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PART |
ltem 1. Business

This Annual Report on Form 10-K and the documentsrporated herein by reference contain forwardkiog statements based on
expectations, estimates and projections as of #te of this filing. Actual results may differ masdlly from those expressed in forward-
looking statements. See Item 7 of Part 1| — “Mamagat’s Discussion and Analysis of Financial Comditand Results of Operations —
Forward-Looking Statements.”

General

Amazon.com, Inc., a Fortune 500 company, cermoad operations on the World Wide Web in July 1998 seek to offer Earth’Bigges
Selection and to be Earth’s most customer-centniopgany, where customers can find and discover argthey may want to buy online. We
endeavor to offer our customers the lowest posgititees. We and our sellers list millions of uniqueav, used and collectible items in
categories such as apparel and accessories, eliestroomputers, kitchen and housewares, bookscnidgDs, videos, cameras and photo
items, office products, toys, baby items and bamystry, software, computer and video games, ¢elhps and service, tools and hardware,
travel services, magazine subscriptions and outliling items. Through our Merchants@ and Amazorrikégplace programs, zShops and
Auctions, any business or individual can sell \altyianything to Amazon.com’s millions of customers

We operate six global Web sitesvw.amazon.com, www.amazon.co.uk, www.amazon.deamazon.fr, www.amazon.cogpd
www.amazon.caWe also own and operate the Internet Movie Datlzanvww.imdb.conf“IMDb”), which is a comprehensive and
authoritative source of information on movie anteetainment titles and cast and crew members. IMidrs IMDb Pro, a subscription
service designed for the entertainment industry.

Amazon.com was incorporated in 1994 in tlagestf Washington and reincorporated in 1996 irstate of Delaware. Our principal
corporate offices are located in Seattle, Washimgfde completed our initial public offering in Ma®97 and our common stock is listed on
the Nasdaq National Market under the symbol “AMZN.”

” ” o«

As used herein, “Amazon.com,
otherwise.

we,” “our” asinilar terms include Amazon.com, Inc. and itsssdiaries, unless the context indicates

Business Strategy

We seek to offer Earth’s Biggest Selectiod tmbe Earth’s most customer-centric company, wleestomers can find and discover
anything they might want to buy online. We haveigiesd our Web sites to allow millions of new, usedl collectible products to be sold by
us and by other businesses and individuals worlewAdproduct on our Web sites may be listed foe sahultaneously by several different
sellers. For instance, a product may be offeredypy a participant in our Merchants@ programtand business or individual selling a
new, used or collectible version of the producbtiygh Amazon Marketplace, zShops or Auctions. We affer certain e-commerce services
to other businesses through our Merchant.com andiSsted Stores programs.

Lowering Prices

We endeavor to offer our customers the lowessible prices. We strive to improve our opegaéfficiencies and to leverage our fixed
costs so that we can afford to pass along thesegsato our customers in the form of lower pridé& believe this strategy of lowering prices
will, over time, increase unit growth and lead uatfier efficiencies.
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Amazon.com Retal

We are the seller of record on our Web dites broad range of new products, including etadtrs, computers, kitchen and housewares,
books, music, DVDs, videos, cameras and photo iteofsvare, computer and video games, cell phdoets and hardware and outdoor
living items. We purchase these products from vemdad fulfill them either through our fulfillmegenters or through outsourced fulfillment
providers.

Merchants@ and Amazon Marketplace Prograi

Our Merchants@ and Amazon Marketplace prograliow other businesses and individuals to offeirtnew, used and collectible
products for sale on our Web sites. Their prodaotsfully integrated on our Web sites and are pasell by customers through a single
checkout process. We are not the seller of recothdse transactions, but instead earn fixed fsdas commissions, per-unit activity fees, or
some combination thereof. We also sometimes ofiléitifnent-related services under this program. lBpées of our Merchants@ program
include our apparel storeatvw.amazon.comwhich offers more than 500 brands, as well asithesrus.com, Babiesrus.com and Target
stores atvww.amazon.comAmazon Marketplace is available wmvw.amazon.com, www.amazon.co.uk, www.amazandie
www.amazon.co.jpln addition, other businesses and individualsaagtion products through our Auction sites anémfiroducts on
individual specialty stores through our zShopsssite

Merchant.com Prograrn

Through our Merchant.com program we utilipe e-commerce services, features and technologiepdrate another business’s Web site
and sell its products under its brand name and (#RLexample isvww.target.con). We also offer fulfillment-related services thgbuour
Merchant.com program. We are not the seller ofnekdout instead earn fixed fees, sales commissfmersunit activity fees, or some
combination thereof.

Syndicated Stores Progral

Through our Syndicated Stores program, wizetour eeommerce services, features and technologiesltowsgbroducts through anott
business’s Web site using another business’s nach&RL. Under these arrangements, we are the séllecord and are responsible for
fulfilment and customer service. The other bussnearns a sales commission on the products soingles includevww.cdnow.com,
www.virginmega.com, www.virginmega.co.jp, www.bosad®mm, www.waldenbooks.candwww.waterstones.co.ykamong others.

Operating Segments

Beginning in 2001, we organized our operationo four principal segments: North America BadWsisic and DVD/ Video (“BMVD");
North America Electronics, Tools and Kitch¢'ETK"); International; and Services. See Item 8Pafrt Il, “Financial Statements and
Supplementary Data — Notes to Consolidated FinhSté&iements — Note 15 — Segment Information” fddional information regarding
our segments.

BMVD Segmenfhis segment includes retail sales framvw.amazon.comndwww.amazon.caf books, music and DVD/video products
and magazine subscription commissions. This segaisntncludes commissions from sales of theseymtsdnew, used or collectible,
through Amazon Marketplace and amounts earned $§aas of these products by other businesses thrmugklerchants@ program and
product revenues from stores offering these pradiicbugh our Syndicated Stores program.

Our BMVD segment had net sales of $1.87dsilli$1.69 billion and $1.70 billion in 2002, 2001da2000, respectively. In 2002, we
launched our Canada-focused Web sitenatv.amazon.cand launched Syndicated Storesvatw.cdnow.comndwww.waldenbooks.comin
addition, we added in-store pickup to
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ourwww.borders.consyndicated Store and added over 50,000 magazinspager and newsletter titles to our Magazine stbre
WWwW.amazon.com

ETK SegmeniThis segment includesww.amazon.cometail sales of electronics, home improvement asmddnand garden products, as
well as our mail-order catalog sales. This segratstt includes commissions from sales of these mtsdnew, used or collectible, through
Amazon Marketplace and amounts earned from saldsesé products by other businesses through ouwrhdats@ program, such as with
Office Depot, and will include revenues from stoo#fering these products, if any, through our Sgatkd Stores program.

Our ETK segment had net sales of $645 millg5%7 million and $484 million in 2002, 2001 ar@DB, respectively. During 2002, we
launched our Office Depot storevatvw.amazon.com

International Segmenthis segment includes all retail sales of the feifgy internationally-focused Web sitagww.amazon.co.uk,
www.amazon.de, www.amazorafrdwww.amazon.co.jpThese international sites share a common Amaaonexperience, but are localiz
in terms of language, products, customer servidefalfillment. To the extent available on thesesijtthis segment includes commissions and
other amounts earned from sales of products thréughzon Marketplace and product revenues from stoffering products through our
Syndicated Stores program, suchwagw.waterstones.co.w@ndwww.virginmega.co.jpand amounts earned from sales of products by othe
businesses through our Merchants@ program.

Our International segment includes expos&iomwww.amazon.co.uk, www.amazon.de, www.amazamdfivww.amazon.co.jp
(including export sales from these sites to custsrirethe U.S. and Canada), but excludes exparssedmwww.amazon.corand
www.amazon.caOur International segment had net sales of $illign, $661 million and $381 million in 2002, 20@&nd 2000,
respectively. In 2002yww.amazon.co.uk, www.amazonate www.amazon.co.jpach launched Amazon Marketplace. In addition, the
Syndicated Store atww.virginmega.co.jwas launched, angww.amazon.d&unched a magazine and periodicals store.

Services Segmerithis segment consists of commissions, fees ana atheunts earned from our services business, imgjuslir
Merchant.com program (suchwasw.target.con), and to the extent full product categories areaten offered by us through our online retalil
stores, our Merchants@ program, such as our apgtarel, the Toysrus.com and Babiesrus.com stonespartions of the Target store at
www.amazon.comas well as our commercial agreement with Ame@adine, Inc. This segment also includes Auctiorghaps, Amazon
Payments and miscellaneous marketing and promdtignaements.

The Services segment had net sales of $2U6m$225 million and $198 million in 2002, 20@hd 2000, respectively. In 2002, we
launched our apparel store which now has more $0@rpopular brands of clothing, shoes and accessoffered by our Merchants@
program participants. In addition, we launchasiw.target.conunder our Merchant.com program.

Amazon.com Web Sites

Our Web sites promote brand loyalty and repaechases by providing feature-rich content,auseand trusted transaction environment
and easy-to-use functionality. Our Web sites dfferad selection, low prices, availability, converte, discovery and fulfillment. Key
features include product reviews and other inforomatWeb pages tailored to individual customergferences, including recommendations
and notifications, 1-Click® technology, secure payinsystems, browsing, searching and the abilityieer selected interior pages of over
250,000 books with our “Look Inside the Book” fe@uOur community of online users creates featiate-content, including product revie
and online lists, such as wish lists, wedding teigis and baby registries of desired products andees that others can reference for gift-
giving purposes and Listmania lists with accompagyiommentary regarding favorite products.

3
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Marketing and Promotion

Our marketing strategy is designed to stiemgiand broaden the Amazon.com brand name, incceiggemer traffic to our Web sites,
encourage customers to shop in many product cagsg@romote repeat purchases and develop incrahmaoduct and service revenue
opportunities. First and foremost, our best markgéfforts are focused on improving the custom@eernce, which drives word-of-mouth
promotion and repeat customer visits. We also delpersonalized Web pages and services and emplagedy of media, business
development activities and promotional methodsctueve these goals. We benefit from public relaiaativities and from time to time we
employ various means of online and traditional atilsiag, including e-mail, radio, television andrmimedia and direct marketing. We also
participate in cooperative advertising arrangemeiitts certain of our vendors. We direct customersur Web sites through our Associates
program, which enables associated Web sites to makproducts available to their audiences witfilfulent performed by us. Currently,
over 900,000 Web sites have enrolled in our Assesiprogram. In addition, we offer an everyday &kipping option alvww.amazon.com
for certain orders that exceed a specific amourtt,adfer similar options for our internationallyefesed Web sites. Although marketing
expenses do not include our free and reduced stypyifers, we view such offers as an effective ratrig tool.

Customer Service

We believe that our ability to establish amaintain long-term relationships with our customemng to encourage repeat visits and
purchases depends, in part, on the strength afusiomer service operations, and we continuallix se@nmprove the Amazon.com customer
service experience. Customers can use the “youdattwebsite features to track order and shiprstatus, review estimated delivery dates,
cancel unshipped items, change delivery informagiot payment options, combine orders, edit giftomstand return items. In addition to
these and similar online self-service featurestusan contact customer service representativé®@ek a day, seven days a week. We have
automated certain tools used by our customer sestaff and have plans for further enhancementsciktently have customer service
personnel working in six customer service centecatied in Tacoma, Washington; Grand Forks, Nortkolzg Huntington, West Virginia;
Slough, the United Kingdom; Regensburg, Germang;%apporo, Japan. In addition, we have custasaerice cosourcing arrangements v
certain vendors in India, Northern Ireland andth§.

Fulfillment

We currently lease and operate U.S. fulfiltticilities in New Castle, Delaware; Coffeyvilléansas; Campbellsville and Lexington,
Kentucky; Fernley, Nevada; and Grand Forks, Nordfkda. We also lease and operate three Europdéimfeiht centers that are located in
Marston Gate, the United Kingdom; Orleans, Fraacet Bad Hersfeld, Germany. In Japan, Nippon Expeeksading courier company,
provides fulfillment services for orders fromww.amazon.co.junder a cosourcing arrangement; and in Canadayéssogistics, an
affiliate of Canada Post, provides outsourcedlfoi&nt services for orders fromww.amazon.caOn an aggregate basis, these fulfillment
centers (including the facilities that are leasgdNippon Express and Assured Logistics) comprigg@pmately 4.2 million square feet of
warehouse space. In addition, we currently leasef§isite facilities totaling approximately 1.1 milli@yuare feet of space, which support
storage and fulfillment functions of our U.S. fllifient centers. Our fulfillment centers facilitatar ability to deliver merchandise to
customers on a reliable and timely basis. In amidjtwe fulfill certain orders through outsourcetfifiment providers.

Seasonality

Our business is generally affected by bo#ssnral fluctuations in Internet usage (which gdhedeclines during summer months) and
traditional retail seasonality. Traditional retsdlles for most of our products (including bookssimuDVDs, videos, toys and electronics,
among others) usually increase significantly infdweth calendar quarter of each year. Of particotzte is the fourth quarter seasonal

4
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effect on our sales of toys (which are mainly gbhlugh our Merchants@ program relationship witlysras.com) and electronics.
Technology

We have implemented numerous Web-site manegemsearch, customer interaction, recommendatiansaction-processing and
fulfillment services and systems using a combimatbour own proprietary technologies and comméycavailable, licensed technologies.
Our current strategy is to focus our developmefaref on creating and enhancing the specializeapntary software that is unique to our
business and to license or acquire commerciallyeldped technology for other applications wherelabée and appropriate.

We use a set of applications for acceptirdj\alidating customer orders, placing and trackirders with suppliers, managing and
assigning inventory to customer orders and ensymioger shipment of products to customers. Ouisaetion-processing systems handle
millions of items, a number of different statusuirées, gift-wrapping requests and multiple shiptraethods. These systems allow the
customer to choose whether to receive single ars¢ghipments based on availability and to tréekprogress of each order. These
applications also manage the process of acceptuigprizing and charging customer credit cards.

Competition

The retail environment for our products isgmlly intensely competitive. Our current or pdincompetitors include: (1) physical-world
retailers, catalog retailers, publishers, distidosiiand manufacturers of our products, many of wpimssess significant brand awareness, sale
volume and customer bases, and some of which dlyrisail, or may sell, products or services throtigh Internet, mail order or direct
marketing; (2) other online e-commerce sites; (Bumber of indirect competitors, including Web ptstand Web search engines that are
involved in online commerce, either directly orcimllaboration with other retailers; and (4) comparihat provide e-commerce services,
including Web-site developers and third-party fiiffient and customer-service providers. We belidn the principal competitive factors in
our market segments include selection, price, alugify, convenience, information, discovery, brardognition, personalized services,
accessibility, customer service, reliability, speédulfillment, ease of use and ability to adapthanging conditions. For services we offer to
business and individual sellers, additional contpetifactors include the quality of our servicesl aools and speed of performance for our
services. As the market segments in which we op&atinue to grow, other companies may also entefbusiness combinations or
alliances that strengthen their competitive posgio

Intellectual Property

We regard our trademarks, service marks, copyriglaents, domain names, trade dress, trade squm@psietary technologies and sim
intellectual property as critical to our succesg] we rely on trademark, copyright and patent laade-secret protection and confidentiality
and/or license agreements with our employees, mest) partners and others to protect our propyietghts. We have registered a number of
domain names and been issued a number of trademsark&ce marks, patents and copyrights by U.S faraign governmental authorities.
We also have applied for the registration of othedemarks, service marks, domain names and cdyygrig the U.S. and internationally, and
we have filed U.S. and international patent apfiices covering certain of our proprietary technglog/e have licensed in the past, and
expect that we may license in the future, certdioun proprietary rights, such as trademarks, gat¢achnologies or copyrighted materials, to
third parties.

Employees

We employed approximately 7,500 full-time gradt-time employees at December 31, 2002. Howemeployment levels fluctuate due to
seasonal factors affecting our business. We alggagnindependent contractors and temporary perdama seasonal basis. None of our
employees is
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represented by a labor union and we consider opiame relations to be good. Competition for quedifpersonnel in our industry is intense,
particularly for software-development and othehtecal staff. We believe that our future succedsdepend in part on our continued ability
to attract, hire and retain qualified personnel.

Available Information

Our investor relations websitewsvw.amazon.com/irWe make available on this website under “Findri2@uments and Annual
Reports,” free of charge, our annual reports omFb0-K, quarterly reports on Form 10-Q, currenorépon Form 8-K and amendments to
those reports as soon as reasonably practicaklevedtelectronically file or furnish such materitdghe U.S. Securities and Exchange
Commission (“SEC").

Additional Factors That May Affect Future Results

The following risk factors and other inforneat included in this Annual Report should be caligfoonsidered. The risks and uncertainties
described below are not the only ones we face. thatdil risks and uncertainties not presently knaevaos or that we currently deem
immaterial also may impair our business operatitfremy of the following risks occur, our businefeancial condition, operating results and
cash flows could be materially adversely affected.

We Have an Accumulated Deficit and May Incur Additial Losses

We have incurred significant losses sincébegan doing business. As of December 31, 2002 adeah accumulated deficit of
$3.0 billion and our stockholderstjuity was a deficit of $1.4 billion. We have in@d substantial operating losses since our incepéind wi
may continue to incur such losses for the forededahure.

We Have Significant Indebtedne:

As of December 31, 2002, we had total lorrgitendebtedness under our 10% Senior Discount Nhies2008 (“Senior Discount Notes”),
convertible notes, capitalized-lease obligatiors ather asset financings of $2.3 billion. We makeuwal or semi-annual interest payments on
the indebtedness under our two tranches of cotemiotes, which are due in 2009 and 2010, respygtiBeginning in November 2003, we
will begin to make semi-annual interest paymentshenindebtedness under our Senior Discount N@tesmay incur substantial additional
debt in the future. Our indebtedness could limit ahility to obtain necessary additional financfogworking capital, capital expenditures,
debt service requirements or other purposes ifutiuee; plan for, or react to, changes in technglagd in our business and competition; and
react in the event of an economic downturn.

There is no guarantee that we will be ablemé®t our debt service obligations. If we are uaablgenerate sufficient cash flow or obtain
funds for required payments, or if we fail to cognplith covenants in our indebtedness, we will bdefault.

We Face Intense Competitic

The market segments in which we competeapiglly evolving and intensely competitive, and veeds many competitors in different
industries, including both the retail and e-commaeservices industries.

Many of our current and potential competitoase longer operating histories, larger custoraseb, greater brand recognition and
significantly greater financial, marketing and athesources than we have. They may be able tos@sarchandise from vendors on more
favorable terms and may be able to adopt more aggeepricing policies. Competitors in both theailedind e-commerce services industries
also may be able to devote more resources to temyndevelopment and marketing than us.

Competition in the e-commerce channel magnisify. Other companies in the retail and e-commegevice industries may enter into
business combinations or alliances that strengtiein competitive
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positions. As various Internet market segmentsioliéage, loyal customer bases, participants is¢hgegments may expand into the market
segments in which we operate. In addition, newexqghnded Web technologies may further intensifycthrapetitive nature of online retail.
The nature of the Internet as an electronic mat&egpfacilitates competitive entry and comparisioopping and renders it inherently more
competitive than conventional retailing formatsisTimcreased competition may reduce our sales atipgrprofits, or both.

Our Business Could Suffer if We Are Unsuccessfullifaking, Integrating and Maintaining Commercial Aggements, Strategi
Alliances and Other Business Relationshi

We may enter into commercial agreementstegfi@alliances and other business relationshifis @ther companies. We have entered into
agreements to provide e-commerce services to btienesses and we plan to enter into similar agee&srn the future. Under such
agreements, we may perform services such as: pngvidir technology services such as search, brawdeersonalization; permitting other
businesses and individuals to offer products orises through our Web sites; and powering thirdyp#/eb sites, either with or without
providing accompanying fulfilment services. Theseangements are complex and initially require guti&@l personnel and resource
commitments by us, which may constrain the numbsuoh agreements we are able to enter into andaffiegt our ability to deliver servic
under the relevant agreements. If we fail to impammaintain and develop successfully the varammponents of such arrangements, w
may include fulfillment, customer service, inventenanagement, tax collection, payment processidgieansing of third party software,
hardware and content, these initiatives may notidgle. The amount of compensation we receive undeain of these agreements is
dependent on the volume of sales that the othepaagnmakes. Therefore, if the other business’s ¥itebor product or services offering is
not successful, we may not receive all of the camspgon we are otherwise due under the agreemenapmot be able to maintain the
agreement. Moreover, we may not be able to sudoeaar plans to enter into additional commercidtienships and strategic alliances on
favorable terms.

As our commercial agreements expire or otierterminate, we may be unable to renew or refileese agreements on comparable
terms, or at all. In the past, we amended sevém@iocommercial agreements to reduce future castegds to be received by us, shorten the
term of our commercial agreements, or both. Sonmiphgreements involve high margin services, stscmarketing and promotional
agreements, and as such agreements expire thepemaplaced, if at all, by agreements involvingéownargin services. In addition, several
past commercial agreements were with companiesarienced business failures and were unablestd their obligations to us. We may
in the future enter into further amendments of éh@greements or encounter other parties that Héicilly meeting their contractual
obligations to us, which could adversely affect operating results.

In addition, our present and future thirdtpaervices agreements, other commercial agreemnjemsventures, investments and business
combinations create risks such as:

« disruption of our ongoing business, including loEsnanagement focus on existing businesses;

« impairment of relationships with existing employeasstomers and companies with which we have forstiedegic alliances;
« variability in revenue and income from enteringoiramending or terminating such agreements orioaktips;

« difficulty assimilating the operations, technolagyd personnel of combined companies;

« problems retaining key technical and manageriadqarel; and

- additional operating losses and expenses of aahbirsinesses.
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Our Investments and the Consideration We Receivel@emnCertain Commercial Agreements May Subject Usatblumber of Risks

In the past, we have entered into commeegjedements with other companies, including stratalljiances where we perform certain e-
commerce services, and in exchange for our serwea®ceived cash, equity securities of these compaand/or additional benefits, such as
Web site traffic. The amount of compensation wenreeunder certain of these agreements is depeondeht volume of sales made by the
other company. In some cases, we have also madeasejnvestments in the other company by makicasa payment in exchange for eq
securities of that company. We may in the futur&enadditional investments in companies with whighalready have commercial
agreements or companies with which we enter into ec@mmercial agreements or similar arrangementsh&@xtent we have received eq
securities as compensation, fluctuations in thaevaf such securities will affect our ultimate reafion of amounts we have received as
compensation for services.

In the past, we amended several of our comialeagreements to reduce future cash proceeds tedeived by us, shorten the term of our
commercial agreements, or both. We may in the éudmter into further amendments of our commerged@ments. Although these
amendments did not affect the amount of unearnezhtee previously recorded by us (if any), the tignri revenue recognition of these
recorded unearned amounts has been changed tspmmcewith the terms of the amended agreementelextent we believe any such
amendments cause or may cause the compensatienrégdived under an agreement to no longer be tixeléterminable, we limit our
revenue recognition to amounts received, excludmgfuture amounts not deemed fixed or determina#duture amounts are subsequently
received, such amounts are incorporated into augmee recognition over the remaining term of theeament.

Our investments in equity securities thatretaccounted for under the equity method areuged in “Marketable securities” and “Other
equity investments” on our balance sheets. We aglyuleview all of our investments in public andvpte companies for other-than-
temporary declines in fair value. When we deterntira the decline in fair value of an investmerlbbeour accounting basis is other-than-
temporary, we reduce the carrying value of the sees we hold and record a loss in the amouningfsuch decline. In recent years, secul
of companies in the Internet and e-commerce inghsstrave experienced significant difficulties. Waynconclude in future quarters that the
fair values of other of these investments have egpeed an other-than-temporary decline. As of Ddwmer 31, 2002, our recorded basis in
equity securities was $19 million, including $4 lioih classified as “Marketable securities” and $iflion classified as “Other equity
investments,” of which less than $1 million was@atted for under the equity-method.

The Seasonality of Our Business Places Increasetifiton Our Operations

We expect a disproportionate amount of otiisakes to be realized during the fourth quarteswffiscal year. If we do not stock popular
products in sufficient amounts and fail to meetoo®r demand, it could significantly affect our @aue and our future growth. If we
overstock products, we may be required to takeifsdgnt inventory markdowns or write-offs, whichudd reduce gross profits. A failure to
optimize inventory in our fulfilment network wiharm our shipping margins by requiring us to madeial shipments from one or more
locations. We may experience a decline in our shipmargins due to complimentary upgrades, spligralents and additional long-zone
shipments necessary to ensure timely delivery,a@aibpefor the holiday season. If the other busgesson whose behalf we perform inventory
fulfillment services deliver product to our fulfitient centers in excess of forecasts, we may bdeitmbecure sufficient storage space and
may be unable to optimize our fulfilment centdf$0o0 many customers access our Web sites witlsihaat period of time due to increased
holiday or other demand, we may experience sysbéanruptions that make our Web sites unavailablgrevent us from efficiently fulfilling
orders, which may reduce the volume of goods weasel the attractiveness of our products and sesvim addition, we may be unable to
adequately staff our fulfillment centers duringsteeak periods and third parties that providélifunt services to our customers may be
unable to meet the
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seasonal demand. Finally, we, along with our custoservice outsourcers, may be unable to adequsteffycustomer service centers.

We generally have payment terms with our vesdhat extend beyond the amount of time neced$eamgllect proceeds from our
customers. As a result of holiday sales, at Decer@b®f each year, our cash, cash equivalents amkletable securities balances reach their
highest level (other than as a result of cash flpmsided by investing and financing activitieshig operating cycle results in a
corresponding increase in accounts payable. Owuats payable balance will decline during the finsee months following year-end, which
will result in a decline in the amount of cash,tcaguivalents and marketable securities on hand.

We May Experience Significant Fluctuations in Our j@&rating Results and Rate of Grow

Due to our limited operating history, our evolvingsiness model and the unpredictability of our 8tdy we may not be able to accura
forecast our rate of growth. We base our curredtfature expense levels and our investment plarsstimates of future net sales and rate of
growth. Our expenses and investments are to a éxtgat fixed. We may not be able to adjust oundpeg quickly enough if our net sales
fall short of our expectations.

Our revenue and operating profit growth dejsern the continued growth of demand for the prtxaffered by us or our sellers, and our
business is affected by general economic and besicenditions throughout the world. A softeninglemand, whether caused by changes in
consumer preferences or a weakening of the U.@obal economies, may result in decreased revengewth. Terrorist attacks and armed
hostilities create economic and consumer unceytéivatt could adversely affect our revenue or growBiich attacks and security concerns
could create delays in and increase the cost afystsshipments to and from us, which may decreasgdd. Revenue growth may not be
sustainable and our company-wide percentage gratehmay decrease in the future.

Our net sales and operating results will 8isctuate for many other reasons, including:

« our ability to retain and increase sales to exgstinstomers, attract new customers and satisfgustomers’ demands;

« our ability to expand our network of sellers, aaehter into, maintain, renew and amend on favertdsims our strategic alliances;
« foreign exchange rate fluctuations;

« our ability to acquire merchandise, manage inveramd fulfill orders;

« the introduction by our competitors of Web sitemducts or services;

« changes in usage of the Internet and online sendnd consumer acceptance of the Internet and eiecrs;

« timing and costs of upgrades and developmentsrisyatems and infrastructure;

* the effects of strategic alliances, acquisitiond atiher business combinations, and our abilityutccessfully integrate them into our
business

« technical difficulties, system downtime or intertiops;

« variations in the mix of products and services elé s

« variations in our level of merchandise and ven@tunns;
« disruptions in service by shipping carriers;

* the extent to which we offer free shipping promosipand
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« an increase in the prices of fuel and gasolinecwhre used in the transportation of packagesgeisagan increase in the prices of o
energy products, primarily natural gas and eleityrigvhich are used in our operating faciliti

Finally, both seasonal fluctuations in Inttrasage and traditional retail seasonality aedyliko affect our business. Internet usage
generally slows during the summer months, and $alabnost all of our product groups, particulaidys and electronics, usually increase
significantly in the fourth calendar quarter of egear.

We Have Foreign Exchange Ris

The results of operations of our internatlyrfiocused Web sites are exposed to foreign exghaate fluctuations as the financial results
of the applicable subsidiaries are translated filmenlocal currency into U.S. Dollars upon consdimia As exchange rates vary, net sales and
other operating results, when translated, may miffaterially from expectations.

In addition, our 6.875% Convertible Subord@tbNotes due 2010 (“6.875% PEACS”") are denominatétliros, not U.S. Dollars. When
we periodically remeasure the principal of the 6®7/PEACS based on fluctuations in the Euro/ U.Sladbexchange ratio, we will record
non-cash gains or losses in “Other gains (losses),on our statements of operations. Furthermaeechave invested some of the proceeds
from the 6.875% PEACS in Euro-denominated cashvadpnts and marketable securities. Accordinglthéf U.S. Dollar strengthens
compared to the Euro, cash equivalents and maitketaburities balances, when translated, may beriably less than expected and vice
versa.

Our Past and Planned Future Growth Will Place a Sigicant Strain on our Management, Operational aninancial Resources

We have rapidly and significantly expanded our afiens and will endeavor to expand further to pergtowth of our product and serv
offerings and customer base. Such growth will cargito place a significant strain on our managenugr@rational and financial resources.
We also need to train and manage our employee Gaseurrent and planned personnel, systems, puoes@nd controls may not be
adequate to support and effectively manage ourduiperations. We may not be able to hire, tratain, motivate and manage required
personnel, which may limit our growth.

In addition, we do not expect to benefit im aewer market segments from the first-to-markisbatage that we experienced in the online
book channel. Our gross profits in our newer bissractivities may be lower than in our older bussngctivities. In addition, we may have
limited or no experience in new product and sereictivities and our customers may not favorablgiez our new businesses. To the extent
we pursue strategic alliances to facilitate newdpob or service activities, the alliances may resbccessful. If any of this were to occur, it
could damage our reputation and negatively afieotmue growth.

The Loss of Key Senior Management Personnel Coulelgitively Affect Our Busines

We depend on the continued services and eafiace of our senior management and other key peesaparticularly 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 arldedundancy in Our Systems May Affect Our Sa

Customer access to our Web sites directcasfthe volume of goods we sell and the servieesfier and thus affects our net sales. We
experience occasional system interruptions thatenoak Web sites unavailable or prevent us fronctieffitly fulfilling orders or providing
services to third parties, which may reduce oursatts and the attractiveness of our products amices. To prevent system
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interruptions, we continually need to add additisodtware and hardware and upgrade our systemaetmerk infrastructure to
accommodate both increased traffic on our Web sitekincreased sales volume.

Our computer and communications systems aedations could be damaged or interrupted by flioed, power loss, telecommunications
failure, break-ins, earthquakes, acts of war aptesm, acts of God, computer viruses, physicalectronic break-ins and similar events or
disruptions. Any of these events could cause systé&rruption, delays and loss of critical datad aould prevent us from accepting and
fulfilling customer orders. Should this occur, ibuid make our product offerings less attractiveuo customers and our service offerings less
attractive to third parties. While we do have barkystems for certain aspects of our operationssystems are not fully redundant and our
disaster recovery planning may not be sufficientaibeventualities. In addition, we may have ingquigte insurance coverage or insurance
limits to compensate us for losses from a majarmption. If any of this were to occur, it couldrdage our reputation and be expensive to
remedy.

We May Not Be Successful in Our Efforts to Expanuté International Market Segment

We plan, over time, to continue to expandreach in international market segments. We hatagively little experience in purchasing,
marketing and distributing products or servicestfi@se market segments and may not benefit fronfiestyto-market advantages. It is costly
to establish international facilities and operagigmromote our brand internationally and develaaliaed Web sites, stores and other systems
We may not succeed in these efforts. Our net $alesinternational market segments may not offsetexpense of establishing and
maintaining the related operations and, therefbiese operations may not be profitable on a siwedaiasis.

Our international sales and related operatare subject to a number of risks inherent inrgghbroad, including, but not limited to, risks
with respect to:

« foreign exchange rate fluctuations;

« local economic and political conditions;

« restrictive governmental actions (such as tradéeption measures, including export duties and quatel custom duties and tariffs);
« import or export licensing requirements;

« limitations on the repatriation of funds;

« difficulty in obtaining distribution and support;

* nationalization;

« longer receivable cycles;

« consumer protection laws and restrictions on pgicndiscounts;

« lower level of adoption or use of the Internet aftiter technologies vital to our business and thk ¢d appropriate infrastructure to
support widespread Internet usa

« lower level of credit card usage and increased paymisk;

« difficulty in developing and simultaneously managanlarger number of unique foreign operations asalt of distance, language and
cultural differences

« laws and policies of the U.S. and other jurisditsiaffecting trade, foreign investment and loans;
« tax and other laws of the U.S. and other jurisditsi and
* geopolitical events, including war and terrorism.

As the international e-commerce channel ool to grow, competition will likely intensify. kal companies may have a substantial
competitive advantage because of their greaterrstadeling of, an
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focus on, the local customer, as well as their nestablished local brand name recognition. In &mdigovernments in foreign jurisdictions
may regulate e-commerce or other online servicasioh areas as content, privacy, network secwaigyright, encryption, taxation or
distribution. We may not be able to hire, trairtane, motivate and manage required personnel, wiigi limit our growth in international
market segments.

We Face Significant Inventory Ris

We are exposed to significant inventory rigksa result of seasonality, new product launatagégd changes in product cycles and changes
in consumer tastes with respect to our producterdier to be successful, we must accurately préldése trends and avoid overstocking or
understocking products. Demand for products, howevar,ata@nge significantly between the time inventsrgridered and the date of sale
addition, when we begin selling a new products particularly difficult to forecast product demaacturately. A failure to optimize inventc
within our fulfillment network will harm our shippg margins by requiring us to make split shipmémts one or more locations,
complimentary upgrades and additional long-zonprebints necessary to ensure timely delivery. Asaltref our Merchants@ program
relationships with Toysrus.com, Babiesrus.com, &aeamd other companies, these parties identify, imanage and bear the financial risk of
inventory obsolescence for their correspondingestand merchandise. As a result, if any of thes@epdail to forecast product demand or
optimize inventory, we would receive reduced sex¥ees under the agreements and our business utdtien could be harmed.

The acquisition of certain types of inventasy inventory from certain sources, may requigingicant leadtime and prepayment, and s
inventory may not be returnable. We carry a bradection and significant inventory levels of cemtproducts, such as consumer electronics,
and we may be unable to sell products in suffictpraintities or during the relevant selling seasons.

Our ability to receive inbound inventory eféintly or ship completed orders to customers neapdgatively affected by a number of
factors, including dependence on a limited numlbeh@ping companies, inclement weather, fire, dopower loss, earthquakes, labor
disputes, acts of war or terrorism or acts of God.

Any one of the inventory risk factors settfioabove may adversely affect our operating results

If We Do Not Successfully Optimize and Operate GQrulifillment Centers, Our Business Could Be Harme

If we do not successfully operate our fulfint centers, it could significantly limit our ahjlto meet customer demand. Because it is
difficult to predict sales volume, we may not mamagr facilities in an optimal way, which may rd@salexcess or insufficient inventory,
warehousing, fulfillment and distribution capacity.addition, third parties either drop-ship orexthise fulfill an increasing portion of our
customersbrders, and we are increasingly reliant on thebdity, quality and future procurement of theingees. Finally, under some of c
commercial agreements, we maintain the inventogtioér companies in our fulfillment centers, thgretrreasing the complexity of tracking
inventory in and operating our fulfilment cente@ur failure to properly handle such inventoryloe tnability or failure of these other
companies to accurately forecast product demanddawesult in unexpected costs and other harm tdasiness and reputation.

We May Not Be Able to Adequately Protect Our Ineadtual Property Rights or May Be Accused of Infrimmgy Intellectual Property
Rights of Third Parties

We regard our trademarks, service marks, igiptg, patents, trade dress, trade secrets, ptapyitechnology and similar intellectual
property as critical to our success, and we relyratemark, copyright and patent law, trade sgmaection, and confidentiality and/or
license agreements with our employees, customars)grs and others to protect our proprietary sigiffective trademark, service mark,
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copyright, patent and trade secret protection nzyoa available in every country in which our protiuand services are made available
online.

We also may not be able to acquire or mairdigipropriate domain names in all countries in Whve do business. Furthermore,
regulations governing domain names may not pratectrademarks and similar proprietary rights. Wayrhe unable to prevent third parties
from acquiring domain names that are similar térjige upon or diminish the value of our trademaaks other proprietary rights.

Policing unauthorized use of our proprietagits is inherently difficult, and we may not bglexto determine the existence or extent of
any such unauthorized use. The protection of adetlécttual property may require the expenditursighificant financial and managerial
resources. Moreover, we cannot be certain thadtdpes we take to protect our intellectual propeiityadequately protect our rights or that
others will not independently develop or otherwasguire equivalent or superior technology or othtsllectual property rights.

Third parties that license our proprietaghts may take actions that diminish the value ofgyaprietary rights or reputation. In addition,
the steps we take to protect our proprietary righay not be adequate and third parties may infrorgaisappropriate our copyrights,
trademarks, trade dress, patents and similar mi@pyi rights. Other parties may claim that we nggd their proprietary rights. We have been
subject to, and expect to continue to be subjeatiéadms and legal proceedings regarding alleg&thgement by us of the patents, tradem:
and other intellectual property rights of third foes. Such claims, whether or not meritorious, mesult in the expenditure of significant
financial and managerial resources, injunctionsregais or the imposition of damages that we magt /e may need to obtain licenses fi
third parties who allege that we have infringedrthights, but such licenses may not be availalbléeoms acceptable to us or at all. In
addition, we may not be able to obtain or utilireterms which are favorable to us, or at all, |sEnor other rights with respect to intellectual
property we do not own in providing e-commerce m&vto other businesses and individuals under cenciad agreements.

We Have a Limited Operating History and Our Stocki¢t Is Highly Volatile

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

« general economic conditions;

» changes in interest rates;

« conditions or trends in the Internet and the e-cemoe industry;

« fluctuations in the stock market in general andkagprices for Internet-related companies in palic
« quarterly variations in operating results;

* new products, services, innovations and strategyeldpments by our competitors or us, or businesthations and investments by
our competitors or ut

« changes in financial estimates by us or securdtiegysts and recommendations by securities analysts
« changes in Internet regulation;

 changes in our capital structure, including isseasfcadditional debt or equity to the public;

« additions or departures of key personnel;

* corporate restructurings, including layoffs or class of facilities;

« changes in the valuation methodology of, or perforoe by, other e-commerce companies; and
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* news and securities analyst reports and speculetlating to new and existing commercial agreemeggreral business or Internet
trends or our existing or future products or sexsi

Any of these events may cause our stock poicese or fall and may adversely affect our basgiand financing opportunities.

Future volatility in our stock price could force tasincrease our cash compensation to employegsaat larger stock awards than we
historically, which could hurt our operating resulir reduce the percentage ownership of our egistiockholders, or both. In the first quarter
of 2001, we offered a limited non-compulsory exadenf employee stock options. This option exchaoffgr resulted in variable accounting
treatment for certain of our stock options. Vargatcounting treatment will result in unpredictadtieck-based compensation expense
dependent on fluctuations in quoted prices forammmon stock. In late 2002, we implemented a istitistock unit plan, which will be our
primary vehicle for employee stodlased compensation going forward. Restricted stockrestricted stock units are measured at fairevat
the date of grant based on the number of sharesegtand the quoted price of the common stock, lwhidl be recognized as compensation
expense ratably over the corresponding employegcseterm.

Government Regulation of the Internet and-commerce Is Evolving and Unfavorable Changes Cotddrm our Business

We are subject to general business reguaton laws, as well as regulations and laws spadifigoverning the Internet and e-
commerce. Such existing and future laws and reigaisimay impede the growth of the Internet or othrdine services. These regulations
laws may cover taxation, user privacy, pricing,teom, copyrights, distribution, electronic conteaaonsumer protection, the provision of
online payment services, broadband residentiatieteaccess and the characteristics and qualiyamfucts and services. It is not clear how
existing laws governing issues such as propertyeosinp, sales and other taxes, libel and persanalqy apply to the Internet and e-
commerce. Unfavorable resolution of these issugshman our business. In addition, many jurisdictienrrently regulate “auctions” and
“auctioneers” and may regulate online auction sewi Jurisdictions may also regulate consumer-tgwmer fixed price online markets, like
zShops and certain aspects of Amazon Marketpldus.cbuld, in turn, diminish the demand for ourquots and services and increase our
cost of doing business.

We May Be Subject to Liability for Past Sales andii@-uture Sales May Decreas

In accordance with current industry practice, wendbcollect sales taxes or other taxes with resgpeshipments of most of our goods i
states other than Washington and North Dakota. Usoi@e of our commercial agreements, the other eoms the seller of record of the
applicable merchandise and we are obligated teciodlales tax in most states in accordance witrctirapany’s instructions. We may enter
into additional strategic alliances requiring semitax collection obligations. We collect Value AddTax, or VAT, for products that are
ordered orwww.amazon.co.uk, www.amazonage www.amazon.fand delivered in European Union member countries.ai§o collect
Japanese consumption tax for products that areeddmwww.amazon.co.jpnd delivered in Japan. In addition, Canadian copsion taxes
are collected on sales of products that are ordemedvw.amazon.cand delivered in Canada. Our fulfillment center angtomer service
center networks, and any future expansion of tine$eorks, along with other aspects of our evolinginess, may result in additional sales
and other tax obligations. One or more statesmida countries may seek to impose sales or o#xecdllection obligations on out-of-
jurisdiction companies which engage -commerce. A successful assertion by one or matessbr foreign countries that we should collect
sales or other taxes on the sale of merchandidd oesult in substantial tax liabilities for pasies, decrease our ability to compete with
traditional retailers and otherwise harm our bussne

Currently, decisions of the U.S. Supreme Crastrict the imposition of obligations to colletate and local sales and use taxes with
respect to sales made over the Internet. Howevaunaer of states, as well as the U.S. Congress, I@en considering various initiatives
that could limit or supersede the
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Supreme Court’s position regarding sales and u@stan Internet sales. If any of these initiatimddressed the Supreme Court’'s
constitutional concerns and resulted in a reversis current position, we could be required tdem sales and use taxes in states other than
Washington and North Dakota. The imposition byestatd local governments of various taxes uponretarommerce could create
administrative burdens for us and could decreaséuture sales.

Various countries are currently evaluatingitiVAT positions on e-commerce transactions. Reégefor example, the European Union
(“EU") enacted a directive requiring that businesigenon-EU countries selling digital products aedvices to EU resident consumers collect
and remit VAT in the country of the consumer’s desice. This directive will become effective on Ju)y2003, will result in additional VAT
collection obligations and administrative burdend eay decrease our future sales to customergiklth Future VAT legislation or changes
to our business model may have similar impacts.

We Source a Significant Portion of Our Inventorydm a Few Vendor:

Although we continue to increase our diragichasing from manufacturers, we still source aifitant amount of inventory from
relatively few vendors. During 2002, we purchaseerd 0% of all inventory purchases from a singledar, Ingram Book Group. No other
vendors account for over 10%. We do not have l@ngicontracts or arrangements with most of our gentb guarantee the availability of
merchandise, particular payment terms, or the sidarof credit limits. If our current vendors weeestop selling merchandise to us on
acceptable terms, we may not be able to acquirehardise from other suppliers in a timely and &ffit manner and on acceptable terms.

We May Be Subject to Product Liability Claims if Bgle or Property Are Harmed by the Products We ¢

Some of our products, such as toys, toolgviiare, computers, cell phones, and kitchen anddware products, may expose us to
product liability claims relating to personal injideath or property damage caused by such produtdsmay require us to take actions such
as product recalls. Certain businesses and indilgdalso may sell products that may indirectly éase our exposure to product liability
claims. Although we maintain liability insurancee wannot be certain that our coverage will be aaegjor liabilities actually incurred or tr
insurance will continue to be available to us ooreanically reasonable terms, or at all. In additezme of our vendor agreements with our
suppliers do not indemnify us from product lialyilit

We Could Be Liable for Breaches of Security on Olfeb Site and Fraudulent Activities of Users of Omazon Payments Program

A fundamental requirement for e-commercéédecure transmission of confidential informateer public networks. Although we have
developed systems and processes that are des@pestéct consumer information and prevent frautubeedit card transactions and other
security breaches, failure to mitigate such frautdreaches may adversely affect our operating t®sul

The law relating to the liability of provideof online payment services is currently unsettlecdddition, we are aware that governmental
agencies have investigated the provision of orpisgment services and could require changes in #yetlis business is conducted. We
guarantee payments made through Amazon Paymeidsogptain limits for both buyers and sellers, amdmay be unable to prevent users of
Amazon Payments from fraudulently receiving goottemvpayment may not be made to a seller or frantlyleollecting payments when
goods may not be shipped to a buyer. Our liahilgtl will increase if a larger fraction of our s use Amazon Payments. Any costs we
incur as a result of liability because of our gméea of payments made through Amazon Paymenterwise could harm our business. In
addition, the functionality of Amazon Payments defgeon certain third-party vendors delivering segsi If these vendors are unable or
unwilling to provide services, Amazon Payments wit be viable (and our businesses that use AmBagments may not be viable).
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We May Not Be Able to Adapt Quickly Enough to Chang Customer Requirements and Industry Standal

Technology in the e-commerce industry chamgpglly. We may not be able to adapt quickly efdot@changing customer requirements
and preferences and industry standards. Competiftans introduce new products and services with temkinologies. These changes and the
emergence of new industry standards and practadd cender our existing Web sites and proprietachnology obsolete.

The Internet as a Medium for Commerce Is Uncerte

Consumer use of the Internet as a mediumdomerce is a recent phenomenon and is subjedtighdevel 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 atecgpate, our sales would be lower tl
expected and our business would be harmed.

We Could Be Liable for Unlawful or Fraudulent Actities by Users of Our Merchants@ program, Merchamaim program, Amazoi
Marketplace, Auctions and zShops Servic

We may be unable to prevent users of our Nents@ program, Merchant.com program, Amazon Mpl&eg, Auctions and zShops
services from selling unlawful goods, or from swiligoods in an unlawful manner. We may face civitriminal liability for unlawful and
fraudulent activities by our users under U.S. lawd/or the laws and regulations of other counttieaddition, if we are unsuccessful in
preventing our users from providing content thatiiker illegal or which violates the proprietaights of others, it may result in liability to
Any costs we incur as a result of liability relafito the sale of unlawful goods, the unlawful s#lgoods, the fraudulent receipt of goods or
the fraudulent collection of payments could harmlmusiness. In running our Merchants@ program, kmt.com program, Amazon
Marketplace, Auctions and zShops services, wearlgellers to make accurate representations amnitlpreeliable delivery, and on buyers to
pay the agreed purchase price. We do not take megplity for delivery of payment or goods and, Vehive can suspend or terminate the
accounts of users who fail to fulfill their deliyeobligations, we cannot require users to make magsor deliver goods. We do not
compensate users who believe they have been deftdaydother users except through our guaranteegrodJnder our guarantee program,
fraudulent activities by our users, such as thedudent receipt of goods and the fraudulent catbecof payments, may create liability for us.

16




Table of Contents
Executive Officers and Directors
The following tables set forth certain infation regarding our Executive Officers and Direstas of January 19, 2003:

Executive Officers

Name Age Position

Jeffrey P. Bezo 39 President, Chief Executive Officer and ChairmarthefBoarc

Richard L. Dalzell 45 Senior Vice President, Worldwide Architecture athatferm
Software and Chief Information Offic:

Mark S. Peel 45 Vice President and Chief Accounting Offic

Diego Piacentin 42 Senior Vice President, Worldwide Retail and Manke

Thomas J. Szkute 42 Senior Vice President and Chief Financial Offi

Jeffrey A. Wilke 36 Senior Vice President, Worldwide Operations andt@usr
Service

L. Michelle Wilson 39 Senior Vice President, Human Resources, Generaisaband
Secretary

Jeffrey P. Bezoddr. Bezos has been Chairman of the Board of Amaoon.since founding it in 1994 and Chief Executiid@r since
May 1996. Mr. Bezos served as President from faugndintil June 1999 and again from October 200Bieécpresent.

Richard L. DalzellMr. Dalzell has served as Senior Vice PresidentrliMade Architecture and Platform Software, and éhinformatior
Officer since November 2001. From October 2000l INtivember 2001, Mr. Dalzell was Senior Vice Presidand Chief Information Officer
and prior to that, from joining Amazon.com in Augd897 until October 2000, he was Vice Presidedt@hief Information Officer.

Mark S. PeekMr. Peek has served as Vice President and Chieduxaing Officer since July 2002. From November 2690uly 2002, h
served as Vice President, Financial Planning analysis, and from April 2000 to November 2000, heved as Vice President, Finance and
Chief Accounting Officer. Prior to joining Amazoom, Mr. Peek was an audit partner with Deloitte duthe.

Diego PiacentiniMr. Piacentini has served as Senior Vice Presid&orldwide Retail and Marketing, since November 20Brom
joining Amazon.com in February 2000 until NovemB@601, Mr. Piacentini was Senior Vice President Getieral Manager, Internation
Prior to joining Amazon.com, Mr. Piacentini was ¥iBresident and General Manager, Europe, of Apptepliter, Inc., with responsibility
for Apple Computer’s operations in Europe, the MgdHast and Africa.

Thomas J. Szkutakir. Szkutak has served as Senior Vice PresidenCénef Financial Officer since November 2002. Poergly,
Mr. Szkutak held a variety of positions at Gené&ialctric Co., including Chief Financial Officer GfE Lighting from September 2001 to
September 2002, Finance Director of GE Plasticerifrom March 1999 to September 2001, and ExesMive President — Finance of
GE Asset Management (formerly known as GE Invests)drom May 1997 to March 1999.

Jeffrey A. WilkeMr. Wilke has served as Senior Vice President, dioide Operations and Customer Service, since Jard@d@2. From
October 2000 until January 2002, Mr. Wilke was 8eNjice President, Operations, and prior to thah&e been Vice President and General
Manager, Operations, since joining Amazon.com ipt&aber 1999. Previously, Mr. Wilke held a variefypositions at AlliedSignal,
including Vice President and General Manager ofRharmaceutical Fine Chemicals unit
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from March 1999 to September 1999 and General Memaftthe Carbon Materials and Technologies uninfiAugust 1997 to February
1999.

L. Michelle WilsonMs. Wilson has served as Senior Vice President, &iuResources, General Counsel and Secretary siacehM001.
She served as Vice President, General Counseleareétary from July 1999 until March 2001. Ms. Wilgoined Amazon.com in March
1999 as Associate General Counsel, Mergers andisitiqns and Finance. Prior to joining Amazon.cae was a partner in the law firm of
Perkins Coie LLP.

Board of Directors

Name Age Position
Jeffrey P. Bezo 39 President, Chief Executive Officer and ChairmarthefBoarc
Tom A. Alberg 62 Managing Director of Madrona Venture Gra
L. John Doer! 51 General Partner, Kleiner Perkins Caufield & By
Mark S. Hanse! 47 Chairman and CEO of Fleming Companies,
Thomas O. Ryde 58 Chairman and CEO of Rears Digest Association, Ini
Patricia Q. Stonesife 46 President and (-Chair of the Bill & Melinda Gates Foundatir

Item 2.  Properties

We do not own any real estate. Our princgfite facilities in the U.S. are located in seVéeased facilities in Seattle, Washington under
leases that expire at various times through July02@ur corporate office facilities (excluding custer service office space) in the U.S.
comprise a total of 517,000 square feet. Additiynale have 333,000 square feet of office spackishsubleased or is vacant that we remain
obligated under lease agreements that expire mtugatimes through April 2011.

Our U.S. warehousing and fulfillment operai@re housed in six fulfilment centers locatetNew Castle, Delaware; Fernley, Nevada;
Coffeyville, Kansas; Lexington and Campbellsvikentucky; and Grand Forks, North Dakota. Theséllimént centers comprise a total of
approximately 3.1 million square feet. Our fulfikmt center leases expire from 2004 through 2015aMtelease six facilities located near
fulfillment centers, comprising approximately 1.1llimn square feet, which we use for off-site sgpeaand shipping. These offsite storage and
shipping facilities are under relatively short-tdease agreements that expire at various timesghréay 2003; following expiration, we
intend to renew certain of these leases or coreelithto new offsite facilities, or both.

Our U.S. customer service operations occygpyaximately 76,000 square feet of office spaceaedocated in Tacoma, Washington;
Huntington, West Virginia; and Grand Forks, Nortakota. The lease terms of these facilities expirganuary 2006, April 2010 and
November 2008, respective

Our data-center facilities have 120,000 carabisquare feet (including approximately 40,00(sgfeet of vacant space at one facility).
These facilities are under leases that expire 2004 through 2009.

We lease additional properties outside tH& Uncluding approximately 135,000 square feetasporate office space (excluding customer
service office space) in Germany, France, Japartrendnited Kingdom (which excludes approximately090 square feet of vacant office
space in Germany); approximately 845,000 combipdue feet of available fulfillment center spac&iermany, France and the United
Kingdom (which excludes approximately 200,000 squaet in our United Kingdom facility that is cuntéy subleased or marketed for
sublease); and approximately 66,000 combined sdaatef customer service space in Germany, Japanhe United Kingdom. The
fulfillment centers in Germany,
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the United Kingdom and France are located in Bacstdlel, Marston Gate and Orleans, respectively,thadease terms expire in December
2009, October 2025 and March 2009, respectively.

In January 2001, we closed our fulfilmenhi®es in McDonough, Georgia and Seattle, Washindgbum lease for the Seattle facility,
which covers approximately 76,000 square feet ¢igroof which is currently subleased) will expireApril 2004. We recently negotiated a
termination agreement for our McDonough facilitpde that accelerated the termination date to DeeeBti2 for a portion of the building
and to March 2003 for the remainder of the buildioontingent on our payment of the final terminatiee). At December 31, 2002, the lease
for our McDonough facility covered approximately06200 square feet.

We believe our properties are suitable aratjadte for our present and anticipated near teedae

Iltem 3. Legal Proceeding:

On April 12, 2001, we received a request from tB€ Staff for the voluntary production of documeaitsi information concerning, amc
other things, previously reported sales of our camistock by our Chairman and Chief Executive Offideffrey Bezos, on February 2 anc
2001. We are cooperating with the SEC staff’s cuuitig inquiry.

A number of purported class action complaimgse filed by holders of our equity and debt siimsr against us, our directors and certain
of our senior officers during 2001, in the Unite@dt®s District Court for the Western District of $tiengton, alleging violations of the
Securities Act of 1933 (the “1933 Act”) and/or tBecurities Exchange Act of 1934 (the “1934 Act"h October 5, 2001, plaintiffs in the
1934 Act cases filed a consolidated amended cont@ieging that we, together with certain of officers and directors and certain third
parties, made false or misleading statements ddinegeriod from October 29, 1998 through JulyZt&)1 concerning our business, financial
condition and results, inventories, future prospeetd strategic alliance transactions. The 193ZAetplaint alleges that the defendants
false or misleading statements in connection withFebruary 2000 offering of the 6.875% PEACS. tbmplaints seek recissionary and/or
compensatory damages and injunctive relief agaihsiefendants. We dispute the allegations of wdaigg in these complaints and intend to
vigorously defend ourselves in these matters.

On August 28, 2002, the Trustee for the Qoesli Trust for Living.com instituted an adversampceeding against a subsidiary of the
Company in the United States Bankruptcy Courtlier\Western District of Texas. The plaintiff alledgkat Living.com’s creditors are entitled
to a contractual recovery of approximately $58 innillin fees that Living.com had previously paid2®00 primarily by issuing Living.com
stock to the Company. We dispute the plaintifflegdtions and intend to vigorously defend ourseinghis matter.

On October 29, 2002, Gary Gerlinger, indialiyiand on behalf of all other similarly situateagnsumers in the United States who, during
the period from August 1, 2001 to the present, lpased books online from either Amazon.com or Bardem, instituted an action against
the Company and Borders in the United States DBisfrourt for the Northern District of Californiah&@ Complaint alleges that the agreement
pursuant to which an affiliate of Amazon.com opesaBorders.com as a co-branded site violates fedetiarust laws, California statutory
law and the common law of unjust enrichment. Then@laint seeks injunctive relief, damages, includiraiple damages or statutory damages
where applicable, attorneys fees, costs and disinests, disgorgement of all sums obtained by alllggerongful acts, interest and
declaratory relief. We dispute the plaintiff's gjiions of wrongdoing and intend to vigorously aef@urselves in this matter.

Depending on the amount and the timing, gavarable resolution of some or all of these mattauld materially affect our business,
future results of operations, financial positiorcash flows in a particular period.

From time to time, we are subject to othgalgroceedings and claims in the ordinary coufdmusiness, including claims of alleged
infringement of trademarks, copyrights, patents ather intellectual
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property rights. We currently are not aware of angh legal proceedings or claims that we belie\khaie, individually or in the aggregate,
a material adverse effect on our business, finhooiadition or operating results.

ltem 4.  Submission of Matters to a Vote of Security Hold¢
No matters were submitted for a vote of daclsholders during the fourth quarter of 2002.
PART Il

ltem 5.  Market for the Registrar’'s Common Stock and Related Stockholder Matt

Market Information

Our common stock is traded on the NasdacpNatiMarket under the symbol “AMZN.” The followirtgble sets forth the high and low
sale prices for the common stock for the periodgcated, as reported by the Nasdag National Market.

High Low

Year ended December 31, 2C

First Quartel $21.8¢  $10.0C

Second Quarte 17.5¢ 8.37

Third Quartel 16.9¢ 5.97

Fourth Quarte 12.2¢ 6.01
Year ended December 31, 2C

First Quarte! $16.9¢ $ 9.0¢

Second Quarte 20.4( 12.5Z

Third Quartel 17.9: 12.2¢

Fourth Quarte 25.0( 16.01

Holders

As of January 27, 2003, there were 4,229 stockhslofrecord of our common stock, although ther such larger number of benefic
owners.

Dividends

We have never declared or paid cash dividendsur common stock. We do not anticipate paymgaash dividends in the foreseeable
future. In addition, we are restricted from payoagh dividends under our Senior Discount Notes.lt®ee 7 of Part Il, “Management’s
Discussion and Analysis of Financial Condition &w®bults of Operations — Liquidity and Capital Reses.”

Recent Sales of Unregistered Securit
None.

Item 6. Selected Consolidated Financial Da

The following selected consolidated finandata should be read in conjunction with the cadatéd financial statements and the notes
thereto in Item 8 of Part Il, “Financial Statemeatsl Supplementary Data,” and the information daethherein in Item 7 of Part I,
“Management’s Discussion and Analysis
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of Financial Condition and Results of Operatiort$istorical results are not necessarily indicatiféuture results.

As of and for the Years Ended December 31,

2002 2001 2000 1999 1998(1)
(in thousands, except per share data)

Net sales $ 3,932,93i $3,122,43 $2,761,98° $1,639,83°  $ 609,81¢
Gross profit 992,61¢ 798,55¢ 655,77 290,64! 133,66«
Income (loss) from operatiol 64,12« (412,25) (863,88() (605,75 (109,059
Interest incomi 23,68" 29,101 40,82: 45,45 14,05
Interest expens (142,924 (139,23) (130,92) (84,56¢€) (26,639
Net loss (149,13) (567,27 (1,411,27) (719,969 (124,54¢)
Basic and diluted net loss per share $ (0.39) $ (2.5¢) $ 4.02) $ (2200 $ (042
Shares used in computation of basic and

diluted net loss per share( 378,36: 364,21: 350,87 326,75: 296,34«
Balance Sheet Data:
Cash and cash equivalel $ 738,25: $ 540,28: $ 822,43t $ 133,30¢ $ 71,58
Marketable securitie 562,71! 456,30: 278,08 572,87¢ 301,86:
Total asset 1,990,44 1,637,54 2,135,16! 2,465,85! 648,46(
Long-term debr 2,277,30! 2,156,13: 2,127,46 1,466,33 348,14(
Stockholder Equity (Deficit) (1,352,81) (1,440,000 (967,25) 266,27¢ 138,74!

(1) Reflects restatement for a 1998 business acquisaticounted for under the pool-of-interests methoc

(2) For further discussion of loss per share & 8 of Part Il, “Financial Statements and Supmatary Data — Note 1 — Description of
Business and Accounting Polic” and“— Note 9— Earnings (Loss) Per She”

ltem 7. Managemen's Discussion and Analysis of Financial Condition driResults of Operation

Forward-Looking Statements

This Annual Report on Form 10-K includes fardrlooking statements within the meaning of thed®e Securities Litigation Reform Act
of 1995. All statements other than statementsgibhical fact, including statements regarding induprospects and future results of
operations or financial position, made in this AahReport on Form 10-K are forward-looking. We us®ds 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 mgigg expectations of future pro forma profitalyilinet sales, cash flows from operations
and free cash flows, all of which are inherentlfficlilt to predict. Actual results could differ neatally for a variety of reasons, including,
among others, the rate of growth of the econongeimeral, the Internet and online commerce, custemending patterns, the amount that we
invest in new business opportunities and the tinofihose investments, the mix of products soldustomers, the mix of net sales derived
from products as compared with services, riskqeémtory management, the degree to which we emirinaintain and develop
relationships with other businesses, fluctuationthe value of securities and non-cash paymenteegive in connection with such
transactions, foreign exchange risks, seasonaligrnational growth and expansion and risks dilfolent throughput and productivity.
These risks and uncertainties, as well as othks ead uncertainties that could cause our actsaltseto differ significantly from
management’s expectations, are described in grdateil in Item 1 of Part I,
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“Business — Additional Factors That May Affect FrgtResults,” which, along with the following dissien, describes some, but not all, of
the factors that could cause actual results te@dgignificantly from management’s expectations.

Results of Operations
Critical Accounting Judgments

The preparation of financial statements infoomity with accounting principles generally actapin the United States requires estimates
and assumptions that affect the reported amourdass#ts and liabilities, revenues and expensescstatdd disclosures of contingent assets
and liabilities in the consolidated financial stants and accompanying notes. The SEC has defiocechpany’s critical accounting policies
as the ones that are most important to the pottcdythe company’s financial condition and reswafoperations, and which require the
company to make its most difficult and subjectivdgments, often as a result of the need to makaasis of matters that are inherently
uncertain. Based on this definition, we have ideadithe critical accounting policies and judgmeadisiressed below. We also have other key
accounting policies, which involve the use of esties, judgments and assumptions that are signifioamderstanding our results. For
additional information see Item 8 of Part Il, “Fitgal Statements and Supplementary Data — Note[eseription of Business and
Accounting Policies.” Although we believe that mstimates, assumptions and judgments are reaspttadfeare based upon information
presently available. Actual results may differ $iigantly from these estimates under different asggtions, judgments or conditions.

Significant Accounting Policies

Inventories

Inventories, consisting of products availdblesale, are valued at the lower of cost or mavidue, which requires us to make judgments,
based on currently-available information, aboutlikely method of disposition (whether through satie individual customers, returns to
product vendors or liquidations), and expectedverable values of each disposition category. Basethis evaluation, which is applied
consistently from period to period, we record aua#ibn allowance to adjust the carrying amountwfinoventories to lower of cost or market
value.

Revenue Recognitio

We generally recognize revenue from prodatgssor services rendered when the following fewenue recognition criteria are met:
persuasive evidence of an arrangement exists,eiglhas occurred or services have been renderdetling price is fixed or determinable
and collectibility is reasonably assured.

We evaluate the criteria outlined in Emerdisgues Task Force (“EITF”) Issue No. 99-19, “Reingr Revenue Gross as a Principal
Versus Net as an Agent,” in determining whethés @ppropriate to record the gross amount of prosiales and related costs or the net
amount earned as commissions. Generally, when evthamprimary obligor in a transaction, are subjeéhventory risk, have latitude in
establishing prices and selecting suppliers, oetsmweral but not all of these indicators, revaauecorded gross. If we are not the primary
obligor and amounts earned are determined usingd percentage, a fixed-payment schedule, or @owtion of the two, we generally
record the net amounts as commissions earned.

Product sales, net of promotional discourgisates and return allowances, are recorded wheeprtiducts are shipped and title passes to
customers. Retail items sold to customers are rpadiuant to a sales contract that provides fostearof both title and risk of loss upon our
delivery to the carrier (commonly referred to asOmB. Shipping Point”). Return allowances (whichuee product revenue by our best
estimate of expected product returns) are estimaged) historical experience.
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We periodically provide incentive offers torcustomers to encourage purchases. Such offdtglpercentage discounts off current
purchases (“current discount offers”), offers fotuire discounts subject to a minimum current pusel{&inducement offers”) and other
similar offers. Current discount offers, when adedgy our customers, are treated as a reductitretpurchase price of the related
transaction and are presented as a net amountinsdéles.” Inducement offers, when accepted byostomers, are treated as a reduction to
purchase price based on estimated redemption Regemption rates are estimated using our histaigaerience for similar inducement
offers.

Commissions received through our Amazon Miplkee and Merchants@ programs and amounts earreeyh our Merchant.com
program are recorded as net amounts since we tng as an agent. Amounts earned are recognizedtasles when the item is sold by the
third-party seller and our collectibility is reasdoty assured. We record an allowance for estimaohds on such commissions using
historical experience.

We earn revenues from services primarily tgeng into business-to-business commercial agea¢snincluding providing our
technology services such as search, browse andnadization; permitting other businesses and irtligls to offer products or services
through our Web sites; and powering third-party Eiés, either with or without providing accompanyfulfilment services. These
commercial agreements also include miscellaneoukatiag and promotional agreements. As compens#tiothe services we provide unc
these agreements, we generally receive cash. patkte we have accepted as compensation underatrasgements equity securities, or a
combination of equity securities and cash. Gengrtile fair value of the equity consideration rge€liis measured when the agreement is
executed, but to the extent that the equity comatam is subject to forfeiture or vesting provissoand no significant performance
commitment exists upon execution of the agreentkatfair value of the equity consideration and esponding revenue is determined as of
the date that the forfeiture provision lapses ahasvesting provision lapses. Subsequent to imiteasurement of fair value, appreciation or
decline in the fair value of such securities wifeat our ultimate realization of equity securitieseived as compensation; however, any such
change does not affect the amount of revenue tedmgnized over the term of the agreement. We géneecognize revenue from these
marketing and promotional services (including rexenassociated with non-refundable advance paypamts straight-line basis over the
period during which we perform services under tregreements, commencing at the launch date oftivics. If we receive non-refundable
advance payments, such amounts are deferred fenuewecognition purposes until service commences.

Included in Services segment revenues aryelgased service revenues of $13 million, $27 ionlland $79 million for 2002, 2001 and
2000, respectively.

We have in the past, and may in the futumegrad our agreements with certain of the companitsswhich we have commercial
agreements to modify future cash proceeds to lEved by us, modify the service term of our comnz@greements, or both. Although
these amendments generally do not affect the anajwriearned revenue previously recorded by uanff), the timing of future revenue
recognition changes to correspond with the ternenuénded agreements. These amendments or futurelareets will affect the timing and
amount of revenues recognized in connection witlséhcommercial agreements. To the extent we bedieysuch amendments cause or may
cause the compensation to be received under aeragré to no longer be fixed or determinable, wétloar revenue recognition to amounts
received, excluding any future amounts not deernxedi for determinable. As future amounts are sulestyureceived, such amounts are
incorporated into our revenue recognition overréraaining term of the agreement.

Fair Value of Equity Securities Received as Compatisn Under Commercial Agreements

For equity securities of public companieseieed as compensation under commercial agreemeatgenerally determine fair value based
on the quoted market price at the time we entertimt underlying commercial agreement and adjust suwarket price appropriately if
significant restrictions on marketability exist.d@eise an observable market price does not exisgiaity securities of private companies, our
estimates of fair value of such securities are nsalgective than for the securities of
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public companies. For significant transactions lavmy equity securities in private companies, wéadband consider independent, thpalrty
valuations where appropriate. Such valuations usgiaty of methodologies to estimate fair valueluding comparing the security with
securities of publicly traded companies in similaes of business, applying price multiples torestied future operating results for the private
company, and utilizing estimated discounted caslvdlfor that company. These valuations also rethe®therwise fair value by a factor tl

is intended to account for restrictions on con&modl marketability where appropriate. Using thedeatsons and other information available
us, such as our knowledge of the industry and ¢inepany itself, we determine the estimated fair @afithe securities received.

Accounting for Goodwill and Certain Other Intangilels

Effective July 1, 2001, we adopted certaiovsions of Statement of Financial Accounting Staad (“SFAS”) No. 141, “Business
Combinations,” and effective January 1, 2002, wepaed the full provisions of SFAS No. 141 and S 142, “Goodwill and Other
Intangible Assets.” SFAS No. 141 requires businessbinations initiated after June 30, 2001 to manted for using the purchase method
of accounting and broadens the criteria for recuydintangible assets apart from goodwill. We evi@daur goodwill and intangibles acqui
prior to June 30, 2001 using the criteria of SFAS M1, which resulted in $25 million of other inggbles (comprised entirely of assembled
workforce intangibles) being subsumed into goodatillanuary 1, 2002. SFAS No. 142 requires thathased goodwill and certain
indefinite-lived intangibles no longer be amortizbdt instead be tested for impairment at leastialiyn We evaluated our intangible assets
and determined that all such assets have deterhaifads.

SFAS No. 142 prescribes a two-phase procesmpairment testing of goodwill. The first phaseens for impairment, while the second
phase (if necessary) measures the impairment. \Wipleted our first phase impairment analysis anadiono instances of impairment of our
recorded goodwill; accordingly, the second tespihgse was not necessary during 2002. No subseiaiécdtors of impairment have been
noted.

Restructuring Estimate!

Restructuring-related liabilities includeigstes for, among other things, anticipated digmosbf lease obligations. Key variables in
determining such estimates include anticipated cenu@ment timing of sublease rentals, estimateshidéase rental payment amounts and
tenant improvement costs and estimates for brokesiag other related costs. We periodically evalaatk if necessary, adjust our estimates
based on currently-available information.

Results of Operations

Net Sales

Net sales include the selling price of consuproducts sold by us, less promotional discourtsates and sales returns; outbound
shipping charges billed to our customers; commissand other amounts earned from sales of new sediproducts on Amazon
Marketplace; amounts earned (fixed fees, sales éssins, per-unit activity fees, or some combimatiwereof) for sales of retail products
through our Merchants@ program, such as Toysrusatahilrarget stores atwvw.amazon.comthe selling price of consumer products sol
us through our Syndicated Stores program, suetwag.borders.comamounts earned (fixed fees, sales commissiomsympeactivity fees, o
some combination thereof) in connection with ourdfant.com program, such asvw.target.com amounts earned from third parties who
utilize our technology services such as searchw&eand personalization; and amounts earned farettaseous marketing and promotional
agreements.

Net sales were $3.93 bhillion, $3.12 billiamde$2.76 billion for 2002, 2001 and 2000, respetyivrepresenting increases of 26% and 13%
for 2002 and 2001, respectively. The increase®02et sales were primarily attributable to odednational segment and our BMVD
segment, which increased $508 million and $185ionilin 2002, respectively. The increases in 20QIsakes were primarily
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attributable to our International segment and oliK Eegment, which increased $280 million and $6Bioni, respectively. During 2002,
revenues improved $47 million in comparison to 260#& to changes in foreign exchange rates (spaltyfithe weakening of the U.S. Dollar
in comparison to the Euro and the British Pound).

Net sales for our BMVD segment were $1.8lidwi| $1.69 billion and $1.70 billion for 2002, 2D@nd 2000, respectively, representing an
increase of 11% for 2002 in comparison with a aecbf 1% for 2001. This segment includes retagsfélomwww.amazon.corand
www.amazon.caf books, music and DVD/ video products and magaginbscription commissions. This segment also desdicommissions
from Amazon Marketplace sales of these products, nsed or collectible, amounts earned from sald¢isase products by other businesses
through our Merchants@ program and product revefraasstores offering these products through ourdssated Stores program. The
improvement in growth rates for our BMVD segmen2@02 in comparison with 2001 reflects increaseiti sales resulting from our
continuing efforts to reduce prices for customarsluding increases in customer discounts on bawikthe introduction of everyday free
shipping atvww.amazon.corfor certain orders. Also contributing to the 2062rease in growth rates for BMVD are increaseqihsales
through Amazon Marketplace.

Net sales for our ETK segment were $645 amilli$547 million and $484 million for 2002, 2001de2000, respectively, representing
increases of 18% and 13% for 2002 and 2001, reigpbctThis segment includesww.amazon.cometail sales of electronics, home
improvement and home and garden products, as wellamail-order catalog sales. This segment aldades commissions from sales of
these products, new, used or collectible, througta2on Marketplace and amounts earned from salésesé products by other businesses
through our Merchants@ program, such as with Offiepot, and will include revenues from stores dffgithese products, if any, through
our Syndicated Stores program. The improvementawth rates for our ETK segment in 2002 in compariwith 2001 reflects increased
unit sales resulting from our continuing effortséduce prices for customers, including increasesistomer discounts through price changes
and rebate programs and the introduction of everyidee shipping atvww.amazon.corior certain orders. Also contributing to the 2002
increase in growth rates for ETK are increasesiihaales through Amazon Marketplace.

Net sales for our International segment vidrd 7 billion, $661 million and $381 million for @@, 2001 and 2000, respectively,
representing increases of 77% and 74% for 2002804, respectively. We anticipate that as the regdrase of our International segment
increases, the percentage growth rates will likidgline over time. During 2002, revenues improvéd fillion in comparison to 2001 due to
changes in foreign exchange rates (specificallystbakening of the U.S. Dollar in comparison to Eeo and the British Pound). This
segment includes all retail sales of the followiimigrnationally-focused Web sitesww.amazon.co.uk, www.amazon.de, www.amazmdfr
www.amazon.co.jpThese international sites share a common Amaaonexperience, but are localized in terms of lagguaroducts,
customer service and fulfillment. To the extentikade on these sites, this segment includes cosiaris and other amounts earned from
sales of products through Amazon Marketplace anemees from stores offering products through ourdiated Stores program, such as
www.waterstones.co.@adwww.virginmega.co.jpand amounts earned from sales of products by btisnesses through our Merchants@
program. Our International segment includes expalgs fromvww.amazon.co.uk, www.amazon.de, www.amazamdfivww.amazon.co.jp
(including export sales from these sites to custsrirethe U.S. and Canada), but excludes expas$edmwww.amazon.corand
www.amazon.caThe increase in net sales from our Internatisegiment results from, in each of the four inteoreily-focused Web sites,
an increase in unit sales (in part due to the chtetion of Amazon Marketplace anvw.amazon.co.uk, www.amazonatel
www.amazon.co.jp and our continuing efforts to reduce pricesustomers through increases in customer discount$rae and reduced-
rate shipping offers. The future growth of our Ineional segment may fluctuate significantly witienges in foreign exchange rates. See
Item 1 of Part I, “Business — Additional FactorsatiMay Affect Future Results — We Have Foreign e Risk.”

Net sales for our Services segment were $3flidn, $225 million and $198 million for 2002, 2@ and 2000, respectively, representing
increases of 9% and 13%, respectively. This segowrgists of

25




Table of Contents

commissions, fees and other amounts earned froreesuices business, including our Merchant.com qamog(such asvww.target.con), and
to the extent full product categories are not alffered by us through our online retail stores, @rchants@ program, such as our apparel
store, the Toysrus.com and Babiesrus.com stordspamions of the Target storevamvw.amazon.comas well as our commercial agreement
with America Online, Inc. This segment also inclsideictions, zShops, Amazon Payments and miscellsn@arketing and promotional
agreements. The increase in net sales from ouicgsrsegment results from amounts earned througMerchants@ program and our
Merchant.com program, offset by the expirationertain of our marketing and promotional agreemeFtg. amount of compensation we
receive under certain of these services agreemedependent on the volume of sales that the aitrapany makes. See Item 1 of Part |
“Business — Additional Factors That May Affect FrglResults —Our Business Could Suffer If We Are UnsuccessfMiking, Integratin
and Maintaining Commercial Agreements, Strategi@Ates and Other Business Relationships.”

Shipping revenue (which consists of outbosimgping charges to our customers) across all tpgraegments was $365 million,
$357 million and $339 million for 2002, 2001 andR0respectively. Shipping revenue does not incidecommissions or other amounts
earned from Amazon Marketplace. In January 2002intveduced a new shipping optionvatvw.amazon.comoffering everyday free
shipping for certain orders that exceed a specdimdunt, and we lowered this threshold severalgitheoughout the year. We offer similar
shipping options for our internationally-focused M&tes and may offer other free or reduced-feppshg options over time. These shipping
offers reduce shipping revenue as a percentagaed and cause our gross margins on retail saldscime. We view these shipping offers as
an effective marketing tool.

First quarter of 2003 net sales are expectd between $1.025 billion and $1.075 billiongosw between 21% and 27%. For the full
year 2003, net sales are expected to grow over Heflever, any such projections are subject to subisti uncertainty. See Item 1 of Par
“Business — Additional Factors That May Affect FrglResults.”

Gross Profit

Gross profit is net sales less the cost kelssavhich consists of the purchase price of comsyroducts sold by us, inbound and outbound
shipping charges to us, packaging supplies andinagbsts associated with our service revenuegs@ssociated with our Services segment
revenues and classified as cost of services généarelude fulfillment-related costs to ship prodsion behalf of third-party sellers, costs to
provide customer service, credit card fees androtiated costs.

Effective January 1, 2002, we prospectivélgirgyed our inventory costing method to the firdfisst-out (“FIFO”) method of accounting.
This change resulted in a cumulative increaseaddyet inventory of $0.8 million, with a correspongiamount recorded to “Cumulative
effect of change in accounting principle” on thatsiments of operations in 2002. We evaluated fleetsdf the change on each quarter during
2001 and determined such effect to be less thahillion individually and in the aggregate. We eletined this change to be preferable
under accounting principles generally acceptetiénlinited States since, among other reasonsi,ilitdées our record keeping process,
significantly improves our ability to provide cosfficient fulfillment services to other companiesgart of our services offering and results in
increased consistency with others in our industry.

Gross profit was $993 million, $799 millionca$656 million for 2002, 2001 and 2000, respedyivepresenting increases of 24% and
22% for 2002 and 2001, respectively. Gross margis 26%, 26% and 24% for 2002, 2001 and 2000, régplc Increases in gross profit in
2002 primarily correspond with increases in unitisl g§including increased product sales through Aona#larketplace), improvements in
transportation and inventory management and impnaves in product sourcing, offset by price reduttion books and electronics, the
expiration of certain high-margin marketing andmagional agreements, and our free and reducedshépping offers. Increases in gross
profit in 2001 primarily correspond with improventein inventory management and product sourcind,tara lesser extent, increased
product sales through Amazon Marketplace. Our divgrass margins fluctuate based on several fachoctuding
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our mix of sales during the period (including sale®ugh Amazon Marketplace), competitive priciregidions and general efforts to reduce
prices for our customers over time, as well asetttent to which we provide free and reduced-raiepsihg offers.

Gross profit for our BMVD segment was $528liomi, $453 million and $417 million for 2002, 20@hd 2000, respectively, representing
increases of 16% and 9% for 2002 and 2001, resedetiGross margin was 28%, 27% and 25% for 200R12and 2000, respectively. The
slight improvement in gross margin corresponds Withincrease in higher margin sales through Ama#arketplace, improvements in
transportation costs and inventory managementcantinued improvements in product sourcing, offseprice reductions and our everyday
free shipping offer.

Gross profit for our ETK segment was $90 ianil] $78 million and $45 million for 2002, 2001 aR@00, respectively, representing
increases of 15% and 76% for 2002 and 2001, reispbctGross margin was 14% for 2002 and 2001 &bd@ 2000. In 2002,
improvements in product sourcing, inventory managernand transportation management, along with ldvegsportation costs, were offset
by price reductions and our everyday free shippiifigr. In 2001, improvement in gross margin prifyareflects improvements in product
sourcing and inventory management.

During 2002, sales of products through Amalgtamketplace increased significantly in comparismthe prior year. If product sales
through Amazon Marketplace continue to increaseamteipate improvement in gross margin, offsethim extent we offer additional or
broader price reductions, free shipping offers atfetr promotions.

Gross profit for our International segmens249 million, $141 million and $77 million for @R, 2001 and 2000, respectively,
representing increases of 77% and 82% for 20028604, respectively. Gross margin was 21% for 20622001, and 20% for 2000. The
increase in gross profit in 2002 reflects increasesits sold by each of our four internationdibgused Web sites included in this segment
(in part due to the introduction of Amazon Market onvww.amazon.co.uk, www.amazonatiel www.amazon.co.jp offset by continuing
efforts to reduce prices for our customers. Dui§2, gross profit improved $10 million in compariso 2001 due to changes in foreign
exchange rates (specifically the weakening of tte Dollar in comparison to the Euro and the Brif®ound).The increase in gross profit in
2001 reflects increases in units sold by waw.amazon.dandwww.amazon.co.uites, as well as the launch of eawvw.amazon.fand
www.amazon.co.jpites during the second half of 2000.

Gross profit for our Services segment wass$bilion for 2002 and 2001 and $116 million forQf) representing flat gross profit in 2002
and an increase of 9% for 2001. Costs associatibdowr service revenues generally include fulfilirheelated costs to ship products on
behalf of other businesses, including costs toigemeustomer service, credit card fees and otHatee: costs. Gross margin was 51%, 56%
and 59% for 2002, 2001 and 2000, respectively. &posfit from our Services segment largely corresisowith revenues from our
commercial agreements, which includes our Merchant.program and, to the extent product categoreesat also offered by us through «
online retail stores, the Merchants@ program, dsaseamounts earned through miscellaneous marketid promotional agreements. The
decline in gross margin from our Services segmelates to service costs classified in cost of sasslting from the shift in the mix of our
commercial relationships towards agreements tltairporate a broader range of services, includitfglfieent. Also contributing to the
decline in Services gross margin in 2002 was thpération of certain highmargin marketing and promotional agreements. Weeb®ervice
segment margins will decline again in 2003 singihiargin marketing arrangements are expectedptesent a lower percentage of our
overall revenue mix for this segment. See Item Rat 1 “Business — Additional Factors That Maye&ff Future Results — Our Business
Could Suffer If We Are Unsuccessful in Making, lgtating and Maintaining Commercial Agreements, t8giz Alliances and Other Busini
Relationships.”

Shipping loss across all operating segmeas$40 million, $19 million and $1 million for 2002001 and 2000, respectively. The loss
from shipping primarily reflects the free and reddaate shipping offers, offset in part by costuatbns from efficiencies in our outbound
shipping. We continue to measure our shipping tesalative to their effect on our overall finarai@sults, with the viewpoint that shipping
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promotions are an effective marketing tool. In Zag2002, we introduced a new shipping optiomatv.amazon.comoffering everyday fre
shipping for certain orders that exceed specifieetipase thresholds. We offer a similar shippingooptor our internationally-focused Web
sites and may offer other free or reduced-fee shippptions over time. We expect to continue offgrour customers free shipping options
which reduce shipping revenue as a percentagdesf and negatively affect gross margins.

Fulfillment

Fulfillment costs represent those costs iremiin operating and staffing our fulfillment anagstomer service centers, including costs
attributable to receiving, inspecting and warehogsinventories; picking, packaging and preparingtamer orders for shipment; credit card
fees and bad debt costs; and responding to inqudiden customers. Fulfillment costs also includeoants paid to third-party co-sourcers that
assist us in fulfillment and customer service ofiens. Certain Services segment fulfillment-relatedts incurred on behalf of other
businesses are classified as cost of sales rdwheftlfillment. Fulfillment costs were $392 miltip$374 million and $415 million for 2002,
2001 and 2000, respectively, representing 10%, 428615% of net sales, respectively. The improvenmefutfillment costs as a percentage
of net sales results from improvements in proditgtiand accuracy, the increase in units fulfilleglging to leverage the fixed-cost portion of
our fulfillment network, a decline in customer see/contacts per order resulting from improvemémtsur operations and enhancements to
our customer self-service features available ordeb sites. These improvements were offset, in pgrincreases in employee wages and
benefits and credit card interchange fees assdcigith Amazon Marketplace, which represent a higi@rcent of commissions earned
relative to amounts earned from retail sales ofiouentory. Additionally, the comparisons betwe@®2 and 2000 (and to a lesser extent the
comparisons between 2002 and 2001) were affecteebglosures in 2001 of our fulfillment centersMeDonough, Georgia and Seattle,
Washington, and customer service centers in Theiéldgetherlands and Seattle, Washington.

Marketing

Marketing expenses consist of advertisingmmtional and public relations expenditures, angqhand related expenses for personnel
engaged in marketing and selling activities. Marigexpenses, net of co-operative marketing reisdments, were $125 million,
$138 million and $180 million for 2002, 2001 andR0respectively, representing 3%, 4% and 7% obalkets, respectively. To the extent co-
operative marketing reimbursements decline in &ipgriods, we may incur additional expenses toigoatcertain promotions or elect to
reduce or discontinue them. Declines in expensenBoketing-related activities reflect managemefures to cut ineffective marketing
programs, as well as reduced rates charged tasefiee online marketing activities. These decreasegartially offset by increased
investment in marketing channels considered mdstiife in driving incremental net sales, suchaagedted online advertising through
various Web portals and our Associates progrardatuary 2002, we introduced a new shipping optiemwav.amazon.comoffering
everyday free shipping for certain orders that edca specified amount. We offer similar shippingjas for our internationallyecused We
sites. Although marketing expenses do not inclugdefree and reduced shipping offers, we view sutdr® as an effective marketing tool.

Technology and Content

Technology and content expenses consistipafig of payroll and related expenses for develepineditorial, systems and
telecommunications operations personnel; systemsed@communications infrastructure; and costscghiged content, including freelance
reviews. Technology and content expenses were 8211i6n, $241 million and $269 million for 2002, @@ and 2000, respectively,
representing 5%, 8% and 10% of net sales, resgdgtiVhe decline in absolute dollars spent for eamiparative period primarily reflects «
migration to a technology platform that utilizekeas-costly technology infrastructure, as wellmproved expense management and general
price reductions in most expense categories. Weatxp continue to invest in technology and improeets to our Web sites, which may
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include, but are not limited to, hiring additiorahployees, offering additional Web site featuresd groduct categories to our customers and
implementing additional commercial relationshipsweaell as potentially continuing our internatioeapansion.

General and Administrative

General and administrative expenses consiyroll and related expenses for executive, figaand administrative personnel, human
resources, professional fees and other generab@mexpenses. General and administrative expereses$79 million, $90 million and
$109 million for 2002, 2001 and 2000, respectivedpresenting 2%, 3% and 4% of net sales, resgdgtiVhe decline in 2002 in general and
administrative costs is primarily attributable tdexcline in facility and depreciation costs resgtirom our 2001 operational restructuring
plan that consolidated our corporate office logaicand through continued efforts to improve eéiitly. The decline in 2001 in general and
administrative costs is attributable to reductionsiost administrative expense categories, inclyéimployee-related, facility and
depreciation costs, supplies and other miscellasmebarges, as well as decreased costs as a resuft2001 operational restructuring.

Stock-Based Compensatio

Stock-based compensation was $69 milliorm$ion and $25 million for 2002, 2001 and 2000spectively. Stock-based compensation
includes stock-based charges resulting from variabtounting treatment of certain stock optionsrastticted stock issued to certain key
employees, as well as amounts associated withewlyrAimplemented restricted stock unit program.cBtbased compensation also includes,
to a lesser extent, a portion of acquisition-relatensideration conditioned on the continued tewfieertain key employees of acquired
businesses. Under our restricted stock unit progvemth commenced in the fourth quarter of 2002 amerd restricted stock units as our
primary vehicle for employee equity compensatioasticted stock units are measured at fair valuthemate of grant based on the number
of shares granted and the quoted price of our camsturk. Such value is recognized as an expereglyaiver the corresponding employee
service period. To the extent restricted stocksuaie forfeited prior to vesting, the correspongingviously recognized expense is reverse
an offset to “Stock-based compensation.” Stock-th@senpensation associated with our restricted stodkprogram was $4 million in 2002.

The number of shares of common stock subject tstaoding vested and unvested employee stock ajiagisding restricted stock unit
was approximately 45 million and 66 million, or 128%d 18% of our outstanding common stock, at Deeer@b, 2002 and 2001,
respectively.

During the first quarter of 2001, we offe@timited non-compulsory exchange of employee stptions, which resulted in variable
accounting treatment for approximately 5 millionckt options at December 31, 2002, including appnately 4 million options granted unt
the exchange offer that have exercise prices of3§B3and expire in the third quarter of 2003. MalBaaccounting treatment results in
unpredictable and potentially significant chargesredits recorded to “Stock-based compensatidegendent on fluctuations in quoted pr
for our common stock. We have quantified the hyptitial effect on “Stock-based compensation” assediwith various quoted prices of our
common stock, which we are unable to forecast ately;, using a sensitivity analysis for our outsliag stock options subject to variable
accounting at December 31, 2002. We have provigdisdriformation to give additional insight into tkielatility we will experience in our
future results of operations to the extent thatheted price for our common stock is above $13.3h%s sensitivity analysis is not a
prediction of future performance of the quoted g@siof our common stock.

Using the following hypothetical market pisogf our common stock above $13.375 (includingattteal expense associated with options
exercised), our hypothetical cumulative compensagipense at
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December 31, 2002 resulting from variable accogrttieatment would have been as follows (in thousaericept percentages and per share
amounts):

Hypothetical vs.
Actual Cumulative

Hypothetical Increase Hypothetical Market Hypothetical Cumulative Compensation Expense
Over $13.375 Price per Share Compensation Expense e@mber 31, 2002
15% $15.3¢ $47,47: $(13,017)
25% 16.7: 52,42: (8,065)
50% 20.0¢ 64,80z 4,31¢
75% 23.41 77,18 16,69:
10(% 26.7¢ 89,56! 29,07:

Actual variable-accounting related compeiasatiould differ significantly from the above illuation in instances where options are
exercised during a period at prices that diffenfriie closing stock price for the reporting periad.of December 31, 2002, the Company’s
common stock closed at $18.89, representing ardserof 41% over $13.375. Cumulative compensatiparese associated with variable
accounting treatment was $60 million, of which $dillion is associated with options exercised aratéfore no longer subject to future
variability.

If at the end of any fiscal quarter the qdgteice of our common stock is lower than the qdqtece at the end of the previous fiscal
quarter, or to the extent previously-recorded an®uslate to unvested portions of options that vearecelled, compensation expense
associated with variable accounting will be recltad using the cumulative expense method and esytrin a net benefit to our results of
operations.

Amortization of Goodwill and Other Intangible

Amortization of goodwill and other intangiblevas $5 million, $181 million and $322 million 8002, 2001 and 2000, respectively. The
decline in amortization of goodwill and intangibies2002 primarily results from our adoption of SEAo. 141, which resulted in $25 milli
of intangible assets, comprised of assembled workfmtangibles, being subsumed into goodwill, andadoption of SFAS No. 142, which
requires that goodwill no longer be amortized. @ikeline in amortization of goodwill and intangibies2001 results from an impairment loss
of $184 million recorded in the fourth quarter G0 associated with certain of our 1999 businegaisitions. This impairment loss reduced
our recorded basis in goodwill and other intangildad had the effect of reducing amortization ezpeaturing 2001.

Restructurin¢-Related and Othe

Restructuring-related and other expenses $&2amillion, $182 million and $200 million for 2202001 and 2000, respectively. In the
first quarter of 2001, we announced and began im@igation of our operational restructuring plameiduce operating costs, streamline our
organizational structure, consolidate certain offalfillment and customer service operations aridrate a large portion of our technology
infrastructure to a new operating platform. Thigiative involved the reduction of employee staff h327 positions throughout the Company
in managerial, professional, clerical, technical &rifillment roles; consolidation of our Seatti#ashington corporate office locations; clos
of our McDonough, Georgia fulfilment center; seaalooperation of our Seattle, Washington fulfillmegnter; closure of our customer
service centers in Seattle, Washington and The &lagetherlands; and migration of a large portioowftechnology infrastructure to a new
operating platform, which entails ongoing leasegations for technology infrastructure no longeinigeutilized. Actual employee terminati
benefits paid were $12 million. The restructurisgomplete; however we may adjust our restructuréhated estimates in the future, if
necessary.

During 2002, we revised our estimates of amgoet lease obligations for our facilities in &lea Washington and McDonough, Georgia,
primarily due to weakness in these real estate etsirkve reached a termination agreement with tiéidad of our leased fulfillment center
facility in McDonough, Georgia,
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which requires payments totaling $12 million (ofieth$4 million was paid in December 2002, with tiedance payable in the first quarter of
2003); and we permanently closed our fulfillmenttee in Seattle, Washington.

Restructuring-related charges were as follGwghousands):

Years Ended
December 31,

2002 2001
Asset impairment $ 1,182 $ 68,52¢
Continuing lease obligatior 39,56: 87,04¢
Termination benefit — 14,97(
Broker commissions, professional fees, and othecetlianeous

restructuring cost 82¢ 11,03¢

$41,57¢ $181,58!

At December 31, 2002, the accrued liabilggaciated with restructuring-related and other gbsmvas $57 million and consisted of the
following (in thousands):

Balance at Balance at
December 31, Subsequent December 31, Due Within DaAéer
2001 Accruals, Net Payments 2002 12 Months(1) 12 Ktbs(1)
Lease obligations, net of estimat
sublease incom $53,18" $39,56: $(41,53¢) $51,21¢ $20,90: $30,31:
Termination benefit 61 (62) — —
Broker commissions, professioni
fees and other miscellaneous
restructuring cost 8,19( 82¢ (3,399 5,62t 4,324 1,301
$61,43¢ $40,39: $(44,98¢%) $56,84: $25,227 $31,61¢
| | | | | |

(1) Restructuring-related liabilities due withi@ inonths and due after 12 months are classifiédéorued expenses and other current
liabilities” and“Long-term debt and oth¢’ respectively, on our consolidated balance sh

Cash payments resulting from our operational resiring were $45 million and $49 million for 20082001, respectively. We estim:
based on currently available information, the retimg net cash outflows associated with our restimireg-related commitments will be as
follows (in thousands):

Leases Other Total

Years Ending December &
2003 $20,90: $4,32¢ $25,22°
2004 11,68: 1,00( 12,68:
2005 4,50¢ 301 4,80¢
2006 3,01z — 3,01z
2007 3,092 — 3,09z
Thereaftel 8,01¢ — 8,01¢
Total estimated cash outfloy $51,21¢ $5,62¢ $56,84:
[ | I [ |
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Restructuring-related lease obligations arfollows (in thousands):

2003 2004 2005 2006 2007 Thereafter Total

Gross lease obligatiol $22,55( $15,15( $11,16¢ $10,02: $10,07¢ $ 29,66: $ 98,62¢
Estimated sublease income (1,647 (3,469 (6,656¢)  (7,00¢)  (6,98¢) (21,649 (47,410
Lease obligations, ni $20,90: $11,68: $ 4,50¢ $ 3,01 $ 3,09: $ 8,01¢ $ 51,21¢
| | I | | I I

(1) At December 31, 2002, the Company had signed attothsublease agreements covering $10 milliomturé payments

Restructuring-related and other expense®@0 Drimarily relate to impairments of goodwill aother intangibles recorded in connection
with certain of our business acquisitions.

Income (Loss) from Operation

Our results from operations were income of $64iariland losses of $412 million and $864 million 8202, 2001 and 2000, respectivi
The improvement in operating results in comparisgh the prior year was attributable to an increiasgross profit; a reduction in certain
operating costs including marketing, technology emadtent and general and administrative; a dedatimestructuring-related charges; as well
as a decline in amortization of goodwill and otimangibles primarily due to the adoption of SFA8. N42; offset by stock-based
compensation charges associated primarily witragedf our employee stock options under variabtoanting treatment. We are unable to
forecast accurately the effect on our future reggbresults associated with variable accountingrtreat on certain of our employee stock
options.

Net Interest Expens

Net interest expense was $119 million, $116an and $90 million for 2002, 2001 and 2000, pestively. Interest income was
$24 million, $29 million and $41 million for 2002001 and 2000, respectively, and interest expersedd43 million, $139 million and
$131 million for 2002, 2001 and 2000, respectivatyerest income declined in 2002 in comparisom&id01 primarily as a result of
declining interest rates, offset in part by ince=ag the average balance of cash, cash equivaledtmarketable securities. Interest income
declined in 2001 in comparison with 2000 due pritydo decreases in the average balance of cash,eguivalents and marketable
securities. Interest expense is primarily relatedur 6.875% PEACS, 4.75% Convertible Subordinatetts due 2009 (“4.75% Convertible
Subordinated Notes”), and our Senior Discount Nofée increase in interest expense for 2001 in @ispn with 2000 is primarily
associated with our February 2000 issuance of 81586 PEACS. At December 31, 2002, our total la@patindebtedness was $2.28 billion.
Beginning in November 2003, we will begin to makens-annual interest payments on the indebtednedsrgur Senior Discount Notes.

Other Income (Expense), N¢

Other income (expense), net consisted ofath@wving (in thousands):

Years Ended December 31,

2002 2001 2000
Gains on sales of marketable securities. $570C $1,33¢ $ 28C
Foreigr-currency transaction losses, (1,086 (2,019 (3,250
Miscellaneous state, foreign and other te 70C (1,227 (3,129
Other miscellaneous gains (losses), 30¢ 6 (3,965

$5,62:  $(1,900  $(10,05¢
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Other Gains (Losses), Ni

Other gains (losses), net consisted of theviing (in thousands):

Years Ended December 31,

2002 2001 2000
Foreigr-currency gains (losses) on 6.875% PE/ $(103,13¢) $ 46,61 $ o
Gains (losses) on sales of E-denominated investments, 1 2,221 (22,54%) —
Otherthar-temporary impairment losses on equity investm (8,107 (43,589 (188,83)
Gains on sales of equity investments, 13,04« — —
Gains from terminations of commercial contre — 22,40( 6,03:
Net gains from acquisition of investments by thpadties — 784 40,16(
Warrant remeasurements and ol (307) (5,802 —

$ (96279 $ (2,147  $(142,639

| L] |
Equity in Losses of Equil-Method Investee

Equity in losses of equity-method investegmesents our share of losses of companies in wiechave investments that give us the
ability to exercise significant influence, but mantrol, over an investee. This influence is gelhedefined as an ownership interest of the
voting stock of the investee of between 20% and Sl#ough other factors, such as representatiosuoimvestee’s Board of Directors and
the effect of commercial arrangements, are consitligr determining whether the equity method of aoting is appropriate. Equity-method
losses were $4 million, $30 million and $305 millitor 2002, 2001 and 2000, respectively. Our biasezjuity-method investments was less
than $1 million, and $10 million at December 3102@&nd 2001, respectively. As equity-method lossenly recorded until the underlying
investments are reduced to zero, we expect, abséitional investments, equity-method losses inriperiods to be insignificant.

Income Taxes

We have provided for current and deferred. fe8eral, state and foreign income taxes for tireent and all prior periods presented.
Current and deferred income taxes were providel kepect to jurisdictions where certain of ourssdiaries produce taxable income. As of
December 31, 2002, we have recorded a net deflaxeabsset of $3 million, which consists primarifycertain state jurisdiction net operating
loss carryforwards. We have provided a valuatidomadnce for the remainder of our deferred tax assegtsisting primarily of net operating
loss carryforwards, because of uncertainty reggrifrealization. The increase in the valuatidavednce on the deferred tax asset was
$196 million and $492 million for 2002 and 2001spectively.

At December 31, 2002, we had net operatisg t@rryforwards of approximately $2.5 billion tethto U.S. federal, state and foreign
jurisdictions. Utilization of net operating lossegjich begin to expire at various times startin@@10, may be subject to certain limitatic
under Sections 382 and 1502 of the Internal Rev&ugke of 1986, as amended, and other limitationeustate and foreign tax laws.
Additionally, approximately $180 million of capitkdss carryforwards begins to expire in 2005. Apprately $1.2 billion of our net
operating loss carryforwards relates to tax detietock-based compensation in excess of amoeotgnized for financial reporting
purposes. To the extent that net operating losyfoawards, if realized, relate to stock-based cengation, the resulting tax benefits will be
recorded to stockholders’ equity, rather than sults of operations.

Net Loss

Net loss was $149 million, $567 million anti4l billion for 2002, 2001 and 2000, respectivélgar over year improvements during
2002 and 2001 result from a variety of factorsluding growth in net
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sales, overall declines in operating costs (offgestock-based compensation charges associatedrgyimith certain of our employee stock
options under variable accounting treatment), lowgrairment charges associated with our investrpertfolio and declines in losses from
equity-method investments, offset by losses arifiiogn the remeasurement of our 6.875% PEACS'’s jpaddrom Euros to U.S. Dollars.

Although we reported fourth quarter of 20@2 imcome of $3 million, we believe that this poa&tnet income result should not be viewed
as a material positive event and is not prediaivieiture results for a variety of reasons. Formegke, excluding the $5 million restructuring-
related gain associated with our McDonough, Geofgléliment center leaséermination agreement, we would have reported #osstin the
fourth quarter of 2002. Alternatively, excludingt$31 million stock-based compensation charge @tedcwith variable accounting
treatment on certain of our employee stock optibas resulted from an increase in our stock prizéng the fourth quarter, or excluding the
$38 million foreign exchange loss on the remeasergraf our PEACS from Euros to U.S. Dollars, we lddwave reported more net income
in the fourth quarter of 2002. We are unable tedast the effect on our future reported resultedfin items, including the stock-based
compensation charges or credits associated withblaraccounting treatment on certain of our emgédostock options that will result from
fluctuations in our stock price, and the gain @slassociated with our 6.875% PEACS that will tefsain fluctuations in foreign exchange
rates.

Unearned Revenu

During 2002 and 2001, activity in unearneceraie was as follows (in thousands):

Balance, December 31, 20 $131,11°
Cash received or accounts receive 114,73t
Fair value of equity securities receiv 331
Amortization to revenu (135,809
Contract terminatiol (22,400

Balance, December 31, 20 87,97¢
Cash received or accounts receive 95,40
Amortization to revenu (135,46¢)

Balance, December 31, 20 $ 47,91¢

|

During 2001, we recorded previously uneams@nue associated with the termination of our cencial agreement with Kozmo.com,
which was included in “Other gains (losses), n8irice services had not yet been performed underathieact, no amounts associated with
the Kozmo.com commercial agreement were previowslggnized in “Net sales” during any period.

Pro Forma Results of Operation

We provide certain pro forma information rejag our results from operations, which excludesfollowing line items on our
consolidated statements of operations:

« stock-based compensation,
« amortization of goodwill and other intangibles, and
« restructuring-related and other.
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We also provide certain pro forma informatregarding our net loss, which excludes, in additmthe line items described above, the
following line items on our consolidated statemasftsperations:

« other gains (losses), net,
* equity in losses of equity-method investees, med, a
» cumulative effect of change in accounting principle

This pro forma information is not presente@ccordance with accounting principles generalbyepted in the United States. Pro forma
results are provided as a complement to resultaged in accordance with accounting principles galtyaccepted in the United States. Our
management uses such pro forma measures intetoaisaluate our performance, prepare and measum@peuating plan and manage our
operations. Our management believes pro forma mesguovide useful information to investors regagdbur financial condition and results
of operations because pro forma results excludaiogtems that are unpredictable and outside otoutrol, not settled in cash, or both, si
as the effects of foreign exchange rates on “Qghers (losses), net,” and the effect of the changé#se price of the Company’s common
stock on “Stock-based compensation.” Other amognis) as charges associated with our 2001 opeshtiesiructuring, are excluded to
provide our management and investors informatidatirgy to ongoing operations. All pro forma resulte derived from information
presented in our financial statements. For infoioma&bout our financial results, as reported imadance with accounting principles
generally accepted in the United States, see ItefrPaurt Il, “Financial Statements and Supplemsniata.”
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Full year and corresponding quarterly prarfaresults of operations, and certain cash floarmftion for 2002, 2001 and 2000, were as
follows (in thousands):

Year Ended December 31, 2002

Fourth Third Second First
Full Year Quarter Quarter Quarter Quarter
Pro forma income from operatio $180,10: $101,95¢ $ 27,49. $ 25,99/ $ 24,65¢
Pro forma net income (los $ 66,48 $7538. $ 35 $ (4,409 $ (4,839
Pro forma income from operations as a percentaget
sales 5% 7% 3% 3% 3%
Pro forma basic income (loss) per sh $ 0.1¢ $ 02 $ o00OC $ (0O $ (0.00
Pro forma diluted income (loss) per sh $ 0.17 $ 01¢ $ o00C $ (©O0) $ (0.0
Shares used in computation of pro forma basic ircom
(loss) per shar 378,36 383,70: 379,65( 376,93 373,03
Shares used in computation of pro forma dilutedrine
(loss) per shar 399,65¢ 407,05¢ 398,36: 376,93 373,03:
Net cash provided by (used in) operating activi $174,29: $372,57¢ $ 38,10¢ $ 4,637 $(241,03)
Year Ended December 31, 2001
Fourth Third Second First
Full Year Quarter Quarter Quarter Quarter
Pro forma income (loss) from operatic $ (45,007 $ 58,68( $(27,07) $(28,009 $ (48,600
Pro forma net income (los $(157,03) $ 34,78¢ $(58,00Y) $(57,52¢ $ (76,289
Pro forma income (loss) from operations as a peéage
of net sale: (D)% 5% (4)% (4)% ("%
Pro forma basic income (loss) per sh $ (04 $ 00¢ $ (016 $ (010 $ (0.2
Pro forma diluted income (loss) per sh $ (043 $ 00¢ $ (010 $ (0.1 $ (0.2
Shares used in computation of pro forma basic ircom
(loss) per shar 364,21: 371,42( 368,05: 359,75: 357,42
Shares used in computation of pro forma dilutedne
(loss) per shar 364,21 384,04! 368,05: 359,75 357,42
Net cash provided by (used in) operating activi $(119,78)  $349,12( $(64,407) $ 2,485  $(406,989)
Year Ended December 31, 2000
Fourth Third Second First
Full Year Quarter Quarter Quarter Quarter
Pro forma loss from operatio $(317,000  $(59,94¢) $(68,439 $ (89,349 $ (99,26¢)
Pro forma net los $(417,159)  $(90,42¢) $(89,499)  $(115,70)  $(121,53Y
Pro forma loss from operations as a percentagetof
sales (12)% (6)% (11)% (15)% Q7%
Pro forma basic and diluted loss per st $ (119 $ (028 $ (025 $ (03) $ (0.39
Shares used in computation of pro forma basic anc
diluted loss per sha 350,87« 355,68: 353,95 349,88t 343,88:
Net cash provided by (used in) operating activi $(130,44;) $247,65: $ (3,68¢) $ (54,029  $(320,37%)
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The following is a reconciliation of our pf@rma results for 2002, 2001 and 2000. Quartertpneiliations are consistent with full-year
presentation.

Year Ended December 31, 2002 Year Ended December, 2D01 Year Ended December 31, 2000
Pro Forma Pro Forma Pro Forma
As Reported(1) Adjustments  Pro Forma As Reported(1) Adjustments Pro Forma As Reported(1) Adjustments Pro Forma
(in (in (in
thousands) thousands) thousands)
Net sales $3,932,93I $ — $3,932,931 $3,122,43: $ —  $3,122,43 $2,761,98: $ — $2,761,98:
Cost of sale: 2,940,31: — 2,940,31L 2,323,87! — 2,323,87! 2,106,201 — 2,106,20!
Gross profit 992,61¢ — 992,61¢ 798,55t — 798,55¢ 655,77 — 655,77
Operating
expenses
Fulfillment 392,46 — 392,46 374,25( — 374,25( 414,50¢ — 414,50¢
Marketing 125,38: — 125,38: 138,28: — 138,28! 179,98( — 179,98(
Technology
and conten 215,61 — 215,61 241,16! — 241,16! 269,32t — 269,32¢
General and
administrativi 79,04¢ — 79,04¢ 89,86: — 89,86: 108,96:. — 108,96:
Stock-based
compensat 68,927 (68,927) — 4,637 (4,637) — 24,797 (24,79 —
Amortization
of goodwill
and other
intangibles 5,47¢ (5,479 — 181,03: (181,03) — 321,77: (321,773 —
Restructuring
related anc
other 41,57: (41,579 — 181,58! (181,58 — 200,31: (200,31)) —
Total
operating
expense 928,49: (115,979 812,51t 1,210,81! (367,25Y 843,56( 1,519,65 (546,88() 972,77
Income
(loss) from
operations 64,12¢ 115,97¢ 180,10: (412,25) 367,25! (45,007) (863,88() 546,88 (317,000)
Interest incom« 23,681 — 23,681 29,10¢ — 29,10¢ 40,821 — 40,82:
Interest
expense (142,92 — (142,92)) (139,23)) — (139,23)) (130,92) — (130,92))
Other income
(expense),
net 5,62% — 5,62% (1,900 — (1,900 (10,059 — (10,059
Other gains
(losses), ne (96,279 96,27 — (2,14) 2,141 — (142,639 142,63¢ —
Total non-
operating
expense:
net (209,889) 96,27 (113,61%) (114,170) 2,141 (112,029 (242,79) 142,63¢ (100,15%)
Income
(loss) before
equity in
losses of
equity-
method
investee (145,76 212,25: 66,487 (526,42) 369,39t (157,03) (1,106,67) 689,51¢ (417,15%)
Equity in losse
of equity-
method
investees, n (4,169 4,16¢ — (30,327 30,327 — (304,59¢) 304,59t —
Income
(loss) before
change in
accounting
principle (149,93) 216,42( 66,487 (556,759 399,72: (157,03)) (1,411,27) 994,11! (417,159
Cumulative
effect of
change in
accounting
principle 801 (801) — (10,529 10,52 — — — —
Net income
(loss) $ (149,13) $ 215,61¢ $ 66,48] $ (567,27 $410,24¢  $ (157,03) $(1,411,27) $994,11! $ (417,159
— — — — — — — — —
Net cast
provided by

(used in)



operating
activities

Basic income
(loss) per
share:

Prior to
cumulative
effect of
change in
accounting
principle

Cumulative
effect of
change in
accounting
principle

Diluted income
(loss) per
share;

Prior to
cumulative
effect of
change in
accounting
principle

Cumulative
effect of
change in
accounting
principle

Shares used ir
computation
of income
(loss) per
share:

Basic
Diluted

$ 174,29:
—

$ (0.40)
0.01

$ (039

378,36:
378,36:

$ 174,29 $ (119,78)

| |

$ 056 $  0.¢ $ (159
(0.0 = (0.09

$ 057 $ 0.¢ $ (1560
| | |
$ 057 $ 017 $ (159
(0.0 = (0.09

$ 056 $ 017 $ (1560
| | |
378,36: 364,21

399,65 364,21

(1) In accordance with accounting principles generadlgepted in the United Stat:
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$ (119,789 $ (130,447

| |

$ 11C $ (049 $  (4.02
0.0z — _
$ 118 $ (049 $  (4.09
] | |
$ 11C $ (049 $  (4.02
0.0z — —
$ 118 $ (049 $  (4.09
] | |
364,21 350,87

364,21 350,87:

$ (130,44)
|
$ 28 § (119
$ 28 § (119
] |
$ 28 § (119
$ 28 § (119
] |
350,87:
350,87:
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First quarter of 2003 pro forma net profieigected to be between $5 million and $20 millenbetween $0.01 per share and $0.05 per
share. Pro forma net profit for full year 2003 xpected to be over $115 million, or over $0.27 gleare. However, any such projections are
subject to substantial uncertainty. See Item laof P “Business — Additional Factors That May Affd-uture Results.”

Liquidity and Capital Resources

Our principal sources of liquidity are ousbacash equivalents and marketable securitiesc&lr and cash equivalents balance was
$738 million, $540 million and $822 million, andramarketable securities balance was $563 millid&6bmillion and $278 million at

December 31, 2002, 2001 and 2000, respectively.

Combined cash, cash equivalents and markesaolurities were $1.30 billion, $997 million arid® billion at December 31, 2002, 2001
and 2000, respectively. Equity securities of $4ianilare included in “Marketable securities” at Betber 31, 2002, the value of which may
fluctuate significantly. Equity securities of $13llion and $36 million were included in “Marketabdecurities” at December 31, 2001 and

2000, respectively.

We have pledged a portion of our marketabtrigties as collateral for standby letters of irétht guarantee certain of our contractual
obligations, a majority of which relates to propddases; the swap agreement that hedges thereegithange rate risk on a portion of our
6.875% PEACS; and some of our real estate leagsemgnts. The amount of marketable securities weegréred to pledge pursuant to the
swap agreement fluctuates with the fair marketevalithe swap obligation. The change in the tatabant of collateral pledged under these

agreements was as follows (in thousands):

Standby
Letters of Swap Real Estate
Credit Agreement Leases Total
Balance at December 31, 2C $ 77,63: $ 48,49¢ $40,657 $166,79(
Net change in collateral pledg (29,747 (25,409 (57¢) (45,729
Balance at December 31, 2C $ 57,89« $ 23,09: $40,07¢ $121,06¢
| | | |

As of December 31, 2002, our principal conmeitits consisted of long-term indebtedness totdi88 billion related primarily to our
6.875% PEACS, 4.75% Convertible Subordinated NatesSenior Discount Notes; trade payables of $61lbm and accrued expenses and
other liabilities of $315 million, which includesicent restructuring-related obligations of $25limil. Additionally, we are scheduled under
certain of our long-term debt obligations to makei@dic interest payments through 2010 in the aggpeof $947 million, and are obligated
under operating leases and commitments for adirggteaxd promotional arrangements in the aggreda®8sb million and $8 million,
respectively.

The following are our contractual commitments agged with our operational restructuring, indebiesB) lease obligations and marke
agreements (in thousands):

2003 2004 2005 2006 2007 Thereafter Total
Restructurin-related commitment:
Operating leases, net of estimated
sublease incom $20,90: $11,68: $4,50¢ $3,01¢ $3,09: $8,01¢ $51,21¢
Other 4,32 1,00( 301 — — — 5,62¢
Restructurin-related commitment 25,22 12,68: 4,80¢ 3,01: 3,097 8,01¢ 56,84:
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2003 2004 2005 2006 2007 Thereafter Total

Other commitments
Debt principal and other(: 4,96: 2,00¢ 74 — — 2,238,35. 2,245,39:
Debt interest(1 126,16: 139,36! 139,36! 139,36! 139,36! 263,03« 946,65t
Capital lease 7,95( 89¢ 23t — — — 9,08:
Operating lease 48,34¢ 45,74¢ 39,42¢ 39,67 38,99: 143,08: 355,27!
Marketing agreemen 7,56¢ — — — — 7,56¢
Other commitment 194,99: 188,01t 179,10( 179,03¢ 178,35¢ 2,644,47 3,563,97
Total commitment: $220,21¢ $200,69° $183,90¢ $182,05: $181,45( $2,652,49 $3,620,81
| | | | | | ]

(1) Principal and interest payments due undetCthmpany’s 6.875% PEACS, excluding those paymertts avfixed exchange ratio under
the currency swap hedge arrangement, will fluctbaed on the Euro/ U.S. Dollar exchange r:

Restructuring-related lease obligations artollows (in thousands):

2003 2004 2005 2006 2007 Thereafter Total
Gross lease obligatiol $22,55( $15,15( $11,16¢ $10,02. $10,07¢ $ 29,66 $ 98,62¢
Estimated sublease income (1,647 (3,469 (6,656€) (7,008  (6,98¢) (21,649 (47,410
Lease obligations, ni $20,90: $11,68: $ 4,50¢ $ 3,01 $ 3,09: $ 8,01¢ $ 51,21¢

| | I | | I I

(1) At December 31, 2002, the Company had signed ottortbsublease agreements covering $10 milliomiaré payments

Long-term capital lease obligations are dis\ics (in thousands):

December 31,

2002
Gross capital lease obligatio $9,08:
Less imputed intere: (592
Present value of net minimum lease paym 8,491
Less current portio (7,50€)
Long-term capital lease obligatiol $ 98t

|

Net cash provided by or used in operatingiiets consists of net loss offset by certain athiuents not affecting current-period cash
flows, and the effect of changes in working capifaljustments to net loss to determine cash flawmfoperations include depreciation and
amortization, equity in losses of investees anémilems not affecting cash flows in the curreniquk Net cash provided by operating
activities during 2002 was $174 million, resultingm our net loss of $149 million that was offsgtdiljustments not affecting 2002 cash
flows of $284 million, and changes in working capirf $40 million. Adjustments not affecting 200&st flows were primarily associated
with losses resulting from the remeasurement o6o8r5% PEACS from Euros to U.S. Dollars, deprémiadf fixed assets, stock-based
compensation and narash interest expense. Net cash used by operatiivgias during 2001 was $120 million, resultimpin our net loss ¢
$567 million, offset by adjustments not affectir@d2 cash flows of $412 million and changes in wogktapital of $36 million. Net cash us
by operating activities during 2000 was $130 millicesulting from our net loss of $1.41 billionfs#t by adjustments not affecting 2000 cash
flows of $1.10 billion and changes in working capitf $178 million.

Cash used in investing activities during 20@% $122 million, consisting of net purchases afkatable securities of $83 million and
purchases of fixed assets of $39 million. Cash us@uvesting activities during 2001 was $253 roiflj consisting of net purchases of
marketable securities
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$197 million, purchases of fixed assets of $50ianiland cash paid for acquired assets of $6 millizesh provided by investing activities
during 2000 was $164 million, consisting of neesabf marketable securities of $361 million offsgtcash paid for investments of
$63 million and purchases of fixed assets of $18kom.

Net cash provided by financing activitiesidgr2002 was $107 million, consisting primarilymrbceeds from exercises of stock options,
offset by repayments of long-term capital leaségalblons. Net cash provided by financing activitiesing 2001 was $107 million, consisting
primarily of proceeds from the issuance of commtoglsto America Online as well as exercises oflstations, offset by repayments of
long-term capital lease obligations. Net cash ptediby financing activities during 2000 was $698iam consisting primarily of net
proceeds from issuance of 690 million Euros of B PEACS. We expect cash proceeds from exercisesployee stock options to decline
over time as we plan to issue restricted stocksuastour primary vehicle for employee stock-baseards.

We believe that current cash, cash equivalentl marketable securities balances will be safftdo meet our anticipated operating cash
needs for at least the next 12 months. In additi@nexpect to have positive free cash flow (opegatiash flow less purchases of fixed assets)
for fiscal year 2003. However, any projectionsugfife cash needs and cash flows are subject toesuitas uncertainty. See Iltem 1 of Part I,
“Business — Additional Factors that May Affect FrgiResults.” We continually evaluate opportunitiesell additional equity or debt
securities, obtain credit facilities from lendess restructure our long-term debt for strategicsoze or to further strengthen our financial
position. The sale of additional equity or conv@gidebt securities could result in additional tidn to our stockholders. In addition, we will,
from time to time, consider the acquisition of mvéstment in complementary businesses, producatsces and technologies, and the
repurchase and retirement of debt, which mightcaféer liquidity requirements or cause us to isadditional equity or debt securities. There
can be no assurance that financing will be avalabbmounts or on terms acceptable to us, iflat al

ltem 7A.  Quantitative and Qualitative Disclosure About Mark®&isk

We are exposed to market risk for the efédédhterest rate changes, foreign currency fluétunst and changes in the market values of our
investments.

Information relating to quantitative and qtegive disclosure about market risk is set fordolv and in Item 7 of Part Il, “Management’s
Discussion and Analysis of Financial Condition &w®bults of Operations — Liquidity and Capital Reses.”

Interest Rate Risk

Our exposure to market risk for changes ferast rates relates primarily to our investmemtfplio and our long-term debt. All of our
cash equivalent and marketable fixed income séesidire designated as available-for-sale and, dicly, are presented at fair value on our
balance sheets. We generally invest our excessita@shated or higher short- to intermediate-teireél income securities and money market
mutual funds. Fixed rate securities may have tlagirmarket value adversely affected due to airisaterest rates, and we may suffer losses
in principal if forced to sell securities that hadeclined in market value due to changes in intestss.
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The following table provides information abour cash equivalent and marketable fixed incoemisties, including principal cash flows
by expected maturity and the related weighted @yeenaterest rates at December 31, 2002. Amounts a@follows (in thousands, except
percentages):

Estimated
Fair Value at
December 31,
2003 2004 2005 2006 2007 Thereafter Total 2002
Commercial paper and short-
term obligation:s $437,36: $ — $ - $ — & $ — $437,36: $437,36:
Weighted average interest
rate 2.1(% — — — — — 2.1%
Certificates of depos 22,32¢ — — — — — 22,32¢ 22,32¢
Weighted average interest
rate 3.1€% — — — — 3.1%
Corporate notes and bon 2,74¢ 26,61¢ 13,49: — — — 42,85¢ 42,94
Weighted average interest
rate 2.06% 1.7%% 2.20% — — — 1.92%
Asset-backed and agency
securities 20,57: 175,33( 115,60! — — 4,95: 316,46( 316,71!
Weighted average interest
rate 2.0% 1.48% 2.1% — — 6.71% 1.8%
Treasury notes and bon 9,32( 105,38! 37,83: 22,14 — — 174,67¢ 174,72t
Weighted average interest
rate 1.472% 1.48% 1.91% 21% — — 1.62%
Cash equivalents and
marketable fixed-income
securities $492,32¢ $307,33: $166,92¢ $22,14: $—  $4,95: $993,68: $994,07:
L] I I | | I I I

The following table provides information abbour cash equivalent and marketable fixed incoemaisties, including principal cash flows
by expected maturity and the related weighted @eenaterest rates at December 31, 2001. Amountasafellows (in thousands, except
percentages):

Estimated
Fair Value at
December 31,
2002 2003 2004 2005 2006  Thereafter Total 2001
Commercial paper and short-tel
obligations $419,09¢ $ — $ — $— $ — $419,09¢ $418,93!
Weighted average
interest rate 2.3%% — — — — — 2.3%%
Certificates of depos 18,15¢ — — — — — 18,15¢ 18,15¢
Weighted average
interest rate 3.48% — — — - — 3.48%
Corporate notes and bon — 26,52( 7,80(C — — — 34,32( 37,60:
Weighted average
interest rate — 2.98% 40% — — — 3.21%
Asset-backed and agency
securities 6,20¢ 73,07( 149,76! — - 1,767 230,81: 232,82:
Weighted average
interest rate 2.55% 3.42% 36% — — 7.6% 3.5€%

41




Table of Contents

Estimated
Fair Value at
December 31,
2002 2003 2004 2005 2006  Thereafter Total 2001
Treasury notes and bon 11,90( 72,10( 36,70( — - — 120,70( 125,94
Weighted average
interest rate 2.05% 2.4 342% — — — 2.7(%
Cash equivalents and marketat
fixed-
income securitie $455,36¢ $171,69( $194,26¢ $— $—  $1,767 $823,08t $833,46!
| | | I . | | |

At December 31, 2002, we have long-term d€§2.28 billion primarily associated with our 688% PEACS, 4.75% Convertible
Subordinated Notes and Senior Discount Notes, wdnieldue in 2010, 2009 and 2008, respectively.fayment commitments associated
with these debt instruments are fixed during theesponding terms and are comprised of interesinpays, principal payments, or a
combination thereof. The market value of our loagyt debt will fluctuate with movements of intereses, increasing in periods of declining
rates of interest and declining in periods of iasiag rates of interest. Based upon quoted marlessy the fair value of the 6.875% PEACS
was $531 million and $310 million at December 3102 and 2001, respectively, the fair value of this% Convertible Subordinated Notes
was $925 million and $625 million at December 3102 and 2001, respectively, and the fair valugnefdutstanding Senior Discount Notes
was $263 million and $194 million as of December&102 and December 31, 2001, respectively.

Foreign Exchange Risl

During 2002, net sales from five of our im@ionally-focused Web sitesMvw.amazon.co.uk, www.amazon.de, www.amazon.fr,
www.amazon.co.jpndwww.amazon.caaccounted for 30% of our consolidated revenuesshlles generated from these Web sites, as w
most of the related expenses incurred, are dendedinia the functional currencies of the correspogdiVeb sites. The functional currency of
our subsidiaries that either operate or supp®nyv.amazon.co.uk, www.amazon.de, www.amazon.fr,ammazon.co.jandwww.amazon.c&s
the same as the local currency of the United KimgdBermany, France, Japan and Canada, respecfResylts of operations from our
foreign subsidiaries and our subsidiaries thatateeour internationally-focused Web sites are ezgds foreign exchange fluctuations as the
financial results of these subsidiaries are trdadlato U.S. Dollars at average rates prevailingnd) the year upon consolidation. As
exchange rates vary, net sales and other operasdis, when translated, may differ materiallyrfrexpectations. The effect of foreign
exchange fluctuations for 2002 on our internatipatdcused Web sites increased net sales by $4ibmand increased results from
operations by $4 million.

At December 31, 2002, we were also exposéoriign exchange risk related to Euro-denominatesh equivalents and marketable
securities (“Euro Investments”), as well as oui76% PEACS. As of December 31, 2002 the Euro Invests) classified as available-for-
sale, had a balance of 60 million Euros ($63 millibased on the exchange rate as of December 32).20ur 6.875% PEACS have an
outstanding principal balance of 690 million Eu($325 million, based on the exchange rate as o&éBber 31, 2002), of which 75 million
Euros principal is hedged. Based on the outstandimg Investment balance at December 31, 2002ssumazed 5%, 10% and 20%
strengthening of the U.S. Dollar in relation to thero would result in a corresponding decline i tiital fair value of such investments of
approximately $3 million, $6 million and $13 milliprespectively. Based on the outstanding (unhed®&35% PEACS’ principal balance of
615 million Euros at December 31, 2002, an assusiedl0% and 20% weakening of the U.S. Dollar iatieh to the Euro would result in
corresponding currency losses of approximately8@on, $65 million and $129 million, respectivelsecorded to “Other gains (losses),
net.”

We hedge the foreign exchange risk on our®8PEACS’ principal of 75 million Euros and a pantof the interest payments using a
cross-currency swap agreement. Under the swapragreewe
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agreed to pay at inception and receive upon mgtdsitmillion Euros in exchange for receiving ateption and paying at maturity

$67 million. In addition, we agreed to receive gbFuary of each year 27 million Euros corresponaiith interest payments on 390 million
Euros of the 6.875% PEACS and, simultaneouslyaio%B2 million. This agreement is cancelable, imlstor in part, at our option at no cost
on or after February 20, 2003 if our common stogkep(converted into Euros) is greater than or €tp84.883 Euros, the minimum
conversion price of the 6.875% PEACS. We accounthfe swap agreement as a cash flow hedge ofgdkh@fiexchange rate fluctuations on
the debt principal and interest. Gains and losseb® swap agreement are initially recorded in ‘Umalated other comprehensive income
(loss)” on our balance sheets and recognized ihéfgains (losses), net” on our statements of ¢dipasaupon the recognition of the
corresponding currency losses and gains on theasmement of the 6.875% PEACS.

Investment Risk

As of December 31, 2002, our recorded baséjuity securities was $19 million, including $4lion classified as “Marketable
securities” and $15 million classified as “Otheuiy investments.” We invest in the stock and/ornaats of both private and public
companies, including companies with which we harened commercial relationships, primarily for ségit purposes. At December 31,
2002, we held investments in publicly-traded aridgtely held companies with a recorded basis of illion and $8 million, respectively.
We regularly review the carrying value of our intvesnts and identify and record losses when evemt<mcumstances indicate that such
declines in the fair value of such assets belowacapbunting basis are other-than-temporary. DW2B@R, we recorded impairment losses
totaling $8 million to write-down several of ourwety securities to fair value. The fair values of investments are subject to significant
fluctuations due to volatility of the stock marketd changes in general economic conditions. Baseleofair value of the publicly-traded
equity securities we held at December 31, 20024&fifillion (recorded basis of $11 million), an as&a 15%, 30% and 50% adverse change
to market prices of these securities would resuét corresponding decline in total fair value gb@pximately $6 million, $13 million and
$21 million, respectively.
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REPORT OF ERNST & YOUNG LLP, INDEPENDENT AUDITORS

The Board of Directors and Stockholders
Amazon.com, Inc.

We have audited the accompanying consolidaaémhce sheets of Amazon.com, Inc. as of Dece8sthe2002 and 2001, and the related
consolidated statements of operations, stockhdldgtsty (deficit) and cash flows for each of tiede years in the period ended
December 31, 2002. Our audits also included thenfifal statement schedule listed at Iltem 15(a){2¢se financial statements and schedule
are the responsibility of the Company’s managent@uat.responsibility is to express an opinion orsthBnancial statements and schedule
based on our audits.

We conducted our audits in accordance withiteng standards generally accepted in the UnitiadeS. Those standards require that we
plan and perform the audit to obtain reasonablerasse about whether the financial statementsraeedf material misstatement. An audit
includes examining, on a test basis, evidence stipgdhe amounts and disclosures in the finarsteements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well asairgj the overall financial statement
presentation. We believe that our audits providesaonable basis for our opinion.

In our opinion, the financial statements nefd to above present fairly, in all material regpethe consolidated financial position of
Amazon.com, Inc. at December 31, 2002 and 2001ttendonsolidated results of its operations andath flows for each of the three years
in the period ended December 31, 2002, in confgrmith accounting principles generally acceptethim United States. Also, in our opinion,
the related financial statement schedule, whenideresd in relation to the basic financial stateragaken as a whole, presents fairly in all
material respects the information set forth therein

As discussed in Note 1 to the consolidatedrfcial statements, the Company adopted the foMigions of Statement of Financial
Accounting Standards No. 141, Business Combinatiamg No. 142, Goodwill and Other Intangible Asseffective January 1, 2002. The
Company also adopted Statement of Financial Ac@ogr@tandards No. 133, Accounting for Derivativettnments and Hedging Activities,
effective January 1, 2001. In addition, as disctigséNote 1 to the consolidated financial statemgeffective January 1, 2002, the Company
prospectively changed its inventory costing mettwothe first-in first-out method of accounting.

/sl ERNST & YOUNG LLF

Seattle, Washington
January 17, 2003
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AMAZON.COM, INC.

CONSOLIDATED BALANCE SHEETS

December 31,
2002

December 31,
2001

(In thousands, except per share data)

ASSETS

Current asset:
Cash and cash equivalel $ 738,25:
Marketable securitie 562,71!
Inventories 202,42!
Accounts receivable, net and other current a 112,28:
Total current asse 1,615,67!
Fixed assets, n 239,39¢
Goodwill, net 70,81
Other intangibles, n¢ 3,46(
Other equity investmen 15,44:
Other asset 45,66:
Total asset $ 1,990,44

LIABILITIES AND STOCKHOLDERS ' DEFICIT
Current liabilities:

Accounts payabl $ 618,12¢
Accrued expenses and other current liabili 314,93!
Unearned revent 47,91¢
Interest payabl 71,66
Current portion of lon-term debt and othe 13,31¢
Total current liabilities 1,065,95!
Long-term debt and othe 2,277,30!

Commitments and contingenci
Stockholder deficit:
Preferred stock, $0.01 par val
Authorized share— 500,000
Issued and outstanding sha— none —
Common stock, $0.01 par valt
Authorized share— 5,000,00(
Issued and outstanding shares — 387,906 and 378ll8s,

respectively 3,87¢
Additional paic-in capital 1,649,94
Deferred stoc-based compensatic (6,597
Accumulated other comprehensive income (li 9,662
Accumulated defici (3,009,71)
Total stockholder deficit (1,352,819
Total liabilities and stockholde’ deficit $ 1,990,44
.|

See accompanying notes to consolidated finanassients.
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$ 540,28:
456,30:
143,72.

67,61:

1,207,92
271,75:
45,36"
34,38:
28,35¢
49,76¢

$1,637,54

$ 444,74
305,06
87,97¢
68,63
14,99:

921,41.
2,156,13

3,73:
1,462,76!
(9,852
(36,070)
(2,860,57)

(1,440,001

$ 1,637,54
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AMAZON.COM, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended December 31,

2002 2001 2000
(In thousands, except per share data)
Net sales $3,932,93 $3,122,43. $2,761,98:
Cost of sale: 2,940,311 2,323,87 2,106,201
Gross profit 992,61¢ 798,55¢ 655,77
Operating expense
Fulfillment 392,46 374,25( 414,50¢
Marketing 125,38: 138,28: 179,98(
Technology and conte 215,61 241,16! 269,32¢
General and administrati\ 79,04¢ 89,86: 108,96.
Stocl-based compensation( 68,92" 4,63 24,79;
Amortization of goodwill and other intangibl 5,47¢ 181,03: 321,77
Restructurin-related and othe 41,57 181,58! 200,31
Total operating expens 928,49: 1,210,81! 1,519,65
Income (loss) from operatiol 64,12« (412,25)) (863,88()
Interest incomt 23,681 29,10: 40,82:
Interest expens (142,92) (139,23) (130,92)
Other income (expense), r 5,62 (1,900 (10,059
Other gains (losses), n (96,277) (2,147 (142,639
Total nor-operating expenses, r (209,889 (114,179 (242,79)
Loss before equity in losses of eq-method investee (145,76¢) (526,42) (1,106,67)
Equity in losses of equi-method investees, n (4,169 (30,329 (304,59¢)
Loss before change in accounting princi (149,93) (556,759 (1,411,27)
Cumulative effect of change in accounting princi 801 (10,529 —
Net loss $ (149,13) $ (567,27) $(1,411,27)
| | |
Basic and diluted loss per sha
Prior to cumulative effect of change in accountmigciple $ (040 $ (1.5% $ (4.02)
Cumulative effect of change in accounting princ 0.01 (0.0%) —
$ (0.39) $ (1.5€) $ (4.02
| | .|
Shares used in computation of loss per st
Basic and dilutet 378,36: 364,21: 350,87:
| | |
(1) Components of sto-based compensatio
Fulfillment $12,12¢ $ 481 $(1,606)
Marketing 4,23¢ 69C (85¢)
Technology and conte 35,92¢ 2,72: 28,25:
General and administrati\ 16,63¢ 743 (992)
$68,92° $4,637 $24,79’
I | I

See accompanying notes to consolidated financitdsients.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended December 31,

2002 2001 2000
(In thousands)
CASH AND CASH EQUIVALENTS, BEGINNING OF
PERIOD $ 540,28: $ 822,43! $ 133,30¢
OPERATING ACTIVITIES:
Net loss (149,13) (567,27°) (1,411,27)
Adjustments to reconcile net loss to net cash plexdviby (used
in) operating activities
Depreciation of fixed assets and other amortize 82,27« 84,70¢ 84,46(
Stoclk-based compensatic 68,92" 4,63 24,79
Equity in losses of equi-method investees, n 4,16¢ 30,321 304,59¢
Amortization of goodwill and other intangibl 5,47¢ 181,03: 321,77
Non-cash restructurir-related and othe 3,47( 73,29: 200,31
Gain on sale of marketable securities, (5,700 (1,335 (280)
Other losses (gains), n 96,27: 2,141 142,63¢
Non-cash interest expense and of 29,58t 26,62¢ 24, 76¢
Cumulative effect of change in accounting princ (801) 10,52 —
Changes in operating assets and liabilii
Inventories (51,309 30,62¢ 46,08:
Accounts receivable, net and other current a: (32,949 20,73: (8,585
Accounts payabl 156,54. (44,439 22,357
Accrued expenses and other current liabili 4,491 50,03: 93,96
Unearned revent 95,40¢ 114,73¢ 97,81¢
Amortization of previously unearned rever (135,46¢) (135,809 (108,21)
Interest payabl 3,027 (34%) 34,34
Net cash provided by (used in) operating activi 174,29: (119,787 (130,449
INVESTING ACTIVITIES:
Sales and maturities of marketable securities &imer o
investment: 553,28¢ 370,37 545,72
Purchases of marketable securi (635,81() (567,15 (184,455
Purchases of fixed assets, including internal-o$vare and
Web site developmel (39,169) (50,32) (134,759
Investments in equi-method investees and other investmi — (6,19¢) (62,539
Net cash provided by (used in) investing activi (121,68¢) (253,29) 163,97¢
FINANCING ACTIVITIES:
Proceeds from exercise of stock options and ¢ 121,68 16,62¢ 44,69
Proceeds from issuance of common stock, net ofissicost — 99,83: —
Proceeds from lor-term debt and othe — 10,00¢( 681,49¢
Repayment of capital lease obligations and ¢ (24,799 (29,57 (16,927
Financing cost — — (16,127
Net cash provided by financing activiti 106,89« 106,88: 693,14°
Effect of exchanc-rate changes on cash and cash equiva 38,47: (15,95%) (37,557
Net increase (decrease) in cash and cash equis 197,97. (282,15 689,12¢
CASH AND CASH EQUIVALENTS, END OF PERIOI $ 738,25: $ 540,28: $ 822,43!
| | |
SUPPLEMENTAL CASH FLOW INFORMATION
Fixed assets acquired under capital leases andfotbacing
arrangement $ 3,028 $ 5,597 $ 9,30:
Equity securities received for commercial agreem — 331 106,84
Stock issued in connection with business acquisstiand
minority investment: 5,00(C 32,13(

Cash paid for intere: 111,58¢ 112,18« 67,25:



See accompanying notes to consolidated financgtstents.
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AMAZON.COM, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY (DE FICIT)

Balance at December 31, 19

Net loss

Foreign currency translation losses,

Change in unrealized gain (loss) on available-fde-s
securities, ne

Comprehensive los

Issuance of capital stock, net of issuance ¢

Exercise of common stock options, |

Public offering of equit-method investe

Note receivable for common sto

Deferred stock-based compensation, net of
adjustment:

Amortization of deferred sto-based compensatic

Balance at December 31, 20

Net loss

Foreign currency translation losses,

Change in unrealized gain (loss) on available-tde-
securities, ne

Net unrealized losses on E-based currency swe

Reclassification of currency gains on 6.875% PE/

Cumulative effect of change in accounting princi

Comprehensive los

Issuance of capital stock, net of issuance ¢

Exercise of common stock options, |

Repayments of note receivable for common s

Deferred stock-based compensation, net of
adjustment:

Amortization of deferred sto-based compensatic

Balance at December 31, 20

Net loss

Foreign currency translation gains,

Change in unrealized gain (loss) on available-fde-s
securities, ne

Net unrealized gains on Et-based currency swe

Comprehensive los

Exercise of common stock options, |

Deferred stock-based compensation, net of
adjustment:

Amortization of deferred sto-based compensatic

Variable accounting and other stock compensation
amortization

Balance at December 31, 20

Accumulated Total
Common Stock Additional Deferred Other Stockholders
Paid-In Stock-Based Comprehensive Accumulated Equit
Shares Amount Capital Compensation Income (Loss) Dieit (Deficit)
(In thousands)
345,15! $3,452 $1,194,36! $(47,80¢) $ (1,709 $ (882,02%) $ 266,27¢
— — — — — (1,411,27) (1,411,27)
— — — — (364) — (364)
— — — — (3039 — (309)
— — — — — — (1,411,94)
86€ 8 30,971 — — — 30,98t
11,11¢ 111 41,99¢ — — — 42,10¢
— — 76,89¢ — — — 76,89¢
— — 27 — — — 27
— — (5,967) 2,52¢ — — (3,43%)
— — — 31,83( — — 31,83(
357,14( 3,571 1,338,30: (13,449 (2,37¢) (2,293,30) (967,25))
— — — — — (567,27) (567,27°)
— — — — (1,257 — (1,257
— — — — 7,00¢ — 7,00t
— — — — (17,33) — (17,33)
— — — — (9,81)) — (9,81))
_ _ — — (12,299 — (12,299
_ - — — = — (600,97:)
8,98¢ 90 98,71¢ — — — 98,80¢
6,08¢ 61 14,98¢ — — — 15,05(
— — 1,13( — — — 1,13(
1,00( 10 9,631 (4,797) — — 4,844
— — — 8,39: — 8,39:
373,21t 3,73% 1,462,76! (9,85%) (36,070 (2,860,57i) (1,440,00)
— — — — — (149,13) (149,13)
— — — — 16,91( — 16,91(
_ _ — — 20,29¢ — 20,29«
— — — — 8,52¢ — 8,52¢
— — — — — — (103,401)
14,72¢ 147 121,54: — — — 121,68¢
(40) — 1,592 (2,82¢) — — (1,23€)
— — — 6,09( — — 6,09(
— — 64,04: — — — 64,04
387,90t $3,87¢ $1,649,941 $ (6,597) $ 9,66 $(3,009,71)) $(1,352,81)
| | | | | | |

See accompanying notes to consolidated financitdsients.
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Note 1 — Description of Business and Accounting Hoies
Description of Business

Amazon.com, Inc., a Fortune 500 company, cenmoad operations on the World Wide Web in July 19% Company seeks to offer
Earth’s Biggest Selection and to be Earth’s mostamer-centric company, where customers can fiddiscover anything they may want to
buy online. The Company and its sellers list nesgduand collectible items in categories such aarappnd accessories, electronics,
computers, kitchen and housewares, books, musi@d)Videos, cameras and photo items, office prajueys, baby items and baby regis
software, computer and video games, cell phonesarice, tools and hardware, travel services, mingaubscriptions and outdoor living
items. Through Amazon Marketplace, the Merchants@nam, zShops and Auctions, participating busieess individuals can sell their
products to Amazon.com'’s customers.

The Company operates six global Web sitasy.amazon.com, www.amazon.co.uk, www.amazon.deamazon.fr, www.amazon.co.jp
andwww.amazon.caThe Company also owns and operates the InterpgtdMDatabase atww.imdb.conf“IMDb"), which is a source of
information on movie and entertainment titles aast@nd crew members. IMDb offers IMDb Pro, a stipson service designed for the
entertainment industry.

Principles of Consolidation

The consolidated financial statements inclilndeaccounts of the Company and its wholly ownédssgliaries. All intercompany balances
and transactions have been eliminated.

Use of Estimates

The preparation of financial statements infoomity with accounting principles generally act=pin the United States requires estimates
and assumptions that affect the reported amourdss#ts and liabilities, revenues and expensesgtatdd disclosures of contingent assets
and liabilities in the consolidated financial stants and accompanying notes. Estimates are usdaufmot limited to, inventory valuation,
depreciable lives, sales returns, receivables tialuaestructuring-related liabilities, incentidescount offers, valuation of investments, taxes
and contingencies. Actual results could differ matly from those estimates.

Business Combinations

For business combinations that have beenuated for under the purchase method of accountiregCompany includes the results of
operations of the acquired business from the daaeauisition. Net assets of the companies acquredecorded at their fair value at the date
of acquisition. The excess of the purchase prier the fair value of tangible and identifiable imgéble net assets acquired is included in
goodwill on the accompanying consolidated balamests.

Cash and Cash Equivalents

The Company classifies all highly liquid inghents with an original maturity of three monthdess at the time of purchase as cash
equivalents.

Inventories

Inventories, consisting of products availablesale, are valued at the lower of cost or mavidue. The Company makes judgments,
based on currently-available information, aboutltkely method of disposition (whether through satie individual customers, returns to
product vendors or liquidations), and
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expected recoverable values of each dispositicgoay. Based on this evaluation, which is appliedststently from period to period, the
Company records a valuation allowance to adjusté#neying amount of its inventories to lower of tosmarket value.

Accounting Changes
Inventories

Effective January 1, 2002, the Company prospaly changed its inventory costing method tofihs-in first-out (“FIFO”) method of
accounting. This change resulted in a cumulaticesiase in inventory of $0.8 million, with a corresgding amount recorded to “Cumulative
effect of change in accounting principlefi the consolidated statements of operations. Tdmepgany evaluated the effect of the change on
quarter of 2001 and determined such effect to e tlean $1.2 million individually and in the aggatg The Company determined this che
to be preferable under accounting principles gdlyesiacepted in the United States since, amongratesons, it facilitates the Company’s
record keeping process, significantly improvesliglity to provide cost-efficient fulfilment serss to third-party companies as part of its
services offering and results in increased comnsistavith others in the industry. The Company reedia letter of preferability for this change
in inventory costing from its independent auditors.

Gooduwill and Other Intangibles

Effective July 1, 2001, the Company adoptedain provisions of Financial Accounting StandaBdsrd (“FASB”) Statement of Financi
Accounting Standards (“SFAS”) No. 141, “Businessriinations,”and effective January 1, 2002, the Company addpe€lll provisions ¢
SFAS No. 141 and SFAS No. 142, “Goodwill and Otimangible Assets.” SFAS No. 141 requires busiessbinations initiated after
June 30, 2001 to be accounted for using the puectmashod of accounting, and broadens the criteriaefcording intangible assets apart from
goodwill. The Company evaluated its goodwill anthimgibles acquired prior to June 30, 2001 using:titeria of SFAS No. 141, which
resulted in $25 million of other intangibles (cornspd entirely of assembled workforce intangiblesipg subsumed into goodwill at
January 1, 2002. SFAS No. 142 requires that puezhgeodwill and certain indefinite-lived intangibleo longer be amortized, but instead be
tested for impairment at least annually. The Compamluated its intangible assets and determinatdathsuch assets have determinable
lives.

SFAS No. 142 prescribes a two-phase procedmpairment testing of goodwill. The first phasmeens for impairment; while the second
phase (if necessary) measures the impairment. dhg&ny completed its first phase impairment analgiaring the first quarter of 2002 and
found no instances of impairment of its recordeddyuill; accordingly, the second testing phase watsnecessary. No subsequent indicators
of impairment have been noted by the Company.

In accordance with Accounting Principles Rb&®APB™) Opinion No. 20, “Accounting Changes,” tleéfect of these accounting changes
is reflected prospectively. Supplemental compaeatiisclosure, as if the change had been retrodctpplied, is as follows (in thousands,
except per share data):

For the Years Ended December 31,

2002 2001 2000

Net loss:
Reported net los $(149,13) $(567,27°) $(1,411,27)
Goodwill amortization(1 — 172,15¢ 310,67¢
Inventory costing change( (801) 38C 421
Adjusted net los $(149,93) $(394,73)) $(1,100,17)
| | |
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For the Years Ended December 31,

2002 2001 2000

Basic and diluted loss per sha
Reported loss per she $(0.39) $(1.5€) $(4.02)
Goodwill amortization(1 — 0.4¢ 0.8¢
Inventory costing change( (0.0 — —
Adjusted basic and diluted loss per sk $(0.40) $(1.08) $(3.19)
| | |

(1) Includes $54 million and $69 million, or $0.4B6d $0.20 per share, for 2001 and 2000, respégtietated to amortization of other
intangibles that are classified as goodwill effeetianuary 1, 200:

(2) The inventory costing change in 2000 reflects tmawlative adjustment through that de
Fixed Assets

Fixed assets are stated at cost less acctedwdapreciation, which includes the amortizatibassets recorded under capital leases. Fixed
assets, including assets purchased under cagit@deare depreciated on a straight-line basistbearstimated useful lives of the assets
(generally two to ten years).

Included in fixed assets is the cost of iméduse software, including software used to upgtd enhance the Company’s Web sites. The
Company expenses all costs related to the develapohénternal-use software other than those irediduring the application development
stage. Costs incurred during the application dgaraknt stage are capitalized and amortized oveegtimated useful life of the software
(generally two years).

Goodwill and Other Intangibles

Other intangibles consist of the following thousands):

December 31, 2002 December 31, 2001
Gross Other Gross Other
Carrying Accumulated Intangibles, Carrying Accumulated Intangibles,
Amount Amortization Net Amount Amortization Net
Contrac-basec $16,58¢ $(14,419) $2,17( $ 16,58¢ $ (11,170 $ 5,414
Marketin¢-related 5,617 (5,010 607 5,617 (3,799 1,82¢
Technolog-basec 4,38¢ (4,33)) 55 4,38¢ (3,809 57¢
Custome-related 2,021 (1,399 62¢€ 2,021 (899) 1,122
Assembled workforce(1 — — — 193,27: (167,82) 25,44
Other intangible: $28,60¢ $(25,14¢) $3,46( $221,87¢ $(187,49) $34,38:
| | | | | |

(1) Asof January 1, 2002, in accordance with SFASI@, the Company reclassified its assembled wockfartangibles into goodwil

At December 31, 2002 and 2001, goodwill was fillion and $45 million, respectively, stated néaccumulated amortization of
$740 million (of which $168 million of accumulatedhortization was reclassified with the adoptiors6AS No. 141 on January 1, 2002) and
$572 million, respectively. During 2002, no goodwi other intangibles were acquired, impaireddigposed, and consistent with SFAS
No. 142, no goodwill amortization was record
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The net carrying amount of intangible asa¢Becember 31, 2002 is scheduled to be fully ameattby the end of 2004. Amortization
expense for the net carrying amount of intangilskeets at December 31, 2002 is estimated to be §8min 2003, and less than $1 million
2004.

Investments

Investments ar@ccounted for using the equity method of accourifitige investment gives the Company the abilitgxercise significar
influence, but not control, over an investee. Sigant influence is generally deemed to exist & ompany has an ownership interest in the
voting stock of the investee of between 20% and Sl#hough other factors, such as representatich@mvestee’s Board of Directors and
the effect of commercial arrangements, are constter determining whether the equity method of aatiag is appropriate. The Company
records its equity in the income or losses of thegestees generally one month in arrears for pgicampanies and three months in arreai
public companies. The Company records its investsnerequity-method investees on the consolidatddnze sheets as “Other equity
investments” and its share of the investees’ egmar losses as “Equity in losses of equity-methwdstees, net” on the consolidated
statements of operations.

All other equity investments, which consistrivestments for which the Company does not hheeability to exercise significant
influence, are accounted for under the cost metbader the cost method of accounting, investmenggivate companies are carried at cost
and are adjusted only for other-than-temporaryideslin fair value, distributions of earnings aniditional investments. For public
companies that have readily determinable fair \@lttee Company classifies its equity investmentvadable-for-sale and, accordingly,
records these investments at their fair values wirittealized gains and losses included in “Accunedlaither comprehensive income (loss).”
Such investments are included in “Marketable séiesfion the accompanying consolidated balancetshigtne Company does not have the
intent to hold the investment for over one yeanfithhe balance sheet date. In cases where the Cgrhparthe intent to hold such investme
for over one year from the balance sheet date, swelstments are included in “Other equity invesitag

The Company also invests in certain marketdbbt securities, which consist primarily of higimality short- to intermediate-term fixed
income securities that are classified as availfdiesale securities. Such investments are includéMarketable securities” on the
accompanying consolidated balance sheets and@oged at fair value with unrealized gains anddssacluded in “Accumulated other
comprehensive income (loss).” The weighted avenagihod is used to determine the cost of EHlgneminated securities sold and the spe
identification method is used to determine the cbstll other securities.

The initial cost of the Company’s investmestdetermined based on the fair value of the itaent at the time of its acquisition. The
Company has received equity securities as congideri@r services to be performed for the issuatarrcommercial agreements. In such
cases, the Company has estimated the fair valtreaquity securities received. For securitiesuliflic companies, the Company generally
determines fair value based on the quoted marlkes pt the time the Company enters into the undeylggreement, and adjusts such market
price appropriately if significant restrictions orarketability exist. As an observable market pdoes not exist for equity securities of private
companies, estimates of fair value of such seesrdre more subjective than for securities of putmimpanies. For significant transactions
involving equity securities in private companidsg Company obtains and considers independent, ihittgt valuations where appropriate.
Such valuations use a variety of methodologiestinate fair value, including comparing the seguiith securities of publicly traded
companies in similar lines of business, applyinggmultiples to estimated future operating resigtshe private company, and estimating
discounted cash flows for that company. These Walus also reduce the fair value to account fotriggns on control and marketability
where appropriate. Using these valuations and other
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information available to the Company, such as tbmgany’s knowledge of the industry and knowledgepscific information about the
investee, the Company determines the estimateddhie of the securities received. To the exteat &guity securities are subject to forfei
or vesting provisions and no significant performamommitment exists upon signing of the agreemémésfair value of the securities is
determined as of the date of the respective fanfeior as vesting provisions lapse.

The Company periodically evaluates whetherdéclines in fair value of its investments aresotthantemporary. This evaluation consi
of a review of qualitative and quantitative factbgsmembers of senior management. For investmeittisprblicly quoted market prices, the
Company generally considers a decline to be arr-dtfamtemporary impairment if the quoted market prickegs than its accounting basis
two consecutive quarters, absent evidence to thgary. The Company considers additional factordettermine whether declines in fair
value are other-than-temporary, such as the ingistimancial condition, results of operations, igtimg trends and other financial ratios. The
evaluation also considers publicly available infation regarding the investee companies, includapgrts from investment analysts and
other publicly available investee-specific newgeneral market conditions. For investments in pexampanies with no quoted market
price, the Company considers similar qualitative gnantitative factors and also considers the iegplialue from any recent rounds of
financing completed by the investee, as well akatgrices of comparable public companies. The Gowmmenerally requires its private
investees to deliver monthly, quarterly and anfiinaincial statements to assist in reviewing rel¢arancial data and to assist in determining
whether such data may indicate other-than-tempatecjines in fair value below the Company’s accognbasis.

Long-Lived Assets

Longlived assets, other than goodwill, are reviewedrfgrairment whenever events or changes in circumstindicate that the carryi
amount of the assets might not be recoverable Cdmpany does not perform a periodic assessmemstsetsafor impairment in the absenc
such information or indicators. Conditions that Wboecessitate an impairment assessment includmificant decline in the observable
market value of an asset, a significant changherektent or manner in which an asset is usedsmméficant adverse change that would
indicate that the carrying amount of an asset oupgiof assets is not recoverable. For long-livesgttssto be held and used, the Company
recognizes an impairment loss only if its carryamgount is not recoverable through its undiscounssth flows and measures the impairment
loss based on the difference between the carryimguat and fair value. Long-lived assets held fée sae reported at the lower of cost or fair
value less costs to sell.

Other Assets

Other assets consist primarily of fees inediin connection with the issuance of the Compadglst. These fees are amortized ratably as ¢
component of interest expense over the life ofutgerlying debt.

Unearned Revenue

Unearned revenue is recorded when paymehtsther received in cash or equity securities, @ceived in advance of the Company’s
performance in the underlying agreement. Unearaeéenue is amortized ratably over the period in Wisiervices are provided.

In instances where the Company receives equityrsiesuas compensation for services to be provideder commercial arrangements,
fair value of these securities, less the net amofioash paid for them, is then recorded as undamreneenue. Pursuant to Emerging Issues
Force Issue No. 00-8, “Accounting by a GranteeafoEquity Instrument to Be Received in Conjunctidth Providing Goods or Services,”
the Company does not adjust unearned revenue éceffiect to either increases or decreases
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in value of the equity securities subsequent tor thitial measurement (to the extent that suchusées are not subject to vesting or
forfeiture).

Income Taxes

The Company recognizes deferred tax assets arilitigsbbased on differences between the finangpbrting basis and tax basis of as
and liabilities using the enacted tax rates and lenat are expected to be in effect when the diffees are expected to be recovered. The
Company provides a valuation allowance againstéferred tax assets to the extent such assetotespected to be realized.

Revenue Recoghnitio

The Company generally recognizes revenue frmduct sales or services rendered when the foilpfour revenue recognition criteria
are met: persuasive evidence of an arrangemenseaivery has occurred or services have beetered, the selling price is fixed or
determinable, and collectibility is reasonably asdu

The Company evaluates the criteria outlimeBmerging Issues Task Force (“EITF”) Issue No199-“Reporting Revenue Gross as a
Principal Versus Net as an Agent,” in determinintgether it is appropriate to record the gross amotiptoduct sales and related costs or the
net amount earned as commissions. Generally, wiee@dmpany is the primary obligor in a transactisrsubject to inventory risk, has
latitude in establishing prices and selecting sigpgl or has several but not all of these indicat@venue is recorded gross. If the Company is
not the primary obligor and amounts earned areohited using a fixed percentage, a fixed-paymemédale, or a combination of the two,
the Company generally records the net amountsragéssions earned.

Product sales, net of promotional discourisates and return allowances, are recorded wieeprtiducts are shipped and title passes to
customers. Retail items sold to customers are rpaguant to a sales contract that provides fostearof both title and risk of loss upon the
Company’s delivery to the carrier (commonly refdrte as “F.O.B. Shipping Point”). Return allowan¢etich reduce product revenue by
management’s best estimate of expected produachsdtare estimated using historical experience.

The Company periodically provides incentivieis to its customers to encourage purchases. &ftets include percentage discounts off
current purchases (“current discount offers”), offfor future discounts subject to a minimum currchase (“inducement offers”) and
other similar offers. Current discount offers, wleaeepted by customers, are treated as a reduottbe purchase price of the related
transaction and are presented as a net amounteinsaéles.” Inducement offers, when accepted byomssts, are treated as a reduction to
purchase price based on estimated redemption Réglemption rates are estimated using the Compaist@rical experience for similar
inducement offers.

Commissions received on sales of productautitt Amazon Marketplace, as well as commissionsegbthrough the Company’s
Merchants@ program (see “Note 15 — Segment Infaamgt are recorded as a net amount since the Coynjsaacting as an agent in such
transactions. In addition, the Company recognizesuats earned through its Merchant program (see€'llb — Segment Information”) as a
net amount. Amounts earned are recognized as lest\when the item is sold by the third-party sedled collectibility is reasonably assured.
The Company records an allowance for refunds oh sammissions using historical experience.

The Company earns revenues from servicesapititby entering into commercial agreements, idolg providing its technology services
such as search, browse, and personalization; gargnihird parties to offer products or servicestigh its Web sites; and powering third-
party Web sites, either with our without providiagcompanying fulfillment services. These commeragaEements also include
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miscellaneous marketing and promotional agreeméstsompensation for the services the Company gesvunder these agreements, the
Company receives cash, equity securities, or a gwatibn thereof. Generally, the fair value of tlygigy consideration received is measured
when the agreement is executed, but to the extantlie equity consideration is subject to forfetar vesting provisions and no significant
performance commitment exists upon execution oftireement, the fair value of the equity considenadnd corresponding revenue is
determined as of the date that the forfeiture miowi lapses or as the vesting provision lapsess&ukent to initial measurement of fair value,
appreciation or decline in the fair value of suebuwsities will affect the Company’s ultimate realion of equity securities received as
compensation; however, any such change does reat diffe amount of revenue to be recognized ovetetine of the agreement. The Comp
generally recognizes revenue from these marketidgpaomotional services (including revenue assediatith non-refundable advance
payments) on a straight-line basis over the patigihg which the Company performs services undesetagreements, commencing at the
launch date of the service. If the Company recenesrefundable advance payments, such amounteéeaed for revenue recognition
purposes until service commences.

Included in Services segment revenues arityelaised service revenues of $13 million, $27 ionilland $79 million for 2002, 2001 and
2000, respectively.

The Company has in the past, and may inthed, amend its agreements with certain of thepamies with which it has commercial
agreements to modify future cash proceeds to eved by the Company, modify the service term ®timmercial agreements, or both.
Although these amendments generally do not affecaitmount of unearned revenue previously recorgéddoCompany (if any), the timing
of future revenue recognition changes to corresputtdthe terms of amended agreements. These anedor future amendments will
affect the timing and amount of revenues recognizexbnnection with these commercial agreementgh&eextent the Company believes
such amendments cause or may cause the compertsatiemeceived under an agreement to no longéxée or determinable, the Compa
limits its revenue recognition to amounts receiv@dluding any future amounts not deemed fixededeminable. As future amounts are
subsequently received, such amounts are incorpbitie revenue recognition over the remaining tefrthe agreement.

Outbound shipping charges to customers ataded in net sales and amounted to $365 milli@3,7$million and $339 million in 2002,
2001 and 2000, respectively.

Cost of Sale:

Cost of sales consists of the purchase price a$wmer products sold by the Company, inbound anoouwd shipping charges, packag
supplies and certain costs associated with sereisenues. Costs associated with service revenassifibd as cost of services generally
include direct and allocated indirect fulfillmergkated costs to ship products on behalf of thirdypsellers, costs to provide customer service,
credit card fees and other related costs.

Outbound shipping charges and the cost @filtéa supplies used to package products for shipteecustomers totaled $404 million,
$376 million, and $340 million in 2002, 2001 andA0respectively.

Fulfillment

Fulfillment costs represent those costs irediin operating and staffing the Company'’s futfidint and customer service centers, including
costs attributable to: receiving, inspecting andeliausing inventories; picking, packaging and priegacustomers’ orders for shipment;
credit card fees and bad debt costs; and respotdimguiries from customers. Fulfillment costsaailsclude amounts paid to third-party co-
sourcers that assist the Company in fulfilment anstomer service operations. Certain Services
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segment fulfillment-related costs incurred on bebkbther businesses are classified as cost esgather than fulfillment.

Marketing

Marketing expenses consist of advertisingmmtional, and public relations expenditures, aagrgll and related expenses for personnel
engaged in marketing and selling activities. Thenpany expenses general media advertising costgagéd. The Company enters into
certain online promotional agreements with thirdipa to increase traffic to its Web sites. Costsoziated with these promotional agreem
consist of fixed payments, variable activity-bapegments, or a combination of the two. Fixed payisiare amortized ratably over the
corresponding agreement term and variable paynaeatexpensed in the period incurred. The Comparsives reimbursements from
vendors for certain general media and other adiegticosts. Such reimbursements are recordedeaiuation of expense. Advertising
expense and other promotional costs were $114omjl$125 million and $172 million in 2002, 2001 &@DO, respectively. Prepaid
advertising costs were $1 million and $2 milliorDetcember 31, 2002 and 2001, respectively.

Technology and Conter

Technology and content expenses consistipety of payroll and related expenses for develepmeditorial, systems, and
telecommunications operations personnel; and systamd telecommunications infrastructure.

Technology and content costs are expensettased, except for certain costs relating todeeelopment of internal-use software,
including upgrades and enhancements to the Companigb sites, that are capitalized and depreciatedtwo years. Fixed assets associated
with capitalized internal-use software, net of analated depreciation, was $23 million and $24 wiillat December 31, 2002 and 2001,
respectively. Costs capitalized during the applicatievelopment stage for internal-use softwarksedtby corresponding amortization, was a
net expense of $1 million in 2002, and net deferchl$3 million and $14 million in 2001 and 2008spectively.

Stock-Based Compensatio

Stock-based compensation includes stock-bels@djes resulting from variable accounting treatnoé certain stock options, restricted
stock issued to certain key employees and amogstscated with the Company'’s restricted stock pragram, which commenced in the
fourth quarter of 2002. Stock-based compensatism iakcludes, to a lesser extent, a portion of aitom-related consideration conditioned
the continued tenure of certain key employees qiimed businesses.

The Company generally has four categoriesngfloyee stock-based awards: restricted stock,up#tricted stock, fixed-award stock
options and options subject to variable accourttiegtment. At December 31, 2002, the Company hrag ttock-based employee
compensation plans, which are more fully descrinetNote 8 — Stockholders’ Equity (Deficit).” Thedihpany accounts for those plans
under the intrinsic value method, which follows tkeognition and measurement principles of APB @pifNo. 25,Accounting for Stock
Issued to Employet, and related Interpretations. The intrinsic vahethod of accounting results in stock compensatipense to the extent
option exercise prices are set below market piacethe date of grant. Also, to the extent emplateek awards have been subject to an
exchange offer or other modifications, such awargssubject to variable accounting treatment. \Gégiaccounting treatment results in
expense or contra-expense recognition using theuladive expense method, calculated based on quoiees of the Company’s common
stock and vesting schedules of underlying awards.
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Restricted stock and restricted stock urnigsnaeasured at fair value on the date of grantchasghe number of shares granted and the
guoted price of the Comparsycommon stock. Such value is recognized as amsgpatably over the corresponding employee sepsgcded.
To the extent restricted stock or restricted stamiks are forfeited prior to vesting, the corresgiog previously recognized expense is reve
as an offset to “Stock-based compensation.” Stadetl compensation associated with restricted sioit& was $4 million during 2002.

During the first quarter of 2001, the Compaiffgred a limited non-compulsory exchange of empéostock 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 employee stock options to purchaseillidn shares of common stock with an exercisegof $13.375. The option exchange
offer resulted in variable accounting treatment &trthe time of the exchange, approximately 1%ianilstock options, which includes options
granted under the exchange offer and 3 millionas®i with a weighted average exercise price of4ih2hat were subject to the exchange
offer but were not exchanged. Variable accountifijoontinue until all options subject to variatdecounting treatment are exercised,
cancelled or expired. At December 31, 2002, appnai@ly 5 million options remain under variable agwing treatment, which includes
4 million options granted under the exchange daffed 1 million options, with a weighted average eiser price of $43.49, that were subjec
the exchange offer but were not exchanged.

The following table summarizes relevant infation as to reported results under the Company'msic value method of accounting for
stock awards, with supplemental information atéf fair value recognition provisions of SFAS No312Accounting for Stock Based
Compensation,” had been applied (in thousands ptxyes share data):

For the Years Ended December 31,

2002 2001 2000
Net loss, as reporte $(149,13)  $(567,27) $(1,411,27)
Add: Stocl-based compensation, as repol 68,927 4,63 24,797
Deduct: Total stock-based compensation determineeéfair
value based method for all awal (148,08 (400,445 (333,836
Adjusted net loss, fair value method for all s-based award  $(228,28%)  $(963,08) $(1,720,31)
| | .|
Basic and diluted loss per shi— as reportet $ (039 $ (156 $ (4.02)
Basic and diluted loss per sh— SFAS No. 123 adjuste $ (060 $ (269 $ (4.90

The fair value for each option granted waBrested at the date of grant using a Black-Schopg®n-pricing model, assuming no expec
dividends and the following weighted average asgiong:

For the Years Ended
December 31,

2002 2001 2000
Average ris-free interest rate 3.1% 4.1% 6.2%
Average expected life (in yeal 3.3 3.2 3.C
Volatility 81.8% 98.(% 89.t%

The weighted average fair value of stock asdincluding restricted stock units granted in20granted during 2002, 2001 and 2000 was
$14.99, $5.98 and $22.12, respectively.
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Foreign Currency

The Company has the following internationdtigused Web sitesvww.amazon.co.uk, www.amazon.de, www.amazon.fr,
www.amazon.co.jpndwww.amazon.ca\et sales generated from these Web sites, as sveibat of the related expenses incurred, are
denominated in the functional currencies of the Wiéds. Additionally, the functional currency oEt@ompany’s subsidiaries that either
operate or suppovtww.amazon.co.uk, www.amazon.de, www.amazon.fr,amazon.co.jandwww.amazon.ces the same as the local
currency of the United Kingdom, Germany, Francpadieand Canada, respectively. Assets and liakilitfehese subsidiaries are translated
into U.S. Dollars at year-end exchange rates, anenues and expenses are translated at averag@matailing during the year. Translation
adjustments are included in “Accumulated other c@hensive income (loss),” a separate componeribokisolders’ deficit. Transaction
gains and losses arising from transactions dendedria a currency other than the functional curyesfcthe entity involved, are included in
“Other income (expense), net” on the consolidatatements of operations. See “Note 11 — Other Irc@iExpense), Net.”

Derivative Financial Instruments

Effective January 1, 2001, the Company adbfieAS No. 133, “Accounting for Derivative Instrumg and Hedging Activities,” which
requires that all derivative instruments be recdroe the balance sheet at fair value. Changesifathvalue of derivatives are recorded each
period in current results of operations or othenprehensive income (loss) depending on whetheriaatize is designated as part of a hedge
transaction and, if it is, the type of hedge tratisa. For a derivative designated as a fair valedge, the gain or loss of the derivative in the
period of change and the offsetting loss or gaithefhedged item attributed to the hedged riskeregnized in results of operations. For a
derivative designated as a cash flow hedge, tleetafe portion of the derivative’s gain or lossnially reported as a component of other
comprehensive income (loss) and subsequently sfikasinto results of operations when the hedgqabsure affects results of operations.
The ineffective portion of the gain or loss of altdlow hedge is recognized currently in resultspérations. For a derivative not designated
as a hedging instrument, the gain or loss is reizegrcurrently in results of operations.

The Company is exposed to the risk of flutitues in foreign exchange rates between the U.8aband the Euro associated with its
6.875% Convertible Subordinated Notes due 201@7®% PEACS") (See “Note 6 — Long-Term Debt and @& 0 minimize a portion
of the risk from this exposure, the Company hasyiased a swap agreement as a cash flow hedgpatian of the 6.875% PEACS’
principal and interest based upon the criteriabdistaed by SFAS No. 133. The terms of the hedgeunsent have been structured to match
the related terms of the hedged portion of the ®BPEACS. No net gains or losses resulting frongheadeffectiveness were recognized in
results of operations during the years ended DeeeBih 2002 and 2001, respectively.

The Company holds warrants to purchase equity gesuof other companies. Warrants that can beoésest and settled by delivery of |
shares such that the Company pays no cash upotissxare deemed derivative financial instrumenes.Sfare warrants are not designate
hedging instruments; accordingly, gains or losssslting from changes in fair value are recognizedhe consolidated statements of
operations, “Other gains (losses), net,” in thequkof change. The Company determines the fairerafuts warrants through option-pricing
models using current market price and volatilitguasptions, including public-company market compbasfor its private-company warrants.

The adoption of SFAS No. 133 on January D12@sulted in cumulative transition losses of #filion 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 $3 lioih in losses reclassified from “Accumulated othtemprehensive income (loss)” on
warrants previously reported at fair value andsifeexl as available-for-sale, and approximatelyn$ion
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in losses on warrants previously reported at ddstwarrant investments are designated as hedggtgiments. Transition losses in
“Accumulated other comprehensive income (loss¥ attributable to approximately $15 million irsées on the swap agreement designat
a cash flow hedge of a portion of the 6.875% PEA@Set by the approximately $3 million in losseslassified to results of operations on
derivative instruments not designated as hedgisiguments.

Effective January 1, 2001, currency gainslasdes arising from the remeasurement of the 6887BEACS’ principal from Euros to
U.S. Dollars each period are recorded to “Othengflosses), net.” Prior to January 1, 2001, 6.8PEACS’ principal of 615 million Euros
was designated as a hedge of an equivalent amb&uotro-denominated investments classified as avigitéor-sale; accordingly, currency
gains and losses on the 6.875% PEACS were rectodédcumulated other comprehensive income (loss)'the consolidated balance
sheets as hedging offsets to currency gains asddasn the Euro-denominated investments. As thigendoes not qualify for hedge
accounting under the provisions of SFAS No. 138 mencing January 1, 2001, the foreign currency gbaasulting from the portion of the
6.875% PEACS previously hedging the available-fde securities is now being recorded to “Other géliosses), net” on the consolidated
statements of operations.

Earnings Per Share

Basic earnings per share is computed usimgvifighted average number of common shares ouistaddring the period, net of shares
subject to restrictions, and excludes any diluéffects of options or warrants, restricted stocitsuand convertible securities. Diluted
earnings per share is computed using the weightedhge number of common and common stock equivaleares outstanding (including
effect of restricted stock units) during the periodmmon stock equivalent shares are excluded fhencomputation if their effect is
antidilutive.

Recent Accounting Pronouncemen

In August 2001, the FASB issued SFAS No. XAdcounting for the Impairment or Disposal of Lehiyed Assets,” that is applicable to
financial statements issued for fiscal years bagmafter December 15, 2001. The FASB’s new rulessset impairment supersede SFAS
No. 121,“Accounting for the Impairment of Long-Lived Assetsd for Long-Lived Assets to Be Disposed Of,” @adtions of Accounting
Principles Bulletin Opinion 30, “Reporting the Réswof Operations.” This Standard provides a sirsgleounting model for long-lived assets
to be disposed of and significantly changes therai that would have to be met to classify anteasdeld-for-sale. Classification as held-for-
sale is an important distinction since such assetsiot depreciated and are stated at the lowfirofalue and carrying amount. This Stanc
also requires expected future operating losses ffisoontinued operations to be displayed in thégés) in which the losses are incurred,
rather than as of the measurement date as preseqtlired. The provisions of this Standard areexpiected to have a significant effect on
Company’s financial position or operating results.

In November 2002, the EITF reached a congeosussue 02-16, addressing the accounting of @as$ideration received by a customer
from a vendor, including vendor rebates and refufitie consensus reached states that consideratieived should be presumed to be a
reduction of the prices of the vendor’s productsemvices and should therefore be shown as a ieduftcost of sales in the income
statement of the customer. The presumption coulovbecome if the vendor receives an identifiabledfi¢ in exchange for the consideration
or the consideration represents a reimbursememspgcific incremental identifiable cost incurrgdtive customer in selling the vendor’s
product or service. If one of these conditions &t,rthe cash consideration should be characteagedreduction of those costs in the income
statement of the customer. The consensus reacheda@icludes that if rebates or refunds can b@naddy estimated, such rebates or reft
should be recognized as a reduction of the costles
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based on a systematic and rational allocationettnsideration to be received relative to thesaations that mark the progress of the
customer toward earning the rebate or refund. Theigions of this consensus are applied prospdygtased are consistent with the
Company’s existing accounting policy.

In November 2002, the EITF reached a conseasussue 00-21, addressing how to account fangeaments that involve the delivery or
performance of multiple products, services, andffitts to use assets. Revenue arrangements witiplewdeliverables are divided into
separate units of accounting if the deliverableth@arrangement meet the following criteria: i telivered item has value to the customer
on a standalone basis; (2) there is objective aliabte evidence of the fair value of undeliverehis; and (3) delivery of any undelivered
item is probable. Arrangement consideration shbel@llocated among the separate units of accoubtingd on their relative fair values, v
the amount allocated to the delivered item beimgtéid to the amount that is not contingent on thiévdry of additional items or meeting
other specified performance conditions. The firaisensus will be applicable to agreements entetedn fiscal periods beginning after
June 15, 2003 with early adoption permitted. Th®sjgions of this Consensus are not expected to Aaignificant effect on the Company’s
financial position or operating results.

In December 2002, the FASB issued SFAS N8, 14ccounting for Stock-Based Compensation — Titmrs and Disclosure.” This
Statement amends SFAS No. 123, “Stock-Based Corafieng to provide alternative methods of transitfor a voluntary change to the fair
value based method of accounting for stock-basqa@me compensation. In addition, this Statemerdrada the disclosure requirements of
SFAS No. 123 to require prominent disclosures ithlamnual and interim financial statements aboaitniethod of accounting for stock-based
employee compensation and the effect of the metised on reported results. The disclosure provisibiisis Standard are effective for fisi
years ending after December 15, 2002 and haveibeerporated into these financial statements acdrapanying footnote:

Reclassifications
Certain prior year amounts have been redladsb conform to the current year presentation.
Note 2 — Cash, Cash Equivalents and Marketable Sexties

The following tables summarize, by major séguype, the Company’s cash and marketable sgesifin thousands):

December 31, 2002

Cost or Gross Gross

Amortized Unrealized Unrealized Estimated

Cost Gains Losses Fair Value

Cash $302,96: $ — $— $302,96-
Commercial paper and sh-term obligations 429,94: 5,34 — 435,29(
Cash and cash equivalel 732,90° 5,34 — 738,25:
Certificates of depos 19,49¢ 2,832 — 22,32¢
Commercial paper and sh-term obligations 2,07: — — 2,07:
Corporate notes and bon 42,58¢ 35E — 42,94
Asse-backed and agency securit 309,54¢ 7,16¢ — 316,71!
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December 31, 2002

Cost or Gross Gross

Amortized Unrealized Unrealized Estimated

Cost Gains Losses Fair Value
U.S. Treasury notes and bor 172,14! 2,61¢ (35) 174,72¢
Equity securitie: 3,93¢ — — 3,93¢
Marketable securitie 549,78: 12,96¢ (35) 562,71!
Total $1,282,68! $18,31¢ $(35) $1,300,96!
| | | |

December 31, 2001

Cost or Gross Gross

Amortized Unrealized Unrealized Estimated

Cost Gains Losses Fair Value

Cash $149,96¢ $ — $ — $149,96¢
Commercial paper and sh-term obligations 394,61: — (4,299 390,31
Total cash and cash equivale 544 ,58: — (4,299 540,28:
Certificates of depos 18,69: — (539 18,15¢
Commercial paper and sh-term obligations 28,61« 8 — 28,62:
Corporate notes and bon 37,37( 24C (8) 37,60:
Asse-backed and agency securit 231,91: 90¢ — 232,82:
U.S. Treasury notes and bor 125,68 26C — 125,94
Equity securitie: 12,39¢ 832 (75) 13,15
Marketable securitie 454,67( 2,24¢ (61€) 456,30:
Total $999,25: $2,24¢ $(4,915) $996,58!
L] I | L]

The following table summarizes contractuaturities of the Company’s cash equivalent and ntatie fixed-income securities as of
December 31, 2002 (in thousands):

Amortized Estimated

Cost Fair Value

Due within one yea $463,54: $471,88t
Due after one year through three ye 202,69° 205,47(
Asse-backed and agency securities with various matsi 309,54¢ 316,71!
$975,79( $994,07:

I L]

Gross gains of $9 million, $9 million, and &ilion and gross losses of $1 million, $32 milliand $11 million were realized on sales of
available-for-sale marketable securities for thergeended December 31, 2002, 2001, and 2000 resggct

The Company has pledged a portion of its etatke securities as collateral for stand-by Isttércredit that guarantee certain of its
contractual obligations, a majority of which rekate property leases; the swap agreement that bédgegn exchange rate risk on a portion
of its 6.875% PEACS; and some of its real estatedagreements. See “Note 6 — Long-Term Debt ahdrOand “Note 7 — Commitments
and Contingencies.”
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Note 3—Fixed Assets

Fixed assets, at cost, consist of the folhg{in thousands):

December 31,

2002 2001

Furniture, fixtures and leasehold improveme $ 112,94 $ 109,22
Technology infrastructure and other computer eqeipt 57,08t¢ 58,14(
Software purchased or developed for internal 94,56 70,94«
Equipment and other fixed assets acquired undetatdgases 218,14¢ 199,83:
482,73t 438,14:

Less accumulated depreciati (222,73) (152,449
Less accumulated amortization on leased a (20,607 (13,949
Fixed assets, n $ 239,39 $ 271,75:
| |

Depreciation expense on fixed assets wasi#iifion, $83 million and $83 million, which includeamortization of fixed assets acquired
under capital lease obligations of $7 million, $#8lion and $11 million for 2002, 2001 and 2000, pestively.

Note 4 —Other Equity Investments

Activity in the Company’s equity-method arast-method investments for the years ended Dece&ih&002 and 2001, is as follows (in
thousands):

Equity-
Method Cost-Method Total
Balance, December 31, 20 $ 52,07 $ 40,177 $ 92,25(
Investment— common stock consideratic 5,00( — 5,00(
Fair value of equity securities received in sersioelated
transaction: 331 — 331
Equity-method losses, n (30,329 — (30,327
Sales of investments at fair val (800) (28) (82¢)
Realized gains on sales of investments, 80C — 80C
Non-cash gains (losses) for acquisitions of inveskses third
party 1,24: (45¢) 784
Losses resulting from ott-thar-temporary declines in fair vall (16,69¢) (10,189 (26,885
Unrealized gains on availal-for-sale investments, n — 227 227
Losses for change in fair value of warrant investtaenet — (5,299 (5,299
Loss from change in accounting princi — (7,700 (7,700
Investment reclassifications, net, at fair ve (1,236 1,23¢ —
Balance, December 31, 20 10,38 17,97: 28,35¢
Equity-method losses, n (4,169 — (4,169
Sales of investments at fair val (2,940 (12,94) (15,88)
Realized gains on sales of investments, 2,32¢ 10,84« 13,17(
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Equity-

Method Cost-Method Total
Losses resulting from ott-thar-temporary declines in fair valt (4,28¢) (799 (5,082)
Unrealized losses on availa-for-sale investments, n — (652) (652)
Losses for change in fair value of warrant investtaenel — (303) (303
Investment reclassifications, net, at fair ve (880) 88C —
Balance, December 31, 20 $ 43¢ $15,00¢ $15,44:
| | |

Effective January 1, 2001, the Company’s &dapf SFAS No. 133 resulted in the recording ¢dss totaling $8 million to report certain
warrants at fair value. Prior to adoption, suchramais were carried at cost.

At December 31, 2002 and 2001, cost-metheesiments recorded in “Other equity investmentsfuded $5 million and $3 million,
respectively, of investments recorded at fair valnd $10 million and $15 million, respectively,io¥estments carried at cost. Gross
unrealized gains and losses were not significaBegember 31, 2002 and 2001.

At December 31, 2002 and 2001, the fair valithe Company’s investments in the common stdgsublicly held equity-method
investees was $31 million and $25 million, respexi.

Note 5 —Unearned Revenue

Activity in unearned revenue was as followmstiousands):

Balance, December 31, 20 $131,11°
Cash received or accounts receive 114,73t
Fair value of equity securities receiv 331
Amortization to revenu (135,809
Contract terminatiol (22,400

87,97¢

Balance, December 31, 20
Cash received or accounts receive 95,40¢

Amortization to revenu (135,46¢)
Balance, December 31, 20 $ 47,91¢
|

All amounts recorded as accounts receivafbding amounts associated with unearned revearadegally due and contractually
enforceable. At December 31, 2002 accounts reclgiyabt associated with unearned revenue was $@mil

During 2001, the Company recognized previpuskearned revenue associated with the terminafiiis commercial agreement with
Kozmo.com, which was included in “Other gains (&8s net” on the accompanying consolidated statesr#roperations. Since services had
not yet been performed under the contract, no atsassociated with the Kozmo.com commercial agreémere previously recognized in
“Net sales” on the accompanying consolidated statésiof operations during any period.
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Note 6—Long-Term Debt and Other

The Company’s long-term debt and other loagatliabilities are summarized as follows (in thaods):

December 31,

2002 2001
4.75% Convertible Subordinated No $1,249,80°  $1,249,80
6.875% PEAC:S 724,50( 608,78’
Senior Discount Note 255,59° 231,83(
Long-term restructuring liabilitie 31,61« 20,64(
Euro currency swa 12,15¢ 33,26¢
Capital lease obligatior 8,491 16,41¢
Other lon¢-term debt 8,45¢ 10,381

2,290,62. 2,171,12!
Less current portion of capital lease obligati (7,506 (9,927)
Less current portion of other lo-term debt (5,819 (5,070

$2,277,30!  $2,156,13:

| |
6.875% PEACS

On February 16, 2000, the Company completedfffering of 690 million Euros of 6.875% PEACS d2#10. The 6.875% PEACS are
convertible into the Company’s common stock atrmveesion price of 84.883 Euros per share. Theainttbnversion price of 104.947 Euros
per share was adjusted down due to reset provigiaihe note. Interest on the 6.875% PEACS is playabnually in arrears in February of
each year. The 6.875% PEACS are unsecured andlaoedinated to all of the Company’s existing anife senior indebtedness. The
6.875% PEACS rank equally with the Company’s ouiditag 4.75% Convertible Subordinated Notes. Sulifecertain conditions, the
6.875% PEACS may be redeemed at the Company’sropti@r after February 20, 2003, in whole or int patrthe redemption price of 1,000
Euros per note, plus accrued and unpaid interest.

Upon the occurrence of a “fundamental chamgist to the maturity of the 6.875% PEACS, eactdkothereof has the right to require
Company to redeem all or any part of such hold@B35% PEACS at a price equal to 100% of the psadcamount of the notes being
redeemed, together with accrued interest. As defimé¢he indenture, a “fundamental change” is tbeuorence of certain types of transactions
in which the stockholders do not receive publichdied securities.

The indenture governing the 6.875% PEACSaiostcertain affirmative covenants of the Compamgluding making principal and
interest payments when due, maintaining its cofpagaistence and properties and paying taxes drmt olaims in a timely manner. The
Company was in compliance with these covenanteaemMber 31, 2002.

In order to hedge a portion of the risk akign exchange fluctuations between the U.S. Daltatt the Euro, the Company entered into a
cross-currency swap agreement. Under the swapragrégthe Company agreed to pay at inception acelwe upon maturity 75 million
Euros in exchange for receiving at inception angrgaat maturity $67 million. In addition, the Coangy agreed to receive in February of
each year 27 million Euros for interest payment8@d million Euros of the 6.875% PEACS and, simétusly, to pay $32 million. The
agreement expires February 16, 2010 and is caregelalwhole or in part, at the Company’s optiomatcost on or after February 20, 2003 if
the Company’s underlying
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stock price (converted into Euros) is greater thaequal to the minimum conversion price of the76% PEACS. The Company has
designated the swap agreement as a cash flow loédge foreign exchange rate risk on a portiorhef®.875% PEACS principal and interest
in accordance with the provisions of SFAS No. 1B&ch period, gains or losses resulting from chaig#te fair value of the swap contract
are recorded to “Accumulated other comprehensigernire (loss)” and a portion of such gain or logmisiediately reclassified to the
statement of operations, “Other gains (losses); tebffset the foreign currency loss or gainiatitable to remeasurement of the hedged
portion of the 6.875% PEACS. For the year endeceBder 31, 2002, a currency swap gain of $13 millias reclassified to offset a

$13 million currency loss on the 6.875% PEACS. drens of the swap contract have been structurethtch the terms of the hedged por

of the 6.875% PEACS. No net gains or losses, ieguitom hedge ineffectiveness, were recognizessults of operations during the year
ended December 31, 2002 and 2001.

Effective January 1, 2001, currency gainslasdes arising from the remeasurement of the 6887EACS’s principal from Euros to
U.S. Dollars each period are recorded to “Otheng@osses), net.” Prior to January 1, 2001, 6.8PERACS’s principal of 615 million Euros
was designated as a hedge of an equivalent amb&ntro-denominated investments classified as avigitéor-sale; accordingly, currency
gains and losses on the 6.875% PEACS were rectodédcumulated other comprehensive income (loss)'the consolidated balance
sheets as hedging offsets to currency gains asddasn the Euro-denominated investments. As thgehédes not qualify for hedge
accounting under the provisions of SFAS No. 13&mencing January 1, 2001, the foreign currency ghaasulting from the portion of the
6.875% PEACS previously hedging the available-fde securities is now being recorded to “Other gdliosses), net” on the consolidated
statements of operations. The change resultedjaireof $47 million for the year ended DecemberZ)1, consisting of a $10 million gain
reclassified from “Accumulated other comprehengiv®me (loss)” and a $37 million gain attributatdeemeasurement of the 6.875%
PEACS during the period.

The fair value of the swap is determinedhasgresent value of net future cash payments amipts, adjusted for the Compasbility tc
cancel the agreement and the likelihood of suclkal&tion. The fair value takes into consideraomrent foreign exchange rates, market
interest rates, the current market price of the amy’s common stock and other variables. The faline of the swap obligation was
$12 million and $33 million at December 31, 2002 &ecember 31, 2001, respectively. Based upon duugeket prices, the fair value of
the 6.875% PEACS was $531 million and $310 millias of December 31, 2002 and December 31, 200decteely.

4.75% Convertible Subordinated Not

On February 3, 1999, the Company completeaffaning of $1.25 billion of 4.75% Convertible Sardinated Notes due 2009. The 4.75%
Convertible Subordinated Notes are convertible iheoCompany’s common stock at the holders’ opgiba conversion price of $78.0275 per
share, subject to adjustment in certain eventsrést on the 4.75% Convertible Subordinated Natgsiyable semi-annually in arrears on
February 1 and August 1 of each year, and commefuagdst 1, 1999. The 4.75% Convertible Subordin&tetes are unsecured and are
subordinated to all existing and future Senior biddness as defined in the indenture governing ffte% Convertible Subordinated Notes.
At any time on or after February 6, 2002, on asi&® days’ notice the Company may redeem the pioteghole or in part, at a premium of
3.325% over its principal balance, together witbraed interest. The redemption premium is thereadguced by 0.475% on each Februa
between 2003 and 2009.

Upon the occurrence of a “fundamental chamgigt to the maturity of the 4.75% Convertible Stdinated Notes, each holder thereof
the right to require the Company to redeem allnyr gart of such holder’s 4.75% Convertible Subaaitiia Notes at a price equal to 100% of
the principal amount of
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the notes being redeemed, together with accruedesstt As defined in the indenture, a “fundamechalnge’is the occurrence of certain tyj
of transactions in which the stockholders do noenee publicly-traded securities.

The indenture governing the 4.75% Convert@ldordinated Notes contains certain affirmativeec@ants of the Company, including
making principal and interest payments when duéntaiaing its corporate existence and propertieging taxes and other claims in a timely
manner and the provision of information requiredemRule 144A of the Securities Act of 1933 to dedimlders to sell without registration.
The Company was in compliance with these coveratriiecember 31, 2002.

Based upon quoted market prices, the fairevaf the 4.75% Convertible Subordinated Notesf &eoember 31, 2002 and December 31,
2001 was $925 million and $625 million, respectyvel

Senior Discount Note!

In 1998, the Company completed the offerihgpproximately $326 million of 10% Senior DiscolNtes due May 1, 2008 (“Original
Senior Discount Notes”). Pursuant to a registrasimement on Form S-4 in September 1998, the Coyngampleted an exchange offer of
10% Senior Discount Notes due 2008 (“Exchange NatesSenior Discount Notes”), which are registergter the Securities Act of 1933,
as amended, for all outstanding Original SeniocBimt Notes. The Exchange Notes have identicalgénrall material respects to the terms
of the Original Senior Discount Notes, except thatExchange Notes generally are freely transferéibe Exchange Notes are referred to
throughout these notes to consolidated financééstents interchangeably with the Original SenimcBunt Notes). The Exchange Notes
were issued under the indenture governing the @aidgsenior Discount Notes (“Indenture”). The OraliBenior Discount Notes were sold at
a substantial discount from their original prindipmount at maturity of $530 million. Prior to Naoaeer 1, 2003, no cash interest payments
are required; instead, interest will accrete dutirig period to the aggregate principal amountatunity. From and after May 1, 2003, the
Senior Discount Notes will bear interest at a ct&0% per annum payable in cash on each May INav@mber 1. The Senior Discount
Notes are redeemable, at the option of the Companyhole or in part, at any time on or after Mgy2003, at the redemption prices set f
in the Indenture, plus accrued interest, if anythieodate of redemption.

During 1999, the Company repurchased $26Bomi(principal amount) of the Senior Discount N&teepresenting accreted value of
$178 million, resulting in a remaining outstandprincipal amount of $264 million. The Company reted an immaterial loss on
extinguishment of this debt. No repurchases of @dbiscount Notes occurred in 2002, 2001 or 2000.

The Senior Discount Notes are senior unsedmaebtedness of the Company ranking equally thighCompany’s existing and future
unsubordinated, unsecured indebtedness and sanight of payment to all subordinated indebtedridghe Company. The Senior Discount
Notes are effectively subordinated to all securettbtedness and to all existing and future liabsdliof the Compar's subsidiaries.

The Indenture contains certain covenants #mbng other things, limit the ability of the Coamy and its “Restricted Subsidiaries” (as
defined in the Indenture) to incur indebtednesy,diaidends, prepay subordinated indebtednessycbpee capital stock, make investments,
create liens, engage in transactions with stocldrsldnd affiliates, sell assets and engage in meegel consolidations. However, these
limitations are subject to a number of importandlfications and exceptions. The Company was ing@nce with all covenants at
December 31, 2002.

Based upon quoted market prices, the fairevaf the outstanding Senior Discount Notes wa8$@illion and $194 million as of
December 31, 2002 and December 31, 2001, resphlctive
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Note 7 — Commitments and Contingencies
Commitments

The Company currently leases office and lfaiént center facilities and fixed assets under-cancelable operating and capital leases.
Rental expense under operating lease agreemer28@@r 2001 and 2000 was $56 million, $81 milliowd 98 million, respectively.

The following are the Company’s contractuahenitments associated with its operational restmireg), indebtedness, lease obligations
and marketing agreements (in thousands):

2003 2004 2005 2006 2007 Thereafter Total
Restructurin-related commitment:
Operating leases, net of estimated
sublease incom $ 20,90¢ $ 11,68 $ 4506 $ 3,01 $ 3,092 $ 8,01¢ $ 51,21¢
Other 4,32¢ 1,00(¢ 301 — — — 5,62t
Restructurin-related commitment 25,225 12,68: 4,80¢ 3,01z 3,097 8,01¢ 56,84:
Other commitments
Debt principal and other(: 4,96: 2,00¢ 74 — — 2,238,35. 2,245,39:
Debt interest(1 126,16: 139,36! 139,36! 139,36! 139,36! 263,03 946,65t
Capital lease 7,95( 89¢ 23t — — — 9,08:
Operating lease 48,34¢ 45,74¢ 39,42¢ 39,67 38,99: 143,08 355,27!
Marketing agreemen 7,56¢ — — — — 7,56¢
Other commitment 194,99 188,01¢ 179,10( 179,03¢ 178,35¢ 2,644 ,47. 3,563,97!
Total commitment: $220,21¢ $200,69° $183,90¢ $182,05: $181,45( $2,652,49I $3,620,81
| | [ | | | [ | | | | |

(1) Principal and interest payments due undeCibiapany’s 6.875% PEACS, excluding those paymerits avfixed exchange ratio under
the currency swap hedge arrangement, will fluctbated on the Euro/U.S. Dollar exchange ri

Restructuring-related lease obligations artollows (in thousands):

2003 2004 2005 2006 2007 Thereafter Total

Gross lease obligatiol $22,55( $15,15( $11,16¢ $10,02. $10,07¢ $ 29,66: $ 98,62¢
Estimated sublease income (1,647 (3,469  (6,65€¢)  (7,00¢)  (6,98¢€) (21,649 (47,410
Lease obligations, ni $20,90¢ $11,68: $ 4,50¢ ¢ 3,01: $ 3,09: $ 8,01¢ $ 51,21¢
| | | | | I I

(1) At December 31, 2002, the Company had signed atotthsublease agreements covering $10 milliomtuaré payments

68




Table of Contents

AMAZON.COM, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

Long-term capital lease obligations are ds\is (in thousands):

December 31,
2002
Gross capital lease obligatio $ 9,08:
Less imputed intere: (592)
Present value of net minimum lease paym 8,491
Less current portio (7,50€)
Long-term capital lease obligatiol $ 98t
|

Pledged Securitie

The Company has pledged a portion of its etatie securities as collateral for stand-by Iettércredit that guarantee certain of its
contractual obligations, a majority of which rekate property leases; the swap agreement that beéldgdoreign exchange risk on a portiol
its 6.875% PEACS; and some of its real estate lagssements. The amount of marketable securite€tmpany is required to pledge
pursuant to the swap agreement fluctuates witfficinenarket value of the swap obligation. The cheigthe total amount of collateral

pledged under these agreements is as follows ¢ustinds):

Standby
Letters of Swap Real Estate
Credit Agreement Leases Total
Balance at December 31, 2C $77,63¢ $ 48,49¢ $40,657 $166,79(
Net change in collateral pledg (19,747 (25,409 (57¢) (45,729
Balance at December 31, 2C $ 57,89 $ 23,09¢ $40,07¢ $121,06¢
| | | ]

Legal Proceeding:

On April 12, 2001, the Company received aiest from the Securities and Exchange CommissiBBC") staff for the voluntary
production of documents and information concernargpng other things, previously reported sales®fQompany’s common stock by our
Chairman and Chief Executive Officer, Jeffrey BeamsFebruary 2 and 5, 2001. The Company is cotipgravith the SEC staf§ continuing

inquiry.

A number of purported class action complaimgse filed by holders of the Company’s equity dedt securities against the Company, its
directors and certain of its senior officers dur2@1, in the United States District Court for ¥Western District of Washington, alleging
violations of the Securities Act of 1933 (the “19&8t") and/or the Securities Exchange Act of 198w (‘1934 Act”). On October 5, 2001,
plaintiffs in the 1934 Act cases filed a consolethimended complaint alleging that the Companythag with certain of its officers and
directors and certain third-parties, made falsmisteading statements during the period from Oat@9e 1998 through July 23, 2001
concerning the Company’s business, financial caordiéind results, inventories, future prospectssarategic alliance transactions. The 1933
Act complaint alleges that the defendants made falsnisleading statements in connection with abrkary 2000 offering of the 6.875%
PEACS. The complaints seek recissionary and/or emsgtory damages and injunctive relief againsieféndants. The Company disputes

the allegations of wrongdoing in these complaimis imtends to vigorously defend itself in theseterat

On August 28, 2002, the Trustee for the Qoesli Trust for Living.com instituted an adversgmpceeding against a subsidiary of the
Company in the United States Bankruptcy Courtlier\Western District of Texas. The plaintiff alledkat Living.com’s creditors are entitled

to a contractual recovery of
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approximately $58 million in fees that Living.coradhpreviously paid in 2000 primarily by issuing ing.com stock to the Company. The
Company disputes the plaintiff's allegations angils to vigorously defend itself in this matter.

On October 29, 2002, Gary Gerlinger, indidliyyand on behalf of all other similarly situatesnsumers in the United States who, during
the period from August 1, 2001 to the present, ipased books online from either Amazon.com or Bardem, instituted an action against
the Company and Borders in the United States BisBrourt for the Northern District of Californiah& complaint alleges that the agreement
pursuant to which an affiliate of Amazon.com opesaBorders.com as a co-branded site violates fedetiarust laws, California statutory
law and the common law of unjust enrichment. Thamlaint seeks injunctive relief, damages, includirgdple damages or statutory damages
where applicable, attorneys fees, costs and dismests, disgorgement of all sums obtained by alllggerongful acts, interest and
declaratory relief. The Company disputes the pifimallegations of wrongdoing and intends to vigasly defend itself in this matter.

Depending on the amount and the timing, gavorable resolution of some or all of these mattaruld materially affect the Company’s
business, future results of operations, finanaisiton or cash flows in a particular period.

From time to time, the Company is subjedtteer legal proceedings and claims in the ordicaryrse of business, including claims of
alleged infringement of trademarks, copyrightseptd, and other intellectual property rights. Tleenpany currently is not aware of any such
legal proceedings or claims that it believes watVd, individually or in the aggregate, a materéhlease effect on its business, financial
condition, or operating results.

Inventory Suppliers

During 2002, the Company purchased over 108l inventory purchases from a single vendor rémgy Book Group. No other vendors
account for over 10%. The Company does not havg-lerm contracts or arrangements with most ofétsdors to guarantee the availability
of merchandise, particular payment terms or theresibn of credit limits.

Note 8—Stockholders Equity (Deficit)

Preferred Stock

The Company has authorized 500,000,000 slodu®3.01 par value Preferred Stock. No prefertedisshares were outstanding during
2002, 2001 or 2000.

Basis Adjustment— Public Offerings of Investee

Three of the Company’s equity-method investétomeGrocer.com, Inc., Pets.com, Inc. and drugstom, inc., completed public
offerings of their common stock during 2000. A®ault of those public offerings, the Company’s orgh@ percentage in each investee was
diluted, creating an “implied sale” of a portionitsf investments. In accordance with SEC Staff Aitimg Bulletin No. 51, “Accounting for
Sales of Stock by a Subsidiary,” the Company resdnehrealized gains, net of unrealized lossesdditi@nal paid-in capital totaling
$77 million in 2000. The unrealized gains, netrespnt the difference between the Company’s cagrlyasis and the fair value of the portion
of each
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investment deemed to have been sold by the invedbetails of these offerings and the effect onGbenpany’s ownership and cost basis in
the investees are as follows:

Ownership
Shares Price Offering Basis
Issued per Amount Prior to After Adjustment
Offering (In thousands) Share (In thousands) Offering Offering (In thousands)
Homegrocer.com, Inc. March 2000 initie
public offering 22,00( $12.0C $264,00( 27% 22% $47,64¢
Pets.com, Inc. February 2000 initial public
offering 7,50( 11.0C 82,50( 48% 34% 11,61«
drugstore.com, inc. March 2000 second
public offering 6,00( 18.0C 108,00( 27% 24% 18,53¢
drugstore.com, inc. July 2000
private/public offering 8,101 4,94 40,01¢ 23% 21% (901)
Total $76,89¢

Stock Award Plan:

The Company'’s stock award plans consist ®f1i#99 Nonofficer Employee Stock Option Plan, tB87LStock Incentive Plan and the
Amended and Restated 1994 Stock Option Plan. Shesesved under these plans consist of 40 millf@res in the 1999 Nonofficer
Employee Stock Option Plan, 109 million shareshim 1997 Stock Incentive Plan and 58 million shardhe 1994 Stock Option Plan, of
which up to a maximum of 21,025,075 shares thahatéssued under that plan may be added to theeggte number of shares available for
issuance under the 1997 Stock Incentive Plan. imection with certain acquisitions in 1999, the @amy assumed outstanding options to
purchase common stock originally issued under togiiged companies’ stock option plans. The Compmsidck award plans as well as the
assumed stock award plans are hereby collectiedédyred to as the “Plans.”

In 2002, the Company transitioned to usirggrieted stock units, awarded under the 1997 Shochéntive Plan, as its primary vehicle for
employee equity compensation. Employees vest inigtsi stock unit awards ratably over the corresliog service term, generally three to
six years. As it relates to stock option awards,@lompanys Board of Directors generally sets an exerciseef not less than the fair mar
value of the Company’s common stock at the datgranfit. Each outstanding option granted prior toddgoer 20, 1996 has a term of five
years from the date of vesting. Generally, outstapdptions granted on or subsequent to Decemhet@b have a term of 10 years from
date of grant. Subject to Internal Revenue Setiincations, options granted under the Companyanplprior to April 1999 and granted
under certain assumed plans generally became sableiimmediately but are subject to a restriatioriransfer that vests over a period of
time. Options granted under the Plans since A@9i9lgenerally vest and become exercisable in aaocedwith the following vesting
schedule: 20% after year one, 20% after year tvdo58h at the end of each quarter for years thremitir five. Certain outstanding options
that were granted during 2000 and 2001 vest andrbe@xercisable at the rate of 50% after year adeb@% after year two. During the first
quarter of 2001, the Company offered a limited sompulsory exchange of employee stock options tpl@yees meeting certain eligibility
criteria. Options granted pursuant to this stodkoopexchange vest and become exercisable at th@f@5% after 6 months from the date of
grant and 4.166% per month for the succeeding 1i&tmsoCertain options granted in the third quasfe2001 generally vest and become
exercisable as follows: (i) the option vests quéyrte equal installments over a 36, 48 or 60 mgueghiod commencing on dates ranging from
grant date to October 1, 2003, (ii) the option §&8f to 12.5% on a date approximately 12 to 16 hsofibm date of grant with the balance
vesting quarterly in equal installments over a@8@ month period or (iii) the option vests 4% &5P6 on dates approximately 6 months and
18 months
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from the date of grant with the balance vestingtguly in equal installments over a 24 or 60 mgmhiod. Shares issued upon exercise of
options that are unvested are restricted and sutojeéepurchase by the Company at the exercise ppon termination of employment or
services and such restrictions lapse over thengestihedule. At December 31, 2002, approximatafyltion shares of restricted common
stock, which includes restricted shares issuedimmection with acquisitions as well as shares $o&ertain key employees in 2001 and
2002, were subject to repurchase or forfeiture.

Stock Award Activity

At December 31, 2002, outstanding stock asvémthled 45 million, which includes 42 million skooptions and 3 million restricted stock
units.

The following table summarizes the Compasgtek option activity:

Number of
Shares Weighted Average
(In thousands) Exercise Price
Balance December 31, 19 80,34: $27.7¢
Options grante: 20,717 38.1:
Options terminate (29,507 37.1¢
Options exercise (11,119 4.02
Balance December 31, 20 70,43¢ 32.17
Options grante: 46,20¢ 9.5¢
Options terminate (44,609 43.9]
Options exercise (6,089 2.7%
Balance December 31, 20 65,95( 10.6¢
Options grante: 3,04 16.4¢€
Options terminate (12,267) 10.3¢
Options exercise (14,729 8.2¢
Balance December 31, 20 42,00t 11.91
|

At December 31, 2002, 84 million shares afinwon stock were available for future grant underRkens.

The following table summarizes informatioroabstock options outstanding at December 31, 2002:

Stock Awards Outstanding Awards Vested
Weighted Weighted
Number of Average Number of Average
Range of Awards Remaining Exercise Awards Exercise
Exercise Prices (In thousands) Life (yrs) Price (Inhousands) Price
$0.03-$ 4.6¢ 2,79¢ 4.2C $ 1.44 2,13i $ 1.4¢
4.66 - 7.2¢ 2,98¢ 5.4¢ 6.4¢ 2,17¢ 6.4¢€
7.33- 7.9 20,02¢ 8.57 7.91 1,33¢ 7.8C
7.95- 11.9( 2,71¢ 1.7 9.17 561 9.34
12.02- 13.3¢ 4,321 1.7¢ 13.2¢ 2,62: 13.31
13.57- 16.5¢ 1,84¢ 7.9¢ 14.9C 44C 15.0¢
16.58- 18.5¢ 2,07¢ 8.1¢ 17.81 58: 17.65
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Stock Awards Outstanding Awards Vested
Weighted Weighted
Number of Average Number of Average
Range of Awards Remaining Exercise Awards Exercise
Exercise Prices (In thousands) Life (yrs) Price (Ithousands) Price
18.55- 21.3( 2,004 6.62 20.01 1,24: 20.3(
21.33- 104.9° 3,23( 6.9: 40.8: 1,54¢ 36.01
0.03 - 104.9: 42,00¢ 7.05 11.91 12,64¢ 13.1(¢
| |

Deferred Stoc-Based Compensatio

The Company recorded aggregate deferred-$taskd compensation of $5 million and $9 millior2002 and 2001 respectively. No
similar amounts were recorded in 2000. Deferredkstiased compensation was recorded in connectitntihé Company’s restricted
common stock issued to key employees for futureices. The amounts recorded represent the faievaflthe Company’s common stock
issued on the date of grant. Such value is recegraz an expense ratably over the correspondingsqreriod, which is generally five yea
Additionally, in 2002, 2001 and 2000, the Compaegorded adjustments to reduce previously recordéetmed stock-based compensation of
$2 million, $4 million and $3 million, respectivelgepresenting the remaining unvested portion sified stock awards upon termination of
certain key employees prior to vesting.

Comprehensive Income (Los

The changes in the components of comprehetsss were as follows (in thousands):

Year Ended December 31,

2002 2001 2000
Net loss $(149,13) $(567,27) $(1,411,27)
Other comprehensive income (los
Foreigr-currency translations gains (losses), 16,91( (1,257%) (364)
Net unrealized gains (losses) on avail-for-sale securities
Unrealized gains (losses) arising during y 23,45¢ (33,479 (178,81Y
Less reclassification of net realized (gains) lesaeluded in net los (3,165 40,48¢ 178,51.
Net unrealized gains (losses) on avail-for-sale securitie 20,29 7,00¢ (303)
Net unrealized gains (losses) on E-based currency swa
Unrealized gains (losses) on remeasurement todhie 21,10¢ (21,867 —
Reclassification of (gains) losses to offset cutyelosses and gains
hedged portion of 6.875% PEACS included in net (12,579 4,53( —
Net unrealized gains (losses) on E-based currency swe 8,52¢ (17,33Y) —
Reclassification of currency gains on 6.875% PE/ — (9,81)) —
Cumulative effect of accounting change to adopt Sf®. 133 — (12,299 —
Other comprehensive income (lo: 45,73: (33,699 (667)
Comprehensive los $(103,400() $(600,97) $(1,411,941)
| | |
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The Company is not able to predict futurengair losses due to the remeasurement of the hguigedn of the 6.875% PEACS and
equivalent reclassifications of losses or gainghenswap contract from accumulated other compraébeiass to earnings.

Common Stock Reserved for Future Issuance

At December 31, 2002, common stock resergeéuture issuance is as follows (in thousands):

Stock awards, including restricted stock u 128,63t

Shares issuable upon conversion of 4.75% Conver8abordinated
Notes 16,01"
Shares issuable upon conversion of 6.875% PE 8,12¢
Total 152,78:
|

Note 9—Earnings (Loss) Per Share

The following represents the calculationsrfet loss per share (in thousands, except per slasag

For the Years Ended December 31,

2002 2001 2000

Loss before change in accounting princ $(149,93) $(556,75) $(1,411,27)

Cumulative effect of change in accounting princi 801 (10,527 —

Net loss $(149,13)) $(567,27°) $(1,411,27)

| | |

Weighted average shares outstant 379,49 365,18( 353,39
Weighted average common shares issued subject to

restrictions (2,137 (969) (2,52))
Shares used in computation of basic and dilutesi pes

share 378,36: 364,21 350,87:

| | |

Basic and diluted loss per sha
Prior to cumulative effect of change in accountimijciple $  (0.40) $ (1.59 $ (4.09)
Cumulative effect of change in accounting princ 0.01 (0.03) —

$ (039 $ (159 $ (409

All of the Company’s stock awards (see “N®te- Stockholders’ Equity (Deficit)”) are excludeabi diluted loss per share since their
effect is antidilutive.

Note 10 —Restructuring-Related and Other

Restructuring-related and other expenses $&2amillion, $182 million and $200 million for 2202001 and 2000, respectively. In the
first quarter of 2001, the Company announced agaémplementation of its operational restructunihan to reduce operating costs,
streamline its organizational structure, consoédagrtain of its fulfillment and customer servigemtions and migrate a large portion of its
technology infrastructure to a new operating platfoT his initiative involved the reduction of empke staff by 1,327 positions throughout
the Company in managerial, professional, clerieshnical and fulfillment roles; consolidation tf Beattle, Washington corporate office
locations; closure of its McDonough, Georgia flifient center; seasonal operation of its Seattleshivigton fulfillment center; closure of its
customer service centers in Seattle, WashingtormaedHague, Netherlands; and migration
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of a large portion of its technology infrastructtmea new operating platform, which entails ongdiagse obligations for technology
infrastructure no longer being utilized. Actual daoyge termination benefits paid were $12 millioheTrestructuring is complete; however,
the Company may adjust its restructuring-relateiineges in the future, if necessary.

During 2002, the Company revised its estimafeongoing net lease obligations for its fa@htin Seattle, Washington and McDonough,
Georgia, primarily due to weakness in these reaktesnarkets; reached a termination agreementthatfandlord of its leased fulfillment
center facility in McDonough, Georgia; and permétyedosed its fulfillment center in Seattle, Wasgion.

Restructuring-related charges were as follGwghousands):

Years Ended December 31,

2002 2001
Asset impairment $ 1,182 $ 68,52¢
Continuing lease obligatior 39,56: 87,04¢
Termination benefit — 14,97(

Broker commissions, professional fees and othecetianeous restructurir

costs 82¢ 11,03¢
$41,57: $181,58!
| |

At December 31, 2002, the accrued liabilggaciated with restructuring-related and other gbsmvas $57 million and consisted of the
following (in thousands):

Balance at Balance at
December 31, Subsequent December 31, Due Within Daéter
2001 Accruals, Net Payments 2002 12 Months(1) 12 Mbs(1)
Lease obligations, net of estimated
sublease incom $53,18" $39,56: $(41,539) $51,21¢ $20,90: $30,31
Termination benefit 61 — (62) — —
Broker commissions, professional
fees and other miscellaneous
restructuring cost 8,19( 82¢ (3,399 5,62¢ 4,32¢ 1,301
$61,43¢ $40,39: $(44,98¢%) $56,84: $25,22" $31,61¢
| | | | | |

(1) Restructuring-related liabilities due withi fnonths and due after 12 months are classifiédéorued expenses and other current
liabilities” and“Long-term debt and oth¢’ respectively, on the accompanying consolidatednzalasheets
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Restructuring-related lease obligations arfollows (in thousands):

2003 2004 2005 2006 2007 Thereafter Total
Gross lease obligatiol $22,55( $15,15( $11,16¢ $10,02: $10,07¢ $ 29,66: $ 98,62¢
Estimated sublease income (1,647 (3,469 (6,65€)  (7,00¢)  (6,98¢) (21,649 (47,410
Lease obligations, ni $20,90: $11,68: $ 4,50¢ $ 3,01 $ 3,09: $ 8,01¢ $ 51,21¢
| | | | | I I

(1) At December 31, 2002, the Company had signed attofthsublease agreements covering $10 milliomturé payments

Restructuring-related and other expense®@0 Drimarily relate to impairments of goodwill aother intangibles recorded in connection
with certain of the Company’s business acquisitions

Note 11 — Other Income (Expense), Net

Other income (expense), net consisted ofath@wing (in thousands):

Years Ended December 31,

2002 2001 2000
Gains on sales of marketable securities. $570C $1,33¢ $ 28C
Foreigr-currency transaction losses, (1,086 (2,019 (3,250
Miscellaneous state, foreign and other te 70C (1,227 (3,129
Other miscellaneous gains (losses), 30¢ 6 (3,965

$5,62:  $(1,900  $(10,05¢

Note 12 — Other Gains (Losses), Net

Other gains (losses), net consisted of theviing (in thousands):

Years Ended December 31,

2002 2001 2000
Foreigr-currency gains (losses) on 6.875% PE# $(103,13() $ 46,61 $ o
Gains (losses) on sales of E-denominated investments, 1 2,22 (22,54%) —
Otherthar-temporary impairment losses on equity investm (8,107 (43,589 (188,83)
Gains on sales of equity investments, 13,04« — —
Gains from terminations of commercial contre — 22,40( 6,03:
Net gains from acquisition of investments by thpadties — 784 40,16(
Warrant remeasurements and ol (307) (5,802) —

$ (96,279 $ (2,14)  $(142,63)

Note 13 — Income Taxes

The Company has provided for current andrdedeU.S. federal, state and foreign income tageghie current and all prior periods
presented. Current and deferred income taxes weweded with respect to jurisdictions where sulssiigis of the Company produce taxable
income. As of December 31, 2002, the Company hamded a net deferred tax asset of $3 million, Witiansists primarily of certain state
jurisdiction net operating loss carryforwards. TWampany has provided a valuation allowance fol
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remainder of its deferred tax asset, consistingnarily of net operating loss carryforwards, becanfsencertainty regarding its realization.
The increase in the valuation allowance on therdedfetax asset was $196 million and $492 millionZ602 and 2001, respectively.

Deferred income taxes reflect the net tax effettemporary differences between the carrying ammohfissets and liabilities for financ
reporting purposes and the amounts used for in¢armpurposes. Significant components of the Comisamst deferred tax assets, which are
included in “Accounts receivable, net and otherentr assets,” are as follows (in thousands):

December 31,

2002 2001
Deferred tax asset
Net operating losse $ 792,01 $ 769,63.
Assets held for investme 308,40: 152,50:
Revenue item 22,12¢ 37,83¢
Expense item 246,14° 211,31(
Total gross deferred tax ass 1,368,68: 1,171,27
Less valuation allowanc (1,365,38i) (1,169,13))
Net deferred tax asse 3,302 2,14¢
Deferred tax liabilitie— Expense item (620) —
Net deferred tax ass $ 2,68 $ 2,14¢
| |

At December 31, 2002, the Company had netatipg loss carryforwards of approximately $2.3itil related to U.S. federal, state and
foreign jurisdictions. Utilization of net operatihgsses, which begin to expire at various timesistain 2010, may be subject to certain
limitations under Sections 382 and 1502 of therirdbRevenue Code of 1986, as amended, and othiéations under state and foreign tax
laws. Additionally, approximately $180 million oépital loss carryforwards begins to expire in 2088proximately $1.2 billion of the
Company’s net operating loss carryforwards reledgax deductible stock-based compensation in exakamounts recognized for financial
reporting purposes. To the extent that net opagdtiss carryforwards, if realized, relate to stbelsed compensation, the resulting tax ber
will be recorded to stockholders’ equity, ratheartho results of operations.

Note 14 — Employee Benefit Plan

The Company has a 401(k) savings plan cogesitbstantially all of its employees. Eligible emy#des may contribute through payroll
deductions. The Company matches employees’ cotitiisiat the discretion of the Company’s Board oEEtors. Through December 31,
2002, the Company has not matched employee cotitnitauto the 401(k) savings plan; however it hasoaimced its intentions to make
employer matching contributions in 2003 using @gson stock.

Note 15 — Segment Information

The Company presents information to its chfgrating decision maker in four segments: Nonttefica Books, Music, and DVD/ Video
(“BMVD"); North America Electronics, Tools, and Kihen (“ETK"); International; and Services. Accorgliy, the Company discloses its
segment financial information along these lines.
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BMVD Segmeni

The BMVD segment includes retail sales fnomw.amazon.cormndwww.amazon.caf books, music and DVD/ video products and
magazine subscription commissions. This segmeatiatdudes commissions from sales of these produnets, used or collectible, through
Amazon Marketplace, amounts earned from salesesktiproducts by other businesses through the Meig@aprogram and product
revenues from stores offering these products thrdhg Syndicated Stores program.

ETK Segmen

The ETK segment includesvw.amazon.cometail sales of electronics, home improvement amddnand garden products, as well as our
mail-order catalog sales. This segment also induwdenmissions from sales of these products, nesd ascollectible, through Amazon
Marketplace and amounts earned from sales of fhreskicts by other businesses through the Merchapte@am, such as with Office
Depot, and will include revenues from stores offgrinese products, if any, through the SyndicatedeS program.

International Segmen

The International segment includes all redales of the following internationally-focused Waites:www.amazon.co.uk, www.amazon.de,
www.amazon.fandwww.amazon.co.jpThese international sites share a common Amaaonexperience, but are localized in terms of
language, products, customer service and fulfilin€a the extent available on these sites, thisnegg includes commissions and other
amounts earned from sales of products through Am&frketplace and revenues from stores offeringlypets through the Syndicated Stc
program, such asww.waterstones.co.@ndwww.virginmega.co.jpand amounts earned from sales of products by btsnesses through
the Merchants@ program. The International segnmahtides export sales fromww.amazon.co.uk, www.amazon.de, www.amazmdfr
www.amazon.co.jfincluding export sales from these sites to custsnrethe U.S. and Canada), but excludes expagsSedm
www.amazon.comndwww.amazon.caOperating results for the International segmeatadfected by movements in foreign exchange rates.
During 2002, International segment revenues impmtdh4/ million, and operating results improved $4liar in comparison to the prior year
due to changes in foreign exchange rates.

Services Segmel

The Services segment consists of commissfeas,and other amounts earned from the servicgndss, including the Merchant.com
program (such asww.target.con), and to the extent full product categories areatsp offered by the Company through its onlirtaite
stores, the Merchants@ program, such as the apgiare| Toysrus.com and Babiesrus.com stores, amidips of the Target store at
www.amazon.conas well as the commercial agreement with Americhn@ninc. This segment also includes Auctions,@%h Amazon
Payments and miscellaneous marketing and promdtmnaements.

Included in Services segment revenues ariyelgaised service revenues of $13 million, $27 ionlland $79 million for 2002, 2001 and
2000, respectively.

The Company measures the results of opesatibits reportable segments using a pro forma area®ro forma results from operations,
which exclude stock-based compensation, amortizatiggoodwill and other intangibles, and restruicigirelated and other charges, are ni
conformity with accounting principles generally apted in the United States. Stock-based compensatioortization of goodwill and other
intangibles, and restructuring-related and othstscare not allocated to segment results. All otieeatrally-incurred operating costs are fully
allocated to segment results. There are no intéraasactions between the Company’s reporting setgne
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Information on reportable segments and reitiation to consolidated net loss is as follows tfiousands):

Year Ended 2002:

North America

Books, Music Electronics,
and Tools and
DVD/Video Kitchen Total International Services Conwlidated
Net sales $1,873,29. $645,03: $2,518,32. $1,168,93! $245,67¢ $3,932,93
Gross profit 527,54. 89,86: 617,40" 249,08¢ 126,12 992,61¢
Pro forma income (loss) from operatic 211,36: (73,22() 138,14: (640 42,59¢ 180,10:
Stocl-based compensatic (68,927
Amortization of other intangible (5,47¢)
Restructurin-related and othe (41,577
Total nor-operating expenses, r (209,88
Equity in losses of equity-method
investees, ne (4,169
Cumulative effect of change in
accounting principle 801
Net loss $ (149,13)
|
Year Ended 2001:
North America
Books. Music Electronics,
and Tools and
DVD/Video Kitchen Total International Services Conwlidated
Net sales $1,688,75. $ 547,19( $2,235,94. $ 661,37: $225,11° $3,122,43;
Gross profit 453,12¢ 78,38¢ 531,51: 140,60¢ 126,43 798,55¢
Pro forma income (loss) from operatic 156,75: (140,689 16,06¢ (103,119 42,04 (45,007)
Stocl-based compensatic (4,63%)
Amortization of goodwill and other
intangibles (181,03
Restructurin-related and othe (181,58)
Total nor-operating expenses, r (114,170
Equity in losses of equity-method
investees, ne (30,329
Cumulative effect of change in
accounting principle (20,529
Net loss $ (567,27)
]
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Year Ended 2000:

North America

Books, Music Electronics,
and Tools and
DVD/Video Kitchen Total International Services Conslidated
Net sales $1,698,26! $ 484,15! $2,182,41 $ 381,07! $198,49: $2,761,98
Gross profit 417,45. 44,65t 462,10° 77,43¢ 116,23: 655,77
Pro forma income (loss) from operatic 71,44 (269,89() (198,449 (145,07() 26,51¢ (317,000
Stocl-based compensatic (24,797
Amortization of goodwill and other
intangibles (321,779
Restructurin-related and othe (200,31)
Total nor-operating expenses, r (242,79)
Equity in losses of equity-method
investees, ne (304,59¢)
Net loss $(1,411,27)

Net sales to customers outside of the U @esented approximately 35%, 29% and 22% of nesdal 2002, 2001 and 2000,
respectively. Other than sales into the United Kiong, which represents approximately 11% of totalsaées in 2002, no individual foreign
country, geographical area or customer accounteshéwe than 10% of net sales in any of the perfmdsented.

Depreciation expense, by segment, was asisl(in thousands):

North America

Books, Music Electronics,
and Tools and
Year Ended December 31, DVD/Video Kitchen Total Setices International Consolidated
2002 $25,77¢ $19,05: $44,82¢ $7,33¢ $21,19¢ $73,35¢
2001 29,31 21,67( 50,98 8,34¢ 24,10¢ 83,44«
2000 29,50: 26,81¢ 56,31¢ 7,64¢ 18,97( 82,93¢

At December 31, 2002 and 2001, fixed assetstotaled $196 million and $228 million in theiténl States, respectively, and $43 million
and $44 million in other countries, respectively.
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Note 16 — Quarterly Results (Unaudited)

The following tables contain selected unadigtatement of operations information for eachrteuaf 2002, 2001 and 2000. The
Company believes that the following informationleefs all normal recurring adjustments necessarg fair presentation of the information
for the periods presented. The operating resuttarfg quarter are not necessarily indicative ofiltesor any future period. Unaudited
quarterly results were as follows (in thousandseex per share data):

Year Ended December 31, 2002

Fourth Third Second First

Quarter Quarter Quarter Quarter
Net sales $1,428,61 $851,29¢ $805,60! $847,42.
Gross profit 335,15¢ 216,16 218,16 223,12!
Income (loss) before change in accounting princ 2,651 (35,080) (93,557 (23,95)
Cumulative effect of change in accounting princi — — — 801
Net income (loss 2,651 (35,080) (93,557 (23,150)

Basic income (loss) per share(
Prior to cumulative effect of change in accountin
principle $ 0.01 $ (009 $ (0.27) $ (0.0¢)
Cumulative effect of change in accounting princi — — —

$ 0.01 $ (009 $ (0.28) $ (0.0¢)
Diluted income (loss) per share(
Prior to cumulative effect of change in accountin
principle $ 0.01 $ (009 $ (025 $ (0.0¢
Cumulative effect of change in accounting princi — — —

$ 0.01 $ (009 $ (0.28) $ (0.0¢
Shares used in computation of income (loss) per

share:
Basic 383,70: 379,65( 376,93 373,03:
Diluted 407,05t 379,65( 376,93 373,03:
Year Ended December 31, 2001
Fourth Third Second First
Quarter Quarter Quarter Quarter
Net sales $1,115,17. $639,28: $667,62! $ 700,35¢
Gross profit 274,04¢ 162,19. 179,72( 182,59
Income (loss) before change in accounting princ 5,087 (169,879 (168,359 (223,609
Cumulative effect of change in accounting princi — — — (10,529
Net income (loss 5,087 (169,87 (168,359 (234,13)
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Year Ended December 31, 2001

Fourth Third Second First
Quarter Quarter Quarter Quarter
Basic and diluted income (loss) per share
Prior to cumulative effect of change in
accounting principle $ 0.01 $ (0.4¢) $ (047 $ (0.69)
Cumulative effect of change in accounting
principle — — — (0.03)
$ 0.01 $ (0.4¢) $ (0.49) $ (0.6€)
Shares used in computation of basic income
(loss) per shar 371,42( 368,05: 359,75 357,42:
Shares used in computation of diluted income
(loss) per shar 384,04! 368,05: 359,75 357,42:
Year Ended December 31, 2000
Fourth Third Second First
Quarter Quarter Quarter Quarter
Net sales $ 972,36( $ 637,85¢ $ 577,87t $ 573,88¢
Gross profit 224,30( 167,27¢ 136,06 128,13:
Net loss (545,14 (240,52 (317,18) (308,42)
Basic and diluted loss per share $ (15) $ (@©68Y $ (09) $ (0.90
Shares used in computation of basic and dilutes
per share 355,68: 353,95 349,88t 343,88

(1) The sum of quarterly per share amounts magqoéal per share amounts reported for year-tokrieds. This is due to changes in the
number of weighte-average shares outstanding and the effects of nogifior each perioc
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Item 9. Changes in and Disagreements with Accountants Orcéanting and Financial Disclosure
None.

PART IlI

Iltem 10. Directors and Executive Officers of the Registrs

Information regarding our Executive Officeesjuired by Item 10 of Part Il is set forth inrtel of Part | “Business — Executive Officers
and Directors.” Information required by Item 10R#rt 11l regarding our Directors is included in dnoxy Statement relating to our 2003
annual meeting of stockholders, and is incorporatzdin by reference. Information relating to coiapte with Section 16(a) of the Securi
Exchange Act of 1934 is set forth in the Proxy &tagnt relating to our 2003 annual meeting of stolddrs and is incorporated herein by
reference.

ltem 11.  Executive Compensatio

Information required by Item 11 of Part Blincluded in our Proxy Statement relating to dd®d2annual meeting of stockholders and is
incorporated herein by reference.

Item 12.  Security Ownership of Certain Beneficial Owners albBnagement and Related Stockholder Mattt

Information required by Item 12 of Part Blincluded in our Proxy Statement relating to dd®d2annual meeting of stockholders and is
incorporated herein by reference.

Item 13.  Certain Relationships and Related Transactio

Information required by Item 13 of Part Blincluded in our Proxy Statement relating to dd®d2annual meeting of stockholders and is
incorporated herein by reference.

ltem 14. Controls and Procedure

Within 90 days prior to the date of this report, earied out an evaluation, under the supervisiahwith the participation of our princig
executive officer and principal financial officerf, the effectiveness of the design and operaticmuofdisclosure controls and procedures.
Based on this evaluation, our principal executiffecer and principal financial officer concludedatiour disclosure controls and procedures
are effective in timely alerting them to materiaiarmation required to be included in our perio8IEC reports. It should be noted that the
design of any system of controls is based in paohicertain assumptions, and there can be no assutiaat any design will succeed in
achieving its stated goals.

In addition, we reviewed our internal corgtand there have been no significant changesrimtarnal controls or in other factors that
could significantly affect those controls subseduerthe date of their last evaluation.
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PART IV

Item 15.  Exhibits, Financial Statement Schedules and Repoots Form &K

(a) List of Documents Filed as a Part of This Report:

(1) Index to Consolidated Financial Statements:

Report of Ernst & Young LLP, Independent Auditors

Consolidated Balance Sheets as of December 31,&@D2001

Consolidated Statements of Operations for eacheofttree years ended December 31, 2002

Consolidated Statements of Cash Flows for eacheoftiree years ended December 31, 2002

Consolidated Statements of Stockholders’ Equityfifii for each of the three years ended Decemhe2B802

Notes to Consolidated Financial Stateme

(2) Index to Financial Statement Schedules:

Schedule Il — Valuation andafiying Accounts

All other schedules have been omitted bectheseequired information is included in the coiatied financial statements or the notes
thereto, or is not applicable or required.

(3) Index to Exhibits

Exhibit
Number Description

31 Restated Certificate of Incorporation of the Compé@ncorporated by reference to the Company’s Guibrt
Report on Form 1-Q for the Quarter ended March 31, 20(

32 Restated Bylaws of the Company (incorporated bgregfce to the Company’s Quarterly Report on Forr®@10
for the Quarter Ended March 31, 20C

4.1 Indenture, dated as of May 8, 1998, between Amapom, Inc. and the Bank of New York, as trustee
(incorporated by reference to the Company’s Quigrieeport on Form 10-Q for the Quarter Ended M&th
1998).

4.2 Form of 10% Senior Discount Notes Due 2008 (inctafed by reference to the Company’s Registration
Statement on Form-4 (Registration No. 3:-56723) filed June 12, 199¢

4.3 Indenture, dated as of February 3, 1999, betweeazdmcom, Inc. and The Bank of New York, as trystee
including the form of 4 3/4% Convertible SubordeiNotes Due 2009 attached as Exhibit A thereto
(incorporated by reference to the Comf’s Current Report on Forn-K dated February 3, 199¢

4.4 Registration Rights Agreement, dated February 891By and among Amazon.com, Inc. and the Initial
Purchasers (incorporated by reference to the Coy’'s Current Report on Forn-K dated February 3, 199¢

45 Indenture, dated as of February 16, 2000, betweaazadn.com, Inc. and the Bank of New York, as triste
(incorporated by Reference to the Comf’s Current Report on Forn-K dated February 16, 200(

4.6 Form of 6 7/8% Convertible Subordinated Notes ddE0incorporated by reference to the Company’setur
Report on Form-K dated February 28, 200(

1011 Amended and Restated 1994 Stock Option Plan (veesf December 20, 1996 for Amended and Restated

Grants and version as of December 20, 1996 for Seants) (incorporated by reference to the Company’s
Registration Statement on Forr-1 (Registration No. 3:-23795) filed March 24, 1997

84




Table of Contents

Exhibit
Number Description

10.2t 1997 Stock Incentive Plan (incorporated by refeeciocAppendix B to the Company’s Proxy Statement on
Schedule 14A, filed with the Securities and Exclea@gmmission on March 29, 200

10.3t 1999 Non-Officer Employee Stock Option Plan (inaygied by reference to the Company’s Registration
Statement on Form-8 (Registration No. 3:-74419) filed March 15, 1999

104 Common Stock Purchase Agreement, dated July 23, 2@dween Amazon.com, Inc. and America Online, Inc
(incorporated by reference to the Company’s Quigrieeport on Form 10-Q for the Quarter Ended Juhe 3
2001).

105t Form of Indemnification Agreement between the Conypand each of its Directors (incorporated by refiee to
the Compan’s Registration Statement on For-1 (Registration No. 3:-23795) filed March 24, 1997

1067 Offer Letter of Employment to Rick Dalzell, datedidust 13, 1997 (incorporated by reference to the@my’s
Annual Report on Form -K for the Year Ended December 31, 19¢

10.7t1 Offer Letter of Employment to Jeff Wilke, dated Sspber 2, 1999 (incorporated by reference to the@my’s
Annual Report on Form -K for the Year Ended December 31, 19¢

10.8t Executive Compensation Letter to Jeff Wilke, daéady 16, 2000 (incorporated by reference to the Camyjs
Quarterly Report on Form -Q for the Quarter Ended June 30, 20(

1091 Offer Letter of Employment to Thomas J. Szkutakedaugust 26, 200:

10.107 Offer Letter of Employment to Mark Peek, dated Fealoy 28, 2000

1011t Executive Compensation Letter to Mark Peek, datpdl A9, 2002.

10.12¢ Form of Restricted Stock Unit Agreement for Offie@nd Employee:

10.13t Form of Restricted Stock Unit Agreement for Direst

10.14% Form of Restricted Stock Agreement (incorporateddfgrence to the Company’s Annual Report on FodrK1
for the Year Ended December 31, 20(

121 Computation of Ratio of Earnings to Fixed Chart

181 Preferability Letter of Ernst & Young LLP, Indepesrd Auditors, regarding change in accounting ppleci
(incorporated by reference to the Company’s Anfegdort on Form 10-Q for the Quarter Ended March 31,
2002).

211 List of Significant Subsidiarie:

231 Consent of Ernst & Young LLP, Independent Auditt

99.1 Certification of Jeffrey P. Bezos, Chairman andethixecutive Officer of Amazon.com, Inc., Pursutni9
U.S.C. Section 135(

99.2 Certification of Thomas J. Szkutak, Senior Vicedttent and Chief Financial Officer of Amazon.comg.|

Pursuant to 19 U.S.C. Section 13

T Executive Compensation Plan or Agreement
(b) Reports on Form 8-K:

On November 7, 2002 the Company filed a F8fkaunder Iltem 9 announcing that Thomas O. Rydaginan and CEO of the Reader’s
Digest Association, was elected to the Amazon.caard of Directors.
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SIGNATURES

Pursuant to the requirements of Section 185¢d) of the Securities Exchange Act of 1934, rdwistrant has duly caused this Report to be
signed on its behalf by the undersigned, theredatp authorized, as of February 17, 2003.

AMAZON.COM, INC.

By: /s/ JEFFREY P. BEZOS

Jeffrey P. Bezos
President, Chief Executive Officer
and Chairman of the Board

Pursuant to the requirements of the Secaridchange Act of 1934, this Report has been sigetmlv by the following persons on behalf
of the registrant and in the capacities indicatedfaebruary 17, 2003.

Signature Title

/sl JEFFREY P. BEZOS Chairman of the Board, President and Chief Exeeu@ificer (Principal
Executive Officer)

Jeffrey P. Bezo

/sl THOMAS J. SZKUTAK Senior Vice President and Chief Financial Offiderifcipal Financial Officer)

Thomas J. Szkute

/sl MARK S. PEEK Vice President and Chief Accounting Officer
(Principal Accounting Officer)

Mark S. Peel

/s/ TOM A. ALBERG Director
Tom A. Alberg

/s/ L. JOHN DOERR Director
L. John Doer!

/sl MARK S. HANSEN Director

Mark S. Hansel

/sl THOMAS O. RYDER Director

Thomas O. Ryde

/sl PATRICIA Q. STONESIFER Director

Patricia Q. Stonesife
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I, Jeffrey P. Bezos, certify that:

1. I have reviewed this annual report on Fo@¥Klof Amazon.com, Inc.;

2. Based on my knowledge, this annual repagsdwt contain any untrue statement of a matex@ldr omit to state a material f
necessary to make the statements made, in ligheafircumstances under which such statementswade, not misleading with respect
to the period covered by this annual rep

3. Based on my knowledge, the financial statésjend other financial information included ifsthnnual report, fairly present in
all material respects the financial condition, issaf operations and cash flows of the registesnof, and for, the periods presented in
this annual repor

4. The registrard’other certifying officers and | are responsililedstablishing and maintaining disclosure contaold procedure
(as defined in Exchange Act Rules -14 and 15-14) for the registrant and ha\

a) designed such disclosure controls and procedoigssure that material information relating te thgistrant, including its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during theriod in which this annual
report is being prepare

b) evaluated the effectiveness of the registratisslosure controls and procedures as of a datena80 days prior to the filing
date of this annual report (t“ Evaluation Dat”); and

c) presented in this annual report our conclusabwut the effectiveness of the disclosure contints procedures based on our
evaluation as of the Evaluation Da

5. The registrant’s other certifying officersdal have disclosed, based on our most recent atiafy to the registrarg’auditors an
the audit committee of registri s board of directors (or persons performing thewedent functions)

a) all significant deficiencies in the design oemion of internal controls which could adversaffect the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s auditmg material weaknesses in
internal controls; an

b) any fraud, whether or not material, that invelweanagement or other employees who have a signifiole in the registrant’s
internal controls; an

6. The registrant’s other certifying officersdal have indicated in this annual report whethere were significant changes in
internal controls or in other factors that coulgngiicantly affect internal controls subsequenttte date of our most recent evaluation,
including any corrective actions with regard tonsfigant deficiencies and material weaknes

/sl JEFFREY P. BEZOS

Jeffrey P. Bezos
Chairman and Chief Executive Officer
(Principal Executive Officer)

Date: February 17, 2003
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CERTIFICATION

I, Thomas J. Szkutak, certify that:

1. I have reviewed this annual report on Fo@¥Klof Amazon.com, Inc.;

2. Based on my knowledge, this annual repagsdwt contain any untrue statement of a matex@ldr omit to state a material f
necessary to make the statements made, in ligheafircumstances under which such statementswade, not misleading with respect
to the period covered by this annual rep

3. Based on my knowledge, the financial statésjend other financial information included ifsthnnual report, fairly present in
all material respects the financial condition, issaf operations and cash flows of the registesnof, and for, the periods presented in
this annual repor

4. The registrard’other certifying officers and | are responsililedstablishing and maintaining disclosure contaold procedure
(as defined in Exchange Act Rules -14 and 15-14) for the registrant and ha\

a) designed such disclosure controls and procedoigssure that material information relating te thgistrant, including its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during theriod in which this annual
report is being prepare

b) evaluated the effectiveness of the registratisslosure controls and procedures as of a datena80 days prior to the filing
date of this annual report (t“ Evaluation Dat”); and

c) presented in this annual report our conclusady@ut the effectiveness of the disclosure containts procedures based on our
evaluation as of the Evaluation Da

5. The registrant’s other certifying officersdal have disclosed, based on our most recent atiafy to the registrarg’auditors an
the audit committee of registri s board of directors (or persons performing thewedent functions)

a) all significant deficiencies in the design oemion of internal controls which could adversaffect the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s auditmg material weaknesses in
internal controls; an

b) any fraud, whether or not material, that invelweanagement or other employees who have a signifiole in the registrant’s
internal controls; an

6. The registrant’s other certifying officersdal have indicated in this annual report whethere were significant changes in
internal controls or in other factors that coulgngiicantly affect internal controls subsequenttte date of our most recent evaluation,
including any corrective actions with regard tonsfigant deficiencies and material weaknes

/sl THOMAS J. SZKUTAK

Thomas J. Szkutak
Senior Vice President and Chief Financial Officer
(Principal Financial Officer)

Date: February 17, 2003
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Inventory Valuation Allowance

AMAZON.COM, INC.

SCHEDULE Il — VALUATION AND QUALIFYING ACCOUNTS

Charged/
Balance at (Credited) Inventory Balance
Beginning to Costs and Disposed or at End of
Year Ended of Period Expenses Written Off Period
(In thousands)
December 31, 200 $19,80¢ $23,45¢ $(20,825) $22,43¢
December 31, 20C $20,45: $17,16( $(17,809 $19,80¢
December 31, 20C $29,58: $31,09: $(40,22%) $20,45:
Accounts Receivable Allowance — Customers
Charged/
Balance at (Credited) Balance
Beginning to Costs and Amounts at End of
Year Ended of Period Expenses Written Off Period
(In thousands)
December 31, 200 $11,66¢ $12,80¢ $(7,36¢) $17,10:
December 31, 20C $15,49: $ 4,47 $(8,305) $11,66¢
December 31, 200 $ 3,50¢ $14,58¢ $(2,595) $15,49:
Accounts Receivable Allowance — Vendors
Charged/
Balance at (Credited) Balance
Beginning to Costs and Amounts at End of
Year Ended of Period Expenses Written Off Period
(In thousands)
December 31, 200 $19,38( $ 7,75¢ $(10,34¢) $16,79:
December 31, 20C $14,13: $19,32: $(14,07Y $19,38(
December 31, 200 $10,33: $12,49¢ $ (8,707 $14,13:
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EXHIBIT INDEX
Exhibit
Number Description
31 Restated Certificate of Incorporation of the Compg@ncorporated by reference to the Company’s Quibrt
Report on Form 1-Q for the Quarter ended March 31, 20(
3.2 Restated Bylaws of the Company (incorporated bgregfce to the Company’s Quarterly Report on Forr®10
for the Quarter Ended March 31, 20C
4.1 Indenture, dated as of May 8, 1998, between Amapom,. Inc. and the Bank of New York, as trustee
(incorporated by reference to the Company’s Quigrieeport on Form 10-Q for the Quarter Ended M&th
1998).
4.2 Form of 10% Senior Discount Notes Due 2008 (incoajad by reference to the Company’s Registration
Statement on Form-4 (Registration No. 3:-56723) filed June 12, 199¢
4.3 Indenture, dated as of February 3, 1999, betweeazdmcom, Inc. and The Bank of New York, as trystee
including the form of 4 3/4% Convertible SubordetiNotes Due 2009 attached as Exhibit A thereto
(incorporated by reference to the Comg’s Current Report on Forn-K dated February 3, 199¢
4.4 Registration Rights Agreement, dated February 9918y and among Amazon.com, Inc. and the Initial
Purchasers (incorporated by reference to the Coy’'s Current Report on Forn-K dated February 3, 199¢
45 Indenture, dated as of February 16, 2000, betwarazidn.com, Inc. and the Bank of New York, as triste
(incorporated by Reference to the Comy’'s Current Report on Forn-K dated February 16, 200(
4.6 Form of 6 7/8% Convertible Subordinated Notes ddE0Xincorporated by reference to the Company’seétur
Report on Form -K dated February 28, 200(
10.1t Amended and Restated 1994 Stock Option Plan (veesiaf December 20, 1996 for Amended and Restated
Grants and version as of December 20, 1996 for Seants) (incorporated by reference to the Company’s
Registration Statement on Forr-1 (Registration No. 3:-23795) filed March 24, 1997
10.2t 1997 Stock Incentive Plan (incorporated by refeeciocAppendix B to the Company’s Proxy Statement on
Schedule 14A, filed with the Securities and Exclea@gommission on March 29, 200
10.3t 1999 Non-Officer Employee Stock Option Plan (in@ygied by reference to the Company’s Registration
Statement on Form-8 (Registration No. 3:-74419) filed March 15, 1999
104 Common Stock Purchase Agreement, dated July 23, 2@dween Amazon.com, Inc. and America Online, Inc
(incorporated by reference to the Company’s Quigrieeport on Form 10-Q for the Quarter Ended Juhe 3
2001).
1057 Form of Indemnification Agreement between the Conypand each of its Directors (incorporated by refiee to
the Compan’s Registration Statement on For-1 (Registration No. 3:-23795) filed March 24, 1997
106t Offer Letter of Employment to Rick Dalzell, datedidust 13, 1997 (incorporated by reference to the@@my’s
Annual Report on Form -K for the Year Ended December 31, 19¢
10.7¢1 Offer Letter of Employment to Jeff Wilke, dated Sspber 2, 1999 (incorporated by reference to the@my’s
Annual Report on Form -K for the Year Ended December 31, 19¢
10.8t Executive Compensation Letter to Jeff Wilke, datady 16, 2000 (incorporated by reference to the Camyfs
Quarterly Report on Form -Q for the Quarter Ended June 30, 20(
1091 Offer Letter of Employment to Thomas J. Szkutakedaugust 26, 200:
10.10t Offer Letter of Employment to Mark Peek, dated Fealoy 28, 2000
1011t Executive Compensation Letter to Mark Peek, datpdl A9, 2002.
10.12¢ Form of Restricted Stock Unit Agreement for Offieand Employee:
10.13t Form of Restricted Stock Unit Agreement for Direst
10.14% Form of Restricted Stock Agreement (incorporateddfgrence to the Company’s Annual Report on FodrK1
for the Year Ended December 31, 20(
121 Computation of Ratio of Earnings to Fixed Chart
181 Preferability Letter of Ernst & Young LLP, Indepesrd Auditors, regarding change in accounting ppleci

(incorporated by reference to the Company’s Anfegdort on Form 10-Q for the Quarter Ended March 31,
2002).
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Exhibit
Number Description
211 List of Significant Subsidiarie:
231 Consent of Ernst & Young LLP, Independent Auditt
99.1 Certification of Jeffrey P. Bezos, Chairman andetkixecutive Officer of Amazon.com, Inc., Pursutn19
U.S.C. Section 135(
99.2 Certification of Thomas J. Szkutak, Senior Viceditent and Chief Financial Officer of Amazon.comg.|

Pursuant to 19 U.S.C. Section 13

t Executive Compensation Plan or Agreement






Exhibit 10.9

August 26, 2002

Mr. Thomas J. Szkutak
[Address deleted]

Dear Tom:

On behalf of Amazon.com Holdings (the “Company’am very pleased to offer you the position of eMice President and Chief Financ
Officer of Amazon.com. This letter clarifies andchfioms the terms of your employment with the Compan

Start Date and Salary

Unless we mutually agree otherwise in writing, yall commence employment on October 1, 2002 (Sdate). Your starting salary will be
$150,000 annualized, payable in accordance witiCtirapanys standard payroll practice and subject to applécafithholding taxes. Becat
your position is exempt from overtime pay, youmasahwill compensate you for all hours worki

Signing Bonus

In appreciation for your decision to join us, alomigh your first regular paycheck the Company \paly you a lump sum bonus in the amount
of $500,000. This bonus will be payable in accoogawith the Company’s standard payroll practice sutgject to applicable withholding
taxes.

In addition, over the first four years of active oyment, the Company will pay you a signing bonfi$2,400,000, payable in equal monthly
installments in the amount of $50,000 commencin@atober 2002 through September 2006. All paymeritde payable in accordance w
the Company'’s standard payroll practice and sulbgeapplicable withholding taxes. If your employmeiith the Company is terminated for
any reason prior to September 30, 2006, any mopéaynents will cease after the date of termination.

Relocation
For information about your relocation benefits ggle review the attached document.
Benefits

You will also be entitled, during the term of yammployment, to such vacation, medical and otherleyep benefits as the Company may
offer from time to time, subject to applicable ditity requirements. The Company does reserveithtet to make any modifications in this
benefits package that it deems appropriate. Allleyges receive pro-rated vacation and personal fttease refer to the enclosed benefits
documents for more information. You are eligiblgtoticipate in Amazon.com’s 401(k) retirement ptemthe first entry date following the
commencement of your employment. You are alsot#égo enroll in our major medical plan on thetfiegatry date following the
commencement of your employment.

Restricted Stock Grant

Subject to Board of Directors’ approval, you wilt Bwarded 500,000 shares of restricted stock ofzamaom, Inc. (the “Stock Award"J.he
Stock Award will vest according to the followingsdlule, subject to your continued employment wigh@ompany: 2/7ths of the Stock
Award will vest on your second anniversary of engplent and an additional 1/7th of the Stock Awartl vast on each subsequent
anniversary of your employment. The unvested portibthe Stock Award will be subject to forfeiturpon termination of your employment
with the Company. The Stock Award will be documeribg delivery to you of a Restricted Stock Awardrégment specifying the terms and
conditions of the award.




Employment At Will

If you accept our offer of employment, you will Be employee-at-will, meaning that either you or@mnpany may terminate our
relationship at any time for any reason, with otheut cause. Any statements to the contrary thgtlmaae been made to you, or that may be
made to you, by the Company, its agents, or reptaees are superseded by this offer letter.

Confidentiality, Noncompetition and Invention Assigiment Agreement

As a condition of your employment pursuant to tiffer letter, we require that you sign the enclo€edfidentiality, Noncompetition and
Invention Assignment Agreement. The Company’s ngjfiess to award you the compensation referredaeesis based in significant part on
your commitment to fulfill the obligations specifién that agreemer

You should know that the agreement will signifidamestrict your future flexibility in many ways.of example, you will be unable to seek or
accept certain employment opportunities for a peabl18 months after you leave the Company. Pleagew the agreement carefully and, if
appropriate, have your attorney review it as well.

Employment Eligibility

To comply with immigration laws, you must providenazon.com with evidence of your identity and elilif§pfor employment in the United
States no later than three (3) business days ofdate of hire. Please bring this documentatioyotar new hire orientation.

Additional Provisions

If you accept this offer, the terms described is tatter will be the terms of your employment, dhis letter supersedes any previous
discussions or offers. Any further additions or ifiodtions of these terms would have to be in wgtand signed by you and an officer of the
Company.

If you wish to accept employment with the Comparigase indicate so by signing both copies of @tiet and both copies of the enclosed
Confidentiality, Noncompetition and Invention Assigent Agreement, retaining one of each for yoesfil

We are very excited about the possibility of younijog us.
Sincerely,
/sl JEFF BEZOS

Jeff Bezos
CEO

ACCEPTANCE
| accept employment with Amazon.com Holdings, kmder the terms set forth in this letter, includihg Start Date indicated above:

/sl THOMAS J. SZKUTAK 8-28-02

Thomas J. Szkutz Date
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amazon.com

P.O., Box B1226, Seattle, WA 9gB10B-1226 USA

February 28, 2000
[Address deleted]
Dear Mark:

On behalf of Amazon.com Holdings, Inc. (the Compahgm very pleased to offer you the position VREL This letter clarifies and
confirms the terms of your employment with the Camy

Start Date and Salary

Unless we mutually agree otherwise, you will comogeemployment on March 13, 2000 (Start Date). Yatarting salary will be $125,000
annualized, payable in accordance with the Compastgndard payroll practice and subject to applécatithholding taxes. Because your
position is exempt from overtime pay, your salailf @mpensate you for all hours worked. Your baakary will be reviewed annually by t
Board of Directors or its Compensation Committeal any increases will be effective as of the datemined by the Board or its
Compensation Committee.

Signing Bonus

In appreciation for your decision to join us, then@pany will pay you a signing bonus in the amoudr#6¥ 5,000, payable in two installments
($450,000 payable on the date of your first regpkrcheck and $225,000 payable on the date of gpayrheck following the anniversary of
your start date) and in accordance with the Conr's standard payroll practice and subject to appleavithholding taxes. If your
employment with the Company is terminated for aagson prior to the first anniversary of your sttate, you will be responsible for
reimbursing the Company for the first $450,000 Isran a pro-rated monthly basis. If your employmveithh the Company is terminated for
any reason after the first anniversary of yourtstate but before the second anniversary, youbgiltesponsible for reimbursing the Company
for the second $225,000 bonus, on a pro-rated rob#sis. The foregoing repayment obligation wat apply if your employment

terminates due to the organizational change tisatitein the elimination of your position.

Benefits

You will also be entitled, during the term of ya@mployment, to such vacation, medical and other@yep benefits as the Company may
offer from time to time, subject to applicable ditity requirements. The Company does reserveithte to make any modifications in this
benefits package that it deems appropriate. Allleyges receive pro-rated vacation and personal ftease refer to the enclosed benefits
documents for more information. You are also el@gilo participate in Amazon.com’s 401(k) retiremplan the first quarter after 90 days of
employment and to enroll in our major medical pdanthe first entry date following the commencenwntour employment.

Stock Grant

Subject to Board of Directors’ approval, you wilt granted an option to purchase 200,000 sharesazAn.com common stock. The strike
price on your stock option grant will be the faiarket value per share of such stock on the Mondagrdollowing your Start Date. The
option will begin to vest on your Start Date andl wést 20% after one year of employment, an addil 20% after two years of employme
and an additional 5% per quarter thereafter. Yquioa will be documented by delivery to you of @&t Option Letter Agreement specifying
the terms and conditions of the option.




Employment At Will

If you accept our offer of employment, you will Be employee-at-will, meaning that either you or@mnpany may terminate our
relationship at any time for any reason, with otheut cause. Any statements to the contrary thgtlmaae been made to you, or that may be
made to you, by the Company, its agents, or reptaees are superseded by this offer letter.

Confidentiality, Noncompetition and Invention Assigiment Agreement

As a condition of your employment pursuant to tiffer letter, we do require that you sign the esetbConfidentiality, Noncompetition and
Invention Assignment Agreement. The Company’s ngtiess to grant you the stock options referredbéwa is based in significant part on
your commitment to fulfill the obligations specifién that agreemer

You should know that the agreement will signifidamestrict your future flexibility in many ways.of example, you will be unable to seek or
accept certain employment opportunities for a peabl18 months after you leave the Company. Pleagew the agreement carefully and, if
appropriate, have your attorney review it as well.

Additional Provisions

Your employment pursuant to this letter is alsotrgent upon your submitting the legally requiredqd of your identity and authorization to
work in the United States. On your first day of éoyment you must provide the required identificatio

If you accept this offer, the terms described is tbtter will be the terms of your employment, dhis letter supersedes any previous
discussions or offer. Any further additions or nfaditions of these terms would have to be in wgtamd signed by you and an officer of the
Company.

If you wish to accept employment with the Comparigase indicate so by signing both copies of tiet and both copies of the enclosed
Confidentiality, Noncompetition and Invention Assigent Agreement, retaining one of each for yoesfilThis offer and all terms of
employment stated in this letter will expire if ybave not returned a signed copy of this letteh@anpre-addressed enclosed envelope by the
sooner of three weeks from the date of this lettdive days prior to the above Start Date. If yoiend to start your employment within five
days of receiving this offer, please contact me adiately.

We are very excited about the possibility of yauining us. | hope that you will accept this offeiddook forward to a productive and
mutually beneficial working relationship. Pleaserte know if | can answer any questions for youudlamy of the matters outlined in this
letter.

Sincerely,
/sl WARREN JENSON

Warren Jenson

CFO

ACCEPTANCE

| accept employment with Amazon.com Holdings, bmeder the terms set forth in this letter; includihg Start Date indicated above.
/sl MARK S. PEEK 3/6/2000

Signature Date

Mark Peek
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MEMORANDUM

TO: Mark Peek
FROM: Jeff Bezos
DATE: April 19, 2002

SUBJECT: Early Payment on Bonus

This is to confirm and memorialize our agreemertbabe specific terms governing your receipt okany payment on your expected future
bonuses in the amount of $2,000,000 (Two MilliorlBxs) (the “Early Bonus”) from Amazon.com Holdindac (“Amazon.com”). As we
have discussed, you will receive the Early Bonuseurthe following terms (the “Agreement”):

1. Partial Payment Receivec: You have already received a bonus of $225,0@8, &pplicable federal and state tax withholdings, o
March 1, 2002. Applying prorated credit for timenked between March 1 and April 1, the amount of@$2B0 will be treated as a
partial payment of the Early Bonus. The terms &f \greement supercede the terms set forth in Bomus Letter dated March 1,
2002.

2. Remaining Unpaid Portion: You will receive the remaining unpaid portiontbé Early Bonus ($1,793,750), less applicable fa
and state tax withholdings, on or about April 2202.

3.  Term : The term of this agreement is five years, ApriQ02, through April 1, 200°

4.  Bonus Earning Schedule Although you will receive the full amount of tiearly Bonus on or about April 22, 2002, you willtno
earn the entire amount of the Early Bonus for psgsoof this Agreement unless you remain activelgleyed with Amazon.com
for the term of this Agreement in your current piosi, any similar position of like rank, status gratly, or any position to which y¢
may be promoted. During the term of this Agreemypat, will earn the Early Bonus at a rate of Thiflgree Thousand, Three
Hundred Thirt-Three Dollars and Thir-Three Cents ($33,333.33 ) each month, on the arsaixedate of this Agreemel

Earning Schedule:

Provided that you remain actively employethvAmazon.com in your current position, any simjasition of like rank, status
and pay, or any position to which you may be pradpthe following Earning Schedt




applies:

. On April 1, 2003 you will have earned twelve monat $33,333.33 ($400,000) of the Early Bonus6@1000 remains
unearned

. On April 1, 2004, you will have earned twe-four months at $33,333.33 ($800,000). $1,200,06tares unearnel
. On April 1, 2005, you will have earned thi-six months at $33,333.33 ($1,200,000). $800,00GnesrLinearnec
. On April 1, 2006, you will have earned fo-eight months at $33,333.33 ($1,600,000). $400,e6fams unearne:

. On April 1, 2007, you will have earned the entigglig Bonus.

Repayment Obligation: Should your employment with Amazon.com terminatesioy reason before you have earned the entire
Early Bonus as set forth in paragraph 4 above,agyee to repay any remaining unearned amountlinFoit purposes of this
paragraph, “terminate for any reason” specificallyincludes a) all forms of voluntary and involuntary employment
terminations, with or without cause, with or without notice, and b) death or total disability, as defied in paragraph 6.
Repayment in full will be required within sixty (b@ays of the effective date of your employmentiieation.

If you fail to repay any unearned portiortled Early Bonus within sixty (60) days of the etfee date of your termination, interest
will accrue on any unpaid amount at the rate ofthies prevailing Applicable Federal Rate (AFR) ablished monthly by the
Internal Revenue Service, per annum, compoundedadignAmazon.com may bring an action in courtéoaver the full amount «
the unearned portion, plus interest. If Amazon.@®the prevailing party in such an action, it viaél entitled to recover its
reasonable attorne’ fees and other costs incurr

If you exercise stock options while you aubject to a repayment obligation under this panalgrgou agree to instruct your broker
to withhold from the proceeds, and remit to Amazom, a dollar amount sufficient to satisfy youragment obligation in full

Death or Total Disability: This Agreement, specifically including the Repaytm®@bligations set forth in paragraph 5, survives
your death or total disability For purposes of thggeement“total disability” means your inability (with sudiccommodation as
may be required by law and which places no unduddsuon Amazon.com), as determined by a physi@etted by the Company
and acceptable to you, to perform any one or r




10.

11.

of the essential duties of your current posijtany similar position of like rank, status grad/, or any position to which you may be
promoted, for a period or periods aggregating ntloae twelve (12) weeks in any 365-day period assalt of physical or mental
illness or injury, loss of legal capacity or any@t cause beyond your control, unless you are egamteave of absence. Whether
you are granted a leave of absence of more thauaw®2) weeks will be determined in the sole dition of the Board ¢
Directors. The Repayment Obligation set forth iragaaph 5 will be tolled during any such approveal/k.

Insurance: You agree to procure an insurance policy withirda@s from the date you sign this Agreement coveymg death, for
the full amount of any unearned Early Bonus astérat is used in paragraph 4 abc

Assignment: This Agreement is personal to you and shall naissigned by you. Amazon.com may assign its righdsadbligation
hereunder to (a) any entity controlling, controllsdor under common control with Amazon.com, (by aarporation resulting fro
any merger, consolidation or other reorganizatmwhich Amazon.com or any of its direct or indirsabsidiaries is a party, or
(c) any corporation, partnership, association beoperson to which Amazon.com or any of its digeahdirect subsidiaries may
transfer all or substantially all its ass¢

Entire Agreement: This Agreement constitutes the entire agreememid®ssi you and Amazon.com with respect to the reesigt
payback obligations relating to monetary bonusesfAmazon.com; all prior or contemporaneous oraligiten communications,
understandings or agreements with respect to sulgject matter, including but not limited to thos forth in your Bonus Letter
dated March 1, 2002, are hereby superseded arifietlih their entireties

Severability: If any provision of this Agreement shall be heldalid, illegal or unenforceable in any jurisdictidor any reason,
then, to the full extent permitted by law, a) daher provisions shall remain in full force and effeb) such invalidity, illegality or
unenforceability shall not affect the validity, Hijy or enforceability of any other provisions,dac) any court or arbitrator having
jurisdiction thereover shall have the power to refeuch provision to the extent necessary for guokision to be enforceab
under applicable law

Applicable Law: This Agreement shall in all respects, includingnaditters of construction, validity and performartee governed
by, and construed and enforced in accordance hithatwvs of the State of Washington, without regardny rules governing
conflicts of laws




12.  Modification of Agreement: Any modification of this Agreement shall be bindiogly if evidenced in a writing signed by each
party or an authorized representative of each p

13. At Will Employment: Nothing in this Agreement modifies your employmatiwill status. Either you or the Company can
terminate your employment at any time, and for @ason, with or without notic

ACCEPTANCE

| have read and fully understand the contentseftgreement. | knowingly and voluntarily agree tal@ccept the Early Bonus and the
repayment terms set forth above.

/sl MARK S. PEEK 4-23-02

Mark Peek Date
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THE SHARES ISSUABLE UPON VESTING OF THIS AWARD WILL NOT BE RELEASED TO YOU
UNTIL ALL APPLICABLE WITHHOLDING TAXES HAVE BEEN CO LLECTED FROM YOU OR
HAVE OTHERWISE BEEN PROVIDED FOR.

AMAZON.COM, INC.

RESTRICTED STOCK UNIT AWARD AGREEMENT
TO: <<Participant>>

To encourage your continued employment withagamn.com, Inc. (the “Company”) or its Subsidiarig®y have been granted this
restricted stock unit award (the “Award”) pursutmthe Company’s 1997 Stock Incentive Plan (th@fiPl. The Award represents the right
receive shares of Common Stock of the Company sutgjeghe fulfillment of the vesting conditions $etth in this agreement (this
“Agreement”).

The terms of the Award are as set forth is fhjreement and in the Plan. The Plan is incorpdratto this Agreement by reference, which
means that this Agreement is limited by and sulifethe express terms and provisions of the Pfathé event of a conflict between the te
of this Agreement and the terms of the Plan, thdeof the Plan shall control. Capitalized terret tire not defined in this Agreement have
the meanings given to them in the Plan. The mogbitant terms of the Award are summarized as falow

1. Award Date:
2. Number of Restricted Stock Units Subject to this Awrd:
3.  Vesting Base Date

4.  Vesting ScheduleThe Award will vest according to the following sclute:

Period of Participant’s Continuous
Employment From the
Vesting Base Date Percent of Total Award That is Vested

[Optional: Notwithstanding the foregoing, tfamy time you become an officer required to féparts pursuant to Section 16 of the
Securities Exchange Act of 1934, as amended, thi#nrespect to any part of this Award that is thewested, vesting shall in addition be
contingent on and subject to satisfaction of sumtigpmance criteria for such performance periothasPlan Administrator shall establish v
specific reference to this Award, and this Awardlshe cancelled without the issuance of CommomrliSioand to the extent any such
performance criteria are not satisfied.]




5. Conversion of Restricted Stock Units and Isance of SharesUpon each vesting of the Award (each, a “Vest Datie share of
Common Stock shall be issuable for each restristeck unit that vests on such Vest Date (the “Siigreubject to the terms and provisions
of the Plan and this Agreement. Thereafter, the @om will transfer such Shares to you upon satigfa®f any required tax withholding
obligations. No fractional shares shall be issusden this Agreement.

6. Termination of Employment.The unvested portion of the Award will terminatécamatically and be forfeited to the Company
immediately and without further notice upon thewdhry or involuntary termination of your employméor any reason with the Company
any Subsidiary (including as a result of deathisalility). A transfer of employment or servicesveen or among the Company and its
Subsidiaries shall not be considered a terminaif@mployment. Unless the Plan Administrator detees otherwise, and except as
otherwise required by local law, for purposes @ #ward only, any reduction in your regular hoafemployment to less than 30 hours per
week is deemed a termination of your employment wie Company or any Subsidiary. In case of tertiunaf your employment for Cause,
the Award shall automatically terminate upon firetification to you of such termination, unless Bian Administrator determines otherwise.
If your employment is suspended pending an invastig of whether you should be terminated for CaaBief your rights under the Award
likewise shall be suspended during the period wéstigation. No Shares shall be issued or issuaibterespect to any portion of the Award
that terminates unvested and is forfeited.

7. Leave of Absence and Change in Work Schedubkour rights under the Award in the event of a leaffabsence or a change in
your regularly scheduled hours of employment (othan a change addressed in Section 6 of this Aggat will be affected in accordan
with the Company'’s applicable employment policieshe terms of any agreement between you and yoptayer with respect thereto.

8. Right to SharesYou shall not have any right in, to or with respecany of the Shares (including any voting righitsights with
respect to dividends paid on the Common Stockpisisuunder the Award until the Award is settledhny issuance of such Shares to you.

9. Taxes.

(a) Generally. You are ultimately liable and responsible fortakes owed in connection with the Award, regasitE#fsany action the
Company or any of its Subsidiaries takes with resfeany tax withholding obligations that arisecomnection with the Award. Neither the
Company nor any of its Subsidiaries makes any sgptation or undertaking regarding the treatmeamngftax withholding in connection
with the grant or vesting of the Award or the st sale of Shares issuable pursuant to the Awarel Company and its Subsidiaries do
not commit and are under no obligation to structbeeAward to reduce or eliminate your tax lialpilins a condition and term of this Award,
no election under Section 83(b) of the United Stétéernal Revenue Code may be made by you or #ey person with respect to all or any
portion of the Award.




(b) Payment of Withholding Taxes. Prior to any event in connection with the Awaedy(, vesting) that the Company determines may
result in any domestic or foreign tax withholdingligation, whether national, federal, state or lpreluding any social tax obligation (the
“Tax Withholding Obligation”),you must arrange for the satisfaction of the minimamount of such Tax Withholding Obligation in armar
acceptable to the Company.

(i) By Sale of SharedJnless you choose to satisfy the Tax Withholding Qigation by some other means in accordance with alse
(i) below, y our acceptance of this Award constitutes your instuction and authorization to the Company and any bréierage firm
determined acceptable to the Company for such purge to sell on your behalf a whole number of Shardom those Shares issuable t
you as the Company determines to be appropriate tgenerate cash proceeds sufficient to satisfy the X¥&Vithholding Obligation. Such
Shares will be sold on the day the Tax Withholddigigation arises (e.g., a Vest Date) or as soeretifter as practicable. You will be
responsible for all broker’s fees and other coétate, and you agree to indemnify and hold the @amy harmless from any losses, costs,
damages, or expenses relating to any such sakbheTextent the proceeds of such sale exceed youwitholding Obligation, the Company
agrees to pay such excess in cash to you througblpas soon as practicable. You acknowledgettiatCompany or its designee is under no
obligation to arrange for such sale at any paricptice, and that the proceeds of any such sajenmigbe sufficient to satisfy your Tax
Withholding Obligation. Accordingly, you agree taypto the Company or any of its Subsidiaries a® s@opracticable, including through
additional payroll withholding, any amount of thexTWithholding Obligation that is not satisfied tye sale of Shares described above.

(i) By Check, Wire Transfer or Other Meanst any time not less than five (5) business dagfere any Tax Withholding Obligation
arises (e.g., a Vest Date), you may elect to sayistir Tax Withholding Obligation by delivering the Company an amount that the Comg
determines is sufficient to satisfy the Tax Wittding Obligation by (i) wire transfer to such accbas the Company may direct, (ii) delivery
of a certified check payable to the Company, cxlsAdministration, P.O. Box 81226, Seattle, WA 9811226, or such other address as the
Company may from time to time direct, or (iii) suather means as the Company may establish or permit

(c) Right to Retain Shares The Company may refuse to issue any Shares taytiuyou satisfy the Tax Withholding Obligatiohio the
maximum extent permitted by law, the Company hagight to retain without notice from Shares isseamder the Award or from salary or
other amounts payable to you, Shares or cash hawmadue sufficient to satisfy the Tax Withholdi@dligation.

10. Registration.The Company currently has an effective registrasimement on file with the Securities and Exchadgmmission
with respect to the shares of Common Stock suleitte Award. The Company intends to maintain tegistration but has no obligation to
do so. If the registration ceases to be effectioe, will not be able to transfer or sell Sharesiéssto you pursuant to the Award unless
exemptions from registration under applicable séegrlaws are available. Such exemptions fromstegfion are very limited and might be




unavailable. You agree that any resale by you@ftiares of Common Stock issued pursuant to theddsiall comply in all respects with
the requirements of all applicable securities lawkes and regulations (including, without limitatj the provisions of the Securities Act, the
Exchange Act and the respective rules and regusjioomulgated thereunder) and any other law,autegulation applicable thereto, as s
laws, rules, and regulations may be amended froma to time. The Company shall not be obligatedtteeeissue the Shares or permit the
resale of any Shares if such issuance or resal&dwa@late any such requirements.

11. Limitation on Rights; No Right to Future Grants; Extraordinary Item. By entering into this Agreement and accepting the
Award, you acknowledge that: (a) the Plan is disonary and may be modified, suspended or termihbyethe Company at any time as
provided in the Plan; (b) the grant of the Award isne-time benefit and does not create any cdnaibor other right to receive future grants
of awards or benefits in lieu of awards; (c) alledminations with respect to any such future graintduding, but not limited to, the times
when awards will be granted, the number of sharbfest to each award, the award price, if any,thedime or times when each award will
be settled, will be at the sole discretion of ttwmpany; (d) your participation in the Plan is vdahny; (e) the value of the Award is an
extraordinary item which is outside the scope afryemployment contract, if any; (f) the Award is part of normal or expected
compensation for any purpose, including withouttition for calculating any benefits, severancsigeation, termination, redundancy, end
of service payments, bonuses, long-service awpgision or retirement benefits or similar paymefgythe future value of the Common
Stock subject to the Award is unknown and canngirieeicted with certainty, (h) neither the Plarg fward nor the issuance of the Shares
confers upon you any right to continue in the emmb(or any other relationship with) the Compamyaay Subsidiary, nor do they limit in
any respect the right of the Company or any Suasidb terminate your employment or other relatidpsvith the Company or any
Subsidiary, as the case may be, at any time amdl tfie event that you are not a direct employe€ahpany, the grant of the Award will not
be interpreted to form an employment relationshign the Company; and furthermore, the grant ofAlerd will not be interpreted to form
an employment contract with your employer, the Camypor any Subsidiary.

12. Execution of Award AgreementPlease acknowledge your acceptance of the termsanttitions of the Award by signing the
original of this Agreement and returning it to ydacal HR Generalist. If you do not sign and rettitis Agreement, the Company is not
obligated to provide you any benefit hereunder rmiag refuse to issue shares to you under this Award.

Very truly yours,
AMAZON.COM, INC.

By:

Name:

Title:




ACCEPTANCE AND ACKNOWLEDGMENT

I, a resident of (state, or courtryther than U.S.), accept and agree to the texfitise Restricted Stock Unit Award described irs
Agreement and in the Plan, acknowledge receiptanfgy of this Agreement, the Plan and the apple@an Summary, and acknowledge
| have read them carefully and that | fully undanst their contents.

Dated:

Taxpayer I.D. Numbe <<Participant>>

Address:







EXHIBIT 10.13
AMAZON.COM, INC.
RESTRICTED STOCK UNIT AWARD AGREEMENT
TO: <<Participant>>

To encourage your continued service as a meoflibe Board of Directors of Amazon.com, IncegttCompany”), you have been granted
this restricted stock unit award (the “Award”) puasit to the Company’s 1997 Stock Incentive Plae {(Blan”). The Award represents the
right to receive shares of Common Stock of the Camypsubject to the fulfillment of the vesting caiwhs set forth in this agreement (this
“Agreement”).

The terms of the Award are as set forth ia fgreement and in the Plan. The Plan is incorpdratto this Agreement by reference, which
means that this Agreement is limited by and sulifethie express terms and provisions of the Pfathé event of a conflict between the te
of this Agreement and the terms of the Plan, thadeof the Plan shall control. Capitalized termeg #ire not defined in this Agreement have
the meanings given to them in the Plan. The mogbmant terms of the Award are summarized as falow

1. Award Date:
2. Number of Restricted Stock Units Subject tthis Award:
3.  Vesting Base Date:

4. Vesting ScheduleThe Award will vest according to the following schude:

Period of Participant's Continuous
Service From the Percent of Total Award That is
Vesting Base Date Vested

5. Conversion of Restricted Stock Units and Isance of SharesUpon each vesting of the Award (each, a “Vest Datie share of
Common Stock shall be issuable for each restristeck unit that vests on such Vest Date (the “Siigreubject to the terms and provisions
of the Plan and this Agreement. Thereafter, the @om will transfer such Shares to you upon satigfa®f any required tax withholding
obligations. No fractional shares shall be issusden this Agreement.

6. Termination of Service.The unvested portion of the Award will terminatécamatically and be forfeited to the Company immeadia
and without further notice upon termination of yservice as a member of the Board of Directorhief@ompany for any reason (including
a result of death or disability). No Shares shalldsued or issuable with respect to any porticth@fAward that terminates unvested and is
forfeited.




7. Right to SharesYou shall not have any right in, to or with respcainy of the Shares (including any voting rightsights with
respect to dividends paid on the Common Stockpisieuunder the Award until the Award is settledny issuance of such Shares to you.

8. Taxes.

(a) Generally. You are ultimately liable and responsible fortakkes owed in connection with the Award. The Comypdoes not commit
and is under no obligation to structure the Awardetduce or eliminate your tax liability.

(b) Payment of Withholding Taxes. Prior to any event in connection with the Awaedy(, vesting) that the Company determines may
result in any domestic or foreign tax withholdingligation, whether national, federal, state or lpteluding any social tax obligation (the
“Tax Withholding Obligation”),you must arrange for the satisfaction of the minimamount of such Tax Withholding Obligation in armar
acceptable to the Company.

()By Sale of SharedJnless you choose to satisfy the Tax Withholding Qigation by some other means in accordance with alse
(i) below, y our acceptance of this Award constitutes your instuction and authorization to the Company and any bré&erage firm
determined acceptable to the Company for such purge to sell on your behalf a whole number of Shardom those Shares issuable t
you as the Company determines to be appropriate tgenerate cash proceeds sufficient to satisfy the X¥&Vithholding Obligation. Such
Shares will be sold on the day the Tax Withholddigigation arises (e.g., a Vest Date) or as soeretifter as practicable. You will be
responsible for all broker’s fees and other coétate, and you agree to indemnify and hold the gamy harmless from any losses, costs,
damages, or expenses relating to any such sakbheTextent the proceeds of such sale exceed youwitholding Obligation, the Company
agrees to pay such excess in cash to you as sqoadiable. You acknowledge that the Companysodésignee is under no obligation to
arrange for such sale at any particular price,thatithe proceeds of any such sale may not becarffito satisfy your Tax Withholding
Obligation. Accordingly, you agree to pay to thenany as soon as practicable any amount of thaMithholding Obligation that is not
satisfied by the sale of Shares described above.

(i) By Check, Wire Transfer or Other Mean&t any time not less than five (5) business dagfere any Tax Withholding Obligation
arises (e.g., a Vest Date), you may elect to sayistir Tax Withholding Obligation by delivering the Company an amount that the Comg
determines is sufficient to satisfy your Tax Withding Obligation by (i) wire transfer
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to such account as the Company may di@éctielivery of a certified check payable to tBempany, c/o Stock Administration, P.O.
Box 81226, Seattle, WA 98108-1226, or such othdregs as the Company may from time to time dicijii) such other means as the
Company may establish or permit.

(c) Right to Retain Shares The Company may refuse to issue any Shares taytiuyou satisfy the Tax Withholding Obligatiohio the
maximum extent permitted by law, the Company hasitjht to retain without notice from Shares isdealmder the Award or from salary
payable to you, Shares or cash having a valuecgiifito satisfy the Tax Withholding Obligation.

9. Registration.The Company currently has an effective registrasimement on file with the Securities and Exchabgemission
with respect to the shares of Common Stock suljeitte Award. The Company intends to maintain tegistration but has no obligation to
do so. If the registration ceases to be effectioe, will not be able to transfer or sell Sharesiéssto you pursuant to the Award unless
exemptions from registration under applicable séiesrlaws are available. Such exemptions fromstegiion are very limited and might be
unavailable. You agree that any resale by you@ttiares of Common Stock issued pursuant to thediskall comply in all respects with
the requirements of all applicable securities lawkgs and regulations (including, without limitatj the provisions of the Securities Act, the
Exchange Act and the respective rules and regasjioomulgated thereunder) and any other law,autegulation applicable thereto, as s
laws, rules, and regulations may be amended froma to time. The Company shall not be obligatedtteeeissue the Shares or permit the
resale of any Shares if such issuance or resal&dwalate any such requirements.

10. Limitation on Rights; No Right to Future Grants; Extraordinary Item. By entering into this Agreement and accepting theaAd,
you acknowledge that: (a) the Plan is discretiormary may be modified, suspended or terminated & thmpany at any time as providec
the Plan; (b) the grant of the Award is a one-tbeaefit and does not create any contractual or oitjlet to receive future grants of awards or
benefits in lieu of awards; (c) all determinatiavith respect to any such future grants, including, not limited to, the times when awards
be granted, the number of shares subject to eaatdathe award price, if any, and the time or tinwbgn each award will be settled, will be
at the sole discretion of the Company; (d) youtipgation in the Plan is voluntary; (e) the valhfahe Award is an extraordinary item which
is outside the scope of your service contractyf, f) the Award is not part of normal or expecteinpensation for any purpose, including
without limitation for calculating any benefits,v&ance, resignation, termination, redundancy,crsgrvice payments, bonuses, l@eyvice
awards, pension or retirement benefits or simigmpents; (g) the future value of the Common StadHext to the Award is unknown and
cannot be predicted with certainty, (h) neitherffen, the Award nor the issuance of the Sharefeconpon you any right to continue in the
service of (or any other relationship with) the Qamy or any Subsidiary, and (i) the grant of theafdwvill not be interpreted to form an
employment relationship with the Company or anysidibry.
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11. Execution of Award AgreementPlease acknowledge your acceptance of the termsamitions of the Award by signing the
original of this Agreement and returning it to thempany.

Very truly yours,

AMAZON.COM, INC.

By:

Name:

Title:
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ACCEPTANCE AND ACKNOWLEDGMENT

I, a resident of (state, or country if other than U.S.), accept®estricted Stock Unit Award described in thiségnent and in
the Plan, and acknowledge receipt of a copy ofAlgieement, the Plan and the applicable Plan Sumraad acknowledge that | have read
them carefully and that | fully understand theintamts.

Dated:

Taxpayer I.D. Numbe <<Participant>>

Address
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Exhibit 12.1 Ratio of Earnings To Fixed Charges

Net loss
Equity in losses of equi-method investee

Net loss before equity in losses of eg-method investee
Plus fixed charge:

Interest expense including amortization of dehiasge cost
Assumed interest element included in rent exp

Adjusted earnings (los:
Fixed charge

Deficiency in earnings to cover fixed char¢

Year Ended December 31,

2002 2001 2000 1999 1998
(amounts in thousands)

$(149,13)  $(567,27)  $(1,411,27)  $(719,96)  $(124,54)
4,16¢ 30,32; 304,59¢ 76,76¢ 2,90¢
(144,969 (536,95 (1,106,67) (643,199  (121,64)
142,92! 139,23 130,92: 84,56¢ 26,63¢
6,20¢ 8,88( 10,77: 4,732 2,83:
149,13( 148,11 141,69 89,29¢ 29,47:
4,167 (388,839 (964,982 (553,907 (92,169
(149,130  (148,11)) (141,69 (89,299 (29,477
$(144,96)  $(536,95)  $(1,106,67)  $(643,199)  $(121,64)
— — — — —






AMAZON.COM, INC.

LIST OF SIGNIFICANT SUBSIDIARIES

Name Jurisdiction of Incorporation Percent Owned

Borders Teamed with Amazon.com, | Delaware

Amazon Global Resources, Ir Delaware
Amazon.com.dedc, LL¢ Delaware
Fulfillco.ksdc, Inc. Delaware
Amazon.com.kydc, Inc Delaware
Amazon.com Commerce Services, | Delaware
Amazon.com Holdings, In« Delaware
Amazon.com Ir'| Sales, Inc Delaware
Amazon.com LLC Delaware
Amazon.com Payments, Ir Delaware
NV Services, Inc Nevada

Amazon Fulfillment Services, In Delaware

Amazon.com @ Target.com, Ir Delaware

10C%
10C%
10(%
10(%
10(%
10(%
10C%
10C%
10C%
10(%
10(%
10(%
10(%
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Exhibit 23.1
Consent of Ernst & Young LLP, Independent Auditors

We consent to the incorporation by reference in@)dregistration Statement (Form S-4 No. 333-5§7/@&8amended, pertaining to the
registration of the 10% Senior Discount Notes,Rbyistration Statement (Form S-4 No. 3843), as amended, pertaining to the acquis
shelf-registration of up to 30 million shares oframon stock, (c) Registration Statement (Form S-8388-28763) pertaining to the 1997
Stock Option Plan of Amazon.com, Inc. and the Aneehand Restated 1994 Stock Option Plan of Amazom.tec., (d) Registration
Statement (Form S-8 No. 333-88825) pertaining €oGbnvergence Corporation Stock Option Plan, (gif®ation Statement (Form S-8
No. 33:-80491) pertaining to the Alexa Internet Amended Restated 1997 Stock Option Plan, (f) Registraftatement (Form S-8

No. 33:-80495) pertaining to the Accept.com Financial 8&w Corporation 1998 Stock Option Plan, (g) Regigin Statement (Form S-3
No. 33:-78797), as amended, pertaining to the shelf negish of up to $2,000,000,000 of certain secwsijt{d) Registration Statement
(Form S-8 No. 3338651) pertaining to the LiveBid.com 1997 Stocki@pilan and Innerlinx Technologies, Incorporat887.Stock Optio
Plan, (i) Registration Statement (Form S-8 No. 38853) pertaining to the eNiche Incorporated Ameraied Restated 1998 Stock Option
and Grant Plan, (j) Registration Statement (ForBiM. 333-74419) pertaining to the Amazon.com, Ir899 Non-officer Employee Stock
Option Plan, (k) Registration Statement (Form Se8 B83-63311) pertaining to the Junglee Corp. 19@gk Plan, the Junglee Corp. 1998
Equity Incentive Plan, the Sage Enterprises, 188.71Amended Stock Option Plan, and the Sage Emesinc. MVP Stock Option Plan,
and (1) Registration Statement (Form S-8 No. 333589 pertaining to the Amazon.com Inc. 2001 Staldghorrust Plan, of our report dated
January 17, 2003, with respect to the consolidéteacial statements and schedule of Amazon.com,iheluded in this Annual Report
(Form 10-K) of Amazon.com, Inc. for the year en@etember 31, 2002.

/sl Ernst & Young LLF

Seattle, Washington
February 17, 2003






Exhibit 99.1

Certification Pursuant to 18 U.S.C. Section 1350

In connection with the Annual Report of Amazon.céne, (the “Company”) on Form 10-K for the perioaded December 31, 2002 as filed
with the Securities and Exchange Commission ord#te hereof (the “Report”), I, Jeffrey P. Bezosai@iman and Chief Executive Officer of
the Company, certify, pursuant to 18 U.S.C. Secti®b0, as adopted pursuant to Section 906 of tHeaSas-Oxley Act of 2002, that:

(1) The Report fully complies with the requirementsSefction 13(a) or 15(d) of the Securities Exchangeof 1934; anc

(2) The information contained in the Report fairlggents, in all material respects, the financiabitn and results of operations of
the Company

Date: February 17, 20( /sl JEFFREY P. BEZO

Jeffrey P. Bezos
Chairman and Chief Executive Officer
(Principal Executive Officer






Exhibit 99.2
Certification Pursuant to 18 U.S.C. Section 1350

In connection with the Annual Report of Amazon.céne, (the “Company”) on Form 10-K for the perioaded December 31, 2002 as filed
with the Securities and Exchange Commission ord#te hereof (the “Report”), I, Thomas J. Szkutadqi6r Vice President and Chief
Financial Officer of the Company, certify, pursuémil8 U.S.C. Section 1350, as adopted pursuadédstion 906 of the Sarbanes-Oxley Act
of 2002, that:

(1) The Report fully complies with the requirementsSefkction 13(a) or 15(d) of the Securities Exchangeof 1934; anc

(2) The information contained in the Report fairlegents, in all material respects, the financiab@n and results of operations of
the Company

Date: February 17, 20( /sl THOMAS J. SZKUTAK

Thomas J. Szkutak
Senior Vice President and Chief Financial Officer
(Principal Financial Officer



