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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

(Mark One)
XI ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2008
OR

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission file number 001-33264

U.S. AUTO PARTS NETWORK, INC.

(Exact Name of Registrant as Specified in Its Chaerr)

Delaware 68-06234332
(State or Other Jurisdiction of (I.LR.S. Employer
Incorporation or Organization) Identification No.)

17150 South Margay Avenue, Carson, CA 90746
(Address of Principal Executive Offices) (Zip Code)

Registrant’s Telephone Number, Including Area Code(310) 735-0553
Securities registered pursuant to Section 12(b) dlie Act:

Title of each class Name of each exchange on which register¢

Common Stock, $0.001 par value per shai The NASDAQ Stock Market LLC
(NASDAQ Global Market)

Securities registered pursuant to Section 12(g) tfie Act: None

Indicate by check mark if the registrant is a walbwn seasoned issuer, as defined in Rule 405c08#turities Act.  Yed No

Indicate by check mark if the registrant is notuiegd to file reports pursuant to Section 13 ort®acl5(d) of the Act.  YesO No

Indicate by check mark whether the registrant @b filed all reports required to be filed by Sewti® or 15(d) of the Securities Excha
Act of 1934 during the preceding 12 months (ordioch shorter period that the registrant was requaodile such reports), and (2) has been
subject to such filing requirements for the pastié@s. Yes[X] No O

Indicate by a check mark if disclosure of delingudars pursuant to Iltem 405 of Regulation S-Ka contained herein, and will not be
contained, to the best of registrant’s knowledgealdfinitive proxy or information statements incorgted by reference in Part IIl of this Form
10-K or any amendment to this Form 10-K1

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, noa-accelerated filer, or a smaller
reporting company. See the definitions of “largeederated filer,” “accelerated filer,” and “small@porting company” in Rule 12b-2 of the
Exchange Act. (Check one):

Large accelerated fileild Accelerated filer O Non-accelerated filer Smaller reporting companyXI]
(Do not check if a smaller reporti
company)

Indicate by check mark whether the registrantsbel company (as defined in Exchange Act Rule-2). Yes [ No



The aggregate market value of the common stocktheltbn-affiliates of the registrant as of June B8 was approximately
$46,208,942 (based on the closing sales priceeofdfistrant’s common stock on that date). Foptimposes of this calculation, shares owned
by officers, directors and 10% stockholders knowthe registrant have been deemed to be ownedibgtes. This determination of affiliate
status is not necessarily a conclusive determindtioother purposes.

As of March 16, 2009, there were 29,846,757 shafréise registrant’s common stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of our proxy statement for the 2009 Anrieakting of Stockholders (the “Proxy Statement¥ srcorporated by reference in

Part Il hereof. Except with respect to informatspecifically incorporated by reference in thisfAdt0-K, the Proxy Statement is not deemed
to be filed as part hereof.
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Unless the context requires otherwise, as usddsmreport, the terms “U.S. Auto Parts,” the “Comypa “we,” “us” and “our” refer to U.S.
Auto Parts Network, Inc. and its subsidiaries, trelterm “Partsbin” refers to All OEM Parts, In€hePartsBin.com, Inc. and their affiliated
companies, which we acquired and merged into owllwlowned subsidiary, Partsbin, Inc, in May 2006.

U.S. Auto Part®, U.S. Auto Parts Network™, PartsTr&inPartsbin™, Kool-Vue™ and Auto-Vend™ are our Udiftates trademarks. All
other trademarks and trade names appearing ineghist are the property of their respective owners.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

The statements included in this report, other thi@tements or characterizations of historical orremt fact, are forward-looking
statements within the meaning of Section 27A o$twurities Act of 1933, as amended (the “Secsriiet”) and Section 21E of the Securities
Exchange Act of 1934, as amended “Exchange Act”), and we intend that such forwaraking statements be subject to the safe harbors
created thereby. Any forward-looking statementtuithed herein are based on management’s beliefsaaadmptions and on information
currently available to management. We have attedjatédentify forward-looking statements by termshsas “anticipates,” “believes,”
“could,” “estimates,” “expects,” “intends,” “may,” “plans,” “potential,” “predicts,” “projects,” “shou Id,” “will,” “would” “will likely
continue,” “will likely result” and similar expressns. These forward-looking statements include doeitnot limited to, statements regarding
future events, our future operating and financiedults, financial expectations, expected growth strategies, current business indicatc
capital needs, capital deployment, liquidity, cets, litigation, product offerings, customers, aisitions, competition and the status of our
facilities. Forwarc-looking statements, no matter where they occtinismdocument or in other statements attributabléhe Company involve
known and unknown risks, uncertainties and othetoiz that may cause our actual results, perforneaocachievements to be materially
different from any future results, performanceschievements expressed or implied by the forwaollihg statements. We discuss many of
these risks in greater detail under the headingsiRFactors” in Part I, Item 1A of this report. Givéhese uncertainties, you should not place
undue reliance on these forward-looking stateme¥st should read this report and the documentswieateference in this report and have
filed as exhibits to the report completely and vifite understanding that our actual future resulsyrbe materially different from what \
expect. Also, forward-looking statements representmanagement’s beliefs and assumptions only #seadate of this report. Except as
required by law, we assume no obligation to updla¢se forward-looking statements publicly, or talate the reasons actual results could
differ materially from those anticipated in theseward-looking statements, even if new informabesomes available in the future.

” o LI " ou ”ou ” ” o ” o ” i, ” i, ” o«

PART I

ITEM 1. BUSINESS
Overview

We are one of the largest online providers of aftgket auto parts, including body parts, enginéspand performance parts and
accessories. We principally sell our products, fified as stock keeping units (“SKUs"), to individluconsumers through our network of
websites and online marketplaces. Our user-friemaligsites provide customers with a comprehensileetien of approximately 700,000
SKUs with detailed product descriptions and phatpps. We have developed a proprietary product datathat maps our SKUs to product
applications based on vehicle makes, models ang.yea

Our online sales channel and relationships wittpBers enable us to eliminate several intermedsanehe traditional auto parts supply
chain and offer a broad selection of SKUs. Addiiityy as an online retailer, we believe greatemecaies of scale can be achieved online than
in brick and mortar stores.

We were incorporated in 1995 as a distributor tdrafarket auto parts and launched our first welisi900. Since then, we have
continued to expand our online operations, increpie number of SKUs sold through our e-commeateork, adding additional websites,
improving our Internet marketing proficiency, aramamencing sales on online marketplaces. In Oct2068, we acquired AutoMD.com for
the purpose of developing content and a user cortynigneducate consumers on maintenance and sesf/ibeir vehicles. Our flagship
websites are located wivw.autopartswarehouse.com and www.partstrain.camd our corporate website is locatetvatw.usautoparts.net

Our Products

We offer a broad selection of aftermarket autogatte frequently refine our product offering byrattucing new merchandise lines and
updating the existing product selection to offen@e complete and relevant product line and to remow-selling or obsolete SKUs. We
broadly classify our products into three categotiesly parts, engine parts, and performance patdsiacessories.
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Body Parts. The body parts category is primarily comprisegaits for the exterior of an automobile. Our partthis category are
typically replacement parts for original body pattat have been damaged as a result of a coll@itmrough general wear and tear. The
majority of these products are sold through oursiteb. In addition, we sell an extensive line ofrori products, including our own private-
label brand called Kool-Vue™, which are marketed sold as aftermarket replacement parts and asdegito existing parts.

Engine/Hard Parts The engine parts category is comprised of engimeponents and other mechanical and electricas pattich are
often referred to as hard parts. These parts serveplacement parts for existing engine partssaadjenerally used by professionals and do-it-
yourselfers for engine and mechanical maintenandeepair.

Performance Parts and Accessorie&/e offer performance versions of many parts gokiach of the above categories. Performance
and accessories generally consist of parts thatrerhthe performance of the automobile, upgradstiegifunctionality of a specific part or
improve the physical appearance or comfort of titeraobile.

Our Sales Channels
Our sales channels include the online channel lamdffline channel.

Online Sales ChannelOur online sales channel consists of our e-coroenelnannel and online marketplaces. Our e-comnuotraenel
includes a network of e-commerce websites, supgdnyeour call-center sales agents. Our e-commeéraerel generated approximately
1.2 million orders for the year ended December2B08. We also sell our products through online regaliaces, which provide us with access
to additional consumer segments. The majority ofarline sales are to individual consumers.

Offline Sales ChannelWe sell and deliver to collision repair shopotlghout Southern California via our offline salbéamrnel. We also
market our Kool-Vue™ products nationwide to autatpavholesale distributors.

Our Fulfillment Operations

We fulfill customer orders using two primary metkod) stock-and-ship, where we take physical @ginof merchandise and store it in
one of our distribution centers until it is shipgeda customer, and (ii) drop-ship, where merchesmdi shipped directly to customers from our
suppliers. We believe that the flexibility of fulfing orders using two different fulfillment methsa@llows us to offer a broader product
selection, helps optimize product inventory andagrdes our overall business profitability.

The selection of fulfilment methodology occurdfa time of order submission. When a customer stgoam order, an invoice with an
order number is created. Our fulfillment systermtperforms a check on the ordered item to deterifibés in stock at any of our distribution
centers. Fulfillment teams in our distribution estthen process orders for in-stock products. Grie non-stocked products are sent to our
suppliers and processed via drop-ship.

Stock-and-Ship FulfillmentOur stock-andship products are sourced primarily from manufaatuand other suppliers located in Asia
in the U.S. and are stored in one of our distrimuttenters in Carson, California, Clarksville, Tessee, and Chesapeake, Virginia. All prod
received into our distribution centers are enténéal our inventory management systems, allowingpudosely monitor inventory availability.
We consider a number of factors in determining Wliiems to stock in our distribution centers, imthg which products can be purchased at a
meaningful discount to domestic prices for simitams, which products have historically sold inthigolumes, and which products may be out
of stock when we attempt to fulfill via drop-ship.

Drop-Ship Fulfillment We have developed relationships with several-0a8ed automobile parts distributors that opets bwn
distribution centers and will deliver products ditg to our customers. We have internally developgutoprietary distributor selection system,
Auto-Vend™, which allows us to electronically selewiltiple vendors for a given order. Auto-Vend™haktempt to first direct an order to
one of our warehouses. If the product is not iglstthe Auto-Vend™ will process the order to thetreppropriate vendor based on contractual
agreements and then service level history.
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Suppliers

We source our products from foreign manufacturacsimporters located in Taiwan and China, and fkdu®. manufacturers and
distributors. We typically order stock-and-ship gwots from our Asian manufacturers and importand, @ilize our U.S. based manufacturers
and distributors for our drop-ship orders. We gathgplace large-volume orders with these supplerd, as a result, may receive volume
discounts on certain ordered products. Our domssatipliers offer direct-to-customer shipping, alilogvus to save on fulfillment costs and
offer a broader selection of products. We have libpes application programming interfaces with salef these suppliers that allow us to
electronically transmit orders and check inventawgilability. We are a significant customer for mari our drop-ship vendors and have long
standing relationships and contracts with manye§é suppliers.

Marketing

Our online marketing efforts are designed to attvégitors to our websites, convert visitors intarghasing customers and encourage
repeat purchases among our existing customer Was@ese a variety of online marketing methods t@aettvisitors, including paid search
advertising, search engine optimization, affiliptegrams, e-mail marketing and inclusion in onh@pping engines. To convert visitors into
paying customers, we periodically run in-site praéioes for discounted purchases. We seek to creass<selling opportunities by displaying
complementary and related products available fier theiloughout the purchasing process. We utilizessd marketing techniques, including
targeted e-mails about specific vehicle promotidosncrease customer awareness of our products.

International Operations

We have established offshore operations in thegpliles. Our offshore operations allow us to acees®rkforce with the necessary
technical skills at a significantly lower cost themmparably experienced U.S.-based professionalsoffishore operations are responsible for a
majority of our website development, database mamamt, customer service, phone sales, catalog reareay, and search engine marketing
technologies.

In addition to our operations in the Philippine® also have a Canadian subsidiary to facilitatessal our products in Canada.

Competition

The auto parts industry is competitive and higihgfmented, with products distributed through miidtied and overlapping channels. We
compete with both online and offline retailers wdfter original equipment manufacturer (“OEM”) anilesmarket parts to either the do-it-
yourself “DIY”) or do-it-for-me (“DIFM”) customer segment€urrent or potential competitors include the follog

. national auto parts retailers such as Advance Ratts, AutoZone, Napa Auto Parts, CarQue’Reilly Automotive and Pep Boy
. large online marketplaces such as Amazon.com dlaissen eBay

. other online retailers

. local independent retailers or niche auto partsless; anc

. wholesale auto parts distributors such as LKQ Catian.

We believe the principal competitive factors in ouarket are helping customers easily find theitgpaducating consumers on the sel
and maintenance of their vehicles, maintainingappetary product catalog that maps individual p&otrelevant vehicle applications, broad
product selection and availability, price, knowledfle customer service, and rapid order fulfillmemd delivery. We believe we compete
favorably on the basis of these factors. Howevanesof our competitors may be larger, have strobgand recognition or may have access to
greater financial, technical and marketing resasiarehave been operating longer than we have.
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Government Regulation

We are subject to federal and state consumer gimtdaws, including laws protecting the privacyoofstomer non-public information
and the handling of customer complaints and reguiatprohibiting unfair and deceptive trade pradicThe growth and demand for online
commerce has and may continue to result in moirggint consumer protection laws that impose aduificompliance burdens on online
companies. These laws may cover issues such aprisaey, spyware and the tracking of consumenwdigs, marketing e-mails and
communications, other advertising and promotiomatfices, money transfers, pricing, content andityuaf products and services, taxation,
electronic contracts and other communications afatrnation security. In addition, since 1998, mststes have passed laws that prohibit or
limit the use of aftermarket auto parts in collisi@pair work and/or require enhanced disclosuresbicle owner consent before using
aftermarket auto parts in such repair work andtaafdil legislation of this kind may be introducextie future.

There is also great uncertainty over whether or bristing laws governing issues such as propertyesghip, sales and other taxes,
auctions, libel and personal privacy apply to theinet and commercial online services. These $sswgy take years to resolve. For example,
tax authorities in a number of states, as well @prgressional advisory commission, are curremyewing the appropriate tax treatment of
companies engaged in online commerce, and newtatategulations may subject us to additional states and income taxes. New legislation
or regulation, the application of laws and reguwlasi from jurisdictions whose laws do not curremibyply to our business or the application of
existing laws and regulations to the Internet ammmercial online services could result in significadditional taxes or regulatory restrictions
on our business. These taxes or restrictions duaNe an adverse effect on our cash flows and sesfitiperations. Furthermore, there is a
possibility that we may be subject to significanes or other payments for any past failures toplgrwith these requirements.

Environmental

We are subject to environmental regulation asféica$ certain of the products we sell. For insta@adifornia currently only allows
catalytic converters approved by the state to I sithin the state. There has been an indicathan thirteen other states may be pursuing the
enactment of similar regulations. In addition, & expanded our product lines, we may be subjemtditional environmental regulation.

Employees

As of December 31, 2008, we had 217 employeesitJtiited States and 583 employees in the Philigpioea total of 800 employees.
None of our employees are represented by a laionuand we have never experienced a work stopj

Available Information

Our Annual Reports on Form 10-K, Quarterly Reportd=orm 10-Q, Current Reports on Form 8-K, and aimemts to those reports are
available free of charge on the Investor Relatgertion of our corporate website locatedvatw.usautoparts.nets soon as reasonably
practicable after such reports are electronicaliy fwith, or furnished to, the Securities and Exogge Commission (“SEC”). The inclusion of
our website address in this report does not inctrdacorporate by reference into this report arfgrimation on our website.

ITEM 1A. RISK FACTORS

Our business is subject to a number of risks, sofiméhich are discussed below. Other risks are pregbelsewhere in this report and in
the information incorporated by reference into tréport. You should consider carefully the follogviisks in addition to the other information
contained in this report and our other filings witie SEC, including our subsequent reports on Fat§ and 8-K, and amendments thereto,
before deciding to buy, sell or hold our commortktd he risks and uncertainties described belowrartethe only ones we face. Additional
risks and uncertainties not presently known touhat we currently deem immaterial may also affaat business. If any of these known or
unknown risks or uncertainties actually occurs withterial adverse effects on us, our businessnéir@ condition, results of operations anc
liquidity could be seriously harmed. In that evehg market price for our common stock will likdcline and you may lose all or part of your
investment.
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Risks Related To Our Business

Purchasers of aftermarket auto parts may not choaseshop online, which would prevent us from acdmig new customers who ai
necessary for the growth of our business.

The online market for aftermarket auto parts is sveloped than the online market for many othsiness and consumer products. Our
success will depend in part on our ability to attr@ew customers and customers who have histgripalichased auto parts through traditional
retail and wholesale operations. Furthermore, we haae to incur significantly higher and more sirstd advertising and marketing
expenditures or may need to price our products roongpetitively than we currently anticipate in artie attract additional online consumers
and convert them into purchasing customers. Spdeifitors that could prevent prospective custorfrera purchasing from us include:

. concerns about buying auto parts without -to-face interaction with sales personr

. the inability to physically handle, examine and game products

. delivery time associated with Internet orde

. concerns about the security of online transactansthe privacy of personal informatic
. delayed shipments or shipments of incorrect or dgtgroducts

. increased shipping costs; a

. the inconvenience associated with returning or arghng items purchased onlir

If the online market for auto parts does not gaidespread acceptance, our sales may decline arelisimess and financial results may
suffer.

We depend on search engines and other online sositceattract visitors to our websites, and if weeamable to attract these visitors and
convert them into customers in a cost-effective man, our business and results of operations will barmed.

Our success depends on our ability to attract erdomsumers to our websites and convert them irgtomers in a cost-effective manner.
We are significantly dependent upon search engstespping comparison sites and other online sodczesur website traffic. We are includ
in search results as a result of both paid se#stthds, where we purchase specific search teratsahl result in the inclusion of our listing,
and algorithmic searches that depend upon thelsgaeccontent on our sites. Algorithmic listingseat be purchased and instead are
determined and displayed solely by a set of forsuldlized by the search engine. Search enginegpsing comparison sites and other online
sources revise their algorithms from time to timeun attempt to optimize their search resultsné or more of the search engines, shopping
comparison sites or other online sources on whiehiely for website traffic were to modify its geabmethodology for how it displays or
selects our websites, resulting in fewer consurokaking through to our websites, our financialuks could be adversely affected. We operate
a multiple website platform that generally allovesta provide multiple search results for a particalgorithmic search. If the search engines
were to limit our display results to a single résulentirely eliminate our results from the alglomic search, our website traffic would
significantly decrease and our business would bemadly harmed. If any free search engine or slirgppomparison site on which we rely
begins charging fees for listing or placementfanie or more of the search engines, shopping cdagasites and other online sources on
which we rely for purchased listings, modifies @mbinates its relationship with us, our expensesdcose, we could lose customers and traffic
to our websites could decrease. In addition, oacess in attracting visitors who convert to custawéll depend in part upon our ability to
identify and purchase relevant search terms, peorétevant content on our sites, and effectivalgahour other marketing programs such as e-
mail campaigns and affiliate programs. If we arahla to attract visitors to our websites and contyerm to customers in a cost-effective
manner, then our sales may decline and our busaresfinancial results may be harmed.
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Future acquisitions could disrupt our business amarm our financial condition.

As part of our growth strategy, we expect that vileselectively pursue acquisitions of businesseshnologies or services in order to
expand our capabilities, enter new markets or asgeour market share. Integrating any newly acduitsinesses’ websites, technologies or
services is likely to be expensive and time consgmiror example, our acquisition of Partsbin reslih significant costs, including a material
impairment charge, a write-down of goodwill asstedawith the acquisition, and a number of challengecluding retaining employees of the
acquired company, integrating our order procesaimgjcredit processing, integrating our productipgistrategy, and integrating the diverse
technologies and differing e-commerce platforms arwbunting systems used by each company. If warakle to successfully complete the
integration of acquisitions, we may not realize $lgaergies from such acquisition, and our busia@ssresults of operations could suffer. To
finance any future acquisitions, it may also beessary for us to raise additional capital throughlig or private financings or to obtain bank
financing. Additional funds may not be availableterms that are favorable to us, and, in the caseguity financings, would result in dilution
to our stockholders. Future acquisitions by us@a@lo result in large and immediate write-offsuasption of debt and unforeseen liabilities
and significant adverse accounting charges, anyhafh could substantially harm our business, fii@nmondition and results of operations.

If we are unable to manage the challenges assodatéth our international operations, the growth @ur business could be limited and o
business could suffer.

We maintain business operations in the United Stael the Philippines. These international opemnatinclude development and
maintenance of our websites, Internet marketinggrerel, and sales and customer support servicesldd@perate a Canadian subsidiary to
facilitate sales in Canada. We are subject to abeurof risks and challenges that specifically eetatour international operations. Our
international operations may not be successfukifare unable to meet and overcome these challembed) could limit the growth of our
business and may have an adverse effect on ourdsgsand operating results. These risks and cigaeinclude:

. difficulties and costs of staffing and managingefgn operations

. restrictions imposed by local labor practices awasl on our business and operatic

. exposure to different business practices and ketgaldards

. unexpected changes in regulatory requireme

. the imposition of government controls and restitsi

. political, social and economic instability and tiek of war, terrorist activities or other interiwatal incidents
. the failure of telecommunications and connectitriyastructure

. natural disasters and public health emergen

. potentially adverse tax consequenc

. the failure of local laws to provide a sufficierggtee of protection against infringement of oueliettual property; an
. fluctuations in foreign currency exchange rates r@tative weakness in the U.S. Doll

We are dependent upon relationships with supplierdaiwan, China and the United States for the vasgajority of our products.

We acquire substantially all of our products frormmuafacturers and distributors located in Taiwannp€land the United States. Our top
ten suppliers represented approximately 60.2% ofatal product purchases during the twelve mostided December 31, 2008. We do not
have any long-term contracts or exclusive agreesnasith our foreign suppliers that would ensure aility to acquire the types and quantities
of products we desire at acceptable prices andimely manner. We continue to enter into supplseagents with our U.S. based suppliers
and our primary drop-ship vendors. In addition, albility to acquire products from our suppliersamounts and on terms acceptable to us is
dependent upon a number of factors that could df@csuppliers and which are beyond our controf.éxample, financial or operational
difficulties that some of our suppliers may faceldaresult in an increase in the cost of the préglue purchase from them. In addition, the
increasing consolidation among auto parts suppiiexg disrupt or end our relationship with some $iepg result in product shortages and/or
could lead to less competition and, consequenityher prices.
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In addition, because many of our suppliers areidetsf the United States, additional factors cantdrrupt our relationships or affect our
ability to acquire the necessary products on aetdpterms, including:

. political, social and economic instability and tiek of war or other international incidents in Asir abroad
. fluctuations in foreign currency exchange rates thay increase our cost of produc

. tariffs and protectionist laws and business prastibat favor local business:

. difficulties in complying with import and exportie, regulatory requirements and restrictions;

. natural disasters and public health emergen

If we do not maintain our relationships with ouistixg suppliers or develop relationships with reyppliers on acceptable commercial
terms, we may not be able to continue to offeraatirselection of merchandise at competitive pricek as a result, we could lose customers
and our sales could decline.

We are dependent upon third parties for distributi@nd fulfillment operations with respect to many our products.

For a number of the products that we sell, we autsothe distribution and fulfillment operation agx@é dependent on our distributors to
manage inventory, process orders and distributgetbooducts to our customers in a timely mannerthetwelve months ended December 31,
2008, our product purchases from a single suppieresented 14.6% or more of our total productimases. If we do not maintain our existing
relationships with our distributors on acceptaldemmercial terms, we will need to obtain other sigsgpland may not be able to continue to
offer a broad selection of merchandise at competitrices, and our sales may decrease.

In addition, because we outsource to distributararaber of these traditional retail functions rielgtto those products, we have limited
control over how and when orders are fulfilled. Weo have limited control over the products thatdistributors purchase or keep in stock.
Our distributors may not accurately forecast trapcts that will be in high demand or they maycdle popular products to other resellers,
resulting in the unavailability of certain produéts delivery to our customers. Any inability tofeff a broad array of products at competitive
prices and any failure to deliver those productsuncustomers in a timely and accurate mannerdaayage our reputation and brand and
could cause us to lose customers.

We depend on third-party delivery services to daligur products to our customers on a timely anchs@stent basis, and any deterioration in
our relationship with any one of these third partier increases in the fees that they charge coull¥ersely affect our business and financial
condition.

We rely on third parties for the shipment of oungurcts and we cannot be sure that these relatsshil continue on terms favorable to
us, or at all. Shipping costs have increased fiiome to time, and may continue to increase, whialldcbarm our business, prospects, financial
condition and results of operations by increasingamsts of doing business and resulting in redggeds margins. In addition, if our
relationships with these third parties are terng@dair impaired, or if these third parties are ueabldeliver products for us, whether through
labor shortage, slow down or stoppage, deterigydtirancial or business condition, responses totist attacks or for any other reason, we
would be required to use alternative carriers liergshipment of products to our customers. Changgingers could have a negative effect on
business and operating results due to reducedlitisifif order status and package tracking and ykela order processing and product delivery,
and we may be unable to engage alternative caoiesstimely basis, upon terms favorable to usitail.

If commaodity prices such as fuel, plastic and steehtinue to increase, our margins may shrin

Our third party delivery services have increaseaal surrcharges that have negatively impacted ougimgras we have been unable to |
all of these costs directly to consumers. Incregpitices in the component materials for the pagssell may impact the availability, the qua
and the price of our products, as suppliers sefarcaiternatives to existing materials and as tineyease the prices they charge. We cannot
ensure that we can recover all the increased tostsgh price increases, our suppliers may noticoatto provide the consistent quality of
product as they may substitute lower cost matetgafsaintain pricing levels, all of which may haa@egative impact on our business and
results of operations.
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If our fulfillment operations are interrupted for ay significant period of time or are not sufficierib accommodate increased demand, «
sales would decline and our reputation could be hsed.

Our success depends on our ability to successfedlgive and fulfill orders and to promptly delivar products to our customers. The
majority of orders for our auto body parts prodwars filled from our inventory in our distributianters, where all our inventory managemn
packaging, labeling and product return processeparformed. Increased demand and other considesatiay require us to expand our
distribution centers or transfer our fulfillmenterptions to larger facilities in the future.

Our distribution centers are susceptible to danmageterruption from human error, fire, flood, pawess, telecommunications failures,
terrorist attacks, acts of war, break-ins, eartkgaand similar events. We do not currently mamkeick-up power systems at our fulfillment
centers. We do not presently have a formal disastavery plan and our business interruption instceanay be insufficient to compensate us
for losses that may occur in the event operatidomsigafulfilment center are interrupted. Any intgptions in our fulfillment operations for any
significant period of time, including interruptionssulting from the expansion of our existing fitieis or the transfer of operations to a new
facility, could damage our reputation and brand sunostantially harm our business and results ofadjpes and alternate arrangements may
increase the cost of fulfilment. In addition, iEvdo not successfully expand our fulfillment captés in response to increases in demand, we
may not be able to substantially increase our aless

We rely on bandwidth and data center providers asttier third parties to provide products to our costers, and any failure or interruption
in the services provided by these third parties Icbdisrupt our business and cause us to lose cusosn

We rely on third-party vendors, including data egretnd bandwidth providers. Any disruption in tlework access or co-location
services, which are the services that house anddadnternet access to our servers, provided bgethird-party providers or any failure of
these third-party providers to handle current ghki volumes of use could significantly harm ousibass. Any financial or other difficulties
our providers face may have negative effects orbasmess, the nature and extent of which we cammeatict. We exercise little control over
these third-party vendors, which increases ourenalbility to problems with the services they pravitVe also license technology and related
databases from third parties to facilitate elemehtsur e-commerce platform. We have experiencebexipect to continue to experience
interruptions and delays in service and availgbftir these elements. Any errors, failures, intptians or delays experienced in connection
with these third-party technologies could negagiveipact our relationship with our customers andeaslely affect our business.

Our systems also heavily depend on the availahifitylectricity, which also comes from third-papsoviders. If we were to experience a
major power outage, we would have to rely on baglgenerators. These back-up generators may noateparoperly through a major power
outage, and their fuel supply could also be inadegiduring a major power outage. Information systeath as ours may be disrupted by even
brief power outages, or by the fluctuations in povesulting from switches to and from backup getwega This could disrupt our business and
cause us to lose customers.
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We face intense competition and operate in an inttyswith limited barriers to entry, and some of ogompetitors may have greater
resources than us and may be better positionedapitalize on the growing e-commerce auto parts metrk

The auto parts industry is competitive and highégmented, with products distributed through miigtied and overlapping channels. We
compete with both online and offline retailers wifter OEM and aftermarket auto parts to eitherdbet-yourself or do-it-for-me customer
segments. Current or potential competitors inclingefollowing:

. national auto parts retailers such as Advance Raits, AutoZone, CSK Auto, Napa Auto Parts, CarQ@'®eilly Automotive
and Pep Boys

. large online marketplaces such as Amazon.com aagt;

. online competitors

. local independent retailers or niche auto part;entetailers; an
. wholesale auto parts distributors such as LKQ Catan.

Barriers to entry are low, and current and new oatitgrs can launch websites at a relatively lowt.celgny of our current and potential
offline competitors have longer operating histgriasger customer bases, greater brand recogratidrsignificantly greater financial,
marketing, technical, management and other ressiihea we do. In addition, some of our competit@arge used and may continue to use
aggressive pricing tactics and devote substantiatiye financial resources to website and systereldpment than we do. We expect that
competition will further intensify in the future &sternet use and online commerce continue to growdwide. Increased competition may
result in reduced operating margins, reduced poifity, loss of market share and diminished bregmbgnition.

We would also experience significant competitivegsure if any of our suppliers were to sell theddpicts directly to customers. Since
our suppliers have access to merchandise at vergdgts, they could sell products at lower priaed maintain higher gross margins on their
product sales than we can. In this event, our otiard potential customers may decide to purchisetly from these suppliers. Increased
competition from any supplier capable of maintagnimgh sales volumes and acquiring products atigsiees than us could significantly
reduce our market share and adversely impact nandial results.

Challenges by Original Equipment Manufacturers (“Ofs”) to the validity of the aftermarket auto pariadustry and claims of intellectual
property infringement could adversely affect our §iness and the viability of the aftermarket autorpaindustry.

Original equipment manufacturers have attemptadséoclaims of intellectual property infringemenaigt manufacturers and
distributors of aftermarket products to restricebminate the sale of aftermarket products thatthe subject of the claims. The OEM’s have
brought such claims in federal court and with thetéd States International Trade Commission. Weelraceived in the past, and we anticig
we may in the future receive, communications afigghat certain products we sell infringe the petecopyrights, trademarks and trade names
or other intellectual property rights of OEM’s aher third parties. For instance, in December 26@Bd Global Technologies, LLC initiated a
complaint with the International Trade Commissigaiast six companies, including us, alleging treatain aftermarket parts imported into the
United States infringed on 14 design patents hglBdyd Global. Ford also sought a permanent orotecting us and the other respondents to
cease and desist from, among other things, sehliragketing, advertising, distributing and offerifog sale imported auto parts that infringe the
design patents. In December 2006, an administréivgudge of the International Trade Commissioalipminarily ruled that seven of the Ford
Global design patents were valid and that the ingtion of automotive parts covered by these sewaents violated Section 337 of the Tariff
Act of 1930. The International Trade Commissioriraféd the ruling of the administrative law judgedassued an order prohibiting further
importation of automotive parts covered by the p&teThe parties to the action have appealed tbisida to the United States Circuit Court of
Appeals for the Federal Circuit. On October 17,8208e parties finished briefing the appeal. Thiefal circuit heard oral arguments from the
parties in February 2009, and the parties awaitthet's ruling. Ford Global initiated a second qoaint alleging patent infringement on an
additional three design patents held by Ford Gladrad we have submitted a consent order to the Aidtrative Law Judge that agrees that we
will not import parts that were alleged to infringe the seven patents.
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The United States Patent and Trademark Office dscimdicate that OEMs are seeking and obtainingerdesign patents then they have
in the past. To the extent that the OEMs are sséalesith intellectual property infringement claimse could be restricted or prohibited from
selling certain aftermarket products which coulsehan adverse effect on our business. Future gdrivent claims could also result in
increased costs of doing business arising fronmees®d legal expenses, adverse judgments or sattieorechanges to our business practices
required to settle such claims or satisfy any juegts. Litigation could result in interpretationstbé& law that require us to change our business
practices or otherwise increase our costs and barrbusiness. We do not maintain insurance covemgever the types of claims that could
be asserted. If a successful claim were broughhapas, it could expose us to significant liakilit

If we are unable to protect our intellectual proptgrrights, our reputation and brand could be impaid and we could lose custome

We regard our trademarks, trade secrets and simtkdtectual property as important to our succ®¥e.rely on trademark and copyright
law, and trade secret protection, and confidetyialhd/or license agreements with employees, custorpartners and others to protect our
proprietary rights. We cannot be certain that weehaken adequate steps to protect our proprieiginys, especially in countries where the
laws may not protect our rights as fully as in theted States. In addition, our proprietary rigimay be infringed or misappropriated, and we
could be required to incur significant expenseddfend them. We have registered and common lawernacks, as well as pending federal
trademark registrations for several marks. Evemeifobtain approval of such pending registratiolns resulting registrations may not
adequately cover our inventions or protect us agairiringement by others. Effective trademarkysm mark, copyright, patent and trade
secret protection may not be available in everyntguin which our products and services may be naaddlable online. We also currently own
or control a number of Internet domain names, idiclg www.usautoparts.netwww.autopartswarehouse.com, and www.partstrain.aoth
have invested time and money in the purchase odomames and other intellectual property, whicly Im&impaired if we cannot protect si
intellectual property. We may be unable to proteese domain names or acquire or maintain reled@miin names in the United States and in
other countries. If we are not able to protecttcalemarks, domain names or other intellectual gngpwe may experience difficulties in
achieving and maintaining brand recognition andausr loyalty.

If our product catalog database is stolen, misappriated or damaged, or if a competitor is able t@ate a substantially similar catalo
without infringing our rights, then we may lose aimportant competitive advantage.

We have invested significant resources and timmutidl and maintain our product catalog, which igntained in the form of an electrol
database, and maps SKUs to relevant product afiphsabased on vehicle makes, models and yearsali/e that our product catalog
provides us with an important competitive advantiageoth driving traffic to our websites and cortirgy that traffic to revenue by enabling
customers to quickly locate the products they meqiWe cannot assure you that we will be able édget our product catalog from
unauthorized copying or theft or that our prodwattfog will continue to operate adequately, withany technological challenges. In addition,
it is possible that a competitor could develop talog or database that is similar to or more cotmpngive than ours, without infringing our
rights. In the event our product catalog is damagad stolen, copied or otherwise replicated tmpete with us, whether lawfully or not, we
may lose an important competitive advantage andosiness could be harmed.

Our e-commerce system is dependent on open-sowfterare, which exposes us to uncertainty and potehiiability.

We utilize open-source software such as Linux, ApadlySQL, PHP, Fedora and Perl throughout our preperties and supporting
infrastructure. Open-source software is maintaened upgraded by a general community of softwareld@ers under various open-source
licenses, including the GNU General Public Liceti&PL"). These developers are under no obligatmmaintain, enhance or provide any
fixes or updates to this software in the futuredidnally, under the terms of the GPL and othegrogource licenses, we may be forced to
release to the public source-code internally deyesdidby us pursuant to such licenses. Furthernfoseyiof these developers contribute any
code of others to any of the software that we wsemay be exposed to claims and liability for
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intellectual property infringement. A number of lgwits are currently pending against third partiesr dhe ownership rights to the various
components within some opaource software that we use. If the outcome ofethessuits is unfavorable, we may be held liablaritellectua
property infringement based on our use of these-gpearrce software components. We may also be fdcedplement changes to the code-
base for this software or replace this softward witernally developed or commercially licensedwafe.

We face exposure to product liability lawsuits.

The automotive industry in general has been subjeatiarge number of product liability claims doehe nature of personal injuries that
result from car accidents or malfunctions. As drittigtor of auto parts, including parts obtaineei®eas, we could be held liable for the injury
or damage caused if the products we sell are dedeat malfunction. While we carry insurance agapreduct liability claims, if the damages
in any given action were high or we were subjecattdtiple lawsuits, the damages and costs couléexthe limits of our insurance coverage.
If we were required to pay substantial damagesrasut of these lawsuits, it may seriously harmlmusiness and financial condition. Even
defending against unsuccessful claims could casige imcur significant expenses and result in &dion of management’s attention. In
addition, even if the money damages themselvesalidause substantial harm to our business, thagleto our reputation and the brands
offered on our websites could adversely affectfature reputation and our brand, and could resudt decline in our net sales and profitability.

We rely on key personnel and may need additionatpanel for the success and growth of our business.

Our business is largely dependent on the persdfmatseand abilities of highly skilled executivectenical, managerial, merchandising,
marketing and call center personnel. Competitiorstech personnel is intense, and we cannot assuréhat we will be successful in attracting
and retaining such personnel. The loss of any keyl@yee or our inability to attract or retain otlyeralified employees could harm our
business and results of operations.

Risks Related To Our Common Stock
Our stock price has been and may continue to beatit#, which may result in losses to our stockhotde

The market prices of technology and e-commerce emieg generally have been extremely volatile ané hacently experienced sharp
share price and trading volume changes. The trguliieg of our common stock is likely to be volatiled could fluctuate widely in response to,
among other things, the risk factors describedhim teport and other factors beyond our controhsagfluctuations in the operations or
valuations of companies perceived by investorsetadmparable to us, our ability to meet analystpeetations, or conditions or trends in the
Internet or auto parts industries.

Since the completion of our initial public offeriirg February 2007, the trading price of our comretatk has been volatile, declining
from a high of $12.61 per share to a low per sb&fl.00. We have also experienced significanttflations in the trading volume of our
common stock. In March 2007, we and certain ofadficers, directors and the underwriters for outiah public offering were served with two
putative class action complaints alleging violasiaf federal securities law in connection with oitial public offering. These complaints we
subsequently consolidated. In October 2008, finalttapproval was obtained for a settlement agreéneached by the parties. General
economic and political conditions unrelated to performance may also adversely affect the priceuofcommon stock. In the past, following
periods of volatility in the market price of a pithtompany’s securities, securities class actitigaliion has often been initiated. Due to the
inherent uncertainties of litigation, we cannotdicethe ultimate outcome of the litigation if itane to continue. An unfavorable result could
have a material adverse effect on our financiatlt@n and results of operation.
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Our executive officers and directors own a signgiat percentage of our stock.

As of December 31, 2008, our executive officers dinglctors and entities that are affiliated witkrihbeneficially owned in the aggreg
approximately 67.0% of our outstanding shares aimon stock. This significant concentration of shamership may adversely affect the
trading price for our common stock because invesiften perceive disadvantages in owning stoclomganies with controlling stockholders.
Also, these stockholders, acting together, wilkbke to control our management and affairs andarsatequiring stockholder approval
including the election of our entire Board of Dit@s and certain significant corporate actions sagmergers, consolidations or the sale of
substantially all of our assets. As a result, taiscentration of ownership could delay, defer @vpnt others from initiating a potential merger,
takeover or other change in our control, evendkthactions would benefit our other stockholdedsiemn

Our future operating results may fluctuate, whictoald adversely affect the market price of our commstock.

We expect that our revenue and operating resultsvitinue to fluctuate from quarter to quarteeda various factors, many of which
are beyond our control. If our quarterly revenu@perating results fall below the expectationswkstors or securities analysts, the price of
our common stock could significantly decline. Thetbrs that could cause our operating results ntirnee to fluctuate include, but are not
limited to:

. fluctuations in the demand for aftermarket autds:

. price competition on the Internet or among offlie&ailers for auto part:

. our ability to attract visitors to our websites armhvert those visitors into custome
. our ability to maintain and expand our supplier digdribution relationships

. the effects of seasonality on the demand for cadcts;

. our ability to accurately forecast demand for oroduicts, price our products at market rates anahtaiai appropriate inventory
levels;

. our ability to build and maintain customer loyal

. infringement actions that could impact the viabitif the auto parts aftermarket, or portions ther
. the success of our bre-building and marketing campaigr

. our ability to accurately project our future revespearnings, and results of operatic

. government regulations related to use of the letefor commerce, including the application of exigttax regulations to Internet
commerce and changes in tax regulatic

. technical difficulties, system downtime or Interbebwnouts

. the amount and timing of operating costs and chpipenditures relating to expansion of our busineperations and
infrastructure; ani

. the impact of adverse economic conditions on retdés, in gener:

If we fail to maintain an effective system of inteal control over financial reporting or comply witlsection 404 of the Sarban-Oxley Act o
2002, we may not be able to accurately report dnahcial results or prevent fraud, and our stockipe could decline.

While management has concluded that our internaraols over financial reporting were effective december 31, 2008, we have in
the past, and could in the future, have a matemakness or significant deficiency in our contreéofinancial reporting or fail to comply with
Section 404 of the Sarbanes-Oxley Act of 2002.dffail to properly maintain an effective systemraérnal control over financial reporting, it
could impact our ability to prevent fraud or toussour financial statements in a timely manner phasents fairly our financial condition and
results of operations. The existence of any suficidecies or weaknesses, even if cured, may @&ad to the loss of investor confidence in the
reliability of our financial statements, could haowr business and negatively impact the tradingepof our common stock. Such deficiencies
or material weaknesses may also subject us to lesygwestigations and other penalties.
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Our charter documents could deter a takeover effavhich could inhibit your ability to receive an ggiisition premium for your shares.

Provisions in our certificate of incorporation amdaws could make it more difficult for a third pato acquire us, even if doing so wol
be beneficial to our stockholders. Such provisioctude the following:

. our Board of Directors are authorized, without petockholder approval, to create and issue predestock which could be used to
implement an-takeover devices

. advance notice is required for director nominationfor proposals that can be acted upon at stddehmeetings

. our Board of Directors is classified such that albtmembers of our board are elected at one tinlgtwmay make it more difficu
for a person who acquires control of a majoritypof outstanding voting stock to replace all or gamty of our directors

. stockholder action by written consent is prohibiéedept with regards to an action that has beeroapg by the boarc

. special meetings of the stockholders are permitidze called only by the chairman of our Board @kbtors, our chief executi
officer or by a majority of our Board of Directol

. stockholders are not be permitted to cumulate thais for the election of directors; a

. stockholders are permitted to amend certain prongsdf our bylaws only upon receiving at least?66 % of the votes entitled to |
cast by holders of all outstanding shares therledtio vote generally in the election of directorsting together as a single class.

We do not intend to pay dividends on our commonc&to

We currently intend to retain any future earningd do not expect to pay any cash dividends on apita stock for the foreseeable
future.

General Market and Industry Risk

Economic conditions have had, and may continue taMe an adverse effect on the demand for aftermardeto parts and could adverse
affect our sales and operating results.

We sell aftermarket auto parts consisting of baaly @ngine parts used for repair and maintenanctrpence parts used to enhance
performance or improve aesthetics and accesshidtdnicrease functionality or enhance a vehicle&ddres. Demand for our products has been
and may continue to be adversely affected by géeemmomic conditions. In declining economies, coners often defer regular vehicle
maintenance and may forego purchases of nonedsestiarmance and accessories products, whichesuitrin a decrease in demand for auto
parts in general. Consumers also defer purchasssvof/ehicles, which immediately impacts performeaparts and accessories, which are
generally purchased in the first six months of higle’s lifespan. In addition, during economic ddawms some competitors may become more
aggressive in their pricing practices, which woattversely impact our gross margin and could caarge Ifluctuations in our stock price.
Certain suppliers may exit the industry which mmapact our ability to procure parts and may advgreapact gross margin as the remaining
suppliers increase prices to take advantage ofddriompetition.

Vehicle miles driven have decreased and may corginol decrease, resulting in a decline in the demdadauto parts, which has negatively
affected our revenues and results of operations.

We and our industry depend on the number of velmidles driven. Decreased miles driven reduce thmber of accidents and
corresponding demand for crash parts, and redecedlar and tear on vehicles with a correspondidgatéon in demand for vehicle repairs
and replacement or hard parts, all of which maycedur revenues and adversely impact our resuttparations.
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The success of our business depends on the contirgrewth of the Internet as a retail marketplace éithe related expansion of the
Internet infrastructure.

Our future success depends upon the continued alebspread acceptance and adoption of the Intesngtvahicle to purchase products.
If customers or manufacturers are unwilling to theelnternet to conduct business and exchangeniaion, our business will fail. The
commercial acceptance and use of the Internet magamtinue to develop at historical rates, or maydevelop as quickly as we expect. The
growth of the Internet, and in turn the growth af business, may be inhibited by concerns ovemggivand security, including concerns
regarding “viruses” and “worms,” reliability issuassing from outages or damage to Internet infuastire, delays in development or adoption
of new standards and protocols to handle the desnahiticreased Internet activity, decreased ado#igsi increased government regulation,
and taxation of Internet activity. In addition, darsiness growth may be adversely affected if tierhet infrastructure does not keep pace with
the growing Internet activity and is unable to supphe demands placed upon it, or if there is @y in the development of enabling
technologies and performance improvements.

Negative conditions in the global credit markets ynianpair the liquidity of a portion of our investmgs portfolio, and adversely affect ot
results of operations and access to financing.

Our investment securities consist of high-gradeiancate preferred securities (“ARPS”). As of Deteer 31, 2008, our long-term
marketable securities were comprised of $6.5 mnil{joar value) of high-grade (AAA rated) ARPS isspeidharily by closed end funds that
primarily hold debt obligations from municipalitieBhe recent negative conditions in the global itn@@rkets have prevented some investors
from liquidating their holdings, including their ldings of ARPS. In response to the credit situatior-ebruary 2008, we instructed our
investment advisor to liquidate all our investmentslose end funds and move these funds into mamaket investments but there was
insufficient demand at auction for our remainingrfbigh-grade ARPS, representing approximately #7ilBon at that time. As a result, these
affected securities currently are not liquid, aadébeen reclassified as long-term investmentstheoperiod February 13, 2008 through
December 31, 2008, an additional $1.3 million of iowestments in ARPS were redeemed but we do mmivkvhen we will have access to the
capital in these remaining investments. In the ewsnneed to access the funds that are in anidligtate, we will not be able to do so witho
loss of principal or until a future auction on thésvestments is successful, the securities aeeradd by the issuer or a secondary market
emerges. If we cannot readily access these funelsnay be required to borrow funds or issue additidebt or equity securities to meet our
capital requirements. At this time, managementdoa€luded that these remaining investments areiiegband has recorded an impairment
charge to other comprehensive income totaling I009,Management is not sure that these investmeélitsot be settled in the short term,
although the market for these investments is ptgsancertain. If the credit ratings of the secuifisuers deteriorate and any decline in market
value is determined to be other-than-temporarywaeld be required to adjust the carrying valuehefinvestment through an additional
impairment charge.

If we fail to offer a broad selection of products aompetitive prices to meet our custon’” demands, our revenue could decline.

In order to expand our business, we must succégsfifiér, on a continuous basis, a broad seleabioauto parts that meet the needs of
our customers. Our auto parts are used by consuoreasvariety of purposes, including repair, pemfiance, improved aesthetics and
functionality. In addition, to be successful, ouoguct offerings must be broad and deep in scapapetitively priced, well-made, innovative
and attractive to a wide range of consumers. Weaasapredict with certainty that we will be succesdh offering products that meet all of
these requirements. If our product offerings faisatisfy our customers’ requirements or resporthmges in customer preferences, our
revenue could decline.
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System failures, including failures due to naturdisasters or other catastrophic events, could preveccess to our websites, which col
reduce our net sales and harm our reputation.

Our sales would decline and we could lose existingotential customers if they are not able to ss@ur websites or if our websites,
transactions processing systems or network infrestre do not perform to our customers’ satisfactiny Internet network interruptions or
problems with our websites could:

. prevent customers from accessing our webs

. reduce our ability to fulfill orders or bill custars;
. reduce the number of products that we ¢

. cause customer dissatisfaction

. damage our brand and reputati

We have experienced brief computer system inteinogtin the past, and we believe they will contitmeccur from time to time in the
future. Our systems and operations are also vldteta damage or interruption from a number of sesyincluding a natural disaster or other
catastrophic event such as an earthquake, typlvotoanic eruption, fire, flood, terrorist attaclomaputer viruses, power loss,
telecommunications failure, physical and electrdmizak-ins and other similar events. For example headquarters and the majority of our
infrastructure, including some of our servers,laoated in Southern California, a seismically astiggion. We also maintain offshore and
outsourced operations in the Philippines, an drabhas been subjected to a typhoon and a voleangtion in the past. In addition, California
has in the past experienced power outages as lhoéfmited electrical power supplies and dugécent fires in the southern part of the state.
Such outages, natural disasters and similar eveaysrecur in the future and could disrupt the of@naof our business. Our technology
infrastructure is also vulnerable to computer \@sjphysical or electronic break-ins and similaruptions. Although the critical portions of
our systems are redundant and backup copies argaimaid offsite, not all of our systems and da&fally redundant. We do not presently
have a formal disaster recovery plan in effect@ag not have sufficient insurance for losses they occur from natural disasters or
catastrophic events. Any substantial disruptioowftechnology infrastructure could cause intelioug or delays in our business and loss of
data or render us unable to accept and fulfill@mstr orders or operate our websites in a timelyrmmagror at all.

We may be subject to liability for sales and otliares and penalties, which could have an adverdeafon our business.

We currently collect sales or other similar taxaly@n the shipment of goods to the states of Galif, New Jersey, Kansas and
Tennessee. The U.S. Supreme Court has ruled thdbx®whose only connection with customers in gessaby common carrier or the U.S.
mail are free from state-imposed duties to coldades and use taxes in that state. However, statdd seek to impose additional income tax
obligations or sales tax collection obligationsaant-of-state companies such as ours, which engagefacilitate online commerce, based on
their interpretation of existing laws, includingtBupreme Court ruling, or specific facts relatimgs. If sales tax obligations are successfully
imposed upon us by a state or other jurisdictiomcauld be exposed to substantial tax liabilit@spast sales and penalties and fines for fa
to collect sales taxes. We could also suffer dee@aales in that state or jurisdiction as thec#ffe cost of purchasing goods from us increases
for those residing in that state or jurisdiction.

In addition, a number of states, as well as the Gdhgress, have been considering various inigatihat could limit or supersede the
Supreme Court’s apparent position regarding saldsuae taxes on Internet sales. If any of thesiativies are enacted, we could be required to
collect sales and use taxes in additional statdanrevenue could be adversely affected. Furtbeznthe U.S. Congress has not yet extended
a moratorium, which was first imposed in 1998 bas Bince expired, on state and local governmehiktyato impose new taxes on Internet
access and Internet transactions. The impositiostdtg and local governments of various taxes lipi@nnet commerce could create
administrative burdens for us as well as substiintrapair the growth of e-commerce and adversélga our revenue and profitability. Since
our service is available over the Internet in npldtistates, these jurisdictions may require usutdify to do business in these states. If we fz
qualify in a jurisdiction that requires us to dq a@ could face liabilities for taxes and penalties
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Additionally, in 2008, New York enacted a measuna requires many online retailers to begin caltgcsales taxes on purchases shig
to the state, even if they have no operations @l@yees working there.

We could be liable for breaches of security on ouebsites.

A fundamental requirement for e-commerce is theigetransmission of confidential information oveibpic networks. Anyone who is
able to circumvent our security measures could ppisgpriate proprietary information or cause intptions in our operations. Although we
have developed systems and processes that aree@sgprotect consumer information and preventdudent credit card transactions and
other security breaches, failure to mitigate swahd or breaches may adversely affect our operatisgits. We may be required to expend
significant capital and other resources to proagetinst potential security breaches or to alleypadblems caused by any breach. We rely on
licensed encryption and authentication technolaggrovide the security and authentication necedearyecure transmission of confidential
information, including credit card numbers. Advamae computer capabilities, new discoveries infiblel of cryptography, or other events or
developments may result in a compromise or bre&tmecalgorithms that we use to protect custorardaction data. In the event someone
circumvents our security measures, it could seljooarm our business and reputation and we cowdd tmstomers. Security breaches could
also expose us to a risk of loss or litigation aodsible liability for failing to secure confidealticustomer information.

If we do not respond to technological change, ouebgites could become obsolete and our financialessand conditions could be advers
affected.

We maintain a network of websites which requirdsssantial development and maintenance efforts eatails significant technical and
business risks. To remain competitive, we mustinartto enhance and improve the responsivenesstjdnality and features of our websites.
The Internet and the e-commerce industry are ctexiaed by rapid technological change, the emergehcnew industry standards and
practices and changes in customer requirementprafiekences. Therefore, we may be required tosie@merging technologies, enhance our
existing websites, develop new services and teclgyahat address the increasingly sophisticatedvaniéd needs of our current and
prospective customers, and adapt to technologtsalraces and emerging industry and regulatory stdsdand practices in a cost-effective and
timely manner. Our ability to remain technologigatbmpetitive may require substantial expenditamed lead time and our failure to do so
may harm our business and results of operations.

Existing or future government regulation could expe us to liabilities and costly changes in our busss operations and could redu
customer demand for our products and services.

We are subject to federal and state consumer pgimteaws and regulations, including laws protegtihe privacy of customer nguniblic
information and regulations prohibiting unfair ashekceptive trade practices, as well as laws andatgns governing businesses in general and
the Internet and e-commerce and certain enviroraht&aws. Additional laws and regulations may bepdd with respect to the Internet, the
effect of which on e-commerce is uncertain. Thaseslmay cover issues such as user privacy, spyamaréhe tracking of consumer activities,
marketing e-mails and communications, other adsiagiand promotional practices, money transfefising, content and quality of products
and services, taxation, electronic contracts ahdratommunications, intellectual property rightsd énformation security. Furthermore, it is
not clear how existing laws such as those goverisisiges such as property ownership, sales and tatkes, trespass, data mining and
collection, and personal privacy apply to the In&trand e-commerce. California has enacted le@isl&gnning the sale of catalytic converters
that do not meet California emissions regulatiemsl the current federal administration has indit#tat 13 additional states will be allowed to
enact their own legislation that mirrors Californfdis will impact sale of products for emissiogstems to those states and may adversely
impact our sales and operating results. To thenéxte expand into international markets, we willfaeed with complying with local laws and
regulations, some of which may be materially défarthan U.S. laws and regulations. Any such foréagv or regulation, any new U.S. law or
regulation, or the interpretation or applicatioreafsting laws and regulations to the Internettbieoonline services, may have a material
adverse effect on our business, prospects, fineowmition and results of operations by, amongnothings, impeding the growth of the
Internet, subjecting us to fines, penalties, darmagether liabilities, requiring costly changesur business operations and practices, and
reducing customer demand for our products and sesvMWe do not maintain insurance coverage to dbeetypes of claims or liabilities that
could arise as a result of such regulation.
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The United States government may substantially E&@se border controls and impose restrictions onss-dborder commerce that may
substantially harm our busines:

We purchase a substantial portion of our product® fforeign manufacturers and other suppliers whoee products internationally.
Restrictions on shipping goods into the United &tdtom other countries pose a substantial rigkutdbusiness. Particularly since the terrorist
attacks on September 11, 2001, the United Statesrgment has substantially increased border sleme# and controls. If the United States
were to impose further border controls and restmist, impose quotas, tariffs or import duties, @age the documentation requirements
applicable to cross border shipments or take athions that have the effect of restricting thevflaf goods from other countries to the United
States, we may have greater difficulty acquiringiouentory in a timely manner, experience shippiletays, or incur increased costs and
expenses, all of which would substantially harm lousiness and results of operations.
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ITEM 1B. UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES

Our corporate headquarters and primary distributemters are located in Carson, California in apipmately 153,000 square feet of
office and warehouse space. We have a 10,000 stpardistribution center in Nashville, Tennessa®] recently opened a 73,000 square foot
distribution center in Chesapeake, Virginia. Weskeapproximately 7,000 square feet of office spatlee Philippines for our employees
located in that country. We lease all of our féieif under leases which expire between August @28 2nd December 31, 2013. For additional
information regarding our obligations under propéeases, see Note 12 of the Notes to Consolidateahcial Statements, included in Part 1V,
Item 15 of this report.

ITEM 3. LEGAL PROCEEDINGS

The information set forth under the caption “Lelyttters” in Note 12 of the Notes to Consolidateddricial Statements, included in Part
IV, Item 15 of this report, and is incorporateddierby reference. For an additional discussioneofain risks associated with legal proceedi
see the section entitled “Risk Factors” in Item dfAhis report.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
None.

PART Il

ITEM 5. MARKET FOR REGISTRANT 'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND IS SUER
PURCHASES OF EQUITY SECURITIES

Market Information

Our common stock commenced trading on the NASDAGQb@&I Market on February 9, 2007 under the symbBIT8.” Prior to such
time, there was no public market for our commorlstd@he table below sets forth the high and lovesalrices of our common stock for the
periods indicated:

High Low
Quarter ended March 31, 2007 (commencing at ourd®®ebruary 9, 200° $12.61 $5.07
Quarter ended June 30, 2C 9.62 5.3¢
Quarter ended September 30, 2! 9.9¢ 7.02
Quarter ended December 31, 2( 9.3¢€ 6.7t
Quarter ended March 31, 20 3.32 3.11
Quarter ended June 30, 2C 3.6t 3.5¢
Quarter ended September 30, 2! 2.1t 2.04
Quarter ended December 31, 2( 1.6% 1.32

On March 16, 2009, the last reported sale priceuofcommon stock on the NASDAQ Global Market wa$31per share.

Holders

As of March 16, 2009, there were approximately B@Rlers of record of our common stock. This figdoes not reflect persons or
entities that hold their stock in nominee or “stteeme through various brokerage firms.
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Stock Performance Graph

The material in this section is not “soliciting neaial,” is not deemed “filed” with the SEC, and dhaot be deemed to be incorporated by
reference into any of our filings under the SedesitAct of 1933, as amended, or the Securities &g Act of 1934, as amended.

The following graph shows a comparison of the totahulative returns of an investment of $100 irhcais February 9, 2007, the first
trading day following our initial public offeringni(i) our common stock, (ii) the S&P 500 Retail éxd (iii) Morgan Stanley Technology Index
and (iv) NASDAQ Composite Index, in each case tgtoDecember 31, 2008. The comparisons in the graphequired by the SEC and are
not intended to forecast or be indicative of thegilole future performance of our common stock. ditegh assumes that all dividends have
been reinvested (to date, we have not declaredetids).
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Dividend Policy

Concurrently with our recapitalization and termioatof our S corporation status in March 2006, & cash distribution to our
stockholders in an aggregate amount of $51.7 milkehich included our final S corporation distrilout in the amount of $1.7 million. We
currently intend to retain any future earningsit@afmce the growth and development of our busirestwe do not anticipate that we will
declare or pay any cash dividends on our commark stothe foreseeable future. Any future determorato pay cash dividends will be at the
discretion of our Board of Directors and will bepgadent upon our financial condition, results ofm@pions, capital requirements, restrictions
under any existing indebtedness and other fadber8bard of Directors deems relevant.

Sales of Unregistered Securities
None.

Use of Proceeds from Sales of Registered Securities

On February 14, 2007, we completed the initial mublfering of our common stock, pursuant to whieé sold 8,000,000 shares of our
common stock and the selling stockholders soldgamesgate of 3,500,000 shares of our common stobicfwincluded 1,500,000 shares sold
by the selling stockholders pursuant to the exerofs¢he underwriters’ over-allotment option) a thitial public offering price of $10.00 per
share. The shares of common stock sold in thein§fevere registered under the Securities Act oagsstration statement on Form S-1 (File.
No. 33:-138379) that was declared effective by the SEEeahruary 8, 2007. RBC Capital Markets Corporatiimmas Weisel Partners LLC,
Piper Jaffray & Co., and JMP Securities LLC were tb-managing underwriters for the offering.
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The aggregate purchase price of the shares sald bythe offering was $80.0 million. The aggregaiechase price of the shares sold by
the selling stockholders was $35.0 million. We #melselling stockholders paid to the underwriterdarwriting discounts and commissions
totaling $5.6 million and $2.5 million, respectiyein connection with the offering. In addition, \ieeurred additional expenses of
approximately $2.9 million in connection with théesing. After deducting the underwriting discouaisd commissions and offering expenses,
we received net proceeds from the offering of apipnately $71.5 million. We did not receive any peeds from the sale of shares by the
selling stockholders.

Approximately $28.0 million of the net proceedsnfrthe offering was used to repay our outstandidettedness under two term loans
for approximately $18.0 million and $10.0 milligmayable to our commercial lender. In addition, $8ilion of the net proceeds from the
offering was paid on the notes payable to the fost@ckholders of Partsbin. Except for the paynuérsuch debt, none of the net proceeds
from the offering were paid directly or indirectly any of our directors or officers (or their adates) or persons owning ten percent or more of
any class of our equity securities or to any otféliate, other than in the form of wages or s@amand bonuses paid out in the ordinary course
of business. In March 2007, a class action lawsa filed alleging violations of federal securitlaw/ in connection with our initial public
offering. The Company entered into a settlement¢@ment in this regard in May 2008. In July 2008, @ompany funded the settlement
consideration to an escrow account totaling $3Maniwhich was court approved in October 2008 antsequently disbursed. See Note 12 of
Notes to the Consolidated Financial Statementsai IF of this report. The remaining net proceedsrf the offering have been investec
investmentgrade securities and cash equivalents. We willrrdteoad discretion over the use of the net proseedeived from our initial publ
offering. The amount and timing of our actual exglijtires may vary significantly depending on a nundfedactors, including, but not limited
to, the growth of our sales and customer baseytreeof efforts we make to build our brand and ste@ents in our business.

Purchases of Equity Securities by the Issuer and fiiated Purchaser
We did not repurchase any of our outstanding ecégturities during the most recent quarter covbyetthis report.
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ITEM 6. SELECTED FINANCIAL DATA

The following selected financial information asawfd for the dates and periods indicated have beewed from our audited consolidated
financial statements. The information set fortholels not necessarily indicative of results of fetoperations, and should be read in
conjunction with “Management’s Discussion and As&yof Financial Condition and Results of Operatian Part II, Iltem 7 of this report and
our consolidated financial statements and relatgdsincluded elsewhere in this report.

Years Ended December 31,
2004 2005 2006 (1) 2007 2008
(in thousands, except share and per share data)

Consolidated Statements of Operations Date

Net sales $ 40,65¢ $  59,69¢ $ 120,06( $ 160,95 $ 153,42
Cost of sale: 21,33¢ 34,82¢ 78,57¢ 107,13: 100,86¢
Gross profil 19,32« 24.,86¢ 41,48 53,82t 52,55¢
Operating expense
General and administrative ( 3,59¢ 7,25¢ 9,59/ 18,58 18,23
Marketing 4,52¢ 5,802 15,10: 21,55 22,96¢
Fulfillment 2,99( 4,357 4,96: 7,557 9,11¢
Technology T7€ 86¢ 1,332 1,981 3,642
Amortization of intangibles and impairment loss 8 17 5,092 8,35( 28,32¢
Total operating expens 11,89¢ 18,29¢ 36,08: 58,03: 82,28:
Income (loss) from operatiol 7,42¢ 6,571 5,40¢ (4,207%) (29,729
Other income (expense), r 36 85 (1,35%) 1,14¢ 1,00(
Income (loss) before income tax 7,461 6,65¢ 4,04¢ (3,059 (28,729
Income tax provision (benefi 32¢ (163 55C 53¢ (11,829
Net income (loss $ 7,13 % 6,81¢ $ 3,49¢ $ (859) $ (16,900
Basic net income (loss) per shi $ 054 % 0.52 $ 0.24 $ 015 % (0.57)
Diluted net income (loss) per sh: $ 05¢ % 0.52 $ 0.17 $ 019 % (0.57)
Shares used in computation of basic net incoms)(lost
share 13,200,00 13,200,00 14,437,65 28,274,02 29,846,75
Shares used in computation of diluted net incomssil
per share 13,200,00 13,200,00 19,990,43 28,274,02 29,846,75

(1) 2006 includes the results of Partshin, which wagised in May 2006, and is not reflected in prieripds.
(2) 2007 includes a reserve of $4.5 million for theusgies litigation settlement fee and associategeases
(3) 2008 includes a $23.4 million n-cash impairment charge on goodwill and intangilsieets
December 31

2004 2005 2006 2007 2008
(in thousands)

Consolidated Balance Sheet Dat¢

Cash and cash equivalel $ 2130 $1,35: $ 2,381 $ 19,39¢ $32,47:
Working capital (deficit)(1, 1,662 3,27 (11,219 40,42: 36,01
Total asset 13,117 14,48 69,91( 110,05¢  90,43(
Notes payable to stockholde — — 5,00( 1,00( —
Long-term debt (excluding notes payable to stockholdadscurrent portion 83 357 20,78¢ 48 —
Stockholder’ equity 5,96( 5,23¢ 20,61: 91,64 77,52:

(1) 2008 excludes $6.5 million of investments which evezclassified to lor-term due to illiquidity in the marke
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ITEM 7. MANAGEMENT 'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AN D RESULTS OF OPERATIONS

The following discussion of our financial conditiand results of operations should be read togetbithy our consolidated financial
statements and related notes included in Partt#&ml15 of this report. This discussion containsveind-looking statements that involve risks
and uncertainties. As a result of many factorshsag those set forth under the section entitledskRiactors” in Item 1A and elsewhere in this
report, our actual results may differ materiallypfn those anticipated in these forward-looking steats.

We are one of the largest online providers of aftgket auto parts, including body parts, enginéspand performance parts and
accessories. Our user-friendly websites providéooosrs with a broad selection of SKUs, with dethjpeoduct descriptions and photographs.
Our proprietary product database maps our SKUsddyzt applications based on vehicle makes, madtelsyears. We principally sell our
products to individual consumers through our neknafrwebsites and online marketplaces. Our flagstépsites are located at
www.autopartswarehouse.candwww.partstrain.com We believe our strategy of disintermediatingtiiaglitional auto parts supply chain ¢
selling products directly to customers over thetnét allows us to more efficiently deliver produtd our customers while generating higher
margins.

Our History. We were formed in 1995 as a distributor of afterket auto parts and launched our first websi@0i@0. We rapidly
expanded our online operations, increasing the mambSKUs sold through our@mmerce network, adding additional websites, agtgihe
Partsbin business, improving our Internet marketirgficiency and commencing sales in online markegs. As a result, our business has
grown since 2000, generating net sales of $153lébmfor the year ended December 31, 2008.

International Operationsin April 2007, we entered into a purchase agreerttehting in-house certain sales and customer cervi
employees based in the Philippines who were progidupport to us through our outsourced call ceprigvider, Access Worldwide. Under the
terms of this purchase agreement, approximatelyeh®®oyees of Access Worldwide were given the ojymitly to become employees of our
Philippines subsidiary and join our existing direntployees in the Philippines. As of the closinghig transaction, approximately 171 of the
Access employees had agreed to transition overgoteemployment by our Philippines subsidiary, asdf December 31, 2008 we had 583
employees. The purchase price for the right to inedhis assembled workforce was approximately $dillion. In addition to our Philippines
operations, we own a Canadian subsidiary to fatdisales of our products in Canada which currdratt/no employees. We believe that the
cost advantages of our offshore operations prowvideith the ability to grow our business in a ceective manner, and we expect to continue
to add headcount and infrastructure to our offsloperations.

AcquisitionsFrom time to time, we may acquire certain busingssebsites, domain names, or other assets. DREO§, we acquired
several websites and domain name assets. In M&y, 2 completed the acquisition of Partsbin, whagpanded our product offering, and
enhanced our ability to reach more customers. HutsBin acquisition significantly increased our saes and added a complementary, drop-
ship order fulfillment method, and operations im&da. We may pursue additional acquisition oppdiasin the future to increase our share
of the aftermarket auto parts market or expandooatiuct offerings.

Basis of Presentation

Net SalesOnline and offline sales represent two differetésahannels for our products. We generate onktesales primarily through
the sale of auto parts to individual consumersughoour network of e-commerce websites and onliagketplaces. E-commerce sales are
derived from our network of websites, which are pamy owned and operated. E-commerce and onlineatpdake sales also include inbound
telephone sales through our call center that supploese sales channels. Online marketplaces t@nsigrily of sales of our products on
online auction websites, where we sell throughianstas well as through storefronts that we mainbai these thirgharty owned websites. O
offline sales channel represents our distributibproducts directly to commercial customers byisglauto parts to collision repair shops
located in Southern California. Our offline salésenel also includes the distribution of our Koalé/mirror line to auto parts distributors
nationwide. To understand revenue generation thrawg network of eommerce websites, we monitor several key busimegscs, including
the following:

. Unique Visitors A unique visitor to a particular website representsser with a distinct IP address that visits gaaticular website.
We define the total number of unigue visitors igien month as the sum of unique visitors to edauo websites during that
month. We measure unique visitors to understanddheme of traffic to our websites and to track #ffectiveness of our online
marketing efforts. The number of unique visitors historically varied based on a number of factoiduding our marketing
activities and seasonality. We believe an incréasmique visitors to our websites will result in mcrease in the number of orders.
We seek to increase the number of unique visitomut websites by attracting repeat customers mpdaving search engine
marketing and other Internet marketing activit
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. Total Number of OrderiWe monitor the total number of orders as an indicaf revenue trends. We recognize revenue assok
with an order when the products have been shippetsistent with our revenue recognition policy d&sed in Critical Accounting
Policies” below.

. Average Order ValueAverage order value represents our net sales tecagorders basis for a given period of time didithy the
total number of orders recorded during the sammegeaf time. We seek to increase the average aalele as a means of increas
net sales. Average order values vary depending apamber of factors, including the componentsuwfproduct offering, the
order volume in certain online sales channels, o-economic conditions, and the general level of cditipe online.

Cost of Sale<Cost of sales consists of the direct costs assatiaith procuring parts from suppliers and delimgrproducts to custome!
These costs include product costs offset by pusctasounts, freight and shipping costs and warshgupplies.

General and Administrative Expensgeneral and administrative expense consists piiynafradministrative payroll and related expen
payment processing fees, legal and professions) &sortization of software and other administetests.

Marketing Expenseéviarketing expense consists of online advertisirgngyp Internet commerce facilitator fees and otlleetising costs
as well as payroll and related expenses assoaidtedur marketing catalog, customer service, aldsspersonnel. These costs are generally
variable and are typically a function of net sales.

Fulfillment Expenserulfillment expense consists primarily of payratidarelated costs associated with our warehousecgtegsé and our
purchasing group, facility rent, building maintenandepreciation and other costs associated witmiory management and our wholesale
operations.

Technology Expens&echnology expense consists primarily of payroll aglated expenses of our information technologgqanel, the
cost of hosting our servers, communications expeand Internet connectivity costs, computer supgadtsoftware development.

Amortization of Intangibles and Impairment Lo&mortization of intangibles and impairment loss sists primarily of the amortization
expense associated with certain intangibles arzhecash impairment loss recorded as a result dP#rtsbin business.

Other Income (Expense), N&ther income (expense), net consists primarilyhtdriest income on investments and interest expemse!
outstanding loan balances and capital leases.

Critical Accounting Policies and Estimates

Our consolidated financial statements have begmapee in accordance with accounting principles galyeaccepted in the United States
(“U.S. GAAP"). The preparation of our financial &eents requires us to make estimates and assumsptiat affect the reported amounts of
assets, liabilities, net sales, costs and expeasesell as the disclosure of contingent assetdiabitities and other related disclosures. We |
our estimates on historical experience and on uarather assumptions that we believe to be reasmoaler the circumstances, the results of
which form the basis for making judgments aboutyéag values of our assets and liabilities thatraoereadily apparent from other sources. In
many instances, we could have reasonably usedeatiffaccounting estimates. Actual results coultedffom those estimates, and we include
any revisions to our estimates in our resultsfiergeriod in which the actual amounts become known.
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We believe the critical accounting policies desetitbbelow affect the more significant judgments astiimates used in the preparation of
our consolidated financial statements. Accordintiigse are the policies we believe are the mastalrio aid in fully understanding and
evaluating our historical consolidated financiahdition and results of operations:

Revenue RecognitioWWe recognize revenue from product sales when thenfimg four revenue recognition criteria are nygtrsuasive
evidence of an arrangement exists, shipment hagect; the selling price is fixed or determinahhel @ollectability is reasonably assured.

We evaluate the criteria of Emerging Issues Taskd-¢'EITF”) No. 99-19, “Reporting Revenue Gross as a Principal Versus Beina
Agent” (“EITF 99-197), in determining whether it is apypriate to record the gross amount of product sabesrelated costs or the net amount
earned as commissions. When we are the primary phligated in a transaction, are subject to inegntisk, have latitude in establishing
prices and selecting suppliers or have severahbuall of these indicators, revenue is recordesgr

Product sales and shipping revenues, net of promaltdiscounts and return allowances, are recondesh the products are shipped and
title passes to customers. Retail items sold téoousrs are made pursuant to terms and conditi@iptbvide for transfer of both title and risk
of loss upon our delivery to the carrier. Retulowaénces, which reduce product revenue by ourdmssnate of expected product returns, are
estimated using historical experience. We generaliyire payment by credit card at the point o sAmounts received prior to when we ship
goods to customers are recorded as deferred revenue

We periodically provide incentive offers to our tarsers to encourage purchases. Such offers includent discount offers, such as
percentage discounts off of current purchases #ret similar offers. Current discount offers, wretepted by our customers, are treated as a
reduction to the purchase price of the relatedstation. Current discount offers and inducemerdrefére classified as an offsetting amount in
net sales.

Fair Value Measurementt September 2006, the Financial Accounting StassiBoard (“FASB”) issued Statement of Financial
Accounting Standards (“SFAS”) No. 157Fair Value Measurements(“SFAS 157") which defines fair value, establishe framework for
measuring fair value in accordance with U.S. GAAE axpands disclosures about fair value measurasméfe have adopted the provisions of
SFAS 157 as of January 1, 2008 for financial asS##S 157 establishes a three-tier fair valueanary, which prioritizes the inputs used in
measuring fair value. These tiers include: Levekfined as observable inputs such as quoted pricedive markets; Level defined as inpul
other than quoted prices in active markets thaeaher directly or indirectly observable; and LESalefined as unobservable inputs in which
little or no market data exists, therefore req@ram entity to develop its own assumptions. We lesaduated both Level 2 and Level 3
evidence to measure the fair value of our $6.5amil{par value) of auction rate preferred secwsiff&ARPS") as of December 31, 2008. These
investments consist solely of collateralized dd#ligations supported by municipal and state agencie not include mortgage-backed
securities or student loans; have redemption feattirat call for redemption at 100% of par valuet have a current credit rating of A or AA
For the period February 13, 2008 through DecembePB08, we received partial redemptions at paswrinvestments totaling $1.3 million.
The fact that there is not an active market asexfdnber 31, 2008 to liquidate 100% of these cemaigstments was the final determination in
classifying them as Level 3. We used a discoundesth €low valuation model to estimate the fair vadfi¢he securities. As a result of the
temporary declines in fair value of our ARPS, whigh attribute to liquidity issues rather than ctésiues, we have recorded an unrealizec
of $149,000 to accumulated other comprehensiveniecloss). If our key assumptions used to determgtienated discounted cash flows
change in the future, we may be required to reedditional losses.

In February 2008, the FASB issued SFAS No. 157Efféctive Date of FASB Statement No. 18 BFAS 157-2"), which delays the
effective date of SFAS 157 to fiscal years begigrafter November 15, 2008 for all nonfinancial &s&d nonfinancial liabilities, except for
those that are recognized or disclosed at fairevaluhe financial statements on a recurring b&¥es elected the deferral allowed by SFAS 157-
2 except as related to certain intangible assqtsimad as of June 30, 2008 and December 31, 2008e&ssed in Note 2 to the consolidated
financial statements.

In February 2007, the FASB issued SFAS No. 15Be Fair Value Option for Financial Assets and Bircial Liabilities” (“SFAS 159).
SFAS 159 permits companies to choose to meastia@ atlue certain financial instruments and otibems that are not currently required tc
measured at fair value. SFAS 159 is effective iggdl years beginning after November 15, 2007. Wpted SFAS 159 on January 1, 2008
elected not to measure any additional financigtimsents or other items at fair value.
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Inventory.Inventory consists of finished goods availablegate and is stated at the lower of cost or maréketey determined using the
firstin, first out (“FIFO”) method. We purchaseveamtory from suppliers both domestically and ing&tionally, primarily in Taiwan and China.
We believe that our products are generally avaléfim more than one supplier, and we maintainipialsources for many of our products,
both internationally and domestically. We offerradal line of auto parts for automobiles from mogkrs 1965 to 2008. Because of the
continued demand for our products, we primarilychase products in bulk quantities to take advantdggantity discounts and to ensure
inventory availability. Inventory is reported ndtioventory reserves for slow moving, obsolete @ap product, which are established base
specific identification of slow moving items ancetavaluation of overstock considering anticipatddslevels. If actual market conditions are
less favorable than those anticipated by manageradditional reserves may be required. Historigallyr recorded reserve for returns has t
adequate to provide for actual returns.

Website and Software Development CoAts.capitalize certain costs associated with sogvemveloped for internal use according to
EITF No. 00-2, “Accounting for Website Development CA{tEITF 00-2") and Statement of Position 98-1Atcounting for the Costs of
Computer Software Developed or Obtained for Intekige” (“SOP 98-1"). Under the provisions of EITF 00-2caSOP 98-1, we capitalize
costs associated with website development and aodtdeveloped for internal use when both the pieéiny project design and testing stage
are completed and management has authorized fdwheing for the project, which it deems probabieampletion and to be used for the
function intended. Capitalized costs include amsulitectly related to website development and saféwdevelopment such as payroll and
payroll-related costs for employees who are diyes$isociated with, and who devote time to, therratieuse software project. Capitalization of
these costs ceases when the project is substartiimiplete and ready for its intended use.

Long-Lived Assets and Intangibl&¥e acquire tangible and intangible assets in thieabcourse of business. We evaluate the
recoverability of the carrying amount of these ldivged assets whenever events or changes in citeumoss indicate that the carrying value of
an asset may not be recoverable in accordanceSF#S No. 144, ‘Accounting for the Impairment or Disposal of Longdd Assets(“SFAS
144™). An impairment loss is recognized when theyéag value exceeds the undiscounted cash flowishated to result from the use and
eventual disposition of the asset. Impairment lesse recognized in operating earnings. We coritinuae judgment when applying these
impairment rules to determine the timing of the &inment tests, undiscounted cash flows used teassgairments, and the fair value of a
potentially impaired asset. The reasonablenessigudgments could significantly affect the cargyivelue of our long-lived assets. During the
year ended December 31, 2008, we recorded -cash impairment charge on long-lived assets taje$i1 8.3 million as further described in
Note 4 to the Consolidated Financial Statementsided in Part IV of this report. We did not recagmiany impairment losses for the ye
ended December 31, 2006 or 2007.

Goodwill and Indefinite-Lived Intangible®¥/e account for goodwill under the guidance setfantSFAS No. 142, Goodwill and Other
Intangible Asset” (“SFAS 142"), which specifies that goodwill anadiefinite-lived intangibles should not be amortizéte evaluate goodwill
and indefinite-lived intangibles for impairment an annual basis or more frequently if events aurirstances occur that would indicate a
reduction in fair value. Our annual impairmentitggtdate is October 31. In addition, we identifeedingle reporting unit (the Company itself)
in accordance with SFAS 142. The goodwill impairtniest is a two-step impairment test. The firspstempares the fair value of each
reporting unit with its carrying amount includingagwill. We estimate the fair value of the repagtimit based on an equal weighting of two
market approaches and an income approach, whiitestdiscounted future cash flows. The market agghnes utilized market multiples of
invested capital from 1) comparable publicly tradedhpanies and 2) comparable transactions. Theanarlltiples from invested capital
include revenues, total assets, book equity plbs aled earnings before interest, taxes, depreniatial amortization (‘EBITDA”).
Assumptions critical to the fair value estimatedemthe discounted cash flow model include discoatgs, cash flow projections, projected
long-term growth rates and the determination of termiadles. Management has performed a sensitivitlysiseon its significant assumptio
and has determined that a change in its assumptiithis selected sensitivity testing levels woulet impact its conclusion. If the carrying
amount exceeds fair value, then the second stépeompairment test is performed to measure theuatnaf any impairment loss by compar
the implied fair value of the reporting unit to @arrying value. We performed our annual test @9aibber 31, 2008 and passed step one.
However, due to the significant decline in the Camys stock price to a level indicating a markatitaization below book value during the
fourth quarter ended December 31, 2008, we perfommeadditional impairment analysis as of Decen3tie2008 and failed. As a result of
step two, we recorded a non-cash impairment chamggoodwill totaling $4.4 million during the yeanded December 31, 2008. We also
recorded a $0.7 million impairment loss on indeérived intangible assets as further describedadte 4 to the Consolidated Financial
Statements included in Part IV of this report. Vit rtbt recognize any impairment loss for the yesrded December 31, 2006 and 2007.
Although we believe our estimates are reasonahbdeirikey assumptions used to determine estimassbanted cash flows change in the
future, we may be required to record additionalampent charges.

Income Taxedn 1996, we elected to be taxed as an S corpor&tioincome tax purposes under provisions of therhal Revenue,
California, and Tennessee taxation codes, whichired that our income or loss be reported on tdevzidual income tax returns of our
stockholders. In addition, we were subject to inedaxes from the States of California and Tenneasesduced rates. However, MBS
Marketing, Inc., a former consolidated entity
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which was incorporated as a C corporation, wasestithp federal income taxes and franchise tax€alifornia at normal rates. MBS
Marketing, Inc. was merged into us in June 2005@msolidated with us for all periods presentediftancial reporting purposes. In
connection with our recapitalization, our S corpiom status was terminated in March 2006, and veaine a Delaware C corporation.

We account for income taxes for MBS Marketing, Jmecorporated as a C corporation, and after M&@006, for U.S. Auto Parts, in
accordance with SFAS No. 109Atcounting for Income Tax&¢“SFAS 109”). Under SFAS 109, deferred tax assetd liabilities are
recognized for the future tax consequences ataiilatto temporary differences between the finarstetement carrying amount of existing
assets and liabilities and their respective taxebabBeferred tax assets and liabilities are medausimg enacted tax rates expected to apply to
taxable income in the years in which those tempyadédferences are expected to be recovered oesethen appropriate, we establish a
valuation reserve to reduce deferred tax assetshvificludes tax credits and loss carry forwardghe amount that is more likely than not t
realized. Should future income be less than araieiph by management, we may be required to receadliation allowance against our deferred
tax assets. Based on the Company’s pre-tax bookria@nd taxable income during the past three ypamagement believes that there is
sufficient positive evidence that a valuation allowe is not needed. At December 31, 2008, the Coynipas federal and state net operating
loss carryforwards totaling $3.5 million and $2.8lion, respectively. Federal net operating lossegin to expire in 2029, while state net
operating loss carryforwards begin to expire in201

In July 2006, the FASB issued Interpretation Na.“A8counting for Uncertainty in Income Taxes-an hptetation of SFAS 109(“FIN
48"), which became effective for us on Januaryd722 FIN 48 prescribes a recognition thresholdanteasurement attribute for the financial
statement recognition and measurement of tax pasitiaken or expected to be taken in a tax rekonthose benefits to be recognized, a tax
position must be more-likely-than-not to be sustdinpon examination by taxing authorities. The amhogcognized is measured as the largest
amount of benefit that has greater than 50 petdesithood of being realized upon ultimate settlemeAs a result of the implementation of F
48, we did not recognize any material adjustmeiénliability for unrecognized income tax benefited no corresponding interest or penal
During 2008, we were under audit by the Internaldteie Service for the year ended December 31, 2086udit was resolved through
payment of a non-material sum of money for oneutaton error. The tax years 2004, 2005 and 206Yaie open to examination by the major
taxing jurisdictions to which we are subject.

Share-Based Compensatidie did not issue any stock options prior to MarfB& Effective January 1, 2006, we adopted SFAS
No. 123 (revised 2004“ Share-Based Paymeh{*SFAS 123(R)"). SFAS 123(R) requires that albsb-based compensation to employees,
including grants of employee stock options, be gaized in our financial statements based on tlesipective grant date fair values. Under this
standard, the fair value of each share-based payameard is estimated on the date of grant usingpdion pricing model that meets certain
requirements. We currently use the Black-Scholé®opricing model to estimate the fair value of share-based payment awards, with the
exception of options granted containing market @k, for which we estimate the fair value usmlylonte Carlo model. The Black-Scholes
and Monte Carlo valuation models require extenase of accounting judgment and financial estimatesyding estimates of the expected
term participants will retain their vested stockiops before exercising them, the estimated vdahatif our common stock price over the
expected term and the number of options that wiltdyfeited prior to the completion of their vegtirequirements. Application of alternative
assumptions could produce significantly differestiraates of the fair value of share-based compimmsand, consequently, the related amount
of share-based compensation expense recognizbd Ddnsolidated Statement of Operations could baee significantly different than the
amounts recorded. Prior to our initial public offfieyin February 2007, we did not have a historynafket prices of our common stock, and as
such we estimate volatility in accordance with SE@ff Accounting Bulletin No. 107 (“SAB 107") usirfgstorical volatilities of similar public
entities. The expected life of the awards is based simplified method that defines the life asakerage of the contractual term of the options
and the weighted average vesting period for alhdpenches. The risk-free interest rate assumjtidiased on observed interest rates
appropriate for the terms of our awards. The divitigield assumption is based on our history aneetgtion of paying no dividends.

Forfeitures are estimated at the time of grantrandsed, if necessary, in subsequent periods ifehddrfeitures differ from those
estimates. Share-based compensation expense reedgmiour financial statements in 2006 and théeedd based on awards that are
ultimately expected to vest. If factors change wedemploy different assumptions, share-based cosge@n expense may differ significantly
from what we have recorded in the past. If theesaary modifications or cancellations of the undagyunvested securities, we may be reqt
to accelerate, increase or cancel any remainingraed share-based compensation expense. Futueetsdsed compensation expense and
unearned share-based compensation will increas$e textent that we grant additional equity awaeodsmployees or we assume unvested
equity awards in connection with acquisitions.
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Valuation at the Time of GrariVe have granted to our employees options to puecbasimon stock at exercise prices equal to the fair
market value of the underlying common stock attitme of each grant, which is the closing market@f our common stock. Prior to our
initial public offering in February 2007, the commstock price was determined by our Board of Doext

Under provisions of SFAS 123(R), we recognized $886, $2.2 million and $2.9 million of share-basedtpensation expense for the
years ended December 31, 2006, 2007 and 2008 ctesgde. At December 31, 2008, the total compemseatiost related to unvested st-
based awards granted to employees and non-empiiingetors under our equity incentive plans butyedtrecognized was approximately $6.5
million, net of estimated forfeitures of approxiralgt$4.0 million. This cost will be amortized ovemweighted-average period of approximately
2.85 years and will be adjusted for subsequentgg®gmim estimated forfeitures.

Recent Accounting Pronouncements

In December 2007, the FASB issued SFAS No. 14ligeeh2007), ‘Business Combinatiorig“SFAS 141R"), which replaces SFAS
No. 141,* Business Combinatiorisand establishes principles and requirements dov the acquirer of a business recognizes and mesgur
its financial statements the identifiable assetpiaed, the liabilities assumed, and any non-cdlirigpinterest in the acquiree. SFAS 141R also
provides guidance for recognizing and measuringytewill acquired in the business combination detérmines what information to discli
to enable users of the financial statements touat@lthe nature and financial effects of the bssimembination. This statement applies
prospectively to business combinations for whiahdbquisition date is on or after the beginnintheffirst annual reporting period beginning
on or after December 15, 2008. Early adoption ASE41R is prohibited. We will apply SFAS 141R to/acquisition occurring after
January 1, 2009.

In April 2008, the FASB issued FASB Staff Positi@ASP”) No. 142-3, ‘Determination of the Useful Life of Intangible AssSg“FSP
142-3"). FSP 142-3 amends the factors an entitylshoonsider in developing renewal or extensiomaggions used in determining the useful
life or recognized intangible assets under SFAS T new guidance applies prospectively to inilalegassets that are acquired individually
or with a group of other assets in business contibimaand asset acquisitions. FSP 142-3 is effedtiv financial statements issued for fiscal
years and interim periods beginning after DecembeR008. Early adoption is prohibited. We do nqiext the adoption of FSP 1-3 will
have a material effect on its financial positiom aesults of operations.

In March 2008, the FASB issued Statement of Firedrtcounting Standard (“SFAS”) No. 1@Djsclosures about Derivative
Instruments and Hedging Activities, an amendmeRtABB Statement No. 1(“SFAS 161"). SFAS 161 requires entities that mélderivative
instruments to provide qualitative disclosures ahbeir objectives and strategies for using suslriments, as well as any details of credit-
risk-related contingent features contained witténichtives. SFAS 161 also requires entities told&eadditional information about the
amounts and location of derivatives located withia financial statements, how the provisions of SA83 have been applied, and the impact
that hedges have on an entity’s financial positiorancial performance and cash flows. SFAS 16dffisctive for fiscal years and interim
periods beginning after November 15, 2008, withyeapplication encouraged. We anticipate the adoptf SFAS 161 will not have a matel
impact on its financial position or results of ogigwns.
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Results of Operations
The following table sets forth selected statemémperations data for the periods indicated, exg@dsas a percentage of net sales:

Years Ended December 31,

2006 2007 2008
Net sales 100.(%  100.(% 100.(%
Cost of sale 65.4 66.€ 65.7
Gross profi 34.€ 33.4 34.:
Operating expense
General and administrati\ 8.C 11.5 11.¢
Marketing 12.€ 134 15.C
Fulfillment 4.1 4.7 5.9
Technology 11 1.2 2.4
Amortization of intangibles and impairment I 4.3 5.2 18.t
Total operating expens: 30.1 36.C 53.7
Income (loss) from operatiol 45 (2.6) (219.9
Other income (expense
Other income 0.1 — —
Interest income (expense), 1 (1.2 0.7 0.€
Other income (expense), r (1.2 0.7 0.€
Income (loss) before income tax 34 (1.9 (18.9)
Income tax provision (benefi 0.5 0.3 (7.8)
Net income (loss 2.9% 2.2% (11.0%

Year Ended December 31, 2007 Compared to Year Erdecember 31, 2008
Net Sales and Gross Marg

Year Ended December 31

2007 2008 $ Change % Change
(in thousands)
Net sales $160,95 $153,42- $(7,537) (4.7%
Cost of sale: 107,13: 100,86¢ (6,267) (5.8%
Gross profit $ 53,828  $5255f  $(1,269 (2.4%
Gross margit 33.4% 34.2% 0.S%

Net sales decreased $7.5 million, or 4.7%, foryéer ended December 31, 2008 compared to the pdadédecember 31, 2007. This
decrease was primarily attributable to a decreaseii online sales of $4.4 million, or 3.1%, andearease of $3.1 million, or 19.0%, in our
offline business, which consists of our Kool-Vuettlavholesale operations. Our online business ctsnsigwo sales channels, e-commerce
and online marketplaces. Our e-commerce channkidas a network of e-commerce websites supportezlibgall-center sales agents who
generate cross-sell and up-sell opportunities.ddline marketplaces consist primarily of auction ather third-party websites.

E-commerce sales decreased $4.9 million, or 4.0%119.3 million in the year ended December 31828impared to $122.6 million in
the year ended December 31, 2007. The total nuoflmir e-commerce orders remained relatively coasts/ear over year but our average
order value was $128 and $124 for the years endegmber 31, 2007 and 2008, respectively. The deiliaverage order value was primarily
attributable to a reduction in the number of higtheltar items ordered and a reflection of unfavéegaxTonomic conditions in the second half of
2008, which has adversely impacted retail salgeireral. During 2009, we plan to expand our prodattgories.
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Online marketplace sales increased $0.5 millior2.8%, to $21.0 million for the year ended Decen8%r2008 compared to $20.5
million for the prior year due to more efficient mbandising strategies.

Net sales from our offline business decreased B8libn, or 19.0%, to $13.1 million for the yearaad December 31, 2008, compared to
the prior year. This decrease in net sales wasgpiliyrdue to reduced purchases from a significastamer in the second half of 2008. We
anticipate that sales from our wholesale operatigtiontinue to decline as a percentage of nissim the future.

We have historically experienced seasonality inlmiginess. We expect seasonality to continue urdutears as automobile collisions
during inclement weather create increased demantbiy parts in winter months, and consumers aftetrertake projects to maintain and
enhance the performance of their automobiles irstibemer months. We anticipate that seasonalityowititinue to have a material impact on
our financial condition and results of operatioosthe foreseeable future.

Gross profit was $52.6 million or 34.3% of net sdier the year ended December 31, 2008, compar®83® million or 33.4% of net
sales in the prior year. The 0.9% increase in gmesgin for the year ended December 31, 2008 cosdp@arthe prior year was primarily due
lower product costs, and a change in product mhigber margin products, which was partially offsgthigher freight costs. During 2008, we
successfully negotiated improved pricing with oupliers which resulted in lower inventory costarttthe previous year. Freight expense as a
percentage of sales increased due to higher fuethatges in the first half of 2008. In 2008, we emxgnced and expect to continue to
experience an increase in price competition, whinlid result in increased pressure on our grosgimsr

General and Administrative Expense

Year Ended December 31,

2007 2008 $ Change % Change
(in thousands)
General and administrative expel $ 18,58 $ 18,23 $ (359 (1.9%
Percent of net sal¢ 11.5% 11.9% 0.4%

General and administrative expense decreased $8b8r0L.9%, for the year ended December 31, 2068eaced to the year ended
December 31, 2007 primarily due to the $4.5 milliocurred in settlement and legal fees associaféhdtive securities class action lawsuit in
2007 which was partially offset by a) an increak$108 million in personnel costs related to therlg of additional personnel to support our
growth as well as severance expense related togaarent changes, $500,000 of which was derived #ioane-based compensation expense;
b) an increase of $900,000 in accounting, legalathdr professional fees primarily due to costsiired for compliance related matters for
operating as a public company; and c) a $1.1 milierease in depreciation and amortization faermally-developed software that was placed
into production in 2008.

During the year ended December 31, 2008, sharedlzasepensation expense increased by $0.7 milliomgpily due to stock options
granted to newly hired personnel. Share-based cosatien expense was determined in accordance W3 23(R). Based on options
outstanding as of December 31, 2008, we expeetdognize $6.5 million in additional expense in filllowing periods:

Year ending December 31, 20 $2,73¢
Year ending December 31, 20 1,87:
Year ending December 31, 20 1,21¢
Year ending December 31, 20 704

$6,53(
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Marketing Expens

Year Ended December 31

2007 2008 $ Change % Change
(in thousands)
Marketing expens $ 21,55: $ 22,96¢ $1,41¢ 6.€%
Percent of net sal¢ 13.4&% 15.(% 1.€%

Marketing expense increased $1.4 million, or 6.63%6the year ended December 31, 2008 comparecetgethr ended December 31,
2007. As a percentage of net sales, marketing egpecreased 1.6% to 15.0% for the year ended Dieee8i, 2008 compared to the prior-
year primarily due to $1.7 million of increased gmminel costs in our offshore operations; $600,d00gher depreciation expense; partie
offset by a decrease of $1.1 million in advertisiogts due to our implementation of a more focus®tlefficient paid search strategy.

Fulfillment Expens:

Year Ended December 31,

2007 2008 $Change % Change
(in thousands)
Fulfillment expenst $ 7,551 $ 9,11¢ $ 1,55¢ 20.6%
Percent of net sale 4.7% 5.%9% 1.2%

Fulfillment expense increased $1.6 million, or 20,8or the year ended December 31, 2008 compartktprior year. As a percentage
of net sales, fulfillment expense increased 1.2%.%86 for the year ended December 31, 2008 prigndtié to a $800,000 increase in
additional payroll related costs, which included@®00 in severance; a $200,000 increase in ogpatted fulfillment center costs; and
$500,000 higher depreciation expense.

Technology Expense

Year Ended December 31,

2007 2008 $ Change % Change
(in thousands)
Technology expens $ 1,98 $ 3,64: $1,65¢ 83.2%
Percent of net sal¢ 1.2% 2.4% 1.2%

Technology expense increased $1.7 million, or 83f8%the year ended December 31, 2008 compar#tktprior year. The increase in
both periods was due to increased investmentsritegtinology platform with increased headcountaumdourced IT consultants. During 20
we hired additional IT personnel and increasedstment in our overall technology platform to impeasur internal processes, increase
visibility of operating trends, and improve ourgdnig process and warehouse management systems.

Amortization of Intangibles and Impairment L«

Year Ended December 31,

2007 2008 $ Change % Change
(in thousands)
Amortization of intangibles and impairment Ic $ 8,35( $ 28,32¢ $19,97¢ 239.2%
Percent of net sale 5.2% 18.5% 13.2%

Amortization of intangibles and impairment lossrgmsed $20.0 million, or 239.2%, primarily due tooem-cash impairment charge
during 2008 totaling $4.4 million on goodwill and$%0 million on intangible assets primarily asstaiawith the Partsbin business, which we
acquired in May 2006. For further discussion réfeour SFAS 142 and SFAS 144 disclosures in théc@lAccounting Policies section. We
estimate aggregate amortization expense relatéebse intangibles for the years ending Decembe?®19, 2010, 2011, 2012 and thereafter to
be approximately $600,000, $200,000, $200,000, $@@0and $200,000, respectively.
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Other Income (Expense), Net

Year Ended December 31

2007 2008 $ Change % Change
(in thousands)
Other income (expense), r $ 1,14¢ $ 1,00( $ (14§ (12.9%
Percent of net sal¢ 0.7% 0.7% 0.0%

Other income (expense), net decreased $148,002.9% for the year ended December 31, 2008 comparie prior year primarily di
to $700,000 lower interest income from decreasést@rest rates, which was partially offset by 8&H00 reduction of interest expense due to
the repayment of approximately $28.0 million of dumg-term indebtedness upon completion of ourahfiublic offering in February 2007.

Income Tax Provision (Benef

Year Ended December 31,

2007 2008 $ Change % Change
(in thousands)
Income tax provision (benefi $ 53¢ $ (11,82) $(12,36()  (2297.9%
Percent of net sal¢ 0.3% (7.7% (8.0) %

The decrease in income tax provision (benefit)ruthe year ended December 31, 2008 was primauiytd the tax effect of the $4.4
million and $19.0 million impairment losses on gaodwill and intangible assets, respectively. Tia temporary timing difference as we
expect to reduce our cash paid for taxes overdimaining asset life of twelve years for tax purgose
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Year Ended December 31, 2006 Compared to Year Erdecember 31, 2007
Net Sales and Gross Margin

Year Ended December 31,

2006 2007 $Change % Change
(in thousands)
Net sales $120,06( $160,95° $40,89° 34.1%
Cost of sale: 78,57 107,13. 28,55¢ 36.5%
Gross profil $ 41,487 $ 53,82¢ $12,33¢ 29.7%
Gross margit 34.6% 33.4% (1.2%

Net sales increased $40.9 million, or 34.1%, ferytbar ended December 31, 2007 compared to theepdad December 31, 2006. This
increase was primarily the result of the acquisitid Partsbin in May 2006, which added a signifiaammber of SKUs for performance parts,
accessories and engine parts to our product offerin

E-commerce sales increased $33.1 million, or 37.0%122.6 million in the year ended December 31 72@8mpared to $89.5 million
the year ended December 31, 2006. The total nuoftmir e-commerce orders increased to 1.2 milliaecgd orders in 2007, with an average
placed order value of $128 for the year ended Déeer@l1, 2007. Online marketplace sales increasetiridlion, or 29.6%, to $20.6 million
for the year ended December 31, 2007 compared3® $iillion for the year ended December 31, 2006 ihcrease in both e-commerce and
online marketplace sales was primarily due to tharibution from Partsbin sales since its acquisiin May 2006 and increased monthly
unique visitors to our websites.

Net sales of our Kool-Vue product line increased$tillion, or 22.7%, to $9.8 million for the yeanded December 31, 2007 compared
to $7.9 million for the year ended December 31,8200t declined as a percentage of net sales. Tt&seno significant change in wholesale
sales for 2007 compared to 2006.

While gross profit increased largely as a functibthe increase in net sales, gross margin decim@@07 primarily due to the full-year
inclusion of Partshin drop-ship products, whicherafly carry lower gross margins, and in part duthe expansion of sales in our online
marketplaces to include additional lower gross nmagdgop-shipped products. In addition, during 200@,successfully negotiated improved
pricing with our suppliers which resulted in lowieventory costs than the previous year. Cost afjfrieincreased in absolute dollars as a result
of the increase in net sales, however, freight Bgpas a percentage of sales remains consistén2006.
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General and Administrative Expense

Year Ended December 31

2006 2007 $ Change % Change
(in thousands)
General and administrative expel $ 9,594 $ 18,58 $8,99: 93.7%
Percent of net sal¢ 8.0% 11.5% 3.5%

General and administrative expense increase $9liomior 93.7%, for the year ended December 3072€bmpared to the year ended
December 31, 2006 primarily due to the $4.5 milliocurred in settlement and legal fees associatédtive preliminary settlement of the
securities class action lawsuit; an increase d $#llion in personnel costs related to the hiragfgdditional personnel to support our growth
and public company requirements, $1.1 million ofchhwas derived from share-based compensation sgpamn increase of $781,000 in
accounting, legal and other professional fees piiyndue to costs incurred for compliance relatestters for operating as a public company,
which were not incurred in the prior period; anrease of $723,000 in merchant fees due to highereosales, although merchant fees
remained relatively constant as a percentage ofaies; an increase of $524,000 in public compelated expenses, such as insurance and
non-employee director costs; and a $231,000 inergelsank and license fees and other expensesnttease in general and administrative
expense was partially offset by a decrease in soévamortization of $882,000.

During the year ended December 31, 2007, sharedlzasepensation expense increased by $1.3 milliomgpily due to stock options
granted to newly hired personnel. Share-based cosagien expense was determined in accordance WS 23(R).

Marketing Expense

Year Ended December 31,

2006 2007 $ Change % Change
(in thousands)
Marketing expens $ 15,10: $ 21,55 $6,44¢ 42.7%
Percent of net sal¢ 12.€% 13.2% 0.8%

Marketing expense increased $6.5 million, or 42.#the year ended December 31, 2007 compardtetgdar ended December 31,
2006 primarily due to a $3.2 million increase imgmanel costs related to the expansion of our @gtdhternet marketing and call center teams,
$188,000 of which was derived from shéx@sed compensation expense; an increase of $didmil advertising costs related to the expan
of our online marketing efforts, primarily in theea of paid search, as well as increased markséngces of $811,000; and an increase in
operational expenses, such as rent, utilities @milettiation of $390,000. The increases in persaametloperating expenses were directly
related to the completion of our acquisition of Biglippines sales force from our outsourced prewid April 2007 and included the transition
of 171 employees to direct employment. The purclpaise for this assembled workforce was approxityehé.7 million. Of this amount,
approximately $400,000 was included in marketingesse during the first three months of 2007. Tineaiaing $1.3 million was capitalized
an intangible asset in accordance with SFAS 142nalhébe amortized over seven years.

Fulfillment Expense

Year Ended December 31,

2006 2007 $ Change % Change
(in thousands)
Fulfillment expenst $ 4,968 $ 7,551 $ 2,59/ 52.2%
Percent of net sal¢ 4.1% 4. 7% 0.6%

Fulfillment expense increased $2.6 million, or 32,3or the year ended December 31, 2007 compartitbtpear ended December 31,
2006, primarily due to a $1.9 million increase ergonnel costs, $78,000 of which was derived frbares-based compensation expense; an
increase of $412,000 in operational expense sucknasnd utilities and an increase of $306,008epreciation expense, primarily a result of
our expansion of warehouse and purchasing persemsepport our increased direct distribution offpenance parts and accessories.

33



Table of Contents

Technology Expense

Year Ended December 31

2006 2007 $ Change % Change
(in thousands)
Technology expens $ 1,332 $ 1,987 $ 65E 49.2%
Percent of net sal¢ 1.1% 1.2% 0.1%

Technology expense increased $655,000 or 49.2%héoyear ended December 31, 2007 compared tcetireended December 31, 20
primarily due to higher communication fees of $8®D, to support the expanded communications infragire; an increase of $163,000 in
computer-related support expense; and an incrde&kE66,000 in personnel costs, offset by a $12@8ease in share-based compensation
expense. During 2007, we hired additional progransraed increased investment in our overall techmofgatform to improve our internal
controls, increased visibility of operating trenisproved our pricing process and warehouse managesystems and completed the rollout of
our Unified Catalog.

Amortization of Intangibles

Year Ended December 31,

2006 2007 $ Change % Change
(in thousands)
Amortization of intangible: $ 5,09Z $ 8,35( $ 3,25¢ 64.(%
Percent of net sale 4.3% 5.2% 0.%%

Amortization of intangibles increased $3.3 millian,64.0%, primarily due to the intangible assetjuired pursuant to the acquisition of
Partsbin completed in May 2006 and the assemblekferce in April 2007.

Other Income (Expense), Net

Year Ended December 31,

2006 2007 $ Change % Change
(in thousands)
Other income (expense), r $(1,358 $ 1,14¢ $2,50¢ 184.5%
Percent of net sal¢ (1.1)% 0.7% 1.8%

Other income (expense), net increased $2.5 milboi1,84.6% for the year ended December 31, 200'peaoed to the year ended
December 31, 2006 primarily due to a $1.6 millinarease in interest income related to higher catdmbes as a result of cash proceeds from
our initial public offering in February 2007 ané&.1 million decrease in interest expense primatilg to the repayment of approximately
$28.0 million of our long-term indebtedness upomptetion of our initial public offering. This incase was patrtially offset by a $146,000
decrease in other income.

34



Table of Contents

Quarterly Results of Operations

The following tables present unaudited quartersuhes of operations, in dollar amounts and as aguegage of net sales, for the last eight
guarters. This information has been derived fromunaudited consolidated financial statements asddeen prepared by us on a basis
consistent with our audited consolidated finanstatements and includes all adjustments, consistihgof normal recurring adjustments,
which management considers necessary for a fadeptation of the information for the periods présdnHowever, the sum of the four
guarters in a given year may not agree to the dmasalts due to rounding within certain quarters.

Three Months Ended
Mar. 31, June 30, Sept. 30, Dec. 31, Mar. 31, June 30, Sept. 30, Dec. 31,
2007 2007 2007 2007 2008 2008 2008 2008
(in thousands, except share and per share dat

Consolidated Statement of Income Data

Net sales $ 43,748 $ 42,11 $ 37,78¢  $ 37,31t $ 40,00¢ $ 43,10¢ $ 36,55¢ $ 33,75¢
Cost of sale: 30,07« 28,32] 24,09¢ 24,63t 26,25¢ 28,51¢ 24,48t 21,607
Gross profit 13,66¢ 13,78t 13,69: 12,68( 13,75( 14,587 12,06¢ 12,14¢
Operating expense
General and administratiy 2,87¢ 3,65¢ 3,18¢ 8,872 4,62% 4,58¢ 4,17 4,852
Marketing 5,90( 4,927 4,917 5,81¢ 5,961 6,63¢ 5,24( 5,12¢
Fulfillment 1,715 1,86: 1,92( 2,05¢ 2,08¢ 2,377 2,322 2,32¢
Technology 44¢ 507 43¢ 593 684 787 1,041 1,13(
Amortization of intangibles and impairment
loss 2,05¢ 2,10(¢ 2,097 2,09¢ 2,09¢ 20,54: 36E 5,321
Total operating expens: 12,99¢ 13,04 12,55¢ 19,43¢ 15,46: 34,92¢ 13,13¢ 18,75¢
Income (loss) from operatiol 672 74C 1,13¢ (6,755 (1,717 (20,34)) (1,069 (6,607)
Other income (expense
Other income (expens 2 3 3 3 2 2 (22) 54
Interest income (expense), | (280) 54E 38¢ 483 27C 234 23¢€ 222
Other income (expense), r (27¢) 54¢ 392 48€ 272 23€ 21€ 27¢€
Income (loss) before income tax 39t 1,28¢ 1,527 (6,269 (1,439 (20,109 (859) (6,337)
Income tax provision (benefi 16C 51F 632 (77)) (564) (8,042 (362) (2,854
Net income (loss $ 23E $ 77 0% 894 $ (5,499 $ 875 $ (12,069 $ (49) ¢ (3,479)
Basic net income (loss) per shi $ 0.01 $ 0.0z $ 0.0: $ 0.15) $ 0.03 $ 040 $ 0.0z $ (0.12)
Diluted net income (loss) per sh¢ $ 0.01 $ 0.0z $ 0.0: $ 0.2¢) $ 0.09) % 0.40 % (0.0 % (0.12)
Shares used in computation of basic net incoms)|
per share 23,491,85 29,832,92 29,837,53 29,846,75 29,846,75 29,846,75 29,846,75 29,846,75
Shares used in computation of diluted net income
(loss) per shar 26,564,60 29,853,34 30,009,89 29,846,75 29,846,75 29,846,75 29,846,75 29,846,75
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Three Months Ended

Mar. 31, June 30 Sept. 30 Dec. 31 Mar. 31, June 30 Sept. 30 Dec. 31
2007 2007 2007 2007 2008 2008 2008 2008

As a Percent of Net Sales
Net sales 100.(% 100.(% 100.(% 100.(% 100.(% 100.(% 100.(% 100.(%
Cost of sale: 68.¢ 67.% 63.€ 66.C 65.€ 66.2 67.C 64.C
Gross profil 31.2 32.7% 36.2 34.C 34.£ 33.¢ 33.C 36.C
Operating expense

General and administrati\ 6.6 8.7 8.4 23.¢ 11.€ 10.€ 11.4 14.£

Marketing 13.t 11.7 13.C 15.€ 14.¢ 15.4 14.: 15.2

Fulfillment 3.9 4.4 5.1 5.E 5.2 5.5 6.4 6.S

Technology 1.C 1.2 1.2 1.€ 1.7 1.8 2.8 3.3

Amortization of intangibles and impairment Ic 4.7 5.C 5.5 5.€ 5.2 47.7 1.C 15.¢
Total operating expens: 29.7 31.C 33.2 52.1 38.€ 81.C 35.€ 55.€
Income (loss) from operatiol 15 1.7 3.C (18.1) (4.2 (47.2) (2.9 (19.¢)
Other income (expense

Other income 0.C 0.C 0.C 0.C 0.C 0.C (0.7 0.2

Interest income (expense), | (0.6) 1.3 1.C 1.3 0.7 0.5 0.7 0.€
Other income (expense), r (0.6) 1.3 1.C 1.3 0.7 0.5 0.6 0.8
Income (loss) before income tax 0.9 3.C 4.C (16.€) (3.5) (46.7) 2.9 (18.¢)
Income tax provision (benefi 0.4 1.2 1.6 (2.7) (1.4 (18.7) (1.0) (8.5)
Net income (loss 0.5% 1.8% 24% (14.)% 2.)% (28.0% (1.3% (10.9%

Beginning in the third quarter of 2007, we implensehstrategies such as reducing unprofitable revstr@ams including international
and special order sales, strategic price increaseswe successfully negotiated beneficial purclpaises with our suppliers. These strategies
improved direct costs for certain products. Howetlegse reductions in cost were offset by increpiiel prices and shipping costs. In the
fourth quarter of 2008, we renegotiated our freigdntracts and incurred lower fuel prices, whiclpiaved our gross margins in the fourth
quarter of 2008. The hiring of our new CEO in O&oB007, the preliminary shareholder litigatiortlsetent amount of $4.5 million chargec
December 2007, continued investment in key perdahreughout 2008 and higher professional feegedlto public company requirements,
resulted in higher general and administrative egpeRulfillment expense increased throughout 2008asily as a result of the investment in
key personnel and higher payroll-related costg@paration for the opening of our distribution egrdn the East Coast and additional costs
incurred related to our outsourced fulfillment aantvhich will be closed in 2009. In the second tmdth quarters of 2008, we incurred $18.4
million and $5.0 million, respectively in impairmeonsses on our goodwill and intangible assetschvig discussed more fully in Note 4 in F
IV of this report.

We expect that our revenue, operating results asl flows generally will vary from quarter to quartlepending on a variety of factors,
including but not limited to the following:

. fluctuations in the demand for aftermarket autds:

. price competition on the Internet or among offlie&ailers for auto part:

. our ability to attract visitors to our websites arhvert those visitors into custome

. our ability to offer a broad range of aftermarketcaparts;

. our ability to maintain and expand our supplier digdribution relationships

. the effects of seasonality on the demand for cadcts;

. our ability to accurately forecast demand for ooduicts and maintain appropriate inventory lev

. our ability to build and maintain customer loyal

. the success of our bre-building and marketing campaigr

. technical difficulties, system downtime or Interedbwnouts
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. the amount and timing of operating costs and cbgigaenditures relating to expansion of our busneperations an
infrastructure

. general economic, industry and market conditions;

. government regulations related to use of the Imstefor commerce, including the application of exigttax regulations to Intern
commerce and changes in regulations

Liquidity and Capital Resources
Sources of Liquidity

We have historically funded our operations fromhcgsnerated from operations, credit facilities,kand stockholder loans, an equity
financing and capital lease financings. We hadalarice outstanding under our bank line of crediingu2008. In connection with the
transition of our commercial banking relationstoptnew bank in the fourth quarter of 2008, we elied our line of credit effective
December 31, 2008.

Cash Flows

We had cash and cash equivalents of $32.5 milkoof ®@ecember 31, 2008, representing a $9.6 mitliecrease from $42.1 million of
liguid assets as of December 31, 2007. The decirase cash and cash equivalents as of Decemh&0®B was primarily due to a
reclassification of $6.4 million of our investmeimsARPS to longerm and a $3.4 million payment related to our géeas litigation settlemer
in July 2008.

Operating Activities

We generated $3.0 million of net cash from opegg#iativities for the year ended December 31, 2008&. significant components of ce
flows from operating activities were a net los$b6.9 million; an increase of $11.7 million in detsl tax assets primarily related to the tax
benefit from the impairment loss on our intangibke$3.3 million net change in other current asaattliabilities, which primarily related to
the $3.4 million settlement in our securities clasgon litigation; offset by $8.6 million in norash depreciation and amortization expense;
$23.4 million of a non-cash impairment loss on geitidcand intangibles; and $2.9 million of non-castihck-based compensation expense.

Investing Activities

Cash provided by investing activities during tharyended December 31, 2008 totaled $11.2 milliahwas primarily attributable to our
net change in investments of $16.2 million in AREE purchases of $5.0 million of property and enngipt and other intangible assets.

Financing Activities

Cash used in financing activities during the yeatezl December 31, 2008 totaled $1.0 million and pvasarily due to repayments ma
on notes payable.

Funding Requirements

We had working capital of $36.0 million as of Ded®#n31, 2008, which was primarily due to cash gateer from our initial public
offering. The historical seasonality in our busedsring the fourth and first calendar quartersaifth year cause cash and cash equivalents,
inventory and accounts payable to be generallydrighthese quarters, resulting in fluctuationsum working capital. We anticipate that funds
generated from operations and our existing casimial of $32.5 million will be sufficient to meetrouorking capital needs and expected
capital expenditures for at least the next twelaaths. Our future capital requirements may, howewanry materially from those now planned
or anticipated. Changes in our operating plansefdan anticipated net sales, increased expensgbar events, including those described in
“Risk Factors,” may cause us to seek additionat delequity financings in the future. Financing nmaot be available on acceptable terms, on a
timely basis, or at all, and our failure to raiskequate capital when needed could negatively immacgrowth plans and our financial condit
and results of operations. In addition, our $6.Hiomi (fair value) of ARPS investments as of Dec&mB1, 2008 were classified as long-term
investments as a result of failed auctions anddiguissues and we may not have immediate acecef®ose funds.
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We opened a new distribution center on the Eass@nahe first quarter of 2009, which is expediedesult in a significant capital
investment in that quarter. We expect to incur apnately $2.0 million in facility start-up costshieh includes a new warehouse technology
platform and up to an additional $3.0 million favéntory. We are also accelerating our technolaggstments in an effort to improve our
websites, operating systems and backend platfaifesanticipate these decisions will increase ounrietogy costs as a percentage of sales as
well as increase our capitalized software and welildvelopment costs over the next several quarters

Off-Balance Sheet Arrangements
We have no off-balance sheet arrangements.

Contractual Obligations
The following table sets forth our contractual cabligations and commercial commitments as of Ddmar31, 2008.

Payment Due By Period (in thousands)

Less thar More than
Contractual Obligations: Total 1 year 1-3 years 3-5 years 5 years
Capital lease obligatior $ 47 $ 471 0 — $ — $ —
Operating lease obligatiol 2,121 48€ 81t 82( —
Total $2,16¢ $ 53¢ $ 81t $ 82C $ —

Operating Lease ObligationsgCommitments under operating leases relate priyn@riour lease on our principal facility in Carson
California and our distribution center in Chesapegakrginia.

Seasonality

We believe our business is subject to seasonalfitions. We have historically experienced higlees of body parts in winter months
when inclement weather and hazardous road conditiguically result in more automobile collisionsdaan increased demand for body parts.
Partsbin, with its focus on engine parts, perforoegparts and accessories, has historically expariehigher sales in the summer vacation
months when consumers have more time to undertakve projects to maintain and enhance the perémce of their automobiles and the
warmer weather during that time is conducive fatsprojects. We expect the historical seasonalityds to continue to have a material img
on our financial condition and results of operasion

Inflation

Inflation has not had a material impact upon owerafing results, and we do not expect it to hawh sun impact in the near future. We
cannot assure you that our business will not beffeeted by inflation in the future.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

Market risk represents the risk of loss that magdnt our financial position, results of operationgash flows due to adverse changes in
financial commodity market prices and rates. Weexigosed to market risk primarily in the area adrafpes in United States interest rates and
conditions in the credit markets. We also have serposure related to foreign currency fluctuatioffe. do not have other derivative financial
instruments. Under our current policies, we dousa interest rate derivative instruments to maexgesure to interest rate changes. We
attempt to increase the safety and preservati@uoinvested principal funds by limiting defaulskj market risk and reinvestment risk. We
mitigate default risk by investing in investmenade securities.

Interest Rate Rislll of our investments are classified as availafolesale and therefore reported on the balancet shiewarket value.
Our investment securities consist of high-grade 8R&s of December 31, 2008, our lotggm investments included $6.4 million (fair valwd
investments in ARPS, which consist of high-gradeo(AAA rated) collateralized debt obligations isduby municipal and state agencies. Our
ARPS have an interest rate that is reset in shtgtials through auctions. The recent conditiorthénglobal credit markets have prevented
some investors from liquidating their holdings dRRS because the amount of securities submitteshferhas exceeded the amount of purc
orders for these securities. If there is insuffitidgemand for the securities at the time of aniangcthe auction may not be completed and the
interest rates may be reset to predetermined higites. When auctions for these securities fadl itlvestments may not be readily convertible
to cash until a future auction of these investmenssiccessful or they are redeemed or maturkel€tedit ratings of the security issuers
deteriorate and any decline in market value isrd@teed to be other-than-temporary, we would be ireguto adjust the carrying value of the
investment through an impairment charge.

On February 13, 2008, we were informed that theas insufficient demand at auctions for four of bigh-grade ARPS, representing
approximately $7.8 million. As a result, these etfiéel securities are currently not liquid and thenest rates have been reset to the
predetermined higher rates. For the period Febrbiay2008 through December 31, 2008, we have redeiartial redemptions at par on all
four ARPS totaling $1.3 million with a remainingieipal balance on our ARPS of $6.5 million.

In the event we need to access the funds thahame illiquid state, we will not be able to do sithout the possible loss of principal, until
a future auction for these investments is successtiney are redeemed by the issuer. At this tima@nagement has not obtained sufficient
evidence to conclude that these investments areiiegpor that they will not be settled in the shert, although the market for these
investments is presently uncertain. If we are unébisell these securities in the market or theynat redeemed, then we may be required to
hold them indefinitely. We do not have a need tweas these funds for operational purposes forateséeable future. We will continue to
monitor and evaluate these investments on an ogdusis for impairment or for a short-term to Idegm reclassification. Based on our abi
to access our cash and other short-term investimamt&xpected cash flows, and our other sourceagif, we do not anticipate that the
potential illiquidity of these investments will afft our ability to execute our current business pttowever, due to the illiquidity of the mark
we have recorded $149,000 of unrealized lossesiomeestment portfolio as of December 31, 2008.

Foreign Currency RislkOur purchases of auto parts from our Asian supphee denominated in U.S. Dollars and a chandeeifidreign
currency exchange rates could impact our prodwstsaaver time. Our financial reporting currencyhis U.S. Dollar and changes in exchange
rates significantly affect our reported results andsolidated trends. For example, if the U.S. &oNeakens year-over-year relative to
currencies in our international locations, our adidated net sales, gross profit, and operatingrgps will be higher than if currencies had
remained constant. Likewise, if the U.S. Dollaestithens year-over-year relative to currenciesiimirernational locations, our consolidated
net sales, gross profit, and operating expenseédgibwer than if currencies had remained constaat operating expenses in the Philippines
are generally paid in Philippine Pesos and asxbbange rate fluctuates, it adversely or favoralyacts our operating results. In light of the
above, we believe that a fluctuation of 10% inBeso/U.S. Dollar exchange rate would have appraeima $1.0 million impact on our
operating expenses for the year ended Decemb@088, Our Canadian website sales are denominat€drnadian Dollars; however,
fluctuations in exchange rates from these operatioould have only a nominal impact on our operatesplts. We also believe it is important
to evaluate our operating results and growth agésre and after the effect of currency changes.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The financial statements required by this lteme3sat forth in Part IV, Item 15 of this report earé hereby incorporated into this Item 8
by reference. The quarterly financial informati@guired by this Item 8 is set forth in Item 7 abtheport and is hereby incorporated into this
Item 8 by reference.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL DISCLOSURE
None.

ITEM 9A(T). CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and proceduresydesi to provide reasonable assurance that infoomagiquired to be disclosed in
reports filed with the SEC under the Securitieshgxge Act of 1934, as amended (the “Exchange Aisttgcorded, processed, summarized
and reported within the specified time periods, #rad such information is accumulated and commuedtto management, including its Chief
Executive Officer and Chief Financial Officer, gspeopriate, to allow timely decisions regardinguiegd disclosure. Our management, with
the participation of our Chief Executive Officerda@hief Financial Officer, evaluated the effectiges of our disclosure controls and
procedures as of December 31, 2008 pursuant toEalel5 and 15d5 of the Exchange Act. Based on that evaluatioen GEO and CFO ha
concluded that, as of such date, our disclosur&agrand procedures were effective to meet theativies for which they were designed and
generate at the reasonable assurance level.

Management’'s Report on Internal Control Over Finandal Reporting

Our management is responsible for establishingnagidtaining adequate internal control over finah@gorting (as defined in Rule 13a-
15(f) under the Securities Exchange Act of 1934raended). We assessed the effectiveness of eun@htcontrol over financial reporting as
of December 31, 2008, based on the “Internal Cortrdntegrated Framework” issued by the Committe8monsoring Organizations of the
Treadway Commission (the “COSO framework”). Thisessment was conducted utilizing our documentatigrolicies and procedures, risk
control matrices, gap analysis, key process walktthhs and management’s knowledge of and interaetith its controls and testing of our
key controls.

However, management does not expect that our disidacontrols and procedures or our internal cootrer financial reporting will
prevent or detect all error and fraud. Any congydtem, no matter how well designed and operagduhsed upon certain assumptions and can
provide only reasonable, not absolute, assuraratétthobjectives will be met. Further, no evaloatof controls can provide absolute assurance
that misstatements due to error or fraud will ntwr or that all control issues and instancesaidy if any, within the Company have been
detected.

A material weakness is a deficiency, or combinatibdeficiencies, in internal control over finarlaieporting, such that there is
reasonable possibility that a material misstatero&éptr annual or interim financial statements wit be prevented or detected on a timely
basis. Based on such assessment and criteria, Brapagthas concluded that the internal control émancial reporting were effective, and
were operating at the reasonable assurance lewélZacember 31, 2008.

This Annual Report on Form 10-K does not includeatiastation report of our registered public actimgnfirm regarding internal control
over financial reporting. Managemesteport was not subject to attestation by oursteged public accounting firm pursuant to temporaigs
of the SEC that permit us to provide only managetaeaport in this Annual Report.

Changes in Internal Control Over Financial Reporting

The Company monitors and evaluates on an ongoisig fia internal control over financial reportimgdrder to improve its overall
effectiveness. In the course of these evaluatitvesCompany modifies and refines its internal psses as conditions warrant. As required by
Rule 13a-15(d), the Company’s management, incluttiegChief Executive Officer and the Chief Finah€#ficer, also conducted an
evaluation of the Company’s internal
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control over financial reporting to determine wheethhiny changes occurred during the quarter endedrbteer 31, 2008 that have materially
affected, or are reasonably likely to materiallieaf, the Companyg' internal control over financial reporting. Basedthat evaluation, there t
been no such change during the period coveredibyehort except as described below.

Remediation of December 31, 2007 Material Weakness

As of December 31, 2007, management determinedhibet was a material weakness related to thediabstatement close process due
in part to the lack of experienced, knowledgeatdéf,sncomplete documentation and review of thmaficial statement close process and
deficiencies in our information technology genemhtrols.

To address the material weakness relating to ttanfiial statement close process, the following thatien activities were implemented
by management during 2008:

. We hired several key accounting and experienced S@¥ssionals during the year ended December(18;:

. Developed more robust accounting policies and ghaxees, which provide the framework for the accauntilose process. We
implemented several changes including a detaileskectalendar and task list and we formalized thieweprocess; the accounting
group has also received periodic training and ltde@rly defined roles and responsibiliti

. An Internal Audit department was created that $pomsible for documenting and evaluating interealtiols, executing an annt
internal audit plan starting in 2009 and performéghoc audits as requested by the Audit Commitied

. We hired additional information technology managetnicluding a Chief Information Officer and Chigéchnology Officer, who
improved, documented and tested our informatiohrtelogy general control environme

Management concluded that the above control enhagets implemented during 2008 successfully remeditite material weakness
relating to the financial statement close processfdecember 31, 2008.

ITEM9B. OTHER INFORMATION
None.
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PART IlI

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNA NCE

(a) Identification of DirectorsThe information under the caption “Election of @iters,” appearing in the Proxy Statement for thedai
Meeting of Stockholders to be held May 5, 2009 ¢¥8r Statement”), is hereby incorporated by refeeenc

(b) Identification of Executive Officers and Certaig@ficant Employeed he information under the caption “Executive Conmgaion
and Other Information—Executive Officers,” appegrin the Proxy Statement, is hereby incorporatedefigrence.

(c) Compliance with Section 16(a) of the Exchange But. information under the caption “Section 16(ah&&ial Ownership Reporting
Compliance,” appearing in the Proxy Statementgeigby incorporated by reference.

(d) Code of Ethics The information under the caption “Corporate Gaaace,” appearing in the Proxy Statement, is heimtorporated
by reference.

(e) Audit Committee The information under the caption “Corporate Goeece — Board Committees and Meetings — Audit
Committee,” appearing in the Proxy Statement, relweincorporated by reference.

ITEM 11. EXECUTIVE COMPENSATION

The information under the captions “Executive Corgagion and Other Information” and “Compensatiom@uttee Report,” appearing
in the Proxy Statement, is incorporated hereindigrence.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

The information under the captions “Equity CompéiogaPlans” and “Ownership of Securities by Certaemeficial Owners and
Management,” appearing in the Proxy Statemenhdsrporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

The information under the captions “Corporate Goaece — Director Independence” and “Certain Retatiips and Related
Transactions,” appearing in the Proxy Statemercisrporated herein by reference.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information under the caption “Fees Paid tepehdent Registered Public Accounting Firm,” apipgan the Proxy Statement, is
incorporated herein by reference.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES
(a) Documents filed as part of this report:

(1) Financial Statementg he following financial statements of U.S. Auto BaXetwork, Inc. are included in a separate sedaifahis
Annual Report on Form 10-K commencing on the pagisenced below:

Page
Report of Ernst & Young LLP, independent registegpedlic accounting firn F-1
Consolidated Balance Sheets as of December 31, &@D200¢ F-2
Consolidated Statements of Operations for eacheoftiree years in the period ended December 3B F-3
Consolidated Statements of Stockhol’ Equity for each of the three years in the periodeghDecember 31, 20( F-4
Consolidated Statements of Cash Flows for eacheofttree years in the period ended December 3B, F-5
Notes to Consolidated Financial Stateme F-6

(2) Financial Statement Schedules

All schedules have been omitted because they daneqoired or the required information is includeaur consolidated financial
statements and notes thereto.

(3) Exhibits.
The following exhibits are filed herewith or incomated by reference to the location indicated below

Exhibit No. Description

2.1 Acquisition Agreement dated May 19, 2006 by and @gnd.S. Auto Parts Network, Inc. and Partsbin,,lon.the one
hand, and The Partsbin.com, Inc., All OEM Parts,,IRower Host, Inc., Auto Parts Web Solutions,,Iké¢eb Chat
Solutions, Inc., Everything Internet, LLC, Richd&dPine, Lowell E. Mann, Brian Tinari and Todd Daegy, on the other
hand

3.1 Second Amended and Restated Certificate of Incatjmor of U.S. Auto Parts Network, Inc. as filedlwihe Delawar:
Secretary of State on February 14, 2007 (incorpdrby reference to Exhibit 3.1 to the Annual Reporform 10-K filed
with the Securities and Exchange Commission onl&p12007)

3.2 Amended and Restated Bylaws of U.S. Auto Parts Newnc. (incorporated by reference to Exhibit &2he Annual
Report on Form 1-K filed with the Securities and Exchange Commisgiampril 2, 2007,
4.1* Specimen common stock certifici
10.1+* U.S. Auto Parts Network, Inc. 2006 Equity IncentRian
10.2+* Form of Stock Option Agreement under the U.S. ARaots Network, Inc. 2006 Equity Incentive Pl
10.3+* Form of Notice of Grant of Stock Option under th&SUAuto Parts Network, Inc. 2006 Equity IncentRlan.
10.4+* Form of Acceleration Addendum to Stock Option Agneait under the U.S. Auto Parts Network, Inc. 2006igy Incentive
Plan.
10.5+* U.S. Auto Parts Network, Inc. 2007 Omnibus Plan famohs of agreemen
10.8+* Offer Letter of Employment dated May 19, 2006 bd &etween U.S. Auto Parts Network, Inc. and Richrirng
10.9+* Non-Competition Agreement dated May 19, 2006 by andrajiid.S. Auto Parts Network, Inc. and Richard Pirayell
Mann, Brian Tinari and Todd Daughe
10.10* Shareholde' s Release dated May 19, 2006 by and between U 18.Parts Network, Inc. and Richard P
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Exhibit No. Description

10.23* Commercial Lease Agreement dated January 1, 20@hdpetween U.S. Auto Parts Network, Inc. and@héoe Enterprise:
LLC

10.24* Standard Industrial/Commercial Mi-Tenant Leas— Gross dated October 1, 2006 by and between U.S. Raitts Network
Inc. and Margay 2003, LL!

10.25* Standard Industrial/Commercial Multi-Tenant Leasesress dated July 12, 2004 by and between U.S. Ratts Network,
Inc. and Isadore Socrans

10.26* Lease dated November 30, 2004 by and between WiB. Parts Network, Inc. and William Co:

10.27¢° Catalog License and Parts Purchase Agreement Natesimber 20, 2006 by and between U.S. Auto Partwdig, Inc. and
WORLDPAC, Inc.

10.28+’ Employment Agreement dated January 2007 by anddeetwl.S. Auto Parts Network, Inc. and Michael JCloe

10.29t* Services Agreement dated October 3, 2006 by avaedest U.S. Auto Parts Network, Inc. and Efficienbrirer, Inc.

10.32+ Offer Letter of Employment dated January 1, 200@bg between U.S. Auto Parts Network, Inc. and Houdkhavar

10.33+’ Form of Indemnification Agreement for Officers aDdectors

10.34+ Indemnification Agreement dated March 3, 2006 by between U.S. Auto Parts Network, Inc. and Freddearmar

10.35* Deeds of Assignment and Declarations of Trust eteet8eptember 2006 regarding MBS Tek Corporatiockstransfel

10.39 Purchase Agreement, dated April 20, 2007, by anohgntu.S. Auto Parts Network, Inc., Access Worldw@ismmunications,
Inc. and their respective Philippine affiliatescinporated by reference to Exhibit 10.1 to the @arr Report on Form 10-Q
filed with the Securities and Exchange Commissioiviay 15, 2007

10.40 Lease Agreements, dated August 8, 2007, by and g@i@8 Tek Corporation and Roshan Commercial Cango¢porated
by reference to Exhibit 10.1 to the Quarterly Reépor Form 10-Q filed with the Securities and Exaj@Commission on
August 2, 2007

10.41 Form of Supplier Agreement entered into between U.S. Auto Parts Biétwnc. and certain of its U.S. based supplies
primary drop-ship vendors (incorporated by refeestacExhibit 10.2 to the Quarterly Report on For@aQ filed with the
Securities and Exchange Commission on August 27%

10.42+ Employment Agreement dated October 12, 2007 betweBnAuto Parts Network, Inc. and Shane Evangéfisorporated b
reference to Exhibit 99.2 to the Current ReporForm 8-K filed with the Securities and Exchange @dasion on
October 17, 2007

10.43+ Non-Qualified Stock Option Agreement dated October2l®)7 between U.S. Auto Parts Network, Inc. and 8harangelis
(incorporated by reference to Exhibit 99.3 to theré€nt Report on Form 8-K filed with the Securiteesd Exchange
Commission on October 17, 20(

10.44+ Non-Qualified Stock Option Agreement dated October2l®)7 (performance grant) between U.S. Auto Paetsvirk, Inc.
and Shane Evangelist (incorporated by referen&xkabit 99.4 to the Current Report on Form 8-Kdilith the Securities
and Exchange Commission on October 17, 2

10.45+ 2007 New Employee Incentive Plan (incorporateddignence to Exhibit 99.5 to the Current Report omF&-K filed with
the Securities and Exchange Commission on Octobe2d07)

10.46 Lease Agreement, dated October 11, 2007, by aneeleetMBS Tek Corporation and Averon Holding Corpiora

(incorporated by reference to Exhibit 10.1 to theaferly Report on Form 10-Q filed with the Sedestand Exchange
Commission on November 14, 20(
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Exhibit No.

10.47+

10.54+

10.55

10.56

10.57

10.58+

10.59

10.60+

10.61

10.62+

10.63+

10.64+

10.65+

10.66
21.1*
23.1
31.1

31.2

Description

2008 Base Salaries and Target Bonuses of Certdice®f (incorporated by reference to Exhibit 1@1he Current Report «
Form ¢-K filed with the Securities and Exchange Commissiar-ebruary 4, 200¢

Employment Agreement, dated April 3, 2008, betw#senCompany and Aaron Coleman (incorporated byeafs tc
Exhibit 10.1 to the Current Report on For-K filed with the Securities and Exchange CommissiarApril 3, 2008

Support Continuity Agreement, dated April 28, 2008tween the Company and Alexander Adegan (incatpdrby
reference to Exhibit 10.1 to the Current ReporfForm 8-K filed with the Securities and Exchange @ussion on April 28,
2008)

Consulting Agreement, dated April 28, 2008, amdreg€@ompany, uParts.com, Inc. and Alexander Adegaorporated b
reference to Exhibit 10.2 to the Current ReporfFomm 8-K filed with the Securities and Exchange @assion on April 28,
2008)

Non-Incentive Stock Option Agreement, dated April 2808, between the Company and Alexander Adeganrfiocated b
reference to Exhibit 10.3 to the Current ReporfFomm 8-K filed with the Securities and Exchange @assion on April 28,
2008)

Non-Qualified Stock Option Agreement, dated May 15,208y and between the Company and Shane Evan
(incorporated by reference to Exhibit 10.1 to ther€nt Report on Form 8-K filed with the Securiteesd Exchange
Commission on May 15, 200

Stipulation of settlement in the matter entitledré U.S. Auto Parts Network, Inc. Securities Latign, Case No. CV 07-
2030-GW (JC) (incorporated by reference to ExHibitl to the Quarterly Report on Form 10-Q filedhatie Securities and
Exchange Commission on November 6, 2C

Separation Agreement and Release of Claims, da¢edrdber 9, 2008, between the Company and Michd&tGlane
(incorporated by reference to Exhibit 10.1 to ther€nt Report on Form 8-K filed with the Securitéesd Exchange
Commission on December 9, 20(

Consulting Agreement, dated December 9, 2008, katwiee Company and Michael J. McClane (incorporhteceference 1
Exhibit 10.2 to the Current Report on For-K filed with the Securities and Exchange CommissiarDecember 9, 200

2009 Base Salaries and Target Bonuses of Certdice®f (incorporated by reference to Exhibit 1@1he Current Report «
Form ¢-K filed with the Securities and Exchange Commissianlanuary 9, 200!

Employment Agreement, dated February 16, 2009 letwlee Company and Theodore Sanders (incorporgtesfdrence t
Exhibit 10.62 to the Current Report on For-K filed with the Securities and Exchange Commis&arF-ebruary 17, 200!

Non-Qualified Stock Option Agreement, dated February2D®9, between the Company and Theodore Sandersgorate
by reference to Exhibit 10.63 to the Current Reparform 8-K filed with the Securities and Exchaf@®mmission on
February 17, 200¢

Non-Qualified Stock Option Agreement (performance gratted February 16, 2009, between the Companyrhaddore
Sanders (incorporated by reference to Exhibit 1@a#e Current Report on Formk8filed with the Securities and Exchar
Commission on February 17, 20(

Lease agreement dated December 16, 2008 by anddretS. Auto Parts Network, Inc. and Ashley Indkawver, LLC
Subsidiaries of U.S. Auto Parts Network, |
Consent of Independent Registered Public Accourking

Certification of the principal executive officerqired by Rule 13-14(a) or 15-14(a) of the Securities Exchange Act
1934, as amende

Certification of the principal financial officer geired by Rule 13a-14(a) or 13@Ka) of the Securities Exchange Act of 1¢
as amende
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Exhibit No. Description
32.1 Certification of the Chief Executive Officer reqgedt by 18 U.S.C. Section 1350, as adopted pursagdedtion 906 of th
Sarbane-Oxley Act of 200z
32.2 Certification of the Chief Financial Officer reged by 18 U.S.C. Section 1350, as adopted pursaéedtion 906 of th

Sarbane-Oxley Act of 200z

* Incorporated by reference to the exhibit of the sammber from the registration statement on Fo-1 of U.S. Auto Parts Network, In
(File No. 33:-138379) initially filed with the Securities and Evange Commission on November 2, 2006, as amel!

+  Indicates a management contract or compensatomnygslarrangemer

U.S. Auto Parts Network, Inc. has been grantedidenfial treatment with respect to certain portiohthis exhibit (indicated b
asterisks), which have been separately filed withSecurities and Exchange Commiss
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the regigthas duly caused this report on
Form 10-K to be signed on its behalf by the undgrsd, thereunto duly authorized.

Date: March 26, 200 U.S. AUTO PARTS NETWORK, INC.

By: /sl SHANE EVANGELIST
Shane Evangeli:
Chief Executive Office

POWER OF ATTORNEY

We, the undersigned officers and directors of B0 Parts Network, Inc., do hereby constitute apgoint Shane Evangelist and
Theodore Sanders, and each of them, our true aridllattorneys-in-fact and agents, each with fallyer of substitution and resubstitution, for
him and in his name, place and stead, in any drdyphcities, to sign any and all amendments ®réport, and to file the same, with exhibits
thereto, and other documents in connection thehewiith the Securities and Exchange Commissiomtigrg unto said attorneys-in-fact and
agents, and each of them, full power and authtoiyo and perform each and every act and thingisggur necessary to be done in and about
the premises, as fully to all intents and purpaseke might or could do in person, hereby, ratffyand confirming all that each of said
attorneys-in-fact and agents, or his substituteudistitutes, may lawfully do or cause to be dongitiye hereof.

Pursuant to the requirements of the Securities &xga Act of 1934, this report on Form 10-K has bsgned below by the following
persons on behalf of the registrant in the capecaind on the dates indicated:

Signature Title Date
/sl SHANE EVANGELIST Chief Executive Officer and Director March 26, 2009
Shane Evangeli (principal executive officer)
/sl THEODORE SANDERS Chief Financial Officer March 26, 2009
Theodore Sande (principal financial and accounting officer)
/s/ ROBERT J. MAJTELES Chairman of the Board March 26, 2009
Robert J. Majtele
/s/ JOSHUA L. BERMAN Director March 26, 2009
Joshua L. Berma
/s/ FREDRIC W. HARMAN Director March 26, 2009
Fredric W. Harmat
/s/ SOL KHAZANI Director March 26, 200¢
Sol Khazan
/s/l MEHRAN NIA Director March 26, 200¢
Mehran Nia
/sl WARREN B. PHELPS I Director March 26, 200¢
Warren B. Phelps Il
/s/ JEFFREY A. SCHWART. Director March 26, 200¢
Jeffrey A. Schwart:
/s/ ELLEN F. SIMINOFF Director March 26, 200¢

Ellen F. Siminoft
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INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

Report of Ernst & Young LLP, independent registegpedlic accounting firn

Consolidated Balance Sheets as of December 31,&0D200¢

Consolidated Statements of Operations for eacheoftiree years in the period ended December 3B,
Consolidated Statements of Stockhol’ Equity for each of the three years in the periodeshDecember 31, 20t
Consolidated Statements of Cash Flows for eacheoftiree years in the period ended December 3B,

Notes to Consolidated Financial Stateme
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders
U.S. Auto Parts Network, Inc.

We have audited the accompanying consolidated balgineet of U.S. Auto Parts Network, Inc. (the Canyp as of December 31, 2007
and 2008, and the related consolidated stateméojzeoations, stockholders’ equity and cash floarsefach of the three years in the period
ended December 31, 2008. These financial stateraeathe responsibility of the Company’s managent@uat responsibility is to express an
opinion on these financial statements based omodits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamiogUnited States). Those
standards require that we plan and perform thet amdbtain reasonable assurance about whethdindoecial statements are free of material
misstatement. We were not engaged to perform ait @futhe Company’s internal control over finanaiaporting. Our audits included
consideration of internal control over financigbogting as a basis for designing audit procedurasare appropriate in the circumstances, but
not for the purpose of expressing an opinion oreffectiveness of the Company’s internal contrarofinancial reporting. Accordingly, we
express no such opinion. An audit also includesréxiag, on a test basis, evidence supporting theusms and disclosures in the financial
statements, assessing the accounting principlesarsg significant estimates made by managementeaaidating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the financial statements referr@adlbove present fairly, in all material respedts,¢onsolidated financial position of U.S.
Auto Parts Network, Inc. at December 31, 2007 &@@B2and the consolidated results of its operatiobsits cash flows for the three years in
the period ended December 31, 2008, in conformitly W.S. generally accepted accounting principles.

/sl ERNST & YOUNG LLF

Los Angeles, California
March 26, 2009
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Assets
Current asset:
Cash and cash equivalel
Marketable securitie
Accounts receivable, n
Inventory, ne
Deferred income taxe
Other current asse
Total current asse
Property and equipment, r
Intangible assets, n
Goodwiill
Deferred income taxe
Investment:
Other noncurrent asse

Total asset

Liabilities and Stockholders’ Equity

Current liabilities:
Accounts payabl
Accrued expense
Notes payabl

U.S. AUTO PARTS NETWORK, INC. AND SUBSIDIARIES

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

Capital leases payable, current por

Other current liabilitie:

Total current liabilities

Capital leases payable, less current pot

Total liabilities

Commitments and contingenci

Stockholder equity:

Common stock, par value $0.001; 100,000,000 sleart®rized at December 31, 2007 and 2008; 29,84t

shares issued and outstanding as of December G7,&8@ 200t

Additional paic-in capital

Accumulated other comprehensive income (It

Accumulated defici

Total stockholderl equity

Total liabilities and stockholde’ equity

See accompanying notes.

F-2

December 31,

2007 2008
$ 19,39¢ $ 32,47¢
22,65( —

2,907 1,35¢
11,19° 10,94
831 2,09t
1,80¢ 2,09(
58,78¢ 48,92
6,94¢ 8,20:
26,441 3,02¢
14,20: 9,772
3,56: 14,06
— 6,351
11¢ 94
$110,05¢ $ 90,43(
$ 810 $ 5,70
7,822 5,66:
1,00( —
73 47
1,367 1,49¢
18,36t  12,90¢
48 —
18,41  12,90¢
30 30
143.22. 146,40t
317 (88)
(51,929 (68,829
9164 77,52
$110,05¢ $ 90,43(
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U.S. AUTO PARTS NETWORK, INC. AND SUBSIDIARIES

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

Net sales
Cost of sale
Gross profil
Operating expense
General and administrative(
Marketing(1)
Fulfillment(1)
Technology(1
Amortization of intangibles and impairment Ic
Total operating expens
Income (loss) from operatiol
Other income (expense), n
Loss from disposition of asse
Other income
Interest incomt
Interest expens
Other income (expense), r
Income (loss) before income tax
Income tax provision (benefi
Net income (loss

Basic net income (loss) per shi
Diluted net income (loss) per sh

Shares used in computation of basic net incoms)(lesr shar
Shares used in computation of diluted net incomss{l per shar

(1) Includes sha-based compensation expense related to option gemfsllows:

General and administrative expel
Marketing expens

Fulfillment expens:t

Technology expens

See accompanying notes.

Years Ended December 31,

2006 2007 2008
$ 120,06( $ 160,95 $ 153,42
78,57: 107,13 100,86¢
41,48; 53,82¢ 52,55¢
9,59 18,58 18,23¢
15,10: 21,55 22,96t
4,96: 7,557 9,11¢
1,332 1,987 3,642
5,092 8,35( 28,32¢
36,08 58,03 82,28:
5,40¢ (4,207 (29,729
(5) — —
157 11 38
95 1,677 962
(1,605 (540) —
(1,35 1,14¢ 1,00¢
4,04¢ (3,059 (28,729
55C 53¢ (11,827)
$  3,49¢ $ (359) $ (16,900
$ 0.24 $ (0.1 $ (0.57)
$ 0.17 $ (0.19 % (0.57)
14,437,65 28,274,02 29,846,75
19,990,43 28,274,02 29,846,75

Years Ended December 31

2006 2007 2008
$ 582 $ 1,64¢ $ 2,181
171 35¢ 344
25 103 14¢
78 67 227
$ 85€ $ 2,17¢ $ 2,901




Table of Contents

Balance, December 31, 2005
Net income
Final S corporation distributic

U.S. AUTO PARTS NETWORK, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
(in thousands, except share data)

Undistributed earnings related to terminated S

corporation statu
Recapitalization distributio
Contributions
Issuance of common stor
Issuance of preferred sto
Issuance of warran
Shar-based compensatic

Issuance of common stock in connection wit

business acquisitio
Fractional shares cancelled due to stock
Effect of changes in foreign currenc

Total comprehensive incon
Balance, December 31, 20C
Net loss

Issuance of shares in connection with IPO, r

of fees
Conversion of preferred stos

Issuance of shares in connection with exerci

of stock options
Shar-based compensatic
Effect of changes in foreign currenc

Total comprehensive lo:
Balance, December 31, 20C

Net loss
Shar-based compensatic

Unrealized loss on investments, net of

tax of $59
Effect of changes in foreign currenc

Total comprehensive lo:
Balance, December 31, 2008

Accumulated Retained Comprehensive
Additional Other Earnings Total
Preferred Stock Common Stock Comprehensive  (Accumulated Stockholders’
Income (Loss)
Paid-in- for the
Shares Amount Shares Amount _ Capital Income (Loss) Deficit) Equity Period
— $ — 13,200,00 $ 13 $ 52¢€ $ — & 4700 $ 5,23¢
— — — — — — 3,49¢ 3,49 $ 3,49¢
_ _ — — — — (1,700 (1,700
— — — — 4,821 — (4,82)) —
_ — — = — (50,000 (50,000
— — — — 11C — — 11C
— — 16,36:¢ — 15C — — 15C
11,055,42 11 — — 42,127 — — 42,13¢
— — — — 147 — — 147
— — — — 1,027 — — 1,027
— — 1,983,31! 2 19,99¢ — — 20,00(
— — (6) — _ — _ —
— — — — — 5 — 5 5
$ 3,501
11,055,42 11 15,199,67 15 68,90¢ 5 (48,32%) 20,61:
— — — — — — (3,597 (3597 $ (3,597)
— — 8,000,001 8 71,537 — — 71,54¢
(11,055,42) (11)  6,633,25! 7 4 — _ _
— — 13,83( — 94 — — 94
— — — — 2,68: — — 2,68z
— — — — — 307 — 307 307
$ 3,290)
— —  29,846,75 30 143,22: 312 (51,927) 91,64:
— — — — — — (16,90¢) (16,90¢) $ (16,90¢)
— — — — 3,18¢ — — 3,18¢
— — — — — (90) — (90) (90)
— — — — — (310 — (310) (310
$ 17,306
— $ — 29846,75 $ 30 $ 146,40¢ $ (89 $ (68,829 $ 77,52:
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U.S. AUTO PARTS NETWORK, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Years Ended December 31,

2006 2007 2008
Operating activities
Net income (loss $ 3,49 $ (3,597 $(16,90¢)
Adjustments to reconcile net income (loss) to meshcprovided by operating activitie
Depreciation and amortizatic 1,78¢ 1,46¢ 3,67¢
Amortization of intangible: 5,092 8,35( 4,95¢
Impairment loss on goodwill and intangib — — 23,36¢
Non-cash interest expen 61 273 —
Loss from disposition of asse 5 — 26
Shar-based compensatic 95€ 2,17¢ 2,901
Deferred income taxe (2,61%) (1,756 (11,709
Changes in operating assets and liabilil
Accounts receivable, n (1,157) (11¢) 1,55¢
Inventory, ne: 60¢ (2,399 28C
Other current asse (71€) (641 (300
Other noncurrent asse (1,829 1,79C 15
Accounts payable and accrued expet 54¢ 5,061 (5,000
Other current liabilitie: 88¢ (1,025 13C
Net cash provided by operating activit 7,13¢ 9,58t 2,99¢
Investing activities
Additions to property and equipme (1,890 (5,025 (4,33))
Acquisition of assembled workforce and other inthtes — (2,296 (647)
Acquisition of business, net of cash acqui (24,38)) — —
Proceeds from sale of marketable secur — 74,44 21,65(
Purchase of marketable securit — (97,09) (5,500
Net cash provided by (used in) investing activi (26,27)) (28,97)) 11,17¢
Financing activities
Proceeds from credit lir 2,00¢ 75C —
Payments of credit lin — (2,750 —
Proceeds received from notes payable, net of dig 31,70¢ — —
Payments made on notes paye (4,117 (32,000 (1,000
Proceeds from initial public offering, net of ofiiey costs — 71,53: —
Proceeds received on issuance of Series A conlkeeptibferred stock, net of offering co 42,24¢ — —
Payments of shc-term financing (35)) (56) (75)
Proceeds from sale of common stock and exercisok options 15C 94 —
Stockholder distribution (1,700 — —
Recapitalization distributio (50,000 — —
Net cash provided by (used in) financing activi 19,93¢ 37,57¢ (1,07%)
Effect of exchange rate changes on ¢ 5 27 (25)
Net increase in cash and cash equival 80¢ 18,21¢ 13,07«
Cash and cash equivalents, beginning of pe 37E 1,18: 19,39¢
Cash and cash equivalents, end of pe $ 1,18: $19,39¢ $32,47:
Supplemental disclosure of r-cash financing activities
Undistributed earnings related to terminated S @@iion statu: 4,821 — —
Issuance of common stock in connection with busirsesjuisitior 20,00( — —
Issuance of note payable to selling shareholdecsimmection with business acquisiti 5,00( — —
Issuance of warrants for costs associated with aedbtequity issuanct 147 — —
Accrued asset purchas — — 527
Unrealized loss on investmet — — (149)
Cash paid during the period fc
Interest $ 133 $ 255 $ 102
Income taxe: 3,37¢ 3,44¢ 87

See accompanying notes.
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U.S. AUTO PARTS NETWORK, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Summary of Significant Accounting Policieand Nature of Operations

U.S. Auto Parts Network, Inc. (including its subaites, the “Company”s a distributor of aftermarket auto parts and asodes and we
established in 1995. The Company entered the e-evoensector by launching its first website in 2@0@ currently derives the majority of its
revenues from online sales channels. The Compdlsyitseproducts to individual consumers througheawork of websites and online
marketplaces. The Company’s flagship websitesaratéd atvww.autopartswarehouse.candwww.partstrain.com and the corporate
website is located atww.usautoparts.net

The Company’s products consist of body parts, engarts, performance parts and accessories. Batlyipelude bumpers, doors, door
handles, fenders, grilles, hoods, lamps, mirraitgdtes, wheels and window regulators. Enginesgadiude alternators, brake discs, catalytic
converters, climate control, clutches, drive shafihausts, fuel injection/delivery, headers, oxygensors, radiators and shocks and struts.
Accessories include air deflectors, bug shieldspcas, car covers, cargo liners, cold air intakesy mats/carpeting, nerf bars, running boards,
seat covers, tonneau covers and vent visors. Thg&uay also offers performance versions of manye$e parts.

The Company is a Delaware C corporation and isdugatered in Carson, California. The Company alodmployees located in
Clarkesville, Tennessee, Lenexa, Kansas, as wellthe Philippines.

Principles of Consolidation

In September 2005, the stockholders of the Compatgblished MBS Tek Corporation (“MBS Tek”) to cotibusiness internationally.
As the Company was the primary beneficiary of MB&k,Tit has been consolidated under FIN 46R. Alhigant inter-company transactions
and balances have been eliminated in consolidaBorMay 19, 2006, U.S. Auto Parts acquired All OPgtts, Inc., ThePartsBin.com, Inc.
their affiliated companies (collectively “Partsbjrgursuant to a merger involving a wholly-ownedsidlary of U.S. Auto Parts (the “Merger
Sub”). Prior to the acquisition, Partsbin consistédeven entities accounted for as entities undermon control. Upon the consummation of
the merger, five of the Partsbin entities mergetth&wnd into the Merger Sub, and the sixth entit@aaadian company, survived as a wholly-
owned subsidiary of the Merger Sub. The Companyndicacquire the seventh entity, TPB Real Estdt€;.ISubsequent to the acquisition, the
combined financial statements of Merger Sub andC#s@adian company, which remains a wholly-ownedisligry of Merger Sub, are
included in the consolidated financial statemeitd.&. Auto Parts.

Use of Estimates

The preparation of financial statements in conftymiith U.S. generally accepted accounting priresplequires management to make
estimates and assumptions that affect the repartexiints of assets and liabilities and disclosum@afingent assets and liabilities at the da
the financial statements and the reported amodms/enues and expenses during the reporting peSigaiificant estimates made by
management include, but are not limited to, theatidn of investments, valuation of inventory, \a&lan of deferred tax assets and liabilities,
estimated useful lives of property, equipment asftivare, valuation of intangible assets, includgupdwill, recoverability of software
development costs, valuation of sales returns odi@nces, and the ultimate collection of accouat®ivables. Actual results could differ
from these estimates.

Reclassifications
Certain reclassifications have been made to pear financial statements in order to conform toenitryear presentation.

Cash and Cash Equivalents

The Company considers all money market funds and-$&rm marketable securities purchased with nabmaturities of ninety days or
less to be cash equivalents.
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U.S. AUTO PARTS NETWORK, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

Fair Value of Financial Instruments

The carrying value of financial instruments, whicblude cash and cash equivalents, marketableifesuaccounts receivable, accounts
payable and borrowings, approximates fair valueestember 31, 2007 and 2008 due to their short-teaturities and the relatively stable
interest rate environment.

Accounts Receivable and Concentration of Credit Ris

Accounts receivable are stated net of allowancelémbtful accounts. At December 31, 2007 and 2868unts due from a single
customer were $1.2 million and $118,000, respelstivepresenting 40% and 9% of net accounts reb&yaespectively. The allowance for
doubtful accounts is determined primarily on theibaf past collection experience and general enimoonditions. The Company determines
terms and conditions for its customers primarilgdzhon the volume purchased by the customer, cestoraditworthiness and past
transaction history. The allowance for doubtful@aus totaled $12,000 and $115,000 at Decembe2(, and 2008, respectively.

Concentrations of credit risk are limited to thestomer base to which the Company’s products ack $ble Company does not believe
significant concentrations of credit risk exist.

Marketable Securities and Investments

Marketable securities and investments are maintypssed of closed-end funds primarily invested incion Rate Preferred Securities
(“ARPS”). The underlying investments in ARPS are-¢éxempt municipal bonds with maturities of thiclymore years, for which the interest
rates are reset through a “Dutch auction” evergsalays. In accordance with Statement of Fina@abunting Standards (“SFAS”) No. 115,
“ Accounting for Certain Investments in Debt and BgS8iecurities” and based on the Company’s ability to market seltithese instruments,
the Company classifies ARPS as available-for-satecarries them at fair value.

During the twelve months ended December 31, 20@7¢carrying amount of the investment in ARPS apipnaked fair value due to the
rapid turnover of the portfolio and the highly-liginature of these investments which are classdecharketable securities. Therefore, there
were no significant realized or unrealized holdgains or losses. However, in 2008, the Companyodisted the fair value of the investment
for illiquidity in the market as further describadNote 2, under the captionrRecurring Financial Asset$

Other-Than-Temporary Impairment

All of the Company’s marketable securities and gtaeents are subject to a periodic impairment revidve Company recognizes an
impairment charge when a decline in the fair valfigs investments below the cost basis is judgelet other-than-temporary. The Company
considers various factors in determining whetheetmgnize an impairment charge, including the tlernd time and extent to which the fair
value has been less than the Company’s cost Itlasipancial condition and near-term prospecthefinvestee, and the Compasintent ant
ability to hold the investment for a period of timefficient to allow for any anticipated recovenythe market value. No other-than-temporary
impairment charges were recorded on any investntkemisg the years ended December 31, 2007 and 20G&bruary 2008, certain ARPS
held by the Company failed at auctions, as desgnibere fully in Note 2, under the captioiRecurring Financial Assets

Inventory

Inventories consist of finished goods availabledale and are stated at the lower of cost or maskdet, determined using the first in,
first out (“FIFO”) method. The Company purchaseseimory from suppliers both domestically and in&ionally. The Company believes that
its products are generally available from more tbae supplier and seeks to maintain multiple saufoeits products, both internationally and
domestically.
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U.S. AUTO PARTS NETWORK, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continu ed)

The Company primarily purchases products in bulkngities to take advantage of quantity discountstarassure inventory availability.
Inventory is reported net of inventory reservessiomww moving, obsolete or scrap product, whichestablished based on specific identification
of slow moving items and the evaluation of overktoonsidering anticipated sales levels. Gross itorgninventory reserves and net inventory
at December 31, 2007 and 2008 are as follows:

December 31
2007 2008
Gross inventon $11,79¢  $12,20¢
Inventory reserve (603) (1,29%)
Total net inventon $11,19:  $10,91(
The following table reconciles the inventory reserv
Balance a
Charged tc Balance a
Beginning
Cost or End of
(In thousands) of Period Expenses Deductions Period
Year Ended December 31, 2C
Inventory reservi $ 692 21¢ (30¢) $ 60c
Year Ended December 31, 2C
Inventory reservi $ 603 64E 47 $ 1,29t

Website and Software Development Costs

The Company capitalizes certain costs associatédwebsite and software developed for internalasmrding to Emerging Issues Task
Force (“EITF”) No. 00-2, “Accounting for Website Development CS{tEITF 00-2”), and Statement of Position 98-1Atcounting for the
Costs of Computer Software Developed or Obtainethfernal Use” (“SOP 98-1"), when both the preliminary projectidesand testing stage
are completed and management has authorized fduheing for the project, which it deems probable@mpletion and to be used for the
function intended. Capitalized costs include amsuiitectly related to website and software develpinsuch as payroll and payroll-related
costs for employees who are directly associatel, witd who devote time to, the internal-use softwmabject. Capitalization of such costs
ceases when the project is substantially compleder@ady for its intended use. The Company capédl$2.3 million and $2.8 million during
the years ended December 31, 2007 and 2008, resgecThese amounts are amortized on a straigletthiasis over two to five years once the
software is placed into use.

Long-Lived Assets and Intangibles

The Company accounts for the impairment and disiposdf long-lived assets, including intangiblebjget to amortization, in
accordance with SFAS 144. Management assessedipbi@pairments whenever events or changes inugistances indicate that the carrying
value of an asset may not be recoverable. Impairfosses will be recognized in operating resulthextent that the carrying value exceeds
the discounted future cash flows estimated to tésuh the use and eventual disposition of theta3$ee Company did not recognize any
impairment losses for the year ended December®I7.During 2008, the Company recorded a non-gaglirment charge on long-lived
assets totaling $18.2 million as further descriimeNote 4, under the captionGoodwill and Intangibles’
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Goodwill and Indefinite-Lived Intangibles

The Company accounts for goodwill and indefiniteedl intangible assets in accordance with SFAS M8, “Goodwill and Other
Intangible Ass¢’ (SFAS 142). Under SFAS 142, goodwill and intangdeets with indefinite lives are not amortizeddrettested for
impairment annually or more frequently if eventcwcumstances occur that would indicate a redadticfair value. In addition, the Company
identified a single reporting unit (the Companglifsin accordance with SFAS 142.

The goodwill impairment test is a two-step impainthiest. The first step compares the fair valueawh reporting unit with its carrying
amount including goodwill. The Company estimatesftiir value of the reporting unit based on an egegghting of two market approaches
and an income approach, which utilizes discountéuré cash flows. The market approaches utilizertketanultiples of invested capital from
1) comparable publicly traded companies and 2) @aige transactions. The market multiples from éteeé capital include revenues, total
assets, book equity plus debt and earnings befiteesist, taxes, depreciation and amortization ("THBA”). Assumptions critical to the fair
value estimates under the discounted cash flow hiodede discount rates, cash flow projectiongj@cted long-term growth rates and the
determination of terminal values. Management hafopeed a sensitivity analysis on its significassamptions and has determined that a
change in its assumptions within selected sensittesting levels would not impact its conclusitfrthe carrying amount exceeds fair value,
then the second step of the impairment test iopadd to measure the amount of any impairment loss.

Impairment losses will be recognized in operatieguits. The Company did not recognize any impaitrtsses for the years ended
December 31, 2006 and 2007. The Company recorded-gash impairment charge on goodwill and intalegissets totaling $5.1 million
during the year ended December 31, 2008 as fudimsribed in Note 4, under the captioBdodwill and Intangibles’

Revenue Recognition

The Company recognizes revenue from product sahesthe following four revenue recognition critesii@ met: persuasive evidence of
an arrangement exists, delivery has occurred @a@timmon carrier), the selling price is fixed otedminable, and collectability is reasonably
assured. These criteria follow the Company’s gdraticy to recognize revenue according to its piig terms, which are F.O.B. shipping
point. Under this policy, title and risk of losedransferred to the customer upon delivery tactitramon carrier, at which time, revenue
is recognized.

The Company evaluates the criteria of EITF 99*R&porting Revenue Gross as a Principal Versusagesin Agent,’'in determining
whether it is appropriate to record the gross arhofiproduct sales and related costs or the netatrearned as commissions. Generally, w
the Company is the primary party obligated in adeation, is subject to inventory risk, has latiuil establishing prices and selecting
suppliers, or has several but not all of thesecatdirs, revenue is recorded gross.

Product sales and shipping revenues, net of promaitidiscounts and return allowances, are recondesh the products are shipped and
title passes to customers. Retail items sold téoousrs are made pursuant to terms and conditi@iptbvide for transfer of both title and risk
of loss upon delivery to the carrier. Return alloags, which reduce product revenue by the Compdmggsestimate of expected product
returns, are estimated using historical experiefbe.Company generally requires payment by credd at the point of sale. Amounts recei
prior to when the Company ships goods to customersecorded as deferred revenue.

The Company periodically provides incentive offersts customers to encourage purchases. Suctsaffelude current discount offers,
such as percentage discounts off current purclasksther similar offers. Current discount offevhen accepted by the Compasmygustomer:
are treated as a reduction to the purchase pritteeaklated transaction. Current discount offeixs iaducement offers are classified as an
offsetting amount in net sales.

Sales discounts are recorded in the period in wiietrelated sale is recognized. Sales returnsabowances are estimated based on
historical amounts. Credits are issued to custoffieeneturned products. Credits amounted to $11ilBom, $18.1 million and $19.5 million for
the years ended December 31, 2006, 2007 and 28§&atively. The Company'’s sales returns and alloesreserves totaled $710,000 and
$662,000 at December 31, 2007 and 2008, respectivel

No customer accounted for more than 10% of the Gmy's net sales in the past three years.
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The following table provides an analysis of theerge for sales returns and the reserve for doubtfocbunts:

Balance a Charged tc
Balance a
Beginning Revenue,
Cost or End of
(In thousands) of Period Expenses Deductions Period
Year Ended December 31, 2C
Reserve for sales retur $ 17C 1,23¢ — $ 1,40¢
Reserve for doubtful accour 67 (32 (12) 24
Year Ended December 31, 2C
Reserve for sales retur $ 1,40¢ (69€) — $ 71C
Reserve for doubtful accour 24 5) @) 12
Year Ended December 31, 2C
Reserve for sales retur $ 71C (48) — $ 662
Reserve for doubtful accour 12 11¢ (16) 11F

Other Income

Other income (expense), net consists primarilyntérest income from investments and interest ex@ensutstanding loan balances and
capital leases.

Cost of Goods Sold

Cost of goods sold consists of the direct costs@ated with procuring parts from suppliers andwging products to customers. These
costs include direct product costs, purchase distspoutbound freight and warehouse supplies. Tdrapgany includes freight and shipping
costs in cost of goods sold. Total freight and gimg expense included in cost of goods sold foryters ended December 31, 2006, 2007 and
2008 was $14.5 million, $19.5 million and $19.3lmil, respectively.

Marketing

Marketing costs, including advertising, are expensgincurred. The majority of marketing expenggaisl to Internet search engine
service providers and Internet commerce facilitatéior the years ended December 31, 2006, 2002@0®] the Company recognized
advertising costs of $9.2 million, $11.2 millionca$10.1 million, respectively.

General and Administrative

General and administrative expense consist prignafiadministrative payroll and related expensesraimant processing fees, legal and
professional fees, and other administrative costs.

Fulfillment
Fulfillment costs consist primarily of payroll anelated costs associated with warehouse emplofgkity rent, building maintenance,

and other costs associated with inventory manageamehwholesale operations.

Technology

Technology expenses consist primarily of payrotl eglated expenses, and costs associated with dengupport, information
technology, software development and connectivity.
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Comprehensive Income

The Company reports comprehensive income in acoosdaith SFAS No. 130, Reporting Comprehensive Inconiédccumulated othe
comprehensive income includes net income, foreigreacy translation adjustments related to the Gomgis foreign operations and unreali
gains and losses from equity investments and imests in mutual funds that hold both debt and gaéturities in various publicly traded
companies.

Leases

The Company analyzes lease agreements for opekedisgs capital lease treatment in accordance SRS No. 13, “Accounting for
Leases.” Rent expense for leases designated as opeilat®gensed on a straight-line basis over the tdrthe lease.

Foreign Currency Translation

For each of the Compars/foreign subsidiaries, the functional currencigsgdocal currency. Assets and liabilities of fapeioperations ai
translated into U.S. Dollars using the current exgje rates, and revenues and expenses are trdnstaté).S. Dollars using average exchange
rates. The effects of the foreign currency traimfeadjustments are included as a component ofnagiated other comprehensive income (I
in stockholders’ equity.

Income Taxes

For income tax purposes, until March 2006, the Camypwvas taxed as an S corporation under provisibtie Internal Revenue,
California, and Tennessee Taxation Codes, whichired that income or loss of the Company be repastethe individual income tax returns
of the stockholders. In addition, the Company wasext to income taxes from the States of Califoanid Tennessee at reduced rates.
However, MBS, which was consolidated with the Comypfor financial reporting in all periods presenfede Note 1, under the caption “
Principles of Consolidatic” ), was subject to federal income taxes and fraedaises in California at normal rates. On MarcB®)6, the
Company completed a recapitalization which resduiltetie revocation of its subchapter S corporasiatius. The entire Company now operates
as a C corporation and is subject to tax in theddinbtates.

The Company accounts for income taxes in accordaitbeSFAS No. 109, ‘Accounting for Income TaxesUnder SFAS No. 109,
deferred tax assets and liabilities are recogni@aethe future tax consequences attributable tgptaary differences between the financial
statement carrying amount of existing assets atfulities and their respective tax bases. Defeta@dissets and liabilities are measured using
enacted tax rates expected to apply to taxablerieda the years in which those temporary differsreme expected to be recovered or settled.
When appropriate, a valuation reserve is estaldisheeduce deferred tax assets, which includetedits and loss carry forwards, to the
amount that is more likely than not to be realized.

In July 2006, the FASB issued FASB Interpretatian Ki8,“Accounting for Uncertainty in Income Taxes—an Iptetation of FASB
Statement No. 10X"FIN 48"), which became effective for the Compamy January 1, 2007. FIN 48 prescribes a recogniticeshold and a
measurement attribute for the financial statemecognition and measurement of tax positions takesxpected to be taken in a tax return. For
those benefits to be recognized, a tax positiont tmeisnore-likely-than-not to be sustained upon @ration by taxing authorities. The amount
recognized is measured as the largest amount efibémat has greater than 50 percent likelihoote&ihg realized upon ultimate settlement.

a result of the adoption of FIN 48 at January Di728nd as of December 31, 2008 as a result of ingdigs current year analysis, the Company
recognized no material adjustment in the liabildy unrecognized income tax benefits and no coomedjmg interest or penalties, however the
Company'’s policy is to record interest and pensléis income tax expense. During 2008, the Compasywvder audit by the Internal Revenue
Service for the year ended December 31, 2006;ull# was resolved through payment of a non-matstiai of money for one calculation
error. The tax years 2004, 2005, and 2007 remagnm ¢ examination by the major taxing jurisdictisasvhich the Company is subject.
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Share-Based Compensation

The Company accounts for share-based compensatamtordance with SFAS No. 123 (revised 2008hare-Based Paymeh(* SFAS
123(R)"), which was adopted on January 1, 2006 stk options issued to employees are recognigathae-based compensation expense in
the financial statements based on their respegtiaet date fair values, and are recognized withénstatement of income as general and
administrative, marketing, fulfilment or technolgdased on employee departmental classifications.

Under this standard, the fair value of each shaset payment award is estimated on the date of gsarg an option pricing model that
meets certain requirements. The Company currestg the Black-Scholes option pricing model to estinthe fair value of share-based
payment awards, with the exception of options graitbntaining market conditions, which the Compestymates the fair value using a Monte
Carlo model. The determination of the fair valueslbére-based payment awards utilizing the Blaclkelgshand Monte Carlo models is affected
by the Company’s stock price and a number of asiong including expected volatility, expected Jifesk-free interest rate and expected
dividends. As of December 31, 2008, the Companyndichave an adequate history of market pricessafdmmon stock as the Company only
recently became a public company, and as suchdhgp@ny estimates volatility in accordance with Sfafcounting Bulletin No. 107 (“SAB
107”) using historical volatilities of similar public éties. The expected life of the awards is based eimplified method which defines the |
as the average of the contractual term of the nptamd the weighted average vesting period fay@dh tranches. The risk-free interest rate
assumption is based on observed interest ratesgmte for the terms of awards. The dividend yetdumption is based on the Company’s
expectation of paying no dividends. Forfeituresestimated at the time of grant and revised, iessary, in subsequent periods if actual
forfeitures differ from those estimates.

For non-employees, the Company accounts for shegseebcompensation in accordance with EITF No. 96-A8counting for Equity
Instruments That Are Issued to Other Than Emplof@e&cquiring, or in Conjunction with Selling, Gd® or Service.” Equity instruments
awarded to non-employees are periodically re-measas the underlying awards vest unless the instntsrare fully vested, immediately
exercisable and non-forfeitable on the date oftgran

Segment Data

The Company manages its operations on a consdalil@ss for purposes of assessing performance akiohgioperating decisions.
Accordingly, the Company operates in one reportabgment and reporting revenues by product lirgeographic location is impracticable.

Recent Accounting Pronouncements

In December 2007, the FASB issued SFAS No. 14ligeeh2007);Business Combinations(*SFAS 141R"), which replaces SFAS
No. 141 “Business Combinationsand establishes principles and requirements for thevacquirer of a business recognizes and meaisvits
financial statements the identifiable assets aeduyithe liabilities assumed, and any non-contmgliirierest in the acquiree. SFAS 141R also
provides guidance for recognizing and measuringytewill acquired in the business combination detérmines what information to discli
to enable users of the financial statements touat@lthe nature and financial effects of the bssirm®mbination. This statement applies
prospectively to business combinations for whiahdbquisition date is on or after the beginnintheffirst annual reporting period beginning
on or after December 15, 2008. Early adoption ASHE41R is prohibited. The Company will apply SFAELR to any acquisition occurring
after January 1, 2009.
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In April 2008, the FASB issued FASB Staff PositidRSP”) No. 142-3,'Determination of the Useful Life of Intangible As$s” (“FSP
142-3"). FSP 142-3 amends the factors an entitylshoonsider in developing renewal or extensiomagsions used in determining the useful
life or recognized intangible assets under SFASIM@,“Goodwill and Other Intangible Assef(*SFAS 142"). This new guidance applies
prospectively to intangible assets that are acduirdividually or with a group of other assets irslmess combinations and asset acquisitions.
FSP 142-3 is effective for financial statementséskfor fiscal years and interim periods beginraftgr December 15, 2008. Early adoption is
prohibited. The Company does not expect the adomtid-SP 142-3 will have a material effect on itefcial position and results of
operations.

In March 2008, the FASB issued Statement of Firenstcounting Standard (“SFAS”) No. 1@Dijsclosures about Derivative
Instruments and Hedging Activities, an amendmeRASB Statement No. 1(“SFAS 161”). SFAS 161 requires entities that mélderivative
instruments to provide qualitative disclosures dlbloeir objectives and strategies for using sustrinments, as well as any details of credit-
risk-related contingent features contained wittenivchtives. SFAS 161 also requires entities toldge additional information about the
amounts and location of derivatives located withia financial statements, how the provisions of SA83 have been applied, and the impact
that hedges have on an entity’s financial positfovancial performance and cash flows. SFAS 16dffisctive for fiscal years and interim
periods beginning after November 15, 2008, withyeapplication encouraged. The Company anticiptitesadoption of SFAS 161 will not
have a material impact on its financial positiorresults of operations.

Note 2—Fair Value Measurements

In September 2006, the FASB issued SFAS No. 15ajr'Value Measurementy(“SFAS 157”). SFAS 157 defines fair value,
establishes a framework for measuring fair valuadoordance with U.S. GAAP, and expands disclosaivesit fair value measurements. SFAS
157 is effective for financial statements issuadfifical years beginning after November 15, 20@id, iaterim periods within those fiscal years.
In February 2008, the FASB issued SFAS No. 1578fféctive Date of FASB Statement No. 16 BFAS 157-2"), which delays the effective
date of SFAS 157 to fiscal years beginning aftevéober 15, 2008 for all non-financial assets angHfirwancial liabilities, except for those
that are recognized or disclosed at fair valud@financial statements on a recurring basis. Térafgany has adopted the provisions of SFAS
157 as of January 1, 2008 for financials assetaditg cash and cash equivalents and marketabigites and elected the deferral allowed by
SFAS 157-2 except as related to certain intangibets impaired as of June 30, 2008 and Decemh208& as described below.

SFAS 157 establishes a three-tier fair value hidngrwhich prioritizes the inputs used in measufaigvalue. These tiers include:
. Level 1- defined as observable inputs such as quoted gricagive markets
. Level z- defined as inputs other than quoted prices in actiarkets that are either directly or indirecthsetvable; an

. Level 3- defined as unobservable inputs in whitttelor no market data exists, therefore requigngentity to develop its own
assumptions
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Financial Assets Valued on a Recurring Basis

As of December 31, 2008, the Company held certsdeta that are required to be measured at faiealla recurring basis. These assets
included the Company’s financial instruments, idlahg investments associated with auction rate predesecurities (“ARPS”). The Company
measures the following financial assets at fain@ain a recurring basis. The fair value of thesarfcial assets was determined using the
following inputs at December 31, 2008:

Quoted Prices
in
Active Markets Significant

Other Significant
for Observable Unobservable
Total Identical Asset:
as of
December 31 Inputs Inputs
2008 (Level 1) (Level 2) (Level 3)
(in thousands
Cash and cash equivalefis $ 3247 $ 32,47 $ — $ —
Non-current investments available-for-sé&le 6,351 — — 6,351
Total $ 38,82/ $ 32,47: $ — $ 6,357

(M Cash and cash equivalents consist primarily of maonarket funds with original maturity dates of tar@onths or less, for which the
Company determines fair value through quoted markees.

@ Investments available-for-sale consists of ARPSP&Rire tax-exempt, long-term variable rate seesrtted to short-term interest rates
that are reset through a “Dutch Auction” process ttcurs every seven days. The Company has tlendptparticipate in the auction
and sell ARPS to prospective buyers through a lirdkaler, but does not have the right to put tloeisey back to the issuer. The
investments in ARPS all had AAA credit ratingsta time of purchase and represent interests iateotllized debt obligations issued by
municipal and state agencies. In the past, theauptocess has allowed investors to obtain immediquidity if so desired by selling t
securities at their face amounts. However, as bas becently reported in the financial press, tireenit disruptions in the credit markets
have adversely affected the auction market foregses of securities. ARPS auctions “fail” whearthare not enough buyers to absorb
the amount of securities available for sale fot freaticular auction period. Historically, ARPS #aos have rarely failed since the
investment banks and broker dealers have beemgyiiti purchase the securities when investor demasdveak. However, beginning in
mid-February 2008, due to uncertainty in the glafsatlit and capital markets and other factors,stment banks and broker dealers have
been less willing to support ARPS and many ARPSians have failed. The Company will not be ablatoess non-current investments
until future auctions for these ARPS are successfulintil the Company sells the securities in@seéary market, which currently is not
active, although there have been certain instaocesdlemptions at par by municipalities throughsfnancing of new instruments.

As of December 31, 2008, the Company had investesi i@illion (par value) in ARPS, which are classifias available for sale non-
current investments and reflected at $6.4 milliair (value), which includes an unrealized loss B4%,000. For the period February 13, 2008
through December 31, 2008, $1.3 million of investisén ARPS had been redeemed. The Company hasléttits investments related to
ARPS in the Level 3 category.

Before utilizing Level 3 inputs in its fair valuegasurement, the Company considered significant|l2ebservable inputs of similar
assets in active and inactive markets. The Comgdmyker dealer received estimated market valwes &n independent pricing service as of
the balance sheet date, which carry these invessna¢ipar value due to the overall quality of theerlying investments and the anticipated
future market for such investments. Further evidancludes the fact that these investments cossisty of collateralized debt obligations
supported by municipal and state agencies; donotide mortgage-backed securities or student Idang redemption features that call for
redemption at 100% of par value; and have a cuorlit rating of A or
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AAA. However, the fact that there is not an actiwarket to liquidate these certain investments veasidered in classifying them as Level 3.
Due to the uncertainty with regard to the shontéiquidity of these securities, the Company detagd that it could not rely on par value to
represent fair value. Therefore, the Company estichtne fair values of these securities utilizindjscounted cash flow valuation model as of
December 31, 2008. This analysis considered tHateadlization underlying the security investmetttg, creditworthiness of the counterparty,
the timing of expected future cash flows, and thgeetation of the next time the security is expgdtehave a successful auction. These
securities were also compared, when possible hier abservable market data with similar charadiesiso the securities held by the Compe

As a result of the temporary declines in fair vaimiethe Company’s ARPS, which the Company attelub liquidity issues rather than
credit issues, it has recorded an unrealized [6$440,000 to accumulated other comprehensive iecfass). Due to the Company’s belief
that the market for these collateralized instrure@ndy take in excess of twelve months to fully xeezpthe Company has classified these
investments as non-current and has included theénvéestments on the consolidated balance sheet@tmbber 31, 2008. As of December 31,
2008, the Company continues to earn interest oof @ttt ARPS instruments. Any future fluctuationfair value related to these instruments
the Company deems to be temporary, including acgueries of previous writdewns, would be recorded to accumulated other cehgusive
income (loss). If the Company determines that amyré valuation adjustment was other-thamyporary, it would record a charge to earning
appropriate. The Company is not certain how lomgat be required to hold each security. Howevewrmgihe Company’s current cash
position, liquid cash equivalents and expected fashfrom operations, it believes it has the dpito hold, and intends to continue to hold the
failed ARPS as long-term investments until the reastabilizes.

The following table presents the Company’s assesured at fair value on a recurring basis usiggifitant unobservable inputs (Level
3) as defined in SFAS 157 at December 31, 2008:

Long-Term
Investments
(in thousands

Balance at December 31, 2C $ —

Transfers to Level 7,75C
Redemptior (2,250
Unrealized losses recorded to other comprehensoarie (149
Balance at December 31, 2C $ 6,35]

Non-Financial Assets Valued on a Non-recurring Basi

As of December 31, 2008, the Company held certapuaired intangible assets that are measured atghie on a non-recurring basis,
which included certain of the Company’s long-livemt indefinite lived intangible assets that werpaired as of June 30, 2008 and
December 31, 2008.

The fair value of these non-financial assets wasrdened using the following inputs at June 30,200

Quoted Prices ir Significant
Other Significant
Total as of Active Markets Observable Unobservable
for Total

June 30, Identical Assets Inputs Inputs Realized

2008 (Level 1) (Level 2) (Level 3) (Losses)
(in thousands)

Total intangible asse $ 3,707 $ — $ — $ 3,707 $(18,449

In accordance with the provisions of SFAS 142 imdgf-lived intangible assets with a carrying vabfe$2.2 million were written down
during the quarter ended June 30, 2008 to theivtdue of $1.5 million, resulting in an impairmesfitarge of $0.7 million, which was included
in earnings for the period and is further descrilmedote 4 under the captionGoodwill and Intangible Assets

In accordance with the provisions of SFAS No. 14&tounting for the Impairment or Disposal of Lonigdd Assets (“SFAS 144")
intangible assets subject to amortization with rayirag value of $19.9 million were written down tieeir fair value of $2.2 million, resulting in
an impairment charge of $17.7 million during thewdar ended June 30, 2008, which was includedrimirggs for the period and is further
described in Note 4 under the captioBdodwill and Intangible Asset%

The fair value of these non-financial assets wasrdened using the following inputs at DecemberZ108:

Quoted Prices ir Significant
Total as of Other Significant
Active Markets Observable Unobservable
Decembel for Total
Identical Assets Inputs Inputs Realized
31, 2008 (Level 1) (Level 2) (Level 3) (Losses)

(in thousands)



Goodwill $ 9,772 $ = $ — $ 9,77: $(4,429)
Intangible assel 44E — — 44E (494)
Total goodwill and intangible asse $10,217 $ — $ — $ 10,217 $(4,927)
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In accordance with the provisions of SFAS 142, gabdvith a carrying value of $14.2 million was wieén down during the quarter
ended December 31, 2008 to its fair value of $9lBam, resulting in an impairment charge of $4.4lion, which was included in earnings for
the period and is further described in Note 4 utdercaption ‘Goodwill and Intangible Asset%

In accordance with the provisions of SFAS No. 14&tounting for the Impairment or Disposal of Lonigdd Assets (“SFAS 144")
intangible assets subject to amortization withraywiag value of $0.9 million were written down toeir fair value of $0.4 million, resulting in
an impairment charge of $0.5 million during the gelaended December 31, 2008, which was includesghinings for the period and are furt
described in Note 4 under the captioBdodwill and Intangible Assets

In February 2007, the FASB issued SFAS No. 158¢e Fair Value Option for Financial Assets and Bircial Liabilities” (“SFAS 159").
SFAS 159 permits companies to choose to meastia@ atlue certain financial instruments and otibems that are not currently required tc
measured at fair value. SFAS 159 is effective ifsrdl years beginning after November 15, 2007. Company adopted SFAS 159 on
January 1, 2008 and elected not to measure anfiaddifinancial instruments or other items at fatue.

Note 3 - Property and Equipment, Net

The Companys fixed assets consisted of computer softwarer(iatly developed and purchased), machinery andoeggnt, furniture an
fixtures, and vehicles, and are stated at costdessmulated depreciation and amortization. Deptieei and amortization are provided for in
amounts sufficient to relate the cost of depreeiand amortizable assets to operations over thtinated service lives. Depreciation expense
for the years ended December 31, 2006, 2007 an8 &6 $384,000, $940,000 and $2.0 million, respelsti Software amortization expense
for the years ended December 31, 2006, 2007 angl \®@e6 $1.4 million, $529,000 and $1.7 million, resiively. The cost and related
accumulated depreciation of assets retired or wiBerdisposed of are removed from the accountgtencesultant gain or loss is reflected in
earnings.

Property and equipment consisted of the followinB@cember 31, 2007 and 2008:

December 31

2007 2008
(in thousands)

Machinery and equipmel $ 4,00( $ 5,172
Computer software and equipmt 5,39( 8,35¢
Vehicles 152 181
Leasehold improvemen 704 1,05z
Furniture and fixture 36¢ 465
Construction in proces 2,52¢ 2,68¢

13,14: 17,91:
Less accumulated depreciation and amortize (6,197 (9,709
Property and equipment, r $ 6,94¢ $ 8,208
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At December 31, 2007 and 2008, $2.8 million an@ $dillion, respectively, of the Company’s net prapeind equipment were located
in the Philippines. Depreciation of property andipqent is provided using the straight-line metfardfinancial reporting purposes, at rates
based on the following estimated useful lives:
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Note 4 — Goodwill and Intangibles

As of October 31, 2008, the Company performedritseual goodwill impairment test and passed step doeiever, the Company’s stock
price continued to decline significantly to a leiredicating a market capitalization below book veatluring the fourth quarter ended December
31, 2008. In analyzing the decline in stock pribe, Company’s management considered the declibe primarily attributable to overall stock
market volatility experienced during the quartedesh December 31, 2008. As a result of the sigmificaduction in the Company’s public
market valuation, management performed an additiom@airment test of its goodwill as of December 2008. As a result of completing the
first step of the impairment test under SFAS 148 ,Eompany determined that the carrying valuesddiiigle reporting segment exceeded its
fair value. The Company determined the fair valfigsogoodwill using an equal weighting of two matlkapproaches and an income approach
to determine the fair value of its single reportumgt. The second step of the impairment test egid that goodwill was impaired and, as a
result, a $4.4 million impairment charge was reedrd

Intangibles subject to amortization are expensed simaight-line basis. Amortization expense raato intangibles totaled $5.1 million,
$8.4 million, and $5.0 million for the years ende@ecember 31, 2006, 2007 and 2008. Assembled warkfiocluded in the intangible assets
was increased by $159,000 and decreased by $188,@0® foreign currency fluctuations as of Decen8dg 2007 and 2008, respectively.

During the year ended December 31, 2008, the Coynpeguired certain websites and domain names farehase price of $641,000, of
which $566,000 was allocated to amortizable inthlegi The intangible assets were valued usingadiged cash flow model and the
estimated useful life of the amortizable assetsdetisrmined to be five years.

During the quarter ended June 30, 2008, the Companorded, in accordance with SFAS 142 and SFAS d 4n-cash impairment
charge totaling $18.4 million related to the intdutes associated with the Partsbin business, wihielCompany acquired in May 2006. The
impairment was comprised of $16.7 million for itelsites; $0.1 million for software; $0.9 millionrfeendor agreements; and $0.7 million for
domain names. The interim impairment charge wananily the result of: (i) the recent deterioratiarthe economic environment and the
Company'’s stock price, (ii) lower sales and prdifitisy which generated losses from certain Partsétsites, (iii) deficiencies in the software
platform also acquired from Partshin, and (iv) tienination of volume discounts and marketing ce-fspm certain vendor agreements. Given
the indicators of impairment and the excess ofyiragrvalue over the undiscounted cash flows astetiaith these intangibles, the Company
utilized a discounted cash flow approach in deteimg fair value for both the websites and vendoeament intangible assets. The decrease in
future cash flows from certain acquired websitesd @@ndor agreements resulted in the ltngd assets being impaired, as the carrying vaft
the website assets and vendor agreement asseesierche fair value of those assets. Fair valdetisrmined as the net present value of future
projected cash flows. The software and domain nassets’ fair value was determined using a rel@hfroyalty approach which also resulted
in a lower fair value than the carrying value.
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During the quarter ended December 31, 2008, thepaosnrecorded, in accordance with SFAS 144, a rah-anpairment charge
totaling $0.5 million related to the assembled viore, which the Company acquired in April 2007 eTimpairment charge was primarily the
result of a reduction during 2008 of the workfooreginally acquired in the Philippines. The Companiized a replacement cost approach in
determining fair value which resulted in a lower falue than the carrying value of the asset. ifitengible assets listed below as of
December 31, 2008 represent the adjusted basiglatémpairment loss.

Intangibles, excluding goodwill, consisted of tlidwing at for the years ended:

December 31, 200 December 31, 200!
Gross Net
Gross Net Carrying  Accum. Carrying
Useful Carrying Accum. Carrying
Life Amount Amort. Amount Amount  Amort. Amount

(in thousands
Intangible assets subject to amortizati

Websites S5year $ 28,98t $ (9,367 $19,62. $ 56€ $ (35 $ 531
Software 2-5year 4,08¢ (2,207) 1,887 1,04C (629 41¢
Vendor agreemen 3 year 2,99¢ (1,619 1,38¢ — — —

Assembled workforc 7 year: 1,44¢ (155) 1,291 44k — 44t
Purchased domain nam 3 year 17& (14%) 32 17t (170 5

37,67C (13,48() 24,21 2,22¢ (829 1,397
Intangible assets not subject to amortizat
Domain name indefinite life 2,23( — 2,23( 1,631 1,631

Total $ 39,90( $(13,48() $26,44: $3,857 $(829 $3,02¢

The following table summarizes the future estimatedual amortization expense for these assetstibgerext five years:

Years Ending

December 31
2009 $ 61¢
2010 19¢
2011 19¢
2012 19¢
2013 163
Thereaftel 21
Total $ 1,397

Note 5 - Line of Credit

At December 31, 2007, the Company had a $7.0 mitimmmitted line of credit agreement with a bantvimterest at 0.25% above the
lender’s reference rate maturing on October 319206ere were no compensating balance requirenaadtsubstantially all the assets of the
Company served as collateral on the line of cré&tbtamounts were outstanding at December 31, 2002808. The credit agreement
contained customary covenants that, among othegshrequires compliance with certain financialostind targets and restricts the incurre
of additional indebtedness. The Company was comipliéth all loan covenants as of December 31, 288 2008. In connection with the
transition of the Company’s commercial bankingtielaship to a new bank in the fourth quarter of (e line of credit was cancelled
effective December 31, 2008.
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Note 6 - Notes Payable

As a component of the purchase price for the aitgprisof Partsbin, the Company entered into proongsiotes (“Notes”) in the
aggregate principal amount of $5.0 million with 8teckholders of Partsbin. The Notes bore inteaaektBOR and were interest only until
June 2007. Beginning in the quarter ending Jun2@07, the Notes were payable in equal quartedialments until March 31, 2008. The
Notes became due and payable upon the completithredompar’s initial public offering, as defined. The Notegm secured by
substantially all the assets of the Company. Dutfiregyear ended December 31, 2007 and 2008, $4liomand $1.0 million was paid on the
Notes, respectively, with the proceeds from theahpublic offering which occurred on February2®07, see Note 7 under the capt* Initial
Public Offering.”

Note 7 - Series A Convertible Preferred Stock andtSckholders’ Equity
Initial Public Offering

On February 8, 2007, the SEC declared effectiveCtmpany’s Registration Statement on Form S-1tfoinitial public offering. The
Company’s common stock commenced trading on Fep@a2007. The Company and the selling stockholdeld a total of 11.5 million
shares of the Company’s common stock at a pril0f00 per share, of which 3.5 million of the skamere offered by selling stockholders
(which included 1.5 million shares sold pursuanti® exercise of the underwriters’ over-allotmepttian). A total of $115.0 million was
generated through the offering, which was distelwas follows: $8.1 million for underwriting disetts and commissions; $32.5 million to the
selling stockholders; and $74.4 million to the Camyp. The Company incurred additional offering cadtapproximately $2.9 million, of
which $1.7 million was included in other asset®atember 31, 2006. RBC Capital Markets Corporafidtromas Weisel Partners LLC, Piper
Jaffray & Co., and JMP Securities LLC acted asuh@erwriters for the offering. Upon the closingtleé Company’s initial public offering,
11,055,425 shares of the Company’s Series A coblegreferred stock (the “Preferred Stock”) corngdrinto an aggregate of 6,633,255
shares of common stock.

Approximately $28.0 million of the net proceedsnfrthe offering was used to repay outstanding iretliiess of approximately $18.0
million and $10.0 million under two term loans.dddition, $5.0 million of the net proceeds from thiéal public offering was used to repay
the notes payable to the former stockholders afsBar. Except for the payment of such debt, nonth@fhet proceeds from the offering were
paid directly or indirectly to any of our directass officers (or their associates) or persons ogmén percent or more of any class of our equity
securities or to any other affiliate, other thatha form of wages or salaries and bonuses paithdbe ordinary course of business. In March
2007, a class action lawsuit was filed allegindations of federal securities law in connectionhagur initial public offering. The Company
entered into a settlement agreement in this reigakthy 2008. In July 2008, the Company funded #tfesment consideration to an escrow
account totaling $3.4 million, which was court apgd in October 2008 and subsequently disburseel r@imaining net proceeds from the
initial public offering have been invested in iniregnt-grade securities and cash equivalents.

Authorized Capital Stock

On February 14, 2007, the Company filed a seconehded and restated certificate of incorporatiopravide for authorized capital
stock of 100,000,000 shares of common stock ar@D00)00 shares of undesignated preferred stock.

Convertible Preferred Stock

The Preferred Stock was convertible on a one-tobasés, at the option of the holders thereof, gftares of common stock. In the event
of a liquidation, dissolution or winding up of t@mpany, the holders of the Preferred Stock wetidezhto receive, prior to any distribution
the holders of common stock, an amount equal @7der share. The Preferred Stock was also entilegceive dividends, when and if
declared by the Board of Directors. No dividendsengeclared during the year ended December 31,.20@ddition to the foregoing rights
and privileges, the holders of the Preferred Steeke entitled to elect two directors to the CompsuBoard of Directors. Each share of the
Preferred Stock automatically converted into comrmstmek upon completion of the Company’s initial peloffering in February 2007
discussed above.
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Stock Split

In January 2007, the Company completed a reveos& split of the Company’s common stock pursuanthich each share of the
Company’s outstanding common stock was converteddiré shares of the Company’s common stock. Al&@2ghare and per share data
included in these consolidated financial statemegtteactively reflect the stock split. The alldoatof the split to certain stockholder trusts
resulted in the cancellation of 6 shares in ordgrevent the existence of partial shares.

Stock Options

The Company adopted the 2007 Omnibus Incentive @hen‘2007 Omnibus Plan”) in January 2007, whieledme effective on the
effective date (February 8, 2007) of the regisbraitatement filed in connection with the Comparyisal public offering. Under the 2007
Omnibus Plan, the Company is authorized to isstieri@llion shares of common stock under variousrimsents plus an automatic annual
increase on the first day of each of the Compsifigtal years beginning on January 1, 2008 anthgrah January 1, 2017 equal to (i) the le
of (A) 1,500,000 shares of Common Stock or (B) fpezcent (5%) of the number of shares of CommonkStaitstanding on the last day of the
immediately preceding fiscal year or (ii) such E&xssumber of shares of Common Stock as determipeldebCompany’s Board of Directors.
Options granted under the 2007 Omnibus Plan gdnengbire no later than ten years from the datgraht and generally vest over a period of
four years. The exercise price of all option grantsst be equal to 100% of the fair market valu¢hendate of grant. The 2007 Omnibus Plan
provides for automatic grant of options to purches@mon stock to non-employee directors.

At December 31, 2008, 200,681 shares were avaifabfaiture grants under the 2007 Omnibus Plan.
The following table summarizes the Company'’s stogkon activity under the 2007 Omnibus Plan:

Weighted Average

Remaining
Weighted Contractual Term
Average Aggregate
Shares Exercise Price (in years) Intrinsic Value

Options outstanding, December 31, 2| 1,891,06: $ 6.7
Granted 2,663,001 $ 3.1¢
Exercisec — —
Expired (87,572) $ 6.4z
Forfeited (774,83 $ 6.5€
Options outstanding, December 31, 2! 3,691,65 $ 4.2z 8.67 $ —
Vested and expected to vest at December 31, 2,869,18! $ 4.3¢€ 8.57 $ —
Options exercisable, December 31, 2 794,65: $ 5.62 7.2¢€ $ —
Options exercisable, December 31, 2! — $ — — $ —

The weighted-average fair value of options grami@dng the years ended December 31, 2007 and 2888%.66 and $1.20,
respectively.

The intrinsic value of stock options at the datexdrcise is the difference between the fair valuthe stock at the date of exercise and
the exercise price. During the year ended Dece@be?008, there were no exercises under the 2007iltis Plan. Aggregate intrinsic value
calculated as the difference between the exercise pf the underlying awards and the fair valuiegof the Company’s common stock for
options that were in-the-money as of December BQ@82No options outstanding at December 31, 200@ wethe-money.
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Additional information with respect to outstandiogtions under the 2007 Omnibus Plan as of Dece®he2008 is as follows:

Options Outstanding Options Exercisable
Weighted Average
Weighted- Weighted-
Remaining

Contractual Term Average Average
Exercise Exercise

Range of Exercise Price Options Outstanding (in years) Price Options Exercisable Price
$1.74-$3.06 1,262,661 9.5¢ $ 2.3¢ 81,66¢ $ 3.0¢
$3.1€-$3.72 720,00( 9.4¢€ $ 3.4( 43,63¢ $ 3.51
$4.02-$5.55 744,50( 8.8¢ $ 4.7 150,00( $ 5.5¢
$5.82-$6.78 606,57¢ 5.8¢€ $ 5.8t 384,20( $ 5.8:
$7.1(-$8.65 272,91: 8.4¢ $ 8.31 96,42¢ $ 8.2¢
$8.7(-$9.41 85,00( 8.6( $ 9.0: 38,72¢ $ 9.07
Totals 3,691,65 8.67 $ 4.2¢ 794,65: $ 5.62

The Company adopted the 2007 New Employee InceRlize (the “2007 New Employee Plan”) in October200nder the 2007 New
Employee Plan, the Company is authorized to isstienllion shares of common stock under variousrimaents solely to new employees.
Options granted under the 2007 New Employee Plaergdly expire no later than ten years from the aditgrant and generally vest over a
period of four years. The exercise price of ali@pigrants must be equal to 100% of the fair mavieie on the date of grant.

At December 31, 2008, 1,000,000 shares were avaifabfuture grants under the 2007 New EmployemPI
The following table summarizes the Company’s stoygkon activity under the 2007 New Employee Plan:

Weighted Average

Remaining
Weighted Contractual Term
Average Aggregate
Shares Exercise Price (in years) Intrinsic Value

Options outstanding, December 31, 2! 1,000,001 $ 8.65
Granted — —
Exercisec — —
Expired — —
Forfeited — —
Options outstanding, December 31, 2I 1,000,001 $ 8.65 8.7¢ $ —
Vested and expected to vest at December 31, 625,30¢ $ 8.65 8.7¢ $ —
Options exercisable, December 31, 2 218,75( $ 8.6t 8.7¢ $ —
Options exercisable, December 31, 2! — $ — — $ —

The weighted-average fair value of options grawli@dng the year ended December 31, 2007 was $8.65.

The intrinsic value of stock options at the datexdrcise is the difference between the fair valuhe stock at the date of exercise and
the exercise price. During the year ended Dece@be?008, there were no exercises under the 2007 Bheployee Plan. Aggregate intrinsic
value is calculated as the difference betweenxbecese price of the underlying awards and thevalue price of the Company’s common
stock for options that were in-the-money as of Deoer 31, 2008. No options outstanding at DecembgeP308 were in-the-money.
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Additional information with respect to outstandiogtions under the 2007 New Employee Plan as of mbee 31, 2008 is as follows:

Options Outstanding Options Exercisable
Weighted Average
Weighted- Weighted-
Remaining

Contractual Term Average Average
Exercise Exercise

Range of Exercise Price Options Outstanding (in years) Price Options Exercisable Price
$8.65 1,000,001 8.7¢ $ 8.6t 218,75( $ 8.6t

The Company adopted the U.S. Auto Parts Netwoik,2006 Equity Incentive Plan (the “2006 Plaim"March 2006. All stock options
purchase common stock granted to employees in 2@dé granted under the 2006 Plan and had exendtesgqual to the fair value of the
underlying stock, as determined by the Company’arB@f Directors on the applicable option granedahe Board of Directors determined
the value of the underlying stock by consideringuenber of factors, including historical and progetfinancial results, the risks the Company
faced at the time, the preferences of the Compdpngferred Stock holders and the lack of liquiditghe Company’s common stock. No stock
options were granted by the Company prior to threptidn of the 2006 Plan. At December 31, 2008 ehegre no shares available for future
grants under the 2006 Plan.

Weighted Average

Remaining
Weighted Contractual Term
Average Aggregate
Shares Exercise Price (in years) Intrinsic Value

Options outstanding, December 31, 2! 2,008,33! $ 8.7,
Granted — $ —
Exercisec — $ —
Expired (478,63) $ 9.3C
Forfeited (551,70) $ 8.7¢
Options outstanding, December 31, 2I 978,00¢ $ 7.91 5.92 $ —
Vested and expected to vest at December 31, 952,46¢ $ 7.9¢ 5.8¢ $ —
Options exercisable, December 31, 2 735,89¢ $ 7.81 5.4z $ —
Options exercisable, December 31, 2 2,008,33: $ 8.51 2.3z $ 1,263,80:
Options exercisable, December 31, 2 2,786,53. $ 8.7¢4 3.3¢ $ 8,187,95!

The weighted-average fair value of options gramtedng the years ended December 31, 2006 and 2@68%W1.68 for each year.

The intrinsic value of stock options at the datexdrcise is the difference between the fair valuhe stock at the date of exercise and
the exercise price. During the year ended Dece@be?007, the intrinsic value of options exercised $18,524. During the year ended
December 31, 2008, there were no exercises und&@a®6 Plan. Aggregate intrinsic value is calculate the difference between the exercise
price of the underlying awards and the fair valtiegpof the Company’s common stock for options thate in-the-money as of December 31,
2008. No options outstanding at December 31, 208& \wn-the-money.
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Additional information with respect to outstandiogtions under the 2006 Plan as of December 31, B0&8 follows:

Options Outstanding Options Exercisable
Weighted Average
Weighteo- Weighteo-
Remaining

Contractual Term Average Average
Options Exercise Exercise

Range of Exercise Price Outstanding (in years) Price Options Exercisable Price
$5.82-$6.78 700,14 5.4t $ 6.7¢ 536,07! $ 6.7¢
$7.1(-$8.64 29,04( 0.1¢ $ 7.1C 29,04( $ 7.1C
$8.7(-$9.41 27,36( 7.3€ $ 9.17 17,67( $ 9.17
$11.68 221,46( 7.91 $ 11.6¢ 153,11 $ 11.6¢
Total 978,00 5.92 $ 797 735,89¢ $ 7.8i

Warrants

At December 31, 2008, the Company had outstand#sted warrants to purchase up to 84,332 sharemuhon stock, which warrants
terminate three years after their respective gilatés. The following table summarizes the warrantstanding at December 31, 2008:

Exercise
Security Issued No. of
Upon Exercise Shares Grant Date Price Purpose of Grant
Common stocl 66,33: March 3,200 $ 6.7¢ Financial advisory service
Common stocl 18,00 May 22,2001 $ 9.17 Lending arrangemel
Total 84,33:

The March 3, 2006 warrants were issued in conneetith the placement of the Preferred Stock topllagement agent as a portion of
their fee. The warrants are immediately exercisahkfully vested. The fair value of these warrdndis been netted against the proceeds of the
private placement and recorded as a reductioret®tbferred Stock. The May 22, 2006 warrants weseeid as part of the $22.0 million

secured debt financing associated with the Partstxuisition and was recorded as a discount orsmuatgable. Both issuances increased
additional paid-in-capital on common stock.

The Company determined the fair value of the wasrahthe date of grant using the Black-Schole®ogiricing model based on the
estimated fair value of the underlying common stackolatility rate ranging from 30% to 31%, zeividends, a risk-free interest rate ranging
from 4.75% to 5.00%, and an expected life of twarge

Note 8 - Accounting for Share-Based Compensation

The Company accounts for share-based compensatamtordance with SFAS 123(R), which was adoptedamuiary 1, 2006. No stock
options were granted prior to January 1, 2006 s#dtk options issued to employees are recognizetiarg-based compensation expense in the
financial statements based on their respectivet giae fair values, on a straight-line basis amdracognized within the statements of income
as general and administrative, marketing, fulfiliher technology expense, based on employee depataflassifications.
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Under this standard, the fair value of each shaset payment award is estimated on the date of gsarg an option pricing model that
meets certain requirements. The Company uses tekEcholes option pricing model to estimate thevaue of share-based payment
awards. The determination of the fair value of sHaased payment awards utilizing the Black-Schaledel is affected by the Company’s
stock price and a number of assumptions, includixgected volatility, expected life, risk-free irgst rate and expected dividends. As of
December 31, 2008, the Company did not have anuadedistory of market prices of its common stogkree Company only recently became
a public company, and as such the Company estimnataslity in accordance with SAB No. 107 usingtairical volatilities of similar public
entities. The expected life of an award is based simplified method which defines the life as #iverage of the contractual term of the option
and the weighted average vesting period for alhdpgnches. The risk-free interest rate assumjgitbased on observed interest rates
appropriate for the expected life of the awards @ividend yield assumption is based on the Compapectation of paying no dividends.
Forfeitures are estimated at the time of grantrandsed, if necessary, in subsequent periods ifehddrfeitures differ from those estimates.

The fair value of each option grant was estimatethe date of grant using the Black-Scholes oppidcing model with the following
assumptions for the each of the years ended:

December 31

2006 2007 2008
Expected life 3- 4 years 1-4years 1-6.24 year
Risk-free interest rat 5% 3% - 5% 1% - 3%
Expected volatility 30%-38%  32%-39% 40%- 50%
Expected dividend yiel 0% 0% 0%

Using the Black-Scholes optiguricing model for the estimated weighted averagrevislue of an option to purchase one share of con
stock granted during the year ended December 38,28e resulting fair value was $1.20 per shareoafimon stock subject to options.

In October 2007 and May 2008, respectively, therBa@gproved option grants, which contained marketition requirements. These
options will vest based on the achievement of $jgecstock price appreciation milestones, whichrespnts a market condition, over a five-
year period commencing on October 15, 2007 and May008. The October 2007 and May 2008 optiontgrarere for 250,000 shares ea
The fair value of the option was estimated on thie @f grant using the Monte Carlo option pricingdal with the following average
assumptions:

December 31,
2007 2008
Expected life 2.4 year 2 year
Risk-free interest rat 4.20% 3.01%
Expected volatility 39% 41%
Expected dividend yiel 0% 0%
Initial stock price $ 8.6t $ 3.7Z

Share-Based Compensation Expense

The Company’s adoption of SFAS 123(R), effectiveutay 1, 2006, resulted in the recognition of sHzsed compensation expense of
$856,000, $2.2 million and $2.9 million, net of $1G00, $508,000 and $287,000 of expense capitatizedternally-developed software, for
each of the years ended December 31, 2006, 200ZCG8] respectively. This share-based compensaiipanse caused the Company’s basic
net income (loss) per share for the years endeéker 31, 2006, 2007 and 2008 to be reduced by $H008 and $0.10, respectively.
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Under SFAS 123(R), forfeitures are estimated atithe of grant and revised, if necessary, in subsetperiods if actual forfeitures
differ from those estimates. Our estimated forfeittate was calculated based on actual historicdifures experienced under our equity pl
In the third quarter of 2008, the Company perforritegheriodic review of the estimated forfeituréerand based on turnover during the last
twelve months, adjusted the weighted-average torfeirate from 5% to 16.7%. This change in estich&tefeiture rate was not material to the
third quarter of 2008 but did result in a decreaisgpproximately $2.9 million in share-based congagion expense for the remaining
weighted-average period.

There was $6.5 million of unrecognized compensatigquense related to stock options as of Decemhe2@®8, which expense is
expected to be recognized over a weighted-averagedoof 2.85 years. The table below sets forthetkgected amortization of share-based
compensation expense for the next four years faptions granted as of December 31, 2008, assualirgmployees remain employed by the
Company for their remaining vesting periods:

Years Ending December 31

2009 2010 2011 2012
(in thousands)
Amortization of shar-based compensatic $2,73t $1,87: $1,21¢ $704

For non-employees, the Company accounts for sheseebcompensation in accordance with EITF No. 96A&ounting for Equity
Instruments That Are Issued to Other Than Emplof@e&cquiring, or in Conjunction with Selling, Gd® or Service” Equity instruments
awarded to non-employees are periodically re-measas the underlying awards vest unless the instntsrare fully vested, immediately
exercisable and non-forfeitable on the date oftgran
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Note 9 - Net Income (Loss) Per Share

Net income (loss) per share has been computectordaence with FASB Statement No. 12Barnings Per Share."The following table
sets forth the computation of basic and dilutedimeime (loss) per share:

Years Ended December 31,
2006 2007 2008
(in thousands, except share and per share dat

Net Income (Loss) Per She

Numerator:

Net income (loss $ 3,49¢ $ (3,597) $ (16,90¢
Denominator

Weightec-average common shares outstanding (bi 14,437,65 28,274,02 29,846,75
Common equivalent shares from conversion of prefestock 5,524,68. — —
Common equivalent shares from common stock optmaswarrant: 28,09! — —
Weighte-average common shares outstanding (dilu 19,990,43 28,274,02 29,846,75
Basic net income (loss) per shi $ 0.2¢ $ (0.19) $ (0.57)
Diluted net income (loss) per sh: $ 0.17 $ (0.1%) $ (0.59)

Potentially dilutive securities not included in tteculation of diluted net income
per share because to do so would be anti-dilutieeaa follows (in common
equivalent shares

Years Ended December 31,

2006 2007 2008
Common stock warran — 84,33: 84,33:
Options to purchase common st 1,649,61 4,899,401 5,669,66.
Total 1,649,61 4,983,73 5,753,99.

Note 10 - Income Taxes

From inception to March 2, 2006, the Company opelals an S corporation. Deferred tax assets aititles are recognized for the tax
consequences attributable to differences betweefirtancial statement carrying amounts of existingets and liabilities and their respective
tax basis. Deferred tax assets and liabilitiesr@easured using enacted tax rates expected to tpfayable income in the years in which those
temporary differences are expected to be recovaredttled. A deferred tax asset valuation alloveanil be recorded if it is more likely than
not that all or a portion of the recorded defert@dassets will not be realized.

In July 2006, the FASB issued FASB Interpretatian Ki8,“Accounting for Uncertainty in Income Taxesr Interpretation of FASB
Statement No. 109,” which became effective for@lmenpany on January 1, 2007. FIN 48 prescribesagretion threshold and a measurement
attribute for the financial statement recognitiowl aneasurement of tax positions taken or expectbée taken in a tax return. For those ben
to be recognized, a tax position must be moreylttiean-not to be sustained upon examination byntaauthorities. The amount recognized is
measured as the largest amount of benefit thagteager than 50 percent likelihood of being reaiapon ultimate settlement. As a result of
adoption of FIN 48 at January 1, 2007 and as oebdxer 31, 2008 as a result of updating its curyeat analysis, the Company recognized no
material adjustment in the liability for unrecogmizincome tax benefits and no corresponding int@rgsenalties; however the Company’s
policy is to record interest and penalties as inedax expense. During 2008, the Company was undkt lay the Internal Revenue Service for
the year ended December 31, 2006; the audit watvessthrough payment of a non-material sum of mydne one calculation error. The tax
years 2004, 2005 and 2007 remain open to examimhbgidhe major taxing jurisdictions to which ther@many is subjec
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Income tax expense as it relates to the Compamyisalidated entity which was a C corporation fa ylears ended December 31, 2006,
2007 and 2008 consists of the following:

Years Ended December 31
2006 2007 2008
(in thousands)

Current:
Federal tay $243. $163¢ $ (50
State ta» 733 57C (121
Foreign tax — 90 52
Total current taxe 3,16¢ 2,29/ (119
Deferred:
Federal tav (2,019 (1,409 (9,097)
State ta> (597) (349) (2,60¢)
Foreign tax — — —
Total deferred taxe (2,615 (1,757 (11,709
Income tax expense (benefit), consolide $ 55C $ 53¢ $(11,82)

Income tax expense differs from the amount thatldvoesult from applying the federal statutory rasefollows:

Years Ended December 31

2006 2007 2008
(in thousands)
Income tax at U.S. federal statutory r $1,37¢  $(1,114 $ (9,769)
Shar-based compensatic 111 161 (1,880
State income tax, net of federal tax efi 24C (292 161
S-Corporation rate adjustme (715) — —
Change in rate for deferred tax as: (457) — —
Tax exempt intere: — (210 (220)
Legal settlemer — 1,78¢ —
Foreign tax — 90 60
Other 3 14 (175)
Effective tax (benefit) provisio $ 55C $ 53& $(11,82)

The Companys effective tax rate was also impacted by incomedancurred in foreign and state jurisdictionstiWWespect to the incon
of its foreign subsidiaries, the Company takespibstion that the earnings of the foreign subsidgare permanently invested in that
jurisdiction. As a result, no additional incomedahave been provided on the possible repatriafitimese earnings to the parent company.
Company has not calculated the amount of deferabdity that would result from such repatriatios such determinable is not practicable.
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Deferred tax assets and deferred tax liabilitidedember 31, 2006, 2007 and 2008 consisted dbtlosving:

December 31,
2007 2008
(in thousands)

Deferred tax asset

Inventory reserv $ 241 $ 517
Shar-based compensatic 93¢ 1,941
Amortization 3,57: 12,53¢
Book over tax depreciatic — —
Sales reserv 284 264
Deferred state tax deductir 11¢& —
Other comprehensive incor — 6C
Net operating loss carryforwar — 1,361
Other 188 24C
Total deferred tax asse 5,33( 16,91¢
Deferred tax liability:
Tax over book depreciatic 37C 762
Tax over book goodwill amortizatic 567 —
Total deferred tax liabilit 937 762
Net consolidated deferred tax assets (liabilit $4,39:  $16,15¢

Included in accrued expenses are income taxesvedsteiof $1.3 million and $32,000 for the yearsesh®ecember 31, 2007 and 2008,
respectively. Income taxes consist primarily of éstic taxes.

At December 31, 2008, federal and state net operétiss carryforwards were $3.5 million and $2.8iam, respectively. Federal net
operating loss carryforwards begin to expire in@0&hile state net operating loss carryforwardsrhégexpire in 2019.

Note 11 - Related-Party Transactions

Beginning in November 2003, the Company leasecoitporate headquarters and primary warehouse frianCNloe, LLC (“Nia Chloe),
whose members include two of our board memberssé payments and expenses associated with thisdedatty arrangement totaled
$541,000, $527,000 and $548,000, respectivelthimyears ended December 31, 2006, 2007 and 206@8Cdmpany has evaluated its
relationship with Nia Chloe with regard to FIN 46RConsolidation of Variable Interest Entiti€sThe Company has determined that Nia
Chloe does not meet the criteria for consolidatinder FIN 46R and therefore this entity is not otidsited in the Company'’s financial
statements.

In September 2006, MBS Tek was recapitalized amdie a majority-owned subsidiary of the Company Tbhmpany owns all of the
outstanding shares of MBS Tek except for five sharghe aggregate, representing approximately @flfte total outstanding shares of MBS
Tek, of which two of the Company'’s officers eacltichone share. Prior to September 2006, MBS Tekawated by certain stockholders of the
Company and mirrored the ownership of the Comp&oythe nine months ended September 30, 2006,dhg@ny paid MBS Tek an
aggregate of $759,000 in connection with marketiogtware development, sales and customer seiSidesequent to September 30, 2006,
MBS Tek has been consolidated into the Companyeapdnses are no longer treated as payments subjetated party treatment.
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From time to time, the Company has purchased ivgtitom an entity partially owned by a memberiwé Company’s Board of
Directors. During the years ended December 31, 28067 and 2008, the Company purchased inventtaiirig $360,000, $394,000 and
$242,000, respectively, from the entity, which @@mpany believes to be at fair market value.

In addition, the Company purchased office and wamsh supplies during the year ended December 88, f26m a related party in the
amount of $131,000, which the Company believestivagair market value of the supplies.

Since 2004, a related party has used a portioneo€Companys facility located in Nashville, Tennessee. Forythars ended December
2006, 2007 and 2008, the related party paid t&Cdrapany $36,000, $60,000 and $60,000, respectigslpayment for its use of such portion
of the Company’s Tennessee facility.

A related entity also provided printing servicestfte Company. For the years ended December 35, &0 2007, the Company paid 1
entity $170,000 and $62,000, respectively, for ssetvices.

In March 2006, concurrent with the Company’s retadjziation and the termination of the Company’soforation status, the Company
distributed to the Company’s stockholders an aggeegf $51.7 million in cash, in proportion to thewnership of the Company’s common
stock. At the time of this event, those stockhdddeere directors and officers of the Company.

In connection with the Comparsyacquisition of Partsbin in May 2006, the Compisyed to a stockholder of Partsbin a promissotg
in the principal amount of approximately $1.9 noifli which bore interest at LIBOR, all of which wagstanding as of December 31, 2006.
The stockholder served as a director and officehefCompany until October 2007. The note was fpdlid in the first quarter of 2008.

Since October 2006, the Company has purchasedspaidh engine marketing services from an entityfo€h a member of the
Companys Board of Directors is the chairman. During thargeended December 31, 2006, 2007 and 2008, th@&uonpurchased paid sea
engine marketing services totaling $5,000, $344@20$281,000, respectively, from the entity, whinth Company believes to be at fair
market value.

In September 2008, the Company entered into a bagrvaement with a member of the Company’s Boardiéctors to provide
consulting services. The arrangement may be tetedriay either party at anytime, and the directdt lvé paid $10,000 per month. For the y
ended December 31, 2008, the total consultinggeaswere $40,000.

The Company has entered into indemnification agesgswith the Company’s directors and executiveefs. These agreements require
the Company to indemnify these individuals to thiéekt extent permitted under law against liakgbtthat may arise by reason of their service
to the Company, and to advance expenses incurradesullt of any proceeding against them as tohfiey could be indemnified. The
Company also intends to enter into indemnificaigneements with the Company’s future directorsexetutive officers.

Note 12 - Commitments and Contingencies

The Company’s corporate headquarters and primarghease facilities are under a lease, which comegtimtNovember 2003 and
expired in December 2008. The facilities are nomdpéeased on a month to month basis. The rerthifacilities is increased annually by the
greater of 2% or the increase in the U.S. Consiimiee Index.

In September 2004, the Company entered into a feasearehouse space adjacent to its primary tsditi Carson, California from a
third-party under an agreement that expired Augas®006. This lease was renewed through Febri@&rg2a09 and is currently month-to-
month. On October 1, 2006, the Company enteredairtird lease agreement for additional warehopaeesadjacent to its primary facilities
Carson, CA. This lease expires May 31, 2009. Adddlly, the Company leases warehouse space in $se@aand Kansas from a third-party
on a month to month basis and leases office spaemationally, with minimal lease cost, to helppart its Internet marketing and
administrative functions.

As part of the Partsbin acquisition on May 19, 206& Company acquired a lease for office spadaenton, New Jersey with monthly
payments of $11,614 including common area maintemaharges, real estate taxes, water, sewer ditiesitiThis lease was entered into by
Partsbin in November 2001 and was cancelled imtfzeter ended December 31, 2008.
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In August 2007, the Company’s Philippines subsideartered into lease agreements to expand itsrdwperations. Under the terms of
the lease agreements, the Company added an addliti®)345 square feet of space for a period ofwevelonths, effective August 31, 2007,
monthly rent of approximately $11,000. In Octob@02, the Company’s Philippines subsidiary enten¢dl & new lease agreement for
additional space to expand its current operatidmsler the terms of the lease, the Company addembsipgately 11,000 square feet of space
a period of three years, effective September 17 2fad monthly rent of approximately $9,000.

In December 2008, the Company entered into a fae-pperating lease for warehouse space in Chdsgpéiaginia, which commences
in January 2009 and expires in December 2013. Utheéeterms of the lease, the Company added appadeimn72,500 square feet of space for
initial monthly rent of approximately $15,000 wiinnual rent escalations. Additionally, the Comphayg one option to extend the terms for an
additional five years on or before June 30, 2018 a@me option to terminate the lease effective Ddmam31, 2011 with six months prior written
notice.

Facility rent expense, inclusive of amounts paitlli@ Chloe, for the years ended December 31, 220@7 and 2008, were $974,000,
$1.4 million and $1.6 million, respectively.

Future minimum facility lease payments requirederttie above operating leases as of December 88,&@ $486,000, $416,000,
$399,000, 406,000 and $414,000 for 2009 to 20Epedtively.

Obligations Under Capital Leases

The Company finances certain equipment under ddpiaaes. Assets held under capital leases to$2164,000 and $264,000 for the
years ended December 31, 2007 and 2008, respgctheatumulated depreciation for assets held undpital leases totaled $130,000 ¢
$188,000 for the years ended December 31, 2002608, respectively. Depreciation of assets heldeundpital leases is included in
depreciation expense and was $52,000 and $57,0@0efyears ended December 31, 2007 and 2008 atesge. Capitalized leases bear
interest ranging from a nominal rate to 10.68%.

Future minimum lease payments under capital lease$ December 31, 2008 are $47,000 for the yadingriDecember 31, 2009.

Legal Matters

The Company is subject to legal proceedings arithslavhich arise in the ordinary course of its bass Although occasional adverse
decisions or settlements may occur, the potertgs, lif any, cannot be reasonably estimated. Honvéve Company believes that the final
disposition of such matters will not have a mataxdverse effect on the financial position, resafteperations or cash flow of the Company
with the exception of the items noted below. Thenpany maintains liability insurance coverage tagebthe Company’s assets from losses
arising out of or involving activities associatedhwongoing and normal business operations.
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Ford Global Technologies, LLC

On December 2, 2005, Ford Global Technologies, [(IFord”) filed a complaint, subsequently amendedhwhe United States
International Trade Commission (“USITC”) against thompany and five other named Respondents, imgjuidur Taiwan-based
manufacturers, contending that the Company andttier Respondents infringed 14 design patent$iat alleged cover eight parts on the
2004-2005 Ford F-150 truck (the “Ford Design PatgnFord asked the USITC to issue a permanentrgéagclusion order excluding from
entry into the United States all automotive pdrtd tnfringe the Ford Design Patents and thatrapoited into the United States, sold for
importation in the United States, or sold withie thnited States after importation. Ford also soaghtrmanent order directing the Company
and the other Respondents to cease and desistdrmaong other things, selling, marketing, advergjsitistributing and offering for sale
imported automotive parts that infringe the Forgige Patents.

On June 6, 2007, the USITC issued its Notice oaHDetermination. The Notice of Final Determinataenied Respondent’s petition for
reconsideration and their motion for leave to sapy@nt their petition. In addition, the USITC issaegeneral exclusion order prohibiting the
importation of certain automotive parts found tirillge the seven Ford design patents found valiet USITC’s decision became final on
August 6, 2007. On May 18, 2007, Ford filed a Netd Appeal with the United States Federal Cir@otrt of Appeals with regard to the th
patents declared invalid in the AlsJnitial Determination. On August 23, 2007, thesRendents filed a Notice of Appeal with the Unittdte:
Federal Court of Appeals for the federal circutieTappeals were consolidated. On October 17, 2088&arties finished briefing the
appeal. The federal circuit heard oral argumemis fthe parties during the first quarter of 2009) #re parties await a ruling.

The Company will continue to defend this actionovigusly. At the time the exclusion order was issuled parts that are subject to the
order comprised only a minimal amount of the Conypmsales. However, as such parts become incogmbiato more vehicles over time, it is
likely that the amount of the Compasysales of such parts could have increased suladlyarf the ten design patents in question atendtely
found on appeal to be valid and infringed, it i$ aoticipated that the loss of sales of these péttde materially adverse to the Company’s
financial condition, cash flows or results of ogeras. However, depending upon the nature and erfeamy adverse ruling, other auto
manufacturers may attempt to assert similar allegatbased upon design patents on a significanbeuwf parts for several of their models,
which over time could have a material adverse irhpadhe entire aftermarket parts industry.

On May 2, 2008, Ford filed with the USITC anothemplaint under Section 337 of the Tariff Act of D93 he complaint alleges that the
Company and seven other domestic and foreign esiitiport and sell certain automotive parts regptnthe 2005 Ford Mustang that infringes
eight Ford design patents. The USITC voted totigian investigation, notice of which was publivetheFederal Registeon June 5,

2008. The Company has obtained extensions ofsfmrese date to Ford’s complaint because the pdwies been negotiating settlement. The
Company expects settlement to be completed duniadirtst half of 2009.
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Securities Litigation

On March 24, 2007, a putative stockholder claseadawsuit was filed against the Company and @exéicers, directors and
underwriters in the U.S. District Court for the @ahDistrict of California. The complaint allegdtat the Company filed a false Registration
Statement in connection with the Company'’s ingiablic offering in violation of Section 11 and Sect15 of the Securities Act of 1933, as
amended (the “Securities Act'Qn April 26, 2007, a second complaint containingssantially similar allegations was filed, and ailsduded ¢
claim under Section 12(a)(2) of the Securities Atte complaints were consolidated on May 15, 2@0iéad plaintiff was selected on
August 9, 2007. The amended consolidated complastfiled on October 4, 2007, alleging violatiorfisSections 11, 12(a)(2) and 15 of the
Securities Act. The amended complaint was agdisCompany and certain current and former officessyell as Oak Investment Partners
LP, and the underwriters involved in the initiabia offering. The amended consolidated complalieged that the Company’s Registration
Statement failed to disclose material informatiod anisstated the Company’s financial results. Bisrsought compensatory damages,
restitution, unspecified equitable relief, as vadlattorneys’ fees and costs. In January 200§ &Hees reached a settlement in principle. A
definitive settlement agreement was filed on Mag2d08, which settlement was preliminarily approbgdhe Court on June 13, 2008. The
Company’s contribution to the settlement considenadf approximately $3.4 million plus legal expeasas been accrued in the Company’s
financial statements as of December 31, 2007. &ttkement consideration was funded in July 2008nt@scrow account. On October 15, 2
the United States District Court Judge for the @dmistrict of California issued a final order ajudigment approving the settlement and
dismissing the case with prejudice.

In August 2007, the Company also received a I&tten the SEC that indicated that the SEC had coneedan informal inquiry into the
events leading up to the Compasignnouncement on March 20, 2007 of its finaneéslits for the fourth quarter and year ended Deeerdb,
2006. On October 30, 2008, the Company receivegspondence from the SEC indicating that it waskating the inquiry and
recommending no enforcement action.

Note 13 - Employee Retirement Plan

Effective February 17, 2006, the Company adoptédlgk) defined contribution retirement plan covgralil full time employees who
have completed one month of service. The Compary atats sole discretion, match fifty cents pelatoup to 6% of each participating
employee’s salary. The Compasycontributions vest in annual installments oveedhyears. Discretionary contributions made byGbempany
totaled $82,000, $145,000 and $147,000 for thesyeaded December 31, 2006, 2007 and 2008, resglgctiv
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Note 14 - Quarterly Information (Unaudited)

The following quarterly information includes alljagtments which management considers necessagyféir presentation of such
information. For interim quarterly financial statents, the provision for income taxes is estimatdgithe best available information for
projected results for the entire year. The sunheffour quarters will not agree to the year totsd tb rounding within a quarter.

Consolidated Statement of Income Data:

Net sales

Gross profit

Income (loss) from operatiol

Income (loss) before income tax

Net income (loss

Basic net income (loss) per shi

Diluted net income (loss) per sh¢

Shares used in computation of basic net incoms)(
per share

Shares used in computation of diluted net income
(loss) per shar

Three Months Ended

March 31, June 30, Sept. 30, Dec. 31, March 31, June 30, Sept. 30, Dec. 31,
2007 2007 2007 2007 2008 2008 2008 2008
(in thousands, except share and per share data)
$ 43,748 $ 42,11z $ 37,781 $ 37,31¢ $ 40,00¢ $ 43,10t $ 36,55¢ $ 33,75¢
13,66¢ 13,78t 13,69: 12,68( 13,75( 14,587 12,06¢ 12,14¢
67% 74C 1,13¢ (6,755 (1,719 (20,34)) (1,069 (6,607)
39t 1,28¢ 1,527 (6,269) (1,439 (20,10%) (859) (6,33))
$ 23t $ 77 $ 894 $ (5499 % 875) $ (12,069 % 491y % (3,477)
$ 0.01 $ 0.0z $ 00: $ 0.15) $ 0.0 $ 0.40 $ 0.02) $ (0.12)
$ 001 $ 0.0: $ 0.0z $ 0.1 % 0.09) $ 0.40 % 0.0 $ (0.12)
23,491,85 29,832,92 29,837,53 29,846,75 29,846,75 29,846,75 29,846,75 29,846,75
26,564,60 29,853,34 30,009,89 29,846,75 29,846,75 29,846,75 29,846,75 29,846,75
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2.1*

3.1

3.2

4.1*
10.1+*
10.2+*
10.3+*
10.4+*

10.5+*
10.8+*
10.9+*

10.10*
10.23*

10.24*

10.25*

10.26*
10.27t*

10.28+*
10.29t*
10.32+*
10.33+*

EXHIBIT INDEX

Description

Acquisition Agreement dated May 19, 2006 by and mgnd.S. Auto Parts Network, Inc. and Partsbin,,lon.the one
hand, and The Partsbin.com, Inc., All OEM Parts,,IRower Host, Inc., Auto Parts Web Solutions,,liéeb Chat
Solutions, Inc., Everything Internet, LLC, RichadPine, Lowell E. Mann, Brian Tinari and Todd Daagy, on the other
hand

Second Amended and Restated Certificate of Incatjmor of U.S. Auto Parts Network, Inc. as filedwihe Delaware
Secretary of State on February 14, 2007 (incorpdrhy reference to Exhibit 3.1 to the Annual ReporForm 10-K filed
with the Securities and Exchange Commission onl&Zp2007)

Amended and Restated Bylaws of U.S. Auto Parts Nikwnc. (incorporated by reference to Exhibit &2he Annua
Report on Form 1-K filed with the Securities and Exchange Commissiarpril 2, 2007;

Specimen common stock certifici

U.S. Auto Parts Network, Inc. 2006 Equity IncentR®ian

Form of Stock Option Agreement under the U.S. ARaots Network, Inc. 2006 Equity Incentive Pl

Form of Notice of Grant of Stock Option under th&UAuto Parts Network, Inc. 2006 Equity IncentRian.

Form of Acceleration Addendum to Stock Option Agneait under the U.S. Auto Parts Network, Inc. 2006igy Incentive
Plan.

U.S. Auto Parts Network, Inc. 2007 Omnibus Plan famohs of agreemen
Offer Letter of Employment dated May 19, 2006 bg #etween U.S. Auto Parts Network, Inc. and Rictrirg

Non-Competition Agreement dated May 19, 2006 by andragrlJ.S. Auto Parts Network, Inc. and Richard Pireyell
Mann, Brian Tinari and Todd Daughe

Shareholde's Release dated May 19, 2006 by and between Ui8.Parts Network, Inc. and Richard P

Commercial Lease Agreement dated January 1, 20@htpetween U.S. Auto Parts Network, Inc. and@Qlikoe
Enterprises, LLC

Standard Industrial/Commercial Mi-Tenant Leas— Gross dated October 1, 2006 by and between U.S. Raitts
Network, Inc. and Margay 2003, LL

Standard Industrial/Commercial Mi-Tenant Leas— Gross dated July 12, 2004 by and between U.S. Ratts Network
Inc. and Isadore Socrans

Lease dated November 30, 2004 by and between Wi8. Parts Network, Inc. and William Co:

Catalog License and Parts Purchase Agreement Natesinber 20, 2006 by and between U.S. Auto Parta/dig, Inc. an
WORLDPAC, Inc.

Employment Agreement dated January 2007 by anddastwl.S. Auto Parts Network, Inc. and Michael JClaoe
Services Agreement dated October 3, 2006 by avdeleet U.S. Auto Parts Network, Inc. and Efficientiitier, Inc.
Offer Letter of Employment dated January 1, 200&bg between U.S. Auto Parts Network, Inc. and Haoudkhavar
Form of Indemnification Agreement for Officers aDdectors
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10.34+* Indemnification Agreement dated March 3, 2006 by between U.S. Auto Parts Network, Inc. and Freddermar

10.35* Deeds of Assignment and Declarations of Trust ebeec8eptember 2006 regarding MBS Tek Corporatiockstransfe!

10.39 Purchase Agreement, dated April 20, 2007, by anohgn.S. Auto Parts Network, Inc., Access Worldw@Emmunications,
Inc. and their respective Philippine affiliatesc@nporated by reference to Exhibit 10.1 to the @arr Report on Form 10-Q
filed with the Securities and Exchange Commissioiay 15, 2007

10.40 Lease Agreements, dated August 8, 2007, by and gi@8 Tek Corporation and Roshan Commercial Cangofporatec
by reference to Exhibit 10.1 to the Quarterly Répor Form 10-Q filed with the Securities and Exa@ommission on
August 2, 2007

10.41 Form of Suppliers’ Agreement entered into betwee®. Buto Parts Network, Inc. and certain of its Lh&sed suppliers and
primary drop-ship vendors (incorporated by refeeeticExhibit 10.2 to the Quarterly Report on For@rQ filed with the
Securities and Exchange Commission on August 27 ¢

10.42+ Employment Agreement dated October 12, 2007 betwke8BnAuto Parts Network, Inc. and Shane Evanggétisbrporated b
reference to Exhibit 99.2 to the Current ReporfForm 8-K filed with the Securities and Exchange @assion on
October 17, 2007

10.43+ Non-Qualified Stock Option Agreement dated October2R)7 between U.S. Auto Parts Network, Inc. and 8tarangelis
(incorporated by reference to Exhibit 99.3 to theré€nt Report on Form 8-K filed with the Securiteesd Exchange
Commission on October 17, 20C

10.44+ Non-Qualified Stock Option Agreement dated October2l®)7 (performance grant) between U.S. Auto Paetsvirk, Inc.
and Shane Evangelist (incorporated by referen&iibit 99.4 to the Current Report on Form 8-Kdileith the Securities
and Exchange Commission on October 17, 2

10.45+ 2007 New Employee Incentive Plan (incorporateddigrence to Exhibit 99.5 to the Current Report omi=&-K filed with
the Securities and Exchange Commission on Octohe2d07)

10.46 Lease Agreement, dated October 11, 2007, by andeketMBS Tek Corporation and Averon Holding Corpiora
(incorporated by reference to Exhibit 10.1 to theaf@erly Report on Form 10-Q filed with the Sedasdtand Exchange
Commission on November 14, 20(

10.47+ 2008 Base Salaries and Target Bonuses of Certdice@f (incorporated by reference to Exhibit 1@He Current Report ¢
Form &K filed with the Securities and Exchange Commissiar-ebruary 4, 200¢

10.54+ Employment Agreement, dated April 3, 2008, betwi#enCompany and Aaron Coleman (incorporated byeafe to Exhibi
10.1 to the Current Report on Fori-K filed with the Securities and Exchange CommissiarApril 3, 2008

10.55 Support Continuity Agreement, dated April 28, 2008tween the Company and Alexander Adegan (incatpdry referenc
to Exhibit 10.1 to the Current Report on For-K filed with the Securities and Exchange Commissiampril 28, 2008

10.56 Consulting Agreement, dated April 28, 2008, amdregCompany, uParts.com, Inc. and Alexander Adegaorporated by
reference to Exhibit 10.2 to the Current ReporfFomm 8-K filed with the Securities and Exchange @assion on April 28,
2008)

10.57 Non-Incentive Stock Option Agreement, dated April 2808, between the Company and Alexander Adeganr{iocated by
reference to Exhibit 10.3 to the Current ReporfForm 8-K filed with the Securities and Exchange @dssion on April 28,
2008)

10.58+ Non-Qualified Stock Option Agreement, dated May 190y and between the Company and Shane Evangelist

(incorporated by reference to Exhibit 10.1 to ther€nt Report on Form 8-K filed with the Securitéesd Exchange
Commission on May 15, 200



Table of Contents

Exhibit No. Description

10.59 Stipulation of settlement in the matter entitledré U.S. Auto Parts Network, Inc. Securities Latign, Case No. CV (-
2030-GW (JC) (incorporated by reference to ExHibitl on the Quarterly Report on Form 10-Q filedhwifte Securities and
Exchange Commission on November 6, 2C

10.60+ Separation Agreement and Release of Claims, da¢edrdber 9, 2008, between the Company and MichddtGlane
(incorporated by reference to Exhibit 10.1 to ther€nt Report on Form 8-K filed with the Securiteesd Exchange
Commission on December 9, 20(

10.61 Consulting Agreement, dated December 9, 2008, etwiee Company and Michael J. McClane (incorporhieceference 1
Exhibit 10.2 to the Current Report on For-K filed with the Securities and Exchange CommissiarDecember 9, 200

10.62+ 2009 Base Salaries and Target Bonuses of Certdice@f (incorporated by reference to Exhibit 1@1he Current Report |
Form ¢-K filed with the Securities and Exchange Commisgiardanuary 9, 200!

10.63+ Employment Agreement, dated February 16, 2009 lestwlee Company and Theodore Sanders (incorporgtesfdrence to
Exhibit 10.62 to the Current Report on For-K filed with the Securities and Exchange CommissiarFebruary 17, 200!

10.64+ Non-Qualified Stock Option Agreement, dated February?D®9, between the Company and Theodore Sandersforate:
by reference to Exhibit 10.63 to the Current Reparform 8-K filed with the Securities and Excha@gnmission on
February 17, 200¢

10.65+ Non-Qualified Stock Option Agreement (performance grasaited February 16, 2009, between the Companyrhaddore
Sanders (incorporated by reference to Exhibit 1@6#e Current Report on Formkfiled with the Securities and Exchar
Commission on February 17, 20(

10.66 Lease agreement dated December 16, 2008 by aneédretS. Auto Parts Network, Inc. and Ashley Ind®wer, LLC

21.1* Subsidiaries of U.S. Auto Parts Network, |
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EXHIBIT 10.66

REFERENCE PAGE
INDUSTRIAL GROSS LEASE

Tenant: US Auto Parts Network, Inc.

Address of Premises: 2601 Indian River Road, Suite 100 Chesapeake,
Virginia 23320

Rentable Area of Premise 72,558 SF*/**

Commencement Dat January 01, 2009**

Expiration Date December 31, 201 3k [xrrxk

Gross Rent Annualrrrx * Monthly*xsses
01/01/09-12/31/09 $ 181,39 $ 15,11¢
01/01/10- 12/31/10 $ 326,50¢ $  27,20¢
01/01/11-12/31/11 $ 399,07. $  33,25¢
01/01/12-12/31/12 $ 406,32( $  33,86(
01/01/13-12/31/13 $ 413,58( $ 34,46

Security Deposit $15,000

Broker: Thalhimer/Cushman & Wakefield (Landl¢ s Broker)

CB Richard Ellis of Virginia, Inc. (Tena's Broker)

This Reference Page information is incorporated &md made a part of the Lease. The Lease inclxdgibit A (Site Plan), Exhibit B
(Environmental Requirements), Exhibit C (Work Lettend Exhibit D (CB Richard Ellis of Virginia, In€ommission Agreement).

Landlord: Tenant:

ASHLEY INDIAN RIVER, LLC US AUTO PARTS NETWORK, INC.
9810 South Dorchester Aven 17150 S. Margay Avent

Chicago, lllinois 6062t Carson City, CA 9074

By: Ashley Capital, LLC, Its Ager

By: /S/ RA MORTON By: /s SHANE EVANGELIST

Its: MEMBER Printed Name SHANE EVANGELIST

By: /S/ SUSAN M. HARVEY Title: CHIEF EXECUTIVE OFFICEF

Its: SENIOR VICE PRESIDEN" Dated: 12-16-08

* Right of First Refusal - Lease: Pursuant to Article 35, Tenant shall have a ame-t'Right of First Refusal to Lease” contiguous,

vacant space

Right of First Refusal — Sale: Pursuant to Article 36, Tenant shall have a éme-t'Right of First Refusal to Purchase” the
Property known as 2601 Indian River Road, Chesapeadkginia.

** Expansion: Pursuant to Article 37, Tenant may expand intatignous, vacant spac
*kk Early Occupancy of Premises: Pursuant to Article 38, Tenant may occupy thevises prior to the Commencement Di

Although Tenant shall not be required to pay Remirg) the Early Occupancy Period, Tenant will bguieed to pay utilities from
the date the Premises was first occupied by Te

rkckk Option to Extend : Pursuant to Article 39, Tenant shall have one'@gtion to Extend’the term of this Lease for one (1) additio
five (5) year period with written notice to Landibon or before June 30, 20:

ok Option To Terminate : Pursuant to Article 40, Tenant shall have one‘Option to Terminat” this Lease effective December :
2011 with written notice to Landlord on or beformé 30, 2011

Fkkkkk Non-Process Water: The cost of nc-process water has been included in Te's Gross Ren




PREMISES AND USE.Tenant leases the Premises shown on Exhibit Ateé&Reference Page from Landlord. The Premises and
contiguous or related property which are managedlyoare referred to as the “Property”. The Presmiss to be used solely for light
manufacturing, warehousing and related officessdradl not include any use that would cause the Resmio be a “place of public
accommodation” under the Americans with Disab#itAct of 1990, with the exception of a customexckpup window” adjacent to one
of the bay doors. Tenant shall not cause odorsenmi anything else to interfere with the right®tbfer tenants or injure, annoy or disturb
them. Tenant shall not use or store material ansoninhazardous substances or cause any wasta| ilegor anything in addition to
Tenant’s use of the Premises described abovewthatl increase the Property insurance rate. Nostatiding the foregoing, and subject
to Exhibit B attached, as a retailer of automopeets and accessories Tenant may stock for resetisc materials that might be
hazardous including, but not limited to: motoranild additives, wheel and bearing lubricants, oeolike substances. Tenant shall not
remove the materials from their packaging, norlshethant provide services such as oil changes.fapardous materials will be stored
in accordance with all applicable regulatio

TERM. This Lease begins on the Commencement Date andoeniti® Expiration Date shown on the Reference Ragessession ci't
be delivered on the Commencement Date and Tenamiadicause the delay.andlord shall not be liable for damages but Réatide
equitably abated. Such delay will not affect thepiEation Date or Tenant’s other obligations. Usehaf Property prior to the
Commencement Date shall be subject to all provésadfithis Lease except as otherwise noted he

RENT. Tenant shall pay the Monthly Gross Rent set forttihe Reference Page, plus other sums “Additional Ren"), together
known as “Rent”, on the first of each month withdetluction or setoff. If Landlord uses an “Auto Paystem, it will debit Tenant’s
account on the fifth of each month. Annual GrosatRecludes reimbursement of sixty cents ($.60) R8M®riginal/past improvements
which is unrelated to payments for any Exhibit C/better items. Rent not received by the tentthefmonth shall be charged a four
percent (4%) late fee on the amount ¢

EXPENSES.Landlord shall be financially responsible for reatate loan payments for the Property (if any), estate taxes, insurance
sufficient for full replacement of the Property dod maintaining and keeping in good repair all eoom areas of the Property in addition
to its duty to maintain the structural integritytbe foundations, floor, structure, including bagrivalls and roof of the Premises, as well
as, unexposed electrical, sewage and plumbingmitid walls of the Premises. Tenant shall giveceotif the need for any repair after
which Landlord shall have a reasonable time petidocbrrect the same. Landlord’s liability with respto any repair or replacement shall
be limited to the cost of such repair or replacetr

SECURITY DEPOSIT. The Security Deposit shown on the Reference Pagecigrity for Tenal's performance hereunder. Landle
may use the Security Deposit for the payment oft Rmrsts to enforce this Lease in the case of Tiendafault. If Tenant complies with
each provision of this Lease, the Security Depmsiemaining portion shall be promptly returnecattease terminatiol

ALTERATIONS. Tenant shall not alter or improve the Premisestgwtion”) without Landlord’s prior written consewhich shall not

be unreasonably withheld if the Alteration is ndrustural and does not reduce the Property’s vatuier to Lease termination, Tenant
must remove any Alteration and restore the Prem@sés original condition or pay Landlord for sugmoval and restoration. Tenant
agrees to construct all Alterations in accordanitk all codes and accessibility guidelines and mte\Landlord electronic as-built
drawings within thirty (30) days of completion. Mathstanding the foregoing, electronic “as builtadings shall not be required for non-
structural Alterations unless otherwise stated agdlord at the time it issues its consi
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8.

10.

11.

REPAIR. By taking possession, and failing to deliver writteotice to Landlord within fifteen (15) days ofiits that are not in good
order and repair, Tenant accepts the Premisesras ibegood order and repair and in the conditioonpised. In addition, within five

(5) days of completion of “Landlord’s Work” as dedid by Exhibit C attached hereto, Tenant and Laddiball conduct an inspection of
Landlord’s Work and create a punchlist of itemséed of repair by Landlord. Tenant shall maintaePremises in good condition and
promptly make all repairs and replacements (orginarextraordinary), with high quality materialsdaworkmanship in compliance with
all laws and regulations. The obligation to maimtsihall include, without limitation, the windowdfioe and warehouse entries, walls,
floors, electrical systems, signage, fire monitgnranels (plus all related NFPA inspections/ceditions), all dock equipment, plumbing,
and heating, ventilation and air conditioning sgstgproviding Landlord with HVAC service contraetZords upon five (5) days request)
serving the Premises. Tenant shall promptly rePeiperty damage caused by its agents, employedsitors or Landlord may make
such repair and bill Tenant. Tenant shall not peamy action that may void roof or other warrante®verload any building component
or mezzanine. For materials or equipment withinRhemises covered by warranties held by Landloathdlord will accept responsibility
for repairs and replacements of those items, sp &snthey are covered by a warranty and said wigrteas not been assigned to Tenant.
Tenant must give Landlord written notice of thechém a repair or replacement of such item. Notstiimding the foregoing, provided
Tenant has maintained the Premises as set forélinh@nd provided documentation of same, and theada was not caused by Tenant,
its agents, employees or visitors, Tenant’s ligbfibr any individual repair or replacement, indluglthose caused by normal wear and
tear, shall not exceed seven thousand five hurdivtars ($7,500). Provided Tenant satisfies thed@é@ms outlined in the previous
sentence, Landlord shall be responsible for theusrnof cost that exceeds seven thousand five hdnibsbars ($7,500) for any individu
repair or replacemer

LIENS. Tenant shall keep the Property free from liens edusy Tenant’s acts or omissions. Any lien notaséal or bonded over within
ten (10) days of receipt of notice of filing may tedeased by any means Landlord deems reasonablieding payment of the claim. St
sums advanced shall be considered Additional Reatdthin thirty (30) days

SUBLET . Tenant shall not pledge, sublet or assign thaskeawvithout Landlor's written consent. Provided Tenant reimburses laad’'s
reasonable costs, is not in default, and the prexptenant is financially sound, has a good reputatind is not an undue environmental
risk or a tenant of Landlord or its affiliates, buzmbnsent shall not be unreasonably withheld. Ténanle remedy shall be specific
performance with respect to any assertion that lord® consent was unreasonably withheld. Landioey terminate this Lease rather
than permit the subletting or assignment of athef Premises, in which event, Tenant’s obligatiomsuant to this Lease shall terminate,
or elect to receive fifty percent (50%) of all iresed rents from such transaction. Subtenantssaighaes shall have no right to sublet or
assign this Lease. Tenant shall require any suosces®ccupant through Tenant be bound in writig@lh the terms of this Lease
specifically including Articles 10, 11 and 1

MUTUAL INDEMNIFICATION . Landlord shall indemnify, defend and hold harmlé€tdemnify”) Tenant from all third-party
claims, liability or costs due to the default, wonegligence, acts or omissions of Landlord, itsrag, employees or visitors. Tenant shall
Indemnify Landlord from all third-party claims, baity or costs due to the default, work, negligenacts, or omissions of Tenant, its
agents, employees or visitors. This Article shativé/e Lease terminatiol

INSURANCE. Tenant and its contractors shall maintain Work&smpensation insurance and Employéiability insurance with limit:
of $1,000,000 each for: Each Accident; DiseasechEamployee; and Disease - Policy Limit. Tenant ésidontractors shall maintain
automobile liability insurance for all owned, nomsted and hired vehicles and Commercial Generalilifipnsurance (on an occurrence
basis) covering third party claims including boditjury/property damage and perso
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12.

13.

14.

15.

16.

17.

injury, each with a limit of five million dollars$5,000,000) per occurrence and five million doligss,000,000) general aggregate per
location (including umbrella/excess liability). Tant's liability policies shall name Landlord and #ffiliates, ground owner and
mortgagee as additional insureds (on a primarynamgontributory basis) and provide thirty (30) dagsice of cancellation or non-
renewal. Tenant shall either maintain insurancédtminess income and against loss to all propexdyg@ods of Tenant or others,
regardless of ownership, that are stored/usedeifPtemises (or the Property) in an amount notthess the replacement value of such
property or goods that also covers consequentiabdas associated with any loss or elect to selfrinthese risks. Landlord shall carry
property special form coverage, liability and othresurance as required by its lenders, shall naemaft an additional insured with
respect to common areas of the Property only (orinaary and noncontributory basis) and shall prevignant with a certificate of
insurance. Any claim in excess of policy limits ke considered a self-insured risk of Landlordlenant. Tenant’s Property, Liability
and Workers’ Compensation insurance policies stmltain a waiver of subrogation naming Landlordulrance certificates shall be
provided to Landlord prior to occupant

MUTUAL WAIVER OF CLAIMS & SUBROGATION. Notwithstanding anything else herein, Landlord &edant (and any occupe
through Tenant) waive all claims and the rightafr®gation against each other for any loss or ynjhat was or should have been
covered by insurance under Article 11. This Artistall survive Lease terminatic

UTILITIES. Tenant shall pay all utility charges for the enbrélding beginning on the earlier of (a) the daenant first occupies the
Premises (pursuant to Article 38 herein); or (l8) @ommencement Date of this Lease. Once Landlsdéeured a long-term tenant for
the remainder of the building, Landlord shall destise utilities and Tenant shall be responsiblefbutilities for the seventy-two
thousand five hundred fifty-eight square foot (BB5%F) Premises or any expansions thereof, If tamBes is submetered, Tenant shall
pay the rates set forth in the state utility regates or if not available, the comparable “directter” rate. Landlord shall choose all utility
providers with the exception of telecommunicatidremdlord shall not be liable for any interruptiondiminution of utility services

FIRE MONITORING, SECURITY AND COMMUNICATIONS. Landlord may supply a fire monitoring panel for theemises and,
so, Tenant shall contract with a Landlord-approneshitoring company and pay all associated costswtie Premises is equipped with
fire monitoring equipment. Tenant shall provide amaintain other related equipment such as hoss, @ extinguishers, strobe lights,
signage, etc. as required by local authoritiesahgmat its cost, may install approved securittesys, communications equipment and
wiring.

SUBORDINATION. This Lease shall be subordinate to any mortgaggaxmd lease, subject to execution of a non-disiurb
agreement. In the event of attornment by Tenaoymat owner or mortgagee shall not be: a) liableafor act or omission of Landlord; b)
subject to any offsets or defenses Tenant has stgaamdlord; or ¢) bound by prepayment of more thae month’s Rent. Tenant shall
execute a subordination, r-disturbance and attornment agreement within tendags if such agreement is mortge’s standard forn

HOLD OVER. Tenant shall pay all damages plus one hundredgditgent (150%) of the Rent due if it retains pes&e of Premises
after the Expiration Date or earlier Lease termdamal

RULES. Tenant shall comply with the Environmental Requieats (Exhibit B) and Property rules reasonablyfah by Landlord.
Tenant may not install signs, lettering or adverfsvithout Landlord’s written consent, which shadit be unreasonably withheld,

and must comply with applicable governmental rejutes and Property standards. Tenant must use paxor or covered dumpster for
all trash. No outside storage shall be permit



18.

19.

20.

21.

22.

REENTRY. Landlord may reenter the Premises, on reasonaldenmtice except in the case of emergencies,dpeat, provide or inste
Property systems or services, alter or repair thpdtty. Tenant waives any claim for such reentry Bandlord shall reasonably
minimize business interference to Ten:

DEFAULT. If Tenant shall default in: a) the payment of Rexfiter written notice and a ten (10) day periogvhich to cure; b) th
observance of any applicable, material ordinarag,dr regulation or any term, covenant or condittbthis Lease or other agreement
with Landlord and fail to remedy or commence to eegn(and diligently pursue completion) such defaithin twenty (20) days after
written notice; or c) subletting or assigning thesase without consent; then, Landlord may give Tiettee statutorily required notice of
Lease termination and Tenant shall remain liablelfonages and Rent due hereunder. If Tenant defawdt (2) times in any six

(6) month period, Landlord may terminate this Leagbout giving Tenant an opportunity to cure tleea@nd default. Landlord’failure tc
enforce any of its rights under this Lease shallogoconstrued as a limitation to subsequentlyreefany of its rights. Upon any action
taken by Tenant, its creditors or Guarantor undgrlmankruptcy or debtor relief act, Landlord magyntmate this Lease or require Tenant
to deposit six (6) mont’ Rent as additional Security Depo:

If Landlord shall default in the observance of &eym, covenant or condition hereof and fail to rdgner commence to remedy (and
diligently pursue until completion), such defauithin thirty (30) days after notice from Tenant,ibat may, but shall not be obligated to
cure such default and to deduct the costs and sepehereof from the Gross Rent due hereundersaislech failure cannot with due
diligence be cured within a period of thirty (3@yd, in which case such failure shall not be deeaéefault hereunder if Landlord
proceeds promptly and with due diligence to cughdailure and diligently completes the curing #adrwithin a reasonable time. The
total amount of Gross Rent permitted to be offsetny twelve (12) month period shall not exceedp@mrtent (10%) of the annual Gross
Rent due under the terms of this Lease. Any amaluggo Tenant which exceed ten percent (10%)etinual Gross Rent due, and
therefore are not fully repaid by offsetting Gr&emnt in the first year following Tenant’s expendéwf funds, shall be carried forward to
subsequent years [not to exceed ten percent (108)nmal Gross Rent per year] and to it shall iedd charge for the cost of funds
equal to ten percent (10%).

REMEDIES. If this Lease terminates due to Tenant’'s defawdhant shall pay: a) accrued and unpaid Rent @ntilination; b) the costs
of re-letting and any deficiency between Rent @t collected under such ketting; and c) legal and other default relatedsdsandlorc
may forego terminating this Lease and recover Rerit becomes due or, in advance, the present véline future Rent. After default,
Landlord may dispossess Tenant and its propertyowttreleasing Tenant from any obligation, inclydiRent, it being acknowledged tl
Landlord has a duty to mitigate its damages ardtréie Premises. It is also acknowledged thatfexyres, equipment or inventory are
the sole property of Tenant and shall not be seizesbld by Landlord to cure any payment default bandlord waives its statutory lien
rights. Tenant and its creditors waive all claimsdamages from such expulsion.

QUIET ENJOYMENT. Landlord has the authority to execute this LeasktTanant, while paying Rent and performing its o
obligations shall quietly have, hold and enjoy Bremises without hindrance from Landlc

CASUALTY. If the Premises is damaged by casualty, Landloadl phomptly make the reasonably necessary repaiisRent shall
equitably and proportionally abate. If repairs aatrive substantially completed within ninety (90yslad_andlord shall notify Tenant as
soon as practical and either party may terminaselthase within thirty (30) days of such noticentlbord shall not repair/replace prope
of Tenant or other:



23.

24.

25.

26.

27.

28.

29.

30.

31.

32.
33.

SALE OF PROPERTY. If the Property is sold, Landlord shall be releagech future liability and Tenant shall look to Ldlord’s
successor (if any Security Deposit has been tranesfe Except for this Article, this Lease shalt be affected by an ownership chan

EMINENT DOMAIN. If a material part of the Premises is taken undeinent domain, either party may terminate this leeggson such
taking. Tenant may claim dislocation damages prdisuch amount does not reduce Lan¢s award

ESTOPPEL CERTIFICATES. Within ten (10) days of request, Tenant shall delio Landlord, or any prospective landlorc
mortgagee, a statement certifying to the best ofiiés knowledge: a) the Expiration Date; b) thdg . ease is unmodified except as
specified; c) the date to which Rent has been phithat there are no defaults of Landlord’s olliyas except as specified; and e)
financial, environmental and other information eagsonably requested. Notwithstanding the foreg@rgept in the case of either a
refinancing or the potential sale of the PropeFgnant shall not be required to provide an estopgeificate per this Article more than
one (1) time per calendar ye

FINANCIAL INFORMATION. Within ten (10) days of request by Landlord, Tereamd Guarantor (if any) shall submit full audited
financial statements, or a copy of Tenant's mosémeé SEC annual report on Form 10-K. Notwithstagdire foregoing, except in the
case of either a refinancing or the potential séltae Property, Tenant shall not be required tvjole the financial information outlined
per this Article more than one (1) time per calengzar.

RETURN OF PREMISES. Tenant agrees to return the Premises in good donditormal wear and tear excepted, broom clearfraed
of debris, pay Landlord to remove any Alteratioosnstructed at any time during Tenant’s occupamojuding signs, wiring, air lines,
floor striping, etc.) and to restore the Premisethé condition that existed upon Tenaritiitial occupancy. Disputes shall be arbitratg:
a third party architect or engineer, chosen by lanal] with such cost split equall

NOTICES. Notices shall be sent by overnight courier or @GiediMail, using the addresses set forth on theeRefce Page, and shall be
deemed given upon deliver

FORCE MAJEURE. Except for timely Rent Payment, Landlord or Tersmdll not be in default hereunder when performariany
term or condition is prevented by a cause beyanddntrol and commercially reasonable efforts @iadpmade to end or mitigate the
cause of the dela

BROKER. Each party warrants that it has only dealt withBineker(s) set forth on the Reference Page andnnifees and holds the
other harmless from all liability and expense assailt of any alleged breach of such warranty. lentdhas signed commission
agreements with both Thalhimer|Cushman & Wakefje&thdlord's broker) and CB Richard Ellis of Virgailnc. (Tenant’s broker). A
copy of the commission agreement with Te’s broker is attached hereto as Exhibi

PARKING. Tenant may use the five (5) trailer staging sparesseventy (70) car parking spaces noted on BExhitho parking of
inoperative vehicles or trailers on the Propertgliswed. Tenant shall receive one (1) additioreilér staging space for each additional
full bay expansion pursuant to Article 37 hert

RELOCATION. Intentionally omitted

WAIVER OF JURY TRIAL. Landlord and Tenant agree to waive trial by jurgity proceeding against the other and to try caisder
the laws of the state where the Property is loci




34.

35.

36.

DEFINED TERMS AND MISCELLANEOUS. The headings herein are for convenience and inayodescribe the scope or intent of
any Article. Any indemnification or naming of Larmatl shall include its lenders, trustees, directoeneficiaries, agents, members,
successors, contractors, shareholders, affiliatepjoyees and ground owner. The terms person, Tdremdlord or any noun or pronoun
used in place thereof, shall include the mascuwimieminine, singular or plural, individuals, firprend corporations according to the
context thereof

Rentable Area of the Property is defined as the Ablilding area of the Property, less common aegaba vacancy allowance. Rente
Area of the Premises is deemed to be the squatageon the Reference Page. Landlord shall rehis&®entable Area of the Property
and Tenant’s Proportionate Share if there is g sakualty or other change. Landlord may calclExjgenses on a building or Property-
wide basis if Tenant’s Proportionate Share is adgligquitably. The Premises is not reserved nthisd_ease effective until executed by
Landlord and Tenant.

If any provision herein is judged unenforceabléptier provisions shall remain in full force arffeet. Time is of the essence for this
Lease. This Lease was freely negotiated betweepatiges and in any controversy there shall beragymption or conclusion drawn by
virtue of which party drafted any Lease sectiony Aption to extend the term or terminate this Leas® expand or reduce the Premises
is void (or may be voided by Landlord if alreadyeecised) in the event the Lease is assigned, g&miBes sublet or Tenant is in default.
This Lease supersedes any previous understandiegreement of the parties and may not be modified in writing.

RIGHT OF FIRST REFUSAL —LEASE. Provided Tenant is not in default, Tenant shallhawne-time “Right of First Refusal to
Lease” contiguous, vacant space (“ROFR Area”).Rdentering into a lease agreement for all ot phthe ROFR Area with another
tenant, Landlord shall provide Tenant with a writfFroposal to lease the ROFR Area under the samms &@nd conditions proposed to
unrelated prospective tenant which prompted thghRof First Refusal to Lease. Tenant shall have (6) business days from the date of
Landlord’s written proposal to either accept oecgjthe terms and conditions of the proposal. Uperexpiration of the five (5) business
day period and provided Tenant has not acceptedratis and conditions of the proposal, Tenant dfetleemed to have waived its Ri
of First Refusal to Lease, and Landlord may emt&r & lease agreement with the other party ondheegerms and conditions offered to
Tenant for the ROFR Area without further notificatito Tenant and Tenant’s Right of First Refusdléase will no longer be in force or
effect. Notwithstanding the foregoing, in the evidrat Landlord enters into a lease agreement withraelated tenant under the terms
herein for only a portion of the ROFR Area, TenamRight of First Refusal to Lease shall survivehwigards to any remaining
contiguous spact

RIGHT OF FIRST REFUSAL — PURCHASE. Provided Tenant is not in default, Tenant shallehawne-time Right of First Refusal t
Purchase” the Property known as 2601 Indian RivaxdR Chesapeake, Virginia. Prior to selling theprty to another party, Landlord
shall present a bona fide offer from an unrelakéditparty to Tenant and Tenant shall have fiveb{liness days from the date of
Landlord’s presentation of the bona fide offer on the sammag and conditions offered to Tenant to eithgrm{atch the offer to purchas
or (b) waive its Right of First Refusal to Purchddpon the expiration of the five (5) business gayiod and provided Tenant has not
matched or presented a higher offer, Tenant skalldemed to have waived its Right of First Refts&lurchase the Property, and
Landlord may enter into a purchase agreement Wélother party and Tenant’s Right of First ReftsdaPurchase the Property will no
longer be in force or effect. Notwithstanding tbeefgoing, in the event that Landlord fails to cansuate a sale with the other party be
upon the material terms and conditions presentdeét@nt, Tena's Right of First Refusal to Purchase shall sur
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37.

38.

39.

EXPANSION. Tenant may expand into contiguous vacant spadeeaame rate and terms as in this Lease providgdefant is not in

default; (b) Tenant expands in minimum incremets40456 square feet (one bay); and (c) eitheettpansion takes effect prior to
June 30, 2011 or Tenant has waived its Option tanif&te per Article 40 herein. Notwithstanding tbeegoing, if the Right of First
Refusal to Lease has been triggered for the camtigwvacant space, Tenant must expand into tharfubunt of space that is the subjec
a bona fide negotiation with another tenant. Furtfege, Tenant’s ability to expand is subject to dlverall status of occupancy in the
building and Landlord’s reasonable need to leavekatable space available for lease. Landlord gilithe costs of fully demising
Tenant’'s Premises one time during the term oflteise. The demising wall shall not be built ungh@nt requires the wall or it is
necessitated by other tenancy in the build

EARLY OCCUPANCY OF PREMISES. Tenant may take occupancy of the Premises pritrddCommencement Date (t“Early

Occupancy Period”) provided: (a) Tenant has secaredsiness license from the City of Chesapealefébant has provided Landlord
with proof of insurance; (c) Tenant’s activitiedlwiot interfere with the completion of the imprawents required by Landlord in Exhibit
C Work Letter; and (d) Tenant has been providedlg-&xecuted copy of this Lease. Tenant shallbetequired to pay Rent during the
Early Occupancy Period, but shall be responsibi@#&ying utilities (pursuant to Article 13 herefrdm the date the Premises was first
occupied by Tenant. Any delays in completion ofithprovements required by Landlord in Exhibit C \Wdetter caused by Tenastlust
during the early occupancy period shall not deteey@ommencement Date of this Lee

OPTION TO EXTEND. Tenant shall have one (“Option to Exten” the term of this Lease for one (1) additional f{8§ year perioc
provided: (a) Tenant is not in default; and (b) dmthprovides written notice to Landlord on or befdune 30, 2013. Tenant’s election to
exercise this Option to Extend shall be deemeccag@ance of the Premises in its then current tiondiGross Rent for the extended
period shall be as follow:

Annual* Monthly* PSF Gros!
01/01/14-12/31/14 $442,60¢ $36,88¢  $6.10
01/01/15-12/31/15 $453,49. $37,791  $6.25
01/01/16-12/31/16 $464,37¢ $38,69¢  $6.40
01/01/17-12/31/17 $475,26( $39,60f  $6.55
01/01/18-12/31/18 $486,14- $40,51:  $6.70

*  Assumes Tenant has not expanded pursuant to ABifckeerein. If Tenant has expanded, the PSF Gragsdbove shall appl

40.

OPTION TO TERMINATE . Tenant shall have one (1) “Option to Terminate$ thease effective December 31, 2011 (“Termination
Date”) provided: (a) Tenant is not in default; Tl®nant provides written notice to Landlord on ofobe June 30, 2011; and (c) Tenant's
written notice is accompanied by a payment to Larttin the amount of three hundred and thirty tlamasdollars ($330,000) as
reimbursement of Landlord’s unamortized costs dbageconcessions made by Landlord based uponxipeceation of a five (5) year
Lease term

END OF LEASE
See attached Exhibits
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EXHIBIT B
ENVIRONMENTAL REQUIREMENTS

Tenant shall operate its business on the Propadyraintain the Premises in compliance with alefad] state and local laws, regulations and
requirements (including maintaining NPDES and offemits if applicable) relating to chemicals, ptdints or contaminants, including,

without limitation, smoke, vapors, soot, fumesgdaeikalis, toxic chemicals, liquids or gases, wasaterials, including medical, infectious and
pathological wastes, electromagnetic fields, loveleadioactive material, or other irritants, contaants or pollutants (“Hazardous
Substances”) into or upon land, or structures thfgoa, the atmosphere, or any watercourse or bodsatdr including groundwater
(“Environmental Laws”). Hazardous Substances inefydut is not limited to, all hazardous or toxibstances, materials or wastes and those
substances identified as hazardous or solid wasigsr the Resource Conservation and Recovery ACR@), or “hazardous substances” as
defined under the Comprehensive Environmental RespgdCompensation and Liability Act of 1980, as adeel from time to time; mold; any
oil or petroleum products; asbestos; PCBs; andsabgtances, materials or wastes that are or beagutated under Environmental Laws.
Subject to Article 1 of the Lease, Tenant shallidyehen reasonably possible, the use or storadfapérdous Substances and keep, store and
dispose of Hazardous Substances in complianceaNigpplicable Environmental Laws. Tenant shall meéasonable efforts not to use
propane-fueled forklifts but if used, shall enstirat the air quality on the Premises is maintaitoestate and OSHA standards. Tenant shall not
allow any of its Hazardous Substances to come iaob with soil or groundwater at the Property.

Tenant shall give Landlord prompt written noticeaofy instituted or threatened action, proceedingaim alleging a violation of
Environmental Laws or Hazardous Substances congdioimat or affecting the Property. Tenant shabajive Landlord prompt written notice
of any condition or occurrence at the Property Whionstitutes a violation of Environmental Lawsaauld justify a demand for removal or
remediation under Environmental Laws.

Tenant shall, upon the Commencement Date and upndlard’s request thereafter, identify in writingtdazardous Substances created or
present at the Property due to the acts of Tenant.

Within ten (10) days of request, Tenant shall ex=end deliver to Landlord or any prospective landllor mortgagee a statement certifying:
(1) the Hazardous Substances previously or cuyreisttd or stored by Tenant at the Property; (2)Teaant has obtained and maintained in
full force and effect all permits and approvalsuiegd under Environmental Laws for the conduct ehd@nt’s business at the Property and
provide copies of those permits and approvalsth@) Tenant has no notice or knowledge of the piessef Hazardous Substances on the
Property that could form the basis for cleanup,e@ial, removal or restoration work under Environtaéhaws; and (4) other environmental
related information as reasonably requested.

If Tenant breaches its obligations under this ExiBbor if the presence of Hazardous Substanceb@®Property caused by Tenant results in
contamination of the Property, or if contaminatafrthe Property by Hazardous Substances otherveisers for which Tenant is legally
responsible, then Tenant shall indemnify, deferdifzoid Landlord harmless from and against any dndaams, judgments, damages,
penalties, fines, costs, liabilities or lossesl(idag, without limitations, diminution in value tfie Property and sums paid in settlement or
defense of claims, attorneys’ fees, consultant éeesexpert fees) which arise before or after thase termination as a result of such
contamination but only that contamination. Thisdnmhification of Landlord by Tenant includes, withdimitation, costs incurred in connect
with any investigation of the alleged contaminatisrany cleanup, remedial, removal or restorationkwequired by any federal, state or local
government agency or political subdivision causgd énant’'s contamination and only for that portafrany costs related to Tenant’s
contamination.

Without limiting the foregoing, if the presenceasfy Hazardous Substances on the Property causeenant results in any contamination of
the Property, Tenant, at its sole expense, shathptly take all actions necessary to return the@ny to the condition existing prior to the
introduction of any such Hazardous Substancesa®tbperty. If, in the remediation process, iti«dvered that additional contamination, not
related to Tenant, has occurred, Tenant’s respitisind liability shall be apportioned to refleits percentage of the contamination.

Landlord shall not cause or allow the presenceadatidous Substances in the Premises that woult\helation of Environmental Laws.
Tenant acknowledges that there may be small amaofimsn-friable asbestos in properties construptéat to 1990. Landlord agrees to
indemnify, defend and hold Tenant, its officersediors, partners, shareholders, employees andsagammless from and against any and all
claims, judgments, damages, penalties, fines, demsdities or losses which arise from the preseof Hazardous Substances in the Premis
caused by Landlord, its employees, agents or cttoisa This indemnification of Tenant by Landlongludes, without limitation, costs in
connection with any investigation of site conditimm any cleanup, remedial, removal or restoratiorkwequired by any federal, state or local
government agency or political subdivision or ptéevparty.

Tenant shall comply with any environmental due adigations applicable to occupants of the Prgpevith respect to any environmental
conditions of which Tenant has knowledge.

The foregoing indemnity and obligations shall suevihe termination of this Lease. Landlord ancgents shall have the right, but not the
duty, to inspect the Property to determine whelrerant is complying with the terms of this Exhil



EXHIBIT C
WORK LETTER
(US Auto Parts Network, Inc. — December 15, 2008)

EXISTING CONDITIONS : Subject to Article 4 of the Lease, Landlord shigliver the Premises with the following existimgprovements,

in good working order, which Tenant shall acceptas-is” condition.
DOCK DOORS : Ten (10) 10’ x 11’ dock doors and one (1) 13'X @rade-level door.

HEATING : Gas-fired, air make-up units designed to pro¥iftye degrees Fahrenheit (50°F) interior temperatat zero degrees
Fahrenheit (0°F) outside temperature.

WAREHOUSE ELECTRICAL : 400 amps, 480/277 volts, 3-phase power will livigied to the Premises. The distribution of electri
service shall be provided by Tenant and shall bieedio accordance with all governmental codes adohances.

LIGHTING : Landlord will provide one (1) one thousand (1,00@tt, coated, double-jacketed, metal halide lfgtitire per bay.
SPRINKLER SYSTEM : An ESFR fire suppression system, designed aridlied in compliance with local code.

RESTROOMS : One (1) women'’s restroom with three (3) stalld &mo (2) sinks; and one (1) men’s restroom witb (&) urinals and
one (1) stall, installed in compliance with statel éocal codes.

LANDLORD 'S WORK : Landlord, at its sole cost and expense, shallenta& following improvements:

OFFICE AREA : Landlord will build out the approximate three tisand seven hundred sixty-three square foot (SFgDffice /

restroom / break room space as reflected on ExAibitinclude one (1) private office, one (1) caefiece room, two (2) additional single-
stall restrooms for use by office staff, directegxfrom the warehouse to the existing restroomes(b) break room with ten feet (10’) of
base cabinets and a sink. All restrooms shall liletbicomply with state and local codes. Landlstall use commercially reasonable
efforts to deliver the office area within sixty jafays after the Lease has been mutually execlitEdnant makes material changes to the
agreed upon office layout, Landlord shall not kepomsible for any extended move in date, nor $teit be abated/prorated for such
delay. The office/restroom/break room area shatidrestructed based upon Ashley Capital StandartiliBgi Specifications, which are
available upon request.

DOCK EQUIPMENT : Landlord shall equip all ten (10) docks with mminim 40,000 Ib. capacity air-bag, fleor dock levelers, bumpe
and shelters




COMMERCIAL REAL ESTATE SERVICES c BH E

CB RICHARD ELLIS

150 West Main Street, Suite 1100
Morfolk, Virginia 23510

757.490.3300 Tel
757.490 1200 Fax

W LOreCOm

LEASE EXHIBIT D
COMMISSION AGREEMENT

In the event that a mutually acceptable lease agreement (the “Lease™) is executed by and
between Ashley Indian River, LLC (the “Landlord™) and US Auto Parts, Inc. (the “Tenant”)
with regards to 2601 Indian River Road, Chesapeake, Virginia (the “Premises”) on or before
February 1, 2009, Landlord shall pay commission(s) to CB Richard Ellis of Virginia, Inc.
(“Tenant's Agent™) as follows:

Initial Lease Term. Three percent (3%) of the aggregate base rents (“base rents™ defined as
$1.00 per square foot on an annualized basis less than the gross rents set forth on the reference
page of the Lease) payable by Tenant to Landlord during the initial five (5) year lease term (the
“Initial Term™). Landlord shall pay fifty percent (50%) of the commission upon lease
execution and fifty percent (50%) upon receipt of the first month’s gross rent outside of any
abated or free rent periods.

Expansions During the Initial Term. In the event that Tenant expands during the Initial
Term and provided that Tenant has not given Landlord written notice that it is being
represented by another real estate agent, Landlord shall pay to Tenant's Agent a commission
equal to three percent (3.0%) of the aggregate base rents payable by Tenant to Landlord with
regards to the expansion area for the remainder of the Initial Term. Commissions related to
expansions shall be payable upon Landlord’s receipt of the first month’s gross rent for
expansion area.

Renewals and Expansions During the Renewal Period. In the cvent that Tenant renews or
extends the Lease beyond the Initial Term and provided that Tenant has not given Landlord
written notice that it is being represented by another real estate, Landlord shall pay to Tenant’s
Agent a commission equal to one and one half percent (1.5%) of the aggregate base rents
payable by Tenant to Landlord for the renewal period up to 2 maximum of five (5) years. The
commission for the renewal period shall be payable upon receipt of the first month’s gross rent
for the renewal period. Furthermore, in the event that Tenant expands during the renewal
period and provided that Tenant has not given Landlord written notice that it is being
represented by another real estate, Landlord shall pay to Tenant's Agent a commission equal to
one and one half percent (1.5%) of the aggregate base rents payable by Tenant to Landlord for
the expansion area during the remaining renewal period. Commissions related to expansions
during the renewal period shall be payable upon Landlord’s receipt of the first month’s gross
rent for the expansion arca.
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Sale of the Premises by Landlord to Tenant, In the event that Landlord sells the Premises to
the Tenant during the term of the Lease, including any extensions thereof, and provided that
Tenant has not given Landlord written notice that it is being represented by another real estate
agent, Landlord shall pay to Tenant's Agent a commission equal to two percent (2.09%) of the
purchase price less any previously paid, unamortized commissions. Notwithstanding the
foregoing, upon the sale of the Premises to a party other than the Tenant, this provision shall
become void and shall no longer be applicable to Landlord or it’s successors in interest.

AGREED and ACCEPTED:

Ashley Indian River, LLC

107572007
Page 2 of 2



EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference ifoHewing Registration Statements:

1) Registration Statement (Form S-8 338179) pertaining to the 2007 Omnibus IncentivenRInd the 2006 Equity Incentive Plar
U.S. Auto Parts Network, Inc., ai

2) Reqgistration Statement (Forn-8 33:-149973) pertaining to 2007 New Employee IncentilaRnd the 2007 Omnibus Incent
Plan of U.S. Auto Parts Network, Ir

of our report dated March 26, 2009, with respe¢htoconsolidated financial statements of U.S. ARdats Network, Inc. included in its Annt
Report (Form 10-K) for the year ended Decembe2B08 to be filed with the Securities and Exchangen@ission.

/sl Ernst & Young LLP

Los Angeles, California
March 26, 2009



EXHIBIT 31.1

CERTIFICATION PURSUANT TO EXCHANGE ACT
RULE 13a-14(a)/15d-14(a), AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Shane Evangelist, certify that:
1. | have reviewed this annual report on Form 16fK.S. Auto Parts Network, Inc.;

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or donditate a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtaisg with respect to the period
covered by this report;

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

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

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedoifge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us by
others within those entities, particularly duritg fperiod in which this report is being prepared;

(b) Designed such internal control over financédarting, or caused such internal control overrfaial reporting to be designed
under our supervision to provide reasonable assersegarding the reliability of financial reportiagd the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles; and

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

(d) Disclosed in this report any change in thestgnt’s internal control over financial reportitigt occurred during the registrast’
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo&) tias materially affected, or is reasonably
likely to materially affect, the registrant’s intel control over financial reporting; and

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatimternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s Board of Direct¢os persons performing the equivalent
functions):

(a) All significant deficiencies and material weakges 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 apbrt financial information; and

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

Date: March 26, 2009

/ s/ SHANE EVANGELIST
Shane Evangelit

Chief Executive Office
(principal executive officer




EXHIBIT 31.2

CERTIFICATION PURSUANT TO EXCHANGE ACT
RULE 13a-14(a)/15d-14(a), AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Theodore Sanders, certify that:
1. | have reviewed this annual report on Form 16fK.S. Auto Parts Network, Inc.;

2. Based on my knowledge, this report does notaiorny untrue statement of a material fact or donditate a material fact necessary to
make the statements made, in light of the circunt&s under which such statements were made, nigtaisg with respect to the period
covered by this report;

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

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

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procedoifge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us by
others within those entities, particularly duritg fperiod in which this report is being prepared;

(b) Designed such internal control over financédarting, or caused such internal control overrfaial reporting to be designed
under our supervision to provide reasonable assersegarding the reliability of financial reportiagd the preparation of financial
statements for external purposes in accordancegeitierally accepted accounting principles; and

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

(d) Disclosed in this report any change in thestgnt’s internal control over financial reportitigt occurred during the registrast’
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo&) tias materially affected, or is reasonably
likely to materially affect, the registrant’s intel control over financial reporting; and

5. The registrant’s other certifying officer anddve disclosed, based on our most recent evaluatimternal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s Board of Direct¢os persons performing the equivalent
functions):

(a) All significant deficiencies and material weakges 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 apbrt financial information; and

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

Date: March 26, 2009

/sl THEODORE SANDER!
Theodore Sande

Chief Financial Office
(principal financial officer’




EXHIBIT 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. §1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of U.S. Autar® Network, Inc. (the “Company”) on Form 10-K tbe fiscal year ended
December 31, 2008, as filed with the SecuritiesiExchange Commission on the date hereof (the “R8parShane Evangelist, Chief
Executive Officer of the Company, certify, pursuaniil8 U.S.C. §1350, as adopted pursuant to Se@06rof the Sarbanes-Oxley Act of 2002,
that:

1. The Report fully complies with the requiremeotSection 13(a) or 15(d) of the Securities ExcleaAgt of 1934; and

2. The information contained in the Report fairhggents, in all material respects, the financialdititon and results of operations of the
Company.

Date: March 26, 2009

/sl SHANE EVANGELIST
Shane Evangeli
Chief Executive Office




EXHIBIT 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. §1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of U.S. Autar® Network, Inc. (the “Company”) on Form 10-K tbe fiscal year ended
December 31, 2008 as filed with the SecuritiesExchange Commission on the date hereof (the “R8pariTheodore Sanders, Chief
Financial Officer of the Company, certify, pursutmtl8 U.S.C. §1350, as adopted pursuant to Se@@6rof the Sarbanes-Oxley Act of 2002,
that:

1. The Report fully complies with the requiremeotsSection 13(a) or 15(d) of the Securities ExcleaAgt of 1934; and

2. The information contained in the Report fairhggents, in all material respects, the financialdititon and results of operations of the
Company.

Date: March 26, 2009

/sl THEODORE SANDER!
Theodore Sande
Chief Financial Office




