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PART I.

FINANCIAL STATEMENTS

FINANCIAL INFORMATION

AMAZON.COM, INC.

CONSOLIDATED BALANCE SHEETS
(in thousands, except per share data)
(Unaudited)

ASSETS
Current asset:
Cash and cash equivale
Marketable securitit
Inventorie:
Prepaid expenses and other current &

Total current ass
Fixed assets, ni
Goodwill, net
Other intangibles, ne
Investments in equi-method investee
Other equity investmen
Other asset

Total asse

LIABILITIES AND STOCKHOLDERS
Current liabilities:
Accounts payab
Accrued expenses and other current itas!
Unearned reven
Interest payab
Current portion of loi-term debt and othe

Total current liabilitie
Long-term debt and othe¢
Commitments and contingenci
Stockholder' deficit:
Preferred stock, $0.01 par val
Authorized sha—500,00C
Issued and outstanding st—none
Common stock, $0.01 par val

June 30,
2001

December 31,
2000

$ 462,94 $ 82243

146,02( 278,08
129,03! 174,56:
71,35 86,04+
809,35 1,361,12!
292,42; 366,41t
89,00: 158,99(
63,89: 96,33¢
12,22 52,07:
24,72¢ 40,17;
53,41( 60,04¢
$1,345,03  $2,135,16
" DEFICIT
$ 257,97 $ 48538
241,14¢ 272,68:
86,94¢ 131,11
43,83 69,19¢
18,331 16,571
648,24( 974,95¢
2,126,72 2,127,46.



Authorized sha—5,000,00C

Issued and outstanding shareg2:4®1 and 357,140 shares at June 30,

2001 and December 31, 20€€pectively

Additional pai-in capital

Deferred sto-based compensatic
Accumulated other comprehensive
Accumulated defic

Total stockholdr deficit

Total liabilities dustockholder deficit

3,62: 3,571
1,356,211 1,338,30:
(10,137 (13,44%)
(83,84¢) (2,376)
(2,695,79) (2,293,30)
(1,429,93)  (967,25)
$1,345,03  $2,135,16

See accompanying notes to consolidated finanassients.

AMAZON.COM, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)
(Unaudited)

Net sales
Cost of sale:

Gross profit
Operating expense
Fulfillment
Marketing
Technology and conte
General and administrati
Stoc-based compensatic
Amortization of goodwill and other intabbes
Restructurir-related and othe

Total operating expen

Loss from operation
Interest incomi
Interest expens
Other expense, n
Other gains, ne

Net interest expense and of

Loss before equity in losses of equity-method itees,
net
Equity in losses of equi-method investees, n

Loss before change in accounting princi
Cumulative effect of change in accounting princ

Net loss

Basic and diluted loss per sha
Prior to cumulative effect of change ataunting
principle
Cumulative effect of change in accountinigiciple

Shares used in computation of basic and dilutesl pes
share

Three Months Ended Six Months Ended
June 30, June 30,

2001 2000 2001 2000
$ 667,62 $ 577,87 $1,367,98 $1,151,76
487,90! 441,81 1,005,66. 887,56
179,72( 136,06 362,31 264,19¢
85,58: 87,597 183,83 187,06(
34,65¢ 42,21¢ 71,29¢ 82,86¢
64,71( 67,13 134,99 128,37t
22,77¢ 28,46¢ 48,80¢ 54,51
2,351 8,16¢ 5,267 21,81¢
50,83( 80,41: 101,66 163,36¢
58,65( 2,44¢ 172,91( 4,46¢
319,56( 316,44 718,76! 642,46°
(139,84() (180,37) (356,449) (378,26
6,807 10,31« 16,751 20,44(
(35,149  (33,39) (68,896 (61,01¢)
(1,17¢) (3,277) (5,067) (8,04¢)
11,31¢ — 45,17: —
(18,209 (26,359 (12,029 (48,622
(158,04) (206,73)  (368,47)  (426,89)
(10,319  (110,45) (23,490 (198,716
(168,35) (317,18)  (391,96) (625,60
— — (10,529 —
$(168,35) $(317,18) $ (402,49) $ (625,60)
$ (04) $ (09 $ (10) $ (18)
— — (0.09) —
$ (04) $ (09 $ (11 $  (18)
359,75: 349,88t 358,59! 346,68(




Note 1.

See accompanying notes to consolidated financitdsients.

AMAZON.COM, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)
(Unaudited)

CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD

OPERATING ACTIVITIES:
Net loss

Adjustments to reconcile net loss to net cash pieyiby (used in) operating activities:

Depreciation of fixed assets and other amditin:

Stock-based compensation

Equity in losses of equity-method investees, ne

Amortization of goodwill and other intangibl

Non-cash restructuring-related and other

Amortization of previously unearned revenue

Loss (gain) on sale of marketable securities, n

Other gains, ne

Non-cash interest expense and other

Cumulative effect of change in accounting ppie
Changes in operating assets and liabilit

Inventories

Prepaid expenses and other current assets

Accounts payabl

Accrued expenses and other current liabilities

Unearned revenue

Interest payabl

Net cash provided by (used in) operatintiydies
INVESTING ACTIVITIES:
Sales and maturities of marketable secur
Purchases of marketable securities

Purchases of fixed assets, including internal-o$svare and web-site development

Investments in equi-method investees and other investm

Net cash provided by investing activities
FINANCING ACTIVITIES:
Proceeds from exercise of stock optis
Proceeds from long-term debt and other
Repayment of long-term debt and other
Financing cost

Net cash provided by financing activities
Effect of exchang-rate changes on cash and cash equiva

Net increase (decrease) in cash and cash equis:
CASH AND CASH EQUIVALENTS, END OF PERIOI

SUPPLEMENTAL CASH FLOW INFORMATION:
Fixed assets acquired under capital leases

Fixed assets acquired under financing agreements
Equity securities received for commercial agrees
Stock issued in connection with business acquisitio
Cash paid for interest

Three Months Ended

Six Months Ended

June 30, June 30,

2001 2000 2001 2000
$ 446,94 $ 755,13. $ 822,43' $ 133,30
(168,35 (317,189 (402,49() (625,609
20,79« 20,68: 43,867 38,86:
2,351 8,16¢ 5,267 21,81¢
10,31t 110,45: 23,49( 198,71¢
50,83( 80,41 101,66: 163,36¢
6,52¢ 2,44¢ 68,52¢ 4,46¢
(31,909 (20,209 (65,300 (38,68¢)
187 1,64¢ 214 (952
(11,319 — (45,179 —
6,712 6,20¢ 13,28t 12,08¢
— — 10,52% —
25,277 (103 45,10( 48,28¢
(12,209 4,10¢ 15,13! 1,037
(1,6372) 30,44: (231,390 (176,78
52,271 (75€) (5,49)) (32,299
25,19: 1,011 43,197 1,62¢
27,445 18,64: (24,920 9,65¢
2,48¢ (54,029 (404,499 (374,40
66,97 68,94¢ 161,33" 449,29:
(26,749 (21,930 (57,12) (50,78¢)
(10,425 (28,879 (29,867) (55,479
— (8,59%) — (56,087
29,80: 9,54¢ 74,35¢ 286,94"
7,644 13,79« 13,477 35,15¢
— 1,62¢ 10,00(¢ 680,99¢
(4,099 (5,197) (8,669 (9,220
— (227) — (16,129
3,55( 9,99t 14,80¢ 690,81(
(19,839 (268 (44,149 (16,287
16,00t (34,756 (359,48¢) 587,06¢
$ 462,94 $ 720,37 $ 462,94 $ 720,37
$ 17: $ 84. $ 2460 $ 4,34
— 293 — 4,84¢

— — 331 97,83¢

— 30,00( — 30,00(
1,19¢ 7,99¢ 87,42 43,831

See accompanying notes to consolidated financitdsients.

AMAZON.COM, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Accounting Policies

Unaudited Interim Financial Informatio

(Unaudited)
June 30, 2001



The accompanying consolidated finanditiesnents have been prepared by Amazon.com, lAmgZzon.com” or the “Company”)
pursuant to the rules and regulations of the Seéesiand Exchange Commission (the “SEC”) for imtefinancial reporting. These
consolidated financial statements are unauditediartie opinion of management, include all adjwestts, consisting of normal recurring
adjustments and accruals, as well as the accouctiagge to adopt Statement of Financial Accourfitemdards (SFAS) No. 133,
“Accounting for Derivative Instruments and Hedgifgtivities,” necessary for a fair presentation lod tonsolidated balance sheets, operating
results, and cash flows for the periods presedperating results for the three and six months @éddee 30, 2001 are not necessarily
indicative of the results that may be expectedteryear ending December 31, 2001 due to seasodaither factors. Certain information ¢
footnote disclosures normally included in finana&tements prepared in accordance with accouptingiples generally accepted in the
United States have been omitted in accordancetidtiules and regulations of the SEC. These categelil financial statements should be
read in conjunction with the audited consolidatedricial statements, and accompanying notes, iedlirdthe Company’s Annual Report on
Form 10-K for the year ended December 31, 200Qta@eprior period amounts have been reclassifiezbtdorm to the current period
presentation.

Loss per Shar

The number of shares used in calculdtieg per share for the three months ended Juriz08Q, and 2000 was reduced by 1 million
3 million, respectively, and the number of sharssduin calculating loss per share for the six meetided June 30, 2001 and 2000 was
reduced by 1 million and 4 million, respectivelyich reductions reflect the weighted average nurabeutstanding shares subject to
repurchase or forefeiture for the correspondingppet The effect of stock options is antidilutivedaaccordingly, is excluded from diluted
loss per share.

Revenue

Amounts billed to customers for outbowhipping charges are included in net sales and $&eamillion and $73 million for the three
months ended June 30, 2001 and 2000, respectaaty$159 million and $148 million for the six mositnded June 30, 2001 and 2000,
respectively.

Service revenues were $39 million and §@#on for the three months ended June 30, 20812000, respectively, and $81 million i
$50 million for the six months ended June 30, 280d 2000, respectively. Included in service reverare equity-based service revenues of
$8 million and $20 million for the three months eddlune 30, 2001 and 2000, respectively, and $llibméand $37 million for the six
months ended June 30, 2001 and 2000, respectizglity-based service revenues are associated vistét® and public securities received
and amortized into results of operations.

Derivative Financial Instrument

Effective January 1, 2001, the Compamypéed SFAS No. 133, which requires that all denxainstruments be recorded on the
balance sheet at fair value. Changes in the féirevaf derivatives are recorded each period inenurresults of operations or other
comprehensive income (loss) depending on whetlderigative is designated as part of a hedge trdiaseand, if it is, the type of hedge
transaction. For a derivative designated as avédire hedge, the gain or loss of the derivativihéperiod of change and the offsetting loss or
gain of the hedged item attributed to the hedggdare recognized in results of operations. Faravdtive designated as a cash flow hedge,
the effective portion of the derivative’s gain os$ is initially reported as a component of ottienprehensive income (loss) and subsequently
reclassified into results of operations when thdgeel exposure affects results of operations. Téleiative portion of the gain or loss of a
cash flow hedge is recognized immediately in respfitoperations. For a derivative not designatea lasdging instrument, the gain or loss is
recognized currently in results of operations.

In February 2000, the Company completedféering of 690 million Euros of 6.875% Euro-demoated Convertible Subordinated
Notes due February 16, 2010 (referred t“PEACS”). The Company uses derivative financiatinsients to hedge the risk of fluctuations in
foreign exchange rates between the U.S. dollatlea&uro associated with a portion of its PEACS@jrally, the Company has designated
a crosseurrency swap agreement as a cash flow hedge ébtbign exchange rate risk on a portion of the ESAUnder the swap agreem
the Company agreed to pay at inception and reegiee maturity 75 million Euros in exchange for ligteg at inception and paying at
maturity $67 million. In addition, the Company agpleto receive in February of each year 27 milliemds for interest payments on 390
million Euros in principal of the PEACS and, sinanleously, to pay $32 million. This agreement iscetable, in whole or in part, at the
Company’s option at no cost on or after Februar2203 if the Company’s stock price is greater tbaaqual to 84.883 Euros, the
conversion price of the PEACS. Each period, a portif the swap gain or loss included in “Accumuliad¢her comprehensive loss” is
reclassified to “Other gains, net” to offset thesign currency loss or gain attributable to remezment of the hedged portion of the PEACS.
For the three and six months ended June 30, 20@krcy swap losses of $3 million and $7 millicespectively, were reclassified to offset
$3 million and $7 million of currency gains on tREACS, respectively. The terms of the swap contrage been structured to match the
terms of the hedged portion of the PEACS. No iretffeness was recognized in results of operationghe three months or six months en
June 30, 2001.

The Company also designated forward msetagreements as cash flow hedges of the foreajiaege rate risk on a portion of the
PEACS's interest payment paid on February 16, 200iler the forward purchase agreements, the Comgpgi@aged to pay $18 million and
receive 21 million Euros. The impact on result®pérations, relating to forward purchase agreenfenthie six months ended June 30, 2001,
was not significant. There was no activity relat@dorward purchase agreements during the threehma@nded June 30, 2001.



The Company holds strategic investmentsadrrants to purchase equity securities of otberganies. Warrants that can be exercised
and settled by delivery of net shares such thaCthrapany pays no cash upon exercise (“net shamamial’) are deemed derivative financial
instruments. Net share warrants are not desigreetédging instruments; accordingly, gains or Bsesulting from changes in fair value are
recognized in “Other gains, net” in the period barge. The Company determines the fair value afatsants through option-pricing models
using current market price and volatility assumpgiancluding public-company market comparablestfoprivate-company warrants. For the
three months ended June 30, 2001, net warrantsloesegnized were not significant. Net warrant gaih$1 million were recognized for the
six months ended June 30, 2001.

The adoption of SFAS No. 133 on Janual0D1 resulted in cumulative transition losse$1f million included in the results of
operations and a stockholders’ deficit adjustméi®l@ million. Transition losses included in “Curative effect of change in accounting
principle” are attributable to approximately $3 lioih in losses reclassified from “Accumulated otbemprehensive loss” on warrants
previously reported at fair value and classifiedaailable-for-sale, and approximately $8 milliondsses on warrants previously reported at
cost. No warrant investments are designated asiggdgstruments. Transition losses in “Accumulatéider comprehensive loss” are
attributable to approximately $15 million in lossesthe swap agreement designated as a cash fldge lué a portion of the PEACS offset by
the approximately $3 million in losses reclassifiedesults of operations on derivative instrumerntsdesignated as hedging instruments.

Effective January 1, 2001, currency gaingd losses arising from the remeasurement of B#0S’s principal from Euros to U.S.
dollars each period are recorded to “Other gaies; ®rior to January 1, 2001, PEACS'’s principab@b million Euros was designated as a
hedge of an equivalent amount of Euro-denominateestments classified as available-for-sale; adnghg, currency gains and losses on the
PEACS were recorded to “Accumulated other comprsiverioss” as hedging offsets to currency gainslasses on the Euro-denominated
investments. As the hedge does not qualify for estgcounting under the provisions of SFAS 133, cenuimg January 1, 2001, the foreign
currency change resulting from the portion of tEARS previously hedging the available-for-sale sigieis is now being recorded in the
statements of operations. Gains resulting fronréneeasurement of the PEACS'’s principal were $28anind $69 million for the three and
six months ended June 30, 2001, respectively.

Recent Accounting Pronounceme

In July 2001 the Financial Accountingritards Board (FASB) issued SFAS No. 141 “Businessalfinations” and SFAS No. 142
“Goodwill and Other Intangible Assets.” SFAS Noll#quires business combinations initiated aftee0, 2001 to be accounted for using
the purchase method of accounting, and broaderniteea for recording intangible assets sepdirai® goodwill. Recorded goodwill and
intangibles will be evaluated against this newetid and may result in certain intangibles beingssimed into goodwill, or alternatively,
amounts initially recorded as goodwill may be safely identified and recognized apart from goodv8FAS No. 142 requires the use of a
nonamortization approach to account for purchasedwill and certain intangibles. Under a nonamaitan approach, goodwill and certain
intangibles will not be amortized into results gleoations, but instead would be reviewed for impaint and written down and charged to
results of operations only in the periods in which recorded value of goodwill and certain intategbs more than its fair value. The
provisions of each statement which apply to goddavitl intangible assets acquired prior to June280]1 will be adopted by the Company on
January 1, 2002. We expect the adoption of theseuating standards will result in certain of oulaimgibles being subsumed into goodwill
and will have the impact of reducing our amortiaatof goodwill and intangibles commencing Januar2aD2; however, impairment reviews
may result in future periodic write-downs.

Note 2. Marketable Securities

Marketable securities, at fair value, sishof the following (in thousands):

June 30, December 31,
2001 2000
Corporate notes and bon $ 14,89 $ 17,44
Asse-backed and agency securit 34,34¢ 82,57
Treasury notes and bon 83,95( 142,08!
Equity securitie: 12,82¢ 35,98¢
$146,02 $278,08

AMAZON.COM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

Note 3. Fixed assets
Fixed assets, at cost, consist of theviohg (in thousands):

June 30, December 31,
2001 2000

Computers, equipment and softw: $ 270,59 $317,801



Leasehold improvemen 102,92 107,36

Leased asse 54,34: 51,96¢
Construction in progres 2,33( 4,122
430,18t 481,26«

Less accumulated depreciati (116,749 (99,244
Less accumulated amortization on leased a (21,029 (15,604
Fixed assets, r $ 292,42, $366,41!

For the three months ended June 30, 26612000, depreciation of fixed assets was $2iamiind $20 million, respectively, which
includes amortization of fixed assets acquired uedeital lease obligations of $3 million for egmériod. For the six months ended June 30,
2001 and 2000, depreciation of fixed assets was§ilibn and $38 million, respectively, which inclas amortization of fixed assets acqu
under capital lease obligations of $6 million a&dnillion, respectively.

Note 4. Unearned Revenue

During the six months ended June 30, 2@6tvity in unearned revenue was as follows Ifipusands):

Balance, December 31, 20 $131,11
Cash received or cash receivi 43,197
Fair value of equity securities recer' 331
Amortization to revent (65,300
Contract termination, Kozmo.c¢ (22,400
Balance, June 30, 20! $ 86,94!

Note 5. Stock-Based Compensation

During the first quarter of 2001, the Guamy offered a limited non-compulsory exchangempleyee stock options. The exchange
resulted in the voluntary cancellation of emplogtexk options to purchase 31 million shares of comistock with varying exercise prices in
exchange for 12 million employee stock options veithexercise price of $13.375. The option exchafige resulted in variable accounting
treatment for, at the time of the exchange, appnaxgly 15 million stock options, which includesiops granted under the exchange offer
all options, with a weighted average exercise poic52.41, that were subject to the exchange difiéwere not exchanged. Variable
accounting will continue until all options subjgatvariable accounting treatment are exercised;abed or expired. At June 30, 2001,
approximately 13 million shares remain under vdeatcounting treatment, which includes 12 millaptions granted under the exchange
offer and all other options, with a weighted averagercise price of $47.61, that were subjectécettchange offer but were not exchanged.
Variable accounting treatment will result in ungotable charges or credits, recorded to “Stock-thasenpensation,” dependent on
fluctuations in quoted prices for the Company’s awon stock.

AMAZON.COM, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

Stock-based compensation includes sbasled charges resulting from variable accountigtrnent, option-related deferred
compensation recorded at the Company’s initial isudffering, as well as certain other compensaéind severance arrangements. Stock-
based compensation also includes the portion afisitipn-related consideration conditioned on thattued tenure of key employees of
certain acquired businesses, which must be cledsif$ compensation expense rather than as a commdmirchase price under accounting
principles generally accepted in the United Stedésck-based compensation was $2 million and $Bamifor the three months ended June
30, 2001 and 2000, respectively, and $5 million $22 million for the six months ended June 30, 280d 2000, respectively. The decline
stock-based compensation during the three and snthm ended June 30, 2001 resulted from the fslivg and corresponding full
amortization of deferred stock-based compensatyoeniployees associated with certain acquired baseseand the termination of certain
acquisition-related employees prior to vestingtotk-based compensation awards, which had theteffeeducing stockbased compensati
in comparison with the same periods in the pri@ry8tock-based compensation related to varialdewnding treatment was $4 million for
the three months and six months ended June 30, 2001

As of June 30, 2001, the number of shafe®@mmon stock subject to vested and unvestedoyeg stock options was approximately
42 million, or 12% of the Company’s outstanding coom stock.

The following table shows the amountstotk-based compensation that would have beendedamder the following income
statement categories had stock-based compensatidrean separately stated in the consolidatednséaitis of operations (in thousands):

Three Months Ended Six Months Ended
June 30, June 30,




2001 2000 2001 2000

Cost of sale: $ 4 $ — $ 43 $ —
Fulfillment 73€ (1,627 73¢ (1,617)
Marketing 45€ 36 48( 352
Technology and conte! (212 9,331 2,65¢ 22,16(
General and administratiy 1,32¢ 42¢€ 1,35( 91¢
$2,35: $ 8,16¢ $5,26° $21,81¢

Note 6. Restructuring-related and other

Restructuring-related and other expemnsze $59 million and $2 million for the three masigmded June 30, 2001 and 2000,
respectively, and $173 million and $4 million fbetsix months ended June 30, 2001 and 2000, résggctn the first quarter of 2001, the
Company announced and began implementation opésational restructuring plan to reduce operatiogs; streamline its organizational
structure, and consolidate certain of its fulfilim@nd customer service operations. As a resulhisfoperational restructuring, the Company
recorded restructuring and other charges of $11#bmiduring the three months ended March 31, 2@0H additional charges of $59 million
during the three months ended June 30, 2001. miative involves the reduction of employee staffapproximately 1,300 positions
throughout the Company in managerial, professianetical, technical and fulfillment roles; conglation of its Seattle, Washington corpo
office locations; closure of its McDonough, Georfiifillment center; seasonal operation of its 8eawashington fulfillment center; closure
of its customer service centers in Seattle, Wasbimgnd The Hague, Netherlands; and migrationlafge portion of its technology
infrastructure to a Linux-based operating platfowhijch entails ongoing lease obligations for tedbgyp infrastructure no longer being
utilized. Each component of the restructuring gias been substantially completed as of June 3@, 2G90f June 30, 2001, 1,297 employees
had been terminated, and actual termination bengditd were $11 million.

AMAZON.COM, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

Costs that relate to ongoing operatamaesnot part of restructuring charges and arenubtidled in “Restructuring-related and other.” In
accordance with Emerging Issues Task Force 964@s4@ication of Inventory Markdowns and Other GoAssociated with a Restructuring,”
all inventory adjustments that may result from ¢hesure or seasonal operation of our fulfillmentees are classified in “Cost of goods sold”
on the consolidated statements of operations. Alsiioé 30, 2001, there have been no significannitove writedowns resulting from the
restructuring, and none are anticipated.

The charges associated with the restringiuvere as follows (in thousands):

Three Six
Months Ended Months Ended
June 30, 2001 June 30, 2001
Asset impairment $ 7,22! $ 65,97
Continuing lease obligatior 49,71 84,00¢
Termination benefit (327) 14,76:
Broker commissions, professional fees and other
miscellaneous restructuring co 2,03¢ 8,171
$58,65( $172,91

Asset impairments primarily relate to thesure of the McDonough, Georgia fulfillment cemthe writeeff of leasehold improvemer
in vacated corporate office space, and the othar-tbmporary decline in the fair value of asseth@Seattle, Washington fulfillment center.
For assets to be disposed of, the Company estinfagefdir value based on expected salvage valgectests to sell. For assets held for
continued use, the decline in fair value was mesbusing discounted estimates of future cash flglwse. Company is actively seeking third-
party buyers for the assets held for disposal.

Continuing lease obligations primarilyate to heavy equipment previously used in the Muikmh, Georgia fulfillment center, vaca
corporate office space, technology infrastructurdomger being utilized, and the unutilized portafrour back-up data center. Where
possible, the Company is actively seeking thirdipato sub-lease abandoned equipment and fagilfimounts expensed represent estimates
of undiscounted future cash outflows, offset byic@pated third-party sub-leases. Amounts expenseihg the second quarter of 2001
primarily relate to technology infrastructure nader being utilized.

Termination benefits are comprised oksamce-related payments for all employees to beitated in connection with the operational
restructuring, as well as $2.5 million of the Comya common stock contributed to a trust fund fer benefit of terminated employees.
Termination benefits do not include any amountsefoployment-related services prior to terminat@ther restructuring costs include
professional fees, decommissioning costs of vadaiglities, broker commissions and other miscedlaus expenses directly attributable to
the restructuring
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At June 30, 2001, the accrued liabgisgociated with the restructuring charges forhheetmonth and six-month periods ended June
30, 2001 was $85 million and consisted of the feitg (in thousands):

Non-Cash
Balance at Settlements
March 31, and Other Due Within Due After
2001 Accruals  Adjustments Payments Total 12 Months 12 Months
Lease obligation $34,66° $49,71. $(2,69) $ (5,25) $76,43( $52,05¢ $24,37
Termination benefit 8,44~ — (2,449 (4,669 1,33¢ 1,33¢ —
Broker commissions,
professional fees and other
miscellaneous restructuring
costs 4,121 1,99¢ 1,55¢ (88€) 6,79(C 5,37¢ 1,41¢

$47,23. $51,70¢ $(3,58) $(10,800 $84,55. $58,76: $25,78

Note 7. Other Gains, Net
Other gains, net consisted of the follogv{in thousands):

Three Months Six Months
Ended Ended
June 30, 2001 June 30, 2001

Contract termination, Kozmo.co $ — $ 22,40(
Foreigr-currency gain on PEAC 22,87¢ 68,69(
Foreign-currency losses on conversion of Euro-denated

investment (6,21€) (6,216
Otherthar-temporary impairment losses, equity investm (4,85¢) (41,026
Warrant remeasurements and ol (487) 1,32¢

$11,31! $ 45,17

Effective January 1, 2001, currency gaind losses arising from the remeasurement of Bf&IS'’s principal from Euros to U.S.
dollars each period are recorded to “Other gaies; ®rior to January 1, 2001, PEACS'’s principab@b million Euros was designated as a
hedge of an equivalent amount of Euro-denominateestments classified as available-for-sale; adnghg, currency gains and losses on the
PEACS were recorded to “Accumulated other comprsiverioss” as hedging offsets to currency gainslasses on the Euro-denominated
investments. As the hedge does not qualify for bestgrounting under the provisions of SFAS 133, cenuimg January 1, 2001, the foreign
currency change resulting from the portion of tRAES previously hedging the available-for-sale siies is now being recorded in the
statements of operations. During the three montdssak months ended June 30, 2001, the gain regdltbm the remeasurement of the
PEACS was $23 million and $69 million, respectively

Effective February 5, 2001, the Compayninated its commercial agreement with Kozmo.cohr@corded a non-cash gain of $22
million, representing the amount of unearned reeasmsociated with the contract. Since servicesbaget been performed under the
contract, no amounts associated with this commlesgi®@ement were recognized in “Net sales” durimg @eriod. Furthermore, during 1999,
the Company made a cash investment of $60 milbaactjuire preferred stock of Kozmo.com and accalfaeits investment under the
equity method of accounting. Pursuant to the equig$hod of accounting, the Company recorded itsesbbKozmo.com losses, which,
during 2000, reduced the Company'’s recorded baglsei investment to zero. Accordingly, when Kozmmennounced its intentions to
cease operations on April 12, 2001, the Companwydichave any further loss exposure relating tinitestment. The Company does not
expect to recover any portion of its investmerkazmo.com.

The Company also recorded impairmenteless $5 million and $41 million for the three miositand six months ended June 30, 2001,
respectively, relating to other-than-temporary ohed in the fair value of Webvan Group, Inc, Sotfigltoldings, Inc.,
WeddingChannel.com, Ashford, Inc., and drugstora.cbhese impairments were recorded to reflectriliestments at fair value. As of June
30, 2001, the Comparg/recorded basis in its investment in Webvan Grbup,was reduced to zero as Webvan Group, Insetkaperation
and announced their intentions to file for bankeypThe Company does not expect to recover anygpoof its investment in Webvan Grot
Inc.

No comparable amounts of other gainsweee recorded during the comparable periods optlo year.

As of June 30, 2001, the Comg’s recorded basis in equity securities was $50anillincluding $13 million classified ¢ Marketable



securities,” $12 million classified as “Investmemsquity-method investees,” and $25 million cified as “Other equity investments.”

Note 8. Commitments and Contingencies

Legal Proceeding

During the first quarter of 200Bypnick v. Amazon.com and Alexa Intearet four similar class action complaints were fidgghinst
the Company and its wholly owned subsidiary, Alexernet. The complaints, which were consolidatethe United States District Court for
the Western District of Washington, alleged thagxd Internet’s tracking and storage of Internet \Weége paths violated federal and state
statutes prohibiting computer fraud, unfair conmti, and unauthorized interception of private glmtc communications, as well as
common law proscriptions against trespass and iowad privacy. On or about April 20, 2001, the @opreliminarily approved a settlement
of the consolidated class action. The settlemesuiiligect to final approval by the Court and wilthave a material effect on the results of
operations or financial condition of the Company.

As previously reported, the Company leeeived informal inquiries from the Securities &athange Commission Staff (“SEC Staff”)
with respect to the Company’s accounting treatraadtdisclosures for some of its initial strategictper transactions and has been
cooperating with the SEC Staff in responding testhmquiries. The Company has reviewed its accogriteatment for the transactions with
the Company’s independent auditors and the SEG, &tad believes its accounting treatment and dssoles were appropriate.

On April 12, 2001 the Company receiveéguest from the SEC Staff for the voluntary prdauncof documents and information
concerning, among other things, previously repostdds of the Company’s common stock by JeffreyoBem February 2 and 5, 2001. The
Company is cooperating with the SEC Staff’s contigunquiry.

A number of purported class action conmpéawere filed by holders of Amazon.com equity aetht securities against the Company, its
directors and certain of its senior officers durihg six months ended June 30, 2001, in the UiStates District Court for the Western
District of Washington, alleging that the defendamiade false and misleading statements regardn@Gampany’s financial and accounting
disclosures in 2000 and early 2001, including disates regarding certain of the Company’s strategitner transactions. The complaints
further allege that the defendants’ conduct vialatecurities laws and seek compensatory damagesjandtive relief against all defendants.
The Company disputes the allegations of wrongduoirthese complaints and intends to vigorously defieself in these matters.

AMAZON.COM, INC.
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Depending on the amount and the timamgunfavorable resolution of some or all of thesdtens could materially affect the
Company’s business, future results of operatianantial position or cash flows in a particularipdr

From time to time, the Company is subjedither legal proceedings and claims in the @ngirtourse of business, including claims of
alleged infringement of trademarks, copyrightsepts and other intellectual property rights. Thenpany is not currently aware of any such
legal proceedings or claims that it believes watld, individually or in the aggregate, a materéhlease effect on its business, prospects,
financial condition or operating results.

Note 9. Comprehensive Loss

The components of comprehensive loss werfellows (in thousands):

Three Months Ended Six Months Ended
June 30, June 30,
2001 2000 2001 2000
Net Loss $(168,35) $(317,18) $(402,49)) $(625,60)
Other Comprehensive Los
Cumulative effect of accounting changadopt
SFAS No. 13 — — (12,299 —
Reclassification of currency gains on RE — — (9,81)) —
Unrealized losses on Euro-based currency
swa (2,729 — (9,029 —
Unrealized losses on available-for-saleusities,
ne (17,277 (38,029 (48,96() (82,979
Foreign currency translation gains (Is3seet (727) (339 (1,387 24

$(189,08) $(355,54) $(483,96() $(708,56))

Activity in other comprehensive loss tiglg to the Euro-based currency swap was as follimthousands):

Three Months Six Months



Ended Ended
June 30, 2001 June 30, 2001

Remeasurement of swap to fair va $(5,519)  $(16,24¢)
Reclassification of losses to offset currency gaimfhedged portion of
PEACS 2,79(C 7,22z

$(2,729)  $ (9,02)

Note 10. Segment Information

In January 2001, the Company began ptiesgimformation to its chief operating decisionkeain four segments: U.S. Books, Music
and DVD/Video; U.S. Electronics, Tools and Kitch&grvices and International. Accordingly, the Compi now disclosing its segment
financial information along these lines. Allocatiorethodologies are consistent with past presemstiand prior period amounts have been
reclassified to conform with current period preséioh. The U.S. Books, Music and DVD/Video segniaoludes revenues, direct costs, and
cost allocations associated with retail sales fromw.amazon.corfor books, music and DVD/video products, includamgounts earned on
sales of similar products sold through Amazon Marleee and will include gross product revenue ftbsmCompany’s forthcoming strategic
alliance with Borders Group, Inc. The U.S. ElectesnTools and Kitchen segment includes revenuesgtdcosts, and cost allocations
associated witlvww.amazon.cometail sales of consumer electronics, camera aotbgtems, software, computer and video games, cell
phones and related service, tools and hardwardpoutiving items, kitchen
and housewares products and toys sold other thangh the Company’s Toysrus.com strategic allisaroe new initiatives. The U.S.
Electronics, Tools and Kitchen segment also induateounts earned on sales of similar productsteobdigh Amazon Marketplace. The
Services segment includes revenues, direct casls;@st allocations associated with the Company&ness-to-business strategic
relationships, including the Compasystrategic alliance with Toysrus.com, and misoceltaus advertising revenues, as well as amounted
from Auctions, zShops and Payments. The Internatisegment includes all revenues, direct costscantlallocations associated with the
retail sales of the Company'’s four internationdtigused sitesvww.amazon.co.uk, www.amazon.de, www.amazamdivww.amazon.co.jp

Service revenues during the three moatitssix months ended June 30, 2001 related priyrtartommercial agreements with
Toysrus.com and drugstore.com. Included in semggenues are equity-based service revenues of 8mand $20 million for the three

months ended June 30, 2001 and 2000, respectaady$17 million and $37 million for the six mon#sded June 30, 2001 and 2000,
respectively.

The Company measures the results of Gpasaof its reportable segments using a pro fommeasure. Pro forma results from
operations, which excludes stock-based compensaioartization of goodwill and other intangiblesdaestructuring-related and other
charges are not in conformity with accounting pples generally accepted in the United States.

Information on reportable segments ardmeiliation to consolidated net loss is as folldwsthousands):

Three Months Ended June 30, 2001:

U.S. Retalil
Books, Electronics,
Music and Tools and
DVD/Video Kitchen Total Services International Consolidated
Net sales $389,72: $110,95 $500,68! $38,59¢ $128,341 $ 667,62
Gross profit 110,84« 13,15¢ 124,00: 26,35: 29,36t 179,72(
Pro forma income (loss) from operations 38,967 (41,32) (2,35%) 4,33¢ (29,997 (28,009
Other non-cash and restructuring-related operating
expense (111,83)
Net interest expense and otl (18,20¢)
Equity in losses of equity-method investees, net (10,31%)
Net loss $(168,35Y)
Three Months Ended June 30, 2000:
U.S. Retalil
Books, Electronics,
Music and Tools and
DVD/Video Kitchen Total Services International Consolidated
Net sales $385,27"  $ 91,75!  $477,03  $27,45: $ 73,39 $ 577,87
Gross profit 86,86 6,24¢ 93,11 26,66 16,28¢ 136,06
Pro forma income (loss) from operatic 10,05¢ (69,077 (59,02) 4,17t (34,509 (89,349
Other non-cash and restructuring-related operating
expenses (91,029
Net interest expense and otl (26,35%)

Equity in losses of equity-method investees, net (110,457)



Net loss $(317,18,)
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Six Months Ended June 30, 2001:

U.S. Retall
Books, Electronics,
Music and Tools and
DVD/Video Kitchen Total Services  International Consolidated
Net sales $799,30! $227,46- $1,026,77 $80,75 $260,45: $1,367,98
Gross profit 219,96 30,37¢ 250,34: 54,56( 57,41t 362,31"
Pro forma income (loss) from operations 66,59: (87,155 (20,567) 8,51¢ (64,567) (76,610
Other non-cash and restructuring-related
operating expens: (279,839
Net interest expense and otl (12,029
Equity in losses of equity-method investees,
net (23,490
Cumulative effect of change in accounting
principle (10,529
Net loss $ (402,49)
Six Months Ended June 30, 2000:
U.S. Retall
Books, Electronics,
Music and Tools and
DVD/Video Kitchen Total Services International Consolidated
Net sales $786,691 $ 166,35 $ 953,04. $50,19¢ $148,52! $1,151,76
Gross profit 169,71 13,30¢ 183,02¢ 48,85 32,32: 264,19¢
Pro forma income (loss) from operations 7,631 (136,32) (128,69) 2,031 (61,957 (188,61
Other non-cash and restructuring-related operating
expense (189,659
Net interest expense and otl (48,629
Equity in losses of equity-method investees, net (198,71¢)
Net loss $ (625,60

Note 11. Subsequent Events

On July 23, 2001, America Online madd.@®million investment in Amazon.com common stotke common stock will be priced at
the lower of $15.282 per share and the averageng@sice per share of Amazon.com common stock fiaty 24, 2001 to July 30, 2001. T
common stock was sold under a registration statethahAmazon.com previously filed with the Sedestand Exchange Commission.

Also, the Company’s platform servicesugr@ntered into a multi-year strategic alliancehwfimerica Online to develop and offer an
enhanced online shopping experience for American@nlsers.

ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF
OPERATIONS

Forward-Looking Statements

This Quarterly Report on Form 10-Q in@adorwardlooking statements within the meaning of the Pev@écurities Litigation Refor
Act of 1995. All statements other than statemehtssiorical fact, including statements regardingustry prospects and future results of
operations or financial position, made in this Qerdy Report on Form 10-Q are forward looking. e wvords such as anticipates, believes,
expects, future, intends and similar expressiondentify forward-looking statements. Forward-loofistatements reflect management’s
current expectations and are inherently uncer@im.actual results may differ significantly from neement’s expectations. The following
discussion includes forward-looking statements mdigg expectations of future pro forma operatingfipability, net sales, gross margin,
certain operating expenses, operating loss, arfg cash equivalents and marketable securities basamll of which are inherently difficult
predict. Actual results could differ significanfigr a variety of reasons, including the rate ofvgfto of net sales by the Company and of the
Internet, online commerce and the U.S. and globahemies in general, the amount that we inveseim business opportunities and the
timing of those investments, customer spendingepadt the mix of products sold to customers, theahrevenues derived from product se
as compared to services, risks of inventory managénforeign currency exchange risks, and riskdigtfibution and fulfillment throughput
and productivity. These risks and uncertaintiesyel as other risks and uncertainties that coaldse our actual results to differ significar



from management’s expectations, are describedeiatgr detail in the section entitled “Additionakkas That May Affect Future Results,”
which, along with the following discussion, desestsome, but not all, of the factors that couldseaactual results to differ significantly from
management’s expectations.

Recent Events

On July 23, 2001, America Online madd.@®million investment in Amazon.com common stotke common stock will be priced at
the lower of $15.282 per share and the averagég@sice per share of Amazon.com common stock fdalg 24, 2001 to July 30, 2001. T
common stock was sold under a registration statethahAmazon.com previously filed with the Sedestand Exchange Commission.

Also, the Company’s platform servicesugr@ntered into a multi-year strategic alliancehwimerica Online to develop and offer an
enhanced online shopping experience for American@nlsers.

Results of Operations

Net Sale:

Net sales includes the selling pricemisumer products sold by us, less promotionakeiftificates and sales returns; outbound
shipping charges billed to our customers; sendgsemues earned in connection with our businessisbss strategic relationships; and
commissions earned from our Amazon Marketplace tidos, zShops, Payments and other service iniéativ

Net sales were $668 million and $578inonilifor the three months ended June 30, 2001 a@@,2@8spectively, and $1.4 billion and $
billion for the six months ended June 30, 2001 20@0, respectively, representing an increase of 46&0619%, respectively. Increases in
absolute dollars of net sales during the threesaadhonths ended June 30, 2001 are primarily duedased unit sales in our International
and U.S. Electronics, Tools and Kitchen segmemisaecements and additions to our product offeriagd,increases in our service revenues.

Net sales for our U.S. Books, Music anddVideo segment were $390 million and $385 millimn the three months ended June 30,
2001 and 2000, respectively, and $799 million an87smillion for the six months ended June 30, 280d 2000, respectively. Included in
sales for this segment are sales of consumer pimduad related shipping charges for our books, crarsil DVD/video products sold through
www.amazon.comincluding amounts earned on sales of similar petglsold through Amazon Marketplace, and will ue gross product
revenue from our forthcoming strategic alliancewBiorders Group, Inc. The growth rate in comparisothe corresponding three-month and
six-month periods in the prior year for the U.SoRs, Music and DVD/Video segment was 1% and 2%aetively. The growth rates reflect
several factors, including the increasing reveragelof this segment, a shift in the source of oodyrct sales towards used-products sold
through Amazon Marketplace, a continuing focus alatcing revenue growth with operating profitaiiliand a general slowdown in
consumer spending.

Net sales for our U.S. Electronics, Tanigl Kitchen segment were $111 million and $92iamilfor the three months ended June 30,
2001 and 2000, respectively, and $227 million ab@6million for the six months ended June 30, 280d 2000, respectively. Included in
sales for this segment are sales of consumer pi®duad related shipping charges for our consuneetrelnics, camera and photo items,
software, computer and video games, tools and hfemewutdoor living items, kitchen and housewarelpcts and cell phones and service
sold throughvww.amazon.comand toys sold other than through our stratediarade with Toysrus.com. The U.S. Electronics, Boahd
Kitchen segment also includes amounts earned es sakimilar products sold through Amazon Markatpl The growth rate in comparison
to the corresponding three-month and six-monthoplerin the prior year for the U.S. Electronics, [Band Kitchen segment was 21% and
37%, respectively. Included in the prior year coraige periods were Internet-related product safdeys and video games, product lines
that were largely discontinued in connection with strategic alliance with Toysrus.com. Growth @t sales for our U.S. Electronics, Tools
and Kitchen segment reflects increases in units lsplour electronics and home improvement storesimparison with the same periods in
2000.

Net sales for our Services segment wagerlillion and $27 million for the three months eddJune 30, 2001 and 2000, respectively,
and $81 million and $50 million for the six mon#sded June 30, 2001 and 2000 respectively. Net fal®ur Services segment include
amounts earned in connection with our businesasiAless strategic relationships, as well as amaartsed through Auctions, zShops and
Payments. The growth rate in comparison to theesponding three-month and six-month periods irptia year for the Services segment
was 41% and 61%, respectively, which is relatedharily to our business-to-business strategic m@tstiip with Toysrus.com. Included in
service revenues are equity-based service revari@Esmillion and $20 million for the three montlisded June 30, 2001 and 2000,
respectively, and $17 million and $37 million fbetsix months ended June 30, 2001 and 2000, résggcEquity-based service revenues
result from private and public securities receiaed amortized into results of operations. In acapeg with accounting principles generally
accepted in the United States, the fair value ofistes received is generally determined at the tlze related commercial agreement is first
entered into; revenue is generally recognized thecorresponding service periods based on inisilations, and is not adjusted due to
fluctuations in the fair value of the securitieswever, if securities received after March 16, 2006luding any securities we may receive in
the future, are subject to forfeiture or vestingyisions and no significant performance commitnexists upon signing of the related
commercial agreement, the fair value is determamsedf the date the respective forfeiture or vespirmyisions lapse, pursuant to Emerging
Issues Task Force Issue 00-8, “Accounting by a 8mfor an Equity Instrument to Be Received in @Qanjion with Providing Goods or
Services.”

Net sales for our International segmeaten$128 million and $73 million for the three mwnended June 30, 2001 and 2000,
respectively, and $260 million and $149 million fhe six months ended June 30, 2001 and 2000, atdsglg. Net sales in this segment were
comprised primarily of books, music and DVD/videmsumer product sales and related shipping chaogmsr customers sold throu



www.amazon.co.uk, www.amazon.de, www.amazamdfvww.amazon.co.jjVeb sites, including their export sales into thététhStates, ar
also includes sales of our newly-opened consuneetrehics stores atww.amazon.co.undwww.amazon.deThe growth in our
International segment was 75% for the correspontfinrge-month and six-month periods in the priory®énich reflects a significant increase
in units sold by ouwww.amazon.dandwww.amazon.co.usites, as well as the launch of our neww.amazon.fandwww.amazon.co.jp
sites during the second half of 2000. Sales tootosts outside the United States, including expadgssfromwww.amazon.comrepresented,
as a percentage of consolidated net sales, appateiy28% and 23% for the three months ended JOn2®1 and 2000, respectively, and
27% and 23% for the six months ended June 30, 28622000, respectively.

Shipping revenue across all segments3#ésmillion and $73 million for the three monthsled June 30, 2001 and 2000, respectively,
and $159 million and $148 million for the six mosttnded June 30, 2001 and 2000, respectively.dsesan shipping revenue in 2001
correspond with increases in unit sales, offsediloyperiodic free and reduced shipping promotions.

We expect net sales to be between $62ibmand $675 million for the quarter ending Sepber 30, 2001, and for the fourth quarter
ending December 31, 2001, we expect net salestedrse between 10% and 20% in comparison withahgarable period in the prior year.
However, any such projections are subject to snbataincertainty. See the section entitled “Adufital Factors That May Affect Future
Results.”

Gross Profit

Gross profit is net sales less the cbsales, which consists of the purchase price nsumer products sold by us, inbound and
outbound shipping charges, packaging suppliescasts associated with our service revenues. Cestgted with our service revenues
include employee costs associated with the creatimhmaintenance of content for co-branded Web, ditiffillment-related costs to ship
products on behalf of our service partners, andradisociated costs.

Gross profit was $180 million and $136lion for the three months ended June 30, 20012800, respectively, and $362 million and
$264 million for the six months ended June 30, 280d 2000, respectively, representing an increb82% and 37%, respectively. Increases
in absolute dollars of gross profit during the theand six month periods in 2001 primarily refleoprovements in inventory management and
product sourcing, and increases in our servicemae® from strategic partners. Excluding the resfltaur Services segment, gross margin
would have been 24% and 20% for the three monttiescedune 30, 2001 and 2000, respectively, as cadpeth an overall gross margin of
27% and 24%, respectively. Excluding the resultswfServices segment, gross margin would have Bé#nand 20% for the six months
ended June 30, 2001 and 2000, respectively, asar@ahpvith an overall gross margin of 26% and 23%pectively.

Gross profit for our U.S. Books, MusidadVD/video segment was $111 million and $87 millfor the three months ended June 30,
2001 and 2000, respectively, and $220 million ahdX$million for the six months ended June 30, 280d 2000, respectively, which
represents increases of 28% and 30%, respectiBebss margin was 28% and 23% for the three momttiedeJune 30, 2001 and 2000,
respectively, and 28% and 22% for the six monthiedrJune 30, 2001 and 2000, respectively. Improwm&sria gross margin primarily refle
our efforts to improve product sourcing as we qungd to increase the percentage of products soditextly from publishers, a favorable
mix in customer discounts and lower inventory cleargs a percent of sales, and to a lesser extehigher margin sales of units sold throi
Amazon Marketplace.

Gross profit for our U.S. Electronics,ol®and Kitchen segment was $13 million and $6iamilfor the three months ended June 30,
2001 and 2000, respectively, and $30 million an8 &illion for the six months ended June 30, 200d 2000, respectively, which represents
increases of 111% and 128%, respectively. Grosgimams 12% and 7% for the three months ended 3002001 and 2000, respectively,
and 13% and 8% for the six months ended June X, 206d 2000, respectively. Improvements in grosgmaver the corresponding peric
of the prior year primarily reflect our efforts fmprove sourcing arrangements, the introductionesf product categories, and through
improved inventory management.

Gross profit for our Services segment $26 million and $27 million for the three montheded June 30, 2001 and 2000, respectively,
and $55 million and $49 million for the six mon#sded June 30, 2001 and 2000, respectively, wiiglesents a decline of 1% and an
increase of 12%, respectively. Gross margin was &B8#8697% for the three months ended June 30, 2002@00, respectively, and 68% and
97% for the six months ended June 30, 2001 and,286fectively. The decline in service margin facte of the comparable periods in the
current year relates primarily to ongoing cost®eisded with our strategic relationship with Toysaom. Gross profit from our Services
segment largely corresponds with revenues earoad dur business-to-business strategic relationshgpwell as amounts earned through
Auctions, zShops and Payments. Included in sereieenues are equity-based service revenues ofl§8mand $20 million for the three
months ended June 30, 2001 and 2000, and $17 mdhd $37 million for the six months ended June2B0.1 and 2000. Equitjased servic
revenues are associated with private and publieréies received and amortized into results of apens.

Gross profit for our International segrineas $29 million and $16 million for the three ntmended June 30, 2001 and 2000,
respectively, and $57 million and $32 million fetsix months ended June 30, 2001 and 2000, résggctvhich represents increases of
80% and 78%, respectively. Gross margin was 23%2a#6l for the three months ended June 30, 2001 @@, 2espectively, and 22% for 1
six months ended June 30, 2001 and 2000. The seiaaur absolute gross profit dollars reflecssgmificant increase in units sold by our
www.amazon.dandwww.amazon.co.uites in comparison with the same periods in thar gear, as well as the launch of our new
www.amazon.fandwww.amazon.co.jpites during the second half of 2000.

Shipping gross loss was $2 million anighgimg gross profit was $7 million during the thmeenths ended June 30, 2001 and 2000,
respectively, and shipping gross loss was $6 miléind shipping gross profit was $7 million for $ie months ended June 30, 2001 and 2
respectively. The gross loss in shipping in theg¢month and six month periods of 2001 was dugaiit) to a higher revenue mix from ¢



business units in countries that offer free-shigpmin product lines that involve low margin shippiag well as selective free-shipping
promotions in the U.S.; well-publicized rate incses and fuel-surcharges from our major suppliersyell as costs associated with split and
long-zone shipments. We continue to measure oppsiyg results relative to their impact on our olldimancial results, and we will from
time to time continue offering shipping promotidnsour customers and may continue to experiencduting margins from shipping
activities.

We expect our overall gross margin tdeeveen 24% and 27% of net sales for the quardingrSeptember 30, 2001. However, any
such projections are subject to substantial uniceyteSee the section entitled “Additional Factdtsat May Affect Future Results.”

Fulfillment

Fulfillment costs represent those castsiired in operating and staffing our fulfillmemidacustomer service centers, including costs
attributable to receiving, inspecting and warehogsnventories; picking, packaging and preparingtamers’ orders for shipment; credit card
fees and bad debt costs; and responding to ingdioen customers. Fulfillment costs were $86 milland $88 million for the three months
ended June 30, 2001 and 2000, respectively, rapirgel3% and 15% of net sales for the correspanperiods. Fulfillment costs were $184
million and $187 million for the six months endehé 30, 2001 and 2000, respectively, represenBéty 4nd 16% of net sales for the
corresponding periods, respectively. Excludingsaé¢s from our services segment, fulfillment cospsesent 14% and 16% of net sales for
the three months ended June 30, 2001 and 200@atesgy, and 14% and 17% of net sales for thergixths ended June 30, 2001 and 2000.
We expect our fulfillment costs to further declishge to our continued efforts to improve operatiaféitiency. However, any such projectit
are subject to substantial uncertainty. See thigoseentitled “Additional Factors That May Affectiire Results.”

Marketing

Marketing expenses consist of advertisorigmotional and public relations expenditures] payroll and related expenses for personnel
engaged in marketing and selling activities. Margexpenses, net of co-operative marketing reisgments, were $35 million and $42
million, representing 5% and 7% of net sales, ierthree months ended June 30, 2001 and 2000cteshe and $71 million and $83
million, representing 5% and 7% of net sales, fier$ix months ended June 30, 2001 and 2000, résggct

Technology and Conte

Technology and content expenses consigtipally of payroll and related expenses for depeent, editorial, systems and
telecommunications operations personnel and cargsltsystems and telecommunications infrastructume costs of acquired content,
including freelance reviews. Technology and conéxptense was $65 million and $67 million for theethmonths ended June 30, 2001 and
2000, respectively, representing 10% and 12% o$alets for the corresponding periods, respectialyg, $135 million and $128 million for
the six months ended June 30, 2001 and 2000, masggcrepresenting 10% and 11% of net salesHerdorresponding periods, respectively.
The increase in absolute dollars spent duringitheenths ended June 30, 2001 primarily reflectsansgoing enhancements to the features,
content and functionality of our Web sites and $eaation-processing systems, as well as increasedtiment in systems and
telecommunications infrastructure. These increase also attributable to our new product offeringd worldwide expansions of existing
product offerings, as well as costs associated auttwww.amazon.fandwww.amazon.co.jpites, which were launched during the second
half of 2000. We expect to continue to invest icht@logy and improvements in our Web sites durivegremainder of 2001, which may
include, but is not limited to, offering additionaloduct categories to our customers, as well gangially continuing our international
expansion.

General and Administrativ

General and administrative expenses sbospayroll and related expenses for executiv@yice and administrative personnel,
recruiting, professional fees and other generglamte expenses. General and administrative expevese $23 million and $28 million for
the three months ended June 30, 2001 and 200@atesgly, representing 3% and 5% of net salesHercbrresponding periods, respectively,
and $49 million and $55 million for the six mon#rsded June 30, 2001 and 2000, respectively, raptiegel% and 5% of net sales for the
corresponding periods, respectively. The declingbisolute dollars of general and administrativeascoams primarily due to our operational
restructuring plan, which reduced the number oftwrs in finance and administrative roles and adidsited our corporate office locations.

Stocl-Based Compensatic

During the first quarter of 2001, we offd a limited non-compulsory exchange of employeeksoptions. The exchange resulted in the
voluntary cancellation of employee stock optionptochase 31 million shares of common stock wittyivg exercise prices in exchange for
12 million employee stock options with an exergisiee of $13.375. The option exchange offer resultevariable accounting treatment for,
at the time of the exchange, approximately 15 amltock options, which includes options grantedemrihe exchange offer and all options,
with a weighted average exercise price of $52Hdt, were subject to the exchange offer but wereerchhanged. Variable accounting will
continue until all options subject to variable amtting treatment are exercised, cancelled or eap#é June 30, 2001, approximately 13
million shares remain under variable accountingttmeent, which includes 12 million options grantedier the exchange offer and all other
options, with a weighted average exercise price4dt61, that were subject to the exchange offemtsue not exchanged. Variable accoun
treatment will result in unpredictable chargesredds, recorded to “Stock-based compensation,eddpnt on fluctuations in quoted prices
for our common stock.



Stock-based compensation includes stasleth charges resulting from variable accountiragrirent, option-related deferred
compensation recorded at our initial public offgrias well as certain other compensation and severarrangements. Stock-based
compensation also includes the portion of acquisitelated consideration conditioned on the comtihtenure of key employees of certain
acquired businesses, which must be classified mpensation expense rather than as a componentafgse price under accounting
principles generally accepted in the United Stefésck-based compensation was $2 million and $Bomifor the three months ended June
30, 2001 and 2000, respectively, and $5 million 22 million for the six months ended June 30, 280d 2000, respectively. The decline
stock-based compensation during the three and einthm ended June 30, 2001 resulted from the fslilvg and corresponding full
amortization of deferred stock-based compensatyoentployees associated with certain acquired bsseseand the termination of certain
acquisition-related employees prior to vestingtotk-based compensation awards, which had theteffeeducing stoclbased compensatir
in comparison with the same periods in the pri@ry8tock-based compensation related to varialdewnding treatment was $4 million for
the three months and six months ended June 30, 2001

As of June 30, 2001, the number of shafe®@mmon stock subject to vested and unvestedoseg stock options was approximately
42 million, or 12% of our outstanding common stock.

Amortization of Goodwill and Other Intangibl

Amortization of goodwill and other intabgs was $51 million and $80 million for the thn@®nths ended June 30, 2001 and 2000,
respectively, and $102 million and $163 million tbe six months ended June 30, 2001 and 2000,atsgg. During the fourth quarter of
2000, we recorded an impairment on goodwill anéoihtangibles relating to certain of our 1999 asigjions. This impairment loss reduced
our recorded basis in goodwill and other intangildlad had the effect of reducing amortization egpeaturing the three month and six month
periods ended June 30, 2001, and will continuedoice the amortization expense, relating to th@88 acquisitions, going forward. In July
2001, the Financial Accounting Standards Board SBA) issued SFAS No. 142 “Goodwill and Other Intinbg Assets” which requires use
of a nonamortization approach to account for pusedagoodwill and certain intangibles, effectiveutay 1, 2002. Under this nonamortiza
approach, goodwill and certain intangibles will betamortized into results of operations, but mdteill be reviewed for impairment and
written down and charged to results of operatiarg m the periods in which the recorded value obdwill and certain intangibles is more
than its fair value. We expect the adoption of #isounting standard will have the impact of redg@ur amortization of goodwill and
intangibles commencing January 1, 2002; howevgrairment reviews may result in future periodic eaitowns.

Restructurinrrelated and othe

Restructuring-related and other expemsges $59 million and $2 million for the three mognded June 30, 2001 and 2000,
respectively, and $173 million and $4 million fbetsix months ended June 30, 2001 and 2000, résggctn the first quarter of 2001, we
announced and began implementation of our opemdtiestructuring plan to reduce our operating ¢adteamline our organizational
structure, and consolidate certain of our fulfillhand customer service operations. As a resttiisfoperational restructuring, we recorded
restructuring and other charges of $114 millionimtythe three months ended March 31, 2001, andiaddi charges of $59 million during
the three months ended June 30, 2001. This imigativolves the reduction of employee staff by agpnately 1,300 positions throughout the
Company in managerial, professional, clerical, técdil and fulfillment roles; consolidation of oue&tle, Washington corporate office
locations; closure of our McDonough, Georgia flifiént center; seasonal operation of our Seattleshiigton fulfillment center; closure of
our customer service centers in Seattle, WashingtohThe Hague, Netherlands; and migration ofgel@ortion of our technology
infrastructure to a Linux-based operating platfowhijch entails ongoing lease obligations for tedbgyp infrastructure no longer being
utilized. Each component of the restructuring gias been substantially completed as of June 3@, 2800f June 30, 2001, 1,297 employees
had been terminated, and actual termination bengdiid were $11 million.

Costs that relate to ongoing operatiorsnat part of restructuring charges and are ratided in “Restructuring-related and othet
In accordance with EITF 96-9, “Classification of/émtory Markdowns and Other Costs Associated wigeatructuring,” all inventory
adjustments that may result from the closure os@eal operation of our fulfillment centers are sifisd in “Cost of goods sold” on the
consolidated statements of operations. As of JOn@@01, there have been no significant inventatiyedowns resulting from the
restructuring, and none are anticipated.

The charges associated with our restring were as follows (in thousands):

Three Months Ended  Six Months Ended

June 30, 2001 June 30, 2001
Asset impairment $ 7,22! $ 65,97.
Continuing lease obligatior 49,71 84,00¢
Termination benefit (327) 14,76:
Broker commissions, professional fees and othecetianeous
restructuring cos 2,03¢ 8,171
$58,65( $172,911

Asset impairments primarily relate to thesure of the McDonough, Georgia fulfillment cemthe writeeff of leasehold improvemer
in vacated corporate office space, and the othar-tbmporary decline in the fair value of asseth@Seattle, Washington fulfillment center.
For assets to be disposed of, we estimated thedhie based on expected salvage value less cost¢dl.tFor assets held for continued use



decline in fair value was measured using discouagtidnates of future cash flows. We are activegksey third-party buyers for the assets
held for disposal.

Continuing lease obligations primarilfate to heavy equipment previously used in the Mufkmh, Georgia fulfilment center, vaca
corporate office space, technology infrastructurdomger being utilized, and the unutilized portafrour back-up data center. Where
possible, we are actively seeking third-partiesub-lease abandoned equipment and facilities. Atscxpensed represent estimates of
undiscounted future cash outflows, offset by aptitéd third-party sub-leases. Amounts expensedgitine second quarter of 2001 primarily
relate to technology infrastructure no longer beititized.

Termination benefits are comprised ofesamce-related payments for all employees terminateonnection with the operational
restructuring, as well as $2.5 million of the Comypa common stock contributed to a trust fund fae benefit of terminated employees.
Termination benefits do not include any amountsefoployment-related services prior to terminat@ther restructuring costs include
professional fees, decommissioning costs of vadaiglities, broker commissions and other miscedlaus expenses directly attributable to
the restructuring.

Cash payments resulting from the restmiregy during the three months and six months eddee 30, 2001 were $11 million and $20
million, respectively. We anticipate the restrustgrcharges will result in the following net cashtftows (in thousands):

Termination
Leases Benefits Other Total

Year Ending December 3

2001 $35,67¢ $12,10¢ $4,63( $ 52,411

200z 34,05¢ 78 3,53¢ 37,67

200: 4,64: — — 4,64z

200¢ 1,58¢ — — 1,58¢

200¢ 1,56¢ — — 1,562

Thereafte 6,47: — — 6,477
Total estimated cash outflov $84,00! $12,18¢ $8,16¢ $104,35!

Loss from Operation

Our loss from operations was $140 millzom $180 million for the three months ended Juhe&2B801 and 2000, respectively, and $356
million and $378 million for the six months endadé 30, 2001 and 2000, respectively. Excludingéséructuring-related charges included
in “Restructuring-related and other,” our loss froperations would have been $81 million and $18#anifor the three months and six
months ended June 30, 2001, respectively. Exclutiegestructuring-related charges, the improvernmreaperating loss in comparison with
the prior periods was primarily due to increasegross profit dollars, declines in non-cash chagyeh as amortization of goodwill and other
intangibles, and a reduction in marketing-relategeaditures.

Net Interest Expense and Ott

Net interest expense and other, exclutidtger gains, net,” was $30 million and $26 miflitor the three months ended June 30, 2001
and 2000, respectively, and $57 million and $49iomilfor the six months ended June 30, 2001 and 2@&pectively. Interest income was
million and $10 million for the three months endkohe 30, 2001 and 2000, respectively, and $17amifind $20 million for the six months
ended June 30, 2001 and 2000, respectively. Intexpense was $35 million and $33 million for theee months ended June 30, 2001 and
2000, respectively, and $69 million and $61 millfonthe six months ended June 30, 2001 and 208&r@hcome and expense, consisting
primarily of realized gains and losses on salanafketable securities, miscellaneous operatingstare certain realized foreign-currency
related transactional gains and losses, was axpetee of $1 million and $3 million for the threemths ended June 30, 2001 and 2000,
respectively, and expenses of $5 million and $8oniffor the six months ended June 30, 2001 and 2@&pectively. Interest income relates
primarily to interest earned on fixed income se@esiand correlates with the average balance sktimovestments. The increase in interest
expense during the six month period ended Jun2Q@1, over the same period for 2000 is primarilated to our February 2000 issuance of
690 million Euros of 6.875% Convertible Subordimbaidotes due 2010 (the “PEACS”). Other componenistefest expense include our
February 1999 issuance of $1.25 billion of 4.75%wtible Subordinated Notes due 2009 (the “4.7580vertible Subordinated Notes”),
and our May 1998 issuance of approximately $32@anilgross proceeds of 10% Senior Discount Notes2008 (the “Senior Discount
Note).

Other Gains, ne

Other gains, net were recorded for theghmonths and six months ended June 30, 200leantied in net gains of $11 million and $45
million, respectively. Other gains, net consistéthe following (in thousands):

Three Months Ended  Six Months Ended
June 30, 2001 June 30, 2001

Contract termination, Kozmo.co $ — $ 22,40(



Foreigr-currency gain on PEAC 22,87¢ 68,69(
Foreign-currency losses on conversion of Euro-denated

investment (6,216 (6,21€)
Other-thar-temporary impairment losses, equity investm (4,85%) (41,02¢)
Warrant remeasurements and ol (487) 1,32¢
$11,31! $ 45,17.

Effective January 1, 2001, currency gaind losses arising from the remeasurement of H#&OS’s principal from Euros to U.S.
dollars each period are recorded to “Other gaies; ®rior to January 1, 2001, PEACS's principab@b million Euros was designated as a
hedge of an equivalent amount of Euro-denominateestments classified as available-for-sale; adnghg, currency gains and losses on the
PEACS were recorded to “Accumulated other comprsiverioss” as hedging offsets to currency gainslasses on the Euro-denominated
investments. As the hedge does not qualify for beatgrounting under the provisions of SFAS 133, cenuimg January 1, 2001, the foreign
currency change resulting from the portion of tEARS previously hedging the available-for-sale sigiess is now being recorded in the
statements of operations. During the three montdssak months ended June 30, 2001, the gain regltbm the remeasurement of the
PEACS was $23 million and $69 million, respectively

On February 5, 2001, we terminated aummercial agreement with Kozmo.com and recordednagash gain of $22 million,
representing the amount of unearned revenue assdeigth the contract. Since services had not gentperformed under the contract, no
amounts associated with this commercial agreemerg vecognized in “Net sales” during any periodtif@rmore, during 1999, we made a
cash investment of $60 million to acquire prefersaatk of Kozmo.com and accounted for our investmeder the equity method of
accounting. Pursuant to the equity method of actiognwe recorded our share of Kozmo.com losse&hwlluring 2000, reduced our basis
in the investment to zero. Accordingly, when Kozoom announced its intentions to cease operatiofgpahl12, 2001, we did not have any
further loss exposure relating to our investmeng. 88 not expect to recover any portion of our itmesit in Kozmo.com.

We also recorded impairment losses ah#son and $41 million for the three months and sionths ended June 30, 2001,
respectively, relating to other-than-temporary ohed in the fair value of Webvan Group, Inc, Sotfigltoldings, Inc.,
WeddingChannel.com, Inc. Ashford, Inc., and drugstmm, inc. These impairments were recorded teatethe investments at fair value. As
of June 30, 2001, our recorded basis in our investrim Webvan Group, Inc. was reduced to zero alswafeGroup, Inc. ceased operations
and announced their intentions to file for BankaypfThe Company does not expect to recover anygooof its investment in Webvan
Group, Inc.

No comparable amounts were recordedherajains, net during the comparable periods opthwe year.

As of June 30, 2001, our recorded baseqjuity securities was $50 million, including $h8lion classified as “Marketable securities,”
$12 million classified as “Investments in equityihmd investees,” and $25 million classified as “@thquity investments.”

Equity in Losses of Equ-Method Investee

Equity in losses of equity-method investeepresents our share of losses of companiebiainwe have investments that give us the
ability to exercise significant influence, but rmmntrol, over an investee. This is generally defiae an ownership interest of the voting stock
of the investee of between 20% and 50%, althoulgbrdactors, such as representation on our invedBmard of Directors and the impact of
commercial arrangements, are considered in detargwhether the equity method of accounting is appate. Our share of equity-method
losses was $10 million and $110 million for theesthmonths ended June 30, 2001 and 2000, respgctwel $23 million and $199 million f
the six months ended June 30, 2001 and 2000, risgcEquity-method losses reduce our underlying investmennbakauntil the recorde
basis is reduced to zero. As of June 30, 2001basis in equity-method investments was $12 millda.cash investments have been made in
equity-method investees during 2001. Accordingyequity-method losses are only recorded untiltigerlying investments are reduced to
zero, we expect, absent additional investmentsansoting stock of third parties, equity-methodsiesto continue to decline during the
remainder of 2001.

Income Taxe

We provided for an immaterial amount ofrent and deferred U.S. federal, state or for@igome taxes for the current and prior pel
We provided a full valuation allowance on our defdrtax asset, consisting primarily of net opegptosses, because of uncertainty regarding
its realization.

Pro Forma Results of Operatiol

We provide certain pro forma informati@garding our results from operations, which exetustocksased compensation, amortizai
of goodwill and other intangibles, and restructgrielated and other charges. We also provide ceptai forma information regarding our net
loss, which excludes other gains, net; equity 8sé&s of equity-method investees, net; cumulatifezedf change in accounting principle; and
amounts excluded from pro forma operating restiliés pro forma information is not presented in ademce with accounting principles
generally accepted in the United States.

Pro forma results, and certain cash fioi@rmation for the three months ended June 3012ihd 2000 were as follows (in thousar



except per share data):

Three Months Ended Three Months Ended
June 30, 2001 June 30, 2000
As Pro Forma Pro As Pro Forma Pro
Reported  Adjustments Forma Reported  Adjustments Forma
Net sales $ 667,62 $ — $667,62! $ 577,87 $ — $ 577,87t
Cost of sale: 487,90! — 487,90! 441,81: — 441,81:
Gross profit 179,72( — 179,72( 136,06 — 136,06
Operating expense
Fulfillment 85,58: — 85,58: 87,591 — 87,591
Marketing 34,65¢ — 34,65¢ 42,21¢ — 42,21¢
Technology and content 64,71( — 64,71( 67,13: — 67,13:
General and administrati 22,77¢ — 22,77¢ 28,46¢ — 28,46¢
Stock-based compensation 2,351 (2,35)) — 8,16¢ (8,16€) —
Amortization of goodwill and other intangibles 50,83( (50,83() — 80,41 (80,417) —
Restructurin-related and othe 58,65( (58,65() — 2,44¢ (2,449 —
Total operating expenses 319,56( (111,83) 207,72¢ 316,44: (91,029 225,41:
Loss from operation (139,84() 111,83: (28,009 (180,37 91,02¢ (89,349
Interest income 6,807 — 6,807 10,31« — 10,31«
Interest expense (35,149 — (35,149 (33,39) — (33,39)
Other expense, n (1,17¢) — (2,179 (3,272) — (3,272
Other gains, net 11,31¢ (11,31%) — — — —
Net interest expense and o (18,20¢) (11,31%) (29,519 (26,355 — (26,35%)
Loss before equity in losses of equity-method
investees (158,04 100,51¢ (57,529 (206,737) 91,02¢ (115,704
Equity in losses of equi-method investees, n (10,31%) 10,31¢ — (110,45)) 110,45: —
Net loss $(168,35Y) $ 110,83 $(57,52)  $(317,18) $201,48! $(115,704
Cash provided by (used in) operating activities $ 248 $ 2,48 $ (54,029 $ (54,029
Basic and diluted loss per sha $ (04) $ (016 $ (0.9) $ (0.3)
Shares used in computation of basic and dilutesl los
per share 359,75: 359,75 349,88t 349,88t

Pro forma results, and certain cash flof@rmation for the six months ended June 30, 2684 2000 were as follows (in thousands,
except per share data):

Six Months Ended Six Months Ended
June 30, 2001 June 30, 2000
As Pro Forma Pro As Pro Forma Pro
Reported Adjustments Forma Reported Adjustments Forma
Net sales $1,367,98 $ — $1,367,98 $1,151,76 $ — $1,151,76!
Cost of sale: 1,005,66- — 1,005,66: 887,56 — 887,56"
Gross profit 362,31° — 362,31 264,19t — 264,19¢
Operating expenses:
Fulfillment 183,83: — 183,83: 187,06( — 187,06(
Marketing 71,29¢ — 71,29¢ 82,86« — 82,86
Technology and content 134,99« — 134,99 128,37t — 128,37¢
General and administrati' 48,80¢ — 48,80¢ 54,51 — 54,51
Stock-based compensation 5,267 (5,267 — 21,81¢ (21,819 —
Amortization of goodwill and other
intangible: 101,66: (101,66)) — 163,36¢ (163,369) —
Restructuring-related and other 172,91( (172,910 — 4,46¢ (4,46%) —
Total operating expenses 718,76! (279,83)) 438,92 642,46 (189,65 452,81
Loss from operations (356,449 279,83¢ (76,610 (378,269 189,65« (188,61%)
Interest income 16,757 — 16,757 20,44( — 20,44(
Interest expens (68,89¢) — (68,89¢) (61,019 — (61,019
Other expense, net (5,062) — (5,062 (8,04¢€) — (8,04¢€)
Other gains, net 45,17: (45,179 — — — —
Net interest expense and o (12,029 (45,179 (57,20)) (48,62¢) — (48,629

Loss before equity in losses of equity-method
Investees (368,47 234,66t (133,81) (426,89) 189,65¢ (237,239
Equity in losses of equi-method investees, n (23,490 23,49( — (198,719 198,71¢ —



Net loss before change in accounting princ (391,96 258,15¢ (133,81) (625,609 388,37( (237,239
Cumulative effect of change in accounting

principle (10,529 10,52 — — — —
Net loss $ (402,49)  $ 268,67 $ (133,81) $ (62560) $ 388,37  $ (237,23)
Cash used in operating activities $ (404,49) $ (404,49) $ (374,40) $ (374,40)

Basic and diluted loss per share:
Prior to cumulative effect of change in

accounting principle $ (1.0) $ 03) $ (1.8) $ (0.6)
Cumulative effect of change in accounting
principle (0.09) — — —
$ (1.1) $ 03) % (1.8) $ (0.6)

Shares used in computation of basic and diluted
loss per shat 358,59! 358,59! 346,68 346,68(

We are providing pro forma results fdioimational purposes only. The pro forma resulesderived from information recorded in our
financial statements.

We expect pro forma operating lossessohlute dollars to be approximately flat to veriglsily down for the quarter ending September
30, 2001 in comparison with the quarter ended 3&001. We also expect pro forma operating m@bifity for the quarter ending
December 31, 2001. However, any such projectiogsalject to substantial uncertainty. See the@eetititled “Additional Factors That
May Affect Future Results.”

Liquidity and Capital Resources

Our cash and cash equivalents balancepd@3 million and $822 million, and our marketabéeurities balance was $146 million and
$278 million at June 30, 2001 and December 31, 2@&pectively.

Net cash provided by operating actigitieas $2 million for the three months ended Jun@801 and cash used by operating activities
for the six months ended June 30, 2001 was $4dibmilThese operating cash flows resulted fromretrloss of $168 million and $402
million for the three months and six months endeteJ30, 2001, respectively, and by net non-castgelsaand changes in operating assets
and liabilities. For the three months ended June801, net non-cash charges were $54 million &adhges in operating assets and liabilities
provided $116 million. For the six months endede]8@, 2001, net non-cash charges were $156 mibliod,cash used from changes in
operating assets and liabilities was $158 milli@ash used in operating activities was $54 millind $374 million for the three months and
six months ended June 30, 2000.

Net cash provided by investing activitreas $30 million and $74 million for the three mosmiand six months ended June 30, 2001,
respectively. For the three months and six montidee June 30, 2001, investing cash flows consistedt sales of marketable securities of
$40 million and $104 million, respectively, and ghaises of fixed assets of $10 million and $30 orillirespectively. Net cash provided by
investing activities for the six months ended JBBeg2000 was $287 million, which related primatitynet sales of marketable securities of
$399 million, offset by purchases of fixed assét$55 million and purchases of strategic investraefit$56 million.

Net cash provided by financing activitieas $4 million and $15 million for the three masiind six months ended June 30, 2001,
respectively, and related primarily to proceedsifiexercises of stock options, offset by repaymehtsng-term capital lease obligations. Net
cash provided by financing activities of $691 noiflifor the six months ended June 30, 2000 was pitintalated to our issuance of 690
million Euros of PEACS, net of financing costs.

Cash equivalents and marketable secsintere reduced by $25 million and $57 million dgrthe three months and six months ended
June 30, 2001 primarily from the impact of foregchange rate fluctuations on our Euro-denominitegistments.

As of June 30, 2001, our principal soaretliquidity consisted of $609 million of castash equivalents and marketable securities. As
of that date, our principal commitments consistelbiog-term obligations totaling $2.1 billion retat primarily to our 6.875% PEACS, 4.75%
Convertible Subordinated Notes and Senior Discblaies, as well as $0.8 billion in obligations rethto operating leases, trade payables,
and commitments for advertising and promotionar@gements.

We believe that current cash, cash edgiivs.and marketable securities balances will lfificgnt to meet our anticipated operating ¢
needs for at least the next 12 months. Includinguarts received from recent financing activities,ex@ect that our cash, cash equivalents
and marketable securities balance will be over $60lton at September 30, 2001 and approximateGillion at December 31, 2001.
However, any projections of future cash needs aisti lows are subject to substantial uncertaingg ‘Additional Factors that May Affect
Future Results.” We continually evaluate opporiesito sell additional equity or debt securitidstain credit facilities from lenders, or
restructure our long-term debt for strategic reasmmo further strengthen our financial positidhe sale of additional equity or convertible
debt securities could result in additional diluttorthe Company’s stockholders. In addition, wd,fibm time to time, consider the
acquisition of or investment in complementary basses, products, services and technologies, andgbechase and retirement of debt,
which might impact our liquidity requirements ouse us to issue additional equity or debt secarifibere can be no assurance that finai



will be available in amounts or on terms acceptables, if at all.

Strategic Alliances

In the fall of 1999, we began enteringpioommercial agreements with select strategimpastthat involve the sale of their products
and services on co-branded sections of our Welasiteell as other promotional services, such asréiding placements and customer
referrals. As compensation for the services we igmunder these agreements, we receive cash, exgdityities of these strategic partners, or
a combination of the two. In some cases, we ha@rakhde separate investments in these partnerskingncash payments in exchange for
their equity securities. We received cash paymentecorded cash receivables of $25 million and®Bon as unearned revenue for the
three months and six months ended June 30, 208{dectvely. Equity securities in the amount of $&¥usand were received during the 1
guarter of 2001 as compensation for current angdéutervices; no similar arrangements occurrechdutie second quarter of 2001. Service
revenue was $39 million and $27 million for theetamonths ended June 30, 2001 and 2000, respgctwvel $81 million and $50 million for
the six months ended June 30, 2001 and 2000, rasggcincluded in service revenues are equityeldeservice revenues of $8 million and
$20 million for the three months ended June 30,129&d 2000, respectively, and $17 million and $3¥an for the six months ended June
30, 2001 and 2000, respectively. Equity-based semgvenues result from private and public seegiteceived and amortized into results of
operations.

For equity securities of public compani@s generally determine fair value based on thategimarket price at the time we enter into
the underlying commercial agreement, and adjust suarket price appropriately if significant restions on marketability exist. Because an
observable market price does not exist for equatusties of private companies, our estimates iofi@ue of such securities are more
subjective than for the securities of public companFor significant transactions involving equagcurities in private companies, we obtain
and consider independent, third-party valuationsnetappropriate. Such valuations use a varietyathodologies to estimate fair value,
including comparing the security with securitiepoblicly traded companies in similar lines of mesis, applying price multiples to estima
future operating results for the private compamy atilizing estimated discounted cash flows fatttompany. These valuations also reduce
the otherwise fair value by a factor that is intethdo account for restrictions on control and mead#ity where appropriate. Using these
valuations and other information available to wghsas our knowledge of the industry and knowleafggpecific information about the
investee, we determine the estimated fair valud@&ecurities received.

The fair value of these securities, kxgsnet amount of cash we paid for them, is theorded as unearned revenue. Our recorded
unearned revenue resulting from these transactindsny additional proceeds received under thegeraents is recognized as revenue over
the terms (generally, one to three years) of thremercial agreements with our strategic partnerssuunt to Emerging Issues Task Force
Issue 00-8, “Accounting by a Grantee for an Eqlristrument to Be Received in Conjunction with Pdiwg Goods or Services,” we do not
adjust unearned revenue to give effect to eithenese or decrease in value of the equity secsistiesequent to their initial measurement (to
the extent that such securities are either noestibp vesting or forfeiture or, if subject to viegtor forfeiture were not received or modified
after March 16, 2000). Therefore, the value of ggsecurities recorded as unearned revenue coualthdén value significantly after the
initial measurement is made. We have in the pastaay in the future, experience losses with resjpeiovestments in strategic partners that
are not equity method investees as a result oéelijuidation of such investments at a loss owjgion for an other-thatemporary decline i
the fair value of these investments. See “Othen§aiet.” In addition, we have in the past, and mahe future, amend our agreements with
certain of our strategic partners to reduce futagh proceeds to be received by us, shorten timealeour commercial agreements, or both.
Although these amendments did not impact the amafumhearned revenue previously recorded by ugjnfiag of revenue recognition of
these recorded unearned amounts has been changmdaspond with the terms of the amended agreem€&hese amendments or future
amendments will affect the timing and amount oferayes recognized in connection with these stratetpationships.

As of June 30, 2001, our recorded basexjuity securities was $50 million, including $balion classified as “Marketable securities,”
$12 million classified as “Investments in equitythed investees,” and $25 million classified as “@thquity investments.”

“Unearned revenue” decreased from $13llomiat December 31, 2000 to $87 million at JuBe Z001. This decline in “Unearned
revenue” is primarily due to the amortization ob38illion of previously unearned revenue and thiéteaoff of $22 million of unearned
revenue due to the contract termination with Kozram, offset by the receipt of cash consideratioreoorded receivables and equity war
of $43 million and $331 thousand, respectively. Ténenue is termed “unearned” because it is redagivadvance of our performance of
certain services we have agreed to provide indhed. We have recognized revenue of $32 millioth &85 million for the three months and
six months ended June 30, 2001, respectively whatpreviously categorized as being “unearned. hHéee also recognized previously
unearned revenue of $22 million associated withté¢hmination of our commercial agreement with Koztom, which was included irCther
gains, net” on the accompanying consolidated statésof operations. Since services had not yet pedormed under the contract, no
amounts associated with the Kozmo.com commerciaesgent were previously recognized in “Net salasird) any period.

Additional Factors That May Affect Future Results

The following risk factors and other infation included in this Quarterly Report should tefully considered. The risks and
uncertainties described below are not the only omedace. Additional risks and uncertainties naggantly known to us or that we currently
deem immaterial also may impair our business openat If any of the following risks occur, our husss, financial condition, operating
results and cash flows could be materially adversélected.

We Have an Accumulated Deficit and Anticipate Ferthosse:

We have incurred significant losses siweebegan doing business. As of June 30, 2001 asteah accumulated deficit of $2.7 billi



and our stockholders’ equity was a deficit of $illon. We are incurring substantial operatingses and, notwithstanding the recent
performance of certain of our segments, we mayiroatto incur such losses for the foreseeable éutur

We Have Significant Indebtedne

As of June 30, 2001, we had indebtedaadsr senior discount notes, convertible notestalged lease obligations and other asset
financings totaling approximately $2.1 billion. Weake annual or semi-annual interest payments omttebtedness under our senior
discount notes and our two tranches of convertibtes, which are due in 2008, 2009 and 2010, réspbc We may incur substantial
additional debt in the future. Our indebtednesddtbmit our ability to: obtain necessary additidfiaancing for working capital, capital
expenditures, debt service requirements or othgrgses in the future; plan for, or react to, chariggechnology and in our business and
competition; and react in the event of an econafoignturn.

We may not be able to meet our debt sergbligations. If we are unable to generate siefficcash flow or obtain funds for required
payments, or if we fail to comply with other covatsin our indebtedness, we will be in defaultattdition, our 6.875% Convertible
Subordinated Notes due 2010, also known as “PEA&@®,denominated in Euros, not U.S. dollars, aecetthange ratio between the Euro
and the U.S. dollar is not fixed by the indentuogerning the PEACS. Therefore, fluctuations inEuweo/U.S. dollar exchange ratio may
adversely affect us. Furthermore, we have invesbade of the proceeds from the PEACS in Euro-denatméhcash equivalents and
marketable securities. Accordingly, as the Euro/d@lar exchange ratio varies, cash equivalentsnaarketable securities, when translated,
may differ materially from expectations.

We Face Intense Competiti

The e-commerce market segments in whieltempete are relatively new, rapidly evolving artdnsely competitive. In addition, the
market segments in which we participate are infgrsmmpetitive and we have many competitors inatéht industries, including the Internet
and retall industries.

Many of our current and potential conitpe$ have longer operating histories, larger cmetiobases, greater brand recognition and
significantly greater financial, marketing and othesources than we have. They may be able tos@eerchandise from vendors on more
favorable terms and may be able to adopt more agigeepricing or inventory policies. They also nieeyable to devote more resources to
technology development and marketing than us.

As these e-commerce market segmentsnuantd grow, other companies may enter into businembinations or alliances that
strengthen their competitive positions. We alsoegxphat competition in the e-commerce channeliniéinsify. As various Internet market
segments obtain large, loyal customer bases, jpanits in those segments may use their market pmaetpand into the market segments in
which we operate. In addition, new and expanded Welbnologies may increase the competitive pressameonline retailers. The nature of
the Internet as an electronic marketplace facdgatompetitive entry and comparison shopping andenes it inherently more competitive th
conventional retailing formats. This increased cetitipn may reduce our operating profits or dimin@ir market segment share.

Our Business Could Suffer if We Are UnsuccessfMlaking and Integrating Strategic Allianc

We may enter into strategic alliancedwaither companies through commercial agreemerits,\jentures, investments or business
combinations. These transactions create risks asich

. difficulty assimilating the operations, technologyd personnel of combined compan

. disruption of our ongoing business, including losnanagement focus on existing busines
. problems retaining key technical and manageriaqanel,

. additional operating losses and expenses of aahhirsinesse:

. impairment of relationships with existing employessstomers and business partners,

. fluctuations in value and losses that may arissfoar equity investment

We have recently entered into transastiorprovide portions of our e-commerce platfornthiod parties, like Toysrus.com, Inc.,
Borders Group, Inc. and America Online, Inc., aredlmay enter into similar transactions in the futimesuch transactions, we may perform
services such as offering a third party’s prodoctservices through our site, operating a websilependent ofsww.amazon.cormon behalf
of a third party and/or providing technology platfg customer service or fulfillment services foreaisting third party website. These
arrangements may initially require intense persband resource commitments by us, which may coimstin@ number of such transactions
we are able to enter into and may affect our agtiititdeliver services under the relevent agreemémesddition, we likely will not control all
aspects of the customer experience in such arragggsrwhich may harm our brand. Finally, if the dhjarty website, or product or services
offering, is not successful, we may not receiveohthe compensation we are otherwise due undeethes of the agreement.

The Seasonality of Our Business Places IncreagethSin Our Busines

We expect a disproportionate amount ofrat sales to be realized during the fourth quartteur fiscal year. If we do not sto



popular products in sufficient amounts and failteet customer demand, it could significantly impawt revenue and our future growth. If
we overstock products, we may be required to tak@fecant inventory mark-downs or write-offs, whicould reduce gross profits. A failure
to optimize inventory at our fulfillment centerslMiarm our shipping margins by requiring us to mglartial shipments from one or more
locations. In addition, we may experience a dedlineur shipping margins due to complimentary udgs split-shipments and additional
long-zone shipments necessary to ensure timelyatglfor the holiday season. If too many custonaecess our Web sites within a short
period of time due to increased holiday demandmag experience system interruptions that make oelp ¥ites unavailable or prevent us
from efficiently fulfilling orders, which may redeche volume of goods we sell and the attractivenésur products and services. In
addition, we may be unable to adequately stafffolfiiment and customer service centers duringsthpeak periods.

Our inventory balance increases substiyntn advance of the Christmas holiday. Paymémt@urchases of much of this inventory do
not occur until the first quarter of the followifigcal year. Because we are paid for sales of griogipion shipment, we anticipate an increase
in available cash in the fourth quarter of ourdisgear, followed by a decrease in the followimgtfquarter of our next fiscal year as we make
payments for inventory purchased in the immedigtedceding fiscal year.

We May Experience Significant Fluctuations in Oyge@ating Results and Rate of Grov

Due to our limited operating history ahd unpredictability of our industry, we may notdi#e to accurately forecast our net sales or
rate of growth. We base our current and future rgpdevels and our investment plans on estimatésw®e net sales and rate of growth. Our
expenses and investments are to a large exteut fi¥e may not be able to adjust our spending quildur net sales fall short of our
expectations.

In addition, our revenue growth depenaishe continued growth of demand for the produffered by us or our partners, and our
business is affected by general economic and besicenditions throughout the world. A softeninglemand, whether caused by a
weakening of the global economy in general or tife. ldconomy in particular or by changes in consymefierences, may result in decreased
revenue growth. In addition, as we grow, our furghenetration of new and existing market segmemig Ioecome more difficult. Our
historical Company-wide revenue growth may notustanable and our percentage growth rate may aeeiia the future.

Our revenues and operating results wab dluctuate for many other reasons, including:
. our ability to retain and increase sales to exjstinstomers, attract new customers and satisfguatomers demancd
. foreign currency exchange rate fluctuatic
. our ability to acquire merchandise, manage ourritmg and fulfill orders
. the introduction by our competitors of Web sitagducts or service:
. changes in usage of the Internet and online senand consumer acceptance of the Internet -commerce
. timing and costs of upgrades and developmentsrisyatems and infrastructui

. the effects of acquisitions and other business @aations, and our ability to successfully integrtitese acquisitions and business
combinations

. technical difficulties, system downtime or Interbebwnouts
. variations in the mix of products and services @lg
. variations in our level of merchandise and venétunns, ant

. disruptions in service by shipping carrie

Finally, both seasonal fluctuations itelmet usage and traditional retail seasonalitylilkedy to affect our business. Internet usage
generally slows during the summer months. Salednost all of our product groups, particularly t@sl electronics, usually increase
significantly in the fourth calendar quarter of egear.

Our Past and Planned Future Growth Will Place arffigant Strain on our Management, Operational &idancial Resource

We have rapidly and significantly expathderr operations and will endeavor to expand furtbgursue growth of our product and
service offerings and customer base. Such growltitantinue to place a significant strain on oumagement, operational and financial
resources. We also need to train and manage oupgegpbase. Our current and planned personnekragstprocedures and controls may not
be adequate to support and effectively manageuture operations. We may not be able to hire, tratain, motivate and manage required
personnel, which may limit our growth.

In addition, we may not benefit in oumee market segments from the first-to-market advgathat we experienced in the online book
channel. Our gross profits in our newer businetigiies may be lower than in our older businesvétes. In addition, we may have limited
or no experience in new product and service aii/@nd our customers may not favorably receivenewr businesses. If this were to occu
could damage our reputation and negatively impaamue growtt



The Loss of Key Senior Management Personnel Coetghtively Affect Our Busine

We depend on the continued services anfhppnance of our senior management and other &opnel, particularly Jeffrey P. Bezos,
our President, Chief Executive Officer and Chairroathe Board. We do not have “key person” lifevirence policies. The loss of any of our
executive officers or other key employees couldrhaur business.

System Interruption and the Lack of Integration &@tlundancy in Our Systems May Affect Our £

Customer access to our Web sites diredtbcts the volume of goods we sell and thus &ffear net sales. We experience occasional
system interruptions that make our Web sites utetslai or prevent us from efficiently fulfilling oedls, which may reduce our net sales and
the attractiveness of our products and service@réeent system interruptions, we continually needdd additional software and hardware;
upgrade our systems and network infrastructuretommodate both increased traffic on our Web sitesincreased sales volume; and
integrate our systems.

Our computer and communications systemdsoperations could be damaged or interruptedrby fiood, power loss,
telecommunications failure, break-ins, earthquaigsamilar events. We do not have backup systenasformal disaster recovery plan, and
we may have inadequate insurance coverage or msailamits to compensate us for losses from a maferruption. Computer viruses,
physical or electronic break-ins and similar disips could cause system interruptions, delays@sglof critical data and could prevent us
from providing services and accepting and fulfdlioustomer orders. If this were to occur, it codédanage our reputation.

We May Not Be Successful in Our Efforts to Expatal International Market Segmer

We plan, over time, to expand our reacimiernational market segments. We have relatilittly experience in purchasing, marketing
and distributing products or services for thesekeiasegments and may not benefit from any firstatrket advantages. It will be costly to
establish international facilities and operatiggremote our brand internationally, and develop liaed Web sites and stores and other
systems. We may not succeed in these efforts. @usales from international market segments mayfisét the expense of establishing and
maintaining the related operations and, therefbiese operations may never be profitable.

Our international sales and related dpEra are subject to a number of risks inhererseifing abroad, including, but not limited to,
risks with respect to:

. currency exchange rate fluctuatio
. local economic and political conditior

. restrictive governmental actions (such as tradéeption measures, including export duties and quatal custom duties and

tariffs),
. import or export licensing requiremen
. limitations on the repatriation of func

. difficulty in obtaining distribution and suppo

. nationalization

. longer payment cycle

. consumer protection laws and restrictions on pgi@ndiscounts

. lower level of adoption or use of the Internet atioker technologies vital to our business, and dlok bf appropriate infrastructure
to support widespread Internet use

. lower level of credit card usage and increased paymsk,

. difficulty in developing employees and simultandgusanaging a larger number of unique foreign ofi@na as a result of
distance, language and cultural differen:

. laws and policies of the U.S. affecting trade, ignenvestment and loans, a

o tax and other laws

As the international e-commerce chanpatiaues to grow, competition will likely intensifizocal companies may have a substantial
competitive advantage because of their greaterrstadaling of, and focus on, the local customeweabas their more established local brand
name recognition. In addition, governments in fgngurisdictions may regulate e-commerce or otimdine services in such areas as content,
privacy, network security, copyright, encryptioaxation or distribution. We may not be able to hirain, retain, motivate and manage
required personnel, which may limit our growthterrnational market segments.



Our Strategic Partner Program Subjects Us to a Nemdf Risks

Beginning in the fall of 1999, we entefeth agreements with selected companies that weebthe sale of products and services by
these companies on co-branded sections of the Amamo Web site and other promotional services, sischdvertising placements and
customer referrals. In exchange for the servicepnoeide under these agreements, we receive cgshly securities of these companies, or a
combination of the two. In some cases, we haveraksbe separate investments in a strategic paryneraking a cash payment in exchange
for equity securities of that partner. As partlatprogram, we may in the future enter into adddi agreements with existing strategic
partners or new ones and may also make additiomaktments. To the extent we have received egedyrities as compensation, fluctuatic
in the value of such securities will impact outiratite realization of cash value either positivalynegatively.

We hold several investments in third ieartprimarily investments in our strategic parsnéhnat are accounted for using the equity
method. Under the equity method, we are requireddord our ownership percentage of the incomess bf these companies as being
income or loss for us. We record these amountsrgiiyw@ne month in arrears for private companied timee months in arrears for public
companies. One of our equity-method investees,stioug.com, is a public company and three otherpravate companies. The companies in
which we have equity method investments are engegéhed Internet and e-commerce industries, aehlito experience large losses for the
foreseeable future and may or may not be ultimagetcessful. While the future losses we will recander the equity method are limited to
the amount of our investment, we expect to recduditmnal equity method losses in the future. Qestments in equity securities that are
not accounted for under the equity method are deduin “Marketable securities” and “Other equityéstments” on our balance sheet.

We regularly review all of our investni@m public and private companies for other-theamjporary declines in fair value. When we
determine that the decline in fair value of an siwgent below our accounting basis is other-tharptaary, we reduce the carrying value of
the securities we hold and record a loss in theuarnof any such decline. During the previous 12 theywe determined that the declines in
value of several of our investments in our stratggirtners were other-than-temporary, and we reazednosses totaling $230 million
(consisting of $34 million in the third quarter 2300, $155 million in the fourth quarter of 20086%million in the first quarter of 2001 and
million in the second quarter of 2001) to recorelsh investments at their then current fair valneddition, three of our strategic partners in
which we also had an investment have declared batdyr or liquidated.

We had net unrealized losses of $1 nnilbo available-foisale equity securities included in accumulatedrotbenprehensive loss as
June 30, 2001, and have recorded equigthod losses of $23 million for the six monthseshdune 30, 2001. In recent quarters, compan|
the Internet and e-commerce industries have exparéesignificant difficulties, including difficults in raising capital to fund expansion or to
continue operations. Because the companies in wirchave investments are part of the Internet acmhemerce industries, we may
conclude in future quarters that the fair valuestbkr of these investments have experienced an-ttan-temporary decline. In addition, if
our strategic partners experience such difficulties may not receive the consideration owed tonaksthe value of our investment may
become worthless. As agreements with strategianeesrtexpire or otherwise terminate, we may be @n@btenew or replace these agreenr
on terms that are as favorable to us.

During 2000 and 2001, we amended sewedralir agreements with certain of our strategidrpas that reduced future cash proceeds to
be received by us, shortened the term of our corialexgreements, or both. We may, in the futurégreinto further amendments of our
commercial agreements. Although these amendmethisadiimpact the amount of unearned revenue prsiigacorded by us, the timing of
revenue recognition of these recorded unearned atdias been changed to correspond with the teffithe amended agreements.

We Face Significant Inventory Risk Arising Out bB@ges in Consumer Demand and Product Cy

We are exposed to significant inventasis as a result of seasonality, new product laesctapid changes in product cycles and
changes in consumer tastes with respect to ounptsdin order to be successful, we must accuratelglict these trends and avoid
overstocking or understocking products. Demangfoducts, however, can change significantly betwbentiime inventory is ordered and
date of sale. In addition, when we begin sellimgea product, it is particularly difficult to foresgproduct demand accurately. A failure to
optimize inventory will harm our shipping marging tequiring us to make split shipments from onenore locations, complementary
upgrades, and additional long-zone shipments nagess ensure timely delivery. As a result of ogreements with Toysrus.com and
Babysrus.com, Toysrus.com will identify, buy, maeagd bear the financial risk of inventory for teebranded toy and video games store
and Babysrus.com will identify, buy, manage and ltlea financial risk of inventory for the co-brandeaby products store. As a result, if
Toysrus.com or Babysrus.com fails to forecast pcodemand or optimize inventory, we would receieéuced service fees under the
agreements and our business and reputation couidrbged.

The acquisition of certain types of intaey, or inventory from certain sources, may reguiignificant lead-time and prepayment, and
such inventory may not be returnable. We carryoathiselection and significant inventory levels eftain products, such as consumer
electronics, and we may be unable to sell prodadcsfficient quantities or during the relevantisgl seasons.

Any one of the factors set forth aboveymejuire us to mark down or write off inventory.

If We Do Not Successfully Optimize and Operate Ruliillment Centers, Our Business Could Be Harr

If we do not successfully operate oufilfmient centers, it could significantly limit owbility to meet customer demand. Most of our
fulfillment centers are highly automated, and weehhad limited experience with automated fulfillmheanters. Because it is difficult to
predict sales increases, we may not manage olitizcin an optimal way, which may result in exed@sventory, warehousing, fulfillment a
distribution capacity. In January 2001, we annodrmér decision to close our fulfillment center ic®bnough, Georgia and operate our
fulfillment center in Seattle, Washington on a sead basis



We May Not Be Able to Adequately Protect Our lattillal Property Rights or May Be Accused of Infiniggntellectual Property Rights
of Third Parties

We regard our trademarks, service manigyrights, patents, trade dress, trade secraipriptary technology and similar intellectual
property as critical to our success, and we relyratemark, copyright and patent law, trade sgmatection and confidentiality and/or licet
agreements with our employees, customers, paramersthers to protect our proprietary rights. Bffectrademark, service mark, copyright,
patent and trade secret protection may not beablaiin every country in which our products and/iees are made available online. We also
may not be able to acquire or maintain appropdat@ain names in all countries in which we do bussn&urthermore, regulations governing
domain names may not protect our trademarks anithsiproprietary rights. We may be unable to prevbird parties from acquiring domain
names that are similar to, infringe upon or dintirtise value of our trademarks and other proprietafyts. The protection of our intellectual
property may require the expenditure of significimancial and managerial resources.

Third parties that license our proprigtaghts may take actions that diminish the valtiewr proprietary rights or reputation. In
addition, the steps we take to protect our progrjetights may not be adequate and third partiesinfenge or misappropriate our
copyrights, trademarks, trade dress, patents anithsiproprietary rights. Other parties may claimattwe infringed their proprietary rights.
We have been subject to claims, and expect tormoatio be subject to legal proceedings and claieggrding alleged infringement by us of
the trademarks and other intellectual propertytsgt third parties. Such claims, whether or notitagous, may result in the expenditure of
significant financial and managerial resourcegjnnfions against us or the imposition of damagasule must pay. We may need to obtain
licenses from third parties who allege that we hafrénged their rights, but such licenses may Im@tvailable on terms acceptable to us, or at
all.

We Have a Limited Operating History and Our Stodkd?ls Highly Volatile

We have a relatively short operatingdrgtand, as an e-commerce company, we have ayapidlving and unpredictable business
model. The trading price of our common stock flates significantly. Trading prices of our commancktmay fluctuate in response to a
number of events and factors, such as:

. changes in interest rates or other general econconiditions,

. conditions or trends in the Internet and t-commerce industry

. fluctuations in the stock market in general andkegprices for Intern-related companies in particul
. quarterly variations in operating resu

. new products, services, innovations and strategieldpments by our competitors or us, or businestiations and investments
by our competitors or u

. changes in financial estimates by us or securiedysts and recommendations by securities ana
. changes in Internet regulatic

. changes in capital structure, including issuancadalitional debt or equity to the publ

. additions or departures of key person

. corporate restructurings, including layoffs or class of facilities

. changes in the valuation methodology of, or peruioe by, other-commerce companies, a

. news and securities analyst reports and rumorsnglt general business or Internet trends oresisting or future products or
services

Any of these events may cause our stoicle fpo rise or fall, and may adversely affect business and financing opportunities.

In conjunction with the current tight tatmarket, the recent volatility in our stock primauld force us to increase our cash
compensation to employees or grant larger stodeoptvards than we have historically, which couldtlour operating results, or reduce the
percentage ownership of our existing stockholdargoth. In the first quarter of 2001, we offerelihaited non-compulsory exchange of
employee stock options. This option exchange afiéresult in variable accounting treatment fooak options representing, at June 30,
2001, approximately 13 million shares of the Conymnommon stock. Variable accounting treatment sgult in unpredictable stodkasec
compensation dependent on fluctuations in quoteggifor the Company’s common stock.

Government Regulation of the Internet ar-commerce Is Evolving and Unfavorable Changes Cbialdn our Busines

We are subject to general business régaokand laws, as well as regulations and lawsiBipally governing the Internet and e-
commerce. Such existing and future laws and reiguisimay impede the growth of the Internet or othrdine services. These regulations
may cover taxation, user privacy, pricing, conteopyrights, distribution, electronic contractsnsaomer protection, and characteristics and
quality of products and services. It is not cleawlexisting laws governing issues such as progmutyership, sales and other taxes, libel



personal privacy apply to the Internet and e-conemddnfavorable resolution of these issues may lmambusiness. In addition, many
jurisdictions currently regulai“auctions” and “auctioneers” and may regulate amBiniction services. Jurisdictions may also regulate
consumer-to-consumer fixed price online markeke, #Shops. This could, in turn, diminish the demfmmaur products and services and
increase our cost of doing business.

If We Are Required to Collect Taxes in Additionafisdictions on the Products We Sell, We May Bgestibo Liability for Past Sales ar
Our Future Sales May Decrea

In accordance with current industry picctwe do not collect sales taxes or other tax#s spect to shipments of goods into states
other than Washington. We collect Value Added TaX/AT, for products that are ordered www.amazon.co.uk, www.amazorae
www.amazon.fand that are shipped into European Union membartdes. We also collect Japanese consumption tapréaucts that are
ordered orwww.amazon.co.jand that are shipped into Japan. Our fulfilmemteeand customer service center networks, andutoge
expansion of those networks, along with other aspafoour evolving business, may result in add#iosales and other tax obligations. One or
more states or foreign countries may seek to impakes or other tax collection obligations on ofdjuoisdiction companies which engage in
e-commerce. A successful assertion by one or matessor foreign countries that we should colled¢s or other taxes on the sale of
merchandise could result in substantial tax litibgifor past sales, decrease our ability to compéth traditional retailers and otherwise hi
our business.

Recent federal legislation limits the msjiion of U.S. state and local taxes on Intereddted sales. In 1998, Congress passed the
Internet Tax Freedom Act, which places a three-yearatorium on state and local taxes on Interne¢s& unless such tax was already
imposed prior to October 1, 1998, and on discrit@inataxes on e-commerce. There is a possibilidy €@ongress may not renew this
legislation in 2001. If Congress chooses not t@vethis legislation, U.S. state and local governim@rould be free to impose new taxes on
electronically purchased goods. The impositiorages on goods sold over the Internet by U.S. staddocal governments would create
administrative burdens for us and could decreaséuture sales.

Various countries are currently evalugtimeir VAT positions on e-commerce transactiohs possible that future VAT legislation in
these and other countries or changes to our bissmedel may result in additional VAT collection igfaltions and administrative burdens.

We Source a Significant Portion of Our Inventognfra Few Vendor

Although we continue to increase our difgurchasing from manufacturers, we still soursgyaificant amount of inventory from
relatively few vendors. During 2000, approximat2ipo of all inventory purchases were made from timegr vendors, of which Ingram
Book Group accounts for over 10%. We do not hangterm contracts or arrangements with most of oudeesnto guarantee the availabi
of merchandise, particular payment terms or theresibn of credit limits. Our current vendors magpsselling merchandise to us on
acceptable terms. If that were the case, we mapaable to acquire merchandise from other suggpiea timely and efficient manner and
acceptable terms.

We May Be Subject to Product Liability Claims ibpke or Property Are Harmed by the Products We

Some of our products, such as toys, (daledware, cell phones and kitchen and housewarkipts, may expose us to product liability
claims relating to personal injury, death or préypelamage caused by such products, and may reguie@take actions such as product
recalls. Our strategic partners also may sell prtithat may indirectly increase our exposure talpct liability claims. Although we
maintain liability insurance, we cannot be certhiat our coverage will be adequate for liabiliteesually incurred or that insurance will
continue to be available to us on economicallyoaable terms, or at all. In addition, some of cemdor agreements with our suppliers do not
indemnify us from product liability.

We Could Be Liable for Breaches of Security on @eb Site and Fraudulent Activities of Users of @orazon Payments Progre

A fundamental requirement for e-commaesdbie secure transmission of confidential infoimrabver public networks. Although we
have developed systems and processes to prevedufeat credit card transactions and other sechraggches, failure to mitigate such fraud
or breaches may impact our financial results.

The law relating to the liability of priolers of online payment services is currently uthsgt \We guarantee payments made through
Amazon Payments up to certain limits for both bayard sellers, and we may be unable to prevens o&mazon Payments from
fraudulently receiving goods when payment may mobitade to a seller or fraudulently collecting pagtaavhen goods may not be shippe
a buyer. Our liability risk will increase as a lardraction of our sellers use Amazon Payments. éasts we incur as a result of liability
because of our guarantee of payments made throagzén Payments or otherwise could harm our busihessldition, the functionality of
Amazon Payments depends on certain third-party asnadelivering services. If these vendors are wabunwilling to provide services,
Amazon Payments will not be viable (and our busiaseghat use Amazon Payments may not be viable).

We May Not Be Able to Adapt Quickly Enough to Cirap@ustomer Requirements and Industry Stand

Technology in the e-commerce industryngfes rapidly. We may not be able to adapt quicklyugh to changing customer
requirements and preferences and industry standaaaspetitors often introduce new products andiseswvith new technologies. These
changes and the emergence of new industry standadigractices could render our existing Web sitesproprietary technology obsole



The Internet as a Medium for Commerce Is a Reckah&menol

Consumer use of the Internet as a mefiimroommerce is a recent phenomenon and is sulgiechigh level of uncertainty. While the
number of Internet users has been rising, theriaténfrastructure may not expand fast enough tetrtie increased levels of demand. If use
of the Internet as a medium for commerce does otirtue to grow or grows at a slower rate than atecgate, our sales would be lower tl
expected and our business would be harmed.

We Could Be Liable for Unlawful or Fraudulent Adiies by Users of Our Marketplace, Auctions andagfShService

We may be unable to prevent users offanazon Marketplace, Auctions and zShops serviaas Belling unlawful goods, or from
selling goods in an unlawful manner. We may faed or criminal liability for unlawful and fraudul@ activities by our users. Any costs we
incur as a result of liability relating to the safieunlawful goods, the unlawful sale of goods, ftaeidulent receipt of goods or the fraudulent
collection of payments could harm our business.

In running our Amazon Marketplace, Aunosaand zShops services, we rely on sellers of gtmodwke accurate representations and
provide reliable delivery, and on buyers to paydgesed purchase price. We do not take respongifili delivery of payment or goods and
while we can suspend or terminate the accountserfsuvho fail to fulfill their delivery obligatiort® other users, we cannot require users to
make payments or deliver goods. We do not compensars who believe they have been defrauded ley ofiers except through our
guarantee program. Under the guarantee prograngulant activities by our users, such as the friamueceipt of goods and the fraudulent
collection of payments, may create liability for Usaddition, we are aware that governmental aigsrare currently investigating the conduct
of online auctions and could require changes inmtag we conduct this business.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURE OF MARKET RISK

We are exposed to market risk for theaotf interest rate changes, foreign currencytdilations and changes in the market values of
our investments. As a matter of policy, we do ndeeinto derivative transactions for trading oesplative purposes.

Information relating to quantitative amailitative disclosure about market risk is setifdrelow and in “Management’s Discussion and
Analysis of Financial Condition and Results of Gaems—Liquidity and Capital Resources.”

Interest Rate Ris

Our exposure to market risk for changeisterest rates relates primarily to our investmgmntfolio and our long-term debt. All of our
cash equivalent and marketable fixed income seesiid@ire designated as available for sale and, diogy, are presented at fair value on our
balance sheets. We generally invest our excessit#shated or higher short- to intermediate-teireél income securities and money market
mutual funds. Fixed rate securities may have tlagirmarket value adversely impacted due to airiseterest rates, and we may suffer losses
in principal if forced to sell securities that haleclined in market value due to changes in inteedss.

Foreign Currency Exchange Rate R

For the full year 2000 and the three sindnonths ended June 30, 2001, net sales frormtarnationally-focused Web sites
( www.amazon.co.uk, www.amazon.de, www.amazandmwww.amazon.co.jpaccounted for 14% and 19% of consolidated revenue
respectively. Net sales generated from these Wes, sis well as most of the related expenses extuare denominated in the functional
currencies of the Web sites. Accordingly, the fiox@l currency of our subsidiaries that operatsdhé/eb sites is the same as the functional
currency of the Web sites. In addition, our foresgibsidiaries that support these Web sites useltiezil currencies as their functional
currencies. Results of operations from our foreigbsidiaries and our subsidiaries that operaténdeimationally-focused Web sites are
exposed to foreign currency exchange rate fluginatas the financial results of these subsidianiedranslated into U.S. dollars upon
consolidation. As exchange rates vary, net saldo#rer operating results, when translated, mefgrdihaterially from expectations. The
effect of foreign currency exchange rate fluctuadifor the year ended December 31, 2000, and sithm@nded June 30, 2001 was not
material.

At June 30, 2001, we were also exposddriagn currency risk related to our PEACS anddmidenominated cash equivalents and
marketable securities (“Euro investments”). The BBfhave an outstanding principal balance of 690aniEuros ($585 million, based on
the exchange rate as of June 30, 2001), and oariEvestments, classified as available-for-sald, a@alance of 570 million Euros ($483
million, based on the exchange rate as of Jun@@M). Debt principal of 615 million Euros is reraeeed each period, which results in
currency gains or losses that are recorded in “Qjhms, net.” As the Euro/U.S. dollar exchangenraéries, the value of our Euro
investments, when translated, will fluctuate. Wedeethe exchange rate risk on debt principal ainilbon Euros and a portion of the interest
payments using a cross-currency swap agreemenerlingl swap agreement, we agreed to pay at inceptid receive upon maturity 75
million Euros in exchange for receiving at inceptend paying at maturity $67 million. In additiame agreed to receive in February of each
year 27 million Euros for interest payments on &8llion Euros of the PEACS and, simultaneouslyp&y $32 million. This agreement
cancelable, in whole or in part, at our option@tnst on or after February 20, 2003 if our comrstmek price (converted into Euros) is
greater than or equal to 84.883 Euros, the minirnanversion price of the PEACS. We account for thepsagreement as a cash flow hedge
of the risk of exchange rate fluctuations on thietgeincipal and interest. Gains and losses orsiap agreement are initially recorded in
“Accumulated other comprehensive ” and recognized in results of operations upon tbegeition of the corresponding currency losses



gains on the remeasurement of the PEACS.

Investment Ris

As of June 30, 2001, our basis in egsétgurities of other companies was $50 million,udaig $13 million classified as “Marketable
securities,” $12 million classified as “Investmemsequity-method investees,” and $25 million cifisd as “Other equity investments.” We
invest in both private and public companies, inglgdour business partners, primarily for stratggicposes. At June 30, 2001, our
investments in securities of publicly-held companieas $25 million, and our investments in secugitieprivately-held companies was $25
million. We have also received securities from saheur strategic partners in exchange for servzesided by us to those partners. These
investments are accounted for under the equity odefithey give us the ability to exercise sigrdfint influence, but not control, over an
investee. Some of our cost-method investmentsgpeivate companies and are accounted for at casbthers are in public companies and
are accounted for as available-for-sale securdiesrecorded at fair value. We regularly reviewdhgeying value of our investments and
identify and record losses when events and circamesss indicate that such declines in the fair vafimich assets below our accounting basis
are other-than-temporary. During the three montttssix months ended June 30, 2001, we recordedasimimpairment losses totaling $5
million and $41 million, respectively, to write-doveeveral of our equity securities to fair valud. oA these investments are in companies
involved in the Internet and e-commerce industaied their fair values are subject to significantfuations due to volatility of the stock
market and changes in general economic conditions.

PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

During the first quarter of 200Bupnick v. Amazon.com and Alexa Intearet four similar class action complaints were fitgginst u
and our wholly owned subsidiary, Alexa InterneteTdomplaints, which were consolidated in the Uniéates District Court for the Western
District of Washington, alleged that Alexa Interadtacking and storage of Internet Web usage patiated federal and state statutes
prohibiting computer fraud, unfair competition, amtauthorized interception of private electronimoounications, as well as common law
proscriptions against trespass and invasion obpyivOn or about April 20, 2001, the Court preliarity approved a settlement of the
consolidated class action. The settlement is stitgeinal approval by the Court.

As previously reported, the Company feeeived informal inquiries from the Securities &@hange Commission Staff (“SEC Staff")
with respect to accounting treatment and disclastoesome of our initial strategic partner trangas and has been cooperating with the
SEC Staff in responding to those inquiries. The @any has reviewed its accounting treatment fotrdmesactions with the Company’s
independent auditors and the SEC Staff, and baligseccounting treatment and disclosures wereogpigte.

On April 12, 2001, the Company receiveéguest from the SEC Staff for the voluntary pictthn of documents and information
concerning, among other things, previously repostads of the Company’s common stock by JeffreyoBem February 2 and 5, 2001. The
Company is cooperating with the SEC Staff’s cortigunquiry.

A number of purported class action conmpéawere filed by holders of Amazon.com equity aetht securities against the Company, its
directors and certain of its senior officers durihg six months ended June 30, 2001, in the UrStatks District Court for the Western
District of Washington, alleging that the defendamiade false and misleading statements regardn@admpany’s financial and accounting
disclosures in 2000 and early 2001, including disates regarding some of the Company’s strategtogratransactions. The complaints
further allege that the defendants’ conduct vialagecurities laws and seek compensatory damagesjandtive relief against all defendants.
The Company disputes the allegations of wrongdoirtgese complaints and intends to vigorously defiéself in these matters.

Depending on the amount and the timimgyfavorable resolution of some or all of thesétena could materially affect our business,
future results of operations, financial positiorcash flows in a particular period.

From time to time, we are subject to otbgal proceedings and claims in the ordinary sewf business, including claims of alleged
infringement of trademarks, copyrights, patents ather intellectual property rights. We currenthg aot aware of any such legal proceedi

or claims that we believe will have, individually io the aggregate, a material adverse effect orbuosiness, prospects, financial condition or
operating results.

ITEM 2. CHANGES IN SECURITIES AND USE OF PROCEEDS

None.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES

None.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

The Compar's annual meeting of stockholders was held on May@a0.



The following nominees were elected iasators, each to hold office until his or her segsor is elected and qualified, by the vote set
forth below:

Nominee For Withheld

Jeffrey P. Bezo 299,966,27 1,866,09.
Tom A. Alberg 299,988,07 1,844,29
Scott D. Cook 299,996,97 1,835,39.
L. John Doer 299,975,89 1,856,47
Patricia Q. Stonesife 300,200,79 1,631,57

ITEM5. OTHER INFORMATION

None.

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K
(a) Exhibits

Exhibit
Number Title

3.1 Restated Certificate of Incorporation of the Compéncorporated by reference to the Company’s
Quarterly Report on Form -Q for the Quarterly Period ended March 31, 2(

3.2 Restated Bylaws of the Company (incorporated bgresfce to the Company’s Current Report on
Form &K dated February 28, 200

10.1 Common Stock Purchase Agreement, dated July 23, 2@dween Amazon.com, Inc. and America
Online, Inc.

12.1 Computation of Ratio of Earnings to Fixed Char
99.1 Press Release Dated July 23, 2001 Announcing thgp@oy's Second Quarter Financial Resi

99.2 Press Release Dated July 23, 2001 Announcing thgp@oy’s Strategic Alliance with America
Online, Inc.

(b) Reports on Form 8-K

None.

SIGNATURES

Pursuant to the requirements of the SiesiExchange Act of 1934, the Registrant has dalysed this report to be signed on its behalf
by the undersigned, thereunto duly authorized.
A MAZON . coMm, | NC. (Registrant

Dated: July 23, 2001
/s/  WARRENC. JENSON

By:
Warren C. Jenson
Senior Vice President, and Chief Financial OfficePrincipal Financial and
Accounting Officer)
EXHIBIT INDEX
Exhibit
Number Title

3.1 Restated Certificate of Incorporation of the Compg@ncorporated by reference to the Company’s
Quarterly Report on Form -Q for the Quarterly Period ended March 31, 2(

3.2 Restated Bylaws of the Company (incorporated bgresfce to the Company’s Current Report on
Form ¢-K dated February 28, 200



10.1 Common Stock Purchase Agreement, dated July 23, 2@dween Amazon.com, Inc. and America
Online, Inc.

12.1 Computation of Ratio of Earnings to Fixed Char
99.1 Press Release Dated July 23, 2001 Announcing thgp@oy's Second Quarter Financial Resi

99.Z2 Press Release Dated July 23, 2001 Announcing thgp@noy’s Strategic Alliance with America
Online, Inc.

EXHIBIT 10.1

COMMON STOCK PURCHASE AGREEMENT

T HIS C OMMON S TOCK P URCHASE A GREEMENT (the “ Agreement) is made as of the 23rd day of July, 2001 by beitveel
Amazon.com, Inc., a Delaware corporation (the “ @any”), and America Online, Inc., a Delaware corponat{the “ Purchase?).

W HEREAS , the Company desires to issue, and the Purchasee tieacquire, stock of the Company as hereinriesg, on the terms
and conditions hereinafter set forth; and

W HEREAS , the Company and the Purchaser have entered irtdofaentiality agreement dated June 4, 1997 (tBefifidentiality
Agreement and, together with this Agreement, the “ TrangatDocuments).

N OW, T HEREFORE , I T | S A GREED between the parties as follows:
1. Purchase and Sale of Shares.

(a) On the terms and subject to the conditions contblirezein, the Purchaser hereby agrees to purct@selie Company, and the
Company hereby agrees to sell to the Purchaseanfaggregate purchase price of One Hundred Millioltars ($100,000,000) (the “
Purchase Amourt), 6,543,646 shares (the “ Initial Sharg®f common stock of the Company, par value $(qt@& “ Common StocK),
which number was determined by dividing (i) thedhaise Amount by (ii) $15.282 and rounding to tharest whole share. The closing of the
purchase of the Initial Shares hereunder (the $i@tp"), including payment of the Purchase Amount fod aelivery of the Initial Shares,
shall occur at the offices of the Company concurvéth the execution of this Agreement and upongatisfaction or waiver of the conditions
contained in Section 5.

(b) If the average last sale price of the Common Stocthe Nasdag National Market System (" Nasfia reported on nasdag.com
for the five full trading days following the annazement of the Company's financial results of opematfor the period ended June 30, 2001
(the " Five Day Averags) is less than $15.282, then on the second busiteg following the end of such five-day period tompany shall
deliver to the Purchaser a number of shares of Gammatock (rounded to the nearest whole share) equhé difference between (i) the
number of shares of Common Stock determined byliligithe Purchase Amount by the Five Day Averagk(dn6,543,646 (the “
Subsequent Sharésind, together with Initial Shares, the “ ShaleAny Subsequent Shares delivered shall be regidgtwith the SEC as
contemplated by Section 2(k), accepted for inclusiod quotation on Nasdaq and delivered in accomlauith Section 5(c)(iv).

2. Company Representations and WarrantiesThe Company hereby represents and warrants toutteh&ser the following:

(a) Each of the Company and its material subsidiai)a@s & corporation duly organized, validly exigtiand in good standing under-
laws of the state of its respective jurisdictioriraforporation, (ii) has full corporate power andteority to conduct its business as

presently conducted and as proposed to be condbgti#dnd to own, lease and to operate its pragsedind to enter into, deliver and perform
its obligations set forth in this Agreement anataory out the transactions contemplated hereby(i@ha duly qualified and in good standing
as a foreign corporation authorized to do busimessich jurisdiction in which the nature of its Ing&ss or its ownership or leasing of property
requires such qualification, except with respeatlawse (iii) and with respect to clauses (i) adr(sofar as they relate to subsidiaries, where
the failure to be so qualified or in good standilogs not and would not reasonably be expectedstdtii@ a material adverse effect on (x) the
business, condition (financial or otherwise), resof operations, assets, liabilities or propertiethe Company and its subsidiaries, taken as &
whole, or (y) on the timely consummation of thengactions contemplated hereby (a “ Material Advé&fect”).

(b) As of July 15, 2001 the authorized capital stockhef Company consisted of (i) 5,000,000,000 shaff@€mmon Stock, of which
362,736,950 shares were issued and outstandiniglasydl5, 2001, and (ii) 500,000,000 shares ofgrred stock, $0.01 par value per share,
which may be issued from time to time in one or engeries, of which no shares were issued and adistpas of July 15, 2001. All of the
outstanding shares of Common Stock have been dtiyazed and validly issued and are fully paid andassessable and were not issued in
violation of any preemptive or similar rights. ABJuly 15, 2001, 41,747,931 shares of Common Stgetle reserved for issuance to
employees pursuant to outstanding stock optionsttg Company's stock option plans and 24,164shéfes of Common Stock were
issuable upon or otherwise deliverable in conneatich the conversion of outstanding securities #ra convertible into Common Stock and
the exercise of outstanding warrants. Between I8)\2001 and the date hereof, no shares of the @ay' s capital stock were issued otl



than pursuant to stock options and warrants alr@adyistence on such date. Between July 15, 2@@lte date hereof, no stock options,
warrants or other securities convertible into cgreisable for shares of Common Stock were issugplastted, except for grants of stock
options to employees, officers and directors indidinary course of business.

(c) The issuance, sale and delivery of the Sharescordance with this Agreement have been duly autedrby all necessary corporate
action on the part of the Company. The Shares, wd®rmed, sold and delivered against payment themefaccordance with this Agreement,
will be, free and clear of all liens and other emtwances (except as imposed pursuant to this Agneean otherwise imposed by the
Purchaser), duly and validly issued, fully paid ah-assessable and free from any preemptive rights

(d) Neither the Company nor any of its material sulagids is, nor after giving effect to the consumuoratf the transactions
contemplated hereby will be, (i) in violation of iCertificate of Incorporation or Bylaws (each asaded to the date hereof), (ii) in default
under the terms of any bond, debenture, note, indenmortgage, deed of trust or other agreemeimstrument to which it is a party or by
which it is bound or to which any of its propertissubject or (iii) in violation of any local, $¢aor federal law, statute, ordinance, rule,
regulation, requirement, judgment or court decreerder applicable to the Company or any of itseriat subsidiaries or any of their asset
properties other than, in the case of clauseautii) (i) and with respect to clause (i) insofaitaglates to subsidiaries, any default or viaa
that would not reasonably be expected to resiMaterial Adverse Effect. To the knowledge of then@pany, except as disclosed in the SEC
Documents (as hereinafter defined), there exists no

condition that, with notice, the passage of timetherwise, would constitute any such default otation, except as would not reasonably be
expected to result in a Material Adverse Effect.

(e) The execution, delivery and performance by the Caomgpf this Agreement have been duly authorizedlbyecessary corporate
action. This Agreement has been duly executed afidetled by the Company and constitutes a validkanding obligation of the Company
enforceable in accordance with its terms, sube¢i the effect of any bankruptcy or similar laaféecting creditors’ rights generally and (ii)
general principles of equity, regardless of whetharatter is considered in a proceeding in equigtdaw. The execution of, and
consummation of the transactions contemplatedHiy Agreement and compliance with its provisiongh®y Company will not violate,
conflict with or result in any breach of any of tleems, conditions or provisions of, or constitatéefault under (or with notice or the lapse of
time or both, would constitute a default), or requa consent or waiver under, or result in the isitpan of a lien on any properties of the
Company or any of its material subsidiaries, oaeceleration of any indebtedness of the Compamngiof its material subsidiaries pursuant
to, (i) the Certificate of Incorporation or Bylaw§the Company or any such subsidiary (each as detkto the date hereof), (ii) any
indenture, lease, agreement or other instrumenhtoh the Company or any of its material subsi@isiis a party or by which any of them or
any of their properties is bound, or (iii) in vitilan of any local, state or federal law, statutljimance, rule, regulation, requirement, judgment
or court decree or order applicable to the Compargny such subsidiary or any of their assets opgrties, except in the case of clauses (ii)
and (iii) and with respect to clause (i) insofaiitaglates to subsidiaries, for such violatiormnfticts, breaches, defaults, consents, imposil
of liens or acceleration that would not individyalbr in the aggregate, reasonably be expecteestdtrin a Material Adverse Effect. No
consent, approval, authorization or order of, limdi registration, qualification, license or petraf or with, (i) any court or governmental
agency, department, commission, board, bureawjaiffir other instrumentality of any national, fealeprovincial, state, local, foreign or
international government or body or any politicalbdivision thereof and any entity exercising exe@ytlegislative, judicial, regulatory or
administrative functions of or pertaining to govaent (each, a “ Governmental Authorfjyor (i) any other person is required for the
execution, delivery and performance by the Compariliis Agreement, except where the failure to mbte make any such consent,
approval, authorization or order of, or filing, iggation, qualification, license or permit wouldtimeasonably be expected to result in a
Material Adverse Effect.

(f) The Common Stock is registered pursuant to Sedikfg) of the Exchange Act and is admitted for gtioteon the Nasdag, and the
Company has taken no action designed to, or liteehyave the effect of, terminating the registratiéthe Common Stock under the Excha
Act or delisting or disqualifying the Common Stdeétm Nasdag, nor has the Company received anyicatiiin that the U.S. Securities and
Exchange Commission (the “ SEYor Nasdaq is contemplating terminating suchstgtion or admission for quotation.

(g) The Company has filed with the SEC under the SeesiExchange Act of 1934, as amended (fxechange Act), all reports,
definitive proxy materials and registration stataitsdor all periods ending on or subsequent to Béxer 31, 1999 and on or prior to the date
hereof (all of the foregoing being collectivelyeefed to, together with the Company’s report omi&0-Q for the period ending June 30,
2001 being filed with the SEC on the date heredh@anform previously provided to the Purchaser {tBairrent 16Q "), as the
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“ SEC Documents), which are all such documents (other than priglary proxy materials) that the Company was requicefile with the
SEC since December 31, 1999 through the date @fthieement. As of their respective filing datbg SEC Documents complied (or in the
case of the Current 10-Q will comply) in all magtriespects with the requirements of the Exchangte Mone of the SEC Documents
contains (or in the case of the Current 10-Q vahtain) any untrue statement of a material factroits (or in the case of the Current 10-Q
will omit) to state a material fact required todiated therein or necessary to make the statermems therein, in light of the circumstance:
which they were made, not misleading, except teettient corrected by a SEC Document subsequetely fiith the SEC prior to the date
hereof but including the Current-Q.



(h) Each of the financial statements, together withrétated notes, included in the Company SEC Doctsmamplied as to form in all
material respects, as of its date of filing witke BEC, with all applicable accounting requirememis the published rules and regulations of
the SEC with respect thereto and present fairgllimaterial respects the consolidated financiaifom of the Company and its subsidiaries
as of and at the dates indicated and the resuttseeafoperations and cash flows for the periods#jgd. Such financial statements have been
prepared in conformity with U.S. generally accemedounting principles on a consistent basis thmougthe periods involved (* GAAB,
except as may be expressly stated in the relates tioereto. The report of the Company’s indepenaleditors regarding the Company’s
consolidated financial statements as of the anthiperiods ended December 31, 2000 and filedaopthe Company’s Annual Report on
Form 10-K for the year ended December 31, 200(hbabeen withdrawn, supplemented or modified, &i@dGompany has received no
communication from its independent auditors conograny such withdrawal, supplement or modification

(i) Except as may be disclosed in the SEC Documeets fiifior to the date hereof but including the Coirf0-Q, since December 30,
2000, there has not been, individually or in thgragate, any Material Adverse Effect or any faeerg, change, development, circumstance
or effect that would reasonably be expected tolr@sa Material Adverse Effect.

() There is (i) no action, suit or proceeding befarbyany Governmental Authority or arbitration trial pending or, to the Company’s
knowledge, threatened or contemplated to whichCtvapany or any subsidiary is or would be a partioawhich the business or property of
the Company or any subsidiary is or would be sulged (ii) no injunction, restraining order, degreeother order of any nature by a
Governmental Authority to which the Company or afijts subsidiaries is or may be subject or to \utitee business, assets or property o
Company or any subsidiary are or may be subjeat,itheither case, (x) is required to be discldeatie Companys SEC Documents and tt
is not so disclosed or (y) would reasonably be etqzkto, individually or in the aggregate, resolaiMaterial Adverse Effect.

(k) A registration statement on Form S-3 with respecaimong other securities, Common Stock (includithdocuments incorporated by
reference therein and all information containedriy prospectus or prospectus supplement filedteopaieemed to be a part of such
registration statement, each as amended, the ‘SReatipn Statemeri) has (i) been prepared by the Company in conftyrmvith the
requirements of the Securities Act of 1933, as atedr{the “ Securities A¢), and the rules and regulations, including Rul® 4f the SEC
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thereunder (the “ Rules and Regulatitygii) been filed with the Commission under thecrities Act and (iii) become effective under the
Securities Act. The Company has prepared a pragpeacliuding one or more prospectus supplemenmt{gting to the sale of the Shares
hereunder (the “ Prospectt)s The Company will file the Prospectus (includiagy required prospectus supplement relating tistheance of
any Subsequent Shares) with the SEC not laterttietime permitted by Rule 424(b) promulgated unilerSecurities Act. The Company
will file the Prospectus with the SEC before 10m@6h. Eastern Time on the date hereof; provided@hading has taken place prior to 12:00
noon Eastern Time on the date hereof. Copies dR#fggstration Statement and Prospectus have béigrrde by the Company to the
Purchaser. The Registration Statement conformsthanBrospectus and any further amendments oreuepls to the Registration Statement
or the Prospectus will, when they become effeativare filed with the SEC, as the case may be,azanfn all material respects to the
requirements of the Securities Act and the RulesRegulations and do not and will not, as of thgliapble effective date (as to the
Registration Statement and any amendment theretbas of the applicable filing date (as to the peatus and any amendment or supplel
thereto) and as of the Closing contain an untraestent of a material fact or omit to state a niatéact required to be stated therein or
necessary to make the statements therein not misteal he issuance of the Shares to the Purchasdoden registered under the Registre
Statement and, as a result of such registratienStiares will be Transferable without restrictiowler the Securities Act so long as the
Purchaser does not become an Affiliate of the Camppa

() The Company is not a party to an agreement forimarved in any discussions concerning, any tratiga that would reasonably
be expected to result in a Change of Control (fseldin Section 6(f)).

(m) As of the date hereof, except as set forth in them@any’s SEC Documents filed prior to the date dielbat including the Current
10-Q, neither the Company nor any of its matetidisidiaries is a party to or bound by any “matec@itract” (as term is defined in Item 601
(b)(10) of Regulation S-K of the SEC).

3. Purchaser Representations and WarrantiesThe Purchaser hereby represents and warrants @atmpany the following:

(a) The Purchaser is a corporation duly organizeddisaéxisting and in good standing under the lawthefState of Delaware and has
full corporate power and authority to conduct itssiness as presently conducted and as proposedciducted by it and to enter into and
perform its obligations set forth in this Agreemantl to carry out the transactions contemplateeldyeThe Purchaser has not been
organized, reorganized or recapitalized specifidalt the purpose of investing in the Company.

(b) The execution, delivery and performance of thisegnent have been duly authorized by all necessapprate action by the
Purchaser. This Agreement has been duly executédelivered by the Purchaser and constitutes d ealil binding obligation of the
Purchaser enforceable against it in accordanceitsiterms, subject to (i) the effect of any bamtoy or similar laws affecting creditors’
rights generally and (ii) general principles of #guregardless of whether a matter is considenesl proceeding in equity or at law. The
execution of, and consummation of the transactimmsemplated by, this Agreement and
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compliance with its provisions by the Purchaset mdk violate, conflict with or result in any brdaof any of the terms, conditions or
provisions of, or constitute a default under, @uiee a consent or waiver under, (i) its Articlédracorporation or Bylaws (each as amende
the date hereof), (ii) any material indenture, ée@greement or other instrument to which the Ragehis a party or by which it or any of its
material properties is bound, or (iii) any decjadgment, order, statute, rule or regulation agiie to the Purchaser, which in the case of
clause (i) or (iii) would have a material adveestect on (x) the business, condition (financiabtiterwise), results of operations, assets,
liabilities or properties of the Purchaser anditbsidiaries taken as a whole or (y) on the tinmelysummation of the transactions
contemplated hereby (a " Purchaser Material AdvEffert™). No consent, approval, authorization or orderooffiling, registration,
qualification, license or permit of or with, (i) mGovernmental Authority or (ii) any other perssréquired for the execution, delivery and
performance by the Purchaser of this Agreemengmbwhere the failure to obtain or make any sucisent, approval, authorization or order
of, or filing, registration, qualification, licens®# permit would not reasonably be expected tolté@sa Purchaser Material Adverse Effect.

(c)There is no proceeding pending against the Purcloasey of its Affiliates or, to the Purchaserisokvledge, threatened that in any
manner challenges or seeks, or reasonably couddected, to prevent, enjoin, alter or materia#liagt any of the transactions contemplated
by this Agreement.

(d) Immediately after giving effect to the transactieositemplated hereby, neither the Purchaser nootity Affiliates will
collectively "beneficially own" (as such term isegsin Rule 13 under the Exchange Act) more than 5% of the thsunel outstanding shau
of Common Stock (assuming the continuing accurddiedisclosures set forth in the Current 10-@Ghef number of shares of Common
Stock outstanding and issuable upon the conversiahange or exercise of all securities converiitiie, exchangeable for or exercisable for
the purchase of Common Stock).

4. Investment Representations of the Purchasein connection with the purchase of the SharesPtirehaser hereby represents and
warrants to the Company the following:

(a)The Purchaser has reviewed the SEC Documents,anadguired sufficient information about the Comypianreach an informed
and knowledgeable decision to purchase the ShalnesPurchaser has had access to information abe@ampany and its Affiliates that it
has requested and has had an opportunity to dileeigmisiness affairs and financial condition & @ompany and its Affiliates with the
officers of the Company.

(b) The Purchaser is able to fend for itself in thesections contemplated by this Agreement and heaalitity to bear the economic
risks of its investment in the Shares pursuarhimAgreement.

(c) The Purchaser is acquiring the Shares solely optirpose of investment (as defined in 16 CFR §)(1)) and has no present
intention of participating in the formulation, datenation or direction of the basic business decisiof the Company.

(d) The Purchaser has received and reviewed a cofegirbspectus, dated July 10, 1999, containeckifRégistration Statement, as
supplemented by the prospectus
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supplement dated July 23, 2001 (the “ Company Rasg’). The Purchaser acknowledges and agrees th&dhgany has not and will not
provide the Purchaser or any other person or ewtity a prospectus for use by such person or eitiselling any of the Shares.

5. Conditions to Closing.

(a) The obligation of each party to this Agreementdaosummate the purchase and sale of Initial Sharthe &losing shall be subject
to the satisfaction at or prior to the Closinglué following conditions:

(i) No temporary restraining order, preliminary or panm@nt injunction or other order issued by any Gowemtal
Authority or other legal or regulatory restraintmphibition preventing the issuance and sale @fShares shall be in effect.
There shall be no action, suit or other proceegiegding in or before any Governmental Authorityadsitration tribunal
against or involving either the Company or the Raser that in any manner challenges or seeks tepireenjoin, alter or
materially delay the consummation of the transasticontemplated to occur at the Closing and thereeébility of the rights
and obligations as contemplated by this Agreensrd,neither the Company nor the Purchaser (nophtheir respective
Affiliates) shall have received notice of any sticleatened proceeding;

(i) The issuance of the Shares shall be exempt fromdtiféication requirements of the Hart-Scott-Rod#atitrust
Improvements Act of 1976; and

(iii) All other notices, reports and other filings reqgito be made prior to the Closing with, and afsamts,
registrations, approvals, permits and authorizati@guired to be obtained prior to the Closing framy Governmental
Authority for the issuance and sale of the Sharexcordance with the terms hereof shall have beste or received and
remain in effect as of the date of Closi



(b) The obligation of the Company to consummate thelmse and sale of Shares at the Closing shalldjectuo the satisfaction at
prior to the Closing of the following conditions:

(i) The Purchaser shall have delivered a certificanabfficer of the Purchaser confirming that theresentations and
warranties of the Purchaser set forth in SectioasdB4 hereof are true and correct as of the dafosing; and

(ii) The Purchaser shall have delivered the PurchaseuAnto the Company by wire transfer of immediatehailable
U.S. federal funds.

(c) The obligation of the Purchaser to consummate tinehase and sale of Shares at the Closing shalilject to the satisfaction at
prior to the Closing of the following conditions:

(i) Such Shares shall have been accepted for and agupfovinclusion and quotation on the Nasdag;
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(i) The Company shall have delivered to the Purchasertdicate of the chief financial officer of tli@ompany
confirming that the representations and warrargigdhe Company set forth in Section 2 hereof awe &ind correct as of the
date of Closing;

(iii) The Purchaser shall have received an opinion a@ipDunn & Crutcher LLP in the form attached heset Exhibit
A dated the date of Closing; and

(iv) The Company shall have delivered to the Purchastck certificate representing the Shares orein thereof shall
have caused a book entry evidencing the Purchamerisrship of the Shares to be entered in the baoligecords of such
broker-dealer as shall have been identified byPimehaser for such purpose.

6. Limitations on Transfer.

(a) During the period from the date hereof until thecsel (2nd) anniversary hereof (the “ Ledp Period’), the Purchaser agrees (on
behalf of itself and its Affiliates), with respetctthe Shares purchased on the date hereof, fiptafer, sell, transfer, agree to sell or tramsfe
sell any option or contract to purchase, purchageoation or contract to sell, grant any optioghtior warrant to purchase, assign, pledge,
hypothecate or otherwise transfer or dispose afyding the deposit of any such Shares into a gdiiast or similar arrangement), directly or
indirectly, any of such Shares or any securitigs/ettible into or exercisable or exchangeable floerer any interest therein or (ii) enter into
any swap or other arrangement that transfers tthandan whole or in part, any of the economic @mgences of owning any of such Shares,
whether any such transaction described in clays® (ii) of this sentence is to be settled by sty of such Shares or other shares of
Common Stock or other securities, in cash or otlnfany transactions described in such clauses(i)ii) being referred to hereinas a “
Transfer”).

(b) Notwithstanding the provisions of Section 6(a), Fhechaser and any of its Affiliates may:

(i) enter into transactions (including without limitatiswaps, options, puts, calls, cashless collaradrd contracts,
prepaid forward contracts, futures contracts, shéehding or borrowing of Shares and similar teations and instruments)
that are entered into for bona fide hedging purpdsellectively, " Hedging Transactiofswith respect to Shares at any
average reference price provided that the aggregatder of Shares subject to all Hedging Transastentered into by the
Purchaser and its Affiliates on any day may noteexc10% of the average daily trading volume ori\tagdaq of the Common
Stock for the thirty (30) trading days immediatphgceding such day, and settle such Hedging Tréioeadn accordance with
their terms, and monetize its interest in such hteglgransactions;

(i) enter into Hedging Transactions each involving ebaf Common Stock having a value (based on theng@rice on
the Nasdaq of the Common Stock on the trading aeyadiately preceding the date of such transactdfp5,000,000 or
more at an average reference price per sharesthat iower than 90% of the closing price on thediday of the Common Stock
on the trading day immediately preceding the daentering into such

8

transaction, and settle such Hedging Transactivas¢ordance with their terms, and monetize ierést in such Hedging
Transactions;

(iii) pledge Shares pursuant to a bona fide financimg#@ion with an independent third party bank deofinancial
institution or in connection with any Hedging Transon; provided that (except in connection witHedging Transaction) the
pledgee agrees in writing with the Company to benloidby the terms of this Section 6 and the ternfSeation 8



(iv) Transfer Shares for the purpose of a bona fidentiimay transaction, bona fide credit enhancemeitd bona fide limit
balance sheet or profit and loss statement eftacthe Purchaser or its Affiliates of the investiriarthe Company, in each
case, to a special purpose entity wholly or pdytiavned, directly or indirectly, by the Purchasemone of its Affiliates to
which is also transferred other investments ofRbiechaser or its Affiliates; provided that suchcalepurpose entity agrees in
writing with the Company to be bound by the terrhths Section 6 and the terms of Sections 7 arah8l;provided, further,
that to the knowledge of the Purchaser or suctstearing Affiliate, as the case may be, after reasbe inquiry (taking into
account the nature of the transaction), the pettsaindirectly or indirectly controls such speciatpose entity or any
“group” (as such term is used in Sections 13(d) d) of the Exchange Act) of which such persoitooparent or subsidiary
entities is a member is not and would not becoraélileneficial owner” (as such term is used in Ri8d-3 under the
Exchange Act) of five percent (5%) or more of bl issued and outstanding Common Stock after gieffegt to such
Transfer, unless such controlling person or greupeirmitted to disclose its beneficial ownershiofmmon Stock pursuant to
Schedule 13G under the Exchange Act and such dlimgrperson or group would not, upon consummatbeuch Transfer of
Shares, be required to report its beneficial owmipref Common Stock and the Shares pursuant todsddd 3D under the
Exchange Act; and provided, further, that such sp@urpose entity will be considered an Affiliatethe Purchaser for
purposes of Section 7(a)(i); and

(v) issue securities that are convertible into or ergeable or redeemable for any or all of the Shiires

(A) such securities are issued in a bonariggstered underwritten public offering or in anbdide offering
conducted under Rule 144A promulgated under ther8is Act through an investment banking firm of
national reputation, or

(B) such securities are issued in one or rhore fide private transactions to an independerd party bank,
insurance company other financial institution enifar purchaser in a bona fide financing transarcttbe "
Issue€’), but only if either (1) to the knowledge of tRarchaser and its Affiliates after reasonable inqui
(taking into account the nature of the transactithg Issuee and its Affiliates and all “groupss Gich term is
used in Sections 13(d) and 14(d) of the Exchang® &avhich such Issuee or any of its Affiliatesaisnember is
not and would not become the “beneficial owner’gash term is used in Rule 13d-3 under
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the Exchange Act, but determined on the assumfhiansuch securities are convertible into or exgeable for
or redeemable for shares of Common Stock withity€60) days of the issuance thereof to such Issdesther
or not such securities are so convertible, exchalnlgeor redeemable) of five percent (5%) or moraliothe
issued and outstanding Common Stock after givifecefo such issuance or (2) such Issuee and fikatds
are, or such group is, permitted to disclose tresipective beneficial ownership of Common Stoclspant to
Schedule 13G under the Exchange Act and such Issubits Affiliates or such group would not, upon
consummation of the issuance of such securitiesgdpgired to report its beneficial ownership of Goaom Stock
pursuant to Schedule 13D under the Exchange Ath @uch beneficial ownership being determined en th
assumption that such securities are convertibeanexchangeable for or redeemable for share®ofron
Stock within sixty (60) days of the issuance thétesuch Issuee whether or not such securitiesare
convertible, exchangeable or redeemable).

(c)Following expiration of the Lock-Up Period and watlt limiting the provisions of Section 6(b), therEhaser and its Affiliates may
Transfer all or any part of the Shares in any mamiiaout restriction; provided, however, that vatkt the prior written consent of the
Company:

(i) except for individual sales (including, without itation, Hedging Transactions, block sales or uwdigten offerings)
of shares of Common Stock having a value (basdti®nlosing price on the Nasdaq of the Common Stocthe trading day
immediately preceding the date of such sale) of(BBR000 or more at a price per share that isaveet than 90% of the
closing price on the NASDAQ of the Common Stockloa trading day immediately preceding the dateauchssale, the
Purchaser and its Affiliates may not sell in thgragate on any trading day more than 10% of theageedaily trading volume
on the NASDAQ of the Common Stock for the thirtp)3rading days immediately preceding such day; and

(i) in no event shall the Purchaser or any of its Adffids Transfer (on the NASDAQ or otherwise) anyr8hao any
transferee if, to the knowledge of the Purchasauch transferring Affiliate, as the case may Ifier aeasonable inquiry
(taking into account the nature of the transactitm transferee or a “person” (as such term id us&ections 13(d) and 14(d)
of the Exchange Act) that directly or indirectlyntmls such transferee or any “group” (as such tierosed in Sections 13(d)
and 14(d) of the Exchange Act) of which such trarest or its parent or subsidiary entities is a mamigor would become the
“beneficial owner” (as such term is used in Ruld-Bunder the Exchange Act) of five percent (5%inare of all the issued
and outstanding Common Stock after giving effectuoh Transfer, unless such transferee, contrgliexgon or group is
permitted to disclose its beneficial ownership oh@non Stock pursuant to Schedule 13G under thedigehAct and such
transferee, controlling person or group would nppn consummation of the Transfer of the Sharesetpaired to report its
beneficial ownership of Common Stock and the Shppesuant to Schedule 13D under the Exchange
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(d) Notwithstanding the provisions of Section 6(b) avithout regard to whether the Lock-Up Period shale expired, the Purchaser
agrees that at the request of the representatitreeafnderwriters (which will specify whether adahow is planned) of Common Stock (or
any securities convertible into or exercisablexah@angeable for Common Stock) in a registered wwmikten sale for the account of the
Company neither the Purchaser nor any of its Atf#s will Transfer any of the Shares for a perjpecfied by the representative of the
underwriters of such Common Stock (or other seies)ittommencing on the public announcement of segistered underwritten sale and
ending (x) ten (10) trading days on Nasdaq theze#fsuch registered underwritten sale will notslseomplished through a "road show"
presented to prospective purchasers by the Conguashits underwriters or (y) twenty (20) trading slayn Nasdaq thereafter if such
underwritten sale will be accomplished throughaaty show" presented to prospective purchaserseb@dmpany and its underwriters (ea
"Section 6(d) Lockup"). The obligations described in this Section &ldall not apply to a registration relating solayemployee benefit
plans on Form S-1 or Form S-8 or similar forms thay be promulgated in the future, or a registratiating solely to a transaction
described in Rule 145 promulgated under the Séesiiict on Form Sk or similar forms that may be promulgated in tiieife. The Compar
may impose stopransfer instructions with respect to the sharesapital stock (or other securities) subject toftregoing restriction until th
end of the period specified in such agreements.ddrapany agrees that (i) the restrictions under $iction 6(d) shall in no event be
applicable for the first ten (10) trading days oasiNaq following the Closing, (ii) the Purchaser asd\ffiliates shall not be subject to
restrictions under this Section 6(d) on more tha@ occasion in any twelve (12) month period anjitfie restrictions under this Section 6(d)
shall not restrict the closing or settlement ofrariBfer permitted by this Section 6 which is erdengo prior to the effectiveness of any
Section 6(d) Lock-up. In the event the Purchaserdmiered into a Transfer that has not closedtbedat the commencement of any Section
6(d) Lock-up, the Purchaser will notify the Companfysuch Transfer not later than one (1) trading @@ Nasdaq after its receipt of notice of
such Section 6(d) Lock-up.

(e) Notwithstanding anything herein to the contrarg Burchaser and its Affiliates may Transfer Shares:

(i) to any Affiliate of the Purchaser, provided sucliilifte agrees in writing to be bound by the tershis Agreement
(and if, at any time after such Transfer, suchlitie is no longer an Affiliate of the Purchasergnsure that such Shares are
Transferred back to the Purchaser or one of itsroffiliates in accordance with the requiremerftthis Section 6(e), unless
the Purchaser would be permitted by another prawisf this Section 6 to dispose of the Shares dh snanner);

(i) pursuant to a Third Party Tender Offer that is resended by the Board of Directors of the Company;
(iii) to the Company or an agent acting on the Compamhslf;

(iv) pursuant to a merger, consolidation, reorganizatigplan of liquidation or similar transaction tdieh the Company is
a party; or

11

(v) in any private transaction to any person who agireesiting with the Company to be bound by theysns of this
Section 6 and Sections 7 and 8 but only if eit#grt¢ the knowledge of the Purchaser or such teanisig Affiliate, as the case
may be, after reasonable inquiry (taking into actdhe nature of the transaction), the transfenekits Affiliates and all
“groups” (as such term is used in Sections 13(d)B4(d) of the Exchange Act) of which such trarséeor Affiliates is a
member is not and would not become the “benefmiaier” (as such term is used in Rule 13d-3 undeiikchange Act) of
five percent (5%) or more of all the issued andstantding Common Stock after giving effect to sucangfer or (B) such
transferee and its Affiliates are, or such groygpémitted to disclose their respective benefigimhership of Common Stock
pursuant to Schedule 13G under the Exchange Acsacti transferee and its Affiliates or group woudd, upon
consummation of the Transfer of the Shares, beinedjto report their respective beneficial owngustfi Common Stock and
the Shares pursuant to Schedule 13D under the Bgehf&ct.

The term “ Third Party Tender Offéimeans a bona fide public offer subject to thevjgions of Regulation 14D or 14E under the Exchange
Act, by a person (which is not made by and doesmutdide the Purchaser or any of its Affiliatesaoly group that includes as a member the
Purchaser or any of its Affiliates) to purchasexchange for cash or other consideration any sezsunf the Company.

(f) The restrictions on Transfer set forth in Secti6(e, (b), (c) and (d) shall terminate upon théiestrto occur of: (i) a Change of
Control of the Company, (ii) the Company’s annoumeat or approval of any transaction that would tiarte a Change of Control or any
definitive agreement that provides for a Chang€aitrol, (iii) (A) the E-Commerce Services Agreermeatween NV Services, Inc. and
America Online, Inc., dated as of the date hertrf ( Services Agreemelit shall have been terminated pursuant to Sedtib2 thereof due
to a material breach (as defined in the Servicegé&ment) by NV Services, Inc., (B) the Platfornefjmation Agreement, between NV
Services, Inc. and America Online, Inc., datedfah@date hereof (the " Platform Integration Agneat"), shall have been terminated
pursuant to Section 12.3 thereof as a result odtenal breach (as defined in the Platform IntéegreAgreement) by NV Services, Inc. or (C)
the Promotion and Distribution Agreement betweeragam.com LLC and America Online, Inc., dated athefdate hereof (the " Promotion
Agreement’) shall have been terminated pursuant to Secti8rihereof as a result of the material breach byazaon.com LLC of the
exclusivity provisions of Section 1.6 thereof ommered paragraph 3 of Exhibit A-1 thereto, or ém)event described in Section 12.3 of the
Services Agreement with respect to the Company bhake occurred and any applicable cure periodipddherein shall have lapsed. The
Company agrees to give prompt written notice toRbiechaser of the occurrence of any event spedifiethuses (i), (ii) or (iv) above. £




used herein, “ Change of Contfadhall mean the occurrence of any of the followawgnts:

(i) any “person” or “group” (as such terms are useféntions 13(d) and 14(d) of the Exchange Act, isemomes the
“beneficial owner” (as defined in Rule 13d-3 undlee Exchange Act), directly or indirectly, of mdhan 50% of the total
voting power of the outstanding capital stock & @ompany or 50% of the total number of outstandimayes of capital stock
of the Company; provided that, with respect tolibreficial ownership by Jeffrey P. Bezos, any effamily members and any
trust established for the benefit of any of hisifgrmembers, such percentage shall be 60% (it beittgrstood for the
avoidance of
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doubt that any other person who is a member obamgof which Jeffrey P. Bezos, such family memlmersust is also a
member shall not benefit from this proviso);

(i) the Company merges with or into, or consolidateh var consummates any reorganization or simikmgaction with,
another person and, immediately after giving effectuch transaction, less than 50% of the totahggower of the
outstanding capital stock of the surviving or résglperson is “beneficially owned” (within the nméag of Rule 13d-3 under
the Exchange Act) in the aggregate by the stocldisldf the Company immediately prior to such tratiea;

(iii) in one transaction or a series of related transastithe Company, directly or indirectly (includithgough one or more
of its subsidiaries) sells, assigns, conveys, femasleases or otherwise disposes of, all or smlisily all of the assets or
properties (including capital stock of subsididyriesthe Company, but excluding sales, assignmentsyeyances, transfers,
leases or other dispositions of assets or proge(itieluding capital stock of subsidiaries) by @@mpany or any of its
subsidiaries to any direct or indirect wholly-owrsdbsidiary of the Company;

(iv) during any period of two consecutive years or lesfividuals who at the beginning of such periodstduted the
Board of Directors of the Company (together witly aew directors whose election by such Board o&é&tiors or whose
nomination for election by the stockholders of @@mpany was approved by a vote of a majority ofdinectors then still in
office who were directors at the beginning of spehiod, other than in connection with a transactiescribed in (i), (ii) or (iii)
above) cease for any reason to constitute a majairihe Board of Directors of the Company thewffice; or

(v)the liquidation or dissolution of the Company.

(g) The Company shall not be required to (i) transfeit® books any Shares that shall have been trnaadfan violation of any of the
provisions set forth in this Agreement or (ii) trea owner of such Shares, or to accord the rigtibte or to pay dividends to, any transferee
to whom such Shares shall have been so transferred.

(h) All certificates representing the Shares shall hevdorsed thereon legends in substantially theviatlg forms (in addition to any
other legend which may be required by any otheeeagents between the parties hereto):

“THE SHARES REPRESENTED BY THIS CERTIFICATE MAY NOBE SOLD, ASSIGNED,
TRANSFERRED, ENCUMBERED OR DISPOSED OF IN ANY MANIREEXCEPT IN CONFORMITY WITF
THE TERMS OF THE COMMON STOCK PURCHASE AGREEMENT DED AS OF JULY 23, 2001. THE
COMPANY WILL UPON WRITTEN REQUEST FURNISH A COPY O6UCH AGREEMENT TO THE
HOLDER OF THIS CERTIFICATE WITHOUT CHARGY

The Company shall be entitled to provide stapsfer instructions to the transfer agents o€snmon Stock that are consistent with the
terms of this Agreement. In the event any of thar8& are Transferred in compliance with this Agreeinm a manner which under the terms
of this Agreement does not require such third partggree in writing to be bound by the provisiofishis Section 6, then the Company shall
issue a new certificate representing such
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Shares without such legend or make the appropelatgronic notation that such legend is removedranbve such stop transfer instructions
with respect thereto.

() Notwithstanding anything herein to the contrarg Burchaser hereby agrees that neither it nor ity Affiliates will Transfer any of
the Shares except in compliance with applicableriies laws.

7. Standstill Agreements.

(a) The Purchaser (on behalf of itself and its Afféig} hereby agrees that, from the date of this Ages until the second (2n



anniversary of the date hereof, neither the Purstrasr any of its Affiliates, will:

(i) purchase or otherwise acquire beneficial or recovdership of any shares of the capital stock ofGbenpany or any
other securities convertible into or exercisablexxzhangeable for any capital stock of the Comgargluding shares and
securities received by way of stock dividend, staaiassification or other distributions or offy;imade available on a pro
rata basis to the Company’s stockholders) if, ajteing effect thereto, the Purchaser, its Affidiatand all groups of which the
Purchaser or any of its Affiliates is a member vdooéneficially own in the aggregate in excess ofd@%uch class of capital
stock or such class of other securities;

(i) make, or in any way participate in, directly orinedtly in concert with others (including by or ttugh any group of
which the Purchaser or any of its Affiliates is amber), any “solicitation” of “proxies” (as suchries are defined or used in
Regulation 14A under the Exchange Act) to vote stes of the Company or to provide or withhold sents with respect to
securities of the Company, or seek to advise duénice any person or entity with respect to théngoof or the providing or
withholding consent with respect to, any securitifthe Company;

(iii) either directly or indirectly in concert with otlsefincluding by or through any group of which thed¢haser or any of
its Affiliates is a member) make any offer with pest to, or make or submit a proposal with respeadr ask or request any
other person to make an offer or proposal with@esfp any acquisition of a significant amount ewities or assets of the
Company or any of its Affiliates, including in caggtion with any extraordinary transaction, sucla aserger, reorganization,
recapitalization, tender or exchange offer or agsgtosition involving the Company or any of itsfildites that, if
consummated, such acquisition, transaction, mergerganization, recapitalization, tender or excjeaoffer or asset
disposition would constitute a Change of Contralhef Company (an “ Extraordinary Transactin

(iv) either directly or indirectly in concert with ottsefincluding by or through any group of which theaé¢haser or any of
its Affiliates is a member) seek representatiottenCompany’s Board of Directors or any of its coled Affiliates or
otherwise act alone or in concert with others (idaig by or through any group of which the Purchaseny of its Affiliates is
a member) to seek to control or influence the manmemt or Board of Directors of the Company or ahigsocontrolled
Affiliates;
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(v) either directly or indirectly in concert with ottsefincluding by or through any group of which thea¢haser or any of its
Affiliates is a member) request that the Companyieate or waive compliance by the Purchaser orddiitg Affiliates of its
obligations under this Section 7(a), or otherwisgppse any amendment hereto that would have tlegdarg effect; or

(vi) either directly or indirectly in concert with ottsefincluding by or through any group of which the¢haser or any of
its Affiliates is a member) publicly announce osaose any intention, plan or arrangement incoaisistith the foregoing.

(b) Notwithstanding the provisions of Section 7(a) feghherein shall prohibit or restrict the Purchaseits Affiliates from:

(i) making any disclosure pursuant to Section 13(dhefExchange Act which the Purchaser or such Atélireasonably
believes, based on the advice of independent tegaisel, is required in connection with any acteen by the Purchaser or
such Affiliate that is not inconsistent with thig#eement; or

(i) submitting a confidential inquiry or proposal t@t@hairman of the Board of Directors of the Companthe
Company's Chief Executive Officer or Chief Finah&dficer with respect to an Extraordinary Transactso long as the
Purchaser, after consultation with independent legansel, reasonably believes that such inquirgroposal would not require
disclosure by the Purchaser; provided that, nostdtiding clause (i) of this Section 7(b), the Paseh and its Affiliates shall
treat such inquiry or proposal as confidential ande of them shall, directly or indirectly, makeygrublic statement with
respect to such proposal (or the approval or rieje¢hereof) unless the same is approved in advieneeiting by the Board of
Directors of the Company or the Company shall naeblic statement (other than a “no comment” statg) with respect to
such inquiry or proposal. The Company agrees teaChairman of the Board of Directors of the Conypanits Chief
Executive Officer or Chief Financial Officer, astbase may be, shall promptly communicate any swgliry or proposal
received from the Purchaser or one of its Affilgate all the members of the Board of Directors.

(c) This Section 7 shall terminate and the restrictiomstained herein shall cease to apply upon tHeesgto occur of: (i) the Company
entering into a definitive agreement with respedn Extraordinary Transaction, (i) any persomé¢othan the Purchaser or its Affiliates)
making an unsolicited public offer for an Extraeraly Transaction, and following due consideratigrBbard of Directors of the Company of
such offer, the Board of Directors of the Compangsinot publicly recommend against acceptanceatf sffer, (iii) a Change of Control of
the Company, (iv) (A) the Services Agreement shalle been terminated pursuant to Section 12.2dhdtee to a material breach (as defined
in the Services Agreement) by NV Services, Inc),tfie¢ Platform Integration Agreement shall havenbeeminated pursuant to Section 12.3
thereof as a result of a material breach (as defim¢he Platform Integration Agreement) by NV Seeg, Inc. or (C) the Promotion
Agreement shall have been terminated pursuantdtdded.3 thereof as a result of the material bndacAmazon.com LLC of the exclusivi
provisions of Section 1.6 thereof or numbered paaty 3 of Exhibit A-1 thereto, or (v) an event désed in Section 12.3 of the Services
Agreement with respect to the Company shall haeemed and any applicable cure period specifiecetheshall have lapse
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This Section 7 shall be suspended and the restricttontained herein shall cease to apply duriegétiod in which any of the following has
occurred and is continuing: (w) any offer or pragddsr an Extraordinary Transaction by any perstirepthan the Purchaser or its Affiliates
becomes publicly known, (x) the Company engagesastment banker for the purpose of seeking araBrdinary Transaction and the
Company or such investment banker solicits offensroposals for an Extraordinary Transaction fréwmeé or more persons (not including
Purchaser or its Affiliates), (y) the Company palylidiscloses that it is seeking an ExtraordinargnBaction or exploring other similar
strategic alternatives (but excluding strategieralatives that would not involve a Change of Cdptay (z) a Third Party Tender Offer is
commenced. The restrictions contained in this 8eclishall be reinstated on the date on which tragany publicly announces or gives the
Purchaser confidential notice that: (A) in the cakelause (w) that such offer or proposal has bregatted and that negotiations with respect
thereto have terminated; (B) in the case of cldaker (y) that the Company is no longer seekindeatraordinary Transaction or exploring
such strategic alternatives. In the case of cléjsehe restriction shall be reinstated on thedhat such Third Party Tender Offer has been
terminated.

(d) The Company agrees to give prompt written noticaéoPurchaser of the occurrence of any eventfpadn clause (i), (i), (iii) or (v
of the first paragraph of Section 7(c) above.

8. Miscellaneous.

(a) Notices.All notices and other communications required anpted under either of the Transaction Documeh#dl e in writing and
shall be (i) mailed by registered or certified mpibstage prepaid, return receipt requested,gfii} By facsimile or telecopier, with written
receipt of confirmation, (iii) sent by email, comfied by facsimile or telecopier, with written rquedf confirmation or (iv) otherwise deliver
by hand or by messenger or a nationally recognizednight courier, addressed or telecopied asvigio

If to the Company:

Amazon.com, Inc.

1200 12th Avenue South
Suite 1200

Seattle, Washington 98144
Attention: General Counsel
Telecopier: (206) 266-7010
email: wilson@amazon.com

with a copy to:

Gibson, Dunn & Crutcher LLP
333 S. Grand Ave.

Los Angeles, California 90071
Attention: Bruce D. Meyer, Esq.
Telecopier: (213) 229-7520
email: bmeyer@gibsondunn.com
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If to the Purchaser:

America Online, Inc.
22000 AOL Way

Dulles, Virginia 20166
Attention: General Counsel
Telecopier: (703) 265-3229
email: Rboe@aol.com

with a copy to:

Simpson Thacher & Bartlett
425 Lexington Avenue

New York, New York 10017
Attention: Peter S. Malloy, Esq.
Telecopier: (212) 455-2502
Email: pmalloy@stblaw.com

A copy of any notice or communication sent by emaibt also be sent within two (2) business daysetfter by registered or certified me



postage prepaid, return receipt requested, oreteli/personally to the person to whom such noti@@mmunication is being given at its
address set forth above. If notice is provided Iayl,motice shall be deemed to have been given(dyéusiness days after proper deposit
the United States mail. If notice is provided byagionally recognized overnight courier, noticelsha deemed to have been given two (2)
business days after deposit with such courierofice is provided personally, such notice shallbemed to have been given immediately
upon personal delivery thereof to the party atatidress provided above. If notice is provided lgctpier, notice shall be deemed to have
been given upon confirmation by the telecopier nrexlbf the receipt of such notice at the telecopienber provided above. If notice is
provided by email, notice shall be deemed to haenlgiven upon confirmation by the sender’s enraijram of the receipt of such notice at
the email address provided above. A party heretp change the addresses to which its notices ave thrected by written notice complying
with the terms of this Section 8(a).

(b) Governing Law and Venue.This Agreement shall be governed by and constmuedéordance with the laws of the State of New
York. The parties hereby agree that any actiondinbby either party to interpret or enforce anyvisimn of this Agreement shall be brought
in, and each party agrees to, and does herebyoaably submit to the exclusive jurisdiction anchwe of, the appropriate state or federal
court located in the Borough of Manhattan in Newk{d&New York.

(c) Waiver of Jury Trial . Each party acknowledges and agrees that any contrevsy arising under this Agreement is likely to
involve complicated and difficult issues, and therfere each such party hereby irrevocably and uncondionally waives any right such
party may have to a trial by jury in respect of anylitigation directly or indirectly arising out of or relating to this Agreement or the
transactions contemplated by this Agreement. Eachasty certifies and acknowledges that (i) no repres#ative, agent or attorney of
the other party has represented, expressly or otharise, that such other party would not, in the evenof litigation, seek to enforce the
foregoing waiver, (ii) each such party understandand has considered the implications of this waive((jii) each such party
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makes this waiver voluntarily, and (iv) each such arty has been induced to enter into this Agreemertiy, among other things, the
waivers and certifications in this Section 8(c).

(d) Certain Definitions. For purposes of this Agreement, an “ Affilidtef a person is (i) any other person or entitycfea " Controlling
Persort') who, directly or indirectly, is in control of sh person and (i) all entities that are direcinulirect subsidiaries of such Controlling
Person. For purposes of this Agreement, an eniltyoevdeemed to be a subsidiary of a Controllirgd®n if more than 50% of any class of
the capital stock or other equity interests of seustity are "beneficially owned" directly or indatty by such Controlling Person or if such
Controlling Person and its other direct or indiregbsidiaries have the right to elect a majorityhef members of the board of directors or
other governing body of such entity whether by osshig of voting securities, by contract or othemviBor purposes of this Agreement, the
term “ control” shall have the meaning ascribed to it by Rule-22#f the Exchange Act. For purposes of this Agreetnthe term beneficial
ownership’ (or any variant thereof) shall have the meaniagribed to it by Rule 13d-3 under the Exchange Act.

(e) Further Actions. Subject to the terms and conditions containedigAlgreement, the parties hereto agree to cooparateake all
such further actions and execute any addition&lingents as may reasonably be necessary to carrgansummate and give effect to the
transactions contemplated by this Agreement.

(f) Fees and Expenseg&ach party hereto shall bear its own out-of-pocksts and expenses incident to the preparatiomtia¢ign and
execution of this Agreement and the other Transadliocuments.

(9) Finder’'s Fees.The Company and the Purchaser each represent aohiiethat neither it nor any of its Affiliatesmany of their
respective officers, directors, employees or regregives has incurred any liability to any thiatty for any finders’, brokers’, investment
banking or other similar fees, compensation or cégsions in relation to the transactions contemglatethis Agreement. Each of the
Company and the Purchaser shall indemnify and th@ather harmless from any liability for any sdebs, compensation or commissions
(including the costs, expenses and legal feesfehdeng against such liability) for which the Compaor the Purchaser, or any of their
respective Affiliates or any of their respectivéicdrs, directors, employees or representativethe@sase may be, is responsible or which
by reason of their actions or alleged actions.

(h) Entire Agreement; Amendment.This Agreement and the other Transaction Docum@mtiiding the Exhibits hereto) constitute the
entire agreement between the parties with respdbetsubject matter hereof or thereof and superaad merge all prior agreements or
understandings, whether written or oral. This Agreat may not be amended, modified or revoked, ialgvbr in part, except by an
agreement in writing signed by each of the patie®to.

(i) Specific Performance.Each of the parties acknowledges and agrees thatlter party hereto would be damaged irreparabilye
event any of the provisions of this Agreement aeperformed in accordance with their specific teiwn otherwise are breached.
Accordingly, each of the parties hereto agreesttiembther party hereto shall be entitled to anriofion to prevent breaches of the provisions
of this Agreement and to enforce specifically
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this Agreement and the terms and provisions hareafiy court in accordance with Section 8(b) hergoéddition to any other remedy



which they may be entitled at law or in equity.

() Waivers. No waiver of any breach or default hereunder dimktonsidered valid unless in writing, and no swelver shall be deemed
a waiver of any subsequent breach or default of#ime or similar nature.

(k) Severability. If any provision of this Agreement shall be detared by a court of competent jurisdiction to be lidzar unenforceabls
such invalidity or unenforceability shall attachiyto such provision and shall not in any mannéegctfor render invalid or unenforceable any
other severable provision of this Agreement, aigl Algreement shall be carried out as if any sughlid or unenforceable provision were not
contained herein.

() Parties In Interest. The Transaction Documents shall be binding uponilaume: solely to the benefit of the parties hewatd their
respective permitted successors and assigns, d@nithgin this Agreement, express or implied, i®imded to or shall confer upon any other
person or entity any right, benefit or remedy of aature whatsoever under or by reason of this émgent.

(m) Counterparts. This Agreement may be executed by facsimile ar@hinnumber of counterparts, each of which shatlémmed an
original for all purposes, but all of which shatirstitute but one and the same instrument.

(n) Headings.The Section headings contained herein are for tinggses of convenience of reference only and arentended to define
or limit the contents of said Sections.

(o) Publicity. Neither party hereto shall issue any press releastherwise make any statements to any third gargny public disclosul
with respect to either of the Transaction Documenthe Commercial Agreements or the transactiomsernplated thereby, other than the
issuance by the Company and the Purchaser of iagj@as release announcing this Agreement in a fmeraptable to the Company and the
Purchaser, or as required by applicable law.

(p) Termination and Survival. The provisions of this Agreement shall survive @lesing and thereafter, except as provided in the n
two sentences, this Agreement and all the provisiwrein shall terminate and be of no further fanceffect at such time as none of the
Purchaser or any of its Affiliates beneficially osvany of the Shares. Notwithstanding the foregdBegtions 6, 7 and 8 hereof shall continue
to bind any person to whom the Shares have bearsfErgied and who has agreed in accordance wititiieement to be bound by the
provisions Sections 6, 7 or 8 for so long as swerlsgn beneficially owns any of the Shares. Notwathding the first sentence of this
paragraph, but without limitation to the rights thgrchaser may otherwise have under applicablettewepresentations and warranties made
by the Company in Section 2 hereof shall surviveG@fosing and any earlier termination of the Agreatrand shall expire on the first
anniversary of the Closing and no claim may theéesdfe made in respect thereof; provided thatépeasentations and warranties contained
in Section 2(c) and the first sentence of Secti@) &hall survive indefinitely.

[S IGNATURE P AGE F oLLOWS ]
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I N W ITNESS W HEREOF , the parties hereto have executed this Agreemenitthe day and year first above written.
A MAZON .COM, | NC.

/s Warren C. Jensc

By:
Warren C. Jensc
Name:
Senior Vice President and
Chief Financial Office
Title:

A MERICA O NLINE , | NC.

/sl Lynda Clarizic
By:

Lynda Clarizio



Name:

Senior Vice Presidel

Title:
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EXHIBIT 12.1
Ratio of Earnings To Fixed Charges
Six Months Year Ended December 31,
Ended June 30
2001 2000 1999 1998 1997 1996
(amounts in thousands)
Net loss $(402,490) $(1,411,27) $(719,96) $(124,54() $(31,02() $(6,24¢)
Equity in losses of equity-method
investee 23,49( 304,59¢ 76,76¢ 2,90t — —
Net loss before equity in losses
equit-method investee (379,000  (1,106,67) (643,199 (121,64) (31,0200 (6,24¢€)
Plus fixed charge:
Interest expense including
amortization of debt
issuance co 68,89¢ 130,92: 84,56¢ 26,63¢ 32¢ 5
Assumed interest element
included in rent exper 5,33¢ 10,77: 4,732 2,83: 70C a0
74,23t 141,69: 89,29¢ 29,47: 1,02¢ 95
Adjusted earnings (los (304,76%) (964,98) (553,90) (92,169 (29,999 (6,15))
Fixed charge (74,235 (141,699 (89,299 (29,477) (1,026 (95)
Deficiency in earnings to cover
fixed charge $(379,00) $(1,106,67) $(643,19) $(121,64) $(31,02() $(6,24¢)
EXHIBIT 99.1

AMAZON.COM RELEASES 2001 SECOND QUARTER RESULTS

Pro Forma Operating Loss Improves to $28 Million;
Used Orders Approximately 10% of Total U.S. Orders;
Expands Strategic Alliance with America Online

SEATTLE — (Business Wire) — July 23, 2001 — Amazom, Inc. (Nasdaq: AMZN) today announced finanslults for its second quarter
ended June 30, 2001. Net sales were within theerahthe company’s guidance, increasing 16 perce®668 million, compared with $578
million in the second quarter of 2000. Pro formsslfrom operations improved by 69 percent to $2Bamj or 4 percent of net sales,
compared with $89 million, or 15 percent of neesah the second quarter of 2000.

Pro forma net loss, which includes net intereseesp, improved by 50 percent to $58 million, old$Qer share, compared with $116
million, or $0.33 per share in the second quart@000. Net loss (GAAP) for the quarter improved4¥ypercent to $168 million, or $0.47 |
share, from $317 million, or $0.91 per share. Aadetl reconciliation of GAAP to pro forma is inckd with the attached financial stateme

“We continue to make progress toward reaching pradoperating profitability in the fourth quartdr2901” said Warren Jenso



Amazon.com’s chief financial officer. “This quartéie U.S. was profitable on a pro forma operakiagis for the first time, and this is our
sixth sequential quarter of improved absolute pranf operating results.”

“We thank our over 21 million customers who havecpased in the last year, more than 1 million cbmthave purchased a used product
from one of our more than 60,000 Amazon Marketpkeaikers” said David Risher, Amazon.com’s seniagevpresident of marketing and
merchandising. “In fact, this quarter, roughly H¥qent of our U.S. orders were for a used prodauad,wete very pleased that so many of «
customers have embraced this option.”

Today the company also announced an expandedgstratéance with America Online, Inc., a subsigiaf AOL Time Warner (NYSE:
AOL). Amazon.com'’s e-commerce platform will powemArica Online’s Shop@ destinations. America Online,, also invested $100
million in Amazon.com common stock, priced at thevér of $15.282 per share or the average closiiog pf Amazon.com common stock
from July 24 to July 30, 2001. The common stock s@d pursuant to a registration statement that Zanaom previously filed with the
Securities and Exchange Commission.

“We've worked hard to build the easiest-to-use, ntostomer-focused and technologically sophistatate€ommerce platform,” said Jeff
Bezos, founder and CEO of Amazon.com. “We are plegdisat todays alliance with America Online will bring many dfgse same benefits
AOL’s merchants and more than 30 million members.”

Highlights of Second Quarter Result§comparisons are with the second quarter of 2000)

Net sales rose 16% to $668 million, from $578 mili

Net sales from international sites rose 75% to $hion, from $73 million.

Worldwide, 2.6 million new customers ordered, imthg 900,000 new International customers.

Gross profit increased 32% to $180 million, fron86million.

Fulfillment costs improved to 13% of net salespird5% of net sales.

Pro forma loss from operations improved by 69%28 fhillion, or 4% of net sales, compared with $88iom, or 15% of net sales.

U.S. (U.S. Retail and Services segments combinedopma operating results improved to a $2 millpfit, from a loss of $55

million.

e Pro forma net loss, which includes net interesta@thér expense of $30 million, improved by 50% %8 $nillion, or $0.16 per share,
compared with $116 million, or $0.33 per share.

e Net loss (GAAP) narrowed to $168 million, or $0@ét share, down from $317 million, or $0.91 pershan improvement of 47%.

e Annualized inventory turns improved to 14, companith 10.

e Cash and marketable securities were $609 millictuae 30, 2001.

Business Outlook

The following forward-looking statements reflect Amon.com’s expectations as of July 23, 2001. Giliempotential changes in general
economic conditions and consumer spending, thegingenature of online retail and the various ottigk factors discussed below, actual
results may differ materially. The company intetmsontinue its practice of not updating forwardiing statements other than in publicly
available statements.

Third Quarter 2001 Expectations

Net sales are expected to be between $625 milhdrs&75 million.

Gross margin is expected to be between 24 and rZémeof net sales.

Absolute pro forma operating losses are expectée mpproximately flat with to very slightly dowrofn the second quarter of 2001.
Cash and marketable securities, including the $aillibn investment from America Online, Inc., anmzed today, are expected to be
over $600 million at September 30, 2001.

Fourth Quarter 2001 Expectations

e Net sales are expected to increase between 10mpere 20 percent over the fourth quarter of 2000.

e Pro forma operating profitability is expected fbetquarter.

e Cash and marketable securities, including the $ailldon investment from America Online, Inc., anmmed today, are expected to be
approximately $900 million at December 31, 2001.

These forward-looking statements are inherentliyadilt to predict. Actual results could differ metdly for a variety of reasons, including,
among others, the rate of growth of the Internet anline commerce, customer spending patternsat@unt that Amazon.com invests in
business opportunities and the timing of thosestments, the mix of products sold to customersyilef net sales derived from products as
compared with services, risks of inventory managentiee degree to which the company enters inteicerelationships and other strate¢



transactions, fluctuations in the value of secestand non-cash payments Amazon.com receivesnedion with such transactions, foreign
currency exchange risks, and risks of fulfillmémbtighput and productivity. Other risks and uncertties include, among others,
Amazon.cor's anticipated losses, significant amount of in@eloiess, competition, seasonality, potential flumbus in operating results,
management of potential growth, system interrupttmmsumer trends, fulfilment center optimizatimventory, limited operating history,
fraud and Amazon Payments, new business areamaititenal expansion, business combinations, stiatafliances and strategi
partnerships. More information about factors thatgntially could affect Amazon.c’s financial results is included in Amazon.comlm{js
with the Securities and Exchange Commission, imefuids Annual Report on Form 10-K for the year elddecember 31, 2000, and all
subsequent filings, including Quarterly ReportsFamm 10-Q.

Pro Forma Results

Pro forma information regarding Amazon.com’s resfrdbm operations is provided as a complementgolte provided in accordance with
accounting principles generally accepted in theté¢hStates (GAAP). Pro forma operating loss exdsileck-based compensation costs,
amortization of goodwill and other intangibles, aadtructuring-related and other costs. Managemeaisures the progress of the business
using this pro forma information.

Pro forma net loss excludes stock-based compensatits, amortization of goodwill and other intdoigs, restructuring-related and other
costs, other gains, equity in losses of equity-metihvestees, and the cumulative effect of changecounting principle.

Conference Call

A conference call to discuss second quarter 20@hfial results and 2001 business outlook will eEb@ast live on Monday, July 23, 2001
5:00 p.m. EDT/2:00 p.m. PDT. This conference calll e available at www.amazon.comtiirough September 30, 2001, and will contain
forward-looking statements and other material infation.

About Amazon.com

Amazon.com (Nasdaq: AMZN) opened its virtual doammshe World Wide Web in July 1995 and today offeesth’s Biggest Selection, alo
with online auctions and free electronic greetiagds. Amazon.com seeks to be the world’s most mestaentric company, where customers
can find and discover anything they might wantug b
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online. Amazon.com and sellers list millions ofqué new and used items in categories such asa@iésr kitchen and housewares, books,
music, DVDs, videos, camera and photo items, tegware, computer and video games, cell phonesanke, tools and hardware, and
outdoor living products. Through Amazon Marketplaz®hops and Auctions, any business or individaalsell virtually anything to
Amazon.com'’s over 35 million cumulative customec@mts, and with Amazon Payments, sellers can accegit card transactions,
avoiding the hassles of offline payments.

Amazon.com operates four international Web sitegwamazon.co.uk, www.amazon.de, www.amazon.fr amgnamazon.co.jp. It also
operates the Internet Movie Database (www.imdb.cdine) Web’s comprehensive and authoritative soofdeformation on more than
275,000 movies and entertainment titles and 1 oniléast and crew members dating from the birthilrof f

Amazon.com Contacts

For Investors and Analysts- For Media-
Tim Halladay Patty Smith
Investor Relations Public Relations
(206) 266-2171 (206) 266—7180

ir@amazon.con
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AMAZON.COM, INC.
Supplemental Financial Information and Business Meics
(unaudited)
(in millions, except per share data)

2000 YIY

Q1 Q2 Growth
Q2 Q3 Q4 2001 2001 %



Results of Operations

Net sales $ 57 63$ 97:$% 70($ 66! 16%
Net sale<— trailing twelve months (TTM $ 2,18:$ 2,46($ 2,76:$2,88{$2,97¢ 36%
Net sales outside the U.S. (including .com expalgs— % of
net sale: 23%  23% 21% 26% 28% N/A
Gross profit $ 13$ 16 22:$ 18:$ 18( 32%
Gross margi— % of net sale: 23.5% 26.2% 23.1% 26.1% 26.9% N/A
Fulfillment costs— % of net sale: 15.2% 15.1% 13.5% 14.0% 12.8% N/A
Pro forma operating expens $ 22i$ 23$ 28:$ 23:$ 20¢ (8%)
Pro forma operating los $ (B9% (68% (60% (49% (28 (69%)
Pro forma operating lo— % of net sale: (15.5% (10.7% (6.2%, (6.9%. (4.2%, N/A
Pro forma net los $ (116 (B9% (90% (76% (58 (50%)
Pro forma net loss per she $ (0.33% (0.25% (0.25$(0.21$(0.16 (52%)
GAAP net loss $ (317% (241% (545% (234$ (168 (47%)
GAAP net loss per sha $ (0.91% (0.68% (1.53$(0.66%$(0.47 (48%)
U.S. books, music and DVD/video (US BMVD) segm
US BMVD net sale: $ 38'$ 40($ 51:$ 41U($ 39 1%
US BMVD gross profii $ 8% 10¢$ 13¢$ 10¢$ 110 28%
US BMVD pro forma operating income — % of US BMVBtn
sales 3% 6% 8% 7% 10% N/A
U.S. electronics, tools and kitchen (US ETK) segir
US ETK net sale $ 9:% 9 22($ 11'$ 11: 21%
US ETK gross profi $ ($ $ 22 1'$ 11 117%
US ETK pro forma operating lo— % of US ETK net sale (75%, (62%, (33%, (39%, (37%), N/A
Services segmer
Services net sale $ 2'$ 5:% (S A4S 3¢ 44%
Services gross prof $ 2'9$ 33 3 2% 2 (4%)
Services pro forma operating inco— % of services net sale 15% 14% 18% 10% 11% N/A
U.S. Retail and Services combined pro forma opggaticome
(loss)— % of U.S. Retail and Services net se (11% (5%) (2%) (2%) 0% N/A
International segmen
International net sale $ 7% 8($ 14'$ 13.$ 12t 75%
International gross prof $ 1$ 1¢$ 2t$ 2t 2¢  81%
International pro forma operating loss — % of intgronal net
sales (47% (45%, (30%), (26%), (23%) N/A
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AMAZON.COM, INC.
Supplemental Financial Information and Business Meaics
(unaudited)
(in millions, except cost per new customer accountet sales per active customer account, inventorutnover, accounts payable days,
and employee data)

2000 YIY

Growth
Q2 Q3 Q4 Q12001Q22001 %

Customer Data

New customer accounts 2.5 2.9 4.1 3.0 2.6 4%
Cumulative customer accounts 225 254 295 325 35.1 56%
Active customer accounts — TTM 17.0 18.2 19.8 20.5 21.1 24%

New customer accounts — international 0.6 0.9 1.1 1.0 0.9 50%



Cumulative customer accounts — international
Active customer accounts — international — TTM
Cost per new customer account

Net sales (excluding catalog sales and inventdgsga
Toysrus.com) per active customer account — TTM

U.S. customers purchasing from non-US BMVD stores
Balance Sheet

Cash and marketable securities
Inventory, net

Inventory — % of net sales

Inventory turnover — annualized

Fixed assets, net

Accounts payable days — ending

Cash Flows

Cash generated by (used in) operations
Cash used in operations — TTM
Purchases of fixed assets

Other

Employees (full-time and part-time)

30 39 50
27 33 4.2
$17 $15 $13

$ 1285 $13C $134
13% 14% 36%

$ 908 $90C$1,101
$172 $164 $ 175
30% 26% 18%

103 112 17.7

$ 344 $ 352 $ 36€
59 60 60

$(54) $(4) $248
$(418)$(347) $(130)
$(29) $ (42) $ (37)

7,70C 8,50C 9,00C

AMAZON.COM, INC.
Financial and Operational Highlights
Second Quarter Ended June 30, 2001

(unaudited)

Results of Operations(all comparisons are with the second quarter 00200

Net Sale:

- Orders from repeat customers represented 80%aif tgd from 78%

6.0
4.9
$12

$ 135
19%

$ 643
$ 15€
22%
12.6
$ 304
45

$ (407)
$ (217)
$(19)

8,60C

- Shipping revenue across all segments was approayrsi6 million, up from $73 millior

6.9
5.4
$14

$ 13€
21%

$ 60¢
$ 129
19%
13.7
$ 292
48

$2
$ (161)
$ (10)

7,80C

130%
100%
(18%)

9%
N/A

(33%)
(25%)
N/A
33%
(15%)
(19%)

104%
(61%)
(66%)

1%

- Cash-based portion of Services revenues was appatedy 80%, up from 27%; non-cash Services revenues

were approximately 20%, down from 73

Gross Profit

- Gross margin, excluding the results of our Servesggnent, would have been 24%, up from 2

- Shipping gross loss was approximately $2 millioowd from gross profit of $7 million. We will froninhe to
time continue to offer shipping promotions to oustomers and may continue to experience fluctuaimgping

margins.

Fulfillment

Fulfillment costs represent those costs incurreap@rating and staffing our fulfillment and custarservice
centers, including costs attributable to receivingpecting and warehousing inventories; pickiragkaging an



preparing customers’ orders for shipment; credil ¢aes and bad debt costs; and responding toriaqudrom
customers

- Fulfillment costs amounted to approximately 13%ef sales, down from 15% of net sales; excludingales
from our Services segment, fulfillment costs wolidve been approximately 14%, down from 1!

Stock-Based Compensation

- During the first quarter of 2001, we offered a li@ai non-compulsory exchange of employee stock ngtidhis
option exchange offer results in variable accountreatment for approximately 13 million stock apis at June
30, 2001, which includes approximately 12 milligrtions granted under the exchange offer with amotsse
price of $13.375, and options that were subjettécexchange offer but were not exchanged. Variable
accounting treatment will result in unpredictabi@iges or credits, recorded to “Stock-based congpiems’
dependent on fluctuations in quoted prices forammmon stock
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Stock-based compensation includes stock-basedesheesulting from variable accounting treatmeption-
related deferred compensation recorded at ouaimitiblic offering, and certain other compensataod
severance arrangements. Stock-based compensammeludes the portion of acquisition-related coeation
conditioned on the continued tenure of key empleydecertain of our acquired businesses. Duringjtreeter,
stock-based compensation related to variable aticmutreatment was $4 million, and the terminatdrcertain
acquisition-related employees prior to vestingtotk-based compensation awards had the effectotieg
stocl-based compensation to $2 millic

Amortization of Goodwill and Other Intangibl

The Financial Accounting Standards Board issuedSSNo. 142 “Goodwill and Other Intangible Assetdiich
requires use of a non-amortization approach towddor purchased goodwill and certain intangibéfective
January 1, 2002. We expect the adoption of thiswatiing standard will have the impact, commenciuguary 1,
2002, of reducing to zero our amortization of godldand significantly reducing our amortization iotangibles.

RestructurincRelated and Other

We continued the implementation of our operafiogstructuring plan to reduce our operating cagtgamline
our organizational structure and consolidate ced&our fulfillment and customer service operasioAs a result
of this initiative, we recorded restructuring artler charges of approximately $114 million durihg first
guarter and $59 million during the second quart@001. This initiative involved the reduction ohployee staff
by approximately 1,300 positions throughout the @any in managerial, professional, clerical, techh@and
fulfillment roles; consolidation of our Seattle porate office locations; closure of our McDonouGleorgia,
fulfillment center; seasonal operation of our Sedttlfillment center; closure of our customer seevcenters in
Seattle and The Hague, Netherlands; and migrafianiarge portion of our technology infrastructtwea Linux-
based operating platform, which entails ongoingédeabligations for equipment no longer utilizedclka
component of the restructuring plan has been sutistig completed as of June 30, 20!

Costs that relate to ongoing operations are awtgd restructuring and other charges. All inveptadjustments
that may result from the closure or seasonal operaf our fulfillment centers are classified ind€&t of goods
sold” on the consolidated statements of operatidbhsre were no significant inventory write-downsuking
from the restructuring
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For the quarter ended June 30, 2001, the chargesiated with our restructuring were as followstfiousands)



Asset impairments $7,22¢

Continuing lease obligations 49,71%
Termination benefits (327)
Broker commissions, professional fees and othecefineous restructuring costs 2,039

$58,65(

Continuing lease obligations primarily relate tohteology infrastructure no longer being utilizedh&ve possible
we are actively seeking third parties to subledsmdoned equipment. Amounts expensed represemia¢ss of
undiscounted future cash outflows, offset by ap#ited thir-party sublease:

We anticipate the restructuring charges will resuthe following net cash outflow

(in thousands)

Termination
Leases Benefits Other Total

Year Ending December 31,

2001 $35,67¢ $12,10¢ $4,63C $52,41¢
2002 34,05¢ 78 3,538 37,67¢
2003 4,643 — — 4,643
2004 1,58¢ — — 1,589
2005 1,563 — — 1,563
Thereafter 6,473 — — 6,473
Total estimated cash outflows $84,00¢ $12,18¢ $8,16¢ $104,35¢

First and second quarter 2001 cash payments megd@iftm the restructuring, which are included ie #bove amounts, were $10 million and
$11 million, respectively.

Net Interest Expense and Ott

Other expense primarily relates to net realizadgyand losses on sales of marketable securtigsellaneous
operating taxes and foreign currency transactiegds

Other Gains

Other gains, net were $11 million for the three therended June 30, 2001, consisting of the follgwin

thousands)
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Foreign currency gain on PEACS $22,87¢
Foreign currency losses on conversion of Euro-démai@d investments (6,216)
Other than temporary impairment losses, equitystments (4,858)

Warrant remeasurements and other (487)



$11,31¢

- As of June 30, 2001, our recorded basis in ourstment in Webvan Group, Inc., was reduced to zero a
Webvan Group, Inc. ceased operations and annouhegdntentions to file for bankruptcy. We do reipect tc
recover any portion of our investment in Webvanuprdnc.

Equity in Losses of Equ-Method Investees

- Equity in losses of equity-method investees reprsseur share of losses of companies in which we ha
investments that give us the ability to exercigmigicant influence, but not control, over an intees Equity-
method losses reduce our underlying investmennbakauntil the recorded basis is reduced to .

Loss Per Shar

- The effect of stock options is antidilutive and¢@alingly, is excluded from diluted loss per shéiréhe effect o
stock options was included, the number of shared uscomputation of diluted loss per share wowadehbeen
approximately 376 million, compared with 360 miflishares used in computation of basic and dilussl per
share for the three months ended June 30, :

- Common stock subject to vested and unvested empktpek options was approximately 42 million shaoes
12% of our outstanding common stock as of Jun2G01.

Financial Condition

Cash and Marketable Securities

- Cash and marketable securities are impacted bgfteet of quarterly fluctuations in foreign currgnexchange
rates, particularly the Eur

- Our marketable securities, at fair value, condishe following, as of June 30, 2001 (in thousan

Corporate notes and bonds $ 14,89¢
Asset-backed and agency securities 34,34¢
Treasury notes and bonds 83,95(
Equity securities 12,82¢
$146,02(

10

Certain Definitions and Other

- Our segment reporting includes four segments: Bo®ks, Music and DVD/Video; U.S. Electronics, Toalx
Kitchen; International; and Services. Allocationthwologies are consistent with past presentat

- The U.S. Books, Music and DVD/Video segment inchidevenues, direct costs and cost allocations etedc
with retail sales from www.amazon.com for bookssmawand DVD/video products, and includes amounts
earned on sales of similar products sold througla2on Marketplace

- The U.S. Electronics, Tools and Kitchen segmeritges revenues, direct costs and cost allocatissscaated
with www.amazon.com retail sales of Electronicsn@amer electronics products, camera and photo ji



software, computer and video games, and cell phanéselated service), Tools (tools and hardwand) a
Kitchen (kitchen and housewares products and outdong items) products, toys and video games sxhr
than through our Toysrus.com strategic alliancd, rsw initiatives, and includes amounts earnedatesof
similar products sold through Amazon Marketple

- U.S. Retail represents the combination of the Bdaks, Music and DVD/Video segment and the U.S.
Electronics, Tools and Kitchen segme

- The Services segment includes revenues, direct aost cost allocations associated with the Comggany’
business-to-business strategic relationships, dmfuour strategic alliance with Toysrus.com, and
miscellaneous advertising revenues, as well as atadtom Amazon Auctions, zShops and Payments.
Amounts earned from the Services segment are @ttdito the U.S

- U.S. represents the combination of U.S. RetailthrdServices segmel

- The International segment includes all revenueecticosts and cost allocations associated withettadl sales
of the Company’s four internationally focused sit@a/w.amazon.de, www.amazon.fr, www.amazon.co.jg an
www.amazon.co.uk

- Trailing twelve-month sales per active customeaat figures include all amounts earned througérit
sales, including revenue earned from our strateg@tionships with selected companies, but exctadalog
sales and sales of inventory to Toysrus.c

- All references to customers mean customer accoGuttomer accounts exclude the customers of sdlecte
companies with whom we have strategic relationstapd customer accounts of our catalog businebsés,
include customer accounts shared with Toysrus.aurcastomers of Amazon Auctions, zShops and
Marketplace service:
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EXHIBIT 99.2

AMERICA ONLINE AND AMAZON.COM ANNOUNCE EXPANDED STR ATEGIC ALLIANCE THAT WILL CREATE NEW
SHOPPING EXPERIENCE FOR ONLINE CONSUMERS

Industry’s Two E-Commerce Leaders Partner to Take ZL’s Online Shopping to the Next Level, Combining Anazon.com’s Industry-
Leading Technology with AOL’s Millions of Online Shoppers, Popular Shopping Destinations and Technolgg

America Online Makes $100 Million Equity Investmentin Amazon.com

SEATTLE, WA and DULLES, VA, July 23, 2001— Amazoam, Inc. (www.amazon.com) and America Online, tlueldls leading
interactive services company, today announced amelv year strategic alliance through which theustry’s two e-commerce leaders will
team up to develop and offer an enhanced onlinpshg experience for users of America Online’sriatéive brands. The new agreement
will join Amazon.com’s industry-leading platform éuonline retail expertise with America Online’sti@ology and popular shopping
environment to provide an even better online exgee for America Online’s 30 million members, noifis of visitors to its Web-based
brands and hundreds of retailers. This new agreeexgands on the successful marketing relationségun between the two companies in
1997.

The companies also announced that America Onlisartade a $100 million equity investment in Amazomaommon stock.

In addition, America Online and Amazon.com will tione to work together on future e-commerce initied to benefit consumers, such as
marketing initiatives, customer authentication aradlet services, and extending the alliance intéonally.

The companies will combine tailored elements of Aoracom’s powerful and innovative e-commerce tetdgoplatform with AOL’s
understanding of online consumers and popular shgpfestinations, to create a rich, multi mercreeobmmerce experience for users of
Shop@AOL on the AOL service, AOL.COM, CompuServd aletscape.com, beginning in the 2002 holiday simgpgeason. Consumers
will benefit from Amazon.com’s unique Search andsBralization technology as well as product conymeus, ratings, and review services.
AOL members spent a record $7.8 billion shoppinknenin the three months ending in June 2001.

In addition, Amazon.com will promote AOL as its &give ISP, allowing Amazon.com customers to dowadlthe AOL service from areas
across Amazon.com with a few simple mc-clicks. Amazon.com will also promote an online higué offering a variety of AOL Tim



Warner products and services, including servicsattions. The two companies have an existing pt@nal alliance under which
Amazon.com’s broad selection of products is promhateross several America Online, Inc. brands, diolgt AOL.COM, Netscape.com, and
CompuServe.

Amazon.com will continue to own and operate ithtetogy while providing America Online with Seangsults, Personalization features,
product comparisons, ratings, and reviews to erdh#ime online shopping experience for AOL and Congpu&members and users of
America Online’s Web-based brands.

Barry Schuler, Chairman and Chief Executive OffisEAmerica Online. Inc., said, “Amazon.com prosdme of the best user experiences
for shopping in the online world. This agreemerit amable us to offer Amazon.com’s services toaniline shoppers, and this, combined
with the wide product catalog provided by our marttpartners, will create the best online shopgxguerience in cyberspace. With almost
75 percent of AOL members shopping online—and sipgralmost $8 billion in the last quarter—it's cleéhat our members are ready to take
advantage of the next-generation shopping oppditgrthat we’'ll provide together with Amazon.cont.the same time, we’re building on
America Online’s successful retail strategy, sd,timaddition to being marketed through more tB&000 offline retailers, AOL will now be
promoted by the leading online retailer as well.”

“This is an excellent new relationship for our Riain Services Group,” said Jeff Bezos, CEO and fleurof Amazon.com. “Amazon.com’s e-
commerce platform is a unique asset that we'vetapene than six years refining. As our recent attizs with Borders and Toysrus.com
reflect, we have a demonstrated ability to meesfexific business needs of leading companies. ism@nline is a true Internet pioneer and
we’'re incredibly excited to be working with them.”

About America Online

America Online, Inc. is a wholly owned subsidiafya®L Time Warner, Inc. (NYSE: AOL). Based in DudleVirginia, America Online is tf
world’s leader in interactive services, Web brardternet technologies and e-commerce services.

About Amazon.com

Amazon.com (Nasdaq: AMZN) opened its virtual dommghe World Wide Web in July 1995 and today offeesth’s Biggest Selection, alo
with online auctions and free electronic greetiagds. Amazon.com seeks to be the world’s most mestaentric company, where customers
can find and discover anything they might wantag bnline. Amazon.com and sellers list millionsuoique new and used items in categc
such as electronics, kitchen and housewares, bouksic, DVDs, videos, camera and photo items, tegfware, computer and video games,
cell phones and service, tools and hardware, atabouliving products. Through Amazon Marketplaz8hops and Auctions, any busines
individual can sell virtually anything to Amazonmts over 35 million cumulative customer accounts] avith Amazon Payments, sellers can
accept credit card transactions, avoiding the kasHl offline payments.

Amazon.com operates four international Web sitegwamazon.co.uk, www.amazon.de, www.amazon.fr awehwamazon.co.jp. It also
operates the Internet Movie Database (www.imdb.¢cdine) Web’s comprehensive and authoritative soof@eformation on more than
275,000 movies and entertainment titles and 1 onilGast and crew members dating from the birthilrof. f

This announcement contains forwdabking statements within the meaning of Sectioh &#the Securities Act of 1933 and Section 211Ra
Securities Exchange Act of 1934. Actual results ditfigr significantly from management’s expectasionhese forward-looking statements
involve risks and uncertainties that include, amotigers, Amazon.com’s anticipated losses, sigmifieanount of indebtedness, competition,
strategic alliances, strategic partnerships andibhass combinations, seasonality, potential fludaret in operating results and rate of
growth, management of potential growth, risks etem interruption, international expansion, consutnends, risk of fulfillment cente
optimization, inventory risks, limited operatingtary, risks related to fraud and Amazon.com Paysemd risks of new business areas.
More information about factors that potentially ¢d@ffect Amazon.cc’s financial results is included in Amazon.comlgjs with the
Securities and Exchange Commission, including ritsual Report on Form 10-K for the year ended Decar3y, 2000, and all subsequent
Quarterly Reports on Form 10-Q.

Contact:

America Online PR
David Theis

(703) 265-1491

Amazon.com PR
Emily Glassman
(206) 266.7180
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