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AMAZON.COM, INC.
PART |

Item 1. Business

This Annual Report on Form 10-K and the documertsrporated herein by reference contain forwardKing statements based on
expectations, estimates, and projections as ofl¢tte of this filing. Actual results may differ mad#ly from those expressed in forward-
looking statements. See Item 7 of Part II—"ManagafseDiscussion and Analysis of Financial Conditexmd Results of Operations—
Forward-Looking Statements.”

Amazon.com was incorporated in 1994 in the staM/a$hington and reincorporated in 1996 in the sihfeelaware. Our principal
corporate offices are located in Seattle, Washimgfée completed our initial public offering in Ma®97 and our common stock is listed on
the Nasdaq National Market under the symbol “AMZN.”

As used herein, “Amazon.com,
indicates otherwise.

we,” “our” and siamlterms include Amazon.com, Inc. and its subsekaunless the context

General

Amazon.com, Inc., a Fortune 500 company, openedritsal doors on the World Wide Web in July 199&ldoday offers Earth’s
Biggest Selection. We seek to be Earth’s most costecentric company, where customers can find awbder anything they might want to
buy online, and endeavor to offer customers theekiywossible prices.

Amazon.com and its affiliates operate retail wedssitncludingwww.amazon.com, www.amazon.co.uk, www.amazon.de,
www.amazon.co.jp, www.amazon.fr, www.amazoamdwww.joyo.com We have organized our operations into two priakc§ggments:
North America and International. The North Amersemment includes the operating resultwww.amazon.corandwww.amazon.caThe
International segment includes the operating resiflvww.amazon.co.uk, www.amazon.de, www.amazomfw.amazon.co.j@and
www.joyo.com In addition, we operate other websites, includingv.a9.conrandwww.alexa.conthat enable search and navigation;
www.imdb.com a comprehensive movie database; and Amazon Meehdmurk atwww.mturk.conwhich provides a web service for
computers to integrate a network of humans dirently their processes. The operating results cfalveebsites are included in our North
America segment. See Item 8 of Part Il, “Finan8i@tements and Supplementary Data—Note 12—Segmf@niriation.”

Business Strategy

Our business strategy is to relentlessly focusustamner experience by offering our customers lowegy convenience, and a wide
selection of merchandise, to provide e-commeraetienls and services to other businesses and towéfle services applications to
developers.

Price

We endeavor to offer our customers the lowest pnmessible through low everyday product pricing fied shipping offers. We also
strive to improve our operating efficiencies sathva can pass along the associated savings toustoroers in the form of lower prices. We
enable third-party sellers to offer products on sites, in many instances alongside our produettieh, and set their own retail prices.

Convenience

Our software engineers, computer scientists, anthgement team focus on continuous innovation teigedfurther convenience for
our customers. We work to earn repeat purchasesdwding easy-to-use
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functionality, fast and reliable fulfillment, timetustomer service, feature-rich content, and stéditransaction environment. Key features of
our websites include editorial and customer revienanufacturer product information; gift guides; Meages tailored to individual
preferences, such as recommendations and notifitsatl-Click® technology; secure payment systems; image uplatgisal content;
searching on our websites as well as the Intelmetysing; and the ability to view selected intepages and citations, and search the entire
contents of many of the books we offer with our 6kdnside the Book” and “Search Inside the Booldttees. Our community of online
customers also creates featuiat content, including product reviews, onlineageunendation lists, wish lists, buying guides, aretlding an
baby registries.

We endeavor to fulfill customer orders quickly, @aagrovide intuitive self-service features thatisisour customers when they have
guestions. We communicate our fulfillment promiseéveral ways, such as presenting up-to-date tomeavailability information, delivery
date estimates, and options for expedited delivasyyell as delivery shipment notifications. Addlitally, customers can use the “Your
Account” website features to track order and shipinséatus, review estimated delivery dates, camesthipped items, change delivery
instructions and payment options, combine ordetis gt options, and return items.

We fulfill customer orders in a number of ways,lirting through our U.S. and international fulfillmtecenters and warehouses; thro
fulfillment centers operated under co-sourcing rgeaments, including our fulfillment center suppagtivww.amazon.co.jpthrough
outsourced fulfillment providers, including ourfiliiment providers supportinggww.amazon.caand through other third-party fulfillment
arrangements. We operate customer service centdrally, which are supplemented by several co-gogrcustomer service arrangements
with third parties. See Item 2 of Part |, “Propesti’ for additional information about fulfillmenénters and customer service locations.

Selection

To provide the widest possible selection for owstomers worldwide, we have designed our websitemnale millions of unique
products to be sold by us and by third partiessscawzens of product categories such as:

» Apparel, shoes, and accesso  Home, garden, and outdoor living produ
» Baby care product » Jewelry and watche

* Beauty » Kitchenware and housewat

» Books * Magazine subscriptior

e Camera and photograp e Music and musical instrumer

e Cell phones and servi » Office products

e Computers and computer «ons e Software

» Consumer electronic e Sports and outdoo!

» DVDs, including rentals and vide: » Tools and hardwar

» Gourmet fooc » Toys and video game

* Health and personal ca

Amazon.com Retail

We source and sell a broad range of products tecuwstomers worldwide across dozens of product caiegy Additionally, through our
Syndicated Stores program, we utilize our e-commeegvices, features, and technologies to selpmducts through other businesses’
websites, such asww.borders.com
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Third-Party Sellers

Through Amazon Services, we offer Amazon Marke®lacd Merchants@ programs that enable third padissll their products on
our websites, allow customers to shop for prodaatsed by third parties using our features and teldgies, and allow individuals to
complete transactions that include multiple seliera single checkout process. We are not thersa#flleecord in these third-party seller
transactions, but instead earn fixed fees, salesrissions, per-unit activity fees, or some combarathereof.

Amazon Marketplace generally serves individuals smdll businesses, enabling them to offer theidpets for sale on our websites
alongside our products and products made availabteher third-party sellers. Our Merchants@ praggenerally serves larger, branded
businesses and is primarily focused on expandiagéfection of new products available on our websiVe also sometimes offer fulfillment-
related services to third-party sellers.

Services

Amazon Enterprise Solutions (formerly known as Martt.com) provides third party retailers with barid eeommerce and fulfillmel
solutions to enable third party e-commerce busgmegperating under their own brand name and wehdieess (e.gvww.target.con). We
also offer web services applications to developgeraddition, we have co-branded credit card agergsmand marketing and promotional
services, such as online advertising.

Marketing and Promotion

Our marketing strategy is designed to increaseooust traffic to our websites, drive awareness ofipcts and services we offer,
promote repeat purchases, develop incremental prasha service revenue opportunities, and strengdhe broaden the Amazon.com brand
name. We believe our most effective marketing ésfoesult from our focus on continuously improvthg customer experience, which drives
word-of-mouth promotion and repeat customer visite. also deliver personalized Web pages and saraice employ a variety of media,
business development activities, and promotiondhods. We employ various means of advertising, twlmnsist primarily of online
advertising, including through our Associates agddicated Stores programs, sponsored search, pakhtaltising, e-mail campaigns, and
other initiatives. We also participate in coopemithdvertising arrangements with certain of ourdees and other third parties. Our Associi
program directs customers to our websites by emgliidependent websites to make millions of proslasgilable to their audiences with
fulfillment performed by us or third parties. Weypsommissions to hundreds of thousands of partitgpan our Associates program when
their customer referrals result in product sales.

We offer everyday free shipping options worldwidhelan the U.S. also offer Amazon Prime, a memberphdgram in which members
receive free two-day shipping and discounted ogirtnghipping. Although marketing expenses do nduihe the costs of our free shipping or
promotional offers, we view such offers as effeetimarketing tools.

Technology

Using our own proprietary technologies, as wellexfinology licensed from third parties, we havelangented numerous features and
functionality that simplify and improve the custanskopping experience, enable third parties tosethur platform, and facilitate our
fulfillment and customer service operations. Ourent strategy is to focus our development effortsontinuous innovation by creating and
enhancing the specialized, proprietary softwareithanique to our business, and to license oriae@oammerciallydeveloped technology f
other applications where available and appropriate.continually invest in several areas of techggjancluding search technologies, seller
platforms, web services, and digital initiatives.

We use a set of applications for accepting andlatihg customer orders, placing and tracking ordétts suppliers, managing inventc
and assigning it to customer orders, and ensurioggs shipment of products to
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customers. Our transaction-processing systems éanitlions of items, a number of different statoguiries, multiple shipping addresses,
gift-wrapping requests, and multiple shipment mdthd hese systems allow the customer to choosehethiet receive single or several
shipments based on availability and to track tlegperss of each order. These applications also neaihagprocess of accepting, authorizing,
and completing customer payment transactions, wiaeh by geography, but include credit cards aedtebnic fund transfers, among other
payment mechanisms.

Competition

The environment for our products and servicestanisely competitive. Our current and potential cetitprs include: (1) physicadorld
retailers, catalog retailers, publishers, venddistributors and manufacturers of our products, yyarwhich possess significant brand
awareness, sales volume, and customer bases, medo$avhich currently sell, or may sell, productsservices through the Internet, mail
order, or direct marketing; (2) other online e-coenae sites; (3) a number of indirect competitarsiuding media companies, Web portals,
comparison shopping websites, and Web search engitker directly or in collaboration with othetailers; and (4) companies that provide
e-commerce services, including website developntbint-party fulfilment and customer-service. Welibve that the principal competitive
factors in our market segments include selectidogepavailability, convenience, information, diseoy, brand recognition, personalized
services, accessibility, customer service, relighispeed of fulfilment, ease of use, and abitdyadapt to changing conditions, as well as our
customers’ overall experience and trust in transastwith us and facilitated by us on behalf ofdkparty sellers. For services we offer to
business and individual sellers, additional contjpetifactors include the quality of our services aools, our ability to facilitate sales for th
parties we serve, and the speed of performanaaufoservices. Other companies also may enter imsinbss combinations or alliances that
strengthen their competitive positions.

Intellectual Property

We regard our trademarks, service marks, copyrigiattents, domain names, trade dress, trade sgqumpsietary technologies, and
similar intellectual property as critical to ourcsess, and we rely on trademark, copyright andhpédev, trade-secret protection, and
confidentiality and/or license agreements with emnployees, customers, partners, and others togpiate proprietary rights. We have
registered a number of domain names and been issnathber of trademarks, service marks, patentscapyrights by U.S. and foreign
governmental authorities. We also have appliedHferregistration of other trademarks, service mat&sain names, and copyrights in the
U.S. and internationally, and we have filed U.S] arternational patent applications covering cert#iour proprietary technology. We have
licensed in the past, and expect that we may le@mnshe future, certain of our proprietary rightsch as trademarks, patents, technologies or
copyrighted materials, to third parties.

Seasonality
Our business is affected by seasonality, whictohitsdlly has resulted in higher sales volume dudogfourth quarter.

Employees

We employed approximately 12,000 full-time and fiente employees at December 31, 2005. However, gmp#at levels fluctuate di
to seasonal factors affecting our business. Aduttig, we utilize independent contractors and terapopersonnel on a seasonal basis. None
of our employees is represented by a labor unighvwanconsider our employee relations to be goodnatition for qualified personnel in
our industry is intense, particularly for softwagineers, computer scientists, and other techsiafl We believe that our future success
depend in part on our continued ability to attraat, and retain qualified personnel.
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Available Information

Our investor relations websitewsvw.amazon.com/irWe make available on this website under “Findri@@uments,” free of charge,
our annual reports on Form 10-K, quarterly report$-orm 10-Q, current reports on Form 8-K, and ain@mnts to those reports as soon as
reasonably practicable after we electronically ditsfurnish such materials to the U.S. Securities Bxchange Commission (“SEC”).

Executive Officers and Directors
The following tables set forth certain informatiggarding our Executive Officers and Directors BBebruary 15, 2006:

Executive Officers

Age
Name Position
Jeffrey P. Bezo 42  President, Chief Executive Officer, and ChairmathefBoarc
Richard L. Dalzell 48  Senior Vice President, Worldwide Architecture anatf®rm Software, and Chief
Information Officer
Mark S. Peel 48  Vice President, Chief Accounting Offic
Diego Piacentin 45  Senior Vice President, Worldwide Retail and Manke
Kal Ramar 37  Senior Vice President, Worldwide Hardlir
Thomas J. Szkute 45  Senior Vice President and Chief Financial Offi
Jeffrey A. Wilke 39  Senior Vice President, Worldwide Operatic
L. Michelle Wilson 43  Senior Vice President, General Counsel, and Segr

Jeffrey P. Bezos. Mr. Bezos has been Chairman of the Board of Zanaom since founding it in 1994 and Chief Exeautfficer
since May 1996. Mr. Bezos served as President foamding until June 1999 and again from October@@0the present.

Richard L. Dalzell. Mr. Dalzell has served as Senior Vice Presidéfadridwide Architecture and Platform Software, aBhief
Information Officer since November 2001. From O&nB000 until November 2001, Mr. Dalzell was Senare President and Chief
Information Officer and, from August 1997 until @ber 2000, he was Vice President and Chief Infaomadfficer. Prior to joining
Amazon.com, Mr. Dalzell was Vice President of Imh@tion Systems at Wal-Mart Stores, Inc.

Mark S. Peek. Mr. Peek has served as Vice President and @Gleiedunting Officer since July 2002. From NovemB@600 to July
2002, he served as Vice President, Financial Ptgnaind Analysis, and from April 2000 to Novembe®@0he served as Vice President,
Finance, and Chief Accounting Officer. Prior tonjimig Amazon.com, Mr. Peek was an audit partner Wiloitte & Touche.

Diego Piacentini. Mr. Piacentini has served as Senior Vice PeggidNorldwide Retail and Marketing, since Novemp@d1. From
joining Amazon.com in February 2000 until NovemB@601, Mr. Piacentini was Senior Vice President Getieral Manager, Internation
Prior to joining Amazon.com, Mr. Piacentini was ¥iPresident and General Manager, Europe, of Appiapliter, Inc.

Kal Raman. Mr. Raman (also known as Kalyanaraman Srinivakas served as Senior Vice President of Worldwidedlines since
September 2004. Prior to joining Amazon.com, MnrRRa was President and CEO of drugstore.com froni 2p@1 to June 2004, and Ser
Vice President and Chief Operating Officer from Mmber 1999 to April 2001.

Thomas J. Szkutak. Mr. Szkutak has served as Senior Vice PresigedtChief Financial Officer since November 200200
joining Amazon.com, Mr. Szkutak held a variety okjiions at General Electric Co., including Chi@iancial Officer of GE Lighting fron
September 2001 to September 2002, and Financet@iefcGE Plastics Europe from March 1999 to Sejen2001.
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Jeffrey A. Wilke.  Mr. Wilke has served as Senior Vice Presidérdrldwide Operations since January 2002. From Gat@000 unti
January 2002, Mr. Wilke was Senior Vice Presid@nmerations, and prior to that he had been Viceit®rasand General Manager,
Operations, since joining Amazon.com in Septem®®91 Prior to joining Amazon.com, Mr. Wilke was ¥i€resident and General Manager
of the Pharmaceutical Fine Chemicals unit at Allgignal.

L. Michelle Wilson.  Ms. Wilson has served as Senior Vice Presideaheral Counsel, and Secretary since June 20@3e3hed as
Senior Vice President, Human Resources, Generatgabuand Secretary from March 2001 until June 2864 as Vice President, General
Counsel, and Secretary from July 1999 until Mar@@12 Prior to joining Amazon.com, Ms. Wilson wagatner in the law firm of Perkins
Coie LLP.

Board of Directors

Age
Name Position
Jeffrey P. Bezo 42 President, Chief Executive Officer, and ChairmarthefBoarc
Tom A. Alberg 66 Managing Director, Madrona Venture Grg
John Seely Brown 65 Chief Scientist of Xerox Corporation (retired) aviditing Scholar at the Annenberg
Center for Communication at the University of SauthCalifornia
L. John Doer 54 General Partner, Kleiner Perkins Caufield & By
William B. Gordon 56 Executive Vice President and Chief Creative Offiégectronic Arts, Inc
Myrtle S. Pottel 47 Consultant, Myrtle Potter Consulting, LL
Thomas O. Ryde 61 Chairman, Read’s Digest Association, In
Patricia Q. Stonesife 49 Chief Executive Officer, Bill & Melinda Gates Fouatibn

Item 1A. Risk Factors

The following risk factors and other informatiorcinded in this Annual Report should be carefullpsidered. The risks and
uncertainties described below are not the only eveeface. Additional risks and uncertainties nasently known to us or that we currently
deem immaterial also may impair our business ojmersitIf any of the following risks occur, our bosss, financial condition, operating
results, and cash flows could be materially adigsiected.

We Face Intense Competition

The market segments in which we compete are rapigiving and intensely competitive, and we haveynaompetitors in different
industries, including both the retail and e-commaeservices industries.

Many of our current and potential competitors hlawveyer operating histories, larger customer bagester brand recognition, and
significantly greater financial, marketing, and athesources than we have. They may be able toesemrchandise from vendors on more
favorable terms and may be able to adopt more aggeepricing policies. Competitors in both theailedind e-commerce services industries
also may be able to devote more resources to temyndevelopment, fulfillment, and marketing thaa do.

Competition in the e-commerce channel may intensityher companies in the retail and e-commercdaemdustries may enter into
business combinations or alliances that strendtinein competitive positions. As various Internetrket segments obtain large, loyal custo
bases, participants in those segments may expémthimnmarket segments in which we operate. Intihgdinew and expanded Web
technologies, including search, web services, dgitatl may further intensify the competitive nagwf online retail and eemmerce service
The nature of the Internet as an electronic mat&egpfacilitates competitive entry and comparisvopping and renders it inherently more
competitive than conventional retailing formatsisTimcreased competition may reduce our sales atipgrprofits, or both.
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Our Expansion Places a Significant Strain on our Niagement, Operational, Financial and Other Resousce

We are rapidly and significantly expanding our @piens both domestically and internationally antd @antinue to expand further to
pursue growth of our product and service offeriagd customer base. Such expansion increases th@eodty of our business and places a
significant strain on our management, operaticahrical performance, financial resources, andnatdinancial control and reporting
functions, and there can be no assurance that ivbendible to manage it effectively. Our currend @tanned personnel, systems, procedures,
and controls may not be adequate to support aedtafély manage our future operations, especialywa employ personnel in multiple
geographic locations. We may not be able to hieén tretain, motivate, and manage required peromrhich may limit our growth. If any «
this were to occur, it could damage our reputafiiomf our growth, negatively affect our operatiresults and harm our business.

Our Expansion into New Product Areas and Geograplitegions Subjects Us to Business and Competitivak&i

We do not expect to benefit in our newer marketssws, whether products, services or new geograguhis, from the first-to-market
advantage that we experienced in the U.S. onlimd lsbannel. Our gross profits in our newer busiresivities may be lower than in our
older business activities. In addition, we may hiawéed or no experience in new product and seréctivities and new geographic areas,
and our customers may not favorably receive our Inesinesses. Our newer market segments may pigsecial technology challenges that
we have not faced before. To the extent we pursoemercial agreements, acquisitions and/or stratdtignces to facilitate new product or
service activities or geographic expansion, theagents, acquisitions and/or alliances may noubeessful. If any of this were to occur, it
could damage our reputation, limit our growth, rie@dy affect our operating results and harm ousibess.

We May Experience Significant Fluctuations in Our @rating Results and Rate of Growth

Due to our limited operating history, our evolvingsiness model, and the unpredictability of ouustdy, we may not be able to
accurately forecast our rate of growth. We basecatment and future expense levels and our investplans on estimates of future net sales
and rate of growth. A significant portion of oupenses and investments is fixed, and we may nablgeto adjust our spending quickly
enough if our net sales fall short of our expeotai

Our revenue and operating profit growth dependthercontinued growth of demand for the productssemdices offered by us or our
sellers, and our business is affected by geneaala@nic and business conditions throughout the wélsoftening of demand, whether cau
by changes in consumer preferences or a weakehthg &.S. or global economies, may result in daseel revenue or growth. Terrorist
attacks and armed hostilities create economic andumer uncertainty that could adversely affectreuenue or growth. Such events could
create delays in, and increase the cost of, prazhipments, which may decrease demand. Revenudhgnoay not be sustainable and our
company-wide percentage growth rate may decreabe ifuture.

Our net sales and operating results will also flat¢ for many other reasons, including:

» our ability to retain and increase sales to exgstinstomers, attract new customers, and satisfgusiomers’ demands;

e our ability to expand our network of sellers, aaehter into, maintain, renew, and amend on faver@ms our commercial
agreements and strategic allianc

» foreign exchange rate fluctuations, particularlyrdsrnational sales become an increasingly lacgatributor to our revenues;

e our ability to acquire merchandise, manage inventand fulfill orders;
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» the introduction by our current or future compettof websites, products, services, price decreasésiprovements;
» changes in usage of the Internet and e-commerdeding in non-U.S. markets;
» timing, effectiveness, and costs of upgrades amdldpments in our systems and infrastructure;

» the effects of commercial agreements and strattgnces and our ability to successfully implemie underlying relationships
and integrate them into our busine

» the effects of acquisitions, and other businessbioations and our ability to successfully integrétem into our business;

» the success of our geographic and product lineresipas;

» the outcomes of legal proceedings and claims;

» technical difficulties, system downtime, or intgrtions;

» variations in the mix of products and services elé s

* variations in our level of merchandise and veneétums;

» disruptions in service by shipping carriers;

» the extent to which we offer free shipping, conéiria reduce product prices worldwide, and provididiteonal benefits to our

customers which reduce our gross or operatingtsr
» the extent to which we invest in technology andtent fulfillment, marketing and other expense gatees;

» the extent to which we provide for and pay taxes;

» increases in the prices of fuel and gasoline, whiehused in the transportation of packages, dsawé@hcreases in the prices of
other energy products, primarily natural gas aedtekity, and commodities like paper and packinggies, all of which are used
in our operating facilities

» the extent to which operators of the networks betwaur customers and our websites successfullygeHaes to grant our
customers unimpaired and unconstrained accesg mmntine services; an

» the extent to which overall Internet use is affddig spyware, viruses, and “phishing,” spoofing attter spam emails directed at
Internet users, viruses a“denial of servic” attacks directed at Internet companies and seprméaders, and other even

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

We May Not Be Successful in Our Efforts to Expanmaté International Market Segments

Our international activities are significant to savenues and profits and we plan, over time, tdioae to expand our reach in
international market segments. We have relativietlg experience in purchasing, marketing, andritlisting products or services for these or
future market segments and may not benefit fromfastyto-market advantages. It is costly to estibinternational facilities and operations,
promote our brand internationally and develop lizea websites, stores, and other systems. We ntasucoeed in these efforts. Our net s
from international market segments may not offiseteéxpense of establishing and maintaining theée@laperations and, therefore, these
operations may not be profitable on a sustainesbas

Our international sales and related operationsagct to a number of risks inherent in sellingoald, including, but not limited to,
risks with respect to:

» foreign exchange rate fluctuations;

» local economic and political conditions;
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* restrictive governmental actions (such as tradéeptimn measures, including export duties and cuatal custom duties and tariffs)
and restrictions on the level of foreign owners|

e restrictions on sales of certain products or sesvand uncertainty regarding our liability for ffreducts or services we offer and
content provided by us or our users, including uagety as a result of less Internet-friendly leggstems, local laws, lack of legal
precedent, and varying rules, regulations, andtisescregarding the distribution of media produstd enforcement of intellectual
property rights

» import, export, or other business licensing requaats;

« limitations on the repatriation of funds and foreurrency exchange restrictions;

» difficulty in obtaining distribution and support;

e nationalization or restrictions on foreign ownepshi

» shorter payable and longer receivable cycles amdabultant negative impact on cash flow;

« consumer and data protection laws and restricbhongricing or discounts;

» lower levels of adoption or use of the Internet attter technologies vital to our business andabk bf appropriate infrastructure
support widespread Internet usa

» lower levels of consumer spending on a per cajitasband fewer opportunities for growth in cerfaireign market segments
compared to the U.S

» lower levels of credit card usage and increasednpay risk;

« difficulty in staffing, developing and managing amber of unique foreign operations as a resultsthdce, language and cultural
differences

» different employee/employer relationships and tkistence of workers’ councils and labor unions;
* laws and policies of the U.S. and other jurisditti@ffecting trade, foreign investment, and loans;
e tax and other laws of the U.S. and other jurisditdi and

» geopolitical events, including war and terrorism.

As the international e-commerce channel continaggdw, competition will likely intensify. Local ecopanies may have a substantial
competitive advantage because of their greaterrstadaling of, and focus on, the local customewelbas their more established local brand
name recognition. In addition, governments in fgngurisdictions may regulate e-commerce or ottmndine services in such areas as licenses,
content, privacy, network security, copyright, eqtion, taxation, or distribution. We may not bdeato hire, train, retain, motivate, and
manage required personnel, which may limit our ghowv international market segments.

In 2004, we acquired Joyo.com, which is organizeden the laws of the British Virgin Islands and iggeswww.joyo.conand
www.joyo.com.cim the People’s Republic of China (“PRC") in coagtmn with a PRC subsidiary and PRC affiliates. PRC regulates
Joyo.com’s business through regulations and licemg@irements restricting (i) the scope of foreigrestment in the Internet, retail and
delivery sectors, (ii) Internet content and (ifigtsale of certain media products. In order to riteePRC local ownership and regulatory
licensing requirements, Joyo.com'’s business isatpdrthrough a PRC subsidiary which acts in codjperavith PRC companies owned by
nominee shareholders who are PRC nationals. Althewgbelieve Joyo.com’s structure complies witlseg PRC laws, it involves unique
risks. There are substantial uncertainties reggrttia interpretation of PRC laws and regulationsl, iais possible that the PRC government
will ultimately take a view contrary to ours. Ifylmcom or its subsidiary or affiliates were foundde in violation of any existing or future
PRC laws or regulations or if interpretations ajgé laws and regulations were to change, the lstwild be subject to fines and other
financial penalties, have its licenses revokedeofdoced to shut down entirely. In addition, if dayom were unable to enforce its contractual
relationships with respect to management
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and control of its business, it might be unabledntinue to operate the business. In addition, .@oyo is subject to many of the risks
described in “Our Business Could Suffer if We areslkcessful in Making, Integrating, and Maintainfkgguisitions and Investments.”

If We Do Not Successfully Optimize and Operate Grulfillment Centers, Our Business Could Be Harmed

If we do not successfully operate our fulfillmerinters, it could significantly limit our ability tmeet customer demand. Because it is
difficult to predict demand, we may not manage fagilities in an optimal way, which may result incess or insufficient inventory or
warehousing, fulfillment, and distribution capaciyfailure to optimize inventory in our fulfilmemetwork will increase our net shipping
cost by requiring us to make long-zone shipmentsastial shipments from one or more locations. @dem several of our internationally-
focused websites are fulfilled primarily from agle fulfillment center, and we have only a limitelility to reroute orders to third parties for
drop-shipping. We and our co-sourcers may be urtatdelequately staff our fulfilment and customenvice centers. As we continue to add
fulfilment and warehouse capability or add newibasses with different fulfilment requirementsy dulfillment network becomes
increasingly complex and operating it becomes nehedlenging. There can be no assurance that weberidible to operate our network
effectively.

We rely on a limited number of shipping compan@sdeliver inventory to our fulfillment centers acdmpleted orders to our customi
If we are not able to negotiate acceptable terntls these companies or they experience performardsgms or other difficulties, it could
negatively impact our operating results and custa@®rperience. In addition, our ability to receimbound inventory efficiently and ship
completed orders to customers also may be negatffected by inclement weather, fire, flood, powsss, earthquakes, labor disputes, acts
of war or terrorism, acts of God and similar fastor

Third parties either drop-ship or otherwise fulilh increasing portion of our customers’ ordersl, &g are increasingly reliant on the
reliability, quality, and future procurement of theervices. Under some of our commercial agreesyevi maintain the inventory of other
companies in our fulfillment centers, thereby imsiag the complexity of tracking inventory in arkeating our fulfillment centers. Our
failure to properly handle such inventory or thakitity or failure of these other companies to aately forecast product demand would re
in unexpected costs and other harm to our busera$seputation.

The Seasonality of Our Business Places Increasetifiton Our Operations

We expect a disproportionate amount of our nesdalée realized during the fourth quarter of asedl year. If we do not stock popu
products in sufficient amounts or fail to have s@grto timely restock popular products, such thafail to meet customer demand, it could
significantly affect our revenue and our futurewgtio. If we overstock products, we may be requiethke significant inventory markdowns
or write-offs, which could reduce gross profitsfallure to optimize inventory in our fulfillment h&ork will harm our shipping margins by
requiring us to make long-zone shipments or pastiggments from one or more locations. Orders fseweral of our internationally-focused
websites are fulfilled primarily from a single filliinent center, and we have only a limited abitibyreroute orders to third parties for drop-
shipping. We may experience an increase in ousigping cost due to complimentary upgrades, spifpments, and additional long-zone
shipments necessary to ensure timely delivery,a@aibpefor the holiday season. If the other busgesson whose behalf we perform inventory
fulfillment services deliver product to our fulfitient centers in excess of forecasts, we may bdeitmbecure sufficient storage space and
may be unable to optimize our fulfilment centdf$00 many customers access our websites withsinaat period of time due to increased
holiday or other demand, we may experience sysbéanruptions that make our websites unavailablerevent us from efficiently fulfilling
orders, which may reduce the volume of goods weasel the attractiveness of our products and sesvim addition, we may be unable to
adequately staff our fulfillment centers duringgeeeak periods and third parties that providélifuknt services to our customers may be
unable to meet the seasonal demand. Finally, wagakith our customer service co-sourcers, mayriable to adequately staff customer
service centers.
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We generally have payment terms with our vendaséktend beyond the amount of time necessaryliect@roceeds from our
customers. As a result of holiday sales, at Decer@bef each year, our cash, cash equivalentspranlletable securities balances typically
reach their highest level (other than as a regudash flows provided by or used in investing ain@ricing activities). This operating cycle
results in a corresponding increase in accountaldayOur accounts payable balance should dedlirieglthe first three months following
yearend, which will result in a decline in our cashsh equivalents, and marketable securities balances

Our Business Could Suffer if We Are Unsuccessfullifiaking, Integrating, and Maintaining Commercial Aggements, Strategic
Alliances, and Other Business Relationships

We may enter into commercial agreements, stratdtignces, and other business relationships whlerotompanies. We have entered
into agreements to providecemmerce services to other businesses and we@kamtdr into similar agreements in the future,udaig as pal
of our Merchants@, Syndicated Stores, and Amazaerfrise Solutions program initiatives. Under sagheements, we may perform
services such as: providing our technology sensceh as search, browse, and personalization; figmgndther businesses and individuals to
offer products or services through our websited; @mwering third-party websites, either with orlvatit providing accompanying fulfillment
services. These arrangements are complex and eespbistantial personnel and resource commitmentis byhich may constrain the numl
of such agreements we are able to enter into arydafifiect our ability to integrate and deliver sess under the relevant agreements. If we
to implement, maintain, and develop successfulbyarious components of such commercial relatigrsshirhich may include fulfillment,
customer service, inventory management, tax cadlecpayment processing, licensing of third-padftware, hardware, and content, and
engaging third parties to perform hosting and offegvices, these initiatives may not be viable. dim®unt of compensation we receive under
certain of these agreements is partially depenaietihe volume of sales that the other company makesrefore, if the other business’s
website or product or services offering is not &ssful, we may not receive all of the compensatierare otherwise due under the agreement
or may not be able to maintain the agreement. M@eave may not be able to succeed in our plaesiter into additional commercial
relationships and strategic alliances on favorédaias.

As our commercial agreements expire or otherwiguitate, we may be unable to renew or replace thgeements on comparable
terms, or at all. In the past, we amended sevém@itocommercial agreements to reduce future castepds to be received by us, shorten the
term of the agreements, or both. Some of our ageatginvolve high margin services, such as margetimd promotional agreements, and as
such agreements expire they may be replacedalf, &ty agreements involving lower margin servidesaddition, several past commercial
agreements were with companies that experiencaddassfailures and were unable to meet their otiiga to us. We may in the future enter
into further amendments of our commercial agreemenencounter other parties that have difficulgeting their contractual obligations to
us, which could adversely affect our operating ltesss an example, we are currently in litigatisith Toysrus.com over our commercial
agreement, and Toysrus.com’s parent, Toysrus, fi@cently was acquired by a private investment grémthe event of the early termination
of our commercial agreement with Toysrus.com, weldiattempt to replace the product selection culygmovided by Toysrus.com with
owned inventory and offerings from other partias, dur operating results could be negatively impdct

Our present and future third-party services agregsnether commercial agreements, and strateganaés create additional risks such
as:

« disruption of our ongoing business, including lofsnanagement focus on existing businesses;
» impairment of other relationships;
» variability in revenue and income from enteringiramending, or terminating such agreements ctisakhips; and

» difficulty integrating under the commercial agreense
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Our Business Could Suffer if We Are Unsuccessfullifaking, Integrating, and Maintaining Acquisitionand Investments

We have acquired and invested in a number of cormpaand we may acquire or invest in (such as titrgaint ventures or other
business combinations) additional companies. Adtipns and investments create risks such as:

» disruption of our ongoing business, including loEsmanagement focus on existing businesses;

» problems retaining key technical and manageriadqarel, resulting from, among other factors, changeompensation,
responsibilities, reporting relationships, futuregpects, and the direction of the busin

e additional operating losses and expenses of thedases we acquired or in which we invested;
» the potential impairment of amounts capitalizeihtangible assets as part of the acquisition;

» the potential impairment of customer and othertimbahips of the company we acquired or in whichimnwested or our own
customers as a result of any integration of opemat

» the difficulty of incorporating acquired technologgd rights into our offerings and unanticipatedenses related to such
integration;

» the difficulty of integrating a new company’s acaoting, financial reporting, management, informagtibnman resource and other
administrative systems to permit effective managepend the lack of control if such integratiordedayed or not implemente

» the difficulty of implementing controls, procedur@sd policies appropriate for a larger public comypat companies that prior to
acquisition or investment had lacked such contmiscedures and policie

» potential unknown liabilities associated with a gamy we acquire or in which we invest; and

« for foreign acquisitions and investments, additlaisks related to the integration of operationsoas different cultures and
languages, currency risks, and the particular emdnipolitical, and regulatory risks associatedwgpecific countries

Finally, as a result of future acquisitions or nexsy we might need to issue additional equity séesy spend our cash, or incur debt,
contingent liabilities, or amortization expensdsted to intangible assets, any of which could cedour profitability and harm our business.

We Have Foreign Exchange Risk

The results of operations of, and certain of otertompany balances associated with, our intermaliipfocused websites are exposed
to foreign exchange rate fluctuations. Upon traimha net sales and other operating results mdgrdifiaterially from expectations, and we
may record significant gains or losses on the rememment of intercompany balances. As we have edquhaur international operations, our
exposure to exchange rate fluctuations has becomne pronounced. See Item 7 of Part Il, “Managensebtscussion and Analysis of
Financial Condition and Results of Operations—Rssafl Operations—Effect of Exchange Rates” forldg¢alemonstrating the effect on our
consolidated statements of operations from chaimgeschange rates versus the U.S. Dollar.

In addition, our 6.875% PEACS are denominated iro§wnot U.S. Dollars. We remeasure the princip#he 6.875% PEACS quarterly
based on fluctuations in the Euro/U.S. Dollar exdearatio and record gains or losses in “Remeasmesand other” on our consolidated
statements of operations. As a result, increasgifuro relative to the U.S. Dollar increaselth®. dollar amount we owe as interest and
principal. Furthermore, we hold cash equivalent¥@nmarketable securities primarily in Euros, BhtPounds, and Yen. Accordingly, if the
U.S. Dollar strengthens compared to these currsncash equivalents and marketable securities tedamwhen translated, may be materially
less than expected and vice versa.
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Our Investments and the Consideration We Receivel@einCertain Commercial Agreements May Subject Usaithlumber of Risks

In the past, we have entered into commercial ageegstwith other companies, including strategi@allies whereby we perform certain
e-commerce services, and in exchange for our svie received cash, equity securities of thesgaaias, and/or additional benefits, such
as website traffic. The amount of compensationeeeive under certain of these agreements is depeaddhe volume of sales made by the
other company. In some cases, we have also madeasejnvestments in the other company by makicasa payment in exchange for eq
securities of that company. We may make similaegtments in the future. To the extent we have vedetquity securities as compensation,
fluctuations in the value of such securities wifeat our ultimate realization of amounts we hageaived as compensation for services.

In the past, we amended several of our commergialements to reduce future cash proceeds to bizeddasy us, shorten the term of
our commercial agreements, or both. We may indharé enter into further amendments of our commatéegireements. Although these
amendments did not affect the amount of unearnezhtee previously recorded by us (if any), the tignrfi revenue recognition of these
recorded unearned amounts was changed to corresptinthe terms of the amended agreements. Toxtemewe believe any such
amendments cause or may cause the compensatienrégdived under an agreement to no longer be tixeléterminable, we limit our
revenue recognition to amounts received, excludmgfuture amounts not deemed fixed or determinatgduture amounts are subsequently
received, such amounts are incorporated into augmee recognition over the remaining term of theeament.

Our investments in equity securities are includetMarketable securities” and “Other assets” on camsolidated balance sheets. We
regularly review all of our investments in publiedaprivate companies for other-than-temporary desliin fair value. When we determine
that the decline in fair value of an investmenblaebur accounting basis is other-than-temporaryredgeice the carrying value of the
securities we hold and record a loss in the amofiahy such decline. In recent years, securitieafpanies in the Internet and e-commerce
industries have experienced significant difficudti®ve may conclude in future quarters that thevaiwes of our investments have experiel
additional other-than-temporary declines. As of @aber 31, 2005, our recorded basis in equity siesitvas $14 million, including $6
million classified as “Marketable securities” ar@l illion classified as “Other assets.”

The Loss of Key Senior Management Personnel Coulkebitively Affect Our Business

We depend on the continued services and performafrmar senior management and other key persopasdicularly Jeffrey P. Bezos,
our President, Chief Executive Officer, and Chammé&the Board. We do not have “key perséfe insurance policies. The loss of any of
executive officers or other key employees couldrhaur business.

System Interruption and the Lack of Integration arldedundancy in Our Systems May Affect Our Sales

Customer access to our websites and the speedwithh a customer is able to navigate and make psehon our websites directly
affects the volume of goods we sell and the seswee offer and thus affects our net sales. We éxpeg occasional system interruptions and
delays that make our websites unavailable or stovespond and prevent us from efficiently fulfiflimrders or providing services to third
parties, which may reduce our net sales and thactitteness of our products and services. If waiasble to continually add software and
hardware, effectively upgrade our systems and mitindrastructure and take other steps to impreedfficiency of our systems, it could
cause system interruptions or delays and adveasfelgt our operating results.

Our computer and communications systems and opasatiould be damaged or interrupted by fire, flquulyer loss,
telecommunications failure, earthquakes, acts aoforderrorism, acts of God, computer viruses, pator electronic break-ins, and similar
events or disruptions. Any of these events coultseasystem interruption, delays, and loss of alflitiata, and could prevent us from
accepting and fulfilling customer orders.
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Should this occur, it would make our product offigs less attractive to our customers and our sepfferings less attractive to third parties.
While we do have backup systems for certain aspgaiar operations, our systems are not fully retium and our disaster recovery planning
may not be sufficient for all eventualities. In &duh, we may have inadequate insurance coveraggsarance limits to compensate us for
losses from a major interruption. If any of thisreéo occur, it could damage our reputation anéxXmensive to remedy.

We Have Significant Indebtedness

As of December 31, 2005, we had long-term indel#ssiof $1.52 billion. We make annual or semi-anmialest payments on the
indebtedness under our two convertible notes, waietdue in 2009 and 2010. Although we made déitipal reduction payments, we may
incur substantial additional debt in the futured @many event a significant portion of our futaaesh flow from operating activities is likely to
remain dedicated to the payment of interest andapayment of principal on our indebtedness. Odeltedness could limit our ability to
obtain additional financing for working capital pital expenditures, debt service requirements, ia@gpns or other purposes in the future, as
needed; to plan for, or react to, changes in teogyaand in our business and competition; and astren the event of an economic downturn.

There is no guarantee that we will be able to maetebt service obligations. If we are unablednagate sufficient cash flow or obtain
funds for required payments, or if we fail to cognplith covenants in our indebtedness, we will bdefault. In addition, we may not be able
to refinance our indebtedness on terms acceptahis, tor at all.

See Item 8 of Part Il, “Financial Statements anggfementary Data—Note 4—Long-Term Debt and Other.”

We Face Significant Inventory Risk

We are exposed to significant inventory risks assallt of seasonality, new product launches, rapahges in product cycles and
changes in consumer tastes with respect to ouuptedin order to be successful, we must accurgiggict these trends and avoid
overstocking or under-stocking products. Demandgfoducts, however, can change significantly betwtbe time inventory is ordered and
the date of sale. In addition, when we begin sgléimew product, it may be difficult to establigndor relationships, determine appropriate
product selection, and accurately forecast prodentand. A failure to optimize inventory within dutfillment network will increase our net
shipping cost by requiring us to make split shiptadrom one or more locations, complimentary upgsaénd additional long-zone
shipments necessary to ensure timely delivery.

As a result of our thirgbarty services relationships with Toysrus.com, Bahis.com, Target, and other companies, thesepaténtify
buy, and bear the financial risk of inventory olesgkence for their corresponding stores and meriteanis a result, if any of these parties
to forecast product demand or optimize or mains&icess to inventory, we would receive reduced seifees under the agreements and our
business and reputation could be harmed.

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

Any one of the inventory risk factors set forth ebanay adversely affect our operating results.

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

We regard our trademarks, service marks, copyrigiatents, trade dress, trade secrets, proprietaimology, and similar intellectual
property as critical to our success, and we relyratemark, copyright, and patent law, trade sgmaection, and confidentiality and/or
license agreements with our employees, customers,
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partners, and others to protect our proprietafytsigeffective trademark, service mark, copyriglatent, and trade secret protection may not
be available in every country in which our produantsl services are made available online.

We also may not be able to acquire or maintain@mpate domain names in all countries in which webdsiness. Furthermore,
regulations governing domain names may not pratectrademarks and similar proprietary rights. Wayrhe unable to prevent third parties
from acquiring domain names that are similar térjige upon, or diminish the value of our tradensaskd other proprietary rights.

Policing unauthorized use of our proprietary rightsherently difficult, and we may not be abledtermine the existence or extent of
any such unauthorized use. In addition, third parthat license our proprietary rights may takeastthat diminish the value of our
proprietary rights or reputation. The protectioroaf intellectual property may require the expam@itof significant financial and managerial
resources. Moreover, the steps we take to protedhtellectual property may not adequately proteatrights or prevent third parties from
infringing or misappropriating our patents, tradeksadomain names, copyrights, trade secrets, iamths proprietary rights. We also cannot
be certain that others will not independently depedr otherwise acquire equivalent or superiortietdgy or other intellectual property
rights.

Other parties also may claim that we infringe tipeoprietary rights. We have been subject to, aqpebet to continue to be subject to,
claims and legal proceedings regarding allegedhigément by us of the patents, trademarks, and attedlectual property rights of third
parties. Such claims, whether or not meritoriouay mesult in the expenditure of significant finad@nd managerial resources, injunctions
against us or the imposition of damages that wet pays We may need to obtain licenses from thindiggwho allege that we have infringed
their rights, but such licenses may not be avaglall terms acceptable to us or at all. In additiemay not be able to obtain or utilize on
terms that are favorable to us, or at all, licermasther rights with respect to intellectual prdpave do not own in providing e-commerce
services to other businesses and individuals ucmi@mercial agreements.

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

We have a relatively short operating history amdmadly evolving and unpredictable business matleé trading price of our common
stock fluctuates significantly. Trading prices ofr@ommon stock may fluctuate in response to a murabevents and factors, such as:

» general economic conditions;

e changes in interest rates;

» conditions or trends in the Internet and the e-cente industry;

» fluctuations in the stock market in general andkegprices for Internet-related companies in palig
» quarterly variations in operating results;

e new products, services, innovations, and stratdgyelopments by our competitors or us, or businestinations and investments
by our competitors or u:

» changes in financial estimates by us or securtiedysts and recommendations by securities analysts
» changes in Internet regulation;

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

* additions or departures of key personnel;

e corporate restructurings, including layoffs or clees of facilities;

» changes in the valuation methodology of, or perforoe by, other e-commerce companies; and

e transactions in our common stock by major invesamic certain analyst reports, news, and speculation
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Any of these events may cause our stock pricestoar fall and may adversely affect our busineskfimancing opportunities.

Future volatility in our stock price could force tasincrease our cash compensation to employegsaat larger stock awards than we
have historically, which could hurt our operatimgults or reduce the percentage ownership of astirgx stockholders, or both.

Government Regulation of the Internet and E-commerts Evolving and Unfavorable Changes Could Harm OBuUsiness

We are subject to general business regulationsaave] as well as regulations and laws specifiogdlyerning the Internet and e-
commerce. Such existing and future laws and reiguigimay impede the growth of the Internet or otirdine services. These regulations
laws may cover taxation, privacy, data protectfmiging, content, copyrights, distribution, electimcontracts and other communications,
consumer protection, the provision of online paythsanvices, unencumbered Internet access to ovicssy and the characteristics and
quality of products and services. It is not cleawtexisting laws governing issues such as propertyership, sales and other taxes, libel, and
personal privacy apply to the Internet and e-conemddnfavorable resolution of these issues may lmambusiness. In addition, many
jurisdictions currently regulaiauctions” and “auctioneers” and may regulate ankiction services. Jurisdictions may also regultter
consumer-to-consumer online markets, includingatespects of Amazon Marketplace. This coulduin,tdiminish the demand for our
products and services and increase our cost ofjdmisiness.

Taxation Risks Could Subject Us to Liability for BaSales and Cause Our Future Sales to Decrease

We do not collect sales taxes or other taxes veigpect to shipments of most of our goods into rsiades in the U.S. Under some of
commercial agreements, the other company is ther sélrecord of the applicable merchandise andhreeobligated to collect sales tax in
most states in accordance with that company’suingtons. We may enter into additional strategi@attes requiring similar tax collection
obligations. Our fulfillment center and customerviee center networks, and any future expansiaihase networks, along with other aspects
of our evolving business, may result in additioseles and other tax obligations. We collect congiompax (including value added tax,
goods and services tax, and provincial sales wmgpalicable on goods and services sold by usatieabrdered on our international sites. One
or more states or foreign countries may seek t@sasales or other tax collection obligations onaftjurisdiction companies that engage in
e-commerce. A successful assertion by one or matessor foreign countries that we should colle¢¢s or other taxes on the sale of
merchandise or services could result in substatatialiabilities for past sales, decrease our ghith compete with traditional retailers, and
otherwise harm our business.

Currently, decisions of the U.S. Supreme Courtietighe imposition of obligations to collect stated local sales and use taxes with
respect to sales made over the Internet. Howevaupreber of states, as well as the U.S. Congress, been considering various initiatives
that could limit or supersede the Supreme Courdstipn regarding sales and use taxes on Inteades slf any of these initiatives addressed
the Supreme Coug’constitutional concerns and resulted in a reVefsts current position, we could be requirecttdlect sales and use ta:
in additional states. The imposition by state awil governments of various taxes upon Internetnagerne could create administrative
burdens for us, put us at a competitive disadvanifeiipey do not impose similar obligations ondalbur online competitors and decrease our
future sales.

Our Vendor Relationships Subject Us to a NumberRigks

Although we continue to increase the number of wesnithat supply products to us and no vendor adsdon10% or more of our
inventory purchases, we have significant vendaas dhe important to our sourcing. We do not hawgterm contracts or arrangements with
most of our vendors to guarantee the availabilitfnerchandise, particular payment terms, or theresion of credit limits. If our current
vendors were to stop
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selling merchandise to us on acceptable terms, ayermat be able to acquire merchandise from othgplgrs in a timely and efficient mant
and on acceptable terms.

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

Some of the products we sell may expose us to ptdidibility claims relating to personal injury, ath, or property damage caused by
such products, and may require us to take actiacis as product recalls. Certain businesses andidudils also sell products using our e-
commerce platform that may increase our exposupedaduct liability claims, such as if these selldosnot have sufficient resources to pra
themselves from such claims. Although we maintihility insurance, we cannot be certain that awerage will be adequate for liabilities
actually incurred or that insurance will continoebe available to us on economically reasonabtedgeor at all. In addition, some of our
vendor agreements with our distributors, manufactjrand third-party sellers do not indemnify wsrfrproduct liability.

We Are Subject to a Number of Risks Related to Payis We Accept

We accept payments by a variety of methods, innwdredit card, debit card, gift certificates, dirdebit from a customer’s bank
account, physical bank check and payment uponeaigliAs we offer new payment options to our custaniée direct debit in the U.S., we
may be subject to additional regulations, compkarerjuirements, and fraud. For certain paymens#etions, including credit and debit
cards, we pay interchange and other fees, whichintagase over time and raise our operating costdawver our profit margins. We are a
subject to payment card association operating rukasification requirements and rules governirgcgbnic funds transfers, which could
change or be reinterpreted to make it difficultropossible for us to comply. If we fail to complytivthese rules or requirements, we may be
subject to fines and higher transaction fees asel tmr ability to accept credit and debit card pewyts from our customers, process electronic
funds transfers, or facilitate other types of omlpayments, and our business and operating resulld be adversely affected. Finally, we
offer cobranded credit card programs that represent afisigni component of our services revenue and gémnéigh margins. If one or mo
of these agreements are terminated and we areauttate#place them on similar terms, or at allpitld adversely affect our operating results.

We Could Be Liable for Breaches of Security on Oiebsite

A fundamental requirement for e-commerce is theigestorage and transmission of confidential infmion. Although we have
developed systems and processes that are des@pestéct consumer information and prevent frauguteedit card transactions and other
security breaches, failure to mitigate such fraudreaches may adversely affect our operating t®sul

We Could Be Liable for Fraudulent or Unlawful Actities of Sellers

The law relating to the liability of providers ofiline payment services is currently unsettled.dditon, we are aware that governme
agencies have investigated the provision of orgisigment services and could require changes in #yethis business is conducted. Under
Merchants@, Marketplace and certain other of oag@ams, we may be unable to prevent sellers frdiaating payments, fraudulently or
otherwise, when buyers never receive the prodhetg dordered or when the products received are raliyedifferent from the sellers’
descriptions. Under our A2Z Guarantee, we reimbbrsers for payments up to certain limits in theideations and as our third party sales
grow, the cost of this program will increase andldaegatively affect our operating results. Angtsove incur as a result of liability because
of our A2Z Guarantee or otherwise could harm ouwgitess. In addition, the functionality of our payrseprogram depends on certain third-
party vendors delivering services. If these vendoesunable or unwilling to provide services, oayments program and our businesses that
use it may not be viable. Finally, we may be unablprevent sellers in our Merchants@, Marketpldeeazon Enterprise Solutions, and
certain other programs from selling unlawful goddsin selling goods in an unlawful manner, or viwlg the proprietary rights of others, &
could face civil or criminal liability for unlawfudctivities by our sellers.

19



Table of Contents

We May Not Be Able to Adapt Quickly Enough to Chang Customer Requirements and Industry Standards

Technology in the @emmerce industry changes rapidly. We may not Ibetabadapt quickly enough to changing customeuireqent:
and preferences and industry standards. Competiftans introduce new products and services with temkinologies. These changes and the

emergence of new industry standards and practamdd cender our existing websites and proprietaghhology obsolete.

Iltem 1B. Unresolved Staff Comments

None.

Item 2.  Properties

We do not own any real estate. As of December 325 2we operated the following facilities throughthe world:

Description of Use

Corporate office facilitie:

Other corporate office facilities,
including development centers

Fulfillment and warehouse operations

(iii)

Fulfilment and warehouse operations

Customer service and data centers

Customer service and data centers

() Excludes su-leased spact

Primary Locations

California; Washingtol

China; France; Germany; India;
Japan; Luxembourg; United
Kingdom

Sut-total

Arizona; Delaware; Kansas;
Kentucky; Nevada; Pennsylvania;
Texas

China; France; Germany; Japan;
United Kingdom

Sut-total

North Dakota; Virginia; Washingto
West Virginia

China; Germany; India; Ireland;
Japan; United Kingdor

Sut-total

Total

(il  Most leases expiring in 2006 have renewal feataresir option
(iii) Excludes a facility operated under an outsourceshgement in Canad

Square Footage (i)

Operating
Segments

(in thousands)

1,00C

30C

1,30C

7,56(

2,62(

10,18(

37C

70

44C

11,92(

North Americ:

International

North Americ:

International

North Americ:

International

Lease
Expirations (ii)

From 2006
through 201!

From 2006
through 201!

From 2006
through 201+

From 2006
through 202¢

From 2006
through 202!

From 2008
through 202¢

We believe our properties are suitable and adedoataur present needs, and we periodically evelwdtether additional facilities are

necessary.
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Item 3. Legal Proceedings
The Company is involved from time to time in clajjpsoceedings and litigation, including the follogi

A number of purported class action complaints wWiged by holders of our equity and debt securiigainst us, our directors, and
certain of our senior officers during 2001, in theited States District Court for the Western Didtdf Washington, alleging violations of the
Securities Act of 1933 (the “1933 Act”) and/or tBecurities Exchange Act of 1934 (the “1934 Act) August 2003, plaintiffs in the 1934
Act cases filed a second consolidated amended edmllleging that we, together with certain of officers and directors, made false or
misleading statements during the period from Oat@89e 1998 through October 23, 2001 concerningboginess, financial condition and
results, inventories, future prospects, and strajance transactions. The 1933 Act complaitegds that the defendants made false or
misleading statements in connection with our Fetyr@@00 offering of the 6.875% PEACS. The compaseek damages and injunctive
relief against all defendants. We dispute the aliegs of wrongdoing in these complaints and haenbvigorously defending ourselves in
these matters. In March 2005, we signed a Stippradf Settlement with counsel representing thengifbiclass with respect to the 1934 Act
claims. In July 2005, we signed a Stipulation dtiSment with counsel representing the plaintiéisd with respect to the 1933 Act claims.
These settlements, which were approved by the Qotine fourth quarter of 2005, dispose of all wigiasserted in these lawsuits in exchange
for payments totaling $48 million, substantially @l which we expect to be funded by our insurers.

In October 2002, Gary Gerlinger, individually andlzehalf of all other similarly situated consumierthe United States who, during
period from August 1, 2001 to the present, purcthdmmks online from either Amazon.com or Bordenmsicimstituted an action against us
Borders in the United States District Court for Nharthern District of California. The complaintedjes that the agreement pursuant to which
an affiliate of Amazon.com operates Borders.cora as-branded site violates federal anti-trust la®adifornia statutory law, and the
common law of unjust enrichment. The complaint séejunctive relief, damages, including treble dgesor statutory damages where
applicable, attorneys’ fees, costs, and disburs&ndisgorgement of all sums obtained by allegadlyngful acts, interest, and declaratory
relief. In November 2005, the Court dismissed athe plaintiff's claims with prejudice. The plaifftis appealing that dismissal. We dispute
the allegations of wrongdoing in this complaintdare will continue to defend ourselves vigorousiythis matter.

Beginning in March 2003, we were served with conmptafiled in several different states, includitinbis and Nevada, by a private
litigant purportedly on behalf of the state goveemts under various state False Claims Acts. Theptaints allege that we (along with other
companies with which we have commercial agreemewtsiigfully failed to collect and remit sales arskuaxes for sales of personal
property to customers in those states and knowioglgted records and statements falsely statingeve not required to collect or remit such
taxes. The complaints seek injunctive relief, udgakes, interest, attorneys’ fees, civil penalt€ap to $10,000 per violation, and treble or
punitive damages under the various state FalsenSIAits. It is possible that we have been or vélhlamed in similar cases in other states as
well. We do not believe that we are liable undésting laws and regulations for any failure to eotlsales or other taxes relating to Internet
sales and intend to vigorously defend ourselvekdse matters.

In January 2004, IPXL Holdings, LLC brought an antagainst us for patent infringement in the Uni¢aites District Court for the

Eastern District of Virginia. The complaint allegéat aspects of our online ordering technologgiuiding 1-Click” ordering, infringe a
patent obtained by IPXL purporting to cover an ‘ttenic Fund Transfer or Transaction System” (BP&ent No. 6,149,055) and seeks
injunctive relief, monetary damages in an amouniese than a reasonable royalty, prejudgment isteaed attorneys’ fees. In August 2004,
the Court entered a judgment in Amazon.com'’s fawvothe grounds that the patent claims asserteléplaintiff were invalid and that
Amazon.com'’s technology did not infringe thosemgiin any event. The judgment in our favor wasaifid by the Court of Appeals for the
Federal Circuit in November 2005.

In April 2004, we learned that the French authesitare investigating our DVD sales practices imEeaand we are cooperating.
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In May 2004, Toysrus.com LLC filed a complaint agsius for breach of contract in the Superior Cotittew Jersey. The complaint
alleges that we breached our commercial agreemiémffwysrus.com LLC by selling, and by permittingper third parties to sell, products
that Toysrus.com LLC alleges it has an exclusightrto sell on our website. The complaint seeksridfive relief, declaratory judgment,
termination of the agreement, and monetary damiagescess of $65 million. We dispute the allegatiofiwrongdoing in this complaint and
have brought counterclaims alleging breach of @mttand seeking damages and declaratory relieftridief both parties’ claims concluded
in November 2005, and a decision by the Court islpey.

In September 2004, BTG International Inc. filedomplaint against us for patent infringement in theted States District Court for the
District of Delaware. The complaint alleges that website technology, including our Associates paag infringes two patents obtained by
BTG purporting to cover methods and apparatuse$Afitaching Navigational History Information to Urérsal Resource Locator Links on a
World Wide Web Page” (U.S. Patent No. 5,712,979) fan “Tracking the Navigation Path of a User oa tWorld Wide Web” (U.S. Patent
No. 5,717,860) and seeks injunctive relief, monetlamages in an amount no less than a reasonafalityrdreble damages for alleged will
infringement, prejudgment interest, costs, andiatigs’ fees. We dispute the allegations of wronggdan this complaint and intend to
vigorously defend ourselves in this matter.

In October 2004 Cendant Publishing, Inc. filed enptaint against us for patent infringement in thated States District Court for the
District of Delaware. The complaint alleged that aebsite technology, including our recommendati@agures, infringes a patent obtained
by Cendant purporting to cover a “System and MetioodProviding Recommendation of Goods or ServiBased on Recorded Purchasing
History” (U.S. Patent No. 6,782,370) and soughtrictive relief, monetary damages in an amount sg tlean a reasonable royalty,
prejudgment interest, costs, and attorneys’ feeBebruary 2005, Cendant voluntarily withdrew tbhenplaint without prejudice. In June
2005, however, Cendant re-filed a new complaintaioing substantially the same claims. In respowsefiled a countersuit in the United
States District Court for the Western District of®fiington (since transferred to the District ofddedre) alleging that Cendant’s parent,
Cendant Corporation, and its affiliates Orbitz,.JiBudget Rent A Car System, Inc., Avis Rent A Sgstem, Inc., and Trilegiant Corporation
infringe certain patents owned by us and our sudosidA9.com. We dispute Cendant’s allegations gitvgdoing in its complaint and intend
to vigorously defend ourselves in these matters.

In December 2005, Registrar Systems LLC filed aglaint against us and Target Corporation for paitgningement in the United
States District Court for the District of Coloradidhe complaint alleges that our website technolawiuding the method by which
Amazon.com enables customers to use Amazon.conuaicitdormation on websites that Amazon.com operédethird parties, such as
Target.com, infringes two patents obtained by RegjisSystems purporting to cover methods and apysea for a “World Wide Web
Registration Information Processing System” (U.&eRt Nos. 5,790,785 and 6,823,327) and seeksciyarrelief, monetary damages in an
amount no less than a reasonable royalty, prejudgmgrest, costs, and attorneys’ fees. We disfheeallegations of wrongdoing in this
complaint and intend to vigorously defend ourseivethis matter.

Depending on the amount and the timing, an unfdlensesolution of some or all of these matters daonéterially affect our business,
results of operations, financial position, or cfletvs in a particular period.

Item 4. Submission of Matters to a Vote of Security Holders
No matters were submitted for a vote of our shddshe during the fourth quarter of 2005.
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PART Il

Item 5. Market for the Registrant’'s Common Stock, RelatebdaBeholder Matters and Issuer Purchases of Equitgcirities
Market Information

Our common stock is traded on the Nasdaqg Natioraakkt under the symbol “AMZN.” The following tabdets forth the high and low
closing prices for our common stock for the periodBcated, as reported by the Nasdaqg National Btark

High Low

Year ended December 31, 2C

First Quartel $57.1¢ $39.6:

Second Quarte 54.4( 40.9¢

Third Quartel 52.5¢ 35.32

Fourth Quarte 44.97 33.8:
Year ended December 31, 2C

First Quarte! $44.5¢ $32.8¢

Second Quarte 36.6¢ 31.72

Third Quartel 46.51 32.91

Fourth Quarte 49.5( 38.9¢t

Holders

As of February 13, 2006, there were 3,927 sharehnsldf record of our common stock, although theeesamuch larger number of
beneficial owners.

Dividends

We have never declared or paid cash dividends oe@umon stock. See Item 7 of Part Il, “Managengbliscussion and Analysis of
Financial Condition and Results of Operations—Ldifiyi and Capital Resources.”

Recent Sales of Unregistered Securities
None.

Issuer Purchases of Equity 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 in Item 8 of Part I, “Financial Statemeat&l Supplementary Data,” and the information daethin Iltem 7 of Part I, “Managemest’
Discussion and Analysis of Financial Condition &webults of Operations.” Historical results are metessarily indicative of future results.

Year Ended December 31,

2005 2004 2003 2002 2001

(in millions, except per share data)
Income Statement:

Net sales $8,49(C $6,921 $5,26¢  $3,93: $3,122
Income (loss) before change in accounting princ 33: 58¢ 35 (150 (557)
Cumulative effect of change in accounting princi 26 — — 1 (11)
Net income (loss 35¢ 58¢ 35 (149 (567)
Basic earnings (loss) per share |

Prior to cumulative effect of change in accountmigciple $081 $1.4t $0.0¢ $(040 $(1.59
Cumulative effect of change in accounting princi 0.0¢ — — 0.01 (0.0%)
Basic earnings (loss) per share $087 $ 1.4t $0.0¢ $(0.39 $(1.5¢
Diluted earnings (loss) per share (

Prior to cumulative effect of change in accountimipciple $07¢ $13¢ $00& $(0.40 $(1.5%
Cumulative effect of change in accounting princi 0.0¢ — — 0.01 (0.03)
Diluted earnings (loss) per share $08 $13¢ $00¢ $(0.39 $(1.5¢

Weighted average shares used in computation ofrggrloss) per shar
Basic 41z 40¢€ 39t 37¢ 364
Diluted 42¢€ 42t 41¢ 37¢ 364

December 31,

2005 2004 2003 2002 2001
(in millions)
Balance Sheet:
Total asset $3,69€  $3,24¢ $2,162  $1,99( $1,63¢
Long-term debt and othe $1,521  $1,85t  $1,94f  $2,277  $2,15¢

(1) For further discussion of earnings (loss) s, see Iltem 8 of Part Il, “Financial Statemami$ Supplementary Data—Note 1—
Description of Business and Accounting Polic”

Item 7. Management’s Discussion and Analysis of FinaatiCondition and Results of Operations
Forward-Looking Statements

This Annual Report on Form 10-K includes forwardking statements within the meaning of the Privigeurities Litigation Reform
Act of 1995. All statements other than statemehtssiorical fact, including statements regardingdgnce, industry prospects or future
results of operations or financial position, maa¢his Annual Report on Form 10-K are forward-loakiWe use words such as anticipates,
believes, expects, future, intends, and similaresgions to identify forward-looking statementsivirard-looking statements reflect
management’s current expectations and are inhgrentlertain. Actual results could differ materidity a variety of reasons, including,
among others, fluctuations in foreign exchangestatkanges in global economic conditions and coessmending, world events, the rate of
growth of the Internet and online commerce, the @mthat Amazon.com invests in new business oppititis and the timing of those
investments, the mix of products sold to custontbesmix of net sales derived from products as amexb with services, competition,
management of growth, potential fluctuations inratiag results, international growth and expansion,
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fulfillment center optimization, seasonality, thegdee to which the Company enters into, maintaind,develops commercial agreements,
acquisitions, and strategic transactions, riskew#ntory management, and risks of fulfillment thgbput and productivity. These risks and
uncertainties, as well as other risks and uncditgithat could cause our actual results to dgfgnificantly from management’s expectations,
are described in greater detail in Item 1A. of PdiRisk Factors,” which, along with the previodscussion, describes some, but not all, of
the factors that could cause actual results tedgignificantly from management’s expectations.

Overview

Our primary source of revenue is the sale of a walege of products and services to customdrse products offered on our websites
include products we have purchased from distrilsyfoublishers, and manufacturers and productseaffly third parties on our websites.
Generally, we recognize gross revenue from itemselledrom our inventory and recognize our net sharrevenue of items sold by third
parties. We offer services such as Amazon Enter8autions, co-branded credit cards, and misoatlas marketing and promotional offers.

Our financial focus is on long-term, sustainablewth in free cash flow. Free cash flow is driven primarily by increasingeogting
income and efficiently managing working capital axaghital expenditures. Increases in operating irecogsult from increases in sales through
our websites and a focus on keeping our operatistsdow, offset by investments we make in longem strategic initiatives including hirii
additional software engineers and computer scisnil® increase sales, we focus on improving @éess of the customer experience,
including lowering prices, improving availabilitpffering faster delivery times, increasing selegtiexpanding product information,
improving ease of use, and earning customer tstgenerally focus on gross profit and operatirgfipdollars rather than margin
percentages. Because we have deferred tax asz@taiét operating loss carryforwards, the free ¢ashimpact from income taxes paid is
less than our income tax provision.

We also seek to efficiently manage shareholdetidiluvhile maintaining the flexibility to issue stes for strategic purposes, such as
financings and aligning employee interests withrehalders’. We moved to restricted stock units@aspsimary vehicle for equity
compensation in late 2002 because we believe tattgrialign the interests of our shareholders anpl@yees. Restricted stock units result in
charges to our income statement based on thedhie wf the awards at the grant date recordedtbeaunderlying service periods, net of
estimated cancellations. Total shares outstandigqutstanding stock awards were 438 million atdbeber 31, 2005, compared with
434 million at December 31, 2004 and 433 millioatember 31, 2003. These totals include all stvedrds outstanding, without regard for
estimated forfeitures, consisting of vested andegted awards, and in-the-money and out-of-the-metask options.

We seek to reduce our customer experience varases per unit and work to leverage our customeegrnce fixed cost©ur
customer experience variable costs include proclhstls, payment processing and related transaatists, icking, packaging, and preparing
orders for shipment, transportation, customer sersupport, and most aspects of our marketing.costiscustomer experience fixed costs
include the costs necessary to build, enhanceadddeatures to our websites and build and optimizeulfillment centers. Variable costs
generally change directly with sales volume, wkited costs generally increase depending on thimgraf capacity needs, geographic
expansion, and other factors. To decrease ourblarésts on a per unit basis and enable us torlpriaes for customers, we seek to increase
our direct to publisher and manufacturer sourcimgximize discounts available to us from suppliemd Beduce defects in our processes. To
minimize growth in fixed costs, we seek to impr@vecess efficiencies and maintain a lean culture.

1 Free cash flow, a non-GAAP financial measure, findd as net cash provided by operating activigss purchases of fixed assets,
including capitalized internal-use software and sviehdevelopment, both of which are presented orconsolidated statements of cash
flows.
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Because of our model we are able to turn our inmgnguickly and have a negative operating cycl®n average, our high inventory
velocity means we generally collect from our custosrbefore our payments to suppliers come duentoweturnovefwas 14, 16, and 18 f
2005, 2004, and 2003. We expect some variabilitpwentory turnover over time since it is affectgdseveral factors, including our product
mix, our mix of third-party sales, our continuinacfis on instock inventory availability, our future investmémtnew geographies and prod
lines, and the extent we choose to utilize outsetutfillment providers. Accounts payable daysere 54, 53, and 50 for 2005, 2004 and
2003. We expect some variability in accounts payalalys over time since it is affected by severetbis, including the mix of product sales,
the mix of thirdparty sales, the mix of suppliers, seasonality, @rahges in payment terms over time, includingetifect of negotiating bett
pricing from our suppliers in exchange for shogayment terms.

Our spending in technology and content will inceeas we add computer scientists and software eagirte continue to improve our
process efficiency, enhance the customer exper@moeir websites and those websites powered bpdighaest in several areas
technology including seller platforms, search, gebvices, and digital initiativesWe believe that advances in technology, spedtlithe
speed and reduced cost of processing power, theweg consumer experience of the Internet outsidieesoworkplace through lower-cost
broadband service to the home, and the advancesaéss connectivity, will continue to improve tbensumer experience on the Internet
and increase its ubiquity in people’s lives. Oualidnge will be to continue to build and deployamative and efficient software that will best
take advantage of continued advances in technology.

Our financial reporting currency is the U.S. Dolland changes in exchange rates significantly affectreported results and
consolidated trendsFor example, if the U.S. Dollar weakens year-exear relative to currencies in our internatioradtions, our
consolidated net sales, gross profit, and operatkpgnses will be higher than if currencies hadaiead constant. Likewise, if the U.S. Dol
strengthens year-over-year relative to currenciesur international locations, our consolidatedsadés, gross profit, and operating expenses
will be lower than if currencies had remained canstWe believe that our increasing diversificatimyond the U.S. economy through our
growing international businesses benefits our $t@ders over the long term. We also believe itripartant to evaluate our operating results
and growth rates before and after the effect ofemay changes.

In addition, the remeasurement of our 6.875% PEA@®Gintercompany balances can result in signifigams and charges associated
with the effect of movements in currency excharages. Currency volatilities may continue, which nsaynificantly impact (either positively
or negatively) our reported results and consoldlatends and comparisons.

For additional information about each line item suamized above, refer to ltem 8 of Part I, “Finat&tatements—Note 1—
Description of Business and Accounting Policies.”

Critical Accounting Judgments

The preparation of financial statements in conftymiith generally accepted accounting principleshef United States (“GAAP”)
requires estimates and assumptions that affeceffmted amounts of assets and liabilities, reveamnel expenses, and related disclosures of
contingent assets and liabilities in the consoiddtnancial statements and accompanying notesSH has defined a company’s critical
accounting policies as the ones that are most itapbto the portrayal of the company’s financiahdition and results of operations, and
which require the company to make its most diffiewld subjective judgments, often as a result®htted

2 The operating cycle is number of days of saleswemtory plus number of days of sales in accowtsivable minus accounts payable
days.
3 Inventory turnover is the quotient of annualizedtaaf sales to average inventory over five quarters

4 Accounts payable days, calculated as the quotiestapunts payable to cost of sales, multipliedi®/number of days in the period.
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to make estimates of matters that are inherenthetain. Based on this definition, we have ideetifthe critical accounting policies and
judgments addressed below. We also have otherdauating policies, which involve the use of estieésajudgments, and assumptions

are significant to understanding our results. Flittonal information, see Item 8 of Part Il, “Fim@al Statements and Supplementary Data—
Note }—Description of Business and Accounting Policiedthough we believe that our estimates, assumptiand judgments are
reasonable, they are based upon information prgsardilable. Actual results may differ significnfrom these estimates under different
assumptions, judgments, or conditions.

Revenue Recognition

We recognize revenue from product sales or serveradered when the following four revenue recognitiriteria are met: persuasive
evidence of an arrangement exists, delivery hasroed or services have been rendered, the selting s fixed or determinable, and
collectibility is reasonably assured. Additionalfgyenue arrangements with multiple deliverablesdiwvided into separate units of accounting
if the deliverables in the arrangement meet thieohg criteria: the delivered item has value te tustomer on a standalone basis; there is
objective and reliable evidence of the fair valfiermdelivered items; and delivery of any undelivkeitem is probable.

We evaluate the criteria of Emerging Issues Taskd-(EITF) Issue No. 99-1®Reporting Revenue Gross as a Principal Versus Blet a
an Agent in determining whether it is appropriate to rectite gross amount of product sales and related ooshe net amount earned as
commissions. Generally, when we are the primartypebligated in a transaction, are subject to inegnrisk, have latitude in establishing
prices and selecting suppliers, or have severahbiall of these indicators, revenue is recordedg If we are not primarily obligated and
amounts earned are determined using a percentéigedgayment schedule, or a combination of the two, amegally record the net amou
as commissions earned. Under our Syndicated Saora@sgements, we record gross product sales atglsinse we own the inventory, set
prices, and are responsible for fulfillment andtoaser service, and the other business earns acatasission.

Product sales and shipping revenues, net of promaitdiscounts, rebates, and return allowancesgeamrded when the products are
shipped and title passes to customers. Retail itaasto customers are made pursuant to salesaotmthat generally provide for transfer of
both title and risk of loss upon our delivery te ttarrier. Return allowances, which reduce prodexgnue by our best estimate of expected
product returns, are estimated using historicakeepce. Amounts paid in advance for subscriptemises, including amounts received for
online DVD rentals, Amazon Prime, and other mentiiprprograms, are deferred and classified in “Unedrrevenue” on our consolidated
balance sheets and recognized as revenue ovartikergption term.

We periodically provide incentive offers to our taraers to encourage purchases. Such offers incluidtent discount offers, such as
percentage discounts off current purchases, indeoeoffers, such as offers for future discountgestttio a minimum current purchase, and
other similar offers. Current discount offers, wteatepted by our customers, are treated as a redtctthe purchase price of the related
transaction, while inducement offers, when acceptedur customers, are treated as a reductionrthpee price based on estimated future
redemption rates. Redemption rates are estimated aar historical experience for similar inducernefiers. Current discount offers and
inducement offers are classified as an offsettmgunt in “Net sales.”

Commissions and per-unit fees received from thadypsellers and similar amounts earned through Zam&nterprise Solutions are
recognized when the item is sold by the third-pagier and our collectibility is reasonably assuM/hen we are responsible for fulfillment-
related services, commissions are recognized wikkmf loss and title transfer to the customer. \eord an allowance for estimated refunds
on such commissions using historical experience.

27



Table of Contents

Inventories

Inventories, consisting of products available falesare accounted for using the first-in first-gFO”) method, and are valued at the
lower of cost or market value. This valuation regsius to make judgments, based on currently-dotailaformation, about the likely method
of disposition, such as through sales to individuetomers, returns to product vendors, or liquidat and expected recoverable values of
each disposition category. Based on this evaluatienadjust the carrying amount of our inventot@ebwer of cost or market value.

We provide fulfillment-related services in conneatwith certain of our agreements. In those arrareges, as well as other product
sales by third parties, the third-party maintaimsership of the related products.

Internal-Use Software

Included in fixed assets is the capitalized coshtgrnal-use software and website developmenludireg software used to upgrade and
enhance our websites and processes supportingusimelss. As required by Statement of Position 9&dcounting for the Costs of
Computer Software Developed or Obtained for Intelhse,” we capitalize costs incurred during the applicatiemelopment stage of
internal-use software and amortize these coststbeegstimated useful life of two years. Costs iredirelated to design or maintenance of
internal-use software are expensed as incurred.

During 2005, 2004 and 2003 we capitalized $90 ariliincluding $11 million of stock-based comperma)i $44 million, and $30
million of costs associated with internal-use saftevand website development, which are partialisedtby amortization of previously
capitalized amounts of $50 million, $30 million a$24 million.

Currency Effect on Intercompany Balances

A provision of Statement of Financial Accounting&dards (SFAS) No. 5Foreign Currency Translationrequires that gains and
losses arising from intercompany foreign curremapgactions considered long-term investments, iiclwgettlement is not planned or
anticipated in the foreseeable future, be excluddde determination of net income. Our internaglooperations are financed, in part, by the
U.S. parent company. Prior to the fourth quarte2@d3, currency adjustments for these intercomatgnces were recorded to stockholders
equity (deficit) as translation adjustments andinoluded in the determination of net income beeawus intended to permanently invest such
amounts. During the fourth quarter of 2003, we méedecision that these amounts would be repa@hgrthe entities and, accordingly,
upon consolidation, any exchange gain or lossrayisiom remeasurements of intercompany balancesjisred to be recorded in the
determination of net income. In accordance with SB¥0. 52, currency adjustments arising before thietfi quarter of 2003 continue to be
included as a component of “Accumulated other ca@h@nsive income” on our consolidated balance shRetulting from the
remeasurement of intercompany balances using egehvates at the reporting dates, we recorded afds$7 million in 2005, and gains of
$41 million and $36 million in 2004 and 2003.

Valuation of Deferred Tax Assets

Deferred income tax balances reflect the effectemiporary differences between the carrying amooiéssets and liabilities and their
tax bases and are stated at enacted tax ratestedpede in effect when taxes are actually paiceoovered. At December 31, 2005, our
deferred tax assets, net of deferred tax liaksliiad valuation allowance, were $291 million, whintludes $123 million relating to net
operating loss carryforwards (“NOLs") that are paitity attributed to stock-based compensation. Thgonty of our NOLs begin to expire in
2016.

Additionally, we have elected to present our NOEeded tax assets attributed to stock-based conatiensnet of the related allowance
as of the adoption of SFAS 123(R). Total gross mefetax assets related to our NOLs at Decembe2@15 were $616 million (relating to
approximately $1.9 billion of NOLs).
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SFAS 109 Accounting for Income Taxegquires that deferred tax assets be evaluatddtime realization and reduced by a valuation
allowance to the extent we believe a portion walt be realized. We consider many factors when asggthe likelihood of future realization
of our deferred tax assets including our recentudative earnings experience by taxing jurisdictierpectations of future taxable income, the
carry-forward periods available to us for tax rejmgy purposes, and other relevant factors. In atawre with the provisions of SFAS 109, we
allocate our valuation allowance to current andyiterm deferred tax assets on a pro-rata basis.

We recorded a tax benefit in 2005 of $90 millicgpnesenting $0.22 and $0.21 of basic and dilutenirggs per share, as we determined
at year end that certain of our deferred tax asgete more likely than not realizable. The rangpassible judgments relating to valuation of
our deferred tax assets is very wide. For exantald,we determined that the weight of available @wi@ did not support a decision that these
deferred tax assets are realizable; the “Provi@enefit) for income taxes” would have been an aspeof $185 million for 2005 rather than
an expense of $95 million for the same period. At&@mber 31, 2005 we continue to have a valuatiowahce of $213 million, which relat
primarily to deferred tax assets that would onlydadizable upon the occurrence of future capisihs;

Stock-Based Compensation

As of January 1, 2005, we early adopted SFAS 123¢Rich requires us to measure compensation costdok awards at fair value ¢
recognize compensation over the service periodvi@rds expected to vest. The estimation of stocdsvthat will ultimately vest requires
judgment, and to the extent actual results or wgzblastimates differ from our current estimateshsumounts will be recorded as a cumula
adjustment in the period estimates are revisedcd¥isider many factors when estimating expecteeifores, including types of awards,
employee class, and historical experience. Acesllts, and future changes in estimates, may ditfbstantially from our current estimates.

Liquidity and Capital Resources

Our financial focus is on long-term, sustainablevgh in free cash flow. Free cash flow was $529 million for 2005, whinbludes the
effect of a $40 million patent litigation settlentecompared to $477 million and $347 million ford20and 2003. Operating cash flows and
free cash flows can be volatile and are sensitwadny factors, including changes in working cdgitad timing of capital expenditures.
Working capital at any specific point in time isgrct to many variables, including seasonality,ttimeng of expense payments, discounts
offered by vendors, vendor payment terms, anddhtans in foreign exchange rates.

Our principal sources of liquidity are cash flonengrated from operations and our cash, cash equigaland marketable securities
balances, which, at fair value, were $2.0 billiord 1.8 billion at the end of 2005 and 2004. Ameur#ld in foreign currencies were $905
million and $970 million at the end of 2005 and 208nd were primarily Euros, British Pounds, and.Ye

Prior to the adoption of SFAS 123(R), cash retaimed result of tax deductions relating to stockeldlecompensation was presented in
operating cash flows, along with other tax castvfioSFAS 123(R) supersedes prior guidance andresgteix benefits relating to excess
stock-based compensation deductions to be prospbctiresented in the statement of cash flowsranfiing cash inflows, which is
effectively a reclassification between operatinghciows and financing cash flows versus prior pngéation. Tax benefits resulting from
stock-based compensation deductions in excess afi@s reported for financial reporting purposesen®f million, $8 million, and $4
million for December 31, 2005, 2004, and 2003, lith amount for 2005 treated as financing cashdltmthe detriment of operating cash
flow. We expect the corresponding amount for 2@0Bi¢rease substantially and possibly be in exo£$400 million, although the actual
amount

1 Free cash flow is defined as net cash providedpeyating activities less purchases of fixed asgsthjding capitalized internal-use
software and website development, both of whichpaesented on our consolidated statements of tashk.
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is subject to considerable variability. Accordingiynounts presented for operating cash flows araldash flows for 2006 will be negatively
effected in comparison to prior results; howevee, tinderlying economic substance is not effectethisychange in reporting classification.

Cash provided by operating activities was $733iomi|l$566 million, and $393 million in 2005, 20Ghd 2003. Our operating cash
flows result primarily from cash received from austomers, from third-party sellers, and from netait activities such as through our co-
branded credit card agreements, Amazon Enterpakgi@s, and miscellaneous marketing and promatiagreements, offset by cash
payments we make for products and services, emplogmpensation (less amounts capitalized pursac®®P 98-1 that are reflected in cash
used in investing activities), payment processing i@lated transaction costs, operating leasesnée@st payments on our long-term debt
obligations. Cash received from customers, thindypsellers and non-retail activities generallyresponds to our net sales. Because our
customers primarily use credit cards to buy fromaus receivables from customers settle quicklyshCgaid to inventory and transportation
suppliers generally corresponds with cost of saldpisted for increases or decreases in inventohypayable levels as well as increases or
decreases in vendor-related receivables for coatipermarketing, volume rebates, and other incestiDuring 2005, cash paid to inventory
suppliers, totaled $5.5 billion, compared to $4lbom and $3.4 billion in 2004 and 2003. Cash ptdnventory suppliers is also affected by
our efforts to add product categories, increasectieh of products we offer for sale, improve aahility in both existing and new product
categories, and take advantage of additional digsoaffered to us by suppliers. Cash provided bsraijing activities was negatively affected
by the $40 million patent litigation settlementtirird quarter 2005. See Item 8 of Part I, “Finah&tatements and Supplementary Data—
Note ¢&—Other Operating Expense (Income).”

Cash provided by (used in) investing activitiesresponds with purchases, sales, and maturitiesadfetable securities, net cash flows
from acquisitions, and purchases of fixed assetfuding internal-use software and website devekanaosts. Net cash used in investing
activities was $778 million and $317 million in 2D&nd 2004, while cash provided by investing atiisiwas $236 million in 2003 with the
variability caused primarily by purchases, matastiand sales of marketable securities. Capitaraifures were $204 million, $89 million
and $46 million in 2005, 2004 and 2003, with thguamtial increases primarily reflecting additiomalestment in development of new
features and product offerings on our websitesyalbas investments in fulfillment-related assetd gechnology infrastructure. Capital
expenditures included $79 million, $44 million @D million for internal-use software and websiégvelopment during 2005, 2004 and
2003. Stock-based compensation capitalized fornatause software and website development costs noeaffect cash flows. We believe
our expenditures for repairs and improvements affecient to keep our facilities and equipment uitable operating condition. We also
purchased certain companies in 2005 and 2004 it cash payments, net of acquired cash, ofri##bn and $71 million.

Net cash used in financing activities was $193iami|l $97 million, and $332 million in 2005, 2004082003. Cash outflows from
financing activities result from repayments of letegm debt and payments on capital lease obligatiahich were $270 million in 2005,
$157 million in 2004, and $495 million in 2003. ing 2005, we repaid €200 million of our 6.875% PEAfor $265 million. During 2004,
we repaid $154 million to redeem a portion of o1#5% Convertible Subordinated Notes. See ItemBaof II, “Financial Statements and
Supplementary Data—Note 4—Long-Term Debt and Otltzash inflows from financing activities primaritgsult from proceeds from
exercises of employee stock options, which wererigon, $60 million, and $163 million for 20050R4, and 2003. We expect cash
proceeds from exercises of stock options will ammti to decline over time as we continue issuinggiotsd stock units as our primary vehicle
for stock-based awards.

In 2005 we recorded a net tax provision of $95iomill and in 2004 we recorded a net tax benefit2@3dmillion. A majority of this
provision and benefit is non-cash as we have dadaax assets resulting from our history of netrafieg losses.

In February 2006, we announced plans to redeem ©24%6n principal of our 6.875% PEACS, which ispected to close March 7,
2006, for a cash payment of approximately $305ioml{at the Euro to U.S. dollar exchange rate arudey 31, 2006), which includes $1
million of interest. Under the indenture governthg 6.875% PEACS, no premium is required.
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Additionally, in February 2006, our Board of Direct authorized a new debt repurchase program,aieglaur previous debt
repurchase authorization in its entirety, purstanthich we may from time to time repurchase (tigfoopen market repurchases or private
transactions), redeem, or otherwise retire up taggregate of $500 million of our outstanding 4.76%tnvertible Subordinated Notes and
6.875% PEACS.

Since our 6.875% PEACS, which are due in 2010danominated in Euros, our U.S. Dollar equivaletgri@st payments and principal
obligations fluctuate with the Euro to U.S. Dolechange rate. As a result, any fluctuations irettehange rate will have an effect on our
interest expense and, to the extent we make pehpgyments, the amount of U.S. Dollar equivalemtsessary for principal settlement.
Additionally, since our interest payable on our®® PEACS is due in Euros, the balance of intqragable is subject to gains or losses on
currency movements until the date of the interagtpent. Gains or losses on the remeasurement @wordenominated interest payable are
classified as “Other income, net” on our consobdastatements of operations.

Our inventory turnover was 14 and 16 for 2005 a2 We expect some variability in inventory turapever time as it is affected by
several factors, including our product mix, our rafthird-party sales, and the extent we choossitiae outsource fulfillment providers,
among other factors. The decline in inventory tuaras primarily attributed to our emphasis on n@iimng wide merchandise selection of in-
stock inventory, which enables faster delivery mfducts to our customers.

The following summarizes our principal contractoammitments as of December 31, 2005:

Thereafter
2006 2007 2008 2009 2010 Total
(in millions)
Operating and capital commitmen
Debt principal and other (. $14 $ 1 $ 2 $ 902 $587 $ 17 $1,52¢
Debt interest (1 83 83 83 61 40 — 35C
Capital lease 2 1 1 1 1 1 7
Operating leases (2)( 12¢  11F 78 65 51 157 59t
Purchase obligations (: 28¢ 12 8 8 8 8 33:
Total commitment: $517 $21z $17z $1,037 $687 $ 18% $2,80¢

(1) At December 31, 2005, the Euro to U.S. Dolbkatenge rate was 1.1843. Due to changes in the@ @& oDollar exchange ratio, our
remaining principal debt obligation under the 6 ®/BEACS since issuance in February 2000 has ireddas$97 million as of
December 31, 2005. The principal and interest camenits reflect the partial redemptions of the 6% ™EACS and 4.75%
Convertible Subordinated Notes. Additionally, onsta7, 2006, we will redeem €250 million of our stainding 6.875% PEACS,
which is not reflected in the table abo

(2) Pursuant to SFAS No. 18¢ccounting for Leasedease agreements are categorized at their irnreps$ either operating or capital leases
depending on certain defined criteria. Althoughragpiag leases represent obligations for us, putsioaBFAS No. 13 they are not
reflected on the balance sheet. As of Decembe2@®15, we have remaining obligations under operdéages for equipment and real
estate totaling $595 million. If we had appliedbtor equipment operating leases the same convensied for capital leases, which,
however, would not be in accordance with GAAP, vaild have recorded approximately $90 million ofiiddal obligations on our
balance sheet at December 31, 2(

(3) Includes $9 million related to restructurindated leases and other commitments, consisting afilion due within 12 months and
included in “Accrued expenses and other currebilitees,” and $5 million due after 12 months andluded in “Long-term debt and
othel” on our balance sheets. These amounts are neticipatéd sublease income of $4 millic

(4) Consists of legall-binding commitments to purchase inventory and fiicanit nor-inventory commitments
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Pledged Securities

We are required to pledge a portion of our caslivatgnts or marketable securities as collaterakfandby letters of credit that
guarantee certain of our contractual obligatiort fan real estate lease agreements. The amouriteddo be pledged for real estate lease
agreements changes over the life of our leaseb;fluittuations in our market capitalization, whislcommon shares outstanding multiplied
by the closing price of our common stock; and basedur credit-rating. Information about collateradjuired to be pledged under these
agreements is as follows:

Standby
Letters of
Line of
Credit (1) Credit (2) Real Estate Total
Leases (3)
(in millions)

Balance at December 31, 2C $ 50 $ 2 $ 22 $74
Net change in collateral pledg 9 12 4 17
Balance at December 31, 2005 $ 59 $ 14 $ 18 $91

(1) Pursuant to available standby le-of-credit facilities totaling $139 millior

(2) Pursuant to an available line of credit totgl#13 million, whereby collateral is required tofdedged at 110% of the outstanding
balance

(3) The required amount of collateral to be pledgeaertain of our real estate leases fluctuateedan our market capitalization. At
December 31, 2005, our market capitalization waseéhillion. The required amount of collateral ® fledged will increase by $5
million if our market capitalization is equal to lselow $18 billion and by an additional $6 millidrour market capitalization is equal to
or below $13 billion

(4) Includes $19 million of cash equivalents pletigs collateral. See Item 8 of Part Il, “Finan8Ggtements and Supplementary Data—
Note —Cash, Cash Equivalents, and Marketable Secu”

We believe that current cash, cash equivalentspaaréietable securities balances will be sufficierneet our anticipated operating
cash needs for at least the next 12 months. Howawmgrprojections of future cash needs and casVsflre subject to substantial uncertainty.
See Item 1 of Part |, “Business—Additional Factbhat May Affect Future Results.” We continually &ate opportunities to sell additional
equity or debt securities, obtain credit facilittemm lenders, repurchase common stock, pay didideor repurchase, refinance, or otherwise
restructure our long-term debt for strategic reasmrto further strengthen our financial positidhe sale of additional equity or convertible
debt securities would likely be dilutive to our siaolders. In addition, we will, from time to timegnsider the acquisition of, or investment
in, complementary businesses, products, servioesteehnologies, which might affect our liquidigguirements or cause us to issue
additional equity or debt securities. There cambassurance that additional lines-of-credit oarficing instruments will be available in
amounts or on terms acceptable to us, if at all.

Results of Operations

We have organized our operations into two princggg/ments: North America and International. Wegmesur segment information
along the same lines that our chief executive vesieur operating results in assessing performandebocating resources.
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Net Sales and Gross Profit
Net sales information is as follows:

Year Ended December 31,

2005 2004 2003
(in millions)
Net Sales:
North America $4,711 $3,841 $3,25¢
International 3,77¢ 3,07¢ 2,00t
Consolidatec $8,49( $6,921 $5,26¢
Year-overyear Percentage Growt
North America 22% 18% 18%
International 23 53 71
Consolidatec 23 31 34
Year-ovel-year Percentage Growth, excluding effect of exchaates
North America 22% 18% 18%
International 25 40 52
Consolidatec 24 26 28
Net Sales Mix
North America 55% 56% 62%
International 45 44 38
Consolidatec 100% 10C% 100%

Revenue increased 23% in 2005, due to an acceleratirevenue growth in our North America segmefitset by slower revenue
growth in our International segment, representinigerease from 31% revenue growth in 2004 and #4&nue growth in 2003. Excluding
the effect of exchange rates, revenue growth wés, 26%, and 28% for 2005, 2004, and 2003. Changesrrency exchange rates
negatively affected 2005 net sales by $73 millamd positively affected net sales by $276 milliow 232 million for 2004 and 2003. For a
discussion of the effect on revenue growth by ckang exchange rates, see “Effect of Exchange Rbébsw.

North America revenue growth rates increased to 222005, compared to 18% growth rates in 20042008. The increased growth
rate primarily reflects an increase in unit salagesh by our continued efforts to reduce pricesdor customers, including from our free
shipping offers and by increased selection sudhrasigh additions to our product categories, a$ agincreases in our service-related
revenues, particularly from Amazon Enterprise Sohg and from our co-branded credit card agreen@manges in currency exchange rates
positively affected 2005, 2004, and 2003 net simesur North America segment by $5 million, $5 lioih, and $6 million.

International revenue growth rates declined to 23%005, compared to 53% and 71% growth rates @#20hd 2003. This decrease in
revenue growth is primarily due to changes in quryeexchange rates, which negatively affected reegrowth by $78 million for 2005 and
positively affected revenue growth by $271 milliamd $226 million for 2004 and 2003. Additionallgyenue growth was affected by
declining revenue growth rates in certain prodatégories, primarily media. Excluding the effecegthange rates, revenue growth was
25%, 40%, and 52% for 2005, 2004, and 2003.

We endeavor to increase sales over time by comigntai offer low prices, including from free shipgirconvenience, including new and
innovative features such as personalization, 1kCéod Search Inside the Book, and broad produaitedility and selection, including from
new product categories and from third-party sales.
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We expect that, over time, our International segrmgihrepresent 50% or more of our consolidatetissdes. Additionally, as we
continue to offer increased selection, lower prieesl additional product lines within our Electmsand other general merchandise category,
we expect to see the relative mix of sales from tlhitegory increase. See “Supplemental Informatiatdw.

Gross profit information is as follows:

Year Ended December 31,

2005 2004 2003
(in millions)
Gross Profit:
North America $1,267 $1,02¢ $ 867
International 772 57¢ 39C
Consolidatec $2,03¢ $1,60z $1,257
Gross Profit Growth Ratt
North America 24% 18% 17%
International 33 48 55
Consolidatec 27 27 27
Gross Margin
North America 26.% 26.6% 26.6%
International 20.4 18.¢€ 19.t
Consolidatec 24.C 23.1 23.¢

The increase in gross profit in absolute termsrdu005, compared to 2004 and 2003, correspontisingteases in sales, including
increases in sales by third-party sellers, increasamounts earned from our co-branded credit agrdements, and increases in amounts
earned from Amazon Enterprise Solutions, offsebinyfree shipping offers and lower prices for custos. Generally, our gross margins
fluctuate based on several factors, including eadpct, service, and geographic mix of sales; sad&smes by third-party sellers; changes in
vendor pricing, including the extent to which weeive discounts and allowances; lowering pricesémtomers, including from competitive
pricing decisions; improvements in product sour@nd inventory management; and the extent to whictcustomers accept our free
shipping and membership offers. Such free shippimdymembership offers reduce shipping revenue eshete our gross margins on retalil
sales. Amazon Prime, introduced in 2005, is a shipmembership program in which members receive fin-day shipping and discounted
overnight shipping. We have offered free membergiets for Amazon Prime, and we expect to contitaueffer these trials in the future. V
view our shipping offers as an effective worldwidarketing tool and intend to continue offering thiexaefinitely.

Sales of products by thindarty sellers on our websites continue to increg@esenting 28%, 26%, and 22% of unit sales 0522004
and 2003. Since revenues from these sales aredeztas a net amount, they generally result in loeeenues but higher gross margin per
unit. If product sales by third-party sellers cong to increase, the higher gross margin attriboftéisese sales will offset decreases in our
gross margins due to lowering prices for custoroges time by offering price reductions, free shigpbffers, and promotions.

Gross profit growth is also affected by changesxichange rates—see “Effect of Exchange Rates” below

North America segment gross margins in 2005 impdwe 30 basis points compared to 2004 resultingg@rily from increases in sales
by third-party sellers, increases in amounts eafreed our co-branded credit card agreement, anegases in amounts earned from service
agreements, offset partially by our efforts to amne reducing prices for customers. Since we facuprofit dollars rather than margins, we
are largely neutral on whether an item is sold &by a third party.

34



Table of Contents

North America segment gross margin in 2004 wasisterg with 2003. Changes in mix of product satesards lower gross margin
product categories and price reductions for outasuers, including from our year-round free shippaffgrs, were offset partially by
increased sales volume by third-party sellers aldmre discounts we receive from our product supplie

International segment gross margins in 2005 imptde 162 basis points compared to 2004 resultiogn fseveral factors including
increasing sales by third-party sellers and in@gsas discounts we receive from our product supplieffset partially by changes in mix of
product sales and our efforts to continue redupices for customers, including from our year-rotireg shipping offers.

International segment gross margins in 2004 detlit@ebasis points compared to 2003 resulting fréforts to continue reducing prices
for customers, including from our free shippingeo#, and from a shift in mix of product sales ta¥gadlower gross margin product categories,
offset partially by increases in sales volume hisdtparty sellers.

Supplemental Information
Supplemental information about shipping resulsigollows:

Year Ended December 31,

2005 2004 2003
(in millions)
Shipping Activity:
Shipping revenue (1)( $ 511 $ 42C $ 372
Outbound shipping cos (750 (617) (508)
Net shipping cos $(239) $(197) $(13€)
Yeal-over-year Percentage Growl
Shipping revenu 22% 13% 2%
Outbound shipping cos 22 21 26
Net shipping cos 22 44 24t
Percent of Net Sale
Shipping revenu 6.C% 6.1% 7.1%
Outbound shipping cos (8.9 (8.9 (9.7
Net shipping cos (2.9% (2.89% (2.6)%

(1) Outbound shipping charges to customers domubidle amounts earned on shipping activities bgtparty sellers where we do not
provide the fulfillment service
(2) Includes amounts earned from Amazon Prime memhesbigram

We believe that offering low prices to our custosiisrfundamental to our future success. One wagffee lower prices is through free-
shipping offers that result in a net cost to udetivering products, as well as through memberghidmazon Prime. To the extent our
customers accept and use our free shipping offeas mcreasing rate, including memberships in AonaRrime, our net cost of shipping will
increase. We seek to partially mitigate the cobtewering prices over time through achieving higbales volumes, negotiating better terms
with our suppliers, and achieving better operaéffgriencies. In addition, we anticipate that tlusts of lowering prices over time will be
partially mitigated to the extent product saleghiyd-party sellers continue to increase.
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Supplemental information about our net sales f®lkmns:

Year Ended December 31,

2005 2004 2003
(in millions)
Net Sales:
North America
Media $3,04¢ $2,58¢ $2,27(
Electronics and other general merchan 1,44: 1,12¢ 87¢
Other (1) 222 13C 11C
Total North Americe $4,711 $3,841 $3,25¢
International
Media $2,88¢ $2,51¢ $1,77¢
Electronics and other general merchan 88¢€ 55¢ 22t
Other (1) 8 2 1
Total Internationa $3,77¢ $3,07¢ $2,00¢
Consolidatec
Media $5,931 $5,10z $4,04¢
Electronics and other general merchan 2,32¢ 1,687 1,104
Other (1) 23C 132 111
Total consolidate! $8,49( $6,921 $5,26¢4
Yeal-ovel-year Percentage Growt
North America
Media 18% 14% 14%
Electronics and other general merchan 28 28 29
Other 71 18 29
Total North Americe 22 18 18
International
Media 15% 41% 61%
Electronics and other general merchan 59 14¢ 241
Other 234 98 (38
Total Internationa 23 53 71
Consolidatec
Media 16% 26% 31%
Electronics and other general merchan 38 53 48
Other 74 19 28
Total consolidate: 23 32 34
Consolidated Net Sales Mi
Media 70% 74% 7%
Electronics and other general merchan 27 24 21
Other 3 2 2
Total consolidate: 10C% 10(% 10C%

(1) Includes non-retail activities, such as oubcanded credit card agreements, Amazon Enterpdkdi@s, and miscellaneous marketing
and promotional activitie:
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Information about operating expenses with and wittstock-based compensation was as follows (iriang)):

Year ended December 31, 2005 Year ended December 31, 2004 Year ended December 31, 2003
As Stock-Based As Stock-Based As Stock-Based
Reported Compensatior Net Reported Compensatior Net Reported Compensatior Net
Operating Expense
Fulfillment $ 745 $ 1e) $ 72¢ $ 601 $ (100 $ 591 $ 495 $ (18) $477
Marketing 19¢ (6) 192 162 (4) 15¢ 128 (5) 123
Technology and conte 451 (45) 40€ 283 (32 251 257 (50) 207
General and administrati 16€ (20) 14€ 124 12) 112 104 (15) 89
Other operating expen: 47 — 47 (8) — (8) 3 — 3
Total operating expens: $ 1,607 $ 87 $ 1,52 $ 1,16 $ (58) $1,10¢ $ 987 $ (88) $89¢
I
Year-over-year Percentage Growt
Fulfillment 24% 23% 21% 24% 22% 22%
Marketing 22 22 27 29 1) )
Technology and conte 59 62 10 21 2 4)
General and administrati\ 34 30 20 27 8 12
Percent of Net Sale
Fulfillment 8.8% 8.6% 8.7% 8.5% 9.4% 9.1%
Marketing 23 2.3 23 2.2 2.4 2.3
Technology and conte 5.2 4.8 4.1 3.€ 4.9 3.9
General and administrati\ 1.6 1.7 1.8 1.€ 2.0 1.7

See Item 8 of Part |, “Financial Statements andoBupentary Data—Note 1—Description of Business Aocbunting Policies—Stock-
Based Compensation.”

Fulfillment
The increase in fulfillment costs in absolute dallduring 2005 in comparison with the prior yeaigites to variable costs corresponc
with sales volume and inventory levels; our mippodduct sales; payment processing and relatedactios costs, including mix of payment
methods and costs from our guarantee for certaig-gfarty seller transactions; and costs from exlgamfulfillment capacity. Fulfillment
includes stock-based compensation of $16 millid®, fillion, and $18 million for 2005, 2004, and 300

Fulfillment costs as a percentage of net salesvaay due to several factors, such as payment psoweand related transaction costs,
including those from our guarantee for certaindigarty seller transactions, our level of producyivdhd accuracy, changes in volume of u
received and fulfilled, the extent we utilize fltfient services provided by third parties, and ahility to reduce customer service contacts
unit by implementing improvements in our operatiansl enhancements to our customer setfice features. The mix of product sales afi
fulfillment costs per shipment based on variationshape and weight of products we sell. Additibndlecause payment processing costs
associated with third-party seller transactionstesed on the gross purchase price of underlyarg#ictions, and payment processing and
related transaction costs and our A to Z Guaratsts associated with these transactions are high&percentage of revenue versus our
retail sales, our increasing third-party sales Hagher fulfillment costs as a percent of net sales

We expanded our fulfillment capacity in 2005 an@2through gains in efficiencies as well as incesan leased warehouse space. We
plan to continue expanding our world-wide fulfillmtecapacity in order to meet anticipated shipmehimes from sales of our own products
as well as sales by third parties where we prothédulfillment. We expect absolute amounts speritifillment and fulfillment-related cost

of sales to increase over time.

Marketing
We direct customers to our websites primarily tigtoa number of targeted online marketing chanseish as our Associates and
Syndicated Stores programs, sponsored search| pdviartising, e-mail campaigns,
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and other initiatives. Our marketing expenses amgely variable, based on growth in sales and awmigrates. To the extent there is
increased or decreased competition for thesedrsffurces, or to the extent our mix of these chlarstefts, we would expect to see a
corresponding change in our marketing expense. Miadcincludes stock-based compensation of $6anill$4 million, and $5 million for
2005, 2004, and 2003.

Marketing costs increased in absolute terms in 2Z@®Bpared to 2004 and 2003. These increases con@syth revenue growth as we
utilized variable online marketing channels, suslbar Associates program, sponsored search, apd\a@hable marketing initiatives.

While costs associated with free shipping are matided in marketing expense, we view free shippiffigrs as an effective worldwide
marketing tool, and intend to continue offeringnthimdefinitely. We expect absolute amounts spemamnketing to increase over time.

Technology and Content

We significantly increased our spending in techggland content in 2005, which corresponds withfoaus on several technology
initiatives. We have added a significant numbetcarhputer scientists and software engineers totaffrs that we can continue to enhance
the customer experience on our websites and thebsites powered by us, improve our process effigieand invest in several areas of
technology including seller platforms, search, welvices, and digital initiatives. We believe thestatives that we are funding are
important to our longer-term success. See ItemRaof 11, “Management’s Discussion and Analysig-mfancial Condition and Results of
Operations—Overview” for a discussion of how mamaget views the competitive landscape and importaf@enovation. We intend to
continue investing in areas of technology and aardés we continue to add computer scientists aftdi@e engineers to our staff, and expect
absolute amounts spent in technology and contenttease over time. Technology and content indiudeck-based compensation of $45
million, $32 million, and $50 million for 2005, 2@pand 2003.

For the years ended 2005, 2004, and 2003, we tiapdeb90 million (including $11 million of stockased compensation), $44 million,
and $30 million of costs associated with internsé-goftware and website development, which aréafigroffset by amortization of
previously capitalized amounts of $50 million, $80lion, and $24 million. Fixed assets associatéith wapitalized internal-use software,
content, and website development, net of accunuidépreciation, were $87 million and $47 milliorDeicember 31, 2005 and 2004.
Capitalized internal-use software is amortized @vaseful life of two years.

A significant majority of our technology costs @meurred in the U.S. and most of them are allocatesuir North America segment.

General and Administrative

The increase in spending in general and adminigérat 2005 compared to 2004 and 2003 is primatilg to increases in payroll and
related expenses, professional fees, and lega,auffset by a $12 million credit in 2005 for adtaad expected reimbursement by an insurer
of certain legal costs previously incurred by usn€ral and administrative includes stdidsed compensation of $20 million, $12 million,
$15 million for 2005, 2004, and 2003. We expecbalie amounts spent in general and administrativedrease over time.

Stock-Based Compensation

Prior to January 1, 2005, we accounted for stodeti@awards under the intrinsic value method, wiattbwed the recognition and
measurement principles of APB Opinion No. 26counting for Stock Issued to Employeard related Interpretations. The intrinsic value
method of accounting resulted in compensation esg@éor restricted stock and restricted stock watitheir estimated fair value on date of
grant based on the number of shares granted argliited price of our common stock, and for stodionis to the extent option
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exercise prices were set below market prices oddle of grant. Also, to the extent stock awardseveeibject to an exchange offer, other
modifications, or performance criteria, such awavdse subject to variable accounting treatmenttiEcextent stock awards were forfeited
prior to vesting, the corresponding previously ggueed expense was reversed as an offset to apgetpenses.

As of January 1, 2005, we early adopted SFAS N8(RRusing the modified prospective method, whiefjuires measurement of
compensation cost for all stock-based awards av#iie on date of grant and recognition of compé&an over the service period for awards
expected to vest. The fair value of restricted lstrad restricted stock units is determined basetth@emumber of shares granted and the
quoted price of our common stock, and the fair @afistock options is determined using the Blackebes valuation model, which is
consistent with our valuation techniques previousilzed for options in footnote disclosures raqdiunder SFAS No. 123ccounting for
Stock Based Compensatipas amended by SFAS No. 14&counting for Stock-Based Compensation—Transéti@hDisclosureSuch
value is recognized as expense over the servitecheret of estimated forfeitures, using the agegésl method under SFAS 123(R). The
estimation of stock awards that will ultimately vesquires judgment, and to the extent actual tesulupdated estimates differ from our
current estimates, such amounts will be recorded@snulative adjustment in the period estimatesewised. We consider many factors
when estimating expected forfeitures, includingetypf awards, employee class, and historical eapeei Actual results, and future changes
in estimates, may differ substantially from ourremt estimates. For example, in the fourth quart@005 we recorded a benefit of $10
million, $6 million net of tax, or $0.01 per diluteshare, representing the cumulative effect ohljgncreasing the rate of forfeitures
expected over the life of issued stock awards basaslir historical experience. Additionally, becawse implemented SFAS 123(R), we no
longer have employee stock awards subject to Varedrounting treatment.

The adoption of SFAS 123(R) resulted in a cumutabenefit from accounting change of $26 milliorR005, which reflects the net
cumulative impact of estimating future forfeituieghe determination of period expense, rather tieaording forfeitures when they occur as
previously permitted.

Prior to the adoption of SFAS 123(R), cash retaimed result of tax deductions relating to stockeldlecompensation was presented in
operating cash flows, along with other tax castvflipin accordance with the provisions of EITF N@-15, Classification in the Statement of
Cash Flows of the Income Tax Benefit Received®grapany upon Exercise of a Nonqualified Employeek3Dption. SFAS 123(R)
supersedes EITF 00-15, amends SFASS#atement of Cash Flowend requires tax benefits relating to excess shaded compensation
deductions to be prospectively presented in therskant of cash flows as financing cash inflows,chitis effectively a reclassification
between operating cash flows and financing cashksfieersus prior presentation. Tax benefits regyfiom stock-based compensation
deductions in excess of amounts reported for fildmeporting purposes were $7 million, $8 milli@amd $4 million for December 31, 2005,
2004, and 2003, with the amount for 2005 treatefihasicing cash flows to the detriment of operaitagh flow. We expect the corresponc
amount for 2006 to increase substantially and psbie in excess of $100 million, although the atamount is subject to considerable
variability. Accordingly, amounts presented for ogieng cash flows and free cash flows for 2006 idInegatively effected in comparison to
prior results; however, the underlying economicssaibce is not effected by this change in reponrtiagsification.

On March 29, 2005, the SEC published Staff AccagnBulletin (SAB) No. 107, which provides the Staffiews on a variety of
matters relating to stock-based payments. SAB &idires stock-based compensation be classifidttisame expense line items as cash
compensation. We have reclassified stock-based eonsapion from prior periods to correspond to curpamiod presentation within the same
operating expense line items as cash compensaidrigpemployees.

Stock-based compensation was $87 million, $58 aniland $88 million during 2005, 2004, and 2003. Muplied the fair value
accounting provisions of SFAS 123(R) for 2005 coredawith the application of APB No. 25, includingriable accounting treatment on
certain awards, for 2004 and 2003. Because ofpipcation of different methods of accounting adhae the effects of variable accounting
treatment in 2004 and 2003, stock-based compensati?005 is not comparable to prior periods. ABecember 31, 2005, there was $169
million of total unrecognized compensation cost,afdorfeitures of $106 million, related to unvedtstock-based compensation
arrangements.
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Other Operating Expense (Income)

Other operating expense was $47 million in 200Bnarily attributable to our settlement of a patiwsuit for $40 million, as well as
amortization of other intangibles of $5 million.l@t operating income was $8 million for 2004 artteotoperating expense was $3 million
2003, which includes restructuring-related credieg, of $9 million in 2004 and amortization of ethintangibles of $1 million and $3 million
in 2004 and 2003.

During 2004, we determined that certain of theoaffspace previously vacated as part of our 20Qfuctgring, which we had been
unable to sublease due to poor real estate mavkelitions, was necessary for our future needs. &laaed our restructuring-related liability
resulting in a gain of $13 million for 2004. Legs®yments for this office space are expensed oeeletise period and classified to the
corresponding operating expense categories orotientidated statements of operations.

In 2004, we streamlined our organizational strueiarFrance to reduce our operating costs. Thdéegsfvere primarily focused on
eliminating French-office positions in manager@bfessional, clerical, and technical roles. Thmhar of employees affected totaled 52 and
resulted in severance costs of $4 million clasdifie“Other operating expense (income)” on the otidated statements of operations.

Income from Operations

Our income from operations was $432 million, $440iom, and $270 million during 2005, 2004, and 200he decrease in 2005 from
2004 is primarily a result of an increase in spegdor technology and content, an increase in stided compensation that is now recorded
under SFAS 123(R) fair value accounting, and a paytrof $40 million to settle a patent lawsuit. Té@screased expenditures were partially
offset by higher net sales and gross profit. Tlvegiase in operating income in 2004 compared wifl82@as primarily attributed to increases
in net sales and gross profit growth and leveragiperating expenses relative to net sales. Incoome dperations was negatively affected by
yearover-year changes in exchange rates in 2005, asitiyely affected in 2004 and 2003.

Net Interest Expense

The primary component of our net interest expesské interest we incur on our long-term debt imsgnts, including a $900 million
principal balance of our 4.75% U.S. Convertible &dinated Notes and a €490 million ($580 milliors&d on the exchange rate at
December 31, 2005) principal balance of our 6.8 PERACS at December 31, 2005. Interest expense wam$lon, $107 million, and $130
million in 2005, 2004, and 2003, with declines panity relating to principal repayments of $265 moifi and $150 million in 2005 and 2004.

At December 31, 2005, our total long-term indebesgnwas $1.52 billion compared to $1.86 billioDatember 31, 2004. In February
2006, we announced plans to redeem €250 milliamcigral of our 6.875% PEACS, which is expected tselMarch 7, 2006, for a cash
payment of approximately $305 million (at the EtmdJ.S. dollar exchange rate on January 31, 2Q@&ich includes $1 million of interest.
See Item 8 of Part Il, “Financial Statements anggf@mentary Data—Note 4—Long-Term Debt and Other.”

We generally invest our excess cash in investmettegshort- to intermediate-term fixed income siéegrand AAA-rated money
market mutual funds. Our interest income correspanith the average balance of invested funds amgitbvailing rates we are earning on
them, which vary depending on the geographies anecies in which they are invested.

Other Income (Expense), Net

Other income (expense), net, was $2 million, $(Bljon, and $7 million, in 2005, 2004 and 2003, arahsisted primarily of gains

(losses) on sales of marketable securities, foreigrency transaction gains (losses), and othecefiemeous losses, net.
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Foreign-currency transaction gains (losses) pripaglate to the interest payable on our 6.875% EASince these payments are
settled in Euros, the balance of interest payaklech is paid annually in February) is subject &ng or losses resulting from changes in
exchange rates between the U.S. Dollar and Euxedeet reporting dates and payment.

Remeasurements and Other
Remeasurements and other consisted of the following

Year Ended December 31,

2005 2004 2003
(in millions)
Foreigr-currency gain (loss) on remeasurement of 6.875%FEH) $ 90 $ (65 $ (140
Gain (loss) on sales of Ei-denominated investments, 1 )] 9 6
Loss on redemption of lo-term debt (4 (6) (6) (249
Foreigr-currency effect on intercompany balances 47 41 6
Other (3) 7 20 (8)
Total remeasurements and ot $ 42 $ @ $ (130

(1) Each period the remeasurement of our 6.875%@E#&Kom Euros to U.S. Dollars results in gainsosisks recorded to
“Remeasurements and o’ on our consolidated statements of operati

(2) Represents the gains (losses) associated lvdttemeasurement of intercompany balances dueatwel in foreign exchange rates. See
Item 8 of Part I“Financial Statements and Supplementary —Note }—Description of Business and Accounting Polic”

(3) Activity in 2005 and 2004 primarily includesiga associated with the sale of certain equity stwents. Activity in 2003 primarily
includes a loss from termination of our Euro cucyeswap.

(4) We expect to record a charge of $6 milliontedato our announced plans to redeem €250 milliorcipal of our 6.875% PEACS,
which is expected to close March 6, 20

Income Taxes

We recorded a tax benefit in 2005 of $90 millicgpnesenting $0.22 and $0.21 of basic and dilutenirggs per share, as we determined
at year end that certain of our deferred tax asgets more likely than not realizable. Excludingsth90 million benefit, our effective tax rate
would have been significantly higher than the 3%&tugory rate, resulting from steps we initiatecsbablish our European headquarters in
Luxembourg, which we expect will benefit our efigettax rate over time. Associated with the esgdistient of our European headquarters,
we transferred certain of our operating asset®d5Zrom the U.S. to international locations whiekulted in taxable income and an increase
in our effective tax rate. We will initiate similasset transfers in 2006 to finalize our Europesadjuarters transition, and we expect this will
result in an effective tax rate for financial refimg purposes significantly higher than the statutate for 2006. There is potential for
significant volatility of our 2006 effective taxteadue to several factors, including from varidapiin accurately predicting our taxable income
and the taxable jurisdictions to which it relatemce we have deferred tax assets related to olusNBese asset transfers will not have a
significant impact on our cash taxes paid in 20@@ch we expect to be approximately $25 millionmgared with $12 million in 2005 and
million in 2004. We are not endeavoring to optimize global taxes on a financial reporting basistéad we endeavor to optimize our global
taxes on a cash basis.

We recorded a tax benefit in 2004 of $244 millimpresenting $0.60 and $0.57 of basic and diluéediegs per share, and a credit to
“Stockholders’ Equity (Deficit)” of $106 million ase determined that certain of our deferred tart@ssere more likely than not realizable.

At December 31, 2005, our deferred tax assetsyfradferred tax liabilities and valuation allowanaee $291 million, which includes
$123 million relating to NOLs that are primarilytrétuted to stock-based
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compensation, the majority of which begin to expir@016, and $18 million relating to capital lassryforwards that expire in 2006 and
thereafter. The remaining portion relates to terapodifferences between the carrying amounts aftassnd liabilities and their tax bases.

The $123 million NOLs primarily attributed to steblased compensation are presented net of fullyaredeNOL deferred tax assets
totaling $493 million. Total gross deferred taxetsgelated to our NOLs at December 31, 2005 weié® $illion (relating to approximately
$1.9 billion of NOLs).

Net Income

Net income was $359 million, $588 million and $3Blion in 2005, 2004 and 2003. We believe that yeeer-year changes in net
income are not necessarily predictive of our futgeincome results for a variety of reasons. kangle, in 2005 we recorded a provision
income taxes of $95 million and in 2004 we recordatkt income tax benefit of $233 million. Includedhese amounts in 2005 and 2004
were tax benefits of $90 million and $244 millie@sulting from our determination that certain of deferred tax assets were more likely than
not realizable. Additionally, the remeasurementaf 6.875% PEACS and intercompany balances resinteet gains in 2005 and net chat
in 2004 and 2003 associated with the effect of mmms in currency exchange rates. Accordingly, mearage readers of our financial
statements to evaluate the effect on our operatiamgls of these items since future income taxeschadge in currency exchange rates may
create significant variability in our future openaf results.

Effect of Exchange Rates

The effect on our consolidated statements of ofmerafrom changes in exchange rates versus theDbl&r is as follows (in millions,
except per share data):

Year Ended Year Ended Year Ended
December 31, 2005 December 31, 2004 December 31, 2003
At Prior Exchange At Prior Exchange At Prior Exchange
Year Rate As Year Rate As Year Rate As

Rates (1  Effect (2) Reported Rates (1  Effect (2) Reported Rates (1 Effect (2) Reported

Net sales $8,56: $ (73) $8,49( $6,64: $ 27€¢ $6,921 $5,03: $ 232 $5,26¢
Gross profit 2,052 13 2,03¢  1,55( 52 1,60z 1,211 46 1,257
Operating expenst 1,612 (5) 1,607  1,13( 32 1,162 95¢ 32 987
Income from operatior 44C (8) 43z 42( 20 44C 25€ 14 27C
Net interest expense and ot 52 (6) 46 75 9 84 a0 11 101
Remeasurements and other 1 41 42 14 (15) QD (31 (99 (130
Net income 32¢ 31 35¢ 592 4) 58¢€ 131 (96) 35
Diluted earnings per sha $07/ $ 007 $ 08 $14C $(0.0)) $ 13¢ $ 031 $ (029 $ 0.0¢

(1) Represents the outcome that would have reshlidcexchange rates in the current period beesaime as those in effect in the
comparable prior year period for operating resuaitel if we did not incur the variability associateith remeasurements for our 6.875%
PEACS and intercompany balanc

(2) Represents the increase (decrease) in repamtednts resulting from changes in exchange rabes fhose in effect in the comparable
prior year period for operating results, and ifawe not incur the variability associated with rem@@ments for our 6.875% PEACS and
intercompany balance

(3) Includes foreign-currency gains (losses) onaasurement of 6.875% PEACS and intercompany badanod realized currency-related
gains associated with sales of E-denominated investments held by a U.S. subsid
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Non-GAAP Financial Measures

Regulation GConditions for Use of Non-GAAP Financial Measurasd other SEC regulations define and prescribedmditions for
use of certain non-GAAP financial information. Gueasure of “Free cash flow” meets the definitiom @ion-GAAP financial measure. Free
cash flow is used in addition to and in conjunctigth results presented in accordance with GAAP faeel cash flow should not be relied
upon to the exclusion of GAAP financial measuresercash flow reflects an additional way of viewg liquidity that, when viewed with
our GAAP results, provides a more complete undeditg of factors and trends affecting our cash folManagement strongly encourages
shareholders to review our financial statementspardicly-filed reports in their entirety and totrely on any single financial measure.

Free cash flow, which we reconcile to “Net cashvigted by operating activities,” is cash flow frormperations reduced byPtrchases ¢
fixed assets, including internal-use software aetsite development.” We use free cash flow, aridgdiased on it, to conduct and evaluate
our business because, although it is similar tb fiasv from operations, we believe it is a more setvative measure of cash flows since
purchases of fixed assets are a necessary compafmamjoing operations. In limited circumstancesvhrich proceeds from sales of fixed
assets exceed purchases, free cash flow would éxesé flow from operations. However, since we dibamticipate being a net seller of
fixed assets, we expect free cash flow to be lems bperating cash flows.

Free cash flow has limitations due to the fact ihdbes not represent the residual cash flow aleklfor discretionary expenditures. For
example, free cash flow does not incorporate paysmaade on capital lease obligations or cash patgrienbusiness acquisitions. Therefi
we believe it is important to view free cash flosvaacomplement to our entire consolidated statesrerdash flows.

The following is a reconciliation of free cash flaa/the most comparable GAAP measure, “Net cashigied by operating activities”
for 2005, 2004, and 2003 (in millions):

Year Ended December 31,

2005 2004 2003
Net cash provided by operating activit $ 732 $ 56€ $ 39z
Purchases of fixed assets, including inte-use software and website developmr (204 (89) (46)
Free cash flov $ 52¢ $ 477 $ 347
Net cash provided by (used in) investing activi m) m) m
Net cash used in financing activiti m) $_(97) m)

In addition, we provide operating expenses withwaittout stock-based compensation, which excludessmployer portion of payroll
tax expense. We provide this information to shogvithpact of stock-based compensation, which iscasih and excluded from our internal
operating plans and measurement of financial perdoice (although we consider the dilutive impacaiuoshareholders when awarding stock-
based compensation and value such awards accordihghddition, unlike other centrally-incurredespting costs, stockased compensati
is not allocated to segment results and therefechuiding it from operating expense is consisterthwiur segment presentation in our
footnotes to the consolidated financial statemesiisck-based compensation programs are an impa@fament of the company’s
compensation structure and all forms of stock-baseards are valued and included as appropriatesinlts of operations.
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Guidance
The Company provided guidance on February 2, 2008 iearnings release furnished on Form 8-K devidl:

First Quarter 2006 Guidance

* Net sales are expected to be between $2.14 bdioh$2.29 billion, or grow between 13% and 20%, garad with first quarte
2005.

» Operating income is expected to be between $70omiéind $105 million, or decline between (35%) &fb), compared with first
quarter 2005. This guidance includes $30 millionsimck-based compensation and amortization ohgibde assets, and assumes,
among other things, that no additional intangitdsets are recorded, and that there are no fuekisions to stock-based
compensation or restructuri-related estimate:

Full Year 2006 Expectations
* Net sales are expected to be between $9.85 bdlwoh$10.45 billion, or grow between 16% and 23%meared with 200¢

» Operating income is expected to be between $37m#nd $510 million, or between (14%) decline 4886 growth, compared
with 2005. This guidance includes $135 million $tock-based compensation and amortization of indggssets, and assumes,
among other things, that no additional intangildsets are recorded and that there are no changexksbased compensation or
restructurin-related estimate:

These projections are subject to substantial uaicgyt See Item 1A. of Part 1, “Risk Factors.”

ltem 7A. Quantitative and Qualitative Disclosure Aboutdvket Risk

We are exposed to market risk for the effect cdnest rate changes, foreign currency fluctuatiand,changes in the market values of
our investments.

Information relating to quantitative and qualitatidisclosure about market risk is set forth belod i Item 7 of Part Il, “Managemest’
Discussion and Analysis of Financial Condition &wbults of Operations—Liquidity and Capital Resesi'c

Interest Rate Risk

Our exposure to market risk for changes in interasts relates primarily to our investment portf@nd our long-term debt. All of our
cash equivalent and marketable fixed income séesidire designated as available-for-sale and, dicagy, are presented at fair value on our
balance sheets. We generally invest our excessitashestment grade short- to intermediate-tesradiincome securities and AAA-rated
money market mutual funds. Fixed rate securitieg have their fair market value adversely affectad tb a rise in interest rates, and we |
suffer losses in principal if forced to sell seties that have declined in market value due to ghaiin interest rates.
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The following table provides information about @ash equivalent and marketable fixed income seesyiincluding principal cash
flows by expected maturity and the related weiglateerage interest rates at December 31, 2005 (liongsi, except percentages):

Estimated
Fair Value at
December 31
2006 2007 2008 2009 2010 Thereafter  Total 2005
Money market fund $ 587 $— $— $— $— $ — $ 587 $ 587
Weighted average interest ri 3.41% — — — — — 3.41%
Certificates of depos 15 5 3 4 — — 27 29
Weighted average interest ri 3.61% 29(% 3.0% 3.0% — — 3.31%
Corporate debt securiti 20C 53 33 69 33 — 38¢ 40z
Weighted average interest r: 391% 4.0% 39% 46(% 4.6(% — 4.14%
U.S. Government and Agency Securit 211 35 79 43 73 — 441 43¢
Weighted average interest r: 391% 4.9% 4.76% 49%%  4.5&% — 4.3%
Asset backed securitis 131 97 33 5 10 — 27¢ 27¢€
Weighted average interest ri 38% 49 41(% 50% 4.9%% — 4.34%
Other securitie: 3 33 47 35 18 — 13¢ 165
Weighted average interest r: 26(% 28(% 28% 295%  3.01% — 2.81%
Cash equivalents and marketable fixed-income
securities $1,147 $22% $ 19t $ 15€ $134 $ —  $1,85¢ $ 1,89¢

The following table provides information about @ash equivalent and marketable fixed income séesirincluding principal cash
flows by expected maturity and the related weiglateerage interest rates at December 31, 2004 (liongsi, except percentages):

Estimated
Fair Value at
Thereafter December 31
2005 2006 2007 2008 2009 Total 2004

Money market fund $ 10z $— $— $— $— $ — % 10z $ 10z
Weighted average interest ri 2.1&% — — — — — 2.1&%

Certificates of depos 49¢€ — — — — — 49¢€ 497
Weighted average interest ri 2.52% — — — — — 2.52%

Corporate debt securiti 24C 4 3 8 13 — 26¢€ 27F
Weighted average interest r: 225% 3.4% 4.0% 4.0(% 4.0(% — 2.51%

U.S. Government and Agency Securit 14z 141 46 43 19 — 391 38¢
Weighted average interest ri 23% 33% 32% 3.0% 3.0(% — 2.91%

Asset backed securitis — 61 8 — — — 69 70
Weighted average interest ri — 43t%  3.1(% — — — 4.24%

Other securitie: 26 — — — — 26 27
Weighted average interest r: 2.2% — — — — — 2.24%

Cash equivalents and marketable fixed-income
securities $1,00¢ $20€ $ 57 $ 51 $ 32 $ —  $1,352 $  1,36(

At December 31, 2005, we had long-term debt of $bilion primarily associated with our 4.75% Contlgle Subordinated Notes and
6.875% PEACS, which are due in 2009 and 2010. @ahevélue of our long-term debt will fluctuate withovements of interest rates,
increasing in periods of declining rates of intésesd declining in periods of increasing ratesnbdéiiest.
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Based upon quoted market prices at prevailing exghaates, the fair value of the 6.875% PEACS wi@&54€nillion or $586 million
(outstanding principal of €490 million) and €691llran or $936 million (outstanding principal of €8%illion) at December 31, 2005 and
2004, and the fair value of the 4.75% Convertihlb@dinated Notes was $868 million and $907 milkamecember 31, 2005 and 2004.

Foreign Exchange Risk

During 2005, net sales from our International seginfjeonsisting ofvww.amazon.co.ukwww.amazon.dewww.amazon.fr
www.amazon.co.jpandwww.joyo.con) accounted for 45% of our consolidated revenues.sidles and related expenses generated from
websites, as well as those relatingwow.amazon.c@which is included in our North America segmentg denominated in the functional
currencies of the corresponding websites and pifyriaclude Euros, British Pounds, and Yen. Thedhiomal currency of our subsidiaries t
either operate or support these websites is the santhe corresponding local currency. The restiligperations of, and certain of our
intercompany balances associated with, our intemnally-focused websites are exposed to foreigmarge rate fluctuations. Upon
consolidation, as exchange rates vary, net sakbsther operating results may differ materiallynfrexpectations, and we may record
significant gains or losses on the remeasuremeint&icompany balances. For example, as a resflliaifiations in foreign exchange rates
during 2005, International segment revenues detlfiv8 million and our operating results declinedilfion in comparison with the prior
year.

We have foreign exchange risk related to foreignedeinated cash, cash equivalents, and marketatileises (“foreign funds”). Based
on the balance of foreign funds at December 31528®%905 million, an assumed 5%, 10%, and 20% tiegaurrency movement would
result in fair value declines of $45 million, $91lllan, and $181 million. All investments are clé#sd as “available for sale,” as defined by
SFAS No. 115Accounting for Certain Investments in Debt and BgSiecurities

We have foreign exchange risk related to our 6.8PEACS, which have an outstanding principal balatd@ecember 31, 2005 of
€490 million ($580 million, based on the exchandge &s of December 31, 2005). Due to fluctuatiorthénEuro/U.S. Dollar exchange ratio,
which we cannot predict, our remaining principabidebligation under the 6.875% PEACS since issuaméebruary 2000 has increased by
$97 million as of December 31, 2005. Based on thistanding 6.875% PEACS'’ principal balance, anmssli5%, 10%, and 20% weakening
of the U.S. Dollar in relation to the Euro woulduét in additional losses of approximately $29 oii| $58 million, and $116 million,
recorded to “Remeasurements and other.” Additignale have not hedged our interest payments undes.875% PEACS to protect against
exchange rate fluctuations. Assuming the U.S. Delieakens against the Euro by 5%, 10%, and 209906 2ve would incur $2 million, $4
million, and $8 million additional annual interestpense due solely to fluctuations in foreign excjea

See “Effect of Exchange Rates” for additional imhation on the effect on reported results of chamgeschange rates.

Investment Risk

As of December 31, 2005, our recorded basis intggecurities (including both publiclyaded and private companies) was $14 mil
including $6 million classified as “Marketable seties,” and $8 million classified as “Other asseWe regularly review the carrying value
of our investments and identify and record losshemevents and circumstances indicate that dedlinge fair value of such assets below
our accounting basis are other-than-temporary.fainealues of our investments are subject to Sigamt fluctuations due to volatility of the
stock market in general, company-specific circumsta, and changes in general economic conditicasedon the fair value of the publicly-
traded equity securities we held at December 30520 $44 million (recorded basis of $7 millionjy assumed 15%, 30%, and 50% adverse
change to market prices of these securities waddlt in a corresponding decline in total fair wabf approximately $7 million, $13 million,
and $22 million.
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REPORT OF ERNST & YOUNG LLP
INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the accompanying consolidated balsimeets of Amazon.com, Inc. as of December 315 a6d 2004, and the related
consolidated statements of operations, stockhdldgtsty (deficit), and cash flows for each of tineee years in the period ended
December 31, 2005. Our audits also included thenfiral statement schedule listed in the Indexea 115(a)(2). These financial statements
and schedule are the responsibility of the Compamanagement. Our responsibility is to expresspémian on these financial statements
schedule based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighamioUnited States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whethdindrecial statements are free of material
misstatement. An audit includes examining, on flasis, evidence supporting the amounts and digids in the financial statements. An
audit also includes assessing the accounting ptesused and significant estimates made by marnageas well as evaluating the overall
financial statement presentation. We believe thataodits provide a reasonable basis for our opinio

In our opinion, the financial statements refer@alove present fairly, in all material respedts, ¢onsolidated financial position of
Amazon.com, Inc. at December 31, 2005 and 2004ttendonsolidated results of its operations andath flows for each of the three years
in the period ended December 31, 2005, in confgrmith U.S. generally accepted accounting princdpklso, in our opinion, the related
financial statement schedule, when considerediatioa to the basic financial statements takenabale, presents fairly in all material
respects the information set forth therein.

As discussed in Note 1 to the consolidated findrst&ements, the Company adopted Statement ohéigdaAccounting Standards
No. 123 (revised 2004), Sh-Based Payment, effective January 1, 2005.

We also have audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@nited States), the
effectiveness of Amazon.com, Inc.’s internal cohtreer financial reporting as of December 31, 20fsed on criteria established in Internal
Control-Integrated Framework issued by the CommitteSponsoring Organizations of the Treadway Casion and our report dated
February 16, 2006 expressed an unqualified opitfiereon.

/s/ ERNST&Y OUNGLLP

Seattle, Washington
February 16, 2006
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AMAZON.COM, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(in millions)

CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOI
OPERATING ACTIVITIES:

Net income

Adjustments to reconcile net income to net caskigea by operating activitie:

Depreciation of fixed assets, including internak software and website development, and

amortizatior

Stocl-based compensatic

Other operating expense (incon

Gains on sales of marketable securities.

Remeasurements and ot

Non-cash interest expense and ot

Deferred income taxe

Cumulative effect of change in accounting princi
Changes in operating assets and liabilii

Inventories

Accounts receivable, net and other current a

Accounts payabl

Accrued expenses and other current liabili

Additions to unearned reven

Amortization of previously unearned rever

Net cash provided by operating activit

INVESTING ACTIVITIES:

Purchases of fixed assets, including inte-use software and website developmr
Acquisitions, net of cash acquir

Sales and maturities of marketable securities &mer onvestment

Purchases of marketable securi

Proceeds from sale of subsidic

Net cash (used in) provided by investing activi
FINANCING ACTIVITIES:
Proceeds from exercises of stock options and «
Proceeds from lor-term debt and othe
Repayments of lor-term debt and capital lease obligatic
Net cash used in financing activiti

Foreigr-currency effect on cash and cash equival
Net (decrease) increase in cash and cash equis

CASH AND CASH EQUIVALENTS, END OF PERIOI

SUPPLEMENTAL CASH FLOW INFORMATION
Cash paid for intere:
Cash paid for income tax

See accompanying notes to consolidated finanassients.
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Year Ended December 31,

2005 2004 2003
$1,30:  $1,10: $ 73¢€
35¢ 58¢ 35
121 76 76
87 58 88

7 (8) 3
1) «y (10)
(42) 1 13C

5 5 13

70 (257) 1

(26) — —
(104) (16¢) 77)
(84) ) 2
274 28€ 16¢€
60 (14) (26)
15€ 11C 102
(149) (107) (112)
732 56€ 39z
(204) (89) (46)

(24) (77) —
83€ 1,421 81z
(1,386) (1,584) (53€)
— — 5
(77¢) (317) 23€
66 60 162

11 — —
(270) (157) (49E)
(199) (97) (332)
(52) 49 67
(290) 201 364
$1,01¢ $1,30:  $1,10¢
$ 108 $ 108  $ 12C
12 4 2
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AMAZON.COM, INC.

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

Net sales
Cost of sale!

Gross profit
Operating expenses (:
Fulfillment
Marketing
Technology and conte!
General and administrati\
Other operating expense (incon

Total operating expens

Income from operatior
Interest incomt

Interest expens

Other income (expense), r
Remeasurements and otl

Total nor-operating expens

Income before income tax
Provision for income taxe

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

Net income

Basic earnings per shal
Prior to cumulative effect of change in accountimigciple
Cumulative effect of change in accounting princi

Diluted earnings per shar
Prior to cumulative effect of change in accountimigciple
Cumulative effect of change in accounting princi

Weighted average shares used in computation ofnggrper share
Basic

Diluted

(1) Includes stoc-based compensation as follov

Fulfillment

Marketing

Technology and contel
General and administrati\

Year Ended December 31,

2005 2004 2003
$8,49C  $6,921  $5,26¢
6,451 531¢ 4,007
2,03¢ 1,602 1,257
74E 601 495
19¢ 162 12¢
451 28¢ 257
16€ 124 104
47 (8) 3
1,607 1,162 987
43: 44¢ 27C
44 28 22
(92) (107) (130)
2 (5) 7
42 1) (130)
4 (89) (231)
42¢ 35¢ 39
95 (239) 4
33z 58¢ 35
26 — —
$ 35¢ $ 58 $ 35
$081 $145 $0.0¢
0.0€ — —
$087 $ 145 $0.0¢
$07¢  $1.3¢ $0.0¢
0.0€ — —
$08. $1.3¢ $0.0¢
412 40€ 39t
42€ 425 41¢
$16 $10 $18
6 4 5
45 32 50
20 12 15



Total stocl-based compensation expe! $87 $58 $88

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

CONSOLIDATED BALANCE SHEETS
(in millions, except per share data)

ASSETS

Current asset:
Cash and cash equivalel
Marketable securitie

Cash, cash equivalents, and marketable sect
Inventories
Deferred tax assets, current port
Accounts receivable, net and other current a:

Total current asse
Fixed assets, ni
Deferred tax assets, lc-term portion
Goodwill
Other asset

Total asset

LIABILITIES AND STOCKHOLDER S’ EQUITY(DEFICIT)

Current liabilities:
Accounts payabl
Accrued expenses and other current liabili

Total current liabilities
Long-term debt and othe

Commitments and contingenci

Stockholder' equity (deficit):
Preferred stock, $0.01 par val
Authorized share—500
Issued and outstanding she—none
Common stock, $0.01 par valt
Authorized share—5,000
Issued and outstanding sh—416 and 410 shart
Additional paic-in capital
Accumulated other comprehensive inca
Accumulated defici

Total stockholder equity (deficit)

Total liabilities and stockholde’ equity (deficit)

See accompanying notes to consolidated financitdsients.

51

December 31,

2005 2004
$1,01: $1,30¢
987 47€
2,00( 1,77¢
56€ 48C
89 81
274 19¢
2,92¢ 2,53¢
34¢ 24¢€
22% 282
15¢ 13¢
37 42
$ 3,69¢ $ 3,24¢
$ 1,36¢ $ 1,142
563 47¢
1,92¢ 1,62(
1,521 1,85¢
4 4
2,26: 2,12:
6 32
(2,027) (2,386)
24¢€ (227)
$ 3,69¢ $ 3,24¢
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AMAZON.COM, INC.

CONSOLIDATED STATEMENTS OF STOCKHOLDERS ’ EQUITY (DEFICIT)
(in millions)

Common Stock

. Total
Additional Accumulated Other Accumulated Stockholders’
Shares  Amount Paid-in Comprehensive Equity (Deficit)
Capital Income Deficit
Balance at December 31, 20 38¢ 4 $ 1,64: 10 $ (3,009 $ (1,357
Net income — — — — 35 35
Foreign currency translation gains, — — — 15 — 15
Increase of net unrealized gains on avail-for-sale securitie — — — 2 — 2
Net activity of terminated Euro Currency Sw — — — 11 — 11
Comprehensive incorr — — — — — 63
Exercise of common stock options, net and vestfrmgstricted stocl 15 — 162 — — 162
Income tax benefit on stock awai — — 2 — — 2
Deferred stoc-based compensation, r — — 4 — — 4
Issuance of common sto— employee benefit pla — — 1 — — 1
Stock compensatio- restricted stock unit — — 31 — — 31
Stock compensatio- variable accountin — — 52 — — 52
Balance at December 31, 20 403 4 1,89¢ 38 (2,979 (1,03¢)
Net income — — — — 58¢ 58¢
Foreign currency translation losses, — — — 0] — )
Decline of unrealized gains on availe-for-sale securities, net of tax effe — — — (11) — (11)
Amortization of unrealized loss on terminated EGrorency Swap, net of te — — — 6 — 6
Comprehensive inconm — — — — — 582
Exercise of common stock options, net and vestfrmgstricted stocl 6 — 60 — — 60
Income tax benefit on stock awai — — 107 — — 107
Deferred stoc-based compensation, r — — 3 — — 3
Issuance of common sto— employee benefit pla 1 — 3 — — 3
Stock compensatic- restricted stock unit — — 49 — — 49
Stock compensatioc- variable accountin — — 5 — — 5
Balance at December 31, 20 41C 4 2,12: 32 (2,38¢€) (227)
Net income — — — — 35¢ 35¢
Foreign currency translation losses, — — — (15) — (15)
Decline of unrealized gains on availe-for-sale securities, net of tax effe — — — (14) — (14)
Amortization of unrealized loss on terminated EGrorency Swap, net of te — — — 3 — 3
Comprehensive inconm — — — — — 332
Exercise of common stock options, net and vestfmgstricted stocl 6 — 58 — — 58
Change in accounting princig — — (26) — — (26)
Income tax benefit on stock awai — — 10 — — 10
Issuance of common sto— employee benefit pla — — 4 — — 4
Stoclk-based compensatic — — 94 — — 94
Balance at December 31, 20 41€ 4 % 2,26: 6 $ (2,027 $ 24¢

See accompanying notes to consolidated financitdsients.
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AMAZON.COM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1—DESCRIPTION OF BUSINESS AND ACCOUNTING POLICIES
Description of Business

Amazon.com, Inc., a Fortune 500 company, openedritsal doors on the World Wide Web in July 199&ldoday offers Earth’s
Biggest Selection. We seek to be Earth’s most costecentric company, where customers can find awbder anything they might want to
buy online, and endeavor to offer customers theekiywossible prices.

Amazon.com and its affiliates operate retail wedssitncludingwww.amazon.com, www.amazon.co.uk, www.amazon.de,
WWW.amazon.co.jp, www.amazon.fr, www.amazoamadwww.joyo.com We have organized our operations into two priakcgegments:
North America and International. The North Amersemyment includes the operating resultwww.amazon.corandwww.amazon.caThe
International segment includes the operating resflvww.amazon.co.uk, www.amazon.de, www.amazomfkw.amazon.co.j@and
www.joyo.com In addition, we operate other websites, includingv.a9.conrandwww.alexa.conthat enable search and navigation;
www.imdb.com a comprehensive movie database; and Amazon Meehdurk atwww.mturk.conwhich provides a web service for
computers to integrate a network of humans dirdntly their processes.

Principles of Consolidation

The consolidated financial statements include to®ants of the Company, its wholly-owned subsiéisrand those entities (relating to
www.joyo.con) in which we have a variable interest. Intercompbalances and transactions have been eliminated

Use of Estimates

The preparation of financial statements in confeymiith GAAP requires estimates and assumptionsaffact the reported amounts of
assets and liabilities, revenues and expensesgtatdd disclosures of contingent liabilities ie ttonsolidated financial statements and
accompanying notes. Estimates are used for, buimib¢d to, valuation of investments, receivablatuation, sales returns, incentive disce
offers, inventory valuation, depreciable lives igkfl assets, internally-developed software, vaduatif acquired intangibles, deferred tax
assets and liabilities, stock-based compensatistructuring-related liabilities, and contingencigstual results could differ materially from
those estimates.

Business Acquisitions

We acquired certain companies during 2005 for aymexgate cash purchase price of $29 million. Acglintangibles totaled $10 millic
and have estimated useful lives of between ondlaré years. The excess of purchase price ovédaithealue of the net assets acquired was
$19 million and is classified as “Goodwill” on oconsolidated balance sheets. The results of opasatif each of the acquired businesses
have been included in our consolidated results feach transaction closing date forward. The efféthhese acquisitions on consolidated net
sales and operating income during 2005 was notfi&ignt.

In 2004, we acquired all of the outstanding shafel®yo.com Limited, a British Virgin Islands conmyethat operates an Internet retail
website in the People’s Republic of China (“PR@"fooperation with a PRC subsidiary and PRC affs, at a purchase price of $75 mill
including a cash payment of $71 million (net ofttasquired), the assumption of employee stock optiand transaction-related costs.
Acquired intangibles were $6 million with estimategeful lives of between one and four years. Theex of purchase price over the fair
value of the net assets acquired was $70 milliahiaclassified as “Goodwill” on the consolidatealdnce sheets. The results of operations of
Joyo.com have been included in our consolidatedteeBom the acquisition date forward.
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AMAZON.COM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

The PRC regulates Joyo.carbusiness through regulations and license reqeineswestricting (i) the scope of foreign investiriarthe
Internet, retail and delivery sectors, (ii) Intergentent and (iii) the sale of certain media piciduln order to meet the PRC local ownership
and regulatory licensing requirements, Joyo.com&ress is operated through a PRC subsidiary wagthin cooperation with PRC
companies owned by nominee shareholders who arerRRahals.

Joyo.com does not own any capital stock of the BRiates, but is the primary beneficiary of futulosses or profits through
contractual rights. As a result, we consolidatertseilts of the PRC affiliates in accordance with B6R, “Consolidation of Variable Interest
Entities.” The net assets and operating resultth®PRC affiliates were not significant.

Accounting Change

As of January 1, 2005, we adopted SFAS No. 123¢R)guthe modified prospective method, which requireasurement of
compensation cost for all stock-based awards av#iie on date of grant and recognition of comp&an over the service period for awards
expected to vest. The adoption of SFAS 123(R) teduh a cumulative benefit from accounting chaofy26 million, which reflects the net
cumulative impact of estimating future forfeituiaghe determination of period expense, rather tieaonrding forfeitures when they occur as
previously permitted. See “Note 1—Description ofsBiess and Accounting Policies—Stock-based Compiensa

Cash and Cash Equivalents
We classify all highly liquid instruments, includimmoney market funds that comply with Rule 2a-thefinvestment Company Act of
1940, with a remaining maturity of three monthdesss at the time of purchase as cash equivalents.
Inventories

Inventories, consisting of products available falesare accounted for using the FIFO method, amdaued at the lower of cost or
market value. This valuation requires us to makigioents, based on currently-available informatadrgut the likely method of disposition,
such as through sales to individual customersymetto product vendors, or liquidations, and expececoverable values of each disposition
category. Based on this evaluation, we adjust éingyimg amount of our inventories to lower of costmarket value.

We provide fulfillment-related services in conneatwith certain of our third parties and Amazondgptise Solutions programs. In
those arrangements, as well as all other prodiles &g third parties, the third party maintains evahip of the related products.
Accounts Receivable, Net and Other Current Assets
Included in “Accounts receivable, net and otherenirassets” are prepaid expenses of $15 milliah$dr2 million at December 31,
2005 and 2004, representing advance paymentsdorance, licenses, and other miscellaneous expenses
Allowance for Doubtful Accounts
We estimate losses on receivables based on knowhléd accounts, if any, and historical experierfdesses incurred. The allowance
for doubtful accounts receivable was $43 millio &23 million at December 31, 2005 and 2004.
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AMAZON.COM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

Internal-use Software and Website Development

Costs incurred to develop software for internal arserequired to be capitalized and amortized theestimated useful life of the
software in accordance with Statement of Posit®@F) 98-1Accounting for the Costs of Computer Software Dmped or Obtained for
Internal Use Costs related to design or maintenance of inteusalsoftware are expensed as incurred. For the gaeded 2005, 2004, and
2003, we capitalized $90 million (including $11 weih of stock-based compensation), $44 million, 86 million of costs associated with
internal-use software and website development, hwhie partially offset by amortization of previousbpitalized amounts of $50 million,
$30 million, and $24 million.

Depreciation of Fixed Assets

Fixed assets include assets such as furnitureigode’s, heavy equipment, technology infrastructimernal-use software and website
development, and our DVD rental library. Deprediatis recorded on a straight-line basis over thienased useful lives of the assets
(generally two years or less for assets such asnal-use software and our DVD rental library, éhyears for our technology infrastructure,
five years for furniture and fixtures, and ten yefr heavy equipment). Depreciation expense igigdly classified within the corresponding
operating expense categories on the consolidattehsents of operations, and certain assets, sunty &\VD rental library, are amortized as
“Cost of sales.”

Leases and Asset Retirement Obligations

We account for our lease agreements pursuant t&MNA13,Accounting for Leaseswhich categorizes leases at their inception as
either operating or capital leases depending aiaicedefined criteria. On certain of our lease agrents, we may receive rent holidays and
other incentives. We recognize lease costs oraghtdine basis without regard to deferred payment tesush as rent holidays that defer
commencement date of required payments. Additipnatentives we receive are treated as a reduofiour costs over the term of the
agreement. Leasehold improvements are capitalizedsdand amortized over the lesser of their etgokaseful life or the life of the lease,
without assuming renewal features, if any, are@sed.

In accordance with Statement of Financial Accountandards (SFAS) No. 14&8¢counting for Asset Retirement Obligations,
establish assets and liabilities for the presehtevaf estimated future costs to return certainwfleased facilities to their original condition.
Such assets are depreciated over the lease petiodperating expense, and the recorded liabil#fesaccreted to the future value of the
estimated restoration costs.

Goodwill

We evaluate goodwill for impairment, at a minimwmn,an annual basis and whenever events and changesumstances suggest that
the carrying amount may not be recoverable. Impaitnof goodwill is tested at the reporting unitdelsy comparing the reporting unit's
carrying amount, including goodwill, to the fairlua of the reporting unit. The fair values of tle@orting units are estimated using discou
projected cash flows. If the carrying amount of tbgorting unit exceeds its fair value, goodwilt@nsidered impaired and a second step is
performed to measure the amount of impairment ibasyy. We conduct our annual impairment testfa@atober 1 of each year, and have
determined there to be no impairment in 2005 o420®iere were no events or circumstances from dite af our assessment through
December 31, 2005 that would impact this assessment

At December 31, 2005 and December 31, 2004, appiatrly 71% and 72% of our acquired goodwill wasgmesd to our International
segment, the majority of which relates to our asitjion of Joyo.com in 2004.
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AMAZON.COM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

Other Assets

Included in “Other assets” on our consolidated medasheets are amounts primarily related to deféssiance charges on our lotegs
debt, which are amortized over the life of the debttain equity investments; and intangible asswisof amortization. At December 31,
2005, and 2004, deferred issuance charges wereilich, and $19 million; equity investments wer@ &illion and $15 million; and
intangibles, net of amortization, were $11 milliamd $5 million.

Other intangibles, included within “Other assetshsist of the following:

December 31,

2005 2004
Other Accumulated Other Other Accumulated Oth_er
Intangibles (1) Amortization (1) Intangibles, Intangibles (1) Amortization (1) Intangibles,
Net (2) Net
(in millions)
Marketinc-related $ 4 $ 1) $ 3 $ 3 $ — $ 3
Contrac-basec 2 — 2 3 Q) 2
Technolog-basec 7 3 4 — — —
Custome-related 4 2 2 — — —
Other intangible: $ 17 $ (6) $ 11 $ 6 $ (@) $ 5

(1) Excludes the original cost and accumulated amaitizaf fully-amortized intangibles

(2) The net carrying amount of intangible assef3eatember 31, 2005 is scheduled to be fully ameditizver the next three years as
follows: $6 million in 2006; $4 million in 2007; $illion in 2008. The weighted-average amortizati@miod is 2 years based on useful
life assumptions between one and four ye

Investments

The initial carrying cost of our investments is firece we paid. Investments are accounted for ugiagequity method of accounting if
the investment gives us the ability to exercisaificant influence, but not control, over an investWe classify our investments in equity-
method investees on the consolidated balance sheé@ther assets” and our share of the investasings or losses as “Remeasurements
and other” on the consolidated statements of ojpaatLosses from equity-method investees werssigoificant for any period presented.
We do not hold over 20% interest in any of our stees as of December 31, 2005 or 2004.

All other equity investments, which consist of istraents for which we do not have the ability toreise significant influence, are
accounted for under the cost method. Under themestod of accounting, investments in private comgsaare carried at cost and are
adjusted only for other-than-temporary declinefinvalue, distributions of earnings, and addiéibimvestments. For public companies that
have readily determinable fair values, we classify equity investments as available-for-sale andpalingly, record these investments at
their fair values with unrealized gains and losses,of tax, included in “Accumulated other commesive income,” a separate component of
Stockholders’ Equity (Deficit).

We generally invest our excess cash in investmettegshort to intermediate term fixed income séiesrand AAA-rated monemarke!
mutual funds. Such investments are included in hGawd cash equivalents,” or “Marketable securit@s'the accompanying consolidated
balance sheets and are reported at fair valueunitbalized gains and losses included in “Accumdlather comprehensive income.” The
weighted average method is used to determine tsteof @ uro-denominated securities sold, and theipédentification method is used to
determine the cost of all other securities.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

We periodically evaluate whether declines in falues of our investments below their cost are ethan-temporary. This evaluation
consists of several qualitative and quantitativedis regarding the severity and duration of theealized loss as well as our ability and intent
to hold the investment until a forecasted recowagurs. Factors considered include quoted markegsgrif available; recent financial results
and operating trends; other publicly available infation; implied values from any recent purchadessaffers of investee securities; or other
conditions that may affect the value of our investiis. At December 31, 2005, gross unrealized lassesir marketable securities were $16
million and were determined to be temporary basedw assessment of the qualitative and quant#d#ivtors discussed above.

Long-Lived Assets

Long-lived assets, other than goodwill, are revigd@ impairment whenever events or changes inunistances indicate that the
carrying amount of the assets might not be recter&onditions that would necessitate an impaitraseessment include a significant
decline in the observable market value of an asssgnificant change in the extent or manner ifctvian asset is used, or any other
significant adverse change that would indicate tivatcarrying amount of an asset or group of assetst recoverable.

For long-lived assets used in operations, impaitrieases are only recorded if the asset’s carrgimgunt is not recoverable through its
undiscounted, probability-weighted cash flows. Weasure the impairment loss based on the differbateeen the carrying amount and
estimated fair value.

Long-lived assets are considered held for sale wletain criteria are met, including: managemestd@mnmitted to a plan to sell the
asset, the asset is available for sale in its iniaedondition, and the sale is probable within pear of the reporting date. Assets held for
sale are reported at the lower of cost or fair @dhss costs to sell. Assets held for sale wersigatficant at December 31, 2005 or 2004.

Accrued Expenses and Other Current Liabilities

Included in “Accrued expenses and other currebilitees” at December 31, 2005 and 2004 are litibdi of $131 million and $107
million for unredeemed gift certificates.

Unearned Revenue

Unearned revenue is recorded when payments areedda advance of performing our service obligati@nd is recognized ratably
over the service period. Unearned revenue was $4i8mand $41 million at December 31, 2005 and£0Dhese amounts are included in
“Accrued expenses and other current liabilitiestlb@ consolidated balance sheets.

Income Taxes

Income tax expense includes U.S. and internatiocaime taxes. We do not provide for U.S. taxesunuadistributed earnings of
international subsidiaries, totaling $24 million#cember 31, 2005, since we intend to invest suchistributed earnings indefinitely outside
of the U.S.

Deferred income tax balances reflect the effectewiporary differences between the carrying amoohéssets and liabilities and their
tax bases and are stated at enacted tax ratestedpede in effect when taxes are actually paiceoovered. At December 31, 2005, our
deferred tax assets, net of deferred tax liaksliiad valuation allowance, are $291 million, whietludes $123 million relating to net
operating loss carryforwards (“NOLs") that are paitify attributed to stock-based compensation. Thgnty of our NOLs begin to expire in
2016.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

Additionally, we have elected to present our NOEeded tax assets attributed to stock-based conatiensnet of the related allowance
as of the adoption of SFAS 123(R). Total gross mlefetax assets related to our NOLs at Decembe2@15 were $616 million (relating to
approximately $1.9 billion of NOLSs).

SFAS 109Accounting for Income Taxe®gquires that deferred tax assets be evaluatddtfme realization and reduced by a valuation
allowance to the extent we believe a portion wilt be realized. We consider many factors when assgthe likelihood of future realization
of our deferred tax assets including our recentudative earnings experience by taxing jurisdictiexpectations of future taxable income, the
carry-forward periods available to us for tax rejpgy purposes, and other relevant factors. In atanmee with the provisions of SFAS 109, we
allocate our valuation allowance to current andjiterm deferred tax assets on a pro-rata basis.

We recorded a tax benefit in 2005 of $90 millieepresenting $0.22 and $0.21 of basic and diluteniregs per share, as we determined
at year end that certain of our deferred tax asgets more likely than not realizable. The rangpassible judgments relating to valuation of
our deferred tax assets is very wide. For exantyald,we determined that the weight of available evig did not support a decision that these
deferred tax assets are realizable; the “Provigienefit) for income taxes” would have been an egpeof $185 million for 2005 rather than
an expense of $95 million for the same period. At&@nber 31, 2005 we continue to have a valuatiowahce of $213 million, which relat
primarily to deferred tax assets that would onlydaizable upon the occurrence of future capithg See “Note 11—Income Taxes.”

Revenue

We recognize revenue from product sales or serveradered when the following four revenue recognitiriteria are met: persuasive
evidence of an arrangement exists, delivery hasroed or services have been rendered, the selting s fixed or determinable, and
collectibility is reasonably assured. Additionalfgyenue arrangements with multiple deliverablesdiwvided into separate units of accounting
if the deliverables in the arrangement meet thieohg criteria: the delivered item has value te tustomer on a standalone basis; there is
objective and reliable evidence of the fair valfiermdelivered items; and delivery of any undelivkeitem is probable.

We evaluate the criteria outlined in Emerging Isstiask Force (EITF) Issue No. 99-F&porting Revenue Gross as a Principal Versus
Net as an Ager, in determining whether it is appropriate to rectire gross amount of product sales and related ocoshe net amount earr
as commissions. Generally, when we are primariligated in a transaction, are subject to inventisly, have latitude in establishing prices
and selecting suppliers, or have several but hoff #hese indicators, revenue is recorded grdsgelare not primarily obligated and amounts
earned are determined using a fixed percentageedpayment schedule, or a combination of the tm®generally record the net amounts as
commissions earned. Under our syndicated storasgements, we record gross product sales andginstswe own the inventory, set pric
and are responsible for fulfilment and customevise, and the other business earns a sales coimiss

Product sales and shipping revenues, net of promaitdiscounts, rebates, and return allowancesgamrded when the products are
shipped and title passes to customers. Retail salmsstomers are made pursuant to a sales cothiedgirovides for transfer of both title and
risk of loss upon our delivery to the carrier. Ratallowances, which reduce product revenue, dmnated using historical experience.
Amounts paid in advance for subscription servigeduding amounts received for online DVD rentatsl @ther membership programs, are
deferred and recognized as revenue over the spbearterm.

We periodically provide incentive offers to our taraers to encourage purchases. Such offers incluidtent discount offers, such as
percentage discounts off current purchases, indeoeoffers, such as offers for future discountgestttio a minimum current purchase, and
other similar offers. Current discount offers, wteatepted by our customers, are treated as a redtctthe purchase price of the related
transaction, while
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inducement offers, when accepted by our custoraeestreated as a reduction to purchase price masedtimated future redemption rates.
Redemption rates are estimated using our histogigaérience for similar inducement offers. Curmdistount offers and inducement offers
presented as a net amount in “Net sales.”

Commissions and per-unit fees received from thadypsellers and similar amounts earned through Zamd&nterprise Solutions are
recognized when the item is sold by the third-pagier and our collectibility is reasonably assuM/e record an allowance for estimated
refunds on such commissions using historical expes.

Shipping Activities
Outbound shipping charges to customers are inclird&det sales” and were $511 million, $420 millicand $372 million for 2005,

2004, and 2003. Outbound shipping-related costiaheded in “Cost of sales” and totaled $750 ruiili $617 million, and $508 million for
2005, 2004, and 2003. The net cost to us of shipaativities was $239 million, $197 million, and3&Lmillion for 2005, 2004 and 2003.

Cost of Sales

Cost of sales consists of the purchase price adumoer products sold by us, inbound and outbourbstg charges, packaging suppl
amortization of our DVD rental library and coststmnred in operating and staffing our fulfillmentdacustomer service centers on behalf of
other businesses, such as Toysrus.com, Inc. amgtfT@orporation. Shipping charges to receive prizditom our suppliers are included in
our inventory, and recognized as “Cost of salegrugale of products to our customers. Payment psirog and related transaction costs,
including those associated with our guarantee éoiain third-party seller transactions, are clésdifn “Fulfillment” on the consolidated
statements of operations.

Vendor Agreements

We have agreements to receive cash consideratondertain of our vendors, including rebates armpeoative marketing
reimbursements. We generally presume amounts et&igm our vendors are a reduction of the priceguay for their products and,
therefore, we reflect such amounts as either actemuof “Cost of sales” on our consolidated statats of operations, or, if the product
inventory is still on hand, as a reduction of therging value of inventory. Vendor rebates areagply dependent upon reaching minimum
purchase thresholds. We evaluate the likelihoag@thing purchase thresholds using past experamteurrent year forecasts. When
volume rebates can be reasonably estimated, wedraqmortion of the rebate as we make progressrtisathe purchase threshold.

When we receive direct reimbursements for costsried by us in advertising the vendor’s producsenvice, the amount we receive is
recorded as an offset to “Marketing” on our corgatied statements of operations.

Fulfillment

Fulfillment costs represent those costs incurregpiarating and staffing our fulfillment and custaraervice centers, including costs
attributable to buying, receiving, inspecting, avatehousing inventories; picking, packaging, areppring customer orders for shipment;
payment processing and related transaction costisiding costs associated with our guarantee faaicethird-party seller transactions; and
responding to inquiries from customers. Fulfillmeosts also include amounts paid to third-parti@s assist us in fulfillment
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and customer service operations. Certain of ofitlfmént-related costs that are incurred on beb&bther businesses, such as Toysrus.com,
Inc. and Target Corporation, are classified as absales rather than fulfillment.

Marketing

Marketing costs consist of primarily online adveirtg, including through our Associates and Syndid&tores programs, sponsored
search, portal advertising, e-mail campaigns, dhdranitiatives. We pay commissions to particigaintour Associates program when their
customer referrals result in product sales andsiflasuch costs as “Marketing” on our consolidasétements of operations.

We also patrticipate in cooperative advertisingrageaments with certain of our vendors, and othedtparties. To the extent co-
operative marketing reimbursements decline in &ipgriods, we may incur additional expenses toigoatcertain promotions or elect to
reduce or discontinue them.

Marketing expenses also consist of public relatexpenditures; payroll and related expenses faqmerel engaged in marketing,
business development, and selling activities; arallesser extent, traditional advertising sucheagspaper inserts.

Advertising and other promotional costs, which ¢singrimarily of online advertising, are expensedrecurred, and were $168 million,
$141 million, and $109 million in 2005, 2004, ar@D3. Prepaid advertising costs were not signifieaecember 31, 2005 and 2004.

Technology and Content

Technology and content expenses consist princigdlpayroll and related expenses for employeesluebin research and
development, including application developmenttadil content, merchandising selection, systentstalecommunications support, and
costs associated with the systems and telecomniigmisanfrastructure.

Technology and content costs are expensed as @u;w@xcept for certain costs relating to the dgwalent of internal-use software and
website development, including software used taaghg and enhance our websites and processes sngpmrt business, which are
capitalized and depreciated over two years. DU2b@b, 2004, and 2003 we capitalized $90 milliorel(iding $11 million of stock-based
compensation), $44 million, and $30 million of coassociated with development of internal-use softywhich is offset by amortization of
previously capitalized amounts of $50 million, $80lion, and $24 million. Fixed assets associatéith wapitalized internal-use software,
content, and website development, net of accuntidgépreciation, were $87 million and $47 milliorD&icember 31, 2005 and 2004.

General and Administrative

General and administrative expenses consist obflaamd related expenses for employees involvegkimeral corporate functions,
including accounting, finance, tax, legal, and homelations, among others; costs associated witbyshese functions of facilities and
equipment, such as depreciation expense and mef¢sgional fees and litigation costs; and otheregal corporate costs.

Stock-Based Compensation

Prior to January 1, 2005, we accounted for stodeti@awards under the intrinsic value method, wiattbwed the recognition and
measurement principles of APB Opinion No. 26counting for Stock Issued to Employeasd related Interpretations. The intrinsic value
method of accounting resulted in compensation
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expense for restricted stock and restricted stoits at their estimated fair value on date of gtaaged on the number of shares granted and
the quoted price of our common stock, and for stumtions to the extent option exercise prices vgetebelow market prices on the date of
grant. Also, to the extent stock awards were stiligean exchange offer, other modifications, ofg@nance criteria, such awards were
subject to variable accounting treatment. To therstock awards were forfeited prior to vestithg, corresponding previously recognized
expense was reversed as an offset to operatingisape

As of January 1, 2005, we adopted SFAS No. 123¢gRiguthe modified prospective method, which requireasurement of
compensation cost for all stock-based awards av#iie on date of grant and recognition of comp#&an over the service period for awards
expected to vest. The fair value of restricted lstnad restricted stock units is determined baseth@mumber of shares granted and the
quoted price of our common stock, and the fair @afistock options is determined using the BlackeBes valuation model, which is
consistent with our valuation techniques previousiljzed for options in footnote disclosures ragdi under SFAS No. 123ccounting for
Stock Based Compensatipas amended by SFAS No. 14&counting for Stock-Based Compensation—TransitrahDisclosureSuch
value is recognized as expense over the servidedperet of estimated forfeitures, using the aaedésl method under SFAS 123(R). The
estimation of stock awards that will ultimately tesquires judgment, and to the extent actual tesulupdated estimates differ from our
current estimates, such amounts will be recorded@snulative adjustment in the period estimategevised. We consider many factors
when estimating expected forfeitures, includingetypf awards, employee class, and historical eapesi Actual results, and future changes
in estimates, may differ substantially from ourremt estimates. For example, in the fourth quart®005, we recorded a benefit of $10
million, $6 million net of tax, or $0.01 per dildteshare, representing the cumulative effect ofeasing the rate of forfeitures expected over
the life of issued stock awards based on our hicstbexperience. Additionally, because we impleredr8FAS 123(R), we no longer have
employee stock awards subject to variable accogmteéatment.

The adoption of SFAS 123(R) resulted in a cumuéabenefit from accounting change of $26 millior2G05, which reflects the net
cumulative impact of estimating future forfeituiaghe determination of period expense, rather tieanrding forfeitures when they occur as
previously permitted.

Prior to the adoption of SFAS 123(R), cash retaim&d result of tax deductions relating to stockeblacompensation was presented in
operating cash flows, along with other tax castvéipin accordance with the provisions of the EITé- NO-15 Classification in the Statement
of Cash Flows of the Income Tax Benefit Receiveal ®@gmpany upon Exercise of a Nonqualified Empl&teek OptionSFAS 123(R)
supersedes EITF 00-15, amends SFASS#&tement of Cash Flowand requires tax benefits relating to excess shasded compensation
deductions to be prospectively presented in themstant of cash flows as financing cash inflows. Barefits resulting from stock-based
compensation deductions in excess of amounts egést financial reporting purposes were $7 mil)i&é8 million, and $4 million for the
years ended December 31, 2005, 2004, and 2003x@éetthe corresponding amount for 2006 to increabstantially and possibly be
excess of $100 million, although the actual amdsistibject to considerable variability.

On March 29, 2005, the SEC published Staff AccagnBulletin (SAB) No. 107, which provides the Staffiews on a variety of
matters relating to stock-based payments. SAB &idires stock-based compensation be classifidttisame expense line items as cash
compensation. We have reclassified stock-based eonsapion from prior periods to correspond to curpamiod presentation within the same
operating expense line items as cash compensaidriggemployees.
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The application of SFAS 123(R) had the followinfgef on reported amounts relative to amounts tlatlvhave been reported using
the intrinsic value method under previous accowgnfin millions, except per share amounts):

Year Ended December 31, 2005

Using Previous

SFAS 123(R As
Accounting Adjustments Reported
Income from operatior $ 43z $ — $ 432
Income before income tax 42¢ — 42¢
Income before cumulative effect of change in actiogrprinciple 33¢ — 338
Net income 33z 26 35¢
Basic earnings per sha
Prior to cumulative effect of change in accountimipciple $ 0.81 $ — $ 0281
Cumulative effect of change in accounting princi — $ 0.0€ 0.0¢
$ 0.81 $ 0.0¢ $ 0.87
Diluted earnings per shar
Prior to cumulative effect of change in accountmigciple $ 0.7¢ $ — $ 0.7¢
Cumulative effect of change in accounting princi — $ 0.0€ 0.0¢€
$ 0.7¢ $ 0.0¢ $ 0.84
Cash flow from operating activitie $ 74C $ (7 $ T3¢
Cash flow from financing activitie (200 7 (193

The fair value for each stock option granted wdisneded at the date of grant using a Black-Schofg®n-pricing model, assuming no
dividends and the following assumptions:

Year Ended December 31,

2005 2004 2003
Average ris-free interest rat 3.5% 2.5% 2.5%
Average expected life (in yeal 4.5 3.3 3.3

Volatility 43.6% 57.% 77.1%

Stock-based compensation for the years ended Dexne3ib2004 and 2003 was determined using thegitrivalue method. The
following table provides pro forma financial infoation as if stock-based compensation had been daehpunder SFAS 123 (in millions,
except per share data):

Year Ended December 31,

2004 2003
Net incom—as reportet $ 58¢ $ 35
Add: Stocl-based compensation, as repol 58 88
Deduct: Total stock-based compensation determisedywa fair value-based method for all

awards (82) (99)
Net incom—SFAS 123 fair value adjuste $ 56t $ 29
Basic earnings per sh—as reportet $ 1.4¢ $ 0.0¢
Diluted earnings per she—as reporte« 1.3¢ 0.07
Basic earnings per sh—SFAS 123 fair value adjuste 1.3¢ 0.0¢
Diluted earnings per she—SFAS 123 fair value adjustt 1.3 0.07
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Restructuring Estimates

Restructuring-related liabilities include estimafis among other things, anticipated dispositibiease obligations. Key variables in
determining such estimates include anticipatedntingf sublease rentals, estimates of subleasd paytment amounts and tenant
improvement costs, and estimates for brokerageotret related costs. We periodically evaluate #ntkcessary, adjust our estimates based
on currently-available information. Additionally,eamay determine that certain of the office spaesipusly vacated as part of our 2001
restructuring, which we have been unable to subldas to poor real estate market conditions, mayelsessary for our future needs. To the
extent we elect to utilize this office space wel adjust our restructuring-related liability anéssify future payments to the corresponding
operating expense categories on the consolidaa¢ehstnts of operations. See “Note 8—Other Operaikmense (Income).”

Foreign Currency

We have the following internationally-focused websiwww.amazon.co.uk, www.amazon.de, www.amazon.fr,amazon.co.jp,
www.amazon.caandwww.joyo.comNet sales generated from internationally-focuselsites, as well as most of the related expenses
directly incurred from those operations, are dematsd in the functional currencies of the resiadenintries. Additionally, the functional
currency of our subsidiaries that either operateupportwww.amazon.co.uk, www.amazon.de, www.amazon.fr,amazon.co.jp,
www.amazon.candwww.joyo.coms the same as the local currency of the Unitedydam, Germany, France, Japan, Canada, and China.
Assets and liabilities of these subsidiaries apdiated into U.S. Dollars at period-end exchaatgsy and revenues and expenses are
translated at average rates prevailing throughmuperiod. Translation adjustments are includédatumulated other comprehensive
income,” a separate component of stockholders'teddeficit) and in the “Effect of exchange-rateadiges on cash and cash equivalents,” on
the consolidated statements of cash flows. Traiwagains and losses arising from transactions ihémeted in a currency other than the
functional currency of the entity involved are imdéd in “Other income (expense), net” on the cddat#d statements of operations. See
“Note 9—Other Income (Expense), Net.”

A provision of SFAS No. 5Zoreign Currency Translationrequires that gains and losses arising from éot@pany foreign currency
transactions considered long-term investments, eveettlement is not planned or anticipated in thhedfeeable future, be excluded in the
determination of net income. Our international @gpiens are financed, in part, by the U.S. parentgany. In periods ending prior to the
fourth quarter of 2003, currency adjustments festhintercompany balances were recorded to stabdtsdlequity (deficit) as translation
adjustments and not included in the determinatfamedincome because we intended to permanentsinsuch amounts. During the fourth
quarter of 2003, we made the decision that thesriata would be repaid among the entities and, dauglly, upon consolidation, any
exchange gain or loss arising from remeasureméimgescompany balances is required to be recondéide determination of net income. In
accordance with SFAS No. 52, currency adjustmetiging before the fourth quarter of 2003 continaidé included as a component of
“Accumulated other comprehensive income” on oursotidated balance sheets. In connection with threeessurement of intercompany
balances, we recorded a loss of $47 million in 2@0& gains of $41 million and $36 million in 20@dd 2003.

Derivative Financial Instruments

During 2003, we terminated our Euro Currency Swegh previously was designated as a cash flow heflggortion of the 6.875%
PEACS principal and interest. See “Note 4—Long-T&ebt and Other.”

We hold warrants to purchase equity securitieglefiocompanies that are derivative financial insients, classified in “Other assets”
on the consolidated balance sheets. We do notrdgsigur warrants as hedging
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instruments; accordingly, gains or losses resultioon changes in fair value are recognized on tiresaolidated statements of operations,
“Remeasurements and other,” in the period of chagedetermine the fair value of our warrants tigtooptionpricing models using curre
market price and volatility assumptions, includpupblic-company market comparables for our privaiteygany warrants.
Earnings per Share

Basic earnings per share is calculated using oighted-average outstanding common shares. Diluetirggs per share is calculated
using our weighted-average outstanding common shactuding the dilutive effect of stock awardsdesermined under the treasury stock
method.

Our convertible debt instruments are excluded ftieencalculation of diluted earnings per share as #ffect is antidilutive. See “Note
4—lLong-Term Debt and Other.”

The following table shows the calculation of dilditghares (in millions):

Year Ended December 31,

2005 2004 2003
Weighted average shares outstant 414 407 39¢€
Weighted average shares of restricted s 2 Q) Q)
Shares used in computation of basic earnings @ee 412 40€ 39t
Total dilutive effect of outstanding stock award} 14 19 24
Shares used in computation of diluted earningspare 42€ 42E 41¢

(1) Calculated using the treasury stock methoddkatimes proceeds available to reduce the dilatfeet of outstanding stock awards,
which include the exercise price of stock optidhs, unrecognized deferred compensation of stockdsyand assumed tax proceeds
from excess sto-based compensation deductic

Recent Accounting Pronouncements

In March 2005, the FASB issued FASB InterpretatieiN) No. 47,Accounting for Conditional Asset Retirement Obligias, An
Interpretation of FASB Statement No. .. A conditional asset retirement obligation ref@rs legal obligation to retire assets where the
timing and/or method of settlement are conditioapduture events. FIN No. 47 requires an entitgetmognize a liability for the fair value o
conditional asset retirement obligation when inedrif the liability’s fair value can be reasonably estimated. We addp&provisions of FlI
47 in 2005. The adoption of this Interpretation dat have a material impact on our consolidatedrfaial position, results of operations or
cash flows.

In November 2005, the FASB issued Staff Position R&S 115-1The Meaning of Other-Than-Temporary Impairment isd
Application to Certain Investmer(“FSP 115-1"). FSP 115-1 provides accounting guigsfor determining and measuring other-than-
temporary impairments of debt and equity securitiesl confirms the disclosure requirements for stiwents in unrealized loss positions as
outlined in EITF issue 03-0The Meaning of Other-Than-Temporary Impairments ismépplication to Certain Investment$he accountin
requirements of FSP 115-1 are effective for usamudry 1, 2006 and will not have a material impacour consolidated financial position,
results of operations or cash flows.
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Reclassifications
Certain prior year amounts have been reclassifiegbbform to the current year presentation.

Note 2—CASH, CASH EQUIVALENTS, AND MARKETABLE SECUR ITIES
The following tables summarize, by major secuniye, our cash and marketable securities (in m#ljon

December 31, 2005

Cost or Gross Gross Estimated
Amortized Unrealized Unrealized Fair Value

Cost Gains Losses (1,
Cash $ 96 $ — $ — $ 96
Cash equivalents pledged as collat 19 — — 19
Money market fund 57C — (@D} 56¢
Bank certificates of deposi 29 — — 29
Corporate debt securitii 40€ 1 (5) 40z
U.S. government and agency securi 44C 3 4) 43¢
Asse-backed securitie 27¢ 1 Q) 27¢
Equity and other securitie 171 5 (5) 171
Total cash, cash equivalents, and marketable $iesu2) $ 2,00¢ $ 10 $ (16 $ 2,00(

(1) The fair value of investments with loss posiavas $954 million. We evaluated the nature ofehiavestments, which are primarily
U.S. Treasury Notes, the duration of the impairrméstibstantially all less than twelve months), emcluded that such amounts were
not “other-thar-temporary’

(2) Includes investments in foreign currencies of $80fion, principally Euros, British Pounds, and Y

December 31, 2004

Cost or Gross Gross Estimated
Amortized Unrealized Unrealized Fair Value

Cost Gains Losses (1.
Cash $ 40¢ $ — $ — $ 40¢
Cash equivalents pledged as collat 10 — — 10
Money market fund 101 — — 101
Bank certificates of deposi 48¢ — — 48¢
Corporate debt securiti 27¢ — — 27F
U.S. government and agency securi 39C — 2 38¢
Asse-backed securitie 70 — — 70
Equity and other securitie 22 16 — 38
Total cash, cash equivalents, and marketable $iesufR) $ 1,76% $ 16 $ 2 $ 1,77¢

(1) The fair value of investments with loss posiiavas $483 million. We evaluated the nature ofehavestments, which are primarily
U.S. Treasury Notes, the duration of the impairradall less than twelve months), and the amoutti@fmpairments relative to the
underlying portfolio and concluded that such amsumtre no“otherthar-temporary”

(2) Includes investments in foreign currencies of $8llion, principally Euros, British Pounds, and Y.
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The following table summarizes contractual matesitf our cash equivalent and marketable fixedrmesecurities as of December 31,
2005 (in millions):

Estimated
Amortized Fair Value

Cost
Due within one yea $ 834 $ 80¢
Due after one year through three ye 34E 377
Asse-backed and agency securities with various matai 74€ 718
$ 1,927 $ 1,89¢

Gross gains of $7 million, $12 million, and $17 it and gross losses of $12 million, $1 milliordzBl million were realized on sales
of available-for-sale marketable securities, intlgdEuro-denominated securities, for 2005, 2004, 2003.

We are required to pledge a portion of our caslivadgnts or marketable securities as collateraktandby letters of credit that
guarantee certain of our contractual obligatiori;eof credit, and real estate lease agreem8ets.‘Note 5—Commitments and
Contingencies.”

Note 3—FIXED ASSETS
Fixed assets, at cost, consist of the followingnfilions):

December 31,

2005 2004
Gross Fixed Assets (1)
Fulfillment and customer service ( $ 30¢ $ 268
Technology infrastructur 69 38
Interna-use software, content, and website developr 13¢ 79
Other corporate asse 55 43
Gross fixed asse 571 427
Accumulated Depreciation (1):
Fulfillment and customer servi 12: 10€
Technology infrastructur 27 15
Interna-use software, content, and website developr 51 32
Other corporate asse 22 24
Total accumulated depreciati 22¢ 177
Total fixed assets, n $ 34¢ $ 24€

(1) Excludes the original cost and accumulated et@gtion of fully-depreciated assets which were3b2illlion and $216 million at
December 31, 2005 and 20(
(2) Includes our DVD rental libran

Depreciation expense on fixed assets was $113omil§i75 million, and $70 million, which includes artization of fixed assets
acquired under capital lease obligations of $4iom|l$5 million and $7 million for 2005, 2004, aBB03. Gross assets remaining under ce
leases were $8 million and $4 million at Decembier2005 and 2004. Accumulated depreciation asstiaith capital leases was $2 million
and $2 million at December 31, 2005 and 2004.
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Note 4—LONG-TERM DEBT AND OTHER
Our long-term debt and other long-term liabiliteee summarized as follows:

December 31,

2005 2004
(in millions)

4.75% Convertible Subordinated Notes due Februadg $ 90C $ 90C
6.875% PEACS due February 2C 58C 93t
Other lon¢-term debt and capital lease obligatis 44 22
1,524 1,85

Less current portion of other lo-term debt and capital lease obligati 3 2
Total lon¢-term debt and othe $1,521 $1,85¢

6.875% PEACS

In February 2000, we completed an offering of €68llion of our 6.875% Premium Adjustable Convertil8ecurities due February
2010 (“6.875% PEACS"). The 6.875% PEACS are coiiivertat the holder’s option, into our common statk conversion price of €84.883
per share ($100.52, based on the exchange ratéDasember 31, 2005). Total common stock issuad&f December 31, 2005, upon
conversion of our outstanding 6.875% PEACS wagsbligon shares, which is excluded from our calcigatof earnings per share as its ef
is anti-dilutive. The U.S. Dollar equivalent pripal, interest, and conversion price fluctuate basethe Euro/U.S. Dollar exchange ratio.
Interest on the 6.875% PEACS is payable annualfyriears in February of each year. The 6.875% PE&E$insecured and are subordin
to any existing and future senior indebtedness.6l&8@5% PEACS rank equally with our outstandingp%Convertible Subordinated Notes.
We have the right to redeem the 6.875% PEACS, iolevbr in part, by paying the principal, plus amgraied and unpaid interest. No
premium payment is required for early redemption.

Upon the occurrence of a “fundamental change” gadhe maturity of the 6.875% PEACS, each holterdof has the right to require
us to redeem all or any part of such holder's @8 PEACS at a price equal to 100% of the principabant of the notes being redeemed,
together with accrued interest. As defined in tidenture, a “fundamental change” is the occurrefoertain types of transactions in which
our stockholders do not receive publicly-tradedusiges.

The indenture governing the 6.875% PEACS contansin affirmative covenants for us, including nmakprincipal and interest
payments when due, maintaining our corporate extst@nd properties, and paying taxes and othenslai a timely manner. We were in
compliance with these covenants through Decembe?(B15.

In the first quarter of 2005, we redeemed an aggeegrincipal amount of €200 million ($265 millibased on the Euro to U.S. Dollar
exchange rate on the date of redemption) of owstanding 6.875% PEACS. We recorded a charge dleds$if “Remeasurements and other,”
of approximately $4 million related to the rederopticonsisting of $2 million in unamortized deferissuance charges and $2 million
relating to unrealized losses on our terminatedetny swap that previously hedged a portion of@875% PEACS. Accrued and unpaid
interest of $0.9 million was also paid at redemp#nd recorded to “Interest expense.”

During 2003, we terminated our Euro Currency Swegh previously was designated as a cash flow hefiggortion of the 6.875%
PEACS'’ principal and interest. Although neithertpanade cash payments to
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terminate the agreement, we recorded a non-cashofd million to “Remeasurements and other” repnging the remaining basis in our
swap asset. At December 31, 2005, the remainingulative unrealized loss associated with our Eura€cy Swap, recorded to
“Accumulated other comprehensive income,” was $4ioni net of tax effects. In accordance with SFR&. 133,Accounting for Derivative
Instruments and Hedging Activiti, this accumulated loss will be amortized to “Resueaments and other” over the life of the 6.875%
PEACS. If we redeem or otherwise restructure o87%% PEACS prior to maturity in 2010, any remainingnulative unrealized loss
associated with the Euro Currency Swap will be réed as a charge to “Remeasurements and other.”

Based upon quoted market prices, the fair valub®5.875% PEACS was $586 million and $936 milljoatstanding principal of €490
million and €690 million) as of December 31, 200% £2004.

In February 2006, we announced plans to redeem ©€&56n principal of our 6.875% PEACS, which ispected to close March 7,
2006, for a cash payment of approximately $305ioml{at the Euro to U.S. dollar exchange rate arudey 31, 2006), which includes $1
million of interest.

Additionally, in February 2006, our Board of Direct authorized a new debt repurchase program,dgieglaur previous debt
repurchase authorization in its entirety, purstanthich we may from time to time repurchase (tigtoopen market repurchases or private
transactions), redeem, or otherwise retire up taggregate of $500 million of our outstanding 4.76&mvertible Subordinated Notes and
6.875% PEACS.

4.75% Convertible Subordinated Notes

On February 3, 1999, we completed an offering 028 billion of 4.75% Convertible Subordinated Notieee February 2009. The 4.7
Convertible Subordinated Notes are convertible mtocommon stock at the holders’ option at a cosige price of $78.0275 per share.
Interest on the 4.75% Convertible Subordinated dl@ayable semi-annually in arrears in FebruadyAugust of each year. The 4.75%
Convertible Subordinated Notes are unsecured andudrordinated to any existing and future senidelinedness as defined in the indenture
governing the 4.75% Convertible Subordinated Nofés. 4.75% Convertible Subordinated Notes rank iguéth our outstanding 6.875%
PEACS. We have the right to redeem the 4.75% CoibleSubordinated Notes, in whole or in part, lyipg the principal plus a redempti
premium, plus any accrued and unpaid interest. @&tdinber 31, 2005, the redemption premium was 1.98fG%e principal, and decreased to
1.425% on February 1, 2006 and will decrease bgdalitional 47.5 basis points annually until magurit

Upon the occurrence of a “fundamental change” gadhe maturity of the 4.75% Convertible SubortiaiaNotes, each holder thereof
has the right to require us to redeem all or anmygfasuch holder’s 4.75% Convertible Subordindtides at a price equal to 100% of the
principal amount of the notes being redeemed, kegetith accrued interest. As defined in the indesta “fundamental change” is the
occurrence of certain types of transactions in tvloier stockholders do not receive publicly-tradecusities.

The indenture governing the 4.75% Convertible Sdinated Notes contains certain affirmative covesdmt us, including making
principal and interest payments when due, maimgiour corporate existence and properties, andhgagxes and other claims in a timely
manner. We were in compliance with these covertantsigh December 31, 2005.

In 2004, we redeemed an aggregate principal anaflt50 million of our outstanding 4.75% ConverilBubordinated Notes. As
provided in the underlying indenture, the redemppace of $154 million represented a $4 million3@5%) premium over the face amoun
the redeemed notes. We recorded a charge in 2004
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classified in “Remeasurements and other,” of $6ionilrelated to this redemption, consisting of arpium of $4 million and unamortized
deferred issuance costs of $2 million.

Based upon quoted market prices, the fair valumio#d.75% Convertible Subordinated Notes as of Ber 31, 2005 and 2004 was
$868 million and $907 million.

Note 5—COMMITMENTS AND CONTINGENCIES
Commitments
We lease office and fulfillment center facilitiesdafixed assets under non-cancelable operatingapitil leases. Rental expense under
operating lease agreements was $84 million, $58omjland $52 million for 2005, 2004, and 2003.

The following summarizes our principal contractcammitments, excluding open orders for inventorgchases that support normal
operations, as of December 31, 2005:

Thereafter

2006 2007 2008 2009 2010 Total
(in millions)
Operating and capital commitmen
Debt principal and other (: $14 $ 1 $ 2 $ 90z $587 $ 17 $1,52¢
Debt interest (1 83 83 83 61 40 — 35C
Capital lease 2 1 1 1 1 1 7
Operating leases (2) ( 12¢  11F 78 65 51 157 59t
Total commitment: $22€ $20C $164 $1,02¢ $67¢ $ 175 $2,47F

(1) Under our 6.875% PEACS, the principal paymerg ith 2010 and the annual interest payments fltetoased on the Euro/U.S. Dollar
exchange ratio. At December 31, 2005, the Euro.8& Dollar exchange rate was 1.1843. Due to chaingthe Euro/U.S. Dollar
exchange ratio, our remaining principal debt olilaraunder this instrument since issuance in Falra@00 has increased by $97
million as of December 31, 2005. The principal artdrest commitments at December 31, 2005 reflecpartial redemptions of the
6.875% PEACS and 4.75% Convertible Subordinate@datdditionally, on March 7, 2006, we will rede€260 million of our
outstanding 6.875% PEACS, which is not reflectethntable above

(2) Pursuant to SFAS No. 18ccounting for Leasedease agreements are categorized at their imcea$ either operating or capital leases
depending on certain defined criteria. Althoughragpiag leases represent obligations for us, putsioaBFAS No. 13 they are not
reflected on the balance sheet. As of Decembe2@15, we have remaining obligations under operdéages for equipment and real
estate totaling $595 million. If we had appliedbtar equipment operating leases the same convemndied for capital leases, which,
however, would not be in accordance with GAAP, vwaild have recorded approximately $90 million of iiddal obligations on our
balance sheet at December 31, 2(

(3) Includes $9 million related to restructurindated leases and other commitments, consisting ehiflion due within 12 months and
included in “Accrued expenses and other currenbilliges,” and $5 million due after 12 months andluded in “Long-term debt and
othel” on our balance sheets. These amounts are neticipatéd sublease income of $4 millic

See “Note 8—Other Operating Expense (Income)” fitittonal information about our restructuring-reldtease obligations.
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Pledged Securities

We are required to pledge a portion of our caslivatgnts or marketable securities as collaterakfandby letters of credit that
guarantee certain of our contractual obligatiorig)eof credit, and real estate lease agreem&htsamount required to be pledged for real
estate lease agreements changes over the life tdames; with fluctuations in our market capitatian, which is common shares outstanding
multiplied by the closing price of our common stpakd based on our credit-rating. Information almmliateral required to be pledged under
these agreements is as follows:

Standby
Letters of
Line of
Credit (1) Credit (2) Real Estate Total
Leases (3)
(in millions)

Balance at December 31, 2C $ 50 $ 2 $ 22 $74
Net change in collateral pledg 9 12 4 17
Balance at December 31, 2005 $ 59 $ 14 $ 18 $91

(1) Pursuant to available standby le-of-credit facilities totaling $139 millior

(2) Pursuant to an available line of credit totgl$13 million, whereby collateral is required tofdedged at 110% of the outstanding
balance

(3) At December 31, 2005, our market capitalizati@s $19.6 billion. The required amount of collateo be pledged will increase by $5
million if our market capitalization is equal to leelow $18 billion and by an additional $6 millidrour market capitalization is equal to
or below $13 billion

(4) Includes $19 million of cash equivalents pledgeddakateral. Se“Note -—Cash, Cash Equivalents, and Marketable Secu”

Legal Proceedings
The Company is involved from time to time in clajjpsoceedings and litigation, including the follogi

A number of purported class action complaints wWiged by holders of our equity and debt securiigainst us, our directors, and
certain of our senior officers during 2001, in theited States District Court for the Western Didtaf Washington, alleging violations of the
Securities Act of 1933 (the “1933 Act”) and/or tBecurities Exchange Act of 1934 (the “1934 Act) August 2003, plaintiffs in the 1934
Act cases filed a second consolidated amended edamllleging that we, together with certain of officers and directors, made false or
misleading statements during the period from Oat@89e 1998 through October 23, 2001 concerningboginess, financial condition and
results, inventories, future prospects, and strat@tiance transactions. The 1933 Act complaifegds that the defendants made false or
misleading statements in connection with our Fetyr@@00 offering of the 6.875% PEACS. The compaseek damages and injunctive
relief against all defendants. We dispute the aliegs of wrongdoing in these complaints and haenbvigorously defending ourselves in
these matters. In March 2005, we signed a Stippradf Settlement with counsel representing thengifaiclass with respect to the 1934 Act
claims. In July 2005, we signed a Stipulation dti8ment with counsel representing the plaintiéisd with respect to the 1933 Act claims.
These settlements, which were approved by the Qotine fourth quarter of 2005, dispose of all wigiasserted in these lawsuits in exchange
for payments totaling $48 million, substantially @ which we expect to be funded by our insurers.

In October 2002, Gary Gerlinger, individually andlzehalf of all other similarly situated consumierthe United States who, during
period from August 1, 2001 to the present, purcthésmks online from either Amazon.com or Bordemsicimstituted an action against us
Borders in the United States District Court for Nharthern District of California. The complaintedjes that the agreement pursuant to which
an affiliate of
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Amazon.com operates Borders.com as a co-brandedisiates federal antrust laws, California statutory law, and the conmbew of unjus
enrichment. The complaint seeks injunctive religinmages, including treble damages or statutory daswahere applicable, attorneys’ fees,
costs, and disbursements, disgorgement of all slot@sned by allegedly wrongful acts, interest, dadlaratory relief. In November 2005, the
Court dismissed all of the plaintiff's claims wiphejudice. The plaintiff is appealing that dismis¥de dispute the allegations of wrongdoing
in this complaint, and we will continue to defendselves vigorously in this matter.

Beginning in March 2003, we were served with conmptafiled in several different states, includitiinbis and Nevada, by a private
litigant purportedly on behalf of the state goveemts under various state False Claims Acts. Theptaints allege that we (along with other
companies with which we have commercial agreemewtsigfully failed to collect and remit sales arskuaxes for sales of personal
property to customers in those states and knowioglgted records and statements falsely statingeve not required to collect or remit such
taxes. The complaints seek injunctive relief, udgakes, interest, attorneys’ fees, civil penaltitap to $10,000 per violation, and treble or
punitive damages under the various state FalsenGlAicts. It is possible that we have been or vélhamed in similar cases in other states as
well. We do not believe that we are liable undesting laws and regulations for any failure to eotlsales or other taxes relating to Internet
sales and intend to vigorously defend ourselveékdse matters.

In January 2004, IPXL Holdings, LLC brought an antagainst us for patent infringement in the Uni¢altes District Court for the
Eastern District of Virginia. The complaint allegéat aspects of our online ordering technologgiuding 1-Click® ordering, infringe a
patent obtained by IPXL purporting to cover an t&tenic Fund Transfer or Transaction System” (P&ent No. 6,149,055) and seeks
injunctive relief, monetary damages in an amounless than a reasonable royalty, prejudgment isteaad attorneys’ fees. In August 2004,
the Court entered a judgment in Amazon.com'’s fawvothe grounds that the patent claims asserteléplaintiff were invalid and that
Amazon.com'’s technology did not infringe thosemgiin any event. The judgment in our favor wagaifid by the Court of Appeals for the
Federal Circuit in November 2005.

In April 2004, we learned that the French authesitire investigating our DVD sales practices im€eaand we are cooperating.

In May 2004, Toysrus.com LLC filed a complaint agsius for breach of contract in the Superior Cotittew Jersey. The complaint
alleges that we breached our commercial agreemigmifoysrus.com LLC by selling, and by permittindper third parties to sell, products
that Toysrus.com LLC alleges it has an exclusightrto sell on our website. The complaint seeksrigfive relief, declaratory judgment,
termination of the agreement, and monetary damiagescess of $65 million. We dispute the allegatiofiwrongdoing in this complaint and
have brought counterclaims alleging breach of @mtand seeking damages and declaratory relieftridief both parties’ claims concluded
in November 2005, and a decision by the Court islpey.

In September 2004, BTG International Inc. filedoaplaint against us for patent infringement in theted States District Court for the
District of Delaware. The complaint alleges that website technology, including our Associates paag infringes two patents obtained by
BTG purporting to cover methods and apparatuse$fitaching Navigational History Information to Urérsal Resource Locator Links on a
World Wide Web Page” (U.S. Patent No. 5,712,979) fan “Tracking the Navigation Path of a User oa WWorld Wide Web” (U.S. Patent
No. 5,717,860) and seeks injunctive relief, monetimages in an amount no less than a reasonafaliyrdreble damages for alleged will
infringement, prejudgment interest, costs, andiatigs’ fees. We dispute the allegations of wronggdan this complaint and intend to
vigorously defend ourselves in this matter.

In October 2004 Cendant Publishing, Inc. filed enptaint against us for patent infringement in thated States District Court for the
District of Delaware. The complaint alleged that aebsite technology, including
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our recommendations features, infringes a patetatirdd by Cendant purporting to cover a “System Method for Providing
Recommendation of Goods or Services Based on Redd®tdrchasing History” (U.S. Patent No. 6,782,3#@) sought injunctive relief,
monetary damages in an amount no less than a redalsaoyalty, prejudgment interest, costs, andigs’ fees. In February 2005, Cendant
voluntarily withdrew the complaint without prejudicin June 2005, however, Cendant re-filed a nawptaint containing substantially the
same claims. In response, we filed a countersuitérinited States District Court for the Westeistiict of Washington (since transferred to
the District of Delaware) alleging that Cendantsgnt, Cendant Corporation, and its affiliates @rbinc., Budget Rent A Car System, Inc.,
Avis Rent A Car System, Inc., and Trilegiant Cogdmn infringe certain patents owned by us andsoisidiary, A9.com. We dispute
Cendant’s allegations of wrongdoing in its compi@nd intend to vigorously defend ourselves in ¢hmesitters.

In December 2005, Registrar Systems LLC filed aglaint against us and Target Corporation for pat@nnhgement in the United
States District Court for the District of Coloradidie complaint alleges that our website technolawtuding the method by which
Amazon.com enables customers to use Amazon.conuaicitdormation on websites that Amazon.com operédethird parties, such as
Target.com, infringes two patents obtained by ResiSystems purporting to cover methods and apysesa for a “World Wide Web
Registration Information Processing System” (U.&eRt Nos. 5,790,785 and 6,823,327) and seekscijarrelief, monetary damages in an
amount no less than a reasonable royalty, prejudgmgerest, costs, and attorneys’ fees. We disfhgeallegations of wrongdoing in this
complaint and intend to vigorously defend ourseivethis matter.

Depending on the amount and the timing, an unfdlensesolution of some or all of these matters daonéterially affect our business,
results of operations, financial position, or cflelvs in a particular period.
Inventory Suppliers
During 2005, no vendor accounted for 10% or morewfinventory purchases. We do not have long-tniracts or arrangements
with most of our vendors to guarantee the availgtif merchandise, particular payment terms, erdktension of credit limits.
Note 6—STOCKHOLDERS’ EQUITY (DEFICIT)
Preferred Stock
We have authorized 500 million shares of $0.01vaéue Preferred Stock. No preferred stock was anthhg for any period presented.

Stock Award Plans

Employees vest in restricted stock unit awardssaadk options over the corresponding service tgengrally between two and five
years. Outstanding stock options generally hawgra bf 10 years from the date of gre

Stock Award Activity

We granted stock awards, which since October 2@92 lksonsisted primarily of restricted stock uniépresenting 6 million, 3 million,
and 2 million shares of common stock during 20@®4 and 2003 with a per share weighted averagedhaie of $36.50, $43.77, and $30.
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Common shares underlying outstanding stock awaeae as follows:

Year Ended December 31,

2005 2004
(in millions)

Stock options (1 12 18

Restricted stock uni 10 6

Outstanding stock awards, excluded from commorkstatstanding 22 24

Restricted stock, included in outstanding commoulkst2) — 1

Total outstanding stock awar 22 25

(1) The weighted average per share exercise price W88 $12.98, and $12.46 in 2005, 2004, and 2
(2) Included in issued and outstanding common st

Common shares outstanding (which includes resttisteck), plus shares underlying outstanding stqitlons and restricted stock units
totaled 438 million, 434 million, and 433 milliom Becember 31, 2005, 2004 and 2003. These totalisde all stock-based awards
outstanding, without regard for estimated forfedgjrconsisting of vested and unvested awards ratietimoney and out-of-the-money stock
options. Common shares outstanding increased bijli6mshares in both 2005 and 2004, due to exescedf stock options, vesting of
restricted stock units, and matching contributionder our 401(k) savings plan.

The following summarizes our restricted stock aetivity (in millions):

Number of Units

Outstanding at December 31, 2( 3.C
Units grantec 2.1
Units vestec (0.9
Units cancellec 0.3

Outstanding at December 31, 2( 4.4
Units grantec 3.3
Units vestec (0.9
Units cancellec (0.5

Outstanding at December 31, 2( 6.4
Units grantec 6.C
Units vestec (1.2
Units cancellec .39

Outstanding at December 31, 2( 9.¢

Scheduled vesting for outstanding restricted stotts at December 31, 2005 is as follows (in mil&j

Year Ended December 31,

2006 2007 2008 2009 2010 Thereafter Total
Scheduled vesti—restricted stock unit 2.1 3.2 2.7 1.4 0.3 0.2 9.6
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The following table summarizes our stock optionatgt

Number of Weighted Avg
Options

(in millions) Exercise Price

Outstanding at December 31, 2( 42.C $ 11.9]
Options grante: 0.1 24.8]
Options exercise (2.2) 13.82
Options terminate (15.0 10.8¢
Outstanding at December 31, 2( 25.C $  12.4¢
Options grante: 0.1 33.8(
Options exercise (1.2 15.6¢
Options terminate (5.5 10.7¢
Outstanding at December 31, 2( 18.4 $  12.9¢
Options grante: 0.1 36.8¢
Options exercise (1.2 10.4C
Options terminate (5.6 12.0C
Outstanding at December 31, 2( 11.¢ $  14.2¢

The following table summarizes information abowicktoptions outstanding at December 31, 2005:

Stock Options Outstanding Stock Options Vested

Number of Weighted Number of Weighted

: Aw;i_rds Remaining Avg : Aw_a|_'ds Avg
Range of (in millions) Exercise (in milions) Exercise

Exercise Prices Life (yrs) Price Price
$ 0.08-$ 10.00 8.7 5.2 $ 7.54 4.C $ 7.0
10.01- 30.00 1.8 5.3 17.3¢ 1.1 17.7:
30.01- 50.00 0.t 6.2 38.4( 0.3 38.0z
50.01- 70.00 0.2 3.3 59.7¢ 0.2 59.8(
70.01- 104.97 0.€ 3.3 72.12 04 72.51
$ 0.08 $104.97 11.¢ 5.1 $14.2¢ 6.C $ 16.0¢

The aggregate intrinsic value of stock options tamiding at 2005 was $554 million, of which $294liwoil relates to vested awards.
Intrinsic value for stock options is calculated dsn the difference between the exercise priteeotinderlying awards and the quoted price
of our common stock as of the reporting date.

As matching contributions under our 401(k) savipgs, we granted 0.09 million and 0.07 million sfsaof common stock for years
ended 2005 and 2004. Shares granted as matchitrgbctions under our 401(k) plan and shares ofietet! stock are included in outstand
common stock when issued.

As of December 31, 2005, there was $169 milliototd! unrecognized compensation cost, net of eséidntorfeitures of $106 million,
related to unvested stock-based compensation @maergfs. This compensation is recognized on aneratet basis resulting in
approximately half of the compensation expecteoet@xpensed in the next twelve months, and a weggiterage recognition period of 1.4
years.

During 2005 and 2004, the fair value of restricttmtk units and restricted stock awards vested8s@snmillion and $44 million, and the
intrinsic value of options exercised was $180 willand $217 million.
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Common Stock Available for Future Issuance

At December 31, 2005, common stock available fturiuissuance is as follows (in millions):

Stock award: 11C
Shares issuable upon conversion of 4.75% Conver8bbordinated Note
Shares issuable upon conversion of 6.875% PE

8]0z
~I (o)l

Note 7—OTHER COMPREHENSIVE INCOME

The changes in the components of other comprehemsome (loss) were as follows (in millions):

Year Ended December 31,

2005 2004 2003
(in millions)

Net income $ 35¢ $ 58¢ $ 35
Foreign currency translation gains (loss (15) Q) 15
Unrealized gains (losses) on avail-for-sale securities

Unrealized gains (losses) arising during the yeetr of tax effect of $(7) in 2005 and
$(5) in 2004 (14) 11 17
Less reclassification of net realized (gains) Iesseluded in net income, net of tax
effect of $10 in 200 — (22 (15)
Net unrealized gains (losses) on avail-for-sale securitie (14 (171) 2
Net activity of terminated Euro Currency Sw:
Remeasurement of Euro Currency Swap to fair v — — 15
Reclassification of (gains) losses to offset cutyelosses and gains on hedged
portion of 6.875% PEACS included in net inco — — (5)
Amortization of net unrealized losses on termindtedo Currency Swap, net of tax
effect of $2 in 2005 and $(4) in 2004 | 3 6 1
Net activity of terminated Euro Currency Sw 3 6 11
Other comprehensive income (lo (26) (6) 28
Comprehensive incon $ 332 $ 582 $ 63

(1)

Includes $2 million recognized in “Remeasuretaemd other” related to our €200 million redemptid 6.875% PEACS in the first
quarter of 2005

Accumulated balances within other comprehensivermewere as follows (in millions):

December 31

200¢ 200¢

(in millions)
Net unrealized gains on foreign currency transte $15  $30
Net unrealized gains (losses) on avail-for-sale securities, net of t (5) 9
Net unrealized losses on terminated Euro CurremgpSnet of ta 4) @)
Total accumulated other comprehensive inci $6 $32
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Note 8—OTHER OPERATING EXPENSE (INCOME)

Other operating expense was $47 million in 200Bnarily attributable to our settlement of a patiwsuit for $40 million, as well as
amortization of other intangibles of $5 million.l@t operating income was $8 million for 2004 arttkotoperating expense was $3 million
2003, which includes restructuring-related creditt, of $9 million in 2004 and amortization of etlintangibles of $1 million and $3 million
in 2004 and 2003.

During 2004, we determined that certain of theoaffspace previously vacated as part of our 20Qfuctgring, which we had been
unable to sublease due to poor real estate mavkelitions, was necessary for our future needs. &ilaaed our restructuring-related liability
resulting in a gain of $13 million for 2004. Legseyments for this office space are expensed oecletise period and classified to the
corresponding operating expense categories orotientidated statements of operations.

In 2004, we streamlined our organizational struefarFrance to reduce our operating costs. Thdésgsfvere primarily focused on
eliminating French-office positions in managerm@bfessional, clerical, and technical roles. Thmhar of employees affected totaled 52 and
resulted in severance costs of $4 million clasdifie“Other operating expense (income)” on the otidated statements of operations.

Note 9—OTHER INCOME (EXPENSE), NET

Other income (expense), net, was $2 million, $(Bljon, and $7 million, in 2005, 2004 and 2003, arahsisted primarily of gains

(losses) on sales of marketable securities, foreigrency transaction gains (losses), and othecatigseous losses, net.

Foreign-currency transaction gains (losses) pripaglate to the interest payable on our 6.875% EASince these payments are
settled in Euros, the balance of interest payaklech is paid annually in February) is subject &ng or losses resulting from changes in
exchange rates between the U.S. Dollar and Eukedeet reporting dates and payment

Note 10—REMEASUREMENTS AND OTHER
Remeasurements and other consisted of the following

Year Ended December 31,

2005 2003
2004
(in millions)
Foreigr-currency gain (loss) on remeasurement of 6.875%FEH) $ 90 $(65) $(140)
Gain (loss) on sales of Ei-denominated investments, 1 2 9 6
Loss on redemption of lo-term debt (6) (6) (24)
Foreigr-currency effect on intercompany balances 47 41 36
Other (3) 7 20 (8)
Total remeasurements and ot $ 42 $ (1) $(130)

(1) Each period the remeasurement of our 6.875%C&E#om Euros to U.S. Dollars results in gainsosiskes recorded to
“Remeasurements and o’ on our consolidated statements of operati

(2) Represents the gains (losses) associated lvdttemeasurement of intercompany balances dueatwel in foreign exchange rates. See
“Note J—Description of Business and Accounting Poli¢”

(3) During 2005 and 2004, primarily includes gaissociated with the sale of certain equity investsieDuring 2003, primarily includes
the loss on termination of the Euro currency sv
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Note 11—INCOME TAXES
Cash taxes paid were $12 million, $4 million, adnillion for 2005, 2004, and 2003.

The components of the provision for income taxesane as follows:

Year Ended December 31,

2005 2004 2003
(in millions)

Current taxes
U.S. and stat $ 16 $ 12 $ 1
International 9 12 2
Current taxe: 25 24 3
Deferred taxe 70 (257) 1
Provision for income taxes, n $ 95 $ (239 $ 4

U.S. and international components of income (lbg$dre income taxes are as follows:

Year Ended December 31,

2005 2004 2003

(in millions)
U.S. $ 601 $ 35¢ $ 58
International (179 3 (19
Income before income tax $ 42¢ $ 35t $ 39

Total income tax expense/(benefit) and amountsatéx to stockholders’ equity (deficit) were asdais:

2005 2004 2003

(in millions)
Income from continuing operatiol $ 95 $ (237 $ 4
Stockholder equity (deficit) (15) (10€) 2
$ 80 $ (339 $ 2

The items accounting for differences between inctames computed at the federal statutory rate laagovision (benefit) recorded for
income taxes are as follows:

Year Ended December 31,

2005 2004 2003
Federal statutory ra 35.(% 35.(% 35.(%
Effect of:
Decrease in beginnir-of-year balance of the valuation allowar (31.7) (102.9) (57.9)
Net operating losses of foreign subsidiaries noefiead 15.¢ 2.5 25.7
Permanent differences, state income taxes, and 2.€ (0.7) 5.8

Total 22.5% (65.4)% 9.5%
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The significant components of deferred income tgpease/(benefit) attributable to income from comitig operations for the year eni
December 31, 2005 are as follows:

For the year ended December 31,

2005 2004 2003
(in millions)
Deferred tax expense/(benefit) exclusive of theafbf the items listed belo $ 18¢ $ 14t $ 43
Decrease in beginni-of-year balance of the valuation allowar (90) (240 —
Tax benefit of net operating loss carryforwa (28) (162) (42
Total deferred tax expense/(bene $ 70 $ (259 $ 1

Deferred income taxes were:

December 31,

2005 2004
(in millions)
Deferred tax asset
Net operating losses ( $ 12t $ 801
Assets held for investme 23¢ 273
Revenue item 34 29
Expense items, including stc-based compensatic 10t 12¢
Tax credits 24 6
Total gross deferred tax ass 52t 1,23
Less valuation allowanc (219) (874)
Net deferred tax asse 31z 363
Deferred tax liabilities
Expense item (22) @)
Net deferred ta: $ 291 $ 35€

(1) Presented net of fully-reserved NOL deferredassets at December 31, 2005 totaling $493 millibich were attributed to stock-based
compensation as of the adoption of SFAS No. 123[Bfal gross deferred tax assets related to ourdN@IDecember 31, 2005 were
$616 million (relating to approximately $1.9 billimf NOLSs).

Note 12—SEGMENT INFORMATION

We have organized our operations into two princggg/ments: North America and International. Wegmesur segment information
along the same lines that our chief executive vesieur operating results in assessing performandebocating resources.

We allocate to segment results the operating exgsetiaulfillment,” “Marketing,” “Technology and coent,” and “General and
administrative,” but exclude from our allocatiohg fportions of these expense lines attributabtdokbased compensation. Additionally,
do not allocate the line item “Other operating imeo(expense)” to our segment operating resultsgiifcant majority of our costs for
“Technology and content” are incurred in the Uni&dtes and most of these costs are allocated tdath America segment. There are no
internal revenue transactions between our repostggnents.
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North America

The North America segment consists of amounts edmoen retail sales of consumer products (includiagn third-party sellers) and
subscriptions through North America-focused welsssiech asvww.amazon.comndwww.amazon.cafrom North America-focused
Syndicated Stores, suchws/w.borders.comfrom our mail-order tool catalog phone orderspirour Amazon Prime membership program;
and from non-retail activities such as North Amariocused Amazon Enterprise Solutions, marketind,@omotional agreements. This
segment includes export sales framww.amazon.comndwww.amazon.ca

International

The International segment consists of amounts ddroen retail sales of consumer products (includiogn third-party sellers) and
subscriptions through internationally focused widsssuch agww.amazon.co.ukwww.amazon.dewww.amazon.co.jpwww.amazon.fy
and since September 20@yw.joyo.com from internationally focused Syndicated Storesnf our DVD rental service and from non-retail
activities such as internationally focused marlgtnd promotional agreements. This segment incledpsrt sales from these internationally
based sites (including export sales from thess siteustomers in the U.S. and Canada), but exsleggort sales fromww.amazon.corand
www.amazon.ca

Information on reportable segments and reconailietd consolidated net income is as follows (inlionks):

Year Ended December 31,

2005 2004 2003
(in millions)

North America
Net sales $4,711 $3,841 $3,25¢
Cost of sale: 3,441 2,828 2,392
Gross profit 1,267 1,024 867
Direct segment operating expen 971 703 584
Segment operating incon $ 29€ $ 321 $ 28¢

International
Net sales $3,77¢ $3,07¢ $2,00¢
Cost of sale: 3,001 2,49¢ 1,61¢
Gross profit 772 57¢ 39C
Direct segment operating expen 50z 40¢ 312
Segment operating incon $ 27C $ 16¢ $ 78

Consolidated
Net sales $8,49( $6,921 $5,26¢
Cost of sale: 6,451 5,31¢ 4,007
Gross profit 2,03¢ 1,60z 1,25
Direct segment operating expen 1,47: 1,112 89¢
Segment operating incon 56€ 49C 361
Stocl-based compensatic (87 (58) (88)
Other operating income (expen: 47 8 (©)]
Income from operatior 432 44C 27C
Total nor-operating expense, n 4 (85) (237)
Benefit (provision) for income tax: (95) 23¢ 4)
Cumulative effect of change in accounting princi 26 — —
Net income $ 35¢ $ 58¢ $ 35
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Net sales shipped to customers outside of the idfBesented approximately 49%, 49%, and 43% ofales for 2005, 2004, and 2003.
Net sales fronwww.amazon.co.ukwww.amazon.deandwww.amazon.co.jpach represented 10% or more of consolidated rest 502005
and 2004; net sales fromww.amazon.co.undwww.amazon.deach represented 10% or more of consolidated test 562003. Net fixed
assets held in locations outside the U.S. werendiBi®n, $57 million, and $45 million at Decembet, 2005, 2004, and 2003.

Total assets, by segment, reconciled to consolidateounts were (in millions):

December 31,

2005 2004
North America $2,32¢ $1,921
International 1,371 1,327

Consolidatec $3,69¢ $3,24¢

Depreciation expense, by segment, was as follamsiflions):

Year Ended December 31,

2005 2002 2003

North America $ 9 $63 $ 60

International 19 11 10
Consolidatec $ 11z $74 $ 70

Note 13—FAIR VALUES OF FINANCIAL INSTRUMENTS
The carrying amount and estimated fair values offimancial instruments were as follows (in mill®n

December 31,

2005 2004
Carrying Fair Value Carrying Fair Value
Amount Amount
Cash and cash equivalel $1,01: $ 1,01 $1,30¢ $ 1,30:
Marketable securities (: 987 987 47¢€ 47€
Other equity investments ( 8 45 15 59

Long-term debt (3 1,48( 1,45¢ 1,83t 1,84:

(1) The fair value of marketable securities is duteed from publicly quoted prices. See “Note 2—gaSash Equivalents, and Marketable
Securities”

(2) The fair value of other equity investments ésedmined from publicly quoted prices, plus theyiag amount of privately-held
investments for which market values are not readifierminable. We evaluate “Other equity investrsiefar impairment in accordance
with our stated policy. Se“Note J—Description of Business and Accounting Poli¢”

(3) The fair value of our lor-term debt is determined based on quoted prices”Note 4—Long-Term Debt and Oth¢’
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AMAZON.COM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

Note 14—QUARTERLY RESULTS (UNAUDITED)

The following tables contain selected unauditetest@nt of operations information for each quarfet@®5, 2004, and 2003. The
following information reflects all normal recurriregljustments necessary for a fair presentatioheofriformation for the periods presented.
The operating results for any quarter are not reseég indicative of results for any future periddhaudited quarterly results were as follows
(in millions, except per share data):

Year Ended December 31, 2005

Fourth Third Second First
Quarter Quarter Quarter Quarter
Net sales $2,971 $1,85¢  $1,75¢  $1,90Z
Gross profit 667 463 45(C 45¢
Income before income tax 161 51 10¢ 10¢
Provision (benefit) for income tax (38) 21 56 56
Income before change in accounting princ 19¢ 30 52 52
Cumulative effect of change in accounting princi — — — 26
Net income 19¢ 30 52 78
Basic earnings per share (
Prior to cumulative effect of change in accountmigciple $048 $007 $01z $0.1c
Cumulative effect of change in accounting princi — — — 0.0€
$ 0.4¢ $ 007 $01z $0.1¢
Diluted earnings per share (.
Prior to cumulative effect of change in accountimipciple $ 0.47 $ 007 $01z $0.1z
Cumulative effect of change in accounting princi — — — 0.0¢
$ 0.47 $007 $01z $ 0.1¢
Shares used in computation of earnings per s
Basic 41k 413 411 41C
Diluted 42€ 42¢ 42t 427
Year Ended December 31, 2004
Fourth Third Second First
Quarter Quarter Quarter Quarter
Net sales $2,541 $1,46: $1,387 $1,53(
Gross profit 544 35€ 341 361
Income before income tax 10¢ 57 81 10¢
Provision (benefit) for income tax (239 3 5 2
Net income 347 54 76 111
Basic earnings per share $ 0.8t $ 0.1z $0.1¢ $0.2¢
Diluted earnings per share ( $ 0.8 $ 0.1z $0.18 $0.2¢
Shares used in computation of earnings per s
Basic 40¢ 407 40t 404
Diluted 42t 42k 42t 42k
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AMAZON.COM, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS —(Continued)

Year Ended December 31, 2003

Net sales

Gross profit

Net income (loss

Basic earnings (loss) per share

Diluted earnings (loss) per she

Shares used in computation of earnings (loss) paes
Basic
Diluted

Fourth Third Second First
Quarter Quarter Quarter Quarter
$1,94¢ $1,13¢ $1,10C $1,08¢
427 28¢€ 274 271
73 16 (43) (10)
$ 016 $004 $(0.11) $(0.09
$017 $004 $(0.11) $(0.09
401 39¢ 394 38¢
42t 4232 394 38¢

(1) The sum of quarterly per share amounts magquoal per share amounts reported for year-to-daieds. This is due to changes in the
number of weighte-average shares outstanding and the effects of nogifior each perioc

82



Table of Contents

Iltem 9. Changes in and Disagreements with Accountants On éauating and Financial Disclosure
None.

Item 9A. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

We carried out an evaluation required by the 1984 dnder the supervision and with the participatd our principal executive officer
and principal financial officer, of the effectivesseof the design and operation of our disclosurgrots and procedures, as defined in Rule
13a-15(e) of the 1934 Act, as of December 31, 2B@5Sed on this evaluation, our principal executiffecer and principal financial officer
concluded that, as of December 31, 2005, our discéocontrols and procedures were effective inlyirakerting them to material information
required to be included in our periodic SEC reports

Management’s Report on Internal Control over Finah&eporting

Management is responsible for establishing and taiaimg adequate internal control over financigaeing, as defined in Rule 13a-15
(f) of the 1934 Act. Management has assessed feetigbness of our internal control over financighorting as of December 31, 2005 based
on criteria established in Internal Control—InteégthFramework issued by the Committee of Sponsddirganizations of the Treadway
Commission. As a result of this assessment, manageroncluded that, as of December 31, 2005, d@errial control over financial reportil
was effective in providing reasonable assurancardigg the reliability of financial reporting aniget preparation of financial statements for
external purposes in accordance with generally@edeaccounting principles. Ernst & Young LLP hesuied an attestation report on
management’s assessment of internal control omanéial reporting, a copy of which is includedhistannual report on Form 10-K.

Limitations on Controls

Management does not expect that our disclosurealsr#nd procedures or our internal control oveaiicial reporting will prevent or
detect all error and fraud. Any control systemmatter how well designed and operated, is based opidain assumptions and can provide
only reasonable, not absolute, assurance thabjestives will be met. Further, no evaluation ofols can provide absolute assurance that
misstatements due to error or fraud will not ocmuthat all control issues and instances of fréuahy, within the Company have been
detected.
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Report of Ernst & Young LLP
Independent Registered Public Accounting Firm

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

We have audited management’s assessment, inclnded accompanying Management's Report on InteCoakrol over Financial
Reporting, that Amazon.com, Inc. maintained effextnternal control over financial reporting asisEcember 31, 2005, based on criteria
established in Internal Control—Integrated Framdwssued by the Committee of Sponsoring Organinatiaf the Treadway Commission
(the COSO criteria). Amazon.com, Inc.’s managengergsponsible for maintaining effective internahtrol over financial reporting and for
its assessment of the effectiveness of internarabaver financial reporting. Our responsibiligyto express an opinion on management’s
assessment and an opinion on the effectivene$e @admpany'’s internal control over financial repagtbased on our audit.

We conducted our audit in accordance with the staddof the Public Company Accounting Oversightri8q@nited States). Those
standards require that we plan and perform thet &amdbtain reasonable assurance about whetheatigianternal control over financial
reporting was maintained in all material respe®is: audit included obtaining an understanding térimal control over financial reporting,
evaluating management’s assessment, testing ahgaéag the design and operating effectivenessteirnal control, and performing such
other procedures as we considered necessary airthenstances. We believe that our audit providesaaonable basis for our opinion.

A company’s internal control over financial repogiis a process designed to provide reasonablesassuregarding the reliability of
financial reporting and the preparation of finahstatements for external purposes in accordantiegeinerally accepted accounting
principles. A company’s internal control over firgal reporting includes those policies and proceduhat (1) pertain to the maintenance of
records that, in reasonable detail, accuratelyfainly reflect the transactions and dispositionshaf assets of the company; (2) provide
reasonable assurance that transactions are recasdegtessary to permit preparation of financakstents in accordance with generally
accepted accounting principles, and that receipdsexpenditures of the company are being madeinrdgcordance with authorizations of
management and directors of the company; and (8jige reasonable assurance regarding preventibmely detection of unauthorized
acquisition, use, or disposition of the companygseds that could have a material effect on then@izé statements.

Because of its inherent limitations, internal cohtver financial reporting may not prevent or détaisstatements. Also, projections of
any evaluation of effectiveness to future periogssabject to the risk that controls may becomdeqaate because of changes in conditions,
or that the degree of compliance with the policeprocedures may deteriorate.

In our opinion, management’s assessment that Ameaom Inc. maintained effective internal controeo¥inancial reporting as of
December 31, 2005, is fairly stated, in all mategapects, based on the COSO criteria. Also, mopinion, Amazon.com, Inc. maintained
all material respects, effective internal contreéofinancial reporting as of December 31, 2005gklaon the COSO criteria.

We have also audited, in accordance with the stasd# the Public Company Accounting Oversight Bo@nited States), the
consolidated balance sheets of Amazon.com, Inaf Becember 31, 2005 and 2004, and the relatedbtidated statements of operations,
shareholders’ equity (deficit), and cash flowsdach of the three years in the period ended Dece®ih@005 of Amazon.com, Inc. and our
report dated February 16, 2006 expressed an ufigdadpinion thereon.

/s/ ERNST&Y OUNGLLP

Seattle, Washington
February 16, 2006
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ltem 9B. Other Information
None.

PART 1lI

Item 10. Directors and Executive Officers of the Regstit

Information regarding our Executive Officers reguiby Item 10 of Part Il is set forth in Item 1Rédrt | “Business-Executive Officer.
and Directors.” Information required by Item 10R#rt 11l regarding our Directors is included in dnoxy Statement relating to our 2006
Annual Meeting of Shareholders, and is incorporéieetin by reference. Information relating to o@md€ of Business Conduct and Ethics
to compliance with Section 16(a) of the 1934 Acdes forth in our Proxy Statement relating to cd@& Annual Meeting of Shareholders and
is incorporated herein by reference.
ltem 11. Executive Compensation

Information required by Item 11 of Part IIl is inded in our Proxy Statement relating to our 2008uat Meeting of Shareholders and
is incorporated herein by reference.
Item 12. Security Ownership of Certain Beneficial Owners alanagement and Related Shareholder Matters

Information required by Item 12 of Part Ill is imded in our Proxy Statement relating to our 200&6ue Meeting of Shareholders and
is incorporated herein by reference.
Item 13. Certain Relationships and Related Transactions

Information required by Item 13 of Part Ill is imded in our Proxy Statement relating to our 200&6ue Meeting of Shareholders and
is incorporated herein by reference.
Item 14. Principal Accountant Fees and Services

Information required by Item 14 of Part IIl is inded in our Proxy Statement relating our 2006 AhiMeeting of Shareholders and is
incorporated herein by reference.

PART IV

Item 15. Exhibits, Financial Statement Schedules
(a) List of Documents Filed as a Part of This Report:
(1) Index to Consolidated Financial Statements:

Report of Ernst & Young LLP, Independent RegistePetblic Accounting Firm
Consolidated Statements of Cash Flows for eacheottiree years ended December 31, 2005
Consolidated Statements of Operations for eacheofttree years ended December 31, 2005
Consolidated Balance Sheets as of December 31,&802004
Consolidated Statements of Stockholders’ Equityfifiit for each of the three years ended Decemhef805
Notes to Consolidated Financial Statements
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Exhibit
Number

3.1

3.2

41

4.2

4.3

4.4

10.11

10.21

10.31

10.41

10.51

10.61

10.71

10.81

(2) Index to Financial Statement Schedules:

Schedule ll—Valuation and Qualifying Accounts
All other schedules have been omitted becausesth@red information is included in the consolidafiedncial statements «

the notes thereto, or is not applicable or required
(3) Index to Exhibits

Description

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

Restated Bylaws of the Company (incorporated bgresice to the Company’s Quarterly Report on ForrQX0r the
Quarter Ended March 31, 200:

Indenture, dated as of February 3, 1999, betweeazdmcom, Inc. and The Bank of New York, as trysteguding the
form of 4 3/ 4% Convertible Subordinated Notes Due 2009 attaelsefixhibit A thereto (incorporated by referencéhi®
Compan’s Current Report on Forn-K dated February 3, 199¢

Registration Rights Agreement, dated February 991By and among Amazon.com, Inc. and the InitiatRasers
(incorporated by reference to the Comy’s Current Report on Forn-K dated February 3, 199¢

Indenture, dated as of February 16, 2000, betwenazan.com, Inc. and the Bank of New York, as teigiiecorporated by
reference to the Compg’'s Current Report on Forn-K dated February 16, 200(

Form of 67/ 8% Convertible Subordinated Notes due 2010 (incafeak by reference to the Company’s Current Report o
Form ¢-K dated February 28, 200(

Amended and Restated 1994 Stock Option Plan (veesaf December 20, 1996 for Amended and Res@Gitadts and
version as of December 20, 1996 for New Grantgpfiporated by reference to the Company’s Registiciitatement on
Form &1 (Registration No. 3:-23795) filed March 24, 1997

1997 Stock Incentive Plan (incorporated by refeegiocAppendix B to the Company’s Proxy Statemen$ohedule 14A,
filed with the Securities and Exchange Commissioiviarch 29, 2000

1999 Non-Officer Employee Stock Option Plan (inaogied by reference to the Company’s Registratiate$ient on Form
S-8 (Registration No. 3:-74419) filed March 15, 1999

Form of Indemnification Agreement between the Conypand each of its Directors (incorporated by rfiee to the
Compan’s Registration Statement on For-1 (Registration No. 3:-23795) filed March 24, 1997

Offer Letter of Employment to Rick Dalzell, datedidust 13, 1997 (incorporated by reference to thegamy’s Annual
Report on Form 1-K for the Year Ended December 31, 19¢

Offer Letter of Employment to Diego Piacentini, @htlanuary 17, 2000 (incorporated by referenceeg@ompanys Annual
Report on Form 1-K for the Year Ended December 31, 20(

Offer Letter of Employment to Thomas J. SzkutakedaAugust 26, 2002 (incorporated by referencéd¢oGompany’s
Annual Report on Form K for the Year Ended December 31, 20(

Offer Letter of Employment to Kal Raman, dated 28y 2004 (incorporated by reference to the Comisafagnual Report
on Form 1K for the Year Ended December 31, 20(
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Exhibit
Number

10.91

10.10°

10.11-

12.1
21.1
23.1
31.1

31.c

32.1

32.2

Description

Form of Restricted Stock Unit Agreement for Officand Employees (incorporated by reference to timagany’s Annual
Report on Form 1-K for the Year Ended December 31, 20(

Form of Restricted Stock Unit Agreement for Direst(incorporated by reference to the Company’s AhReport on Form
10-K for the Year Ended December 31, 20(

Form of Restricted Stock Agreement (incorporateddfgrence to the Company’s Annual Report on FoDRK Xor the Year
Ended December 31, 200

Computation of Ratio of Earnings to Fixed Chart
List of Significant Subsidiarie:
Consent of Ernst & Young LLP, Independent Registétablic Accounting Firm

Certification of Jeffrey P. Bezos, Chairman andethkixecutive Officer of Amazon.com, Inc., pursutmRule 13a-14(a)
under the Securities Exchange Act of 1¢

Certification of Thomas J. Szkutak, Senior Viceditent and Chief Financial Officer of Amazon.comg.| pursuant to Rule
13¢-14(a) under the Securities Exchange Act of 1!

Certification of Jeffrey P. Bezos, Chairman andetkixecutive Officer of Amazon.com, Inc., pursuemi8 U.S.C. Section
1350.

Certification of Thomas J. Szkutak, Senior Vicedttent and Chief Financial Officer of Amazon.comg.| pursuant to 18
U.S.C. Section 135(

t Executive Compensation Plan or Agreen
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the regiigthas duly caused this Report to
be signed on its behalf by the undersigned, théoedmy authorized, as of February 16, 2006.

AMAZON.COM, INC.

By: /sl JEFFReYP. BEzos

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

Pursuant to the requirements of the Securities &xgé Act of 1934, this Report has been signed bblothe following persons on
behalf of the registrant and in the capacitiesaattid as of February 16, 2006.

Signature Title

/s/ JerFreyP. BEzos Chairman of the Board, President and Chief Exeeufifficer
(Principal Executive Officer)

Jeffrey P. Bezo

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

Thomas J. Szkutz

/sl MARKS. PEEK Vice President and Chief Accounting Officer (Prjpai
Accounting Officer)
Mark S. Peel
/sl TomA. A LBERG Director
Tom A. Alberg
/sl JOHNSEELY B ROWN Director

John Seely Brow

/s/ L.JoHND OERR Director
L. John Doer
/s/  WiLLiam B. G orRDON Director

William B. Gordon

/sl MYRTLES. POTTER Director

Myrtle S. Pottel

/s/  ThHomas O. RYDER Director

Thomas O. Ryde

/sl PATRICIA Q. STONESIFER Director

Patricia Q. Stonesife
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AMAZON.COM, INC.
SCHEDULE Il —VALUATION AND QUALIFYING ACCOUNTS

Accounts receivable and other current assets—Res&y

Balance a

Ch d
Beginning to C(?sr?sean( V\f;mgﬁrgsﬁ
of Period Expense
(in millions)
December 31, 20C $ 23 $ 48 $ (28)
December 31, 20C 18 30 (25)

December 31, 20C 20 18 (20

Balance
at End of

Period

$ 43
23
18
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Exhibit
Number

3.1

3.2

4.1

4.2

4.4

10.11

10.21

10.31

10.41

10.51

10.61

10.71

10.81

10.91

10.10"

10.11"

EXHIBIT INDEX
Description

Restated Certificate of Incorporation of the Compéncorporated by reference to the Company’s QuirReport on Form
1C-Q for the Quarter ended March 31, 20(

Restated Bylaws of the Company (incorporated bgregice to the Company’s Quarterly Report on ForrQX0r the Quarter
Ended March 31, 2002

Indenture, dated as of February 3, 1999, betweeazdmcom, Inc. and The Bank of New York, as trystesguding the form
of 4 3/ 4% Convertible Subordinated Notes Due 2009 attaelsdexhibit A thereto (incorporated by referencéh®mCompanys
Current Report on Formr-K dated February 3, 199¢

Registration Rights Agreement, dated February 991By and among Amazon.com, Inc. and the InitiatRasers
(incorporated by reference to the Comf’s Current Report on Forn-K dated February 3, 199¢

Indenture, dated as of February 16, 2000, betwaaazadn.com, Inc. and the Bank of New York, as teigitecorporated by
reference to the Compg’'s Current Report on Forn-K dated February 16, 200(

Form of 67/ 8% Convertible Subordinated Notes due 2010 (incafeak by reference to the Company’s Current Report o
Form ¢-K dated February 28, 200(

Amended and Restated 1994 Stock Option Plan (veessaf December 20, 1996 for Amended and Res@tadts and versic
as of December 20, 1996 for New Grants) (incorgatdiy reference to the Company’s Registration Statt on Form S-1
(Registration No. 33-23795) filed March 24, 1997

1997 Stock Incentive Plan (incorporated by refeegiocAppendix B to the Company’s Proxy Statemen$ohedule 14A, filed
with the Securities and Exchange Commission on Mag; 2000)

1999 Non-Officer Employee Stock Option Plan (in@rgied by reference to the Company’s Registratiategent on Form S-
8 (Registration No. 3:-74419) filed March 15, 1999

Form of Indemnification Agreement between the Comypand each of its Directors (incorporated by rfiee to the
Compan’s Registration Statement on For-1 (Registration No. 3:-23795) filed March 24, 1997

Offer Letter of Employment to Rick Dalzell, datedigust 13, 1997 (incorporated by reference to theg@zmy’s Annual Report
on Form 1-K for the Year Ended December 31, 19¢

Offer Letter of Employment to Diego Piacentini, @&tlanuary 17, 2000 (incorporated by referencee@ompany’s Annual
Report on Form 1-K for the Year Ended December 31, 20(

Offer Letter of Employment to Thomas J. SzkutakedaAugust 26, 2002 (incorporated by referencéd¢oGompany’s Annual
Report on Form 1-K for the Year Ended December 31, 20(

Offer Letter of Employment to Kal Raman, dated 8y 2004 (incorporated by reference to the Comisaignual Report on
Form 1(-K for the Year Ended December 31, 20(

Form of Restricted Stock Unit Agreement for Offeand Employees (incorporated by reference to thepany’s Annual
Report on Form 1-K for the Year Ended December 31, 20(

Form of Restricted Stock Unit Agreement for Direst{incorporated by reference to the Company’s AhReport on Form 10-
K for the Year Ended December 31, 20(

Form of Restricted Stock Agreement (incorporateddfgrence to the Company’s Annual Report on FobrK Tor the Year
Ended December 31, 200.
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Exhibit
Number Description
12.1 Computation of Ratio of Earnings to Fixed Char
21.1 List of Significant Subsidiarie:
23.1 Consent of Ernst & Young LLP, Independent Registétablic Accounting Firrr
31.1 Certification of Jeffrey P. Bezos, Chairman andefhixecutive Officer of Amazon.com, Inc., pursuamRule 13at4(a)
under the Securities Exchange Act of 1¢
31.2 Certification of Thomas J. Szkutak, Senior VicedRtent and Chief Financial Officer of Amazon.comg.| pursuant to
Rule 13i-14(a) under the Securities Exchange Act of 1!
32.1 Certification of Jeffrey P. Bezos, Chairman andeChkixecutive Officer of Amazon.com, Inc., pursutni8 U.S.C.
Section 1350
32.2 Certification of Thomas J. Szkutak, Senior Vicedttent and Chief Financial Officer of Amazon.comg.| pursuant to

18 U.S.C. Section 135

Tt Executive Compensation Plan or Agreen



Ratio of Earnings to Fixed Charges

Exhibit 12.1

Year Ended December 31,

2005 2004 2003 2002 2001
(in millions)

Income (loss) before income tax $42¢ $ 35E $ 39 $(151) $ (567)

Equity in losses of equi-method investee — — — 4 31

Net income (loss) before equity in losses of e-method investee 42¢ 35E 39 (14€) (53€)
Plus fixed charge:

Interest expense including amortization of dehiasge cost 92 107 13C 142 13¢

Assumed interest element included in rent exp: 5 4 6 6 9

97 111 13€ 14¢ 14¢

Adjusted earnings (los: 52t 46€ 17t 3 (38¢)

Fixed charge: 97 (111) (13€) (149 (14%¢)

Excess (deficiency) of earnings to cover fixed gea $42¢ $ 35E $ 39 $(14¢€) $ (53€)

4.2C 1.2¢ 0.0z (2.62)

Ratio of earnings to fixed charges 5.41

(1) The ratio of earnings to fixed charges is compigdividing (i) income (loss) before income taxesl dosses from equity interests, p

fixed charges by (ii) fixed charge



LIST OF SIGNIFICANT SUBSIDIARIES

Legal Name

Amazon.com Holdings, Int

Amazon.com LLC

Amazon.com.nvdc, Inc
Amazon.com.nddc, Int
Amazon.com.ksdc, Int
Amazon.com.kydc, Inc

NV Services, Inc

Amazon.com.dedc, LL¢

Amazon.com NV Investment Holdings, Ir
Amazon Global Resources, Ir

A2Z Gift Certificates, Inc

Amazon Fulfillment Services, In
Amazon Services, In

Amazon Technologies, In

Amazon Europe Holding Technologies S
Beijing Century Joyo Information Technology Co. lified
Amazon.com Ir'| Sales, Inc
Amazon.com Ir'l Marketplace, Inc

AMAZON.COM, INC.

Jurisdiction

Delaware
Delaware
Delaware
Delaware
Delaware
Delaware
Nevada
Delaware
Nevada
Delaware
Idaho
Delaware
Nevada
Nevada
Luxembourg
China
Delaware
Delaware

Exhibit 21.1

Percent Ownec

10C%
10C%
10C%
10C%
10C%
10C%
10C%
10C%
10C%
10C%
10C%
10C%
10C%
10C%
10C%

0%
10C%
10C%



Exhibit 23.1

Consent of Ernst & Young LLP
Independent Registered Public Accounting Firm

We consent to the incorporation by reference in@)dregistration Statement (Form S-4 No. 333-55%8amended, pertaining to the
acquisition shelf-registration of up to 30 millishares of common stock, (b) Registration Staterflrim S-8 No. 333-28763) pertaining to
the 1997 Stock Option Plan of Amazon.com, Inc. tiedAmended and Restated 1994 Stock Option Pl&mafzon.com, Inc.,

(c) Registration Statement (Form S-8 No. B8825) pertaining to the Convergence CorporatiatiSOption Plan, (d) Registration Staten
(Form S-8 No. 333-80491) pertaining to the Alexetnet Amended and Restated 1997 Stock Option RaRegistration Statement

(Form S-8 No. 333-80495) pertaining to the Accephd-inancial Services Corporation 1998 Stock Opkém, (f) Registration Statement
(Form S-3 No. 333-78797), as amended, pertainingeshelf registration of up to $2,000,000,00@e&rtain securities, (g) Registration
Statement (Form S-8 No. 333-78651) pertaining ¢oLfiveBid.com 1997 Stock Option Plan and Innerlirechnologies, Incorporated 1997
Stock Option Plan, (h) Registration Statement (F8H81No. 333-78653) pertaining to the eNiche Incoaped Amended and Restated 1998
Stock Option and Grant Plan, (i) Registration Stegiet (Form S-8 No. 333-74419) pertaining to the Aomacom, Inc. 1999 Non-officer
Employee Stock Option Plan, (j) Registration Statah{Form S-8 No. 333-63311) pertaining to the Jem@orp. 1996 Stock Plan, the
Junglee Corp. 1998 Equity Incentive Plan, the Sagerprises, Inc. 1997 Amended Stock Option Plad,the Sage Enterprises, Inc. MVP
Stock Option Plan, and (k) Registration StatemEotry S-8 No. 333-118818) pertaining to the Joyo.tdmited 2004 Share Option Plan, of
our reports dated February 16, 2006, with respettié¢ consolidated financial statements and sckesfuhmazon.com, Inc., Amazon.com,
Inc. management’s assessment of the effectiveriestemal control over financial reporting, aneteffectiveness of internal control over
financial reporting of Amazon.com, Inc., includexcthis Annual Report (Form 10-K) for the year en@egtember 31, 2005.

/sl Ernst & Young LLP

Seattle, Washington
February 16, 2006



Exhibit 31.1
CERTIFICATIONS

I, Jeffrey P. Bezos, certify that:
1. | have reviewed this Form 10-K of Amazon.cong,.n

2. Based on my knowledge, this report does notaioriny untrue statement of a material fact or dméttate a material fact necessal
make the statements made, in light of the circuntgts.under which such statements were made, nistatdisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag defined in Exchange Act Rules 13a-
15(f) and 15(d)-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedaoitee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhibsidiaries, is made known to us by
others within those entities, particularly durihg toeriod in which this report is being prepared;

(b) Designed such internal control over financegarting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

(c) Evaluated the effectiveness of the registragiisslosure controls and procedures and presentgsi report our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougyelis report based on such
evaluation; and

(d) Disclosed in this report any change in thegggnt's internal control over financial reportitigat occurred during the
registrant’s most recent fiscal quarter (the regits fourth fiscal quarter in the case of an aimeaport) that has materially affected, or
is reasonably likely to materially affect, the i®tgant’s internal control over financial reportiramd

5. The registrant’s other certifying officer(s) antave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registrant’s
internal control over financial reporting.

Is/  JerFrREYP. BEZOS

Jeffrey P. Bezo
Chairman and Chief Executive Offic
(Principal Executive Officer

Date: February 16, 2006



Exhibit 31.2
CERTIFICATIONS

I, Thomas J. Szkutak, certify that:
1. | have reviewed this Form 10-K of Amazon.cong,.n

2. Based on my knowledge, this report does notaioriny untrue statement of a material fact or dméttate a material fact necessal
make the statements made, in light of the circuntgts.under which such statements were made, nistatdisg with respect to the period
covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amgtfe@ periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}%(nd internal control over financial reportirag defined in Exchange Act Rules 13a-
15(f) and 15(d)-15(f)) for the registrant and have:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedaoitee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhibsidiaries, is made known to us by
others within those entities, particularly durihg toeriod in which this report is being prepared;

(b) Designed such internal control over financegarting, or caused such internal control overrfaial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of financial
statements for external purposes in accordancegeitlerally accepted accounting principles;

(c) Evaluated the effectiveness of the registragiisslosure controls and procedures and presentgsi report our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougyelis report based on such
evaluation; and

(d) Disclosed in this report any change in thegggnt's internal control over financial reportitigat occurred during the
registrant’s most recent fiscal quarter (the regits fourth fiscal quarter in the case of an aimeaport) that has materially affected, or
is reasonably likely to materially affect, the i®tgant’s internal control over financial reportiramd

5. The registrant’s other certifying officer(s) antave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registrant’s
internal control over financial reporting.

/s/  THOMASJ. SZKUTAK

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

Date: February 16, 2006



Exhibit 32.1
Certification Pursuant to 18 U.S.C. Section 1350

In connection with the Annual Report of Amazon.cdne, (the “Company”) on Form 10-K for the year eddDecember 31, 2005 as
filed with the SEC on or about the date hereof {Report”), |, Jeffrey P. Bezos, Chairman and CligEcutive Officer of the Company,
certify, pursuant to 18 U.S.C. Section 1350, agpsstbpursuant to Section 906 of the Sarbanes-Oxtewf 2002, that:

(1) The Report fully complies with the requiremeatsSection 13(a) or 15(d) of the Securities ExajeAct of 1934; and
(2) The information contained in the Report faphgsents, in all material respects, the finan@aldition and results of operations
of the Company.

A signed original of this written statement hasrbpeovided to the Company and will be retainedi®sy€ompany and furnished to the
SEC or its staff upon request.

Is/  JEFFrREYP. BEZOS

Jeffrey P. Bezo
Chairman and Chief Executive Offic
(Principal Executive Officer

Date: February 16, 2006



Exhibit 32.2
Certification Pursuant to 18 U.S.C. Section 1350

In connection with the Annual Report of Amazon.cdne, (the “Company”) on Form 10-K for the year eddDecember 31, 2005 as
filed with the Securities and Exchange Commissthe (SEC”) on or about the date hereof (the “RePort Thomas J. Szkutak, Senior Vice
President and Chief Financial Officer of the Comparertify, pursuant to 18 U.S.C. Section 1350adspted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requiremeatsSection 13(a) or 15(d) of the Securities Exg®Act of 1934; and

(2) The information contained in the Report faphgsents, in all material respects, the finan@aldition and results of operations
of the Company.

A signed original of this written statement hasrbpeovided to the Company and will be retainedi®sy€ompany and furnished to the
SEC or its staff upon request.

/sl  THOMASJ. SZKUTAK

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

Date: February 16, 20(



