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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)
x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES

EXCHANGE ACT OF 1934
For the quarterly period ended March 31, 2010

OR

¨ 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 1-16483

Kraft Foods Inc.
(Exact name of registrant as specified in its charter)

Virginia 52-2284372
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

Three Lakes Drive,

Northfield, Illinois 60093
(Address of principal executive offices) (Zip Code)

Registrant�s telephone number, including area code: (847) 646-2000

Not Applicable

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant: (i) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (ii) has been subject
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to such filing requirements for the past 90 days. Yes  x    No   ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§ 232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes  x    No   ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act.
(Check one):

Large accelerated filer x Accelerated filer  ¨ Non-accelerated filer ¨ 

(Do not check if a smaller reporting company)

Smaller reporting company  ¨  

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes  ¨    No   x

At April 30, 2010, there were 1,743,483,521 shares of the registrant�s common stock outstanding.
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PART I � FINANCIAL INFORMATION

Item 1.  Financial Statements.

Kraft Foods Inc. and Subsidiaries

Condensed Consolidated Statements of Earnings

(in millions of dollars, except per share data)

(Unaudited)

For the Three Months Ended
March 31,

2010 2009

Net revenues $ 11,318 $   8,979
Cost of sales 7,229 5,879

Gross profit 4,089 3,100

Marketing, administration and research costs 2,850 1,919
Amortization of intangibles 33 6

Operating income 1,206 1,175

Interest and other expense, net 624 280

Earnings from continuing operations before income taxes 582 895

Provision for income taxes 333 292

Earnings from continuing operations 249 603

Earnings and gain from discontinued operations, net of
income taxes (Note 2) 1,644 59

Net earnings 1,893 662

Noncontrolling interest 10 2

Net earnings attributable to Kraft Foods $ 1,883 $ 660

Per share data:
Basic earnings per share attributable to Kraft Foods:
Continuing operations $ 0.15 $ 0.41
Discontinued operations 1.02 0.04

Net earnings attributable to Kraft Foods $ 1.17 $ 0.45

Diluted earnings per share attributable to Kraft Foods:
Continuing operations $ 0.15 $ 0.41
Discontinued operations 1.01 0.04

Net earnings attributable to Kraft Foods $ 1.16 $ 0.45
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Dividends declared $ 0.29 $ 0.29
See notes to condensed consolidated financial statements.
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Kraft Foods Inc. and Subsidiaries

Condensed Consolidated Balance Sheets

(in millions of dollars)

(Unaudited)

March 31, December 31,
2010 2009

ASSETS
Cash and cash equivalents $ 3,878 $ 2,101
Receivables (less allowances of $181 in 2010 and $121 in 2009) 6,575 5,197
Inventories, net 5,097 3,775
Deferred income taxes 839 730
Other current assets 826 651

Total current assets 17,215 12,454

Property, plant and equipment, net 13,896 10,693
Goodwill 37,119 28,764
Intangible assets, net 25,648 13,429
Prepaid pension assets 140 115
Other assets 1,691 1,259

TOTAL ASSETS $      95,709 $ 66,714

LIABILITIES
Short-term borrowings $ 891 $ 453
Current portion of long-term debt 633 513
Accounts payable 5,422 3,766
Accrued marketing 2,154 2,181
Accrued employment costs 1,223 1,175
Other current liabilities 5,258 3,403

Total current liabilities 15,581 11,491

Long-term debt 29,496 18,024
Deferred income taxes 7,561 4,508
Accrued pension costs 2,565 1,765
Accrued postretirement health care costs 2,878 2,816
Other liabilities 3,134 2,138

TOTAL LIABILITIES 61,215 40,742

Contingencies (Note 13)

EQUITY
Common Stock, no par value (1,990,695,311 shares issued
in 2010 and 1,735,000,000 shares issued in 2009) � �
Additional paid-in capital 30,915 23,611
Retained earnings 15,971 14,636
Accumulated other comprehensive losses (4,422) (3,955) 
Treasury stock, at cost (8,286) (8,416) 

Total Kraft Foods Shareholders� Equity 34,178 25,876
Noncontrolling interest 316 96
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TOTAL EQUITY 34,494 25,972

TOTAL LIABILITIES AND EQUITY $ 95,709 $ 66,714

See notes to condensed consolidated financial statements.
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Kraft Foods Inc. and Subsidiaries

Condensed Consolidated Statements of Equity

(in millions of dollars, except per share data)

(Unaudited)

Kraft Foods Shareholders� Equity
Accumulated

Other
Additional Comprehensive

Common Paid-in Retained Earnings / Treasury Noncontrolling Total
Stock Capital Earnings (Losses) Stock Interest Equity

Balances at January 1, 2009 $                � $ 23,563 $ 13,440 $ (5,994) $ (8,714) $ 61 $ 22,356
Comprehensive earnings:
Net earnings � � 3,021 � � 7 3,028
Other comprehensive earnings, net of
income taxes � � �           2,039 � 34 2,073

Total comprehensive earnings * 41 5,101

Exercise of stock options and
issuance of other stock awards � 49 (110) �                  298 � 237
Cash dividends declared
($1.16 per share) � � (1,715) � � � (1,715) 
Dividends paid on noncontrolling
interest and other activities � (1) � � � (6) (7) 

Balances at December 31, 2009 $ � $ 23,611 $ 14,636 $ (3,955) $ (8,416) $ 96 $ 25,972
Comprehensive earnings / (losses):
Net earnings � � 1,883 � � 10 1,893
Other comprehensive losses, net
of income taxes � � � (467) � (19) (486) 

Total comprehensive earnings /
(losses) ** (9) 1,407

Exercise of stock options and
issuance of other stock awards � (14) (43) � 130 � 73
Cash dividends declared
($0.29 per share) � � (505) � � � (505) 
Noncontrolling interest recorded
upon Cadbury acquisition � � � � � 5,420 5,420
Acquisition of noncontrolling
interest � 38 � � � (5,191) (5,153) 
Issuance of Common Stock � 7,280 � � � � 7,280

Balances at March 31, 2010 $ � $             30,915 $             15,971 $ (4,422) $ (8,286) $               316 $            34,494

* For the quarter ended March 31, 2009, total comprehensive earnings were $510 million, and comprehensive earnings
attributable to Kraft Foods were $508 million.

** For the quarter ended March 31, 2010, comprehensive earnings attributable to Kraft Foods were $1,416 million.
See notes to condensed consolidated financial statements.
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Kraft Foods Inc. and Subsidiaries

Condensed Consolidated Statements of Cash Flows

(in millions of dollars)

(Unaudited)

For the Three Months Ended
March 31,

2010 2009

CASH PROVIDED BY / (USED IN) OPERATING ACTIVITIES
Net earnings $ 1,893 $ 662
Adjustments to reconcile net earnings to operating cash flows:
Depreciation and amortization 313 215
Stock-based compensation expense 40 40
Deferred income tax provision 116 7
Gain on discontinued operations (Note 2) (1,596) �
Other non-cash (income) / expense, net (166) 104
Change in assets and liabilities, excluding the effects of
acquisitions and divestitures:
Receivables, net (176) 251
Inventories, net (163) (232) 
Accounts payable 24 (174) 
Other current assets 168 49
Other current liabilities (498) (530) 
Change in pension and postretirement assets and liabilities, net 40 31

Net cash (used in) / provided by operating activities (5) 423

CASH PROVIDED BY / (USED IN) INVESTING ACTIVITIES
Capital expenditures (241) (207) 
Acquisitions, net of cash received (9,591) �
Proceeds from divestitures, net of disbursements 3,700 �
Other 2 33

Net cash used in investing activities (6,130) (174) 

CASH PROVIDED BY / (USED IN) FINANCING ACTIVITIES
Net (repayment) / issuance of short-term borrowings (708) 145
Long-term debt proceeds 9,432 �
Long-term debt repaid (6) (9) 
Dividends paid (653) (426) 
Other (72) (4) 

Net cash provided by / (used in) financing activities 7,993 (294) 

Effect of exchange rate changes on cash and cash equivalents (81) (15) 

Cash and cash equivalents:
Increase / (decrease) 1,777 (60) 
Balance at beginning of period 2,101 1,244
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Balance at end of period $        3,878 $        1,184

See notes to condensed consolidated financial statements.
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Kraft Foods Inc. and Subsidiaries

Notes to Condensed Consolidated Financial Statements

(Unaudited)

Note 1.  Summary of Significant Accounting Policies:

Basis of Presentation:

Our interim condensed consolidated financial statements are unaudited. We prepared the condensed consolidated financial statements following
SEC rules for interim reporting. As permitted under those rules, we have condensed or omitted a number of footnotes or other financial
information that are normally required by accounting principles generally accepted in the United States of America (�U.S. GAAP�). It is
management�s opinion that these financial statements include all normal and recurring adjustments necessary for a fair presentation of our
financial position and operating results. Net revenues and net earnings for any interim period are not necessarily indicative of future or annual
results.

You should read these statements in conjunction with our consolidated financial statements and related notes in our Form 10-K for the year
ended December 31, 2009.

Principles of Consolidation:

Our domestic operating subsidiaries report results as of the last Saturday of the quarter, and our international operating subsidiaries generally
report results two weeks prior to the last Saturday of the quarter. The results of operations of the newly acquired Cadbury plc (�Cadbury�) are
reported on the last day of the calendar month.

Highly Inflationary Accounting:

In the fourth quarter of 2009, the Venezuelan economy was classified as highly inflationary under U.S. GAAP. Effective January 1, 2010, we are
accounting for our Venezuelan subsidiaries under highly inflationary accounting rules, which principally means all transactions are recorded in
U.S. dollars. Venezuela has three exchange rates: the official rate, the consumer staples rate and the secondary (or parallel) rate. We have
historically used both the official rate and the secondary rate to translate our Venezuelan operations, based on the nature of the operations of
each individual subsidiary. Additionally, we previously carried cash that we had exchanged into U.S. dollars using the secondary market at that
rate. Upon the change to highly inflationary accounting, we were then required to translate those U.S. dollars on hand using the official rate,
which resulted in a charge of $34 million in the first quarter of 2010.

On January 8, 2010, the Venezuelan government devalued its currency. Accordingly, we were required to revalue our net assets in Venezuela,
and we recorded an insignificant loss in the first quarter of 2010.

New Accounting Pronouncements:

In June 2009, new guidance was issued on the consolidation of variable interest entities. We adopted the guidance effective January 1, 2010.
This guidance increases the likelihood of an enterprise being classified as a variable interest entity. The adoption of this guidance did not have a
material impact on our financial statements.

Note 2.  Acquisitions and Divestitures:

Cadbury Acquisition:

On January 19, 2010, we announced the terms of our final offer for each outstanding ordinary share of Cadbury, including each ordinary share
represented by an American Depositary Share (�Cadbury ADS�), and the Cadbury Board of Directors recommended that Cadbury shareholders
accept the terms of the final offer. On February 2, 2010, all of the conditions to the offer were satisfied or validly waived, the initial offer period
expired and a subsequent offer period immediately began. At that point, we had received acceptances of 71.73% of the outstanding
Cadbury ordinary shares, including those represented by Cadbury ADSs (�Cadbury Shares�). The combination of Kraft Foods and Cadbury will
create a global powerhouse in snacks, confectionery and quick meals with a rich portfolio of iconic brands.
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Under the terms of our final offer and the subsequent offer, we agreed to pay Cadbury shareholders 500 pence in cash and 0.1874 shares of Kraft
Foods Common Stock per Cadbury ordinary share validly tendered and 2,000 pence in cash and 0.7496 shares of Kraft Foods Common Stock
per Cadbury ADS validly tendered. This valued Cadbury at $18.5 billion, or approximately £11.6 billion (based on the average price of $28.36
for a share of Kraft Foods Common Stock on February 2, 2010 and an exchange rate of $1.595 per £1.00).

The subsequent offer period closed on April 16, 2010, at which time we owned 99.95% of the outstanding Cadbury Shares. As we have received
acceptances of over 90% of Cadbury Shares, we are in the process of acquiring the remaining Cadbury Shares that were not tendered during the
offer period through a compulsory acquisition procedure under the United Kingdom Companies Act of 2006, as amended.

The EU Commission requires, as a condition of the offer, that we divest the Cadbury confectionary operations in Poland and Romania. We are in
the process of divesting these operations.

As part of our Cadbury acquisition, we expensed and incurred $203 million in transaction related fees in the first quarter of 2010. We recorded
these expenses within marketing, administration and research costs. We also incurred $96 million in acquisition financing fees in the first quarter
of 2010. We recorded these expenses within interest and other expense, net.

Cadbury contributed net revenues of $1,693 million and net earnings of $60 million from February 2, 2010 through March 31, 2010. The
following unaudited pro forma summary presents Kraft Foods� consolidated information as if Cadbury had been acquired on January 1, 2009.
These amounts were calculated after conversion to U.S. GAAP, applying our accounting policies, and adjusting Cadbury�s results to reflect the
additional depreciation and amortization that would have been charged assuming the fair value adjustments to property, plant and equipment,
and intangible assets had been applied from January 1, 2009, together with the consequential tax effects. These adjustments also reflect the
additional interest expense incurred on the debt to finance the purchase.

Pro forma for the Three
Months Ended March 31,

2010 2009
(in millions; unaudited)

Net revenues $   11,999 $   10,987
Net earnings attributable to Kraft Foods 1,610 587

On February 2, 2010, we acquired 71.73% of Cadbury�s Shares for $13.1 billion and the value attributed to noncontrolling interests was $5.4
billion. From February 2, 2010 through March 31, 2010, we acquired an additional 27.03% of Cadbury�s Shares for $5.2 billion. We had a $38
million gain on noncontrolling interest acquired and recorded it within additional paid in capital.

6
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Our February 2, 2010 Cadbury acquisition was valued at $18,546 million, or $17,485 million net of cash and cash equivalents. As part of that
acquisition, we acquired the following assets and assumed the following liabilities (in millions):

Receivables (1) $       1,387
Inventories 1,317
Other current assets 491
Property, plant and equipment 3,700
Goodwill (2) 9,151
Intangible assets (3) 12,637
Other assets 424
Short-term borrowings (1,206) 
Accounts payable (1,620) 
Other current liabilities (1,523) 
Long-term debt (2,309) 
Deferred income taxes (3,098) 
Accrued pension costs (838) 
Other liabilities (1,028) 

(1) The gross amount due under the receivables we acquired is $1,457 million, of which $70 million is expected to be uncollectable.

(2) Goodwill will not be deductible for statutory tax purposes and is attributable to Cadbury�s workforce and the significant synergies we expect

from the acquisition.

(3) $10.1 billion of the intangible assets acquired are expected to be indefinite lived.
The above amounts represent the preliminary allocation of purchase price and are subject to revision when appraisals are finalized, which will
occur during 2010.

Pizza Divestiture:

On March 1, 2010, we completed the sale of the assets of our North American frozen pizza business (�Frozen Pizza�) to Nestlé USA, Inc. (�Nestlé�)
for $3.7 billion. Our Frozen Pizza business was a component of our U.S. Convenient Meals and Canada & North America Foodservice
segments. The sale included the DiGiorno, Tombstone and Jack�s brands in the U.S., the Delissio brand in Canada and the California Pizza
Kitchen trademark license. It also included two Wisconsin manufacturing facilities (Medford and Little Chute) and the leases for the pizza
depots and delivery trucks. Approximately 3,600 of our employees transferred with the business to Nestlé. Accordingly, the results of our Frozen
Pizza business have been reflected as discontinued operations on the condensed consolidated statement of earnings, and prior period results have
been revised in a consistent manner.

Pursuant to the Frozen Pizza business Transition Services Agreement, we agreed to provide certain sales, co-manufacturing, distribution,
information technology, accounting and finance services to Nestlé for up to two years. We can agree with Nestlé to extend the term of the
agreement.

Summary results of operations for the Frozen Pizza business through March 1, 2010 were:

For the Periods Ended
March 1, March 31,

2010 2009
(in millions)

Net revenues $ 335 $ 417

Earnings before income taxes 73 93
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Provision for income taxes (25) (34) 
Gain on discontinued operations, net of
income taxes 1,596 �

Earnings and gain from discontinued
operations, net of income taxes $      1,644 $          59

7
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Earnings before income taxes as presented exclude associated allocated overheads of $25 million in the first quarter of 2010 and $27 million in
the first quarter of 2009.

The gain on discontinued operations in the first quarter of 2010 from the sale of the Frozen Pizza business included tax expense of $1.2 billion.

The following assets of the Frozen Pizza business were included in the Frozen Pizza divestiture (in millions):

Inventories, net $      102
Property, plant and equipment, net 317
Goodwill 475

Distributed assets of the Frozen
Pizza business $      894

Note 3.  Inventories:

Inventories at March 31, 2010 and December 31, 2009 were:

March 31, December 31,
2010 2009

(in millions)

Raw materials $ 1,894 $   1,410
Finished product 3,203 2,365

Inventories, net $     5,097 $   3,775

Note 4.  Property, Plant and Equipment:

Property, plant and equipment at March 31, 2010 and December 31, 2009 were:

March 31, December 31,
2010 2009

(in millions)

Land and land improvements $      769 $      492
Buildings and building equipment 4,736 4,231
Machinery and equipment 16,187 13,872
Construction in progress 1,236 828

22,928 19,423
Accumulated depreciation (9,032) (8,730) 

Property, plant and equipment, net $     13,896 $ 10,693

8
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Note 5.  Goodwill and Intangible Assets:

Goodwill by reportable segment at March 31, 2010 and December 31, 2009 was:

March 31, December 31,
2010 2009

(in millions)

Kraft Foods North America:
U.S. Beverages $ 1,290 $ 1,290
U.S. Cheese 3,000 3,000
U.S. Convenient Meals 985 1,460
U.S. Grocery 3,046 3,046
U.S. Snacks 8,845 6,948
Canada & N.A. Foodservice 3,352 2,340
Kraft Foods Europe 8,985 6,756
Kraft Foods Developing Markets 7,616 3,924

Total goodwill $ 37,119 $ 28,764

Intangible assets at March 31, 2010 and December 31, 2009 were:

March 31, December 31,
2010 2009

(in millions)

Non-amortizable intangible assets $ 22,966 $ 13,262
Amortizable intangible assets 2,825 278

25,791 13,540
Accumulated amortization (143) (111) 

Intangible assets, net $ 25,648 $ 13,429

Non-amortizable intangible assets consist substantially of brand names purchased through our acquisitions of Nabisco Holdings Corp., the
Spanish and Portuguese operations of United Biscuits, the global LU biscuit business of Groupe Danone S.A. and Cadbury. Amortizable
intangible assets consist primarily of trademark licenses, customer-related intangibles and non-compete agreements. At March 31, 2010, the
weighted-average life of our amortizable intangible assets was 17.0 years.

The movements in goodwill and intangible assets were:

Goodwill

Intangible
Assets, at 

Cost
(in millions)

Balance at January 1, 2010 $ 28,764 $ 13,540
Changes due to:
Foreign currency (321) (386) 
Acquisitions 9,151 12,637
Divestitures (475) �
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Balance at March 31, 2010 $       37,119 $       25,791

Changes to goodwill and intangible assets during the first quarter of 2010 were:

� Acquisitions � We increased goodwill by $9,151 million and intangible assets by $12,637 million related to preliminary allocations of
purchase price for our Cadbury acquisition. The allocations are based upon preliminary estimates and assumptions and are subject to
revision when appraisals are finalized, which will occur during 2010. We assigned $1,897 million of the acquired goodwill to our
U.S. Snacks segment, $945 million to our Canada & N.A. Foodservice segment, $2,576 million to our Kraft Foods Europe segment
and $3,733 million to our Kraft Foods Developing Markets segment.

9

Edgar Filing: KRAFT FOODS INC - Form 10-Q

19



� Divestitures � We reduced goodwill by $475 million due to our Frozen Pizza business divestiture.
Amortization expense was $33 million for the first quarter of 2010. We currently estimate amortization expense for each of the next five years to
be approximately $180 million or less, including the estimated impact of our Cadbury acquisition. Our estimated amortization for each of the
next five years is subject to revision when appraisals are finalized for our Cadbury acquisition.

Note 6.  Restructuring Costs:

Integration Charges:

We believe our combination with Cadbury has the potential for meaningful revenue synergies over time from investments in distribution,
marketing and product development. We expect to incur total integration charges of approximately $1.3 billion in the first three years following
the acquisition to combine and integrate the two businesses. Integration costs include the costs associated with combining the operations of Kraft
Foods and Cadbury and are separate from those costs related to the acquisition. In the first quarter of 2010, we incurred $43 million of the $1.3
billion in expected charges, which were primarily recorded within general corporate expenses.

Cost Savings Initiatives:

Cost savings initiatives generally include exit, disposal and other project savings costs. In the first quarter of 2010, we incurred $24 million in
charges associated with our cost savings initiatives. We recorded these charges in operations, primarily within the segment operating income of
Kraft Foods Europe and Canada & N.A. Foodservice. These charges primarily included other project savings costs associated with the Kraft
Foods Europe Reorganization. Even though other project savings costs were directly attributable to exit and disposal costs, they did not qualify
for special accounting treatment as exit or disposal activities.

Cadbury VIA Program:

In 2007, Cadbury initiated a Vision into Action (�VIA�) restructuring program that was planned to run through 2011. We are evaluating the
previous expectation of the remaining $250 million in pre-tax charges associated with the VIA restructuring program. We may modify the
program in future quarters as we evaluate it in conjunction with the overall integration program. In the first quarter of 2010, we incurred $15
million in charges related to the program. We recorded these charges in operations, primarily within the segment operating income of Kraft
Foods Europe and Kraft Foods Developing Markets. At March 31, 2010, we had an accrual of $158 million related to the program.

Liability activity for the VIA program in the first quarter of 2010 was (in millions):

Liability assumed upon acquisition $         190
Charges 15
Cash spent (39) 
Write-offs (1) 
Currency (7) 

Liability balance, March 31, 2010 $         158

2004 � 2008 Restructuring Program:

In 2008, we completed our five-year restructuring program (the �Restructuring Program�). The Restructuring Program�s objectives were to
leverage our global scale, realign and lower our cost structure, and optimize capacity. As part of the Restructuring Program, we:

� incurred $3.0 billion in pre-tax charges reflecting asset disposals, severance and implementation costs;
� announced the closure of 35 facilities and the elimination of approximately 18,600 positions; and
� will use cash to pay for $2.0 billion of the $3.0 billion in charges.

Since the inception of the Restructuring Program, we have paid cash for $1.7 billion of the $2.0 billion in expected cash payments, including $22
million paid in the first quarter of 2010. At March 31, 2010, we had an accrual of $236 million related to the program.
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Restructuring liability activity for the three months ended March 31, 2010 was:

Severance Other Total
(in millions)

Liability balance, January 1, 2010 $ 245 $ 25 $ 270
Cash spent (21) (1) (22) 
Currency (12) � (12) 

Liability balance, March 31, 2010 $     212 $     24 $     236

Our 2010 activity was related to cash outflows on prior year Restructuring Program charges. Our prior year severance charges included the cost
of benefits received by terminated employees. Other prior year costs related primarily to the renegotiation of supplier contract costs, workforce
reductions associated with facility closings and the termination of leasing agreements.

Note 7.  Debt:

Short-Term Borrowings:

At March 31, 2010 and December 31, 2009, our short-term borrowings and related weighted-average interest rates consisted of:

March 31, 2010 December 31, 2009
Amount Weighted- Amount Weighted-

  Outstanding    Average Rate    Outstanding    Average Rate  
(in

millions)
(in

millions)

Commercial paper $ 604 0.5% $ 262 0.5%
Bank loans 287 6.0% 191 10.5%

Total short-term borrowings $ 891 $ 453

The fair values of our short-term borrowings at March 31, 2010 and December 31, 2009, based upon current market interest rates, approximate
the amounts disclosed above.

Borrowing Arrangements:

We maintain a revolving credit facility that we have historically used for general corporate purposes, including for working capital purposes, and
to support our commercial paper issuances. Our $4.5 billion three-year senior unsecured revolving credit facility expires in November 2012. No
amounts have been drawn on the facility.

The revolving credit facility agreement includes a covenant that we maintain a minimum total shareholders� equity, excluding accumulated other
comprehensive earnings / (losses), of at least $28.5 billion. This covenant increased by $5.5 billion due to our Cadbury acquisition. It will
continue to increase by 75% of any increase in our total shareholders� equity if we refinance certain indebtedness. At March 31, 2010, our total
shareholders� equity, excluding accumulated other comprehensive earnings / (losses), was $38.6 billion. We expect to continue to meet this
covenant. The revolving credit facility agreement also contains customary representations, covenants and events of default. However, there are
no other financial covenants, credit rating triggers or provisions that could require us to post collateral as security.

Cadbury maintains a three-year, £450 million senior unsecured revolving credit facility that expires in June 2012. No amounts have been drawn
on the facility, and we currently maintain it for general corporate purposes. This revolving credit agreement includes a covenant that our
subsidiary, Cadbury plc Group, maintain a minimum EBITDA to adjusted net interest ratio of 3.5 to 1 and a maximum net debt to adjusted
EBITDA ratio of 3.6 to 1. At March 31, 2010, we were in compliance with and expect to continue to meet these covenants.
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In addition to the above, some of our international subsidiaries maintain primarily uncommitted credit lines to meet short-term working capital
needs. Collectively, these credit lines amounted to $2.2 billion at March 31, 2010. Borrowings on these lines amounted to $287 million at
March 31, 2010 and $191 million at December 31, 2009.

As part of our Cadbury acquisition, on November 9, 2009, we entered into an agreement for a 364-day senior unsecured bridge facility (the
�Cadbury Bridge Facility�). During the first quarter of 2010, we borrowed £807 million under the Cadbury Bridge Facility, and later repaid it
($1,205 million at the time of repayment) with proceeds from the divestiture of our Frozen Pizza business. Upon repayment, the Cadbury Bridge
Facility was terminated.
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Long-Term Debt:

On February 8, 2010, we issued $9.5 billion of senior unsecured notes at a weighted-average effective rate of 5.364% and used the net proceeds
($9,379 million) to finance the Cadbury acquisition and for general corporate purposes. The general terms of the $9.5 billion notes are:

� $1.00 billion total principal notes due May 8, 2013 at a fixed, annual interest rate of 2.625%. Interest is payable semiannually
beginning November 8, 2010.

� $1.75 billion total principal notes due February 9, 2016 at a fixed, annual interest rate of 4.125%. Interest is payable semiannually
beginning August 9, 2010.

� $3.75 billion total principal notes due February 10, 2020 at a fixed, annual interest rate of 5.375%. Interest is payable semiannually
beginning August 10, 2010.

� $3.00 billion total principal notes due February 9, 2040 at a fixed, annual interest rate of 6.500%. Interest is payable semiannually
beginning August 9, 2010.

In addition, these notes include covenants that restrict our ability to incur debt secured by liens above a certain threshold. We also must offer to
purchase these notes at a price equal to 101% of the aggregate principal amount, plus accrued and unpaid interest to the date of repurchase, if
both of the following occur:

(i) a �change of control� triggering event, and
(ii) a downgrade of these notes below an investment grade rating by each of Moody�s Investors Service, Inc., Standard & Poor�s Ratings

Services and Fitch, Inc. within a specified period.
The fair value of the long-term debt we acquired as part of our Cadbury acquisition was $2,432 million at February 2, 2010. The acquired debt
has the following terms:

� £77 million (approximately $117 million) total principal notes due December 1, 2010 at a fixed, annual interest rate of 4.875%.
� C$150 million (approximately $147 million) Canadian bank loan agreement expiring August 30, 2012 at a variable interest rate. The

interest rate at March 31, 2010 was 0.795%.
� $1.00 billion total principal notes due October 1, 2013 at a fixed, annual interest rate of 5.125%.
� £300 million (approximately $456 million) total principal notes due December 11, 2014 at a fixed, annual interest rate of 5.375%.
� £350 million (approximately $532 million) total principal notes due July 18, 2018 at a fixed, annual interest rate of 7.250%.

We expect to continue to comply with our long-term debt covenants.

12
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At March 31, 2010 and December 31, 2009, our long-term debt consisted of (interest rates were as of March 31, 2010):

March 31, December 31,
2010 2009

(in millions)

Notes, 0.90% to 7.55% (average effective rate 5.81%), due through 2040 $ 24,877 $ 14,395
Euro notes, 5.75% to 6.25% (average effective rate 5.98%),
due through 2015 3,842 4,072
Sterling notes, 4.88% to 7.25% (average effective rate 4.42%),
due through 2018 1,191 �
Other foreign currency obligations 152 5
Capital leases and other 67 65

Total 30,129 18,537
Less current portion of long-term debt (633) (513) 

Long-term debt $ 29,496 $ 18,024

Aggregate maturities of our long-term debt for the years ended March 31 were (in millions):

2011 $ 633
2012 4,712
2013 2,407
2014 3,306
2015 1,610
Thereafter 17,453

Fair Value:

The aggregate fair value of total debt, based on quoted prices in active markets for identical liabilities, at March 31, 2010, was
$32,762 million as compared with the carrying value of $31,020 million. The aggregate fair value of our total debt, based on quoted prices in
active markets for identical liabilities, at December 31, 2009, was $20,222 million as compared with the carrying value of $18,990 million.

Interest and Other Expense:

Interest and other expense was:

For the Three Months Ended
March 31,

2010 2009
(in millions)

Interest and other expense, net:
Interest expense, external debt $ 378 $ 305
Acquisition-related financing fees 247 �
Other income, net (1) (25) 

Total interest and other expense, net $             624 $             280
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Acquisition-related financing fees include hedging and foreign currency impacts associated with the Cadbury acquisition and other fees
associated with the Cadbury Bridge Facility.
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Note 8.  Capital Stock:

Our articles of incorporation authorize 3.0 billion shares of Class A common stock, 2.0 billion shares of Class B common stock and 500 million
shares of preferred stock. There were no Class B common shares or preferred shares issued and outstanding at March 31, 2010. Shares of
Class A common stock issued, repurchased and outstanding were:

Shares Shares
Shares Issued Repurchased Outstanding

Balance at January 1, 2010 1,735,000,000 (257,115,097) 1,477,884,903
Shares issued 255,695,311 � 255,695,311
Exercise of stock options and
issuance of other stock awards � 3,796,755 3,796,755

Balance at March 31, 2010 1,990,695,311 (253,318,342) 1,737,376,969

In the first quarter of 2010, we issued 256 million additional shares of our Common Stock as part of the Cadbury acquisition. The issued stock
had a total fair value of $7,280 million based on the average of the high and low market prices on the dates of issuance.

Note 9.  Accumulated Other Comprehensive Earnings / (Losses):

The components of accumulated other comprehensive earnings / (losses) were:

Currency Derivatives
Translation Pension and Accounted for

Adjustments Other Benefits as Hedges
            Total       

(in millions)

Balances at December 31, 2009 $ (506) $ (3,550) $ 101 $ (3,955) 
Other comprehensive earnings /
(losses), net of income taxes:
Currency translation adjustments (447) 7 � (440) 
Amortization of experience
losses and prior service costs � 45 � 45
Settlement losses � 44 � 44
Net actuarial loss arising during
period � (83) � (83) 
Change in fair value of cash flow
hedges � � (33) (33) 

Total other comprehensive losses (467) 

Balances at March 31, 2010 $ (953) $ (3,537) $ 68 $ (4,422) 

Note 10.  Stock Plans:

Restricted and Deferred Stock:

In January 2010, we granted 1.6 million shares of stock in connection with our long-term incentive plan, and the market value per share was
$27.33 on the date of grant. In February 2010, as part of our annual equity program, we issued 2.5 million shares of restricted and deferred stock
to eligible employees, and the market value per restricted or deferred share was $29.15 on the date of grant. During the first quarter of 2010, we
issued an additional 0.6 million shares of restricted and deferred stock, and the weighted-average market value per restricted or deferred share
was $29.22 on the date of grant. In aggregate, we issued 4.7 million restricted and deferred shares during the first quarter of 2010, including
those issued as part of our long-term incentive plan.

During the first quarter of 2010, 3.8 million shares of restricted and deferred stock vested at a market value of $110 million.
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Stock Options:

In February 2010, as part of our annual equity program, we granted 15.0 million stock options to eligible employees at an exercise price of
$29.15. During the first quarter of 2010, we granted an additional 0.7 million stock options at a weighted-average exercise price of $29.54. In
aggregate, we granted 15.7 million stock options in the first quarter of 2010.

There were 2.3 million stock options exercised during the first quarter of 2010 with a total intrinsic value of $34 million.

Note 11.  Benefit Plans:

Other income (expense), net

  (42)  64   (42)  36   85   97   (800)

Income before income taxes

  189   218   4,249   7,461   6,656   4,559   4,074 

Income tax provision (benefit)

  3   3   478   328   (163)  (199)  539 

Net income

 $186  $215  $3,771  $7,133  $6,819  $4,758  $3,535 

Basic net income per share

 $0.01  $0.01  $0.20  $0.32  $0.31  $0.22  $0.15 

Diluted net income per share

 $0.01  $0.01  $0.20  $0.32  $0.31  $0.22  $0.11 

Shares used in computation of basic net income per share

  18,332,600   18,332,600   18,794,793   22,000,000   22,000,000   22,000,000   23,634,781 

Shares used in computation of diluted net income per share

  18,332,600   18,332,600   18,794,793   22,000,000   22,000,000   22,000,000   32,270,315 

EBITDA(2)

 $274  $333  $4,382  $7,961  $8,755  $6,095  $9,589 

Adjusted EBITDA(2)

 $274  $333  $4,382  $7,961  $8,755  $6,095  $10,193 

(see footnotes on next page)
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(footnotes to prior page)

(1) Includes share-based compensation expense related to option grants, as follows:

Years Ended December 31,

Nine Months
Ended

September 30,

2001 2002 2003 2004 2005
Pro Forma

2005(1) 2005 2006
(unaudited) (unaudited)

(in thousands)
General and administrative $         � $         � $         � $         � $         � $         � $         � $       359
Marketing � � � � � � � 126
Fulfillment � � � � � � � 16
Technology � � � � � � � 103

$ � $ � $ � $ � $ � $ � $ � $ 604

(2) EBITDA and Adjusted EBITDA are supplemental non-GAAP financial measures. EBITDA is equal to net income plus (a) interest expense,
net; (b) income tax provision (benefit); (c) amortization of intangibles; and (d) depreciation and amortization. Our definition of Adjusted
EBITDA is different from EBITDA because we further adjust EBITDA to exclude share-based compensation expense. See �� Non-GAAP
Financial Measures� for a table that reconciles these non-GAAP financial measures to net income.

December 31, September 30,

20062001   2002    2003    2004  2005
(unaudited) (unaudited)

(in thousands)
Consolidated Balance Sheet Data:
Cash and cash equivalents $       281 $       252 $       2,117 $       2,130 $       1,353 $       3,287
Working capital 1,091 744 3,391 1,662 3,136 (4,528)
Total assets 2,963 4,290 8,289 13,111 14,484 68,505
Long-term debt (excluding notes payable to stockholders
and current portion) 205 408 80 83 357 25,437
Notes payable to stockholders � � � � � 5,000
Stockholders� equity 1,027 1,142 4,543 5,960 5,239 20,229

Non-GAAP Financial Measures

Regulation G, �Conditions for Use of Non-GAAP Financial Measures,� and other provisions of the Securities Exchange Act of 1934, as amended,
define and prescribe the conditions for use of certain non-GAAP financial information. We provide �EBITDA� and �Adjusted EBITDA,� which are
non-GAAP financial measures, because we believe such measures are important supplemental information for investors. We calculate EBITDA
as net income before (a) interest expense, net; (b) income tax provision (benefit); (c) amortization of intangibles; and (d) depreciation and
amortization. Adjusted EBITDA further adjusts EBITDA to exclude share-based compensation expense related to our grant of stock options and
other equity instruments. These non-GAAP financial measures are used in addition to and in conjunction with results presented in accordance
with GAAP and should not be relied upon to the exclusion of GAAP financial measures. These non-GAAP financial measures reflect an
additional way of viewing aspects of our operations that, when viewed with our GAAP results and the accompanying reconciliations to
corresponding GAAP financial measures, provide a more complete understanding of factors and trends affecting our business.
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We use EBITDA and Adjusted EBITDA:

� as measurements of our operating performance because they assist us in comparing our operating performance on a consistent basis by
removing the impact of items not directly resulting from our core operations;

� for planning purposes, including the preparation of our internal budget;

� to allocate resources to enhance the financial performance of our business;

� to evaluate the effectiveness of our operational strategies; and

� to evaluate our capacity to fund capital expenditures and expand our business.
We also believe that analysts and investors use EBITDA and Adjusted EBITDA as supplemental measures to evaluate the overall operating
performance of companies in our industry.

Management strongly encourages investors to review our consolidated financial statements in their entirety and to not rely on any single
financial measure. Because non-GAAP financial measures are not standardized, it may not be possible to compare these financial measures with
other companies� non-GAAP financial measures having the same or similar names. For information about our financial results as reported in
accordance with GAAP, see our consolidated financial statements and related notes included in this prospectus.

The table below reconciles net income to EBITDA and Adjusted EBITDA for the periods presented:

Years Ended December 31,

Nine Months Ended

September 30,
2001 2002 2003 2004 2005 2005 2006

(unaudited) (unaudited)
Consolidated Statement

of Operations Data:
(in thousands)

Net income $       186 $       215 $     3,771 $     7,133 $     6,819 $     4,758 $ 3,535
Interest expense, net 44 21 13 44 106 68 950
Income tax provision (benefit) 3 3 478 328 (163) (199) 539
Amortization of intangibles � � � 8 17 13 3,037
Depreciation and amortization 41 94 120 448 1,976 1,455 1,528

EBITDA 274 333 4,382 7,961 8,755 6,095 9,589
Share-based compensation � � � � � � 604

Adjusted EBITDA $ 274 $ 333 $ 4,382 $ 7,961 $ 8,755 $ 6,095 $ 10,193
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SELECTED COMBINED FINANCIAL DATA OF PARTSBIN

The combined statement of operations data of All OEM Parts, Inc., ThePartsBin.com, Inc. and their affiliated companies (collectively, �Partsbin�)
for the years ended December 31, 2003, 2004 and 2005 and the combined balance sheet data as of December 31, 2004 and 2005 have been
derived from, and are qualified by reference to, the audited combined financial statements of Partsbin that are included in this prospectus. The
combined balance sheet data as of December 31, 2002 and 2003 and the combined statement of operations data for the year ended December 31,
2002 have been derived from Partsbin�s audited combined financial statements that are not included in this prospectus. The combined statement
of operations data for the three months ended March 31, 2005 and 2006 and the combined balance sheet data as of March 31, 2006 have been
derived from, and are qualified by reference to, Partsbin�s unaudited combined financial statements that are included in this prospectus. The
combined balance sheet data as of December 31, 2001 and the combined statement of operations data for the year then ended have been derived
from Partsbin�s unaudited combined financial statements that are not included in this prospectus. The unaudited combined financial statements of
Partsbin have been prepared on a basis consistent with our audited consolidated financial statements and, in the opinion of management, include
all adjustments, consisting only of normal recurring adjustments, that we consider necessary for the fair presentation of the information for the
unaudited periods. Historical results are not necessarily indicative of future results. The following data should be read in conjunction with
�Management�s Discussion and Analysis of Financial Condition and Results of Operations� and the combined financial statements and related
notes included elsewhere in this prospectus.

Years Ended December 31,
Three Months Ended

March 31,
2001 2002 2003 2004 2005     2005        2006    

(unaudited) (unaudited)
(in thousands)

Combined Statement of Operations
Data:
Net sales $       3,627 $     10,636 $     17,763 $     23,679 $     38,295 $       7,470 $     13,665
Cost of sales 2,771 8,409 13,596 18,148 29,398 5,746 10,255

Gross profit 856 2,227 4,167 5,531 8,897 1,724 3,410

Operating expenses:
General and administrative 632 904 1,189 1,480 3,111 665 998
Marketing 226 1,278 2,417 3,804 5,172 1,077 1,332
Fulfillment � 10 31 36 50 13 11
Technology 44 345 318 319 563 113 238

Total operating expenses 902 2,537 3,955 5,639 8,896 1,868 2,579

Income (loss) from operations (46) (310) 212 (108) 1 (144) 831
Other income (expense):
Loss from disposition of assets � (3) (9) � � � �
Interest income � 1 2 2 2 � �
Interest expense � � (1) (2) (11) (1) (6)

Other income (expense), net � (2) (8) � (9) (1) (6)

Income (loss) before income taxes (46) (312) 204 (108) (8) (145) 825
Income tax provision � � � � � � �

Net income (loss) $ (46) $ (312) $ 204 $ (108) $ (8) $ (145) $ 825

EBITDA(1) $ (30) $ (276) $ 238 $ (42) $ 123 $ (120) $ 865

(see footnotes on next page)
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(footnotes to prior page)

(1) EBITDA is a supplemental non-GAAP financial measure. EBITDA is equal to net income (loss) plus (a) interest expense, net; (b) income
tax provision (benefit); (c) amortization of intangibles; and (d) depreciation and amortization. See �Selected Consolidated Financial Data of
U.S. Auto Parts � Non-GAAP Financial Measures� for additional information regarding our use of this non-GAAP financial measure. This
non-GAAP financial measure should not be relied upon to the exclusion of GAAP financial measures.

The table below reconciles net income (loss) to EBITDA for the periods presented:

Years Ended December 31,
Three Months Ended

March 31,
2001 2002 2003 2004 2005     2005        2006    

(unaudited) (unaudited)
(in thousands)

Net income (loss) $ (46) $ (312) $ 204 $ (108) $ (8) $ (145) $   825
Interest expense, net � (1) (1) � 9 1 6
Income tax provision � � � � � � �
Amortization of intangibles � � � � � � �
Depreciation and amortization        16        37        35       66       122       24       34

EBITDA $ (30) $ (276) $ 238 $ (42) $ 123 $ (120) $ 865

December 31,

2001 2002 2003 2004 2005
March 31,

2006
(unaudited) (unaudited)

(in thousands)
Combined Balance Sheet Data:
Cash and cash equivalents $       11 $     308 $     436 $     558 $     328 $ 1,061
Working capital (deficiency) (120) (357) (442) (964) (1,705) (892)
Total assets 191 462 962 1,569 2,366 3,220
Long-term debt 4 � 21 21 355 353
Stockholders�/members� equity (deficiency) (48) (357) (151) (239) (498) 327
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UNAUDITED PRO FORMA COMBINED STATEMENT OF OPERATIONS

The following unaudited pro forma combined financial information reflects the acquisition of Partsbin on May 19, 2006, which was accounted
for as a purchase business combination as defined by SFAS No. 141, �Business Combinations.� The following unaudited pro forma combined
statements of operations for the year ended December 31, 2005 and for the nine months ended September 30, 2006 give effect to the acquisition
of Partsbin as if it occurred on January 1, 2005.

The unaudited pro forma combined financial information includes certain reclassifications to conform the presentation of the historical results of
operations of Partsbin to our historical results of operations and do not reflect any adjustments for the effect of non-recurring items or operating
synergies that we may realize as a result of the acquisition. The unaudited pro forma combined financial information does not purport to
represent the actual results of operation that would have been achieved if the acquisition had taken place on January 1, 2005, and are not
necessarily indicative of the results of operations that may be achieved in the future.

The unaudited pro forma adjustments made in preparing the pro forma combined statements of operations are based on the preliminary purchase
price allocations and on certain management judgments. These preliminary allocations are based on an analysis of the estimated fair values of
assets acquired and liabilities assumed, including identifiable tangible and intangible assets, deferred tax assets and liabilities, and estimates of
the useful lives of tangible and amortizable intangible assets.

Year Ended December 31, 2005
U.S. Auto

Parts Partsbin
Pro Forma

Adjustments(1)
Pro Forma
Combined

(unaudited)
(in thousands, except share and per share data)

Consolidated Statement of Income Data:
Net sales $ 59,698 $ 38,295 $ 175(h) $ 98,168
Cost of sales 34,829 29,398 135(h) 64,362

Gross profit 24,869 8,897 40 33,806
Operating expenses:
General and administrative 7,254 3,111 (40)(f)(g) 10,325
Marketing 5,802 5,172 (112)(a) 10,862
Fulfillment 4,357 50 � 4,407
Technology 868 563 � 1,431
Amortization of intangibles 17 � 8,159(b) 8,176

Total operating expenses 18,298 8,896 8,007 35,201

Income (loss) from operations 6,571 1 (7,967) (1,395)
Other income (expense):
Other income 191 � (112)(a) 79
Interest expense, net (106) (9) (1,816)(c)(g) (1,931)

Other income (expense), net 85 (9) (1,928) (1,852)
Income (loss) before income taxes 6,656 (8) (9,895) (3,247)
Income tax benefit (163) � (32)(e) (195)

Net income (loss) $ 6,819 $ (8) $ (9,863) $ (3,052)

Basic and diluted net income per share $ 0.31 $ (0.12)
Shares used in computation of basic and diluted net
income per share 22,000,000 3,305,529(d) 25,305,529

(see footnotes on next page)
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(1) The pro forma adjustments reflect (a) the elimination of commission income received from Partsbin for website licensing fees (which was
recorded as an expense in Partsbin�s statement of operations) prior to the business combination; (b) the assumed amortization related to the
acquired Partsbin intangibles as if the Partsbin acquisition occurred on January 1, 2005; (c) the assumed interest expense related to the notes
payable obtained as part of the acquisition (includes interest related to the $22.0 million secured debt, the $5.0 million notes payable to the
former stockholders of Partsbin, and the warrants issued to the lender); (d) the assumed number of shares that would have been issued to the
former Partsbin stockholders if the Partsbin acquisition occurred on January 1, 2005; (e) taxes as if both companies operated as a combined
S corporation subject to California franchise taxes as of January 1, 2005; (f) the conforming of Partsbin�s accounting policies related to the
depreciation and amortization of fixed assets as if we had amortized these assets using straight line amortization rather than according to
Partsbin�s double declining balance method and had estimated lives in accordance with our accounting policies; (g) the exclusion of the
operations of TPB Real Estate, LLC, which we did not acquire as part of the Partsbin acquisition and was insignificant to Partsbin; and (h)
the conforming of Partsbin�s accounting policy of revenue recognition to F.O.B. shipping point terms.
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Nine Months Ended September 30, 2006
U.S. Auto

Parts Partsbin(1)
Pro Forma

Adjustments(2)
Pro Forma
Combined

(unaudited)
(in thousands, except share and per share data)

Consolidated Statement of Income Data:
Net sales $ 83,665 $ 23,859 $ 206(i) $ 107,730
Cost of sales 53,779 17,690 145(i) 71,614

Gross profit 29,886 6,169 61 36,116
Operating expenses:
General and administrative 7,081 1,594 19(e)(g)(h) 8,694
Marketing 10,313 3,419 (193)(a)(e) 13,539
Fulfillment 3,589 19 � 3,608
Technology 992 413 (100)(e) 1,305
Amortization of intangibles 3,037 � 3,137(b) 6,174

Total operating expenses 25,012 5,445 2,863 33,320

Income from operations 4,874 724 (2,802) 2,796
Other income (expense):
Other income (expense) 150 1 (23)(a) 128
Interest expense, net (950) (2) (705)(c) (1,657)

Other income (expense), net (800) (1) (728) (1,529)
Income before income taxes 4,074 723 (3,530) 1,267
Income tax provision (benefit) 539 � (649)(f) (110)

Net income (loss) $ 3,535 $ 723 $ (2,881) $ 1,377

Basic net income per share $ 0.16 $ 0.05
Diluted net income per share $ 0.12 $ 0.04
Shares used in computation of basic net
income per share 22,012,287 3,305,529(d) 25,317,816
Shares used in computation of diluted net
income per share 30,647,821 3,305,529(d) 33,953,350

(1) The Partsbin data reflects the period from January 1, 2006 through May 19, 2006, the effective date of the Partsbin acquisition.

(2) The pro forma adjustments reflect (a) the elimination of commission income received from Partsbin for website licensing fees
(which was recorded as an expense in Partsbin�s statement of operations) prior to the business combination; (b) the assumed
amortization related to the acquired Partsbin intangibles as if the Partsbin acquisition occurred on January 1, 2005; (c) the
assumed interest expense related to the notes payable obtained as part of the acquisition (includes interest related to the
$22.0 million secured debt, the $5.0 million notes payable to the former stockholders of Partsbin, and the warrants issued to the
lender); (d) the assumed number of shares that would have been issued to the former Partsbin stockholders if the Partsbin
acquisition occurred on January 1, 2005; (e) the deal related bonus paid to Partsbin employees on May 18, 2006; (f) taxes as if
both companies operated as a combined S corporation subject to California franchise taxes as of January 1, 2005 and operated as
a C corporation subsequent to March 3, 2006; (g) the exclusion of the operations of TPB Real Estate, LLC, which we did not
acquire as part of the Partsbin acquisition and was insignificant to Partsbin; (h) the conforming of Partsbin�s accounting policies
related to depreciation and amortization of fixed assets as if we had amortized such costs using straight-line amortization rather
than according to Partsbin�s double declining balance method and had estimated lives in accordance with our accounting policies;
and (i) the conforming of Partsbin�s accounting policy of revenue recognition to F.O.B. shipping point terms.
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MANAGEMENT�S DISCUSSION AND ANALYSIS OF

FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion of our financial condition and results of operations should be read together with our selected consolidated financial
data and the consolidated financial statements and related notes included elsewhere in this prospectus. This discussion contains
forward-looking statements that involve risks and uncertainties. As a result of many factors, such as those set forth under the section entitled
�Risk Factors� and elsewhere in this prospectus, our actual results may differ materially from those anticipated in these forward-looking
statements.

Overview

We are a leading online provider of aftermarket auto parts, including body parts, engine parts and performance parts and accessories. Our
user-friendly websites provide customers with a broad selection of approximately 550,000 SKUs, with detailed product descriptions and
photographs. Our proprietary product database maps our 550,000 SKUs to over 4.3 million product applications based on vehicle makes, models
and years. We principally sell our products to individual consumers through our network of websites and online marketplaces. Our flagship
websites are located at www.partstrain.com and www.autopartswarehouse.com. We believe our strategy of disintermediating the traditional auto
parts supply channels and selling products directly to customers over the Internet allows us to more efficiently deliver products to our customers
while generating higher margins.

Our History. We were formed in 1995 as a distributor of aftermarket auto parts and launched our first website in 2000. We rapidly expanded our
online operations, increasing the number of SKUs sold through our e-commerce network, adding additional websites, improving our Internet
marketing proficiency and commencing sales in online marketplaces. As a result, our business has grown consistently since 2000, generating net
sales of $59.7 million for the year ended December 31, 2005 and $83.7 million for the nine months ended September 30, 2006.

Recent Acquisition. In May 2006, we completed the acquisition of Partsbin. As a result of this acquisition, we expanded our product offering and
product catalog to include performance parts and accessories and additional engine parts, enhanced our ability to reach more customers and
added a complementary, drop-ship order fulfillment method. Partsbin also expanded our international operations by adding two outsourced call
centers in the Philippines and in India, as well as a Canadian subsidiary to facilitate sales in Canada. We also augmented our technology
platform and expanded our management team. The purchase price for Partsbin consisted of $25.0 million in cash, promissory notes in the
aggregate principal amount of $5.0 million payable to the former stockholders of Partsbin and 3,305,529 shares of our common stock. The
acquisition of Partsbin did not result in a new operating segment for financial reporting purposes.

Recent Initiatives. We have recently made several new investments to enhance the value of our business. Since June 30, 2005, we have hired
additional key employees, including our Chief Financial Officer, Chief Operating Officer and Chief Information Officer, as well as additional
sales and marketing, technology and operations personnel. During 2006, we upgraded our accounting system and made significant software
development efforts on our operational systems to support our expected future growth. We have added additional space to our distribution
facilities to accommodate the stocking of additional products. We have also modified our product catalog to increase the number of applications
available on our websites and have reformatted the catalog to more easily integrate with the Partsbin catalog.

International Operations. In addition to the call center capability in the Philippines and in India that we acquired in connection with the Partsbin
acquisition, we own a Philippine subsidiary, which is partially
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responsible for software development, Internet marketing, customer service and sales functions. We believe the cost advantages of our offshore
operations provide us with the ability to grow our business in a cost-effective manner, and we expect to continue to add headcount to our
offshore operations. We also acquired a Canadian subsidiary in connection with our acquisition of Partsbin to facilitate sales of our products in
Canada.

Basis of Presentation

Net Sales. E-commerce, online marketplaces and wholesale sales represent different distribution methods for our products. E-commerce sales are
derived from our network of websites, online marketplaces include online auction houses and other online stores, and our wholesale channel
represents distribution of products to commercial customers. We generate net sales primarily through the sale of auto parts to individual
consumers through our network of e-commerce websites and online marketplaces. We also generate sales from the wholesale channel by selling
auto parts to auto body shops and collision repair shops located in Southern California. Our wholesale channel also includes distribution of our
Kool-Vue mirror line to auto parts distributors nationwide. To understand revenue generation through our network of e-commerce websites, we
monitor several key business metrics, including the following:

� Unique Visitors. A unique visitor to a particular website represents a user with a distinct IP address that visits that particular website.
We define the total number of unique visitors in a given month as the sum of unique visitors to each of our websites during that month.
We measure unique visitors to understand the volume of traffic to our websites and to track the effectiveness of our online marketing
efforts. The number of unique visitors has historically varied based on a number of factors, including our marketing activities and
seasonality. We believe an increase in unique visitors to our websites will result in an increase in the number of orders. We seek to
increase the number of unique visitors to our websites by attracting repeat customers and improving search engine marketing and other
Internet marketing activities.

� Total Number of Orders. We closely monitor the total number of orders as an indicator of revenue trends. We recognize revenue
associated with an order when the products have been shipped, consistent with our revenue recognition policy discussed in �Critical
Accounting Policies� below. Orders are typically processed and shipped within one business day after a customer places an order.

� Average Order Value. Average order value represents our net sales for a given period of time divided by the total number of orders
recorded during the same period of time. We seek to increase the average order value as a means of increasing net sales. Average order
values vary depending upon a number of factors, including the components of our product offering, the order volume in certain online
sales channels and the general level of competition online.

Cost of Sales. Cost of sales consists of the direct costs associated with procuring parts from suppliers and delivering products to customers.
These costs include product costs offset by purchase discounts, freight and shipping costs and warehouse supplies.

General and Administrative Expense. General and administrative expense consists primarily of administrative payroll and related expenses,
credit card and other transaction processing fees, legal and professional fees, amortization of software and other administrative costs.

Marketing Expense. Marketing expense consists of Internet marketing costs and fees, Internet commerce facilitator fees and other advertising
costs, as well as payroll and related expenses associated with our marketing and customer service personnel, including the call centers. These
costs are generally variable and are typically a function of net sales.
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Fulfillment Expense. Fulfillment expense consists primarily of payroll and related costs associated with our warehouse employees, facility rent,
building maintenance, depreciation and other costs associated with inventory management and our wholesale operations.

Technology Expense. Technology expense consists primarily of payroll and related expenses of our information technology personnel, the cost
of hosting our servers, communications expenses and Internet connectivity costs, computer support and software development.

Amortization of Intangibles. Amortization of intangibles consists primarily of the amortization expense associated with certain intangibles
recorded as a result of the Partsbin acquisition, in addition to the amortization expense of our capitalized domain names.

Other Income (Expense), Net. Other income (expense), net consists primarily of interest expense on our outstanding loan balances and capital
leases.

Critical Accounting Policies and Estimates

Our consolidated financial statements have been prepared in accordance with accounting principles generally accepted in the United States. The
preparation of our financial statements requires us to make estimates and assumptions that affect the reported amounts of assets, liabilities, net
sales, costs and expenses, as well as the disclosure of contingent assets and liabilities and other related disclosures. We base our estimates on
historical experience and on various other assumptions that we believe to be reasonable under the circumstances, the results of which form the
basis for making judgments about carrying values of our assets and liabilities that are not readily apparent from other sources. In many instances,
we could have reasonably used different accounting estimates. Actual results could differ from those estimates, and we include any revisions to
our estimates in our results for the period in which the actual amounts become known.

We believe the critical accounting policies described below affect the more significant judgments and estimates used in the preparation of our
consolidated financial statements. Accordingly, these are the policies we believe are the most critical to aid in fully understanding and evaluating
our historical consolidated financial condition and results of operations:

Revenue Recognition. We recognize revenue from product sales when the following four revenue recognition criteria are met: persuasive
evidence of an arrangement exists, delivery has occurred (to the common carrier), the selling price is fixed or determinable and collectibility is
reasonably assured.

We evaluate the criteria of EITF 99-19, �Reporting Revenue Gross as a Principal Versus Net as an Agent,� in determining whether it is
appropriate to record the gross amount of product sales and related costs or the net amount earned as commissions. When we are the primary
party obligated in a transaction, are subject to inventory risk, have latitude in establishing prices and selecting suppliers or have several but not
all of these indicators, revenue is recorded gross.

Product sales and shipping revenues, net of promotional discounts and return allowances, are recorded when the products are shipped and title
passes to customers. Retail items sold to customers are made pursuant to terms and conditions that provide for transfer of both title and risk of
loss upon our delivery to the carrier. Return allowances, which reduce product revenue by our best estimate of expected product returns, are
estimated using historical experience. We generally require payment by credit card at the point of sale. Amounts received prior to when we ship
goods to customers are recorded as deferred revenue.

We periodically provide incentive offers to our customers to encourage purchases. Such offers include current discount offers, such as
percentage discounts off of current purchases and other similar offers.
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Current discount offers, when accepted by our customers, are treated as a reduction to the purchase price of the related transaction. Current
discount offers and inducement offers are classified as an offsetting amount in �Net sales.�

Inventory. Inventory consists of finished goods available-for-sale and is stated at the lower of cost or market value, determined using the first in,
first out (�FIFO�) method. We purchase inventory from suppliers both domestically and internationally, primarily in Taiwan and China. We
believe that our products are generally available from more than one supplier, and we maintain multiple sources for many of our products, both
internationally and domestically. We offer a broad line of auto parts for automobiles from model years 1965 to 2006. Because of the continued
demand for our products, we primarily purchase products in bulk quantities to take advantage of quantity discounts and to ensure inventory
availability. Inventory is reported net of inventory reserves for slow moving, obsolete or scrap product, which are established based on specific
identification of slow moving items and the evaluation of overstock considering anticipated sales levels. If actual market conditions are less
favorable than those anticipated by management, additional reserves may be required. Historically, our recorded reserve for returns has been
adequate to provide for actual returns.

Website and Software Development Costs. We capitalize certain costs associated with software developed for internal use according to EITF No.
00-2, �Accounting for Website Development Costs� (�EITF 00-2�) and Statement of Position 98-1, �Accounting for the Costs of Computer Software
Developed or Obtained for Internal Use� (�SOP 98-1�). Under the provisions of EITF 00-2 and SOP 98-1, we capitalize costs associated with
website development and software developed for internal use when both the preliminary project design and testing stage are completed and
management has authorized further funding for the project, which it deems probable of completion and to be used for the function intended.
Capitalized costs include amounts directly related to website development and software development such as payroll and payroll-related costs
for employees who are directly associated with, and who devote time to, the internal-use software project. Capitalization of these costs ceases
when the project is substantially complete and ready for its intended use.

Long-Lived Assets and Intangibles. We have adopted Statement of Financial Accounting Standards (�SFAS�) No. 142, �Goodwill and Other
Intangible Asset� (�SFAS No. 142�). Under SFAS No. 142, intangible assets with indefinite useful lives are subject to reduction only when their
carrying amounts exceed their estimated fair values based on impairment tests established by SFAS No. 142 that must be made at least annually.
Capitalized amounts are amortized on a straight-line basis over their estimated useful lives. During the year ended December 31, 2004, we
acquired intangibles in the amount of $50,000 relating to Internet domain names. In May 2006, we acquired approximately $52.3 million of
intangibles related to the acquisition of Partsbin. We preliminarily allocated $29.0 million to websites, $2.3 million to domain names,
$4.1 million to software assets, $3.0 million to long-term, favorable supplier relationships and $13.9 million to goodwill. Domain names are
generally not amortized, capitalized websites are amortized over five years, and software assets and supplier relationships are amortized over
three years.

In accordance with SFAS No. 142 and SFAS No. 144, �Accounting for the Impairment or Disposal of Long-Lived Assets,� we assess long-lived
assets, including intangibles subject to amortization, and indefinite lived intangibles, including goodwill, for impairment whenever events and
circumstances indicate that the carrying value of an asset may not be recoverable based on the undiscounted estimated future cash flows
expected to result from its use and eventual disposition. We recognize impairment in our operating results to the extent that the carrying value
exceeds the discounted cash flows of future operations. We did not recognize any impairment losses for the years ended December 31, 2003,
2004 or 2005. If our key assumptions used to determine estimated discounted cash flows change in the future, we may be required to record
impairment charges.

Income Taxes. In 1996, we elected to be taxed as an S corporation for income tax purposes under provisions of the Internal Revenue and
California Taxation Codes, which require that our income or loss be
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reported on the individual income tax returns of our stockholders; however, one of our former consolidated entities, MBS Marketing, Inc., was
historically subject to federal income taxes and income taxes in California and Tennessee at statutory rates since its inception. In connection with
our recapitalization, our S corporation status was terminated in March 2006, and we became a Delaware C corporation. MBS Marketing, Inc.
was merged into us in June 2005 and consolidated with us for all periods presented for financial reporting purposes.

We account for income taxes for MBS Marketing, incorporated as a C corporation, and after March 3, 2006, for U.S. Auto Parts, in accordance
with SFAS No. 109, �Accounting for Income Taxes� (�SFAS No. 109�). Under SFAS No. 109, deferred tax assets and liabilities are recognized for
the future tax consequences attributable to temporary differences between the financial statement carrying amount of existing assets and
liabilities and their respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable
income in the years in which those temporary differences are expected to be recovered or settled. When appropriate, we establish a valuation
reserve to reduce deferred tax assets, which includes tax credits and loss carry forwards, to the amount that is more likely than not to be realized.
Should future income be less than anticipated by management, we may be required to record a valuation allowance against our deferred tax
assets.

Share-Based Compensation. We did not issue any stock options prior to March 2006. Effective January 1, 2006, we adopted SFAS No. 123
(revised 2004), �Share-Based Payment� (�SFAS No. 123(R)�). SFAS No. 123(R) requires that all share-based compensation to employees, including
grants of employee stock options, be recognized in our financial statements based on their respective grant date fair values. Under this standard,
the fair value of each share-based payment award is estimated on the date of grant using an option pricing model that meets certain requirements.
We currently use the Black-Scholes option pricing model to estimate the fair value of our share-based payment awards. The determination of the
fair value of share-based payment awards utilizing the Black-Scholes model is affected by our stock price and a number of assumptions,
including expected volatility, expected life, risk-free interest rate and expected dividends. We do not have a history of market prices of our
common stock as we are not a public company, and as such we estimate volatility in accordance with SAB No. 107 using historical volatilities of
similar public entities. The expected life of the awards is based on a simplified method which defines the life as the average of the contractual
term of the options and the weighted average vesting period for all open tranches. The risk-free interest rate assumption is based on observed
interest rates appropriate for the terms of our awards. The dividend yield assumption is based on our history and expectation of paying no
dividends. Forfeitures are estimated at the time of grant and revised, if necessary, in subsequent periods if actual forfeitures differ from those
estimates. Share-based compensation expense recognized in our financial statements in 2006 and thereafter is based on awards that are
ultimately expected to vest. If factors change and we employ different assumptions, share-based compensation expense may differ significantly
from what we have recorded in the past. If there are any modifications or cancellations of the underlying unvested securities, we may be required
to accelerate, increase or cancel any remaining unearned share-based compensation expense. Future share-based compensation expense and
unearned share-based compensation will increase to the extent that we grant additional equity awards to employees or we assume unvested
equity awards in connection with acquisitions.

Valuation at the Time of Grant. We have granted to our employees options to purchase common stock at exercise prices equal to the fair market
value of the underlying common stock at the time of each grant, as determined by our board of directors.

In valuing our common stock, our board of directors considered a number of factors, including:

� the illiquidity of our capital stock as a private company;

� the vesting restrictions imposed upon the equity awards;
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� the business risks we faced;

� the liquidation preferences and other rights, preferences and privileges of our outstanding preferred stock;

� the likelihood of a financing event, such as a public offering;

� valuation indicators for our common stock price, primarily established through preferred stock issuances to third parties for cash and
issuance values used as consideration for the acquisition of Partsbin;

� valuation estimates supported by independent third party valuations;

� our actual financial condition and results of operations relative to our formal operating plan during the relevant period;

� forecasts of our financial results, market conditions affecting the e-commerce sector, and changes in our management team;

� the closing of our Series A convertible preferred stock financing; and

� the closing date of the Partsbin acquisition as well as the date of a contemporaneous independent, third party valuation.
At the date of each option grant, our board of directors determined that the exercise price for each option was equal to the then-existing fair
value of our common stock.

During the nine months ended September 30, 2006, we recognized share-based compensation of $604,000, determined in accordance with SFAS
No. 123(R). Based on options outstanding as of September 30, 2006 and assuming that all employees remain employed by us for their remaining
vesting periods, we expect to recognize an aggregate of approximately $367,000 of share-based compensation expense during the remainder of
2006 and an additional $1.5 million of share-based compensation expense during each of 2007 and 2008. The total compensation costs related to
unvested stock options as of September 30, 2006 was $5.8 million.

Recent Accounting Pronouncements

FIN 48. In July 2006, the FASB issued Interpretation No. 48, �Accounting for Uncertainty in Income Taxes � an Interpretation of FASB Statement
No. 109� (�FIN 48�). FIN 48 clarifies the recognition threshold and measurement attribute for the financial statement recognition and measurement
of a tax position taken or expected to be taken in a tax return. FIN 48 also provides guidance on derecognition, classification, interest and
penalties, accounting in interim periods, disclosure and transition. FIN 48 is effective for fiscal years beginning after December 15, 2006. We
will adopt this interpretation as required. We are currently evaluating the impact of this interpretation on our consolidated financial statements.
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Results of Operations

The following table sets forth selected statement of income data for the periods indicated, expressed as a percentage of net sales:

Years Ended December 31,
Nine Months Ended

September 30,
    2003        2004        2005        2005        2006    

Net sales 100.0% 100.0% 100.0% 100.0% 100.0%
Cost of sales 56.3 52.5 58.3 58.8 64.3

Gross profit 43.7 47.5 41.7 41.2 35.7
Operating expenses:
General and administrative 7.2 8.9 12.2 12.6 8.5
Marketing 11.4 11.1 9.7 9.8 12.3
Fulfillment 10.3 7.4 7.3 7.2 4.3
Technology 1.3 1.9 1.5 1.4 1.2
Amortization of intangibles �  0.0 0.0 0.0 3.6

Total operating expenses 30.2 29.3 30.7 31.0 29.9

Income from operations 13.6 18.3 11.0 10.2 5.8
Other income (expense):
Loss from disposition of assets (0.2) � � � (0.0)
Other income 0.1 0.2 0.3 0.4 0.2
Interest income (expense), net (0.0) (0.1) (0.2) (0.2) (1.1)

Other income (expense), net (0.1) 0.1 0.1 0.2 (0.9)
Income before income taxes 13.4 18.3 11.1 10.4 4.9
Income tax provision (benefit) 1.5 0.8 (0.3) (0.4) 0.7

Net income 11.9% 17.5% 11.4% 10.8% 4.2%

Nine Months Ended September 30, 2005 Compared to Nine Months Ended September 30, 2006

Net Sales and Gross Margin

Nine Months Ended

September 30,
2005 2006 $ Change % Change

(in thousands)
Net sales $ 43,979 $ 83,665 $ 39,686 90.2%
Cost of sales 25,876 53,779 27,903 107.8%

Gross profit $ 18,103 $ 29,886 $ 11,783 65.1%
Gross margin 41.2% 35.7% (5.5)%

Net sales increased due to a 119.8% increase in our online business, which consists of our e-commerce and online marketplace channels, that
was principally driven by the acquisition of Partsbin, which was completed on May 19, 2006. The Partsbin acquisition significantly increased
the number of engine parts, performance parts and accessories offered to our customers. The total number of our e-commerce orders increased
from 207,000 orders for the nine months ended September 30, 2005 to 505,000 orders in the corresponding period of 2006, and our average
order value for the nine months ended September 30, 2006 was $120. The increase in net sales also reflected a $3.7 million increase in our
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which included the contribution of Partsbin sales through this channel. Net sales of our Kool-Vue product line and sales of other products
through our wholesale channel remained relatively constant in absolute dollars for the nine months ended September 30, 2006 as compared to
the corresponding period of 2005 but declined as a percentage of net sales. We anticipate that sales through our wholesale channel will continue
to decline as a percentage of net sales in the future due to our primary focus on our online business.

Seasonality represents a known trend in our business. We expect seasonality to continue in future years as automobile collisions create increased
demand for body parts in winter months and consumers continue to undertake projects to maintain and enhance the performance of their
automobiles in the summer months. Seasonality trends will continue to have a material impact on our financial condition and results of
operations during any given year.

While gross profit increased largely as a function of the increase in net sales, gross margin declined in the nine months ended September 30,
2006 primarily due to the introduction of lower gross margin products sold in our e-commerce channel through our drop-ship distribution
method, which distribution method largely commenced in connection with the Partsbin acquisition. While this distribution method has generated
lower product margins than our stock-and-ship distribution method, we expect that this new distribution method will allow us to offer a broader
product selection and facilitate a more scalable business. Cost of freight increased in absolute dollars as a result of the increase in net sales,
which increase was partially offset due to favorable shipping terms with our drop-ship suppliers. The decline in gross margin was also due in
part to the expansion of sales in our online marketplaces to include additional lower gross margin products. We experienced declining margins in
recent years due to overall competitive pressure in the market and recently as a result of the Partsbin acquisition completed in May 2006. We
expect our margins to stabilize in the future, however as we continue to focus on various initiatives designed to improve gross margins and
overall profitability.

General and Administrative Expense

Nine Months Ended
September 30,

2005 2006 $ Change % Change
(in thousands)

General and administrative expense $ 5,555 $ 7,081 $ 1,526 27.5%
Percent of net sales 12.6% 8.5% (4.1)%

The increase in general and administrative expense in the current period was primarily due to an increase of $861,000 in merchant fees related to
higher online sales; however, merchant fees remained relatively constant as a percentage of net sales. The increase in general and administrative
expense reflects higher payroll and related expenses in the amount of $750,000, which was largely due to the hiring of nine additional
administrative personnel, as well as higher compensation payable to such personnel. This increase was partially offset by a $483,000 reduction
in legal fees in the current period, which was primarily related to an aborted financing transaction in 2005. This increase also includes $359,000
of share-based compensation related to options granted in the current period. Following this offering, we anticipate we will incur increased
general and administrative expenses related to operating as a public company, such as increased legal and accounting fees, higher insurance
premiums, and increased personnel and employee benefit costs and non-employee director costs. We expect that the costs of compliance
associated with the transition to and operation as a public company, including the requirements relating to improving and documenting our
internal controls and procedures, as well as changes in corporate governance practices, will be significant.
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Marketing Expense

Nine Months Ended
September 30,

2005 2006 $ Change % Change
(in thousands)

Marketing expense $ 4,315 $ 10,313 $ 5,998 139.0%
Percent of net sales 9.8% 12.3% 2.5%
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The increase in marketing expense for the nine months ended September 30, 2006 was primarily due to a $3.8 million increase in advertising
costs related to the expansion of our online marketing efforts, as well as higher sales commissions related to the increase in net sales in the
current period of 2006. Marketing expense increased $1.7 million due to the addition of 141 employees, which increased our total number of
employees from 148 in the prior year to 289 in the current period.

Fulfillment Expense

Nine Months Ended
September 30,

    2005        2006    $ Change % Change
(in thousands)

Fulfillment expense $ 3,162 $ 3,589 $ 427 13.5%
Percent of net sales 7.2% 4.3% (2.9)%

The increase in fulfillment expense in the current period was primarily due to a $325,000 increase in personnel costs related to the addition of 15
employees. In addition, depreciation expense increased by $111,000 as a result of the addition in depreciable warehouse equipment in the
current year.

Technology Expense

Nine Months Ended
September 30,

    2005        2006    $ Change % Change
(in thousands)

Technology expense $ 596 $ 992 $ 396 66.4%
Percent of net sales 1.4% 1.2% (0.2)%

The increase in technology expense was primarily due to higher communication fees to support the expanded communications infrastructure and
the addition of $103,000 of share-based compensation expense.

Amortization of Intangibles

Nine Months Ended
September 30,

    2005        2006    $ Change % Change
(in thousands)

Amortization of intangibles $ 13 $ 3,037 $ 3,024 Not meaningful
Percent of net sales 0.0% 3.6% 3.6%

The increase in amortization of intangibles in the current period was primarily due to the intangible assets acquired pursuant to the acquisition of
Partsbin completed in May 2006. We preliminarily estimate aggregate amortization expense for the years ending December 31, 2007 and 2008
will be approximately $8.2 and $8.2 million, respectively.

Other Income (Expense), Net

Nine Months Ended
September 30,

    2005        2006    $ Change % Change
(in thousands)

Other income (expense), net $ 97 $ (800) $ (897) Not meaningful
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The increase in other income (expense), net in the current period was primarily due to an $964,000 increase in interest expense from the notes
payable incurred during 2006 as part of the recapitalization and acquisition of Partsbin. This increase was partially offset by increase in interest
income during the current period as a result of generally higher cash balances. We anticipate that interest expense will decrease after this
offering since we plan to use a portion of the proceeds of this offering to repay our term loans and stockholder notes.

Year Ended December 31, 2004 Compared to Year Ended December 31, 2005

Net Sales and Gross Margin

Years Ended December 31,
     2004          2005     $ Change % Change

(in thousands)
Net sales $ 40,658 $ 59,698 $ 19,040 46.8%
Cost of sales 21,334 34,829 13,495 63.3%

Gross profit $ 19,324 $ 24,869 $ 5,545 28.7%
Gross margin 47.5% 41.7% (5.8)%

Net sales increased due to a 66.4% increase in our online business, which was principally driven by the expansion of our online marketplaces,
which generated net sales of $10.3 million in 2005 but had nominal sales prior to 2005. Our e-commerce sales increased $7.8 million, or 29%, to
$34.9 million in 2005, primarily as a result of an increase of 43.2% in the number of orders in 2005, which was partially offset by a $14 decrease
in the average order value in 2005. While sales of our Kool-Vue product line increased $2.0 million in 2005, sales of other products through our
wholesale channel declined both in absolute dollars and as a percentage of net sales due to our primary focus on our online business.

While gross profit increased largely as a function of the increase in net sales, gross margin declined in 2005 primarily due to a 2.9% increase in
shipping and freight expense as a percent of net sales to 15.2% in 2005 compared to 12.3% in 2004. This increase in shipping and freight
expense as a percent of net sales was primarily the result of increased sales in our online marketplaces that have a higher ratio of shipping costs
to product sales. Gross margin also decreased as a result of increased competition and the addition of our online marketplaces channel, which
occurred late in 2004.

General and Administrative Expense

Years Ended December 31,
    2004        2005    $ Change % Change

(in thousands)
General and administrative expense $ 3,599 $ 7,254 $ 3,655 101.6%
Percent of net sales 8.9% 12.2% 3.3%

The increase in general and administrative expense in 2005 primarily reflects the amortization of software in the amount of $1.8 million related
to our purchase of software in late 2004, higher payroll and related costs associated with higher average compensation in 2005, as well as an
increase of $980,000 in legal and professional fees in 2005 principally related to an aborted financing transaction. We expect general and
administrative expenses to continue to increase in absolute dollars and as a percent of net sales as we expand our sales, increase our staff, and
incur additional costs related to the growth of our business and compliance requirements associated with being a public company.
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Marketing Expense

Years Ended December 31,
    2004        2005    $ Change % Change

(in thousands)
Marketing expense $ 4,526 $ 5,802 $ 1,276 28.2%
Percent of net sales 11.1% 9.7% (1.4)%

The increase in marketing expense in 2005 primarily reflects increased Internet marketing costs of $867,000, auction fees related to sales in our
online marketplaces, which largely commenced in 2005, higher sales commissions related to the increase in net sales in 2005 and higher payroll
and related costs associated with the addition of nine marketing employees in 2005.

Fulfillment Expense

Years Ended December 31,
    2004        2005    $ Change % Change

(in thousands)
Fulfillment expense $ 2,990 $ 4,357 $ 1,367 45.7%
Percent of net sales 7.4% 7.3% (0.1)%

The increase in fulfillment expense in 2005 primarily reflects higher payroll and related costs associated with the addition of 27 warehouse and
shipping employees in 2005, as well as additional rent and moving expenses related to the opening of a second warehouse in Carson, California
in September 2004, which only had four months of activity in 2004 compared to a full year in 2005.

Technology Expense

Years Ended December 31,
    2004        2005    $ Change % Change

(in thousands)
Technology expense $ 776 $ 868 $ 92 11.9%
Percent of net sales 1.9% 1.5% (0.4)%

The increase in technology expense in 2005 primarily reflects an increase in communication infrastructure expense of $115,000, which was
partially offset by a $53,000 decrease in computer support services.

Other Income (Expense), Net

Years Ended December 31,
2004 2005 $ Change % Change

(in thousands)
Other income (expense), net $ 36 $ 85 $ 49 136.1%
Percent of net sales 0.1% 0.1% 0.0%

The increase in other income (expense), net in 2005 primarily reflects a $111,000 increase in website rental income, which was offset by a
$62,000 increase in interest expense related to higher average borrowings in 2005.
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Year Ended December 31, 2003 Compared to Year Ended December 31, 2004

Net Sales and Gross Margin

Years Ended December 31,
    2003        2004    $ Change % Change

(in thousands)
Net sales $ 31,657 $ 40,658 $ 9,001 28.4%
Cost of sales 17,814 21,334 3,520 19.8%

Gross profit $ 13,843 $ 19,324 $ 5,481 39.6%
Gross margin 43.7% 47.5% 3.8%

Net sales increased primarily due to a 24.9% increase in our e-commerce sales, which was largely driven by an increase in the number of orders
from online customers by $58,000 from $143,000 in 2003 to $201,000 in 2004. In addition, sales in our wholesale channel increased 18.9%, or
$1.1 million, to $6.9 million in 2004 primarily due to an increase in the number of DIFM customers purchasing our products, as well as an
increase in the number of products offered to our customers. Our Kool-Vue sales also increased by $1.3 million, which was primarily due to
increased purchases from our existing customers.

Gross profit increased as a result of the 28.4% increase in net sales and a 3.8% increase in gross margin. The gross margin increase in 2004 was
primarily attributable to an increase in the local wholesale gross margin due to a customer mix shift away from high volume, low margin
customers to a broader customer base with higher gross margin sales. In addition, outbound freight expense as a percentage of net sales
decreased by 0.9% to 12.3% of net sales.

General and Administrative Expense

Years Ended December 31,
    2003        2004    $ Change % Change

(in thousands)
General and administrative expense $ 2,284 $ 3,599 $ 1,315 57.6%
Percent of net sales 7.2% 8.9% 1.7%

The increase in general and administrative expense in 2004 primarily reflects higher payroll and related costs associated with the addition of
eight administrative employees in 2004 and employee bonuses. General and administrative expense in 2004 also includes the amortization of
software in the amount of $326,000 related to our purchase of software in late 2004.

Marketing Expense

Years Ended December 31,
    2003        2004    $ Change % Change

(in thousands)
Marketing expense $ 3,617 $ 4,526 $ 909 25.1%
Percent of net sales 11.4% 11.1% (0.3)%

The increase in marketing expense in 2004 primarily reflects higher payroll and related costs associated with the addition of 13 marketing
employees in 2004 and higher commissions related to the increase in net sales in 2004, as well as an increase of $1.4 million in Internet
marketing costs. These increases were offset by a $1.1 million decline in web development consulting fees, primarily as a result of our software
purchase in 2004, enabling us to conduct these marketing activities internally.
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Fulfillment Expense

Years Ended December 31,
    2003        2004    $ Change % Change

(in thousands)
Fulfillment expense $ 3,246 $ 2,990 $ (256) (7.9)%
Percent of net sales 10.3% 7.4% (2.9)%

The decrease in fulfillment expense in 2004 primarily reflects a decrease in the number of warehouse and shipping employees in 2004 to 62
from 67 such employees in 2003 and a decline in bad debt expense. In 2003, we incurred bad debt expense of approximately $274,000 related to
non-payment by larger wholesale distributor customers whose services were subsequently terminated, for which there was not a similar bad debt
expense incurred in 2004. The decrease in fulfillment expense in 2004 was partially offset by increased rental expense and moving expenses
relating to the move of our principal warehouse and corporate office in October 2003.

Technology Expense

Years Ended December 31,
    2003        2004    $ Change % Change

(in thousands)
Technology expense $ 405 $ 776 $ 371 91.6%
Percent of net sales 1.3% 1.9% 0.6%

The increase in technology expense primarily reflects an increase of $198,000 in costs associated with computer support services and higher
payroll and related costs associated with the addition of one technical employee in 2004, as well as an increase in communications and access
fees largely related to increased traffic to our websites and inbound sales calls.

Other Income (Expense), Net

Years Ended December 31,
     2003          2004     $ Change % Change

(in thousands)
Other income (expense), net $ (42) $ 36 $ 78 Not meaningful
Percent of net sales (0.1)% 0.1% Not meaningful

The increase in other income (expense), net was primarily due to a $47,000 increase in website commissions and a $62,000 loss on asset
disposition. The website commissions related to website licensing fees, which fees terminated in April 2006. This increase was partially offset
by a $32,000 increase in interest expense associated with capital leases.
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Quarterly Results of Operations

The following tables present unaudited quarterly results of operations, in dollar amounts and as a percentage of net sales, for the last seven
quarters. This information has been derived from our unaudited consolidated financial statements and has been prepared by us on a basis
consistent with our audited consolidated financial statements and includes all adjustments, consisting only of normal recurring adjustments,
which management considers necessary for a fair presentation of the information for the periods presented.

Three Months Ended

March 31,
2005

June 30,

2005
Sept. 30,

2005

Dec. 31,

2005
March 31,

2006

June 30,

2006
Sept. 30,

2006
(in thousands, except share and per share data)

Consolidated Statement of
Income Data:
Net sales $14,186 $15,238 $14,555 $15,719 $18,005 $26,966 $38,694
Cost of sales 7,860 9,410 8,606 8,953 10,259 17,617 25,903

Gross profit 6,326 5,828 5,949 6,766 7,746 9,349 12,791
Operating expenses:
General and administrative (1) 1,966 1,905 1,684 1,699 1,969 2,326 2,786
Marketing (1) 1,273 1,507 1,535 1,487 2,014 3,240 5,059
Fulfillment (1) 950 1,087 1,125 1,195 1,152 1,213 1,224
Technology (1) 183 211 202 272 167 345 480
Amortization of intangibles 5 4 4 4 4 947 2,086

Total operating expenses 4,377 4,714 4,550 4,657 5,306 8,071 11,635
Income from operations 1,949 1,114 1,399 2,109 2,440 1,278 1,156
Other income (expense):
Other income (expense) 83 43 39 26 149 3 (2)
Interest expense, net (20) (18) (31) (37) (40) (317) (593)

Other income (expense), net 63 25 8 (11) 109 (314) (595)
Income before income taxes 2,012 1,139 1,407 2,098 2,549 964 561
Income tax provision (benefit) 34 (256) 24 35 (163) 425 277

Net income $  1,978 $  1,395 $  1,383 $  2,063 $  2,712 $  539 $  284

Basic net income per share $0.09 $0.06 $0.06 $0.09 $0.12 $0.02 $0.01
Diluted net income per share $0.09 $0.06 $0.06 $0.09 $0.11 $0.02 $0.01
Shares used in computation of
basic net income per share 22,000,000 22,000,000 22,000,000 22,000,000 22,000,000 23,534,919 25,332,801
Shares used in computation of
diluted net income per share 22,000,000 22,000,000 22,000,000 22,000,000 25,637,235 34,620,713 36,461,475
EBITDA $2,505 $1,645 $1,945 $2,660 $3,121 $2,777 $3,691
Share-based compensation � � � � 5 225 374

Adjusted EBITDA $2,505 $1,645 $1,945 $2,660 $3,126 $3,002 $4,065

(1)    Includes share-based compensation expense related to option grants, as follows:

Three Months Ended
March 31,

2005

June 30,

2005
Sept. 30,

2005
Dec. 31,

2005
March 31,

2006

June 30,

2006
Sept. 30,

2006
(in thousands)

General and administrative $ � $ � $ � $ � $ 3 $ 124 $ 232
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Marketing � � � � 2 56 68
Fulfillment � � � � � 8 8
Technology � � � � 0 37 66

$ � $ � $ � $ � $ 5 $ 225 $ 374
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Three Months Ended
March 31,

2005
June 30,

2005
Sept. 30,

2005
Dec. 31,

2005
March 31,

2006
June 30,

2006
Sept. 30,

2006
As a Percent of Net Sales:
Net sales 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
Cost of sales 55.4 61.8 59.1 57.0 57.0 65.3 66.9

Gross profit 44.6 38.2 40.9 43.0 43.0 34.7 33.1
Operating expenses:
General and administrative 13.9 12.5 11.6 10.8 10.9 8.6 7.2
Marketing 9.0 9.9 10.6 9.5 11.2 12.0 13.1
Fulfillment 6.7 7.1 7.7 7.6 6.4 4.5 3.2
Technology 1.3 1.4 1.4 1.7 0.9 1.3 1.3
Amortization of Intangibles 0.0 0.0 0.0 0.0 0.0 3.5 5.4

Total operating expenses 30.9 30.9 31.3 29.6 29.4 29.9 30.2
Income from operations 13.7 7.3 9.6 13.4 13.6 4.8 2.9
Other income (expense):
Other income 0.6 0.3 0.3 0.1 0.8 0.0 (0.0)
Interest expense, net (0.2) (0.1) (0.2) (0.2) (0.2) (1.2) (1.5)

Other income (expense), net 0.4 0.2 0.1 (0.1) 0.6 (1.2) (1.5)
Income before income taxes 14.1 7.5 9.7 13.3 14.2 3.6 1.4
Income tax provision (benefit) 0.2 (1.7) 0.2 0.2 (0.9) 1.6 0.7

Net income 13.9% 9.2% 9.5% 13.1% 15.1% 2.0% 0.7%

EBITDA 17.7% 10.8% 13.4% 16.9% 17.3% 10.3% 9.5%
Share-based compensation � � � � 0.1 0.8 1.0

Adjusted EBITDA 17.7% 10.8% 13.4% 16.9% 17.4% 11.1% 10.5%
In May 2006, we completed the acquisition of Partsbin, which resulted in lower gross margins related to the introduction of Partsbin�s drop-ship
fulfillment method, higher general and administrative expenses resulting from integration costs, higher marketing expense, higher interest
expense related to the acquisition indebtedness and higher amortization of intangibles recognized in the second and third quarter of 2006. The
termination of our S corporation status in March 2006 also resulted in higher income tax provision in subsequent quarters.

Non-GAAP Financial Measures

We provide �EBITDA� and �Adjusted EBITDA,� which are non-GAAP financial measures because we believe such measures are important
supplemental information for investors. See �Selected Consolidated Financial Data of U.S. Auto Parts � Non-GAAP Financial Measures� for
additional information regarding our use of EBITDA and Adjusted EBITDA.
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The table below provides a quantitative reconciliation of our non-GAAP financial measures to the most comparable GAAP financial measures.
For information about our financial results as reported in accordance with GAAP, see our consolidated financial statements and the related notes
starting on page F-1.

Three Months Ended
March 31,

2005
June 30,

2005
September 30,

2005
December 31,

2005
March 31,

2006
June 30,

2006
September 30,

2006
(unaudited)

(in thousands)
Net income $ 1,978 $ 1,395 $ 1,383 $ 2,063 $ 2,712 $ 539 $ 284
Interest expense, net 20 18 31 37 40 317 593
Income tax provision (benefit) 34 (256) 24 35 (163) 425 277
Depreciation and amortization 468 484 503 521 528 549 451
Amortization of intangibles 5 4 4 4 4 947 2,086

EBITDA 2,505 1,645 1,945 2,660 3,121 2,777 3,691
Share-based compensation � � � � 5 225 374

Adjusted EBITDA $ 2,505 $ 1,645 $ 1,945 $ 2,660 $ 3,126 $ 3,002 $ 4,065

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

� fluctuations in the demand for aftermarket auto parts;

� price competition on the Internet or among offline retailers for auto parts;

� our ability to attract visitors to our websites and convert those visitors into customers;

� government regulations related to use of the Internet for commerce, including the application of existing tax regulations to Internet
commerce and changes in tax regulations;

� our ability to offer a broad range of aftermarket auto parts;

� our ability to maintain and expand our supplier and distribution relationships;

� the effects of seasonality on the demand for our products;

� our ability to accurately forecast demand for our products and maintain appropriate inventory levels;

� our ability to build and maintain customer loyalty;
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� the success of our brand-building and marketing campaigns;

� technical difficulties, system downtime or Internet brownouts;

� the amount and timing of operating costs and capital expenditures relating to expansion of our business, operations and infrastructure;
and

� general economic, industry and market conditions.
Liquidity and Capital Resources

We have historically funded our operations from cash generated from operations, credit facilities, bank and stockholder loans, an equity
financing and capital lease financings.

In March 2006, we completed a recapitalization pursuant to which we issued and sold 11,055,425 shares of our Series A convertible preferred
stock in a private placement for an aggregate purchase price of $45.0 million and borrowed $10.0 million pursuant to a bank term loan. At the
closing of the private
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placement, we terminated our S corporation status under the Internal Revenue Code of 1986, as amended, and became subject to taxation as a C
corporation beginning in March 2006. The term loan bears interest at the rate of 4.58% for the first 12 months of the loan and interest accrues
thereafter at LIBOR plus 1.5%. Only interest is payable on this loan until March 31, 2007, and thereafter, the remaining principal and any
accrued, unpaid interest are payable monthly over the remaining three years of the term. Notwithstanding the foregoing, the term loan will
become due and payable upon completion of this offering. Concurrently with this recapitalization, we made stockholder distributions in the
aggregate amount of $51.7 million, which included $1.7 million representing our final S corporation distribution.

In May 2006, we completed the acquisition of Partsbin. The purchase price for Partsbin of approximately $50.0 million consisted of $25.0
million in cash, promissory notes in the aggregate principal amount of $5.0 million payable to the former stockholders of Partsbin and 3,305,529
shares of our common stock. We funded this acquisition through the notes payable to the former stockholders of Partsbin and a $22.0 million
bank term loan, which loan accrues interest at LIBOR plus 1.75% (7.07% at September 30, 2006). Only interest is payable on this term loan
until March 31, 2007 and the remaining principal and any accrued, unpaid interest are payable monthly over the remaining three years of the
term. The stockholder notes payable bear interest at LIBOR and are due and payable in four equal quarterly installments of principal and interest
commencing June 30, 2007.

We currently maintain a $7.0 million bank line of credit, which expires on May 19, 2007 and bears interest at LIBOR plus 1.75% (7.07% at
September 30, 2006). As of September 30, 2006, we did not have any amounts outstanding under this line of credit. The bank line of credit and
term loans referenced above are with the same commercial lender and are secured by substantially all of our assets. The notes payable to the
former stockholders of Partsbin are also are secured by substantially all of our assets.

Upon completion of this offering, we intend to use a portion of the proceeds of this offering to repay the outstanding indebtedness under (i) the
bank term loans, of which approximately $30.0 million was outstanding as of September 30, 2006, and (ii) the $5.0 million notes payable to
stockholders incurred in connection with the Partsbin acquisition.

We had cash and cash equivalents of $3.3 million as of September 30, 2006, representing a $1.9 million increase from $1.4 million as of
December 31, 2005. The increase in our cash and cash equivalents as of September 30, 2006 was primarily due to the $7.4 million in net cash
provided by our operations during the nine months ended September 30, 2006, as well as the issuance of our Series A convertible preferred stock
and proceeds from the two term loans. This increase was offset by distributions to stockholders and payments related to the acquisition of
Partsbin. The December 31, 2005 cash balance represented a decrease of $0.8 million from the December 31, 2004 cash balance of $2.1 million.
The decrease in cash as of December 31, 2005 was primarily due to the stockholder distributions and payments on our credit line, which was
offset by cash generated from operations.

We had negative working capital of $4.5 million as of September 30, 2006, which was primarily due to an increase in accounts payable and
accrued expenses and notes payable to stockholders related to the acquisition of Partsbin. Our working capital of $3.1 million as of December
31, 2005 represented an increase of $1.4 million from December 31, 2004. This increase was primarily due to an increase in our inventory,
which was offset by an increase in accounts payable and accrued expenses. Due to the historical seasonality in our business during the fourth and
first calendar quarters of each year, cash and cash equivalents, inventory and accounts payable are generally higher in these quarters, resulting in
fluctuations in our working capital. We anticipate that funds generated from operations and funds available under our line of credit will be
sufficient to meet our working capital needs and expected capital expenditures for at least the next twelve months. Our future capital
requirements may, however, vary materially from those
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now planned or anticipated. Changes in our operating plans, lower than anticipated net sales, increased expenses or other events, including those
described in �Risk Factors,� may cause us to seek additional debt or equity financings in the future. Financings may not be available on acceptable
terms, on a timely basis, or at all, and our failure to raise adequate capital when needed could negatively impact our growth plans and our
financial condition and results of operations.

Off-Balance Sheet Arrangements

We have no off-balance sheet arrangements.

Contractual Obligations

The following table sets forth our contractual cash obligations and commercial commitments as of December 31, 2005.

Payment Due By Period

Contractual Obligations: Total
Less than

1 year 1-3 years 3-5 years
More than

5 years
(in thousands)

Capital lease obligations $ 592 $ 203 $ 382 $ 7 $ �
Notes payable 96 96 � � �
Operating lease obligations 1,723 694 1,029 � �
Contractual obligations as of September 30, 2006 increased from December 31, 2005 due to additional notes payable related to two term loans
for approximately $22.0 million and $10.0 million as well as $5.0 million for certain promissory notes payable to the former stockholders of
Partsbin. We paid $2.0 million on

the $22.0 million loan during the period, and the $96,000 note outstanding as of December 31, 2005 was fully repaid in January 2006. Notes
payable as of September 30, 2006 were $35.0 million. As of September 30, 2006 both capital lease obligations and operating lease obligations
decreased to $202,000 and $1.6 million, respectively. We intend to use the net proceeds of this offering to repay the $35.0 million of notes
payable. Commitments under capital lease obligations relate to our leases for telephone and computer equipment, and the operating lease
obligations for our facilities in Carson, California and Trenton, New Jersey.

Quantitative and Qualitative Disclosures about Market Risk

We do not use financial instruments for trading purposes, and do not hold any derivative financial instruments that could expose us to significant
market risk. Our primary market risk exposure with regard to financial instruments is changes in interest rates. We also have some exposure
related to foreign currency fluctuations.

Interest Rate Risk. Pursuant to the terms of our term loans and line of credit with our principal lender, changes in the monthly LIBOR rate could
affect the existing rate of our outstanding loans and the rates at which we could borrow funds under our line of credit. At September 30, 2006,
we had outstanding borrowings in the aggregate amount of $30.0 million under our term loans with our principal lender and none outstanding
under our line of credit with this lender. Additionally, we had outstanding borrowings in the aggregate amount of $5.0 million under the notes to
the former Partsbin stockholders. A 1% increase or decrease in LIBOR would result in a $350,000 increase or decrease, respectively, in interest
expense related to these outstanding borrowings.

Foreign Currency Risk. Our purchases of auto parts from our Asian suppliers are denominated in U.S. dollars, however, a change in the foreign
currency exchange rates could impact our product costs over time. While our Philippine operational expenses are paid in Philippine pesos, and
Canadian website sales are d
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enominated in Canadian dollars, fluctuations in currency rates have only had a nominal impact on our operations historically.

Change in Accountants

On October 11, 2005, upon the authorization of our Board of Directors, we dismissed our independent auditors, Stonefield Josephson, Inc., and
engaged Ernst & Young LLP. During the years ended December 31, 2004 and 2003, and the subsequent period from January 1, 2005 to October
11, 2005, Stonefield Josephson, Inc. did not have any disagreement with us on any matter of accounting principles or practices, financial
statement disclosure or auditing scope or procedure, which disagreements, if not resolved to the satisfaction of Stonefield Josephson, Inc., would
have caused them to make reference to the subject matter of the disagreement in connection with their reports on our financial statements for
such years. The reports of Stonefield Josephson, Inc. on our consolidated financial statements for the years ended December 31, 2004, 2003 and
2002 did not contain an adverse opinion or disclaimer of opinion, and were not qualified or modified as to uncertainty, audit scope or accounting
principles. We did not consult with Ernst & Young LLP on any financial or accounting reporting matters before its appointment.

Seasonality

We believe our business is subject to seasonal fluctuations. We have historically experienced higher sales of body parts in winter months when
inclement weather and hazardous road conditions typically result in more automobile collisions and an increased demand for body parts.
Partsbin, with its focus on engine parts, performance parts and accessories, has historically experienced higher sales in the summer vacation
months when consumers have more time to undertake elective projects to maintain and enhance the performance of their automobiles and the
warmer weather during that time is conducive for such projects. We expect the historical seasonality trends to continue to have a material impact
on our financial condition and results of operations.

Inflation

Inflation has not had a material impact upon our operating results, and we do not expect it to have such an impact in the near future. We cannot
assure you that our business will not be so affected by inflation in the future.

Internal Controls Over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial reporting and for the timeliness and
reliability of the information disclosed. During 2006, we have been documenting and reviewing the design and effectiveness of our internal
controls over financial reporting in anticipation of the requirement to comply with Section 404 of the Sarbanes-Oxley Act. Based on current
regulations, we are required to be compliant with Section 404 for the year ending December 31, 2008. Our auditors have identified certain
significant deficiencies in our system of internal control over financial reporting that are primarily related to our need to hire additional financial
and accounting employees, as well as our need to upgrade our accounting systems and improve the documentation of our key assumptions,
estimates, accounting policies and procedures. We are actively working to correct these deficiencies through hiring additional finance personnel
and increasing focus on documentation, and we have upgraded our accounting system since December 31, 2005 when the deficiencies were
identified. Continuous review and monitoring of our business processes will likely identify other possible changes to our internal controls in the
future. If we are unable to comply with Section 404 of the Sarbanes-Oxley Act, our share price may be negatively impacted. In addition, we
expect our general and administrative expenses to increase substantially as we incur expenses associated with comprehensively analyzing,
documenting and testing our system of internal control over financial reporting in anticipation of our compliance with Section 404 of the
Sarbanes-Oxley Act.
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BUSINESS

Overview

We are a leading online provider of aftermarket auto parts, including body parts, engine parts, performance parts and accessories. Our
user-friendly websites provide customers with a comprehensive selection of approximately 550,000 SKUs with detailed product descriptions and
photographs. We have developed a proprietary product database which maps our 550,000 SKUs to over 4.3 million product applications based
on vehicle makes, models and years. We principally sell our products to individual consumers through our network of websites and online
marketplaces. Our flagship websites are located at www.partstrain.com and www.autopartswarehouse.com. Our corporate website is located at
www.usautoparts.com.

Our online sales channel and relationships with suppliers enable us to eliminate several intermediaries in the traditional auto parts supply chain,
allowing us to acquire many of our products directly from manufacturers and sell them to our customers. Additionally, as an online retailer, we
do not incur many of the costs associated with operating brick and mortar stores. We believe that our ability to disintermediate the auto parts
supply chain, combined with our efficient e-commerce platform, enables us to sell products at competitive prices while achieving higher
operating margins and return on invested capital than many traditional automotive parts retailers.

Our business has grown consistently since we launched our first website in 2000. In the year ended December 31, 2005 and the nine months
ended September 30, 2006, we generated net sales of $59.7 million and $83.7 million, respectively. In the year ended December 31, 2005 and
for the nine months ended September 30, 2006, we generated net income of $6.8 million and $3.5 million, respectively. During the same
periods, we also generated Adjusted EBITDA of $8.8 million and $10.2 million, respectively. In addition, we have experienced continued
growth in the number of monthly unique visitors to our websites. In September 2006, approximately 6.8 million unique visitors visited our
websites. The number of orders placed through all of our e-commerce websites has also increased from approximately 288,000 orders for the
year ended December 31, 2005 to approximately 505,000 orders for the nine months ended September 30, 2006. The average order value of
purchases on our websites for the nine months ended September 30, 2006 was approximately $120.

We were incorporated in 1995 as a distributor of aftermarket auto parts and launched our first website in 2000. We rapidly expanded our online
operations, increasing the number of SKUs sold through our e-commerce network, adding additional websites, improving our Internet marketing
proficiency, and commencing sales on online marketplaces. In May 2006, we acquired Partsbin, an online retailer focused on selling engine parts
and performance parts and accessories. This acquisition significantly expanded our product offerings and enhanced our ability to reach more
customers and attain greater flexibility in our fulfillment operations.

Industry Overview

Growth in the Aftermarket Auto Parts Market

According to the AAIA�s 2006/2007 Aftermarket Factbook, the United States automotive aftermarket industry is projected to be $204 billion in
2006. Our addressable market is forecasted by AAIA to be approximately $91.3 billion in 2006, which consists of approximately $37.8 billion in
sales to the Do-It-Yourself (�DIY�) customers, who independently maintain, repair or improve their vehicles, and $53.5 billion in sales to the
Do-It-For-Me (�DIFM�) segment, which includes sales to entities such as collision and repair shops.

57

Edgar Filing: KRAFT FOODS INC - Form 10-Q

Table of Contents 65



Table of Contents

We believe industry growth has been driven by several factors, including the:

� increased number and age of vehicles in the United States and increased number of miles driven annually;

� increased number of licensed drivers; and

� increased demand for performance auto parts.
While the U.S. auto parts aftermarket is characterized by modest growth, we believe there is an opportunity for e-commerce aftermarket auto
part retailers to grow faster than the overall market due to consumer trends related to the Internet and e-commerce.

Growth of e-Commerce and Online Purchasing

Internet use and online commerce continue to grow worldwide. According to a September 2005 research report, US eCommerce: 2005 to 2010
issued by Forrester Research, online purchases by U.S. consumers are expected to grow from approximately $172 billion in 2005 to
approximately $329 billion by 2010, representing a 13.9% compound annual growth rate. We believe several factors will contribute to this
anticipated growth, including the increased awareness of the convenience, selection and product information available through online shopping,
continued improvement in network infrastructure and payment security and growing access to high speed Internet connections that make online
shopping increasingly efficient and attractive to consumers. According to Nielsen/NetRatings, broadband use at home has surpassed dial-up
connectivity in the U.S., reaching 72% of residential Internet users in May 2006. In addition, the percentage of U.S. households shopping online
is projected to grow from 39% in 2005 to 48% in 2010, according to Forrester Research.

As a percentage of overall retail sales, e-commerce sales today remain relatively small, having grown from 1.0% in the third quarter of 2000 to
2.4% in the third quarter of 2005 according to the U.S. Department of Commerce. However, e-commerce growth continues to increase at a much
faster rate than overall retail sales growth. The U.S. Department of Commerce recently reported that online retail sales increased from $27.6
billion in 2000 to $87.8 billion in 2005, representing a 26.1% compound annual growth rate, compared to 4.5% for the overall retail market.
According to Forrester Research, e-commerce sales are expected to represent a 13% share of total retail sales by 2010 as Internet and
e-commerce growth trends continue to drive a shift from traditional sales channels to online sales channels.

In 2006, the online and mail order portion of aftermarket auto part sales is forecasted to be $2.7 billion according to the AAIA. While the portion
of online and mail order sales is a relatively small percentage of our addressable market at approximately 3%, we believe online penetration
rates of aftermarket auto parts consumers will continue to increase. As a result, we anticipate that sales for online aftermarket auto parts will
continue to grow at a faster rate than the sales in the overall auto parts market.

Market Opportunity

The auto parts market has traditionally been fragmented and inefficient, with multiple intermediaries including importers, distributors and
wholesalers between manufacturers and consumers. The involvement of each additional middleman typically leads to an increase in the price
that a customer pays for a particular part. Furthermore, auto parts retailers who operate brick and mortar stores generally stock only a small
percentage of the products that are available for sale. As a result, consumers must often visit several retailers to find a part or have a retailer
order the part for future delivery.

The fragmented nature of the auto parts market has also meant an absence of a centralized database or a comprehensive, master catalog of
products, which maps all aftermarket auto parts to all relevant applications
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for such parts, including applicable OEM part numbers. This inadequacy of information leads to inefficiencies in the sale and purchase process
for both the retailer and the consumer, especially in view of the multiple makes, models and years of various vehicles for which parts are
available.

Our Solution

We believe our solution addresses the problems faced in the traditional auto parts market and provides additional benefits for our customers. The
key components of our solution include:

Disintermediation of the Auto Parts Supply Chain

We have developed an online sales channel that enables us to sell aftermarket auto parts to our customers while eliminating several
intermediaries in the traditional auto parts supply chain. Traditional purchases of auto parts typically involve manufacturers, importers,
wholesalers, distributors and retailers. We disintermediate the traditional auto parts supply chain by either obtaining products directly from
manufacturers or sourcing products directly from wholesalers to fulfill customer orders. Disintermediating the traditional supply chain allows us
to offer auto parts to our customers at competitive prices and allows us to more efficiently deliver products to our customers while generating
higher profit margins.

The following diagram illustrates how we disintermediate the traditional supply chain:

Leading Network of Websites

We have developed a network of websites to offer our broad selection of aftermarket auto parts. Our flagship websites for e-commerce are
located at www.partstrain.com and www.autopartswarehouse.com. Our websites allow customers to search for parts in several ways, including
by automobile make, model and year, by specific part name such as bumper or mirror, or by product category such as body or engine part. Our
websites also include detailed product information, photographs and other online content, including informative articles and answers to
frequently asked questions, in order to enhance the shopping experience. We believe that by providing an intuitive online shopping experience
combined with useful auto part information and content, we are able to cost-effectively attract an increasing number of visitors to our sites,
maintain high levels of customer satisfaction among our existing customers, and reduce the number of product returns and exchanges.
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Proprietary Product Catalog

We have invested significant resources and time over several years to build a proprietary product catalog, or electronic database, that maps
SKUs to relevant applications for such parts, correlating the SKUs to applicable vehicle makes, models and years. We conduct our own research
and testing as well as aggregate information from both offline and online data sources in order to accurately correlate SKUs to relevant vehicle
makes, models and years. We have also developed proprietary technology and have trained personnel to compile and continuously update our
product catalog. By creating a master catalog of individual auto parts and accessories mapped to multiple vehicle makes, models and years, we
increase our sales potential while reducing inventory management expense. We believe that there is no other online catalog of aftermarket body
parts, engine parts, performance parts and accessories currently available that offers the same breadth, accuracy and detail.

Flexible Fulfillment Methods

We fulfill customer orders using two primary methods: (i) stock-and-ship, where we take physical delivery of a part and store it in one of our
distribution centers until it is shipped to a customer, and (ii) drop-ship, where the part is shipped directly to the customer from the supplier. We
believe that the flexibility of fulfilling orders via two different fulfillment methods allows us to offer a broader selection of products, optimize
product inventory, determine optimal pricing and enhance overall business profitability.

Low Cost Operations

Our offshore and outsourced operations in the Philippines and India allow us to access a qualified workforce at a significantly lower cost than
comparably experienced U.S.-based professionals and provide us with flexibility and scalability in managing our operations. Our offshore and
outsourced operations are responsible for a majority of the development and maintenance of our websites, continuous updates to our product
catalog, software development, enhancements of our online marketing technologies and customer service.

Long-Standing Supplier Relationships

We source products from manufacturers and distributors located in Asia and the United States. We have developed strong relationships with our
suppliers, some of whom have been working with us for over a decade. Many of our aftermarket products are available from more than one
supplier, and we secure secondary sources for most of our top selling products. We continually research and analyze our market to understand
how our suppliers are changing their product mix, part availability and pricing. Our supplier relationships and our understanding of the market
enable us to set competitive pricing for our products and ensure product availability.

Benefit to Customers

We believe our solution provides multiple benefits to our customers, including:

� Broad Product Selection and Availability. Our proprietary product catalog provides our customers with the ability to select
from approximately 550,000 SKUs that correlate to over 4.3 million product applications, based on vehicle makes, models
and years. A majority of our products are readily available and in stock, either in our distribution center or from our
suppliers, providing convenient one-stop shopping for the customer.

� Competitive Pricing. We are able to offer our customers lower prices relative to OEM parts retailers and traditional aftermarket retailers
by eliminating several intermediaries in the aftermarket auto parts supply chain, leveraging our long-term supplier relationships and
establishing an efficient online cost structure that capitalizes on relatively inexpensive labor.
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� Prompt Order Fulfillment. Our proprietary order fulfillment system allows us to efficiently process and ship items from our distribution
centers or from our suppliers, ensuring timely delivery of products to our customers. Additionally, our customers are generally provided
with the option to receive standard ground or expedited shipping.

� Detailed Product Information. We provide detailed product descriptions and photographs, specific vehicle applications, part numbers
for aftermarket parts, pricing information and related part and brand suggestions for the parts offered on our websites. Providing
comprehensive product information enables our customers to make an informed purchasing decision on every order.

� Satisfying Shopping Experience and Knowledgeable Customer Service. Our easy to navigate websites are accessible from the
convenience of the customer�s home or office or anywhere with an Internet connection. Our customer support staff is available to
provide assistance to our customers throughout the purchase process 24 hours a day, seven days a week, via phone, live-chat or e-mail.
We believe our user-friendly websites and dedicated customer support staff create a positive shopping experience.

Our Growth Strategy

Our primary objective is to continue our growth and to strengthen our position as a leading online provider of aftermarket auto parts. The key
elements of our strategy are as follows:

� Expand Our Product Offering. We will continue to expand our product selection by adding new SKUs from existing suppliers, adding
new suppliers and optimizing our distribution centers to create additional capacity for new items. We also intend to add new categories
of products, including specialty or niche categories.

� Cost-Effectively Increase the Number of Visitors to Our Websites. We intend to increase the number of visitors to our websites by
continuing to enhance our site content and layout, so that our websites will be included as a relevant search result when consumers use
Internet search engines to find aftermarket auto parts, as well as through a variety of cost-effective online marketing techniques.

� Increase Our Visitor Conversion Rate. We seek to increase the rate of conversion of visitors to our websites into purchasing customers
by continuing to provide detailed information and photographs about products, improving our existing website designs and online
purchase processes, and continuing to focus on customer service.

� Increase Repeat Customers. We intend to enhance and improve the overall customer shopping experience while offering a broad
selection of products at competitive prices, which we believe is a key to increasing repeat customers. We plan to continue to invest in
the training and development of our customer service personnel, focus on rapid and accurate fulfillment of orders and further enhance
the features and functionality of our websites. We will also make greater efforts to mine our existing customer base through
promotional discounts and programs.

� Expand e-Commerce Distribution Channels. We plan to build and strengthen partnerships with auction sites, large online marketplaces,
complementary niche websites and comparison shopping sites in order to expand the distribution channels for our products.

� Pursue Strategic Acquisitions that Augment Our Business. We intend to selectively pursue acquisition opportunities to increase our
share of the aftermarket auto parts market and expand our product offering. We plan to focus our efforts on companies that offer us new
or complementary areas of expertise, additional customers or more SKUs in our existing product categories.
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Our Products

We offer a broad selection of aftermarket auto parts, consisting of approximately 550,000 SKUs that correlate to over 4.3 million product
applications based on specific vehicle makes, models and years. We continuously refine our product offering by introducing new merchandise
lines and optimize the existing product selection in order to offer a more complete and relevant product line. To increase our product selection,
we identify vehicle markets that offer a large number of product choices by application, brand and levels of quality. We periodically identify and
remove low-selling or obsolete SKUs.

We broadly classify our products into three categories � body parts, engine parts and accessories. The following table lists some of our products
by category:

Body Parts Engine Parts Accessories
Bumpers

Fenders

Grills

Hoods

Lights

Mirrors

Wheels

Window regulators

Air filters

Brakes

Catalytic converters

Clutch parts

Cold air intake

Condensers

Exhaust systems

Radiators

Bike racks

Car covers

Floor mats and carpeting

Gauges

Headers

Navigation systems

Nerf bars

Spoilers
Body Parts

The body parts category is primarily comprised of parts for the exterior of an automobile. Our parts in this category are typically replacement
parts for original body parts that have been damaged as a result of a collision or through general wear and tear. In addition, we sell an extensive
line of mirror products, including our own private-label brand called Kool-Vue, which are marketed and sold as aftermarket replacement parts
and as upgrades to existing parts. Body parts products are sold either primed or raw, which require additional steps such as priming and painting
in order to create a finished product. We also provide the necessary components to install our products, such as mounting kits and strut
assemblies.

Engine Parts

The engine parts category is comprised of engine components and other mechanical and electrical parts, which are often referred to as hard parts.
These parts serve as replacement parts for existing engine parts and are generally used by professionals and do-it-yourselfers for engine and
mechanical maintenance and repair.

Accessories

The accessories category generally consists of parts that enhance a non-essential functionality, increase comfort or improve the physical
appearance of the automobile�s interior or exterior. Our accessories are often used by our customers to make upgrades to the look and comfort of
their automobiles.

Performance Parts

We offer performance versions of many parts sold in each of the above categories. Performance parts generally consist of parts that enhance the
performance of the automobile, upgrade existing functionality of a specific part or improve the physical appearance of the automobile.
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Warranty

We generally provide, at no cost to our customers, a warranty on all parts for a period of up to 90 days from the date that the part is received by
the customer. Our warranty covers the replacement of a defective part, and if a replacement part cannot be obtained, a full refund is issued to the
original customer.

Our Proprietary Product Catalog

We have invested significant resources and time to build a proprietary product database that maps SKUs to relevant vehicle makes, models and
years for such product. For example, a bumper for a Chevy Tahoe not only fits a Tahoe, but also can be used for the Suburban. By
cross-referencing each SKU with all the relevant years, makes and models, we believe we are able to reach a broader market of customers for
any given SKU. We have spent years compiling and continuously updating our catalog through a manual and time-consuming process, including
researching offline and online resources, conducting our own testing, correlating single SKUs to multiple vehicle makes, models and years,
producing descriptive content for each individual SKU and obtaining professional-quality photographs of the products. We believe that there is
no other aftermarket product catalog with the same breadth, accuracy and detail.

The development, ongoing maintenance and continual updating of our product catalog is a complex, multi-step process. Each new SKU has
multiple data points and product details, such as OEM part numbers and referenced application databases, all of which are entered into our
catalog. Additionally, we receive SKU information from our suppliers in varying file formats, and sometimes via hard copy. Each SKU must
undergo a quality assurance review, to ensure that data is entered accurately. The database is maintained in a web-based platform that is
accessible from both our headquarters and our offshore operations. We frequently update our product catalog as we add new SKUs to our
product offering and as we discover new applications for existing SKUs.

Our Sales Channels

Our sales channels include the online channel and the wholesale channel.

Online Sales Channel

Our online sales channel consists of our e-commerce channel and online marketplaces. Our e-commerce channel includes a network of
e-commerce websites, supported by our call-center sales agents who generate cross-sell and up-sell opportunities. Our e-commerce channel
generated approximately 288,000 orders for the year ended December 31, 2005 and approximately 505,000 orders for the nine months ended
September 30, 2006. We also sell our products through our online marketplaces that provide us with access to additional consumer segments not
reached by our network of e-commerce websites. The majority of our online sales are to individual consumers.

Wholesale Sales Channel

We sell to auto body shops and collision repair shops throughout Southern California via our wholesale sales channel. We also market our
Kool-Vue products nationwide to auto parts wholesale distributors.

Our Fulfillment Operations

We fulfill customer orders using two primary methods: (i) stock-and-ship, where we have physical delivery of merchandise and store it in one of
our distribution centers, and (ii) drop-ship, where merchandise is shipped directly to customers from our drop-ship suppliers. We believe that the
flexibility of
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fulfilling orders using two different fulfillment methods allows us to offer a broader product selection, optimize product inventory and enhance
overall business profitability.

The selection of fulfillment methodology occurs at the time of order submission. When a customer submits an order, an invoice with an order
number is created. Our fulfillment system then performs a check on the ordered item to determine if it is in stock at any of our distribution
centers. Fulfillment teams in our distribution centers then process orders for in-stock products. Orders for non-stocked products are sent to our
suppliers and processed via drop-ship. Our proprietary order processing technology allows us to monitor customer orders at each stage of the
fulfillment process, from the time the customer places an order until the product is delivered, and provides us with real-time visibility into our
inventory, logistics, procurement processes and sales activity.

Stock-and-Ship Fulfillment

Our stock-and-ship products are sourced primarily from suppliers located in Asia and the U.S. and are stored in one of our distribution centers in
Carson, California or Nashville, Tennessee. All products received into our distribution centers are entered into our proprietary inventory tracking
system, allowing us to closely monitor inventory status on a real-time basis.

We consider a number of factors in determining which items to stock in our distribution centers, including which products can be purchased at a
meaningful discount to domestic prices for similar items, which products have historically sold in high volumes, 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 U.S.-based automobile parts distributors that operate their own distribution centers and will
deliver products directly to our customers. We have internally developed a proprietary distributor selection system, Auto-Vend, which combines
product and pricing information provided by each of our drop-ship distributors to create an aggregated view of in-stock items and pricing at our
distributors� fulfillment facilities.

Using the drop-ship method, a customer order for an item that is not in stock in our distribution center is automatically transmitted to the
Auto-Vend system, which will seek to fill the order from our selection of distributors. The Auto-Vend system selects the distributor to fill the
order based on predetermined set of factors, including price of the item, discounts provided and shipping costs.

Suppliers

We source our products from foreign manufacturers and importers located in Taiwan and China, and from U.S. manufacturers and distributors.
We typically order stock-and-ship products from our Asian manufacturers and importers, and utilize our U.S. based manufacturers and
distributors for our drop-ship orders. We generally place large-volume orders with these suppliers and, as a result, may receive volume discounts
on ordered products. Our domestic suppliers offer direct-to-customer shipping, allowing us to save on fulfillment costs and offer a broader
selection of products. We have developed application programming interfaces systems with several of these suppliers which allow us to have
near real-time information regarding their inventory and pricing, allowing us to determine the optimal drop-ship vendor for each order. We are a
significant customer for many of our drop-ship vendors and have long standing relationships with many of these suppliers. As a result, we enjoy
favorable pricing as well as volume rebates which we believe many of our competitors do not receive.
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We have recently entered into written contracts with two of our major suppliers. Our agreement with WORLDPAC, Inc. has an initial term of
two years, and renews automatically. In addition, WORLDPAC may terminate the agreement upon 30 days� written notice if we exceed
maximum return rates on parts purchased from WORLDPAC. Our agreement with Arrow Speed Warehouse, Inc. requires Arrow Speed to use
its best efforts to supply our customers with certain specific brand name parts. The agreement has a term of one year and automatically
terminates in November of 2007 unless earlier terminated. Arrow Speed may terminate the agreement upon 90 days� written notice if we breach
the agreement, or in the event we materially breach the agreement, Arrow Speed may terminate the agreement immediately without any notice.
We do not have material written contracts with any of our other principal suppliers.

Marketing

Our online marketing efforts are designed to attract visitors to our websites, convert visitors into purchasing customers and encourage repeat
purchases among our existing customer base. We use a variety of online marketing methods to attract visitors, including paid search advertising,
search engine marketing, affiliate programs, e-mail marketing and inclusion in online shopping engines. To convert visitors into paying
customers, we also run in-site promotions for discounted purchases. We create cross-selling opportunities by displaying complementary and
related products available for sale throughout the purchasing process. For instance, as a customer places an order for a bumper, we offer the
bumper brackets needed to complete installation of the specific product. We utilize several marketing techniques, including targeted e-mails
about specific vehicle promotions, to maximize customer awareness of our products.

International Operations

We have established offshore and outsourced operations in the Philippines and India. Our offshore and outsourced operations allow us to access
a workforce with the necessary technical skills at a significantly lower cost than comparably experienced U.S.-based professionals. Our offshore
and outsourced operations are responsible for a majority of our software development, database management, customer service, phone sales, and
search engine marketing technologies. Our outsourced operations provide headcount flexibility and scalability, allowing us to add and reduce
headcount as needed for our business. In addition to our operations in the Philippines and India, we also have a Canadian subsidiary to facilitate
sales of our products in Canada.

Technology

Over the past ten years, we have developed the technological competencies to procure, receive, inventory, market and sell auto parts on the
Internet. The processes that support our core business operate on two primary technology platforms.

Our websites are developed on the LAMP stack, running Linux, Apache, MySQL and PHP, enabling us to rapidly develop, test and deploy
websites and our proprietary product catalog, while reducing total cost of ownership and improving performance. We have implemented and
maintain proprietary application programming interfaces (�APIs�) with all of our significant drop-ship vendors. These APIs provide us with
visibility into inventory availability, pricing, shipping and purchasing information from these vendors.

Our purchasing, receiving, financial, reporting, inventory, warehouse and order management systems are developed and deployed on a scalable
back-office platform and run on Microsoft technologies such as SQL Server and Dynamics GP with customizations that enhance their
capabilities to our specific needs. Our system provides us with a reliable and robust back-end that maintains an audit trail of all transactions and
changes to financial data and provides our management with real-time insight into our daily operations. The
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majority of our technology is developed in-house, which provides for rapid development and better response to the specific requirements of our
business and customers. We have designed and implemented web-based interfaces to monitor, maintain and manage the various software
components that form the foundation of our technology infrastructure. Our interfaces are a powerful management tool that can be accessed from
anywhere in the world through the Internet.

We plan to expand and upgrade our information technology infrastructure to further support our growth by adding more servers, additional data
warehousing/reporting applications and augmenting our inventory, order and vendor management applications.

Our data centers, engineers, quality assurance personnel, content writers and development teams are located in various facilities in Carson,
California, Trenton, New Jersey, Chennai, India and the Philippines. We operate a sophisticated and redundant international communications
infrastructure that provides a reliable and highly scalable medium, as well as our call-centers that answer our customers� phone calls, chat and
e-mails.

Competition

The auto parts industry is competitive and highly fragmented, with products distributed through multi-tiered and overlapping channels. We
compete with both online and offline retailers who offer OEM and aftermarket parts to either the DIY or DIFM customer segments. Current or
potential competitors include the following:

� national auto parts retailers such as Advance Auto Parts, AutoZone, CSK Auto, Napa Auto Parts, O�Reilly Automotive and Pep Boys;

� large online marketplaces such as Amazon.com and eBay;

� local independent retailers or niche auto parts retailers; and

� wholesale auto parts distributors such as Keystone Automotive and LKQ Corporation.
We believe the principal competitive factors in our market are maintaining a proprietary product catalog which maps individual parts to relevant
auto applications, product selection and availability, price, knowledgeable customer service, and rapid order fulfillment and delivery. We believe
we compete favorably on the basis of these factors. However, some of our competitors may be larger, have greater name recognition or may
have access to greater financial, technical and marketing resources or have been operating longer than we have.

Government Regulation

We are subject to federal and state consumer protection laws, including laws protecting the privacy of customer non-public information and
regulations prohibiting unfair and deceptive trade practices. In addition, since 1998, most states have passed laws that prohibit or limit the use of
aftermarket auto parts in collision repair work and/or require enhanced disclosure or vehicle owner consent before using aftermarket auto parts
in such repair work. Additional legislation of this kind may be introduced in the future, and the growth and demand for online commerce has and
may continue to result in more stringent consumer protection laws that impose additional compliance burdens on online companies. These laws
may cover issues such as user privacy, spyware and the tracking of consumer activities, marketing e-mails and communications, other
advertising and promotional practices, money transfers, pricing, content and quality of products and services, taxation, electronic contracts and
other communications and information security.

There is also great uncertainty over whether or how existing laws governing issues such as property ownership, sales and other taxes, auctions,
libel and personal privacy apply to the Internet and commercial
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online services. These issues may take years to resolve. For example, tax authorities in a number of states, as well as a Congressional advisory
commission, are currently reviewing the appropriate tax treatment of companies engaged in online commerce, and new state tax regulations may
subject us to additional state sales and income taxes. New legislation or regulation, the application of laws and regulations from jurisdictions
whose laws do not currently apply to our business or the application of existing laws and regulations to the Internet and commercial online
services could result in significant additional taxes or regulatory restrictions on our business. These taxes or restrictions could have an adverse
effect on our cash flows and results of operations. Furthermore, there is a possibility that we may be subject to significant fines or other
payments for any past failures to comply with these requirements.

Employees

As of September 30, 2006, we employed 219 people in the United States and 215 people in the Philippines for a total of 434 employees. None of
our employees are represented by a labor union, and we have never experienced a work stoppage.

Facilities

Our corporate headquarters and primary distribution centers are located in Carson, California in approximately 153,000 square feet of office and
warehouse space. We have additional management, sales, technical and accounting staff at our Trenton, New Jersey office and another 10,000
square-foot distribution center in Nashville, Tennessee. We lease approximately 12,900 square feet of office space in the Philippines for our
employees located in that country. We lease all of our facilities under leases which expire between December 31, 2006 and March 31, 2009. We
believe our existing facilities will be sufficient for our needs for at least the next twelve months.

Legal Proceedings

On December 2, 2005, Ford Global Technologies, LLC (�Ford�) filed a complaint with the United States International Trade Commission
(�USITC�) against us and five other named respondents, including four Taiwan-based manufacturers. On December 12, 2005, Ford filed an
amended complaint. Both the complaint and the amended complaint allege that we and the other respondents infringed 14 design patents that
Ford alleges cover eight parts on the 2004-2005 Ford F-150 truck (the �Ford Design Patents�). Ford has asked the USITC to issue a permanent
general exclusion order excluding from entry into the United States all automotive parts that infringe the Ford Design Patents and that are
imported into the United States, sold for importation in the United States, or sold within the United States after importation. Ford also seeks a
permanent order directing us and the other respondents to cease and desist from, among other things, selling, marketing, advertising, distributing
and offering for sale imported automotive parts that infringe the Ford Design Patents. We filed our response to the complaint with the USITC in
January 2006 denying, among other things, that any of the Ford Design Patents is valid and/or enforceable and, accordingly, denying each and
every allegation of infringement. We also asserted several affirmative defenses, any of which, if successful, would preclude the USITC from
granting any of Ford�s requested relief. Some of these affirmative defenses were struck by the Administrative Law Judge (�ALJ�) in response to a
motion by Ford. Additionally, four of the Ford Design Patents were dropped from the investigation at Ford�s request. A hearing before the ALJ
occurred in August 2006, and the ALJ issued a preliminary ruling on December 4, 2006. The ALJ upheld the validity of seven of the ten Ford
Design Patents and ruled that the importation of automotive parts allegedly covered by these seven patents violates Section 337 of the Tariff Act
of 1930, as amended. This ruling is subject to review by the USITC Commissioners, and we expect a final determination on or before March 5,
2007. We and the other respondents intend to file a petition urging the USITC Commissioners to review and reverse the portions of the initial
determination upholding seven of
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the ten patents, as well as earlier rulings by the ALJ. The USITC has 45 days from the date of service of the initial determination to decide
whether or not it will grant, in whole or in part, a petition for review. If the petition is granted, the USITC will then set a briefing schedule and
we expect a final determination on or before March 5, 2007. If the USITC ultimately finds a violation of Section 337, it may issue an order
prohibiting further importation of the covered parts into the United States. The USITC�s actions are subject to review by the President of the
United States, who has the authority to approve or disapprove the USITC�s action. After the end of such review period, the USITC�s final decision
can be appealed to the United States Court of Appeals for the Federal Circuit. To date, our sales of these parts have been minimal, but as the
design for the 2004 model is incorporated into later year models of the F-150 and these trucks have been on the road longer, sales of aftermarket
replacement parts for these trucks may increase substantially. If the USITC were to uphold the ALJ�s preliminary ruling, it is not anticipated that
the loss of sales of these parts over time would be materially adverse to our financial condition or results of operations. However, Ford and other
car manufacturers may attempt to assert similar allegations based upon design patents on a significant number of parts for other models, which
over time could have a material adverse impact on us and the entire aftermarket parts industry.

From time to time, we may be subject to other legal proceedings and claims in the ordinary course of our business, including claims based on
pricing errors and/or other errors in product information or advertisements. These claims, even if not meritorious, could be costly and time
consuming and could divert our management and key personnel from our business operations. In connection with such litigation, we may be
subject to significant damages or equitable remedies relating to the operation of our business and the sale of products on our website. The
uncertainty of litigation increases these risks. Any such litigation may materially harm our business, results of operations and financial condition.

68

Edgar Filing: KRAFT FOODS INC - Form 10-Q

Table of Contents 77



Table of Contents

MANAGEMENT

Executive Officers and Directors

The following table provides information with respect to our directors, executive officers and certain significant employees as of November 30,
2006.

Name Age Position(s)
Sol Khazani 47 Co-Founder and Chairman of the Board
Mehran Nia 41 Co-Founder, Chief Executive Officer, President and Director
Ben Elyashar 36 Co-Founder and Vice President, Operations
Michael J. McClane 37 Chief Financial Officer, Executive Vice President of Finance, Treasurer and

Secretary
Richard Pine 55 Vice President, East Coast Operations and Director
Alexander Adegan 37 Chief Information Officer
Houman Akhavan 28 Vice President of Marketing
Howard Tong 36 Chief Operating Officer
Massoud Entekhabi (1)(2)(3) 52 Director
Fredric W. Harman 46 Director
Robert J. Majteles (1)(2)(3) 42 Director
Ellen F. Siminoff (1)(2)(3) 39 Director

(1) Member of the Audit Committee
(2) Member of the Compensation Committee
(3) Member of the Nominating and Corporate Governance Committee
Sol Khazani is a co-founder of U.S. Auto Parts and has been our Chairman of the Board since January 2001. Mr. Khazani also served as our
Chief Financial Officer from January 2001 to April 2005 and as a Vice President from October 1995 to January 2001. Since 1995, Mr. Khazani
has served as the Vice President of American Condenser, Inc., a company that he co-founded which manufactures air-conditioning condensers
for automotive and industrial applications. In 1995, Mr. Khazani founded Kool-Vue, an importer and distributor of automotive replacement
mirrors, and served as its president from 1995 until 2002. Mr. Khazani holds a B.S. degree in accounting and an M.B.A. from National
University in San Diego.

Mehran Nia is a co-founder of U.S. Auto Parts and has been our Chief Executive Officer and President and a director since October 1995. From
October 1995 to January 2001, Mr. Nia also served as our Chief Financial Officer. Mr. Nia holds a B.A. degree in biology from San Diego State
University.

Ben Elyashar is a co-founder of U.S. Auto Parts and has served as our Chief Operating Officer since February 2006, our Vice President,
Operations since October 2006, and has served as a director, our Secretary and in various other operational positions with us since October 1995.
Mr. Elyashar holds a B.S. degree in biology from California State University, Northridge.

Michael J. McClane has been our Chief Financial Officer, Vice President of Finance and Treasurer since September 2005 and became our
Executive Vice President, Finance and our Secretary in October 2006. From June 2003 to June 2005, Mr. McClane served as the Chief Financial
Officer of Storecast Merchandising Corporation, a nationwide provider of merchandising services. From February 2000 to March 2003,
Mr. McClane served as the Vice President of Finance and Corporate Development of FASTNET Corporation, a NASDAQ listed provider of
Internet services, and he served as its controller from August 1999 to February 2000. From 1992 to 1999, Mr. McClane was an accountant in the
enterprise audit group with Arthur Andersen LLP, a certified public accounting firm. Mr. McClane is licensed as a certified
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public accountant and holds a B.A. degree in business economics with an accounting concentration from the University of California, Santa
Barbara.

Richard Pine has been our Vice President, East Coast Operations since May 2006 and a director since June 2006. Mr. Pine was a co-founder
and the Chief Executive Officer of Partsbin, a distributor of aftermarket automobile parts, from December 2000 until we acquired Partsbin in
May 2006. From 1995 to 1996, Mr. Pine also operated TheBenzBin, a company that he co-founded which specialized in the sale and distribution
of automobile replacement parts for Mercedes-Benz automobiles. From 1980 to 1995, Mr. Pine was the proprietor of CarMedic, an automotive
repair facility. Mr. Pine holds a B.S. degree in management and an M.B.A. from the University of Dayton.

Alexander Adegan has been our Chief Information Officer since May 2006. From January 2000 to May 2006, Mr. Adegan served as the
founder, President and Chief Executive Officer of uParts, Inc., a developer of electronic networks for auto parts suppliers, repair facilities and
insurance companies. From August 1996 to September 1999, Mr. Adegan served as President of Legend Software, Inc., a company he founded
that developed and distributed software applications for technical and fundamental analysis of mutual funds, indexes, equities, and derivatives.
Mr. Adegan holds a B.S. degree in computer science from the University of Maryland at College Park.

Houman Akhavan has been our Vice President of Marketing since January 2006. From February 2000 to July 2004, Mr. Akhavan served as the
founder and Chief Strategy Officer of Edigitalweb, Inc., an online marketing and software development firm. Edigitalweb�s clients included U.S.
Auto Parts and Partsbin. From August 2004 to December 2005, Mr. Akhavan continued to serve as a consultant to U.S. Auto Parts.

Howard Tong has been our Chief Operating Officer since November 2006. From January 2001 to November 2006, Mr. Tong served as vice
president of Newegg.com, an online retailer of technology parts and products, and was involved in many critical aspects of its operations. Prior
to that, from January 1999 to January 2001, Mr. Tong served as the General Manager of Internet/e-commerce at ABS Computer Technologies,
Inc., a provider of computing solutions. Mr. Tong holds a B.S. degree in architectural engineering from Pennsylvania State University.

Massoud Entekhabi has been a director since June 2006. Since January 2004, Mr. Entekhabi has served as the managing director of Zenith
Equity Partners, a private equity firm. Prior to that, from July 2000 to December 2003, Mr. Entekhabi served as Managing Director of TL
Ventures, a venture capital firm. From September 1973 to July 2000, Mr. Entekhabi was employed by PricewaterhouseCoopers LLP (and its
predecessor, Coopers & Lybrand LLP), where he was a partner from 1987 to July 2000. From January 2005 to September 2005, Mr. Entekhabi
served as a director of Fastclick, Inc., a provider of Internet advertising technologies and services. Mr. Entekhabi currently serves as a director
and chairman of the audit committee of Gmarket, Inc., a Korean e-commerce marketplace, and as a director of Ixia, a provider of IP network
testing solutions. Mr. Entekhabi is licensed as a certified public accountant.

Fredric W. Harman has been a director since March 2006. Mr. Harman is a Managing Partner of Oak Investment Partners, a venture capital
firm, which he joined as a General Partner in 1994. From 1991 to 1994, Mr. Harman served as a General Partner of Morgan Stanley Venture
Capital. Mr. Harman currently serves as a director of Internap Network Services Corporation, an Internet infrastructure company, and several
privately held companies. Mr. Harman holds B.S. and M.S. degrees in electrical engineering from Stanford University and an M.B.A. from the
Harvard Business School.

Robert J. Majteles has been a director since November 2006. Mr. Majteles currently serves as the Managing Member of Treehouse Capital,
LLC, an investment management company which he founded in June 2001. Mr. Majteles also serves on the boards of directors of Adept
Technology, Inc., Macrovision
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Corporation, Unity Corporation, Vertical Communications, Inc. and World Heart Corporation. Mr. Majteles holds a B.A. degree in political
science from Columbia University and a J.D. from Stanford Law School.

Ellen F. Siminoff has been a director since November 2006. Since March 2004, Ms. Siminoff has served as the President and Chief Executive
Officer of Efficient Frontier, Inc., a provider of paid search engine marketing solutions. Prior to that, from 1996 to February 2002, Ms. Siminoff
served in various capacities at Yahoo!, including as Senior Vice-President of Entertainment and Small Business and Senior Vice President of
Corporate Development. Ms. Siminoff also serves as a director of three privately-held companies, including Efficient Frontier. Ms. Siminoff
holds an A.B. degree in economics from Princeton University and an M.B.A. from Stanford University.

Messrs. Khazani and Nia are brothers-in-law. Mr. Nia is also the cousin of Mr. Elyashar. Other than the relationships between Messrs. Khazani,
Nia and Elyashar, there are no other family relationships among any of our directors or executive officers.

Classified Board of Directors

Our board of directors currently consists of seven members. All directors hold office until their successors have been elected and qualified or
until their earlier death, resignation, disqualification or removal. Effective upon the closing of this offering, we will divide the terms of office of
the directors into three classes:

� Class I, whose term will expire at the annual meeting of stockholders to be held in 2007;

� Class II, whose term will expire at the annual meeting of stockholders to be held in 2008; and

� Class III, whose term will expire at the annual meeting of stockholders to be held in 2009.
Upon the closing of this offering, Class I shall consist of Messrs.              and             , Class II shall consist of Messrs.              and             , and
Class III shall consist of Messrs.             ,              and             . At each annual meeting of stockholders after the initial classification, the
successors to directors whose terms will then expire serve from the time of election and qualification until the third annual meeting following
election and until their successors are duly elected and qualified. A resolution of the board of directors or affirmative vote of at least 66 2/3% of
our outstanding voting stock may change the authorized number of directors. Any additional directorships resulting from an increase in the
number of directors will be distributed among the three classes so that, as nearly as possible, each class will consist of one third of the directors.
This classification of the board of directors may have the effect of delaying or preventing changes in control or management of our company.

Mr. Harman was elected to serve as a member of our board of directors pursuant to a voting agreement entered into in March 2006 by and
among us and certain of our stockholders. Pursuant to the voting agreement, Mr. Harman was selected as a representative of the holders of a
majority of our Series A preferred stock. Mr. Pine was elected to serve as a member of our board of directors pursuant to the acquisition
agreement entered into in May 2006 by and among us, Partsbin and the stockholders of Partsbin. The voting agreement terminates upon the
consummation of this offer, and the arrangement under the acquisition agreement is not a continuing obligation. Messrs. Harman and Pine will
continue to serve as directors until their resignation or until their successors are duly elected by holders of our common stock.
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Board Committees

Our board of directors has an audit committee and a compensation committee and, prior to the closing of this offering, will have a nominating
and corporate governance committee.

Audit Committee. Our audit committee consists of Messrs. Entekhabi and Majteles and Ms. Siminoff. All members of the audit committee are
independent directors, as defined in the NASDAQ Stock Market qualification standards. Mr. Entekhabi qualifies as an �audit committee financial
expert� as that term is defined in the rules and regulations established by the SEC. The functions of this committee include:

� meeting with our management periodically to consider the adequacy of our internal controls and the objectivity of our financial
reporting;

� meeting with our independent auditors and with internal financial personnel regarding these matters;

� pre-approving audit and non-audit services to be rendered by our independent auditors;

� engaging and determining the compensation of our independent auditors and oversight of the work of our independent auditors;

� reviewing our financial statements and periodic reports and discussing the statements and reports with our management and
independent auditors, including any significant adjustments, management judgments and estimates, new accounting policies and
disagreements with management;

� establishing procedures for the receipt, retention and treatment of complaints received by us regarding accounting, internal accounting
controls and auditing matters;

� reviewing our financing plans and reporting recommendations to our full board of directors for approval and to authorize action; and

� administering and discussing with management and our independent auditors our Code of Ethics.
Both our independent auditors and internal financial personnel regularly meet privately with the audit committee and have unrestricted access to
this committee.

Compensation Committee. Our compensation committee currently consists of Messrs. Entekhabi and Majteles and Ms. Siminoff. All members
of the compensation committee are independent directors, as defined in the NASDAQ Stock Market qualification standards. The functions of
this committee include:

� reviewing and, as it deems appropriate, recommending to our board of directors, policies, practices and procedures relating to the
compensation of our directors, officers and other managerial employees and the establishment and administration of our employee
benefit plans;

� exercising authority under our employee benefit plans;
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� reviewing and approving executive officer and director indemnification and insurance matters; and

� advising and consulting with our officers regarding managerial personnel and development.
Nominating and Corporate Governance Committee. Our nominating and corporate governance committee is comprised of Messrs. Entekhabi
and Majteles and Ms. Siminoff. All members of the nominating and corporate governance committee are independent directors, as defined in the
NASDAQ Stock Market qualification standards. The functions of this committee include:

� identifying qualified candidates to become members of our board of directors;

� selecting nominees for election of directors at the next annual meeting of stockholders (or special meeting of stockholders at which
directors are to be elected);

72

Edgar Filing: KRAFT FOODS INC - Form 10-Q

Table of Contents 82



Table of Contents

� selecting candidates to fill vacancies of our board of directors;

� developing and recommending to our board of directors our corporate governance guidelines; and

� overseeing the evaluation of our board of directors.
Compensation Committee Interlocks and Insider Participation

None of the members of our compensation committee at any time has been one of our officers or employees. None of our executive officers
currently serves, or in the past year has served, as a member of the board of directors or compensation committee of any entity that has one or
more executive officers on our board of directors or compensation committee.

Director Compensation

We pay Mr. Entekhabi $12,500 per quarter for his service as a director of our company and intend to continue to pay such cash compensation to
him after the consummation of this offering. We pay each of our other non-employee directors, other than Mr. Harman, $20,000 per year for his
or her service as a director and an additional $2,500 per year for each board committee on which he or she serves. The chairperson of a
committee receives $5,000 per year for service on such committee. In addition, we reimburse our directors for any out-of-pocket expenses in
connection with attending meetings of our board of directors and committees of the board of directors.

Our directors may participate in our stock option plans. In 2005, we did not grant stock options to any of our directors. In June 2006, we granted
to Mr. Entekhabi an option to purchase up to 182,000 shares of our common stock at an exercise price of $5.50 per share. In November 2006, we
granted to each of Mr. Majteles and Ms. Siminoff an option to purchase up to 50,000 shares of our common stock at an exercise price of $7.01
per share. One third of each option granted to the non-employee directors vests on the first anniversary of the option grant date and the balance
of each option vests in 24 equal monthly installments thereafter. Any independent director who is first elected to the board of directors following
this offering will be granted an option to purchase 50,000 shares of our common stock on the date of his or her initial election to the board of
directors. These options will have an exercise price per share equal to the fair market value of our common stock on the date of grant and will
vest over a three year period, subject to the director�s continuing service on our board of directors. The term of each option granted to a
non-employee director shall be ten years. These options will be granted under our 2006 Omnibus Incentive Plan.

Employment Contracts and Termination of Employment and Change of Control Arrangements

We entered into a five year employment agreement with Michael McClane, our Chief Financial Officer, Executive Vice President of Finance,
Treasurer and Secretary, in December 2006, pursuant to which Mr. McClane�s annual salary will be at least $225,000, subject to increase from
time to time at the discretion of our board of directors. Mr. McClane is also entitled to an annual discretionary bonus of up to $100,000. In the
event Mr. McClane�s employment is terminated for any reason other than for cause, then we will be required to pay six months of severance to
Mr. McClane if such termination occurs prior to September 18, 2007, and one year of severance if such termination occurs after September 18,
2007. Pursuant to this agreement, Mr. McClane is also entitled to participate in all of our employee benefit programs offered to other executive
officers.

In 2006, Mr. McClane was granted two stock options to purchase shares of our common stock, as follows: (i) an option granted on March 1,
2006 to purchase up to 70,400 shares at an exercise price equal to $4.26 per share (which was above fair value); and (ii) an option granted on
March 28, 2006 to purchase up to 444,700 shares at an exercise price equal to $4.07 per share, which was equal to the purchase price of our

73

Edgar Filing: KRAFT FOODS INC - Form 10-Q

Table of Contents 83



Table of Contents

Series A convertible preferred stock sold in March 2006. Mr. McClane�s stock option agreements provide that in the event of an involuntary
termination of Mr. McClane�s service with us within 12 months after a change in control of U.S. Auto Parts, then all unvested option shares will
immediately vest and will remain exercisable until the earlier of (i) the expiration of such options, or (ii) one year after the termination of his
service.

We entered into an employment agreement with Richard Pine on May 19, 2006 pursuant to which he agreed to serve as our Vice President of
Operations. The agreement provides for a two-year term of employment, but we may terminate Mr. Pine�s employment at any time during such
term for cause. If Mr. Pine is terminated for any reason other than for cause within the first two years of his employment, Mr. Pine is entitled to
receive a severance payment equal to the remainder of his unpaid salary for the two year term. Mr. Pine�s annual salary is $200,000 subject to
adjustment from time to time in accordance with our standard compensation policies. Additionally, pursuant to this agreement, Mr. Pine was
granted an option to purchase up to 498,000 shares of our common stock under our 2006 Equity Incentive Plan at an exercise price of $5.50 per
share. Mr. Pine is also entitled to participate in all of our sponsored employee benefit programs.

We entered into an employment agreement with Howard Tong in November 2006, pursuant to which he agreed to serve as our Chief Operating
Officer. Mr. Tong�s annual salary is $220,000, and Mr. Tong is also eligible to receive a discretionary bonus of up to $100,000 per year. In the
event Mr. Tong�s employment is terminated for any reason other than for cause, then we will be required to pay six months of severance to Mr.
Tong if the termination occurs within the first two years of his service and 12 months of severance if the termination occurs after the first two
years of his service. Mr. Tong is entitled to participate in all of our sponsored employee benefit programs. In November 2006, Mr. Tong was
granted an option to purchase up to 450,000 shares of our common stock at an exercise price of $7.01 per share.

The stock option granted to Massoud Entekhabi, one of our directors, provides that the option will fully vest in the event of a change in control
of U.S. Auto Parts and will continue to be exercisable until the earlier of (a) one year following the change in control or (b) the termination date
of the option.

Executive Compensation

The following table shows information regarding the compensation earned during the fiscal year ended December 31, 2005 by our Chief
Executive Officer and our other most highly compensated executive officer whose salary and bonus exceeded $100,000 for such fiscal year. The
table also includes information regarding Michael McClane, our Chief Financial Officer, who joined us in September 2005 and whose
annualized compensation would have exceeded $100,000 if he had been employed at the beginning of 2005. The officers listed below will be
collectively referred to as the �named executive officers� in this prospectus. We provide our named executive officers with non-cash group life and
health benefits generally available to all salaried employees. These benefits are not included in the table below due to applicable Securities and
Exchange Commission rules. Except as indicated below, no named executive officer received personal benefits or perquisites that exceeded the
lesser of $50,000 or 10% of his total annual salary and bonus in fiscal year 2005.
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Summary Compensation Table

Long-Term
Compensation

Annual Compensation Awards

Name and Principal Position Salary Bonus

Other
Annual

Compensation

Shares of Common
Stock Underlying

Options (#)
Mehran Nia

    Co-Founder, Chief Executive Officer,

    President and Director

$ 400,000 $ � $          � �

Ben Elyashar

    Co-Founder, Vice President, Operations

300,000 � � �

Michael J. McClane(1)

    Chief Financial Officer, Executive Vice President of
Finance, Treasurer and Secretary

46,442 � 10,000(2) �

(1) Mr. McClane joined us in September 2005.

(2) Consists of payment of relocation costs.
Option Grants in Last Fiscal Year

We did not grant any options to purchase shares of our common stock to any of our named executive officers in 2005. We also have not granted
any stock appreciation rights.

Year-End Option Holdings

For the year ended December 31, 2005, no named executive officers held any options to purchase shares of our common stock, and no named
executive officer exercised any options to purchase our common stock.

Employee Benefit Plans

U.S. Auto Parts Network, Inc. 2006 Equity Incentive Plan

Our 2006 Equity Incentive Plan (the �2006 Incentive Plan�) was adopted by our board of directors and approved by our stockholders in March
2006. A total of 4,365,340 shares of our common stock have been reserved for issuance under the 2006 Incentive Plan. Under the 2006 Incentive
Plan, we are authorized to grant to officers and other employees options to purchase shares of our common stock intended to qualify as incentive
stock options, as defined under Section 422 of the Internal Revenue Code of 1986, and are authorized to grant to employees, consultants or
independent advisors options that do not qualify as incentive stock options under the Internal Revenue Code. All options granted under the 2006
Incentive Plan have terms not exceeding ten years and are immediately exercisable but vest over time. Options granted under the 2006 Incentive
Plan are not transferable by the recipient except by will or by the laws of descent and distribution. As of September 30, 2006, options to
purchase 4,027,560 shares of our common stock were outstanding under the 2006 Incentive Plan at a weighted average exercise price of $4.92
per share. No further option grants will be made under the 2006 Incentive Plan after the date of the effectiveness of the registration statement of
which this prospectus forms a part. Although no further options will be granted under the 2006 Incentive Plan, all outstanding options will
continue to be governed by the terms and conditions of this plan.
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RELATED PARTY TRANSACTIONS

Since December 31, 2002, there has not been, nor is there any proposed transaction where we were or will be a party in which the amount
involved exceeded or will exceed $60,000 and in which any director, executive officer, holder of more than 5% of any class of our voting
securities, or any member of the immediate family of any of the foregoing persons had or will have a direct or indirect material interest, other
than the compensation agreements and other agreements and transactions which are described in �Management� and the transactions described
below. We believe that the agreements and transactions described below were generally on terms that were comparable to terms we could have
obtained from unaffiliated third parties.

Transactions with Nia Chloe Enterprises, LLC

Since November 2003, we have leased our corporate headquarters and primary warehouse and certain equipment from Nia Chloe Enterprises,
LLC, an entity owned by Mehran Nia, Ben Elyashar and Sol Khazani. Mr. Khazani is our Chairman of the Board and one of our stockholders.
Mr. Nia is our Chief Executive Officer, President and a director, as well as a stockholder. Mr. Elyashar is our Chief Operating Officer, a director
and a stockholder. Lease payments and expenses associated with this arrangement totaled $106,000, $420,000 and $475,000 in the years ended
December 31, 2003, 2004 and 2005, respectively, and $415,000 for the nine months ended September 30, 2006.

We had guaranteed Nia Chloe�s loans from two banks in the aggregate amount of $3.4 million with respect to the property that we lease from it.
These guarantees were terminated in March 2006.

An unsecured, non-interest bearing loan of $94,000 was due to Nia Chloe and payable upon demand as of December 31, 2004. This loan was
repaid in full in 2005. An unsecured, non-interest bearing receivable totaling $76,000 was due from Nia Chloe as of December 31, 2003 but the
balance was repaid by us in 2004.

Transactions with MBS Marketing, Inc.

In June 2005, MBS Marketing, Inc., an Internet marketing company which was owned by Messrs. Khazani, Nia and Elyashar, was merged into
us. Prior to the merger, MBS Marketing provided marketing services to us and received an aggregate of $10,000, $498,000 and $338,000 from
us in the years ended December 31, 2003, 2004 and 2005, respectively.

Transactions with MBS Tek Corporation

MBS Tek Corporation, through which we manage certain of our international operations, was previously owned primarily by Messrs. Khazani,
Nia and Elyashar. In September 2006, MBS Tek was recapitalized and Messrs. Khazani, Nia and Elyashar transferred all of their shares to us.
All of the shares of MBS Tek are now held by us, except for five shares in the aggregate, representing approximately 0.1% of the total number
of shares of MBS Tek outstanding, of which each of Messrs. Nia and McClane hold one share. For the year ended December 31, 2005 and for
the nine months ended September 30, 2006, we paid MBS Tek an aggregate of $398,000 and $759,000, respectively, in connection with
marketing, software development, sales and customer service.

Transactions with Sol Khazani and His Affiliates

Prior to November 2003, we leased our corporate headquarters and primary warehouse facility from Mr. Khazani and his spouse. Lease
payments and expenses under this arrangement totaled $271,000 for the year ended December 31, 2003.
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We paid American Condenser, Inc. (previously Perfect Cooling Products, Inc.), which is owned by Mr. Khazani, consulting fees for
Mr. Khazani�s consulting services. Our payments for these consulting services totaled $120,000 in 2005 and $30,000 during the nine months
ended September 30, 2006. Our consulting arrangement with Mr. Khazani and American Condenser was terminated in April 2006.

From time to time, we have purchased inventory from Saman, Inc., d/b/a American Condenser, which is owned by Mr. Khazani and his brother.
There is no agreement that requires us to purchase products from Saman. Our purchases from Saman in the years ended December 31, 2003,
2004 and 2005 and in the nine months ended September 30, 2006 totaled $253,000, $185,000, $415,000 and $336,000, respectively. Since
November 2003, Saman has used a portion of our facility located in Nashville, Tennessee. In the years ended December 31, 2004 and 2005,
Saman paid to us $41,000 and $36,000, respectively, as payment for its use of such portion of our Tennessee facility.

Transactions with Mehran Nia or Persons Affiliated with Mehran Nia

In 2004, in order to support our online marketing efforts, we purchased through MBS Marketing, an aggregate of $2.9 million of software from a
company owned in part by the brother-in-law of Mr. Nia. We issued two promissory notes to this company in connection with these software
purchases at an interest rate of 5.0% per annum. The notes were personally guaranteed by Messrs. Nia and Khazani and were repaid in full in
2006. Since the software purchases in 2004, we have continued to purchase software and other products and services from this company. Our
payments to this company for such services and products in 2003, 2004 and 2005 totaled $665,000, $827,000 and $23,000, respectively.

We also purchased warehouse equipment from Mr. Nia in 2004 at a purchase price of $83,000. The amounts owing to Mr. Nia for these
purchases were paid in full in 2005.

Another entity owned by the brother-in-law of Mr. Nia provides printing services for us. For the years ended December 31, 2003, 2004 and
2005, we paid this entity $62,000, $120,000 and $101,000, respectively, for such services.

Transactions with Ben Elyashar or Persons Affiliated with Ben Elyashar

We purchase warehouse supplies from Solomon Disposable Supplies, which is owned by the brother of Mr. Elyashar. In the year ended
December 31, 2005 and in the nine months ended September 30, 2006, we paid to Solomon Disposable Supplies an aggregate of $114,000 and
$97,000, respectively.

In addition, one of Mr. Elyashar�s brothers received wages from us of approximately $61,000, $69,000 and $79,000 in 2003, 2004 and 2005,
respectively, as an employee in our sales department. Mr. Elyashar�s brother remains employed by us and continues to receive wages.

Other Related Party Transactions

In 2003 and 2004, we recorded, as non-interest bearing loans, certain amounts associated with capital account balance adjustments resulting
from certain S corporation tax distributions we made to Messrs. Nia and Elyashar (as two of our three stockholders in 2003 and 2004). The total
amounts of the loans recorded for Mr. Nia in 2003 and 2004 were $85,000 and $259,000, respectively. The total amounts of the loans recorded
for Mr. Elyashar in 2003 and 2004 were $80,000 and $97,000, respectively. As of September 30, 2006, there were no amounts outstanding under
these loans.

In March 2006, concurrently with our recapitalization and the termination of our S corporation status, we distributed to our stockholders an
aggregate of $51.7 million in cash. Messrs. Khazani, Nia and Elyashar, who were our only stockholders as of March 2006, received an aggregate
of $51.7 million, in proportion to their ownership of our company.
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In connection with our acquisition of Partsbin in May 2006, we issued to Richard Pine, our Vice President, East Coast Operations and one of our
directors, a promissory note in the principal amount of approximately $1.9 million, which bears interest at LIBOR, all of which was outstanding
as of September 30, 2006. We intend to repay this note in full upon completion of this offering. See �Use of Proceeds.� Mr. Pine�s son-in-law has
also been employed by U.S. Auto Parts since the Partsbin acquisition in May 2006 at an annual salary of $100,000.

In September 2002, a company owned by Mr. Khazani was sued by its landlord, alleging a breach of its lease. We were a sublessee to the
property and were added as a co-defendant in the lawsuit, which was settled in March 2003. In October 2004, we were also named as a
cross-defendant in a lawsuit filed by an insurance company regarding an insurance claim made by a business owned by Mr. Nia. We paid
approximately $29,000, $84,000 and $118,000 during the years ended December 31, 2003, 2004 and 2005, respectively, to defend and settle
these lawsuits.

In October 2006, we entered into a services agreement with Efficient Frontier, Inc., a provider of paid search engine marketing solutions. Ellen
Siminoff, one of our directors, is the President and Chief Executive Officer of Efficient Frontier. The agreement provides for an initial payment
to Efficient Frontier of $5,000, and monthly payments thereafter based on our total online marketing budget spent at Internet search engines
through the use of Efficient Frontier, subject to certain minimums. The agreement automatically renews for six month periods, but either party
may terminate the agreement at any time without cause upon 30 days� prior written notice.

We have entered into, or intend to enter into, indemnification agreements with each of our current directors and executive officers. These
agreements will require us to indemnify these individuals to the fullest extent permitted under Delaware law against liabilities that may arise by
reason of their service to us, and to advance expenses incurred as a result of any proceeding against them as to which they could be indemnified.
We also intend to enter into indemnification agreements with our future directors and executive officers.
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PRINCIPAL STOCKHOLDERS

The following table indicates information as of November 30, 2006 regarding the ownership of our common stock by:

� each person who is known by us to own more than 5% of our shares of common stock;

� each named executive officer;

� each of our directors; and

� all of our directors and executive officers as a group.
The number of shares beneficially owned and the percentage of shares beneficially owned are based on 36,388,226 shares of common stock
outstanding as of November 30, 2006, which assumes the conversion of all of our outstanding preferred stock into 11,055,425 shares of common
stock immediately prior to the completion of this offering, and              shares of common stock outstanding upon consummation of this offering.
Beneficial ownership is determined in accordance with the rules and regulations of the Securities and Exchange Commission. Shares subject to
options that are exercisable within 60 days following November 30, 2006 are deemed to be outstanding and beneficially owned by the optionee
for the purpose of computing share and percentage ownership of that optionee, but are not deemed to be outstanding for the purpose of
computing the percentage ownership of any other person. Except as indicated in the footnotes to this table, and as affected by applicable
community property laws, all persons listed have sole voting and investment power for all shares shown as beneficially owned by them.

Percent of Shares
Beneficially Owned

Name and Address of Beneficial Owners(1)
Number of Shares

Beneficially Owned

Prior to

Offering
After

Offering
Oak Investment Partners XI, L.P.(2) 11,055,425 30.4%
Sol Khazani(3) 9,350,000 25.7
Mehran Nia(4) 9,920,612 25.7
Ben Elyashar(5) 2,729,388 9.1
Michael J. McClane(6) 515,100 1.4
Richard Pine(7) 1,681,323 4.6
Massoud Entekhabi(6) 182,000 *
Fredric W. Harman(2) 11,055,425 30.4
Robert J. Majteles(6) 50,000 *
Ellen F. Siminoff(6) 50,000 *
All directors and executive officers as a group (12 persons)(8) 36,706,120 94.7%

 * Less than one percent

(1) Except for Oak Investment Partners XI, L.P., the address for each of the persons listed is c/o U.S. Auto Parts Network, Inc. at 17150 South
Margay Avenue, Carson, California 90746. The address for Oak Investment Partners XI, L.P. is 525 University Avenue, Suite 1300, Palo
Alto, California 94301.

(2) Consists of shares of common stock issuable at the closing of this offering upon conversion of all of the outstanding Series A convertible
preferred stock. Mr. Harman is a Managing Member of Oak Associates XI, LLC (�Oak Associates�), the general partner of Oak Investment
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Partners XI, L.P. (�Oak Partners�). Mr. Harman, Bandel L. Carano, Ann H. Lamont, Edward F. Glassmeyer, and David B. Walrod all serve
as Managing Members (the �Managing Members�) of Oak Associates. Oak Associates, as the general partner of Oak Partners, may be
deemed to have beneficial ownership of the
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shares held by Oak Partners. The Managing Members have shared voting and investment control over all of the shares held by Oak
Associates and therefore may be deemed to share beneficial ownership of the shares held by Oak Associates by virtue of their status as the
controlling persons of Oak Associates. Each Managing Member disclaims beneficial ownership of the shares held by Oak Partners, except
to the extent of each such Managing Member�s pecuniary interest therein.

(3) Consists of (i) 8,636,734 shares held by the Khazani Living Trust established October 26, 2004, of which Mr. Khazani and his spouse are
the co-trustee and beneficiaries, and (ii) 713,266 shares in the aggregate held in annuity trusts established by Mehran Nia and his spouse,
for which Mr. Khazani and his spouse serve as Special Trustees with shared voting power. Mr. Khazani is our Chairman of the Board and
one of our co-founders.

(4) Consists of (i) 8,636,734 shares held by the Nia Living Trust established September 24, 2004, of which Mr. Nia and his spouse are the
co-trustee and beneficiaries, (ii) 713,266 shares in the aggregate held in annuity trusts established by Sol Khazani and his spouse, for
which Mr. Nia serves as Special Trustees with shared voting power, and (iii) 570,612 shares in the aggregate held in annuity trusts
established by Benhoor Elyashar and his spouse, for which Mr. Nia serves as Special Trustee with sole voting power. Mr. Nia is our Chief
Executive Officer and President, a director and one of our co-founders.

(5) Consists of shares held by the Elyashar Living Trust established August 4, 2004, of which Mr. Elyashar and his spouse are the co-trustees
and beneficiaries. Mr. Elyashar is our Vice President of Operations and one of our co-founders.

(6) Consists solely of shares issuable upon exercise of outstanding options which are currently exercisable.

(7) Includes 441,750 shares issuable upon exercise of outstanding options which are currently exercisable.

(8) Includes 2,383,850 shares issuable upon exercise of outstanding options which are currently exercisable.
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DESCRIPTION OF CAPITAL STOCK

The following description of our securities and provisions of our certificate of incorporation and bylaws is only a summary. You should also
refer to the copies of our certificate and bylaws which have been filed with the Securities and Exchange Commission as exhibits to our
registration statement, of which this prospectus forms a part. The description of common stock and preferred stock reflect changes to our capital
structure that will occur upon the closing of this offering in accordance with the terms of the certificate of incorporation that will be adopted by
us immediately prior to the closing of this offering.

Upon the closing of this offering, our authorized capital stock will consist of                      shares of common stock, par value $0.001 per share,
and              shares of preferred stock, par value $0.001 per share.

Common Stock

Currently, we are authorized to issue 50,000,000 shares of common stock. At September 30, 2006, 25,332,801 shares of common stock were
outstanding and held of record by eight holders. Under the certificate of incorporation and bylaws, holders of common stock do not have
cumulative voting rights. Holders of shares representing a majority of the voting power of common stock can elect all of the directors. The
holders of the remaining shares will not be able to elect any directors. The shares of common stock offered by this prospectus, when issued, will
not be subject to any redemption or sinking fund provisions. Holders of common stock do not have any preemptive, subscription or conversion
rights.

Holders of common stock are entitled to receive dividends declared by the board of directors out of legally available funds, subject to the rights
of preferred stockholders, if any, and the terms of any existing or future agreements between us and our lenders. We presently intend to retain
future earnings, if any, for use in the operation and expansion of our business. We do not anticipate paying cash dividends in the foreseeable
future. See �Dividend Policy.� In the event of our liquidation, dissolution or winding up, common stockholders are entitled to share ratably in all
assets legally available for distribution after payment of all debts and other liabilities, and subject to the prior rights of any holders of outstanding
shares of preferred stock, if any.

Preferred Stock

As of September 30, 2006, there were 11,055,425 shares of Series A convertible preferred stock held by one stockholder of record. Upon
consummation of this offering, each share of Series A convertible preferred stock will convert into one share of our common stock such that all
of the outstanding preferred stock will convert into an aggregate of 11,055,425 shares of our common stock.

Upon the closing of this offering, the board of directors will be authorized to issue from time to time up to an aggregate of              shares of
preferred stock in one or more series and to fix or alter the designations, preferences, rights and any qualifications, limitations or restrictions of
the shares of each of these series, including the dividend rights, dividend rates, conversion rights, voting rights, term of redemption, including
sinking fund provisions, redemption price or prices, liquidation preferences and the number of shares constituting any series or designations of a
series without further vote or action by the stockholders. The issuance of preferred stock may have the effect of delaying, deferring or preventing
a change in control of us without further action by the stockholders and may adversely affect the voting and other rights of the holders of
common stock. The issuance of preferred stock with voting and conversion rights may adversely affect the voting power of the holders of
common stock, including the loss of voting control. We currently have no plans to issue any shares of preferred stock.
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We believe that the ability to issue preferred stock without the expense and delay of a special stockholders� meeting will provide us with
increased flexibility in structuring possible future financings and acquisitions, and in meeting other corporate needs that might arise. This also
permits the board of directors to issue preferred stock containing terms which could impede the completion of a takeover attempt, subject to
limitations imposed by the securities laws. The board of directors will make any determination to issue these shares based on its judgment as to
the best interests of U.S. Auto Parts and our stockholders at the time of issuance. This could discourage an acquisition attempt or other
transaction which stockholders might believe to be in their best interests or in which they might receive a premium for their stock over the then
market price of the stock.

Anti-Takeover Provisions

We are subject to the provisions of Section 203 of the Delaware General Corporation Law. Subject to exceptions, Section 203 prohibits a
publicly-held Delaware corporation from engaging in a �business combination� with an �interested stockholder� for a period of three years from the
date of the transaction in which the person became an interested stockholder, unless the interested stockholder attained this status with the
approval of the board of directors or unless the business combination is approved in a prescribed manner. A �business combination� includes
mergers, asset sales and other transactions resulting in a financial benefit to the interested stockholder. Subject to exceptions, an �interested
stockholder� is a person who, together with affiliates and associates, owns, or within three years did own, 15% or more of the corporation�s voting
stock. This statute could prohibit or delay the accomplishment of mergers or other takeover or change in control attempts with respect to us and,
accordingly, may discourage attempts to acquire us. Provisions of the certificate of incorporation and bylaws may make it more difficult to
acquire control of us. These provisions could deprive stockholders of the opportunity to realize a premium on the shares of common stock
owned by them. In addition, these provisions may adversely affect the prevailing market price of the stock and are intended to:

� enhance the likelihood of continuity and stability in the composition of the board and in the policies formulated by the board;

� discourage transactions which may involve an actual or threatened change in control of us;

� discourage tactics that may be used in proxy fights;

� encourage persons seeking to acquire control of us to consult first with the board of directors to negotiate the terms of any proposed
business combination or offer; and

� reduce our vulnerability to an unsolicited proposal for a takeover that does not contemplate the acquisition of all of our outstanding
shares or that is otherwise unfair to our stockholders.

Classified Board of Directors; Removal; Filling Vacancies and Amendment. Upon the closing of this offering, our certificate of incorporation
and bylaws will provide for the board to be divided into three classes of directors serving staggered, three-year terms. The classification of the
board has the effect of requiring at least two annual stockholder meetings, instead of one, to replace a majority of members of the board. Subject
to the rights of the holders of any outstanding series of preferred stock, the certificate of incorporation will authorize only the board to fill
vacancies, including newly created directorships. Accordingly, this provision could prevent a stockholder from obtaining majority representation
on the board by enlarging the board of directors and filling the new directorships with its own nominees. The certificate of incorporation will
also provide that directors may be removed by stockholders only for cause and only by the affirmative vote of holders of two-thirds of the
outstanding shares of voting stock.

Special Stockholder Meetings. The certificate of incorporation will provide that special meetings of the stockholders for any purpose or
purposes, unless required by law, shall be called by the Chairman of the
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Board or a majority of the entire board. A special meeting of the stockholders may not be held absent a written request of this nature. The
request shall state the purpose or purposes of the proposed meeting. This limitation on the right of stockholders to call a special meeting could
make it more difficult for stockholders to initiate actions that are opposed by the board of directors. These actions could include the removal of
an incumbent director or the election of a stockholder nominee as a director. They could also include the implementation of a rule requiring
stockholder ratification of specific defensive strategies that have been adopted by the board of directors with respect to unsolicited takeover bids.
In addition, the limited ability of the stockholders to call a special meeting of stockholders may make it more difficult to change the existing
board and management.

Written Consent; Special Meetings of Stockholders. The certificate of incorporation will prohibit the taking of stockholder action by written
consent without a meeting. These provisions will make it more difficult for stockholders to take action opposed by the board of directors.

Amendment of Provisions in the Certificate of Incorporation. The certificate of incorporation will generally require the affirmative vote of the
holders of at least two-thirds of the outstanding voting stock in order to amend any provisions of the certificate of incorporation concerning:

� the removal or appointment of directors;

� the authority of stockholders to act by written consent;

� the required vote to amend the certificate of incorporation;

� calling a special meeting of stockholders;

� procedure and content of stockholder proposals concerning business to be conducted at a meeting of stockholders; and

� director nominations by stockholders.
These voting requirements will make it more difficult for minority stockholders to make changes in the certificate of incorporation that could be
designed to facilitate the exercise of control over us.

Options and Warrants

As of September 30, 2006, options to purchase a total of 4,027,560 shares of common stock were outstanding, at a weighted average exercise
price of $4.92 per share. Up to                      additional shares of common stock were reserved for future issuance under our stock plans. For a
more complete discussion of our stock option plans, please see �� Employee Benefit Plans.�

As of September 30, 2006, warrants to purchase up to an aggregate of 140,554 shares of common stock were outstanding, at a weighted average
exercise price of $4.38 per share. Each warrant expires and terminates upon the earlier of three years from the date of issuance of such warrant
or a deemed liquidation of our company. The exercise prices and the shares issuable upon exercise are subject to adjustment in the event of stock
dividends, stock splits, reorganizations and reclassifications.

Registration Rights

Upon consummation of this offering, the holders of 11,055,425 shares of our common stock, or their transferees, will be entitled to certain rights
with respect to the registration of such shares, or registrable securities, under the Securities Act, as follows:

Demand Registration Rights. Commencing the earlier of September 3, 2007 or six months after the closing of this offering, the holders of shares
representing at least a majority of the registrable securities
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may request that we register all or a portion of their shares of registrable securities with an aggregate offering price of at least $10.0 million.
Upon their request, we must, subject to some restrictions and limitations, use reasonable best efforts to cause a registration statement covering
the number of shares of registrable securities that are subject to the request to become effective. The holders of registrable securities may only
require us to file a maximum of two registration statements in response to their demand registration rights, and we may delay such registration
under certain circumstances for up to 90 days no more than once in any twelve month period.

Piggyback Registration Rights. In the event that we propose to register any of our securities under the Securities Act, the holders of registrable
securities are entitled to notice of such registration and are entitled to include their registrable securities in such registration, subject to certain
marketing and other limitations. These registration opportunities are unlimited, but the number of shares that may be registered may be cut back
in limited situations by the underwriters.

Form S-3 Registration Rights. The holders of registrable securities may request that we register their shares if we are eligible to file a registration
statement on Form S-3 and if the aggregate price of the shares sought to be offered to the public by the holders of registrable securities is at least
$5,000,000. The holders of registrable securities may only require us to file two registration statements on Form S-3 in any twelve month period,
and we may delay such registration under certain circumstances for up to 90 days no more than once in any twelve month period.

We are generally obligated to bear the expenses, other than underwriting discounts and sales commissions, of these registrations. These
registration rights terminate upon the earlier of five years after this offering or such time as all of the shares of registrable securities may be sold
under Rule 144 under the Securities Act of 1933, as amended, during any three-month period provided that we are subject to the reporting
requirements of the Securities Exchange Act of 1934, as amended.

Transfer Agent and Registrar

The transfer agent and registrar for our common stock is U.S. Stock Transfer Corporation.
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SHARES ELIGIBLE FOR FUTURE SALE

Upon completion of the offering, we will have              shares of common stock outstanding assuming no exercise of any options after
September 30, 2006. Of this amount, the              shares offered by this prospectus will be available for immediate sale in the public market as of
the date of this prospectus. Following the expiration of 180-day lockup agreements with the representatives of the underwriters or U.S. Auto
Parts, 36,388,226 shares will be available for sale in the public market, subject in some cases to compliance with the volume and other
limitations of Rule 144.

Days after the
Date of this Prospectus

Approximate Number of Shares
Eligible for Future Sale Comment

Upon effectiveness Freely tradable shares sold in this offering
180 days 36,388,226 Lock-up released; shares saleable under Rule 144,

144(k) or 701
Over 180 days 0 Restricted securities held for less than one year
In general, under Rule 144 as currently in effect, a person who has beneficially owned shares for at least one year is entitled to sell, within any
three-month period commencing 90 days after the date of this prospectus, a number of shares that does not exceed the greater of:

� 1% of the then outstanding shares of common stock; or

� the average weekly trading volume during the four calendar weeks preceding the sale, subject to the filing of a Form 144 with respect to
the sale.

A person who is not deemed to have been an affiliate of ours at any time during the 90 days immediately preceding the sale and who has
beneficially owned his or her shares for at least two years is entitled to sell such shares under Rule 144(k) without regard to the limitations
described above. Persons deemed to be affiliates must always sell under the limitations imposed by Rule 144, even after the applicable holding
periods have been satisfied.

We are unable to estimate the number of shares that will be sold under Rule 144, since this will depend on the market price for our common
stock, the personal circumstances of the sellers and other factors. Prior to the offering, there has been no public market for the common stock,
and there can be no assurance that a significant public market for the common stock will develop or be sustained after the offering. Any future
sale of substantial amounts of the common stock in the open market may adversely affect the market price of the common stock offered by this
prospectus.

U.S. Auto Parts, our directors and executive officers and the holders of our outstanding stock have agreed that, subject to certain exceptions,
they will not sell any common stock without the prior written consent of RBC Capital Markets Corporation and Thomas Weisel Partners LLC
for a period of 180 days from the date of this prospectus.

The 180-day restricted period described in the preceding paragraph will be extended if:

� during the last 17 days of the 180-day restricted period we issue an earnings release or we disclose material news or a material event
relating to our company occurs; or

� prior to the expiration of the 180-day restricted period, we announce that we will release earnings results during the 16-day period
beginning on the last day of the 180-day period,

in which case the restrictions described in the preceding paragraph will continue to apply until the expiration of the 18-day period beginning on
the issuance of the earnings release or the occurrence of the material news or material event.
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Any employee or consultant who purchased his or her shares under a written compensatory plan or contract is entitled to rely on the resale
provisions of Rule 701, which permits nonaffiliates to sell their Rule 701 shares without having to comply with the public information, holding
period, volume limitation or notice provisions of Rule 144 and permits affiliates to sell their Rule 701 shares without having to comply with the
Rule 144 holding period restrictions, in each case commencing 90 days after the date of this prospectus. As of September 30, 2006, the holders
of options to purchase approximately 4,032,660 shares of common stock will be eligible to sell their shares upon the expiration of the 180-day
lockup period, subject to the vesting of those options.

We intend to file a registration statement on Form S-8 under the Securities Act as soon as practicable after the completion of the offering to
register              shares of common stock subject to outstanding stock options or reserved for issuance under our stock plans. This registration
will permit the resale of these shares by nonaffiliates in the public market without restriction under the Securities Act, upon completion of the
lock-up period described above. Shares registered under the Form S-8 registration statement held by affiliates will be subject to Rule 144 volume
limitations. See �Management � Executive Compensation� and �� Employee Benefit Plans.� In addition, holders of 11,055,425 shares of common
stock have registration rights with respect to their shares. Registration of these securities would enable these shares to be freely tradable without
restriction under the Securities Act.

See also �Risk Factors � A large number of additional shares may be sold into the public market in the near future, which may cause the market
price of our common stock to decline significantly, even if our business is doing well.�
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UNDERWRITING

RBC Capital Markets Corporation, Thomas Weisel Partners LLC, Piper Jaffray & Co. and JMP Securities LLC are acting as the representatives
of the underwriters named below. Subject to the terms and conditions in the underwriting agreement, each of the underwriters named below has
agreed to purchase from us, on a firm commitment basis, the number of shares of common stock shown opposite its name below:

Name Number of Shares
RBC Capital Markets Corporation
Thomas Weisel Partners LLC
Piper Jaffray & Co.
JMP Securities LLC

Total
The underwriting agreement provides that the underwriters� obligations to purchase our common stock are subject to approval of legal matters by
counsel and to the satisfaction of other conditions. The underwriters are obligated to purchase all of the shares (other than those covered by the
over-allotment option described below) if they purchase any shares.

Commissions and Expenses

The underwriters have advised us that they propose to offer our common stock directly to the public at the public offering price presented on the
cover page of this prospectus, and to selected dealers, who may include the underwriters, at the public offering price less a selling concession not
in excess of $             per share. The underwriters may allow, and the selected dealers may reallow, a concession not in excess of $             per
share to brokers and dealers. After the offering, the underwriters may change the offering price and other selling terms.

The following table summarizes the underwriting discounts and commissions that we will pay to the underwriters in connection with this
offering. These amounts are shown assuming both no exercise and full exercise of the underwriters� option to purchase additional shares of
common stock.

No Exercise Full Exercise
Per Share $ $
Total $ $
We estimate that the total expenses of the offering, including registration, filing and listing fees, printing fees and legal and accounting expenses,
but excluding underwriting discounts and commissions, will be approximately $            .

Over-Allotment Option

We have granted the underwriters an option to purchase up to an aggregate of              shares of common stock, exercisable solely to cover
over-allotments, if any, at the public offering price less the underwriting discounts and commissions shown on the cover page of this prospectus.
The underwriters may exercise this option in whole or in part at any time until 30 days after the date of the underwriting agreement. To the
extent the underwriters exercise this option, each underwriter will be committed, so long as the conditions of the underwriting agreement are
satisfied, to purchase a number of additional shares proportionate to that underwriter�s initial commitment as indicated in the preceding table.
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Lock-Up Agreements

We, our executive officers and directors and our stockholders have agreed, subject to certain exceptions, not to offer, sell, pledge, contract to
sell, grant any option to purchase, grant a security interest in, hypothecate or otherwise dispose of any shares of our common stock, or any
securities convertible into, derivative of or exercisable or exchangeable for our common stock, for a period of not less than 180 days after the
date of this prospectus without first obtaining the written consent of RBC Capital Markets Corporation and Thomas Weisel Partners LLC. If we
issue an earnings release or material news, or a material event relating to us occurs, during the last 17 days of the 180-day lock-up period, or if,
prior to the expiration of the 180-day lock-up period, we announce that we will release earnings results during the 16-day period beginning on
the last day of the 180-day lock-up period, the restrictions imposed by these lock-up agreements may be extended until the expiration of the
18-day period beginning on the issuance of the earnings release or the occurrence of the material news or material event for all such shares.

Offering Price Determination

Prior to this offering, there has been no public market for our common stock. The initial public offering price has been negotiated between the
underwriters and us. In determining the initial public offering price of our common stock, the underwriters considered:

� prevailing market conditions;

� our historical performance and capital structure;

� estimates of our business potential and earnings prospects;

� an overall assessment of our management; and

� the consideration of these factors in relation to market valuation of companies in related businesses.
We have applied to have our common stock approved for quotation on the NASDAQ Global Market under the symbol �PRTS.�

Indemnification

We have agreed to indemnify the underwriters against liabilities relating to the offering, including liabilities under the Securities Act of 1933, as
amended, and liabilities arising from breaches of the representations and warranties contained in the underwriting agreement, and to contribute
to payments that the underwriters may be required to make for these liabilities.

Stabilization, Short Positions and Penalty Bids

The underwriters may engage in over-allotment, stabilizing transactions, syndicate covering transactions and penalty bids or purchases for the
purpose of pegging, fixing or maintaining the price of our common stock, in accordance with Regulation M under the Securities Exchange Act
of 1934, as amended.

Over-allotment transactions involve sales by the underwriters of shares in excess of the number of shares the underwriters are obligated to
purchase, which creates a syndicate short position. The short position may be either a covered short position or a naked short position. In a
covered short position, the number of shares over-allotted by the underwriters is not greater than the number of shares that they may purchase in
the over-allotment option. In a naked short position, the number of shares involved is greater than the number of shares in the over-allotment
option. The underwriters may close out any short position by either exercising their over-allotment option and/or purchasing shares in the open
market.

Stabilizing transactions permit bids to purchase the underlying security so long as the stabilizing bids do not exceed a specific maximum.

Edgar Filing: KRAFT FOODS INC - Form 10-Q

Table of Contents 102



88

Edgar Filing: KRAFT FOODS INC - Form 10-Q

Table of Contents 103



Table of Contents

Syndicate covering transactions involve purchases of our common stock in the open market after the distribution has been completed in order to
cover syndicate short positions. In determining the source of shares to close out the short position, the underwriters will consider, among other
things, the price of shares available for purchase in the open market as compared to the price at which they may purchase shares through the
over-allotment option. If the underwriters sell more shares than could be covered by the over-allotment option, a naked short position, the
position can only be closed out by buying shares in the open market. A naked short position is more likely to be created if the underwriters are
concerned that there could be downward pressure on the price of the shares in the open market after pricing that could adversely affect investors
who purchase in the offering.

Penalty bids permit the representatives to reclaim a selling concession from a syndicate member when our common stock originally sold by the
syndicate member is purchased in a stabilizing or syndicate covering transaction to cover syndicate short positions.

These stabilizing transactions, syndicate covering transactions and penalty bids may have the effect of raising or maintaining the market price of
our common stock or preventing or retarding a decline in the market price of our common stock. As a result, the price of our common stock may
be higher than the price that might otherwise exist in the open market. These transactions may be effected on the NASDAQ Global Market or
otherwise and, if commenced, may be discontinued at any time.

Neither we nor any of the underwriters make any representation or prediction as to the direction or magnitude of any effect that the transactions
described above may have on the price of our common stock. In addition, neither we nor any of the underwriters make any representation that
the underwriters will engage in these stabilizing transactions or that any transaction, once commenced, will not be discontinued without notice.

Directed Share Program

At our request, the underwriters have reserved up to             shares for sale under a directed share program to our officers, directors, employees
and to our business associates. All of the persons purchasing the reserved shares must commit to purchase no later than the close of business on
the day following the date of this prospectus. The number of shares available for sale to the general public will be reduced to the extent these
persons purchase the reserved shares. Shares committed to be purchased by directed share participants that are not so purchased will be
reallocated for sale to the general public in the offering. All sales of shares under the directed share program will be made at the initial public
offering price set forth on the cover page of this prospectus.
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LEGAL MATTERS

The validity of the issuance of the shares of common stock offered by this prospectus will be passed upon for us by Dorsey & Whitney LLP,
Irvine, California. Legal matters relating to the sale of common stock in this offering will be passed upon for the underwriters by Howard Rice
Nemerovski Canady Falk & Rabkin, A Professional Corporation, San Francisco, California.

EXPERTS

The consolidated financial statements of U.S. Auto Parts as of December 31, 2005 and for the year then ended, appearing in this prospectus and
registration statement have been audited by Ernst & Young LLP, independent registered public accounting firm, as set forth in their report
thereon appearing elsewhere herein, and are included in reliance upon such report given on the authority of such firm as experts in accounting
and auditing.

The consolidated financial statements of U.S. Auto Parts as of December 31, 2004 and for the years ended December 31, 2003 and 2004
included in this prospectus and registration statement have been audited by Stonefield Josephson, Inc., independent registered public accounting
firm, as indicated in their report thereon appearing elsewhere herein, and are included in reliance upon such report given the authority of such
firm as experts in auditing and accounting.

The combined financial statements of Partsbin as of December 31, 2004 and 2005 and for each of the years in the three-year period ended
December 31, 2005, included in this prospectus and the registration statement have been audited by J.H. Cohn LLP, independent auditors, as set
forth in their report thereon appearing elsewhere herein, and are included in reliance upon such report given on the authority of such firm as
experts in accounting and auditing.

WHERE YOU CAN FIND MORE INFORMATION

We have filed a registration statement on Form S-1 with the Securities and Exchange Commission under the Securities Act with respect to the
common stock offered by this prospectus. This prospectus, which constitutes a part of the registration statement, does not contain all of the
information set forth in the registration statement or the exhibits and schedules filed therewith. For further information with respect to us and our
common stock, please see the registration statement and the exhibits and schedules filed with the registration statement. Statements contained in
this prospectus regarding the contents of any contract or any other document that is filed as an exhibit to the registration statement are not
necessarily complete, and each such statement is qualified in all respects by reference to the full text of such contract or other document filed as
an exhibit to the registration statement. The registration statement, including its exhibits and schedules, may be inspected without charge at the
public reference room maintained by the SEC, located at 100 F Street, N.E., Room 1580, Washington, D.C. 20549, and copies of all or any part
of the registration statement may be obtained from such offices upon the payment of the fees prescribed by the SEC. Please call the SEC at
1-800-SEC-0330 for further information about the public reference room. The SEC also maintains an Internet website that contains reports,
proxy and information statements and other information regarding registrants that file electronically with the SEC. The address of the website is
www.sec.gov.

Upon completion of this offering, we will become subject to the information and periodic reporting requirements of the Exchange Act, and, in
accordance therewith, will file periodic reports, proxy statements and other information with the SEC. Such periodic reports, proxy statements
and other information will be available for inspection and copying at the public reference room and on the SEC website referred to above.
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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 balance sheet of U.S. Auto Parts Network, Inc. (the Company) as of December 31, 2005, and
the related consolidated statements of income, stockholders� equity and cash flows for the year ended December 31, 2005. These financial
statements are the responsibility of the Company�s management. Our responsibility is to express an opinion on these financial statements based
on our audit. The consolidated financial statements of U.S. Auto Parts Network, Inc. for the years ended December 31, 2004 and 2003, were
audited by other auditors whose report dated August 12, 2005, expressed an unqualified opinion on those statements.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. We were not engaged to perform an audit of the Company�s internal control over financial reporting. Our audit included
consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the Company�s internal control over financial reporting. Accordingly, we
express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of U.S. Auto
Parts Network, Inc. at December 31, 2005, and the consolidated results of its operations and its cash flows for the year ended December 31,
2005, in conformity with U.S. generally accepted accounting principles.

/s/ ERNST & YOUNG LLP

Los Angeles, California

February 3, 2006
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Stockholders

U.S. Auto Parts Network, Inc.

Carson, California

We have audited the accompanying consolidated balance sheet of U.S. Auto Parts Network, Inc. (the �Company�) as of December 31, 2004, and
the related consolidated statements of income, stockholders� equity and cash flows for each of the two years in the period ended December 31,
2004. These financial statements are the responsibility of the Company�s management. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements are free of material
misstatement. We were not engaged to perform an audit of the Company�s internal control over financial reporting. Our audits included
consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the Company�s internal control over financial reporting. Accordingly, we
express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements, assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the consolidated financial position
of U.S. Auto Parts Network, Inc. as of December 31, 2004, and the consolidated results of its operations and its cash flows for each of the two
years in the period ended December 31, 2004, in conformity with accounting principles generally accepted in the United States of America.

/s/ STONEFIELD JOSEPHSON, INC.

CERTIFIED PUBLIC ACCOUNTANTS

Irvine, California

August 12, 2005
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U.S. AUTO PARTS NETWORK, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

(in thousands, except share data)

December 31, September 30, Pro Forma
Stockholders�
Equity as of

September 30, 20062004 2005 2006
(unaudited) (unaudited)

Assets
Current assets:
Cash and cash equivalents $ 2,130 $ 1,353 $ 3,287
Marketable securities 710 � �
Accounts receivable, net 1,149 1,637 2,540
Inventory, net 4,586 8,663 7,591
Other current assets 75 361 2,201

Total current assets 8,650 12,014 15,619
Property and equipment, net 3,449 2,259 1,967
Intangible assets, net 42 25 35,416
Goodwill � � 13,929
Deferred income taxes � � 1,282
Other noncurrent assets 970 185 292

Total assets $ 13,111 $ 14,484 $ 68,505

Liabilities and Stockholders� Equity
Current liabilities:
Accounts payable $ 2,134 $ 6,882 $ 9,573
Accrued expenses 1,113 1,307 2,566
Line of credit 1,500 � �
Notes payable 1,549 96 6,889
Due to stockholders and related party 324 � �
Capital leases payable, current portion 49 170 62
Other current liabilities 319 423 1,057

Total current liabilities 6,988 8,878 20,147
Notes payable less current portion, net � � 27,817
Deferred income taxes 80 � 192
Capital leases payable, less current portion 83 357 120

Total liabilities 7,151 9,235 48,276

Noncontrolling interest in consolidated entity � 10 �

Commitments and contingencies

Stockholders� equity:
Series A convertible preferred stock, par value $0.001; 11,100,000
shares authorized; 0, 0 and 11,055,425 issued and outstanding, as of
December 31, 2004 and 2005, and September 30, 2006 (unaudited),
respectively; (liquidation preference of $45,000 at September 30,
2006 (unaudited)) � � 11 �

22 22 25 36
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Common stock, par value $0.001; 50,000,000 shares authorized;
22,000,000, 22,000,000 and 25,332,801 issued and outstanding, as of
December 31, 2004 and 2005, and September 30, 2006 (unaudited),
respectively
Additional paid-in capital 517 517 63,652 63,652
Loans to stockholders (356) � � �
Accumulated other comprehensive income 132 � 6 6
Retained earnings (accumulated deficit) 5,645 4,700 (43,465) (43,465)

Total stockholders� equity 5,960 5,239 20,229 20,229

Total liabilities and stockholders� equity $ 13,111 $ 14,484 $ 68,505

See accompanying notes.
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U.S. AUTO PARTS NETWORK, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

(in thousands, except share and per share data)

Years Ended December 31,
Nine Months Ended

September 30,
2003 2004 2005 2005 2006

(unaudited)
Net sales $ 31,657 $ 40,658 $ 59,698 $ 43,979 $ 83,665
Cost of sales 17,814 21,334 34,829 25,876 53,779

Gross profit 13,843 19,324 24,869 18,103 29,886

Operating expenses:
General and administrative(1) 2,284 3,599 7,254 5,555 7,081
Marketing(1) 3,617 4,526 5,802 4,315 10,313
Fulfillment(1) 3,246 2,990 4,357 3,162 3,589
Technology(1) 405 776 868 596 992
Amortization of intangibles � 8 17 13 3,037

Total operating expenses 9,552 11,899 18,298 13,641 25,012

Income from operations 4,291 7,425 6,571 4,462 4,874

Other income (expense), net:
Loss from disposition of assets (62) � � � (5)
Other income 33 80 191 165 155
Interest income � � � � 82
Interest expense (13) (44) (106) (68) (1,032)

Other income (expense), net (42) 36 85 97 (800)

Income before income taxes 4,249 7,461 6,656 4,559 4,074
Income tax provision (benefit) 478 328 (163) (199) 539

Net income $ 3,771 $ 7,133 $ 6,819 $ 4,758 $ 3,535

Basic net income per share $ 0.20 $ 0.32 $ 0.31 $ 0.22 $ 0.15
Diluted net income per share $ 0.20 $ 0.32 $ 0.31 $ 0.22 $ 0.11
Pro forma basic net income per share (unaudited) $ 0.21 $ 0.10
Shares used in computation of basic net income per
share 18,794,793 22,000,000 22,000,000 22,000,000 23,634,781
Shares used in computation of diluted net income
per share 18,794,793 22,000,000 22,000,000 22,000,000 32,270,315
Shares used in computation of pro forma basic net
income per share (unaudited) 33,055,425 34,690,206

Pro forma provision for income taxes (unaudited) 1,729 2,964 2,657 1,822 1,728
Pro forma basic net income per share (unaudited) $ 0.13 $ 0.20 $ 0.18 $ 0.12 $ 0.10
Pro forma diluted net income per share (unaudited) $ 0.13 $ 0.20 $ 0.18 $ 0.12 $ 0.07
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(1) Includes share-based compensation expense related to option grants, as follows:

Years Ended December 31,
Nine Months Ended

September 30,
    2003        2004        2005        2005        2006    

(in thousands)
(unaudited)

General and administrative expense $   � $   � $   � $     � $ 359
Marketing expense � � � � 126
Fulfillment expense � � � � 16
Technology expense � � � � 103

$ � $ � $ � $ � $ 604

See accompanying notes.
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U.S. AUTO PARTS NETWORK, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF STOCKHOLDERS� EQUITY

(in thousands, except share data)

Preferred Stock Common Stock
Additional

Paid-in-

Capital
Loans to

Stockholders

Accumulated
Other

Comprehensive
Income
(Loss)

Retained
Earnings

(Accumulated
Deficit)

Total
Stockholders�

Equity

Comprehensive
Income

for

the PeriodShares Amount Shares Amount
Balance, December 31, 2002 �$ � 18,332,600 $ 18 $ 516 $ � $ (9) $ 617 $ 1,142
Net income � � � � � � � 3,771 3,771 $ 3,771
Distributions � � � � � � � (247) (247)
Stockholder loans � � � � � (198) � � (198)
Capital contribution � � � � 1 � � � 1
Issuance of shares in
connection with merger � � 3,667,400 4 � � � � 4
Unrealized gain on
available-for-sale investments � � � � � � 70 � 70 70

Total comprehensive income � $ 3,841

Balance, December 31, 2003 � 22,000,000 22 517 (198) 61 4,141 4,543
Net income � � � � � � � 7,133 7,133 $ 7,133
Distributions � � � � � � � (5,629) (5,629)
Stockholder loans � � � � � (158) � � (158)
Unrealized gain on
available-for-sale investments � � � � � � 71 � 71 71

Total comprehensive income � $ 7,204

Balance, December 31, 2004 � 22,000,000 22 517 (356) 132 5,645 5,960
Net income � � � � � � � 6,819 6,819 $ 6,819
Distributions � � � � � � � (7,765) (7,765)
Repayment of stockholder
loans � � � � � 356 � � 356
Reclassification adjustment
on available-for-sale
investments � � � � � � (132) � (132) (132)

Total comprehensive income $ 6,687

Balance, December 31, 2005 � � 22,000,000 22 517 � � 4,700 5,239
Net income (unaudited) � � � � � � � 3,535 3,535 $ 3,535
Distributions (unaudited) � � � � � � � (51,700) (51,700)
Contributions (unaudited) � � � � 110 � � � 110
Issuance of common stock
(unaudited) � � 27,272 � 150 � � � 150
Issuance of preferred stock
(unaudited) 11,055,425 11 � � 42,127 � � � 42,138
Issuance of warrants
(unaudited) � � � � 147 � � � 147

� � � � 604 � � � 604
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Share-based compensation
(unaudited)
Issuance of common stock in
connection with business
acquisition (unaudited) � 3,305,529 3 19,997 20,000
Effect of changes in foreign
currencies (unaudited) � � � � � � 6 � 6 6

Total comprehensive income
(unaudited) $ 3,541

Balance, September 30,
2006 (unaudited) 11,055,425 $ 11 25,332,801 $ 25 $ 63,652 $ � $ 6 $ (43,465) $ 20,229
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U.S. AUTO PARTS NETWORK, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Years Ended
December 31,

Nine Months
Ended

September 30,
2003 2004 2005 2005 2006

(unaudited)
Operating activities
Net income $ 3,771 $ 7,133 $ 6,819 $ 4,758 $ 3,535
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 120 448 1,976 1,455 1,528
Amortization of intangibles � 8 17 13 3,037
Non-cash interest expense � � � � 40
Non-cash issuance of common stock 4 � � � �
Loss from disposition of assets 62 � � � 5
Share-based compensation and other � � � � 704
Realized gain on sale of marketable securities � (8) (75) (75) �
Deferred income taxes 3 79 (79) (79) (1,090)
Effect of changes in foreign currencies � � � � 6

Changes in operating assets and liabilities:
Accounts receivable, net (60) (222) (489) (8) (903)
Inventory, net (1,721) (829) (4,077) (5,397) 1,676
Other current assets (21) (32) (286) (161) (1,732)
Other noncurrent assets � (41) 784 924 (79)
Accounts payable and accrued expenses 799 (37) 4,942 3,625 928
Other current liabilities 63 4 104 51 (233)

Net cash provided by operating activities 3,020 6,503 9,636 5,106 7,422

Investing activities
Purchase of property, equipment and intangibles (38) (1,369) (439) (304) (979)
Acquisition of business, net of cash acquired � � � � (24,453)
Proceeds from sale of equipment � � 154 154 �
Proceeds from sale of marketable securities 20 63 653 653 �
Purchase of marketable securities (20) (558) � � �
Payments (borrowings) of related-party loans (274) (82) 356 356 �

Net cash provided by (used in) investing activities (312) (1,945) 724 859 (25,432)

Financing activities
Proceeds from credit line 10 1,500 2,000 2,000 �
Payments of credit line � (10) (3,500) (1,500) �
Proceeds received from notes payable, net of discount � � � � 31,705
Payments made on notes payable � � � � (2,111)
Proceeds received on issuance of Series A convertible preferred stock,
net of offering costs � � � � 42,246
Payments of short-term financing (348) (45) (105) (59) (346)
(Payments) borrowings to related party � 324 (230) (230) �
Payments to related parties (259) (686) (1,547) (1,304) �
Contributed capital 1 � 10 10 �
Proceeds from sale of common stock � � � � 150
Stockholder distributions (247) (5,629) (7,765) (6,031) (51,700)

Net cash provided by (used in) financing activities (843) (4,545) (11,137) (7,114) 19,944
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Net (decrease) increase in cash and cash equivalents 1,865 13 (777) (1,149) 1,934
Cash and cash equivalents at beginning of period 252 2,117 2,130 2,130 1,353

Cash and cash equivalents at end of period $ 2,117 $ 2,130 $ 1,353 $ 981 $ 3,287

Supplemental disclosure of noncash financing activities:
Property acquired under capital leases $ 78 $ 40 $ 500 $ 500 $ �
Property acquired under note payable to related party � 2,234 � � �
Issuance of common stock in connection with business acquisition � � � � 20,000
Issuance of note payable to selling shareholders in connection with business acquisition � � � � 5,000
Issuance of warrants for costs associated with debt and equity issuances � � � � 147

Cash paid during the period for:
Interest $ 2 $ 7 $ 76 $ 87 $ 823
Income taxes 29 147 469 434 1,988

See accompanying notes.
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U.S. AUTO PARTS NETWORK, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Information subsequent to December 31, 2005 and pertaining to September 30, 2006

and the nine months ended September 30, 2005 and 2006 is unaudited)

1. Summary of Significant Accounting Policies and Nature of Operations
U.S. Auto Parts Network, Inc. (including its subsidiaries, the �Company�) is a distributor of aftermarket auto parts and accessories and was
established in 1995. The Company entered the e-commerce sector by launching its first website in 2000 and currently derives the majority of its
revenues from online sales channels. The Company�s websites provide customers with a comprehensive selection of products. The Company
sells its products to individual consumers through a network of websites and online marketplaces. The Company�s flagship websites are located
at www.partstrain.com and www.autopartswarehouse.com, and the corporate website is located at www.usautoparts.com.

The Company�s products consist of body parts, engine parts and accessories. Body parts include bumpers, doors, fenders, grills, hoods, lamps,
mirrors, tailgates and wheels. Engine parts consists of brakes, clutches, cooling/climate control products, electrical parts, exhaust systems, fuel
injection parts, mechanical parts, steering, suspension and transmissions. Accessories include bed liners, car covers, carpet, gauges, seats,
spoilers, among others. The Company also offers performance versions of many of these parts.

The Company is a Delaware C corporation and is headquartered in Carson, California. The Company also has employees located in Trenton,
New Jersey, as well as in the Philippines.

Unaudited Interim Financial Statements

The financial statements pertaining to September 30, 2006 and for the nine months ended September 30, 2005 and 2006 are unaudited. The
unaudited financial statements have been prepared on the same basis as the audited financial statements and, in the opinion of management,
include all adjustments, consisting only of normal recurring adjustments necessary to state fairly the financial information set forth therein, in
accordance with generally accepted accounting principles.

The results of operations for the interim period ended September 30, 2006 are not necessarily indicative of the results which may be reported for
any other interim period or for the year ending December 31, 2006.

Principles of Consolidation

On June 30, 2005, the Company acquired MBS Marketing, Inc. (�MBS�), which provided Internet marketing services to support the Company�s
online marketing program. Prior to June 30, 2005, the Company had no direct ownership interest in MBS but, as the Company was the primary
beneficiary of MBS under FASB Interpretation No. 46R, �Consolidation of Variable Interest Entities� (�FIN 46R�), the financial statements of
MBS were consolidated with those of the Company. MBS and the Company were also under common ownership. Effective June 30, 2005, the
Company merged MBS into its operations. Pursuant to the merger, all assets, liabilities, rights and obligations of MBS were transferred to, and
assumed by, the Company, and the Company issued 3,667,400 shares of its common stock to the stockholders of MBS in exchange for their
shares in MBS. The merger was accounted for as entities under common control, whereby the Company recognized the assets and liabilities of
MBS at their carryover basis as of the date of the merger. Accordingly, adjustments have been made to combine MBS on a historical basis and
all significant intercompany balances and transactions have been eliminated in consolidation.
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U.S. AUTO PARTS NETWORK, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

(Information subsequent to December 31, 2005 and pertaining to September 30, 2006

and the nine months ended September 30, 2005 and 2006 is unaudited)

In September 2005, the shareholders of the Company established MBS Tek Corporation (�MBS Tek�) to conduct business internationally. As the
Company was the primary beneficiary of MBS Tek, it has been consolidated under FIN 46R. All significant inter-company transactions and
balances have been eliminated in consolidation. The equity balance of MBS Tek is presented as a noncontrolling interest on the face of the
consolidated balance sheet as of December 31, 2005. In September 2006, MBS Tek became a majority-owned subsidiary of the Company and is
no longer presented as a noncontrolling interest at September 30, 2006.

On May 19, 2006, U.S. Auto Parts acquired All OEM Parts, Inc., ThePartsBin.com, Inc. and their affiliated companies (collectively �Partsbin�)
pursuant to a merger involving a wholly-owned subsidiary of U.S. Auto Parts (the �Merger Sub�). Prior to the acquisition, Partsbin consisted of
seven entities accounted for as entities under common control. Upon the consummation of the merger, five of the Partsbin entities merged with
and into the Merger Sub, and the sixth entity, a Canadian company, survived as a wholly-owned subsidiary of the Merger Sub. We did not
acquire the seventh entity, TPB Real Estate, LLC. Subsequent to the acquisition, the combined financial statements of Merger Sub and the
Canadian company, which remains a wholly-owned subsidiary of Merger Sub, are included in the consolidated financial statements of U.S. Auto
Parts.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of the financial statements and the reported amounts of revenues and expenses during the reporting period. Significant estimates made by
management include, but are not limited to, the valuation of inventory, valuation of deferred tax assets, estimated useful lives of property,
equipment and software, valuation of intangible assets, including goodwill, recoverability of software development costs, valuation of sales
returns and allowances, and the ultimate collection of accounts receivables. Actual results could differ from these estimates.

Unaudited Pro Forma Stockholders� Equity Presentation

The unaudited pro forma stockholders� equity at September 30, 2006 reflects the effect of the automatic conversion of all shares of Series A
convertible preferred stock into 11,055,425 shares of common stock as though the completion of the planned initial public offering occurred on
September 30, 2006. Shares of common stock issuable in such initial public offering and any related net proceeds are excluded from such pro
forma information.

Cash and Cash Equivalents

The Company considers all money market funds and short-term debt securities purchased with original maturities of ninety days or less to be
cash equivalents.

Fair Value of Financial Instruments

The carrying value of financial instruments, which include cash and cash equivalents, accounts receivable, accounts payable and borrowings,
approximates fair value at December 31, 2004 and 2005 and at September 30, 2006 due to their short-term maturities and the relatively stable
interest rate environment.
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U.S. AUTO PARTS NETWORK, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

(Information subsequent to December 31, 2005 and pertaining to September 30, 2006

and the nine months ended September 30, 2005 and 2006 is unaudited)

Accounts Receivable

Accounts receivable are stated net of allowance for doubtful accounts. At December 31, 2004 and 2005, and at September 30, 2006, amounts
due from a single customer were $671,000, $879,000 and $719,000, respectively, representing 58%, 54% and 28% of net accounts receivable,
respectively. The allowance for doubtful accounts is determined primarily on the basis of past collection experience and general economic
conditions. The Company determines terms and conditions for its customers primarily based on the volume purchased by the customer, customer
creditworthiness and past transaction history. The allowance for doubtful accounts totaled $52,000 and $67,000 at December 31, 2004 and 2005,
respectively, and $20,000 at September 30, 2006.

Marketable Securities

Marketable securities consist of equity investments and investments in mutual funds that hold both debt and equity securities in various
publicly-traded companies and are stated at their fair market value on December 31, 2004. The Company held no marketable securities on
December 31, 2005 or September 30, 2006. All marketable securities are considered �available-for-sale.� In accordance with SFAS No. 115,
�Accounting for Certain Investments in Debt and Equity Securities,� the appreciation and decline in fair market value over cost is reported as �other
comprehensive income� on the statement of stockholders� equity. The cost basis used to calculate gains and losses on securities� sales is determined
using specific identification.

Available-for-sale securities as of December 31, 2004, consisted of the following:

Estimated
Fair Value

Gains in Accumulated
Other

Comprehensive
Income

Losses in Accumulated
Other

Comprehensive
Income

(in thousands)
Common stock $ 519 $ 129 $ �
Mutual funds 191 3 �

Total securities $ 710 $ 132 $ �

During the years ended December 31, 2003, 2004 and 2005, available-for-sale securities were sold for total proceeds of $20,000, $63,000 and
$653,000, respectively. The gross realized gains on these sales totaled $0, $8,000 and $75,000 in 2003, 2004 and 2005, respectively. Net
unrealized holding gains on available-for-sale securities in the amount of $70,000 and $71,000 for the years ended December 31, 2003 and 2004,
respectively, have been included in accumulated other comprehensive income. No available-for-sale securities transactions took place during the
nine months ended September 30, 2006.

Inventory

Inventories consist of finished goods available-for-sale and are stated at the lower of cost or market value, determined using the first in, first out
(�FIFO�) method. Long-term inventory is included in other long term assets for the years ended December 31, 2004 and 2005. The Company
purchases inventory from suppliers both domestically and internationally. The Company believes that its products are generally
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available from more than one supplier and seeks to maintain multiple sources for its products, both internationally and domestically.

Because of the continued demand for the Company�s products, the Company primarily purchases products in bulk quantities to take advantage of
quantity discounts and to assure inventory availability. Inventory is reported net of inventory reserves for slow moving, obsolete or scrap
product, which are established based on specific identification of slow moving items and the evaluation of overstock considering anticipated
sales levels. Gross inventory, inventory reserves and net inventory classified as current and noncurrent for the years ended December 31, 2004
and 2005 and the nine months ended September 30, 2006 are as follows:

Years Ended December 31, Nine Months Ended
September 30, 2006    2004        2005    

(in thousands)
Gross inventory:
Current $ 4,974 $ 8,800 $ 7,775
Noncurrent 1,259 960 729
Inventory reserves:
Current (388) (137) (184)
Noncurrent (381) (823) (605)
Net inventory:
Current 4,586 8,663 7,591
Noncurrent 878 137 124

Total net inventory $ 5,464 $ 8,800 $ 7,715

The following table reconciles the inventory reserve:

(In thousands)

Balance at
beginning
of period

Charged to
cost or

expenses Deductions

Balance at
end of
period

Year Ended December 31, 2003
Inventory reserve $ 1,238 $ (606) $ � $ 632
Year Ended December 31, 2004
Inventory reserve 632 137 � 769
Year Ended December 31, 2005
Inventory reserve 769 221 (30) 960
Nine Months Ended September 30, 2006
Inventory reserve 960 (87) (84) 789
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Website and Software Development Costs

The Company capitalizes certain costs associated with software developed for internal use according to EITF No. 00-2 (�EITF 00-2�), �Accounting
for Website Development Costs� and Statement of Position 98-1, �Accounting for the Costs of Computer Software Developed or Obtained for
Internal Use� (�SOP 98-1�). Under the provisions of EITF 00-2 and SOP 98-1, the Company capitalizes certain costs associated with website and
software developed for internal use when both the preliminary project design and testing stage are completed and management has authorized
further funding for the project, which it deems probable of completion and to be used for the function intended. Capitalized costs include
amounts directly related to website and software development such as payroll and payroll-related costs for employees who are directly
associated with, and who devote time to, the internal-use software project. Capitalization of such costs ceases when the project is substantially
complete and ready for its intended use. The Company capitalized $428,000 and $172,000 during the years ended December 31, 2004 and 2005,
respectively, and $141,000 and $225,000 for the nine months ended September 30, 2005 and 2006, respectively. These amounts are amortized
on a straight-line basis over two years once the software is placed into use.

Intangibles

During the year ended December 31, 2004, the Company acquired intangibles in the amount of $50,000 relating to Internet domain names. In
May 2006, in connection with the acquisition of Partsbin, the Company acquired intangible assets consisting of software assets, domain names,
website assets, vendor agreements and goodwill in the amounts of $4.1 million, $2.3 million, $29.0 million and $3.0 million and $13.9 million,
respectively (see Note 11). Capitalized amounts are amortized on a straight-line basis over a two to five year period for software assets, five
years for website assets, and over a three-year period for the vendor agreements, representing the estimated useful lives. Generally, goodwill and
domain names have indefinite lives and are not amortizable. Amortization expense relating to intangibles totaled $8,000, $17,000, $13,000 and
$3.0 million for the years ended December 31, 2004 and 2005 and for the nine months ended September 30, 2005 and 2006, respectively.
Estimated annual aggregate amortization expense for the years ending December 31, 2006, 2007, 2008, 2009 and 2010 will approximate
$5.1 million, $8.2 million, $8.2 million, $6.7 million and $5.8 million, respectively.

Long-lived assets and intangibles

The Company assesses long-lived assets, including intangibles subject to amortization, and indefinite lived intangibles, including goodwill, for
impairment whenever events and circumstances indicate that the carrying value of an asset may not be recoverable based on the undiscounted
estimated future cash flows expected to result from its use and eventual disposition. Impairments will be recognized in operating results to the
extent that the carrying value exceeds the discounted cash flows of future operations. The Company did not recognize any impairment losses for
the years ended December 31, 2003, 2004 or 2005 or for the nine months ended September 30, 2005 or 2006.

Revenue Recognition

The Company recognizes revenue from product sales when the following four revenue recognition criteria are met: persuasive evidence of an
arrangement exists, delivery has occurred (to the common
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carrier), the selling price is fixed or determinable, and collectibility is reasonably assured. These criteria follow the Company�s general policy to
recognize revenue according to its shipping terms, which are F.O.B. shipping point. Under this policy, title and risk of loss are transferred to the
customer upon delivery to the common carrier, at which time, revenue is recognized.

The Company evaluates the criteria of EITF 99-19, �Reporting Revenue Gross as a Principal Versus Net as an Agent,� in determining whether
it is appropriate to record the gross amount of product sales and related costs or the net amount earned as commissions. Generally, when we are
the primary party obligated in a transaction, are subject to inventory risk, have latitude in establishing prices and selecting suppliers, or have
several but not all of these indicators, revenue is recorded gross.

Product sales and shipping revenues, net of promotional discounts and return allowances, are recorded when the products are shipped and title
passes to customers. Retail items sold to customers are made pursuant to terms and conditions that provide for transfer of both title and risk of
loss upon our delivery to the carrier. Return allowances, which reduce product revenue by our best estimate of expected product returns, are
estimated using historical experience. We generally require payment by credit card at the point of sale. Amounts received prior to when we ship
goods to customers are recorded as deferred revenue.

We periodically provide incentive offers to our customers to encourage purchases. Such offers include current discount offers, such as
percentage discounts off current purchases and other similar offers. Current discount offers, when accepted by our customers, are treated as a
reduction to the purchase price of the related transaction. Current discount offers and inducement offers are classified as an offsetting amount in
�Net sales.�

Sales discounts are recorded in the period in which the related sale is recognized. Sales returns and allowances are estimated based on historical
amounts. Credits are issued to customers for returned products. Credits amounted to $3.5 million, $4.2 million and $5.6 million for the years
ended December 31, 2003, 2004 and 2005, respectively. Credits amounted to $4.5 million and $7.1 million for the nine months ended
September 30, 2005 and 2006, respectively. The Company�s sales returns and allowances reserves totaled $200,000, $200,000 and $170,000 at
December 31, 2003, 2004 and 2005, respectively. The Company�s sales returns and allowances reserves totaled $182,000 and $284,000 for the
nine months ended September 30, 2005 and 2006, respectively.

Total sales to one customer were 10.8% of net sales for the year ended December 31, 2004. For the nine months ended September 30, 2005 and
2006, sales to this customer represented approximately 10.1% and less than 10% of net sales, respectively. No other customer accounted for
more than 10% of the Company�s net sales in the past three years.
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The following table reconciles the reserve for sales returns and the reserve for doubtful accounts:

(In thousands)

Balance at
beginning
of period

Charged to
revenue,
cost or

expenses Deductions

Balance at
end of
period

Year Ended December 31, 2003
Reserve for sales returns $ 150 $ 50 $ � $ 200
Reserve for doubtful accounts 34 274 (271) 37
Year Ended December 31, 2004
Reserve for sales returns 200 � � 200
Reserve for doubtful accounts 37 14 � 51
Year Ended December 31, 2005
Reserve for sales returns 200 (30) � 170
Reserve for doubtful accounts 51 16 � 67
Nine Months Ended September 30, 2006
Reserve for sales returns 170 114 � 284
Reserve for doubtful accounts 67 (36) (11) 20

Other Income

Other income consists of realized gains on available-for-sale investments, as well as commission income received from website licensing fees
and other items.

Years Ended December 31,

Nine Months Ended

September 30,
    2003        2004        2005        2005        2006    

(in thousands)
Commissions $ 33 $ 72 $ 112 $ 85 $ 23
Insurance claim � � � � 128
Other income � � 4 4 4
Realized gains � 8 75 76 �

Total other income $ 33 $ 80 $ 191 $ 165 $ 155

Cost of Goods Sold

Cost of goods sold consists of the direct costs associated with procuring parts from suppliers and delivering products to customers. These costs
include direct product costs, purchase discounts, outbound freight and warehouse supplies. The Company includes freight and shipping costs in
cost of goods sold. Total freight and shipping expense included in cost of goods sold for the years ended December 31, 2003, 2004 and 2005 was
$4.2 million, $5.0 million and $9.0 million, respectively. Total freight and shipping expense included in cost of goods sold for the nine months
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Marketing

Marketing costs, including advertising, are expensed as incurred. The majority of marketing expense is paid to Internet search engine service
providers and Internet commerce facilitators. For the years ended December 31, 2003, 2004 and 2005, the Company recognized advertising
costs of $1.2 million, $2.5 million and $3.4 million, respectively. For the nine months ended September 30, 2005 and 2006, advertising costs
were $2.5 million and $6.3 million, respectively.

General and Administrative

General and administrative expense consist primarily of administrative payroll and related expenses, merchant processing fees, legal and
professional fees, and other administrative costs.

Fulfillment

Fulfillment costs consist primarily of payroll and related costs associated with warehouse employees, facility rent, building maintenance, and
other costs associated with inventory management and wholesale operations.

Technology

Technology expense consist primarily of information technology, payroll and related expenses, computer support, software development and
connectivity.

Comprehensive Income

The Company reports comprehensive income in accordance with SFAS No. 130, �Reporting Comprehensive Income.� Accumulated other
comprehensive income includes net income, foreign currency translation adjustments related to the Company�s foreign operations and unrealized
gains and losses from equity investments and investments in mutual funds that hold both debt and equity securities in various publicly traded
companies.

December 31, September 30,
20062004 2005

(in thousands)
Unrealized gain on common stock investments $ 129 $ � $ �
Unrealized gain on mutual fund investments 3 � �
Foreign currency translation adjustment � � 6

Total accumulated other comprehensive income $ 132 $ � $ 6

Foreign Currency Translation

For each of the Company�s foreign subsidiaries, the functional currency is its local currency. Assets and liabilities of foreign operations are
translated into U.S. dollars using the current exchange rates, and revenues and expenses are translated into U.S. dollars using average exchange
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Income Taxes

For income tax purposes, until March 2006, the Company was taxed as an S corporation under provisions of the Internal Revenue and California
Taxation Codes, which required that the income or loss of the Company be reported on the individual income tax returns of the stockholders;
however MBS Marketing, which was consolidated with the Company for financial reporting in all periods presented (see Note 1), was subject to
federal income taxes, franchise taxes in California and franchise and excise taxes in Tennessee at statutory rates since its inception. On March 3,
2006, the Company completed a recapitalization which resulted in the revocation of its subchapter S corporation status. The entire Company
now operates as a C corporation and is subject to tax in the United States.

The Company accounts for income taxes for MBS Marketing, incorporated as a C corporation, in accordance with SFAS No. 109, �Accounting
for Income Taxes.� Under SFAS No. 109, deferred tax assets and liabilities are recognized for the future tax consequences attributable to
temporary differences between the financial statement carrying amount of existing assets and liabilities and their respective tax bases. Deferred
tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in which those temporary
differences are expected to be recovered or settled. When appropriate, a valuation reserve is established to reduce deferred tax assets, which
include tax credits and loss carryforwards, to the amount that is more likely than not to be realized. The pro forma income tax provision on the
face of the statements of income reflects the pro forma effects as if the Company had been established as a C corporation for all periods
presented (see Note 7).

Net Income (Loss) Per Share Data

The Company follows EITF Issue No. 03-6, �Participating Securities and the Two-Class Method� (�EITF 03-6�), under FASB Statement 128, which
established standards regarding the computation of earnings per share by companies that have issued securities other than common stock that
contractually entitle the holder to participate in dividends and earnings of the Company. EITF 03-6 requires earnings available to common
stockholders for the period, after deduction of preferred stock dividends to be allocated between the common and preferred stockholders based
on their respective rights to receive dividends. Basic net income (loss) per share is then calculated by dividing income allocable to common
stockholders (including the reduction for any undeclared, preferred stock dividends, assuming current income for the period had been
distributed) by the weighted-average number of common shares outstanding, net of shares subject to repurchase by the Company, during the
period.

Pro forma Net Income Per Share (unaudited)

Pro forma basic net income per share for the latest year end and interim period only has been computed to give effect to the conversion of the
Series A convertible preferred stock into common stock upon the closing of the Company�s initial public offering on an if-converted basis.

Pro forma basic and diluted net income per share for all periods presented has also been presented only to give effect to the pro forma provision
for income taxes as if the Company had been a C corporation for all periods.
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Share-Based Compensation

The Company accounts for share-based compensation in accordance with SFAS No. 123 (revised 2004), �Share-Based Payment� (�SFAS
No. 123(R)�), which was adopted on January 1, 2006. No stock options were granted prior to December 31, 2005. All stock options issued to
employees are recognized as share-based compensation expense in the financial statements based on their respective grant date fair values, and
are recognized within the statement of income as general and administrative, marketing, fulfillment or technology, based on employee
departmental classifications.

Under this standard, the fair value of each share-based payment award is estimated on the date of grant using an option pricing model that meets
certain requirements. The Company currently uses the Black-Scholes option pricing model to estimate the fair value of share-based payment
awards. The determination of the fair value of share-based payment awards utilizing the Black-Scholes model is affected by our stock price and
a number of assumptions, including expected volatility, expected life, risk-free interest rate and expected dividends. We do not have a history of
market prices of our common stock as we are not a public company, and as such we estimate volatility in accordance with SAB No. 107 using
historical volatilities of similar public entities. The expected life of the awards is based on a simplified method which defines the life as the
average of the contractual term of the options and the weighted average vesting period for all open tranches. The risk-free interest rate
assumption is based on observed interest rates appropriate for the terms of our awards. The dividend yield assumption is based on our
expectation of paying no dividends. Forfeitures are estimated at the time of grant and revised, if necessary, in subsequent periods if actual
forfeitures differ from those estimates.

For non-employees, the Company accounts for share-based compensation in accordance with Emerging Issues Task Force No. 96-18,
�Accounting for Equity Instruments That Are Issued to Other Than Employees for Acquiring, or in Conjunction with Selling, Goods or Services.�
Equity instruments awarded to non-employees are periodically re-measured as the underlying awards vest unless the instruments are fully
vested, immediately exercisable and non-forfeitable on the date of grant.

Segment Data

The Company manages its operations on a consolidated basis for purposes of assessing performance and making operating decisions.
Accordingly, the Company operates in one reportable segment.

Recent Accounting Pronouncements

In July 2006, the FASB issued Financial Accounting Standards Board Interpretation No. 48, �Accounting for Uncertainty in Income Taxes � an
interpretation of FASB Statement No. 109� (�FIN 48�). FIN 48 clarifies the recognition threshold and measurement attribute for the financial
statement recognition and measurement of a tax position taken or expected to be taken in a tax return. FIN 48 also provides guidance on
derecognition, classification, interest and penalties, accounting in interim periods, disclosure and transition. FIN 48 is effective for fiscal years
beginning after December 15, 2006. The Company will adopt this interpretation as required. The Company is currently evaluating the impact of
this interpretation on its consolidated financial statements.
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2. Property and Equipment, Net
The Company�s fixed assets consisted of computer software (internally developed and purchased), machinery and equipment, furniture and
fixtures, and vehicles, and are stated at cost less accumulated depreciation and amortization. Depreciation and amortization are provided for in
amounts sufficient to relate the cost of depreciable and amortizable assets to operations over their estimated service lives. Depreciation expense
for the years ended December 31, 2003, 2004 and 2005 was $120,000, $130,000 and $181,000, respectively. Depreciation expense for the nine
months ended September 30, 2005 and 2006 was $118,000 and $257,000, respectively. Software amortization expense for the years ended
December 31, 2004 and 2005 was $317,000 and $1.8 million, respectively. Software amortization expense for the nine months ended
September 30, 2005 and 2006 was $1.3 million for each such period. The Company had no software amortization expense for the year ended
December 31, 2003. The cost and related accumulated depreciation of assets retired or otherwise disposed of are removed from the accounts and
the resultant gain or loss is reflected in earnings. During 2004, the Company purchased $2.9 million of software from a related party, which is
included in computer software and equipment, to support its online marketing efforts. The fair value of the software purchase was supported
through a valuation study.

Property and equipment consisted of the following at December 31, 2004 and 2005 and at September 30, 2006:

December 31, September 30,
20062004 2005

(in thousands)
Machinery and equipment $ 561 $ 1,180 $ 1,781
Computer software and equipment 3,323 3,546 3,894
Vehicles 112 116 144
Leasehold improvements 3 52 111
Furniture and fixtures 149 40 101
Construction in process � � 383

4,148 4,934 6,414
Less accumulated depreciation and amortization (699) (2,675) (4,447)

Property and equipment, net $ 3,449 $ 2,259 $ 1,967

Depreciation of property and equipment is provided using the straight-line method for financial reporting purposes, at rates based on the
following estimated useful lives:

Years
Machinery and equipment 3 � 5
Computer software (purchased and developed) 2 � 5
Computer equipment 3 � 5
Vehicles 3 � 5
Leasehold improvements 3 � 5
Furniture and fixtures 5 � 7
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3. Line of Credit
At December 31, 2004, the Company had a $3.0 million committed line of credit agreement with a bank with interest at 0.25% above the lender�s
reference rate, which expired on July 30, 2005. The credit line was extended to May 19, 2007, and was increased to $7.0 million. At
December 31, 2004, the Company had $1.5 million outstanding under the line of credit with a weighted-average interest rate of 5.5%. No
amounts were outstanding at December 31, 2005 or at September 30, 2006. The credit agreement contains customary covenants that, among
other things, requires compliance with certain financial ratios and targets and restricts the incurrence of additional indebtedness. At
December 31, 2004 and 2005, the Company was out of compliance with the maximum stockholder distribution covenant, but received a waiver
from the bank as of the end of each year. For purposes of complying with our interim (June 30, 2006) loan covenants our note holder amended
(as of June 30, 2006 only) our original covenant related to EBITDA to add back share based compensation; however, we are compliant with all
of our original loan covenants as of September 30, 2006. The Company was in compliance with all other covenants. There are no compensating
balance requirements. All the assets of the Company serve as collateral on the line of credit.

4. Notes Payable
Notes payable consists of the following:

December 31, Sept. 30,
20062004 2005

(in thousands)
Secured debt, payable beginning March 31, 2007, with interest at 4.58% for
12 months, then LIBOR plus 1.5% $ � $ � $ 10,000
Secured debt, payable beginning June 30, 2007, with interest at LIBOR plus
1.75%, net � � 19,706
Notes payable to stockholders, payable beginning June 30, 2007, with interest at
LIBOR � � 5,000
Note payable, $96 monthly with interest of 5.00%, due on January 1, 2006   1,060 96 �
Note payable, $50 monthly with imputed interest of 5.00%, due on October 1,
2005 489 � �

Total 1,549 96 34,706
Less current portion (1,549) (96) (6,889)

Long-term notes payable $ � $       � $ 27,817

On March 3, 2006, the Company entered into a secured $10.0 million loan agreement with a bank in connection with the recapitalization. The
loan bears interest at 4.58% for the first twelve months and LIBOR plus 1.5% thereafter. On May 19, 2006, the Company entered into a secured
loan agreement with the same bank to provide financing for the cash portion of the purchase price for the acquisition of Partsbin in the amount
of $22.0 million. In August 2006, the Company made an early payment of $2.0 million toward the principal balance of the loan, reducing the
balance to $20.0 million. The loan bears interest at
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LIBOR plus 1.75% and is interest only until April 2007. The term of each loan is four years with monthly payment of principal and interest
required after the first year. The loans are also required to be paid off with the proceeds of a qualified initial public offering, as defined in such
agreements. The loans are secured by substantially all of the assets of the Company.

As a component of the purchase price for the acquisition of Partsbin, the Company entered into promissory notes in the aggregate principal
amount of $5.0 million with the stockholders of Partsbin. The notes bear interest at LIBOR and is interest only until June 2007. Beginning in the
quarter ending June 30, 2007, the notes are payable in equal quarterly installments until March 31, 2008. The notes will become due and payable
upon the consummation of an initial public offering, as defined in such notes. The notes are secured by substantially all the assets of the
Company.

The discount on notes payable represents fees paid to the lender plus the fair value of the warrant issued in connection with the loan.

Future maturities of notes payable will be $0, $10.8 million, $11.9 million, $10.7 million and $1.6 million in 2006, 2007, 2008, 2009 and 2010,
respectively.

At December 31, 2004 and 2005, the Company had unsecured notes outstanding to a related third party totaling $1.5 million and $96,000,
respectively, with a weighted-average interest rate of 5.0%. These notes were paid off during 2006.

5. Recapitalization
On March 3, 2006, the Company completed a recapitalization. As part of this transaction, the Company sold 11,055,425 shares of Series A
convertible preferred stock (the �Preferred Stock�) at a purchase price of $4.07 per share, or $45.0 million in the aggregate. Issuance costs totaled
approximately $2.9 million and included the value of the warrants issued. The warrants were valued at $108,000 using the Black-Scholes
valuation model using the following assumptions: expected life of 2 years; risk-free interest rate of 4.75%; volatility (based upon historical
volatilities of similar public entities) of 31%; and dividend yield of 0%. Total issuance costs were netted against the proceeds received.

To provide additional financing for the recapitalization, the Company borrowed $10.0 million from a bank on March 3, 2006 (see Note 4). This
loan and a portion of the $45.0 million received from the sale of the Preferred Stock, were used to fund the $51.7 million distribution made to
the holders of the Company�s common stock as a part of the recapitalization.

In addition, the stockholders approved a stock split of the Company�s common stock at a ratio of 1,100 shares for every one share previously
held. The stock split became effective on March 3, 2006. All share and per share data included in these consolidated financial statements
retroactively reflect the stock split.

6. Series A Convertible Preferred Stock and Stockholders� Equity
Preferred Stock is convertible on a one-to-one basis, at the option of the holders thereof, into shares of common stock. Each share of the
Preferred Stock converts automatically into common stock upon completion of a qualified initial public offering, as defined. In the event of a
liquidation, dissolution or winding up of the Company, the holders of the Preferred Stock will be entitled to receive, prior to any distribution to
the holders of common stock, an amount equal to $4.07 per share. The Preferred Stock is also
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entitled to receive dividends, when and if declared by the Board of Directors. In addition to the foregoing rights and privileges, the holders of the
Preferred Stock are entitled to elect two directors to the Company�s board of directors.

Share-Based Compensation

The Company adopted the U.S. Auto Parts Network, Inc. 2006 Equity Incentive Plan in March 2006. The Company grants stock options to
purchase common stock to employees with exercise prices equal to the fair value of the underlying stock, as determined by the Company�s board
of directors on the date the option is granted. The board of directors determines the value of the underlying stock by considering a number of
factors, including historical and projected financial results, the risks the Company faced at the time, the preferences of the Company�s preferred
stock holders and the lack of liquidity of the Company�s common stock.

Under SFAS No. 123(R), the Company recognizes the cost of all employee stock options on a straight-line attribution basis, using their
respective grant date fair values, over the vesting periods, net of estimated forfeitures. The Company�s adoption of SFAS No. 123(R) effective
January 1, 2006, resulted in the recognition of additional share-based compensation expense and a reduction of net income of $604,000 during
the nine months ended September 30, 2006. This share-based compensation expense caused the Company�s basic and diluted net income per
share for the nine months ended September 30, 2006 to be reduced by $ 0.03 and $ 0.02, respectively.

The table below sets forth the expected amortization of share-based compensation expense for the entire year of 2006 and for the following four
years for all options granted as of September 30, 2006, assuming all employees remain employed by the Company for their remaining vesting
periods:

Years Ending December 31,
2006 2007 2008 2009 2010

(in thousands)
Amortization of share-based compensation $ 971 $ 1,469 $ 1,469 $ 1,414 $ 456

The table below summarizes the stock option activity during the nine months ended September 30, 2006, which resulted in share-based
compensation expense:

Nine Months Ended
September 30, 2006

Shares

Weighted
Average

Exercise Price
Options outstanding, December 31, 2005 � $ �
Granted 4,047,740 4.92
Exercised � �
Expired � �
Forfeited (20,180) 5.01

Options outstanding, September 30, 2006 4,027,560 $ 4.92
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The fair value of each option grant is estimated on the date of grant using the Black-Scholes option pricing model with the following
assumptions:

Nine Months Ended
September 30, 2006

Expected life 3� 4 years
Risk-free interest rate 5%
Expected volatility 30% � 31%
Expected dividend yield 0%
Using the Black-Scholes option-pricing model for the estimated weighted average fair value of an option to purchase one share of common stock
granted during the nine months ended September 30, 2006, the resulting fair value was $1.55 per share of common stock subject to options. As
of September 30, 2006 the Company had 337,780 shares reserved for future grants under the Company�s 2006 Equity Incentive Plan.

The weighted average expected option term for the nine months ended September 30, 2006 reflects the application of the simplified method set
out in SAB No. 107. The simplified method defines the life as the average of the contractual term of the options and the weighted average
vesting period for all option tranches. Estimated volatility for the nine months ended September 30, 2006 also reflects the application of
SAB No. 107 interpretive guidance and, accordingly, incorporates historical volatility of similar entities whose share prices are publicly
available.

As of September 30, 2006, there was $5.8 million of unrecognized compensation expense related to stock options granted after January 1, 2006,
which expense is expected to be recognized over a weighted-average period of 4.0 years.

Warrants

At September 30, 2006, the Company had outstanding vested warrants to purchase up to 140,554 shares of common stock, which warrants
terminate three years after their respective grant dates. The following table summarizes the warrants outstanding at September 30, 2006:

Security Issued

Upon Exercise
No. of
Shares Grant Date

Exercise
Price Purpose of Grant

Common stock 110,554 March 3, 2006 $ 4.07 Financial advisory
services

Common stock 30,000 May 22, 2006 $ 5.50 Lending arrangement

Total 140,554
The March 3, 2006 warrants were issued in connection with the placement of the Series A convertible preferred stock to the placement agent as
a portion of their fee. The warrants are immediately exercisable, and fully vested. The fair value of these warrants has been netted against the
proceeds of the private placement and recorded as a reduction to the preferred stock. The May 22, 2006 warrants were issued as part of the $22.0
million secured debt financing associated with the Partsbin acquisition and was recorded as a discount on notes payable. Both issuances
increased additional paid-in-capital on common stock.
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The Company determined the fair value of the warrants at the date of grant using the Black-Scholes option pricing model based on the estimated
fair value of the underlying common stock, a volatility rate ranging from 30% to 31%, zero dividends, a risk-free interest rate ranging from
4.75% to 5.00%, and an expected life of two years.

7. Net Income Per Share
EITF No. 03-6 does not require the presentation of basic and diluted net income per share for securities other than common stock. Therefore, the
following net income per share amounts only pertain to the Company�s common stock. The Company calculates diluted net income per share
under the if-converted method unless the conversion of the preferred stock is anti-dilutive to basic net income per share. To the extent preferred
stock is anti-dilutive, the Company calculates diluted net income per share under the two-class method. The following table sets forth the
computation of basic and diluted net income per share:

Years Ended December 31,
Nine Months Ended

September 30,
2003 2004 2005     2005        2006    

(in thousands, except share and per share data)
Historical Net Income Per Share
Numerator:
Net income $ 3,771 $ 7,133 $ 6,819 $ 4,758 $ 3,535

Denominator:
Weighted-average common shares
outstanding (basic) 18,794,793 22,000,000 22,000,000 22,000,000 23,634,781
Common equivalent shares from
conversion of preferred stock � � � � 8,585,165
Common equivalent shares from
common stock options and warrants � � � � 50,369

Weighted-average common shares
outstanding (diluted) 18,794,793 22,000,000 22,000,000 22,000,000 32,270,315

Basic net income per share $ 0.20 $ 0.32 $ 0.31 $ 0.22 $ 0.15
Diluted net income per share $ 0.20 $ 0.32 $ 0.31 $ 0.22 $ 0.11

Proforma Net Income Per Share for
Provision for Income Taxes (unaudited)
Income before income taxes $ 4,249 $ 7,461 $ 6,656 $ 4,559 $ 4,074
Proforma provision for income taxes
(unaudited) 1,729 2,964 2,657 1,822 1,728

Proforma net income (unaudited) $ 2,520 $ 4,497 $ 3,999 $ 2,737 $ 2,346

Edgar Filing: KRAFT FOODS INC - Form 10-Q

Table of Contents 140



Proforma basic net income per share
(unaudited) $ 0.13 $ 0.20 $ 0.18 $ 0.12 $ 0.10
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Potentially dilutive securities not included in the calculation of diluted net income per share because to do so would be anti-dilutive are as
follows (in common equivalent shares):

Years Ended December 31,

Nine Months Ended

September 30,
2003 2004 2005 2005 2006

Convertible preferred stock   �   �   �   � �
Common and preferred stock warrants   �   �   �   � �
Options to purchase common stock   � � � � 2,780,441
Shares of common stock subject to repurchase   � � � � �

Total   �   �   �   � 2,780,441

Pro Forma Net Income Per Share for Conversion of Preferred Shares (unaudited)

The following table sets forth the computation of pro forma basic net income per share (in thousands, except share and per share amounts):

Year Ended
December 31,

2005

Nine Months Ended
September 30,

2006
Numerator:
Net income $ 6,819 $ 3,535

Denominator:
Weighted average common shares outstanding (basic) 22,000,000 23,634,781
Add: Adjustment to reflect the assumed conversion of convertible
preferred stock from January 1, 2005 (unaudited) 11,055,425 11,055,425

Denominator for basic pro forma calculation (unaudited) 33,055,425 34,690,206

Pro forma basic net income per common share (unaudited) $ 0.21 $ 0.10

8. Income Taxes
From inception to March 2, 2006, the Company operated as an S corporation. Deferred tax assets and liabilities are recognized for the tax
consequences attributable to differences between the financial statement carrying amounts of existing assets and liabilities and their respective
tax basis. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in which those
temporary differences are expected to be recovered or settled. A deferred tax asset valuation allowance will be recorded if it is more likely than
not that all or a portion of the recorded deferred tax assets will not be realized.
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Income tax expense as it relates to the Company�s consolidated entity which was a C corporation for the years ended December 31, 2003, 2004
and 2005 consists of the following:

Years Ended December 31,

Nine Months Ended

September 30,
    2003        2004        2005        2005        2006    

(in thousands)
Current:
Federal tax $ 357 $ 80 $ (209) $ (209) $ 1,859
State tax 155 134 148 90 501

Total current taxes 512 214 (61) (119) 2,360

Deferred:
Federal tax (32) 85 (54) (54) (1,433)
State tax (2) 29 (48) (26) (388)

Total deferred taxes (34) 114 (102) (80) (1,821)

Income tax expense (benefit), consolidated $ 478 $ 328 $ (163) $ (199) $ 539

Income tax expense differs from the amount that would result from applying the federal statutory rate as follows:

Years Ended December 31,

Nine Months Ended

September 30,
    2003        2004        2005        2005        2006    

(in thousands)
Income tax at U.S. federal statutory rate:
U.S. Auto Parts Network $ � $ � $ � $ � $ 670
MBS Marketing 325 165 (3) (3) �
Share-based compensation � � � � 99
State income tax, net of federal tax effect 153 163 115 79 240
Change in rate for deferred tax assets � � (275) (275) (457)
Other � � � � (13)

Effective tax provision (benefit) $ 478 $ 328 $ (163) $ (199) $ 539
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Deferred tax assets and deferred tax liabilities at December 31, 2004 and 2005 and at September 30, 2005 and 2006 consisted of the following:

December 31,

Nine Months Ended

September 30,
2003 2004 2005     2005        2006    

(in thousands)
Deferred tax assets:
Inventory reserve $ 3 $ 5 $ 14 $ 19 $ 339
Share-based compensation � � � � 152
Amortization � � � � 1,130
Deferred California tax deduction 32 48 � � 24
Other 5 4 8 7 390

Total deferred tax assets 40 57 22 26 2,035

Deferred tax liability:
Tax over book depreciation 1 103 � 2 78
Tax over book goodwill amortization � � � � 114
Accrual to cash adjustment � 30 � � �

Total deferred tax liability 1 133 � 2 192

Net consolidated deferred tax assets (liabilities) $ 39 $ (76) $ 22 $ 24 $ 1,843

Current portion of deferred tax assets is included in other current assets. Included in accrued expenses is income taxes payable in the amount of
$609,000, $0 and $377,000 for the years ended December 31, 2004 and 2005 and for the nine months ended September 30, 2006, respectively.

9. Related-Party Transactions
Prior to November 2003, the Company leased its corporate headquarters and primary warehouse facility from one of the stockholders of the
Company. Lease payments and expense under this arrangement totaled $271,000 for the year ended December 31, 2003. Beginning in
November 2003, the Company leased its corporate headquarters and primary warehouse from Nia Chloe, LLC, (�Nia Chloe�) a related party with
ownership which mirrored the ownership of the Company. Lease payments and expenses associated with this related party arrangement totaled
$106,000, $420,000 and $475,000, respectively, for the years ended December 31, 2003, 2004 and 2005 and $352,000, and $415,000,
respectively, for the nine months ended September 30, 2005 and 2006. The Company had guaranteed Nia Chloe�s loans from two banks in the
aggregate amount of $3.4 million with respect to the property that it leases from Nia Chloe. Such guarantees were terminated in March 2006. An
unsecured, non-interest bearing receivable totaling $76,000 was due from Nia Chloe as of December 31, 2003. This balance was repaid to the
Company in 2004. An unsecured, non-interest bearing loan of $94,000 was due to Nia Chloe and payable upon demand as of December 31,
2004. This loan was repaid in 2005. The Company has evaluated its relationship with Nia Chloe with regard to FIN 46R, �Consolidation of
Variable Interest Entities�. The Company has determined that Nia Chloe does not meet the criteria for consolidation under FIN 46R and therefore
this entity is not consolidated in the Company�s financial statements.
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In the year ended December 31, 2004, the Company paid $83,000 to one of its directors and officers for the purchase of equipment.

Prior to the merger of MBS into the Company in June 2005 (see Note 1), MBS provided marketing services to the Company and received an
aggregate of $10,000, $498,000 and $338,000 from the Company in the years ended December 31, 2003, 2004 and 2005, respectively. The
ownership of MBS, prior to the merger, mirrored the ownership of the Company.

In September 2006, MBS Tek was recapitalized and became a majority-owned subsidiary of the Company. The Company owns all of the
outstanding shares of MBS Tek except for five shares in the aggregate, representing approximately 0.1% of the total outstanding shares of MBS
Tek, of which two of the Company�s officers each hold one share. Prior to September 2006, MBS Tek was owned by certain stockholders of the
Company and mirrored the ownership of the Company. For the year ended December 31, 2005 and for the nine months ended September 30,
2006, the Company paid MBS Tek an aggregate of $398,000 and $759,000, respectively, in connection with marketing, software development,
sales and customer service.

In September 2002, the landlord of a related party filed a lawsuit in Los Angeles Superior Court alleging certain breaches of a lease relating to a
property located in Los Angeles, California. The Company was sub-lessee to the property and was added as a co-defendant in the lawsuit, which
was settled in March 2003. In October 2004, a lawsuit was filed against the Company and an officer, director and stockholder of the Company in
connection with another business that had been owned by the related party. The Company was dismissed from the lawsuit in October 2005. The
Company paid approximately $29,000, $84,000 and $118,000 during the years ended December 31, 2003, 2004 and 2005, respectively, to
defend and settle these lawsuits.

During 2004, the Company purchased, through MBS, $2.9 million in software from a related party, to support its online marketing efforts. The
Company supported the fair value of the software purchase through an independent third-party valuation. At December 31, 2004 and 2005, the
Company had unsecured notes payable outstanding for this software purchase, totaling $1.5 million and $96,000, respectively, with an interest
rate of 5.0% per annum. These notes were repaid during the nine months ended September 30, 2006. Since the software purchases in 2004, the
Company has continued to purchase software and other products and services from the related party. The Company�s payments to the related
party for such services and products in 2003, 2004 and 2005 totaled $665,000, $827,000 and $23,000, respectively.

From time to time, the Company has purchased inventory from an entity partially owned by the Company�s Chairman. During the years ended
December 31, 2003, 2004 and 2005 and the nine months ended September 30, 2006, the Company purchased inventory totaling $253,000,
$185,000, $415,000 and $336,000, respectively, which the Company believes to be at fair market value.

In addition, the Company purchased office and warehouse supplies during the year ended December 31, 2005 and the nine months ended
September 30, 2006 from a related party in the amount of $114,000 and $97,000, respectively, which the Company believes was the fair market
value of the supplies.

Since 2004, a related party has used a portion of the Company�s facility located in Nashville, Tennessee. For the years ended December 31, 2004
and 2005, the related party paid to the Company $41,000 and $36,000, respectively, as payment for its use of such portion of the Company�s
Tennessee facility.

F-27

Edgar Filing: KRAFT FOODS INC - Form 10-Q

Table of Contents 148



Table of Contents

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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

(Information subsequent to December 31, 2005 and pertaining to September 30, 2006

and the nine months ended September 30, 2005 and 2006 is unaudited)

The Company paid a related party consulting fees which totaled $120,000 for the year ended December 31, 2005, and $30,000 during the nine
months ended September 30, 2006. The Company terminated this arrangement in April 2006.

A related entity also provides printing services for the Company. For the years ended December 31, 2003, 2004 and 2005, the Company paid
this entity $62,000, $120,000 and $101,000, respectively, for such services.

A family member of a director, officer and stockholder of the Company received wages from the Company totaling approximately $61,000,
$69,000 and $79,000 in 2003, 2004 and 2005, respectively, as an employee in the Company�s sales department.

In 2004, the Company recorded, as non-interest bearing loans, certain amounts associated with capital account balance adjustments resulting
from certain S corporation tax distributions the Company made to the Company�s stockholders in those periods. The total amounts of the loans
recorded were $165,000 and $356,000 in 2003 and 2004, respectively. As of September 30, 2006, no amounts associated with these loan entries
were due or payable.

In March 2006, concurrently with the Company�s recapitalization and the termination of the Company�s S corporation status, the Company
distributed to the Company�s stockholders an aggregate of $51.7 million in cash, in proportion to their ownership of the Company�s company.
Those stockholders are also directors and officers of the Company.

In connection with the Company�s acquisition of Partsbin in May 2006, the Company issued to a stockholder of Partsbin a promissory note in the
principal amount of approximately $1.9 million, which bears interest at LIBOR, all of which was outstanding as of September 30, 2006. The
stockholder currently serves as a director and officer of the Company. The Company intends to repay the note in full upon consummation of this
offering.

The Company has entered into indemnification agreements with the Company�s directors and executive officers. These agreements require the
Company to indemnify these individuals to the fullest extent permitted under law against liabilities that may arise by reason of their service to
the Company, and to advance expenses incurred as a result of any proceeding against them as to which they could be indemnified. The Company
also intends to enter into indemnification agreements with the Company�s future directors and executive officers.

10. Commitments and Contingencies
The Company�s corporate headquarters and primary warehouse facilities are under a five-year noncancelable operating lease expiring in
December 2008. The rent for the facilities is increased annually by the greater of 2% or the increase in the U.S. Consumer Price Index. During
2003, the Company had a two-year noncancelable operating lease which was converted to the above agreement.

The Company also leases warehouse space adjacent to its primary facility in Carson, California from a third party under an agreement that
expired August 31, 2006. This lease was renewed through August 31, 2008. Additionally, the Company leases warehouse space in Tennessee
from a third party under an agreement that expired December 31, 2005, and office space in Marina del Rey, California from a third
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party under an agreement that expires November 30, 2006, with monthly payments of $2,368. The Company also leases office space
internationally, with minimal lease cost, to help support its Internet marketing and administrative functions.

As part of the Partsbin acquisition on May 19, 2006, the Company acquired a lease for office space in Trenton, New Jersey with monthly
payments of $10,517 and additional rent for common area maintenance charges, real estate taxes, water, sewer and utilities. This lease expires in
October 2009.

Facility rent expense, inclusive of amounts paid to Nia Chloe for the years ended December 31, 2003, 2004 and 2005, were $513,000, $663,000
and $790,000, respectively, and for the nine months ended September 30, 2005 and 2006 were $613,000 and $664,000, respectively.

Future minimum facility lease payments required under the above operating leases as of December 31, 2005 are:

Related
Parties

Unrelated
Parties Total

Year Ending December 31, (in thousands)
2006 $ 499 $ 195 $ 694
2007 509 � 509
2008 520 � 520

Total $ 1,528 $ 195 $ 1,723

Obligations Under Capital Leases

The Company finances certain equipment under capital leases. Assets held under capital leases totaled $241,000 and $710,000 for the years
ended December 31, 2004 and 2005, respectively, and totaled $252,000 for the nine months ended September 30, 2006. Accumulated
depreciation for assets held under capital leases totaled $121,000 and $208,000 for the years ended December 31, 2004 and 2005, respectively,
and was $60,000 for the nine months ended September 30, 2006. Depreciation of assets held under capital leases is included in depreciation
expense and was $38,000, $42,000 and $95,000 for the years ended December 31, 2003, 2004 and 2005, respectively, and was $61,000 and
$41,000 for the nine months ended September 30, 2005 and 2006, respectively. Capitalized leases bear interest ranging from a nominal rate to
10.68%.
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Future minimum lease payments under capital leases as of December 31, 2005 are:

Year Ending December 31, (in thousands)
2006 $ 203
2007 184
2008 128
2009 70
2010 7

Total minimum payment 592
Less amounts representing interest (65)

Total obligation under capital leases 527
Less current portion (170)

Long-term obligation $ 357

Legal Matters

On December 2, 2005, Ford Global Technologies, LLC (�Ford�) filed a complaint with the United States International Trade Commission
(�USITC�) against the Company and five other named respondents, including four Taiwan-based manufacturers. On December 12, 2005, Ford
filed an amended complaint. Both the complaint and the amended complaint charge the Company and the other respondents with infringement
of 14 design patents that Ford alleges cover eight parts on the 2004-2005 Ford F-150 truck (the �Ford Design Patents�). Ford has asked the USITC
to issue a permanent general exclusion order excluding from entry into the United States all automotive parts that infringe the Ford Design
Patents and that are imported into the United States, sold for importation in the United States, or sold within the United States after importation.
Ford also seeks a permanent order directing the Company and the other respondents to cease and desist from, among other things, selling,
marketing, advertising, distributing and offering for sale imported automotive parts that infringe the Ford Design Patents. The Company filed its
response to the complaint with the USITC in January 2006 denying, among other things, that any of the Ford Design Patents is valid and/or
enforceable and, accordingly, denying each and every allegation of infringement. The Company also asserted several affirmative defenses, any
of which, if successful, would preclude the USITC from granting any of Ford�s requested relief. Some of these defenses were struck by the
Administrative Law Judge (�ALJ�) in response to a motion by Ford. Additionally, four of the Ford Design Patents were dropped from the
investigation at Ford�s request. A hearing before the ALJ occurred in August 2006, and the deadline for the ALJ�s ruling was set as December 4,
2006. (See Note 14)

11. Employee Retirement Plan
Effective February 17, 2006, the Company adopted a 401(k) defined contribution retirement plan covering all full time employees who have
completed one month of service. Participants may contribute up to 15% of their annual compensation to the plan. The Company may, at its sole
discretion, match fifty cents per dollar up to 6% of each participating employee�s salary. The Company�s contributions vest in annual installments
over three years. Discretionary contributions made by the Company totaled $54,000 for the nine months ended September 30, 2006.
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12. Recent Acquisition
On May 19, 2006, the Company acquired all of the assets of Partsbin, an online retailer of auto parts primarily selling engine parts, performance
parts, and accessories to DIY consumers. The acquisition has been accounted for as a purchase in accordance with Statement of Financial
Accounting Standards (�SFAS�) No. 141, �Business Combinations,� and accordingly, the acquired assets and liabilities have been recorded at fair
value. Because of this, different bases of accounting have been used to prepare the Company and Partsbin consolidated financial statements. In
the future, the primary differences are expected to relate to additional interest expense on the new debt and amortization of the intangibles
recorded at the date of the acquisition. The current allocation of the purchase price to assets acquired and liabilities assumed and various finite
and indefinite lived intangible assets as well as goodwill is based on a preliminary valuation study.

The total purchase price for the acquisition was $50.6 million and consisted of $25.0 million in cash, $5.0 million in notes payable to the former
stockholders of Partsbin and 3,305,529 fully vested shares of the Company�s common stock. In addition, the Company incurred $551,000 of
direct transaction costs related to the acquisition. In addition to the purchase price, the Company issued to the former stockholders of Partsbin
options exercisable for 1.9 million shares of the Company�s common stock, which will vest over four years. The options vest with respect to 25%
of the shares one year after the grant date with the remaining shares vesting in 36 monthly installments. In accordance with EITF Issue No. 95-8,
�Accounting for Contingent Consideration Paid to the Shareholders of an Acquired Enterprise in a Purchase Business Combination,� these
options will be recorded as compensation expense in the period in which they are earned, as the vesting of shares is directly linked to continued
employment with the Company. The notes payable require payment of principal and accrued interest on or before June 30, 2007. Interest
expense on the notes payable was accrued in the accompanying consolidated statement of operations.

The results of operations of Partsbin and the estimated fair market values of the acquired assets and liabilities have been included in the
consolidated financial statements from the date of the acquisition. The components of the aggregate cost of the transaction are as follows (in
thousands):

Cash $ 25,000
Notes payable 5,000
Common stock 20,000
Transaction costs 551

Total $ 50,551
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The purchase price for the Partsbin transaction was preliminarily allocated to assets purchased and liabilities assumed based on their estimated
fair values determined by management with the assistance of a third party valuation expert as follows (in thousands) and is subject to change
pending the completion of the valuation report:

Estimated

Amortizable Life
Tangible assets:
Cash $ 1,097
Inventory 604
Fixed assets:
Computers and software 218 2-5 years
Machinery and equipment 35 3-5 years
Vehicles 16 3-5 years
Furniture and fixtures 2 3-5 years
Other assets � current 108
Other assets � long term 28
Intangible assets:
Websites 28,988 5 years
Software 4,089 3 years
Vendor relationships 2,996 3 years
Domain names 2,345
Goodwill 13,929

Total assets 54,455

Liabilities:
Accounts payable and accrued expenses (3,022)
Other current liabilities (867)
Note payable � current (8)
Note payable � long term (7)

Total liabilities (3,904)

Total purchase price $ 50,551

Goodwill is comprised of the residual amount of the purchase price over the fair value of acquired tangible and intangible assets.
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U.S. AUTO PARTS NETWORK, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

(Information subsequent to December 31, 2005 and pertaining to September 30, 2006

and the nine months ended September 30, 2005 and 2006 is unaudited)

In accordance with the purchase method of accounting, the operating results of Partsbin have been included in the Company�s consolidated
operating results since the acquisition date, May 19, 2006. If the operating results of Partsbin had been included since the beginning of the period
for years ended December 31, 2005 and the nine months ended September 30, 2006, the pro forma results of operations of the Company would
be as follows:

Year Ended

December 31,

2005

Nine Months Ended

September 30,
2006

(unaudited)
(in thousands, except share and

per share data)
Net sales $ 97,993 $ 107,524
Net income (loss) (3,092) 1,316
Basic net income (loss) per share $ (0.12) $ 0.05
Diluted net income (loss) per share $ (0.12) $ 0.04
Weighted average shares used in computing basic net income (loss) per common share 25,305,529 25,317,816
Weighted average shares used in computing diluted net income (loss) per common share 25,305,529 33,953,350

13. Quarterly Information (Unaudited)
The following quarterly information includes all adjustments which management considers necessary for a fair presentation of such information.
For interim quarterly financial statements, the provision for income taxes is estimated using the best available information for projected results
for the entire year.

Three Months Ended

March 31,
2005

June 30,

2005
Sept. 30,

2005

Dec. 31,

2005

March 31,

2006

June 30,

2006

Sept. 30,

2006
(in thousands, except share and per share data)

Consolidated Statement of
Income Data:
Net sales $ 14,186 $ 15,238 $ 14,555 $ 15,719 $ 18,005 $ 26,966 $ 38,694
Gross profit 6,326 5,828 5,949 6,766 7,746 9,349 12,791
Income from operations 1,949 1,114 1,399 2,109 2,440 1,278 1,156
Income before income taxes 2,012 1,139 1,407 2,098 2,549 964 561
Net income $ 1,978 $ 1,395 $ 1,383 $ 2,063 $ 2,712 $ 539 284
Basic net income per share $ 0.09 $ 0.06 $ 0.06 $ 0.09 $ 0.12 $ 0.02 $ 0.01
Diluted net income per share $ 0.09 $ 0.06 $ 0.06 $ 0.09 $ 0.11 $ 0.02 $ 0.01
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Shares used in computation
of basic net income per share 22,000,000 22,000,000 22,000,000 22,000,000 22,000,000 23,534,919 25,332,801
Shares used in computation
of diluted net income per
share 22,000,000 22,000,000 22,000,000 22,000,000 25,637,235 34,620,713 36,461,475
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U.S. AUTO PARTS NETWORK, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS � (Continued)

(Information subsequent to December 31, 2005 and pertaining to September 30, 2006

and the nine months ended September 30, 2005 and 2006 is unaudited)

14. Subsequent Events (Unaudited)
On December 4, 2006, the ALJ issued a preliminary ruling upholding the validity of seven of the ten Ford Design Patents and ruled that the
importation of automotive parts allegedly covered by these seven patents violates Section 337 of the Tariff Act of 1930, as amended. This ruling
is subject to review by the USITC Commissioners. The Company and the other respondents intend to file a petition urging the USITC
Commissioners to review and reverse the portions of the initial determination upholding seven of the ten patents, as well as earlier rulings by the
ALJ. The USITC has 45 days from the date of service of the initial determination to decide whether or not it will grant, in whole or in part, a
petition for review. If the petition is granted, the USITC will then set a briefing schedule and must issue a final determination on or before
March 5, 2007. If the USITC ultimately finds a violation of Section 337, it may issue an order prohibiting further importation of the covered
parts into the United States. The USITC�s actions are subject to review by the President of the United States, who has the authority to approve or
disapprove the USITC�s action. After the end of such review period, the USITC�s final decision can be appealed to the United States Court of
Appeals for the Federal Circuit. To date, the Company�s sales of these parts have been minimal, but as the design for the 2004 model is
incorporated into later year models of the F-150 and these trucks have been on the road longer, sales of aftermarket replacement parts for these
trucks may increase substantially. If the USITC were to uphold the ALJ�s preliminary ruling, it is not anticipated that the loss of sales of these
parts over time would be materially adverse to the financial condition or results of operations of the Company. However, Ford and other car
manufacturers may attempt to assert similar allegations based upon design patents on a significant number of parts for other models, which over
time could have a material adverse impact on the Company and the entire aftermarket parts industry.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

Stockholders/Members

All OEM Parts, Inc. and Affiliates

We have audited the accompanying combined balance sheets of All OEM Parts, Inc. and Affiliates as of December 31, 2004 and 2005, and the
related combined statements of operations, stockholders�/members� equity (deficiency) and cash flows for each of the years in the three-year
period ended December 31, 2005. These combined financial statements are the responsibility of the Company�s management. Our responsibility
is to express an opinion on these combined financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the combined financial statements referred to above present fairly, in all material respects, the combined financial position of All
OEM Parts, Inc. and Affiliates as of December 31, 2004 and 2005 and their combined results of operations and cash flows for each of the years
in the three-year period ended December 31, 2005, in conformity with accounting principles generally accepted in the United States of America.

/s/ J.H. COHN LLP

Lawrenceville, New Jersey

March 10, 2006, except for Note 9

which is as of May 19, 2006
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ALL OEM PARTS, INC. AND AFFILIATES

COMBINED BALANCE SHEETS

(in thousands, except share data)

December 31, March 31,
2004 2005 2006

(unaudited)
Assets
Current assets:
Cash and cash equivalents $ 558 $ 328 $ 1,061
Inventory 134 264 383
Other current assets 131 212 204

Total current assets 823 804 1,648

Property and equipment, net 247 779 781
Intangible assets, net 40 125 125
Notes receivable from stockholders 340 631 639
Other noncurrent assets 119 27 27

Total assets $ 1,569 $ 2,366 $ 3,220

Liabilities and Stockholders�/Members� Equity (Deficiency)
Current liabilities:
Accounts payable and accrued expenses $ 1,543 $ 1,953 $ 1,958
Line of credit � 20 �
Notes payable 9 10 8
Other current liabilities 235 526 574

Total current liabilities 1,787 2,509 2,540

Notes payable less current portion 21 355 353

Total liabilities 1,808 2,864 2,893

Commitments and contingencies

Stockholders�/members� equity (deficiency):
Common stock:
No par value, 12,500 shares authorized; 500 issued and outstanding 43 43 43
Retained earnings (accumulated deficit) (281) (473) 345
Members� deficiency (1) (68) (61)

Total stockholders�/members� equity (deficiency) (239) (498) 327

Total liabilities and stockholders�/members� equity $ 1,569 $ 2,366 $ 3,220

See accompanying notes.
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ALL OEM PARTS, INC. AND AFFILIATES

COMBINED STATEMENTS OF OPERATIONS

(in thousands)

Years Ended December 31,
Three Months Ended

March 31,
2003 2004 2005     2005        2006    

(unaudited)
Net sales $ 17,763 $ 23,679 $ 38,295 $ 7,470 $ 13,665
Cost of sales 13,596 18,148 29,398 5,746 10,255

Gross profit 4,167 5,531 8,897 1,724 3,410

Operating expenses:
General and administrative 1,189 1,480 3,111 665 998
Marketing 2,417 3,804 5,172 1,077 1,332
Fulfillment 31 36 50 13 11
Technology 318 319 563 113 238

Total operating expenses 3,955 5,639 8,896 1,868 2,579

Income (loss) from operations 212 (108) 1 (144) 831

Other income (expense):
Loss from disposition of assets (9) � � � �
Interest income 2 2 2 � �
Interest expense (1) (2) (11) (1) (6)

Total other income (expense) (8) � (9) (1) (6)

Income (loss) before income taxes 204 (108) (8) (145) 825
Income tax provision � � � � �

Net income (loss) $ 204 $ (108) $ (8) $ (145) $ 825

See accompanying notes
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ALL OEM PARTS, INC. AND AFFILIATES

COMBINED STATEMENTS OF STOCKHOLDERS�/MEMBERS�

EQUITY (DEFICIENCY)

(in thousands, except share data)

Common Stock
Retained
Earnings

(Accumulated
Deficit)

Total
Stockholders�

Equity
(Deficiency)

Total

Members�
Equity

(Deficiency) TotalShares Amount
Balance, December 31, 2002 500 $ 22 $ (380) $ (358) $ � $ (358)
Net income (loss) � � 205 205 (1) 204
Members� contributions � � � � 2 2

Balance, December 31, 2003 500 22 (175) (153) 1 (152)
Net loss � � (106) (106) (2) (108)
Stockholders� contributions � 21 � 21 � 21

Balance, December 31, 2004 500 43 (281) (238) (1) (239)
Net income (loss) � � 59 59 (67) (8)
Distributions to stockholders � � (251) (251) � (251)
Members� contribution � � � � � �

Balance, December 31, 2005 500 43 (473) (430) (68) (498)
Net income (unaudited) � � 818 818 7 825

Balance, March 31, 2006 (unaudited) 500 $ 43 $ 345 $ 388 $ (61) $ 327

See accompanying notes
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ALL OEM PARTS, INC. AND AFFILIATES

COMBINED STATEMENTS OF CASH FLOWS

(in thousands)

Years Ended December 31,
Three Months Ended

March 31,
    2003        2004        2005        2005        2006    

(unaudited)
Operating activities
Net income (loss) $ 204 $ (108) $ (8) $ (145) $ 825
Adjustments to reconcile net income (loss) to net cash provided
by operating activities:
Depreciation and amortization 35 66 122 24 34
Loss on sale of assets 9 � � � �
Changes in operating assets and liabilities:
Inventory (125) 58 (130) (149) (120)
Other current assets (25) (101) (81) (31) 8
Other noncurrent assets (92) (9) � � �
Accounts payable and accrued expenses 165 643 430 302 6
Other current liabilities 107 23 291 132 48

Net cash provided by operating activities 278 572 624 133 801

Investing activities
Purchase of property, equipment and intangibles (52) (236) (323) (78) (35)
Advances to stockholders (98) (224) (290) (42) (9)

Net cash used in investing activities (150) (460) (613) (120) (44)

Financing activities
Borrowings (payments) on line of credit � � 20 45 (20)
Payments on notes payable (1) (11) (10) (2) (4)
Distribution to stockholders � � (251) � �
Capital contributions 1 21 � � �

Net cash provided by (used in) financing activities � 10 (241) 43 (24)

Net increase (decrease) in cash and cash equivalents 128 122 (230) 56 733
Cash and cash equivalents at beginning of period 308 436 558 558 328

Cash and cash equivalents at end of period $ 436 $ 558 $ 328 $ 614 $ 1,061

Supplemental disclosure of noncash investing and financing
activities:
Property and equipment acquired under note payable $ 22 $ 21 $ 345 $ � $ �
Purchase of intangible assets included in accounts payable � 20 � � �

Cash paid during the period for:
Interest $ 1 $ 2 $ 11 $ 1 $ 6
Income taxes 1 3 5 � 4
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ALL OEM PARTS, INC. AND AFFILIATES

NOTES TO COMBINED FINANCIAL STATEMENTS

1. Summary of Significant Accounting Policies and Nature of Operations
Principles of Combination and Business

The combined financial statements include the accounts of All OEM Parts, Inc., The Parts Bin.Com, Inc., Everything Internet, LLC, Auto Parts
Web Solutions, Inc., Auto Parts Online Canada, Inc., Web Chat Solutions and TPB Real Estate, LLC (collectively, the �Company�), which are
combined on the basis of common ownership and control. All material intercompany accounts and transactions have been eliminated in
combination. The Company is primarily engaged in the distribution of automobile parts, primarily to car enthusiasts and repair specialists, via
the Internet.

Unaudited Interim Financial Statements

The combined financial statements pertaining to March 31, 2006 and for the three months ended March 31, 2005 and 2006 are unaudited. The
unaudited combined financial statements have been prepared on the same basis as the audited combined financial statements and, in the opinion
of management, include all adjustments, consisting only of normal recurring adjustments, necessary to state fairly the financial information set
forth therein, in accordance with accounting principles generally accepted in the United States of America.

The results of operations for the three months ended March 31, 2006 are not necessarily indicative of the results which may be reported for any
other interim period or for the year ending December 31, 2006.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect certain reported amounts and disclosures. Accordingly, actual results could differ
from those estimates.

Impairment of Long-Lived Assets

The Company follows Statement of Financial Accounting Standards (�SFAS�) No. 144, �Accounting for the Impairment or Disposal of Long-Lived
Assets.� The Company reviews its long-lived assets, including property and equipment and capitalized software development costs, for
impairment whenever events or changes in circumstances indicate that the carrying amount of the assets may not be fully recoverable. To
determine the recoverability of its long-lived assets, the Company evaluates the probability that future undiscounted net cash flows, without
interest charges, will be less than the carrying amount of the assets. If the estimated undiscounted cash flows are determined to be less than the
carrying value of the long-lived asset, an impairment charge is recorded for the difference between the fair value as determined by discounting
the anticipated future cash flows and the carrying value of the asset.

Cash Equivalents and Concentration of Credit Risk

The Company considers all highly liquid short-term investments with original maturities of 90 days or less to be cash equivalents. At times, the
Company maintains cash and cash equivalent balances in excess of federally insured limits.

Inventory

Inventory is stated at the lower of cost (determined by the specific identification method) or market.
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ALL OEM PARTS, INC. AND AFFILIATES

NOTES TO COMBINED FINANCIAL STATEMENTS � (Continued)

Property and Equipment

Property and equipment are stated at cost. Depreciation is generally computed on a straight-line basis and over the estimated useful lives of the
assets. Leasehold improvements are amortized using the straight-line method over the shorter of the lease term or the estimated useful life of the
asset.

Intangible Assets

The Company has adopted SFAS No. 142, �Goodwill and Other Intangible Assets� (�SFAS 142�). Under SFAS 142, intangible assets with indefinite
useful lives are subject to reduction only when their carrying amounts exceed their estimated fair values based on impairment tests established
by SFAS 142 that must be made at least annually. There was no impairment of intangible assets as a result of the annual impairment test
completed during the fourth quarters of 2004 and 2005. Intangible assets are comprised of domain names which have indefinite lives and, as
such, are not amortized.

Capitalized Software

The Company capitalizes payroll and payroll related costs for employees incurred in developing computer software for internal use, once certain
criteria are met. In accordance with Statement of Position 98-1, �Accounting for the Costs of Computer Software Developed or Obtained for
Internal Use� (�SOP 98-1�), costs incurred prior to the establishment of a substantive plan are charged to general and administrative expenses. Such
internal use software is included in property and equipment and is amortized over a five year period.

Website Development Costs

The Company accounts for website development costs in accordance with Emerging Issues Task Force (�EITF�) Issue No. 00-2, �Accounting for
Website Development Costs,� and SOP 98-1. All costs incurred in the planning stage of developing a website are expensed as incurred as are
internal and external training costs and maintenance costs.

External and internal costs, excluding general and administrative costs and overhead costs, incurred during the applicable development stage of
internally-used website software are capitalized. Such costs include external direct costs of materials and services consumed in development or
obtaining website software, payroll and payroll related costs for employees who are directly associated with and who devote time to developing
website software, and interest costs incurred while developing website software. Upgrades and enhancements that result in additional
functionality to the website software, which enable it to perform tasks that it was previously incapable of performing, are also capitalized.

Capitalized internally-used website development costs are amortized on a straight-line basis over their estimated useful life of five years.
Amortization begins when all substantial testing of the website is completed and the website is ready for its intended use.

Revenue Recognition

The Company recognizes revenue, net of sales returns, in accordance with accounting principles generally accepted in the United States and with
SEC Staff Accounting Bulletin No. 104, �Revenue Recognition,� and in accordance with EITF Issue No. 99-19, �Reporting Revenue Gross as a
Principal Versus Net as an Agent � (�EITF 99-19�). Recognition occurs when there is persuasive evidence of an
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ALL OEM PARTS, INC. AND AFFILIATES

NOTES TO COMBINED FINANCIAL STATEMENTS � (Continued)

arrangement, the fees are fixed and determinable and collection is reasonably assured. Revenue is recognized when the product is received by
the customer. Deferred revenue represents cash receipts on orders that are in transit to the customer.

Advertising

Advertising costs are expensed as the Internet advertising takes place and amounted to $713,000 and $1.0 million for the three months ended
March 31, 2005 and 2006, respectively. Advertising costs were $1.1 million, $2.4 million and $4.8 million for the years ended December 31,
2003, 2004 and 2005, respectively. Included in prepaid expenses and other receivables at March 31, 2005 and 2006 is $100,000 and $148,000,
respectively, of prepaid advertising costs, which are being expensed in the period in which the advertising is used. Amounts were $14,000,
$90,000 and $142,000 for the years ended December 31, 2003, 2004 and 2005 respectively.

Income Taxes

All OEM Parts, Inc., The Parts Bin.Com, Inc., Auto Parts Web Solutions, Inc. and Auto Parts Online Canada, Inc., with the consent of their
stockholders, have elected to be treated as S corporations under the applicable sections of the Internal Revenue Code and various state
regulations. Under these sections, corporate income or loss, in general, is taxable to the stockholders in proportion to their respective interests. In
those states where S corporation status is not recognized, the Company will continue to be liable for those taxes.

Everything Internet, LLC and TPB Real Estate, LLC have elected to be treated as partnerships under the applicable sections of the Internal
Revenue Code and various state regulations. The accompanying consolidated financial statements do not contain a provision or credit for income
taxes related to Everything Internet, LLC and TPB Real Estate, LLC since the proportionate share of the income or loss is included in the tax
returns of the members.

Web Chat Solutions, Inc. accounts for income taxes pursuant to the asset and liability method which requires deferred income tax assets and
liabilities to be computed annually for differences between financial statement and tax bases of assets and liabilities that will result in taxable or
deductible amounts in the future based on enacted tax laws and rates applicable to the periods in which the differences are expected to affect
taxable income. No deferred taxes resulting from these differences are provided as the amount is considered insignificant.

2. Vendor Concentrations
As of December 31, 2003, the Company had purchases from two vendors, which represented approximately 82% of total purchases. At
December 31, 2003, $537,000 of accounts payable was due to these vendors. As of December 31, 2004, the Company had purchases from two
vendors, which represented approximately 81% of total purchases. At December 31, 2004, $585,000 of accounts payable was due to these
vendors. As of December 31, 2005, the Company had purchases from three vendors, which represented approximately 79% of total purchases.
At December 31, 2005, $1.1 million of accounts payable was due to these vendors. During the three months ended March 31, 2005 and 2006, the
Company had purchases from three vendors which represented approximately 88% and 74%, respectively, of total purchases. At March 31, 2005
and 2006, $933,000 and $891,000, respectively, of accounts payable was due to these vendors.
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ALL OEM PARTS, INC. AND AFFILIATES

NOTES TO COMBINED FINANCIAL STATEMENTS � (Continued)

3. Notes Receivable � Stockholders
Notes receivable from stockholders are non-interest bearing with no specific repayment terms.

4. Property and Equipment
Property and equipment consists of the following:

Estimated

Useful Lives

As of December 31, As of March 31,

    2004        2005    2006
(in thousands)

Condominium 30 years $ � $ 460 $ 460
Leasehold improvements life of lease 13 13 13
Furniture and fixtures 5-7 years 28 62 62
Equipment 3 years 46 92 95
Capitalized software 5 years 14 14 14
Website development 5 years 120 212 231
Computers and software 3-5 years 83 105 119
Automobiles 5 years 58 59 59

362 1,017 1,053
Less accumulated depreciation and amortization (115) (238) (272)

Property and equipment, net $    247 $ 779 $ 781

Depreciation and amortization expense was $35,000, $66,000 and $122,000 for the years ended December 31, 2003, 2004 and 2005,
respectively. Amounts were $24,000 and $34,000 for the three months ended March 31, 2005 and 2006, respectively.

5. Line of Credit
On May 30, 2003, the Company entered into a $100,000 line of credit agreement with PNC Bank (the �Bank�) which expired in May 2005, but
was subsequently extended through May 31, 2006. Borrowings are secured by the Company�s cash deposits with the Bank. Borrowings under the
line of credit bear interest at the prime rate plus 1.5% (6.75%, 8.75%, 7.25% and 9.25% at December 31, 2004 and 2005 and March 31, 2005
and 2006, respectively). As of December 31, 2004 and March 31, 2006, there were no borrowings under the line of credit.
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ALL OEM PARTS, INC. AND AFFILIATES

NOTES TO COMBINED FINANCIAL STATEMENTS � (Continued)

6. Notes Payable
Notes payable consists of the following:

As of December 31, As of March 31,
      2004            2005      2006

(in thousands)
Mortgage(A) $ � $ 345 $ 345
Other(B) 30 20 16

30 365 361
Less current portion 9 10 8

Long-term portion $ 21 $ 355 $ 353

(A) The mortgage requires monthly interest-only (9%) payments of $2,587 until November 2010, at which time the payment increases to
$2,894, including both interest and principal through October 2035. The mortgage is secured by the property with a net book value of
approximately $455,000 and $451,000 at December 31, 2005 and March 31, 2006, respectively.

(B) The notes are payable in monthly installments through January 2009 and are collateralized by automobiles.
Principal payment requirements on the above obligations in each of the years subsequent to December 31, 2005 and March 31, 2006,
respectively, are as follows:

As
of

December 31,
2005

As of
March 31,

2006
(in thousands)

2005 $ � $ �
2006 10 �
2007 5 8
2008 5 5
2009 � 3
2010 1 �
2011 � 2
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ALL OEM PARTS, INC. AND AFFILIATES

NOTES TO COMBINED FINANCIAL STATEMENTS � (Continued)

7. Stockholders�/Members� Equity (Deficiency)
Common stock at December 31, 2004 and 2005 and at March 31, 2006 consisted of the following:

Number of Shares

AmountAuthorized

Issued and

Outstanding
(in thousands)

All OEM Parts, Inc. 2,500 100 $ 7
The Parts Bin.Com, Inc. 2,500 100 15
Auto Parts Web Solutions, Inc. 2,500 100 10
Auto Parts Online Canada, Inc. 2,500 100 10
Web Chat Solutions, Inc. 2,500 100 1

Total $ 43

Everything Internet, LLC was formed as a limited liability company, for which the members are not personally liable for any of its liabilities.
The initial term of Everything Internet, LLC runs through 2032, but it may be dissolved upon a sale of assets, unanimous consent of the
members or upon the bankruptcy of a member.

TPB Real Estate, LLC was formed as a limited liability company, for which the members are not personally liable for any of its liabilities. The
initial term of TPB Real Estate, LLC runs through 2032, but it may be dissolved upon a sale of assets, unanimous consent of the members or
upon the bankruptcy of a member.

8. Lease Commitments
The Company leases facilities under operating leases which expire through October 2009. The Company also rents another facility on a
month-to-month basis. The leases contain certain other conditions and requirements which include payment of additional rent for common area
maintenance charges, real estate taxes, water, sewer and utilities. Related rent expense was $84,000, $89,000 and $122,000 for the years ended
December 31, 2003, 2004 and 2005, respectively, and $29,000 and $31,000, respectively, for the three months ended March 31, 2005 and 2006.
Minimum annual lease payments in each of the years subsequent to December 31, 2005 and March 31, 2006 are as follows:

As of
December 31,

2005

As of
March 31,

2006
(in thousands)

2005 $ � $ �
2006 81 �
2007 81 81
2008 81 81
2009 68 81
2010 � 47

Total $ 311 $ 290
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9. Subsequent Event
On May 19, 2006, an unrelated entity acquired 100% of the equity interests in All OEM Parts, Inc. and Affiliates, with the exception of one
combined entity, TPB Real Estate, LLC.
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Through and including                     , 2007 (the 25th day after the date of this prospectus), all dealers effecting transactions in these securities,
whether or not participating in this offering, may be required to deliver a prospectus. This is in addition to the dealers� obligation to deliver a
prospectus when acting as underwriters and with respect to their unsold allotments or subscriptions.

                     Shares

Common Stock

PRICE $             PER SHARE

RBC CAPITAL MARKETS THOMAS WEISEL PARTNERS LLC

PIPER JAFFRAY JMP SECURITIES

PROSPECTUS

                    , 2007
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PART II

INFORMATION NOT REQUIRED IN PROSPECTUS

Item 13. Other Expenses of Issuance and Distribution
The following table sets forth the costs and expenses, other than underwriting discounts and commissions, payable in connection with the sale
and distribution of the securities being registered. All amounts are estimated except the SEC and NASD registration fees. All of the expenses
below will be paid by us.

Item
SEC Registration fee $ 10,700
NASD filing fee 10,500
Nasdaq Global Market listing fee
Blue sky fees and expenses
Printing and engraving expenses
Legal fees and expenses
Accounting fees and expenses
Transfer Agent and Registrar fees
Insurance premiums
Miscellaneous

Total $

Item 14. Indemnification of Directors and Officers
Under Section 145 of the Delaware General Corporation Law, we can indemnify our directors and officers against liabilities they may incur in
such capacities, including liabilities under the Securities Act of 1933, as amended (the �Securities Act�). Our bylaws (Exhibit 3.4 to this
registration statement) provide that we will indemnify our directors and officers to the fullest extent permitted by law and require us to advance
litigation expenses upon our receipt of an undertaking by the director or officer to repay such advances if it is ultimately determined that the
director or officer is not entitled to indemnification. Our bylaws further provide that rights conferred under such bylaws do not exclude any other
right such persons may have or acquire under any bylaw, agreement, vote of stockholders or disinterested directors or otherwise.

Our certificate of incorporation (Exhibit 3.2 to this registration statement) provides that, pursuant to Delaware law, our directors shall not be
liable for monetary damages for breach of the directors� fiduciary duty of care to us and our stockholders. This provision in the certificate of
incorporation does not eliminate the duty of care, and in appropriate circumstances equitable remedies such as injunctive or other forms of
non-monetary relief will remain available under Delaware law. In addition, each director will continue to be subject to liability for breach of the
director�s duty of loyalty to us or our stockholders, for acts or omissions not in good faith or involving intentional misconduct or knowing
violations of law, for actions leading to improper personal benefit to the director, and for payment of dividends or approval of stock repurchases
or redemptions that are unlawful under Delaware law. The provision also does not affect a director�s responsibilities under any other law, such as
the federal securities laws or state or federal environmental laws.

In addition, our certificate of incorporation provides that we shall indemnify our directors and officers if such persons acted (i) in good faith,
(ii) in a manner reasonably believed to be in or not opposed to our best interests, and (iii) with respect to any criminal action or proceeding, with
reasonable cause to believe such conduct was lawful. The certificate of incorporation also provides that, pursuant to Delaware law, our
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directors shall not be liable for monetary damages for breach of the directors� fiduciary duty of care to us and our stockholders. This provision in
the certificate of incorporation does not eliminate the duty of care, and in appropriate circumstances equitable remedies such as injunctive or
other forms of non-monetary relief will remain available under Delaware law. In addition, each director will continue to be subject to liability for
breach of the director�s duty of loyalty to us for acts or omissions not in good faith or involving intentional misconduct, for knowing violations of
law, for actions leading to improper personal benefit to the director, and for payment of dividends or approval of stock repurchases or
redemptions that are unlawful under Delaware law. The provision also does not affect a director�s responsibilities under any other law, such as
the federal securities laws or state or federal environmental laws. The certificate of incorporation further provides that we are authorized to
indemnify our directors and officers to the fullest extent permitted by law through the bylaws, agreement, vote of stockholders or disinterested
directors, or otherwise. We intend to obtain directors� and officers� liability insurance in connection with this offering.

In addition to the indemnification provided for in the certificate of incorporation and bylaws, we have entered into or intend to enter into
agreements to indemnify our directors and certain of our officers. These agreements will, among other things, indemnify our directors and some
of our officers for certain expenses (including attorneys fees), judgments, fines and settlement amounts incurred by such person in any action or
proceeding, including any action by or in our right, on account of services by that person as a director or officer of U.S. Auto Parts or as a
director or officer of any of our subsidiaries, or as a director or officer of any other company or enterprise that the person provides services to at
our request.

The underwriting agreement (Exhibit 1.1 to this registration statement) provides for indemnification by the underwriters of us and our officers
and directors, and by us of the underwriters, for certain liabilities arising under the Securities Act or otherwise in connection with this offering.

Item 15. Recent Sales of Unregistered Securities
The following is a summary of our transactions since December 31, 2002, involving sales of our securities that were not registered under the
Securities Act of 1933, as amended:

(1) In June 2005, we merged MBS Marketing, Inc. into us and issued an aggregate of 3,667,400 shares of our common stock to the stockholders
of MBS. All outstanding shares of MBS capital stock were cancelled in connection with such merger.

(2) In March 2006, we completed a private placement of our Series A convertible preferred stock and issued 11,055,425 shares of our Series A
convertible preferred stock to Oak Investment Partners XI, L.P. for a purchase price of $4.07 per share or an aggregate purchase price of
$45.0 million.

(3) In May 2006, we acquired Partsbin in a stock for stock and cash transaction. As partial consideration for all of the outstanding capital stock
of Partsbin, we issued an aggregate of 3,305,529 shares of our common stock to the stockholders of Partsbin.

(4) From March 2006 to June 2006, we granted options to purchase an aggregate of 4,047,740 shares of common stock to our employees and
directors under our stock option plan at exercise prices ranging from $4.07 to $5.50 per share. Of the options granted, as of September 30, 2006,
options to purchase 4,027,560 shares were outstanding, no shares of common stock have been purchased pursuant to exercises of stock options
and 20,180 shares have been cancelled and returned to the stock option plan pool.

(5) In June 2006, we issued and sold 27,272 shares of our common stock under the 2006 Equity Incentive Plan at a purchase price of $5.50 per
share or an aggregate purchase price of $150,000.
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The issuances of securities in the transactions described in paragraphs 1, 2 and 3 above were effected without registration under the Securities
Act in reliance on Section 4(2) thereof or Rule 506 of Regulation D thereunder based on the status of each investor as an accredited investor as
defined under the Securities Act. The issuances of securities in the transactions described in paragraphs 4 and 5 above were effected without
registration under the Securities Act in reliance on Section 4(2) thereof or Rule 701 thereunder as transactions pursuant to compensatory benefit
plans and contracts relating to compensation. None of the foregoing transactions was effected using any form of general advertising or general
solicitation as such terms are used in Regulation D under the Securities Act. The recipients of securities in each such transaction either received
adequate information about us or had access, through their relationships with us, to such information.

Item 16. Exhibits and Financial Statement Schedules
The following Exhibits are attached hereto and incorporated herein by reference.

Exhibit No. Description
  1.1* Form of Underwriting Agreement

  3.1* Amended and Restated Certificate of Incorporation of U.S. Auto Parts Network, Inc.

  3.2* Bylaws of U.S. Auto Parts Network, Inc.

  4.1* Specimen common stock certificate

  5.1* Opinion of Dorsey & Whitney LLP

10.1+** U.S. Auto Parts Network, Inc. 2006 Equity Incentive Plan

10.2+** Form of Stock Option Agreement under the U.S. Auto Parts Network, Inc. 2006 Equity Incentive Plan

10.3+** Form of Notice of Grant of Stock Option under the U.S. Auto Parts Network, Inc. 2006 Equity Incentive Plan

10.4+** Form of Acceleration Addendum to Stock Option Agreement under the U.S. Auto Parts Network, Inc. 2006 Equity Incentive
Plan

10.5+* U.S. Auto Parts Network, Inc. 2006 Omnibus Plan

10.6** Investors� Rights Agreement dated March 3, 2006 by and between U.S. Auto Parts Network, Inc. and Oak Investment Partners
XI, L.P.

10.7** Note and Security Agreement dated May 19, 2006 by and among U.S. Auto Parts Network, Inc., Richard Pine, Lowell Mann,
Brian Tinari and Todd Daugherty

10.8+** Offer Letter of Employment dated May 19, 2006 by and between U.S. Auto Parts Network, Inc. and Richard Pine

10.9+** Non-Competition Agreement dated May 19, 2006 by and among U.S. Auto Parts Network, Inc. and Richard Pine, Lowell
Mann, Brian Tinari and Todd Daugherty

10.10** Shareholder�s Release dated May 19, 2006 by and between U.S. Auto Parts Network, Inc. and Richard Pine

10.11** Business Loan Agreement dated February 24, 2006 by and between U.S. Auto Parts Network, Inc. and East West Bank

10.12** Promissory Note dated February 24, 2006 by U.S. Auto Parts Network, Inc. in favor of East West Bank
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Exhibit No. Description
10.13** Teletransmission Agreement dated February 24, 2006 by and between U.S. Auto Parts Network, Inc. and East West Bank

10.14** Business Loan Agreement dated February 24, 2006 by and between U.S. Auto Parts Network, Inc. and East West Bank

10.15** Changes in Terms Agreement dated February 24, 2006 by and between U.S. Auto Parts Network, Inc. and East West Bank

10.16** Loan Agreement dated May 18, 2006 by and between U.S. Auto Parts Network, Inc. and East West Bank

10.17** Secured Promissory Note dated May 18, 2006 by U.S. Auto Parts Network, Inc. in favor of East West Bank

10.18** Collateral Assignment Agreement dated May 18, 2006 by and between U.S. Auto Parts Network, Inc. and East West Bank

10.19** Collateral Assignment Agreement dated May 18, 2006 by and between PartsBin, Inc. and East West Bank

10.20** Security Agreement dated May 18, 2006 by and between U.S. Auto Parts Network, Inc. and East West Bank

10.21** Security Agreement dated May 18, 2006 by and between PartsBin, Inc. and East West Bank

10.22** Amendment to Existing Agreements dated May 18, 2006 by and between U.S. Auto Parts Network, Inc. and East West Bank

10.23 Commercial Lease Agreement dated January 1, 2004 by and between U.S. Auto Parts Network, Inc. and Nia Chloe
Enterprises, LLC

10.24 Standard Industrial/Commercial Multi-Tenant Lease � Gross dated October 1, 2006 by and between U.S. Auto Parts Network,
Inc. and Margay 2003, LLC

10.25 Standard Industrial/Commercial Multi-Tenant Lease � Gross dated July 12, 2004 by and between U.S. Auto Parts Network,
Inc. and Isadore Socransky

10.26 Lease dated November 30, 2004 by and between U.S. Auto Parts Network, Inc. and William Coats

10.27* Catalog License and Parts Purchase Agreement dated November 20, 2006 by and between U.S. Auto Parts Network, Inc. and
WORLDPAC, Inc.

10.28+* Employment Agreement dated December     , 2006 by and between U.S. Auto Parts Network, Inc. and Michael J. McClane

10.29* Services Agreement dated October 3, 2006 by and between U.S. Auto Parts Network, Inc. and Efficient Frontier, Inc.

10.30+* Offer Letter of Employment dated November 2006 by and between U.S. Auto Parts Network, Inc. and Howard Tong

16.1 Letter from Stonefield Josephson, Inc.

21.1** Subsidiaries of U.S. Auto Parts Network, Inc.

23.1 Consent of Ernst & Young LLP

23.2 Consent of Stonefield Josephson, Inc.

23.3 Consent of J.H. Cohn LLP

23.4* Consent of Dorsey & Whitney LLP (included in Exhibit 5.1)
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Exhibit No. Description

24.1** Power of Attorney (included on signature pages hereto)

24.2 Power of Attorney of Robert J. Majteles and Ellen F. Siminoff

* To be filed by amendment.

** Previously filed.

+ Indicates management contract or compensatory plan.
(b) Financial Statement Schedules

Schedules have been omitted because the information required to be set forth therein is not applicable or is shown in the financial statements or
notes thereto.

Item 17. Undertakings
The registrant hereby undertakes to provide to the Underwriters at the closing specified in the underwriting agreement certificates in such
denominations and registered in such names as required by the Underwriters to permit prompt delivery to each purchaser.

Insofar as indemnification for liabilities arising under the Securities Act of 1933 may be permitted to directors, officers and controlling persons
of U.S. Auto Parts pursuant to the foregoing provisions, or otherwise, U.S. Auto Parts has been advised that in the opinion of the Securities and
Exchange Commission such indemnification is against public policy as expressed in the Securities Act and is, therefore, unenforceable. In the
event that a claim for indemnification against such liabilities (other than the payment by U.S. Auto Parts of expenses incurred or paid by a
director, officer or controlling person of U.S. Auto Parts in the successful defense of any action, suit, or proceeding) is asserted by such director,
officer or controlling person in connection with the securities being registered, U.S. Auto Parts will, unless in the opinion of its counsel the
matter has been settled by controlling precedent, submit to a court of appropriate jurisdiction the question whether such indemnification by it is
against public policy as expressed in the Securities Act and will be governed by the final adjudication of such issue.

The undersigned registrant hereby undertakes that:

(1) For purposes of determining any liability under the Securities Act of 1933, the information omitted from the form of prospectus as filed as
part of this Registration Statement in reliance upon Rule 430A and contained in a form of prospectus filed by U.S. Auto Parts pursuant to Rule
424(b) (1) or (4) or 497(h) under the Securities Act shall be deemed to be part of this Registration Statement as of the time it was declared
effective.

(2) For the purpose of determining any liability under the Securities Act of 1933, each post-effective amendment that contains a form of
prospectus shall be deemed to be a new registration statement relating to the securities offered therein, and this offering of such securities at that
time shall be deemed to be the initial bona fide offering thereof.
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SIGNATURES

Pursuant to the requirements of the Securities Act of 1933, U.S. Auto Parts Network, Inc. has duly caused this Amendment No. 1 to the
Registration Statement to be signed on its behalf by the undersigned, thereunto duly authorized, in the City of Carson, State of California, on the
8th day of December, 2006.

U.S. Auto Parts Network, Inc.

By: /s/    MEHRAN NIA        

Mehran Nia

Chief Executive Officer and President
Pursuant to the requirements of the Securities Act of 1933, this Amendment No. 1 to the Registration Statement on Form S-1 has been signed by
the following persons in the capacities and on the dates indicated:

Signature Title Date

/s/    MEHRAN NIA        

Mehran Nia

Chief Executive Officer, President and
Director (principal executive officer)

December 8, 2006

/s/    MICHAEL J. MCCLANE        

Michael J. McClane

Chief Financial Officer, Executive Vice
President of Finance, Secretary and
Treasurer (principal financial and
accounting officer)

December 8, 2006

*

Sol Khazani

Chairman of the Board December 8, 2006

*

Massoud Entekhabi

Director December 8, 2006

*

Fredric W. Harman

Director December 8, 2006

*

Richard Pine

Vice President, East Coast Operations and
Director

December 8, 2006

/s/    ROBERT J. MAJTELES        

Robert J. Majteles

Director December 8, 2006

/s/    ELLEN F. SIMINOFF        

Ellen F. Siminoff

Director December 8, 2006
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* By: /s/    MEHRAN NIA        

Mehran Nia

Attorney-in-Fact
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EXHIBIT INDEX

Exhibit No. Description
  1.1* Form of Underwriting Agreement

  3.1* Amended and Restated Certificate of Incorporation of U.S. Auto Parts Network, Inc.

  3.2* Bylaws of U.S. Auto Parts Network, Inc.

  4.1* Specimen common stock certificate

  5.1* Opinion of Dorsey & Whitney LLP

10.1+** U.S. Auto Parts Network, Inc. 2006 Equity Incentive Plan

10.2+** Form of Stock Option Agreement under the U.S. Auto Parts Network, Inc. 2006 Equity Incentive Plan

10.3+** Form of Notice of Grant of Stock Option under the U.S. Auto Parts Network, Inc. 2006 Equity Incentive Plan

10.4+** Form of Acceleration Addendum to Stock Option Agreement under the U.S. Auto Parts Network, Inc. 2006 Equity Incentive
Plan

10.5+* U.S. Auto Parts Network, Inc. 2006 Omnibus Plan

10.6** Investors� Rights Agreement dated March 3, 2006 by and between U.S. Auto Parts Network, Inc. and Oak Investment Partners
XI, L.P.

10.7** Note and Security Agreement dated May 19, 2006 by and among U.S. Auto Parts Network, Inc., Richard Pine, Lowell Mann,
Brian Tinari and Todd Daugherty

10.8+** Offer Letter of Employment dated May 19, 2006 by and between U.S. Auto Parts Network, Inc. and Richard Pine

10.9+** Non-Competition Agreement dated May 19, 2006 by and among U.S. Auto Parts Network, Inc. and Richard Pine, Lowell
Mann, Brian Tinari and Todd Daugherty

10.10** Shareholder�s Release dated May 19, 2006 by and between U.S. Auto Parts Network, Inc. and Richard Pine

10.11** Business Loan Agreement dated February 24, 2006 by and between U.S. Auto Parts Network, Inc. and East West Bank

10.12** Promissory Note dated February 24, 2006 by U.S. Auto Parts Network, Inc. in favor of East West Bank

10.13** Teletransmission Agreement dated February 24, 2006 by and between U.S. Auto Parts Network, Inc. and East West Bank

10.14** Business Loan Agreement dated February 24, 2006 by and between U.S. Auto Parts Network, Inc. and East West Bank

10.15** Changes in Terms Agreement dated February 24, 2006 by and between U.S. Auto Parts Network, Inc. and East West Bank

10.16** Loan Agreement dated May 18, 2006 by and between U.S. Auto Parts Network, Inc. and East West Bank

10.17** Secured Promissory Note dated May 18, 2006 by U.S. Auto Parts Network, Inc. in favor of East West Bank

10.18** Collateral Assignment Agreement dated May 18, 2006 by and between U.S. Auto Parts Network, Inc. and East West Bank
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Exhibit No. Description

10.19** Collateral Assignment Agreement dated May 18, 2006 by and between PartsBin, Inc. and East West Bank

10.20** Security Agreement dated May 18, 2006 by and between U.S. Auto Parts Network, Inc. and East West Bank

10.21** Security Agreement dated May 18, 2006 by and between PartsBin, Inc. and East West Bank

10.22** Amendment to Existing Agreements dated May 18, 2006 by and between U.S. Auto Parts Network, Inc. and East West Bank

10.23 Commercial Lease Agreement dated January 1, 2004 by and between U.S. Auto Parts Network, Inc. and Nia Chloe
Enterprises, LLC

10.24 Standard Industrial/Commercial Multi-Tenant Lease � Gross dated October 1, 2006 by and between U.S. Auto Parts Network,
Inc. and Margay 2003, LLC

10.25 Standard Industrial/Commercial Multi-Tenant Lease � Gross dated July 12, 2004 by and between U.S. Auto Parts Network,
Inc. and Isadore Socransky

10.26 Lease dated November 30, 2004 by and between U.S. Auto Parts Network, Inc. and William Coats

10.27* Catalog License and Parts Purchase Agreement dated November 20, 2006 by and between U.S. Auto Parts Network, Inc. and
WORLDPAC, Inc.

10.28+* Employment Agreement dated December     , 2006 by and between U.S. Auto Parts Network, Inc. and Michael J. McClane

10.29* Services Agreement dated October 3, 2006 by and between U.S. Auto Parts Network, Inc. and Efficient Frontier, Inc.

10.30+* Offer Letter of Employment dated November 2006 by and between U.S. Auto Parts Network, Inc. and Howard Tong

16.1 Letter from Stonefield Josephson, Inc.

21.1** Subsidiaries of U.S. Auto Parts Network, Inc.

23.1 Consent of Ernst & Young LLP

23.2 Consent of Stonefield Josephson, Inc.

23.3 Consent of J.H. Cohn LLP

23.4* Consent of Dorsey & Whitney LLP (included in Exhibit 5.1)

24.1** Power of Attorney (included on signature pages hereto)

24.2 Power of Attorney of Robert J. Majteles and Ellen F. Siminoff

* To be filed by amendment.

** Previously filed.

+ Indicates management contract or compensatory plan.
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