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PART |
ITEM 1. BUSINESS

This Annual Report on Form 10-K and the documeamtsiiporated herein by reference contain forwardilogp statements based on current
expectations, estimates and projections. Actualltemay differ materially from those expressedbinvard-looking statements. See
"Management's Discussion and Analysis of Finar€@idition and Results of Operations -- Forward-lLiogkStatements."

GENERAL

Amazon.com, Inc. is the world's leading online itetaWe have served over 17 million customer ao¢sin over 150 countries. We directly
offer for sale millions of distinct items in cataggs such as books, music, DVDs, videos, toystelpics, software, video games and home
improvement products. Through our marketplace ses/such as Amazon.com Auctions, zShops and satlaebgzon.com, we have created
Web-based marketplaces where buyers and sellemntaninto transactions with respect to a widgeaof products. In addition to our US
Web site, we currently have two internationallydesed Web sites located at www.amazon.co.uk and amrazon.de. We have also invested
in and developed strategic commercial relationshiitis a number of selected e-commerce companiesoffée our customers a superior
shopping experience by providing high value throsglection, convenience, ease of use, low prigeslyet information and an intense focus
on customer service. We are a proven technologlelehaving developed electronic commerce innowmatguch as 1-Click technology,
personalized shopping services, easy-to-use saatthrowse features, secure payment protections/eakbss access to our stores. In 1999,
we significantly expanded our distribution capaia worldwide with the addition of eight new dibtrtion centers comprising approximately
four million square feet of warehouse and distifiuspace. These new facilities increase our cbotrer the distribution process and
facilitate our ability to deliver merchandise tastamers on a reliable and timely basis.

Amazon.com is principally organized into three @ieig segments. The US Books, Music and DVD/ visegment consists of the
Company's US online stores for books, music and Ddeo. The Early-Stage Businesses and Other segroanists of the Company's US
online stores for electronics, software, video gan@ys and home improvement products, US markegpdarvices, and the Amazon.com
Commerce Network. The International segment comsisall operations in Germany and the UK. See Ndtef Notes to Consolidated
Financial Statements incorporated by referenceeta B of Part Il for additional information regardiour segments.

Information contained on the Company's Web sitemigart of this Annual Report on Form 10-K.

Amazon.com was incorporated in 1994 in the staM@a$hington and reincorporated in 1996 in Delaw@lhe Company's principal corporate
offices are located in Seattle, Washington. Amazmm. completed its initial public offering in May 98, and its common stock is listed on
the Nasdaq National Market under the symbol "AMZN."

As used herein, "Amazon.com" includes Amazon.caom, &nd its subsidiaries, unless the context reguitherwise.
BUSINESS STRATEGY

Amazon.com seeks to be the world's most custonm@riceompany where customers can find and discamgthing they may want to buy
online. We intend to leverage our Internet platfaonexpand the range of products and servicesaaffer our customers. This platform
consists of strong brand recognition, a large anevimg customer base, innovative technology, extensnd sophisticated distribution
capabilities and significant e-commerce expertige.believe that this platform allows us to launefivre-commerce businesses quickly, with
a high quality of customer experience, economitaleémental cost and good prospects for successlsdelieve that this platform allows
us to expand the range of products and services



offered to our customers through relationships wsitategic partners on terms that are attractivmitaccustomers, our strategic partners an
PRODUCTS AND SERVICES
General

Since our inception in July 1995, we have rapidganded our product and service offerings and thtercontinue to do so. Some of our
product and service offerings and their relatedi¢hudates are set forth below:

US PRODUCTS AND INTERNA TIONAL PRODUCTS

MARKETPLACE SERVICES LAUNCH DATE AND MARK ETPLACE SERVICES LAUNCH DATE
Books July 1995 UK and G erman Books October 1998
Music June 1998 UK and G erman Music October 1999
DVD/Video November 1998 UK and G erman Auctions November 1999
Auctions March 1999 UK and G erman zShops November 1999
Electronics July 1999 UK and G erman DVD/Video  March 2000
Toys July 1999
zShops October 1999
Home Improvement November 1999
Software November 1999
Video Games November 1999

sothebys.amazon.com November 1999

In the past, we have offered our products and sesvprimarily through our online retail storesMarch 1999, we introduced Amazon.com
Auctions, the first of our marketplace servicesjchiimow also include sothebys.amazon.com and zShgp$ave recently entered into
agreements to expand the products and service$fereby allowing selected strategic partners té peiducts and services under co-branded
sections on the Amazon.com Web site. We referdedimew arrangements as the Amazon.com Commenra®ikeBSome of the products a
services sold through the Amazon.com Commerce Né&taune described below under "Strategic Relatiqrshi

Our US online retail stores currently consist obk& music, DVD/video, toys, electronics, softwarieleo games and home improvement.
With the exception of books, which we launched984, and music and DVD/video, which we launchetid88, we launched all of our
online stores in 1999. We anticipate new onlineestalditions in 2000 and beyond.

US Books, Music and DVD/Video Segment. We are ttterhet's number one books, number one music amtberuone DVD/video retailer
based upon our 1999 revenues. We currently offerggmegate of over 13 million titles in books, nousnd DVD/video (as used herein,
"titles" offered means the number of items offeiredur catalogs). The US Books, Music and DVD/videgment had sales of $1.31 billion,
$588.0 million and $147.8 million in 1999, 1998 &afib7, respectively.

During 1999, we continued to enhance our Book Stgrexpanding selection and improving the custoexperience. We created new
specialty stores such as our professional and ieahstore, expanded our editorial content thropgitnerships with experts in certain fields
and increased selection with the addition of milfiamf used and out-of-print titles.

During 1999, our Music Store launched an improvedsical musical store, enhanced its product recemaaition services and added new
features to promote independent artists via Amazon.Advantage. Amazon.com became the first majbn@music retailer to dedicate an
area of its store to free, full-length song dowdle&om established artists and major-label peréysm

Our DVD/video Store enjoyed strong revenue growtthi999. In addition, our DVD/video Store continuexlintegration with our Internet
Movie Database (IMDb) Web site, a leading onlinimation



source for movie enthusiasts, created and hoseedfficial Web site for "American Beauty," winnefrtbree Golden Globe(TM) awards, and
began streaming exclusive outtake footage fromangtictures such as "The Blair Witch Project" aAdstin Powers: The Spy Who Shag
Me."

Early-Stage Businesses and Other Segment
Other US Retail. Amazon.com's other US online fstares consist of electronics, software, videmes, toys and home improvement.

US Marketplace Services. Amazon.com's US marketpdacvices currently consist of Amazon.com Aucti@8hops and
sothebys.amazon.com. Amazon.com Auctions allowsitsugnd sellers to conduct transactions with régpexwide variety of products in an
easy to use auction format. Amazon.com zShops allndividuals and businesses to offer popular dsagehard-to-find items to
Amazon.com's customers. sothebys.amazon.com ielene @uction site devoted to art, antiques antéctbles.

During the fourth quarter of 1999, these markeplservices surpassed a combined 1 million registesers and 1.5 million listings. Since
launch in November 1999, sothebys.amazon.com has\edl average close rates, which are rates odlggtuchases by customers bidding at
the site, in excess of 50% and average auctiomnglgsices of over $500.

The participants in our marketplace services canous Amazon.com Payments service, which allowwiddals and small businesses to
accept credit card payments through Amazon.corn®lck-payment feature, thus eliminating the proldesssociated with checks and money
orders.

Amazon.com Commerce Network. We have recently edtamto agreements to allow selected strategimpestto promote their products and
services to our customers. These strategic paraémergart of the Amazon.com Commerce Network amceatly consist of Greenlight.com,
online source for auto purchasing in partnershig vacal dealerships; living.com, an online retadéhome products and services;
drugstore.com, an online retail and informationrsedor health, beauty, wellness, personal carepiadmacy; Audible, which delivers
spoken audio over the Internet; Ashford.com, amenetailer of luxury and premium products; andt@ard, Inc., an online issuer of
consumer credit cards. We believe that these agraagts will be attractive to Amazon.com customsra eesult of the increase in product
and service selection available on our site, tostiategic partners as a result of the potent@ivgr of their customer base and brand
awareness, and to us as a result of our abilibffes customers an expanded set of products anitesrand the financial benefits we receive.

Revenue for the Early-Stage Businesses and Otheres# in 1999 was $163.8 million. Amazon.com hadewenue from this segment in
previous years.

International Segment. We have two internationfdused Web sites located at www.amazon.co.uk amd.amazon.de. Each of
amazon.co.uk and amazon.de was ranked the numbenaost visited e-commerce site and the number 19 wisited site overall in the UK
and Germany, respectively, according to the MedériM ratings for Europe released in January 2@@@h of these sites were launched in
October 1998 and currently have product and seofiegings principally consisting of books, mudi¥yD/video, auctions and zShops. These
international sites have the same look, feel andtfanality as the US Web site, including 1-Cliekhnology, personalized recommendations
and product reviews, but offer content, products services tailored to the local market. The amat®iVeb site is presented in the German
language. We currently have distribution cented@rstomer service centers in the UK and Germargyinténd to expand the product and
service offerings of these Web sites in the futRevenue for the International segment was $167libmand $21.8 million in 1999 and
1998, respectively. Amazon.com had no revenuehisrsegment in 1997.

AMAZON.COM WEB SITES

The key features of Amazon.com's Web sites inchrdevsing, searching, useful product informatiowjees, recommendations and
personalization, broad selection, low prices, iCtechnology, secure payment systems and avdijahiid fulfillment. Our Web sites
promote brand loyalty and repeat purchases



by providing an inviting and satisfying experienthat encourages customers to return frequentlyt@irderact with other customers.

Browsing. The Amazon.com sites offer visitors aietgrof highlighted subject areas, styles and sddeatures arranged in a simple, easy-to-
use fashion intended to enhance product searcbaection. In addition, the Web sites present &taof products and services and topical
information. To enhance the customers' shoppingmsmpce and increase sales, we feature a varigiyodiicts and services on a rotating
basis throughout the stores.

Searching. A primary feature of Amazon.com Welssigetheir interactive, searchable catalogs ofiom#i of books, music products,
DVD/videos, toys, electronics, software, video garaed home improvement products. We provide a tyanfesearch tools to find desired
products based on numerous search criteria. Wiesiceome of our catalog and other information ftoind parties.

Reviews and Content. The Amazon.com online staifes vumerous forms of content to enhance the costs shopping experience and
encourage purchases. Various types of contentvaitable for particular titles, including cover asynopses, annotations, reviews by editorial
staff and other customers, and interviews by asthod artists.

Recommendations and Personalization. Personaliztgaiures include greeting customers by namearihsind personalized
recommendations, personal notification serviced,anumber of other related features. Amazon.civis$ List feature allows users to cre
an online wish list of desired products and sewit@t others can reference for gift-giving purgos&e believe that personalization of a
customer's shopping experience at our Web sit@s isyportant element of the value proposition werdo customers, and we intend to
continue to enhance our personalized services.

Other Web Site Services. The Amazon.com Web sit@gge other services to make online shopping nemjeyable for our customers. In «
Gift Ideas section, we feature a seasonally apatepselection of gift ideas and services. In oam@unity section, we provide a gathering
place where customers can share product informatidirecommendations. Through our e-Cards sectigtiomers can send free animated
electronic greeting cards to friends and family.

1-Click Technology. Amazon.com provides customeith & streamlined ordering process using 1-Clickht®logy. If a customer has
previously activated Tlick functionality, that customer can place anesrby clicking one button without having to fill ban order form. Th
customer's shipping and billing information is auntdically referenced on our secure server.

Secure Credit Card Payment. Amazon.com seeks fpiteeeustomers' information secure. Amazon.conurgeserver software encrypts
customers' personal information, including creditdcnumber, name and address, to protect agatesté@ption as the information travels o
the Internet.

Availability and Fulfillment. Many of our productse available for shipment within 24 hours, althosgme products take longer and some
may not be available at all. Customers can sefent & variety of delivery options, including oveght and various international shipping
options, as well as gift-wrapping services. We &srail to notify customers of order status undefotes conditions and provide links to
shipping carriers so that customers can track gigpments. We seek to provide rapid and relialfdlinent of customer orders and to
continue to improve our speed of availability antifment.

Remote Access. In October 1999, we launched AmaaonAnywhere which allows Amazon.com customersctteas the Amazon.com site
from hand-held wireless devices, such as cellutanps and the Palm VIl Connected Organizer, amndiliee features such as 1-Click
purchasing and product-searching capabilities eir thireless devices.

Return Policy. For the 30 days following receipaafustomer order, Amazon.com provides a full réfiar any book in its original condition,
any Amazon.com recommended book in any conditiop,usmopened music CD, DVD/video tape or softwang, any other merchandise it
in new condition, with its original packaging anttassories.



STRATEGIC RELATIONSHIPS

We have entered into a number of strategic relakiggs with selected e-commerce companies. Thestoredhips have generally consisted of
our making, or having the future right to make, iaanty investment in the companies and the entty commercial agreements which vary
in scope from customer advertising activities dankld to recently announced deals involving the sélgroducts and services on co-branded
sections of the Amazon.com Web site. In no casea@exercise control over the investee. Certainuofstrategic relationships are listed

below:

COMPANY NATURE OF BUSINESS
Ashford.com.............cc.... Online retailer of luxury and premium products
Audible...........cccccceee Internet-delivered spoken audio for PC-based listening or
playback devices

Della.com.......ccccceeeenn. Online service for gift registry, gift advice and
personalized gift suggestions

drugstore.com.................. Online retail and information source for health, beauty,
wellness, personal care and pharmacy

Gear.Com.........ccoevevnnnne Online source for brand-name sporting goods at discount
prices

Greenlight.com................. Online auto purcha sing in partnership with local dealerships

HomeGrocer.com................. Online grocery-sho pping and home-delivery service

Kozmo.com............ceenee Online one-hour de livery service for entertainment and
convenience produc ts

living.com.........ccceeeennes Online retailer of home products and services

NextCard, Inc.................. Online issuer of ¢

onsumer credit cards

Pets.com......... ... Online source for pet products, information and services

Sothebys.......ccocieies Auction house in ¢ ooperation with which we maintain an
online auction sit e devoted to art, antiques and
collectibles

We believe that these investments and commerai@hgements are attractive to us for a variety asoas. First, our customers receive ac

to a wider range of products and services. Seasadre able to generate revenue from the strapegtoers because we help them sell to the
Amazon.com customer base. Third, we have the oppitytto participate in the future success of duategic partners as a result of our
ownership interest in such companies. We belieaedbr strategic partners are also well servedrasut of the opportunity to grow their
customer base quickly and build brand recognition.

MARKETING AND PROMOTION

Amazon.com's marketing strategy is designed tmgthen the Amazon.com brand name, increase custoafiéc to the Amazon.com Web
sites, build customer loyalty, encourage repeathmses and develop incremental product and saeiemue opportunities.

Amazon.com creatively applies technology to delpersonalized programs and services, as well ablemerchandising. We employ a
variety of media, business development and promatimethods to achieve these goals. We also bdrafitpublic relations activities as
well as online and traditional advertising, incligliradio, television and print media.

We extend our market presence through our AssackRregram, which enables associated Web siteske praducts available to their
audiences with order fulfillment by Amazon.com. éfd=ebruary 29, 2000, approximately 430,000 Wedsditave enrolled in the Associates
Program.

CUSTOMER SERVICE

We believe that our ability to establish and maimtang-term relationships with our customers amércourage repeat visits and purchases
depends, in part, on the strength of our custoemice operations. We seek to achieve frequent aamization with and feedback from our
customers to continually improve the Amazon.comegigmce. Users can contact customer service repgadses via telephone and e-mail
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24 hours a day, 7 days a week. We have automattdrcmols used by our customer service stafftaanee plans for further enhancements.
As of December 31, 1999, we had customer servicepael working in five customer service centersited in Seattle and Tacoma,
Washington; Slough, England; Regensburg, GermarnyGrand Forks, North Dakota. We plan to open aaithit customer service centers in
Huntington, West Virginia and The Hague, Netherlamd2000.

WAREHOUSING, INVENTORY, FULFILLMENT AND DISTRIBUTIO N

We significantly expanded our US distribution irsfiraucture in 1999 with the addition of new disttibu facilities in Fernley, Nevada;
Coffeyville, Kansas; Campbellsville, Kentucky; Legton, Kentucky; McDonough, Georgia; and Grand BpNorth Dakota. We also opened
two new international distribution centers, on¢hia UK and one in Germany. On an aggregate basiseteight new distribution centers
comprised approximately four million square feetwafrehouse space. The geographic coverage of digtsbution centers and their capacity
have dramatically improved our fulfillment capatiés and will allow us to continue to increase wolume. The new distribution centers also
give us more control over the distribution procasd facilitate our ability to deliver merchandisecustomers on a reliable and timely basis.
We now have a total of 10 distribution centersl|uding our facilities in Seattle, Washington, aneMNCastle, Delaware.

We purchase products from a network of manufacsudistributors, publishers and labels. For oréétsooks, music, DVD/video, software,
video games and certain home improvement prodhatscannot be filled from our inventory, our prapary software selects the orders that
can be filled via electronic interfaces with vergland, in some cases, forwards the remaining otdergr special orders group. This special
orders group has developed customized informagistems and consists of trained ordering personhelspecialize in hard-thhird products
Under our arrangements with certain distributoles;teonically ordered products often are shippedsy the distributor within hours of a
receipt of an order from us. With the addition efandistribution centers and product lines, we atpiired to carry increased levels of
inventory in order to be able to meet customer detheand ship products to customers on a timely basis

SEASONALITY

Both seasonal fluctuations in Internet usage aaditional retail seasonality are likely to affecr dusiness. Internet usage generally declines
during the summer. Sales in the traditional rdtadk, music, DVD/video, toy, electronics, softwarieleo games and home improvement
industries usually increase significantly in thertb calendar quarter of each year. The fourthteuaeasonal impact may be even more
pronounced in our toys and electronics businesses.

TECHNOLOGY

We have implemented numerous Web site managengamths customer interaction, recommendation, tdimmsaprocessing and fulfillment
services and systems using a combination of ourgeprietary technologies and commercially avadabitensed technologies. Our current
strategy is to focus our development efforts omiing and enhancing the specialized, proprietaftyvane that is unique to our business ar
license or acquire commercially developed technofog other applications where available and appade.

We use a set of applications for accepting andlatifig customer orders, placing and tracking ordatts suppliers, managing and assigning
inventory to customer orders and ensuring propgnsént of products to customers based on variodisrorg criteria. Our transaction-
processing systems handle millions of items, a rermobdifferent status inquiries, gift-wrapping tests and multiple shipment methods and
allow the customer to choose whether to receivglsiar several shipments based on availability s€happlications also manage the process
of accepting, authorizing and charging customeditards. Amazon.com Web sites also incorporatarigety of search and database tools.

Systems administrators and network managers mamitthioperate our Web sites, network operationgrandaction-processing systems. The
continued uninterrupted operation of our Web sitied transactioprocessing systems is essential to our businedsyuarweb site operatiol
staff works to make the sites as



reliable as possible. We use the services of timteenet service providers to obtain connectivityhe Internet, both domestically and
internationally, over multiple dedicated lines.

COMPETITION

The online commerce market is new, rapidly evohang intensely competitive. In addition, the reteibk, music, DVD/video, toy,
electronics, software, video game and home impreavgnmdustries are intensely competitive. Our aurger potential competitors include (1)
online vendors of books, music, DVDs, videos, t@fsctronics, software, video games, home improvemeducts and other products, (2) a
number of indirect competitors, including Web ptetand Web search engines, that are involved imemlommerce, either directly or in
collaboration with other retailers, (3) online dantservices,

(4) Web-based retailers using alternative distidyutapabilities and (5) publishers, distributergnufacturers and physical-world retailers of
our products, many of which possess significanhti@vareness, sales volume and customer basesom@edof which currently sell, or may
sell, products or services through the Internei| arder or direct marketing. We believe that thianpipal competitive factors in our market
include brand recognition, selection, personalgedices, convenience, price, accessibility, custoservice, quality of search tools, quality
of editorial and other Web site content, reliapjlgpeed of fulfillment, ease of use and our aptfit adapt to changing conditions. As the
online commerce market continues to grow, othergaomes may enter into business combinations aralés that strengthen their
competitive positions. We may not be able to competccessfully against these and future competitors

INTELLECTUAL PROPERTY

The Company regards its trademarks, service maogg/rights, patents, trade dress, trade secreipriptary technology and similar
intellectual property as critical to its succesy] &lies on trademark, copyright and patent laade secret protection and confidentiality
and/or license agreements with its employees, m&ts partners and others to protect its propsieights. The Company has been issued a
number of trademarks, service marks, patents apgrights by US and foreign governmental authoritidge Company also has applied for
the registration of other trademarks, service mar&pyrights and patents in the US and internatipnia addition, the Company has filed US
and international patent applications coveringaierof its proprietary technology. Effective tradenk, service mark, copyright, patent and
trade secret protection may not be available imegeuntry in which the Company's products andises/are made available online. The
Company has licensed in the past, and expecté thaly license in the future, certain of its prapairy rights, such as trademarks, patents,
technology or copyrighted material, to third pastie

EMPLOYEES

As of December 31, 1999, the Company employed airpadely 7,600 full-time and part-time employeekeTCompany also employs
independent contractors and temporary personnele dthe Company's employees is represented dlyae Linion, and the Company
considers its employee relations to be good. Coitguefor qualified personnel in the Company's istiy is intense, particularly for software
development and other technical staff. The Compmatigves that its future success will depend int parits continued ability to attract, hire
and retain qualified personnel.

ADDITIONAL FACTORS THAT MAY AFFECT FUTURE RESULTS

The following risk factors and other informatiorcinded in this Annual Report should be carefullpsidered. The risks and uncertainties
described below are not the only ones we face. thatdil risks and uncertainties not presently knaevns 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 A LIMITED OPERATING HISTORY UPON WHICH YOU CAN EVALUATE OUR BUSINESS
AND PROSPECTS

We incorporated in July 1994 and began offeringlpots for sale on our Web site in July 1995. Acoagly, we have a relatively short
operating history upon which you can evaluate asifess and prospects. You should consider oupeatsin light of the risks, expenses
and difficulties frequently encountered by onlireromerce companies. As an online commerce compaaawe a rapidly evolving and
unpredictable business model, we face intense ciitiopgwe must effectively manage our growth, ammust respond quickly to rapid
changes in customer demands and industry stand&edsay not succeed in addressing these challeargkssks.

WE HAVE AN ACCUMULATED DEFICIT AND ANTICIPATE FURTH ER LOSSES

We have incurred significant losses since we begamg business. As of December 31, 1999, we haatenmulated deficit of $882 million.
We are incurring substantial operating losses aag continue to incur such losses for the foresecfiblire. These losses may be
significantly higher than our current losses. Tocaed, we must invest heavily in marketing and ftion and in developing our product
offerings and technology and operating infrastrieetin addition, the expenses associated with exgnt and future acquisitions and
investments and interest expense related to ostamding notes will adversely affect our operatiegults. Our aggressive pricing programs
have resulted in relatively low product gross masgso we need to generate and sustain substatiigiier revenues in order to become
profitable. Our historical growth rates are nottairable and our percentage growth rate will deszréa the future.

OUR SIGNIFICANT AMOUNT OF INDEBTEDNESS COULD AFFECT OUR BUSINESS

We have significant indebtedness. As of Decembefl 829, we had indebtedness under senior discaies nconvertible subordinated notes,
capitalized lease obligations and other asset fingrtotaling approximately $1.48 billion. With tsale of our Premium Adjustable
Convertible Securities(TM), also known as PEACS;ébruary 2000, we incurred additional debt of agjpnately $681 million. We may
incur substantial additional debt in the futurer @webtedness could:

- make it difficult to make principal and intergstyments on our debt,

- make it difficult to obtain necessary additiofinancing for working capital, capital expenditurdebt service requirements or other
purposes in the future,

- limit our flexibility in planning for, or reactigto, changes in our business and competition, and
- make it more difficult for us to react in the at®f an economic downturn.

We may not be able to meet our debt service oldigst If our cash flow is inadequate to meet odigaltions, we may face substantial
liquidity problems. If we are unable to generatHisignt cash flow or obtain funds for required pagnts, or if we fail to comply with other
covenants in our indebtedness, we will be in defdlilis would permit our creditors to accelerate thaturity of our indebtedness. In addit
the PEACS are denominated in euros, not dollai tfae exchange ratio between the euro and therdslieot fixed by the indenture
governing the PEACS. Therefore, fluctuations ine¢heo/dollar exchange ratio may adversely affectngduding by potentially triggering
certain reset provisions in the PEACS that woulddpbthe conversion price.

WE CANNOT ACCURATELY FORECAST REVENUES OF OUR BUSHS$S. WE MAY EXPERIENCE SIGNIFICANT
FLUCTUATIONS IN OUR QUARTERLY OPERATING RESULTS. GRIBUSINESS IS SUBJECT TO SEASONAL FLUCTUATION.
FUTURE FLUCTUATIONS IN OPERATING RESULTS OR REVENUEHORTFALLS COULD ADVERSELY AFFECT OUR SUCCE!

Due to our limited operating history and the unpstdility of our industry, we cannot accuratelydoast our revenues. We base our current
and future expense levels on our investment pladsatimates of future revenues. Our expense® aréarge extent fixed. We may not be
able to adjust our spending quickly if our revenfadisshort of our expectations. Further, we makengricing, purchasing, service,
marketing, acquisition, investment or financingidens that could adversely affect our businessltgs
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Our quarterly operating results will fluctuate faany reasons, including:

- our ability to retain existing customers, attraetv customers and satisfy our customers' demands,
- our ability to acquire merchandise, manage ouerory and fulfill orders,

- changes in gross margins of our current and éutnoducts, services and markets,

- our ability to introduce, and the timing of inthactions by us and our competitors of, popular Ispahkusic selections, DVDs, videos, toys,
electronics products, software, video games, honpedvement products and other products or servaresour ability to properly anticipate
demand,

- purchases of large quantities of toys, electpioducts, software, video games, home improvepraaicts and other products,
particularly in advance of the holidays, for whiddmand may not materialize,

- introduction of our new Web sites, services aratipcts or those of competitors,

- termination of Web sites, service offerings angimduct sales that we determine are not viable,

- changes in usage of the Internet and online eesvéind consumer acceptance of the Internet anmea@dmmerce,
- timing of upgrades and developments in our systend infrastructure,

- the level of traffic on our Web sites,

- the effects of acquisitions and other businesslinations, and our ability to successfully intégrénose acquisitions and business
combinations,

- technical difficulties, system downtime or Intetibrownouts,

- the mix of books, music products, DVDs, videayst electronics products, software, video gamesienimprovement products and other
products we sell,

- the mix of revenues derived from products as camegh to services,

- our inability to prevent fraud perpetrated bydhparties through credit card transactions, Amazmm Payments transactions, and auction
and zShops transactions,

- our level of merchandise and vendor returns, and
- disruptions in service by common shipping cagrigue to strikes or otherwise.

Both seasonal fluctuations in Internet usage aadittonal retail seasonality are likely to affecir dusiness. Internet usage generally declines
during the summer. Sales in the traditional rétaik, music, DVD/video, toy, electronics and hommgiovement industries usually increase
significantly in the fourth calendar quarter of egear. The fourth quarter seasonal impact mayba more pronounced in our toys,
electronics and video games businesses.

For these reasons, you should not rely on perigaeteod comparisons of our financial results teefast our future performance. Our future
operating results may fall below the expectatidisegurities analysts or investors, which woul@lkcause the trading price of our common
stock to decline.

WE COULD LOSE SUBSTANTIAL MARKET SHARE IF WE DO NOT KEEP UP WITH THE INTENSE
COMPETITION IN THE ONLINE COMMERCE MARKET

The online commerce market is new, rapidly evohang intensely competitive. In addition, the rebaibk, music, DVD/video, toy,
electronics, software, video game and home impr@vernmdustries are intensely competitive. Our aurge potential competitors include:

- online vendors of books, music, DVDs, videosstaglectronics, software, video games, home impnave products, and other products,

- a number of indirect competitors, including Wetstpls and Web search engines, that are involvesline commerce, either directly or in
collaboration with other retailer



- online auction services,

- Web-based retailers using alternative distributiapabilities, and



- publishers, distributors, manufacturers and ptajsivorld retailers of our products, many of whidbssess significant brand awareness, sale:
volume and customer bases, and some of which dlyrissil, or may sell, products or services throtigh Internet, mail order or direct
marketing.

We believe that the principal competitive factar®ur market include brand recognition, selectparsonalized services, convenience, price,
accessibility, customer service, quality of sedouis, quality of editorial and other Web site amntt reliability, speed of fulfilment, ease of
use and our ability to adapt to changing conditions

Many of our current and potential competitors hlawveyer operating histories, larger customer bagester brand recognition and
significantly greater financial, marketing and othesources than we have. They may be able tos@eerchandise from vendors on more
favorable terms and may be able to adopt more agigespricing or inventory policies. They also cEvote more resources to technology
development and marketing than we can.

As the online commerce market continues to grohemtompanies may enter into business combinatioafliances that strengthen their
competitive positions. Competition in the Interaatl online commerce markets will intensify. As vas Internet market segments obtain
large, loyal customer bases, participants in tiseggnents may use their market power to expandhetmarkets in which we operate. In
addition, new and expanded Web technologies magase the competitive pressures on online retailérs nature of the Internet as an
electronic marketplace may facilitate competitivérg and comparison shopping and render it inh&renbre competitive than conventional
retailing formats. For example, "shopping agenthtelogies permit customers to quickly comparepriges with those of our competitors.
This increased competition may reduce our operatiaggins, diminish our market share or impair takig of our brand.

WE MAY EXPERIENCE SYSTEM INTERRUPTIONS, WHICH AFFBECTHE VOLUME OF ORDERS WE FULFILL AND THEREFOF
OUR REVENUES, AND MAY AFFECT OUR BRAND NAME, AND OR SYSTEMS ARE NOT FULLY INTEGRATED AND ARE NO
REDUNDANT

Customer access to our Web sites directly afféasblume of orders we fulfill and thus affects oewenues. We experience occasional
system interruptions that make our Web sites utetvai or prevent us from efficiently fulfilling oeds, which may reduce the volume of
goods we sell and the attractiveness of our predaed services. These interruptions will continie. need to add additional software and
hardware and upgrade our systems and network infcdgre to accommodate both increased trafficum\eb sites and increased sales
volume and to fully integrate our systems. Withiligtise upgrades, we may face additional systenruméons, slower response times,
diminished customer service, impaired quality apekesl of order fulfilment and delays in our finaalaieporting. We cannot accurately
project the rate or timing of any increases infitadr sales volume on our Web sites and, theretbeintegration and timing of these
upgrades are uncertain. In addition, our inventoanagement systems are not fully integrated wittfinoancial reporting systems, and a
significant amount of manual effort may be necessareconcile our inventory and other financiat@ants.

We maintain substantially all of our computer ancheunications hardware at a single leased fadilityeattle, Washington. Our systems
operations could be damaged or interrupted by flived, power loss, telecommunications failure diéns, earthquake and similar events.
We do not have backup systems or a formal disestewvery plan, and we may not have sufficient bessninterruption insurance to
compensate us for losses from a major interrup@amputer viruses, physical or electronic breakaind similar disruptions could cause
system interruptions, delays and loss of critiabdand could significantly diminish our reputataomd brand name and prevent us from
providing services and accepting and fulfilling mmer orders.

OUR PLANNED GROWTH WILL CONTINUE TO PLACE A SIGNIFI CANT STRAIN ON OUR
MANAGEMENT, OPERATIONAL AND FINANCIAL RESOURCES

We have rapidly and significantly expanded our apiens and will further expand our operations tdrads potential growth of our product
and service offerings and customer base. This esiganvill continue
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to place a significant strain on our managemerdratnal and financial resources. We need to sty execute our expansion of our
distribution centers and customer service centaiscantinue to improve our transaction-processimtj@erational and financial systems,
procedures and controls. We also need to expaaid,and manage our employee base. Our currentlandga personnel, systems,
procedures and controls may not be adequate tamsigupd effectively manage our future operations. May not be able to hire, train, retain,
motivate and manage required personnel or to ssitdysidentify, manage and exploit market oppoiti@és, which may limit our growth.

WE FACE SIGNIFICANT INVENTORY RISK ARISING OUT OF BANGES IN CONSUMER DEMAND AND PRODUCT CYCLES.
WE FACE ADDITIONAL INVENTORY RISKS BECAUSE OUR INVETORY MANAGEMENT SYSTEMS ARE NOT WELL
INTEGRATED AND BECAUSE CERTAIN OF OUR OPERATIONALROCESSES ARE MANUAL

We are exposed to significant inventory risks assalt of seasonality, new product launches, rapahges in product cycles and changes in
consumer tastes with respect to our products.derdio be successful, we must accurately predéstetiirends and avoid overstocking or
understocking products. Demand for products, howean change significantly between the time inggnis ordered and the date of sale. In
addition, when we begin selling a new products particularly difficult to forecast product demaacturately. These issues are particularly
pronounced with respect to our inventory of produbat are based on current trends, like toys.laréato optimize inventory will harm our
shipping margins by requiring us to make partighstents from one or more locations.

We may also be exposed to inventory risk if welarable to negotiate satisfactory terms and conditigith our manufacturers, distributors
and other suppliers. The acquisition of certaire/pf inventory, or inventory from certain souraesy require a significant lead-time and
prepayment, and such inventory may not be returndfdecarry a broad selection and significant inventevels of products, and we may
unable to sell products in sufficient quantitiesdaring the relevant selling seasons.

We are also exposed to significant inventory ris&sause our inventory forecasting, purchasingjvexg reconciliation, accounting and
payment systems are not well developed and are@lbintegrated. The lack of systems integratiorkesait a difficult and manual process to
receive inventory, reconcile inventory invoiceptaochase orders, account for inventory efficientbguest refunds from suppliers and pay
supplier invoices. In addition, certain manual gpienal processes further complicate our abilitynenage inventory efficiently.

Any one of the factors set forth above may requé¢o mark-down or write-off inventory. Substantratentory mark-downs or writeffs will
decrease gross margins. In the fourth quarter 89 1@e incurred inventory-related charges whiclmiicantly decreased our gross margins.

ENTERING NEW BUSINESS AREAS WILL REQUIRE SIGNIFICAN T EXPENSE AND COULD STRAIN
MANAGEMENT, FINANCIAL AND OPERATIONAL RESOURCES

We intend to expand our operations by promoting oeesomplementary products, services or sales ftranad by expanding our product or
service offerings. This will require significantditional expense and could strain our managemmmanéial and operational resources. We
cannot expect to benefit in these new markets tt@nfirst-to-market advantage that we experienoetie online book market. Our gross
margins in these new business areas may be loarrmtlr existing business activities. In additioe, way have limited or no experience in
these new business areas. We may not be able am@xqur operations in a cost-effective or timelynmexr. Any new business that our
customers do not receive favorably could damageeputation and brand name.

IF WE DO NOT SUCCESSFULLY EXPAND AND OPERATE OUR DI STRIBUTION CENTERS, OUR
BUSINESS COULD BE HARMED

If we do not successfully expand our distributigremations to accommodate peak volumes, or if atridution centers fail to operate
properly, it could significantly limit our abilityo meet customer demand. During the fiscal yeaeemkcember 31, 1999, we added
distribution centers in Nevada, Georgia, Kentudignsas, North Dakota, Germany and the UK. Moshe$¢ distribution centers are or will
be
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highly automated, and we have had limited expedemith automated distribution centers. The tworiligtion centers we operated prior to
1999, in Washington and Delaware, are manuallyaipdr We are not experienced in coordinating andagiag distribution operations in
geographically distant locations. Because it ifidlift to predict sales increases and lead timesiéveloping distribution centers are long, we
may overexpand our facilities, which may result in excesgentory, warehousing, fulfilment and distributioapacity. We also need to rel
flexibility within our distribution and logisticsetwork, including the ability to manage the opemadil challenges of shipping namiform anc
heavy products as part of the fulfillment of tolgaronics, home improvement and other productrstde

THE DISPROPORTIONATE AMOUNT OF OUR NET SALES THAT W E EXPECT TO REALIZE DURING
THE FOURTH QUARTER OF OUR FISCAL YEAR PLACES SIGNIF ICANT STRAIN ON OUR BUSINESS

Because we expect a disproportionate amount ofieusales to be realized during the holiday seastre fourth quarter of our fiscal year,
we face significant risks in the fourth quarter. Way fail to accurately predict the optimal invemttevels at our distribution centers for the
fourth quarter. If we do not stock popular produntsufficient amounts during the fourth quarted dail to meet customer demand, it could
significantly impact our revenue and our futurevgifo If we overstock products, we may be requirethke significant inventory marnttewns
or write-offs, which could reduce gross marginstha fourth quarter of 1999, we incurred inventoglated charges, which significantly
decreased our gross margins. A failure to optirmgzentoryat our distribution centers will harm our shippim@rgins by requiring us to ma
partial shipments from one or more locations. Iditoih, we may experience a decline in our shippimaygins due to complimentary upgra
and split-shipments necessary to ensure timelyaslifor the holiday season. If too many custonaesess our Web sites within a short
period of time due to increased holiday demandmag experience system interruptions that make oelp ¥ites unavailable or prevent us
from efficiently fulfilling orders, which may redeche volume of goods we sell and the attractivenésur products and services, and may
also harm our brand. In addition, we may be unabbdequately staff our distribution and custoneevise centers during these peak periods.
Finally, our new automated distribution centers rfealyto operate properly, which will interfere Wibur ability to meet customer demand.

WE MAY NOT BE SUCCESSFUL IN OUR EFFORTS TO EXPAND INTO INTERNATIONAL MARKETS

We plan to expand our presence in internationaketar We have relatively little experience in pasing, marketing and distributing
products or services for these markets and mapenfit from any first-to-market advantages. It W@ costly to establish international
facilities and operations, promote our brand irdéiomally, and develop localized Web sites andest@nd other systems. We may not suc
in our efforts in these countries. Our revenuemfioternational activities may not offset the exgeof establishing and maintaining foreign
operations and therefore may never be profitable.

Our international sales and operations are sutjegtnumber of risks inherent in selling and opegaabroad, including, but not limited to,
risks with respect to:

- currency exchange rate fluctuations,
- local economic and political conditions,
- disruptions of capital and trading markets,

- restrictive governmental actions (such as rdgtris on transfer of funds and trade protectionsuess, including export duties and quotas
and custom duties and tariffs),

- changes in legal or regulatory requirements,
- import or export licensing requirements,

- limitations on the repatriation of funds,

- difficulty in obtaining distribution and support,
- nationalization,
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- laws and policies of the US affecting trade, fgneinvestment and loans, and
- tax and other laws.

As the international online commerce market cor@mio grow, competition in this market will likeilytensify. We may have to compete with
local companies who understand the local marketsritan we do and who have better local brandengoognition than we do. In addition,
governments in foreign jurisdictions may reguldie Internet or other online services in such aasasontent, privacy, network security,
encryption or distribution. This may affect ourlahito conduct business internationally. We may Ipe able to hire, train, retain, motivate
and manage required personnel, which may limitggawth in international markets.

OUR BUSINESS COULD SUFFER IF WE ARE UNSUCCESSFUL INMAKING AND INTEGRATING
BUSINESS COMBINATIONS AND STRATEGIC ALLIANCES

We plan to continue to expand our operations andeh@resence by entering into business combingtionestments, joint ventures or other
strategic alliances with other companies. Theses#etions create risks such as:

- difficulty assimilating the operations, technojaand personnel of combined companies,

- disruption of our ongoing business, includingsla§ management focus on existing businesses &ed wiarket developments,
- problems retaining key technical and managegasgnnel,

- expenses associated with amortization of goodwidl other purchased intangible assets,

- additional operating losses and expenses of eadjbusinesses,

- impairment of relationships with existing emplege customers and business partners, and

- losses that may arise from our equity investments

We may not succeed in addressing these risks.

As part of our business strategy, we intend todase the number of our strategic investments diati@ts with online commerce businesses
and other companies pursuant to which they paicasding or other fees, such as fees to estaltidgiranded stores on our Web sites or to
participate in our auction or zShops services. @i believe these arrangements will have a pesditiypact on our results of operations,
particularly our gross margins, this strategy mat/be successful and these transactions createamddirisk. For example, for strategic
alliances where we create a co-branded store okvebrsite, we may experience difficulty integratthg other company's systems to create a
seamless customer experience, the other companypenagable to pay amounts owed to us in the ftancewe may suffer harm to our brand
if the other company fails to meet our standardsfstomer service, Web site performance and pyivahich would decrease customer
satisfaction with our Web sites. In addition, besmawe often take a portion of our fees for esthbiga co-branded store in shares of capital
stock of the other company, we may never realieduh value of that portion of the fee.

We may not be able to make business combinatiotis@ategic investments that are acceptable th net, our gross margins may not
improve and may even deteriorate. In addition bthginesses we have acquired, and in the futuream@yire, may incur operating losses.

WE MAY NOT BE ABLE TO ADAPT QUICKLY ENOUGH TO CHANG ING CUSTOMER REQUIREMENTS
AND INDUSTRY STANDARDS

Technology in the online commerce industry changpglly. We may not be able to adapt quickly enotggbhanging customer requirements
and preferences and industry standards. Competittans introduce new products and services with tesfinologies. These changes and the
emergence of new industry standards and practadd cender our existing Web sites and proprietachnology obsolete. To succeed, we
must enhance our Web site responsiveness, funtitioaad features, acquire and license leading
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technologies, enhance our existing services, dpvadwev services and technology and respond to téogical advances and emerging
industry standards and practices on a cost-effeetnd timely basis.

THE LOSS OF OUR SENIOR MANAGEMENT COULD NEGATIVELY AFFECT OUR BUSINESS.

We depend on the continued services and performafnmer senior management and other key persopasdicularly Jeffrey P. Bezos, our
chief executive officer and chairman of the bo&k do not have "key person" life insurance policie®e loss of any of our executive
officers or other key employees could harm our hess.

WE RELY ON A SMALL NUMBER OF SUPPLIERS; OUR BUSINES S WOULD BE HARMED IF OUR
CURRENT SUPPLIERS STOP SELLING MERCHANDISE TO US ON ACCEPTABLE TERMS

Although we increased our direct purchasing fronmufiacturers during 1999, approximately 30% of albar purchases during 1999 were
from three major vendors, Ingram Book Group, Ba&éraylor, Inc. and Valley Media, Inc., from whichewpurchase book, music, DVD and
video titles. We do not have long-term contractarmangements with most of our vendors to guarathieavailability of merchandise,
particular payment terms or the extension of criédits. Our current vendors may stop selling mearatise to us on acceptable terms. We
may not be able to acquire merchandise from otingplgers in a timely and efficient manner and ooegtable terms.

WE MAY NOT BE ABLE TO ACQUIRE OR MAINTAIN APPROPRIA TE DOMAIN NAMES

We hold rights to various Web domain names, inclgdiAmazon.com," "Amazon.co.uk," "Amazon.de" an&Hops.com." Governmental
agencies typically regulate domain names. Theagatgns are subject to change. We may not betatdequire or maintain appropriate
domain names in all countries in which we do bussn&urthermore, regulations governing domain namasnot protect our trademarks and
similar proprietary rights. We may be unable toverd third parties from acquiring domain names #ratsimilar to, infringe upon or

diminish the value of our trademarks and other petgry rights.

THE LONG-TERM VIABILITY OF THE INTERNET AS A MEDIUM FOR COMMERCE IS NOT
CERTAIN

Consumer use of the Internet as a medium for corrisra recent phenomenon and is subject to aléngh of uncertainty. While the
number of Internet users has been rising, theretanfrastructure may not expand fast enough tetrie increased levels of demand. The
increased use of the Internet as a medium for canenaises concerns regarding Internet securilighbitity, pricing, accessibility and quali
of service. If use of the Internet does not corgitmigrow, or grows at a slower rate than we gudig, or if the necessary Internet
infrastructure or complementary services are neelipped to effectively support growth that may acecwr business would be harmed.

WE MAY BE SUBJECT TO PRODUCT LIABILITY CLAIMS IF PE OPLE OR PROPERTY ARE HARMED
BY THE PRODUCTS WE SELL

As we enter new lines of business, we may incrgassell products, such as toys and home improvémemucts, that may increase our
exposure to product liability claims relating tag@nal injury, death or property damage causedibly products, and that may require us to
take actions such as product recalls. We mainiafility insurance, but we cannot be certain thataverage will be adequate for liabilities
actually incurred or that insurance will continoebe available to us on economically reasonabtedegif at all. In addition, some of our
vendor agreements with our suppliers do not indgmus from product liability.

GOVERNMENT REGULATION OF INTERNET COMMERCE IS EVOLV ING AND UNFAVORABLE CHANGES
COULD HARM OUR BUSINESS

We are subject to general business regulationdaavalor regulations regarding taxation and acaessitine commerce. These laws or
regulations may impede the growth of the Intermedtber online services. Regulatory authorities mdgpt specific laws and regulations
governing the Internet or online commerce. Thegalegions may cover taxation, user privacy, pricicgntent, copyrights, distribution,
electronic contracts, and characteristics and tyualiproducts and services. Changes in consunoéegiion laws also
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may impose additional burdens on companies comtybiiisiness online, both in the US and internalipnidis not clear how existing laws
governing issues such as property ownership, salé®ther taxes, libel and personal privacy appihé Internet and online commerce.
Unfavorable resolution of these issues may harnmbasmess.

In addition, many states currently regulate "autdicand "auctioneers" in conducting auctions ang ragulate online auction services. States
may also regulate consumerdonsumer fixed price online markets, like zShogss Tould, in turn, diminish the demand for ourdurots an
services and increase our cost of doing business.

WE COULD BE REQUIRED TO COLLECT TAXES ON THE PRODUC TS WE SELL

In accordance with current industry practice, wendbcurrently collect sales taxes or other taxils vespect to shipments of goods into st
other than Washington. In addition, we collect \éeAdded Tax, or VAT, for products that are ordesedvww.amazon.co.uk and
www.amazon.de and shipped into European Union meptaetries. Our new distribution center and cugtoservice center networks, and
any future expansion of those networks, along witter aspects of our evolving business, may résaltiditional sales and other tax
obligations. One or more states or foreign coustmay seek to impose sales or other tax collectidigations on out-of-jurisdiction
companies which engage in electronic commerce adowA successful assertion by one or more statés®ign countries that we should
collect sales or other taxes on the sale of medibarcould result in substantial tax liabilities fiast sales, decrease our ability to compete
with traditional retailers and otherwise harm ousibess.

Recent federal legislation limits the imposition state and local taxes on Internet-related sklel998, Congress passed the Internet Tax
Freedom Act, which places a three-year moratoriarstate and local taxes on Internet access, uslesstax was already imposed prior to
October 1, 1998, and on discriminatory taxes ontedaic commerce. There is a possibility that Cesgrmay not renew this legislation in
2001. If Congress chooses not to renew this leislaUS state and local governments would betisdmpose new taxes on electronically
purchased goods. The imposition of taxes on gooldsaver the Internet by US state and local govenmisiwould create administrative
burdens for us and could reduce one competitivartdge that the purchase of goods over the Intenwefpossesses.

The European Commission is currently evaluatiny A3 position on electronic commerce transactidhi& possible that future VAT
legislation in the European Union or changes tobusiness model may result in additional VAT cdilgt obligations and administrative
burdens.

WE COULD BE LIABLE FOR UNLAWFUL OR FRAUDULENT ACTIV ITIES BY USERS OF OUR
AUCTION AND ZSHOPS SERVICES

We may be unable to prevent users of our auctionz&mops services from selling unlawful goodsromfselling goods in an unlawful
manner. We may face civil or criminal liability fonlawful and fraudulent activities by our auctemd zShops users. Any costs we incur as a
result of liability relating to the sale of unlawiyoods, the unlawful sale of goods, the fraudutentipt of goods or the fraudulent collection
of payments could harm our business.

In running our auction and zShops services, wearlgellers of goods to make accurate represensaéind provide reliable delivery and on
buyers to pay the agreed purchase price. For atioauand zShops services, we do not take respititysfor delivery of payment or goods
and while we can suspend or terminate the accadintsers of auctions or zShops who fail to fulfileir delivery obligations to other users,
we cannot require users to make payments or dajiveds. We do not compensate users who believehidnsy been defrauded by other users
except through our guarantee program. Under theagtee program, fraudulent activities by our auctad zShops users, such as the
fraudulent receipt of goods and the fraudulentemibn of payments, may create liability for usabidition, we are aware that governmental
agencies are currently investigating the conducintihe auctions.
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WE COULD BE LIABLE FOR BREACHES OF SECURITY ON OUR WEB SITE AND FRAUDULENT
ACTIVITIES OF USERS OF OUR AMAZON.COM PAYMENTS PROG RAM

A fundamental requirement for electronic commescthé secure transmission of confidential infororativer public networks. Although we
have developed systems and processes to preveduleat credit card transactions and other sechriqches, failure to mitigate such fraud
or breaches may impact our financial results.

The law relating to the liability of providers ofiline payment services is currently unsettled. \Wargntee payments made through
Amazon.com Payments up to certain limits for batiidrs and sellers, and we may be unable to prexsns of Amazon.com Payments from
fraudulently receiving goods when payment may mobiade to a seller or fraudulently collecting pagtaavhen goods may not be shippe

a buyer. Our liability risk will increase as a lardraction of our sellers use Amazon.com PaymeXityg.costs we incur as a result of liability
because of our guarantee of payments made throagtzén.com Payments or otherwise could harm ounbssi In addition, the
functionality of Amazon.com Payments depends otagethird-party vendors delivering services. sl vendors are unable or unwilling to
provide services, Amazon.com Payments will notiable (and our businesses that use Amazon.com Ragmmy not be viable).

WE COULD BE SUBJECT TO RISKS ASSOCIATED WITH INFORM ATION POSTED ON OUR WEB
SITE BY THIRD PARTIES

Our Web site features customer reviews of the ptsdwe sell and customer ratings of sellers oraogtions and zShops sites. Although
these reviews and ratings are generated by custcamnernot by us, it is possible that a claim cdiddnade against us for reviews and ratings
posted on our Web site. If we become liable fooiinfation posted on our Web site by customers, wéddoe harmed and may be forced to
discontinue certain services.

WE MAY NOT BE ABLE TO ADEQUATELY PROTECT OUR INTELL ECTUAL PROPERTY RIGHTS OR
MAY BE ACCUSED OF INFRINGING INTELLECTUAL PROPERTY RIGHTS OF THIRD PARTIES

We regard our trademarks, service marks, copyriglaents, trade dress, trade secrets, proprittaeiyology and similar intellectual prope

as critical to our success, and we rely on tradkntapyright and patent law, trade secret protectiod confidentiality and/or license
agreements with our employees, customers, paramerethers to protect our proprietary rights. Weehiaeen issued a number of trademarks,
service marks, patents and copyrights by US arelgnrgovernmental authorities. We also have aptiethe registration of some other
trademarks, service marks, copyrights and pateritsei US and internationally. In addition, we héiled US and international patent
applications covering certain of our proprietarghtieology. Effective trademark, service mark, coghytj patent and trade secret protection
may not be available in every country in which prtwducts and services are made available online pFtection of our intellectual property
may require the expenditure of significant finahaiad managerial resources.

Third parties that license our proprietary riglsisch as trademarks, patented technology or copgdghaterial, may take actions that
diminish the value of our proprietary rights or wégtion. In addition, the steps we take to protectproprietary rights may not be adequate
and third parties may infringe or misappropriate capyrights, trademarks, trade dress, patentsamithr proprietary rights. Other parties
may claim that we infringed their proprietary rightVe have been subject to claims, and expectrttinee to be subject to legal proceedings
and claims, regarding alleged infringement by @erisors and us of the trademarks and other iotaliéproperty rights of third parties. St
claims, whether or not meritorious, may resultie expenditure of significant financial and man&ieesources, injunctions against us or
imposition of damages that we must pay. We may teethtain a license from third parties who alltiggt we have infringed their rights, but
such license may not be available on terms accleptalus, or at all.
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WE CANNOT BE SURE THAT THE YEAR 2000 PROBLEM WILL N OT AFFECT OUR BUSINESS

Thus far, we have had no significant problems eeldab year 2000 issues associated with the compuséems, software, other property and
equipment we use. However, we cannot guarante¢hbgiear 2000 problem will not adversely affeat business, operating results or
financial condition at some point in the futureeSklanagement's Discussion and Analysis of Findi@iadition and Results of Operations -
- Year 2000 Implications."

OUR STOCK PRICE IS HIGHLY VOLATILE

The trading price of our common stock fluctuatemiicantly. For example, during the fiscal yeaded December 31, 1999 (as adjusted for
the 3-for-1 split of our common stock on Januarg999 and the 2-for-1 split of our common stockSaptember 1, 1999), the reported sale
price of our common stock on the NASDAQ Nationalrkd was as high as $113.00 and as low as $4110§hpee. Trading prices of our
common stock may fluctuate in response to a nurmbevents and factors, such as:

- quarterly variations in operating results,
- announcements of innovations,

- new products, services and strategic developn®nts or our competitors, or business combinatarsinvestments by us or our
competitors,

- changes in our operating expense levels or lpsses
- changes in financial estimates and recommendatgrsecurities analysts,
- performance by other online commerce companias, a

- news reports relating to trends in the Internetk) music, DVD/video, toys, electronics, softwareleo game, home improvement produ
auctions, consumer-to-consumer fixed price onlirmekats, or other product or service industries.

Any of these events may cause our stock priceltofhich may adversely affect our business andriiting opportunities. In addition, the
stock market in general and the market pricesrftarhet-related companies in particular have egpesd significant volatility that often has
been unrelated to such companies' operating peafocen These broad market and industry fluctuatiozg adversely affect the trading price
of our common stock regardless of our operatindoperance.

EXECUTIVE OFFICERS AND DIRECTORS
The following tables set forth certain informatimgarding the executive officers and Directorshef Company as of March 23, 2000:

EXECUTIVE OFFICERS

NAME AGE POSITION

Jeffrey P. Bezos.......cccccoevveeeeeinnns 36 Founder, Chief Executive Officer and Chairman
of the Board

Joseph Galli, Ir......coovvviiiiiiiiens 41 President and Chief Operating Officer

Warren C. JEeNSON........ccceeeviuieeeennnns 42 Senior Vice President, Chief Financial
Officer and Chief Accounting Officer

John D. Risher.........cccccovivvevenne... 34 Senior Vice President and General Manager, US
Retail Group

Diego Piacentini...........cccceeeevunnen. 39 Senior Vice President and General Manager,
International

Richard L. Dalzell............ccccovveenne 42 Vice President and Chief Information Officer

Mark J. BrittO........ccccuvvvviieeeeennnnn. 35 Vice President, Strategic Alliances

Jeffrey A. Wilke.......coooceieiinnnnenn. 33 Vice President and General Manager,
Operations

Mark S. PeeK......cccccevvcvvvieiniinnenn. 42 Vice President, Finance
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JEFFREY P. BEZOS. Mr. Bezos has been ChairmaneoBtard of Amazon.com since founding it in 1994 @mikf Executive Officer since
May 1996. Mr. Bezos served as President from faundintil June 1999 and Treasurer and Secretary Maym1996 to March 1997. From
December 1990 to June 1994, Mr. Bezos was employdlE. Shaw & Co., a Wall Street investment fillecoming Senior Vice President
in 1992. From April 1988 to December 1990, Mr. Bexnms employed by Bankers Trust Company, becomiog Rresident in February
1990. Mr. Bezos is also a director of drugstore.cmm Mr. Bezos received his B.S. in Electricagifreering and Computer Science from
Princeton University.

JOSEPH GALLI, JR. Mr. Galli joined Amazon.com im&ul1999 as President and Chief Operating OfficenmFL980 until June 1999, Mr.

Galli held a variety of positions with The BlackdaBecker Corporation, culminating as presidentlacB and Decker's Worldwide Power

Tools and Accessories. As president, he supertisedharketing, sales, manufacturing, engineeringnte, MIS, purchasing and product
service departments. Mr. Galli received a B.S. iisiBess Administration from the University of No@larolina and an M.B.A. from Loyola
College.

WARREN C. JENSON. Mr. Jenson joined Amazon.comept8mber 1999 as Senior Vice President, Chief Eiaa®fficer and Chief
Accounting Officer. Before joining Amazon.com, Mienson was the Chief Financial Officer and Exeeutlice President for Delta Air Lin
from April 1998 to September 1999. From Septemi®&21to April 1998, Mr. Jenson served as Chief FaerOfficer and Senior Vice
President for the National Broadcasting CompanyQNE subsidiary of General Electric, and partitgpan efforts to develop MSNBC, the
cable-Internet joint news venture between NBC andrddoft. Mr. Jenson earned his Masters of Accauryta- Business Taxation, and B.S.
in Accounting from Brigham Young University.

JOHN D. RISHER. Mr. Risher has served Amazon.cor@easor Vice President and General Manager, USilR&taup since February 2000.
Mr. Risher joined Amazon.com in February 1997 ase\Rresident of Product Development. Mr. Risherestas Senior Vice President of
Product Development from November 1997 to Febr@@80 and as Vice President of Product Development February 1997 to Novemt
1997. From July 1991 to February 1997, Mr. Ristedd la variety of marketing and project managemesitjpns at Microsoft Corporation,
including Team Manager for Microsoft Access andrirr and Product Unit Manager for MS Investor, M#oft's Web site for personal
investment. Mr. Risher received his B.A. in CompiaeaLiterature from Princeton University and hisB/A. from Harvard Business School.

DIEGO PIACENTINI. Mr. Piacentini joined Amazon.coas Senior Vice President and General Manager natienal in February 2000.
From April 1997 until joining Amazon.com, Mr. Piat@i was Vice President and General Manager, EuadpApple Computer, Inc., with
responsibility for Apple Computer's operations iré@pe, the Middle East and Africa. From April 1986April 1997, Mr. Piacentini was
European Sales Director of Apple Computer, Incni-May 1995 until April 1996, Mr. Piacentini was Gxeal Manager of Apple Computer's
Italy operations, and before that, from Septemi®®ito May 1995, Mr. Piacentini was Apple Compust&ales Director for Italy. Mr.
Piacentini joined Apple Computer in 1987. Priothat time he held a financial management positidfiaimpresit in Italy. Mr. Piacentini
received a degree in Economics from Bocconi Unitsens Milan, Italy in 1985.

RICHARD L. DALZELL. Mr. Dalzell joined Amazon.commiAugust 1997 as Vice President and Chief Inforama©®fficer. From February
1990 to August 1997, Mr. Dalzell held several mamagnt positions within the Information Systems Biwn at Wal-Mart Stores, Inc.,
including Vice President of Information Systemafrdanuary 1994 to August 1997. From 1987 to 1990 MIzell acted as the Business
Development Manager for E-Systems, Inc. Prior toifg E-Systems, Inc. he served seven years in the UntsdsSArmy as a teleprocess
officer. Mr. Dalzell received a B.S. in Engineerifigm the United States Military Academy, West Roin

MARK J. BRITTO. Mr. Britto has served as Vice PdEsit, Strategic Alliances since August 1999. FromeJ1999 to August 1999, Mr.
Britto served as Director of Business Developmbtit.Britto joined Amazon.com in June 1999 as péthe acquisition of Accept.com,
which he co-founded in October 1998 and served\adsaPresident. From October 1994 through Octdl9&8, Mr. Britto was Executive
Vice President of Credit Policy at FirstUSA Bankyerve he was responsible for their credit risk managnt practice. Prior to that, he served
as Senior Vice President of Risk Management atoNaBank. Mr. Britto
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received an M.S. in Operations Research and aiB18dustrial Engineering and Operations Reseamm the University of California at
Berkeley.

JEFFREY A. WILKE. Mr. Wilke has served as Vice Rdesit and General Manager, Operations since Segteh¥99. Previously, Mr. Wilk
held a variety of positions at AlliedSignal fromaBto 1999, including Vice President and Generahdger of the Pharmaceutical Fine
Chemicals unit from March 1999 to September 199B@General Manager of the Carbon Materials and T@olgies unit from August 1997
February 1999. Prior to his employment at Allied®i he was an information technology consultaih windersen Consulting. He receive
B.S.E. in chemical engineering from Princeton Ursity and has an M.B.A. and Master of Science iencical engineering from the
Massachusetts Institute of Technology.

MARK S. PEEK. Mr. Peek joined Amazon.com in Mard0R as Vice President, Finance, and has been eglecbecome Chief Accounting
Officer beginning April 1, 2000. Prior to joiningmazon.com, Mr. Peek was, since 1990, a partnéedhtiependent public accounting firm
of Deloitte & Touche LLP where he served as leadinga for a number of that firm's multi-nationatiaology clients. Mr. Peek joined
Deloitte & Touche in 1980. Mr. Peek received a BnSAccounting, Economics and International Busiies1980 from Minnesota State
University.

BOARD OF DIRECTORS

NAME AGE POSITION

Jeffrey P. Bezos.......cccccoeuueeeenn. 36 Fou nder, Chief Executive Officer and Chairman of
the Board

Joseph Galli, Jr.........coeeeinnnnnns 41  Pre sident and Chief Operating Officer
Tom A. AIberg......ccccoeuvveeennnnen. 60 Man aging Director of Madrona Venture Group, L.L.C.
Scott D. COOK.......uveveiriiiieennns 47 Cha irman of the Executive Committee of Intuit, Inc.
L. John DO€rr......cvvvveveiieaaaaannn 48 Gen eral Partner, Kleiner Perkins Caufield & Byers
Patricia Q. Stonesifer.................. 43 Co- Chair of the Bill and Melinda Gates Foundation

ITEM 2. PROPERTIES

The Company does not own any real estate. Itsipahoffice facilities in the US are located in seal leased facilities in Seattle, Washington
under leases that expire in August 2000 througheBaper 2009. The Company's office facilities in tH& comprise a total of approximately
730,000 square feet. The Company's warehousindudfiitinent operations for its US Books, Music ab¥D/video segment and its Early-
Stage Businesses and Other segment are housephirdestribution centers located in Seattle, Wagtin; New Castle, Delaware; Fernley,
Nevada; Lexington, Kentucky; Campbellsville, KerkycMcDonough, Georgia; Coffeyville, Kansas and @&t&orks, North Dakota. The
distribution centers comprise a total of approxighaB.8 million square feet. The Seattle and Delavehistribution center leases expire in
October 2000 and October 2002, respectively, aadamaining distribution center leases expire f&i¥@8 through 2015.

The Company leases additional properties in Eufopis International segment, including approxielatl21,000 square feet of office space
in Germany and the UK and a distribution centezanh country with a combined 690,000 square feavailable space. The UK subsidiary
will begin leasing an additional 500,000 squaré talistribution center space in Marston Gate,|&ng in April 2000. The lease for the
German distribution center, located in Bad Hersf@drmany, expires in December 2009. The leasthéonew Marston Gate distribution
center expires in March 2025.

ITEM 3. LEGAL PROCEEDINGS

In January and February 2000, three federal classndawsuits were filed against the Company asdavholly owned subsidiary, Alexa
Internet. The lawsuits, entitled Newby v. Alexadmtet and Amazon.com, Inc. (filed January 6, 2@®€he Northern District of California),
Bieles v. Alexa Internet and Amazon.com (filed Jayul4, 2000, in the Northern District of Califaa)j and Supnick v. Amazon.com and
Alexa
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Internet (filed February 11, 2000, in the Westeistiirt of Washington), allege that Alexa Interedtacking and storage of Internet Web
usage paths violates federal and state statutégfinog computer fraud, unfair competition, andauthorized interception of private
electronic communications, as well as common lamsgniptions against trespass and invasion of pyivébe complaints seek actual,
statutory, and punitive damages, as well as réistituon behalf of all users of Alexa Internet'sWfevigation service, as well as injunctive
relief prohibiting Alexa Internet from tracking astbring such information or disclosing it to thpdrties. Although the Company disputes
allegations of wrongdoing in these complaints, ¢hgan be no assurance that the Company will pravtilese lawsuits. In addition, the
Federal Trade Commission has requested informatidndocuments regarding Alexa Internet's pracaceshas opened a formal
investigative file in connection with its inquirfhe Company is cooperating voluntarily with the &ed Trade Commission's investigation.

From time to time, the Company is subject to othgal proceedings and claims in the ordinary coofdmisiness, including claims of alleged
infringement of trademarks, copyrights and othéeliactual property rights. The Company currenglyiot aware of any such legal
proceedings or claims that it believes will haveividually or in the aggregate, a material advef§ect on its business, prospects, financial
condition and operating results.

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

No matters were submitted for a vote of stockhadgrthe Company during the fourth quarter of thkaryended December 31, 19
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PART II
ITEM 5. MARKET FOR THE REGISTRANT'S COMMON STOCK AN D RELATED STOCKHOLDER MATTERS
Market Information

The common stock is traded on the Nasdaqg Natiorzek&t under the symbol "AMZN." The following taldets forth the high and low sale
prices for the common stock for the periods indidats reported by the Nasdaq National Market.

HIGH LOW
Year ended December 31, 1998
First Quarter........coocovvvvvvvveeevceeeeeees $ 735 $4.15
Second QUarer....cccveeeeeeeeeeeeeeeeieeeeeeeee 17.46  6.43
Third QUarter.......ccccccovevvvicciiiieieeees 2450 10.83
Fourth Quarter.......ccooovvvvviviiiiinenenes L 60.31 13.33
Year ended December 31, 1999
First Quarer......cccovveeeeviiveeeeeiieeees $99.56 $42.13
Second QUarter....coccveeeeeeeeeeeeeeeieeieeeeee 110.63 44.88
Third QUarter.....cccccoevvvvvviiccieee 85.00 41.00
Fourth Quarter.......ccooevvvviviiiiinenenees L 113.00 61.00

The prices in this table have been adjusted tectthe 2-for-1 stock split effected June 1, 1988,3-for-1 stock split effected January 4,
1999, and the 2-for-1 stock split effected Septanihd999.

Holders

As of February 29, 2000, there were 3,981 stocldrsldf record of the common stock, although theeemuch larger number of beneficial
owners.

Dividends

We have never declared or paid cash dividends oeaumon stock. We intend to retain all future @aga to finance future growth and,
therefore, do not anticipate paying any cash dividen the foreseeable future. In addition, werasgricted from paying cash dividends un

our senior discount notes. See "Management's Dismuand Analysis of Financial Condition and ResoftOperations -- Liquidity and
Capital Resources."

Recent Sales of Unregistered Securities

None.
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ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA

The following selected consolidated financial dsttauld be read in conjunction with the consoliddbeancial statements and the notes
thereto and the information contained herein iml#& "Management's Discussion and Analysis of Fir@rCondition and Results of
Operations." Historical results are not necessarijcative of future results.

YEARS ENDED DECEMBER 31,

1 999 1998 1997 1996 199 5

(IN THOUSANDS, EXCEPT PER SHARE DATA)
STATEMENT OF OPERATIONS DATA(1):

Net sales.......cccoevvveiniiiiiieennn, $1,6 39,839 $609,819 $147,787 $15,746 $ 511
Costof sales........cccoevevriivieennnns 1,3 49,194 476,155 118,969 12,287 409
Gross profit.......ccccccceeeneeeninennn. 2 90,645 133,664 28,818 3,459 102
Operating expenses:
Marketing and sales.............ccceeou. 4 13,150 132,654 40,077 6,081 200
Technology and content..................... 1 59,722 46,424 13,384 2,377 171
General and administrative................. 70,144 15,618 6,741 1,408 35
Stock-based compensation................... 30,618 1,889 1,211 36 -
Amortization of goodwill and other
intangibles........cccccceeveeniiininn. 2 14,694 42,599 -- -- --
Merger, acquisition and investment-related
COSES. it 8,072 3,535 -- -- --
Total operating expenses............... 8 96,400 242,719 61,413 9,902 406
Loss from operations............cccceeevunee (6 05,755) (109,055) (32,595) (6,443) ( 304)
Interest income.......... 45,451 14,053 1,901 202 1
Interest expense..... ( 84,566) (26,639) (326) (5) --
Other income, net 1,671 - - - -
Net interest income (expense) and
Other....ccoovvviiiiicee ( 37,444) (12,586) 1,575 197 1
Loss before equity in losses of equity-method
INVESTEES......eviieieiiieeiiee e 6 43,199) (121,641) (31,020) (6,246) ( 303)
Equity in losses of equity-method
INVESLEES....coiiiieeiiiie e ( 76,769)  (2,905) - - -
Net 10SS....coviiiiiiieiiii e $(7 19,968) $(124,546) $(31,020) $(6,246) $ ( 303)
Basic and diluted loss per share(2).......... $ (2.20) $ (0.42) $ (0.12) $(0.03) $ (O .00)

Shares used in computation of basic and
diluted loss per share(2).........cc....... 3 26,753 296,344 260,682 222,542 172, 728

DECEMBER 31,

1999 1998 1997 1996 19 95

(IN THOUSANDS)
BALANCE SHEET DATA(L):

Cash...cccve e $ 116,962 $25,561 $ 1,876 $ 864 $ 804
Marketable securities... 589,226 347,884 123,499 5,425 192
Working capital........cccccoeeiiiiiniiennnnn. 273,243 262,679 93,158 1,698 920
Total assetS.......cvveveeeeeieieiiiiiiiiieees 2,471,551 648,460 149,844 8,434 1, 084
Long-term debt......... 1,466,338 348,140 76,702 -- --

Stockholders' equity 266,278 138,745 28,591 2,943 977

(1) Reflects restatement for pooling of intereStse Notes 1 and 2 of Notes to Consolidated FinbStiements.
(2) For further discussion of loss per share seefNd and 10 of Notes to Consolidated Financigk8tants.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS
FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K includes forwardking statements within the meaning of the Pri&geurities Litigation Reform Act of
1995. This Act provides a "safe harbor" for forwdmdking statements to encourage companies to geguiospective information about
themselves so long as they identify these stateraentorward looking and provide meaningful cawdigrstatements identifying important
factors that could cause actual results to diffemfthe projected results. All statements othen tatements of historical fact, including
statements regarding industry prospects and fuaswts of operations or financial position, madéhis Annual Report on Form 10-K are
forward looking. We use words such as "anticipatéslieves," "expects," "future" and "intends" asichilar expressions to identify forward-
looking statements. Forward-looking statementeotfinanagement's current expectations and areeinttyeuincertain. The Company's actual
results may differ significantly from managemeetpectations. This following discussion includessard-looking statements regarding
expectations of future profitability of the US badbusiness, gross margin, improvement in oper&issgyand sales, all of which are inhere
difficult to predict. Actual results could differgmificantly for a variety of reasons, includingethate of growth of the Internet and online
commerce, the amount that the Company investsvinlnssiness opportunities and the timing of thosestments, customer spending
patterns, the mix of products sold to customessntiix of revenues derived from product sales aspawed to services, risks of inventory
management, and risks of distribution and fulfilmhehroughput and productivity. These risks andeutainties, as well as other risks and
uncertainties that could cause the Company's actaalts to differ significantly from managemembgpectations, are described in greater
detail in the section entitled "Business -- Additib Factors That May Affect Future Results,"” whialong with the following discussion,
describes some, but not all, of the factors thatcdcoause actual results to differ significantlgrfr management's expectations.

RESULTS OF OPERATIONS

Net Sales
1999 % CHANG E 1998 9% CHANGE 1997
(IN THOUSANDS)
Net sales......c.co........ $1,639,839  169% $609,819 313%  $147,787

Net sales include the selling price of productsl ¢ us, net of returns and gift certificate distisiiand also include outbound shipp
charges. Shipping revenue was $239 million, $94ltlom and $24.8 million in 1999, 1998 and 1997spectively. Net sales also include
commissions from auctions and zShops transactimsh include sales commissions, placement feedesslfrom payment service
transactions.

Growth in net sales in 1999 and 1998 reflects aifiignt increase in units sold due to the growftbur customer base, repeat purchases from
existing customers, increased international saled the introduction of new product offerings. Ténasw product offerings include music :
DVD/video in June and November of 1998, respedgfivielys and electronics in July 1999 and home imgneent, software and video games
in November 1999. We increased our issuance of gtiomal gift certificates to customers in 1999 tompote new product lines, however,
which partially offset such growth in net saleseT@ompany had approximately 16.9 million, 6.2 milliand 1.5 million cumulative customer
accounts as of December 31, 1999, 1998 and 19§7ectvely. The percentage of orders by repeabmests increased from 64% in the
fourth quarter of 1998 to 73% in the fourth quade1999. The increase in net sales in 1998 wasstially due to the launch of the UK ¢
German focused Web sites in October 1998.
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Sales to customers outside of the US representaddmately 22%, 20% and 25% of net sales for th&ry ended December 31, 1999, 1998
and 1997, respectively.

Gross Profit

1999 % CHANG E 1998 % CHANGE 1997
(IN THOUSANDS)
Gross profit.................. $290,645 117% $133,664 364%  $28,818
Gross margin.................. 17.7% 21.9% 19.5%

Gross profit consists of net sales less the cosalefs, which consists of the cost of merchandikkte customers, as well as inbound and
outbound shipping costs and the cost of tangilyplses used to package product for shipment tooomsts. Gross profit increased in 1999
and 1998 in absolute dollars, reflecting the Comgfsaimcreased sales volume. Gross margin decréadé99 due to the introduction of new
product lines, particularly toys and electroniasj anventory-related charges of approximately $3ian incurred in the fourth quarter of
1999. We also increased our issuance of promotigiftadertificates to customers in 1999 to promthiese new product lines, which decre:
net sales and, therefore, gross margin. Additignale realized lower shipping margins in 1999 duwart increase in partial shipments to
satisfy holiday demand and because of split shipsneam one or more locations, which was causedunyfailure to optimize inventory at
our distribution centers. Gross margin increasetbi®8 as compared to 1997 as a result of improvesnemproduct costs through improved
supply chain management, including increased dpeathasing from publishers, as well as higher @Vshipping margins. These two fact
more than offset the impact of aggressive prodticing and lower music and video margins.

As noted above, outbound shipping costs are indiileost of sales. Gross profit from shipping, ethiepresents shipping revenues less
outbound shipping costs, was $11.7 million, $18iian and $4.4 million in 1999, 1998 and 1997, pestively.

We expect our overall gross margin to approach g@%he first quarter of 2000 and for the year.

We believe that offering our customers attractixiegs is an essential component of our busineategly. For example, we offer everyday
discounts of 50% on every book on the New York T&rhestseller list, up to 40% on hundreds of thodsanf titles and up to 85% on certain
"special value" editions. We may in the future enxgbar increase the discounts we offer to our custsrand may otherwise alter our pricing
structure and policies in a manner that may adiyensgact gross profit and gross margin.

We intend to continue to expand our operationsrbyneting new or complementary products or sales&ts and by expanding the breadth
and depth of our product and service offerings.sSmargins attributable to new business areas maljfferent from those associated with
our existing business activities. To the extenhgumduct lines become larger components of ossale would expect a corresponding
impact on overall product gross margin.

We believe that the Amazon.com Commerce Networktesild to increase gross margins in the future seshe revenue associated with the
activities conducted by Amazon.com Commerce Netvgenkerates substantially higher gross profit thenGompany's sale of products. See
"Business -- Additional Factors That May Affect &g Results -- Our business could suffer if welarguccessful in making and integrating
business combinations and strategic alliances."

Organizations responsible for promulgating accaowgnsitandards are currently reviewing the finansialement classification of, and
accounting for, fulfillment and order processingtsoand other items by a number of e-commerce coiepancluding Amazon.com. The
review by these accounting organizations may leatketv accounting standards that could requiresitiate or all of our fulfillment and order
processing costs be classified as costs of salecuifently include these costs in Marketing aneésSa hese new standards could also
require us to capitalize certain of our fulfillmeartd order processing costs in inventory. We ctiyre@xpense these costs as incurred. We will
adjust our accounting and classification of fulfidnt and order processing costs if required by @ttty organizations or by the SEC.
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Marketing and Sales

1999 % CHANG E 1998 % CHANGE 1997
(IN THOUSANDS)
Marketing and sales........... $413,150 211% $132,654 231%  $40,077
Percentage of net sales....... 25.2% 21.8% 27.1%

Marketing and sales expenses consist of advertipiognotional and public relations expendituresdidrcard fees and payroll and related
expenses for personnel engaged in marketing, gellia fulfillment activities. Fulfillment costs iwed in marketing and sales expenses
represent those costs incurred in operating afffingtalistribution and customer service centersl|uding costs attributable to receiving,
inspecting and warehousing inventories; pickingkpging and preparing customers' orders for shipnae responding to inquiries from
customers. Fulfillment costs amounted to $188.4ianil $50.3 million and $12.1 million in 1999, 1988d 1997, respectively. Marketing and
sales expenses increased in 1999 and 1998 prindaiglyfo increased payroll and related costs agsdoveth fulfilling customer demand,
increases in our advertising and promotional exjteres in the US, Germany and the UK, and increasedit card fees resulting from higher
sales. The increase in 1999 was further attribatabincreased advertising during the holiday seasal the promotion of the new toys,
electronics, software, video games and home impnew: stores. The increase in 1998 was also atititeito the entry into music and video
sales and the launch of new Web sites targetingh@my and the UK. Marketing and sales expensesdaerkas a percentage of net sales in
1999 as compared to 1998 primarily due to increas@sfillment expenses associated with our expamsf our distribution center network
and customer service staff during 1999. Marketind saeles expenses decreased as a percentagesafasein 1998 due to the significant
increase in net sales. We intend to continue overiding and marketing activities in the futurelaxpect that such expenditures will
continue to increase in absolute dollars, but, psraentage of sales, will likely decline in théufwe. We also expect that fulfillment costs will
decline as a percentage of sales in the futurediti@nal capacity of our existing distribution ¢ennetwork is more fully utilized. However,
due to risks related to market share, seasondlgtrjibution centers, inventory management andrdtoetors, advertising and marketing
expenditures and fulfillment costs may not dechisea percentage of sales.

Organizations responsible for promulgating accagnsitandards are currently reviewing the finansialement classification of, and
accounting for, fulfillment and order processingtsoand other items by a number of e-commerce coiepancluding Amazon.com. The
review by these accounting organizations may leatktv accounting standards that could requiresitiate or all of our fulfillment and order
processing costs be classified as costs of sateselnew standards could also require us to capitrtain of our fulfillment and order
processing costs in inventory. We currently expehese costs as incurred. We will adjust our actingrand classification of fulfillment and
order processing costs if required by accountimgoizations or by the SEC.

Technology and Content

1999 % CHAN GE 1998 9% CHANGE 1997
(IN THOUSANDS)
Technology and content......... $159,722  244% $46,424  247%  $13,384
Percentage of net sales........ 9.7% 7.6% 9.1%

Technology and content expenses consist princigdlpayroll and related expenses for developmatitogal, systems and
telecommunications operations personnel and cargsltsystems and telecommunications infrastrucéume costs of acquired content,
including freelance reviews. The increases in teldgy and content expenses in 1999 and 1998 wéreyly attributable to increased

staffing and associated costs related to contienbhncements to the features, content and funtitipnfiour Web sites and transaction-
processing systems, as well as increased invesimepstems and telecommunications infrastructlihese increases also were the result of
the costs of developing, introducing and operatiegy product lines, operating expenses associatbdasgjuired entities and, in 1998, the
costs of developing, introducing and operating Méeb sites targeting Germany and the UK. Technolgy content expenses increased as a
percentage of net sales in 1999 due to the sigmifinoumber of new product lines and services laghdly us
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during the year. Technology and content expense®dsed as a percentage of net sales in 1998 dlie significant increase in net sales.
Technology and content costs are generally expemsétturred, except for certain costs relatinthéodevelopment of internal-use software
that are capitalized and depreciated over estimagetul lives. We believe that continued investmenéechnology and content is critical to
attaining our strategic objectives. In additiorot@oing investments in our Web stores and infrasitine, we intend to increase investments in
products, services and international expansiora fesult, we expect technology and content expensaantinue to increase in absolute
dollars.

General and Administrative

1999 % CHA NGE 1998 % CHANGE 1997
(IN THOUSANDS)
General and administrative....... $70,144 349 % $15,618 132%  $6,741
Percentage of net sales.......... 4.3% 2.6% 4.6%

General and administrative expenses consist offlaymd related expenses for executive, financeaatmlinistrative personnel, recruiting,
professional fees and other general corporate egsehe 1999 and 1998 increases in general anidiatiative expenses were primarily a
result of increased salaries and related experssesiated with the hiring of additional personmel &gal and other professional fees related
to our growth. In both 1999 and 1998, additionglenses were incurred associated with acquiredemnéind the related international
expansion and expanded activities. We expect geardsadministrative expenses to increase in atesdiilars as we incur additional costs
to support the growth of our business.

Stock-based Compensation

1999 % CH ANGE 1998 % CHANGE 1997
(IN THOUSANDS)
Stock-based compensation.......... $30,618 1,5 21% $1,889 56%  $1,211
Percentage of net sales........... 1.9% 0.3% 0.8%

Stock-based compensation is comprised of the podi@cquisition-related consideration conditiom@dthe continued tenure of key
employees of the acquired businesses, which mudgbsified as compensation expense rather tharcasiponent of purchase price under
generally accepted accounting principles. Stocletd@®mpensation also includes stock-based changbsas option-related deferred
compensation recorded at our initial public offgrias well as certain other compensation and severarrangements. The increase in stock-
based compensation in 1999 resulted primarily femopuisitions closed in 1999. Stock-based compesrsé&tr 1998 and 1997 relates
primarily to option-related deferred compensatiecorded at the time of our initial public offering.

Amortization of Goodwill and Other Purchased Intangbles

1999 % CHANGE 1998 % CHANGE 1997

(IN THOUSANDS)
Amortization of goodwill and other
purchased intangibles............ $214,694 404%  $42,599 N/M $0

Increases in amortization of goodwill and otherghased intangibles in 1999 primarily resulted fribie amortization of goodwill and other
intangibles recorded at the time of our acquisgiohExchange.com, Alexa Internet, Accept.com, Bidecom, the catalog and online
commerce assets of Acme Electric Motor Co. (Toadb ©f the North), Back to Basics Toys and othenasitjons. In 1998, amortization
charges resulted from the amortization of goodarilll other intangibles recorded in the acquisitmindunglee and three smaller Internet
companies. We expect that amortization charges themacquisitions consummated in 1999 will incréas#g)00 based on a full year of
amortization for all of the acquisitions. It isdily that we will continue to expand our businessulgh acquisitions, which would cause
amortization of goodwill and other intangibles hcriease.
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Loss from Operations

1999 % CHANG E 1998 % CHANGE 1997
(IN THOUSANDS)
Loss from operations.......... $605,755  455% $109,055 235%  $32,595
Percentage of net sales....... 36.9% 17.9% 22.1%

Our loss from operations increased from 1997 t8188d from 1998 to 1999, due to continued expansimur business. Our operating
expenses have historically increased more quitidy bur revenues as we have expanded our operafiansexpect that our overall loss from
operations incurred in 2000 will decrease signifibaas a percentage of net sales, compared tp#raéntage in 1999.

Interest Income and Expense

1999 % CHA NGE 1998 % CHANGE 1997
(IN THOUSANDS)
Interest income.................. $45,451 223 %  $14,053 639% $1,901
Interest expense................. 84,566 217 % 26,639 8,071% 326

Interest income on cash and marketable secum@sased in 1999 due to higher investment balamsedting from the proceeds from the
issuance of $1.25 billion of 4 3/4% Convertible Sudinated Notes due 2009 (the "Convertible Subateith Notes") in February 1999 and
increased in 1998 due to the issuance of approrign®826 million gross proceeds of 10% Senior DistdNotes due May 1, 2008 (the
"Senior Discount Notes") in May 1998. Interest engeeincreased in 1999 and 1998 due to the intexpsinse associated with this debt, as
well as amortization of deferred charges associatddissuance of the notes.

On February 16, 2000, we completed an offering@d@000,000 ($680,685,000 as of February 11, 2606)875% Convertible
Subordinated Notes due 2010, also known as Premtjostable Convertible Securities, or "PEACS." Téfere, we expect interest expense
to increase in the future for interest associatid these notes.

Equity in Losses of Equity-Method Investees

(IN THOUSANDS)

Equity in losses of equity-method
iNVestees.......ccoceeveeeennn. $76,769 2,543% $2,905 N/M $0

Equity in losses of equityrethod investees represents our share of lossEsmgianies in which we have investments that givihesbility tc
exercise significant influence, but not controlepan investee. This is generally defined as areesiip interest of the voting stock of the
investee of between 20% and 50%. We made sevarayagethod investments in 1999 and increased mowestment in the equity-method
investment we made in 1998. We expect to make iadditequitymethod investments in the future. Many of the conmggin which we hav
invested to date are in the early stage of thedrajons and are incurring net losses. Therefoeegxpect to continue to record losses on our
equity-method investments.

In July 1999, one of our equitpethod investees, drugstore.com, inc., completedhitial public offering of its common stock. dstgre.con
operates an online retail store and informatiom f&it health, beauty, wellness, personal care aadnpacy products. In connection with this
transaction, we recorded a contribution to add#igraid-in capital of $13.8 million, representimg tdifference between the carrying value of
our investment and the underlying net book valudrafjstore.com after the IPO. Two of our other ggmethod investees, Pets.com and
Homegrocer.com, completed their IPOs in Februaf02ind March 2000, respectively. We therefore reitiord a contribution to additional
paid-in capital in connection with these transawicand it is reasonably possible that other equigyhod investees may complete IPOs in the
future.
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Income Taxes

We did not provide any current or deferred US faljestate or foreign income tax provision or berfeli any of the periods presented bec:
we have experienced operating losses since incepfitilization of our net operating loss carryfonds, which begin to expire in 2010, may
be subject to certain limitations under Section 8Bthe Internal Revenue Code of 1986, as ameratetipther limitations under state and
foreign tax laws. We have provided a full valuatallowance on the deferred tax asset, consistimygeily of net operating loss
carryforwards, because of uncertainty regardingeitdizability.

PRO FORMA INFORMATION

Pro forma information regarding our results, whestcludes amortization of goodwill and other intdogs, stock-based compensation, equity
in losses of equity-method investees and mergquisition and investment-related costs, is as fato

YEAR ENDED
DECEMBER 31,
1999
(IN THOUSANDS, EXCEPT
PER SHARE AMOUNT)

Pro forma loss from operations........cccccceeeee.. L $(352,371)
Proformanetloss.....cccccvvvevieeicceneees L $(389,815)
Pro forma basic and diluted loss per share......... . ... $ (1.19)
Shares used in computation of pro forma basic and d iluted

loss pershare......ccccovveeiiiceeennceeees 326,753

Using the methodology described above to derivegmmoa loss from operations, our US books busimessprofitable in the fourth quarter
1999 and we expect this business to be profitabB9D0. The pro forma results are presented formmational purposes only and are not
prepared in accordance with generally acceptedusticay principles.

LIQUIDITY AND CAPITAL RESOURCES

At December 31, 1999, our cash balance was $1libmitompared to $25.6 million at December 31,8.99ur marketable securities
balance, which includes highly liquid investmenithwnaturities of three months or less, was $583ilon and $347.9 million at December
31, 1999 and 1998, respectively.

Net cash used by operating activities amounte®@%million for 1999. This was primarily attriblie to the net loss for the year of $i
million, partially offset by non-cash charges rethto depreciation, stock-based compensation, &ation of goodwill and other purchased
intangibles, and equity in losses of equity-methnstees totaling $358.9 million, as well as $23qillion of cash provided by changes in
operating assets and liabilities. Cash providedhanges in operating assets and liabilities is grilgna function of an increase in accounts
payable and accrued liabilities, offset by an iase=in inventories and prepaid expenses and atihemnt assets. For 1998, net cash provided
by operating activities was $31 million and wasmarily attributable to non-cash expenses and ise®& accounts payable and accrued
expenses, largely offset by the net loss and ise®a inventories and prepaid expenses and other.

Net cash used in investing activities was $9228aniin 1999 and consisted of net purchases oketable securities of $265.6 millio
purchases of fixed assets of $287.1 million andh ge@sd for acquisitions and investments in busiesss $369.6 million. Net cash used in
investing activities during 1998 was $261.8 milliamd consisted of net purchases of marketable iseswf $214.5 million, purchases of
fixed assets of $28.3 million and cash paid forgsitions and investments in businesses of $19anill

Net cash provided by financing activities of $1.1on for 1999 was primarily due to $1.25 bilfiaf proceeds from the sale of ¢
Convertible Subordinated Notes in February 1996jglly offset by repayment of long-term debt, imding $178.4 million of cash paid to
repurchase a portion of our outstanding Senior@ist Notes. Net cash provided by financing acegitdof $254.5 million for 1998 primarily
resulted from

28



net proceeds of approximately $318.2 million frdre Senior Discount Notes offering offset by theasgpent of $78.1 million of long-term
debt.

As of December 31, 1999, our principal sourcesoufidlity consisted of $706.2 million of cash andrkedable securities. As of that date, our
principal commitments consisted of obligations tariding under our Convertible Subordinated Notes 209 and Senior Discount Notes
well as obligations in connection with operatingdes and commitments for advertising and promdt@mmangements. During 1999, we
undertook a substantial expansion of our distréyutienter network in the US, adding six distribntg@nters in the US. We also opened new
distribution centers in the UK and Germany. Weap#éte that our current distribution center capaicithe US will be adequate for our ne
for at least the next 12 months, but we may recaaditional capacity in international markets.

In May 1998, we completed the offering of approxieia$326 million gross proceeds of the Senior Distt Notes, in February 1999, we
completed the offering of approximately $1.25 bifliConvertible Subordinated Notes, and in Febr2@f0, we completed the offering of
E690 million of 6.875% Convertible Subordinated &otue 2010, also knows as PEACS. See Notes 75atodClonsolidated Financial
Statements incorporated by reference to ltem &adfIP

We believe that current cash and marketable sexibitilances, together with net proceeds from E&GS, will be sufficient to meet our
anticipated operating cash needs for at leastekeX? months. However, any projections of futiasttneeds and cash flows are subject to
substantial uncertainty. If current cash, marketaglcurities and cash that may be generated frematgns are insufficient to satisfy our
liquidity requirements, we may seek to sell additibequity or debt securities or to obtain credidilities from lenders. The sale of additional
equity or convertible debt securities could regutidditional dilution to the Company's stockhokldn addition, we will, from time to time,
consider the acquisition of or investment in compatary businesses, products, services and teafies]@nd the repurchase and retirement
of debt, which might impact our liquidity requirente or cause us to issue additional equity or debtrrities. There can be no assurance that
financing will be available in amounts or on terateeptable to us, if at all.

YEAR 2000 IMPLICATIONS

Many currently installed computer systems, softwamgrams and embedded data chips are programrreglaisvo-digit date field and are
therefore unable to distinguish dates beyond thle @&ntury. A failure to identify and correct anyssion-critical internal or third-party year
2000 processing problem could have a material advgperational or financial consequence to us.

We established a Year 2000 Project Team that, hegetith external consultants, developed a prof@ssddressing the year 2000 issue,
including performing an inventory, an assessmemediation procedures (to the extent necessarydestidg procedures of all mission-
critical information systems and equipment and nireely that contain embedded technology, as wetldagining assurances from all mission-
critical third parties as to their own year 2008garedness. As of the date of filing of this AnrRaport on Form 10-K, all of our mission-
critical systems have been successfully testegidar 2000 compliance, and we have not experienagdignificant year 2000 problems with
our own mission-critical systems or any missiorticai third parties. Although we have not experiethany significant year 2000 problems to
date, we plan to continue to monitor the situatitmsely.

We cannot be sure that we will be completely susfaéin our efforts to address the year 2000 isgubat problems arising from the year
2000 issue will not cause a material adverse effieaur operating results or financial conditiore 0&lieve, however, that our most
reasonably likely worst-case scenario would re@atgroblems with the systems of third parties rathan with our internal systems. We are
limited in our efforts to address the year 20006sas it relates to third parties and rely solelytte assurances of these third parties as to
year 2000 preparedne:

As part of our broader contingency planning, we asveloped business continuity plans to addreds edtical process and activity that we
believe would cause a significant disruption toragiens if not functional for 24 hours. Despiteghefforts, we cannot guarantee that the
contingency plan will adequately address all
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circumstances that may disrupt operations or thett planning will prevent circumstances that mayseaa material adverse effect on our

operating results or financial condition.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE AB  OUT MARKET RISK

We do not have any derivative financial instrumentsur marketable securities portfolio as of Deben31, 1999. However, we are exposed
to interest rate risk on debt instruments we hdld.employ established policies and procedures twagmour exposure to changes in the
market risk of our marketable securities, whichdassified as available-for-sale as of Decembed 8999 and 1998. Our Senior Discount
Notes, Convertible Subordinated Notes, PEACS ahdrdon¢-term debt have fixed interest rates and the faue of these instruments is
affected by changes in market interest rates. Weueethat the market risk arising from holdingsooi financial instruments is not material.

Our exposure to currency exchange risk through bbee 31, 1999 has not been material. However, thighcompletion of the offering of
PEACS notes on February 16, 2000, we will be exppdseurrency exchange risk because the debt ismdieated in euros while our
functional currency is the US dollar. We plan topbmy established policies and procedures to midigla¢ risk of exchange rate fluctuations.
Additionally, the conversion price for the PEACSJl&nominated in euros.

Information relating to quantitative and qualitatigisclosure about market risk is set forth belo@ im "Management's Discussion and
Analysis of Financial Condition and Results of Ggiems -- Liquidity and Capital Resources."

The table below provides information about our retaikle securities, including principal cash flows 2000 through 2004 and the related

weighted average interest rates.

Principal (notional) amounts by expected maturityJiS dollars as of December 31, 1999:

2000 2001
Commercial paper and
short-term obligations..... $37,476 $ 6,250
Weighted average interest
rate......cccoevevvreeinns 5.80% 8.58%

Corporate notes and bonds.... 2,455 102,850

Weighted average interest

rate......cccovvevvreeinns 5.80% 6.70%
Asset-backed and agency

Securities................. 32,807 81,160
Weighted average interest

rate......ccoevveevvenen. 20.20%  8.48%

Treasury notes and bonds..... 12,400 127,795

Weighted average interest
rate......ccceevvvreeinns 5.21% 6.60%

2002 2003 2004 THEREAFTER TOTAL

$12,176 $1,047 $9,599 $ 8,236 $74,784

8.96% 6.61% 6.98%  7.00%  6.84
- - - -~ 105,305

- - - ~- 668
24198 25 20,119 100,246 258,555

7.49% 7.68% 7.00% 7.97% 9.56
20,000 3,950 - - 164,145

0.00% 6.07% - -- 5.68

$56,374 $5,022 $29,718 $108,482 $602,789

Principal (notional) amounts by expected maturityJiS dollars as of December 31, 1998:

1999 2000
Commercial paper and
short-term obligations...... $114,579 $ --
Weighted average interest

rate.....ccooveeieeniinns 5.34%
Corporate notes and bonds..... 4,250 46,500
Weighted average interest

rate......cocoovevenennn. 5.90% 5.20%
Asset-backed and agency

Securities.................. -- 21,500
Weighted average interest

rate.....ccooeveeieeniinns 5.57%
Treasury notes and bonds...... 8,700 27,400
Weighted average interest

rate......cocoovevenennn. 5.63% 4.89%

Total Portfolio, excluding
equity securities $127,529 $95,400

2001 2002 2003 THEREAFTER TOTAL

$ -~ $ - $ -~ $ - $1145

5.
- - - —- 507

5.
8,746 7,087 10,086 35,497 82,9

5.16% 5.29% 5.64% 5.82% 5.
42,175 8,000 - - 86,2

4.64% 4.71% 4.

$50,921 $15,087 $10,086 $35,497 $334,5

30

ESTIMATED FAIR
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%

%
247,667

%
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%

ESTIMATED FAIR
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79  $114,180
34%
50 51,351
26%
16 83,569
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75 89,013
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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 consolidated balsineets of Amazon.com, Inc. as of December 39 &4fd 1998, and the related
consolidated statements of operations, stockhdldgtsty and cash flows for each of the three yaatle period ended December 31, 1999.
Our audits also included the financial statemehedale listed in the Index at Item 14(a). Thesarftial statements and schedule are the
responsibility of the Company's management. Oyarsibility is to express an opinion on these fahstatements and schedule based on
our audits.

We conducted our audits in accordance with audigbagdards generally accepted in the United Statesse standards require that we plan
and perform the audit to obtain reasonable assarabcut whether the financial statements are fregaterial misstatement. An audit
includes examining, on a test basis, evidence stipgadhe amounts and disclosures in the finarstatements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well asatirgj the overall financial statement
presentation. We believe that our audits providesgonable basis for our opinion.

In our opinion, the financial statements refer@alove present fairly, in all material respedts, ¢onsolidated financial position of
Amazon.com, Inc. at December 31, 1999 and 1998ttendonsolidated results of its operations andath flows for each of the three years
in the period ended December 31, 1999, in confgrmith accounting principles generally acceptethim United States. Also, in our opinion,
the related financial statement schedule, whenidered in relation to the basic financial stateragaken as a whole, presents fairly in all
material respects the information set forth therein

/'s/ ERNST & YOUNG LLP
Seattle, Washington

February 2, 2000, except for Note 15
as to which the date is February 16, 2000
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AMAZON.COM, INC.

CONSOLIDATED BALANCE SHEETS
(IN THOUSANDS, EXCEPT PER SHARE DATA)

ASSETS

DECEMBER 31,

1999 1998
Current assets:
Cash. i $ 116,962 $ 25,561
Marketable securities.........ccccoceeevveeeee. L 589,226 347,884
INVENtONES. .. 220,646 29,501
Prepaid expenses and other current assets........ ... 85,344 21,308
Total current assets......ccccevceeeeeee. L. 1,012,178 424,254
Fixed assets, net — 317,613 29,791
Goodwill, Net..cccvciiiiiiieeeeee 534,699 174,052
Other purchased intangibles, net.......ccccccc..... . ... 195,445 4,586
Investments in equity-method investees............. ... 226,727 7,740
Other investments.......ccccccovviieevicccees 144,735 --
Deferred charges and other.......ccccoccceeeeeeeee.. L 40,154 8,037
Total @ssetS....ccocvevveveviieeicceeeee $2,471,551 $648,460
LIABILITIES AND STOCKHOLDER S'EQUITY
Current liabilities:
Accounts payable.......ccccooviiniieniieeeeee $ 463,026 $113,273
Accrued expenses and other current liabilites... ... 126,017 34,413
Accrued advertising......ccccoeevvvevvccieeeee 55,892 13,071
Deferred revenue.........ccooceevvvveeenneeeee 54,790 --
Interest payable......ccccoovvveiiicics 24,888 10
Current portion of long-term debt and other...... ... 14,322 808
Total current liabilities................~— .. 738,935 161,575
Long-term debt and other..........ccccccoeveeeeeee. L 1,466,338 348,140
Commitments and contingencies
Stockholders' equity:
Preferred stock, $0.01 par value:
Authorized shares -- 150,000
Issued and outstanding shares -- none......... . ... - -
Common stock, $0.01 par value:
Authorized shares -- 1,500,000
Issued and outstanding shares -- 345,155 and 3 18,534
shares at December 31, 1999 and 1998, respect ively... 3,452 3,186
Additional paid-in capital.............cccoeeeee.. L 1,195,540 298,537
Note receivable for common stock.......ccc....... .. (1,171) (1,099)
Stock-based compensation..........ccoceeeveeeeeee. (47,806) (1,625)
Accumulated other comprehensive income (loss).... ... (1,709) 1,806
Accumulated deficit.........coooevcvcviiveeeee. (882,028) (162,060)
Total stockholders' equity.......ccoc.... . .. 266,278 138,745
Total liabilities and stockholders' equit Yeerrons $2,471,551 $648,460

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

CONSOLIDATED STATEMENTS OF OPERATIONS
(IN THOUSANDS, EXCEPT PER SHARE DATA)

YEARS ENDED DECEMBER 31,

1999 1998 1997

...... $1,639,839 $609,819 $147,787

Net Sales......uvvvvieiiieeeeeeeieeeecciis
Costof sales....ccovveeeeviieeeciiiiieeeeeeeee 1,349,194 476,155 118,969

Gross profite...cccccccveeeeeveineneeeeens L 290,645 133,664 28,818

Operating expenses:
Marketing and sales........ccccoeeeeevvcces L 413,150 132,654 40,077
Technology and content...........ccccccvvveeeeee L 159,722 46,424 13,384
General and administrative.........cccceeeeeeee. L 70,144 15,618 6,741
Stock-based compensation........ccccceceeeeeeeee. L 30,618 1,889 1,211
Amortization of goodwill and other intangibles... ... 214,694 42,599 -

8,072 3,535 -

Merger, acquisition and investment-related costs. ...

896,400 242,719 61,413

Total operating expenses........cccceeee. L. ,
Loss from operations...........ocoovecvvveveenee. L (605,755) (109,055) (32,595)
Interest iNCOMe.......ccovvvvvviviieciiceeee 45,451 14,053 1,901
Interest expense...... . (84,566) (26,639) (326)
1,671 - -

Other income, net

Net interest income (expense) and other....... .. (37,444) (12,586) 1,575

Loss before equity in losses of equity-method
...... (643,199) (121,641) (31,020)

INVESLEES....ociiiiiiee e
Equity in losses of equity-method investees........ ... (76,769) (2,905) --

NEL 0SS ..o $(719,968) $(124,546) $(31,020)

Basic and diluted loss per share...........ccoo.... . . $ (2.20) $ (0.42) $ (0.12)

Shares used in computation of basic and diluted los
...... 326,753 296,344 260,682

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

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(IN THOUSANDS)

ACCUMULATED
PREFERRED STOCK COMMON STOCK ADDITIONAL NOTE RECEIVABLE OTHER
——————————————— - -------------—--  PAID-IN FOR DEFERRED COMPREHENSIVE
SHARES AMOUNT S HARES AMOUNT CAPITAL COMMON STOCK CO MPENSATION INCOME (LOSS)
Balance at January 1, 1997.... 569 $6 1 90,836 $1,908 $ 8,135 $ - $ (612) $ -
Netloss.....ccccevreeenne - - -- -- -- -- -- -
Sale of preferred stock...... 5 - -- -- 200 -- -- -
Public stock offering, net of
$4,897 issuance costs...... - - 36,000 360 48,743 -- -- -
Conversion of preferred stock
into common stock.......... (574) (6) 41,356 414 (408) - -- -
Issuance of common stock for
fixed assets and accrued
technology and content..... -- - 2,700 26 1,474 - - -
Issuance of capital stock.... -- -- 2,540 26 3,976 - - -
Exercise of common stock
OPLiONS.....vvvveiiins - - 16,386 164 345 - - -
Deferred stock-based
compensation.... - - -- - 2,741 - (2,741) -
Amortization of deferred
stock-based compensation... - -- -- - (69) -- 1,423 -
Balance at December 31,
- 2 89,818 2,898 65,137 -- (1,930) -
- -- - - - - (35)

Change in unrealized gain on

marketable securities...... - - -- - - - - 1,841
Comprehensive loss............
Issuance of capital stock....
Exercise of common stock

OptioNS.......ccvveeeen. - -- 10,666 108 5,875 - -- --
Note receivable for common

StOCK...ceiieiiee - - -- -- -- (1,099) -- -
Deferred stock-based

compensation............... - - -- -- 2,081 -- (2,081) --
Amortization of deferred

stock-based compensation... - - - -- - -- 2,386 -

- - 18,050 180 225,444 - - --

Balance at December 31,

- 3 18,534 3,186 298,537 (1,099) (1,625) 1,806
-- -- -- - -- -- 490

Change in unrealized gain

(loss) on marketable

securities, net of

reclassification

adjustment................. - - - - - - - (4,005)
Comprehensive loss............
Issuance of capital stock.... —--  -- 10,496 105 743,169 -- - --
Exercise of common stoc

OptioNS......ccccuvininns - - 16,125 161 67,969 - - -
Initial public offering of

equity-method investee..... - - - - 13,787 - - --
Note receivable for common

StOCK. .. - - - - - (72) - --
Deferred stock-based

compensation.... - - - - 72,078 - (72,078) -
Amortization of deferred

stock-based compensation... - -- - - - - 25,897 -
Balance at December 31,
1999, - $- 3 45,155 $3,452 $1,195540  $(1,171) $(47,806)  $(1,709)

T OTAL
ACCUMULATED STOCK HOLDERS'
DEFICIT EQ uITY

Balance at January 1, 1997.... $ (6,494) $ 2,943
NEt I0SS.....oovrrrnnnn. (31,020) ( 31,020)
Sale of preferred stock...... -- 200
Public stock offering, net of

$4,897 issuance costs...... - 49,103
Conversion of preferred stock

into common stock.......... - -
Issuance of common stock for

fixed assets and accrued

technology and content..... - 1,500
Issuance of capital stock.... -- 4,002

Exercise of common stock



OPLioNS.....vvvveiieins -
Deferred stock-based

compensation............. -
Amortization of deferred

stock-based compensation... -

Balance at December 31,

(37,514)
Net 10SS......ccccvvrvenne (124,546) (1
Foreign currency translation

10SS€S....oviiiiiiiiinns -
Change in unrealized gain on
marketable securities --

Comprehensive loss............ 1
Issuance of capital stock.... - 2

OpLioNS. ... -

Deferred stock-based
compensation............... --

Amortization of deferred
stock-based compensation... -

Balance at December 31,

1998t (162,060) 1

Net 10SS......cccvvrvenne (719,968) (7

Foreign currency translation
gaiNS....coooiiieniinn, -

Change in unrealized gain
(loss) on marketable
securities, net of
reclassification

adjustment................. --
Comprehensive loss............ 7
Issuance of capital stock.... - 7
Exercise of common stock

OptioNS.......eeeveennen. --

Initial public offering of
equity-method investee..... -
Note receivable for common
Deferred stock-based
compensation............... --
Amortization of deferred
stock-based compensation... -

Balance at December 31,
......................... $(882,028) $

See accompanying notes to consolidated financ#tsients.
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OPERATING ACTIVITIES:

Net loss

Adjustments to reconcile net loss to net cash provi
(used) in operating activities:
Depreciation and amortization of fixed assets....
Amortization of deferred stock-based compensation
Equity in losses of equity-method investees
Amortization of goodwill and other intangibles...
Non-cash merger, acquisition, and investment rela

Non-cash revenue for advertising and promotional

services
Loss on sale of marketable securities
Non-cash interest expense

Net cash used in operating activities before chan
operating assets and liabilities

Changes in operating assets and liabilities, net
effects from acquisitions:
Inventories
Prepaid expenses and other current assets
Accounts payable
Accrued expenses and other current liabilities
Accrued advertising.
Deferred revenue
Interest payable

Net cash provided by changes in operating
and liabilities, net of effects from
acquIsItions..........occeveeeennnen.

Net cash provided (used) in operating
activities

INVESTING ACTIVITIES:

Sales and maturities of marketable securities

Purchases of marketable securities

Purchases of fixed assets

Acquisitions and investments in businesses, net of
acquired

Net cash used in investing activities....
FINANCING ACTIVITIES:
Proceeds from issuance of capital stock and exercis
stock options
Proceeds from long-term debt...
Repayment of long-term debt....
Financing costs

Net cash provided by financing activities
Effect of exchange rate changes....................
Net increase in cash
Cash at beginning of period

Cash at end of period............ccoeevveeernnns

SUPPLEMENTAL CASH FLOW INFORMATION:
Fixed assets acquired under capital leases

Fixed assets acquired under financing agreements...

Stock issued in connection with business acquisitio
Equity securities of other companies received for n
revenue for advertising and promotional services.

AMAZON.COM, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(IN THOUSANDS)
YEARS ENDED DECEMBER 31,
1999 1998 1997
........ $ (719,968) $(124,546) $ (31,020)
ded
........ 36,806 9,421 3,442
........ 30,618 2,386 1,354
........ 76,769 2,905 --
........ 214,694 42,599 -
ted
........ 8,072 1,561 -
........ (5,837) - -
........ 8,688 271 -
........ 29,171 23,970 64
ges in
........ (320,987) (41,433) (26,160)
of
........ (172,069) (20,513) (8,400)
........ (60,628) (16,758)  (3,055)
........ 330,166 78,674 30,172
........ 65,121 21,615 5,274
........ 42,382 9,617 2,856
........ 262 - -
........ 24,878 (167) -
assets
........ 230,112 72,468 26,847
........ (90,875) 31,035 687
........ 4,024,551 332,084 4,311
........ (4,290,173) (546,509) (122,385)
........ (287,055) (28,333) (7,603)
cash
........ (369,607) (19,019) -
........ (922,284) (261,777) (125,677)
e of
........ 64,469 14,366 53,358
........ 1,263,639 325,987 75,000
........ (188,886) (78,108) (47)
........ (35,151) (7,783)  (2,309)
........ 1,104,071 254,462 126,002
........ 489 (35) -
........ 91,401 23,685 1,012
........ 25,561 1,876 864
........ $ 116,962 $ 25561 $ 1,876
........ $ 25850 $ -- $ 3,463
........ 5,608 - 1,500
ns...... 774,409 217,241 -
on-cash
........ 54,402 - -
........ 59,688 26,629 326

Cash paid for interest, net of amounts capitalized.

See accompanying notes to consolidated financ#tsients.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NOTE 1 -- ACCOUNTING POLICIES
Description of Business

Amazon.com, Inc. (Amazon.com or the Company) waseriporated in July 1994 and opened its virtual da@or the Web in July 1995.
Amazon.com is an Internet retailer offering morarntti8 million unique items in categories includbv@pks, music, DVD/video, toys,
electronics, software, video games and home impnew products. Amazon.com offers a free electrgréeting card service and also
provides a community of online shoppers with aryeasl safe way to purchase and sell a large setecfiproducts through Amazon.com
Auctions and zShops.

Business Combinations and Investments

For business combinations that have been accotmteaider the purchase method of accounting, thag@2my includes the results of
operations of the acquired business from the dadequisition. Net assets of the companies acquredecorded at their fair value at the date
of acquisition. The excess of the purchase pri@r the fair value of tangible and identifiable imgéble net assets acquired is included in
goodwill in the accompanying consolidated balarsess.

One business combination in 1998 was accountedfder the pooling of interests method of accountinghis case, the assets, liabilities
stockholders' equity of the acquired entity was lsmrad with the Company's respective accounts atrded values. The consolidated
financial statements reflect the restatement gbafiods presented to include the accounts of¢haieed entity accounted for under the
pooling of interests method of accounting. Thedristl results of the pooled entity reflect itswedtoperating cost structures and, as a result,
do not necessarily reflect the cost structure efrtewly combined entity. The historical resultsndd purport to be indicative of future results.

Investments in affiliated entities in which the Qmamy has the ability to exercise significant inflae, but not control, of an investee,
generally an ownership interest of the voting stotketween 20% and 50%, are accounted for un@eedhity method of accounting.
Accordingly, under the equity method of accountitng, Company's share of the investee's earninigsois included in the consolidated
statements of operations. The Company recordsviesstments in equity-method investees on the cafaet balance sheets as "Investments
in equity-method investees" and its share of thestees' earnings or losses in "Equity in lossesjaity-method investees." The portion of
the Company's investment in an equity-method ireeetitat exceeds its claim of the net assets ahtlestee, if any, is assigned to goodwiill
and amortized over a period of three years. Thelgdbamount, which was $24.8 million as of DecemBg&, 1999, is included in
"Investments in equity-method investees" in theoagganying consolidated balance sheets, and thetizatmn of the goodwill is included in
"Equity in losses of equity-method investees" ia #tcompanying consolidated statements of operation

All other investments, which consist of investmefotswhich the Company does not have the abilitgxtercise significant influence, are
accounted for under the cost method of accounbigdends and other distributions of earnings frotiner investees, if any, are included in
income when declared. The Company periodicallyeatak the carrying value of its investments acamlifdr under the cost method of
accounting and as of December 31, 1999 and 1988,isuestments were recorded at the lower of cossbmated net realizable value.

Principles of Consolidation

The consolidated financial statements include to®ants of the Company and its wholly owned subsies. All significant intercompany
balances and transactions have been eliminated.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
Use of Estimates

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdass#ts and liabilities and disclosure of contihgssets and liabilities at the date of the
financial statements and the reported amountsvefmges and expenses during the reporting periodiahcesults could differ from those
estimates.

Marketable Securities

The Company's marketable securities, which copsistarily of high-quality short- to intermediaterte fixed income securities and money
market mutual funds, are classified as availabieséde and are reported at fair value. UnrealizEidggand losses are reported, net of taxes, a:
a component of stockholders' equity within accurrmadlather comprehensive income. Unrealized lossestarged against income when a
decline in fair value is determined to be othenttemporary. The specific identification methodisd to determine the cost of securities
sold. The Company classifies all investments oh@smarketable securities, including highly ligundestments with maturities of three
months or less, and reflects the related cash fasnavesting cash flows. As a result of the cfaggion of highly liquid investments within
marketable securities, a significant portion of @@mpany's gross marketable securities purchasematurities disclosed as investing cash
flows is related to highly liquid investments.

Inventories
Inventories, consisting of products available falesare valued at the lower of cost (specific idieation) or market.
Fixed Assets

Fixed assets are stated at cost less accumulapeelciition and amortization, which includes the dination of assets recorded under capital
leases. Fixed assets are depreciated on a stimightasis over the estimated useful lives of tbmets (generally two to ten years). Fixed a:
purchased under capital leases are amortized taighg-line basis over the lesser of the estimatsaful life of the asset or the lease term.

Included in fixed assets is the cost of interna-ssftware, including software used in connectidth the Company's Web sites. The
Company expenses all costs related to the developofénternal-use software other than those ireniduring the application development
stage. Costs incurred during the application dgraknt stage are capitalized and amortized oveegtimated useful life of the software
(generally two years).

Goodwill, Net

Goodwill, net, represents the excess of the puecpase over the fair value of assets acquiredusiness acquisitions accounted for under the
purchase method. Goodwill is presented net ofe@dlatcumulated amortization and is being amortizexst lives ranging from two to four
years.

Other Purchased Intangibles, Net

Other purchased intangibles, net, include ideti@antangible assets purchased by the Companyapity in connection with business
acquisitions. Other purchased intangibles are ptedeet of related accumulated amortization ardaing amortized over lives ranging
from two to four years.
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Long-Lived Assets

The carrying values of intangible assets and dtreg-lived assets, including equity-method investtegare reviewed on a regular basis for
the existence of facts or circumstances, bothniaifr and externally, that may suggest impairm&otdate, no such impairment has been
indicated.

Fair Value of Financial Instruments

The carrying amounts for the Company's cash, adsquayable and other liabilities approximate faitue. The fair market value for long-
term debt and marketable securities is based oteduoarket prices where available.

Deferred Charges

Deferred charges consist of fees associated wétlisuance of the Company's debt. The fees arg baiortized and included in interest
expense over the life of the related debt.

Deferred Revenue
Deferred revenue consists of advertising fees tedoeed in the future under agreements existitigeabalance sheet date.
Income Taxes

The Company recognizes deferred tax assets arilitigsbbased on differences between the finameipbrting and tax bases of assets and
liabilities using the enacted tax rates and lavas #éine expected to be in effect when the differsraze expected to be recovered. The Com
provides a valuation allowance for deferred taxetsstor which it does not consider realization wétsassets to be more likely than not.

Revenue Recognition

The Company recognizes revenue from product saétgf any promotional gift certificates, when fireducts are shipped to customers,
which is also when title passes to customers. Quithghipping charges are included in net salesasamalinted to $239.0 million, $94.1
million and $24.8 million in 1999, 1998 and 199%spectively. Revenue from gift certificates is iguaed upon product shipment following
redemption. The Company provides an allowancedt@ssreturns based on historical experience. R@gefiam services are recorded at the
time the related service is performed.

During 1999, the Company recorded approximatel $fllion of revenue associated with noncash tretisas whereby the Company
received equity securities of other companies tharge for advertising and promotional servicdsetprovided for a fixed period of time.
The Company recorded the fair value of the conatitar on the date received, $54.4 million, ancegnizing revenue ratably over the term
of the agreements as the advertising and promdtsemaices are provided.

Cost of Sales

Cost of sales consists of the actual cost of prizdoarchased for resale and related in-bound sigpgharges, out-bound shipping charges,
and the actual cost of tangible supplies used ¢t&gme products for shipment to customers. Outbahifbing charges and the cost of tang
supplies used to package products for shipmenigtomers totaled $227.3 million, $75.9 million &®0.4 million in 1999, 1998 and 1997,
respectively.
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Fulfillment Costs

Included in marketing and sales expense are fulitit costs, which consist of the cost of operading staffing distribution and customer
service centers. Such costs include those attibuta receiving, inspecting and warehousing inegas; picking, packaging and preparing
customers' orders for shipment; and respondingduifies from customers. Fulfillment costs amourtte188.4 million, $50.3 million and
$12.1 million in 1999, 1998 and 1997, respectively.

Advertising Costs

The cost of advertising is expensed as incurredtiteoyears ended December 31, 1999, 1998 and 89T ompany incurred advertising
expense of $140.9 million, $60.2 million and $2miflion, respectively.

Technology and Content

Technology and content expenses consist princigdlpayroll and related expenses for developmatitogal, systems and
telecommunications operations personnel and cargsltsystems and telecommunications infrastruemidecosts of acquired content.

Technology and content costs are generally expemsé@tturred, except for certain costs relatinthéodevelopment of internal-use software,
including those relating to the Company's Web sitest are capitalized and depreciated over estidhaseful lives.

Stock-Based Compensation

The Company has elected to follow Accounting Pples Board Opinion No. 25, Accounting for Stockulsd to Employees (APB No. 25),
and related interpretations, in accounting foeitgployee stock options rather than the alterndsiveralue accounting allowed by Statement
of Financial Accounting Standards (SFAS) No. 128¢@unting for Stock-Based Compensation. APB Nop@ivides that the compensation
expense relative to the Company's employee stotikregpis measured based on the intrinsic valub®btock option. SFAS No. 123 requires
companies that continue to follow APB No. 25 toyide a pro forma disclosure of the impact of appdyihe fair value method of SFAS No.
123.

Foreign Currency Translation

The functional currency of the Company's foreighsidiaries is the local currency. Assets and litiedl of foreign subsidiaries are translated
into US dollars at year-end exchange rates, anehieas and expenses are translated at averag@mateding during the year. Translation
adjustments are included in accumulated other cehgmsive income, a separate component of stockisbltguity. Transaction gains and
losses arising from transactions denominated urgency other than the functional currency of thétg involved, which have been
insignificant, are included in the consolidatedestzents of operations. To date, the Company hasezhinto no foreign currency exchange
contracts.

Concentrations of Credit Risk

Financial instruments that potentially subject @@mmpany to concentrations of credit risk consigsigpally of its holdings of cash and
marketable securities. The Company's credit riskasaged by investing its cash and marketable isiesun high-quality money market
instruments and securities of the US governmenttgraencies, foreign governments and high-quatitporate issuers. At December 31,
1999 and 1998, the Company had no significant aunagons of credit risk.
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Earnings (Loss) Per Share

Basic earnings per share excludes any dilutivectffef options, warrants and convertible securitdasic earnings per share is computed
using the weighted average number of common sluatstanding, net of shares subject to repurchasegithe period. Diluted earnings per
share is computed using the weighted average nuaflsammon and common stock equivalent sharesandstg during the period.
Common equivalent shares are excluded from the atatipn if their effect is antidilutive.

As a result of the Company's initial public offegim May 1997, all preferred stock automaticallyeerted into common stock. Accordingly,
the 1997 net loss per share is a pro forma losshmme based on the weighted average number afssbhcommon stock outstanding and
preferred stock on an "as if* converted basis anting during each period. The Company believesthiigis a more meaningful presentation
of earnings per share for periods prior to itsgahipublic offering.

New Accounting Pronouncements

In December 1999, the Securities and Exchange Cessioni staff released Staff Accounting Bulletin 61, Revenue Recognition in
Financial Statements (SAB No. 101), which provide&lance on the recognition, presentation andaksice of revenue in financial
statements. SAB No. 101 did not impact the Compamyenue recognition policies.

In June 1998, the Financial Accounting Standardsr8¢FASB) issued SFAS No. 133, Accounting for Dative Instruments and Hedging
Activities. As amended by SFAS No. 137, SFAS N& ieffective for all fiscal quarters of all fidgaears beginning after June 15, 2000.
SFAS No. 133 requires that all derivative instrutsdye recorded on the balance sheet at their dilev Changes in the fair value of
derivatives are recorded each period in curremtiegs or other comprehensive income, dependinglwetlver a derivative is designed as part
of a hedge transaction and, if it is, the type eddpe transaction. The Company has not yet detednimeimpact of the adoption of SFAS No.
133 on its consolidated financial statements oirlass practices.

Reclassifications
Certain prior year balances have been reclasgifiednform to the current year presentation.
NOTE 2 -- BUSINESS COMBINATIONS

The Company completed the following acquisitionsrty1999: e-Niche Incorporated (Exchange.com),eptecom Financial Services
Corporation (Accept.com), Alexa Internet (AlexajyéBid.com, Inc. (LiveBid) the catalog and onlinentmerce assets of Acme Electric
Motor Co. (Tool Crib) and Back to Basics Toys, I{Back to Basics). Each acquisition was recordeadgue purchase method of account
under APB Opinion No. 16. Results of operationsefach acquired company have been included in tiaadial results of the Company from
the closing date of each transaction forward.

In accordance with APB Opinion No. 16, all ideratifle assets were assigned a portion of the cabeafcquired companies (purchase price)
on the basis of their respective fair values. Igible assets were identified and valued by considehe Company's intended use of acquired
assets and analysis of data concerning productsm®ogies, markets, historical financial perform@rand underlying assumptions of future
performance. The economic and competitive envirartrimewhich the Company and the acquired compaoypesate was also considered in
the valuation analysis.

Approximately $2.8 million of the purchase pricetioé Accept.com and Alexa transactions attributabie-process research and
development efforts has been expensed because, tate of acquisition, technological feasibilitgchnot been established and no alternative
future uses existed. Purchased in-process
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research and development was identified and vadyeddependent valuation through discussions wighacquired companies' management
and the analysis of data concerning developmentalyets, their respective stage of developmentiithe and resources needed to complete
them, their expected income generating abilitygeamarkets and associated risks.

On May 14, 1999, the Company completed its acqoisitf Exchange.com, a developer of Internet malkees and related online
communities that bring together buyers and setierare and hard-to-find items. In connection witih acquisition, the Company assumed alll
outstanding Exchange.com stock options and issi838944 shares of Amazon.com common stock to exailiof the outstanding common
shares of Exchange.com. Substantially all of tir@pmately $145 million purchase price was allecato goodwill and other purchased
intangibles. The goodwill and substantially all@tipurchased intangible assets are being amoitizedstraight-line basis over lives
averaging approximately three years. Pursuantadaims of the agreement, the Company may be eshtorissue additional shares with a
value of up to $27.5 million one year after thewsijjion date dependent on certain performancesgediich would increase the purchase
price by this amount.

On May 14, 1999, the Company completed its acqoisitf LiveBid, a technology provider for live, evebased auctions on the Internet. In
connection with the acquisition, the Company asshalkeoutstanding LiveBid stock options and iss688,770 shares to acquire all of the
outstanding common shares of LiveBid. Substantalllpf the approximately $40 million purchase prigas allocated to goodwill and other
purchased intangibles. The goodwill and other pasel intangible assets are being amortized omiglstiline basis over lives averaging
approximately three years.

On June 9, 1999, the Company completed its acourigif Accept.com, an e-commerce company develof@olgnology to simplify person-
to-person and business-to-consumer transactiotisedimternet. In connection with the acquisitidre Company assumed all outstanding
Accept.com stock options and issued 1,755,356 slair&mazon.com common stock to acquire all ofdgbtstanding common shares of
Accept.com. Substantially all of the approximat®h89 million purchase price was allocated to godidmid other purchased intangibles. The
goodwill and substantially all other purchasednigile assets are being amortized on a straigatHasis over lives averaging approximately
three years.

On June 10, 1999, the Company completed its a¢muisif Alexa, a developer of a Web navigation santhat works with Internet browsers
to provide useful information about the sites beirgyved and suggests related sites. In connectitintive acquisition, the Company assumed
all outstanding Alexa stock options and issued %488 shares of Amazon.com common stock to acallicd the outstanding common
shares of Alexa. Substantially all of the approxeha$250 million purchase price was allocateddodwill and other purchased intangibles.
The goodwill and substantially all other purchasgéngible assets are being amortized on a strdiighbasis over lives averaging
approximately three years.

On October 1, 1999 and November 8, 1999, respéygtitlee Company completed its acquisition of thealmy and online commerce assets of
Tool Crib, a retailer of home improvement produeis] its acquisition of Back to Basics, a cataletgiter of toys. In connection with these
acquisitions, the Company issued a total of 1,512 ghares of Amazon.com common stock. Of the ajppetely $112 million aggregate
purchase price, approximately $105 million wasadted to goodwill and other purchased intangiblée goodwill and substantially all other
purchased intangible assets are being amortizedstraight-line basis over lives averaging appratety four years.

The Company made additional immaterial acquisitidmsng 1999 totaling $44.1 million. The Compangued 200,370 shares of common
stock to effect these acquisitions.

In connection with certain acquisitions, the Comphas conditioned a portion of the overall consatien on the continued tenure of key
employees. Under generally accepted accountingiptés, a portion of this amount is accounted ocampensation rather than as a
component of purchase price. Consequently, a
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maximum of $85.4 million in additional consideratirelating to the Company's acquisitions for 1938 e recorded as compensation
expense and classified between stock-based contmnaad merger, acquisition and investment-relatests in the results of operations.
Amounts will be "earned" based on tenure of certaiployees and will be recognized as expense operiad of 12-36 months.

In April 1998, the Company acquired all of the dasling capital stock of three international Inetroompanies. The aggregate purchase
price of the three acquisitions, plus related cesrgvas approximately $55 million. The considerafar the acquisitions was comprised of
common stock and cash. The Company issued an aggrebapproximately 6.4 million shares of commtuotk to effect the transactions.
The goodwill and other purchased intangibles amegoamortized on a straight-line basis over tworgea

In August 1998, the Company acquired all the ontlitey capital stock of Junglee Corp. (Junglee)grewas a leading provider of advan
Web-based virtual database technology to help gfrsfind and discover products on the Internet. Company issued approximately 9.4
million shares of common stock and assumed altaiting options and warrants in connection withabeguisition of Junglee. The Junglee
acquisition was accounted for under the purchadbadeof accounting, with substantially all of thgpaoximately $180 million purchase pr
allocated to goodwill and other purchased intarggibThe goodwill and substantially all other pusdthintangible assets are being amortized
on a straight-line basis over lives averaging axipnately three years.

The pro forma consolidated financial information years ended December 31, 1999 and 1998, detatrami all acquisitions had occurred
on January 1 of each year, would have resulte@tisaes of $1.7 billion and $685.0 million, netdmf $864.5 million and $416.6 million,
and basic and diluted loss per share of $2.65 antll $respectively. This unaudited pro forma infation is presented for illustrative
purposes only and is not necessarily indicativihefresults of operations in future periods or lteghat would have been achieved had
Amazon.com and the acquired companies been comHbuméaty the specified periods.

In August 1998, the Company exchanged common sindloptions for all of the outstanding capital ktoE Sage Enterprises, Inc.
(PlanetAll). The Company issued approximately 4ifion shares of common stock and assumed all antihg options in connection with
the merger. The PlanetAll merger was accounted$a pooling of interests and, as a result, thepgaoyis consolidated financial statements
have been restated for all periods presented. fllhimgsued approximately 167,000 shares of cagitatk for proceeds of approximately $1.0
million and approximately 896,000 shares of cagtatk for proceeds of approximately $7.4 millionJanuary 1998 and April 1998,
respectively.

Net sales for PlanetAll were not significant andlInes was $4.1 million and $3.4 million for thenaimonths ended September 30, 1998
the year ended December 31, 1997, respectivelyghalepresent separate results of the combined éht@ugh the periods preceding the
merger. There were no significant intercompanydaations between the two companies and no signtfimanforming accounting
adjustments.
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NOTE 3 -- MARKETABLE SECURITIES

The following tables summarize, by major secunjye, the Company's marketable securities:

DECEMBER 31, 1999

GROSS GROSS
AMORTIZED UNREALIZED UNREALIZED ESTIMATED
COST GAINS LOSSES FAIR VALUE

(IN THOUSANDS)
Commercial paper and short-term

obligations..........ccccoceeiieenns $ 74,203 $ 8 $ (654) $73,557
Corporate notes and bonds............... 105,282 - (1,438) 103,844
Asset-backed and agency securities...... 252,874 136 (5,343) 247,667
Treasury notes and bonds................ 169,021 32 (4,895) 164,158
$601,380 $176 $(12,330) $589,226
DECEMBER 31, 1998
GROSS GROSS
AMORTIZED

UNREALIZED UNREALIZED ESTIMATED
COST GAINS LOSSES FAIR VALUE

(IN THOUSANDS)
Commercial paper and short-term
obligations............ccceeevveenns $114,158 $ 22 $ - $114,180
Corporate notes and bonds............... 51,242 112 3) 51,351
Asset-backed and agency securities...... 83,611 98 (140) 83,569
Treasury notes and bonds................ 88,952 230 (169) 89,013
Equity securities.........ccccceee..... 8,080 1,691 -- 9,771

$2,153 $(312) $347,884

At December 31, 1999, the Company also had invedsrie noncurrent available-for-sale equity se@sitncluded in "Other
investments" (Note 6).

The following table summarizes contractual matesitf the Company's marketable securities as oémber 31, 1999:

AMORTIZED ESTIMATED
COST FAIR VALUE

(IN THOUSANDS)
Due within one year..............cccccovveeevnenns ... $52,331  $51,943
Due after one year through five years.............. ... 296,175 289,616
Asset-backed and agency securities with various
maturities

....................................... ... 252,874 247,667

$601,380  $589,226

The gross realized gains and losses on sales itélaleafor-sale securities were $6.7 million and $15.4 millimspectively, for the year enc
December 31, 1999. Gross realized gains and |lasssales of available-for-sale securities weresigntificant for the years ended December
31, 1998 or 1997.

Activity in unrealized gains (losses) on availafilesale securities was as follows:

FOR THE YEARS ENDED DECEMBER 31,

1999 1998 1997
(IN THOUSANDS)
Unrealized holding gains (losses) arising during
PEriod.....ccviiieiieieee e $(12,698)  $1,841 $--
Less: reclassification adjustment for losses includ ed
in net loss

...................................... ... 8,693 - -



Net unrealized gains (losses) on available-for-sale
SECUIMLIES. ...evviie e
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NOTE 4 -- FIXED ASSETS

Fixed assets, at cost, consist of the following:

DECEMBER 31,

(IN THOUSANDS)

Computers, equipment and software .. $187,345 $ 35,848

Leasehold improvements.........c.ccccceevvevnnnns ... 43,968 5,535
Leased asSets........ccoccvvveeienvrieeniineeenn. ... 52,374 442
Construction in progress.........eeeeveveeeeene ... 83,290 1,760

366,977 43,585
Less accumulated depreciation and amortization..... ... (49,364) (13,794)

Fixed assets, net .. $317,613 $29,791

The Company capitalized approximately $3.4 millidrinterest during the year ended December 31, .1999

NOTE 5 -- GOODWILL AND OTHER PURCHASED INTANGIBLES
Goodwill and other purchased intangibles are staétaf related accumulated amortization, as faslow

DECEMBER 31,

(IN THOUSANDS)
.. $747,720 $215,637
. (213,021) (41,585)

534,699 174,052

GoodWill........oooeeiiiiiiiiie
Less accumulated amortization

Goodwill, net

Other purchased intangibles........................

239,717 5,600
Less accumulated amortization

(44,272)  (1,014)

... $195,445 $ 4,586

Other purchased intangibles, net

NOTE 6 -- INVESTMENTS

The Company has several equity-method investmealsded in "Investments in equity-method investéedhe accompanying consolidated
balance sheets. At December 31, 1998, the Companly £quity-method investment was a 46% ownersttgrest in drugstore.com, inc.
(drugstore.com). In no cases does the Companythavability to control these investees. At Decen8ier1999, the Company's equity-
method investees and the Company's approximatershipanterest in each investee, based on outsigratiares, were as follows:

PERCENTAGE
COMPANY OWNERSHIP
7= = TR oo o o T 21.9%
drugstore.CoM....uuuieiiiiiieeiiiieeeeieeeees 26.7%
(7= T= Uo7 ] 4 1 OOPPI 49.0%
HOMeEGIrOCer.COM....uuviiiiiiiiiiiieeeeeeeeeeeeieeeee 28.0%
KOZMO.COM.coviiiiiiiiiiieeeeeeeeeee 21.7%
Naxon Corporation.......ccccceeeevvscvveennseeees 61.0%
PetsS.CoOM.....coovviiiiii e 48.4%
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Summarized balance sheet information of the Compaquity-method investees is as follows:

DECEMBER 31,

1999 1998

(IN THOUSANDS)
CUITENt @SSeLS..uvvieieiiiiee e eeeeeeee $353,182 $19,245
Noncurrent assetS.......cccovvvvvvvvvicienieenees L 316,720 3,272
Current liabilities........cccooevevcvvvvveeee. 47,062 2,195
Noncurrent liabilities........ccccocvvveeeeee. L 67,692 975

Summarized statement of operations informatiohefGompany's equity-method investees, calculateedach investee for the period during
which the Company had investments in such invesiees follows:

FOR THE YEARS ENDED DECEMBER 31,
19 99 1998 1997
(IN THOUSANDS
Net sales.......ccccvveeveeieesienn, $ 27 9% $ - $ -
Gross profit (I0SS)....eveeveveeeeeeennnnnn. 3 ,072) -- --
NEt 10SS. ... (152 ,541)  (6,008)

In July 1999, drugstore.com completed the initighlc offering (IPO) of its common stock. drugst@am operates an online retail store and
information site for health, beauty, wellness, paed care and pharmacy products. Prior to the tROCompany owned 10,733,523 shares of
drugstore.com common stock, which represented 28f2¥e outstanding shares. drugstore.com soldd5000 shares of common stock in its
IPO at a price of $18 per share, including 555 &t%&res purchased by the Company. This reduceddimp&hy's ownership percentage to
26.7% after the IPO. In connection with this trasem, the Company recorded a contribution to adidél paid-in capital of $13.8 million,
representing the difference between the carryihigevaf the Company's investment and the proporteoaderlying net book value of
drugstore.com after the IPO. As of December 319188ugstore.com was the only publicly held equitgthod investee of the Company. 7
market value of the Company's drugstore.com comstaek was $408.5 million as of December 31, 1999.

At December 31, 1999, "Other investments" inclub®s.7 million of investments accounted for under ¢bst method and $57.0 million of
cost method investments in securities with readyketa recorded at fair value pursuant to SFAS N&. The cost of such noncurrent
available-for-sale equity securities at Decemberl®D9 was $47.0 million. Gross unrealized gaingevii. 5.4 million and gross unrealized
losses were $5.4 million at December 31, 1999.

NOTE 7 -- LONG-TERM DEBT
Convertible Subordinated Notes

On February 3, 1999, the Company completed aninffeaf $1.25 billion of 4 3/4% Convertible Subordted Notes due 2009 (the
Convertible Subordinated Notes). The Convertiblbd®dinated Notes are convertible into the Compatiyrsmon stock at the holders' option
at a conversion price of $78.0275 per share, stijeadjustment in certain events. Interest onGhavertible Subordinated Notes is payable
semi-annually in arrears on February 1 and Augustelach year, and commenced August 1, 1999. Tiwetble Subordinated Notes are
unsecured and are subordinated to all existingfatode Senior Indebtedness as defined in the ingdlergoverning the Convertible
Subordinated Notes (the Convertible Subordinate®imdenture). Subject to certain conditions,Gbavertible Subordinated Notes may be
redeemed at the option of the Company prior to laatyr6, 2002, in whole or in part, at the redemptoice of $1,000 per note, plus accrued
and unpaid interest, if the closing price for thEmpany's common stock has exceeded 150% of theecsiom price for at least 20 trading
days within a period of 30 consecutive
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trading days ending on the trading day prior todhte of mailing of the notice of redemption. Ugary redemption made prior to February 6,
2002, the Company will also make an additional gasjment with respect to the Convertible Subor@idaotes called for redemption in an
amount equal to $212.60 per $1,000 note redeerassifthe amount of any interest actually paid oh €kanvertible Subordinated Notes prior
to the call for redemption. At any time on and afebruary 6, 2002, the Company may redeem thesniotevhole or in part, at the
redemption prices set forth in the Convertible Sdbtted Notes Indenture.

Upon the occurrence of a "fundamental change” éfiaed in the Convertible Subordinated Notes Indesjtprior to the maturity of the
Convertible Subordinated Notes, each holder theskall have the right to require Amazon.com to ezdell or any part of such holder's
Convertible Subordinated Notes at a price equaDfi®6 of the principal amount of the notes beingesded, together with accrued interest.

The fair value of the Convertible Subordinated Nate of December 31, 1999 was $1,416,750,000.
Senior Discount Notes

In May 1998, the Company completed the offeringmfroximately $326 million gross proceeds of 10%i&eDiscount Notes due May 1,
2008 (the Senior Discount Notes). Pursuant to stradion statement on Form S-4 in September 1888Company completed an exchange
offer of 10% Senior Discount Notes due 2008 (thetaxge Notes), which are registered under the Biesud\ct of 1933, as amended, for all
outstanding Senior Discount Notes. The Exchangedoave identical terms in all material respecthéaerms of the original Senior
Discount Notes, except that the Exchange Notesrgiyare freely transferable (the Exchange Notesreferred to throughout these notes to
consolidated financial statements interchangealtly tive Senior Discount Notes). The Exchange Nateie issued under the indenture
governing the original Senior Discount Notes (thédnture). The Senior Discount Notes were soldsatatantial discount from their
principal amount at maturity of $530 million. Primr November 1, 2003, no cash interest paymenteegréred; instead, interest will accrete
during this period to the aggregate principal am@tmaturity. From and after May 1, 2003, the SeBiiscount Notes will bear interest at a
rate of 10% per annum payable in cash on each MaydINovember 1. The Senior Discount Notes arecradéle, at the option of the
Company, in whole or in part, at any time on oeafflay 1, 2003, at the redemption prices set fiorthe Indenture, plus accrued interest, if
any, to the date of redemption.

During 1999, the Company repurchased $266 millm¢ipal amount) of the Senior Discount Notesrespnting accreted value of $178.4
million. The Company recorded an immaterial losegtinguishment of this debt. As of December 389,9he remaining principal amount
outstanding was $190.7 million.

The Senior Discount Notes are senior unsecuredirdaess of the Company ranking pari passu witlCtrapany'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 securekbtedness and to all existing and future liabdibf the Company's subsidiari

The Indenture contains certain covenants that, gnotimer things, limit the ability of the Companydaits Restricted Subsidiaries (as defined
in the Indenture) to incur indebtedness, pay divitde prepay subordinated indebtedness, repurcha#alcstock, make investments, create

liens, engage in transactions with stockholdersadfiliates, sell assets and engage in mergersansolidations. However, these limitations
are subject to a number of important qualificatiang exceptions. The Company was in compliance alitfinancial covenants at December
31, 1999 and 1998.

The fair value of the outstanding Senior Discountds as of December 31, 1999 was $174.2 milliorofA3ecember 31, 1998, the carrying
amount of the Senior Discount Notes approximat@dvédue.
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NOTE 8 -- COMMITMENTS AND CONTINGENCIES
Leases and Marketing Agreements

The Company currently leases office and distributienter facilities and fixed assets under nondabbzoperating and capital leases. Rental
expense under operating lease agreements for 1998,and 1997 was $43.0 million, $8.5 million ar&d1$million, respectively.

The Company has also entered into certain marketingements, which include fixed fees through 200@. costs associated with these
agreements are recognized on a systematic bagsishe/grm of the related agreements as servieeseaeived.

Future minimum commitments are as follows:

OPERATING
LEASES AND
CAPITAL MARKETING
LEASES AGREEMENTS
(IN THOUSANDS)
YEAR ENDING DECEMBER 31,

20000 ... $12,807 $68,321
2001 i . 12,734 39,640
2002.....eiiiiieiee e ... 8,400 20,466
2003, ... 5,011 6
2004 1 -
Thereafter.......cccocvviiiiiiiiieiiien, - -
Total minimum lease payments..................... ... $38,953 $128,433
Less imputed interest..........ccccceevvieeeenne ... 1,687
Present value of net minimum lease payments...... .... 31,266
Less current portion............ccccceeuee ... 9,802
Long-term capital lease obligation............... ... $21,464

Legal Proceedings

Subsequent to December 31, 1999, certain fedexss elction lawsuits were filed against the Comzardyits wholly owned subsidiary,
Alexa. The lawsuits allege that Alexa tracking atarage of Internet Web usage paths violates fédarhstate statutes prohibiting computer
fraud, unfair competition, and unauthorized intptam of private electronic communications, as vaslicommon law proscriptions against
trespass and invasion of privacy. The complaingk setual, statutory, and punitive damages, asaselestitution, on behalf of all users of
Alexa Web navigation service, as well as injunctiekef prohibiting Alexa from tracking and storisgch information or disclosing it to third
parties. Although the Company disputes the allegatof wrongdoing in these complaints, there candassurance that the Company will
prevail in these lawsuits. In addition, the Fed@ralde Commission has requested information andrdeats regarding Alexa practices and
has opened a formal investigative file in connettiath its inquiry. The Company is cooperating vahrily with the Federal Trade
Commission's investigation. Depending on the amaadtthe timing, an unfavorable resolution of samnall of these matters could
materially affect the Company's business, futuselte of operations or cash flows in a particulariqd.

From time to time, the Company is subject to otbgal proceedings and claims in the ordinary couofdmisiness, including claims of alleged
infringement of trademarks, copyrights and othésliactual property rights. The Company currenglyot aware of any such legal
proceedings or claims that it believes will have,
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individually or in the aggregate, a material adeezffect on its business, prospects, financial ttmmdor operating results.
Letters of Credit
The Company is contingently liable under unusetietof credit in the amount of $58.3 million adD#cember 31, 1999.
NOTE 9 -- STOCKHOLDERS' EQUITY
Preferred Stock

In June 1996, the Company issued 569,396 shar®@srads A convertible preferred stock at a pric81£.05 per share. In January and
February 1997, the Company sold an additional 5sb@0es of Series A preferred stock at $40 peesHhdue preferred stock was convertible
into common stock at the option of the holder,rat time, at an effective rate of 36 shares of comistock for one share of preferred stock.
As of the closing of the Company's initial publifesing, all of the preferred stock outstanding wasverted into an aggregate of 20,678,256
shares of common stock.

Common Stock

On April 18, 1997, the Company effected a 3-2acommon stock split. On May 15, 1997, the Compaompleted an initial public offering

18 million shares of its common stock. Net procgedtie Company aggregated $49.1 million. On Juyri928, the Company effected a 2-
for-1 stock split in the form of a stock divideragtockholders of record on May 20, 1998. On Jandal 999, the Company effected a 3-for-
1 stock split in the form of a stock dividend te tstockholders of record on December 18, 1998. éme®ber 1, 1999, the Company effected
a 2-for-l stock split in the form of a stock dividend toakholders of record on August 12, 1999. Accordinthe accompanying consolidat
financial statements have been restated to rafiese stock splits.

Stock Option Plans

The Company's stock option plans consist of the@98nofficer Employee Stock Option Plan, the 1983ck Option Plan and the 1994
Stock Option Plan. Shares reserved under the Btarsist of 40.0 million shares in the 1999 Nond@ffiEmployee Stock Option Plan, 72.0
million shares in the 1997 Stock Option Plan and %illion shares in the 1994 Stock Option Plany Ahares of common stock available for
issuance under the 1994 Stock Option Plan that@ressued under that plan may be added to theeggte number of shares available for
issuance under the 1997 Stock Option Plan. In adiorewith certain acquisitions in 1998 and 19%& €Company assumed outstanding
options to purchase common stock originally issureder the acquired companies' stock option plahe.dompany's stock options plans as
well as the assumed stock option plans are herelsctively referred to as the "Plans."”

Generally, the Company's Board of Directors graptsons at an exercise price of not less thandlrenfarket value of the Company's
common stock at the date of grant. Each outstanalion granted prior to December 20, 1996 hasra tf five years from the date of
vesting. Generally, outstanding options grantedmosubsequent to December 20, 1996 have a ter pyédrs from the date of grant;
however, certain nonqualified stock options wel@nggd in 1999 with terms of 15 and 20 years. Stitjeinternal Revenue Service
limitations, options granted under the Plans piooApril 1999 and granted under certain assumedspignerally become exercisable
immediately. Options granted under the Plans sy 1999 generally vest and become exercisablctordance with the following vesti
schedule: 20% after year one, 20% after year tvdo58a at the end of each quarter for years thremutir five. Shares issued upon exercis
options that are unvested are restricted and suigjeepurchase by the Company at the exercise ppon
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termination of employment or services and suclrictins lapse over the original vesting schedAteDecember 31, 1999, approximately
million shares of restricted common stock were scibjo repurchase.

Stock Option Activity
The following table summarizes the Company's stiation activity:

NUMBER WEIGHTED
OF AVERAGE
SHARES EXERCISE PRICE

(IN THOUSANDS)
Balance January 1, 1997..........cccccevvvrenneen. 40,034 $0.038

Options granted and assumed... 36,120 1.148
Options canceled....................... . (5,104) 0.270
Options exercised........cccccvveeeeeeninnnnns (16,386) 0.032
Balance December 31, 1997.........ccccceernnnnnn. 54,664 0.751
Options granted and assumed... 39,548 12.734
Options canceled..........ccccccveeeeveninnnns (7,537) 4.099
Options exercised........cccccvvveeeeeeniinnnns (10,666) 0.554
Balance December 31, 1998..........ccccceerunee. 76,009 6.688
Options granted and assumed..................... 31,739 63.602
Options canceled..........ccccccveeeevininnnnne (11,281) 3.860
Options exercised........cccccvveeeeeeniinnnns (16,125) 19.703
Balance December 31, 1999..........cccceernnnn. 80,342 $27.755

At December 31, 1999, 44.8 million shares of commstmick were available for future grant under thenBl

The following table summarizes information abouti@ps outstanding and exercisable at December349:1

SHARES UNDERLYING OPTIONS OUTSTANDING SHARES UNDERLYING
---------------- OPTIONS EXERCISABLE
WEIGHTED
SHARES AVERAGE SHARES
UNDERLYING  REMAINING WEIGHTED  UNDERLYING  WEIGHTED
RANGE OF OPTIONS  CONTRACTUAL AVERAGE OPTIONS AVERAGE
EXERCISE PRICES OUTSTANDING  LIFE EXERCISE PRICE EXERCISABLE EXERCISE PRICE
(IN THOUSANDS) (IN THOUSANDS)
$ 0.014-$ .083 9,965 5.0 years $ 0.049 3,743 $ 0.039
0.111- 1.000 11,655 7.2 years 0.554 2,807 0.511
1.167 - 5372 9,440 7.9 years 3.823 1,355 3.083
6.135- 12.833 9,242 8.3 years 7.644 516 7.794
12.865- 21.297 8,207 8.7 years 18.426 821 18.998
21.328 - 57.953 12,388  12.5 years 50.778 479 39.346
58.004 - 64.875 9,294  12.4 years 62.425 51 60.926
64.938 - 87.750 8,670 9.4 years 72.564 47 74.973
87.781- 104.063 1,338 9.5 years 91.654 20 94.328
104.969 - 104.969 143 9.3 years 104.969 1 104.969
$ 0.014-$104.969 80,342 9.0 years $27.755 9,840 $ 5.358
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Deferred Compensation

The Company recorded aggregate deferred compengdti#y2.1 million, $2.1 million, and $2.7 millian 1999, 1998 and 1997, respectivi

In 1999, deferred compensation was recorded inaxtion with acquisitions made by the Company inchhiestricted Company stock was
issued to employees of acquired companies. Suck Ea@onsidered compensation for services to beigped by employees, and the related
expense will be recognized over the term of theises provided, which is generally four years. Bnmeounts recorded in 1998 and 1997
represent the difference between the grant pridetamdeemed fair value of the Company's commarkdtwr shares subject to options
granted in 1998 and 1997. Shares underlying optjoasted below fair market value and the associaghted average exercise price were
1,072,000 and $2.048, and 16.6 million and $0.287d the years ended December 31, 1998 and 188Fectively. The amortization of
deferred compensation is charged to operationstheeresting period of the options, which is tyflicéive years. Total amortization expense
recognized in 1999, 1998 and 1997 related to dedezompensation was $25.9 million, $2.4 million &id4 million, respectively.

Pro Forma Disclosure

The Company follows the intrinsic value method @e@unting for its stock options. Had compensatiost been recognized based on the fair
value at the date of grant for options grantedde9l 1998 and 1997, the pro forma amounts of thegamy's net loss and net loss per share
for the years ended December 31, 1999, 1998 and @®68ld have been as follows:

FOR THE YEARS ENDED DECEMBER 31,

1999 1998 1997

(IN THOUSANDS, EXCEPT PER SHARE DATA)

Net loss -- as reported (719,968) $(124,546) $(31,020)

Net loss -- pro forma..........ccccoevvveeenne (1,031,925) (194,269) (35,983)
Basic and diluted loss per share -- as

reported.........ccoveevveeeiieeiiee e, $ (2.20) $ (0.84) $ (0.24)
Basic and diluted loss per share -- pro forma... (3.16) (1.312) (0.28)

The fair value for each option granted was estithatehe date of grant using a Black-Scholes opdiicing model, assuming no expected
dividends and the following weighted average asgiong:

FOR THE YEARS ENDED DECEMBER 31,

1999 1998 1997
Average risk-free interest rates................... 5.5% 4.7% 6.3%
Average expected life (in years).................. 3.5 3.0 3.0
Volatility (1) ....veeeeveeereieiieerieeiieeee 84.9% 81.6% 50.0%

(1) Options granted prior to the Company's injpiablic offering and by PlanetAll prior to its mergeith the Company were valued using the
minimum value method and therefore volatility was applicable.

The weighted average fair value of options gradigihg 1999, 1998 and 1997 was $43.36, $19.07 ar@$respectively, for options
granted with exercise prices at the current fdinveaf the underlying stock. During 1998 and 198¥me options were granted with exercise
prices that were below the current fair value &f tinderlying stock. The weighted average fair valueptions granted with exercise prices
below the current fair value of the underlying &toaring 1998 and 1997 was $4.61 and $0.55, reispéctCompensation expense that is
recognized in providing pro forma disclosures migbt be representative of the effects on pro foearaings for future years because SFAS
No. 123 does not apply to stock option grants npade to 1995
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Common Stock Reserved for Future Issuance

At December 31, 1999, common stock reserved faréuissuance is as follows (in thousands):

StOCK OPLIONS...cviiiiiiiie e 125,186
Shares issuable upon conversion of Convertible Subo rdinated
NOES..ooviiii e 16,018
Shares issuable associated with acquisitions....... ... 657
Totalieicieiii e 141,861

NOTE 10 -- EARNINGS (LOSS) PER SHARE

The following represents the calculations for waslper share:

FOR THE YEARS ENDED DECEMBER 31,

1999 1998 1997

(IN THOUSANDS, EXCEPT PER SHARE DATA)
Net loss -- as reported.......cocoevvevevvveeeee. L $(719,968) $(124,546) $(31,020)

Weighted average shares outstanding................. ... 332,409 304,938 253,118

Pro forma adjustment for preferred stock........... . ... -- 18,956
Weighted average common shares issued subject to
repurchase agreementS.......ccoeeeeeevcveeenee . (5,656) (8,594) (11,392
Shares used in computation of basic and diluted los s per
ShAr€...coiiiie 326,753 296,344 260,682
Basic and diluted loss per share.......ccccccoce.... L. $ (2.20) $ (0.42) $ (0.12)

All of the Company's stock options (see Note 9)ex@uded from diluted loss per share since thiééceis antidilutive.

NOTE 11 -- STOCK-BASED COMPENSATION

Stock-based compensation is comprised of the podi@cquisition-related consideration conditiomedthe continued tenure of key
employees, which must be classified as compensatipanse rather than as a component of purchaseyder generally accepted
accounting principles. Stock-based compensatianiatdudes stock-based charges such as optioredetidferred compensation recorded at

the Company's initial public offering, as well a&stain other compensation and severance arrangsment

The following table shows the amounts of stock-Hasmmpensation that would have been recorded uhddollowing income statement

categories had stock-based compensation not bparasely stated in the Consolidated Statementgef&ions:

FOR THE YEARS ENDED DECEMBER 31,
1 999 1998 1997
(IN THOUSANDS)
Marketing and sales............cccceenee. $3 975 $1,276 $ 409
Technology and content.............ccc..... 25 ,490 384 532
General and administrative.................. 1 ,153 229 270
$30 ,618  $1,889  $1,211

NOTE 12 -- INCOME TAXES

The Company did not provide any current or defetd&dfederal, state or foreign income tax provisioenefit for any of the periods

presented because it has experienced operatingslesge inception. The
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Company has provided a full valuation allowancdtendeferred tax asset, consisting primarily ofoperating loss, because of uncertainty
regarding its realizability.

At December 31, 1999, the Company had net oper&isgof approximately $1.18 billion related to t#8eral, foreign and state
jurisdictions. Utilization of net operating losshigh begin to expire at various times starting@ @, may be subject to certain limitatic

under Section 382 of the Internal Revenue Cod®861las amended, and other limitations under atadeforeign tax laws. To the extent that
net operating losses, when realized, relate tdstption deductions of approximately $768 millitime resulting benefits will be credited to
stockholders' equity.

Deferred income taxes reflect the net tax effettermporary differences between the carrying amoohassets and liabilities for financial
reporting purposes and the amounts used for in¢ampurposes. Significant components of the Comisadsferred tax assets are
approximately as follows:

DECEMBER 31,

1999 1998

(IN THOUSANDS)
Net operating l0SS.........cccccevveeiirieinnnnn ... $423,200 $ 73,100
Depreciation and amortization...................... (900) 7,400
Accrued expenses and valuation allowances.......... ... 19,500 -
Other....ooiiiiicceeeeee e .. 9,000 5,400

Total deferred tax assets................... ... 450,800 85,900

Valuation allowance for deferred tax assets........ ... (450,800) (85,900)
Net deferred tax assets...............cceeveeennne "% - % -

NOTE 13 -- EMPLOYEE BENEFIT PLAN

The Company has a 401(k) savings plan coveringtaatially all of its employees. Eligible employeesay contribute through payroll
deductions. The Company matches employees' cotitnitsuat the discretion of the Company's Board iné@ors. To date, the Company has
not matched employee contributions to the 401 (kg plan.

NOTE 14 -- SEGMENT INFORMATION

The Company identifies operating segments basgataduct line information, considering line matuyityithin the United States and
separately identifies its international operatiaasan operating segment. The financial resulte@fompany's operating segments are
reported to the Company's Chief Operating Decisaker in the following groupings: US Books; MusizyD/video; International; and
Early-Stage Businesses and Other. The results $oBbbks, Music and DVD/video have been aggregattedane reportable segment due to
the similarity of their economic characteristics.

The measure of profit or loss used for each replEtsegment is income

(loss) from operations before other operating egpenincluding stock-based compensation, amouizati goodwill and other intangibles,
and merger, acquisition and investment-relatedscéstsets are not allocated to operating segmentgjporting to the Company's Chief
Operating Decision Maker and there are no intergggmevenues on transactions between reportabieesdg.
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Information on reportable segments and a recotioilido consolidated net income is as follows:

US BOO KS, EARLY-STAGE
MUSIC AND BUSINESSES
DVD/VI DEO INTERNATIONAL AND OTHER CONSOLIDATE D
(IN THOUSANDS)
1999:
Revenues from external customers......... $1,308 292 $167,743 $163,804 $1,639,839
Gross profit (I0SS).......cccvvveveenenns 262 871 35,575 (7,801) 290,645
Segment l0SS.....ccccvevviieriiennen, (31 ,000)  (79,223) (242,148) (352,371 )
Other operating expenses................. -- -- -- (253,384 )
Net interest expense and other........... - - - (37,444 )
Equity in losses of equity-method
INVESIEES.....vvviiiiieieeeeeeeeee -- -- -- (76,769 )
Net 10SS.....cceeeeiviiiieieiieen - - - (719,968 )
1998:
Revenues from external customers......... 588 ,013 21,806 -- 609,819
Gross profit.......ccceeeeencieeeeninns 128 , 710 4,954 - 133,664
Segment 10SS........ccoevviiieeeninnen. (35 ,534)  (25,498) - (61,032 )
Other operating expenses................. -- -- -- (48,023 )
Interest expense, net.................... -- -- -- (12,586 )
Equity in losses of equity-method
INVESLEES.....oiiviiieiiiiieeee - - - (2,905 )
NetloSS.....ccovvviiiiiiiiieeeee, -- -- -- (124,546 )
1997:
Revenues from external customers......... 147 787 -- - 147,787
Gross profit........ccccevveeveeerenennn. 28 ,818 -- -- 28,818
Segment 10SS........ccoevvieieeeninnen. (31 ,384) - - (31,384 )
Other operating expenses................. 1 ,211) - - (1,211 )
Interest income, net............c....... 1 ,575 -- - 1,575
Equity in losses of equity-method
INVESLEES.....oiviiiieiiiiieeee - - - -
NetloSS......oovuieiiiiiiiiciiiee $ (31 ,020) $ (31,020 )

Sales to customers outside of the US represenftdmately 22%, 20% and 25% of net sales for th&ry ended December 31, 1999, 1998
and 1997, respectively. No individual foreign cayrdr geographical area or customer accounted foerthan 10% of net sales in any of the
periods presented. There were no transfers betgeagraphic areas during the years ended Decemb&8389, 1998 or 1997. Long-lived
assets, which are comprised primarily of fixed &sdeeld in foreign countries totaled $9.4 milliand $2.8 million as of December 31, 1999
and 1998, respectively.

Depreciation expense for the US Books, Music andBAdeo segment was $15.0 million, $6.7 million 814 million in 1999, 1998 and
1997, respectively. Depreciation expense for therhational segment was $6.5 million and $2.9 onillin 1999 and 1998, respectively.
Depreciation expense for the Early-Stage Businedother segment was $13.1 million in 1999.

NOTE 15 -- SUBSEQUENT EVENTS

On February 16, 2000, the Company completed amingfef E690,000,000 ($680,685,000 as of February2000) of 6.875% Convertible
Subordinated Notes due 2010, also known as PEABSPEACS are convertible into the Company's comshock at an initial conversion
price of E104.947 per share.
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Interest on the PEACS is payable annually in asrearFebruary 16 of each year, commencing on Febfifa 2001. The PEACS are
unsecured and are subordinated to all of the Copparisting and future senior indebtedness. The@®Erank equally with the Convertible
Subordinated Notes. The conversion price will ls=t®n February 16, 2001 and February 16, 2002etéesser of

(1) the then effective conversion price and (2)e¢beo equivalent average of the daily closing grickthe Company's common stock for the
20 consecutive trading days immediately precedimip slate. However, in no event will the convergiose be reset lower than E84.883 per
share. The exchange ratio between the dollar andulo is not fixed by the indenture governingRIEACS, and, therefore, fluctuations in
that ratio may impact whether the conversion pridebe reset.

Subject to certain conditions, the PEACS may beeeted at the Company's option prior to Februan2@03, in whole or in part, at the
redemption price of E1,000 per note, plus accruetumpaid interest, if the closing price for then@@any's common stock has exceeded
160% of the initial conversion price for at leattading days within a period of 30 consecutiegling days ending on the trading day prior
to the date of mailing of the notice of redemptigpon any redemption made prior to February 2032@% Company will make an
additional cash payment with respect to the PEA&IRa for redemption in an amount equal to E20@&5E1,000 note redeemed, less the
amount of any interest actually paid on such PEAG& to the call for redemption. At any time ordaafter February 20, 2003, the Compi
may redeem the notes, in whole or in part, at ghircipal amount plus any accrued but unpaid ager

Upon the occurrence of a "fundamental change" ¢fiaet in the indenture governing the PEACS) ptiothe maturity of the notes, each
holder thereof shall have the right to require@wenpany to redeem all or any part of such holddEACS at a price of 100% of the principal
amount of the notes being redeemed, together wittuad interest.
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AMAZON.COM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINU ED)
NOTE 16 -- QUARTERLY RESULTS (UNAUDITED)

The following tables contain selected unauditedebt@nt of Operations information for each quarfet399, 1998 and 1997. The Company
believes that the following information reflects mbrmal recurring adjustments necessary for apfi@sentation of the information for the
periods presented. The operating results for amytguare not necessarily indicative of resultsafioy future period.

YEAR ENDED DECEMBER 31, 1999

FOU RTH THIRD SECOND FIRST
QUA RTER QUARTER QUARTER QUARTER
(IN THOUSANDS, EXCEPT PER SHARE DATA)
Net sales.......ccccovvrverviniiniennns $67 6,042 $355,777 $314,377 $293,643
Gross profit... 8 7,846 70,477 67,531 64,791
Net 10SS.....covvvvvrieieeceeeee (32 3,213) (197,080) (138,008) (61,667)
Basic and diluted loss per share (1)......... $ (0.96) $ (0.59) $ (0.43) $ (0.20)
Shares used in computation of basic and
diluted loss per share..........cccccee.. 33 8,389 332,488 322,340 313,794

YEAR ENDED DECEMBER 31, 1998

FOURTH  THIRD SECOND  FIRST

Q UARTER QUARTER QUARTER QUARTER
(IN THOUSANDS, EXCEPT PER SHARE DATA)

Net sales........ccoveveerienicnieneeen $ 252,829 $153,648 $115,981 $ 87,361
Gross pProfit.......cceeeeeeeiiniciiiinnns 53,353 34,825 26,188 19,298
Net I0SS...c.vvvvirieiieieceecee e (46,427) (45,171) (22,579) (10,369)
Basic and diluted loss per share................ $ (0.15) $ (0.15) $ (0.08) $ (0.04)
Shares used in computation of basic and diluted

loss per share.......cccccvveeeeieiiiicnns 308,778 301,405 292,554 282,636

YEAR ENDED DECEMBER 31, 1997

FOURTH  THIRD SECOND  FIRST

Q UARTER QUARTER QUARTER QUARTER
(IN THOUSANDS, EXCEPT PER SHARE DATA)

Net Sales......ccoovvveveriiiiiieeeens 66,040 $37,887 $27,855 $ 16,005
Gross profit... 12,913 7,170 5,214 3,521
NEt I0SS...cuviriirieiiirieiecee e (10,808) (9,647) (7,345) (3,220)
Basic and diluted loss per share................ $ (0.04) $ (0.04) $ (0.03) $ (0.01)
Shares used in computation of basic and diluted

loss per share.......ccccccvveeeeieiiiicnnns 278,826 275,190 255,840 232,860

(1) The sum of quarterly per share amounts magaqgoéal per share amounts reported for year-to-daieds. This is due to changes in the
number of weighted-average shares outstandingreneffects of rounding for each period.
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ITEM 9.CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANT S ON ACCOUNTING AND FINANCIAL DISCLOSURE
None.

PART IlI
ITEM 10.DIRECTORS AND EXECUTIVE OFFICERS OF THE REG ISTRANT

Information regarding our executive officers reqdiby Part IIl, Item 10, is set forth in Item 1Rdirt | herein under the caption "Executive
Officers and Directors." Information required byrAdl, Item 10, regarding our directors is inclutliem our Proxy Statement relating to our
annual meeting of stockholders to be held on May2000, and is incorporated herein by referendertmation relating to compliance with
Section 16(a) of the Securities Exchange Act 04138 amended, is set forth in the Proxy Statemmshincorporated herein by reference.

ITEM 11. EXECUTIVE COMPENSATION

Information required by Part Ill, Item 11, is indled in our Proxy Statement relating to our annuzéting of stockholders to be held on May
10, 2000, and is incorporated herein by reference.

ITEM 12.SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OW NERS AND MANAGEMENT

Information required by Part I, ltem 12, is indled in our Proxy Statement relating to our annuzgting of stockholders to be held on May
10, 2000, and is incorporated herein by reference.

ITEM 13.CERTAIN RELATIONSHIPS AND RELATED TRANSACTI ONS

Information regarding certain of our relationshiwal related transactions is included in our PraggeBnent relating to our annual meeting of
stockholders to be held on May 10, 2000, and isrjparated herein by reference.

PART IV
ITEM 14.EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K
(A) LIST OF DOCUMENTS FILED AS A PART OF THIS REPAR
(1) INDEX TO CONSOLIDATED FINANCIAL STATEMENTS:
Report of Ernst & Young LLP, Independent Auditors

Consolidated Balance Sheets as of December 31, 1998 1998
Consolidated Statements of Operations for eacheofttree years ended December 31, 1999
Consolidated Statements of Stockholders' Equityeémh of the three years ended December 31, 1999
Consolidated Statements of Cash Flows for eacheoftiree years ended December 31, 1999

Notes to Consolidated Financial Statements
(2) INDEX TO FINANCIAL STATEMENT SCHEDULES:
Schedule Il Valuation and Qualifying Accounts

All other schedules have been omitted becauseetiigred information is included in the consolidatiedncial statements or the notes thel
or is not applicable or required.
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(3) INDEX TO EXHIBITS

EXHIBIT
NUMBER DESCRIPTION

2.3 Agreement and Plan of Merger dated as of
and among Amazon.com, Inc., Al Acquisitio
Internet and Brewster Kahle (incorporated
the Company's Current Report on Form 8-K
1999)

3.1 Restated Certificate of Incorporation of
(incorporated by reference to Amendment N
Company's Registration Statement on Form
No. 333-78797) filed June 8, 1999).

3.2 Restated Bylaws of the Company (incorpora
the Company's Current Report on Form 8-K
2000).

4.1 Indenture, dated as of May 8, 1998, betwe
and the Bank of New York, as trustee (inc
reference to the Company's Quarterly Repo
the Quarterly Period Ended March 31, 1998

4.2 Form of 10% Senior Discount Notes Due 200
reference to the Company's Registration S
S-4 (Registration No. 333-56723) filed Ju

4.3 Registration Rights Agreement entered int
between Amazon.com, Inc. and Morgan Stanl
Incorporated (incorporated by reference t
Quarterly Report on Form 10-Q for the Qua
March 31, 1998).

4.4 Indenture, dated as of February 3, 1999,
Inc. and The Bank of New York, as trustee
form of 4 3/4% Convertible Subordinated N
attached as Exhibit A thereto (incorporat
the Company's Current Report on Form 8-K
1999).

4.5 Registration Rights Agreement by and amon
and the Initial Purchasers (incorporated
Company's Current Report on Form 8-K date
1999).

4.6 Indenture, dated as of February 16, 2000,
Amazon.com, Inc. and the Bank of New York
(incorporated by Reference to the Company
on Form 8-K dated February 16, 2000).

4.7 Form of 6 7/8% Convertible Subordinated N
(incorporated by reference to the Company
on Form 8-K dated February 28, 2000).

10.1+ Amended and Restated 1994 Stock Option Pl
December 20, 1996 for Amended and Restate
version as of December 20, 1996 for New G
(incorporated by reference to the Company
Statement on Form S-1 (Registration No. 3
March 24, 1997).

10.2+ Amended and Restated 1997 Stock Option PI
reference to the Company's Registration S
S-1 (Registration No. 333-23795) filed Ma

10.3+ 1999 Non-Officer Employee Stock Option PI
reference to the Company's Registration S
S-8 (Registration No. 333-74419) filed Ma

10.4+ Accept.com Financial Services Corporation
Plan (incorporated by reference to the Co
Registration Statement on Form S-8 (Regis
333-80495) filed June 11, 1999)

10.5+ Form of Indemnification Agreement between
each of its Directors (incorporated by re
Company's Registration Statement on Form
No. 333-23795) filed March 24, 1997).
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EXHIBIT

NUMBER DESCRIPTION

10.6+ Non-Qualified Stock Option Letter Agreeme
December 6, 1995, from the Company to Tom
(incorporated by reference to the Company
Statement on Form S-1 (Registration No. 3
March 24, 1997).

10.7+ Non-Qualified Stock Option Letter Agreeme
December 6, 1995, from the Company to Tom
(incorporated by reference to the Company
Statement on Form S-1 (Registration No. 3
March 24, 1997).

10.8 Investor Rights Agreement, dated as of Ju
among the Company, Kleiner Perkins Caufie
KPCB Information Sciences Zaibatsu Fund |
Bezos (incorporated by reference to the C
Registration Statement on Form S-1 (Regis
333-23795) filed March 24, 1997).

10.9+ Offer Letter of Employment to Joseph Gall
23,1999, as amended and restated Septemb

10.10+ Offer Letter of Employment to Warren C. J
September 4, 1999, as amended and restate
1999.

10.11+ Offer Letter of Employment to Jeff Wilke,
1999.

10.12+ Offer Letter of Employment to Richard Dal
13, 1997.

12.1  Computation of Ratio of Earnings to Fixed

21.1 List of Subsidiaries.

23.1 Consent of Ernst & Young LLP, Independent

27.1 Financial Data Schedule.

nt, effective

A. Alberg

's Registration
33-23795) filed

nt, effective

A. Alberg

's Registration
33-23795) filed

ne 21, 1996, by and
Id & Byers VIII,

| and Jeffrey P.
ompany's

tration No.

i, Jr. dated June

er 30, 1999.

enson dated

d September 30,
dated September 2,
zell, dated August
Charges.

Auditors.

+ Executive Compensation Plan or Agreement
(B) REPORTS ON FORM 8-K:
On October 28, 1999, the Company filed a Form 8Har Item 5 announcing its financial results far third quarter of 1999.

59



SIGNATURES

Pursuant to the requirements of Section 13 or 1&{(the Securities Exchange Act of 1934, the regiigthas duly caused this Report to be
signed on its behalf by the undersigned, theredatp authorized, as of March 24, 2000.

AMAZON.COM, INC.

By: /s/ JEFFREY P. BEZOCS

Jeffrey P. Bezos
Chi ef Executive O ficer and Chai rman of
the Board

Pursuant to the requirements of the Securities &xgl Act of 1934, this Report has been signed bbipothe following persons on behalf of
the registrant and in the capacities indicatedf &aoch 24, 2000.

/sl JEFFREY P. BEZOS Cha irman of the Board and Chief Executive
Off icer (Principal Executive Officer)

Jeffrey P. Bezos

/sl JOSEPH GALLI, JR. Pre sident, Chief Operating Officer and
Dir ector

Joseph Galli, Jr.

/sl WARREN C. JENSON Sen ior Vice President, Chief Financial
Off icer and Chief Accounting Officer
Warren C. Jenson (Pr incipal Financial and Accounting Officer)
/sl TOM A. ALBERG Dir ector
Tom A. Alberg
/s/ SCOTT D. COOK Dir ector

Scott D. Cook

/sl L. JOHN DOERR Dir ector

L. John Doerr

/s/ PATRICIA Q. STONESIFER Dir ector

Patricia Q. Stonesifer
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AMAZON.COM, INC.

SCHEDULE Il -- VALUATION AND QUALIFYING ACCOUNTS

INVENTORY VALUATION ALLOWANCE

BALANCE AT
BEGINNING
YEAR ENDED OF PERIOD
December 31, 1999............... $4,600
December 31, 1998............... $ 800
December 31, 1997............... $ -

CHARGED/
(CREDITED) INVENTORY  BALANCE AT
TO COSTS DISPOSED OR END OF

AND EXPENSES WRITTEN OFF PERIOD

(IN THOUSANDS)

$38,152 $(13.169)  $29,583
$ 4,420 $ (620) $4,600
$ 80 $ - $ 800
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EXHIBIT 10.9

[AMAZON.COM LETTERHEAD]
June 23, 1999

Mr. Joseph Galli
2809 Boston Street, Apt. 110
Baltimore, MD 21224

RE: OFFER OF EMPLOYMENT
Dear Joe:

On behalf of Amazon.com, Inc. (the "Company"), | eeny pleased to offer you the position of Presiderd Chief Operating Officer. This
letter, as amended and restated on September 39, dfrifies and confirms the terms of your empiepnt with the Company.

1. START DATE
Unless we mutually agree otherwise, you will comogeemployment on June 24, 1999 (the "Start Date").
2. SALARY

Your starting salary will be $16,666.70 per morf#200,000 annualized), payable monthly in accordamith the Company's standard pay
practice and subject to applicable withholding tax@ecause your position is exempt from overtime paur salary will compensate you for
all hours worked. Your base salary will be revievaathually by the Board of Directors or its CompéissaCommittee, and any increases \
be effective as of the date determined by the Boarts Compensation Committee.

3. BONUS

In addition to your base salary, you will be eetitito a $7,900,000 signing bonus. The signing berlise payable in three installments:
$2,900,000 on the Start Date, $3,000,000 on thedimniversary of the Start Date, and $2,000,00thersecond anniversary of the Start Date.

4. BENEFITS

You will also be entitled, during the term of ya@mployment, to such vacation, medical and otherl@yep benefits as the Company may
offer from time to time, subject to applicable ditity requirements. The Company does reserveitte to make any modifications in this
benefits package that it deems appropriate. Thep@awis current vacation policy is to provide yothwivo weeks paid vacation per year in
the first year of your employment and three weeaksyear thereafter during the term of your employm¥ou are also eligible to participate
and to enroll in our major medical plan of thetfiestry date following the commencement of your Eyment.

5. STOCK OPTIONS

As we discussed, the company takes a long-ternoapprto investment, and its employees are its mgstrtant investment. Our
compensation structure is weighted towards equityesship because we believe we will create the walsie for the Company and its
shareholders over time by having employees thimkaat like, and therefore be, owners. To this and, subject to Board of Directors'
approval, you will be granted a-year option to purchase 735,000 shares of Amazon



common stock, which will vest at the rate of 73,50@res at the end of each year of employmentgltina first 10 years of employment. In
addition, you will be granted a 20-year option twghase 1,225,000 shares of Amazon.com common,sidi&h will vest at the rate of
122,500 shares at the end of each year of emplayafien the first 10 years of employment. The gtqikkice on your stock option grants will
be the fair market value per share of such stodherstart Date.

If you are an employee of the Company on the foarthiversary of the Start Date, the Company comtmifgy you a bonus or bonuses (the
"Bonus Commitment"), over a period of seven yebes, beginning on the fourth anniversary and egain the eleventh anniversary of the
Start Date) so long as you continue to be empldyetthe Company (the "Bonus Period"), equal to aimar of $20 million (the "Maximum
Bonus Value") less the amount that the aggregatenfarket value of the shares of stock issued wpancise of the options vesting during the
first 10 years of your employment (the "Coveredc&tp exceeds the aggregate exercise price of spttbns. The terms of the Bonus
Commitment will be as follows:

(&) When you sell shares of Covered Stock durieggbnus Period, the Company will pay to you theeggcif any, of (i) the product obtain
by multiplying (x) the Maximum Bonus Value by (W& Applicable Percentage (as defined below) oveth@ aggregate Net Sales Price of
the Covered Stock sold by you; provided, howevat in no event shall the Company be obligatedd&eara payment to you if the sum of (1)
the aggregate Net Sales Price of all shares of @dv&tock sold by you since the Start Date andh@pggregate payments made to you by
the Company pursuant to the Bonus Commitment equagceeds the Maximum Bonus Value multiplied Byaation, the numerator of
which is the number of shares of Covered Stock bglgou since the Start Date and the denominat68%000 (proportionally adjusted for
stock splits and similar events).

(b) The Applicable Percentage shall be equal tothreber of shares of Covered Stock sold by yohénapplicable transaction divided by
735,000 (proportionally adjusted for stock splitsl gimilar events).

(c) The Net Sales Price shall be the sales pritkeo&pplicable Covered Stock without deductiosalfing expenses or commissions less the
exercise price for the applicable Covered Stock.

(d) Notwithstanding whether the Bonus Period hasrer, the Bonus Commitment shall terminate witpesct to sales of Covered Stock a
the earlier of (i) termination of your employmertyou or termination of your employment by the Camyp with Cause (as defined below)
and

(i) 90 days after termination of your employmegtthe Company without Cause.

(e) Notwithstanding anything to the contrary in theegoing provisions, if your employment termirsatkie to your death or because you
become unable to perform your duties on accouatpErmanent disability (as defined from time toetiim the Company's lontgrm disability
income plan) or if the Company terminates your eyplent without Cause, and such termination occurig the four years between the
Start Date and the beginning of the Bonus Pertoeh you shall be entitled to the Bonus Commitmant(the Bonus Period shall be deemed
to have been effective) for any sales of CoverediSon or before the date that is 90 days afteeffextive date of the termination of your
employment.

Your option will be documented by delivery to youaoStock Option Letter Agreement specifying thentg and conditions of the option. All
share amounts will be proportionately adjustedsfock splits and similar even



6. TERMINATION OF EMPLOYMENT

Your employment may be terminated at any time by with 30 days' prior written notice to the Compar§oard of Directors or by the
Company with or without Cause. The following matteiill provide the Company with justification faermination of your employment with
"Cause":

(a) any act of fraud or embezzlement,
(b) any material breach by you of your ConfideiitfalNoncompetition and Invention Assignment Agresrhwith the Company,
(c) your conviction of any felony involving an aaftdishonesty, moral turpitude, deceit or fraud,

(d) any act of dishonesty or misconduct (whetherannection with your responsibilities as an empgf the Company or otherwise) that
either materially impairs the Company's businessdwill or reputation or materially compromises yability to represent the Company w
the public, or

(e) your material failure to perform your lawfultéhs to the Company after receiving written noficen the Company's Board of Directors
describing such failure in reasonable detail.

7. PAYMENTS UPON TERMINATION OF EMPLOYMENT

The payments to which you will be entitled to reeeirom the Company and amounts, if any, of theisigybonus that you will be obligated
to repay to the Company upon termination of youpleyment will be as follows:

(a) If before the first anniversary of the Startt®wgou terminate your employment or if the Comptammninates your employment with Cause,
the Company will not be obligated to pay you theosel and third installments of the signing bonus you must repay the Company a
proportionate amount of the first installment o ginging bonus based on the number of days eldpsadhe Start Date to the effective date
of termination of your employment divided by 365.

(b) If before the second anniversary of the Statelyou terminate your employment or if the Compi@ngninates your employment with
Cause, the Company will not be obligated to pay thauthird installment of the signing bonus and yawst repay the Company a
proportionate amount of the second installmenhefdigning bonus based on the number of days eldps® the first anniversary of the St
Date to the effective date of termination of yompdoyment divided by 365.

(c) If before the third anniversary of the Start®wgou terminate your employment or if the Comptamnminates your employment with Cat
you must repay the Company a proportionate amduthiecthird installment of the signing bonus basadhe number of days elapsed fr
the second anniversary of the Start Date to thectffe date of termination of your employment daddoy 365.

(d) If you terminate your employment or if the Caamn terminates your employment with or without Gguke Company will pay you any
accrued and unpaid base salary (subject to noritiahelding and other deductions) to the effectiatedof termination of your employment.
The Company may offset against its payment of atand unpaid base salary any amount you owe thgp&@uy under clause (a), (b) or (c)
above.



8. CONFIDENTIALITY, NONCOMPETITION AND INVENTION ASSIGNMENT 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 mgliess to grant you the stock options referredhtva is based in significant part on
your commitment to fulfill the obligations specifién that agreement. As further compensation ftsfeetion of your obligations under tr
agreement, the Company will pay you $100,000 orStlaet Date.

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 peabthree years after you leave the Company. Bleasew the agreement carefully and, if
appropriate, have your attorney review it as well.

9. ADDITIONAL PROVISIONS

Your employment pursuant to this letter is alsotimment upon your submitting the legally requiredgd 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 offers. Any additions or modificasaf these terms would have to be in writing agded 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 to me on or peidune 24, 1999.

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. Pleaserfee know if | can answer any questions for youudifamy of the matters outlined in this
letter.

Sincerely,
/sl JEFFREY P. BEZCS
Jeffrey P. Bezos
Chai rman and Chi ef Executive O ficer
Amazon.com Inc.
ACCEPTANCE

| accept employment with Amazon.com, Inc. undertérms set forth in this letter:

/'s/ JOSEPH GALLI, JR.

Si gnature

Printed Name: Joseph Galli, Jr.



EXHIBIT 10.10
[AMAZON.COM LETTERHEAD]
September 4, 1999

Mr. Warren C. Jenson
1976 West Paces Ferry
Atlanta, GA 30327

RE: OFFER OF EMPLOYMENT
Dear Warren:

On behalf of Amazon.com, Inc. (the "Company"). | aeny pleased to offer you the position of Vicegtdent and Chief Financial Officer.
This letter, as amended and restated on Septerihb&®39, clarifies and confirms the terms of yompéoyment with the Company.

1. START DATE
Unless we mutually agree otherwise, you will comogeemployment on September 7, 1999 (the "Start"Date
2. SALARY

Your starting salary will be $175,000 annualizealyable monthly in accordance with the Companyisdsted payroll practice and subject to
applicable withholding taxes. Because your positsoexempt from overtime pay, your salary will campate you for all hours worked. Your
base salary will be reviewed annually by the BazrBirectors or its Compensation Committee, and ianyeases will be effective as of the
date determined by the Board or its Compensatiani@ittee.

3. SIGNING BONUS

In appreciation for your decision to join us, then@pany will pay you a signing bonus in the amoudr&%400,000, payable in five
installments on the dates of your first regulargtecks following each of your Start Date and th&t four anniversaries of your Start Date
and in accordance with the Company's standard payextice and subject to applicable withholdiagés as follows:

START DATE/ANNIVERSARY OF START DATE B ONUS AMOUNT
Start Date $ 2,150,000
First Anniversary $ 1,250,000
Second Anniversary $ 1,250,000
Third Anniversary $ 1,250,000
Fourth Anniversary $ 1,500,000

If your employment with the Company is terminateddny reason prior to the fifth anniversary of y&tart Date, you will be responsible for
reimbursing the Company for the current year's bpouo a pro-rated monthly basis (over the twelvatm® of that year of employment), and
the Company will not be obligated to pay you anyife installments of the signing bonus.

4. 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 reserveitite to make any modifications in the
benefits package that it deems appropriate. Thep@asis current vacation policy is to provide yothaivo weeks pair



vacation per year in the first year of your empleyrnand three weeks per year thereafter duringetine of your employment. You are also
eligible to participate in Amazon.com's 401 (k) retnent plan the first quarter after 90 days of @yplent and to enroll in our major medical
plan on the first entry date following the commemeeat of your employment. Relocation benefits asudised will also be included, a
summary of which will be provided.

5. STOCK OPTIONS

As we discussed, the Company takes a long-ternpapprto investment, and its employees are its mygsirtant investments. Our
compensation structure is weighted towards equityesship because we believe we will create the walsie for the Company and its
shareholders over time by having employees thimkeat like, and therefore be, owners. To this and, subject to Board of Directors'
approval, you will be granted a 20-year option tiochase 2,000,000 shares of Amazon.com common,stdtkh will vest at the rate of
100,000 shares at the end of each year of emplayrkrese share amounts reflect the 2-for-1 splihefCompany's common stock effective
on September 1, 1999. The strike price on yourksbption grant will be the fair market value peashof such stock on the later of the Start
Date or the date that the Compensation Committpeoaps your grant. Your option will be documentgddelivery to you of a Stock Option
Letter Agreement specifying the terms and condgiohthe option.

6. EMPLOYMENT AT WILL

If you accept our offer of employment, you will BB employee-at-will, meaning that either you or@mmpany 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 reptagees are superseded by this offer letter.

8. CONFIDENTIALITY, NON COMPETITION AND INVENTION ASSIGNMENT AGREEMENT

As a condition of your employment pursuant to tifer letter, we do require that you sign the esetb Confidentiality, Noncompetition and
Invention Assignment Agreement. The Company's mgltiess to grant you the stock options referredéva is based in significant part on
your commitment to fulfill the obligations specifién that agreement. As further compensation ftsfsetion of obligations under th
agreement, the Company will pay you $100,000 aartagh your first regular paycheck following thea8tDate.

You should know that the agreement will signifidgmestrict you future flexibility in many ways. Fexample, you will be unable to seek or
accept certain employment opportunities for a geabl18 months after you leave the Company. Pleagew the agreement carefully and, if
appropriate, have your attorney review it as well.

9. ADDITIONAL PROVISIONS

Your employment pursuant to this letter is alsotimmgent upon your submitting the legally requiredgd of your identity and authorization to
work in the United States.

The terms described in this letter, if you accef offer, will be the terms of your employmentdahis letter supersedes any previous
discussions or offers. Any additions or modificasmf these terms would have to be in writing agded by you and an officer of the
company.

If you wish to accept employment with the compapigase 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 yoasfénd returning the other to Joe Galli
on or before September 6, 1999, upon which daseattfier will expire.



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. Pleaserfee know if | can answer any questions for youudifamy of the matters outlined in this
letter.

Sincerely,
/sl JOE GALLI
Joe @Gl li
Presi dent & COO
Amazon.com Inc.
ACCEPTANCE

| accept employment with Amazon.com, Inc. undertéims set forth in this letter:

/sl WARREN C. JENSON

Si ghat ure

Printed Name: Warren C. Jenson Start Date: Septemid®99

Dated as of September 6, 19¢



EXHIBIT 10.11
[AMAZON.COM LOGO]
September 2, 1999

Mr. Jeff Wilke
45 Howell Road
Mountain Lakes, NJ 07046

RE: OFFER OF EMPLOYMENT
Dear Jeff:

On behalf of Amazon.com, Inc. (the "Company"), | aeny pleased to offer you the position of Vicegtdent and General Manager,
Operations. This letter clarifies and confirms tiens of your employment with the Company

1. START DATE
Unless we mutually agree otherwise, you will comogeemployment on September 7, 1999 (the "Start"Date
2. SALARY

Your starting salary will be $120,000 annualizealyable monthly in accordance with the Companyisdsted payroll practice and subject to
applicable withholding taxes. Because your positsoexempt from overtime pay, your salary will campate you for all hours worked. Your
base salary will be reviewed annually by the BazrBirectors or its Compensation Committee, and ianyeases will be effective as of the
date determined by the Board or its Compensatiani@ittee.

3. SIGNING BONUS

In appreciation for your decision to join us, then@pany will pay you a signing bonus in the amoudr&2000,000, payable in four
installments ($800,000 payable with your first ragyaycheck, $400,000 payable with your paychetlkwing the first anniversary of your
Start Date, $200,000 payable with your paychedk¥aohg the second anniversary of your Start Daig $600,000 payable with your
paycheck following the third anniversary of youa$tDate) and in accordance with the Company'sstahpayroll practice and subject to
applicable withholding taxes. If your employmentiwthe Company ends as a result of voluntary teation or termination for cause during
the first four years, you will be responsible femnbursing the Company for that year's installntérthe signing bonus on a prated monthl:
basis and will forfeit subsequent installments.

4. BENEFITS

You will also be entitled, during the term of ya@mployment, to such vacation, medical and otherl@yep benefits as the Company may
offer from time to time, subject to applicable ditity requirements. The Company does reserveitite to make any modifications in the
benefits package that it deems appropriate. Thep@amis current vacation policy is to provide yothwivo weeks paid vacation per year in
the first year of your employment and three weeaksyear thereafter during the term of your employm¥ou are also eligible to participate
in Amazon.com's 401(k) retirement plan the firsaqer after 90 days of employment and to enrotiie major medical plan on the first entry
date following the commencement of your employmBmliocation benefits as discussed will also bauet, a summary of which will be
provided.



5. STOCK OPTIONS

As we discussed, the Company takes a long-ternmpapbrto investment, and its employees are its mgstrtant investment. Our
compensation is weighted towards equity ownerskiabse we believe we will create the most valu¢ghiCompany and its shareholders
over time by having employees think and act liked therefore be owners. To this end, and subjeBbtod of Directors' approval, you will
granted a 15-year option to purchase 600,000 slb&resiazon.com common stock, which will vest at thge of 60,000 shares at the end of
each year of employment during the first 10 ye&engployment. In addition, you will be granted ayi&ar option to purchase 400,000 shares
of Amazon.com common stock, which will vest at tate of 80,000 shares at the end of each year pfogment after the first 10 years of
employment. These share amounts reflect the 2 gmtilof the Company's common stock effective ept8mber 1, 1999. The strike price on
your stock option grants will be the fair markelnaper share of such stock on the later of the Biate or the date that the Compensa
Committee approves your grants. Your option willdeeumented by delivery to you of a Stock OptiottéreAgreement specifying the terms
and conditions of the option.

6. 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 oitheut cause. Any statements to the contrary tteat have been made to you, or that may be
made to you by the Company, its agents, or reptasess are superseded by this offer letter.

7. CONFIDENTIALITY, NON COMPETITION AND INVENTION ASSIGNMENT AGREEMENT

As a condition of your employment pursuant to tifer letter, we do require that you sign the esetb Confidentiality, Noncompetition and
Invention Assignment Agreement. The Company's mgliess to grant you the stock options referredhtva is based in significant part on
your commitment to fulfill the obligations specifién that agreemer

You should know that the agreement will signifidgmestrict your future flexibility in many ways.of example, you will be unable to seek or
accept certain employment opportunities for a geabl18 months after you leave the Company. Pleagew the agreement carefully and, if
appropriate, have your attorney review it as well.

8. 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.

The terms described in this letter, if you accéf offer, will be the terms of your employmentdahis letter superseded any previous
discussions or offers. Any additions or modificagmf these terms would have to be in writing agded by you and an officer of the
company.

If you wish to accept employment with the compapigase 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 yoasfénd returning the other to Joe Galli
on or before September 3, 1999, upon which daseattfier will expire.



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. Pleaserfee know if | can answer any questions for youudifamy of the matters outlined in this
letter.

Sincerely,
/sl JOE GALLI
Joe @Gl li
Presi dent & COO
Amazon. com Inc.
ACCEPTANCE

| accept employment with Amazon.com, Inc. undertéims set forth in this letter.

/sl JEFF A. W LKE 9/ 2/ 99

Si ghature Dat e

Printed Nanme: Jeffrey A WIke Start Date: 9/ 7/ 99



EXHIBIT 10.12
[AMAZON.COM LETTERHEAD]
August 13, 1997

Mr. Richard Dalzell
2514 Orleans Drive
Rogers, AR 72758

Dear Richard:
This letter documents our revised offer and conafetupersedes our letter to you dated August 94719

On behalf of Amazon.com, Inc. (the "Company"), | eeny pleased to offer you the position of Vicegtdent and Chief Information Officer.
This letter clarifies and confirms the terms of yemployment with the Company.

START DATE AND SALARY

Unless we mutually agree otherwise, your start déltdoe September 2nd, 1997. Your starting salsitiybe $16,666.67 per month ($200,000
annualized), payable in accordance with the Compastgindard payroll practice and subject to appléecaithholding taxes.

SIGNING BONUS

You will receive a one-time signing bonus in thecammt of $150,000, subject to applicable taxes aitidhwldings. This bonus will be
included in the first paycheck issued to you subsatjto the beginning of your full-time employmelfityou resign from the Company prior
to the first anniversary of that start date, yoli kgimburse the Company for the bonus on a predaonthly basis.

RELOCATION ALLOWANCE

To help defray your relocation expenses, you witlaive a relocation allowance in the amount of @28, subject to applicable taxes and
withholdings. This allowance will be paid on yoirst day of full-time employment. In addition, yeuill receive reimbursement for
reasonable temporary living accommodations for god your family, as determined in the discretiothef Company. This reimbursement
will be taxable income and will be subject to apglile taxes and withholdings.

STOCK GRANT

On commencement of your employment, we will recomdni® the Board of Directors of the Company that e granted an option to
purchase 125,000 shares of Amazon.com common sibthe fair market value per share of such stocthe date the grant is approved by
the Board of Directors. Your option will be docunteshby delivery to you of a Stock Option Letter Agment specifying the terms and
conditions of the option. Subject to approval bg Board of Directors, the option will vest 20% aft@e year of employment, an additional
20% after two years of employment, and an additibBaper quarter thereafte



BRIDGE LOAN

The Company will provide a bridge loan to assiat yopurchasing a house in the Seattle metropoditea. The loan amount will be equal to
the value of your equity interest in your curregidence (not to exceed $75,000) and will be paachptly upon your request. The loan will
not bear interest, but the imputed interest oridaa will be taxable income to you and will be sdijto applicable taxes and withholdings.
The loan will have a one-year term and will be sediby your stock option and any shares obtainexith the exercise of that option.

BENEFITS

You will also be entitled, during the term of ya@mployment, to such vacation, medical and otherl@yep benefits as the Company may
offer from time to time, subject to applicable ditity requirements. The Company does reserveitte to make any modifications in this
benefits package that it deems appropriate. Thep@amis current vacation policy is to provide yothwivo weeks paid vacation per year in
the first year of your employment, and three wamksyear thereafter, during the term of your emplegt. You are also eligible to participi
in Amazon.com's 401(k) retirement plan the firsaiqer after 90 days of employment and to enrotiin major medial plan on the first entry
date after 30 days of employment

SEVERANCE PAY

If the Company terminates your employment for a@gspon prior to the third anniversary of your futhé start date, you will receive a
severance equal to six times your monthly baseysatahe time of termination, subject to applieataxes and withholdings.

EMPLOYMENT AT WILL

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

CONFIDENTIALITY, NONCOMPETITION AND INVENTION ASSIG NMENT 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 mgliess to grant you the stock options referredtva is based in significant part on
your commitment to fulfill the obligations specifién that agreemer

You should know that the agreement will signifidgmestrict your future flexibility in many ways.of example, you will be unable to seek or
accept certain employment opportunities for a geabl18 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.

The terms described in this letter, if you accef offer, will be the terms of your employmentdahis letter supersedes any previous
discussions or offers. Any additions or modificagf these terms would have to be in writing agded by yourself 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 yoasfénd returning the other to me
before August 20, 1997, upon which date this offiirexpire.

We are very excited about the possibility of yomijag us. | hope that you will accept this offelddnok forward to a productive and mutually
beneficial working relationship. Please let me kribiacan answer any questions for you about anthefmatters outlined in this letter.

Sincerely,
/sl JEFFREY P. BEZCS
Jeffrey P. Bezos
Chi ef Executive Oficer
Amazon.com Inc.
ACCEPTANCE

| accept employment with Amazon.com, Inc. undertéims set forth in this letter:

/sl R L. DALZELL 8/ 14

Si ghature

Printed Name: R. L. Dalzell



EXHIBIT 12.1

Year Ended December 31,
1999 1998 1997 1996 1995
(amounts in thousa nds)
Net loss $(719,968) $(124,546) $ (31,020) $ (6,246) $ (303)
Equity in losses of equity-method investees 76,769 2,905 -- -- --
Net loss before equity in losses of equity-method i nvestees (643,199) (121,641) (31,020) (6,246) (303)
Plus fixed charges:
Interest expense including amortization
of debt issuance costs 84,566 26,639 326 5 -
Assumed interest element included in
rent expense (1) 4,732 2,833 700 90 4
89,298 29,472 1,026 95 4
Adjusted earnings (loss) (553,901) (92,169) (29,994) (6,151) (299)
Fixed charges (89,298)  (29,472) (1,026) (95) (4)
$(643,199) $(121,641) $(31,020) $ (6,246) $ (303)

(1) total rent expense for the period times the famy's estimated incremental borrowing rate. Thitié portion of rental expense which the
Company believes to be representative of intemest



EXHIBIT 21.1

AMAZON.COM, INC.
LIST OF SUBSIDIARIES

JURISDICTION OF
NAME INCORPORATI ON PERCENT OWNED
Amazon.com LLC Delaware 100%
Amazon.com Holdings, Inc. Delaware 100%
Amazon.com.gadc, Inc. Delaware 100%
Amazon.com.ksdc, Inc. Delaware 100%
Amazon.com.kydc, Inc. Delaware 100%
Amazon.com.nddc, Inc. Delaware 100%

Amazon.com.nvdc, Inc. Delaware 100%




EXHIBIT 23.1
CONSENT OF ERNST & YOUNG LLP, INDEPENDENT AUDITORS

We consent to the incorporation by reference in f@eRegistration Statement (Form S-4 No. 333-8§ fi2rtaining to the registration of the
10% Senior Discount Notes, (b) Registration Staterffeorm S-8 No. 333-63311) pertaining to the JaadCorp. 1996 Stock Plan, the
Junglee Corp. 1998 Equity Incentive Plan, the S&agerprises, Inc. 1997 Amended Stock Option Plahthe Sage Enterprises, Inc. MVP
Stock Option Plan, (c) Registration Statement (F8rhNo. 333-55943), as amended, pertaining tati@isition shelf-registration of up to
30 million shares of common stock, (d) Registratkiatement (Form S-8 No. 333-28763) pertainingéol997 Stock Option Plan of
Amazon.com, Inc. and the Amended and Restated $882k Option Plan of Amazon.com, Inc., (¢) RegtgiraStatement (Form S-8 No.
333-88825) pertaining to the Convergence Corpaneitock Option Plan, (f) Registration Statementrifr&-8 No. 333-80491) pertaining to
the Alexa Internet Amended and Restated 1997 Sigtlon Plan, (g) Registration Statement (Form Se8 383-80495) pertaining to the
Accept.com Financial Services Corporation 1998 IStption Plan, (h) Registration Statement (FormI$e3333-78797), as amended,
pertaining to shelf registration of up to $2,00@@O0 of certain securities, (i) Registration Staat (Form S-8 No. 333-78651) pertaining to
the LiveBid.com 1997 Stock Option Plan and Innerlirechnologies, Incorporated 1997 Stock Option RlgiRegistration Statement (Form
S-8 No. 333-78653) pertaining to the e-Niche Incoaped Amended and Restated 1998 Stock Option asat ®lan, (k) Registration
Statement (Form S-3 No. 333-74435) pertaining ¢orégistration of the 4 3/4% Convertible Subordidatiotes due 2009, and (I)
Registration Statement (Form S-8 No. 333-7441%gapeng to the Amazon.com, Inc. 1999 Non-officer flayee Stock Option Plan, of our
report dated February 2, 2000, except for Notesl® avhich the date is February 16, 2000, with eesfo the consolidated financial
statements and schedule of Amazon.com, Inc. indlidéhis Annual Report (Form 10-K) of Amazon.cdmg. for the year ended December
31, 1999.

Ernst & Young LLP
Seattle, Washington

March 24, 200(



ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE AMAZON.COM, INC. FORM 10-
K FOR THE YEAR ENDED DECEMBER 31, 1999 AND IS QUARIED IN ITS ENTIRETY BY REFERENCE TO SUCH FINANCIAL

STATEMENTS.
MULTIPLIER: 1,000

PERIOD TYPE 12 MOS
FISCAL YEAR END DEC 31 199
PERIOD START JAN 01 199
PERIOD END DEC 31 199
CASH 116,96:
SECURITIES 589,22
RECEIVABLES 0
ALLOWANCES 0
INVENTORY 220,64¢
CURRENT ASSETS 1,012,17;
PP&E 366,97
DEPRECIATION 49,36¢
TOTAL ASSETS 2,471,55
CURRENT LIABILITIES 738,93
BONDS 1,466,33;
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 3,45:
OTHER SE 262,82
TOTAL LIABILITY AND EQUITY 2,471,55
SALES 1,639,83:
TOTAL REVENUES 1,639,83!
CGS 1,349,19.
TOTAL COSTS 1,349,19.
OTHER EXPENSES 896,40
LOSS PROVISION 0
INTEREST EXPENSE 84,56¢
INCOME PRETAX (719,968
INCOME TAX 0
INCOME CONTINUING (719,968
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME (719,968
EPS BASIC (2.20)12
EPS DILUTED (2.20)2

1 FOR PURPOSES OF THIS EXHIBIT, PRIMARY MEANS BASIC.

ON JANUARY 4, 1999, THE COMPANY EFFECTED A THREE RGONE STOCK SPLIT IN THE FORM OF A STOCK DIVIDEND

>, AND ON SEPTEMBER 1, 1999, THE COMPANY EFFECTED ABR-1 STOCK SPLIT IN THE FORM OF A STOCK DIVIDEND.
IN ACCORDANCE WITH REGULATION S-K ITEM 601, PRIORERIOD FINANCIAL DATA SCHEDULES HAVE NOT BEEN
RESTATED FOR THE STOCK SPLITS.
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