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PART |
ITEM 1. BUSINESS
GENERAL

We provide proven, fast and secure business infigsire solutions for manufacturers, distributard aetailers that enable the rapid
development and deployment of traditional and ermss strategies. Our solutions are flexible, dyinaand specific to each individual client
business case, allowing us to offer a completeyataervices to support our clients current artdrieibusiness initiatives.

Our solutions envelop much more than a one-timecieh of a service, they encompass working withetolution of a client's business
strategies. With the ever-changing market enviramtiigis difficult to predict with 100 percent ¢ainty exactly where businesses will be
going next. By making our company virtually an edi®n of our clients, we can easily adapt and evalith them, extending to them our
professional direction and support along the waye ®ey differentiating factor is our ability to et with our clients and work together
toward defining their business strategies and pi@tiem with an ever changing and adaptable resdordevelop whatever solution they
may require next.

Our team of experts design diverse solutions fotur@ 500, Global 1000 and brand name clients arauftexible core business
infrastructure that includes:

- Professional consulting services, including astiiative team of experts that tailor solutiong&eh client and consistently seek out ways to
increase efficiencies and produce benefits forctieat.

- Order management, including real-time integrateter processing solutions that specifically alfowcomplete access and visibility to
inventory availability, credit authorization, ordgatus, and shipment tracking;

- Web-enabled customer care services, includintpouer care centers utilizing voice, e-mail, an@inét chat communications that are fully
integrated with real-time systems and historicah@achives to provide complete customer lifecyalnagement;

- Billing and collection services, including secareline credit card processing, fraud protection, ioir, credit management and collecti
- Information management, including real-time datarfaces, data exchange services and data mining;

- International fulfillment and distribution sereis, including warehouse management, inventory neanegt, product warehousing, order
picking and packing, transportation managementgaduct return administration; and

Our value proposition is to become an extensioouofclients' businesses by delivering a superiexgerience to increase and enhance sales
and market growth, customer satisfaction and custaogiention. We act as a virtual arm to our ciebusinesses, which helps them enhance
their traditional commerce operations and meebterational challenges associated with the deploywietheir e-commerce initiatives. Our
integrated solutions enable clients to introduog peoducts and business programs, and focus ondbi business, products and services
without making substantial investments in fixededssystems, facilities and ongoing personnel.glutions center around enabling our
clients to change with future trends and providimgm with the ability to do so. Regardless of tlze 8r complexity of the solution, our

agility and flexibility allow for rapid evolutionrad development of new customizable technologiendet their needs.

We offer complete, tailored solutions based arcaicdre infrastructure. Our infrastructure is seaslieintegrated with our clients' systems,
thereby making us transparent to our clients' casts while we handle the lifecycle of the trangactifrom the click of the mouse, to the
knock at the house"(SM).

We offer our services as integrated solutions, tvieicable our clients to outsource their traditiaarad e-business infrastructure needs to a
single source allowing for greater focus on theiteccompetencies. We
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operate and manage distribution centers and custeeméce centers in multiple international locaioOur automated fulfillment and
distribution services are integrated with multipteler entry systems, allowing for real-time pickck and ship capabilities. We currently
provide traditional and e-business infrastructwietsons to over 30 clients that are positionednasket leaders in a range of industries,
including apparel, computer products, printersytpg goods, cosmetics and consumer electronicengrothers.

We are currently a subsidiary of Daisytek Interoail Corporation ("Daisytek"), one of the worldisdest wholesale distributors of computer
supplies, office products, and film and tape me@iar. business unit was formed in 1991 to leveragisyek's core competencies in customer
service, order management, product fulfillment distiribution. Since 1996, the operations of ouritess unit have been primarily focused in
several Daisytek subsidiaries operating collecias Priority Fulfillment Services, Inc. ("PFS"h June 1999, Daisytek created a separate
wholly-owned subsidiary named PFSweb, Inc., a Dafaveorporation, to become a holding company f& PFcontemplation of an initial
public offering (the "Offering") of PFSweb. Daiskteontributed $20,000 for 14,305,000 shares of comstock of PFSweb. In December
1999, we sold 3,565,000 shares of common stockydimg the underwriters' ovealotment, at a price of $17 per share. Simultasemith the
completion of the Offering, Daisytek contributedum all the assets, liabilities and equity compgdPFS. Daisytek has announced that it |

to effect the complete separation of PFSweb fronsy2ek on July 6, 2000 through a pro rata distitiuto its common stockholders of all of
the shares of our common stock which Daisytek tiwds (which is also known as a "spin-off").

Upon completion of the Offering, we entered intouanber of agreements with Daisytek relating tolmusiness and our proposed spin-off
from Daisytek. Under these agreements, Daisytekewiltinue to provide us with certain administratservices and facilities, and we will
provide Daisytek with certain transaction managerservices. See "Spin-off of PFSweb from Daisytahtl "Risk Factors -Risks Related t
Daisytek".

INDUSTRY OVERVIEW

Businesses today operate in an environment of taplthological advancements, increasing compet#timhcontinuous pressure to improve
operating efficiency. In response to these devetoys) two significant trends have emerged. TheiBrthe accelerating use of the Internet to
conduct e-commerce in both business-to-businesbasidess-to-consumer applications. The secortkisttategic decision of a growing
number of companies, in a variety of industriegyutsource one or more business functions that@traithin their core business
competencies.

E-COMMERCE TREND

As the Internet has become an increasingly impbdammunications medium, businesses and consurlileeshave begun to use the Internet
to buy and sell goods and services. For the busittebusiness environment, a recent Forrester Reésédorrester”) study indicates that
more than 90% of firms expressed plans to buy afidjsods on the Internet over the next two yeass figure highlights the growing
business-to-business e-commerce marketplace. infawester predicts that by the year 2004, bgsitte-business e-commerce will hit $2.7
trillion. Of that $2.7 trillion, e-marketplaces aggpected to represent 53% of the total onlinerass trade. In order for companies to keep
pace with the industry they will need to look atsmurcing as a viable option to building internpérations. For the business-to-consumer
market, according to Forrester, the number of hoelsis shopping on-line will jump to nearly 40 nolti by the year 2003, which will
contribute to the dynamic growth in business-tostomer commerce conducted over the Internet. Thpgaithe market will increase from
$7.8 billion in 1998 to nearly $108 billion in 2003

To succeed on-line, a merchant must attract custotodts Web site and provide an appealing ang-gasise environment that encourages
customers to place an order. Once the customeepkat order, the merchant must then process tlee loycexecuting numerous transactions,
such as confirming product availability, authorizia credit card purchase, calculating sales tdfdlihg the order and, when necessary,
processing returns. These "behind-the-scenes'itiesiare critical to complete the entire transatti
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E-commerce creates the opportunity to facilitaasactions, improve operating efficiencies, andiaantly affect the supply chain.

For the manufacturer, e-commerce creates multipb®dunities. Manufacturers can sell directly te #nd-user customer, bypassing the
traditional model of selling to wholesalers andritisitors who then resell to mass merchants anerathtailers. By selling directly to the end-
user customer, the manufacturer can retain a poofiits product revenue which otherwise would hbgen paid to middlemen in the
traditional distribution channel. Direct sales edsp provide the manufacturer with valuable end-aastomer information, including buying
patterns, feature and function preferences anaestsupport requirements. This information canded by the manufacturer to design
better products, tailor production schedules baseprojected demand, and improve overall customgsfaction.

Another opportunity is that manufacturers can altbeir resellers to tap into an increased numbg@raducts for their end-consumer by
providing an infrastructure that seamlessly lirk$ite manufacturers system and physical infragtracso that the manufacturer can distril
the product in the name of the reseller. The resehave the ability to sell the product to the-aadr without ever touching the product in the
sales process and then not have to pay the maardacintil their normal payment terms, after thedarct is actually sold to the end-
consumer. This process creates a winning situéioboth the manufacturer and the reseller by iasireg cash flow and decreasing inventory
costs to the reseller while increasing the prodegth and breadth sold to the end-consumer frormtrsufacturer.

For the traditional retailer, e-commerce offers dipgortunity to attract new customers and introduee merchandise while avoiding
substantial investment in physical retail locatiofisthe same time, consumer preferences and cestdata can be compiled and analyzed to
spot trends and demographic shifts.

To succeed on-line and in e-commerce, companies arearray of capabilities to support thebesiness. Designing an attractive Web pa
only the beginning. In order to retain and satibfgir on-line customers, businesses must be able to

- Accept and process customer orders 24 hours asdagn days a week;

- Develop an operating and technology infrastriethat can be expanded as volumes increase;
- Administer, on a secure basis, credit card payshand collections;

- Calculate applicable sales tax for numerous tagmthorities and various product types;

- Quickly and courteously respond to customer irigsiby e-mail, phone, Web chat or fax;

- Pick, pack and ship customer orders promptlyscairately;

- Process product returns and customer refunds; and

- Address supply chain management and reconfigurati

Traditional manufacturers and retailers enterirggfcommerce arena must be able to satisfy thendkpmaneeds of on-line customers, which
differ from their traditional commerce customerkeTefficiency and quality of the on-line shoppingerience from accessing product
information with real-time product availability,@ering and paying for the product to receiving pheduct and, if necessary, returning the
product, are critical elements in successfully ienpénting e-commerce initiatives.

These challenges are particularly difficult for theditional manufacturer whose distribution infrasture is designed for large pallet-sized
orders to regional retailer distribution centersj & not generally equipped to handle high-volyraekage distribution to individual
customers. Similarly, retailers must ensure their thlectronic shopping customers are not disapediby experiencing product distribution
problems and delays. Virtual companies, as wedl dependent upon an efficient order processingl&tdbution system to deliver their
products to customers.

Today if an end-user or reseller is not pleaset witompany's service, within minutes, if not witseconds, they are able to find another
provider who can meet their needs. The key fordlwegnpanies is not to

5



lose the customer on factors that can be prevehtedder to prevent customer attrition, compamiesd to provide top quality services that
have the flexibility and visibility to communicate customers information that is vital to them thigh Web-enabled customer support, real
time inventory access, and instant visibility tdenr status.

OUTSOURCING TREND

In response to growing competitive pressures atctthtglogical innovations, we believe many comparbeth large and small, are focusing
their critical resources on the core competendi¢seir business and utilizing third-party outsangcto accelerate their business plans in a
cost-effective manner and perform non-core busifigsgions. Outsourcing provides many key benefitsluding the ability to:

- Capitalize on skills, expertise and technolodyastructure that would otherwise be unavailablexgensive given the scale of the business;
- Reduce capital and personnel investments andecbfixed investments to variable costs;

- Increase flexibility to meet changing businessditions and demand for products and services;

- Enhance customer satisfaction and gain competittivantage;

- Improve operating performance and efficiency; and

- Rapidly enter new business markets or geogragreias.

As a result, the market for outsourcing servicesdwperienced significant growth. Internationald@brporation expects that worldwide
spending on outsourcing services will grow fromrhe$100 billion in 1998 to more than $151 billiam2003.

Typically, outsourcing service providers are foaisa a single function, such as information tecbgg) call center management, credit card
processing, warehousing or package delivery. Tdusg creates several challenges for companiesnga&ioutsource more than one of these
functions, including the need to manage multiplesourcing service providers, sharing informatiothvgervice providers and integrating that
information into their internal systems. Additiolyathe delivery of these multiple services mustiamsparent to the customer and enable the
client to maintain brand recognition and custorogalty.

Furthermore, traditional commerce outsourcers r@guiently providers of domestic only services veiigternational solutions, which requi
the company to establish additional relationshifik wther outsourcing parties.

THE PFSWEB SOLUTION

As e-commerce has emerged, merchants and consbhener@mbraced using the Internet to buy and seliigand services. Only recently
have they defined requirements for successful @bas practices. Effective e-commerce demands staminstream of communication,
thereby allowing the consumer to remain in confRequirements include real-time order informatiaegess to customer service functions
such as order tracking and Web-enabled customeiceenteraction, and superior order accuracy rates

Once the customer places an order, the mercharittharsprocess the order by executing numerousdwions, such as confirming product
availability, authorizing a credit card purchasacalating sales tax, fulfilling the order and, wh@ecessary, processing returns. These "b
the scenes" activities are critical to the completf the transaction. PFSweb provides this coragletctionality.

Initially we served as a solution for manufacturtiat did not have an appropriate distribution mdaadglace. Over the past four years, we
have seen traditional business-to-business clieamsition into the @ommerce marketplace. We had a fulfillment andrithistion model witk
advanced technological support and a focus onuktomer experience that easily transitioned inpoeanier e-commerce solution. As
traditional business models transition to electanethods, companies will require outsourced eigeetd migrate into this environment. We
have a strong history of creating diverse cliefitsans for both



business-to-business and business-to-consumetscli&ie are an international leader in our induatrgl are uniquely positioned to benefit
from the growing use and acceptance of e-commerce.

While early adopters of e-commerce business marftds developed in-house business infrastructustesys, many of today's thriving e-
businesses look to outsource their business infietsire needs to lower operating costs, increasmrees, and keep their focus on core
competencies. Our business model is built to se#feour clients' businesses, targeting optimunugacy to provide superior customer
experiences and using our world-class capabilitidsastructure and technology to deliver a supesaution.

Our value proposition is to become an extensioouofclients' businesses by delivering a superiexgerience to increase and enhance sales
and market growth, customer satisfaction and custaogiention. We act as a virtual arm to our ciebusinesses, which helps them enhance
their traditional commerce operations and meebtrerational challenges associated with the deploywietheir e-commerce initiatives. Our
integrated solutions enable clients to introducg peoducts and business programs, and focus ondbes business, products and services
without making substantial investments in fixedetssystems, facilities and ongoing personnel.glutions center around enabling our
clients to change with future trends and providimgm with the ability to do so. Regardless of tlze 8r complexity of the solution, our

agility and flexibility allow for rapid evolutionrad development of the new customizable technolagi@seet their needs.

We offer complete, tailored solutions based arcaicdre infrastructure. Our infrastructure is seasiieintegrated with our clients' systems,
thereby making us transparent to our clients' ensts while we handle the lifecycle of the trangactifrom the click of the mouse, to the
knock at the house"(SM).

Our solutions enable our clients to quickly andcéghtly implement traditional and e-commerce basginitiatives. By utilizing our
solutions, our clients are able to:

Quickly Capitalize on Market Opportunities. Ourg@ns empower clients to rapidly implement theadoenmerce strategies and take
advantage of opportunities without lengthy startanp integration efforts. These solutions allow dignts to deliver consistent quality of
service as transaction volumes grow and to harallg dnd seasonal peak periods. Through our intermea locations and capabilities, our
clients can use the broad reach of the Internetacmmmerce to sell their products anywhere inthed.

Improve the Customer Experience. We enable ountsli® provide their customers with a positive Imgyéxperience thereby maintaining ¢
promoting brand loyalty. Through our use of advahiezhnology, we can respond directly to customeuiries by e-mail, voice or data
communication and assist them with on-line ordeand product information. We offer our clients aofld class" level of service, including
24-hour, seven-day-a-week Web-enabled customerseavece centers and exceptional order accuracy.

Minimize Investment and Improve Operating Efficigzsc We provide our clients with access to a widayeof services and tailored solutions
that cover a broad spectrum of e-commerce busin&sstructure issues, eliminating their need tpesxd management time and resources to
coordinate these services from different providBgsutilizing our services, our clients can capitalon our economies of scale and expertise
to grow their e-commerce business without incurtimgsubstantial fixed costs necessary to createraintain their own transaction
management infrastructure. Our clients also hagdl#xibility to purchase any or all of our offersdrvices according to their transaction
volume and existing transaction management infiagire so that they do not have to invest scarpgataesources as their business grows.

Access a Sophisticated Technology Infrastructure.pidvide our clients with ready access to a sdiphied technology infrastructure, which
is designed to interface seamlessly with theiresyst We provide our clients with vital product augtomer information which can be
immediately available to them on their own systéomsise in data mining, analyzing sales and mangetiends, monitoring inventory levels
and performing other management functions.



THE PFSWEB STRATEGY

Our objective is to grow rapidly by being an inttional provider of business-to-business and bssit@-consumer infrastructure solutions
for both traditional and e-commerce businesses.Kegeelements of our business strategy are to:

Target Major Brand Manufacturers. We intend to agsgively expand our business by targeting majordmanufacturers that are seeking to
enter the e-commerce marketplace or introduce medugts or business programs into their existingjimss. We believe these companies
will be the leaders in electronic commerce marketes$, and this focus will provide us with opportiesito grow along with our clients' e-
commerce initiatives. We also seek to expand osiness within large brand name retailers seekiraptm Web sites or attempting to
increase their efficiencies in their traditionasiness model through our streamlined processes.

Expand Existing Client Relationships. By providisgperior operating results, we believe we can expalationships with existing clients to
serve additional products and business segmentogndvide additional services. Our objectivedisritegrate ourselves as our clients'
physical infrastructure so that we become a ctitomponent of their business infrastructure pre@soss the enterprise. Based upon our
clients' needs, we will continue to introduce n@wies. We also intend to continue our commitntemvest in state-of-the-art technology,
equipment and systems to provide new, high-quafityovative solutions to our existing clients andattract new clients.

Promote Our PFSweb Brand. We intend to build PFSwahd awareness by expanding the number of satisfients, continuing to advert
in publications and other print media, and by fartharticipating in trade shows and similar exposg. We also intend to continue our
Internet advertising and search engine presence.

Seek Strategic Alliances and Acquisitions. We idtempursue strategic alliances with Web site desig; Web hosting services, e-commerce
software companies and other providers of Interglated services to assist in developing relatigpsstvith major brand names that are
entering the e-commerce marketplace. We may alssider acquisitions of synergistic e-commerce trssas in order to offer a complete
Internet implementation solution to clients lookitogintroduce the sale of their products over titernet.

Expand Our International Presence. We intend t@aeahe availability of our services throughout weld so that we can enhance our
international business infrastructure solutions. &@mple, in response to market opportunitiesintend to expand our multi-lingual call
center services and foreign currency order proogssi

In order to execute our strategy, we must, amohgrdhings, continue to incur significant operatargl marketing expenses, invest in
additional technology infrastructure and maintaiffisient capacity. In addition, if our spin-offdm Daisytek does not occur, our ability to
grow our business with some manufacturers andzeeather benefits may be adversely affected. Sesk 'lRactors -- Risks Related to
Daisytek" and "Spin-off of PFSweb from Daisytekt fomore complete discussion of these and othiefaigors.

PFSWEB SERVICES

We offer a comprehensive and integrated set oflegsiinfrastructure solutions that are tailoreduoclients' specific needs to enable them to
quickly and efficiently implement their e-commeiaad traditional business initiatives. Our servicesude:

Professional Consulting Services. As part of tlilereed solution for our clients, we offer a fullaie of experts designated specifically to focus
on our clients’ businesses. They play a consudtaitile in which they provide evaluation, analysid e&ecommendations for the client's
business. This team creates customized solutiahsl@vises customized plans to be implemented,dardo increase efficiencies and prod
benefits for the client.



Order Management. Our order management solutiandd® clients with interfaces that allow for reah information retrieval, including
information on product orders, shipment, deliveng @austomer history. These solutions are seamla@gsigrated with our Web-enabled
customer care centers, allowing for the processfragders through shopping cart, phone, fax, nealail, Web chat, and other order receipt
methods. In addition, for the business-to-busimeasket, our technology platform provides a varigtyprder receipt methods that facilitate
commerce within e-marketplaces and in various staf¢he supply chain. Our systems provide thatglidr both our clients and their
customers to track the status of orders at any. toe services are transparent to our clients hei tustomers and are seamlessly integrated
with our clients internal systems platforms and VEies. By synchronizing these activities, we captare and provide critical customer
information, including:

- Statistical measurements critical to creatingiality customer experience, containing real-timgeoistatus, order exceptions, back order
tracking, soft/hard allocation of product basedionng of online purchase and business rules, dtie of customer inquiries to purchases,
average order sizes and order response time;

- Business-tdausiness supply chain management information atit@ evaluating inventory positioning, for the pase of reducing invento
turns, product flow through and end-consumer demand

- Reverse logistics information including customesponse and rationale for the return or rotatioproduct;
- Detailed marketing information about what wasisamhd to whom it was sold, by location and prefeegiand
- Web traffic reporting showing the number of \85thits") received, areas visited, and productsiaformation requested.

Web-Enabled Customer Care Services. An importaaitife of e-commerce is the ability of the custotoealk to a live customer service
representative. Our experience is that a majofigoasumers tell us that they visited the Web locetor information, but only a fraction of
those consumers chose to order in that mannerc@tiomer care services utilize features that iategroice, e-mail, data and Internet chat
communications to respond to and handle custonggiiries. Our customer care representatives answestigns in our clients' name
regarding orders, shipping, billing, returns anddorct information as well as a variety of othergjiens. Our Web-enabled customer care
center automatically identifies each customer retjard routes it to the available customer careesgmtative who is specially trained in the
client's business and products. The customer esmeis are designed so that our customer caresmyadives can handle many different
clients and products, thereby creating economygalesbenefits for our clients. Our advanced teabgphklso enables our representatives to
inform customers of other products and sales oppii¢s for our clients. The Web-enabled custonaee center is fully integrated into the
data management and order processing system, afidas full visibility into customer history and stomer trends. Through this fully
integrated system we are able to provide complgstomer lifecycle management.

Billing and Collections Services. We offer securedit card processing for our clients, both dingcth-line from their Web site as well as
through our Web-enabled customer care center. @ditaccard processing services offer real-time tordtion of credit card authorization
while the customer is in the shopping-cart checkwatess or talking to a customer care represgataiVe are able to calculate sales tax, if
applicable, for numerous taxing authorities anda@riety of products. We provide customized corapgenerated invoices in our clients'
names so that our services remain transparenétoustomer. We also assist our clients in busitessisiness accounts receivable
management and collection in accordance with greicedures and guidelines.

Information Management. We have the ability to caminate with and transfer information to and froar olients through a wide variety of
technologies, including real-time data interfadis transferring and electronic data interchar@ar systems are designed to capture, store
and electronically forward to our clients critigaformation regarding customer inquiries and ordpreduct shipments, inventory levels,
product returns and other information. We mainfaimour clients detailed product master files tta be
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seamlessly integrated with their Web sites. Outesys are capable of providing our clients with oostr and order information for use in
analyzing sales and marketing trends and introducew products. We also offer customized reportdata analyses based upon specific
client needs to assist them in their budgetinglarginess decision process.

International Fulfillment and Distribution Serviceén integral part of our business infrastructuskigons is the warehousing and distribution
of inventory owned by our clients. We currently bawer 1.3 million square feet of warehouse spaceedtically and internationally to store
and process our clients' inventory. We receiventlieventory in our distribution centers, verifyigiment accuracy, unpack, inspect for
damage and generally stock for sale the same dape@alf of our clients, we pick, pack and shigrthestomer orders and can provide
customized packaging, inserts and promotionaldttee for distribution with customer orders. Bagpdn our clients' needs, we are able to
take advantage of a variety of shipping and defigtions, including next day service. In additian,increasingly important function that we
provide for our clients is product return admirasion. We offer a wide array of product return sss for our clients, including issuing rett
authorizations, receipt of product, crediting ctedird accounts, and disposition of returned produc

Our distribution facilities contain computerizedtstg equipment, powered material handling equipmseanning and bar-coding systems
and automated conveyors, in-line scales and digialeras to photograph shipment contents for adtomecuracy checking.

Our receiving and material handling system in o@niphis distribution complex includes several adedntechnology enhancements,
including radio frequency technology in productai@ing processing to ensure accuracy, an autonpatekbge routing system and a "pick to
light" paperless order picking system. Our advardisttibution systems provide us with the capapiiit currently warehouse an extensive
number of stock keeping units (SKUs) for our clgeranging from high-end laser printers to widetége jeans, while at the same time
retaining the ability to pick, pack and ship sing§lk€Us to individual customers in fulfilment of doser orders.

During the fiscal quarter ended March 31, 2000waechoused, managed and fulfilled approximatel® $illion (on an annualized basis) in
client merchandise and transactions. This doesapoesent our revenue, but rather the revenueradfli@nts for whom we provided e-
business infrastructure solutions. See "ManagemBimcussion and Analysis of Financial Conditiod &esults of Operations."

CLIENTS AND MARKETING

Our target clients include brand name manufactdoerigng to quickly and efficiently implement busis initiatives or introduce new
products or programs, without the burden of modiydr expanding their current infrastructure araht®logy capabilities. We also target
retailers seeking to open Web sites to expand Haéés through new channels and distributors sge&ineduce costs. Our services are
available for a multitude of industries, including:

- Manufacturers such as International Business Mash("IBM") (printer and media supplies), Adapteomputer accessories), adidas (a
sporting goods manufacturer), Emtec (formerly BA&&gnetics) (data media and audio visual produtsiox (printers and printer
supplies), Thomson Consumer Electronics (televisemmd consumer electronics), NokiaUSA.com (celinghaccessories), and Hewlett-
Packard (computer networking equipment);

- Retailers such as American Eagle Outfitters (fashpparel), and the Sharper Image (work and Hamey accessories);

- Distributors such as Daisytek (computer supplfice products, and film and tape media), ISA.L{mbmputer and office supplies in
Western Europe); and

We reach these clients through a direct sales feet@marketing, trade shows, trade journal adsiedi our Web site and direct mail
programs. We also pursue strategic marketing aiianwvith Web design firms and e-commerce consultanprovide referrals and customer
leads.
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Our direct sales force is comprised of dedicatéesgarofessionals whose compensation is tied io #éidity to expand our relationships with
existing clients and attract new clients. We alspley highly trained implementation managers whesponsibilities include the oversight
and supervision of client projects and maintairtiigh levels of client satisfaction.

TECHNOLOGY

We maintain advanced management information systamidave automated most key business functiong wsi-line, real-time systems.
These systems enable us to provide our clientsimfitihmation concerning sales, inventory levelsstomer payments and other operations
that are essential for our clients to efficientlgmage their electronic commerce business programnssystems are designed to scale rapidly
to handle the transaction processing demands ofl@unts.

We employ technology from a selected group of mastnFor example, we use IBM AS/400 and Netfinggsers to run both Web site
functions as well as order management and distoibditinctions, and we use Lucent Technologiesdtephone switch and call center
management functions. We also use Lucent Techreddgr our Web-enabled customer care center toaictt&vith customers via voice, e-
mail or chat and to communicate with the custonyeshiaring Web pages between customers and ouceeppresentatives. The ability to
process voice, data and video simultaneously osdhee line is becoming very effective. We have lpggfun to implement these technologies
in our call centers. We have seen our clientsésted in using this technology to allow shoppeesatility to consult with known experts

prior to purchasing. Our sophisticated computegghbny integration has been accomplished by comipisystems software from IBM and
Lucent Technologies together with our own applamaiilevelopment. We use AT&T for our private entesgnetwork and long distance
carrier. We use J.D. Edwards as the software peovat the primary applications that we use in operational areas and financial areas. We
use Rapistan/Demag for our warehouse managemeomaied conveyor and "pick-to-light" (inventoryrietal) systems and Telxon for our
warehouse radio frequency applications.

We have developed e-commerce technology that Sfggdly targeted at quickly integrating our sysig with those of our clients with a high
degree of accuracy and reliability. Our e-commeéechnology is branded with the name entente(SMi¢hvalludes to the level of electronic
cooperation that is possible when we constructtimmis with our clients using this technology. Thare several products in the entente suite
that provide specific capabilities when we desigrommerce solutions for our clients. The core eféntente suite is the entente Message
Broker ("eMB"). eMB is an open systems XML-basedseaging system that our enterprise resource plgraystems ("ERP"), warehouse
management systems and customer relationship maeagsystems use to communicate with the other ooemts of the entente suite. The
other components of the entente suite, ententeDigatente.Message and entente.Web provide theatorm infrastructure that allows us
to create complete e-commerce solutions with ogtagners. Using the various components of the emt&rite, we can assist our clients in
easily integrating their Web sites or ERP systemsur systems for redime transaction processing without regard forrthardware platforr
or operating system. This high-level of systemegnation allows our clients to automatically precesders, customer data and other e-
commerce information. We can also track informasent to us by the client as it moves through gatesns in the same manner a carrier
would track a package throughout the delivery pgec®ur systems enable us to track at a detaikedl ilformation received, transmission
timing, any errors or special processing requinmedl iaformation sent back to the client. The tratisaal and management information
contained within our systems is made availabl&éoclient quickly and easily through the entenfgesu

We have also invested in advanced telecommunicat@mmmputer telephony, electronic mail and messggintomated fax technology,
barcode scanning, wireless technology, fiber aptimvork communications and automated inventory igemeent systems. We have also
developed and utilize telecommunications technolbbgy provides for automatic customer call recagniand customer profile recall for
inbound customer service representatives.

Our systems development team of information teamoprofessionals primary responsibility is directt implementing custom solutions
new clients and strengthening existing client sohg. Our development
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team can also produce proprietary systems infretstrel to expand our capabilities in circumstanchere we cannot purchase standard
solutions from commercial providers. We also udiltemporary resources when needed for additionpelaity.

Our information technology operations and infrastinoe are built on the premise of reliability amdlability. We maintain diesel generators
and uninterruptible power supply equipment to pdewtonstant availability to computer rooms, catitees and warehouses. Multiple Internet
service providers and redundant Web servers prdeide high degree of availability to Web sitesttimerface with our systems. Capacity
planning and upgrading is performed regularly tovalfor quick implementation of new clients and &lvtme-consuming infrastructure
upgrades that could slow growth rates. We also hadisaster recovery plan for our information syst@nd maintain a "hot site" under
contract with a major provider.

COMPETITION

Many companies offer, on an individual basis, onmore of the same services we do, and we face etitiop from many different sources
depending upon the type and range of services steghby a potential client. Our competitors inclueéetical outsourcers, which are
companies that offer a single function, such alscesiters, public warehouses or credit card praresand many of these companies have
greater capabilities than we do for the functiogytprovide. We also compete against transportabigistics providers who offer product
management functions as an ancillary service tio fhignary transportation services. In many insegjour competition is the in-house
operations of our potential clients themselves. ifHeouse operations departments of potential tdieften believe that they can perform the
same services we do, while others are reluctaptiteource business functions which involve direistemer contact. We cannot be certain
that we will be able to compete successfully agdhmesse or other competitors in the future.

Although many of our competitors can offer one arenof our services, we believe our primary contjwetiadvantage is our ability to offer a
wide array of services that cover a broad spectfiescommerce transaction management functions, inojudider processing and shipme
credit card payment and customer service, theriynating any need for our clients to coordindtede services from different providers.
We believe we are unique in offering our clientsadaptable consultative solution that also provgessical infrastructure for their business
to handle all of their order processing, custonaee service, billing, information management armtipct warehousing and distribution ne:

We also compete on the basis of certain additifawdbrs, including:
- operating performance and reliability;

- ease of implementation and integration; and

- price.

We believe that we presently compete favorably weégpect to each of these factors. However, thé&eh&or our services is becoming more
competitive and still evolving, and we may not béeao compete successfully against current angddutompetitors.

EMPLOYEES

As of March 31, 2000, we had 770 full-time employaed 52 part-time employees. 689 of these wesddddn the United States. We are not
a party to any collective bargaining agreementd,va@ have never suffered an interruption of busireesa result of a labor dispute. We
consider our relationship with our employees tgobed.

Our success in recruiting, hiring and training &argmbers of skilled employees and obtaining lawgabers of hourly employees during p
periods for distribution and call center operatigneritical to our ability to provide high qualitiistribution and support services. Call center
representatives and distribution personnel redei@dback on their performance on a regular basisasappropriate, are recognized for
superior performance or given additional traini@gnerally, our clients provide specific productrtiag for our customer service
representatives and, in certain instances, orchént personnel to provide specific
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technical support. To maintain good employee retetiand to minimize employee turnover, we offer petitive pay, hire primarily full-time
employees who are eligible to receive a full raaflemployee benefits, and provide employees wigaglvisible career paths.

REGULATION

Our business may be affected by current and figavernmental regulation. For example, the Intefizat Freedom Act bars state and local
governments from imposing taxes on Internet acoefisat would subject buyers and sellers of eleitroommerce to taxation in multiple
states. This act is in effect through October 200i@gislation to extend this act or similar lelgison is not enacted, Internet access and sales
across the Internet may be subject to additionatian by state and local governments, therebyodisaging purchases over the Internet and
adversely affecting the market for our services.

SPIN-OFF OF PFSWEB FROM DAISYTEK
History

The PFSweb business unit was formed in 1991 absidiary of Daisytek named "Working Capital of Anta" whose purpose was to
provide inventory management, direct shipping td-esers, and accounts receivable collections foryBekscustomers and other third part
Until 1996, this business unit was comprised ofraflens both at Working Capital of America and ati€ytek. As the business gradually
developed, this business unit recognized an oppitytto expand its business and capitalize on Delsy strengths in customer service, order
management, product fulfillment and distributiondgrovide these services on an outsourcing b&sise 1996, the operations of this
business unit have been primarily focused in PFSvieb was formed in 1999 to be a holding company ks and to facilitate the Offering
and spin-off from Daisytek. In December 1999, wmpteted the Offering and entered into various agesgs with Daisytek relating to the
spin-off. Under these agreements, the spin-off ezamlitioned upon, among other things, the recdiptrling by the Internal Revenue
Service ("IRS") that, among certain other tax copmemces of the transaction, the spin-off will giyadis a taxfree distribution for U.S. feder
income tax purposes and will not result in the geition of taxable gain or loss for U.S. federalame tax purposes to Daisytek or its
shareholders (the "IRS Ruling"”). On June 8, 200dsiaek received the IRS Ruling and the Daisyte&krb®f directors approved the spin-off
and authorized the distribution of 14,305,000 shafedPFSweb common stock to the holders of Daisgtekmon stock. The distribution is
payable at the close of business on July 6, 20@atsytek stockholders of record as of June 190200

PFSweb's Ongoing Relationship With Daisytek

PFSweb and Daisytek will continue to have signiitaangoing relationships following the spin-off. ®keb and Daisytek are parties to
various agreements providing for the separatioheif respective business operations. These agréemevern various interim and ongoing
relationships between the companies, includingrdmesaction management services that PFSweb psofad®aisytek, the transitional
services that Daisytek provides to PFSweb and atlemnification and allocation agreement whicheyos the allocation of tax liabilities
and sets forth provisions with respect to othemetters.

All of the agreements between PFSweb and Daisytzk wiade in the context of a parent-subsidiarioglship and were negotiated in the
overall context of the spin-off. Although we gerigréelieve that the terms of these agreementgsamsistent with fair market values, there
can be no assurance that the prices charged tpeadh company under these agreements are not liglmver than the prices that may be
charged by, or to, unaffiliated third parties fonsar services.

Master Separation Agreement

The Master Separation Agreement sets forth theeaggats between PFSweb and Daisytek with respélaetprincipal corporate transactions
required to effect the transfers of assets andhgsisons of liabilities necessary to separate th8WEb business unit from Daisytek and cel
other agreements governing this relationship tHerea
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Transfer of Assets and Liabilities. Following comdn of the Offering, Daisytek transferred to Ple®vall of the fixed assets in Daisytek's
Memphis distribution facility as well as certairsats associated with providing information techggleervices and the stock of several
subsidiaries of Daisytek representing the businessations of PFSweb, and PFSweb transferred teyizdi approximately $5.0 million in
cash and assumed approximately $0.3 million oftehjg@ase obligations, as well as the operatingdezbligations related to these assets.
PFSweb also repaid to Daisytek, from the net prdeeé the Offering, the aggregate sum of approxége#27 million, representing the
outstanding balance of PFSweb's intercompany payatDaisytek.

Indemnification. PFSweb agreed to indemnify Daikygainst any losses, claims, damages or lialsiléaigsing from the liabilities transferred
to PFSweb and the conduct of the PFSweb busintsstiaé completion of the Offering. Daisytek agréedetain, and indemnify PFSweb
against, any losses, claims, damages or liabilitiessng from the conduct of the PFSweb business iy the completion of the Offering.

Initial Public Offering and Distribution Agreement

General. PFSweb and Daisytek entered into an llfitialic Offering and Distribution Agreement whigbverns their respective rights and
duties with respect to the Offering and the spiip-arfid sets forth certain covenants to which thélybhe bound for various periods following
the Offering and the spin-off.

Preservation of the Tax-free Status of the Spiné#isytek has received a private letter rulingrfrilie Internal Revenue Service to the effect
that the spin-off will qualify as a tax-free ditwition under Section 355 of the Internal RevenudeGo Daisytek and its stockholders. In
connection with obtaining such ruling, certain eg@ntations and warranties were made regardinytekjPFSweb and their respective
businesses. PFSweb has also agreed to certainasusehat are intended to preserve the tax-fréesstd the spin-off. These covenants
include:

Certain Acquisition Transactions. Until two yeafteathe completion of the spin-off, PFSweb hasadrnot to enter into or permit any
transaction or series of transactions that wowdltén a person or persons acquiring or havingitie to acquire shares of its capital stock
that would comprise 50% or more of either the valfiall outstanding shares of its capital stockhertotal combined voting power of its
outstanding voting stock.

Continuation of Active Trade or Business. Until tyears after the completion of the spin-off, PFSWab agreed to continue to conduct its
active trade or business (within the meaning otiSe@55 of the Code) as it was conducted immebljigigor to the completion of the spin-
off. During such time, PFSweb has agreed not to:

- liquidate, dispose of or otherwise discontinue ¢bnduct of any substantial portion of its actiagle or business; or

- dispose of any business or assets that woulcegats be operated in a manner inconsistent inraaterial respect with the business
purposes for the spin-off as described in the smprEtions made in connection with Daisytek's regioe the IRS Ruling.

Continuity of Business. Until two years after thmmpletion of the spin-off, PFSweb has agreed thaiili not voluntarily dissolve or
liquidate; and, except in the ordinary course dfibess, neither it nor any of its direct or indiregbsidiaries will sell, transfer, or otherwise
dispose of or agree to dispose of assets (inclualiygshares of capital stock of its subsidiarika},tin the aggregate, constitute more than
60% of its assets.

Intracompany Debt. Until two years after the cortipleof the spin-off, PFSweb will not be able tosbany indebtedness to Daisytek, other
than payables arising in the ordinary course ofrfass.

These covenants will not prohibit PFSweb from impdating or complying with any transaction permittgdan IRS ruling or a tax opinion.

Other Covenants Regarding Tax Treatment of thesketions. Daisytek intends the transfer of assetdiabilities from Daisytek to PFSweb
as provided by the master separation agreementCibratribution™)
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to qualify as a reorganization under Section 3§&Jd)) of the Code (a "D Reorganization"). Untildwears after the completion of the spin-
off, PFSweb has agreed not to take, or permit &mmposubsidiaries to take, any actions or enter amy transaction or series of transactions
that would be reasonably likely to jeopardize #refree status of the spin-off or the qualificatmfithe Contribution as a D Reorganization,
including any action or transaction that would basonably likely to be inconsistent with any repreation made in connection with
Daisytek's request for the IRS Ruling. PFSweb tesagreed to take any reasonable actions necdssahe Contribution and the spoff to
qualify as a D Reorganization.

Cooperation on Tax Matters. PFSweb and Daisytek lagveed to various procedures with respect ttatheelated covenants described
above, and PFSweb is required to notify DaisytekdEsires to take any action prohibited by themesnants. Upon such natification, if
Daisytek determines that such action might jeoparttie tax-free status of the spin-off or the dicalfion of the Contribution as a D
Reorganization, Daisytek will either use all comaigity reasonable efforts to obtain a private lettding from the IRS or a tax opinion that
would permit PFSweb to take the desired actionrovige all reasonable cooperation to PFSweb in eotion with PFSweb obtaining such
IRS ruling or tax opinion. In either case, Daisylels agreed to bear the reasonable costs and espafsbtaining the IRS ruling or tax
opinion, unless it is determined that PFSweb's @seg action will jeopardize the tax-free statuthefspin-off or the qualification of the
Contribution as a D Reorganization, in which ev@RSweb will be responsible for such costs and esggen

Indemnification for Tax Liabilities. PFSweb has geally agreed to indemnify Daisytek and its afféisagainst any and all tax-related losses
incurred by Daisytek in connection with any propbssx assessment or tax controversy with respabetspin-off or the Contribution to the
extent caused by any breach by it of any of itsasgntations, warranties or covenants. If PFSwabasathe spin-off to not qualify as a tax-
free distribution, Daisytek would incur federal amse tax (which currently would be imposed at a 3a%), and possibly state income taxes
on the gain inherent in the shares distributedctviaould be based upon the market value of theeshafrPFSweb at the time of the spin-off.
This indemnification does not apply to actions thatsytek permits PFSweb to take as a result @terchination under the tax-related
covenants as described above. Similarly, Daisysskagreed to indemnify PFSweb and its affiliatesred any and all tax-related losses
incurred by it in connection with any proposed &asessment or tax controversy with respect togimed§f or the Contribution to the extent
caused by any breach by Daisytek of any of itsasgmtations, warranties or covenants.

Other Indemnification. PFSweb has generally agteeddemnify Daisytek and its affiliates againdtlabilities arising out of any material
untrue statements and omissions in PFSweb's priospaed the registration statement of which it e and in any and all registration
statements, information statements and/or otheurdeats filed with the SEC in connection with thénspff or otherwise. However,
PFSweb's indemnification of Daisytek does not applynformation relating to Daisytek. Daisytek tegeed to indemnify PFSweb for this
information.

Expenses. In general, PFSweb agreed to pay suladitaall costs and expenses relating to the Ofiigrincluding the underwriting discounts
and commissions, and Daisytek has agreed to patamntlally all costs and expenses relating to ie-eff.

Tax Matters

Daisytek and PFSweb have entered into a tax inderation and allocation agreement to govern thecaltion of tax liabilities and to set fo
agreements with respect to certain other tax nsatter

Generally, under the Code, PFSweb will cease @ fmember of the Daisytek consolidated group upercttimpletion of the spin-off or if
Daisytek owns less than 80% of PFSweb's outstaradipgal stock.

Daisytek generally will pay all taxes attributabdePFSweb and its subsidiaries for tax periodsootigns thereof ending on or before the
effective date of the Offering, except to the ektarany accruals thereof on the books and recof®d-Sweb or its subsidiaries for such taxes
under generally accepted accounting principlesr&dfeer, for tax periods or portions thereof dunwvigich PFSweb is a member of the
Daisytek
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consolidated, combined or unitary group, PFSwebheilapportioned its share of the group's incorrédigility based on its taxable income
determined separately from Daisytek's taxable irescand PFSweb will pay its calculated taxes to Yalks which will then file a
consolidated, combined or unitary return with therapriate tax authorities. There may be certal®. dtate or local jurisdictions in which
PFSweb will file separate income tax returns, mohlined or consolidated with Daisytek, for suchpaxiods. In that circumstance, PFSweb
would file a tax return with the appropriate taxtarities, and pay all taxes directly to the taxhauity. PFSweb will be compensated for tax
benefits generated by it before tax deconsolidainth used by the Daisytek consolidated group. PBSvileprepare and file all tax returns,
and pay all income taxes due with respect to alteéturns required to be filed by it for all taxrjpels after it ceases to be a member of the
Daisytek consolidated, combined or unitary group.

Daisytek is responsible for most U.S. tax adjustsmeslated to PFSweb for all periods or portioreé¢f ending on or before the effective
date of the Offering. In addition, PFSweb and Digkyhave agreed to cooperate in any tax audiigation or appeals that involve, directly or
indirectly, periods prior to the time that PFSwelages to be a member of the Daisytek consolidategpgPFSweb and Daisytek have agreed
to indemnify each other for tax liabilities resnfiifrom the failure to cooperate in such auditgydtion or appeals, and for any tax liability
resulting from the failure to maintain adequateords.

Notwithstanding the tax allocation agreement, fopariods in which Daisytek owns or owned 80% armof PFSweb's capital stoc
PFSweb will be included in Daisytek's consolidageaup for federal income tax purposes. If Daisydebther members of the consolidated
group fail to make any federal income tax paymdnESweb will be liable for the shortfall since eacsbmber of a consolidated group is lie
for the group's entire tax obligation.

Under the tax indemnification and allocation agreetnDaisytek has agreed to indemnify PFSweb agjamstaxes resulting from the failure
of the spin-off to qualify for tax-free treatmenkcept that PFSweb will be liable for, and will @mnify Daisytek against, any taxes resulting
from the failure of the spin-off to qualify for tefree treatment if it is the result of PFSweb enggdh a "Prohibited Action" or the occurrer
of a "Disqualifying Event." Neither PFSweb nor Bdék have the option to rescind the spin-off if tiability results.

A "Prohibited Action" is defined as:
- if PFSweb takes any action which is inconsisteith the tax treatment of the spin-off as contertguldn the IRS Ruling; or

- if, prior to the spin-off, PFSweb issues sharestack or took any other action that would resulit not being controlled by Daisytek within
the meaning of Section 368(c) of the Code.

A "Disqualifying Event" includes any event involgrthe direct or indirect acquisition of the shasé®FSweb's capital stock after the spffi-
which has the effect of disqualifying the spin-sim tax-free treatment, whether or not the evenhé result of our direct action or within
PFSweb's control.

Transaction Management Services Agreement

PFSweb and Daisytek have entered into a transactioragement services agreement which sets fortiahgsaction management services
that PFSweb provides for Daisytek. Under this ages#t, PFSweb provides a wide range of transactiamagement services, including
information management, order fulfillment and dimition, product warehousing, inbound call centawiges, product return administration
and other services.

The agreement has an initial term of five yearmftbe completion of the Offering, although eithartg has the right to terminate the
agreement at any time, without cause. If Daisytekninates the agreement without cause, Daisytek pnagide at least 180 days' prior not
and pay PFSweb a termination fee. The terminagerid based upon the net value of the assetseraedto PFSweb by Daisytek which are
primarily used in servicing the Daisytek businédse termination fee declines over the five yeamtef the agreement. If PFSweb terminates
the agreement without cause, PFSweb must provigasit 365 days' prior
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notice and Daisytek does not have to pay any textiain fee. In addition, if there is a change intcolof Daisytek, PFSweb may terminate

the agreement upon 90 days' prior notice and Delisypes not have to pay the termination fee. Dutiegerm of the agreement, Daisytek
pays PFSweb service fees based upon a perceniyit€lashipped revenue. PFSweb and Daisytek haezddhat these fees are based upon
certain assumptions regarding the nature, costeople of the services PFSweb will be providing uride agreement. If these assumptions
should prove to be materially incorrect, PFSweb Ratsytek have agreed to negotiate in good faithdjnstment to the fees payable to
PFSweb under the agreement.

During the term of the agreement, PFSweb has agreteid engage, on its own behalf, in the businéselling or distributing, on a wholes:i
basis, any Daisytek products. This will not restitichowever, from providing transaction managetrsamvices to third parties who may be
engaged in the business of selling or distributorga wholesale basis, the same or competing pteduc

As part of the restructuring of PFSweb's arrangdéseith IBM, PFSweb has also entered into transaatianagement agreements with
Daisytek to provide transaction management servares worldwide basis, in connection with Daisygekistribution of various IBM
products. Under these agreements, PFSweb recemgsesfees based upon a variable percent of Dekisygross profit arising from its IBM
product sales. These agreements are coterminon$®Bweb's IBM agreements which, generally, havag®f one to two years, although
IBM may terminate these agreements at any time.

Transition Services Agreement

Upon completion of the Offering, Daisytek and PFBwatered into a transition services agreementebtids agreement, Daisytek provides
PFSweb with various services relating to employeagqll and benefits, use of facilities, and othéménistrative services. Daisytek will
provide PFSweb with these services until the cotigieof the spin-off (the "Transition Period"), et that, with respect to any particular
service, PFSweb may, upon notice to Daisytek, etdreninate the Transition Period as of an eadae or extend the Transition Period for
up to one year from the completion of the Offering.

The agreement requires PFSweb to use all commigrogalsonable efforts to obtain these transitianises from a source other than Daisy
prior to the conclusion of the Transition Peridgdhbwever, PFSweb cannot obtain any transitiomiserfrom a source other than Daisytek
and the transition service is necessary for PFSwebntinue to operate its business, then, PFSwabraguire Daisytek to continue to
provide the transition service for an additionaiige not to exceed six months.

Generally, PFSweb will pay Daisytek for these tigms services an amount equal to the cost hisadisi@llocated by Daisytek to PFSweb's
business, adjusted to reflect any changes in theeyacost or level of the services so provided®RBweb requires Daisytek to provide it with
any transition service after the expiration of Tmansition Period, PFSweb will pay Daisytek the faarket value of these services.

Substitute Stock Options

In connection with the completion of the spin-@fil, outstanding Daisytek stock options will be a#d with substitute stock options as
described below:

Options held by Daisytek employees who transfé?E&web will be replaced (at the option holder'stala to be made prior to the spin-off)
with either options to acquire shares of PFSwebmomstock or options to acquire shares of bothydaiscommon stock and PFSweb
common stock (which may be exercised separatéig) (nstapled Options"). Options held by Daisytelpioyees who remain with Daisyt
will be replaced (at the option holder's electiomé made prior to the spoff) with either options to acquire shares of D&gycommon stoc
or Unstapled Options.

In general, the adjustments to the outstandingyDekisoptions will be established pursuant to a fdendesigned to ensure that: (1) the
aggregate "intrinsic value” (i.e. the differencévmsen the exercise price of the option and the gtgykice of the common stock underlying
option) of the substitute options will not excebd aiggregate intrinsic value of the outstandingsiftak stock options which are replaced by
such
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substitute option immediately prior to the spin;@fiid (2) the ratio of the exercise price of théams to the market value of the underlying
stock immediately before and after the spin-offrisserved.

Substantially all of the other terms and conditioheach substitute stock option, including thestian times when, and the manner in which,
each option will be exercisable, the duration ef éixercise period, the permitted method of exersislement and payment, the rules that
will apply in the event of the termination of emytoent of the employee, the events, if any, that giag rise to an employee's right to
accelerate the vesting or the time or exerciseetifeand the vesting provisions, will be the samthase of the replaced Daisytek stock opt
except that option holders who are employed byammepany will be permitted to exercise, and willdodbject to all of the terms and
provisions of, options to acquire shares in the@ptdompany as if such holder was an employee df stieer company.

Although it is not possible to specify how manyrgsaof PFSweb common stock will be subject to switststock options in replacement of
Daisytek stock options, it is possible PFSweb dtotdkers may experience some dilutive impact froegreviously described conversion.

No adjustment or replacement will be made to ontlitay PFSweb stock options as a result of the-off.
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RISK FACTORS

Our business, financial condition and operatinglltesould be adversely affected by any of theofelhg factors, in which event the trading
price of our common stock could decline, and youlddose part or all of your investment. The rigkal uncertainties described below are
the only ones that we face. Additional risks andaustainties not presently known to us, or that weently think are immaterial, may also
impair our business operations.

RISKS RELATED TO OUR BUSINESS
Our historical financial information may not be repentative of our results as a separate company.

The historical financial information included ingh-orm 10K may not reflect what our results of operatiomsafcial position and cash floy
would have been had we been a separate, standaitiheduring the periods presented or what osulte of operations, financial position
and cash flows will be in the future. This is bexeau

- we made certain adjustments and allocations $daigytek did not account for us as, and we weteperated as, a single stand-alone
business for the periods presented; and

- the information does not reflect many significeh&inges that will occur in our funding and operagias a result of our new agreements
IBM and our separation from Daisytek.

We cannot assure you that the adjustments andatibds we made in preparing our historical consaéd financial statements appropriately
reflect our operations during such periods as ifwad, in fact, operated as a stand-alone entityhatt the actual effect of our separation from
Daisytek will be. Accordingly, we cannot assure yboat our historical results of operations aregative of our future operating or financial
performance.

Our revenue is dependent upon our clients' busimedproduct sales; all of our client agreemergseminable by the client at will.

Our revenue is primarily transaction based andflutituate with the volume of transactions or lesksales of the products by our clients for
which we provide transaction management servi¢ege Idedicate significant resources to clients vehlmgsiness does not generate subste
transactions or whose products do not generatdantlzd customer sales, our business may be miiyeaidversely affected. In addition, all of
our agreements with our clients are terminablehieydlient at will. Therefore, we cannot assure @i any of our clients will continue to use
our services for any period of time.

We anticipate incurring significant expenses inftireseeable future, which may reduce our profiitgbi

In order to reach our business growth objectivessewpect to incur significant operating and marigtxpenses, as well as capital
expenditures, during the next several years. lerowl offset these expenses, we will need to gémsignificant additional revenue. If our
revenue grows more slowly than we anticipate owuif operating and marketing expenses exceed oectdpns, we may not generate
sufficient revenue to be profitable or be ableustain or increase profitability on a quarterlyaorannual basis in the future.

Our systems may not accommodate significant gramvtiur number of clients.

Our success depends on our ability to handle & langnber of transactions for many different cliéntgarious product categories. We expect
that the volume of transactions will increase digantly as we expand our operations. If this oscadditional stress will be placed upon the
network hardware and software that manages ouatipes. We cannot assure you of our ability tocegfitly manage a large number of
transactions. If we are not able to maintain arrampate level of operating performance, we mayeli®y a negative reputation and our
business would be materially adversely affected.
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Because we must always have sufficient capacitymag enter into disadvantageous contracts.

We expect that the number of transactions and mtedbat we handle will continue to grow in theulet In order to ensure that we are ab
handle such additional transactions and produasnay be required to locate and obtain additiaaeilifies, including warehouse space, and
acquire additional systems and equipment. If waestamate the facilities and systems capacity weatequire, we may be obligated to pay
for more capacity than we actually use, resultmguir incurring costs without corresponding rever@enversely, if we underestimate our
capacity needs, we may be unable to provide thessacy services for our clients or may be requivesbtain additional capacity through
more expensive means. The occurrence of eithéresktsituations could significantly reduce our apeg margins and adversely affect our
business.

We face competition from many sources that coulceeskly affect our business.

Many companies offer, on an individual basis, onmore of the same services we do, and we face etitiop from many different sources
depending upon the type and range of services steghby a potential client. Our competitors incluéetical outsourcers, which are
companies that offer a single function, such alscesiters, public warehouses or credit card praresand many of these companies have
greater capabilities than we do for the functiogytprovide. We also compete against transportamigistics providers who offer product
management functions as an ancillary service tio fhignary transportation services. In many insegour competition is the in-house
operations of our potential clients themselves. ifHeouse operations departments of potential tdieften believe that they can perform the
same services we do, while others are reluctaptiteource business functions which involve direistemer contact. We cannot be certain
that we will be able to compete successfully agdhmesse or other competitors in the future.

Our sales and implementation cycles are highlyaldei and may cause our operating results to veadglwi

The sales cycle for our services is variable, @ihjcranging between a few weeks to several mofntm initial contact with the potential
client to the signing of a contract. Occasiona#lies require substantially more time. Delays incatiag client contracts may affect our
revenue and cause our operating results to varglyitlVe believe that a potential client's decigimpurchase our services is discretionary,
involves a significant commitment of its resourees is influenced by intense internal and extepniaing and operating comparisons. To
successfully sell our services, we generally mdstate our potential clients regarding the uselsmfit of our services, which can require
significant time and resources. Consequently, #réod between initial contact and the purchaseuofservices is often long and subject to
delays associated with the lengthy approval andpatitive evaluation processes that typically accanypsignificant operational decisions.
Additionally, the time required to implement oustgms and integrate a new client can range fromrabweeks to many months. Delays in
integrating new clients may affect our revenue e@angse our operating results to vary widely.

We are dependent on our key personnel, and wetodete and retain skilled personnel to sustainbusginess.

Our performance is highly dependent on the contirsevices of our executive officers and other gessonnel, the loss of any of whom
could materially adversely affect our business.deently do not have employment agreements withadrour executive officers or many
our key personnel. In addition, we need to attaact retain other highly-skilled technical and masad personnel for whom there is intense
competition. We cannot assure you that we will lble #o attract and retain the personnel necessamhé continuing growth of our business.
Our inability to attract and retain qualified teatal and managerial personnel would materially askly affect our ability to maintain and
grow our business.

We are subject to risks associated with our int@nal operations.

A significant component of our business stratedy isontinue to expand internationally. For example recently opened a new 150,000
square foot distribution center in Liege, BelgiuMe cannot assure you that we will be successfekpanding into additional international
markets. In addition to the uncertainty
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regarding our ability to generate revenue fromifpreperations and expand our international presethere are risks inherent in doing
business internationally, including:

- changing regulatory requirements;

- legal uncertainty regarding foreign laws, taréfsd other trade barriers;
- political instability;

- potentially adverse tax consequences;

- foreign currency fluctuations; and

- cultural differences.

Any one or more of these factors may materiallyemggly affect our business in a number of wayd) sisdncreased costs, operational
difficulties and reductions in revenue.

We are uncertain about our need for and the avkiijabf additional funds beyond the funds raisadhe Offering.

Our future capital needs are difficult to predidte may require additional capital in order to taklvantage of unanticipated opportunities,
including strategic alliances and acquisitionstoorespond to changing business conditions andtiai@ated competitive pressures.
Additionally, funds from operations may be lessthaticipated. Should these circumstances arisenayeneed to raise additional funds
either by borrowing money or issuing additional iggu/Ne cannot assure you that we will be ableaise such funds on favorable terms or at
all. In addition, although historically we haveieel upon Daisytek as our source of funds, sincedmepletion of the Offering, Daisytek has
been prohibited under its line of credit from puding us with funding, and we will be restrictedrfrdoorrowing from Daisytek following the
spin-off. We currently do not have any credit feigiin place under which we can borrow funds wheeded. If we are unable to obtain
additional funds, we may be unable to take advantdgew opportunities or take other actions thl¢vise might be important to our
business.

We may engage in future strategic alliances or ia@ttpns that could dilute our existing stockholsletause us to incur significant expenses or
harm our business.

We may review strategic alliance or acquisition appgnities that would complement our current bussner enhance our technological
capabilities. Integrating any newly acquired busges, technologies or services, may be expensid/éraa-consuming. To finance any
acquisitions, it may be necessary for us to raightianal funds through public or private financig\dditional funds may not be available on
terms that are favorable to us and, in the casgoity financings, may result in dilution to ouoditholders. In addition, we have limited
ability to issue capital stock prior to or aftee tbpin-off. We may not be able to operate any aeduiusinesses profitably or otherwise
implement our growth strategy successfully. If we @anable to integrate any newly acquired entitietechnologies effectively, our operating
results could suffer. Future acquisitions by usld¢@lso result in large and immediate write-offs;tirrence of debt and contingent liabilities,
or amortization of expenses related to goodwill atiger intangibles, any of which could harm ourragiag results.

Our business could be adversely affected by amsste equipment failure, whether our own or of dignts.

Our operations are dependent upon our ability ¢deot our distribution facilities, customer servaanters, computer and telecommunications
equipment and software systems against damagednce§. Damage or failures could result from fpewer loss, equipment malfunctions,
system failures, natural disasters and other cadstb®ugh we believe we have sufficient propentyl dusiness interruption insurance, if our
business is interrupted either from accidents eiittkentional acts of others, our business coulchaeerially adversely affected. In addition
the event of widespread damage or failures atailities, our shorterm disaster recovery and contingency plans aswurémce coverage m
not be sufficient.
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Our clients' businesses may also be harmed fronswstgm or equipment failures we experience. Iheliant, our relationship with these
clients may be adversely affected, we may losectioants, our ability to attract new clients maydulversely affected and we could be
exposed to liability.

Interruptions could also result from the intentibaets of others, like "hackers." If our systems penetrated by computer hackers, or if
computer viruses infect our systems, our computeudd fail or proprietary information could be npgmopriated.

If our clients suffer similar interruptions in tha&perations, for any of the reasons discussedeabpfor others, our business could also be
adversely affected. Many of our clients' computettams interface with our own. If they suffer imtgations in their systems, the link to our
systems could be severed and sales of their prodoald be slowed or stopped.

A breach of our e-commerce security measures gedldce demand for our services.

A requirement of the continued growth of e-commesdie secure transmission of confidential infaioraover public networks. A party
who is able to circumvent our security measuresdcolisappropriate proprietary information or intgst our operations. Any compromise or
elimination of our security could reduce demanddor services.

We may be required to expend significant capital afther resources to protect against security besaor to address any problem they may
cause. Because our activities involve the storagti@nsmission of proprietary information, sucttialit card numbers, security breaches
could damage our reputation and expose us totiibigand possible liability. Our security measumesy not prevent security breaches, and
failure to prevent security breaches may disruptoperations.

RISKS RELATED TO DAISYTEK
Our business may be materially adversely affedtBaisytek does not complete the spin-off of oumpany.

Although Daisytek has informed us that it currentitends to complete the spin-off, if the spin-sfhot completed, we will continue to be
controlled by Daisytek. If that happens, the pa€eur shares in the public market could be advemsiéected because of the reduced liqui
and the uncertainty as to if, when and how theeshheld by Daisytek would be sold or distributeth® public. This would, in turn, advers
affect the potential benefits offered by employqeity incentive compensation programs, such as @yapl stock options. In addition, we
believe that our control by Daisytek may limit @bility to market our services to some manufacgirer

We depend on Daisytek for various services ana fignificant portion of our revenue.

We will be providing transaction management sew/foe Daisytek under a five-year agreement. Dalsigeurrently our largest client, and
we expect that Daisytek will remain a significalitwt for the foreseeable future. Consequentlytastantial portion of our business will be
dependent upon the success of Daisytek's salesiarieting of its products. Daisytek has the righterminate the agreement, subject to the
payment of a termination fee.

In addition, we have historically been dependenDaisytek for various services, including facilgignuman resources, management
information systems, as well as for working capitske have entered into a transition services ageaemith Daisytek under which Daisytek
will continue to provide certain of these servitesis until the spin-off is completed, but not tetean one year following the closing of the
Offering. When the term of this agreement expiveswill need either to extend the term of this agnent, engage other entities to perform
these services or perform these services ours@lVesannot assure you that Daisytek will contimuprovide these services after the initial
term of the agreement, or that the cost of thesgcas will not be significantly higher if we purabe services from other parties or devote
resources to handle these functions internally.
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All of our agreements with Daisytek were made i tontext of a parent-subsidiary relationship aedamegotiated in the overall context of
our spin-off from Daisytek. We cannot assure yat the prices charged to us, or by us, under thgse=ements are not higher or lower than
the prices that may be charged by, or to, unatéitizhird parties for similar services.

Through its ownership of our stock, Daisytek wil &ble to exert substantial influence over our rganmeent and corporate affairs.

Daisytek owns approximately 80.1% of our outstagdihares of common stock. Daisytek has announseaténtion to complete the spafif
and distribute these shares to its stockholdeubn6, 2000. However, as long as Daisytek ownsprty of our outstanding common sto
Daisytek will continue to be able to elect our emthoard of directors and to remove any directdh o without cause, and generally to
determine the outcome of all corporate actionsiragustockholder approval. As a result, Daisytdk e in a position to continue to control
all matters affecting our company, including:

- the composition of our board of directors andgtigh it, any decisions with respect to the dimttnd policies of our company, including
the appointment and removal of officers;

- any decisions with respect to mergers or othsin@ss combinations involving our company;
- the acquisition or disposition of assets by ammpany;

- future issuances of common stock or other seéesrdf our company;

- the incurrence of debt by our company;

- amendments, waivers and modifications to ourstiation management services agreement with Daigytélother agreements relating to
our spin-off from Daisytek;

- the payment of dividends on our common stock; and
- decisions with respect to treatment of itemdhimse of our tax returns which are consolidatedbanlined with Daisytek tax returns.
We may have potential business conflicts of intenéth Daisytek.

Daisytek will continue to be one of our largesttonsers for a significant period of time and, unlasd until Daisytek completes the spin-off
of our common stock, it will continue to be our twtling stockholder. As a result, conflicts ofénést may arise between us and Daisytek
number of areas, including:

- the nature, quality and pricing of services weviite to Daisytek;

- the nature, quality and pricing of transitionahdces Daisytek has agreed to provide to us;

- labor, tax, employee benefit and other matteetirg to the spin-off of our company from Daisytek
- the incurrence of debt by our company and busigembinations by our company;

- sales or distributions by Daisytek of all or grortion of its ownership interest in our companyg a

- Daisytek'’s ability to control the management afidirs of our company.

We cannot assure you that we will be able to resatw potential conflicts or that, if resolved, weuld not be able to receive more favorable
resolution if we were dealing with an unaffiliatpdrty. Our transaction management services agreeminDaisytek and the other
agreements we will enter into with Daisytek mayabgended from time to time upon agreement betwespdrties. As long as we are
controlled by Daisytek, we cannot assure you thasydek would not require us to agree to an amenttoghe transaction management
services agreement or any other agreement thabmayore or less favorable to us than the curremtst®f the agreement. In addition, our
ability to incur indebtedness, make acquisitions dispositions and issue stock is restricted utiteeterms of an agreement that we entered
into with Daisytek.
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Our directors may have conflicts of interest beeahgy are also directors of Daisytek.

All of the members of our board of directors amoalirectors of Daisytek and our chairman alsoesein such capacity for Daisytek. In
addition, many of our executive officers, directarsl employees hold shares of Daisytek common stodloptions to acquire shares of
Daisytek common stock. These individuals may hawr€licts of interest with respect to certain demis involving business opportunities and
similar matters that may arise in the ordinary sewf our business or the business of Daisytekfli€t if any, could be resolved in a
manner adverse to us and our stockholders, whigld coaterially adversely affect our business, rssoil operations and financial condition.

We have potential liability to Daisytek for tax iminification obligations.

Daisytek has announced that it plans to completesfiin-off of our company on July 6, 2000. We widemnify Daisytek for any tax liability
it suffers arising out of our actions, or certaiti@ns to which we are a party that may exist, befir after the spin-off that would cause the
spin-off to lose its qualification as a tax-frestdbution for federal income tax purposes. Thagt®as include any event involving the
acquisition of the shares of our capital stockratfte spin-off which has the effect of disqualifyithe spin-off from tax-free treatment,
whether or not the event is the result of our diestion or within our control. If we cause therspiff to not qualify as a tax-free distribution,
Daisytek would incur federal income tax (which emtly would be imposed at a 35% rate), and possitalie income taxes on the gain
inherent in the shares distributed, which wouldased upon the market value of the PFSweb shatles time of the spin-off. In the event
that we are required to indemnify Daisytek in reté this liability, it would have a material adge effect on our cash flow and business
operations.

We have potential liability for Daisytek's tax ajdtions.

For all periods in which Daisytek owns or owned 86f4nore of our capital stock, we are included aidtek's consolidated group for
federal income tax purposes. If Daisytek or othembers of the consolidated group fail to make &gfal income tax payments, we would
be liable for the shortfall since each member obmsolidated group is liable for the group's ertiseobligation.

We have limited ability to issue common stock ptmor after the spin-off.

In order for the spin-off to be tax-free to Daidytnd Daisytek's stockholders, we agreed not teisslditional shares of capital stock before
the spin-off if it would prevent Daisytek from digtuting at least 80% of our capital stock in tipinsoff. Similarly, we agreed upon certain
limitations during the two-year period after thénspff, such as issuing an additional amount of capital stock in a single transaction or
series of transactions related to the spin-off Whighen combined with the common stock issuedeénotifering, could cause a 50% or greater
change in the vote or value of our outstandingtahpiock. These restrictions may impede our ghititcomplete transactions using our
capital stock or to attract qualified persons todme officers or directors.

RISKS RELATED TO OUR INDUSTRY
If the trend toward outsourcing does not contiroug, business will be adversely affected.

Our business could be materially adversely affeiftdte trend toward outsourcing declines or reger®r if corporations bring previously
outsourced functions back in-house. Particulariyrdugeneral economic downturns, businesses mag lmihouse previously outsourced
functions in order to avoid or delay layoffs.

Our market is subject to rapid technological chamge to compete we must continually enhance ouesysto comply with evolving
standards.

To remain competitive, we must continue to enhamzkimprove the responsiveness, functionality @adufres of our services and the
underlying network infrastructure. If we are unatdeadapt to changing market conditions, clienumements or emerging industry standa
our business could be adversely
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affected. The Internet and e-commerce are chaiaeteby rapid technological change, changes in regprirements and preferences, frequent
new product and service introductions embodying temlinologies and the emergence of new industndatals and practices that could
render our technology and systems obsolete. Owessavill depend, in part, on our ability to batternally develop and license leading
technologies to enhance our existing services andldp new services. We must continue to addresmthieasingly sophisticated and varied
needs of our clients and respond to technologidahiaces and emerging industry standards and peaatit a cost-effective and timely basis.
The development of proprietary technology involsggiificant technical and business risks. We méytdadevelop new technologies
effectively or to adapt our proprietary technola@md systems to client requirements or emergingsingistandards.

RISKS RELATED TO OUR STOCK
The distribution of a substantial number of shafesur common stock in conjunction with the spirfiqofay affect our stock price.

Daisytek owns 14,305,000 shares of our common sialsytek has announced its intention to completespin-off and distribute these
shares to its stockholders on July 6, 2000. Thieares will be eligible for immediate resale in thiblic market, other than any shares held by
our affiliates. We cannot predict whether substd@mounts of our common stock will be sold in épen market in anticipation of, or
following, any distribution of our shares by Daiskto its stockholders. Daisytek has the sole digmm to determine the timing, structure and
all terms of its distribution of our common stoek, of which may also affect the level of marketrtsactions in our common stock.

In addition, upon completion of the spin-off, oatsling Daisytek options held by our employees dfidens and Daisytek employees and
officers may be converted into options to purch@secommon stock. It is possible our stockholdeay experience some dilutive impact as a
result of the conversion of Daisytek options attthree of the spin-off. In addition, these factooald make it more difficult for us to raise
funds through future offerings of our common stock.

Our certificate of incorporation, our bylaws, otaseholder rights plans and Delaware law makdficdlt for a third party to acquire us,
despite the possible benefit to our stockholders.

Provisions of our certificate of incorporation, diydaws, our shareholder rights plans and Delaveawecould make it more difficult for a
third party to acquire us, even if doing so woudddeneficial to our stockholders. For example,aautificate of incorporation provides for a
classified board of directors, meaning that onlgragimately one-third of our directors will be sabj to re-election at each annual
stockholder meeting. Our certificate of incorparatalso permits our Board of Directors to issue anmore series of preferred stock which
may have rights and preferences superior to thbdea@ommon stock. The ability to issue prefestatk could have the effect of delaying
preventing a third party from acquiring us. We haiso adopted a shareholder rights plan. Thesdgiwog could discourage takeover
attempts and could materially adversely affectgtiee of our stock.

ITEM 2. PROPERTIES

Our PFSweb business is headquartered in a ceffiic tacility located in Plano, TX, a Dallas subulVe currently share the use of this
facility with Daisytek, who will be moving to a negorporate headquarters after the spin-off is cetepl

In the U.S., we operate an over one million sqfiaoé central distribution complex in Memphis, Teesee. This complex is located
approximately four miles from the Memphis Interoatl Airport, where both Federal Express and Uriattel Service operate large hub
facilities.

We recently opened a new 150,000 square foot loligtoin center in Liege, Belgium, which has manyhaf same advanced distribution
systems and equipment as in our Memphis complex.

In order to provide operations in internationaldtiens, our transitional agreement with Daisytel priovide for our use of its regional
customer service, warehouse and distribution faglin Canada.
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We operate customer service centers in Memphisydssee; Plano, Texas; Toronto, Canada; and LiezdgiuBn. Our call center technology
permits the automatic routing of calls to availatilistomer service representatives in several o€allicenters.

All of our facilities are leased and the mater&dde agreements contain one or more renewal options

ITEM 3. LEGAL PROCEEDINGS

The Company is involved in certain litigation anigiin the ordinary course of business. Managemeli@\es that such litigation will be
resolved without material effect on our financiahdition or results of operations.

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

None
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PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND R ELATED STOCKHOLDER MATTERS

Our Common Stock is listed and trades on the NaSdack Market under the symbol "PFSW." The follogviable sets forth for the period
indicated the high and low sale price for the Comr8tock as reported by the Nasdaqg National Market:

PRICE
HIGH LOW
Fiscal Year 2000
Third Quarter........coccoeveevvceeciveeeiceee $52 11/16 $31 1/2
Fourth Quarter......ccoccovevvveeeviiieeeeeees $40 3/8 $12

As of June 19, 2000, there were approximately 4€@@eholders of which 17 were record holders ®@bmmon Stock.

We have never declared or paid cash dividends o€ommon Stock and do not anticipate the paymenash dividends on our Common
Stock in the foreseeable future. We currently idtemretain all earnings to finance the furtherelepment of our business. The payment of
any future cash dividends will be at the discretiboour Board of Directors and will depend upon cag other things, future earnings,
operations, capital requirements, the general izdicondition of the Company and general busitesslitions. See "Management's
Discussion and Analysis of Financial Condition &weksults of Operations -- Liquidity and Capital Reses."

ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA
HISTORICAL PRESENTATION

The selected consolidated historical statemenpefations data for each of the fiscal years endattM31, 1998, 1999 and 2000, and the
selected consolidated balance sheet data as ohN8arc1999 and 2000 have been derived from outedidbnsolidated financial statements,
and should be read in conjunction with those statemand notes, which are included in this ForniK1The selected consolidated statement
of operations data for the fiscal year ended M&TLh1997 and the selected consolidated balance daeeas of March 31, 1997 and 1998
have been derived from our audited consolidateghfifal statements, and should be read in conjumetith those statements, which are not
included in this Form 10-K. The selected consobddtistorical statement of operations data foffigtal year ended March 31, 1996 and the
selected consolidated historical balance sheetadatd March 31, 1996, have been derived from oaudited consolidated financial
statements, and include, in our opinion, all nofmeadurring adjustments necessary for a fair ptasiem of the financial position at such de
and the results of operations for such respectwmsgds. The financial information herein may notessarily reflect our results of operations,
financial position and cash flows in the futureadrat our results of operations, financial positiord cash flows would have been had we |

a separate, stand-alone entity during the perioelsepted. The selected consolidated financialstadald be read in conjunction with
"Management's Discussion and Analysis of Finan€@idition and Results of Operations" and the codat#d financial statements and notes
thereto which are included elsewhere in this Fo@aK1
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HISTORICAL SELECTED CONSOLIDATED FINANCIAL DATA
(IN THOUSANDS, EXCEPT PER SHARE DATA)

FISCAL YEARS ENDED MARCH 31,

1996 1997 1998 1999 2000
(UNAUDI TED)
CONSOLIDATED STATEMENT OF OPERATIONS DATA:
Revenues:
Product revenue..........c.ccccoeeene. $ - $16,543 $45,804 $93,702 $55,778
Service fee revenue..................... 1 11 1,034 3,539 7,547 30,829
Total revenues.................. 1 11 17,577 49,343 101,249 86,607
Costs of revenues:
Cost of product revenue................. -- 15,768 43,392 88,335 52,639
Cost of service fee revenue............. 67 596 2,208 5,323 23,475
Total costs of revenues......... 67 16,364 45,600 93,658 76,114
Gross profit........ccccceeveenineens 44 1,213 3,743 7,591 10,493
Percent of revenues.............cccocue. 39 .6% 6.9% 7.6% 75% 12.1%
Selling, general and administrative
EXPENSES...covvieieeeeeieieiiiniiinnns -- 1,074 3,705 6,711 17,764
Income (loss) from operations............. 44 139 38 880 (7,271)
Percent of revenues....................... 39 .6% 0.8% 0.1% 0.9% (8.49)%
Interest expense, Net............eeeeee 53 77 143 374 459
Income (loss) before income taxes......... 9) 62  (105) 506 (7,730)
Provision (benefit) for income taxes...... 2) 38 (30) 214 (1,791)
Net income (I0SS)........ccovevevierennne. $ 7) $ 24 $ (715 $ 292 $(5,939)
PER SHARE DATA:
Net income (loss) per share:
Basic and diluted(a).................... $ (0. 00) $ 0.00 $(0.01) $ 0.02 $(0.38)

Weighted average number of shares
outstanding:
Basic and diluted(a).................... 14,3 05 14,305 14,305 14,305 15,479

(&) On an historical basis, reported basic andeatilmet income per share was determined basedtamcoene divided by the 14,305,000
shares outstanding prior to the Offering, which wassummated in fiscal 2000. For purposes of théneeme per share calculation, the
shares outstanding prior to the Offering are tikateoutstanding for all historical periods presdnhere were no potentially dilutive
securities outstanding prior to the Offering. Fecél 2000, outstanding options to purchase comshanes of PFSweb were anti-dilutive and
have been excluded from the weighted average sloanputation.

AS OF MARCH 31,

199 6 1997 1998 1999 2000
(UNAUD ITED)
CONSOLIDATED BALANCE SHEET DATA (IN THOUSANDS):
Working capital...........ccccoeveueenee. $57 9 $5,757 $1,344 $14,636 $27,974
Total assets........cccvveeriineeennnns 59 1 15,614 20,911 69,057 64,840
Long-term obligations...................... 62 9 5,851 1,827 29,029 2,407
Shareholders' equity (deficit)............. (4 9) (8) (155) 581 47,650
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis of our resoftoperations and financial condition should dedrin conjunction with the consolidated
financial statements and related notes theretoajmgeelsewhere in this Form 10-K.

FORWARD-LOOKING INFORMATION

We have made forward-looking statements in thisdRegn Form 10-K. These statements are subjeésks and uncertainties, and there can
be no guarantee that these statements will protse torrect. Forward-looking statements includeagdions as to how we may perform in
the future. When we use words like "seek," "sttiVbelieve," "expect," "anticipate,” "predict,” "pential,” "continue," "will," "may," "could,"
"intend," "plan," "target" and "estimate" or simikexpressions, we are making forward-looking st&et®1 You should understand that the
following important factors, in addition to thoset $orth above or elsewhere in this Report on Fb0aK and our Prospectus dated December
2, 1999, could cause our results to differ matigriabm those expressed in our forward-looking eta¢nts. These factors include:

- our reliance on the fees generated by the tréiosaeolume or product sales of our clients;
- the impact of strategic alliances;

- trends in the market for our services;

- trends in e-commerce;

- whether we can continue and manage growth;

- changes in the trend toward outsourcing;

- increased competition;

- effects of changes in profit margins;

- the unknown effects of possible system failumed pid changes in technology;
- trends in government regulation; and

- our relationship with and separation from Daikyte

We have based these statements on our currenttaiipas about future events. Although we beliewa the expectations reflected in our
forward-looking statements are reasonable, we dagusrantee you that these expectations actuallpeviachieved. This report on Form 10-
K also contains other forward-looking statememntsluding those related to our anticipated spinfimifn Daisytek. Consummation of the spin-
off is uncertain and realization of the anticipatesdults could take longer than expected and imgiteation difficulties and market factors
could alter anticipated results. In evaluating ¢hetmtements, you should consider various fadtwehiding the risks set forth in the section
entitled "Risk Factors" beginning on page 19. THastors may cause our actual results to differemalty from any forward-looking
statements.

OVERVIEW

We are an international provider of transaction age@ment services to both traditional and e-commewoganies. We derive our revenues
from a broad range of services, including order agg@ment, Web-enabled customer care services,gilbrvices, information management,
international fulfillment and distribution servicaad professional consulting services. Our distiisuservices are conducted at our
warehouses and include picking, packing and shippur clients' customer orders. We offer our s@wias an integrated solution, which
enables our clients to outsource their completesaation management needs to a single source dadu® on their core competencies. We
currently provide transaction management servicesér 30 clients that operate in a range of valrtitarkets, including apparel, computer
products, printers, sporting goods, cosmetics am$wumer electronics, among others.
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Our service fee revenue is typically charged oeragnt of shipped revenue basis or a per-transabtsis, such as a per-minute basis for
Web-enabled call center services and a per-itens fasfulfillment services. Additional fees ardled for other services. We price our
services based on a variety of factors, includihegdepth and complexity of the services provided,amount of capital expenditures or
systems customization required, the length of emntand other factors. Many of our contracts with dients involve third-party vendors

who provide additional services such as packageeatgl The costs we are charged by these third¢pemdors for these services are passed
on to our clients (and, in many cases, our cliantstomers) and are not reflected in our revenwexpense. Historically, our services have
also included purchasing and reselling client pobdlwentory. In these arrangements, our productmae was recognized at the time product
was shipped. During the quarter ended September9®®, our primary client agreement under whichpneyiously purchased and sold
inventory was restructured to provide transacti@magement services only on a service fee basis.

Our expenses are comprised of:
- on an historical basis, cost of product revemgch consists of the purchase price of produd sold net freight costs;

- cost of service fee revenue, which consists milpnaf compensation and related expenses for oab\Whnhabled customer care services,
international fulfillment and distribution servicaad professional consulting services, and otlxedfand variable expenses directly related to
providing services under the terms of fee basetracts, including certain occupancy and informatiechnology costs and depreciation and
amortization expenses; and

- selling, general and administrative expenses¢hvbonsist primarily of compensation and relategesmses for sales and marketing staff,
executive, management and administrative persamtkebther overhead costs, including certain ocaeypand information technology costs
and depreciation and amortization expenses. Irtiaddon an historical basis, certain direct cotttiasts related to our IBM master
distributor agreements have been reflected asigedind administrative expenses.

ADJUSTED FINANCIAL PRESENTATION

We believe our historical financial statements mayprovide a meaningful comparison to our futunaricial statements. This is because the
financial presentation of our operations in theifatwill be different from what they have been tiistally, as described below.

In 1996, we entered into an agreement with thetgrisupplies division of IBM. Under this agreemem, provided IBM with various
transaction management services, such as callrcgaméces and order fulfillment and distributiéie also served as an IBM master
distributor of printer supply products. Under thaster distributor arrangement, we purchased inéepisupply products from IBM and
resold them to IBM customers. Following our initigreement with the printer supplies division, weeeed into several similar agreements
with other divisions of IBM, both in the U.S. andrgpe, and expanded our then existing agreemeinisltale more product lines.

During the quarter ended September 30, 1999, wisyi2k and IBM entered into new agreements to aonfi® our current business model.
Under these new agreements, Daisytek acts as tstemnatstributor of the IBM products and we willtimue to provide various transaction
management services. As part of this restructurirggtransferred to Daisytek the IBM product inveptavhich we held as the master
distributor, together with our customer accounteieable and our accounts payable owing to IBMegpect of the product inventory. The
purpose of the restructuring was to separate ttetendistributor and transaction management redpititiss between ourselves and Daisytek
so that each could focus on its core competencies.

As a result of the restructuring of the IBM agreeatsgour historical financial statements may nowjite a meaningful comparison to our
future financial statements. This is because,rasster distributor under our prior agreements,aeended revenue as product revenue as we
sold the product to IBM customers. Similarly, ouogps profit was based upon the difference betweemevenue from product sales
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and the cost of purchasing the product from IBMthia future, however, our revenue under the new Hjveements will be service fee
revenue that will be payable by Daisytek and wélldased upon a variable percentage of Daisytetss grofit arising from its IBM product
sales.

As a result of this restructuring of our IBM agresats, our total revenues arising under our new Ejveements will be reduced, as comp

to the total revenues arising under the prior IBjMe@ments. However, our gross profit margin asregme of service fee revenue under the
new IBM agreements is anticipated to be signifigahigher as compared to our gross profit margia agrcent of product revenue under the
prior IBM agreements.

In addition, upon completion of the Offering in @ecber 1999, we entered into a new transaction neanagt services agreement with
Daisytek. Under this agreement, we receive seffegiegevenue based upon a percentage of Daisytegjsesl product revenue. Consequently,
our historical financial statements reflect thevger fee revenue we received from Daisytek undisrrtbw agreement for only four months in
fiscal 2000.

Additionally, upon completion of the Offering, Dgisk transferred to us fixed assets and otherasgdath will be used in our business. We
paid to Daisytek a portion of the net proceedhef®@ffering and assumed capital and operating lebligations related to these assets.

Our historical financial statements for fiscal 2080 include incremental costs on new contraptementations as well as certain
incremental charges.

In order to show how we will present our finanagtdtements in the future because of our new armeges with IBM and Daisytek, we have
set forth below an unaudited adjusted presentatiaur total historical revenue and cost of reveritgs presentation shows, retroactively,
what our service fee revenue and cost of servieedeenue would have been if (i) our modified agreets with IBM had been in effect
during the periods presented, (ii) our new agre¢mih Daisytek had been in effect for all of fisd®99 and 2000, (iii) our acquisition of the
assets and liabilities that Daisytek transferredsapon completion of the Offering had occurredfate beginning of the periods presented,
and (iv) for adjustments to the costing methodolagplied to start-up activity on new client implamegions and other modifications to
certain contracts.

FISCAL YEAR FISCAL YEAR
ENDED ENDED
MARCH 31, MARCH 31,
1999 2000
(IN THOUSANDS)
(UNAUDITED)

Service fee revenue......ccccvvvvvevcvncnees $31,510 $46,003
Cost of service fee revenue..........ccceeveeeeee. L. 18,525 29,815
Service fee gross profit......coceeevvcceeeen Ll 12,985 16,188
Service fee gross profit margin.........ccoeeeeeeee. L 41.2% 35.2%

Based on this presentation, our largest client$isoal 1999 would have been Daisytek (65.1%), IBI.5%) and Emtec (10.3%), and our
largest clients for fiscal 2000 would have beensk (43.7%) and IBM (15.9%). In calculating thegecentages, we have considered IBM
as our client under our new IBM agreements evenghdhe service fees arising under these agreeraenfsid by Daisytek.

We based the adjusted operating data on availafiemation and certain estimates and assumptiomsb#lieve that such assumptions
provide a reasonable basis for presenting ourtsesadjusting for the transactions described abdlis adjusted financial information does
not reflect what our operating income or net incomeelld have been during the periods presented at i results of operations may be in
the future.
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RESULTS OF OPERATIONS

The following table sets forth certain historicaancial information from our audited consolidastdtements of operations expressed as a

percent of revenues.

FISCAL YEARS ENDED MARCH 31,

1998 1999 2000
Product revenue........cccocooveevviiicneneceeees 92.8%  92.5% 64.4%
Service fee revenue........ccccovvceeenicceeeee. Ll 7.2 7.5 35.6
Total revenues.......ccocceevvvcveeennee L 100.0 100.0 100.0
Cost of product revenue (as % of product revenue).. ... 94.7 94.3 94.4
Cost of service fee revenue (as % of service fee
FEVENUE) ... oiiiiiiiiiieee e e e e e e 62.4 70.5 76.1
Total costs of revenues........ccceeeeee. L 92.4 92.5 87.9
Gross Profite..eeeeeeeeeeeeeeieiieee L 7.6 7.5 12.1
Selling, general and administrative expenses....... . ... 7.5 6.6 20.5
Income (loss) from operations...........cccceeeeee.. L 0.1 0.9 (8.4)
Interest expense, Net....cccceeeeeevvevvcccccees 0.3 0.4 0.5
Income (loss) before income taxes........ccceeeee.e. L (0.2) 0.5 (8.9)
Provision (benefit) for income taxes............... ... 0.0 0.2 (2.0)
Netincome (I0SS)....cccovcveeevviiiieeiiies (0.20% 0.3% (6.99%

FISCAL YEAR ENDED MARCH 31, 2000 COMPARED TO FISCAL YEAR ENDED MARCH 31, 1999

We believe our historical financial statements mayprovide a meaningful comparison to our futimaricial statements. This is because the
financial presentation of our operations in theifatwill be different from what they have been tigtally, as described above.

Product Revenue. Product revenue was $55.8 miliinfiscal 2000 as compared to $93.7 million fachl 1999. As stated above, during the
quarter ended September 30, 1999, we, DaisytekBivicentered into new agreements applicable tofalius IBM relationships. As a result
of these agreements, the activities performed uthdse contracts since that date were accountesfeervice fee revenue as opposed to
product revenue. Prior to the impact of these ngreements, product revenue had increased as codnjogpeior periods due to the addition
of our European IBM distribution agreement as vaslgrowth from the existing North America IBM maddestributor agreements. In future
periods, we do not expect to have any product neéven

Service Fee Revenue. Service fee revenue was $8ich for fiscal 2000 as compared to $7.5 millidaring fiscal 1999, an increase of
$23.3 million or 308.5%. The increase in serviae fevenues over prior periods was due to the fugkpansion of existing contracts, the
restructuring of all the IBM contracts, and newvses contract relationships, including our new gaction management services agreement
with Daisytek which commenced on the completiothef Offering in December 1999. Service fee revdmua existing contracts increased
$1.3 million and new service contract relationstagded $22.0 million for fiscal 2000. For fiscalD2Q new service fee revenue totaling $11.6
million is for fees earned from Daisytek under oew transaction management services agreementtiedfas of the Offering, and our new
IBM contracts that, prior to the September 1999 guawould have been reported as product revenue.

Cost of Product Revenue. Cost of product revenuse$82.6 million for fiscal 2000, as compared to.888illion during fiscal 1999, a
decrease of $35.7 million, or 40.4%. Cost of pradagenue as a percent of product revenue was 9dutbtg fiscal 2000, and 94.3% during
fiscal 1999. The resulting gross profit margin Ba8% and 5.7% for fiscal 2000 and 1999, respegtives a result of the new IBM
arrangements, we do not expect to incur any cogtaxfuct revenue in future periods.

Cost of Service Fee Revenue. Cost of service femntee was $23.5 million for fiscal 2000, as compae$5.3 million during fiscal 1999, an
increase of $18.2 million or 343.4%. The resultiegvice fee gross profit
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margin was 23.9% during fiscal 2000, and 29.5%rdpfiscal 1999. During fiscal 2000, cost of seriee revenue increased related to a |
number of new client implementations.

Gross Profit. Gross profit was $10.5 million, or1% of revenues, for fiscal 2000, as compared t6 $Wllion, or 7.5% of revenues, for fiscal
1999. The increase in total gross profit resultecharily from the further expansion of existing ¢t@cts and new service contract
relationships, including our new transaction manag& services agreement with Daisytek, which conaeéron the completion of the
Offering in December 1999. The increase in grosfitpas a percentage of revenues resulted fromesteucturing of all of the IBM contracts
into service fee contracts, which typically havieigher gross profit margin as a percent of revaasieompared to the gross profit margin as a
percent of revenue earned under the IBM masteiilalision agreements. In the Adjusted Financial ng¢stion data above, we have provided,
retroactively, what our service fee gross profirgmawould have been considering the impact ofroodified agreement with IBM, our new
agreement with Daisytek, our acquisition of theetsand liabilities which Daisytek transferred soupon completion of the Offering and
adjustments to the costing methodology appliedad-sip activity on new client implementations asttler modifications to certain contracts.
The gross profit margin for fiscal 2000, would hde=n 35.2% after giving effect to these adjustmadtr service fee gross profit margin in
the future is targeted to be between 35-40%.

Selling, General and Administrative Expenses. SG&fenses were $17.8 million for fiscal 2000, 0620 of revenues, as compared to $6.7
million, or 6.6% of revenues, for fiscal 1999. Asegult of incremental costs, the restructuringhefIBM agreements and the related redu

in product revenue, SG&A expenses as a percenfageabrevenue were higher in fiscal 2000 thafisoal 1999. SG&A expenses increased
as a result of costs incurred to support the highkrs volumes under both new and existing comstiand incremental investments in resou
and technology to support our continued growth. 3@&Xpenses also increased as a result of certeiarirental charges effected during
fiscal 2000. In the future, while we anticipatetthe will continue to incur incremental costs asmake further SG&A investments in our
sales, marketing, and technology areas to suppoigrowth strategies and as a result of operating stand-alone public company, we are
targeting our SG&A, as a percent of sales, to desras we increase our service fee revenue.

Interest Expense, Net. Interest expense was $0iibmrfor fiscal 2000 as compared to $0.4 milliar fiscal 1999. Interest expense increased
as a result of an increase in the average payalaisytek to support working capital requiremeagplicable primarily to our master
distributor agreements and for capital expenditunéfset by interest income earned subsequenet®ffering. The weighted average interest
rate was 6.7% during fiscal 2000 and 1999. As tgid below, in December 1999, we used a portigheofunds from the Offering to repay
our intercompany payable balance to Daisytek amdh@ase certain assets from Daisytek. The remasnagable cash will be used for future
capital expenditures, general working capital nesdspossible acquisitions. To the extent that axelexcess cash available, we expect to
generate interest income in future periods.

Income Taxes. Our income tax benefit as a percerdfgre-tax loss was 23.2% for fiscal 2000 as canexqh to an income tax provision as a
percentage of pre-tax income of 42.3% for fisc&9.9Ne will continue to be included in Daisyteksolidated tax return for all periods in
which Daisytek owns 80% or more of our capital ktar through the date of the spin-off from DaidytAs part of the tax sharing agreement
entered into with Daisytek, we will be reimbursed &ny income tax benefit derived from our inclusio the consolidated return. However,
any loss generated by us in Europe is not includélde Daisytek consolidated return and may naitilized at a consolidated level.
Accordingly, in fiscal 2000, we recorded a benffitthe pre-tax loss generated in the U.S., howewerause of our limited operating history
in Europe, it is uncertain whether it is "more likéhan not" that we will be able to utilize our fepean losses in future periods and therefore
we did not record an income tax benefit for thosetax losses. To the extent we have future lossEsirope, it will continue to negatively
impact our income tax provision. Additionally, sinere will cease to be included in Daisytek's cadstéd return upon completion of the
spin-off and we have not established a sufficigstibhy of earnings, on a stamdbne basis, a valuation allowance has been prdvatethe ne
deferred income tax asset as of March 31, 2000fis@al 1999, the income tax
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percentage is impacted by the differences betwaekls. and foreign subsidiaries, which are taxediféerent rates.
FISCAL YEAR ENDED MARCH 31, 1999 COMPARED TO FISCAL YEAR ENDED MARCH 31, 1998

Product Revenue. Product revenue was $93.7 miliofiscal 1999 compared to $45.8 million for fis@®98, an increase of $47.9 million or
104.6%. Product revenue increased as a result iocegase of $10.5 million under new European IBbtributor agreements and an increase
of $37.4 million or 81.7% in sales under our No&ifmnerican IBM master distributor agreements.

Service Fee Revenue. Service fee revenue was $lfichrduring fiscal 1999 as compared to $3.5 mifliduring fiscal 1998, an increase of
$4.0 million or 113.3%. The increase in servicerenue was attributable to an increase in egistontracts of $1.3 million or 37.1% and
the addition of $2.7 million related to new servamntract relationships.

Cost of Product Revenue. Cost of product revenue$88.3 million during fiscal 1999 as compared48.4 million during fiscal 1998, an
increase of $44.9 million or 103.6%. Cost of prddewvenue as a percent of product revenue was 9tBfiscal 1999 and 94.7% for fiscal
1998. The resulting product gross profit margin Wa®6 for fiscal 1999 and 5.3% for fiscal 1998. Tinerease in product gross profit margin
was due to our European IBM business, which haidtzeh gross profit margin than our domestic IBMibess due to differences in customer
and product mix.

Cost of Service Fee Revenue. Cost of service feentee was $5.3 million for fiscal 1999 compare&2ad2 million during fiscal 1998, an
increase of $3.1 million or 141.1%. The increasedst of service fee revenue during fiscal 1999 sasto growth in client orders processed
during the period. The resulting service fee grposdit margin was 29.5% during fiscal 1999 and 34 @uring fiscal 1998. The decrease in
service fee gross profit margin was due to thetamdof certain large contracts at lower gross iprofirgins and incremental costs related to
implementing several new contracts during fisc&19.9

Gross Profit. Our gross profit was $7.6 million705% of revenues for fiscal 1999 as compared t@ 88llion or 7.6% of revenues for fiscal
1998. In the Future Financial Presentation data@bwme have provided, retroactively, what our senfee gross profit margin would have
been considering the impact of the new IBM and {ialsagreements and our acquisition of the assetdiabilities which Daisytek will
transfer to us upon completion of this offeringeTdross profit margin for the year ended March1®B9 would have been 41.2%.

Selling, General and Administrative Expenses. SG&fenses for fiscal 1999 were $6.7 million or 6 80tevenues as compared to $3.7
million or 7.5% of revenues for fiscal 1998. Thermase in SG&A expenses for fiscal 1999 was atre$aosts incurred to support the gro
in client orders processed under both new andiagisbntracts. Incremental investments in resouaoektechnology to support our contint
growth also contributed to increased SG&A expenses.

Interest Expense, Net. Interest expense was $0idmuuring fiscal 1999 and $0.1 million duringéial 1998. Interest expense increased as ¢
result of an increase in the average payable teyieli to support working capital requirements aggtdle primarily to our master distributor
agreements. The weighted average interest rat®w&s during fiscal 1999 and 6.9% during fiscal 1998

Income Taxes. Our income tax expense as a pereaofagetax income was 42.3% for fiscal 1999 asmamed to an income tax benefit as a
percentage of pretax loss of 28.6% for fiscal 1998s difference resulted from a change in theorafipretax income or loss between our
U.S. and foreign subsidiaries which are taxed fi¢mint rates, combined with certain nondeductépenses in fiscal 1998.

USE OF OFFERING PROCEEDS

In December 1999, PFSweb sold an aggregate of ®385hares of common stock, $0.001 par value, inifial public offering led by
Hambrecht & Quist, Dain Rauscher Wessels and Je$f& Company, Inc., managing underwriters. Theifegfion Statement on Form S-1
for the Offering was declared effective on
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December 2, 1999 (Commission File No. 333-8765M)ofthe securities registered for the Offeringressold by the Company at an initial
public offering price of $17.00 per share.

The following sets forth certain information regagithe Offering as of March 31, 2000 (in thousgnds

Gross offering proceeds.........ccooeveevvccs L. $60,605
Offering expenses:
Underwriting discount.......ccccceeeeeeveveeeeee L 4,242
Expenses paid to or for underwriters......c....... ... --
Other eXPeNnSes.....ccoovuveeeivciiieeiiieees 3,349
Total offering expenses.........ccoeevvvvvvveeees 7,591
Net offering proceeds.........ccocvveeevicee. L $53,014

All of such payments of Offering expenses were ntadghers, except that James F. Reilly, a direatdhe Company, also serves as a
Managing Director of Hambrecht & Quist.

The following sets forth certain information regagithe use by the Company of the net offering peals as of March 31, 2000 (in
thousands).

Repayment of payable to Daisytek...........cccceee.. L $26,800
Acquisition of property and equipment and other ass ets from
DaiSYteK..ccvvveeieeieiiiiiieeeeeeee 5,000
Working capital and temporary investments.......... ... 21,214
$53,014

The Company's temporary investments consist of certial bank money market accounts pending usealf finds for the Company's
operations.

All of such payments of the Offering proceeds weale to others, except for the payments to Daisytbich is the holder of approximately
80% of the Company's outstanding common stock.

LIQUIDITY AND CAPITAL RESOURCES

As a subsidiary of Daisytek, we have historicallpded our business through intercompany borrowfirege Daisytek. The net proceeds of
the Offering were used to repay our intercompanydwings from Daisytek. We currently believe tha¢ remaining net proceeds from the
Offering and funds generated from operations vaitisgy our working capital and capital expenditeggquirements for the next twelve mont
Daisytek has been prohibited from advancing fundsstfollowing the Offering, except in the normalicse of business. Accordingly, in or
to provide additional financing flexibility in thieiture, we plan to seek our own credit facility.

We had previously guaranteed an unsecured revolwiagf credit with commercial banks of Daisytékd "Facility"). On October 29, 1999,
Daisytek amended the Facility. This amendment pitswided for the release of us as guarantor offréodity upon (i) the effective date of t
Offering of the shares of common stock of PFSwab(@hthe payment from PFSweb to Daisytek in sattbnt of the outstanding payable to
Daisytek. In satisfaction of these conditions, wgébeen released from its guarantee.

Working capital increased to $28.0 million at Mag&h 2000 from $14.6 million at March 31, 1999. Hmount as of March 31, 2000 was
primarily the result of the Offering, which on atfasis, contributed approximately $20 million torking capital. A significant portion of o
working capital needs has historically been relétedur master distributor agreements with IBM, ethiequired us to purchase and resell the
product inventory to IBM customers. Under our neegments with IBM, Daisytek now acts as the matisributor (and is responsible for
the purchase and resale of the product inventatyre@tains the customer revenue), and we continperiorm most of the other transaction
management services we had provided previouslyaiisof these new IBM agreements, we now receinacefees from Daisytek for the
transaction management services that we provideorinection with the restructuring of our IBM
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agreements, during the quarter ended Septemb@&©90, we transferred to Daisytek the IBM-relatedldorct inventory, customer accounts
receivable and accounts payable that we held ungeprior agreements. In consideration of thisgfan Daisytek paid to us the net book
value of these assets and liabilities (approxing$2D million). As a result of the modification tiwe IBM agreements and the proceeds raised
from the Offering, our historical working capitalquirements prior to March 31, 2000, may not bécatie of our future needs.

Net cash provided by financing activities was $24ibion for fiscal 2000. In December 1999, we segsfully completed our Offering a

sold 3,565,000 shares of common stock, includiegutiderwriters oveallotment, at $17 per share. Net proceeds fronotfeging aggregate
approximately $53.0 million. Proceeds were use@pay an intercompany payable to Daisytek of agprately $27 million and to acquire
from Daisytek all fixed assets in its Memphis dsition facility, as well as certain assets prowglinformation technology services for
approximately $5.0 million, and we received thecktof several subsidiaries of Daisytek represertirgbusiness operations of PFSweb. The
remaining net proceeds are intended to be useddding capital, capital expenditures, a portiomtifich may be financed through capital or
operating leases, and possible acquisitions. N&t peovided by financing activities was $27.7 roiflifor fiscal 1999. During fiscal 1999,

cash provided by Daisytek was used to fund theeimental financing of one of our client's inventayr capital expenditures and working
capital requirements. Net cash used in financiniyiies was $4.0 million in fiscal 1998, represagta repayment to Daisytek.

Cash flows provided by operating activities totedd®.6 million for fiscal 2000 and primarily refled a reduction in accounts payable and
accrued expenses of $25.0 million, accounts rebkvaf $8.3 million and inventory of $29.9 milliohese reductions primarily related to
transfer of the IBM related working capital asdetsn us to Daisytek in conjunction with the new IBdgreements. Net cash used in oper
activities was $12.3 million for fiscal 1999. Netsh provided by operating activities was $4.5 onilifor fiscal 1998. Working capital
requirements increased in fiscal 1999 comparestalf 1998 primarily due to product revenue growtider our North American IBM master
distributor agreements. We also entered into nestenalistributor agreements in December 1998 tuigecservices for IBM in Europe. Our
North American revenue growth, as well as the nemofean contracts, resulted in significant increaséBM contract related accour
receivable, inventory and accounts payable.

Cash used in investing activities was $10.2 milfionfiscal 2000. During fiscal 2000, our capitapenditures totaled $21.2 million and
included the asset purchase from Daisytek at theptation of the Offering, our new Belgium distrifart facility, and the expansion of U.S.
sales and distribution facilities. Partially offieg these capital expenditures was a reductidhiad-party financed inventory. Cash used in
investing activities for fiscal 1999 totaled $14n@lion and was primarily a result of a long-termntractual agreement with one of our clients
pursuant to which, as part of the services thapreeide, we finance certain of the client's inveptduring fiscal 2000, this client provided
notification that they intend to repay the outstagdalance within the next twelve months. Captgdenditures were $2.7 million for fiscal
1999 and $0.3 million for fiscal 1998. Capital emditures have historically consisted primarily dflgions to upgrade our management
information systems, including our Internet-basestemer tools, other methods of e-commerce andrgke@epansion of our facilities, both
domestic and foreign. We expect to incur signiftozapital expenditures in order to support new i@mts and anticipated future growth
opportunities. We anticipate that our total investinin upgrades and additions to facilities andrimfation technology services for calendar
year 2000 will be approximately $7 to $10 milliome of these expenditures may be financed thropghating or capital lease

We believe that international markets represernhésropportunities for growth. We may consider gntginto forward exchange contracts in
order to hedge our net investment in our Canadidfuoopean operations or in other internationaintees in which we establish a presence,
although no assurance can be given that we widbe to do so on acceptable terms.

In the future, we may attempt to acquire other messes to expand our services or capabilitiesnnextion with our efforts to grow our
business. We currently have no binding agreemerdsquire any such businesses. Should we be sfdesacquiring other businesses, we
may require additional financing.
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Acquisitions involve certain risks and uncertaisti€herefore, we can give no assurance with respedhether we will be successful in
identifying businesses to acquire, whether we béllable to obtain financing to complete an acqaisjtor whether we will be successful in
operating the acquired business.

YEAR 2000 ISSUE

Daisytek and its subsidiaries (including PFSwelmpleted its identification, assessment and remiediatf the year 2000 compliance issue
("Y2K") in December 1999. The total expenses inedrpy Daisytek and its subsidiaries (including PEBwrelated to Y2K was

approximately $0.8 million, which included both esttal costs, such as outside consultants, softaradenardware applications, as well as
internal costs, primarily payroll related, whiclearot reported separately. To date, the Companndiaesxperienced any material Y2K

failures and to the best of its knowledge neittarenany of its significant clients or service pdwrs. However, there can be no assurance tha
in the future issues related to Y2K will not havmaterial adverse effect on our financial conditiorthat of our significant clients or service
providers.

INVENTORY MANAGEMENT

Prior to September 30, 1999, our agreements wilth W&re structured as master distributor agreem@ais.transaction management services
we provided for IBM under these agreements inclyglegdhasing and reselling IBM product inventoryB® customers. During the quarter
ended September 30, 1999, we restructured ourragrés with IBM so that we will no longer be purdhngsor reselling the IBM product
inventory. In addition, we transferred to Daisytbk IBM-related customer accounts receivables,rnitorg and accounts payable. We do not
expect to own product inventory in future periods.

SEASONALITY

The seasonality of our business is dependent upordasonality of our clients' business and tladgr af their products. Accordingly, our
management must rely upon the projections of dantd in assessing quarterly variability. We badi¢lvat as our business grows with
consumer product clients, our business activity mél more significant in the quarter ended Decer3fer

We believe that results of operations for a qubrgeriod may not be indicative of the resultsdor other quarter or for the full year.
INFLATION

Management believes that inflation has not had &mah effect on our operations.

IMPACT OF RECENTLY ISSUED ACCOUNTING STANDARDS

In June 1998, the Financial Accounting Standardsr@dssued Statement of Financial Accounting Stadsl@SFAS™) No. 133, "Accounting
for Derivative Instruments and Hedging ActivitieSFAS No. 133 requires that an entity recognizeetivative financial instruments as
either assets or liabilities in the statement wéficial position and measure those instrumentiratdlue. If certain conditions are met, a
derivative may be used to hedge certain typesaoftactions, including foreign currency exposures 10ét investment in a foreign operation.
SFAS No. 133 is effective for fiscal years begimnaiter June 15, 2000, with initial applicationcdshe beginning of an entity's fiscal quar
SFAS No. 133. The Company is currently evaluatimggrovisions of SFAS No. 133 and its effect onabeounting treatment of its financial
instruments.

During 1999, the Securities and Exchange Commidsgwed Staff Accounting Bulletin ("SAB") No. 10'Revenue Recognition.” SAB No.
101 requires that revenue generally is realizesalizable and earned when all of the followingesia are met: (i) persuasive evidence of an
arrangement exists, (ii) delivery has occurredeovises have been rendered, (iii) the seller'sepiacthe buyer is fixed or determinable, and
(iv) collectibility is reasonably assured. SAB Nd@1 is effective for fiscal years beginning aftedd@mber 15, 1999. The Company is
currently evaluating the provisions of SAB No. 11 its effect, if any, on the Company's finanstatements.
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ITEM 7a. QUANTITATIVE AND QUALITATIVE DISCLOSURE AB OUT MARKET RISK

The carrying value of the Company's financial imstents, which include cash and cash equivalentsaagbital lease obligation, approximn
their fair values based on current market price rateks.

We are subject to market risk associated with caariig foreign currency exchange rates. In ordendoage these risks, beginning in the year
ended March 31, 1999, certain of our risks weresittared in Daisytek's corporate risk managemergraro, which included entering into
certain forward currency exchange contracts. Wendicenter into any such contracts on our own.

Currently, our foreign currency exchange rate igsrimarily limited to Canadian dollars and ther&un the future, we believe our foreign
currency exchange risk will also include other ennies applicable to certain of our internatior@rations. In order to mitigate foreign
currency rate risk, we will consider entering ifdoward currency exchange contracts to hedge aunestment and lonterm intercompan
payable balances.
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
To the Shareholders of PFSweb, Inc.:

We have audited the accompanying consolidated balsineets of PFSweb, Inc. (a Delaware corporatind)subsidiaries (see Note 1) as of
March 31, 1999 and 2000, and the related conselidstitements of operations, shareholders' equitgash flows for each of the three years
in the period ended March 31, 2000. These finast&Eements are the responsibility of the Compangisagement. Our responsibility is to
express an opinion on these financial statemersisdoan our audits.

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

In our opinion, the financial statements refermedlbove present fairly, in all material respedts, financial position of PFSweb, Inc. and
subsidiaries as of March 31, 1999 and 2000, andethdts of their operations and their cash flomrsefach of the three years in the period
ended March 31, 2000, in conformity with accounfmimciples generally accepted in the United States

ARTHUR ANDERSEN LLP

Dallas, Texas,
May 4, 2000 (except with respect to the
matters discussed in Note 11, as to which theidatene 8, 2000)
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PFSWEB, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(IN THOUSANDS, EXCEPT SHARE DATA)

MARCH 31,
1999 2000
ASSETS
CURRENT ASSETS:
Cash...coooviiiiiiii $ 587 $24,896

Accounts receivable, net of allowance for doubtfu

accounts of $635 and $690 at March 31, 1999 an d 2000,

resSpectively. oo 22,190 8,892
Other receivables........ccccocvvvvvveveven. - 7,917
Inventories, Net........coovevccvcvvveneeeees 29,856 --
Prepaid expenses and other current assets........ ... 997 1,052

Deferred tax asset, net.........ccccccvveeeeenn.
Total current assets....................

PROPERTY AND EQUIPMENT, néet...........coceenee.
OTHER ASSETS......ccociiiiiiiiiini,

Total assets.......cccceeveeeeeeiieinnns

......... 12,263 528

LIABILITIES AND SHAREHOLDERS' EQUITY
CURRENT LIABILITIES:
Current portion of capital lease obligations..... ... $ - $ 274
Trade accounts payable........ccccocvveeevneeee L 38,329 6,277
Payable to Daisytek . - 4,707
Accrued eXPeNSES......coccveeviiiieeeeiiieaeee . 1,118 3,525

Total current liabilities................

PAYABLE TO DAISYTEK....ccoiiiiiiieiiieeieeeeee i, 29,029 -
CAPITAL LEASE OBLIGATIONS, less current portion.... ... - 2,407
COMMITMENTS AND CONTINGENCIES (Notes 6 and 8)
SHAREHOLDERS' EQUITY (Note 1):
Preferred stock, $1.00 par value; 1,000,000 share s
authorized; none issued and outstanding at Mar ch 31,
2000...cciiiii e - -
Common stock, $0.001 par value; 40,000,000 shares
authorized; 17,870,000 shares issued and outst anding at
March 31, 2000.......ccccoveiiieeiieaieees - 18
Additional paid-in capital........cccccccoeeeeee. L -- 50,673
Retained deficit......ccooovvevevveveeeenens L - (2,836)
Daisytek's net equity investment.................. .. 712 --

Accumulated other comprehensive loss.............
Total shareholders' equity...............

Total liabilities and shareholders' equit

......... (131)  (205)

The accompanying notes are an integral part oktheasolidated statements.
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PFSweb, INC. AND SUBSIDIARIES

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

FISCAL YEARS ENDED MARCH 31,

1998

REVENUES (Note 6):
Product revenue............ccooeecvvvvveneenens
Service fee revenue

....................................... 3,539
Total revenues.......ccooeeeevvccees L 49,343
COSTS OF REVENUES:
Cost of product revenue.........ccccceveeeeeee. L. 43,392
Cost of service fee revenue........cccccceeeeeeee. 2,208
Total costs of revenues..........cceeee. L 45,600
Gross profite...cccceevcciieeeeeeee 3,743
SELLING, GENERAL AND ADMINISTRATIVE EXPENSES....... ... 3,705
Income (loss) from operations.......cccceeee.. L 38
INTEREST EXPENSE, N€t..cccoveviiiiiiiiiieeeee . 143
Income (loss) before income taxes............. . ... (105)
PROVISION (BENEFIT) FOR INCOME TAXES........ccccee. e, (30)

NET INCOME (LOSS)

1999 2000

$45,804 $ 93,702 $55,778

7,547 30,829

88,335 52,639
5,323 23,475

7,591 10,493
6,711 17,764
(7,271)
459
(7,730)
(1,791)

880
374

506
214

NET INCOME (LOSS) PER SHARE:
Basic and diluted

WEIGHTED AVERAGE NUMBER OF SHARES OUTSTANDING:
Basic and diluted

The accompanying notes are an integral part oktheasolidated statements.
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PFSweb, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
(IN THOUSANDS, EXCEPT SHARE DATA)

ACC UMULATED
DAISYTEK'S OTHER
COMMON ST OCK ADDITIONAL NET COMP REHENSIVE TOTAL
-------------------- PAID-IN  RETAINED EQUITY | NCOME SHAREHOLDERS'
SHARES AMOUNT CAPITAL DEFICIT INVESTMENT ( LOSS) EQUITY

Balance, March 31, 1997............. - $ - $ - $ - $ (25 ¢$ 17 $ (8)
Netloss......cooevriieriiieennen. -- -- -- -- (75) -- (75)
Other comprehensive loss -- foreign

currency translation adjustment... -- -- -- -- -- (72) (72)
Comprehensive loss .
Balance, March 31, 1998............. -- -- -- -- (100) (55) (155)
Net income - - - - 292 - 292
Contributed capital -- -- -- -- 520 -- 520
Other comprehensive loss -- foreign

currency translation adjustment... -- -- -- -- -- (76) (76)
Comprehensive income................
Balance, March 31, 1999... - -- - -- 712 (131) 581
Net loss prior to initial public

offering......cccceeeeeieennn. -- -- -- -~ (3,103) -- (3,103)
Contribution of Daisytek's net

equity investment................. - - (2,391) - 2,391 - -
Net loss subsequent to initial

public offering................... - - - (2,836) -- - (2,836)
Issuance of common stock to

Daisytek........cccovviirinnne 14,305,000 14 6 - - - 20
Initial public offering, net of

issuance Costs.............c.... 3,565,000 4 53,010 - - - 53,014
Stock based compensation expense.... -- - 48 - - - 48
Other comprehensive loss -- foreign

currency translation adjustment... - - - - - (74) (74)
Comprehensive loss....... .
Balance, March 31, 2000 17,870,000 $ 18 $50,673 $(2,836) $ -- $ (205) $47,650

COMPREHENSIVE
INCOME
(LOSS)

Net 10SS......covvveirerieienns $ (75)
Other comprehensive loss -- foreign
currency translation adjustment... (72)

Comprehensive loss.... $ (147)

Balance, March 31, 1998.............

Net income.................

Contributed capital

Other comprehensive loss -- foreign
currency translation adjustment... (76)

$ 216

Comprehensive income..

Balance, March 31, 1999.............
Net loss prior to initial public
offering........cccooveevinenn. $(3,103)
Contribution of Daisytek's net
equity investment.................
Net loss subsequent to initial
public offering................... (2,836)
Issuance of common stock to
Daisytek....
Initial public offering, net of
issuance CostS............c.......
Stock based compensation expense....
Other comprehensive loss -- foreign
currency translation adjustment... (74)

Comprehensive loss....... $(6,013)

Balance, March 31, 2000.............

The accompanying notes are an integral part oktheasolidated statements.
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PFSWEB, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
(IN THOUSANDS)

FISCAL YEARS ENDED MARCH 31,

1998 1999 2000

CASH FLOWS FROM OPERATING ACTIVITIES:
Netincome (I0SS).....cccoeevvveiiieeiieeaaee $ (75) $ 292 $(5,939)
Adjustments to reconcile net income (loss) to net cash
provided by (used in) operating activities:
Depreciation and amortization.................. ... 63 275 2,373
Provision for doubtful accounts............. .~ ... 299 344 458
Deferred income tax (benefit) provision....... ... (222) (192 453
Non-cash compensation expense................. . ... - - 48
Changes in operating assets and liabilities:
Accounts and other receivables.............. . L. (3,640) (13,615) 8,324
Inventories, Net.......ooevccvvvveeeeees (1,413) (18,630) 29,856
Prepaid expenses and other current assets... ... - (1,001) (55)
Accounts payable and accrued expenses....... ... 9,487 20,231 (24,954)

Net cash provided by (used in) operating activ ities.... 4,499 (12,296) 10,564

CASH FLOWS FROM INVESTING ACTIVITIES:

Purchases of property and equipment.............. ... (294) (2,658) (18,521)
(Increase) decrease in other assets.............. - (12,264) 8,358

Net cash used in investing activities......... . ... (294) (14,922) (10,163)

CASH FLOWS FROM FINANCING ACTIVITIES:

Capital contribution........cccccceevvveeeee. L - 520 --
Issuance of common stock to Daisytek............ . ... - - 20
Net proceeds from initial public offering of comm on

StOCK. ..o - -- 53,014

Repayment on capital lease obligations...........
Increase (decrease) in payable to Daisytek.......

- ~- (@15
......... (4,034) 27,202 (29,029)

Net cash provided by (used in) financing activ ities.... (4,034) 27,722 23,990

EFFECT OF EXCHANGE RATES ON CASH..ooovvvcveccee e, (62) (30) (82)

NET INCREASE IN CASH.....ccocoovieiiiiieeeeee . 109 474 24,309
CASH, beginning of period.........cccocovvveveee. L 4 113 587

CASH, end of period......ccccooovvevveevcnenees $ 113 $ 587 $24,896

SUPPLEMENTAL CASH FLOW INFORMATION

Fixed assets acquired under capital leases....... ... $ - $ - $ 269

The accompanying notes are an integral part oktheasolidated statements.
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PFSWEB, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. OVERVIEW AND BASIS OF PRESENTATION:

In June 1999, Daisytek International Corporatiddaisytek") created a separate wholly-owned subsidiamed PFSweb, Inc. (the
"Company" or "PFSweb"), a Delaware corporatiorhéocome a holding company for certain of Daisytekislly-owned subsidiaries ("PFS")
in contemplation of an initial public offering (tli©ffering") of PFSweb. Daisytek contributed $2@0d0r 14,305,000 shares of common
stock of PFSweb. In December 1999, PFSweb soldb3)B6 shares of common stock, including the undesvet over-allotment, at a price of
$17 per share. Net proceeds from the Offering agdesl approximately $53.0 million and were usedefmy its payable to Daisytek and to
acquire from Daisytek all fixed assets in its Menspdistribution facility, as well as certain assetsviding information technology services
for approximately $5.0 million (see Notes 3 andTB)e remaining net proceeds are intended to befosedpital expenditures, a portion of
which may be financed through capital, or operakiages, for general working capital, and possblguisitions. Simultaneous with the
completion of the Offering, Daisytek contributed”RBSweb all the assets, liabilities and equity agsmmy PFS. Prior to the Offering, the
financial position, results of operations and chsir$ of PFS were referred to as the combined firgustatements of PFSweb. Subsequent to
the Offering and for all periods presented herttia financial position, results of operations aadicflows of the Company are referred to as
the consolidated financial statements of PFSwah,dnd subsidiaries.

PFSweb is an international provider of transacti@magement services to both traditional and e-caxem@mmpanies in the United States,
Canada and Europe. The company offers such seragcesder management, Web-enabled customer caieeseilling and collection
services, information management, internationdilliment and distribution services and professiot@hsulting services.

Daisytek, which currently owns 14,305,000 shareBEBweb's common stock, representing approxim8tefips of the total outstanding
shares, has announced that it plans to divestitisdast in PFSweb. The divestiture involves Dalsyistributing to holders of its common
stock all of its interest in PFSweb through a ggfintransaction in which the shares of PFSweb bélldistributed to Daisytek common
stockholders on a pro-rata basis (see Note 11).

The accompanying consolidated financial statemarggresented on a carve-out basis and reflectomsolidated historical results of
operations, financial position and cash flows & @ompany. For all periods presented, certain esgeereflected in the consolidated financial
statements include an allocation of certain Dalsgtaporate expenses and infrastructure costs. gtanant believes that the methods used to
allocate expenses are reasonable, although thefcsstvices could be higher if obtained from otheurces. In addition, certain service fee
revenue and cost of service fee revenue have ledlected by PFSweb for services subcontracted e by Daisytek. The service fee
revenue, cost of service fee revenue and alloeatpdnses have been reflected on bases that DasyteRFSweb consider to be a reasonable
reflection of the services provided and revenueeby PFSweb and the utilization of services ptediby Daisytek and the benefit received
by PFSweb. The financial information included henmsiay not reflect the consolidated financial posifioperating results, shareholders'
equity and cash flows of PFSweb in the future oatwhwould have been had PFSweb been a sepataté;alone entity during the periods
presented (see Note 6).

2. SIGNIFICANT ACCOUNTING POLICIES:
Principles of Consolidation

The consolidated financial statements include twwants and the historical results of operationsaash flows of PFSweb during each
respective period. All significant PFSweb interc@nyp accounts and transactions have been eliminated.
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PFSWEB, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)
Use of Estimates

The preparation of consolidated financial statesé@ntonformity with generally accepted accountinigiciples requires management to
estimates and assumptions that affect the repartemints of assets and liabilities, disclosure otiogent assets and liabilities, and the
reported amounts of revenues and expenses. Tloatdio of certain expenses (see Notes 1 and Besetfinancial statements required
management estimates and assumptions. Actualgesultd differ from those estimates.

Revenue Recognition

The Company recognized product revenue upon shipafigmoduct to customers and provided for estimhagturns and allowances. The
Company's service fee revenues are recognize@ éintle the service is provided to its client. Cartzontracts involve third-party vendors
who provide services such as package delivery.cots incurred by the Company related to such-éndy services are passed on to clients
and are not reflected in revenue or expense.

Costs of Revenues

The Company recognized cost of product revenue spgmment of product to customers. The Companystsafoservice fee revenue is
recognized as incurred and represents costs imctonerovide services under fee-based contraatkjding salaries, shipping supplies, and
facility costs.

Concentration of Business and Credit Risk

All of the Company's product revenue for fiscal 299999 and 2000, was generated by sales of prpduchased under master distributor
agreements with one supplier. Product and sereieedvenue from Daisytek accounted for approxima&e®s, 13% and 22% of the
Company's total revenues for fiscal 1998, 199920Q0D, respectively. No other client accounted fafrolor more of the Company's revenue
during such periods. As of March 31, 1999, oneamst accounted for approximately 23% of accournteiv@ble. As of March 31, 2000, fc
customers accounted for over 75% of trade accaantsvable on an aggregate basis.

Reclassifications

Certain prior year data has been reclassified ndocm to the current period presentation. Theskassdications had no effect on previously
reported net income, shareholders' equity or n&t daws.

Cash and Cash Equivalents
Cash equivalents are defined as short-term higiplyd investments with original maturities of thne®nths or less.
Accounts Receivable

Accounts receivable include outstanding trade attsoteceivables as well as certain unbilled amoowtsd to PFSweb by clients in
accordance with contracts. The amount of unbilivables at March 31, 1999 and 2000 was appraeiy®2.7 million and $0.2 million,
respectively.

Other Receivables

During fiscal 1999, the Company entered into a ltergn contractual agreement whereby the Compamnéies certain inventory owned by a
client of the Company. The Company warehouse<ti@at inventory and distributes it upon the sal¢hird parties by the client, who
controls the disposition of this inventory. As
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PFSWEB, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

of March 31, 1999, other assets included approxp&t12.1 million related to this receivable. Digifiscal 2000, this client provided
notification to the Company of its intention to agpthe outstanding balance within the next twehnths. As of March 31, 2000, other
receivables included approximately $3.4 millioratetl to this receivable. In addition to servicesféhe Company charges the client an asset
management fee, a portion of which results in egeincome.

Other receivables, as of March 31, 2000, also deduapproximately $4.5 million of receivables freoropean governments for refunds of
Value Added Taxes ("VAT") paid under our new seevagreements applicable to our IBM relationships.

Inventories

Inventories (merchandise held for resale, all ofchtare finished goods) are stated at the lowevaifihted average cost or market. During
quarter ended September 30, 1999, the Companyédregrs to Daisytek all of its inventory (see Nojeadd as of March 31, 2000, the
Company does not own any inventory.

Property and Equipment
The components of property and equipment as of Matg 1999 and 2000 are as follows (in thousands):

FISCAL YEARS ENDED

MARCH 31,
1999 2000
Furniture and fixtures......ccccocvvvvvvvvecnees L $ 907 $11,933
Computer equUIpPMeNt....ccvveveeeeeeeieiiiieee 803 3,725
Leasehold improvements........ccccccovveeeenneees L 32 3,472
Capitalized software COStS.......ccooeveevvcee. Ll 1,100 4,772
Other. e 199 356
3,041 24,258
Less-accumulated depreciation and amortization... ... (330) (2,703)
Property and equipment, net.............. ... $2,711 $21,555

Property and equipment are stated at cost andepreciated using the straight-line method overetitanated useful lives of the respective
assets which range from three to ten years.

The Company periodically evaluates whether eventsroumstances have occurred that indicate thag-lived assets may not be recoverable
or that the remaining useful life may warrant réis When such events or circumstances are prabenfompany assesses the recoveral

of long-lived assets by determining whether theyiag value will be recovered through the expeatediscounted future cash flows. In the
event the sum of the expected undiscounted futash lows resulting from the use of the assetss than the carrying value of the asset, an
impairment loss equal to the excess of the agsmt'ging value over its fair value is recorded.dede no such impairment has been
recognized.

Foreign Currency Translation and Transactions

For the Company's Canadian operations, the locatieay is the functional currency. All assets andilities are translated at exchange rates
in effect at the end of the period, and income exjztense items are translated at the average exehates for the period. Translation
adjustments are reported as a separate compongmaeholder's equity.

For the Company's European operations, the U.&rdslthe functional currency. Monetary assets lafilities are translated at the rates of
exchange on the balance sheet date and certais ass&bly
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PFSWEB, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

inventory, and property and equipment) are traedlat historical rates. Income and expense itemganslated at average rates of exchange
for the period except for those items of expengechvrelate to assets, which are translated abiinist rates. The gains and losses from
foreign currency transactions and translation eeldab these subsidiaries are included in net incangehave not been material.

Income Taxes

In accordance with Statement of Financial Accountandards ("SFAS") No.

109 "Accounting for Income Taxes", deferred taveftect the impact of temporary differences betwdnenamount of assets and liabilities for
financial reporting purposes and such amounts @suaned by tax laws and regulations. These differenelate primarily to provisions for
doubtful accounts, book versus tax depreciatiofedfices, and certain accrued expenses deductbdd&rpurposes but not yet deductible
for tax purposes. In accordance with SFAS No. &08luation allowance must be provided when it iserlikely than not that the deferred
income tax asset will not be realized (see Note 7).

Fair Value of Financial Instruments

The Company estimates fair value based on marf@iniation and appropriate valuation methodologiest value is the amount at which 1
instrument could be exchanged in a current traisabetween willing parties, other than in a foreade or liquidation. The fair values of all
financial instruments approximate their carryingoamts in the accompanying consolidated balancetshee

Comprehensive Income (Loss)

Comprehensive income (loss) is defined as the ahangquity (net assets) of a business enterptisagla period from transactions and ot
events and circumstances from non-owner sourcesnkists of net income (loss) and other gaind@ssks affecting shareholders' equity
that, under generally accepted accounting prinsj@es excluded from net income, such as unreagjaéts and losses on investments
available for sale, foreign currency translatiomgand losses and minimum pension liability. Cacgetranslation and other derivative
foreign currency exchange contracts are the oamstof other comprehensive income impacting the fg2om.

Net Income (Loss) Per Common Share

The Company computed net income (loss) per shaaedardance with SFAS No. 128 "Earnings Per Sh&asfc and diluted net income
(loss) per share attributable to PFSweb was detedrtbased on net income (loss) divided by the H40BD shares of PFSweb, Inc. (see Note
1) outstanding prior to the Offering, which was sommated in fiscal 2000. For purposes of the reetnre

(loss) per share calculation, the shares outstgmatior to the Offering are treated as outstandamgll periods presented. There were no
potentially dilutive securities outstanding durihg periods presented prior to the Offering. Fecdl 2000, outstanding options to purchase
common shares of PFSweb were anti-dilutive and baea excluded from the weighted average share wai@tign.

Adoption of New Accounting Standards

In June 1998, the Financial Accounting Standardsr@dssued Statement of Financial Accounting Stadsl@SFAS™) No. 133, "Accounting
for Derivative Instruments and Hedging ActivitieSFAS No. 133 requires that an entity recognizeetivative financial instruments as
either assets or liabilities in the statement wéficial position and measure those instrumentiratdlue. If certain conditions are met, a
derivative may be used to hedge certain typesaoftctions, including foreign currency exposures oét investment in a foreign operation.
SFAS No. 133 is effective for fiscal years begimnaiter June 15, 2000, with initial applicationcdshe beginning of an entity's fiscal quar
SFAS No. 133. The
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PFSWEB, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)
Company is currently evaluating the provisions BAS No. 133 and its effect on the accounting treanof its financial instruments.

During 1999, the Securities and Exchange Commidgsered Staff Accounting Bulletin ("SAB") No. 10'Revenue Recognition." SAB No.
101 requires that revenue generally is realizegalizable and earned when all of the followingesia are met: (i) persuasive evidence of an
arrangement exists, (ii) delivery has occurredeovises have been rendered, (iii) the seller'sspiacthe buyer is fixed or determinable, and
(iv) collectibility is reasonably assured. SAB N1 is effective for fiscal years beginning aftexdember 15, 1999. The Company is
currently evaluating the provisions of SAB No. 181 its effect, if any, on the Company's finanstatements.

Cash Paid During Year

The Company made payments for interest of appraein&0, $16,000 and $3,514,000 and income taxeppfoximately $139,000,
$269,000 and $6,000 during fiscal 1998, 1999 artiD 2(espectively (see Notes 3 and 7). Unpaid tpagable and intercompany accrued
interest are included in the payable to Daisyte&fddarch 31, 1999. The Company's income tax reddésand intercompany accrued interest
are included in the payable to Daisytek as of M&th2000.

3. PAYABLE TO DAISYTEK:

Funds advanced by Daisytek to fund the Companyrking capital requirements and certain investmetiviies have been reflected as an
intercompany payable as of March 31, 1999. Intexrgense charged by Daisytek was based on its teeigiverage interest rates of 6.9%,
6.7% and 6.7% and approximated $497,000, $1,03%06061,688,000 for fiscal 1998, 1999 and 200(eetively.

During fiscal 2000, PFSweb used a portion of thezpeds from the Offering to repay its payable tsiak. Following the completion of the
Offering, Daisytek is prohibited from advancing fisnto PFSweb, except in the normal course of basjrend PFSweb will be restricted fr:
borrowing from Daisytek following the spioff. As of March 31, 2000, the payable to Daisyteltects payables incurred in the normal cot
of business and includes approximately $4.5 millielated to VAT, for which the Company has corresfing receivables from European
governments (see Note 2).

4. CAPITAL LEASE OBLIGATIONS:

During fiscal 2000, the Company entered into cartain-cancelable capital lease agreements involvarghouse and computer equipment.
The Company's property held under capital leasetjded in furniture, fixtures and equipment in #oeompanying consolidated balance
sheets, amounted to approximately $2.7 million,afietccumulated amortization at March 31, 2000.

The following is a schedule of future minimum le@sgments under the capital leases together wétlptasent value of the net minimum
lease payments as of March 31, 2000 (in thousands):

Fiscal year ended March 31,

Total minimum lease payments................c......
Less: Amount representing interest.................

Present value of net minimum lease payments........
Less: Current installments.............cccocveee..

Long-term capital lease obligations................
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PFSWEB, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

5. STOCK OPTIONS:

PFSweb has authorized 6,000,000 shares of comrook f&tr issuance under two 1999 stock option plrts 35,000 shares under a stock
option agreement (the "PFSweb Plans"). The PFSwatsPwhich are currently administered by the Camspon Committee of the Board
Directors of PFSweb provide for the granting ofentive awards in the form of stock options to diveg, executive management, key
employees, and outside consultants of PFSweb.iheto purchase shares under the stock optioreaggats typically vest over a three-year
period. Stock options must be exercised within &8rg from the date of grant. Stock options are gdigessued at fair market value. In July
1999, PFSweb issued options to purchase 35,000 corsirares at $10.45 to a non-employee of the Compan

The following table summarizes stock option acyivinder the PFSweb Plans:

WEIGHTED AVERAGE

SHARES PRICE PER SHARE EXERCISE PRICE
Outstanding, March 31, 1999............... - $ - $ -
Granted...........oooeevvvivniienens 1,425,0 00 $10.45-%$17.00 $10.69
EXercised........cccovvevvrieernnenne. - $ - $ -
Canceled.........cocceeveeeireeennn. (63,5 00) $10.45 -$13.00 $10.77
Outstanding, March 31, 2000............. 1,361,5 00 $10.45-$17.00 $10.69

All of these options are subject to a three-yeating schedule under which no options vest fordlyears, subject to acceleration, in part,
upon completion of the spin-off of PFSweb from Deé&. After the spin-off, options vest one-third thie anniversary of the date of grant and
one-twelfth each quarter thereafter (see NoteTHg.weighted average fair value of options granii@tihg fiscal 2000 was $5.50. The
weighted average remaining contractual life of taurtding options is 9.3 years. Additionally, certafrthe Company's employees have been
granted Daisytek stock options. These options, lwhiay convert to PFSweb stock options at the sffidate, are described below.

Prior to the Offering and spin-off transaction désed in Note 1, certain of the Company's employeee granted Daisytek stock options
under Daisytek's stock option compensation plares ([Daisytek Plans"). The purpose of the Plans lenefit and advance the interests of
Daisytek by rewarding officers and certain key emgpks for their contributions to the financial sex of Daisytek and thereby motivating
them to continue to make such contributions inftihere. The Daisytek Plans provide for fixed gramit®oth incentive stock options and

nonqualified stock options. The stock options galterest over a three to five-year period from tlate of grant and expire 10 years after the
date of grant.
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The following table summarizes stock option acyivinder the Daisytek Plans as it relates to PFSgloyees:

WEIGHTED AVERAGE

SHA RES PRICE PER SHARE EXERCISE PRICE
Outstanding, March 31, 1997................. 80 2,684 $0.64 - $16.25 $8.72
Granted........oooeeveveiiiiiiiiiiiieeens 57 0,370 $12.50 - $19.63 $12.87
Exercised..........coocuviiriiienennennn. (25 2,436) $0.64 - $9.75 $2.47
Canceled........cccveveeeeeeeiiiiiiinn, (29 6,442) $9.75 - $16.25 $15.80
Outstanding, March 31, 1998.................. 82 4,176 $0.64 - $19.63 $10.96
Granted........oooeeveviiiiiiiiiiiieenns 1,80 7,886 $12.88 - $22.88 $15.13
Exercised..........coocviviriiienennnnn. (10 8,832) $0.64 - $12.50 $3.41
Canceled.......ccccveveeeeeeeiiiiiiinn, (14 6,739) $9.75 - $22.88 $16.05
Outstanding, March 31, 1999 6,491 $2.65 - $22.88 $14.16
Granted..........cccoevevviiiiiiiiiiienns 9,500 $10.94 - $13.56 $11.06
Exercised 8,649) $2.65 - $12.50 $11.00
Canceled........ccccccvvvveeeennn. 3,550) $10.94 - $22.88 $12.84
Outstanding, March 31, 2000 3,792 $9.75 - $22.88 $14.21

The weighted average fair values of options gradtethg fiscal 1998, 1999 and 2000, were $7.056&and $5.26, respectively. As of Ma
31, 1998, 1999 and 2000, 183,956, 243,747, andL6B80respectively, of options outstanding were esable. The weighted average exer
price of exercisable options outstanding at Marth1®98, 1999 and 2000 were $5.74, $10.44 and $1&%pectively. The remaining optic
will become exercisable over the next four yearsedaon vesting percentages.

The following table summarizes information concegncurrently outstanding and exercisable Daisytekksoptions issued under the
Daisytek Plans to PFSweb employees at March 310:200

OPTIONS OUTSTANDING
OPTIONS EXERCISABLE

WEIGHTED emmmemememeeememeeeeeeeeeee e
AVERAGE WEIGHTED WEIGHT ED
RANGE OF OUTSTANDING AS OF  REMAINING AVERAGE EXERCISABLE AS OF  AVERAG E
EXERCISE PRICES MARCH 31, 2000 CONTRACTUAL LI FE EXERCISE PRICE MARCH 31,2000 EXERCISE PRICE
$9.75-$14.06 1,921,595 8.1 $12.53 619,345 $11.8 1
$15.50 - $22.88 402,197 8.2 $22.21 60,755 $22.1 7

The Company has adopted the disclosure-only pamssdf SFAS 123, "Accounting for Stock-Based Congpginn.” In accordance with the
provisions of SFAS 123, the Company applies Acciogrrinciples Board Opinion No. 25, "Accounting ftock Issued to Employees" and
related interpretations in accounting for the PH$®Eans and the Daisytek Plans and accordinglys doerecognize compensation expense
for its stock option plans because the CompanyCaidytek typically do not issue options at exergigees below the market value at the «
of grant. Had compensation expense for the PFSWais Rnd the Daisytek Plans applicable to the Coyip@&mployees been determined
based upon the fair value at the grant date fordsweonsistent with the methodology prescribed BjS 123, the Company's consolidated
pretax income would have decreased by approxim&#dy,000, $2,531,000 and $5,352,000 in fiscal 12999 and 2000, respectively, and
would have resulted in a net loss per share 0D@0($0.16) and ($0.73) in fiscal 1998, 1999, 2060, respectively. These pro forma effects
may not be representative of expense in futuregdsrsince the estimated fair value of stock optmm¢he date of grant is amortized to
expense over the vesting period. Additional optioras be granted in future years. Options issue@wuthet Daisytek Plans prior to April 1,
1995, were excluded from the computation.
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The fair value of each option grant is estimatedhendate of grant using the Black-Scholes optidcispy model with the following
assumptions used for grants of Daisytek optiorBR8web employees under the Daisytek Plans in fi38: no dividends, expected
volatility ranging between 40.97% and 41.40%; ffiee interest rate ranging between 5.6% and 6.8 geapected life of 6 years. The
following assumptions were used for grants of Dialsyoptions to PFSweb employees under the Daiffaks during fiscal 1999: no
dividends, expected volatility ranging between 2¥%4and 47.92%; riskree interest rate ranging between 4.6% and 5.5&beapected life

6 years. The following assumptions were used fanig of Daisytek options to PFSweb employees uthdebDaisytek Plans during fiscal
2000: no dividends; expected volatility betweer3Z9% and 50.02%; risk-free interest rate rangingvbeh 5.7% and 6.0%; and expected life
of 6 years. The following assumptions were used’fe&web options granted under the PFSweb Plansgdiiscal 2000: no dividends;
expected volatility between 45.00% and 84.23%;-fisk interest rate between 5.5% and 6.2%; andategdife of 6 years.

In connection with the completion of the spin-a&&¢é Note 11), all outstanding Daisytek stock optiwill be replaced with substitute stock
options as described below:

Options held by Daisytek employees who transf@?E&web will be replaced (at the option holder'stala to be made prior to the spin-off)
with either options to acquire shares of PFSwebrmomstock or options to acquire shares of bothydaliscommon stock and PFSweb
common stock (which may be exercised separatdig)"(nstapled Options"). Options held by Daisytelptoyees who remain with Daisyt
will be replaced (at the option holder's electiomé made prior to the spoff) with either options to acquire shares of D&gycommon stoc
or Unstapled Options.

In general, the adjustments to the outstandingyPekisoptions will be established pursuant to a fdardesigned to ensure that: (1) the
aggregate "intrinsic value" (i.e. the differencévilmen the exercise price of the option and the etgrkice of the common stock underlying
option) of the substitute options will not excebd aiggregate intrinsic value of the outstandingsiftak stock options which are replaced by
such substitute option immediately prior to thenspif, and (2) the ratio of the exercise priceld bptions to the market value of the
underlying stock immediately before and after thieoff is preserved.

Substantially all of the other terms and conditioheach substitute stock option, including theetian times when, and the manner in which,
each option will be exercisable, the duration ef ¢ixercise period, the permitted method of exersisittiement and payment, the rules that
will apply in the event of the termination of emytoent of the employee, the events, if any, that giag rise to an employee's right to
accelerate the vesting or the time or exerciseetifeand the vesting provisions, will be the samthase of the replaced Daisytek stock opt
except that option holders who are employed byammepany will be permitted to exercise, and willdodbject to all of the terms and
provisions of, options to acquire shares in theptdompany as if such holder was an employee df stieer company.

Although it is not possible to specify how manyrgsaof PFSweb common stock will be subject to switststock options in replacement of
Daisytek stock options, it is possible PFSweb dtotders may experience some dilutive impact fromgreviously described conversions.

No adjustment or replacement will be made to ontlitey PFSweb stock options as a result of the-off.
6. TRANSACTIONS WITH DAISYTEK AND OTHER RELATED PARIES:

The Company's product revenue from sales to Daisyes $10.7 million, $12.4 million and $7.2 milliam fiscal 1998, 1999 and 2000,
respectively.

The Company's costs and expenses include allosdftiom Daisytek for certain general administraseevices including information
technology, financial, treasury, legal, insuraned ather corporate functions as
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well as certain costs of operations including facitharges. These allocations have been estintatdxhses that Daisytek and the Company
consider to be a reasonable reflection of thezation of services provided or the benefit receibgdhe Company. The methods used for
allocation of expenses from Daisytek were eithepércentage of: revenue, shipped orders, or nuofiemployees, or (i) management's best
estimate. However, these allocations of costs apdreses do not necessarily indicate the costsxgrehees that would have been or will be
incurred by the Company on a stand-alone basisalflement estimates that incremental selling, geaeichbdministrative expenses
associated with PFSweb operating as a stand-aldleely traded company, including executive managetmoverhead and public company
costs, insurance and risk management costs, ard @ibkts would have been approximately $2.0 mill@rfiscal 1998, 1999, and 2000.

During the quarter ended September 30, 1999, andrinection with the restructuring of certain IBMster distribution agreements, the
Company transferred to Daisytek certain relatedipebinventory, accounts receivable and accountalga that it held under its prior
agreements. In consideration of this transferGbmpany received the net book value of these aaadt8abilities of approximately $20
million and reduced its payable to Daisytek by eegponding amount.

In conjunction with the successful completion of tBffering, PFSweb entered into agreements witlsydak, including a tax sharing
agreement, a transaction management services agmgenansition services agreement and a mastarat@m agreement which are expected
to have a significant impact on the financial positand results of operations of PFSweb. In addljtam a going forward basis, Daisytek will
continue to be an obligor for certain of the Compsufacility and equipment leases.

Included in the financial statements are servieerévenues and cost of service fee revenues whioh heen reflected by PFSweb for certain
services subcontracted to PFSweb by Daisytek ubdesytek's contractual agreements.

Service fee revenues charged to Daisytek undérgipew IBM contracts, entered into during the tpraended September 30, 1999, (ii) te
of the transaction management services agreemémDaisytek and (iii) for certain subcontractedviegs, were $12.1 million for fiscal 20(
Service fee revenues applicable to the subconttaeterice were $0.5 million and $0.8 million indéd 1998 and 1999, respectively.

In May 1999, the Company entered into an agreemogotovide services to a certain company. An exeeudfficer and a director of PFSweb
both served on the Board of Directors of this conyp&ervice fee revenue earned from this comparsyaparoximately $1.8 million for
fiscal 2000.

PFS had previously guaranteed an unsecured regdivie of credit with commercial banks of Daisy{@ke "Facility"). On October 29, 1999,
Daisytek amended the Facility. This amendment pitswided for the release of PFS as guarantor ofrdledity upon (i) the effective date of
the Offering of the shares of common stock of PASamd (i) the payment from PFSweb to Daisytekettlsment of the outstanding payable
to Daisytek. In satisfaction of these conditionESFhas been released from its guarantee. Additjorihls amendment also prohibits Daisytek
from advancing funds to PFSweb following the cortipleof the Offering, except in the normal cour§duosiness.

A non-employee director of PFSweb, is a Managing&or of Hambrecht and Quist LLP, one of the Iswthaging underwriters on the
Offering.

7. INCOME TAXES:

The Company's operations have been included inotidased income tax returns filed by Daisytek. HiBytek or other members of the
consolidated group fail to make tax payments reguby law, PFSweb would be liable for any shortfelie provision for income taxes
reflected in the consolidated statements of opmmatand the deferred tax assets reflected in theotidated balance sheets have been
prepared as
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computed on a separate return basis. The curreninia tax liability or receivable for the periodegented have been included in the payable
to Daisytek.

A reconciliation of the difference between the etpd income tax provision at the U.S. federal steucorporate tax rate of 34%, and the
Company's effective tax rate is as follows (in tsends):

FISCAL YEARS ENDED MARCH 31,

1998 1999 2000

Provision (benefit) computed at statutory rate..... ... $ (36) $ 172 $(2,628)
Impact of foreign taxation at different rate....... .. 6 16 (24)
State income taxes, net of federal tax impact...... ... 4) 21 51
Expenses not deductible for tax purposes............ ... 5 11 84
Net operating loss carryback.......cccccccceeeeee. L -- -- (171)
Change in valuation reserve........c.ccccoeeeeeeeee L - - 915
(@1 =Y 1) (6) (18)
Provision (benefit) for income taxes..... ... $ (30) $ 214 $(1,791)

The consolidated income (loss) before income taxgslomestic and foreign entities, is as followstfiousands):

FISCAL YEARS ENDED MARCH 31,

1998 1999 2000

DOMESHC....uvveviiecie e eeeeeeee $(155) $(45) $(5,331)
FOreign. .. 50 551  (2,399)
Totalooieiiiii e $(105) $506 $(7,730)

The provision (benefit) for income taxes is summedias follows (in thousands):

FISCAL YEARS ENDED MARCH 31,

1998 1999 2000

Current
........ $160 $268 $(2,150)
........ 9 33 77

Total current.....ccocveeevvceeeeneeees 192 406  (2,244)
Deferred
DOMESLIC....vviviiiieiiiiievee e (208) (175) 453
State..oiiie e a4 @7 -
Total deferred......ccoeeeevevvvvvccceeee L (222) (192) 453
Totaloieiiieiii e $(30) $214 $(1,791)
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The components of the deferred tax asset (liabéitg as follows (in thousands):

MARCH 31,
1999 2000
Deferred tax asset:
Allowance for doubtful accounts.........cceo..... .. $ 216 $ 241
INVENEONY .coviviiiiiiiiieeeee 70 --
Foreign net operating loss carryforwards......... ... - 670
[ 43T 205 120
491 1,031
Less -- Valuation reserve.........cccccceeeeeeeee L -- 915
Total deferred tax asset......cccceeeeee. L 491 116
Deferred tax liability:
Property and equipment.......ccccoeeeeeeeeeees L (38) (116)
Total deferred liability........cco.......~—— .. (38) (116)
Deferred tax asset, Net.....cccccceveveeeeeeeees . $ 453 $ --

In accordance with SFAS No. 109, a valuation alleggamust be provided where it is more likely thahthat the deferred income tax asset
will not be realized. Upon completion of the spiifi{see Note 11), PFSweb will cease to be includedaisytek's consolidated tax return.
Accordingly, a sufficient history of earnings hast been established by PFSweb, on a stand-alotie bad a valuation allowance has been
provided for the net deferred income tax assef &&aoch 31, 2000. At March 31, 2000, foreign neeming loss carryforwards relate to
taxable losses of the Company's Europe subsidiatyeixpire in 2015.

8. COMMITMENTS AND CONTINGENCIES:

The Company leases facilities, warehouse, offre@sportation and other equipment under operagiagds expiring in various years through
fiscal 2009. In most cases, management expectdrithie normal course of business, leases witklbewed or replaced by other leases.
Minimum future annual rental payments under nonceable operating leases having original termscaess of one year are as follows (in

thousands):

2001 e $7,431
2002 i ——— 7,297
2003 ———— 6,170
2004 5,986
2005, i 1,863
Thereafter......ooovvvvieeeeee 3,799
Total oo $32,546

Total rental expense under operating leases appatad $0.4 million, $0.8 million and $3.7 millioarffiscal 1998, 1999 and 2000,
respectively.

The Company is involved in certain litigation anigiin the ordinary course of business. Managemeli@\es that such litigation will be
resolved without material effect on the Companiyiaricial position or results of operations.
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9. SEGMENT AND GEOGRAPHIC INFORMATION:

The Company operates one reportable segment aseaindtional provider of transaction managementices to both traditional and e-
commerce companies. Geographic areas in which ehep@ny operates include the United States, EurngeCanada.

The following is geographic information by areaafsfers between geographic areas were immaterial.

YEAR ENDED OR AT MARCH 31,

1998 1999 2000

Revenues:

United States..........ccccveevveevcreeennenn ... $45,729 $ 85,746 $64,455
EUrope.....ooviiiiiiiiecee e -- 10,456 18,357
Canada.........ccccvvvviiieiieeee e, ... 3,614 5047 3,795

$49,343 $101,249 $86,607

Long-lived assets:

United States..........ccccveevveevcreeennnnn ... $ 318 $14,449 $14,465
EUrOPe...ciieeeeeeeeeeee e -- 373 7,358
Canada.........ccccvvvviiiiiieeeeee e, 10 152 260

$ 328 $14,974 $22,083

10. QUARTERLY RESULTS OF OPERATIONS (UNAUDITED):

Unaudited quarterly results of operations for fisk89 and 2000 were as follows (amounts in thods&xcept per share data):

FISCAL 1999
1s TQTR. 2ND QTR. 3RD QTR. 4TH QTR.
Net sales.......cccoovevverieieeiieen, $2 1,428 $22,660 $25,661 $31,500
Gross profit.......cccooeceeeeiiiieeeeinns 1,249 1,441 2,079 2,822
Net income (I0SS).......cccuveverriiieeeanns 25 (41) 164 144
Basic and diluted earnings (loss) per share.... 0.00 (0.000 o0.01 0.01
Shares used in computation of basic and diluted
income (loss) per share:............ccc...... 1 4,305 14,305 14,305 14,305
FISCAL 2000
1s TQTR. 2ND QTR. 3RD QTR. 4TH QTR.
Net sales.......cccoveveerieiienicen, $3 5,811 $26,971 $10,868 $12,957
Gross pProfite......eeeeeeeesiencciiiiennns 2,787 2,458 1,096 4,152
Net I0SS.....cvevveiieiieieeeeeeee (198) (575) (4,777) (389)
Basic and diluted loss per share............... (0.01) (0.04) (0.31) (0.02)
Shares used in computation of basic and diluted
loss per share:......ccccceeevviiiiinnnns 1 4,305 14,350 15,447 17,870

The seasonality of the Company's business is dep¢ngon the seasonality of its clients' businesstheir sale of products. Management
believes that as the Company's business growscaiteumer product clients, the Company's busingsstgavill be more significant in the
quarter ended December 31.
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11. SUBSEQUENT EVENTS:

On June 8, 2000, the Daisytek Board of Directograyed the separation of PFSweb from Daisytek bgmaef a tax-free dividend of
Daisytek's remaining ownership of PFSweb afterivéng a favorable ruling from the IRS to the efféleat the distribution by Daisytek of its
shares of PFSweb stock will be tax-free to Daisyed to Daisytek's shareholders for U.S. fedexarime tax purposes. The distribution of
Daisytek's 14,305,000 shares of PFSweb is payahie @lose of business on July 6, 2000, to Daisgtareholders of record as of June 19,
2000.

On June 8, 2000, the Board of Directors declardiidend distribution of one preferred stock pumdaight (a "Right") for each share of the
Company's common stock outstanding on July 6, 2B86h Right entitles the registered shareholdepsitohase from the Company one one-
thousandth of a share of preferred stock at arceseeprice of $67, subject to adjustment. The Rigle not currently exercisable, but would
become exercisable if certain events occurredingldb a person or group acquiring or attemptingaquire 15 percent or more of the
Company's outstanding shares of common stock. Tget$expire on July 6, 2010, unless redeemed ananged by the Company earlier.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE
None

PART IlI
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT

Reference is made to the information to be sehfiorthe section entitled "Election of Directorg"the definitive proxy statement involving
the election of directors in connection with thendial Meeting of Stockholders of the Company to &kl iin 2000 (the "Proxy Statement")
which section is incorporated herein by referefi¢te Proxy Statement (or an amendment to this F@4K tontaining the relevant
information) will be filed with the Securities alitkchange Commission not later than 120 days dftetast day of the Company's fiscal year.

ITEM 11. EXECUTIVE COMPENSATION

Information required by Part Ill, Item 11, will liecluded in the section entitled "Election of Dires" of the Company's Proxy Statement
relating to the Company's annual meeting of stoltédrs to be held in 2000, and is incorporated nebgireference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL O WNERS AND MANAGEMENT

Information required by Part Ill, Item 12, will iecluded in the Sections entitled "Election of Ris" and "Security Ownership of Certain
Beneficial Owners and Management" of the CompaProsy Statement relating to the Company's annuatimg of stockholders to be held
in 2000, and is incorporated herein by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACT IONS

Information regarding certain of the Company'stieteships and related transactions will be inclugtethe section entitled "Certain
Relationships and Related Transactions" of the Gayp Proxy Statement relating to the Company's@meeting of stockholders to be
held in 2000, and is incorporated herein by refegen

PART IV

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AN D REPORTS ON FORM 8-K
(a) The following documents are filed as part @ tieport:
1. Financial Statements

Report of Independent Public Accountants

Consolidated Balance Sheets as of March 31, 199922000

Consolidated Statements of Operations for the Fiéears Ended March 31, 1998, 1999 and 2000
Consolidated Statements of Shareholders' EquitthfaFiscal Years Ended March 31, 1998, 1999 af@ 20
Consolidated Statements of Cash Flows for the Fiéears Ended March 31, 1998, 1999 and 2000

Notes to Consolidated Financial Statements
2. Financial Statements Schedules

Report of Independent Public Accountants
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Schedule Il -- Valuation and Qualifying Accounts

All other schedules are omitted because the redjirfermation is not present in amounts sufficientequire submission of the schedule or
because the information required is included infith@ncial statements or notes thereto.

3. Exhibits

EXHIBIT
NO.

2.2*

2.3*

2.4
2.5%

2.6*

3.1
3.2*
10.1*
10.2*
10.3*
10.4*

10.5*
21 *kk

23 *kk
27.1%x

DESCRIPTION OF E
-- Underwriting Agreement by and a
Daisytek International Corporat
named therein.
-- Master Separation Agreement by
International Corporation, Dais
Priority Fulfillment Services,
-- Initial Public Offering and Dis
among Daisytek International Co
Incorporated, and PFSweb, Inc.
-- Registration Rights Agreement b
International Corporation, Dais
PFSweb, Inc.
-- Tax Indemnification and Allocat
Daisytek, International Corpora
-- Transition Services Agreement b
Incorporated and PFSweb, Inc.
-- Transaction Management Services
Daisytek, Incorporated and Prio
Inc.
-- Amended and Restated Certificat
-- Amended and Restated Bylaws
-- Non-Employee Director Stock Opt
-- Employee Stock Option Plan
-- Employee Annual Incentive Plan
-- Industrial Lease Agreement betw
Corporation and Priority Fulfil
-- Lease Contract between Transpor
Fulfillment Services Europe B.V
-- Subsidiaries of the Registrant
-- Consent
-- Financial Data Schedule

XHIBITS
mong PFSweb, Inc.,
ion and the Underwriters

and among Daisytek

ytek, Incorporated,

Inc. and PFSweb, Inc.
tribution Agreement by and
rporation, Daisytek,

y and among Daisytek
ytek, Incorporated and

ion Agreement between
tion and PFSweb, Inc.
etween Daisytek

Agreement between
rity Fulfillment Services,

e of Incorporation
ion and Retainer Plan
een Shelby Drive

Iment Services, Inc.
ts Weerts and Priority

* Incorporated by reference from PFSweb, Inc. Regfion Statement on Form S-1 (Commission File 388-87657).

** Incorporated by reference from Form 10-Q for fieeal quarter ended December 31, 1999.

*** Filed herewith.
(b) Reports on Form 8-K:

None.



REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
The Shareholders of PFSweb, Inc.:

We have audited in accordance with auditing stadglgenerally accepted in the United States, theddimated financial statements of
PFSweb, Inc. (a Delaware corporation)and subseliaricluded in this report on Form 10-K and hageesl our report thereon dated May 4,
2000 (except with respect to the matters discussBibte 11, as to which the date is June 8, 2000Qj.audits were made for the purpose of
forming an opinion on the basic consolidated finalhstatements taken as a whole. Schedule 1l sfréfport on Form 10-K is the
responsibility of the Company's management andasgmted for purposes of complying with the Sel@sriand Exchange Commission's rules
and is not part of the basic consolidated finarstialements. This schedule has been subjected autliting procedures applied in the audits
of the basic consolidated financial statements andur opinion, fairly states in all material resps, the financial data required to be set forth
therein in relation to the basic consolidated friahstatements taken as a whole.

ARTHUR ANDERSEN LLP

Dallas, Texas
May 4, 2000
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SCHEDULE I
PFSWEB, INC. AND SUBSIDIARIES

VALUATION AND QUALIFYING ACCOUNTS
FOR THE THREE YEARS ENDED MARCH 31, 2000
(AMOUNTS IN THOUSANDS)

ADDITIONS
BALANCE AT CHARGES TO CHARGES TO BALANCE
BEGINNIN G COST AND OTHER END O
OF PERIO D EXPENSES ACCOUNTS DEDUCTIONS PERIO
Fiscal Year Ended March 31, 1998:
Allowance for doubtful accounts........ $122 299 - (103) $318
Fiscal Year Ended March 31, 1999:
Allowance for doubtful accounts........ $318 344 - 27) $635
Fiscal Year Ended March 31, 2000:
Allowance for doubtful accounts........ $635 458 - (403) $690
Income tax valuation allowance......... $-- 915 -- - $915
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Act of 1934, the Registrant thaly caused this report to be signed on its
behalf by the undersigned, thereunto duly authdrize

By: /'s/ THOVAS J. MADDEN

Thomas J. Madden,
Executive Vice President
and Chi ef Financial and Accounting
O ficer

Pursuant to the requirements of the SecuritiesoAtB34, this report has been signed below by dheviing persons on behalf of the
Registrant and in the capacities and on the datbsated.

SIGNATURE TITLE DATE

/sl MARK C. LAYTON Chairman of the Board, President June 29, 200 0

- and Chief Executive Officer

Mark C. Layton

(Principal Executive Officer)

/sl THOMAS J. MADDEN Executive Vice President and June 29, 200
-- Chief Financial and Accounting
Thomas J. Madden Officer (Principal Financial
and Accounting Officer)
/sl CHRISTOPHER YATES Director June 29, 200
Christopher Yates -
/sl JAMES R. POWELL Director June 29, 200
James R. Powell -
/s TIMOTHY M. MURRAY Director June 29, 200
Timothy M. Murray -
/sl JAMES F. REILLY Director June 29, 200
James F. Reilly -
/s/ PETER P. J. VIKANIS Director June 29, 200

Peter P. J. Vikanis
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* Incorporated by reference from PFSweb, Inc. Regfion Statement on Form S-1 (Commission File 388-87657).
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INDEX TO EXHIBITS

DESCRIPTION OF E
-- Underwriting Agreement by and a
Daisytek International Corporat
named therein.
-- Master Separation Agreement by
International Corporation, Dais
Priority Fulfillment Services,
-- Initial Public Offering and Dis
among Daisytek International Co
Incorporated, and PFSweb, Inc.
-- Registration Rights Agreement b
International Corporation, Dais
PFSweb, Inc.
-- Tax Indemnification and Allocat
Daisytek, International Corpora
-- Transition Services Agreement b
Incorporated and PFSweb, Inc.
-- Transaction Management Services
Daisytek, Incorporated and Prio
Inc.
-- Amended and Restated Certificat
-- Amended and Restated Bylaws
-- Non-Employee Director Stock Opt
-- Employee Stock Option Plan
-- Employee Annual Incentive Plan
-- Industrial Lease Agreement betw
Corporation and Priority Fulfil
-- Lease Contract between Transpor
Fulfillment Services Europe B.V
-- Subsidiaries of the Registrant
-- Consent
-- Financial Data Schedule

XHIBITS
mong PFSweb, Inc.,
ion and the Underwriters

and among Daisytek

ytek, Incorporated,

Inc. and PFSweb, Inc.
tribution Agreement by and
rporation, Daisytek,

y and among Daisytek
ytek, Incorporated and

ion Agreement between
tion and PFSweb, Inc.
etween Daisytek

Agreement between
rity Fulfillment Services,

e of Incorporation
ion and Retainer Plan
een Shelby Drive

Iment Services, Inc.
ts Weerts and Priority

** Incorporated by reference from Form 10-Q for fieeal quarter ended December 31, 1999.

*** Eiled herewith.



EXHIBIT 21

SUBSIDIARIES OF THE REGISTRANT

JURISDICTION OF

NAME INCORPORATION
Priority Fulfillment Services, Inc. Delaware
Priority Fulfillment Services of Canada, Inc. Canada

Priority Fulfillment Services of Europe BV Netherlands



EXHIBIT 23
CONSENT OF INDEPENDENT PUBLIC ACCOUNTANTS

As independent public accountants, we hereby cansehe incorporation of our report included imstRorm 10-K, into the Company's
previously filed Registration Statement File No338020.

/'s/ ARTHUR ANDERSEN LLP

Dal | as, Texas,

June 29, 2000



ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE FINANCIAL STATEMENTS OF
PFSweb, INC. AND SUBSIDIARIES AS OF AND FOR THE YIRAENDED MARCH 31, 2000 AND IS QUALIFIED IN ITS ENRETY
BY REFERENCE TO SUCH FINANCIAL STATEMENTS.

MULTIPLIER: 1,000

PERIOD TYPE YEAR
FISCAL YEAR END MAR 31 200(
PERIOD END MAR 31 200(
CASH 24,89¢
SECURITIES 0
RECEIVABLES 9,58
ALLOWANCES 69C
INVENTORY 0
CURRENT ASSET¢ 54,08:
PP&E 24,25¢
DEPRECIATION 2,70¢
TOTAL ASSETS 64,84(
CURRENT LIABILITIES 14,78
BONDS 2,401
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 18
OTHER SE 47,63:
TOTAL LIABILITY AND EQUITY 64,84(
SALES 86,60
TOTAL REVENUES 86,60"
CGS 76,11«
TOTAL COSTS 76,11«
OTHER EXPENSE¢ 0
LOSS PROVISION 45¢
INTEREST EXPENSE 45¢
INCOME PRETAX (7,730
INCOME TAX (1,791,
INCOME CONTINUING (5,939
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME (5,939
EPS BASIC (0.38
EPS DILUTED (0.38
End of Filing
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