series F preferred stock convertible into 247,138 shares of common stock in connection with

an equipment lease line. 8. In April 2002, RedEnvelope issued and sold an aggregate of 21,124,174 shares of its Series F preferred stock to 46

investors for an aggregate cash consideration of $13,635,033. 9. In August 2002, RedEnvelope issued and sold an aggregate of 167,652 shares of

its Series F preferred stock to three investors for an aggregate cash consideration of $108,214. 10. In September 2002, RedEnvelope issued a

warrant to purchase shares of Series F preferred stock convertible into 232,388 shares of common stock in connection with a working capital

credit line. 11. In October 2002, RedEnvelope issued a warrant to purchase shares of Series F preferred stock convertible into 232,388 shares of

common stock in connection with a working capital credit line. 12. From April 1, 2000 through March 30, 2003, RedEnvelope has granted options

to purchase an aggregate of 11,665,795 shares of its common stock with a weighted average price of $0.29 per share to a number of employees and

directors of, and consultants to, RedEnvelope.

The issuances of the 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, certain issuances described above 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 for 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 RedEnvelope, to information about RedEnvelope. None of the foregoing transactions involved

any underwriters, underwriting discounts or commissions, or any public offering.

Item 16. Exhibits and Financial Statement Schedules



(a) Exhibits

Number Description

1.1* Form of Underwriting Agreement.

3.1 Amended and Restated Certificate of Incorporation of RedEnvelope currently in effect.

3.2*

Form of Amended and Restated Certificate of Incorporation of RedEnvelope to be in effect after the closing of the offering made pursuant

to this Registration Statement.

3.3 Amended and Restated Bylaws of RedEnvelope currently in effect.

3.4*

Form of Amended and Restated Bylaws of RedEnvelope to be in effect after the closing of the offering made pursuant to this Registration

Statement.

4.1* Specimen stock certificate for RedEnvelope’s common stock.

4.2 Amended and Restated Investors’ Rights Agreement dated April 17, 2002 between RedEnvelope and certain investors.

Number Description

4.3

Omnibus Amendment to Investors’ Rights Agreement, Right of First Refusal and Co-Sale Agreement and Voting Agreement dated May 29, 2003

between RedEnvelope and certain investors.

4.4 Common Stock Purchase Warrant dated March 9, 2000 issued to Lighthouse Capital Partners III, L.P.

4.5 Series F Preferred Stock Purchase Warrant dated September 6, 2002 issued to Lighthouse Capital Partners III, L.P.

4.6 Series F Preferred Stock Purchase Warrant dated October 15, 2002 issued to Lighthouse Capital Partners III, L.P.

4.7 Warrant Purchase Agreement dated November 13, 2001 between RedEnvelope and Camelot Ventures, LLC.

4.8 Preferred Stock Purchase Warrant dated November 13, 2002 issued to Camelot Ventures, LLC.

4.9 Warrant Agreement dated February 10, 2000 issued to Comdisco, Inc.

5.1* Opinion of Venture Law Group, A Professional Corporation.

10.1 Form of Indemnification Agreement between RedEnvelope and each of its officers and directors.

10.2 Series F Preferred Stock Purchase Agreement dated April 17, 2002 between RedEnvelope and certain investors.

10.3 Amended and Restated Investors’ Rights Agreement dated April 17, 2002 between RedEnvelope and certain investors (filed as Exhibit 4.2).

10.4 Amended and Restated Right of First Refusal and Co-Sale Agreement dated April 17, 2002 between RedEnvelope and certain investors.

10.5 Amended and Restated Voting Agreement dated April 17, 2002 between RedEnvelope and certain investors.

10.6

Omnibus Amendment to Investors’ Rights Agreement, Right of First Refusal and Co-Sale Agreement and Voting Agreement dated May 29, 2003

between RedEnvelope and certain investors (filed as Exhibit 4.3).

10.7 Office Lease dated September 1, 1999 between RedEnvelope and the Equitable Life Assurance Society of the United States.

10.8 Assignment of Lease dated April 18, 2000 between RedEnvelope and Mission Valley Christian Fellowship of San Diego.

10.9 Assignment of Lease dated April 18, 2000 between RedEnvelope and Mission Valley Christian Fellowship of San Diego.

10.10 Lease dated March 28, 2000 between RedEnvelope and Four Amigos.

10.11 Sublease Agreement dated June 18, 2002 between 3PF.Com, Inc. and RedEnvelope.

10.12 Offer Letter to Alison May dated March 12, 2002.

10.13 Indemnification Agreement between RedEnvelope and Alison May dated April 8, 2002

10.14 Offer Letter to Hilary Billings dated April 10, 2002.

10.15 Promissory Note issued by Hilary Billings, dated July 21, 1999.

10.16 Promissory Note issued by Hilary Billings dated July 21, 1999.

10.17 Amendment to Promissory Notes issued by Hilary Billings dated May 21, 2002.

10.18 Offer Letter to Pamela Knox dated May 20, 2003.

10.19 Offer Letter to John Roberts dated February 18, 2003.

10.20* 1999 Stock Plan, as amended on April 11, 2003, and form agreements thereunder.

10.21* 2003 Directors’ Stock Option Plan and form agreements thereunder.

Number Description

10.22* 2003 Employee Stock Purchase Plan and form agreements thereunder.

10.23 Transition Agreement and Release dated September 26, 2001 between RedEnvelope and Martin McClanan.

10.24 Amendment to Transition Agreement and Release dated February 26, 2002 between RedEnvelope and Martin McClanan.

10.25 Second Amendment to Transition Agreement and Release dated May 14, 2002 between RedEnvelope and Martin McClanan.

10.26 Transition Agreement and Release between RedEnvelope and Christopher Cunningham dated August 22, 2002.

10.27† Servicing, Warehousing & Distribution Agreement dated October 1, 2001 between RedEnvelope and 3PF, Inc.

10.28† Amendment No. 1 to Servicing, Warehousing and Distribution Agreement dated June 18, 2002 between RedEnvelope and 3PF.com, Inc.

10.29† Microsoft Corporation/Web TV Shopping Insertion Order dated September 15, 2000 between RedEnvelope and Microsoft Corporation.

10.30†

Amendment to Microsoft Corporation/Web TV Shopping Insertion Order between RedEnvelope and Microsoft Corporation dated September 24,

2001.

10.31†

Amendment Number 2 to Microsoft Corporation/Web TV Shopping Insertion Order between RedEnvelope and Microsoft Corporation dated August

1, 2002.

10.32* Revolving Credit and Security Agreement dated June 13, 2003 between RedEnvelope and CapitalSource Finance, LLC.

23.1 Independent Auditors’ Consent.

23.2* Consent of Counsel (included in Exhibit 5.1).

24.1 Power of Attorney (see Page II-6).

* To be filed by amendment.

† Confidential treatment requested.



(b) Financial Statement Schedules Schedules not listed above have been omitted because the information required to be set forth therein is not

applicable or is shown in the financial statements or notes thereto.

Item 17. Undertakings

The undersigned registrant hereby undertakes to provide to the underwriters at the closing specified in the underwriting agreements certificates in

such denominations and registered in such names as required by the underwriters to permit prompt delivery to each purchaser.

Insofar as indemnification for liabilities arising under the Securities Act of 1933 may be permitted to directors, officers and controlling persons of

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.

The undersigned registrant hereby undertakes that:

(1) For purposes of determining any liability under the Securities Act of 1933, the information omitted from the form of prospectus 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. (2) For the

purpose of determining any liability under the Securities Act of 1933, each post-effective amendment that contains a form of prospectus shall be

deemed to be a new registration statement relating to the securities offered therein, and the offering of such securities at that time shall be deemed

to be the initial bona fide offering thereof.

Signatures

Signatures
Pursuant to the requirements of the Securities Act of 1933, the undersigned Registrant has duly caused this Registration Statement on Form S-1 to

be signed on its behalf by the undersigned, thereunto duly authorized, in the City of San Francisco, State of California on June 13, 2003.

REDENVELOPE, INC.

By: /s/ ALISON L. MAY

Alison L. May President and Chief Executive Officer

Power of Attorney
KNOW ALL PERSONS BY THESE PRESENTS, that each person whose signature appears below hereby constitutes and appoints, jointly and

severally, Alison L. May and Eric C. Wong, and each of them, as his attorney-in-fact, with full power of substitution, for him in any and all

capacities, to sign any and all amendments to this Registration Statement (including post-effective amendments), and any and all Registration

Statements filed pursuant to Rule 462 under the Securities Act of 1933, as amended, in connection with or related to the offering contemplated by

this Registration Statement and its amendments, if any, and to file the same, with exhibits thereto and other documents in connection therewith,

with the Securities and Exchange Commission, hereby ratifying and confirming our signatures as they may be signed by our said attorney to any

and all amendments to said Registration Statement.

Pursuant to the requirements of the Securities Act of 1933, this Registration Statement has been signed by the following persons in the capacities

and on the dates indicated:

Signature Title Date

/s/ ALISON L. MAY

Alison L. May President, Chief Executive Officer and Director June 13, 2003

/s/ ERIC C. WONG

Eric C. Wong Chief Financial Officer and Secretary June 13, 2003

/s/ HILARY BILLINGS

Hilary Billings Brand Strategist and Director June 13, 2003

/s/ MICHAEL DUNN

Michael Dunn Director June 13, 2003

/s/ SCOTT GALLOWAY

Scott Galloway Director June 13, 2003

/s/ CLAIRE GRUPPO

Claire Gruppo Director June 13, 2003



/s/ CHARLES HEILBRONN

Charles Heilbronn Director June 13, 2003

/s/ JACQUELINE MACDONALD

Jacqueline Macdonald Director June 13, 2003

/s/ MICHAEL MORITZ

Michael Moritz Director June 13, 2003

Exhibit Index

Exhibit Index
Number Description

1.1* Form of Underwriting Agreement.

3.1 Amended and Restated Certificate of Incorporation of RedEnvelope currently in effect.

3.2*

Form of Amended and Restated Certificate of Incorporation of RedEnvelope to be in effect after the closing of the offering made pursuant

to this Registration Statement.

3.3 Amended and Restated Bylaws of RedEnvelope currently in effect.

3.4*

Form of Amended and Restated Bylaws of RedEnvelope to be in effect after the closing of the offering made pursuant to this Registration

Statement.

4.1* Specimen stock certificate for RedEnvelope’s common stock.

4.2 Amended and Restated Investors’ Rights Agreement dated April 17, 2002 between RedEnvelope and certain investors.

4.3

Omnibus Amendment to Investors’ Rights Agreement, Right of First Refusal and Co-Sale Agreement and Voting Agreement dated May 29, 2003

between RedEnvelope and certain investors.

4.4 Common Stock Purchase Warrant dated March 9, 2000 issued to Lighthouse Capital Partners III, L.P.

4.5 Series F Preferred Stock Purchase Warrant dated September 6, 2002 issued to Lighthouse Capital Partners III, L.P.

4.6 Series F Preferred Stock Purchase Warrant dated October 15, 2002 issued to Lighthouse Capital Partners III, L.P.

4.7 Warrant Purchase Agreement dated November 13, 2001 between RedEnvelope and Camelot Ventures, LLC.

4.8 Preferred Stock Purchase Warrant dated November 13, 2002 issued to Camelot Ventures, LLC.

4.9 Warrant Agreement dated February 10, 2000 issued to Comdisco, Inc.

5.1* Opinion of Venture Law Group, A Professional Corporation.

10.1 Form of Indemnification Agreement between RedEnvelope and each of its officers and directors.

10.2 Series F Preferred Stock Purchase Agreement dated April 17, 2002 between RedEnvelope and certain investors.

10.3 Amended and Restated Investors’ Rights Agreement dated April 17, 2002 between RedEnvelope and certain investors (filed as Exhibit 4.2).

10.4 Amended and Restated Right of First Refusal and Co-Sale Agreement dated April 17, 2002 between RedEnvelope and certain investors.

10.5 Amended and Restated Voting Agreement dated April 17, 2002 between RedEnvelope and certain investors.

10.6

Omnibus Amendment to Investors’ Rights Agreement, Right of First Refusal and Co-Sale Agreement and Voting Agreement dated May 29, 2003

between RedEnvelope and certain investors (filed as Exhibit 4.3).

10.7 Office Lease dated September 1, 1999 between RedEnvelope and the Equitable Life Assurance Society of the United States.

10.8 Assignment of Lease dated April 18, 2000 between RedEnvelope and Mission Valley Christian Fellowship of San Diego.

10.9 Assignment of Lease dated April 18, 2000 between RedEnvelope and Mission Valley Christian Fellowship of San Diego.

10.10 Lease dated March 28, 2000 between RedEnvelope and Four Amigos.

10.11 Sublease Agreement dated June 18, 2002 between 3PF.Com, Inc. and RedEnvelope.

10.12 Offer Letter to Alison May dated March 12, 2002.
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10.13 Indemnification Agreement between RedEnvelope and Alison May dated April 8, 2002

10.14 Offer Letter to Hilary Billings dated April 10, 2002.

10.15 Promissory Note issued by Hilary Billings, dated July 21, 1999.

10.16 Promissory Note issued by Hilary Billings dated July 21, 1999.

10.17 Amendment to Promissory Notes issued by Hilary Billings dated May 21, 2002.

10.18 Offer Letter to Pamela Knox dated May 20, 2003.

10.19 Offer Letter to John Roberts dated February 18, 2003.

10.20 * 1999 Stock Plan, as amended on April 11, 2003, and form agreements thereunder.

10.21 * 2003 Directors’ Stock Option Plan and form agreements thereunder.

10.22 * 2003 Employee Stock Purchase Plan and form agreements thereunder.

10.23 Transition Agreement and Release dated September 26, 2001 between RedEnvelope and Martin McClanan.

10.24 Amendment to Transition Agreement and Release dated February 26, 2002 between RedEnvelope and Martin McClanan.

10.25 Second Amendment to Transition Agreement and Release dated May 14, 2002 between RedEnvelope and Martin McClanan.

10.26 Transition Agreement and Release between RedEnvelope and Christopher Cunningham dated August 22, 2002.

10.27 † Servicing, Warehousing & Distribution Agreement dated October 1, 2001 between RedEnvelope and 3PF, Inc.

10.28 † Amendment No. 1 to Servicing, Warehousing and Distribution Agreement dated June 18, 2002 between RedEnvelope and 3PF.com, Inc.

10.29 † Microsoft Corporation/Web TV Shopping Insertion Order dated September 15, 2000 between RedEnvelope and Microsoft Corporation.

10.30 †

Amendment to Microsoft Corporation/Web TV Shopping Insertion Order between RedEnvelope and Microsoft Corporation dated September 24,

2001.



10.31 †

Amendment Number 2 to Microsoft Corporation/Web TV Shopping Insertion Order between RedEnvelope and Microsoft Corporation dated August

1, 2002.

10.32 * Revolving Credit and Security Agreement dated June 13, 2003 between RedEnvelope and CapitalSource Finance LLC.

23.1 Independent Auditors’ Consent.

23.2* Consent of Counsel (included in Exhibit 5.1).

24.1 Power of Attorney (see Page II-6).

* To be filed by amendment.

† Confidential treatment requested.


