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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

%} ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)

OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 20(

or

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)

OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

Commission file number 000-28275

PFSWEB, INC.

(Exact name of registrant as specified in its cbgrt

Delaware 75-283705¢€
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization) Identification Number)
500 North Central Expressway, Plano, Texas 75074
(Address of principal executive office (Zip code)

Registrant’s telephone number, including area code:
972-881-2900

Securities registered pursuant to Section 12(b) dfie Act: None

Securities registered pursuant to Section 12(g) ¢e Act:
Common Stock, par value $.001 per share

Indicate by a check mark whether the registfinhas filed all reports required to be filed ®gction 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wemjuired to file such reports), and
(2) has been subject to such filing requirementstfe past 90 days. Y& No O

Indicate by a check mark whether the registiman accelerated filer (as defined in Rule 12if-the Act). Yedd No M

Indicate by a check mark if disclosure of delient filers pursuant to Item 405 of Regulatio &-not contained herein, and will not be
contained, to the best of registrant’s knowledgadefinitive proxy or information statements incorgted by reference in Part 1l of this Form
10-K or any amendment to this Form 10-K. Ys@s No O

The aggregate market value of the voting stall by non-affiliates of the registrant as of @0, 2004 (based on the closing price as
reported by the National Association of Securibeslers Automated Quotation System) was $28,916,890

As of February 28, 2005, there were 22,247 S88ires of the registrant's Common Stock, $.00vakre, outstanding, excluding 86,300
shares of common stock in treasury.

DOCUMENTS INCORPORATED BY REFERENCE

The information required by Part Ill of thi;Aual Report, to the extent not set forth hereiinéorporated herein by reference from the
registrant’s definitive proxy statement relatinghie annual meeting of stockholders, which defigifproxy statement shall be filed with the
Securities and Exchange Commission within 120 @ditgs the end of the fiscal year to which this AahReport relates.
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PART |
Item 1. Business
General

PFSweb is a leading provider of outsourcing supply chain solutions. PFSwslservice breadth includes logistics and fulfillmydreight
and transportation management, rizale order management, kitting and assembly, custaare (CRM), facility operations and managen
web-commerce design and hosting, payment proceasisidinancial services and more. Collectively,define our offering as Business
Process Outsourcing because we extend our cligingsiructure and technology capabilities, addngsan entire business transaction cycle
from demand generation to product delivery. Ouutohs support both business-to-business (“B2Bg) lansiness-to-consumer (“B2C”)
segments of the supply chain.

PFSweb serves as the “brand behind the brfanadtbmpanies seeking to increase their supplyrcaticiencies. As a business process
outsourcer, we offer scalable and cost-effectivaetmms for manufacturers, distributors, retailarsl direct marketing organizations across a
wide range of industry segments, from consumer gaoa@viation. We provide our clients with seamksd transparent solutions to support
their business strategies, allowing them to foqugheir core competencies. Leveraging PFSweb'si@olyy, expertise and proven
methodology, we enable client organizations to tigvand deploy new products, and implement newrlessi strategies or address new
distribution channels rapidly and efficiently thgiuour optimized solutions. Our clients engageath bs a consulting partner to assist them
in the design of a business solution as well astaal and physical infrastructure partner provglthe mission critical operations required to
build and manage that business solution. Togettenot only help our clients define new ways ofndobusiness, but also provide them the
technology, physical infrastructure and profesdioesources necessary to quickly implement this hesiness model. We allow our client:
quickly and dramatically change how they ‘go-to-kedr

Each client has a unique business model amgi@rstrategic objectives that require highly costed solutions. PFSweb supports clients
in a wide array of industries including technolgggducts, consumer goods, aviation, collectiblesdfand beverage, apparel and home
furnishings. These clients turn to PFSweb for lelpddressing a variety of business issues thatdeccustomer satisfaction and retention,
time-definite logistics, vendor managed inventang ntegration, supply chain compression, cost rhiaignments, transportation
management and international expansion, amongotide also act as a constructive agent of chamgeiding clients the ability to alter
their current distribution model, establish direglationships with end-customers, and reduce tleeaditime and costs associated with
existing distribution channel strategies. Our dkesre seeking solutions that will provide themhwdynamic supply chain and channel
marketing efficiencies, while ultimately deliveriagworld-class customer service experience.

Our technology and business infrastructurerof is flexible, reliable and fully scalable. $Hiexibility allows us to design custom,
variable cost solutions to fit the business requésts of our clients’ strategies. We earn revenom two distinct business segments, yet
operationally similar business models:

. First, we earn service fee revenues fromgdato process individual business transactiormuolients behalf through our
technology and infrastructure capabilities. Thasgess transactions may include the answeringpbbae call or an e-mail, the
design and hosting of a client web-site, the rdcamgl storage of a client’s inventory, the kittengd assembly of products to meet a
client’s customer’s specifications, the shippingpodducts to our client’s customer base, the mamagé of a complex set of
electronic data transactions designed to keeplmnt's suppliers and customers accounting recordslance, or the processing of
a returned package. In the service fee revenuadssisegment, we do not own the inventory or thaltierg accounts receivable,
but provide management services for these -owned asset:

. Secondly, we earn product revenue througmuaster distributor relationship with certain ctgrin the product revenue business
segment, we purchase inventory and upon sale gfrtiduct, own the accounts receival

Our capabilities are expansive. To offer thestmecessary and resourceful solutions to ountslieve are

1




Table of Contents

continually developing capabilities to meet thesgieg business issues in the marketplace. Our émsivbjective is to focus on “Leading the
Evolution of Outsourcing.” As our tagline suggeste, will continue to evolve our service offeringrteeet the needs of the marketplace and
the demands of unique client requirements. We argt successful when we develop a new capabiligntble a client to pursue a new
initiative and we are then able to leverage thadligionary development across other client or peas solutions, as it becomes “best
practice” in the marketplace. Our team of expeesigh and build diverse solutions for Fortune 1@I@pal 2000 and major brand name
clients around a flexible core of technology angigital infrastructure that includes:

. Technology collaboration provided by our swf technology services, called the Entente SsiNg( that are e-commerce and
collaboration services that enable buyers and gnggb fully automate their business transactigitiin their supply chain. Enten
supports industry standard collaboration technigoelsding XML based protocols such as Biztalk &akettaNet, real-time
application interfaces, text file exchanges viaused FTP, and traditional electronic data intergjeal EDI");

. Managed hosting and Internet application teraent services, including web site design, cozatintegration and ongoing
maintenance, support and enhancement of wek

. Order management, including order procesBimg any source of entry, back order processingfatude order processing, tracking
and tracing, credit management, electronic paymetessing, calculation and collection of salesatiact VAT, comprehensive
freight calculation and email notification, all Witultiple currency and language optio

. Customer Relationship Management (“CRM”) Julting interactive voice response (“IVR”) technoyoand web-enabled customer
contact services through world-class call centéhging voice, e-mail, voice over internet protd¢t/OIP”) and internet chat
communications that are fully integrated with réale systems and historical data archives to peeimnplete customer lifecycle
managemen

. International fulfillment and distributionrsgces, including warehouse management, invent@agagement, vendor managed
inventory, inventory postponement, product warehysorder picking and packing, freight and trarmsaiion management and
reverse logistics

. Facility Operations and Management (FOM) thaludes process reengineering, facility desigth emgineering and employee
administration

. Kitting and assembly services, including tiggsembly, procurement services, Supplier RelslipnManagement, specialized
kitting, and supplier consigned inventory hub irSRfel’s distribution facilities or c-located in other facilities

. Information management, including r-time data interfaces, data exchange services aaddaing;

. Financial services, including secure on-tnedit card processing related services, fraudeptimn, invoicing, credit management
and collection, and working capital solutions; i

. Professional consulting services, includirgpasultative team of experts that customize smhstto each client and continuously
seek out ways to increase efficiencies and protecefits for the clien

We are headquartered in Plano, Texas wherexaautive and administrative offices are locatdvall as our primary technology
laboratories and hosting facilities. We operatéestd-the-art call centers from our U.S. facilitiesated in Plano, Texas, and Memphis,
Tennessee, and from our international facility tedan Liege, Belgium. We have more than 1.6 millsguare feet of warehouse space in our
leased and managed facilities in Memphis, TN, Smxgh, MS, Grapevine, TX, Toronto, Canada and LiBgégium allowing us to provide
global distribution solutions. The majority of tleedistribution facilities are highly automated arwhtain state of the art material handling and
communications equipment. We provide solutionditmts that are often regarded as market leadeassariety of different industries.
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Industry Overview

Business activities in the public and privegetors continue to operate in an environmentgmtireechnological advancement, increasing
competition and continuous pressure to improveatper and supply chain efficiency while decreasingts. We currently see the following
trends within the industry:

. Manufacturers strive to restructure theirgyghains to maximize efficiency and reduce castsoth B2B and B2C markets and to
create a variable-cost supply chain able to sugheriultiple unique needs of each of their iniies, including traditional and
electronic commerce

. Government agencies are increasingly focoseidhproved citizen usability and interaction, adlvas the need to manage
government initiatives from an efficiency perspeetiwith revisions to the United States Governnme@bmpetitive Sourcing
Program (A-76), the government is mandated to nltammercially available goods and services froengivate sector when it
makes economic sense to do

. Companies in a variety of industries seelsouitcing as a method to address one or more badunestions that are not within their
core business competencies, to reduce operatirtg @ot improve the speed or cost of implementa

Supply Chain Management Trend

As companies maintain focus on improving tiheisinesses and balance sheet financial ratiasfisant efforts and investments continue
to be made identifying ways to maximize supply oltefficiency and extend supply chain processes Kiligrcapital financing, vendor
managed inventory, supply chain visibility softwardutions, distribution channel skipping, dirextbnsumer e-commerce sales initiatives,
and complex upstream supply chain collaborativarielogy are products that manufacturers seek @wtheim achieve greater supply chain
efficiency.

A key business challenge facing many manufacsuand retailers as they evaluate their suppdyncéfficiency is in determining how the
trend toward increased direct-to-consumer busiaesegity will impact their traditional B2B and B2€bmmerce business models. Order
management and small package fulfilment and dhistion capabilities are becoming increasingly int@or processes as this trend evolves.
We believe manufacturers will look to outsourcerthen-core competency functions to support thiglified business model. Forrester
Research reports US online retail sales will mbesmtdouble over the next six years, reaching $&liérbby 2010. They attribute this growth
to the growing population for online shopping hdwads, combined with effective multi-channel intagon and site improvements from
retailers. We believe that companies will contitustrategically plan for the impact thatemmerce and other new technology advancer
will have on their traditional commerce businesglais and their existing technology and infrastrietapabilities.

Manufacturers, as buyers of materials, are iadposing new business practices and policiehiem supplier partners in order to shift the
normal supply chain costs and risks associatedimitentory ownership away from their own balanceeth. Through techniques like Vendor
Managed Inventory (“VMI”) or Consigned Inventorydgrams (“CIP”), manufacturers are asking their $epg, as a part of the supplier
selection process, to provide capabilities wheeentlanufacturer need not own, or even possess,tmyeaprior to the exact moment that unit
of inventory is required as a raw material compomeror shipping to a customer. To be successfulfl parties, business models such as
these often require a sophisticated collectiorecfihological capabilities that allow for complatéegration and collaboration of the
information technology environments of both the d&rugnd supplier. For example, for an inventory tmirrive at the precise required
moment in the manufacturing facility, it is necegdar the Manufacturing Resource Planning (“MRBYstems of the manufacturer to
integrate with the CRM systems of the supplier. Wheandreds of supplier partners are involved, pihig€ess can become quite complex and
technologically challenging. Buyers and suppligesseeking solutions that utilize XML based protsdike Biztalk, RosettaNet and other
traditional EDI standards in order to ensure amagestems platform
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that promotes easier technology integration indteslaborative solutions.
Government Outsourcing Trend

In 2001, a task force was launched to idemtifgrity actions to achieve strategic improvementgovernment and set in motion a
transformation of government around citizens’ nedtie federal government formulated an E-Governregategy in 2002, which was
created to support multi-agency projects that imercitizen services and yield performance gainsoAyovernment mandate A-76 states that
Government agencies must conduct thorough audidstermine the lowest cost and most efficient me:tiodoing business, and to outsource
to the public sector when in-house operations aeble to compete.

As stated in the February 2002 E-Governmenait&y document developed by the U.S. Office of Mmment and Budget (OMB) E-
Government task force, the primary goals for thidative are to:

. Make it easy for citizens to obtain service anératt with the federal governme
. Improve government efficiency and effectivenesst

. Improve the governme’s responsiveness to citize

According to the E-Government Strategy docunfiemfiscal year 2006, the federal governmentigestment in information technology
(IT) is estimated to be $65 billion. The continiedestment made in IT spending provides opportesifor the government to continue to
transform itself into a citizen-centered E-Governtrend provide additional opportunities for the gamment to work with the private sector
to develop more user friendly methods of interacti®ast agency-centered IT approaches have littiledovernment’s productivity gains
and ability to serve citizens.

In addition to the E-government strategy, Aldeninistration announced its intentions to open pwartial activities performed by the
government to the dynamics of competition betwéenpublic and private sectors, known as Competioercing. According to
“Competitive Sourcing, Conducting Public-Privaten@metition in a Reasoned and Responsible MannegEixe Office of the President
OMB” July 2004, the OMB estimates that approxima$% of the 1.6 million workforce from governmexgencies are engaged in
commercial activities that should be availabledompetition. Activities that fall into the Compéti# Sourcing agenda include data center
services, information technology services, finaheianagement and logistics.

Other opportunities within the government seatclude Business Process Outsourcing initiatidesording to the U.S. Federal
Government Business Process Outsourcing 2004-2068 &st by IDC, “BPO in general, and spare pagglsuchain management in
particular, is a growing opportunity within the &rdl government. Growth is expected to continueutgh 2008 and beyond, as more
government agencies see the success for both fleageeDepartment and civilian BPO efforts.”

Through the E-Government Strategy, Governragancies are currently faced with pressure to wggrechnology capabilities and to
better interface with their audiences. Combinedhihie A-76 initiative that directs Government agesc¢o pursue the most cost-effective
method of doing business, current federal strateyyy enforces government’s need to better undergiahtic alternatives, submit to
extensive requests for proposals to an array oéigouent and non-government providers, and to parfmmmplex evaluations of existing
operations and functions. An ongoing requiremend imigrate the management of systems, data anddsssprocesses from multiple
agencies to a joint solution, supported by onevargervice providers. We believe these initiatiwéls continue to drive government usage of
outside sources.

Outsourcing Trend

In response to growing competitive pressunestachnological innovations, we believe many comgs both large and small, are focus
their critical resources on the core competendi¢isair business and utilizing business processawting to accelerate their business pla
a cost-effective manner and perform non-core bssifienctions. Outsourcing provides many key besgficluding the ability to:
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. Enter new business markets or geographic areadlya

. Increase flexibility to meet changing business d¢mas and demand for products and servi
. Enhance customer satisfaction and gain competiilvantage

. Reduce capital and personnel investments and cofined investments to variable cos

. Improve operating performance and efficiency;

. Capitalize on skills, expertise and technglograstructure that would otherwise be unava#ady expensive given the scale of the
business

As a result, the market for business proce$sooircing services continues to grow. IDC predictd the worldwide business process
outsourcing market will reach $682.5 billion in 3)@n 11% annual increase from the estimated $4Qfet in 2003. They further predict
U.S. BPO market, accounting for approximately 6(f%he worldwide market, is expected to increas$382.7 billion in 2008 from
$241.3 billion in 2003.

According to IDC’s Worldwide and U.S. Businég®cess Outsourcing Forecast, the market hasthomegh profound changes in recent
years that have forced companies to reevaluatelihsiness operations. Many companies have beg‘explore and evaluate the
applicability of BPO to their business operationd &s role in helping them achieve the new gdady tare thinking about. This process is
causing unprecedented demand for BPO servicessagnosver-expanding list of business functions.”

Typically, outsourcing service providers aveudsed on a single function, such as informatichrielogy, call center management, credit
card processing, warehousing or package deliverig fbcus creates several challenges for compémiding to outsource more than one of
these functions, including the need to manage pieltutsourcing service providers, to share infdiomawith service providers and to
integrate that information into their internal syrsis. Additionally, the delivery of these multiplergces must be transparent to the customer
and enable the client to maintain brand recognitiod customer loyalty. According to IDC, the akilib provide a total package of services
continues to be one of the key buying trends of BB@ices. Furthermore, traditional commerce outss are frequently providers of
domestic-only services versus international sohgid\s a result, companies requiring global sohgimust establish additional relationships
with other outsourcing patrties.

Another vital point for major brand hame comiga seeking to outsource is the protection of thieind. When looking for an outsourcing
partner to provide infrastructure solutions, braathe companies must find a company that can ettseisame quality performance and
superior experience that their customers expent fleir brands. Working with an outsourcing partreguires finding a partner that can
maintain the consistency of their brand image, Wiigcone of the most valuable intangible assetsrétmgnized brand name companies
possess.

The PFSweb Solution
PFSweb serves as the “brand behind the brfandtbmpanies seeking to increase the efficiencies| aspects of their supply chain.

Our value proposition is to become an extansioour clients’ businesses by delivering a supezkperience that increases and enhances
sales and market growth, customer satisfactioncastbmer retention. We act as both a virtual apbyesical infrastructure for our clients’
businesses. By utilizing our services, our cliartsable to:

Quickly Capitalize on Market OpportunitieSur solutions empower clients to rapidly implemtnair supply chain and e-commerce
strategies and to take advantage of opportunitifowt lengthy integration and implementation effoiVe have ready built technology and
physical infrastructure that is flexible in its @gs which facilitates quick integration and implentation. The PFSweb solution is designed to
allow our clients to deliver consistent quality\dee as transaction volumes grow and also to hashailg and seasonal peak periods. Through
our international locations, our clients can dedlit products almost anywhere in the world.
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Improve the Customer Experiend®e enable our clients to provide their customets wipositive buying experience thereby maintaining
and promoting brand loyalty. Through our use ofaatbed technology, we can respond directly to custanguiries 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 customerseavice centers, detailed CRM reporting and eiaegl order accuracy. We have
significant experience in the development of Iné¢nmeb sites that allows us to recommend featurddunctions that are easily navigated
understood by our client’s customers. Our technpldgtform is designed to ensure high levels datelity and fast response times for our
clients’ customers. Because our technology is “drathss,” our clients benefit from being able téeothe latest in customer communication
and response conveniences to their customers.

Minimize Investment and Improve Operating EfficieagOne of the most significant benefits that outscugdb PFSweb provides is the
ability to transform fixed costs into variable By eliminating the need to invest in a fixedit@pnfrastructure, our clients’ costs typically
become directly correlated with volume increasedemlines. Further, as volume increases drive émeashd for greater infrastructure or
capacity, PFSweb is able to quickly deploy addaimesources. We provide services to multiple tigwhich enables us to offer our clients
economies of scale, and resulting cost efficietitgt they may not have been able to obtain on their. Additionally, because of the large
number of daily transactions we process, PFSwelbéas able to justify investments in levels of awtion, security surveillance, quality
control processes and transportation carrier iabed that are typically outside the scale of inaest that our clients might be able to cost
justify on their own. These additional capabilitczs1 provide our clients the benefits of enhangeztating performance and efficien
reduced inventory shrinkage, and expanded custeargice options.

Access a Sophisticated Technology Infrastructife.provide our clients with ready access to a sijiaited technology infrastructure
through our Entente Suite, which is designed terfate seamlessly with their systems. We providecbhents with vital product and custon
information that can be immediately available terthon their own systems or through web based grajs@r interfaces for use in data
mining, analyzing sales and marketing trends, neoini¢j inventory levels and performing other managettiunctions.

The PFSweb Strategy

In 2005, we continue to maintain a simple dftective strategy statement to drive our actiargtie year, QGP. This acronym stands for
Quality, Growth and Profit. We believe that if wancachieve outstanding performance on these tlagie blements, they will provide for a
stable foundation for the future of PFSweb. Asdlelution of our business model continues, we keithain focused on these three
fundamentals:

Quality : To exceed our client’s service level requirememts enhance the value of their “brand” while pdawy their customers a
positive, memorable and efficient experience.

Growth: To increase our company's revenue and grosstgrofn its current levels. To aggressively marketified product messages
to drive new clients and revenue and profit growih become a larger company and create careerdatitibaal employment opportunite
Embrace strategic partnering to accentuate streragtth minimize weaknesses.

Profit: To generate positive cash flow and continue teatior consistent profitable results. To incredseualue of our company for all
its stakeholders while rewarding our team membaétts ehallenging, fun and memorable life experiences

The successful balance of the execution afeliendamental strategies over the next yeargetad to result in the formation of a solid
strategic and financial foundation for PFSweb arayijlle PFSweb a sustainable and profitable busimestel for the future.

See “Risk Factorgor a complete discussion of risk factors relatedur ability to achieve our objectives and fuléilir business strategit
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PFSweb Services

We offer a comprehensive and integrated sbusiness infrastructure solutions that are taildoeour clients’ specific needs and enable
them to quickly and efficiently implement their @iy chain strategies. Our services include:

Technology CollaborationVe have created the Entente Suite, which illusdrtite level of electronic cooperation that is palssivhen we
construct solutions with our clients using thishiealogy service offering. This set of technologw=es enables everything from order
processing and inventory reporting to total e-commmelesign and implementation. The Entente Suitgpcises four key services—
EntenteWeb®, EntenteDirect®, EntenteMessage® ateniReport®.

EntenteWeb is a one-stop shop for the entenemerce process, particularly for companies withsual needs or specific requests that
are not easily met by the typical e-commerce dgraknt packages. EntenteWeb is a service utilizirgevolutionary GlobalMerchant
Commerceware™ e-commerce software platform thaaitcularly focused to enable global commerceagias with its extensive currency
and language functionality. EntenteDirect providiésnts with a real-time, user-friendly interfacetlveen their system and PFSweb order
processing, warehouse management and relateddosctising real-time or batch processes, Ententeddesis a file exchange service for
clients using our warehousing and distributionlfaes. EntenteReport is a reporting and inquirgvie particularly suited to companies that
need to put key e-commerce information into thedisasf business users, but do not have the IT reesuo facilitate the necessary data
extraction, manipulation and presentation. EnteapeiR consists of an industry-standard browserbeasgort writer and a client-customized
data warehouse configuration.

The Entente Suite operates in an open systerigonment and features the use of industry-stah¥®L, enabling customized e-
commerce solutions with minimal changes to a ckesystems or our Enterprise Resource Planning P'ERystems. The result is a faster
implementation process. Additionally, by using XMhe Entente Suite offers companies a more robestrenic information transfer option
than text file FTP or EDI, although the text fil&#, EDI and other transfer methods are still sujgabr

EntenteWeb Managed Hosting and Internet ApplicallemelopmentOur EntenteWeb service provides a complete e-cowengebsite
solution for our clients. We engage collaborativeith our clients to design, build, host, and manadly branded, fully customized and fully
integrated e-commerce web applications for B2CB2B channels. As with all major brand name compardensistency within the brand
image is vital; therefore, our web designers creatime stores that seamlessly integrate and miheexact brand image of our clients.

We offer a broad range of hosting and supplarts that can be tailored to fit the needs of edielnt. Utilizing IBM’s eServer xSeries
servers, Microsoft's.NET Technologies and our pietary GlobalMerchant Commerceware platform, wentzn a robust hosting
environment for our hosted client web site prosttiAdditionally, our EntenteWeb service includesesof-the-art web analytics via Web
Trends OnDemand — Enterprise Edition. This higldyanced and flexible analytics tool delivers thécal e-business information that our
clients need to maximize the effectiveness of theline store.

EntenteWeb is a complete front-to-back e-conemeervice that incorporates components rangomg the look of the user interface to
specific business purchasing, warehousing and stgppeeds, enabling companies to define in exagtseheir desired e-commerce site
functionality.

Order Managemen®Our order management solutions provide clients witdrfaces that allow for real-time informatioririeval,
including information on inventory, sales ordetspsents, delivery, purchase orders, warehouseptsceustomer history, accounts
receivable and credit lines. These solutions aaenessly integrated with our web-enabled custoroetact centers, allowing for the
processing of orders through shopping cart, phfaxe mail, email, web chat, and other order recaipthods. As the information backbone
for our total supply chain solution, order managetnservices can be used on a stand alone basisonjunction with our other business
infrastructure offerings, including customer comtdioancial or distribution services. In additidor the B2B market, our technology platform
provides a variety of order receipt methods theilitate commerce within various stages of the $yppain. Our systems provide the ability
for both our clients and their customers to trawk dtatus
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of orders at any time. Our services are transpdoemtir clients’ customers and are seamlessly rated with our clients’ internal systems
platforms and web sites. By synchronizing theswities, we can capture and provide critical custommformation, including:

. Statistical measurements critical to creatirguality customer experience, containing reaktorder status, order exceptions, back
order tracking, allocation of product based on nigndof online purchase and business rules, the odttastomer inquiries to
purchases, average order sizes and order resporgs!

. B2B supply chain management information caitito evaluating inventory positioning, for therpose of reducing inventory turns,
and assessing product flow through and-consumer deman:

. Reverse logistics information including custr response and reason for the return or rotafignoduct and desired customer
action;

. Detailed marketing information about what was said to whom it was sold, by location and prefereacel

. Web traffic reporting showing the number of vig*hits”) received, areas visited, and products and infoomatquestec

Customer Relationship Managemeéme offer a completely customized CRM solution fiemrts. Our CRM solution encompasses a full-
scale customer contact management service offamgiell as a fully integrated customer analysigy@m. All customer contacts are
captured and customer purchases are documentédchld reporting on all customer transactionss/alable for evaluation purposes.
Through each of our customer tougbints, information can be analyzed and processedurrent or future use in business evaluatioodpc!
effectiveness and positioning, and supply chainmilzg.

An important feature of evolving commerce r@mahe ability for the customer to speak withva [customer service representative. Our
experience has been that a majority of consumbnsstéhey visited the web location for informatjdrut not all of those consumers chose to
place their order online. Our customer care sesvittéize features that integrate voice, e-madénsiard mail, data and Internet chat
communications to respond to and handle custonggtiries. Our customer care representatives ansarésus questions, acting as virtual
representatives of our client’'s organization, rdgey order status, shipping, billing, returns andduct information and availability as well as
a variety of other questions. For certain cliemts,handle Level | and Level Il technical supposryvel | technical support involves assisting
clients’ customers with basic technical issuescoeputer application issues. Level Il support nmplve a more in-depth question and
answer session with the customer. These customereparesentatives are certified in the appropagfgications and have the ability to
evaluate hardware, compatibility and software itesian issues. Our web-enabled customer care tdolg identifies each customer contact
automatically and routes it to the available custboare representative who is individually certifia the client’s business and products. Our
web-enabled customer care centers are designéaisour customer care representatives can handteadelifferent clients and products in a
shared environment, thereby creating economy dé smEmefits for our clients as well as highly cusized dedicated support models that
provide the ultimate customer experience and bramforcement. Our advanced technology also enahlesepresentatives to up-sell, cross-
sell and inform customers of other products andssapportunities. The web-enabled customer cartercenfully integrated into the data
management and order processing system, allowlhgisibility into customer history and customeemds. Through this fully integrated
system, we are able to provide a complete CRM isolut

With the need for efficiency and cost optintiaa for many of our clients, we have integratedRl®s another option for customer contacts.
IVR creates an “electronic workforce” with virtuadients that can assist customers with vital inféionaat any time of the day or night. IVR
allows for our clients’ customers to deal interaely with our system to handle basic customer ingsj such as account balance, order status
shipment status, catalog requests, product and prigiiries, and routine order entry for establisbestomers. The inclusion of IVR to our
service offering allows us to offer a cost effeetivay to handle high volume, low complexity calls.

International Fulfillment and Distribution Servicesn integral part of our business process outsogrsaiutions is the warehousing and
distribution of inventory either owned by our clisror owned by us through our
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master distributor relationships. We currently henare than 1.6 million square feet of leased oragad warehouse space domestically and
internationally to store and process our clientgentory. We receive client inventory in our distriion centers, verify shipment accuracy,
unpack and audit (a process that includes spotkaige@ small percentage of the clients inventoryatidate piece counts and check for
damages that may have occurred during shippindjigaand unloading). Upon request, we inspect foelodamages or defects, which may
include checking fabric, stitching and zippersdoft goods, or ‘testing’ power-up capabilities &ectronic items. We generally stock for sale
within one business day of unloading. On behalfwfclients, we pick, pack and ship their custoorelers and can provide customized
packaging, inserts and promotional literature fistribution with customer orders.

Our distribution facilities contain computexizsortation equipment, highly mobile pick-to-liglarts, powered material handling
equipment, scanning and bar-coding systems andnai#ol conveyors, in-line scales and x-ray equiprased to inspect shipment contents
for automatic accuracy checking. Our internatiatisiribution complexes include several advancelnelbgy enhancements, such as radio
frequency technology in product receiving proceg$mensure accuracy, as well as an automated gackating and a pick-tiight paperles
order fulfillment system. Our advanced distributgystems provide us with the capability to warelecars extensive number of stock keeping
units (SKUSs) for our clients, ranging from larggimend laser printers to small cosmetic compaats.f&xilities are flexibly configured to
process B2B and single pick B2C orders from theesaeemtral location.

During 2004, we warehoused, managed andlédfinore than $1.5 billion in client merchandisd &nansactions. Much of this does not
represent our revenue, but rather the revenuerdflimunts’ transactions for whom we provided busgprocess outsourcing solutions. See
“Management’s Discussion and Analysis of Finan€iahdition and Results of Operations.”

Based upon our clients’ needs, we are ableki® advantage of a variety of shipping and dejigtions, which range from next day
service to zone skipping to optimize transportatiosts. Our facilities and systems are equippel mitlti-carrier functionality, allowing us
to integrate with all leading package carriers pravide a comprehensive freight and transportatiamagement offering. In addition, an
increasingly important function that we provide éar clients is reverse logistics management. Vi&r af wide array of product return
services for our clients, including issuing retauthorizations, receipt of product, crediting casto accounts, and disposition of returned
product.

Domestic clients of PFSweb enjoy the benefitsaving their inventory assets secured by a netwbtrained law enforcement
professionals, who have developed and continugdoate a world-class security network from our sechieadquarters in Memphis, TN. As
part of our services are for the United States @uwent, our security plans and procedures are wualestant evaluation and evolution.
Continual validation ensures that we employ thedhiin security processes and procedures to fuethfggince our surveillance and detection
capabilities.

Facility Operations and Manageme@ur FOM service offering includes distribution fidgi design and optimization, business process
reengineering and ongoing staffing and manageméoing with our high-volume fulfillment center in [gsissippi and our automated
fulfillment center in Tennessee, we also managai@naft parts distribution center in Grapevinexd®on behalf of Raytheon Aircraft
Company. Our expertise in supply chain managenhagistics and customer-centric fulfilment operatsoextends through our management
of client-owned facilities, resulting in cost redions, process improvements and technology-drificiencies.

Kitting and Assembly Servicé3ur expanded kitting and assembly services enabilelients to reduce the time and costs associaitbd
managing multiple suppliers, warehousing hubs,l@id manufacturing partners. As a single souraiger, we provide clients with the
advantage of convenience, accountability and sg@edcomprehensive kitting and assembly servicesige a quality one-stop resource for
any international channel. PFSweb’s kitting ancaddy service includes light assembly, specializgithg and supplier-consigned inventory
hub either in our distribution facilities or co-kted elsewhere. We also offer customized light rfearturing and Supplier Relationship
Management (“SRM”) for Fortune 1000 and Global 2@@nufacturers.

We will work with clients to re-sequence certsupply chain activities to aid in an inventoysfponement strategy. We can provide
kitting and assembly services and build-to-stodu#ands of units daily to stock in a Just-
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in-Time (“JIT") environment. This service, for exala, can entail the procurement of packaging maitemcluding retail boxes, foam inserts
and anti-static bags. These raw material comporvenitd be shipped to PFSweb from domestic or oesrseanufacturers, and PFSweb will
build the finished SKU units to stock for the cliefhis strategy allows manufacturers to make dlsmiavestment in inventory while
meeting changing customer demand.

Combining our assembly services with our sigpdwned inventory hub services allows our clientseduce cycle times, to compress t
supply chains and to consolidate their operatiomssaupplier management functions. We have supiplientory management, assembly and
fulfillment services all in one place, providingegter flexibility in product line utilization, aselN as rapid response to change orders or
packaging development. Our standard capabilitielside: build-to-order, build-to-stock, expeditedlers, passive and active electrostatic
discharge (“ESD”) controls, product labeling, skniamber generation, marking and/or capture, lohber generation, asset tagging, bill of
materials (“BOM”) or computer automated design (‘@A engineering change processing, SKU-level pgcamd billing, manufacturing and
metrics reporting, first article approval processesl comprehensive quality controls.

Our kitting and assembly services also inclpdurement. We work directly with client suppiiéo make JIT inventory orders for each
component in client packages, thereby ensuringpipeopriate inventory quantities arrive at just tight time to PFSweb and then turned
around JIT to customers.

Kitting and inventory hub services enablertiieto collapse supply chains into the minimal stegcessary to prepare product for
distribution to any channel, including wholesal@ss merchant retail, or direct to consumer. Cliantionger have to employ multiple
providers or require suppliers to consign multipkeentory caches for each channel. We offer oentti the opportunity to consolidate
operations from a channel standpoint, as well@® fa geographic perspective. Our integrated, gliolf@mation systems and international
locations support client business needs worldwide.

Information ManagementVe have the ability to communicate with and transformation to and from our clients through a wiariety
of technology services, including real-time datifaces, file transfer methods and electronic gatachange. Our systems are designed to
capture, store and electronically forward to oigndk critical information regarding customer inigs and orders, product shipments,
inventory status (for example, levels of inventoryhand, on backorder, on purchase order and iomedtie dates to our warehouse), pro«
returns and other information. We maintain for olients detailed product databases that can belessipintegrated with their web sites
utilizing the capabilities of the Entente Suite.r@ystems are capable of providing our clients witetomer inventory and order information
for use in analyzing sales and marketing trendsiminoiducing new products. We also offer customimgabrts and data analyses based upon
specific client needs to assist them in their btidgeand business decision process.

Financial ServicesOur financial services are divided into two majogas: 1) billing, credit and collection services B2B and B2C
clients and 2) working capital solutions, whereagtas a virtual and physical financial managerdeptartment to fulfill our clients’ needs.

We offer secure credit and collections sewioe both B2B and B2C businesses. SpecificallyB2C clients, we offer secure credit card
processing related services for orders made vieiat aveb site or through our customer contacteerwe offer manual credit card order
review as an additional level of fraud protectid'e also calculate sales taxes, goods and seréges br value added taxes, if applicable, for
numerous taxing authorities and on a variety ofipots. Using third-party leading-edge fraud pratecservices and risk management
systems, we can assure the highest level of sganit the lowest level of risk for client transaos.

For B2B clients, we offer full-service accosinéceivable management and collection capabilitietuding the ability to generate
customized computer-generated invoices in our tdigrames. We assist clients in reducing accowgtsivable and days sales outstanding,
while minimizing costs associated with maintainargin-house collections staff. We offer electratriedit services in the format of EDI X.12
and XML communications direct from our clients beir vendors, suppliers and retailers.

Our subsidiary, Supplies Distributors, Incyides working capital solutions, which enable nfanturers to
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remove inventory and receivables from their balastwets through the use of third party financirtysBervice offering is available to clients
operating in North America and Europe.

While the majority of our clients maintain ogship of their own inventory, through Suppliestbisitors, we can create and implement
client inventory solutions as well. PFSweb has yedirexperience in dealing with the issues relatadventory ownership, secure inventory
management, replenishment and product distribuB&isweb and Supplies Distributors can offer praspeclients a management solution
for the entire customer relationship, including enship of inventory and receivables. Through CIB utilize technology resources to time
the replenishment purchase of inventory with tiheuianeous sale of product to the end user. Adirfates are done electronically and almost
all processes regarding the financial transactiwesautomated, creating significant supply chairaathges.

PFSweb is experienced in the complex legalaating and governmental control issues that eahuvdles in the successful
implementation of working capital financing progmn®ur knowledge and experience help clients aehsepply chain benefits while
reducing inventory-carrying costs. Substantial fiesand improvement to a company’s balance sheete achieved through these working
capital solutions.

Professional Consulting Servicess part of the tailored solution for our clientse wffer a full team of experts specifically desiggtato
focus on our clients’ businesses. Team membersgtansultative role, providing constructive evéilua analysis and recommendations for
the client’s business. This team creates custongekdions and devises plans that will increaskeieficies and produce benefits for the client
when implemented.

Comprised of industry experts from top-tiensolting firms and industry market leaders, ounted professional consultants provides
client service focus and logistics and distributexpertise. They have built solutions for Fortu8@@ and Global 2000 market leaders in a
wide range of industries, including apparel, tedbgg, telecommunications, cosmetics, aviation, lemares, high-value collectibles, sporting
goods, pharmaceuticals and several more. Focusitigeoevolving infrastructure needs of major cogpions and their business initiatives,
our team has a solid track record providing comsgilservices in the areas of supply chain managgrdistribution and fulfillment,
technology interfacing, logistics and customer supp

Clients and Marketing

Our target clients include Fortune 1000 angbmiarand name technology and consumer goods caeg#ioking to quickly and efficient
implement or enhance business initiatives, adagt go-to-market strategies, or introduce new pot&lor programs, without the burden of
modifying or expanding their technology, customames supply chain and logistics infrastructure. 8é® provide FOM solutions that include
Process Reengineering, Facility Design and Empld&gdrainistration services. Our solutions are appiego a multitude of industries and
company types and we have provided solutions foln seampanies as:

International Business Machines (“IBM”) (pintsupplies in several geographic areas), Adaptaoguter accessories), the United States
Government as a sub-contractor (high-value cobdéag), Avaya Communication, Emtec Magnetics (a rfesturer of BASF-branded data
media and audio visual products), CHIA’'SSO (a comterary home furnishings and decor cataloguer)oXéprinters and printer supplies),
Pfizer (pharmaceuticals), Lancéme (a cosmetic wimisf L’'Oreal), NokiaUSA.com (cell phone accesss}i Roots Canada (apparel),
Hewlett-Packard (printers and computer networkiggigment), Flavia (a beverage division of Mars)ytRaon Aircraft Company (FOM and
time-definite logistics supporting parts distrilmut) and The Smithsonian Business Ventures (a ¢illles cataloger), amongst many others.
We target potential clients through an extensivegrated marketing program that comprises a vadktiirect marketing techniques, trade
event participation, search engine marketing, puigliations and a sophisticated outbound tele-$adesgeneration model. We have also
developed an intricate messaging matrix that defme various business process outsourcing sokitiod products, the vehicles we utilize
deliver marketing communication on these solutipralucts and the target audience segments thdagiaglemand for these
solutions/products. This messaging matrix allowsoudeploy highly targeted solution messages tecsetl key vertical industry segments
where we feel that we are able to provide significgervice differentiation and value. We also parswategic marketing alliances with
consulting firms, software manufacturers and otbgistics providers to increase market awarenedgyanerate referrals and customer leads.
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Because of the highly complex nature of tHat&ms we provide, our clients demand significemmpetence and experience from a variety
of different business disciplines during the salgde. As such, we utilize a selected member ofsemior executive team to lead the design
and proposal development of each potential newtliee choose to pursue. The senior executive ipatgd by a select group of highly
experienced individuals from our professional sssigroup with specific industry knowledge or exgreze to the solutions development
process. We employ a team of highly trained impletaition managers whose responsibilities includethegsight and supervision of client
projects and maintaining high levels of client Sfaittion during the transition process betweenvéi®us stages of the sales cycle and steady
state operations.

Technology

We maintain advanced management informatistesys and have automated key business functiong astline, real-time systems.
These systems enable us to provide our clientsrirdtion concerning sales, inventory status, custgragments and other operations that are
essential for our clients to efficiently managertleectronic commerce and supply chain businesgrnams. Our systems are designed to ¢
rapidly in order to handle the transaction progegsiemands of our clients.

We employ technology from a selected groupartners, some of whom are also our clients. Famgte, we deploy IBM e-servers and
network printers in appropriate models to run wigb fsinctions as well as order management andilgigton functions. We utilize Avaya
Communication for telephone switch and call centanagement functions and to interact with customi@rsoice, e-mail or chat. Avaya
Communication technology also allows us to sharle pages between customers and our service repatisest We have the ability to
transmit and receive voice, data and video simattasly on a single network connection to a custdmenore effectively serve that custor
for our client. Clients’ interest in using this kewlogy stems from its ability to allow shopperstmsult with known experts in a way that the
customer chooses prior to purchasing. Our sophisticcomputer-telephony integration has been ackéstmg by combining systems
software from IBM and Avaya Communication togethwth our own application development. We use AT&T bur private enterprise
network and long distance carrier. We use J.D. Edsvas the software provider for the primary ERpliagtions that we use in our
operational areas and financial areas. We use Bepaethe software provider for the primary mghiannel direct marketing application we
deploy for our catalog and direct marketing clielt® use Siemens Dematic/Rapistan Materials Hagdlitomation for our automated or
selection, automated conveyor and “pick-to-lightivéntory retrieval) systems, and Symbol Techn@sfielxon for our warehouse radio
frequency applications. Our Warehouse Managemeste8y(“WMS”) and Distribution Requirements Plann{fiDRP") system have been
developed in-house to meet the varied unique remeénts of our vertical markets. Both the WMS andPiRe tightly integrated to both the
North American and European deployments of our Bdvard’ system.

Many internal infrastructures are not suffitieo support the explosive growth in e-businessagketplaces, supply chain compression,
distribution channel realignment and the correspundemand for real-time information necessarysfoategic decision-making and product
fulfillment. To address this need, we have credtedEntente Suite, which is a comprehensive stiteobnology services, with supporting
software and hardware infrastructure, that enatespanies with little or no e-commerce infrastroetto speed their time to market and
minimize resource investment and risk, and allolvsanpanies involved to improve the efficiencytbéir supply chain. The Entente Suite is
comprised of four distinct service offerings — Exnt®WVeb, EntenteDirect, EntenteMessage, and Entept@R— that can stand alone or be
combined for a fully customized e-commerce solutiepending on the level of direct involvement a pany wants to maintain in their e-
commerce initiative.

The components of the Entente Suite provideoften platform service infrastructure that allmsgo create complete e-commerce
solutions with our customers. Using the variousises of the Entente Suite, we can assist ourtslieneasily integrating their web sites or
ERP systems to our systems for real-time transagiiocessing without regard for their hardwarefptat or operating system. This high-
level of systems integration allows our clientatdomatically process orders, customer data aret edtommerce information. We also can
track information sent to us by the client as itvemthrough our systems in the same manner aicewsidd track a package throughout the
delivery process. Our systems enable us to trdckdetailed level, information received, transimoisgiming, any errors or special processing
required and information sent back to the clietie Transactional and management information costiamithin our systems is made availe
to the client quickly and
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easily through the Entente Suite.

The Entente Suite serves as a transparemtaiogeto our bacloffice productivity applications including our castized J.D. Edwards ord
management and fulfillment application and our Eetsynmulti-channel direct marketing applicationtthans on IBM’s e-Server xSeries
servers. It also is designed to integrate with regollace technologies offered by major marketpladevsre companies. PFSweb utilizes
Gentran Integration Suite™ (“GIS”) as our techngi@iatform for Enterprise Application Integrationtiwvour clients and client’s trading
partners. With GIS, we have greatly increased bilityato quickly design and deploy customized Beé®ommerce solutions for our clients
by utilizing a robust business process modelingaond a highly scalable operating infrastructurieisTplatform facilitates the efficient and
secure exchange of electronic business transafdimngments in a wide variety of formats (i.e. XML 12 EDI, delimited text, IDOCS,
RosettaNet) and communication protocols (i.e. FFPFS HTTP/HTTPS, SMTP).

To enhance our service offerings, we havestaein advanced telecommunications, computerhelgp electronic mail and messaging,
automated fax technology, IVR technology, barcatbmneing, wireless technology, fiber optic netwookmnunications and automated
inventory management systems. We have also dewkkpe utilize telecommunications technology thalvjgtes for automatic customer call
recognition and customer profile recall for inbouwnustomer service representatives.

The primary responsibility of our systems depement team of IT professionals is directed atlengenting custom solutions for new
clients and maintaining existing client relatiorhiOur development team can also produce proprisystems infrastructure to expand our
capabilities in circumstances where we cannot @setstandard solutions from commercial providers.afgo utilize temporary resources
when needed for additional capacity.

Our information technology operations andasfructure are built on the premise of reliabitityd scalability. We maintain diesel
generators and un-interruptible power supply eqeipinto provide constant availability to computesnrs, call centers and warehouses.
Multiple Internet service providers and redundaabwervers provide for a high degree of availabibtweb sites that interface with our
systems. Capacity planning and upgrading is peddrregularly to allow for quick implementation aw clients and avoid time-consuming
infrastructure upgrades that could slow growthga®e also have a disaster recovery plan for dorrmation systems and maintain a “hot
site” under contract with a major provider.

Competition

Many companies offer, on an individual basiss or more of the same services we do, and wecfaogetition from many different
sources depending upon the type and range of servégjuested by a potential client. Our competitaiside vertical outsourcers, which are
companies that offer a single function solutiorglsas call centers, public warehouses or credit pescessors. We compete against
transportation logistics providers, known in thdustry as 3PL’s and 4PL’s, who offer product mamaget functions as an ancillary service
to their primary transportation services. We alsmpete against other business process outsourginglprs, who perform many similar
services as us. Many of these companies have gezgiabilities than we do for the single or muktifiinctions they provide. In many
instances, our competition is the in-house opemataf our potential clients themselves. The in-lkopyserations departments of potential
clients often believe that they can perform theesamrvices we do, while others are reluctant teaute business functions that involve
direct customer contact. We cannot be certainwieatvill be able to compete successfully againstetar other competitors in the future.

Although many of our competitors can offer @nenore of our services, we believe our primamnpetitive advantage is our ability to
offer a wide array of customized services that cavieroad spectrum of business processes, inclwaéhgsite design and hosting, kitting and
assembly, order processing and shipment, creditgayment and customer service, thereby eliminatmgneed for our clients to coordinate
these services from many different providers. Weetie we are unique in offering our clients a vbrgad range of business process services
that addresses, in many cases, the entire bugma@ssiction, from demand to delivery.
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We also compete on the basis of many otheoitapt additional factors, including:

. operating performance and reliabili

. ease of implementation and integrati

. experience of the people required to successfulliyedficiently design and implement solutio
. leading edge technology capabiliti

. global reach; an

. price.

We believe that we compete favorably with extfio each of these factors. However, the maddeddir services is competitive and still
evolving, and we may not be able to compete sufidgsagainst current and future competitors.

Employees

As of December 31, 2004, we had 799 full-tengployees and 82 paithe employees, of which 819 were located in th@ddhStates. W
are not a party to any collective bargaining agre®ts, and we have never suffered an interruptidsusiness as a result of a labor dispute.
We consider our relationship with our employeebdaood.

Our success in recruiting, hiring and trainiagge numbers of skilled employees and obtainémgd numbers of hourly employees during
peak periods for distribution and call center ofiere is critical to our ability to provide high glity distribution and support services. Call
center representatives and distribution persoraualive feedback on their performance on a regualsistand, as appropriate, are recognized
for superior performance or given additional tragiGenerally, our clients provide specific prodimaining for our customer service
representatives and, in certain instances, orch#st personnel to provide specific technical supplo maintain good employee relations
and to minimize employee turnover, we offer compatipay, hire primarily full-time employees whaeagligible to receive a full range of
employee benefits, and provide employees with clgsible career paths.

Internet Access to Reports

We maintain an Internet website, www.pfswelmcOur annual reports on Form 10-K, quarterly reports=orm 10-Q, and current reports
on Form 8-K (and amendments, if any, to those tegfded or furnished pursuant to Section 13(al®(d) of the Securities Exchange Act of
1934) are made available, free of charge, throhghrvestor relations section of this website assas reasonably practicable after we
electronically file such material, or furnish ittlee Securities and Exchange Commission. The irdtion on our website is not incorporated
in this report.

Regulation

Our business may be affected by current andduwgovernmental regulation, both foreign and dstmeFor example, the internet Tax
Freedom Act bars state and local governments froposing taxes on internet access or that wouldestubjyers and sellers of electronic
commerce to taxation in multiple states. This adhieffect until November 1, 2006. If legislatitmextend this act or similar legislation is not
enacted, internet access and sales across thedhteay be subject to additional taxation by saaig local governments, thereby discouray
purchases over the Internet and adversely affettiagnarket for our services.

RISK FACTORS

Our business, financial condition and operatinguies could be adversely affected by any of theWadlg factors, in which event the
trading price of our common stock could declined gou could lose part or all of your investmente Tisks and uncertainties described
below are not the only ones that we face. Additioiss and uncertainties not presently known tparghat we currently think are
immaterial, may also impair our business operations
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Risks Related to Our Business
Our historical financial information may not be req@sentative of our future results.

Prior to our initial public offering in Decerab1999, we were a wholly-owned subsidiary of Dakynternational Corporation
(“Daisytek”). We completed our separation from &k on July 6, 2000 through a pro rata distributio Daisytek’s common stockholders
of all of the shares of our common stock that Digisyhen held.

The financial information for the periods eddéarch 31, 2001 included in this Form 10-K may redtect what our results of operations,
financial position and cash flows would have bead We been a separate, stand-alone entity durengetiods presented. This is because we
made certain adjustments and allocations sinceyi&islid not account for us as, and we were notaipd as, a single stand-alone business
for the periods presented.

We cannot assure you that the adjustmentalachtions we made in preparing our historicalsmidated financial statements
appropriately reflect our operations during suchiqekas if we had, in fact, operated as a standeatmtity or what the actual effect of our
separation from Daisytek would have been. Accorglinge cannot assure you that our historical resoiitoperations are indicative of our
future operating or financial performance.

The financial information for the periods Gmto 1, 1999 to October 1, 2002 reflect our agreésneith IBM and master distributors of
certain IBM products (until July 2001 a Daisytelbsigliary, and from July 2001 until September 2@2pplies Distributors, Inc. (“Supplies
Distributors”), our then 49% owned subsidiary). E@nthese agreements, the master distributors oamédlistributed the IBM product and
we provided transaction management and fulfillngarvices to the master distributors. Under theseemgents, we did not own the IBM
product and our revenue was service fee revensedban product sales volume or other transactisadpricing) and not product revenue.

In October 2002, we acquired the remaining ®i8hership interest in Supplies Distributors andne®s consolidate 100% of Supplies
Distributors financial position and results of ogtéwns into our consolidated financial statemed{son consolidation, effective October 1,
2002, we own the IBM product and record produceraie as the product is sold to IBM customers.

As a result of reflecting revenue earned utidemaster distributor agreements as product tevancertain historical periods and as
service fee revenue in others, our historical tesafl operations may not be indicative of our fatoperating or financial performance.

We anticipate incurring significant expenses in tliereseeable future, which may reduce our abilityachieve or maintain profitability.

To reach our business growth objectives, wg imerease our operating and marketing expensegelss capital expenditures. To offset
these expenses, we will need to generate additoétable business. If our revenue grows slovaanteither we anticipate or our clients’
projections indicate, or if our operating and mérgexpenses exceed our expectations, we mayemargte sufficient revenue to be
profitable or be able to sustain or increase pbfiity on a quarterly or an annual basis in theife. Additionally, if our revenue grows slow
than either we anticipate or our clients’ projeessiondicate, we may incur unnecessary or redunzsis and our operating results could be
adversely affected. We also expect to incur aduti@xpenses beginning in July 2005 upon the adomti Statement on Financial
Accounting Standards No. 123R, Accounting for Stbeked Compensation.

Our service fee revenue and gross margin is dependgon our clients’ business and transaction vol@sand our costs; many of our
client service agreements are terminable by thewtiat will; we may incur financial penalties if wkail to meet contractual service levels
under certain client service agreements.

Our service fee revenue is primarily transacbased and fluctuates with the volume of transastor level of sales of the products by our
clients for whom we provide transaction managementices. If we are unable to retain existing ¢esr attract new clients or if we dedicate
significant resources to clients whose business doé
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generate sufficient revenue or whose products dgemerate substantial customer sales, our busmagde materially adversely affected.
Moreover, our ability to estimate service fee raxefor future periods is substantially dependeminupur clients’ and our own projections,
the accuracy of which has been, and will contirukd, unpredictable. Therefore, our planning fentlactivity and targeted goals for service
fee revenue and gross margin may be materiallyradieaffected by incomplete, delayed or inaccupatgections. In addition, many of our
service agreements with our clients are terminbplthe client at will. Therefore, we cannot assya that any of our clients will continue to
use our services for any period of time. The Idss significant amount of service fee revenue auelient terminations could have a material
adverse effect on our ability to cover our costd gnus on our profitability. Certain of our cliesgrvice agreements contain minimum service
level requirements and impose financial penalfiegeifail to meet such requirements. The impositiba substantial amount of such pena
could have a material adverse effect on our busiaed operations.

Our operating results are materially impacted byratlient mix and the seasonality of their business.

Our business is materially impacted by owrdlimix and the seasonality of their business. @ap®n our current client mix and their
current projected business volumes, we anticipateservice fee revenue business activity will bsalibwest in the first quarter of our fiscal
year and that our product revenue business actiiitye at its highest in the fourth quarter ofrdigcal year. We believe results of operati
for a quarterly period may not be indicative of theults for any other quarter or for the full yéate are unable to predict how the season
of future clients’ business may affect our quayteevenue and whether the seasonality may changéoduodifications to a client’s business.
As such, we believe that results of operationsafquarterly period may not be indicative of theuhessfor any other quarter or for the full ye

Our systems may not accommodate significant growtlour number of clients.

Our success depends on our ability to hanthegg number of transactions for many differergndk in various product categories. We
expect that the volume of transactions will inceeafgnificantly as we expand our operations. ¥ thécurs, additional stress will be placed
upon the network hardware and software that managesperations. We cannot assure you of our ghidiefficiently manage a large
number of transactions. If we are not able to na@nan appropriate level of operating performameemay develop a negative reputation,
and impair existing and prospective client reladiips and our business would be materially adveesécted.

We may not be able to recover all or a portion afr start-up costs associated with one or more of olients.

We generally incur stadp costs in connection with the planning and imm@atation of business process solutions for ountdieAlthougt
we generally attempt to recover these costs fraclient in the early stages of the client reladlup, or upon contract termination if the cli
terminates without cause prior to full amortizatafrthese costs, there is a risk that the clientract may not fully cover the staup costs. T
the extent start-up costs exceed the start-upréoesved, excess costs will be expensed as inculudditionally, in connection with new
client contracts we generally incur capital expanéis associated with assets whose primary usdaied to the client solution. There is a risk
that the contract may end before expected and wenwiarecover the full amount of our capital costs.

Our revenue and margins may be materially impactadclient transaction volumes that differ from cli¢ projections and business
assumptions.

Our pricing for client transaction servicescls as call center and fulfillment, is often bagpdn volume projections and business
assumptions provided by the client and our anttegh@osts to perform such work. In the event theaddevel of activity or cost is
substantially different from the projections or@asgtions, we may have insufficient or excess stgffincremental costs or other assets
dedicated for such client that may negatively immac margins and business relationship with suieimic In the event we are unable to meet
the service levels expected by the client, outtimiahip with the client will suffer and may resintfinancial penalties and/or the termination
of the client contract.
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Our business is subject to the risk of customer aupplier concentration.

For the years ended December 31, 2004 and 2003. government agency (via a subcontract aggaewith IBM) and Xerox
Corporation (“Xerox”) represented approximately 4Gd 15%, respectively, of our total service ®enue for both periods. The loss of, or
non-payment of invoices by, either or both of sUcB. agency or Xerox as clients would have a matadverse effect upon our business. In
particular, the agreement under which we providaeises to such clients are terminable at will upatice by such clients.

Substantially all of our product revenue waseayated by sales of product purchased under ndistdbutor agreements with IBM and is
dependent on IBM business. Our product revenue business is depiemaen our master distributor relationship wittMEnd the continuin
market for IBM products. A termination of the rédatship with IBM or a decline in customer demanddoch products could have a material
adverse effect on our business. Sales to two cuestatcounted for approximately 12% and 11% oftatat product revenues for the year
ended December 31, 2004. Sales to three customeraraed for approximately 13%, 12% and 10% oftotal product revenues for the year
ended December 31, 2003. The loss of any one og of@wuch customers, or non-payment of any matanunt by these or any other
customer, would have a material adverse effect wporbusiness.

Changes to financial accounting standards may affer reported results of operations.

We prepare our financial statements to confarigenerally accepted accounting principles, oABAGAAP are subject to interpretation
by the American Institute of Certified Public Acedants, the SEC and various bodies formed to ireéégnd create appropriate accounting
policies. A change in those policies can have aifsagint effect on our reported results and maynea#ect our reporting of transactions
completed before a change is announced. Accountieg affecting many aspects of our business, disturules relating to accounting for
asset impairments, revenue recognition, arrangenewnblving multiple deliverables, employee stockghase plans and stock option grants
have recently been revised or are currently ungldew. Changes to those rules or current interpogtaf those rules may have a material
adverse effect on our reported financial resultsrothe way we conduct our business.

We operate with significant levels of indebtednessl are required to comply with certain financiaha non-financial covenants; we are
required to maintain a minimum level of subordinatdoans to our subsidiary Supplies Distributors; dnwve are obligated to repay any
over-advance made to Supplies Distributors by ésders.

As of December 31, 2004, our total creditlfies outstanding, including debt, capital leabigations and our vendor accounts payable
related to financing of IBM product inventory, wagproximately $66.4 million. Certain of the crefditilities have maturity dates in calendar
year 2006 or after, but are classified as curiabtlities in our consolidated financial statememé cannot provide assurance that our ci
facilities will be renewed by the lending partidslditionally, these credit facilities include bdihancial and norfinancial covenants, many
which also include cross default provisions apfiedo other agreements. We cannot provide asseithat we will be able to maintain
compliance with these covenants. Any non-renewahgrdefault under any of our credit facilities wibhave a material adverse impact upon
our business and financial condition. In additiom mave provided $7.0 million of subordinated inéelbess to Supplies Distributors, the
minimum level required under certain credit fambtas of December 31, 2004. The maximum levetisfdubordinated indebtedness to
Supplies Distributors that may be provided withapproval from our lenders is $8.0 million. The riesibns on increasing this amount
without lender approval may limit our ability toroply with certain loan covenants or further grovd alevelop Supplies Distributors’
business. We have guaranteed most of the indelssdfi&upplies Distributors. Furthermore, we arléggated to repay any over-advance
made to Supplies Distributors by its lenders toakient Supplies Distributors is unable to do so.

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

Many companies offer, on an individual basige or more of the same services we do, and wectamgetition from many different
sources depending upon the type and range of ssruégjuested by a potential client. Our competitaiside vertical outsourcers, which are
companies that offer a single function, such alscesiters,
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public warehouses or credit card processors. Wepetaragainst transportation logistics providers wfier product management functions
an ancillary service to their primary transportatservices. We also compete against other buspressss outsourcing providers, who
perform many similar services as us. Many of thesapanies have greater capabilities than we dthéosingle or multiple functions they
provide. In many instances, our competition isithBouse operations of our potential clients thdwese The inhouse operations departme
of potential clients often believe that they carf@en the same services we do, while others arectaht to outsource business functions that
involve direct customer contact. We cannot be aettaat we will be able to compete successfullyimstathese or other competitors in the
future.

Our sales and implementation cycles are highly \adrie and our ability to finalize pending contractsay cause our operating results to
vary widely.

The sales cycle for our services is variatyjgically ranging between several months to up year from initial contact with the potential
client to the signing of a contract. Occasiondily sales cycle requires substantially more timéay3en signing and executing client
contracts may affect our revenue and cause ouatipgresults to vary widely. We believe that agoial client’s decision to purchase our
services is discretionary, involves a significamtenitment of its resources and is influenced bgrise internal and external pricing and
operating comparisons. To successfully sell owises, we generally must educate our potentiahtdieegarding the use and benefit of our
services, which can require significant time arsbreces. Consequently, the period between initiatact and the purchase of our services is
often long and subject to delays associated wiHahgthy approval and competitive evaluation psses that typically accompany signific
operational decisions. Additionally, the time regdito finalize pending contracts and to implenmntsystems and integrate a new client
range from several weeks to many months. Delaggimng and integrating new clients may affect mwenue and cause our operating
results to vary widely.

We are dependent on our key personnel, and we rteddre and retain skilled personnel to sustain obusiness.

Our performance is highly dependent on thdinaad services of our executive officers and otesr personnel, the loss of any of whom
could materially adversely affect our businessaddition, we need to attract and retain other kighilled, technical and managerial
personnel for whom there is intense competition.dAfenot assure you that we will be able to at@acktretain the personnel necessary for the
continuing growth of our business. Our inabilityaitract and retain qualified technical and managpersonnel would materially adversely
affect our ability to maintain and grow our busines

We are subject to risks associated with our intetioaal operations.

We currently operate a 150,000 square fodtilligion center in Liege, Belgium and a 13,000agufoot distribution center in Richmond
Hill, Canada, near Toronto, both of which currerithve excess capacity. We cannot assure you thaflinee successful in expanding in
these or any additional international markets.ddition to the uncertainty regarding our abilitygenerate revenue from foreign operations
and expand our international presence, there ske imherent in doing business internationallyludng:

. changing regulatory requiremen

. legal uncertainty regarding foreign laws, tariffelaother trade barrier
. political instability;

. potentially adverse tax consequenc

. foreign currency fluctuations; ar

cultural differences

Any one or more of these factors could maligradversely affect our business in a number ofsyauch as increased costs, operational
difficulties and reductions in revenue.

We are uncertain about our need for and the avaiiltly of additional funds.

Our future capital needs are difficult to gotdWe may require additional capital to take atage of unanticipated opportunities,
including strategic alliances and acquisitions enflind capital expenditures, or to respond to givambusiness conditions and unanticipated
competitive pressures. In addition, we may require
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additional funds to finance operating losses. Shthise circumstances arise, our existing casmbaland credit facilities may be insuffici
and we may need to raise additional funds eithdydsiyowing money or issuing additional equity. Wamrot assure you that such resources
will be adequate or available for all of our futdirancing needs. Our inability to finance our gthyeither internally or externally, may limit
our growth potential and our ability to execute business strategy. If we are successful in conmglein additional equity financing, this
could result in further dilution to our stockholder reduce the market value of our common stock.

We may engage in future strategic alliances or agitions that could dilute our existing stockholdgrcause us to incur significant
expenses or harm our business.

We may review strategic alliance or acquisitippportunities that would complement our currardibess or enhance our technological
capabilities. Integrating any newly acquired busges, technologies or services may be expensivéraaeconsuming. To finance any
acquisitions, it may be necessary for us to raighitianal funds through borrowing money or compigtpublic or private financings.
Additional funds may not be available on terms #ratfavorable to us and, in the case of equinaings, may result in dilution to our
stockholders. We may not be able to operate anyizhbusinesses profitably or otherwise implenwemtgrowth strategy successfully. If \
are unable to integrate any newly acquired enti@ifgechnologies effectively, our operating resatisld suffer. Future acquisitions by us
could also result in incremental expenses andrtigrience of debt and contingent liabilities, ahyhbich could harm our operating results.

Our business could be adversely affected by a syster equipment failure, whether our own or of oafients.

Our operations are dependent upon our aldifyrotect our distribution facilities, customensgee centers, computer and
telecommunications equipment and software systgamst damage and failures. Damage or failuresdo@mdult from fire, power loss,
equipment malfunctions, system failures, natursdsliers and other causes. If our business isupted either from accidents or the
intentional acts of others, our business could bterally adversely affected. In addition, in theet of widespread damage or failures at our
facilities, our short-term disaster recovery andtiogency plans and insurance coverage may natffieisnt.

Our clients’ businesses may also be harmed &ny system or equipment failures we experiencthdt event, our relationship with these
clients may be adversely affected, we may losecttients, our ability to attract new clients maydalversely affected and we could be
exposed to liability.

Interruptions could also result from the irttenal acts of others, like “hackers.” If our sysi®are penetrated by computer hackers, or if
computer viruses infect our systems, our computeusd fail or proprietary information could be nmgaopriated.

If our clients suffer similar interruptions tineir operations, for any of the reasons discuadede or for others, our business could also be
adversely affected. Many of our clients’ computgstems 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 -commerce security measures could reduce demandforservices. Credit card fraud and other frauddd adversely
affect our business.

A requirement of the continued growth of e-coence is the secure transmission of confidentfarmation over 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 @dgitd other resources to protect against seduritgches or to address any problem they
may cause. Because our activities involve the goeand transmission of proprietary information,tsas credit card numbers, security
breaches could damage our reputation, cause osdclients, impact our ability to attract new migeand we could be exposed to litigation
and possible liability. Our security measures malyprevent security breaches, and failure to preseaurity breaches may disrupt our
operations. We do not carry insurance againstigheof credit card fraud and other fraud, so thkifa to adequately control
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fraudulent transactions on our client’s behalf dankrease our expenses. To date we have not edffeaterial losses due to fraud.
We may be a party to litigation involving our e-conerce intellectual property rights.

In recent years, there has been significéigation in the United States involving patent aider intellectual property rights. We may be a
party to intellectual property litigation in thetfue to protect our trade secrets or know-how. éthtates patent applications are confidential
until a patent is issued and most technologiesleveloped in secret. Accordingly, we are not, aarthot be, aware of all patents or other
intellectual property rights of which our servigaay pose a risk of infringement. Others asseriigigts against us could force us to defend
ourselves or our customers against alleged infrivege of intellectual property rights. We could insubstantial costs to prosecute or defend
any such litigation.

If we fail to maintain an effective system of inteal controls, we may not be able to accurately refpmur financial results or prevent fraud
As a result, current and potential stockholders dddose confidence in our financial reporting, whitcould harm our business, and tt
trading price of our common stock.

We have begun a process to document and ¢@aluainternal controls over financial reportimgsttisfy the requirements of Section 404
of the Sarbane®xley Act, which requires annual management assarstsnof the effectiveness of our internal contosler financial reportin
and a report by our independent auditors addreslsese assessments. Based on the current requissrard our current public float, we are
not required to comply with Section 404 until 20G6ur public float increases to more than $75lioml as of June 30, 2005, we will be
required to comply in 2005. However, in this regandnagement has been dedicating internal resquras€ngaged outside consultants and
has begun to develop a detailed work plan to §¢ss and document the adequacy of internal comvelsfinancial reporting, (ii) take steps
to improve control processes, where appropriate (g validate through testing that controls éwactioning as documented. If we fail to
correct any issues in the design or operating tffeeess of internal controls over financial repagtor fail to prevent fraud, current and
potential stockholders could lose confidence infancial reporting, which could harm our businass the trading price of our common
stock.

Risks Related to Our Industry
If the trend toward outsourcing does not continuayr business will be adversely affecte

Our business could be materially adverselgcéfd if the trend toward outsourcing declinessoerses, or if corporations bring previously
outsourced functions back in-house. Particulariyrdugeneral economic downturns, businesses mag lm-house previously outsourced
functions to avoid or delay layoffs. The contindkceat of terrorism within the United States antbald and the potential for sustained
military action may cause disruption to commerce @conomic conditions, both domestic and foreigimictv could have a material adverse
effect upon our business and new client prospects.

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

To remain competitive, we must continue toaamde and improve the responsiveness, functioretityfeatures 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 affected. Theriateand e-commerce environments are characterizeabid technological change, changes
in user requirements and preferences, frequentoneduct and service introductions embodying newarietogies and the emergence of new
industry standards and practices that could reodetechnology and systems obsolete. Our succédisdepiend, in part, on our ability to both
internally develop and license leading technologiiesnhance our existing services and develop reewvices. We must continue to address
increasingly sophisticated and varied needs otbents and respond to technological advances aretging industry standards and practices
on a cost-effective and timely basis. The develagroé proprietary technology involves significaathnical and business risks. We may falil
to develop new technologies effectively or to adaptproprietary technology and systems to cliequirements or emerging industry
standards.
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Risks Related to Our Stock
Our stock price could decline if a significant nurelb of shares become available for sale.

In November 2003 we issued in a private plasmriransaction warrants to purchase an aggrefj@@lgl78 shares of common stock, of
which 395,486 warrants (having an exercise prick 830 per share) currently remain outstandingdadition, as of December 31, 2004, we
have an aggregate of 4,915,376 stock options oulstg to employees, directors and others with aytteid average exercise price of $1.10
per share. The shares of common stock that magsbed upon exercise of these warrants and optiagdmresold into the public market.
Sales of substantial amounts of common stock impthic market as a result of the exercise of thes@ants or options, or the perception
future sales of these shares could occur, couldcesthe market price of our common stock and makmie difficult to sell equity securities
in the future.

The market price of our common stock may be vokatiYou may not be able to sell your shares at ooabthe price at which you
purchased such share

The trading price of our common stock may tigject to wide fluctuations in response to quatbequarter fluctuations in operating
results, announcements of material adverse evgetgral conditions in our industry or the publicrkegplace and other events or factors. In
addition, stock markets have experienced extrence pnd trading volume volatility in recent yearFhis volatility has had a substantial eff
on the market prices of securities of many techywielated companies for reasons frequently uredltd the operating performance of the
specific companies. These broad market fluctuatioag adversely affect the market price of our comrstock. In addition, if our operating
results differ from our announced guidance or tteetations of equity research analysts or investbe price of our common stock could
decrease significantly.

Our certificate of incorporation, our bylaws, outhsreholder rights plan and Delaware law make it figult for a third party to acquire us,
despite the possible benefit to our stockholders.

Provisions of our certificate of incorporatiaur bylaws, our shareholder rights plan and Dafawaw could make it more difficult for a
third party to acquire us, even if doing so wouddd@neficial to our stockholders. For example,aautificate of incorporation provides for a
classified board of directors, meaning that onlgragimately one-third of our directors may be sabje re-election at each annual
stockholder meeting. Our certificate of incorpasatalso 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 halso adopted a shareholder rights plan. Thesagioog could discourage takeover
attempts and could materially adversely affectpgtiee of our stock. In addition, because we aretiporated in Delaware, we are governec
the provisions of Section 203 of the Delaware Gain@orporation Law, which may prohibit large stoolders from consummating a merger
with, or acquisition of us. These provisions magvant a merger or acquisition that would be afivadb stockholders and could limit the
price that investors would be willing to pay in tlwure for our common stock.

There are limitations on the liabilities of our dactors and executive officers.

Pursuant to our bylaws and under Delaware ¢auwdirectors are not liable to us or our stockleot for monetary damages for breach of
fiduciary duty, except for liability for breach afdirector’s duty of loyalty, acts or omissionsdgirector not in good faith or which involve
intentional misconduct or a knowing violation ofviaor any transaction in which a director has dmtian improper personal benefit.
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Item 2. Properties
Our PFSweb business is headquartered in satefffice facility located in Plano, Texas, a Rallsuburb.

In the U.S., we operate a central distributtomplex in Memphis, Tennessee, which includes flow mezzanine space of approximately
1 million square feet. We also operate a 600,00@isgfoot distribution facility in Southaven, Missippi. Both of these complexes are loc
approximately five miles from the Memphis Interoathl Airport, where both Federal Express and Urlitattel Service operate large hub
facilities. We also manage a 200,000 square fatidution facility in Grapevine, Texas.

We operate a 150,000 square foot distributemter in Liege, Belgium, which contains advancisttibution systems and equipment. We
also operate a 13,000 square foot distributionezantRichmond Hill, Canada, near Toronto. We ofgecaistomer service centers in
Memphis, Tennessee; Plano, Texas; and Liege, Balgwr call center technology permits the autonatiting of calls to available
customer service representatives in several otallicenters.

Except for the Grapevine, Texas facility, whige manage on our client’s behalf, all of ourliies are leased and the material lease
agreements contain one or more renewal options.

Item 3. Legal Proceedings
None.

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, Related Skbmlder Matters and Issuer Purchases of Equity Séities

Our common stock is listed and currently tsade the NASDAQ SmallCap Stock Market under thelsyifiPFSW.” The following table
sets forth for the period indicated the high and $ale price for the common stock as reported bysNAQ:

Price
High Low

Year Ended December 31, 20

First Quarte! $ 0.5C $ 0.3t

Second Quarte $ 0.7¢ $ 0.34

Third Quartel $ 2.8¢ $ 0.5¢

Fourth Quarte $ 3.2t $ 1.37
Year Ended December 31, 20

First Quartel $ 2.1t $ 1.5¢

Second Quarte $ 1.8t $ 1.3C

Third Quartel $ 1.6¢ $ 1.2

Fourth Quarte $ 3.6C $ 1.4t

As of March 24, 2005, there were approxima6B824 shareholders of which 148 were record heldéthe common stock.

We have never declared or paid cash dividendsur common stock and do not anticipate the paywiecash dividends on our common
stock in the foreseeable future. We are also msttifrom paying dividends under our debt agreesavithout the prior approval of our
lenders. We currently intend to retain all earnitmyfinance the further development of our busing&se payment of any future cash divide
will be at the discretion of our Board of Direct@nsd will depend upon, among other things, fut@miegs, operations, capital requirements,
the general financial condition of the Company gaderal business conditions and the approval ofemgers. See “Management’s
Discussion and Analysis of Financial Condition &w®bults of Operations — Liquidity and Capital Reses.”

Item 6. Selected Consolidated Financial Data
Historical Presentation
In June 2001, we announced a change in azalfyg@ar end from March 31 to December 31.

The selected consolidated historical stateraeaperations data for the years ended Decemhe2@¥, 2003 and 2002, and the selected
consolidated balance sheet data as of Decemb@084,and 2003 have been derived from our auditedatimated financial statements, and
should be read in conjunction with those statemantsnotes, which are included in this Form 10-Ke Belected consolidated statement of
operations data for the year ended March 31, 26@1tlze nine months ended December 31, 2001 argktbeted consolidated balance sheet
data as of December 31, 2002 and 2001 and MarckOB1L, have been derived from our audited cons@dlfihancial statements, and should
be read in conjunction with those statements, whiehnot included in this Form 10-K. The selectedsolidated statement of operations data
for the twelve months ended December 31, 2001 areimonths ended December 31, 2000, and the seétlegtsolidated balance sheet data
as of December 31, 2000 have been derived fronummamdited interim condensed consolidated finarsta&tements, and should be read in
conjunction with those statements, which are nduihed in this Form 10-K.

The financial information for the periods eddéarch 31, 2001 herein may not necessarily refldet our results of operations, financial
position and cash flows would have been had we besaparate, stand-alone entity during the pepoelsented. This is because we made
certain adjustments and allocations since Daisgtgkot account for us as, and we were not opeiaded single stand-alone business for the
periods presented.
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The selected consolidated financial data shbalread in conjunction with “ManagemenbDiscussion and Analysis of Financial Condit
and Results of Operations,” “Risks Related to OusiBess — Our historical financial information mayt be representative of our future
results,” and the consolidated financial statemantsnotes thereto that are included elsewhet@srForm 10-K.

Historical Selected Condensed Consolidated FinandiBata
(In thousands, except per share data)

Year
Year Ended Nine Months Ended Ended
December 31, December 31, March 31,
2004 2003 2002 2001 2001 (a) 2000 2001
(Unaudited) (Unaudited)
Condensed Consolidated Statements
Operations Data:
Revenues
Product revenue, n $267,47(  $249,23( $ 57,49: $ — $ — 3 — $ —
Service fee revent 42,07¢ 33,77: 35,82¢ 39,19« 27,95! 37,01° 48,25¢
Pas-through revenu 12,11¢ 3,43t 3,692 5,11¢ 3,721 5,55¢4 6,952
Other revenu — — — 497 10C 1,70( 2,097
Total revenue 321,66! 286,43t 97,00¢ 44,80¢ 31,77« 44,27 57,301
Costs of revenue:
Cost of product revent 251,96¢ 235,31° 54,34: — — — —
Cost of service fee reven 28,067 23,15¢ 22,66( 25,84( 18,20¢ 26,79( 34,42
Cost of pas-through revenu 12,11¢ 3,43¢ 3,692 5,11¢ 3,721 5,554 6,952
Cost of other revent — — — (56€) (627) 2,411 2,47(C
Total costs of revenu 292,15: 261,91: 80,69¢ 30,39( 21,30: 34,75¢ 43,84
Gross profit 29,51 24,52¢ 16,31« 14,41¢ 10,47 9,51¢ 13,46¢
Percent of revenue 9.2% 8.6% 16.8% 32.2% 33.0% 21.5% 23.5%
Selling, general and administrative
expense: 27,09: 25,44: 27,01: 23,25¢ 16,89: 18,92 25,28¢
Severance and other termination c« — — 1,21: — — — —
Asset and lease impairmet — 257 922 — — — —
Other — — — (5,14)) (5,14)) — —
Income (loss) from operatiol 2,42( (1,179 (12,837 (3,699 (1,280 (9,409 (11,827
Percent of revenue 0.8% (0.4)% (13.2)% (8.2)% (4.0)% (21.3)% (20.6)%
Equity in earnings of affiliat — — 1,162 — — — —
Interest expense (income), 1 1,46( 2,00(¢ (167) (707) (49€) (880 (1,097
Income (loss) before income
taxes and extraordinary ite 96( (3,179 (11,509 (2,987 (784) (8,52¢) (20,73)
Income tax expense (benel 734 572 94 (230 (219 36 25
Income (loss) before
extraordinary iten 22¢€ (3,746 (11,609 (2,757 (565) (8,569 (10,75¢)
Extraordinary item — gain on
purchase of 51% share of Supplies
Distributors — — 203 — — — —
Net income (loss $ 22€ $ (3,746 $(11,400 $(2,75) $ (565 $ (8,569 $(10,75¢)
Per share data:
Net income (loss) per shal
Basic $ 0.01 $ (0.20 $ (0.69) $ (0.1 $ (0.0 $ (0.49 $ (0.60
Diluted $ 0.01 $ (0.20 $ (0.69) $ (0.1 $ (0.0 $ (0.49 $ (0.60
Weighted average number of shares
outstanding
Basic 21,33: 19,01: 18,22¢ 18,00+ 18,03¢ 17,87( 17,87¢
Diluted 23,46¢ 19,01: 18,22¢ 18,00+ 18,03¢ 17,87( 17,87¢
As of
As of December 31, March 31,
2004 2003 2002 2001 (a) 2000 2001
(Unaudited)
Consolidated Balance Sheet Data:
Working capital $ 22,60¢ $ 21,40° $ 16,04¢ $11,18¢ $ 21,05t $19,94:
Total asset 130,32 108,35¢ 107,22: 51,61 58,78¢ 59,08¢
Long-term obligations 8,74¢ 3,76( 4,51¢ 5,87: 4,10( 4,35:

Shareholder equity 29,92¢ 28,41% 26,47( 36,60¢ 39,01( 37,00:



(@ InJune 2001, we changed our fiscal year end fraanci 31 to December 3

24




Table of Contents
Item 7. Managemen's Discussion and Analysis of Financial Condition drResults of Operation

We believe the following discussion and analysivigles information that is relevant to an assessraed understanding of our
consolidated results of operations and financiatdition. The discussion and analysis should be ieambnjunction with the consolidated
financial statements and related notes thereto apipg elsewhere in thiForm 10-K . This Management’s Discussion and Anshydl help
you understand

. The impact of forward looking statemer

. Key transactions that we completed in 2C

. Our financial structure, including our historicaldncial presentatior

. Our results of operations for the last three ye

. Our relationship with our subsidiary Supplies Dixitors;

. Our liquidity and capital resource

. The impact of seasonality, inflation and recendguied accounting standards on our financial statesnanc

. Our critical accounting policies and estimal
Forward-Looking Information

We have made forward-looking statements is t@port on Form 10-K. These statements are subjeisks and uncertainties, and there
can be no guarantee that these statements wilegmle correct. Forward-looking statements inclasiimptions as to how we may perform
in the future. When we use words like “seek,” ‘&’ “believe,” “expect,” “anticipate,” “predict,"potential,” “continue,” “will,” “may,”
“could,” “intend,” “plan,” “target” and “estimatebr similar expressions, we are making forward-logkstatements. You should understand
that the following important factors, in additiomthose set forth above or elsewhere in this Repoform 10-K, could cause our results to

differ materially from those expressed in our foré#ooking statements. These factors include:

”u LI ” ” ”ou

. our ability to retain and expand relationships veittisting clients and attract and implement newentk;
. our reliance on the fees generated by the tramsaetilume or product sales of our clier
. our reliance on our clier’ projections or transaction volume or product se

. our dependence upon our agreements with |

. our dependence upon our agreements with our mkgots;

. our client mix, their business volumes and the geality of their busines:

. our ability to finalize pending contract

. the impact of strategic alliances and acquisitit

. trends in the market for our servic

. trends in -commerce

. whether we can continue and manage gro

. changes in the trend toward outsourci

. increased competitiol

. our ability to generate more revenue and achiestasable profitability

. effects of changes in profit margir

. the customer and supplier concentration of ourriass;



the unknown effects of possible system failuresrapid changes in technoloc

trends in government regulation both foreign anchestic;

foreign currency risks and other risks of operatmépreign countries

potential litigation;,

our dependency on key personr

the impact of new accounting standards and rulgsrdéng revenue recognition, stock options andrathagters
changes in accounting rules or the interpretatafriiose rules

our ability to raise additional capital or obtaiiditional financing; an

our ability or the ability of our subsidiasi¢o borrow under current financing arrangementsraaintain compliance with debt
covenants
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We have based these statements on our cexpattations about future events. Although we leelibat the expectations reflected in our
forward-looking statements are reasonable, we dagusrantee you that these expectations actuallpeviachieved. In addition, some
forward-looking statements are based upon assungéis to future events that may not prove to barate. Therefore, actual outcomes and
results may differ materially from what is expectedorecasted in such forward-looking statemeWs.undertake no obligation to update
publicly any forward-looking statement for any reaseven if new information becomes available tieoevents occur in the future. There
may be additional risks that we do not currentBwias material or that are not presently knowreMaluating these statements, you should
consider various factors, including the risks settfin the section entitled “Risk Factors.”

Key Transactions in 2004
During 2004, we completed the following kegrnsactions:

. We entered into new contracts with new andtigg clients with estimated annual service felamore than $20 million based on
current client projections. Service fee revenuesited from these new contracts in 2004 were apprately $5.0 million. We also
recognized approximately $5.0 million of service fevenue in 2004 from special projects with ned existing clients

- We began managing a 220,000 square fedityani Grapevine, Texas under a new facility opiEna and management
contractual relationshij

- We entered into a new lease for an additional Gli2gfuare feet distribution facility in Southavbhississippi;

. We amended and extended our financing agneewith Comerica Bank to provide for up to $5 naifli of available financing under
a revolving working capital line of credit through07 and a $2.5 million equipment line of credibtigh June 2008; ar

. We issued $5 million of taxable revenue batodSnance a portion of our capital investmentsat new distribution facility in
Mississippi.

Overview

We are an international provider of integrdbediness process outsourcing solutions to magrdoname companies seeking to maximize
their supply chain efficiencies and to extend thiditional business and e-commerce initiatives. d&rive our revenues from a broad range
of services, including professional consultinghtemlogy collaboration, order management, managddhesting and web development,
customer relationship management, financial sesviiceluding billing and collection services and wiag capital solutions, options kitting
and assembly services, facilities and operationsagement, information management and internatiitfdiment and distribution services.
We offer our services as an integrated solutionclwvkenables our clients to outsource their comptdtastructure needs to a single source
to focus on their core competencies. Our distrdutiervices are conducted at warehouses that we ¢gananage and include real-time
inventory management and customized picking, pacéird shipping of our clients’ customer orders. &fer the ability to provide
infrastructure and distribution solutions to clietiiat operate in a range of vertical marketsypiiolg technology manufacturing, computer
products, printers, cosmetics, fragile goods, Isigturity collectibles, pharmaceuticals, contempohame furnishings, apparel, aviation,
telecommunications and consumer electronics, amtmeys.

We provide these services, and earn our reyghtough two separate business segments, whighdperationally similar business
models. The first business segment is a servicesfenue model. In this segment, we do not ownuttgerlying inventory or the resulting
accounts receivable, but provide management sarficghese client-owned assets. We typically changr service fee revenue on a qoisis
basis, a percent of shipped revenue basis or agesaction basis, such as a per-minute basisdbrawabled customer contact center sen
and a per-item basis for fulfillment services. Adiial fees are billed for other services. We pooe services based on a variety of factors,
including the depth and complexity of the servipesvided, the amount of capital expenditures otesys customization required, the length
of contract and other factors.

Many of our service fee contracts involvedhirarty vendors who provide additional serviceshsag package delivery. The costs we are
charged by these third-party vendors for theseigsare often passed on to our clients. Our palifor reimbursements of these and other
‘out-of-pocket’
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expenses include travel, shipping and handlingscaistl telecommunication charges are included is fmsugh revenue.

Our second business segment is a productuevmodel. In this segment, we are a master distrilaf product for IBM and certain other
clients. In this capacity, we purchase, and thus,amventory and recognize the corresponding protiuenue. As a result, upon the sale of
inventory, we own the accounts receivable. Freigists billed to customers are reflected as comperadproduct revenue. This business
segment requires significant working capital reguients, for which we have senior credit faciliterovide for up to approximately $84
million of available financing.

For the periods subsequent to October 1, 20@2services include purchasing and resellingitieoduct inventory within this product
revenue segment. In these arrangements, our progleriue is recognized at the time product is guppuring this time, product revenue
includes freight costs billed to customers aneduced for pass through customer marketing progreorshe period prior to September 30,
2002, these IBM and other agreements were struttueh that we provided transaction managemenicesrenly on a service fee basis
based on a percentage of shipped revenue. SeetidadtFinancial Presentation.”

Growth is a key element to us achieving oturiei goals, including maintaining sustainable padsility. Our growth is driven by two main
elements: new client relationships and organic ginidwom existing clients. On an overall basis, ve@d experienced an increase in service
revenues from existing clients and an increaseadyct revenues in recent years. During 2004, we wseccessful in winning new contracts
with new and existing clients. Due to the lengthief sales cycle and the time required to implerttegge new contracts, our 2004 results
include approximately 25%, or approximately $5 il of what we believe will ultimately be the fulbperational annual fee revenue under
these contracts which is currently estimated atentioan $20 million. We expect to invoice more t88#6 of the annual run-rate revenue of
these new contracts during 2005.

Although our success with winning new contsaws recently improved, we continue to monitor @srtrol our costs to focus on
profitability. While we expect our new service feentracts to yield increased gross profit, we ekfi@s profit to be somewhat offset by
incremental investments to implement new contract®stments in infrastructure and sales and mizgkéd support our targeted growth and
increased public company professional fees.

Our expenses comprise primarily four categorlg cost of product revenue, 2) cost of servimerevenue, 3) cost of pass-through revenue
and 4) selling, general and administrative (“SG&&Xpenses.

Cost of product revenuesubsequent to October 1, 2002 cost of product tevennsists of the purchase price of product sadtifieeight
costs, which are reduced by certain reimbursalppermses. These reimbursable expenses include pasgfthcustomer marketing programs,
direct costs incurred in passing on any price agege offered by IBM to Supplies Distributors ordtstomers to cover price protection and
certain special bids, the cost of products provigeaplace defective product returned by custorardscertain other expenses as defined
under the master distributor agreements.

Cost of service fee revendeonsists primarily of compensation and relatgueeses for our Web-enabled customer contact center
services, international fulfillment and distributiservices and professional consulting services odéimer fixed and variable expenses directly
related to providing services under the terms eflfased contracts, including certain occupancyirgfodmation technology costs and
depreciation and amortization expenses.

Cost of pass-through revenuthe related reimbursable costs for pass-througkreditures are reflected as cost of pass-througince.

SG&A expensesconsist primarily of compensation and related espsrior sales and marketing staff, executive, mamagt and
administrative personnel and other overhead cimetlsiding certain occupancy and information tecbigglcosts and depreciation and
amortization expenses. In addition, subsequenttoli2r 1, 2002, certain direct contract costs eeléd our IBM and other master distributor
agreements are reflected as selling and administraxpenses.
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Monitoring and controlling our available casddances continues to be a primary focus. Our aagHiquidity positions are important
components of our financing of both current operatiand our targeted growth. In recent years we hdded to our available cash and
liquidity positions through various transactionssFwe have a working capital financing agreenweitth a bank that currently provides
financing for up to $5 million of eligible accouresceivable and financing for up to $2.5 millionedigible capital expenditures. Secondly, in
2003 we completed a private placement of approxiypdt.6 million shares of our common stock to dartavestors that provided net
proceeds of approximately $3.2 million. In Janu2095, we issued an additional 0.4 million sharesoofimon stock to certain of these
investors who exercised warrants issued in theapiplacement. The warrants exercised provided$illi®n of additional proceeds. Thirdl
in 2004 we issued $5 million of taxable revenuedsoto finance capital additions to our new facilitySouthaven, MS.

Historical Financial Presentation

We believe our historical financial statementsy not provide a meaningful comparison to ourentrand future financial performance for
the reasons described below.

Prior to our public offering in December 199 were a wholly-owned subsidiary of Daisytek tnttional Corporation (“Daisytek”). We
completed our separation from Daisytek on July0®@through a pro rata distribution to Daisytelkdsntnon stockholders of all of the shares
of our common stock that Daisytek then held.

The financial information presented for tharyended March 31, 2001 may not reflect what osulte of operations, financial position and
cash flows would have been had we been a sepatai-alone entity during the period presenteds iEhbecause we made certain
adjustments and allocations since Daisytek didacobunt for us as, and we were not operated asgle stand-alone business for the period
presented.

We cannot assure you that the adjustmentsochtions we made in preparing our historicalsmidated financial statements
appropriately reflect our operations during suchiqekas if we had, in fact, operated as a standeatmtity or what the actual effect of our
separation from Daisytek would have been. Accolglinge cannot assure you that our historical resofitoperations are indicative of our
future operating or financial performance.

The financial information presented for theipas prior to October 1, 2002 reflect our agreets@vith IBM and master distributors of
certain IBM products (until July 2001 a Daisytelbsidliary, and from July 2001 until September 2@2pplies Distributors, our 49% owned
subsidiary). Under these agreements, the masteibdi®rs owned and distributed the IBM product arelprovided transaction management
and fulfillment services to the master distributddader these agreements, we did not own the IBddiyet and our revenue was service fee
revenue (based on product sales volume or othesdcdion based pricing) and not product revenue.

In October 2002, we acquired the remaining ®ifhership interest in Supplies Distributors andnee consolidate 100% of Supplies
Distributors financial position and results of ogtéwns into our consolidated financial statemed{son consolidation, effective October 1,
2002, we own the IBM product and record produceneie as the product is sold to IBM customers.

As a result of consolidating Supplies Disttirs’ financial position and results of operations, aialtrevenues arising under our new Il
agreements have increased, as compared to thegeémlues arising under the prior IBM agreementsvéier, our gross profit margin as a
percent of product revenue under the new IBM agesdsiis lower as compared to our gross profit nmaagia percent of net service fee
revenue under the prior IBM service fee agreements.

As a result of reflecting revenue earned utidemaster distributor agreements as product tevencertain periods and as service fee
revenue in others, our historical results of openstmay not be indicative of our future operatimdinancial performance.

Results of Operations

The following table sets forth certain histatifinancial information from our consolidatedtstaents of operations expressed as a percent
of net revenues.
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Year Ended December 31

2004 2003 2002
Product revenue, n 83.1% 87.(% 59.2%
Service fee revent 13.1 11.¢ 31.¢
Service fee revenue, affilia — — 5.C
Pas-through revenu 3.8 1.2 3.8
Total revenue 100.( 100.( 100.(
Cost of product revenue (as % of product reve| 94.2 94.4 94.t
Cost of service fee revenue (as % of service feemae) 66.7 68.€ 63.2
Cost of pas-through revenue (as % of p-through revenue 100.( 100.( 100.(
Total costs of revenue 90.¢ 91.4 83.7
Gross profit 9.2 8.6 16.¢
Selling, general and administrative exper 8.4 8.9 27.¢
Severance and other termination c« — — 1.3
Asset and lease impairmet — 0.1 1.C
Income (loss) from operatiol 0.8 (0.9 (13.9)
Equity in earnings of affiliat — — 1.2
Interest expens 0.5 0.7 1.C
Interest incom — — (0.8)%
Income (loss) before income taxes and extraordigaiy 0.3 (1.2 (11.9)
Income tax expense (benel 0.2 0.2 0.1
Income (loss) before extraordinary g 0.1 1.3 (12.0
Extraordinary gair — — 0.2
Net income (loss 0.1% (1.9% (11.8%

Year Ended December 31, 2004 Compared to Year Erdieckmber 31, 2003

Product Revenue, Né®roduct revenue was $267.5 million for the yeareenbDecember 31, 2004, as compared to $249.2 mfitiothe
year ended December 31, 2003, an increase of $1i8i@n or 7.3%. The increase in annual producerase resulted primarily from tt
favorable impact of exchange rates on our Europ@anCanadian operations, increased sales voluneestain existing products and the
addition of certain new products.

Service Fee Revenugervice fee revenue was $42.1 million for the y@ated December 31, 2004 as compared to $33.7 midiothe
year ended December 31, 2003, an increase of $i8idmor 24.6%. Service fee revenue for the peiicluded increased service fe
generated from incremental projects with certai@ntirelationships. The change in service fee rages shown below ($ millions):

Year ended December 31, 2C $ 337
New service contract relationships, including pctg 5.3
Increase in existing client service fees from orgamowth and certain incremental proje 4.7
Terminated clients not included in 2004 reve (1.9

Year ended December 31, 2C $ 42.1

Service fee revenue for the year ended DeceBhe2004 included approximately $1.0 million eé$ earned from client contracts
terminated during 2004.

Cost of Product Revenu€ost of product revenue was $252.0 million forykar ended December 31, 2004, as compared to
$235.3 million for the year ended December 31, 2@@3ncrease of $16.7 million or 7.1%. Cost ofdurct revenue as a percent of product
revenue was 94.2% during the year ended Decemh@084 and 94.4% during the year ended Decemb&(®B. The increase in annual
cost of product revenue from the prior year resufiemarily from the impact of exchange rates onBuropean and Canadian operations,
increased sales volumes of certain existing pradactl the addition of certain new products paytiaffset by a reduction in our provision for
excess and obsolete inventory. In both years,dbeaf product revenue was also partially offsebther
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inventory cost reductions from a vendor. The résglgross profit margin was 5.8% and 5.6% for tharyended December 31, 2004 and
2003, respectively.

Cost of Service Fee Revenugost of service fee revenue was $28.1 milliortteryear ended December 31, 2004, as compared to
$23.2 million during the year ended December 3032@n increase of $4.9 million or 21.2%. The résglservice fee gross profit was
$14.0 million or 33.3% of service fee revenue, dgrthe year ended December 31, 2004 as compaidt6 million, or 31.4% of service fi
revenue for the year ended December 31, 2003. @ssgrofit as a percent of service fee revenueased in the current period primarily
due to incremental projects with certain clienatieinships partially offset by lower gross margamscertain new contracts, including certain
start up costs. As we add new service fee revantleeifuture, we currently intend to target theenhdng contracts to earn an average gross
profit percentage of 25-35%, but we have and maicoe to accept lower gross margin percentagedain contracts depending on
contract scope and other factors.

Selling, General and Administrative Expens8&&A expenses were $27.1 million for the yearezhBecember 31, 2004 or 8.4% of total
net revenues, as compared to $25.4 million, or &8%tal revenues, for the year ended Decembe2@13. SG&A expenses increased from
the prior year primarily due to additional expensesirred in preparation of complying with the Sarbs-Oxley Act of 2002 and incremental
sales and marketing expenses. We expect SG&A egpieriscrease in calendar year 2005 due primarilptestments in infrastructure and
sales and marketing expenses to support our targedevth and professional fees primarily relateddmpliance with the requirements of the
Sarbanes-Oxley Act.

Interest Expenselnterest expense was $1.6 million for the yeateeinDecember 31, 2004 as compared to $2.1 miliothe year ended
December 31, 2003. The decrease in interest expepsenarily due to lower average loan balancea essult of reduced inventory levels.

Income TaxesFor the years ended December 31, 2004 and 2098 eorded a tax provision of $0.7 million and $®igion,
respectively, primarily associated with Suppliestbibutors’ Canadian and European operations. Wadi record an income tax benefit
associated with our consolidated net loss in o&. dperations. A valuation allowance has been gealior certain of our net deferred tax
assets as of December 30, 2004, which are primaidiyed to our net operating loss carryforwards.did not record an income tax benefit
for our PFSweb European pre-tax losses in the guoreprior periods. Due to the consolidation opflies Distributors, in the future we
anticipate that we will continue to record an ineotax provision associated with Supplies Distribsit€anadian and European results of
operations.

Year Ended December 31, 2003 Compared to Year Erdlecember 31, 2002

Product Revenuéroduct revenue was $249.2 million for the yeareghidecember 31, 2003, as compared to $57.5 milliothe year
ended December 31, 2002, which reflects produesdal Supplies Distributors subsequent to its ahehstion effective October 1, 2002 (see
“Supplies Distributors”). Supplies Distributors h@tl63.6 million of product revenue for the nine ritenended September 30, 2002 prior to
consolidation, or a total of $221.1 million of prad revenue for the year ended December 31, 20@Rirkrease in annual product revenue
resulted primarily from the favorable impact of bange rates on our European and Canadian operationsicreased sales volumes of many
existing products. In addition, product revenue Vea®rably impacted by the addition of certain maneducts and increased sales prices for
certain products.

Service Fee Revenue (including service fee revetfiii@te) . Service fee revenue was $33.8 million for theryealed December 31,
2003 as compared to $35.8 million for the year dridecember 31, 2002, a decrease of $2.0 millidh @¥b. The change in service fee
revenue is shown below ($ millions):
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Year ended December 31, 2C $ 35.¢
New service contract relationshi 0.2
Increase in existing client service fees from orgamowth and certain incremental proje 3.7
Elimination of service fees earned from our afféiaSupplies Distributot 4.7
Terminated clients not included in 2003 reve (1.2

Year ended December 31, 2C $ 33.€

Service fee revenue for the year ended DeceBihe2003 included approximately $0.9 million eé$ earned from client contracts
terminated during 2003.

Cost of Product Revenu€ost of product revenue was $235.3 million forykar ended December 31, 2003, as compared to $5H4ich
for the year ended December 31, 2002, which refleast of product sales for Supplies Distributaissequent to its consolidation effective
October 1, 2002. Cost of product revenue as a peatgroduct revenue was 94.4% during the yeaedrdkecember 31, 2003 and 94.5%
during the year ended December 31, 2002. Supplsiliutors had $154.3 million of cost of produetenue, prior to consolidation, or a tc
of $208.6 million of cost of product revenue foe thear ended December 31, 2002. Annual cost ofugtadvenue increased from the prior
year from the impact of exchange rates on our EBan@nd Canadian operations, increased volumesmyf existing products, the additior
certain new products and additional reserves fegntory impairment for the year ended Decembe803. The impact of these increases
and additional reserves were partially offset byeotinventory cost reductions from a vendor. Thealteng gross profit margin was 5.6% and
5.5% for the year ended December 31, 2003 andtke tmnonths ended December 31, 2002, respectively.

Cost of Service Fee Revenugost of service fee revenue was $23.2 milliontteryear ended December 31, 2003, as compared to
$22.7 million during the year ended December 3022@n increase of $0.5 million or 2.2%. The résglservice fee gross profit was
$10.6 million or 31.4% of service fee revenue, dgrthe year ended December 31, 2003 as compafiBtd million, or 36.7% of service fi
revenue for the year ended December 31, 2002. @ss grofit as a percent of service fee revenueedsed in the current period primarily as
a result of the elimination of the service fee rexe affiliate and resulting gross profit from sees provided under our arrangements with
Supplies Distributors due to our consolidation ict@er 2002.

Selling, General and Administrative Expens8&&A expenses were $25.4 million for the yeareshBecember 31, 2003 or 8.9% of total
revenues, as compared to $27.0 million, or 27.8%tal revenues, for the year ended December 32.20G&A expenses decreased from
the prior year primarily due to certain restruatgractions, including personnel reductions, whicbuored in September 2002. In addition,
prior year SG&A expense included certain incremiesdées and marketing costs. These items wereafigrtiffset as due to the consolidation
of Supplies Distributors, we now reclassify certe@rsts previously characterized as cost of sefeeaevenue to SG&A. SG&A expenses .
percentage of total net revenues decreased fropriteyear due to the increase in total net reesnresulting from the inclusion of product
sales subsequent to the consolidation of SupplistsiButors effective October 1, 2002.

Asset and Lease Impairments December 2003, we relocated our Canadian Gpasawithin Toronto. In conjunction with this
relocation, we recorded an impairment expenserfaperating lease and the write-down of certaietassor the year ended December 31,
2002, we recorded $0.9 million of expense for agspairment and abandonment charges. This chalgiesdo an older warehouse
management system that was upgraded to a new syasemell as the disposition of certain other a&ssetlonger used in the business.

Equity in Earnings of Affiliate-or the year ended December 31, 2002, we recortl@dniillion of equity in earnings of affiliate that
represents our allocation of Supplies Distribut@anings prior to October 1, 2002. Due to the olidiation of Supplies Distributors,
effective October 1, 2002, we no longer report gojni earnings of affiliate, on a consolidated ba&r our ownership of Supplies
Distributors.

Interest Expenselnterest expense was $2.1 million for the yeateeinDecember 31, 2003 as compared to $0.8 miliothe year ended
December 31, 2002. The increase in interest expertiee to the consolidation of Supplies Distrilvafavhich, as a distributor, requires
substantial borrowings to fund its working capitakds.
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Interest Income Interest income was $0.1 million for the yeareshdecember 31, 2003 as compared to $1.0 milliothivyear ended
December 31, 2002. Effective October 1, 2002 we report lower consolidated interest income resglfiom the elimination of interest
income from the subordinated note due to PFS frapples Distributors upon consolidating SuppliestButors, which caused the reduc
in interest income for the year ended DecembeB3Q3. Interest income decreased as compared jedreended December 31, 2002
attributable to lower interest rates earned byoash and cash equivalents and lower balances ofacescash equivalents.

Income TaxesFor the years ended December 31, 2003 and 2602 cwrded a tax provision of $0.6 million and $@iflion,
respectively, primarily associated with Suppliestbibutors’ Canadian and European operations. Wadi record an income tax benefit
associated with our consolidated net loss in o&. dperations or the net loss from our CanadianEamdpean service fee segments. A
valuation allowance has been provided for our eétmled tax assets as of December 31, 2003, whicpramarily related to our net operati
loss carryforwards.

Supplies Distributors and Subsidiaries

Supplies Distributors and its subsidiariesascimaster distributors of various IBM and otherdpicts and, pursuant to a transaction
management services agreement between us and &upgiributors, we provide transaction manageraedtfulfillment services to Suppli
Distributors and its subsidiaries. Since Octobdy2@ve have owned 100% of Supplies Distributorsaddition to our equity investment in
Supplies Distributors, we have also provided Swgspdistributors with a subordinated loan that, fd3ecember 31, 2004, had an outstanding
balance of $7.0 million.

Pursuant to the terms of our transaction mamagt services agreement with Supplies Distributeesearned service fees, which are
reported as service fee revenue, affiliate in tempanying consolidated financial statements {padhe consolidation of Supplies
Distributors’ results of operations effective Oaold, 2002), of approximately $4.9 million.

Prior to the consolidation of Supplies Distititrs’ operating results effective October 1, 2088, recorded our interest in Supplies
Distributors’ net income, which was allocated aistributed to the owners pursuant to the termsugfiies Distributors’ operating
agreement, under the modified equity method, whaslilted in us recording our allocated earningSwugplies Distributors or 100% of
Supplies Distributors’ losses. As a result of 000% ownership of Supplies Distributors, future éage will be allocated and dividends will
be paid 100% to PFSweb. In September 2003, Sudpigsbutors paid us a $0.6 million dividend. Ief@ember 2004 and December 2004,
Supplies Distributors paid us a $0.6 million and2@illion dividend, respectively. Pursuant to thems of its amended credit agreements,
Supplies Distributors is currently restricted frpaying cash dividends without the prior approvait®fenders. In addition, no distribution
may be made if, after giving effect thereto, thewerth of Supplies Distributors would be less ti$dn0 million.

Liquidity and Capital Resources

Net cash provided by operating activities $as$ million for the year ended December 31, 20@d @imarily resulted from cash
generated from operations along with increasesdéounts payable and accrued expenses of $15. bmghrtially offset by an increase in
accounts receivable of $9.8 million, an increasprepaid expenses and other current assets ofifiiéd. Net cash provided by operating
activities was $1.3 million for the year ended Dmber 31, 2003, and primarily resulted from cashegated from operations plus decreass
inventory of $2.5 million and in prepaid expensad ather current assets of $0.9 million partialiiset by a decrease in accounts payable anc
accrued expenses of $5.6 million. The Decembe2B304, accounts payable balance was higher thanat@mimarily due to the timing of
invoice processing by one of our master distributiendors. Net cash used in operating activities $45.0 million for the year ended
December 31, 2002, and primarily resulted from agstd to fund operating losses and the net imgaotmeases in Supplies Distributors’
inventories of $8.1 million from October 1, 2002December 31, 2002 and accounts payable and acerpemses of $4.6 million, partially
offset by decreases in accounts receivable of ®2libn and prepaid expenses and other currentasd&1.6 million.

Net cash used in investing activities for ylear ended December 31, 2004 totaled $8.8 miltiesylting from
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capital expenditures of $7.7 million and an incesiasrestricted cash of $1.1 million. The increaseestricted cash resulted primarily from
Mississippi taxable bond proceeds that are resttispecifically for payment on capital additionsasirepayment on the outstanding bonds.
Net cash used in investing activities for the yeadled December 31, 2003 totaled $0.2 million, tegufrom capital expenditures

$2.0 million partially offset by a decrease in riesed cash of $1.7 million. The decrease in retd cash resulted from a refinancing of
certain of our previous debt and lease balancesmove the associated letter of credit cash réisinig. Net cash provided by investing
activities for the year ended December 31, 2002edt$1.5 million, representing the net repaymés2a million by Supplies Distributors
our subordinated loan, which totaled $8.8 milliarsaptember 30, 2002, but which is now eliminatee @ the consolidation of Supplies
Distributors, (see “Supplies Distributors and Sdlagies”) and net cash acquired in our acquisitibthe remaining 51% interest of Supplies
Distributors, offset by capital expenditures of&ihnillion.

Capital expenditures have historically comsigtrimarily of additions to upgrade our managenm#iormation systems and general
expansion of our facilities, both domestic and iigmeWe expect to incur capital expenditures topgupnew contracts and anticipated future
growth opportunities. We anticipate that our tat&kestment in upgrades and additions to facilitied information technology services for the
upcoming twelve months will be approximately $7lmil to $10 million, although additional capitalpenditures may be necessary to suy
the infrastructure requirements of new clientsnfantain our current operating cash position, diporof these expenditures may be finan
through debt, operating or capital leases or aulthli equity. We may elect to modify or defer a jwortof such anticipated investments in the
event that we do not achieve the revenue necessagpport such investments.

Net cash provided by financing activities vagproximately $2.2 million for the year ended Debem31, 2004, primarily representing
$3.3 million of proceeds from debt and $0.5 milliiproceeds from the issuance of common stockuaumtsto our employee stock purchase
and stock option programs partially offset by $hillion of payments on our capital lease obligasioNet cash provided by financing
activities was approximately $5.2 million for theay ended December 31, 2003, primarily represefdng million of proceeds from the
issuance of common stock pursuant to our emplotged purchase and stock option programs and tleecgdl, 581,944 shares of our comr
stock to certain institutional investors in a ptevalacement transaction and $1.8 million of prosefieom debt partially offset by $1.0 million
of payments on our capital lease obligations. Mehgrovided by financing activities was $11.4 ianillfor the year ended December 31,
2002, primarily representing $11.3 million of preds from debt.

During the year ended December 31, 2004, aukiwg capital increased to $22.6 million from $2mnillion at December 31, 2003
primarily as a result of cash flow from operatiqguhss incremental debt, partially offset by capéapenditures. To obtain additional financing
in the future, in addition to our current cash posi we plan to evaluate various financing alt¢ixes including the sale of equity, utilizing
capital or operating leases, borrowing under oun ovedit facility, or transferring a portion of osubordinated loan balances due from
Supplies Distributors to third-parties. In conjuontwith certain of these alternatives, we maydiguired to provide certain letters of credit to
secure these arrangements. No assurances carebpettyat we will be successful in obtaining any &ddal financing or the terms thereof. "
currently believe that our cash position, financawvgilable under our credit facilities and fundsgmted from operations (including our
anticipated revenue growth and/or cost reductiorcffset lower than anticipated revenue growth) salkisfy our presently known operating
cash needs, our working capital and capital experelrequirements, our lease obligations, and madit subordinated loans to Supplies
Distributors, if necessary, for at least the naslve months.

The following is a schedule of our total catual cash obligations, which is comprised of apeg leases, debt, vendor financing and
capital leases (including interest), as of Decen®3ie2004 (in millions):

Payments Due By Peric

Less thar 1-3 3-5 More thar

Contractual Obligation Total 1 Year Years Years 5 Years
Debt and vendor financir $63,74¢ $58,12° $ 1,615 $ 1,60C $ 2,40(
Capital lease obligatior 2,97¢ 1,232 1,56¢ 177 —
Operating lease 20,66¢ 6,207 10,64« 2,764 1,04¢
Total $87,38¢ $65,56¢ $13,83( $ 4,541 $ 3,44¢
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In support of certain debt instruments anddsaas of December 31, 2004 and 2003, we hadh$iéh and $1.2 million, respectively, of
cash restricted as collateral for letters of crettitese letters of credit expire at various datesugh March 2007, the related debt and lease
obligations termination dates. As of December 3D4and 2003, we had $2.5 million and $0.8 milli@spectively, of cash restricted for
payment of capital expenditures or repayment tddes In addition, as described above, we havegedwollateralized guarantees to secure
the repayment of certain of Supplies Distribut@nsd it subsidiaries’ credit facilities. Many of adebt facilities include both financial and
non<financial covenants, and also include cross defaolisions applicable to other agreements. Teettient we fail to comply with our de
covenants, including the monthly financial covenauofuirements and our required level of stockhadequity, and the lenders accelerate the
repayment of the credit facility obligations, wewla be required to repay all amounts outstandiegehnder. Any requirement to accelerate
the repayment of the credit facility obligationswlahave a material adverse impact on our finare@allition and results of operations. We
can provide no assurance that we will have thenfifs ability to repay all of such obligations. A§December 31, 2004, we were in
compliance with all debt covenants and we beli&at e will maintain such compliance throughoutodhar year 2005. Furthermore, we are
obligated to repay any ovedvance made to Supplies Distributors or its sudnsésd by its lenders, in the event that Suppliestributors or it
subsidiaries are unable to do so. We are alsonex|td maintain a minimum subordinated loan to $apistributors of $7.0 million, as
amended. We must seek lender approval to incré@sarhount to more than $8.0 million. We do notéhamy other material financial
commitments.

In the future, we may attempt to acquire othesinesses or seek an equity or strategic padrggnerate capital or expand our services or
capabilities in connection with our efforts to growr business. Acquisitions involve certain riske ancertainties and may require additional
financing. Therefore, we can give no assurance mespect to whether we will be successful in idgimg businesses to acquire or an equity
or strategic partner, whether we or they will b&edb obtain financing to complete a transactianwbether we or they will be successful in
operating the acquired business.

Supplies Distributors has a short-term créstiility with IBM Credit LLC (“IBM Credit”) and Suplies Distributors’ European subsidiaries
have a short-term credit facility with IBM BelgiuRinancial Services S.A. (“IBM Belgium'tp finance their distribution of IBM products. \
have provided a collateralized guaranty to secugadpayment of these credit facilities. As of Oaber 31, 2004, the asset-based credit
facilities provided financing for up to $31.0 mdl through February 28, 2005 and up to $27.5 millkereafter and up to 12.5 million Euros
(approximately $17.0 million) with IBM Credit an8M Belgium, respectively. These agreements expifdarch 2006.

Supplies Distributors also has a loan andrigcagreement with Congress Financial Corporaf®outhwest) (“Congress”) to provide
financing for up to $25 million of eligible accosnteceivables in the United States and CanadaCohgress facility expires on the earlier of
March 29, 2007 or the date on which the partiehedBM master distributor agreement no longer afieunder the terms of such agreement
and/or IBM no longer supplies products pursuarsutch agreement.

Supplies Distributors’ European subsidiary &dactoring agreement with Fortis Commercial FoeaN.V. (“Fortis”) to provide factoring
for up to 7.5 million Euros (approximately $10.2lion) of eligible accounts receivables through kta2006. Borrowings under this
agreement can be either cash advances or strayig,las defined.

These credit facilities contain cross defaudtvisions, various restrictions upon the abilifySoipplies Distributors and its subsidiaries to,
among other things, merge, consolidate, sell asisetsr indebtedness, make loans and paymentsai@departies, provide guarantees, make
investments and loans, pledge assets, make changagital stock ownership structure and pay divitie as well as financial covenants, s
as cash flow from operations, annualized revenweoiking capital, net profit after tax to revenu@nimum net worth and total liabilities to
tangible net worth, as defined, and are securealllmf the assets of Supplies Distributors, as asla collateralized guaranty of PFSweb.
Additionally, we are required to maintain a suboeded loan to Supplies Distributors of no less tha® million, maintain restricted cash of
less than $5.0 million, are restricted with reg@rdransactions with related parties, indebtedaesischanges to capital stock ownership
structure and a minimum shareholders’ equity déast $18.0 million. Furthermore, we are obligatedepay any over-advance made to
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Supplies Distributors or its subsidiaries undes¢htacilities if they are unable to do so. We halée provided a guarantee of the obligations
of Supplies Distributors and its subsidiaries tMIBxcluding the trade payables that are finangetBM credit.

Our subsidiary, Priority Fulfillment Servicdac. (“PFS”), has entered into a Loan and Secukdyeement with Comerica Bank
(“Comerica”), which provides for up to $5.0 milliaf eligible accounts receivable financing throldarch 2007, and up to $2.5 million of
eligible equipment purchases through June 2008/ki¢h $0.5 million is available at February 28, 300Ne entered this Agreement to
supplement our existing cash position, and profudeing for our future operations, including ourgeted growth. The Agreement contains
cross default provisions, various restrictions upanability to, among other things, merge, cortaik, sell assets, incur indebtedness, make
loans and payments to related parties, make inwesgtand loans, pledge assets, make changes tal sapck ownership structure, as well as
financial covenants of a minimum tangible net wart!$20 million, as defined, and a minimum liquydiitio, as defined. The agreement also
limits our ability to increase the subordinatediaa Supplies Distributors to more than $8.0 milligithout the lender’s approval. The
agreement is secured by all of the assets of PR8ek as a guarantee of PFSweb.

In 2004, to fulfill our obligations under caiht new client relationships, we entered into a¢hyear operating lease arrangement for a new
distribution facility in Southaven, MS, near ouiisting distribution complex in Memphis, TN. Additially, we incurred additional capital
expenditures during 2004, primarily to supportiti@emental business in this new distribution certgon completion, which is expected to
occur during the first and second quarters of 20@5expect the total capital expenditures to supp@ facility will total approximately $6
million. We financed a significant portion of thesependitures via the issuance of $5 million of $iisippi taxable revenue bonds.

On November 7, 2003, we entered into a SeesrfRurchase Agreement with certain institutionaéstors in a private placement
transaction pursuant to which we issued and solaggnegate of 1.6 million shares of our commonlstpar value $.001 per share (the
“Common Stock”), at $2.16 per share, resultingrimsg proceeds of $3.4 million. After deducting eng®s, the net proceeds were
approximately $3.2 million. In addition to the CommStock, the investors received one-year wartangsirchase an aggregate 525,692
shares of Common Stock at an exercise price ob3§32 share and foyrear warrants to purchase an aggregate of 395R88&s of Commo
Stock at an exercise price of $3.30 per shareamidry 2005, 394,865 of the one-year warrants eegecised prior to their expiration,
generating net proceeds to us of $1.3 million. YWerid to use the net proceeds from the privateepiaat and warrant exercises for general
working capital purposes.

On December 29, 2004, we entered into a Logneément with the Mississippi Business Finance @aton (the “MBFC”) in connection
with the issuance by the MBFC of $5 million MBFCxB&ale Variable Rate Demand Limited Obligation RexeBonds, Series 2004 (Priority
Fulfillment Services, Inc. Project) (the “BondsThe MBFC loaned us the proceeds of the Bonds fptirpose of financing the acquisition
and installation of equipment, machinery and relassets located in our new Southaven, Missisdigfribution facility. The primary source
of repayment of the Bonds is a letter of credie (tbetter of Credit”) in the initial face amount $5.1 million issued by Comerica pursuant to
a Reimbursement Agreement between us and Comaeritexr which we are obligated to pay to Comericadbunts drawn under the Lette
Credit. The Letter of Credit has an initial matyidate of December 2006 at which time, if not reeéwr replaced, will result in a draw on
undrawn face amount thereof.

Inventory Management

We manage our inventories held for sale bynta@ing sufficient quantities of product to acteenigh order fill rates while at the same
time maximizing inventory turnover rates. Inventtalances will fluctuate as we add new productlifie reduce the risk of loss due to
supplier price reductions, our master distributgneeament provides for price protection under whiehreceive credits if the supplier lowers
prices on previously purchased inventory.

Seasonality

The seasonality of our business is dependsot the seasonality of our clients’ business ardstie of their products. Accordingly, our
management must rely upon the projections of aantd in assessing quarterly
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variability. We believe that with our current cltenix and their current business volumes our serfée business activity will be at its lowest
in the quarter ended March 31. However due to prboklease schedule changes from certain of oemtslj we believe this seasonal impact

will not be as significant in 2005 as it has beepiior years. We anticipate that our product rexewill be highest during the quarter ended
December 31.

We believe that results of operations for artgrly period may not be indicative of the restdtsany other quarter or for the full year.
Inflation

Management believes that inflation has notdathterial effect on our operations.
Impact of Recently Issued Accounting Standards

In December 2004, the FASB issued SFAS No.(l&3sed 2004)Share-Based PaymefiEFAS 123R"), which replaces SFAS No. 123,
Accounting for Sto-Based CompensatiofSFAS 123") and supercedes APB Opinion No. 28counting for Stock Issued to Employees.
SFAS 123R requires all share-based payments toogegs, including grants of employee stock optitmbe recognized in the financial
statements based on their fair values beginninl thigt first interim or annual period after June 2805, with early adoption encouraged. The
pro forma disclosures previously permitted undeASHE23 no longer will be an alternative to finahsi@tement recognition. We are requi
to adopt SFAS 123R in the third quarter of fisdad2, beginning July 1, 2005. Under SFAS 123R, wstrdatermine the appropriate fair
value model to be used for valuing share-based patsnthe amortization method for compensation @odtthe transition method to be used
at date of adoption. The transition methods includespective and retroactive adoption options. Wilde retroactive option, prior periods
may be restated either as of the beginning of &ze yf adoption or for all periods presented. Tiospective method requires that
compensation expense be recorded for all unvestell eptions and restricted stock at the beginwifine first quarter of adoption of SFAS
123R, while the retroactive methods would reconthigensation expense for all unvested stock optiodsestricted stock beginning with the
first period restated. We are evaluating the resménts of SFAS 123R and expect that the adopti@Fé8fS 123R will have a material impi
on our consolidated results of operations and egsnper share. We have not yet determined the mi@thadoption or the effect of adopting
SFAS 123R, and have not determined whether thetiatiopill result in amounts that are similar to th@rent pro forma disclosures under
SFAS 123.

Critical Accounting Policies and Estimates

Our consolidated financial statements have peepared in conformity with accounting principtgnerally accepted in the U.S. These
accounting principles require us to make estimatesassumptions that affect the reported amourdsssts and liabilities at the date of our
financial statements and the reported amountsvefmges and expenses during the reporting periodeWie do not believe the reported
amounts would be materially different, applicatadrthese policies involves the exercise of judgnaert the use of assumptions as to future
uncertainties and, as a result, actual resultsdadiffier from these estimates. If there is a sigaifit unfavorable change to current conditions,
it would likely result in a material adverse impé&xiour business, operating results and financiatlition. We evaluate our estimates and
assumptions on an ongoing basis. We base our ¢stiraa experience and on various other assumptiansve believe to be reasonable
under the circumstances. All of our significant@atting policies are disclosed in the notes toamnsolidated financial statements.

We have defined a critical accounting estingt@ne that is both important to the portrayalwffinancial condition and results of
operations and requires us to make difficult, sctbje or complex judgments or estimates about matteat are uncertain. During the past
three fiscal years, we have not made any matdraiges in accounting methodology used to estafhleskritical accounting estimates
discussed below, unless otherwise noted. All ofsigmificant accounting policies are disclosechi@ hotes to our consolidated financial
statements. The following represent certain clitc@ounting policies that require us to exercigelusiness judgment or make significant
estimates. In addition, there are other items withir consolidated financial statements that regestimation but are not deemed critical as
defined above.

36




Table of Contents
Cost of Service Fee Revenue

Our service fee revenues primarily relatedodistribution services and order management/cost@are services. Distribution services
relate primarily to inventory management, prodecieiving, warehousing and fulfillment (i.e., picgjrpacking and shipping). Order
management/customer care services relate primartgking customer orders for our client’s produdgsvarious channels such as telephone
call-center, electronic or facsimile. These semwiakso entail addressing customer questions relatediers, as well as cross-selling&gdling
activities.

Our cost of service fee revenue representsdhleto provide the services described above,griiyncompensation and related expenses
other fixed and variable expenses directly reléegroviding the services. These include certatupancy and information technology costs
and depreciation and amortization expenses. Ceasfdhlrese costs are allocated from general andrasghrative expenses. For these
allocations, we estimate the amount of direct egpsrbased on a client-specific number of transaxtioocessed. We believe our allocation
methodology is reasonable, however a change imgssans would result in a different gross profitaar statement of operations, yet no
change to the resulting net income or loss.

Allowance for Doubtful Accounts

The determination of the collectibility of aomds due from our customers requires us to usmats and make judgments regarding fu
events and trends, including monitoring our custamgayment history and current credit worthinesdétermine that collectibility is
reasonably assured, as well as consideration atbiall business climate in which our customemsrage. Inherently, these uncertainties
require us to make frequent judgments and estimaggsding our customers’ ability to pay amounts ds to determine the appropriate
amount of valuation allowances required for doutdficounts. Provisions for doubtful accounts acerged when it becomes evident that the
customer will not make the required payments &eeitontractual due dates or in the future. At Ddwer 31, 2004 and 2003, reserves for
doubtful accounts totaled $0.5 million and $0.3liori, respectively. We believe that our reservedoubtful accounts is adequate to cover
anticipated losses under current conditions; howewrecertainties regarding changes in the finareoaldition of our customers, either adve
or positive, could impact the amount and timingwoy additional provisions for doubtful accountsttimay be required.

Inventory Reserves

Inventories (merchandise, held for resalegfallhich are finished goods) are stated at theetoo¥ weighted average cost or market.
Supplies Distributors and its subsidiaries assugspansibility for slow-moving inventory under cémtanaster distributor agreements, subject
to certain termination rights, but have the rightdturn product rendered obsolete by engineetiiagges, as defined. We review inventory
impairment on a periodic basis, but at a minimunmually. Recoverability of the inventory on handrieasured by comparison of the
carrying value of the inventory to the fair valudlee inventory. This requires us to record pravisi and maintain reserves for excess or
obsolete inventory. To determine these reserve atapwe regularly review inventory quantities oméh@nd compare them to estimates of
future product demand and market conditions. Tlesienates and forecasts inherently include unceiai and require us to make judgments
regarding potential outcomes. At December 31, 206#2003, our allowance for slow moving inventatated $2.5 million and $1.3 millio
respectively. We believe that our reserves arewatedo cover anticipated losses under currentiions. Significant or unanticipated
changes to our estimates and forecasts, eithersaee positive, could impact the amount and tinohgny additional provisions for excess
or obsolete inventory that may be required.

Income Taxes

The liability method is used for determiningr income taxes, under which current and defemrdiabilities and assets are recorded in
accordance with enacted tax laws and rates. Uhgentethod, the amounts of deferred tax liabiliies assets at the end of each period are
determined using the tax rate expected to be &teffhen taxes are actually paid or recovered. tedn allowances are established to reduce
deferred tax assets when it is more likely thantihat some portion or all of the deferred tax asgéi not be realized. In determining the n
for valuation allowances, we have considered andeniadgments and estimates regarding estimateckftanable income. These estimates
and judgments include some degree of uncertairdychanges in these estimates and
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assumptions could require us to adjust the valnatitbwances for our deferred tax assets. The atémealization of the certain of our
deferred tax assets depends on the generatiorffiziesut taxable income in the applicable taxinggdictions. Although we believe our
estimates and judgments are reasonable, actudlsresay differ, which could be material.

As we operate in multiple countries, we argjett to the jurisdiction of multiple domestic afodeign tax authorities. Determination of
taxable income in any jurisdiction requires therptetation of the related tax laws and regulatems the use of estimates and assumptions
regarding significant future events such as thewafydiming and character of deductions, permissiblvenue recognition methods under the
tax law and the sources and character of incomeaaancredits. Changes in tax laws, regulationgifpr currency exchange restrictions or our
level of operations or profitability in each taxipgisdiction could have an impact on the amourinobme taxes that we provide during any
given year.

Capitalized Software

Our capitalized software includes internal arternal costs incurred in developing or obtairéogputer software for internal use and to
implement new or expanded client relationships.idée judgments to determine if each project wiilséaits intended use. Additionally, v
estimate the average internal costs incurred fergliarelated benefits for the employees who disedevote time relating to the design,
development and testing phase of the project. Qmmgoing basis, we perform an impairment analysisarious technologies. If the carrying
value of the various technologies exceeds thevédire, impairment charges are recorded.

Long-Lived Assets

Long-lived assets include property, intangéssets and certain other assets. We make judgameshisstimates in conjunction with the
carrying value of these assets, including amounbetcapitalized, depreciation and amortizationhoés and useful lives. Additionally, we
review long-lived assets for impairment periodigat whenever events or changes in circumstanchsate that the carrying amount of an
asset may not be recoverable. We record impairtossés in the period in which we determine thatcreying amount is not recoverable.
Recoverability of assets to be held and used isored by a comparison of the carrying amount adsset to future net cash flows expected
to be generated by the asset. This may require omke judgments regarding long-term forecastaiofuture revenues and costs related to
the assets subject to review.

Self Insurance

We are self-insured for medical insurance Eitnep to certain stop-loss limits. Each reportpagiod we record the costs, including paid
claims, an estimate for the change in incurredniotireported (“IBNR”) claims and administrative $e@s an expense in the consolidated
statement of operations. We base the estimated I8&iRis upon both (i) a recent level of monthlydpeliaims; and (ii) historical lag
information provided by claims administrators basadecent paid claims, to provide for those claihzd have been incurred but not yet p
We believe the use of recent claims activity igespntative of incurred and paid trends duringém®rting period. Using the historical lag
information involves a significant level of judgnteAccordingly, an increase (or decrease) in thieneged IBNR liability would result in a
corresponding decrease (or increase) to net income.
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ltem 7a. Quantitative and Qualitative Disclosure about MarkRisk

We are exposed to various market risks indgdlterest rates on our financial instruments faneign exchange rates.
Interest Rate Risk

Our interest rate risk is limited to our oatsling balances on our inventory and working caéfiitancing agreements, loan and security
agreement, taxable revenue bonds, and factoriregamnt for the financing of inventory, accountereable and certain other receivables,
which amounted to $63.3 million at December 31,2100 basis point movement in interest ratesla/oesult in approximately
$0.2 million annualized increase or decrease er@st expense based on the outstanding balanbessf agreements at December 31, 2004.

Foreign Exchange Risk

Currently, our foreign currency exchange rak is primarily limited to the Canadian Dollarcathe Euro. In the future, our foreign
currency exchange risk may also include other cwuies applicable to certain of our internationatgpions. We have and may continue, f
time to time, to employ derivative financial ingtmants to manage our exposure to fluctuations igidorcurrency rates. To hedge our net
investment and intercompany payable or receivaslentes in foreign operations, we may enter intevdod currency exchange contracts.
do not hold or issue derivative financial instruntsgor trading purposes or for speculative purposes
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Report of Independent Registered Public Accourfinm

The Board of Directors and Shareholders of
PFSweb, Inc.:

We have audited the accompanying consolidated balsineets of PFSweb, Inc. and subsidiaries asadrbiger 31, 2004 and 2003, and the
related consolidated statements of operationsebbitters’equity and comprehensive income (loss) and casi¥sfor each of the years in t
three-year period ended December 31, 2004. In adiomewith our audits of the consolidated finanattements, we also have audited the
accompanying financial statement schedules as oémber 31, 2004 and 2003, and for each of the yedng three-year period ended
December 31, 2004. These consolidated financitrsents and financial statement schedules aretiponsibility of the Company’s
management. Our responsibility is to express aniopion these consolidated financial statementdiaadcial statement schedules based on
our audits.

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

In our opinion, the consolidated financial statetageferred to above present fairly, in all matenéspects, the financial position of PFSweb,
Inc. and subsidiaries as of December 31, 2004 808,2and the results of their operations and ttesh flows for each of the years in the
threeyear period ended December 31, 2004, in conformiity U.S. generally accepted accounting principfdso, in our opinion, the relate
financial statement schedules as of December 34 28Ad 2003, and for each of the years in the tyeae period ended December 31, 2004,
when considered in relation to the basic finansiatements taken as a whole, present fairly, imaterial respects, the information set forth
therein.

KPMG LLP

Dallas, Texas
February 17, 2005, except for Notes 3 and 4 ashiohwthe date is March 29, 2005
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PFSWEB, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(In thousands, except share data)

December 31
2004

December 31
2003

ASSETS
CURRENT ASSETS
Cash and cash equivalel $ 13559 $ 14,74
Restricted cas 2,74¢ 1,091
Accounts receivable, net of allowance for doub#fttounts of $504 and $339 at December 31, 2004 and
2003, respectivel 41,56¢ 30,873
Inventories, ne 44,947 44,58¢
Other receivable 8,061 3,87:
Prepaid expenses and other current a: 3,34¢ 2,415
Total current asse 114,26( 97,58¢
PROPERTY AND EQUIPMENT, ne 14,26« 9,58¢
RESTRICTED CASF 67t 90C
OTHER ASSETS 1,12¢ 281
Total asset $ 130,327 $ 108,35¢
LIABILITIES AND SHAREHOLDERS' EQUITY
CURRENT LIABILITIES:
Current portion of lon-term debt and capital lease obligatit $ 19,09¢ $ 19,53:
Trade accounts payak 61,58: 49,54¢
Accrued expense 10,97: 7,101
Total current liabilities 91,65: 76,18:
LONG-TERM DEBT AND CAPITAL LEASE OBLIGATIONS, less curre portion 7,232 2,76z
OTHER LIABILITIES 1,517 99¢
COMMITMENTS AND CONTINGENCIES
SHAREHOLDERY EQUITY:
Preferred stock, $1.00 par value; 1,000,000 star#®rized; none issued and outstant O O
Common stock, $0.001 par value; 40,000,000 shartho@zed; 21,665,585 and 21,247,941 shares issued
December 31, 2004 and 2003, respectively; and 2128% and 21,161,641 outstanding at December 31,
2004 and 2003, respective 22 21
Additional paic-in capital 56,64: 56,15¢
Accumulated defici (29,077) (29,309
Accumulated other comprehensive inca 2,421 1,62¢
Treasury stock at cost, 86,300 sh: (85) (85)
Total shareholde’ equity 29,92¢ 28,41,
Total liabilities and sharehold¢ equity $ 130,327 $ 108,35¢

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

CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED DECEMBER 31
(In thousands, except per share data)

2004 2003 2002
REVENUES:
Product revenue, n $267,47( $249,23( $ 57,49:
Service fee revent 42,07¢ 33,77: 31,09¢
Service fee revenue, affilia — — 4,731
Pas-through revenu 12,11¢ 3,43¢ 3,69z
Total revenue 321,66! 286,43t 97,00¢
COSTS OF REVENUES
Cost of product revent 251,96¢ 235,31° 54,34
Cost of service fee reven 28,06 23,15¢ 22,66(
Cost of pas-through revenu 12,11¢ 3,43¢ 3,69:
Total costs of revenus 292,15 261,91: 80,69
Gross profit 29,51 24,52t 16,31«
SELLING, GENERAL AND ADMINISTRATIVE EXPENSES 27,09: 25,44: 27,01:
SEVERANCE AND OTHER TERMINATION COST: — — 1,21z
ASSET AND LEASE IMPAIRMENTS — 257 92z
Income (loss) from operatiol 2,42( (1,179 (12,837
EQUITY IN EARNINGS OF AFFILIATE — — 1,168
INTEREST EXPENSE 1,59( 2,12¢ 81¢€
INTEREST INCOME (130 (124 (977)
Income (loss) before income taxes and extraordiitany 96( (3,179 (11,509
INCOME TAX EXPENSE 734 572 4
Income (loss) before extraordinary it 22¢€ (3,746 (11,609
EXTRAORDINARY ITEM - gain on purchase of 51% share of Supplies Disiilst — — 208
NET INCOME (LOSS) $  22¢ $ (3,749  $(11,400
BASIC AND DILUTED EARNINGS (LOSS) PER SHARE
Income (loss) before extraordinary ite $ 0.01 $ 020 $ (069
Extraordinary iten— gain on purchase of 51% share of Supplies Diswits — — 0.01
Net income (loss $ 0.01 $ (020 $ (0.69)
WEIGHTED AVERAGE NUMBER OF SHARES OUTSTANDINC
Basic 21,33 19,01: 18,22¢
Diluted 23,46¢ 19,01: 18,22¢

The accompanying notes are an integral part oktheasolidated financial statements.
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Balance, December 31, 20
Net loss
Stock based compensation
expense
Employee stock purchase pl

Other comprehensive income—

foreign currency translation
adjustmen

Comprehensive los

Balance, December 31, 20

Net loss

Stock based compensation
expense

Employee stock purchase pl

Proceeds from exercised optic

Private placement of common
stock

Other comprehensive income—

foreign currency translation
adjustmen

Comprehensive los

Balance, December 31, 20
Net income
Stock based compensation
expense
Employee stock purchase pl
Proceeds from exercised optic

Other comprehensive income—

foreign currency translation
adjustmen

Comprehensive incorr
Balance, December 31, 20

The accompanying notes are an integral part oktheasolidated financial statements.

(In thousands, except share data)

Accumulated

Additional Other Total Comprehensive
Common Stock Paid-In  Accumulated Comprehensive _Treasury Stock  Shareholders’ Income
Shares Amount  Capital Deficit Income (Loss) Shares Amount Equity (Loss)
18,143,40 $ 18 $51,94: $ (14,15)$ (1,119 86,30( $ (85)$ 36,60:
S — — (11,400 — - = (11,400 $ (11,400
S — 28 — — - = 28
254,57- — 124 — — — — 124
— — — — 1,11 — — 1,11 1,11%
$  (10,28)
18,397,98 $ 18 $52,09: $ (25,557) $ — 86,30($ (85)$ 26,47(
SR — — (3,746) — S — (3,740 $ (3,740
- = 6 — — N — 6
618,44¢ 1 261 — — — — 262
649,56¢ 1 61€ — — — — 61¢
1,581,94. 1 3,17 — — — — 3,17¢
— — — — 1,62¢ — — 1,62¢ 1,62¢
$ (2,119
21,24794 $ 21 $56,15¢ $ (29,309 $ 1,62¢ 86,30( $ (85$ 28,41
— — — 22¢€ — — — 22€ $ 22¢€
— — 14 — — — — 14
226,38: 1 31¢€ — — — — 317
191,26: 15¢ — — — — 15¢
— — — — 793 — — 793 793
$ 1,01¢
21,665,558 $ 22 $56,64: $ (29,07)$ 2,421 86,30( $ (85 $  29,92¢
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(In thousands)

CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss

Adjustments to reconcile net income (loss) to @esthcprovided by (used in) operating activiti

Depreciation and amortizatic
Loss on disposition of asse
Asset and lease impairmet
Extraordinary gair
Provision for doubtful accoun
Provision for excess and obsolete invent
Deferred income taxe
Equity in earnings of affiliat
Non-cash compensation exper
Changes in operating assets and liabilit
Accounts receivable
Inventories, ne
Prepaid expenses and other current assets, otteévables and other ass
Accounts payable, accrued expenses and other tamdron-term liabilities

Net cash provided by (used in) operating activi

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property and equipm
Decrease (increase) in restricted ¢
Cash acquired in acquisition of affiliate, net ash paic
Proceeds from sale of distribution equipm
Proceeds from loans to affiliate, r

Net cash provided by (used in) investing activi

CASH FLOWS FROM FINANCING ACTIVITIES
Net proceeds from issuance of common s
Decrease (increase) in restricted ¢
Payments on capital lease obligatit
Proceeds from debt, n

Net cash provided by financing activiti
EFFECT OF EXCHANGE RATES ON CAS
NET INCREASE (DECREASE) IN CASI
CASH AND CASH EQUIVALENTS, beginning of peric
CASH AND CASH EQUIVALENTS, end of perio

SUPPLEMENTAL CASH FLOW INFORMATION
Non-cash investing and financing activiti¢
Fixed assets acquired under capital le

2004 2003 2002
$ 226 $(3,746  $(11,400
4,647 4,491 5,851
— 257 92z
— — (209)
28¢ 351 38
1,20¢ 1,98¢ (10)
(81) (134) (54)
— — (1,169
14 6 28
(9,839) 172 2,087
(31¢) 2,527 (8,110)
(5,825) 89¢€ 1,62¢
15,14¢ (5,565) (4,56¢)
5,46: 1,27¢ (14,950()
(7,699) (1,987) (1,767)
(1,079 1,74¢ (15€)
— — 501
— — 85
— — 2,85¢
(8,769) (23¢) 1,52:
47" 4,05¢ 124
(35¢) 26¢ 78C
(1,139 (954) (862)
3,26¢ 1,81¢ 11,31¢
2,24¢ 5,18¢ 11,36
93 (82) ®
(1,159 6,14¢ (2,074
14,74: 8,59t 10,66¢
$13,59:  $14,74: $ 8,59
$ 133 $ 53 $ 84¢

The accompanying notes are an integral part oktheasolidated financial statements.
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1. Overview and Basis of Presentation
PFSweb, Inc. Overvie\

PFSweb, Inc. and its subsidiaries, including@@ies Distributors, Inc, are collectively refair® as the “Company;” “Supplies
Distributors” refers to Supplies Distributors, Irand its subsidiaries; and “PFSweb” refers to PHSwWe. and its subsidiaries excluding
Supplies Distributors.

PFSweb is an international provider of intéggebusiness process outsourcing services to hegod name companies seeking to
maximize their supply chain efficiencies and toeext their traditional and e-commerce initiativeshiea United States, Canada, and Europe.
PFSweb offers such services as professional camgulechnology collaboration, managed web hosding internet application development,
order management, web-enabled customer contarsentistomer relationship management, financiales including billing and
collection services and working capital solutiangormation management, facilities and operatiommagement, kitting and assembly
services, and international fulfillment and distrion services.

Supplies Distributors Overvie

Supplies Distributors, PFSweb and Internali@usiness Machines Corporation (“IBM”) enteredoimaster distributor agreements
whereby Supplies Distributors acts as a mastefildisor of various products, primarily IBM produ®ursuant to transaction management
services agreements between PFSweb and Suppligdbtiers, PFSweb provides transaction managenmehfudfillment services to Suppli
Distributors.

Supplies Distributors has obtained certaiariiting (see Notes 3 and 4) that allows it to furedworking capital requirements for the sale
of primarily IBM products. Pursuant to the trangaetmanagement services agreements, PFSweb prdui@gplies Distributors such
services as managed web hosting and maintenarajrpment support, web-enabled customer contat¢rcservices, customer relationship
management, financial services including billingl @ollection services, information management, iatetnational distribution services.
Additionally, IBM and Supplies Distributors havetsourced the product demand generation to Globakdimg Services, Inc. (“GMS”).
Supplies Distributors, via arrangements with GM8 B Sweb, sells products in the United States, €aaad Europe.

All of the agreements between PFSweb and $sgpplistributors were made in the context of ateelgarty relationship and were
negotiated in the overall context of PFSweb’s anpgplies Distributors’ arrangement with IBM. Althdugnanagement generally believes that
the terms of these agreements are consistent aiitinfirket values, there can be no assurancelthgtrices charged to or by each company
under these arrangements are not higher or lovaerttie prices that may be charged by, or to, Uizdéd third parties for similar services.

Basis of Presentatiol

For the period prior to September 2002, PFSaveed 49% of Supplies Distributors and as suchéhalts of Supplies Distributors were
not consolidated into the Company’s results. Then@any’s allocation of Supplies Distributors’ netdame (see Note 9) was presented in the
consolidated statements of operations as equigainings of affiliate for year ended December 3D2(through September 30, 2002).
Effective October 1, 2002, PFSweb purchased thairéng 51% interest in Supplies Distributors. A®ault of the purchase, effective
October 1, 2002, the Company began consolidatifg§alof Supplies Distributors’ financial position arebults of operations into the
Company’s consolidated financial statements.

2. Significant Accounting Policies
Principles of Consolidatior
All intercompany accounts and transactionsehasen eliminated in consolidation. Accounts aaddactions
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between PFSweb and Supplies Distributors have élgmmated as of December 31, 2004 and 2003 anthéoyears ended December 31,
2004 and 2003, and the three-month period endedrbeer 31, 2002 (see Note 1).

Investment in Affiliate

In July 2001, PFSweb purchased a 49% investineSupplies Distributors (see Note 9). Effectietober 1, 2002, PFSweb purchased the
remaining 51% ownership interest of Supplies Disitdors. Prior to consolidating Supplies Distribstdinancial position and results of
operations, PFSweb recorded its interest in Supplistributors’net income, which was allocated and distributetthéowners pursuant to |
terms of an operating agreement, under the mod#igpdty method, which resulted in PFSweb recordsgllocated earnings of Supplies
Distributors or 100% of Supplies Distributors’ less

In addition to the equity investment, PFSwadnled Supplies Distributors monies in the form Suordinated Demand Note (the
“Subordinated Note”). Under the terms of certairthef Company’s debt facilities, the outstandingbet of the Subordinated Note cannot be
increased to more than $8.0 million or decreasdadvter than $7.0 million without prior approval ttfe Company’s lenders (see Notes 3 and
4). As of December 31, 2004 and 2003, the outstanidalance of the Subordinated Note, which is elateéd upon the consolidation of
Supplies Distributors’ financial position, was $m@lion and $8.0 million, respectively.

Use of Estimates

The preparation of consolidated financialestegnts in conformity with accounting principles geaily accepted in the U.S. requires
management to make estimates and assumptiondfiztttae reported amounts of assets and liatsliied disclosure of contingent assets
liabilities at the date of the financial statemantl the reported amounts of revenues and expenseg the reporting period. The recognition
and allocation of certain operating expenses isdlemnsolidated financial statements also requineagement estimates and assumptions.
The Company’s estimates and assumptions are catijirevaluated based on available information axgkdence. Because the use of
estimates is inherent in the financial reportinggesss, actual results could differ from estimates.

Revenue and Cost Recoghnitic

Depending on the terms of the customer arraegée, the Company recognizes product revenue artlipt cost either upon the shipment
of product to customers or when the customer resetive product. The Company permits its custoneemsturn product for credit against
other purchases, including defective products (thetCompany then returns to the manufacturer)imatrect shipments. The Company
provides a reserve for estimated returns and atloes. The Company offers terms to its custometdttbalieves are standard for its indus

Freight costs billed to customers are refi@ete components of product revenues. Freight austsred by the Company are recorded as a
component of cost of goods sold.

Under the master distributor agreements (s#e B), the Company bills IBM for reimbursementseftain expenses, including: pass
through customer marketing programs, including teband coop funds; certain freight costs; direstsincurred in passing on any price
decreases offered by IBM to Supplies Distributargocustomers to cover price protection and aegpecial bids; the cost of products
provided to replace defective product returnedista@mers; and certain other expenses as definedCompany records a receivable for
these reimbursable amounts as they are incurrédandbrresponding reduction in either inventorgast of product revenue. The Company
also reflects pass through customer marketing progras a reduction of product revenue.

The Company'’s service fee revenues primaeigte to its (1) distribution services, (2) ordeamagement/customer care services and
(3) the reimbursement of out-of-pocket and thirdgpaxpenses. The Company typically charges itgisefee revenue on a cost-plus basis, a
percent of shipped revenue basis or a per transaitisis, such as a per item basis for fulfillmsmvices or a per minute basis for web-
enabled customer contact center services. Additiees are billed for other services.

Distribution services relate primarily to imtery management, product receiving, warehousirmfalfilment (i.e., picking, packing and
shipping) and facilities and operations managentevice fee revenue for these
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activities is recognized as earned, which is eifhern a per transaction basis or (ii) at the tiofigroduct fulfillment, which occurs at the
completion of the distribution services.

Order management/customer care services qliaarily to taking customer orders for the Comgarelient’s products via various
channels such as telephone call-center, electmrfacsimile. These services also entail addressiistpmer questions related to orders, as
well as cross-selling/up-selling activities. Seevfee revenue for this activity is recognized a&sdérvices are rendered. Fees charged to the
client are on a per transaction basis based oerdijha pre-determined fee per order or fee deptene minutes incurred, or (ii) are included
in the product fulfillment service fees that areagnized on product shipment.

The Company'’s billings for reimbursement of-ofrpocket expenses, including travel and certhird-party vendor expenses such as
shipping and handling costs and telecommunicati@anges are included in pass-through revenue. Tagdereimbursable costs are reflected
as cost of pass-through revenue.

The Company’s cost of service fee revenuegesamting the cost to provide the services destibeve, is recognized as incurred. Cost of
service fee revenue also includes certain costweded with technology collaboration and ongoiechinology support that include creative
internet application development and maintenaned, mosting, technology interfacing, and other onggirogramming activities. These
activities are primarily performed to support thstiibution and order management/customer carécgsnand are recognized as incurred.

The Company also performs billing services imfiokmation management services for certain oflints. Billing services and informatir
management services are not always billed sepatatelients because while the activities are qarally performed, the costs may be
insignificant and covered by other fees descriimba. If billed separately, the fees are recognasthe services are performed. If not billed
separately, any revenue attributable to theseasvs included in the distribution or order mamaget fees that are recognized as service
performed. The service fee revenue associatedthdte activities not billed separately are curyemtit significant and are incidental to the
above-mentioned services.

The Company recognizes revenue, and recaads Biccounts receivables, pursuant to the methestsided above, when collectibility is
reasonably assured. Collectibility is evaluatedannindividual customer basis taking into considerahistorical payment trends, current
financial position, results of independent credilaations and payment terms.

The Company primarily performs its servicedemone to three-year contracts that can gendraltgrminated by either party. In
conjunction with these long-term contracts, the @any sometimes receives start-up fees to covenfilementation costs, including certain
technology infrastructure and development costs. Company defers the fees received, and the redatgd, and amortizes them over the life
of the contract. The amortization of deferred rexeis included as a component of service fee rexeflue amortization of deferred
implementation costs is included as a cost of serfge revenue. To the extent implementation dostson-technology infrastructure and
development exceed the fees received, the excetsa® expensed as incurred. The following sunzaathe deferred implementation
revenues and costs, excluding technology and dewedat costs, which are included in property andpgent (in thousands):

December 31  December 31

2004 2003
Deferred implementation cos
Current $ 507 $ 204
Non-current 65€ 26

$ 1,168 $ 23C

Deferred implementation revenu
Current 89¢ 46¢€
Non-current 821 87

$ 1,791 $ 55¢

Current and non-current deferred implementatiosts are a component of prepaid expenses aadasbets, respectively. Current and non:
current deferred implementation revenues, which pragede the timing of when the
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related implementation costs are incurred and defisrred, are a component of accrued expensestaedliabilities, respectively.
Concentration of Business and Credit Risk

The Company'’s product revenue is primarilygyated by sales of product purchased under mastebdtor agreements with one
supplier.

Sales to two customers accounted for appraeina2% and 11% of the Company’s total produceraies for the year ended
December 31, 2004. Service fee revenue from tvemtdiaccounted for approximately 42% and 15% oficefee revenue for year ended
December 31, 2004. On a consolidated basis, oriemasg/client accounted for approximately 18% of @mmpany’s total revenues for the
year ended December 31, 2004. As of December 4, 280 customers/clients accounted for approxitp&#@é% of accounts receivabl

Sales to three customers accounted for appidely 13%, 12% and 10% of the Company’s total pcodevenues for the year ended
December 31, 2003. Service fee revenue from tvemtdiaccounted for approximately 40% and 16% oficefee revenue for year ended
December 31, 2003. On a consolidated basis, twomgss/clients accounted for approximately 16% Hdfb of the Company’s total
revenues for the year ended December 31, 2003f Bs@ember 31, 2003, two customers/clients accalitteapproximately 37% of
accounts receivable.

Sales to two customers accounted for appraeina 3% and 12% of the Company’s total produceraies for the year ended
December 31, 2002. Service fee revenue from tvemtdiaccounted for approximately 35% and 14% ofertice fee revenue for the year
ended December 31, 2002. In addition, servicedeenue earned from Supplies Distributors priohto®ctober 1, 2002 acquisition date
approximated 13% of net service fee revenue foyéae ended December 31, 2002. On a consolidatgd, lmme customer/client accounted
for approximately 21% of the Company’s total revesifor the year ended December 31, 2002.

In conjunction with Supplies Distributors’ fincings, PFSweb has provided certain collaterizedantees on behalf of Supplies
Distributors. Supplies Distributors’ ability to @bdh financing on similar terms would be signifidgrimpacted without these guarantees.
Additionally, since Supplies Distributors has ligdtpersonnel and physical resources, its abiligotaluct business could be materially
impacted by contract terminations by GMS.

The Company has multiple arrangements with @i is dependent upon the continuation of su@ngements. These arrangements,
which are critical to the Company’s ongoing openasi, include Supplies Distributors’ and its sulssiidis’ master distributor agreements,
Supplies Distributors’ and its subsidiari@grking capital financing agreements, product seddBM business units, a service fee relation
and a term master lease agreement.

Cash and Cash Equivalents
Cash equivalents are defined as short-terfmyhlguid investments with original maturities tifree months or less.
Restricted Casl

Restricted cash includes the following itemstijousands):

December 31  December 31

2004 2003
Current:
Letters of credit securit $ 22E % 26C
Customer remittance 1,19( 831
Bond financing 1,331 —
Total curren 2,74¢ 1,091
Long term:
Letters of credit securit 67E 90C
Total restricted cas $ 3,421 $ 1,991
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The Company has cash restricted as colldi@rédtters of credit that secure certain debt @ade obligations (see Note 4). The letters of
credit currently expire at various dates throughrdi&2007.

In conjunction with certain of its financingr@ements, Supplies Distributors has granted feriders a security interest in all customer
remittances received in specified bank accounts K&ee 4). At December 31, 2004 and 2003, thesk dacounts held $1.2 million and $0.8
million, respectively, which was restricted for pagnt to the lender against the outstanding debt.

At December 31, 2004, the Company has class#il.3 million of the proceeds from the issuarfddississippi taxable revenue bonds |
Note 4) as restricted cash since the proceedanécted specifically for payment on capital exglieures or as payment on the outstanc
bonds.

Other Receivables and Liabilities

Other receivables include $7.9 million and333illion as of December 31, 2004 and 2003, re$ygalgt for amounts due from IBM for
billings under the master distributor agreemergs (dote 6).

During 2001, the Company received a governaigmaint for investments made in fixed assetssilBélgium operations. At establishment,
the total grant of approximately $1.6 million waefefred and is being recognized as a reductioejmetiation expense over the same period
over which the related fixed assets are being dé&tesl. As of December 31, 2004 and 2003, a defemedit of $0.3 million at each year end
and $0.5 million and $0.7 million, respectively eaich year end is included in accrued expensesthed liabilities, respectively, in the
accompanying consolidated balance sheets and ezpsehie unamortized portion of the grant. Foryisers ended December 31, 2004 and
2003 and 2002, approximately $0.3 million, $0.4lionil and $0.2 million, respectively, was recognizsda reduction of depreciation expel

Inventories

Inventories (all of which are finished goodsg stated at the lower of weighted average costasket. Supplies Distributors assumes
responsibility for slow-moving inventory under et master distributor agreements, subject to icetrgamination rights, but has the right to
return product rendered obsolete by engineeringgds, as defined (see Note 6). The Company reviexestory for impairment on a
periodic basis, but at a minimum, annually. Recabiity of the inventory on hand is measured by panson of the carrying value of the
inventory to the fair value of the inventory. DugiB003, the Company agreed to certain modificattoresselected master distributor
agreement. As a result of these modificationsbmpany reevaluated its inventory for impairmenimy 2003, and increased its allowance
for slow moving inventory. As of December 31, 2@ 2003, the allowance for slow moving inventogsw2.5 million and $1.3 million,
respectively.

In the event PFSweb, Supplies Distributors i@ terminate the master distributor agreememis,agreements provide for the parties to
mutually agree on a plan of disposition of Suppldéstributors’ then existing inventory.

Inventories include merchandise in-transit tiees not been received by the Company but thalbéas shipped and invoiced by Supplies
Distributors’ vendors. The corresponding payablarf@entories in-transit is included in accountyatdale in the accompanying consolidated
financial statements.

Property and Equipmen
The components of property and equipment &eckmber 31, 2004 and 2003 are as follows (inghods):
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December 31 December 31

2004 2003 Depreciable Life
Furniture and fixture $ 9,99% $ 9,25t 2-10 years
Computer equipmet 8,13( 6,42t 2-3 years
Leasehold improvemen 6,04¢ 5,401 2-9years
Purchased and capitalized software c 9,35¢ 7,86€ 1-7 years
Other, primarily constructic-in-progress 3,982 28 3-7 years

37,50¢ 28,97t
Less-accumulated depreciation and amortiza (23,249 (19,386

Property and equipment, r $ 1426¢ $  9,58¢

Property and equipment are stated at cosaendepreciated using the straight-line method theeestimated useful lives of the respective
assets. Leasehold improvements are amortized beeshiorter of the useful life of the related asséhe remaining lease term.

The Company reviews long-lived assets for iimmpent whenever events or changes in circumstaindésate that the carrying amount of
an asset may not be recoverable. Recoverabiliaggéts to be held and used is measured by a campaifithe carrying amount of an asst
future net cash flows expected to be generatetidwasset. If such assets are considered to bergdptie impairment to be recognized is
measured as the amount by which the carrying amafuhe assets exceeds the fair value of the ads@itsvalue would be determined using
appraisals, discounted cash flow analysis or sim#éduation techniques. Assets to be disposedeofegorted at the lower of the carrying
amount or fair value less costs to sell.

The Company'’s property held under capitaldsaamount to approximately $3.0 million and $3.lliom, net of accumulated amortization
of approximately $5.4 million and $4.7 million, Becember 31, 2004 and 2003, respectively.

Foreign Currency Translation and Transactions

For the Company’s Canadian and European apesathe local currency is the functional currenil assets and liabilities are translated
at exchange rates in effect at the end of the gedind income and expense items are translatbe alverage exchange rates for the period.

The Company includes currency gains and logseshort-term intercompany advances in the detextioin of net income. Intercompany
currency transaction gains and losses include@tincome or loss were a net gain of $0.2 milliad &0.3 million for the years ended
December 31, 2004 and 2003, respectively. The Coynwil continue to report gains or losses on iotenpany foreign currency transacti
that are of a long-term investment nature as aragpaomponent shareholders’ equity.

Stock Based Compensatic

The Company accounts for stock-based emplogagensation plans using the intrinsic-value metmdutlined under Accounting
Principles Board Opinion No. 2Bccounting for Stock Issued to Employé€@d°B No. 25”) and related interpretations, inclngiFASB
Interpretation No. 44Accounting for Certain Transactions Involving St@dmpensation and Interpretation of APB No., 2sued in
March 2000 (see Note 5). The following table shéwespro forma effect on the Company’s net incoraeg) and income (loss) per share as if
compensation cost had been recognized for stockdbamployee compensation plans based on theidhie at the date of the grant. The pro
forma effect of stock-based employee compensatamspn the Company’s net income (loss) for thassey may not be representative of the
pro forma effect for future years due to the impEotesting and potential future awards.
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Year Ended Year Ended Year Ended
December 31 December 31 December 31

2004 2003 2002
(In thousands, except per share amounts)
Net income (loss) as report $ 22¢€ $ (3,746 $ (11,400
Add: Stocl-based no-employee compensation expense included in repogebbss 14 6 28
Deduct: total stock-based employee and non-emploge®ensation expense determined under
fair value based methc (8417) (754) (2,295
Pro forma net income (loss), applicable to comntonksfor basic and diluted computatic $ (601) $ (4,499 $ (13,669
Income (loss) per common she basic and dilute
As reportec $ 0.01 $ (020 $ (0.69)
Pro forma $ (0.03) $ (029 $ (0.75)

Income Taxes

Deferred tax assets and liabilities are reczaghfor the future tax consequences attributabldifferences between the financial statement
carrying amounts of existing assets and liabiliiad their respective tax bases. Deferred taxsaaset liabilities are measured using enacted
tax rates expected to apply to taxable incomeerytars in which those temporary differences apeeted to be recovered or settled. The
effect on deferred tax assets and liabilities ohange in tax rates is recognized in income irp#éréod that includes the enactment date.

Self Insurance

The Company is self-insured for medical insgebenefits up to certain stop-loss limits. Sun$t€are accrued based on known claims
and an estimate of incurred, but not reported (‘fB\claims. IBNR claims are estimated using histatiag information and other data
provided by claims administrators.

Fair Value of Financial Instruments

The carrying value of the Company’s finanamstruments, which include cash and cash equival@atounts receivable, accounts payable
and debt and capital lease obligations, approxirtegie fair values based on short terms to matunitgurrent market prices and interest rates.

Comprehensive Income (Loss)

Comprehensive income (loss) is defined agltamge in equity (net assets) of a business ergenguring a period from transactions and
other events and circumstances from non-owner ssuf@omprehensive income (loss) consists of neniec(loss) and foreign currency
translation adjustments.

Net Income (Loss) Per Common Sha

Basic net income (loss) per share is compbyedividing net income (loss) available to commuockholders by the weighted average
number of common shares outstanding for the regpperiod. For the calculation of diluted net ineoper share for the year ended 2004,
weighted average shares outstanding are incregsappooximately 2.1 million shares, reflecting tiltive effect of stock options. Stock
options not included in the calculation of dilutegt income (loss) per share for the years endeéreer 31, 2004, 2003 and 2002, were
0.7 million, 4.4 million, and 4.8 million, respeatily, as the effect would be anti-dilutive. Warantt included in the calculation of diluted
net income (loss) per share for both of the yeaded December 31, 2004 and 2003, were 0.9 millisrihe effect would be anti-dilutive.

Cash Paid During Year

The Company made payments for interest ofagmately $1.7 million, $1.9 million and $0.8 mdh and income taxes of approximately
$0.6 million, $0.5 million and $0.8 million durirthe years ended December 31,
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2004, 2003, and 2002, respectively (see NotesaBd410).
Impact of Recently Issued Accounting Standatr

In December 2004, the FASB issued SFAS No.(l&3sed 2004)Share-Based PaymefiEFAS 123R”), which replaces SFAS No. 123,
Accounting for Sto-Based CompensatiofSFAS 123") and supercedes APB Opinion No. 28counting for Stock Issued to Employees.
SFAS 123R requires all share-based payments toogegs, including grants of employee stock optitmbe recognized in the financial
statements based on their fair values beginninl thi first interim or annual period after June 2805, with early adoption encouraged. The
pro forma disclosures previously permitted undeASHE23 no longer will be an alternative to finahsi@tement recognition. The Company
is required to adopt SFAS 123R in the third quastdiscal 2005, beginning July 1, 2005. Under SFE3R, the Company must determine
the appropriate fair value model to be used fouingl sharébased payments, the amortization method for congpiemscost and the transitis
method to be used at date of adoption. The transitiethods include prospective and retroactive iolopptions. Under the retroactive
option, prior periods may be restated either ab®beginning of the year of adoption or for altipds presented. The prospective method
requires that compensation expense be recordedl fanvested stock options and restricted stock@beginning of the first quarter of
adoption of SFAS 123R while the retroactive methwdsld record compensation expense for all unvestisck options and restricted stock
beginning with the first period restated. The Compis evaluating the requirements of SFAS 123Rexmkcts that the adoption of SFAS
123R will have a material impact on the Companyssolidated results of operations and earningsipare. The Company has not yet
determined the method of adoption or the effectdufpting SFAS 123R, and it has not determined vendtie adoption will result in amounts
that are similar to the current pro forma disclesunnder SFAS 123.

Reclassifications

Certain prior year data have been reclassitiesbnform to the current period presentation.seheclassifications had no effect on
previously reported net income (loss) or sharehsldsuity.

3. Vendor Financing:

Outstanding obligations under vendor finana@ngngements consist of the following (in thousand

December 31  December 31

2004 2003
Inventory and working capital financing agreeme
United State: $ 26,96: $ 26,03¢
Europe 13,11( 11,51¢
Total $ 40,070 $ 37,55

Inventory and Working Capital Financing Agreementt/nited States

Supplies Distributors has a short-term crésiility with IBM Credit LLC to finance its distrilstion of IBM products in the United States,
providing financing for eligible IBM inventory arfdr certain other receivables up to $31.0 milliarough February 28, 2005 and up to
$27.5 million thereafter through its expiration arch 29, 2005. As of December 31, 2004, Supplissributors had $3.3 million of
available credit under this facility. The creditifiy contains cross default provisions, varioastrictions upon the ability of Supplies
Distributors to, among others, merge, consolids# ,assets, incur indebtedness, make loans amdgrdy to related parties, provide
guarantees, make investments and loans, pledges.assdke changes to capital stock ownership streignd pay dividends, as well as
financial covenants, such as annualized revenuetking capital, net profit after tax to revenuadaotal liabilities to tangible net worth, as
defined, and are secured by all of the assets pblfas Distributors, as well as a collateralizedmunty of PFSweb. Additionally, PFSweb is
required to maintain a minimum Subordinated Noteneble balance from Supplies Distributors of $ilion and a minimum
shareholders’ equity of $18.0 million. Borrowingsder the credit facility accrue interest, afteredimed free financing period, at prime rate
plus 1% (6% and 5% as of December 31, 2004 and,288@ectively). The facility also includes a mdytervice fee.
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On March 29, 2005, Supplies Distributors esdénto an amended credit facility with IBM CretlitC, which extends the termination date
through March 2006. The Company has classifiedtlistanding amounts under this facility as accopatable in the consolidated balance
sheets.

Inventory and Working Capital Financing Agreemengurope

Supplies Distributors’ European subsidiariagéha short-term credit facility with IBM Belgiunirfancial Services S.A. (“IBM Belgium”)
to finance their distribution of IBM products in Expe. The asset based credit facility with IBM Betg provides up to 12.5 million Euros
(approximately $17.0 million) in financing for puvasing IBM inventory and for certain other receiealthrough March 29, 2005. As of
December 31, 2004, Supplies Distributors’ Europaarsidiaries had 2.4 million euros ($3.3 milliofijawailable credit under this facility.
The credit facility contains cross default provisgvarious restrictions upon the ability of SugglDistributors and its European subsidiaries
to, among others, merge, consolidate, sell assets, indebtedness, make loans and payments tiedebarties, provide guarantees, make
investments and loans, pledge assets, make changapital stock ownership structure and pay divitk as well as financial covenants, s
as annualized revenue to working capital, net pedfer tax to revenue, and total liabilities tad#le net worth, as defined, and are secure
all of the assets of Supplies Distributors’ Eurapsabsidiaries, as well as collateralized guaramifeSupplies Distributors and PFSweb.
Additionally, PFSweb is required to maintain a rmiaoim Subordinated Note receivable balance from Segplistributors of $7.0 million and
a minimum shareholders’ equity of $18.0 million.rBawings under the credit facility accrue interedter a defined free financing period, at
Euribor plus 2.5% (4.7% and 3.5% as of Decembe3Q4 and 2003, respectively). Supplies DistribsitBiuropean subsidiaries pay a
monthly service fee on the commitment.

On March 29, 2005, Supplies Distributors’ Bagan subsidiaries entered into an amended craidlitfavith IBM Belgium, which extends
the termination date through March 2006. The Comeas classified the outstanding amounts undeffdkiity that are collateralized by
inventory as accounts payable in the consolidatéanioe sheets.

4. Debt and Capital Lease Obligations:

Outstanding obligations under debt and cajgtde obligations consist of the following (in tisands):

December 31  December 31

2004 2003

Loan and security agreements, United St

Supplies Distributor $ 8328 $ 13,14¢

PFSwelk 4,85:% 3,51«
Factoring agreement, Euro 3,84¢ 2,29¢
Taxable revenue bon 5,00( —
Master lease agreemel 3,141 3,08(
Inventory and working capital financing agreem- Europe 682 8
Other 47¢ 251

Total 26,33( 22,29t
Less current portion of lo-term debt 19,09¢ 19,53!

Long-term debt, less current porti $ 723 $ 2,76

Loan and Security Agreemer— Supplies Distributors

Supplies Distributors has a loan and secagtgement with Congress Financial Corporation (8eest) (“Congress™o provide financin
for up to $25 million of eligible accounts receil@in the United States and Canada. As of Dece@be2004, Supplies Distributors had
$8.0 million of available credit under this agreeindhe Congress facility expires on the earlieMafrch 29, 2007 or the date on which the
parties to the IBM master distributor agreementomger operate under the terms of such agreemeifvraiBM no longer supplies products
pursuant to such agreement. Borrowings under thgkess facility accrue interest at prime rate pl@9% to 0.25% or Eurodollar rate plus
2.25% to 2.75%, dependent on excess availabiktgledined. The interest rate on outstanding bomga/at December 31, 2004 was 5.0%.
This agreement contains cross default provisioagous restrictions
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upon the ability of and Supplies Distributors tmang other things, merge, consolidate, sell assetst indebtedness, make loans and
payments to related parties, provide guaranteeke mm@estments and loans, pledge assets, make ehémgapital stock ownership structure
and pay dividends, as well as financial covenasush as minimum net worth, as defined, and is ey all of the assets of Supplies
Distributors, as well as a collateralized guarasftiPFSweb. Additionally, PFSweb is required to neiima Subordinated Note receivable
balance from Supplies Distributors of no less th&rd million and restricted cash of less than $Billon, and is restricted with regard to
transactions with related parties, indebtednesshadges to capital stock ownership structure. Begpistributors has entered into blocked
account agreements with its banks and Congressanirto which a security interest was granted togEess for all customer remittances
received in specified bank accounts. At DecembefB804 and December 31, 2003, these bank accoeltt$h.2 million and $0.8 million,
respectively, which was restricted for payment tmg@ress.

Loan and Security Agreemer— PFSweb

Priority Fulfillment Services, Inc. (the “Bawver”), a wholly-owned subsidiary of PFSweb, hasan and Security Agreement with
Comerica Bank (“Comerica”), which was amended ic&weber 2004 (“Comerica Agreement”). The Comericae&gent provides for up to
$5.0 million of eligible accounts receivable finarg (“Working Capital Advances”) through March @, $1.5 million of existing
equipment financing and up to an additional $1.Mioni of eligible equipment purchases (collectivéhe “Equipment Advances”) through
June 15, 2008. Outstanding Working Capital Advan$8s$ million as of December 31, 2004, accruer@geat prime rate plus 1% (6.25% as
of December 31, 2004). Outstanding Equipment Adgan$1.4 million as of December 31, 2004, accrterést at prime rate plus 1.5%
(6.75% as of December 31, 2004). As of Decembe2B04, the Borrower had $1.4 million of availabtedit under the Working Capital
Advance portion of this facility and $1.0 milliori available credit under the Equipment Advanceiparbf this facility. In January 2005, the
Company repaid the $3.5 million of Working Capikalvances outstanding as of December 31, 2004. Tmee@ica Agreement contains cr
default provisions, various restrictions upon tleerBwer’s ability to, among other things, mergensalidate, sell assets, incur indebtedness,
make loans and payments to related parties, makstiments and loans, pledge assets, make changagital stock ownership structure, as
well as financial covenants of a minimum tangibé worth of $20 million, as defined, a minimum éags before interest and taxes, plus
depreciation, amortization and non-cash compensatoruals, if any, as defined, and a minimum tduiratio, as defined. The Comerica
Agreement restricts the amount of the Subordinhieie to a maximum of $8 million. The Comerica Agremt is secured by all of the assets
of the Borrower, as well as a guarantee of PFS¥meb,The Comerica Agreement requires the Borrowenaintain a minimum cash balance
of $1.3 million at Comerica.

Factoring Agreement

Supplies Distributors’ European subsidiary &dactoring agreement with Fortis Commercial FoeaN.V. (“Fortis”) to provide factoring
for up to 7.5 million euros (approximately $10.2lian) of eligible accounts receivables through Ba2006. As of December 31, 2004,
Supplies Distributors’ European subsidiary had epionately 2.3 million euros ($3.1 million) of avallle credit under this agreement.
Borrowings under this agreement can be either adsances or straight loans, as defined. Cash adsaucrue interest at 3.8% and straight
loans accrue interest at Euribor plus 1.3%. As @fdénber 31, 2004, there were no straight loansamdig. This agreement contains vari
restrictions upon the ability of Supplies Distribtg’ European subsidiary to, among other thingggeeconsolidate and incur indebtedness,
as well as financial covenants, such as minimunwoeth. This agreement is secured by a guarantSeipplies Distributors, up to a
maximum of 200,000 euros.

Taxable Revenue Bonds

On December 29, 2004, PFSweb entered intcaa Bgreement with the Mississippi Business Finabeogoration (the “MBFC”) in
connection with the issuance by the MBFC of $5iomllMBFC Taxable Variable Rate Demand Limited Oatign Revenue Bonds,
Series 2004 (Priority Fulfillment Services, Incofect) (the “Bonds”)The MBFC loaned the proceeds of the Bonds to PFSarebe purpos
of financing the acquisition and installation ouiggment, machinery and related assets locatecei€tdmpany’s Southaven, Mississippi
distribution facility. The Bonds bear interest atamiable rate (2.65% as of December 31, 2004determined by Comerica Securities, as
Remarketing Agent. PFSweb, at its option, may cdrithe Bonds to a fixed rate, to be
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determined by the Remarketing Agent at the timeowoiversion.

The primary source of repayment of the Bosds lietter of credit (the “Letter of Credif) the initial face amount of $5.1 million issueyg
Comerica pursuant to a Reimbursement Agreementaaet®? FSweb and Comerica under which PFSweb isatdtigo pay to Comerica all
amounts drawn under the Letter of Credit. The LkeifeCredit has an initial maturity date of DecemB@06 at which time, if not renewed or
replaced, will result in a draw on the undrawn fao®unt thereof.

Debt Covenant:

To the extent the Company fails to comply viishcovenants applicable to its debt or vendaairfiting obligations, including the monthly
financial covenant requirements and required le¥stockholders’ equity ($20.0 million), and theders accelerate the repayment of the
credit facility obligations, the Company would legjuired to repay all amounts outstanding thereurfd®r acceleration of the repayment of
the credit facilities would have a material advempact on the Company’s financial condition ansutes of operations and no assurance can
be given that the Company would have the finaratidity to repay all of such obligations.

PFSweb has also provided a guarantee of tigatibns of Supplies Distributors to IBM, excludithe trade payables that are financed by
IBM credit.

Master Lease Agreemen

The Company has a Term Lease Master Agreewi#ntBM Credit Corporation (“Master Lease Agreertignhat provides for leasing or
financing transactions of equipment and other assétich generally have terms of 3 to 5 years. diitstanding leasing transactions
($1.2 million and $0.1 million as of December 3002 and 2003, respectively) are secured by théetlquipment and letters of credit (see
Note 2). The outstanding financing transactionsg$@illion and $0.8 million as of December 31, 2@0W 2003, respectively) are securec
a letter of credit (see Note 2).

The Company has a master agreement with enteasmpany that provided for leasing transactimihncertain equipment. The amounts
outstanding under this agreement as of Decembe20® and 2003 were $1.2 million and $1.5 millimspectively, and are secured by the
related equipment.

The Company enters into other leasing anchfimay agreements as needed to finance the purchasirasing of certain equipment or
other assets. Borrowings under these agreemengeaegally secured by the related equipment.

Debt and Capital Lease Maturitie

The Company’s aggregate maturities of debsasgbent to December 31, 2004 are as follows (instiods):

Fiscal year ended December

2005 $18,05¢
2006 1,117
2007 50C
2008 80C
2009 80C
Thereaftel 2,40(

Total $23,67:
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The following is a schedule of the Companfgiture minimum lease payments under the cagiteds together with the present value ¢
net minimum lease payments as of December 31, @6@4ousands):

Fiscal year ended December

2005 $ 1,232
2006 99t
2007 574
2008 177
Thereafte —

Total minimum lease paymer $ 2,97¢
Less amount representing interest at rates rariging5.75% to 18.09 (320
Present value of net minimum lease paym 2,65¢
Less: Current portio (1,049

Long-term capital lease obligatiol $ 1,61F

5. Stock and Stock Options
Preferred Stock Purchase Righ

On June 8, 2000, the Company’s Board of Dinsctleclared a dividend distribution of one prefdrstock purchase right (a “Right”) for
each share of the Company’s common stock outstgradinduly 6, 2000 and each share of common stsclkedsthereafter. Each Right entitles
the registered shareholders to purchase from thep@oy one one-thousandth of a share of preferost sit an exercise price of $67, subject
to adjustment. The Rights are not currently exafdis but would become exercisable if certain eveoturred relating to a person or group
acquiring or attempting to acquire 15 percent orevad the Company’s outstanding shares of commacksiThe Rights expire on July 6,
2010, unless redeemed or exchanged by the Compaligre

Employee Stock Purchase Ple

On September 15, 2000, the Company'’s shareloibproved the PFSweb Employee Stock PurchasdtRéa“Stock Purchase Plarthal
is qualified under Section 423 of the Internal Rexe Code of 1986, to provide employees of the Compa opportunity to acquire a
proprietary interest in the Company. The Stock Rase Plan provides for acquisition of the Compangimmon stock at a 15% discount to
the market value. The Stock Purchase Plan perinifs €.S. employee who has completed ninety dagemice to elect to participate in the
plan. Eligible employees may elect to contributéhvafter-tax dollars up to a maximum annual contidn of $25,000. The Company has
reserved 2,000,000 shares of its common stock thdestock Purchase Plan. The Stock Purchase Btamte effective for eligible
employees in September 2000. During the years eDdedmber 31, 2004, 2003 and 2002, the Compangdsa26,381, 618,446 and 254!
shares under the Stock Purchase Plan, respecthlyt December 31, 2004, there were 627,190 steuatable for further issuance under
the Stock Purchase Plan, of which 248,921 weredsuJanuary 2005.

Private Placement Transactio

On November 7, 2003, the Company entereddrecurities Purchase Agreement with certain uigiital investors in a private placem
transaction pursuant to which the Company issueldsald an aggregate of 1,581,944 shares of its aamstock, par value $.001 per share
(the “Common Stock”), at $2.16 per share, resuliingross proceeds of $3.4 million. After deductexgenses, the net proceeds were
approximately $3.2 million. In addition to the CommStock, the investors received one-year wartanpsirchase an aggregate 525,692
shares of Common Stock at an exercise price ob3§32 share and foyrear warrants to purchase an aggregate of 395R88&s of Commo
Stock at an exercise price of $3.30 per shareatodry 2005, 394,685 of the one-year warrants axegecised prior to their expiration,
generating net proceeds to the Company of $1.3omill
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Stock Options and Stock Option Plal
PFSweb Plan Optior

The Company has authorized 6,000,000 sharesnimon stock for issuance under two 1999 stoclooians and 35,000 shares for
issuance under a stock option agreement (the “Simtlon Plans”)The Stock Option Plans provide for the grantingnoentive awards in tt
form of stock options to directors, executive maragnt, key employees, and outside consultantsed€tdmpany. The right to purchase
shares under the employee stock option agreemgnitsily vest over a three-year period. Stock apimust be exercised within 10 years
from the date of grant. Stock options are geneiaflyed at fair market value. The Company recostieck based compensation expense of
$14,000, $6,000 and $28,000 in the years endedrleere31, 2004, 2003 and 2002, respectively, in eofion with stock options to purche
an aggregate of 65,000 shares issued under thk Sfiion Plans to non-employees.

As of December 31, 2004, there were 1,0693020es available for future options under the S@ption Plans.

The following table summarizes stock optiotivity under the Stock Option Plans:

Weighted Average

Shares Price Per Share Exercise Price
Outstanding, December 31, 20 3,596,36! $ 0.6 — $16.0( $ 1.27
Granted 1,090,001 $044 — $ 0.8¢ $ 0.81
Exercisec — $ — $ —
Cancelec (1,080,701 $ 0.8C — $10.4¢ $ 1.2¢
Outstanding, December 31, 20 3,605,66! $ 0.44 — $16.0( $ 1.12
Granted 835,00( $0.3¢ — $ 2.2¢ $ 0.4z
Exercisec (328,730) $03¢ — $1.92 $ 0.81
Cancelec (256,209 $03¢ — $ 1.9z $ 1.1C
Outstanding, December 31, 20 3,855,73. $ 0.3¢ — $16.0( $ 1.0C
Granted 808,00( $148 — $ 2.9¢ $ 1.64
Exercisec (160,13) $03¢ — $1.92 $ 0.8t
Cancelec (61,49) $ 0.3¢ — $10.4¢ $ 1.6¢
Outstanding, December 31, 20 4,442,10 $ 0.3¢ — $16.0( $ 1.11

Stock Option Plan options generally vest omelfth each quarter. As of December 31, 2004 ari828,395,120 and 2,892,126 options
were exercisable, respectively. The weighted aweefaig value per share of options granted durimgyisars ended December 31, 2004, 2003
and 2002 was $1.40, $0.35 and $0.67, respectively.

The following table summarizes information ceming currently outstanding and exercisable PESsteck options issued under the St
Option Plans to PFSweb officers, directors and eyg®s as of December 31, 2004:

Options Outstanding

Weighted Options Exercisable

Average Weighted Weighted

Range of Outstanding as of Remaining Average Exercisable as o Average
Exercise Prices December 31, 200- Contractual Life Exercise Price December 31, 200 Exercise Price
$0.39 — $ 0.91 2,991,65! 7.3 $ 0.77 2,586,24! $ 0.8z
$1.16 — $ 1.9z 1,394,69! 7.€ $ 1.7 759,79. $ 1.82
$2.26 — $ 2.9¢ 48,00( 6.2 $ 2.6¢ 41,33 $ 2.6¢
$10.45 — $16.0C 7,75(C 4.€ $ 11.15 7,75( $ 11.17
4,442 10 7.4 $ 1.11 3,395,122 $ 1.0¢

PFSweb Nao-plan Options

Prior to the Company’s initial public offeringertain of the Company’s employees were holdéssazk options of the Company’s former
parent company, Daisytek International Corporaff@aisytek”), issued under Daisytek’s stock optjgans.
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In connection with the completion of the Compa spin-off from Daisytek on July 6, 2000 (thepig-off”), all outstanding Daisytek sto
options were replaced with substitute stock opti@esytek options held by PFSweb employees wariaced (at the option holdsrelectior
made prior to the Spin-off) with either optionsatoquire shares of PFSweb common stock or optioasduire shares of both Daisytek
common stock and PFSweb common stock (which maxbecised separately) (the “Unstapled Options”}ti@s held by Daisytek
employees were replaced (at the option holderstiele made prior to the Spin-off) with either opt#to acquire shares of Daisytek common
stock or Unstapled Options.

As a result of the stock option replacementpss described above, in conjunction with the -8ffirPFSweb stock options (the “Non-plan
Options”) were issued to PFSweb and Daisytek afficéirectors and employees. These options wenedsas one-time grants and were not
issued under the Stock Option Plans.

As of December 31, 2004, 473,269 Non-plan @ystiwere outstanding, all of which were held by wél$ officers, directors and
employees.

The following table summarizes stock optiotivéty under the Non-plan Options:

Weighted Average

Shares Price Per Share Exercise Price
Outstanding, December 31, 20 1,431,50. $0.91—%$10.5¢ $ 1.1t
Grantec — $ — $ —
Exercisec — $ — $ —
Cancelec (246,696 $0.91—$10.5¢ $ 1.5¢
Outstanding, December 31, 20 1,184,80 $0.91—%$10.5¢ $ 1.0t
Grantec — $ — $ —
Exercisec (320,839 $0.91—$ 1.17 $ 1.1C
Cancelec (359,007 $0.91—$ 1.17 $ 1.1¢
Outstanding, December 31, 20 504,96¢ $0.91—%$10.5¢ $ 0.9t
Grantec — $ — $ —
Exercisec (31,130 $0.91—$ 0.91 $ 0.91
Cancelec (569) $5.7¢—$10.5¢ $ 6.47
Outstanding, December 31, 2C 473,26! $0.91—%$10.5¢ $ 0.9t

As of December 31, 2004 and 2003, 473,269%58d¢g968 of Non-plan Options outstanding were eselde, respectively.

The following table summarizes information ceming Non-plan Options outstanding and exercesablof December 31, 2004:

Options Outstanding

Weighted Options Exercisable
Outstanding as o Average Weighted Exercisable as o Weighted
Range of December 31 Remaining Average December 31 Average
Exercise Prices 2004 Contractual Life Exercise Price 2004 Exercise Price
$ 0.91 471,03¢ 6. $ 0.91 471,03 $ 0.91
$ 5.76-$10.5¢ 2,23( 3.C $ 8.8¢ 2,23( $ 8.8:
473,26¢ 6.€ $ 0.9t 473,26 $ 0.9t

Fair Value

The fair value of each option grant is estedadn the date of grant using the Black-Schole®wogiricing model with the following
assumptions used for grants of PFSweb options 8web officers, directors, and employees under thek3Option Plans:

Year Ended Year Ended Year Ended
December 31, 20C December 31, 200 December 31, 20C

Expected dividend yiel — —
Expected stock price volatilit 107%- 11&% 115%- 11&% 112%- 114%

Risk-free interest rat 3.9%- 4.£% 3.4%- 4.3% 5.1%
Expected life of options (year 5 5 5
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The fair value of each share of common staekigd under the Stock Purchase Plan is estimatéteadate of grant using the Black-
Scholes option-pricing model with the following asgptions:

Year Ended Year Ended Year Ended
December 31, 20C December 31, 200 December 31, 20C

Expected dividend yiel — — —

Expected stock price volatilil 107%- 115% 115%- 11<% 111%- 11&%
Risk-free interest rat 0.9%- 2.2% 0.9%- 1.2% 1.2%- 1.8%
Expected life of options (month 3 3 3

The weighted average fair value per shar@ofraon stock granted under the Stock Purchase Péamegl during the years ended
December 31, 2004, 2003 and 2002 was $0.74, $05$@ 28, respectively.

6. Master Distributor Agreements:

Supplies Distributors, PFSweb and IBM havesgad into master distributor agreements wherebyl&gDistributors acts as a master
distributor of various IBM products and PFSweb [ideg transaction management and fulfilment sesitoeSupplies Distributors. The
master distributor agreements expire in March 2@ can be extended for additional one-year tepos mutual agreement by all parties.
Under the master distributor agreements, IBM gelisluct to Supplies Distributors and reimbursespBeg Distributors for certain freight
costs, direct costs incurred in passing on anyepfecreases offered by IBM to Supplies Distributords customers to cover price protection
and certain special bids, the cost of productsigeal/to replace defective product returned by custs and other certain expenses as detf
Supplies Distributors can return to IBM productdered obsolete by IBM engineering changes afteioousr demand ends. IBM determines
when a product is obsolete. IBM and Supplies Distors also have verbal agreements under which i&@Mburses or collects from Supplies
Distributors amounts calculated in certain inveptoost adjustments.

Supplies Distributors passes through to custermarketing programs specified by IBM and adn#njsalong with GMS, such programs
according to IBM guidelines.

7. Impairment of Assets and Leases

In September 2002, the Company changed thaenam which certain warehouse and order managetrergactions are processed. These
changes eliminated the future service potentiaketécted software applications to the Company. Atingly, the Company recorded a
$0.7 million asset impairment charge during therygaled December 31, 2002. The Company also abaddmntain distribution center
assets and recorded a $0.2 million asset impairstearge during the year ended December 31, 20@etember 2003, the Company
relocated its Canadian operations within Toromaocdnjunction with this relocation, the Companyegatl into a sublease agreement on the
former facility as sub-lessor, and a sublease ageeeon the new facility as sub-lessee. As suehCibmpany recorded an impairment
expense for the operating lease on the formeritiaaihd the write-down of certain assets of apprately $0.3 million during the year ended
December 31, 2003.

8. Restructuring

In September 2002, the Company implementestaucturing plan that resulted in the terminattbapproximately 60 employees, of
which 20 were hourly employees. The Company reabfife? million for severance and other terminatiosts, of which $0.3 million and
$0.8 million was paid during the years ended Deaamti, 2003 and 2002, respectively. The remainthg #illion was paid during 2004.

9. Supplies Distributors

In September 2001, PFSweb made an equitytimezg of $0.75 million in Supplies Distributorsy f@ 49% voting interest, and a third
party made an equity investment of $0.25 milliorSumpplies Distributors for a 51% voting interestrtain officers and directors of PFSweb
owned, individually, a 9.8% non-voting interestdanollectively, a 49% non-voting interest, in thed party. Effective October 1, 2002,
PFSweb purchased the remaining 51% interest inl@sdpistributors from the third party for $0.3 tioh. As the acquired proportionate
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share of the fair value of Supplies Distributorst assets was greater than the purchase pricEatin@any recognized an extraordinary gain
on the purchase of $0.2 million in accordance \BAS No. 141.

Pursuant to the terms of PFSweb’s transactianagement services agreements with Supplies Ristris, PFSweb earned service fees,
which, prior to the consolidation effective Octolie2002 are reported as service fee revenueatdfin the accompanying consolidated
financial statements, of approximately $4.9 million

Pursuant to an operating agreement, pridnedcctober 1, 2002 acquisition date, Supplies Digtors allocated its earnings and distribt
its cash flow, as defined, in the following ordémpaiority: first, to the third party until it receed a one-time amount equal to its capital
contribution of $0.25 million; second, to the thpdrty until it received an amount equal to a 33#clative annual return on its capital
contribution; third, to PFSweb until it receivedme-time amount equal to its capital contributié$@.75 million; fourth, to PFSweb until it
received an amount equal to a 35% cumulative ametiadn on its capital contribution; and fifth, R&-Sweb and the third party, pro rata, in
accordance with their respective capital accouffective October 1, 2002, as a result of PFSwél®0% ownership of Supplies Distributc
future earnings will be allocated and dividendd bé paid 100% to PFSweb. In addition, no distitiutan be made if, after giving effect
thereto, the net worth of Supplies Distributors Widoe less than $1.0 million. At December 31, 208dpplies Distributors’ net worth was
$7.6 million. Under the terms of its amended cradittements, Supplies Distributors is currentlyricted from paying annual cash dividends
without the prior approval of its lenders (see Nd@eand 4). In December 2002, Supplies Distribypaid a $0.4 million dividend to PFSweb.
In September 2003, Supplies Distributors paid & $@llion dividend to PFSweb. In September and Dawer 2004, Supplies Distributors
paid a $0.6 and $0.2 million, respectively, dividéa PFSweb. PFSweb recorded $1.2 million of eqnityre earnings of Supplies
Distributors, prior to the October 1, 2002 acqigsit for the year ended December 31, 2002.

The following summarizes the purchase pritecation of PFSweb’s purchase of the remaining Hit#rest in Supplies Distributors (in
thousands):

Cash and cash equivalents (including restrictet 0a$1,745 $ 2,57¢
Accounts receivabl 28,11(
Inventories 37,19:¢
Prepaid expenst 684
Other assets, n 284

Total assets acquire $68,84¢
Trade accounts payak $ 3,611
Accrued expense 1,901
Debt (guaranteed by PFSwe 48,82
Other deb 3,07(C
Note payable to affiliat 8,80(

Total liabilities assume 66,20¢

Net asset 2,64¢
Less PFSwe's prior investmer 2,10¢

Net assets acquire 53t
Less cash purchase pri 332

Extraordinary gain on purchas $ 20¢
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As a result of PFSweb’s purchase of the remgiB1% interest in Supplies Distributors, effeet@ctober 1, 2002, PFSweb began
consolidating 100% of Supplies Distributors’ fin&@igosition and results of operations into the @any’s consolidated financial statements.
Following is an unaudited, pro forma, condensedsobdating income statement for calendar year 2882f the acquisition had occurred as
of January 1, 2002, (in thousands):

Calendar Year 200

Supplies Pro Forme Pro Forme
PFSwet Distributors Adjustment Consolidate
Revenues

Gross product revent $ —  $221,14¢ % —  $ 221,14
Service fee revent 31,09: — — 31,09:
Service fee revenue, affilia 6,52¢ — (6,525 —
Pas-through revenu 3,71« — (157) 3,56:
Net revenue 41,33: 221,14! (6,676 255,80(

Costs of Revenue
Cost of product revent — 208,61° — 208,61
Cost of service fee reven 23,25: — (2,25¢) 20,99«
Cost of pas-through revenu 3,71« — (157) 3,56:
Total costs of revenue 26,96¢ 208,61° (2,409 233,17:
Gross profit 14,36¢ 12,52¢ (4,267 22,62¢
Selling, general and administrative exper 26,20¢ 6,997 (4,319 28,88«
Other 2,13t — — 2,13¢
Income (loss) from operatiol (13,97¢) 5,531 52 (8,399
Equity in earnings of affiliat 1,42¢ — (1,429 —
Interest expense (income), 1 (847) 3,11C — 2,26:
Income (loss) before income taxes and extraordiitany (11,700 2,421 (1,379 (10,65¢)
Income tax expense (benel (81) 92¢ (343) 50&
Income (loss) before extraordinary it (11,619 1,492 (1,039 (11,167
Extraordinary gain on purchase of 51% share of BeppPistributors 203 — — 203
Net income (loss $(11,41¢9 $ 1,492 $ (1,039 $ (10,959

Net loss per shar
Basic and dilutes $ (0.6 $ (0.60
Weighted average number of shares outstanding; basli dilutec 18,22¢ 18,22¢

The unaudited pro forma data are not necégsadicative of the consolidated results of opienas for future periods or the results of
operations that would have been realized had tmep@aay consolidated Supplies Distributors duringgbgod presented.

As of December 31, 2004 and 2003, the SubatethNote had an outstanding balance of $7.0 mifliad $8.0 million, respectively.

Under certain new and amended terms of ceofais debt facilities, the Subordinated Note aarive increased to more than $8.0 million
or decreased to less than $7.0 million withoutgttier approval of the Company’s lenders (see N8taad 4). The Subordinated Note accrues
interest at a fluctuating rate per annum equalR8Web’s cost of funds as determined by PFSwebpappately 10% as of December 31,
2004 and 2003. During the year ended December@R, 2xcluding the period from October 1, 2002 tigfo December 31, 2002, PFSweb
earned $0.8 million of interest associated withSkordinated Note.
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10. Income Taxes

A reconciliation of the difference between thgpected income tax expense at the U.S. fedextaitsty corporate tax rate of 34%, and the

Company’s effective tax rate is as follows (in thands):

Year Ended Year Ended Year Ended
December 31 December 31 December 31
2004 2003 2002
Income tax provision (benefit) computed at statytate $ 326 $ (1,079 $ (3,849
Impact of foreign taxatio 9 (48) (230
Items not deductible for tax (book) purpo: 60 623 30
Change in valuation reser 47¢ 1,197 4,22¢
Other (127) (127) (86)
Provision for income taxe $ 734 % 572 $ 94
The consolidated income (loss) before incomxed, by domestic and foreign entities, is as ¥el¢in thousands):
Year Ended Year Ended Year Ended
December 31 December 31 December 31
2004 2003 2002
Domestic. $ (549 $ (2,745 $  (7,98)
Foreign 1,50¢ (429 (3,526
Total $ 96C $ (3,179 $ (11,509
Current and deferred income tax expense (bgreesummarized as follows (in thousands):
Year Ended Year Ended Year Ended
December 31 December 31 December 31
2004 2003 2002
Current
Domestic $ 71 $ 79 $ —
State 49 64 —
Foreign 692 563 14¢
Total curren: 81t 70€ 14¢
Deferred
Domestic — — ()]
State — (31) —
Foreign (812) (103) (37)
Total deferrec (82) (139 (59)
Total $ 734 % 572 $ 94

The components of the deferred tax assetl{tigbare as follows (in thousands):

December 31

December 31

2004 2003
Deferred tax asse

Allowance for doubtful accoun $ 171 $ 12C
Inventory reservi 761 748
Property and equipme 74 —
Net operating loss carryforwar 10,81 10,06:
Other 61z 652
12,43( 11,57¢
Less— Valuation reservi 12,22t 11,40¢
Total deferred tax ass 20E 17t

Deferred tax liability:
Property and equipme — (15%)
Other (16€) (92
Total deferred liability (16€) (247)
Deferred tax asset (liability), n $ 39 $ (72)
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Management believes that PFSweb has not estatlla sufficient history of earnings, on a statahe basis, to support the more likely
than not realization of certain deferred tax assegxcess of existing taxable temporary differan@evaluation allowance has been provided
for these net deferred income tax assets as ofrileme31, 2004 and 2003. At December 31, 2004, pextading loss carryforwards relate to
taxable losses of PFSweb’s Europe subsidiary tf@pproximately $11.9 million, PFSweb’s Canadaskliary totaling approximately
$2.7 million and PFSweb’s U.S. subsidiary totalapgproximately $17.0 million that expire at varialetes through 2019. The U.S. net
operating loss carryforward includes $4.6 milli@hating to tax benefits of stock option exercised, & utilized, will be recorded against
additional paid-in-capital upon utilization ratltban as an adjustment to income tax expense fratincdng operations.

11. Commitments and Contingencies

The Company leases facilities, warehouseg@ftiransportation and other equipment under opgrigases expiring in various years
through the year ended December 31, 2012. In nas&ts; management expects that, in the normal colilgesiness, leases will be renewed
or replaced by other leases. The Company alsoasddea certain Canadian facility under a sublegrgzment through the year ended
December 31, 2006. Minimum future annual rentahpayts and sublease receipts under caomcelable operating leases having original t
in excess of one year are as follows (in thousands)

Operating
Lease Sub-Lease

Payments Income
Fiscal year ended December
2005 $ 6,207 $ 161
2006 6,00¢ 134
2007 4,63¢ —
2008 2,371 —
2009 39:¢ —
Thereafte 1,04¢ —
Total $2066: $ 29t

Total rental expense under operating leaspoapnated $5.4 million, $6.1 million and $5.8 roh for the years ended December 31,
2004, 2003 and 2002, respectively.

The Company receives municipal tax abatemantsrtain locations. During 2004 the Company reeginotice from a municipality that it
did not satisfy certain criteria necessary to naimthe abatements. The Company plans to dispatedtice. If the dispute is not resolved
favorably, the Company could be assessed addittaras for calendar year 2004. The Company haaawtied for the additional taxes,
which for 2004 could be $0.4 million to $0.5 miltioas it does not believe that it is probable #madditional assessment will be incurred.

12. Segment and Geographic Information

The Company is organized into two operatirmgnsents: PFSweb, is an international provider afgrated business process outsourcing
solutions and operates as a service fee busineppli€s Distributors is a master distributor ofnparily IBM products.

Year Ended Year Ended Year Ended
December 31 December 31 December 31

2004 2003 2002
Revenues (in thousand:
PFSwet $ 62,62: $ 4482 $ 41,33
Supplies Distributor 267,47( 249,23( 57,49:
Eliminations (8,426 (7,619 (1,819

$ 32166! $ 286,43t $ 97,00¢

Income (loss) from operations (in thousan

PFSwet $ (3,49) $ (6,317 $ (13,979
Supplies Distributor 5,90¢ 5,11« 1,125
Eliminations 7 29 16

$ 2420 $ (1,17H $ (12,839

64




Table of Contents

PFSWEB, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (conti nued)

Depreciation and amortization (in thousani

PFSwelk
Supplies Distributor
Eliminations

Capital expenditures (in thousanc
PFSwelk
Supplies Distributor
Eliminations

Assets (in thousands
PFSwelt
Supplies Distributor
Eliminations

Year Ended Year Ended Year Ended
December 3.  December 31 December 31
2004 2003 2002
$ 463 $ 4,46¢ $ 5,83¢

14 58 31
) (30 (16)
$ 4.64: $ 4,497 $ 5,851
$ 769 $ 1,98 $ 1,76:
$ 769 $ 1,98 $ 1,762

December 31

December 31

2004 2003
$ 56,61( $ 43,62¢
88,54 77,87¢
(14,83) (13,149
$ 130,327 $ 108,35

Geographic areas in which the Company opemthsde the United States, Europe (primarily Betg), and Canada. The following is

geographic information by area. Revenues are at&ibbased on the Company’s domicile.

Revenues (in thousand:
United State:
Europe
Canade
Inter-segment elimination

Long-lived assets (in thousand
United State:
Europe
Canads

13. Employee Savings Plan

Year Ended Year Ended Year Ended
December 31 December 31 December 31
2004 2003 2002
$ 225300 $ 199,30¢ $ 73,75:

99,97¢ 89,781 21,35¢
9,83¢ 12,73( 5,33t
(13,449 (15,384 (3,436)

$ 321,66! $ 286,43t $ 97,00¢

December 31

December 31

2004 2003
$ 12,28t $  6,41¢
3,641 4,16¢

13¢ 18t

$ 16,060 $ 10,77(

The Company has a defined contribution empaavings plan under Section 401(k) of the InteRelenue Code. Substantially all full-
time and part-time U.S. employees are eligibleadipipate in the plan. The Company, at its disoretmay match employee contributions to
the plan and also make an additional matching dmriton in the form of profit sharing in recogniti@f the Company’s performance. During
the year ended December 31, 2004, the Company eth26 of employee contributions totaling approxeha$60,000. During the years
ended December 31, 2003 and 2002, the Company ethid?¥6 of employee contributions totaling approxaha$30,000 and $34,000,

respectively.

14. Quarterly Results of Operations (Unaudited)

Unaudited quarterly results of operationsyfears ended December 31, 2004 and 2003 were asfofhmounts in thousands except per

share data):
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Year Ended December 31, 200

1stQtr. 2 nd Qtr. 3rd Qtr. 4t Qtr.
Total revenue $77,48¢ $80,02( $77,017 $87,14:
Total cost of revenue 71,49( 72,11¢ 69,63( 78,91t
Gross profit 5,99¢ 7,901 7,38 8,22¢
Selling, general and administrative exper 7,132 6,91( 6,451 6,59¢
Income (loss) from operatiol (1,137 991 93¢ 1,63(C
Net income (loss (1,767 47¢ 42C 1,094
Basic net income (loss) per shi (0.08) 0.0z 0.0z 0.0t
Diluted net income (loss) per sh: (0.08) 0.0z 0.0z 0.0t

Year Ended December 31, 2003

1stQtr. 2nd Qtr. 31 Qtr. 4t Qtr.
Total revenue $67,09: $74,57: $69,40( $75,37:
Total cost of revenue 62,01¢ 66,88 63,65¢ 69,35
Gross profit 5,072 7,692 5,74z 6,01¢
Selling, general and administrative exper 6,177 6,51¢ 6,33¢ 6,413
Asset and lease impairmet — — — 257
Income (loss) from operatiol (1,109 1,17¢ (5949) (6517)
Net income (loss 1,779 467 (1,147 (1,299
Basic and diluted net income (loss) per st (0.10 0.0z (0.06) (0.06)

The seasonality of the Company’s businesgjeddent upon the seasonality of its cliebtsiness and their sale of products. Manage
believes that with the Company’s current client mund their clients’ business volumes, the Compasgtsice fee revenue business activity is
expected to be at its lowest in the quarter endactM31. Due to anticipated product release schethdnges from certain clients, the
Company does not believe this seasonal impacbeilis significant in 2005 as it has been in preaarg. The Company’s product revenue
business activity is expected to be at its highrelte quarter ended December 31.
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Item 9. Changes in and Disagreements With Accountants orcéenting and Financial Disclosure
None.

Item 9A. Controls and Procedures

The term “disclosure controls and procedurgsiefined in Rules 13a-15(e) and 15d-15(e) ofSbeurities Exchange Act of 1934, or the
Exchange Act. This term refers to the controls pratedures of a company that are designed to pgae@sonable assurance that information
required to be disclosed by a company in the repbét it files or submits under the Exchange Acgecorded, processed, summarized and
reported within the time periods specified by tlee®Bities and Exchange Commission. Our managenmehiding our Chief Executive
Officer and Chief Financial Officer, has evaluathe effectiveness of our disclosure controls amtg@dures as of the end of the period
covered by this annual report. Based upon thauatiah, our Chief Executive Officer and Chief Finah Officer have concluded that our
disclosure controls and procedures were effectivalimaterial respects as of the end of the pertared by this annual report.

There were no changes to our internal comivel financial reporting during our last fiscal qea that has materially affected, or is
reasonably likely to materially affect, our interoantrol over financial reporting.

PART IlI
Item 10. Directors and Executive Officers of the Registrant

Reference is made to the information to bését in the section entitled “Board of Directorafid “Committees of the Board” in the
definitive proxy statement in connection with ounrial Meeting of Stockholders (the “Proxy Staterfjemthich section is incorporated
herein by reference. Our Proxy Statement will bedfivith the Securities and Exchange Commissioratet than 120 days after the last day
of our fiscal year ended December 31, 2004.

Item 11. Executive Compensation

Information required by Part Ill, Item 11, ke included in the section entitled “Electionifectors” of our Proxy Statement relating to
our annual meeting of stockholders and is incorgoraerein by reference.

Item 12. Security Ownership of Certain Beneficial Owners aiinagement and Related Stockholder Matters

Information required by Part 111, Item 12, ible included in the Sections entitled “ElectionDifectors” and “Security Ownership of
Certain Beneficial Owners and Management” of owxi?rStatement relating to our annual meeting afldtolders and is incorporated herein
by reference.

The following table summarizes informationtwiespect to equity compensation plans under wéiglity securities of the registrant are
authorized for issuance as of December 31, 2004:

Number of securities Weighted-average = Number of
to be issued upor  exercise price of securities

exercise of outstanding remaining
outstanding options options and available for
Plan category (1) and warrants warrants future issuance
Equity compensation plans approved by securitydrs 4,442,10° $ 1.11  1,069,03
Equity compensation plans not approved by sechotgers 473,26¢ $ 0.9¢ —
Total 4,915,371 1,069,03

(1) See Note 5 to the Consolidated Financial Statenfentaore detailed information regarding the regis’ s equity compensation plar
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Item 13. Certain Relationship and Related Transactions

Information regarding certain of our relatibips and related transactions will be includedhim $ection entitled “Certain Relationship and
Related Transactions” of our Proxy Statement medgttd our annual meeting of stockholders and isriparated herein by reference.

Item 14. Principal Accountant and Fees and Services

Information required by Part Ill, Item 14, ible included in the section entitled “RatificatiohAppointment of Independent Auditors” of
our Proxy Statement relating to our annual meatingtockholders and is incorporated herein by exfee.

PART IV
Item 15. Exhibits and Financial Statement Schedules
(a) The following documents are filed as part of th@part:

1. Financial Statement
PFSweb, Inc. and Subsidiari

Report of Independent Registered Public Aotiog Firm

Consolidated Balance Sheets

Consolidated Statements of Operations

Consolidated Statements of Shareholders’ EquityGomiprehensive Income (Loss)
Consolidated Statements of Cash Flows

Notes to Consolidated Financial Stateme

Financial Statement Schedu

Schedule | — Condensed Financial InformatibRegistrant
Schedule I~ Valuation and Qualifying Accoun

All other schedules are omitted becauseehaired information is not present in amounts sigfit to require submission of the
schedule or because the information required isided in the financial statements or notes the

2. 2. Exhibits
Exhibit

Number Description of Exhibits
2.1() Tax Indemnification and Allocation Agreement betwdaisytek, International Corporation and PFSwab,
3.1(2) Amended and Restated Certificate of Incorpora
3.2(1) Amended and Restated Byla
10.1 (1) Non-Employee Director Stock Option and Retainer F
10.2 (1) Employee Stock Option Ple
10.3 (1) Employee Annual Incentive Pl
10.4 (1) Industrial Lease Agreement between Shelby Drivep@a@tion and Priority Fulfillment Services, Ir
10.5 (1) Lease Contract between Transports Weerts and fyrkeulfillment Services Europe B.)
10.6 (2) Form of Change of Control Agreement between the @om and each of its executive offic
10.7 (4) Ninth Amendment to Lease Agreement by and betwe8BRI ATRIUM. L.P., and Priority Fulfillment ServiseInc.
10.8 (5) Agreement for Inventory Financing by and among Bess Supplie
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Exhibit
Number Description of Exhibits

Distributors Holdings, LLC, Supplies Distributotac., Priority Fulfillment Services, Inc., PFSwebc., Inventory Financin
Partners, LLC and IBM Credit Corporati

10.9 (5) Amended and Restated Collateralized Guaranty bybahsleen Priority Fulfillment Services, Inc. andMECredit
Corporatior

10.10 (5) Amended and Restated Guaranty to IBM Credit Copmrdy PFSweb, Inc

10.11 (5) Amended and Restated Notes Payable SubordinatiozeAtwent by and between Priority Fulfillment Sersidac., Supplies
Distributors, Inc. and IBM Credit Corporati

10.12 (5) Amended and Restated Platinum Plan Agreement (mithice Discounting) by and among Supplies Distiils, S.A.,
Business Supplies Distributors Europe B.V., PFS&ah, and IBM Belgium Financial Services S.

10.13 (5) Amended and Restated Collateralized Guaranty betweerity Fulfilment Services, Inc. and IBM Belgn Financial
Services S.A

10.14 (5) Amended and Restated Guaranty to IBM Belgium Firi8ervices S.A. by PFSweb, Ir

10.15 (5) Subordinated Demand Note by and between Supplsiliitors, Inc. and Priority Fulfillment Servicésc.

10.16 (5) Notes Payable Subordination Agreement between @sadtinancial Corporation (Southwest) and Pridtitifillment
Services, Inc

10.17 (5) Guarantee in favor of Congress Financial Corponat@outhwest) by Business Supplies Distributorgdithgjs, LLC, Priority
Fulfillment Services, Inc. and PFSweb, |

10.18 (5) General Security Agreement by Priority Fulfillmegrvices, Inc. in favor of Congress Financial Coagion (Southwest

10.19 (5) Inducement Letter by Priority Fulfillment Servicésc. and PFSweb, Inc. in favor of Congress FiranCorporation
(Southwest)

10.20 (6) Form of Executive Severance Agreement between timep@ny and each of its executive office

10.21 (7) Amendment to Agreement for Inventory Financing hg among Business Supplies Distributors HoldindsC LSupplies
Distributors, Inc., Priority Fulfillment Servicelc., PFSweb, Inc., Inventory Financing PartnetsCland IBM Credit
Corporatior

10.22 (7) Amendment to Amended and Restated Platinum Plarekgent (with Invoice Discounting) by and among Jiegp
Distributors, S.A., Business Supplies DistributBrsope B.V., PFSweb B.V., and IBM Belgium Finan@arvices S.A

10.23 (7) Amended and Restated Notes Payable SubordinatiozeAtent by and between Priority Fulfillment Sersidac., Supplies
Distributors, Inc. and IBM Credit Corporati

10.24 (7) Amendment to Factoring agreement dated March 292 Petween Supplies Distributors S.A. and Fortimm@ercial
Finance N.V

10.25 (8) Loan and Security Agreement by and between Come&aee — California (“Bank”) and Priority FulfillmerServices, Inc.
(“Priority”) and Priority Fulfillment Services of Canada, Ir*Priority Canad”)

10.26 (8) Unconditional Guaranty of PFSweb, Inc. to ComeBeak— California

10.27 (8) Security Agreement of PFSweb, Inc. to Comerica E- California

10.28 (8) Intellectual Property Security Agreement betwedorRy Fulfillment Services, Inc. and Comerica Be— California

10.29 (8) Amendment 2 to Amended and Restated Platinum Ptgaefent (with Invoice Discounting) by and among3igs
Distributors, S.A., Business Supplies DistributBr¥., PFSweb B.V., and IBM Belgium Financial SeescS.A.

10.30 (8) Amendment to Agreement for Inventory Financing byl among Business Supplies Distributors Holdings; LSupplies

Distributors, Inc.
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Exhibit
Number Description of Exhibits
Priority Fulfilment Services, Inc., PFSweb, Inand IBM Credit LLC
10.31 (9) Amendment to factoring agreement dated April 3@3Between Supplies Distributors S.A. and Fortism@rcial Finance
N.V.
10.32 (9) Loan and Security Agreement by and between Congriessicial Corporation (Southwest), as Lender amgp8es
Distributors, Inc., as Borrower dated March 29, 2(
10.33 (9) General Security Agreement — Business SuppliesibBigors Holdings, LLC in favor of Congress FinaddCorporation
(Southwest
10.34 (9) Stock Pledge Agreement between Supplies Distrisutac. and Congress Financial Corporation (Sousty
10.35 (9) First Amendment to General Security Agreement bgrRy Fulfillment Services, Inc. in favor of Conggs Financial

Corporation (Southwes

10.36 (10) First Amendment to Loan and Security Agreement nasdef September 11, 2003 by and between Priouilfillfent
Services, Inc., Priority Fulfilment Services ofr@2aa, Inc. and Comerica Bat

10.37 (11) Securities Purchase Agreement dated as of NovemI2803 between PFSweb, Inc. and the Purchasersdtmerein

10.38 (11) Form of One Year Warrant dated as of November @32€sued to each of the Purchasers pursuant ®eberities Purchase
Agreement

10.39 (11) Form of Four Year Warrant dated as of Novembel0®32ssued to each of the Purchasers pursuang t8dburities Purcha
Agreement

10.40 (12) Industrial Lease Agreement between New York Lifsurance Company and Daisytek, |

10.41 (12) First Amendment to Industrial Lease Agreement betwidew York Life Insurance Company, Daisytek, kmued Priority
Fulfillment Services, Inc

10.42 (12) Second Amendment to Industrial Lease AgreementdmiviProLogis North Carolina Limited Partnership Bnidrity
Fulfillment Services, Inc

10.43 (12) Modification, Ratification and Extension of Leasetween Shelby Drive Corporation and Priority Fltfiént Services, Inc

10.44 (13) Amendment to Agreement for Inventory Financing byl among Business Supplies Distributors Holdings; LSupplies
Distributors, Inc., Priority Fulfillment Servicelc., PFSweb, Inc., and IBM Credit LL

10.45 (13) Amendment 4 to Amended and Restated Platinum Ptgaefent (with Invoice Discounting) by and among3ies
Distributors, S.A., Business Supplies DistributBry., PFSweb B.V., and IBM Belgium Financial SeescS.A.

10.46 (13) Third Amended and Restated Notes Payable SuboiainAgreement by and between Priority Fulfilmertr8ces, Inc.,
Supplies Distributors, Inc. and IBM Credit Corpdoat

10.47 (13) First Amendment to Loan and Security Agreementry lzetween Congress Financial Corporation (SouthyeasLender
and Supplies Distributors, Inc., as Borrow

10.48 (13) Form of Modification to Executive Severance Agreem

10.49 (14) Industrial Lease Agreement by and between Indugdeaelopments International, Inc. and Priority ffuthent Services, Inc
10.50 (14) Guaranty by PFSweb, Inc. in favor of Industrial Bieypments International, In

10.51 (14) Lease between Fleet National Bank and Priorityifuknt Services, Inc

10.52 (14) Guaranty by PFSweb, Inc. in favor of Fleet NatioBahk

10.53 (14) Amendment No. 3 to Lease dated as of March 3, b@®®een Fleet National Bank and Priority Fulfillmh&ervices, Inc

10.54 (15) Loan Agreement between Mississippi Business Fin@urporation and Priority Fulfillment Services, Imtated as of
November 1, 200



10.55 (15) Placement Agreement between Priority Fulfillmentv&es, Inc., Comerica Securities and MississippsiBess Finance
Corporatior

10.56 (15) Reimbursement Agreement between Priority Fulfilltn®arvices, Inc. and Comerica Bz
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l&émggr Description of Exhibits
10.57 (15) ::ni(r:st Amended and Restated Loan and Security Ageeeiny and between Comerica Bank and Priority Fuléint Services,
10.58 (15) Remarketing Agreement between Priority Fulfillm&etvices, Inc. and Comerica Securi
23.1(15) Consent of KPMG LLF
31.1(15) Certifications of Principal Executive Officer Puasu to 18 U.S.C. Section 13!
31.2 (15) Certifications of Principal Financial Officer Puemt to 18 U.S.C. Section 13
32.1(16) Certifications of Chief Executive Officer Pursuamtl8 U.S.C. Section 1350, as Adopted Pursuanetticd 906 of the

Sarbane-Oxley Act of 200z

(1) Incorporated by reference from PFSweb, Inc. Regisin Statement on Forn-1 (Commission File No. 3:-87657).
(2) Incorporated by reference from PFSweb, Inc. For-K for the fiscal year ended March 31, 2(

(3) Incorporated by reference from PFSweb, Inc. For-Q/A for the quarterly period ended September 30,L:
(4) Incorporated by reference from PFSweb, Inc. For-K for the transition period ended December 31, 2
(5) Incorporated by reference from PFSweb, Inc. For-Q for the quarterly period ended March 31, 2

(6) Incorporated by reference from PFSweb, Inc. For-Q for the quarterly period ended June 30, 2

(7) Incorporated by reference from PFSweb, Inc. For-K for the year ended December 31, 2!

(8) Incorporated by reference from PFSweb, Inc. For-Q for the quarterly period ended March 31, 2

(9) Incorporated by reference from PFSweb, Inc. For-Q for the quarterly period ended June 30, 2

(10) Incorporated by reference from PFSweb, Inc. For-Q for the quarterly period ended September 30, :
(11) Incorporated by reference from PFSweb, Inc. Repoftorm K filed on November 10, 20C

(12) Incorporated by reference from PFSweb, Inc. For-K for the year ended December 31, 2!

(13) Incorporated by reference from PFSweb, Inc. For-Q for the quarterly period ended March 31, 2

(14) Incorporated by reference from PFSweb, Inc. For-Q for the quarterly period ended September 30, :
(15) Filed herewitt

(16) Furnished herewit
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SCHEDULE |

PFSWEB, INC. AND SUBSIDIARIES

CONDENSED FINANCIAL INFORMATION OF REGISTRANT
BALANCE SHEETS — PARENT COMPANY ONLY
(In thousands)

December 31  December 31

2004 2003

ASSETS:
Cash and cash equivalel $ O $ O
Receivable from Priority Fulfillment Services, It 4,771 4,29¢
25,15¢ 24,12

Investment in subsidiarie

Total asset $ 29,92¢ $ 28,41
LIABILITIES:
Total liabilities $ o $ O
SHAREHOLDERY EQUITY:
Preferred stoc O O
Common stocl 22 21
Additional paic-in capital 56,64: 56,15¢
Accumulated defici (29,077 (29,309
Accumulated other comprehensive inca 2,421 1,62¢
Treasury stocl (85) (85)
Total shareholde’ equity 29,92¢ 28,41
Total liabilities and sharehold¢ equity $ 2992¢ $ 28,41,

The condensed financial statements shoul@&e in conjunction with the consolidated finansiatements and notes.
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SCHEDULE |
PFSWEB, INC. AND SUBSIDIARIES
CONDENSED FINANCIAL INFORMATION OF REGISTRANT
STATEMENTS OF OPERATIONS — PARENT COMPANY ONLY
FOR THE YEARS ENDED DECEMBER 31
(In thousands)
2004 2003 2002

EQUITY IN NET INCOME OF UNCONSOLIDATED SUBSIDIARY $ O $ O $ 1,168
EQUITY IN NET INCOME (LOSS) OF CONSOLIDATED SUBSIBRIES 22¢ (3,746 (12,569
NET INCOME (LOSS) $ 22¢ $ (3,746 $(11,400)

The condensed financial statements shouleé#e in conjunction with the consolidated finanstattements and notes.
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SCHEDULE |
PFSWEB, INC. AND SUBSIDIARIES
CONDENSED FINANCIAL INFORMATION OF REGISTRANT
STATEMENTS OF CASH FLOWS — PARENT COMPANY ONLY
FOR THE YEARS ENDED DECEMBER 31
(In thousands)
2004 2003 2002

CASH FLOWS FROM OPERATING ACTIVITIES

Net income (loss $ 22¢ $ (3,746 $(11,400)
Adjustments to reconcile net loss to net cash plexviby operating activitie:

Equity in net income of unconsolidated subsid — — (1,169
Equity in net (income) loss of consolidated sulzsidis (226) 3,74¢ 12,56
Net cash provided by operating activit — — —

CASH FLOWS FROM FINANCING ACTIVITIES
Net proceeds from issuance of common s 47E 4,05¢ 124
Increase in receivable from Priority Fulfillmentr8ees, Inc. (475) (4,087) (129
Net cash used in financing activiti — (22 —
NET DECREASE IN CASFH — (22 —
CASH AND CASH EQUIVALENTS, beginning of peric — 22 22
CASH AND CASH EQUIVALENTS, end of perio $  — $ — $ 22

The condensed financial statements shouleé#e in conjunction with the consolidated finanstattements and notes.
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Year Ended December 31, 20!
Allowance for doubtful accoun
Allowance for slow moving inventor
Income tax valuation allowan

Year Ended December 31, 20!
Allowance for doubtful accoun
Allowance for slow moving inventor
Income tax valuation allowan

Year Ended December 31, 20!
Allowance for doubtful accoun
Allowance for slow moving inventor
Income tax valuation allowan
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SCHEDULE Il
PFSWEB, INC. AND SUBSIDIARIES
VALUATION AND QUALIFYING ACCOUNTS
FOR THE YEARS ENDED DECEMBER 31
(Amounts in thousands)
Additions
Balance a Charges tc Charges tc Balance a
Beginning Cost and Other End of
of Period Expenses Accounts Deductions Period
$ 254 38 152 (33 $ 411
$ — 10 132 — $ 14z
$ 5,42¢ 4,22¢ 554 — $ 10,20°
$ 411 351 — (423 $ 33¢
$ 14c 1,98¢ — (812 $ 1,31«
$ 10,20° 1,19 — — $ 11,40
$ 33¢ 28¢ — (129 $ 504
$ 1,31« 1,20¢ — (45) $ 2,47:
$11,40¢ 821 — — $12,22¢
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SIGNATURES

Pursuant to the requirements of Section 1B5¢dl) of the Securities Act of 1934, the Registirza duly caused this report to be signed on
its behalf by the undersigned, thereunto duly aigkd.

By: /s/ THOMAS J. MADDEN

Thomas J. Maddel
Executive Vice President a
Chief Financial and Accounting Offic

Pursuant to the requirements of the Securt@of 1934, this report has been signed belowhieyfollowing persons on behalf of the
Registrant and in the capacities and on the datisated.

Signature Title Date

/sl MARK C. LAYTON Chairman of the Board, President and March 31, 2005
Chief Executive Officer (Principal

Mark C. Layton Executive Officer)

/sl THOMAS J. MADDEN Executive Vice President and Chief March 31, 2005
Financial and Accounting Officer

Thomas J. Madden (Principal Financial and Accounting
Officer)

/s/ DR. NEIL JACOBS Director March 31, 2005

Dr. Neil Jacob:

/sl TIMOTHY M. MURRAY Director March 31, 2005

Timothy M. Murray

/sl JAMES F. REILLY Director March 31, 2005
James F. Reill
/s/ DAVID |. BEATSON Director March 31, 2005

David |. Beatsor
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Exhibit 10.54
LOAN AGREEMENT
Between

MISSISSIPPI BUSINESS FINANCE CORPORATION
(the "Issuer")

and

PRIORITY FULFILLMENT SERVICES, INC.
(the "Obligor")

Relating to the
Issuance of

$5,000,000

Mississippi Business Finance Corporation
Taxable Variable Rate Demand

Limited Obligation Revenue Bonds, Series 2004

(Priority Fulfillment Services, Inc. Project)
Dated as of November 1, 2004

The interest (subject to certain specified exclusj®f the Issuer in this Loan Agreement has besigaed to U.S. Bank National Associati
in its capacity as Trustee (the "Trustee") undérust Indenture dated as of November 1, 2004, kexivtlee Issuer and the Trustee.
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LOAN AGREEMENT

THIS LOAN AGREEMENT (the "Agreement") is made anttered into as of November 1, 2004, by and betwieemMississippi Business
Finance Corporation (the "Issuer") and Priorityfilatent Services, Inc., a Delaware corporatiore(t@bligor”).

DEFINITIONS

Except as provided herein, all capitalized ternedldtave the meanings ascribed to them in the her{defined below). In addition to the
words and terms elsewhere defined in the Agreemseut) of the following words and terms as usetiégnAgreement shall have the followi
meaning unless the context or use indicates anottdifferent meaning or intent and shall refealicor part of the defined subject.

"Additional Bonds" means the Additional Bonds whanfe authorized to be issued in accordance wittiddet12 of the Indenture in one or
more series from time to time to provide fundstfe purposes contemplated by the Agreement.

"Completion Certificate" means the certificate pdmd for in Section 4.3 hereof, in the form of BxhiC hereto.
"Completion Date" means the date of completiorhefroject as such date shall be certified in the@etion Certificate.

"Event of Default" means those events of defaudcejied and defined in
Section 10.1.

"General Limitations" means those general limitagion the Obligor action or failure to act spedifie Section 9.3 hereof, sometimes
referenced as a condition to a particular Obligtioa, but applicable to any action by the Obligader the Agreement.

"Improvements to the Project" means such additiomgrovements, modifications or relocations as@idigor may deem necessary or
desirable in, on or to the Project, all of whiclakklbbecome part of the Project.

"Indemnified Persons" means the Issuer and its reesnbfficers, agents and employees.

"Indenture” means the Trust Indenture betweendbedr and the Trustee, dated as of November 1, 28G4e same may be amended or
supplemented in accordance with its terms.

"Inducement Date" means August 18, 2004, on whath d resolution of intent or inducement to assittte financing of the Project was
adopted by the Mississippi Business Finance Cotjoora

"Issuance Costs" means items of expense payalpégnoibursable directly or indirectly by the Issuadaelated to the authorization, sale and
issuance of the Bonds and authorization and exatofithe Agreement, which items of expense shallide, but not be limited to, the
Issuer's fee, application fees and expenses, tibliccosts, printing costs, costs of reproduciagudnents, filing and recording fees, Bond
Counsel and Counsel fees, initial Trustee's fees,



initial Remarketing Agent's fees, placement agdaes, costs of credit ratings, Credit Facilityumssce fees and charges for execution,
transportation and safekeeping of the Bonds arade@ldocuments, and other costs, charges andhfeesmection with the foregoing.

"Issuance Fee" means the Bond issuance fee payetble Issuer on or before the Effective Date mamount of $15,000.
"Municipality" means the City of Southaven, Missigs.

"Permitted Encumbrances" means and includes (ajghts of the Issuer, the Trustee and the Bankthadiens created under the Agreem
(b) the rights of the Issuer, the Trustee and thekBcreated under the Indenture and assignmehed&greement; (c) any lien, encumbrance
or charge, which is subordinate in all respecthéointerest of the Issuer, the Trustee and th&Ba any liens granted to the Bank; and (e)
liens permitted by the Reimbursement Agreemenbasented to by the Bank in writing.

"Project" means the acquisition and installatiomafchinery, equipment and fixtures in a distribotiacility located in the Municipality, as
more fully described in Exhibit A hereto, includiegch modifications thereof, substitutions thereémd Improvements to the Project, and
excluding such deletions therefrom, as shall beeniadccordance with the Agreement.

"Project Costs" means (a) obligations of the Issuehe Obligor incurred for labor and materialsl &m contractors, builders and materialmen
in connection with the acquisition, constructioguiping and installation of the Project; (b) tlestof contract bonds and of insurance of all
kinds that may be required or necessary duringdoese of construction of the Project which is paid by the contractor or contractors or
otherwise provided for; (c) all costs of enginegriervices, including test borings, surveys, egsiglans and specifications and prelimir
investigations, and supervising construction, al agefor the performance of all other duties reediby or consequent upon the proper
construction of the Project; (d) Issuance Cosisallether costs which the Obligor shall be regdito pay, under the terms of any contract or
contracts, for the acquisition, construction, equrig and installation of the Project; (f) other tsosf a nature comparable to those describ
clauses (a) through (e) above which the ObligoH &learequired to pay as a result of the damagstrdetion, condemnation or taking of the
Project or any portion thereof; (g) interest on Boads or any interim obligation during the perafcconstruction of the Project; or (h) any
other costs incurred by the Obligor which are priypehargeable to the Project and which may benfiea by the Bonds under the Act.

"Project Purposes" means use of the Project inextion with logistics and distribution.

The terms "redemption”, "redeem" and "redeemed"naised with reference to the principal of the Bomdsans, when appropriate,
prepayment, prepay and prepaid, respectively.

"Requisition Certificate" means the certificateuizgd by Section 4.1 hereof, in the form of ExhiBihereto.
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PREMISES

The Issuer is empowered under the Act to assispargon, firm or corporation in the financing ofteé projects and facilities, through the
issuance of its limited obligation revenue bondse Dbligor has proposed the acquisition, equippimdjinstallation of the Project and as an
inducement therefor has requested the Issuer st @sthe financing of the Project and certainestexpenses incidental thereto, as provided
in the Act.

The Issuer has determined that making the Loahe@bligor will promote and serve the intended psgs of, and in all respects will
conform to the provisions and requirements of tice A order to grant the Loan and thereby assigte financing of the Project, the Issuer is
issuing the Bonds. The Issuer, the Trustee an@Htiigor understand and intend that the financinthefProject through issuance of the
Bonds and the making of the Loan will be structurethe following general manner, as detailed m ltidenture and in the Agreement: The
Issuer will issue the Bonds under the Act and bseptincipal amount thereof to make the Loan toQbégor. The Loan shall be repaid by
Obligor in Loan Repayments sufficient to pay thm@pal, premium, if any, and interest on the Boadghe same become due. From the
proceeds of the Loan, the Obligor will acquire,ipcand install the Project. Under the terms of thigeement, the Obligor will make Loan
Repayments, and will be responsible for paying @sts of the Project which exceed the principal amof the Bonds, for maintaining and
insuring the Project, and for paying all taxes argenses relating to the Project. The Issuer'gatitin with respect to the Bonds is subject to
the limitations herein contained, viz., that thimgipal, premium, if any, and interest on the Boadd any other costs or pecuniary liability
relating to the Bonds, the Loan, the acquisitiaquipping and installation of the Project or anygaeding, document, or certification
incidental to the foregoing, shall never be payditim tax revenues or public funds of the Stataror agency thereof or general funds or
assets of the Issuer, but shall be payable withlalig Moneys solely and only from the SecurityeTBonds shall not be secured by any
interest in the Project or other assets of thedobli

In addition, as part of the Security for the LoagpByments the Obligor will cause to be delivereth&éoTrustee the Credit Facility of the
Bank. The Trustee is instructed in the Indenturéréav under the Credit Facility up to

(a) the principal amount of the Bonds (i) to enahkeTrustee to pay the principal amount of thed®when due at maturity, by acceleration
of maturity or otherwise or upon redemption or f@)enable the Trustee to pay the portion of thelfase Price of Bonds delivered to the
Trustee and not remarketed by the Remarketing Aggual to the principal amount of such Bonds, @iysan amount equal to 45 days' (or, if
required pursuant to Section 208 of the Indent2it, days') interest on the Bonds calculated akttw@mum Rate to enable the Trustee to
interest on the Bonds plus (c) if the Credit Fagcis so amended, any premium on the Bonds.

ARTICLE |
REPRESENTATIONS

Section 1.1 Obligor Representations and Covendhts Obligor makes the following representations wadanties for the benefit and
reliance of the Issuer, the Trustee and the Bank:



(a) The Obligor is a Delaware corporation and iy duganized, validly existing, and in good starglimder the laws of the State. The Obl
() has full power and authority to own and/or ledise properties and assets associated with thecPend to equip and install the Project,
(i) has full power and authority to execute antivi® the Agreement, the Reimbursement AgreeméetPlacement Agreement, the
Remarketing Agreement and the Pledge Agreementtcaperform the obligations as contemplated thedeun

(b) Neither the execution and delivery of the Raimslement Agreement, the Placement Agreement, theaReting Agreement, the Pledge
Agreement or the Agreement, nor the consummatigheofransactions contemplated thereby, nor tH#lfuént of or compliance with the
terms and conditions of the Reimbursement AgreentieatPlacement Agreement, the Remarketing AgreerttenPledge Agreement or the
Agreement, will, to the best knowledge of the Obtigviolate the Charter or By-laws of the Obligany provision of law, any order of any
court or other agency of government, or any indentagreement or other instrument to which the gailis now a party or by which it or any
of its properties or assets is bound, or will beanflict with, result in a breach of, or constéwt default (with due notice or the passage of
time or both) under, any such indenture, agreeneertther instrument, the result of which conflisteach or default would result in a
material adverse affect on the Obligor.0

(c) This Agreement, the Reimbursement AgreemeatPlhcement Agreement, the Remarketing Agreemedtitee Pledge Agreement have
been duly authorized, executed and delivered améach valid and binding obligations of the Obligoforceable in accordance with their
terms, except as such enforceability may be limitgdpplicable bankruptcy, insolvency, reorganaatimoratorium or other similar laws in
effect from time to time affecting the enforceailof creditors' rights generally or by generahgiples of equity.

(d) The Obligor intends to operate the Projectaurse the Project to be operated at all times duhi@germ of the Agreement for Project
Purposes and does not know of any reason why thjed®will not be so used by it in the absenceupiesvening circumstance not now
anticipated by it or beyond its control.

(e) The Project will be completed in such mannetloanform with all applicable zoning, planningilding and other regulations of
governmental authorities having jurisdiction of Pmject, all necessary utilities are or will ba#able to the Project, and the Obligor has
obtained or will obtain all requisite zoning, plamg, building, environmental or other permits nesagg for the construction and installatior
the Project for Project Purposes, and additionahfie necessary for the use of the Project areagpdo be obtained upon application at the
appropriate times.

(f) The Obligor's estimates of Project Costs, tloenBletion Date and period of usefulness of thedetojhich were supplied to the Issuer
have been made in good faith and are, to the lhdlse ®bligor's knowledge, fair, reasonable andista
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(9) No litigation or governmental proceeding is gierg or, to the best knowledge of the Obligor tieead against the Obligor which could
have a material adverse effect on its financiadatoom or business, or its power to borrow or reffagy Loan.

(h) The Obligor will operate the Project as an ‘femoic development project” under the Act duringtéiven of this Agreement. The Project
gualifies as an "economic development project" atloe Act.

(i) All the net Bond proceeds from the sale of Bands will be expended for Project Costs. No costhe Project to be financed from the
proceeds of the Bonds were paid for or incurredrpga 60 days before official action was taken iy kssuer on the Inducement Date. No
portion of the Project has been placed in servit® fo the Inducement Date.

()) The Obligor expects to cause the Project tatilzed for distribution activities for the terrhé Bonds will be outstanding.

(k) No expenditures for the Project were made gua0 days before the Issuer adopted its offici@nt resolution for the Project on the
Inducement Date.

Section 1.2 Intentionally Omitted.
Section 1.3 Issuer Representations.

(a) Based upon the advice of Bond Counsel, theetdsas the necessary power under the Act, andutasadken all action on its part required
to authorize, execute and deliver the Agreementamssue the Bonds. The execution and performbpdbe Issuer of its obligations under
this Agreement will not violate or conflict with winstrument by which the Issuer or its properties bound.

(b) All of the proceedings approving the Agreemamd the Indenture relating to the Bonds were cotediisy the Issuer at meetings which
complied with the Mississippi Open Meetings Act.

(c) No member of the Board of Directors of the &sig directly or indirectly a party to or in anyanmer whatsoever interested in the
Agreement, the Indenture, the Bonds or the proogsdielated thereto.

Additional Bonds. At the request of the Obligor tesuer may, but shall not be required to, autledttie issuance of the Additional Bonds in
accordance with Section 112 of the Indenture. Adidél Bonds shall not be issued without the priotten consent of the Bank. The terms of
any Additional Bonds shall be approved in writingtbe Obligor. Additional Bonds may be issued awlfinance any one or more of the
following: (i) the costs of making Improvementsthe Project; (ii) the refunding of all or any paftthe Bonds; and (iii) the Issuance Costs
relating to the Additional Bonds and other costssomably related to the financing as
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shall be agreed upon by the Obligor and the Isg\rgr.Improvements to the Project acquired with pheceeds of the Additional Bonds shall
become a part of the Project and shall be inclushetbr the Agreement. Refusal for any reason bystheer to issue Additional Bonds shall
not release the Obligor from any provisions of Aggeement.

Section 1.4 Benefits Under the Act.

(a) The parties hereto acknowledge that the Oblgarbeen induced to proceed with the acquisiéqnipping and installation of the Project
in part by the benefits conferred by the Act. Tésuker hereby agrees that the Obligor shall be fieahto take advantage of all of the benefits
provided by the Act to the fullest extent theregt forth subject to the rules and regulations efl§suer and the provisions of the Act. The
Issuer agrees that it will not take any actioninat| curtail or otherwise make unavailable to @leligor any of the benefits available under
Act.

(b) With respect to benefits conferred by the Aderenced in (a) above, the following shall apply:

(i) the maximum benefits accruing in any calend=arywith respect to the income tax credit (othanthny credits which may be carried
forward to future years pursuant to the Act) shall exceed the payments of the principal of, premiifi any, and interest payments on the
Bonds during such year, and the fees and expefsles drustee and any other fees and expense&nefed herein.

(i) the deductibility of interest payments on tBends shall be determined in accordance with aplpleeMississippi law.

(iii) the Obligor shall request the Trustee to pdevthe Issuer, not later than ninety (90) daysrafie end of each calendar year, with a
certificate setting forth the amount of all payntemtade to the Trustee with respect to the Bondshehéor principal, premium, interest or
the fees and expenses of the Trustee.

(c) the benefits accruing to the Obligor under Bextion 1.5 shall cease in the event:
(i) a Default should occur under this AgreemenaioiEvent of Default should occur under the Indemtar

(i) the Obligor should fail to operate the Projémt a period of nine (9) consecutive months foilogvthe initial start up of the Project except
for force majeure, strikes, lockouts, damage, detitm, act of God, act of terrorism or in generahsons beyond the Obligor's reasonable
control excepting, however, general economic coorakt



(d) the Obligor agrees to comply with the terms pralisions of the Act in all respects with respiecthe benefits available under the Act.

(e) the benefits or credits available under theghall cease to accrue on the date the princighlraarest on the Bonds are paid in full
whether at maturity or by way of redemption, exdeptany carryforward available under the Act.

(f) the benefits accruing to the Obligor under tBextion 1.5 shall be limited to the annual debtise payments on the Bonds for qualified
Project Costs and shall be reduced by the amousrpfus funds remaining after completion whichlidb@ used to redeem Bonds as prov
for in Section 4.4 of this Agreement.

(9) the tax credits allowed as a benefit underbieshall be further limited so that the credit®waled in any year shall not exceed eighty
percent (80%) of the amount of taxes due to thee$tdor to the application of the credits (as dlieel in Section 27-7-22.3, Mississippi Code
of 1972, as amended). To the extent that the patggdnhe principal of, premium, if any, and inte&reayments on the Bonds during any year
and the fees and expenses of the Trustee and @y fees and expenses referenced herein exceachthent of the tax credit authorized by
Section 27-7-22.3, Mississippi Code of 1972, asrated, in any taxable year, such excess paymenbmagcouped from excess credits in
succeeding years not to exceed three (3) yeasfioly the date upon which the credit was earned.

The Issuer makes no warranty or guaranty concethim@vailability or application of the benefitagted or earned by the Obligor under this
Section 1.5 or the Act.

ARTICLE Il
THE BONDS AND THE PROCEEDS THEREOF

Section 2.1 The Bonds. The Issuer has authorizedsiuance and sale of the Bonds. Upon issuancdedindry, the proceeds of the sale of
the Bonds derived by the Issuer shall be depositédthe Trustee as follows: (a) in the Bond Fuadum equal to the accrued interest, if ¢
on the Bonds and (b) in the Project Fund the balafithe proceeds of the Bonds. The obligatiorth@fissuer and the Obligor under the
Agreement are expressly conditioned upon delivéth@Bonds and receipt of the proceeds thereof.

Section 2.2 Issuer Action on Redemption. The Isshall, at the request of the Obligor in the cdsanocoptional redemption or at the request
of the Trustee in the case of a mandatory redemtioexpiration of the Credit Facility, or mandgtoedemption from Surplus Bond
Proceeds, forthwith take all steps as may be napessder the Indenture to effect the earliestprable redemption, as provided under the
Indenture, of any or all of the Bonds or portiohereof as may be specified by the Obligor or Treists the case may be.

In the event of an optional redemption, mandatedemption from Surplus Bond Proceeds (as defin&kation 4.4 hereof) or mandatory
redemption on expiration of the Credit FacilityJess such redemption is effected in connection witefunding, the Obligor will pay or
cause to be paid pursuant to a draw on the Creditify (or, with respect to any premium, if premrius not covered by the Credit Facility,
with Available Moneys) an amount equal to the



applicable redemption price as a prepayment optimeipal amount of the Loan corresponding to sBohds or portions thereof, together
with premium, if any, and interest accrued to thgemption date.

In the case of an Extraordinary Optional Redemptioa Obligor's direction to the Issuer to redeéide given, if at all, within six months
following the occurrence of the event giving risestich redemption.

Section 2.3 Investment of Bond Fund and ProjecdFamy moneys held as part of the Bond Fund ordetdfund shall be invested,
reinvested or applied by the Trustee in accordanitteand subject to the conditions of Article Vi the Indenture. The Obligor acknowled
that regulations of the Comptroller of the Curregegnt the Obligor the right to receive brokeragefitmations of the security transactions
they occur. The Obligor specifically waives suclifization to the extent permitted by law and wékeive periodic cash transaction
statements which will detail all investment trangats.

Section 2.4 Credit Facility. The Obligor shall cadke Credit Facility to be delivered to the Tresba or before the Effective Date. The Cr
Facility shall (a) be in an amount equal to theraggte principal amount of the Bonds outstandingftime to time plus 45 days' (or if
required pursuant to Section 208 of the Indent2t6, days') interest thereon calculated at the MarirRate, plus premium, if any; (b)
provide for payment to the extent of the amountHjgel in the preceding clause (a) in immediatelgimble funds to the Trustee (upon
receipt of the Trustee's request for payment optirecipal of, premium, if any, and/or interestttie Bonds then outstanding on any Bond
Payment Date, proposed Conversion Date, ConveBst@, Substitution Date, Purchase Date or redempiéde pursuant to the Indenture);
and (c) provide an expiration date no earlier tthenearliest of (i) the payment in full by the Basflfunds authorized to be drawn thereunder
so that there are no Outstanding Bonds, (ii) theohiag by the Bank of a draft on the Credit Fagifiir all Outstanding Bonds, (iii) a stated
expiration date, (iv) the day after any Fixed Ratmversion Date if the Obligor so elects, or (\9 fifiteenth day following an Event of
Default pursuant to Section 801(d) of the Indentilitee Obligor will cause any extension of the Cré&gicility to be deposited by the Bank
with the Trustee at least 60 days prior to thelistgtrest Payment Date prior to the expirationhef €redit Facility or Substitute Credit Facility
then in effect. Each extension of the Credit Fgcghall be satisfactory in form and substancééoTirustee. Following the Fixed Rate
Conversion Date, the Bonds may, but need not, tiereé by a Credit Facility. The Obligor shall hake right to provide a Substitute Credit
Facility in accordance with Section 210 of the Imidee.

Section 2.5 Tender. The Issuer agrees to causkrtiséee in the Indenture to act as tender agerhéObligor in connection with certain
tenders of Variable Rate Bonds and as tender dgetite Bank in connection with certain other tensdaf VVariable Rate Bonds, all as
provided in Article Il of the Indenture.

Section 2.6 Remarketing Agent. The Obligor hergigraves of the appointment of Comerica Securitieghe initial Remarketing Agent and
further covenants and agrees that without priott@minotice to the Trustee, and without writtenrappl by the Bank which approval shall
be unreasonably withheld, it will not change theraeketing Agent.



Section 2.7 Right to Exercise Conversion Optiorbj&ct to the ability of the Obligor to satisfy cairt conditions described in the Indenture,
the right is reserved to the Obligor, upon recefgirior approval from the Bank (but only if theigting Credit Facility will remain in effect
following the proposed conversion or, in any evérd,draw may be made on the existing Credit Rgdih connection with the proposed
conversion), to exercise the conversion optiorcitoedance with the Indenture.

ARTICLE Il
THE LOAN AND LOAN REPAYMENTS

Section 3.1 The Loan. Concurrently with the deljvef the Bonds, the Issuer will, upon the terms eoiditions of the Agreement, lend to
Obligor, by deposit of the proceeds thereof with Thustee in the Project Fund, an amount equélggtincipal amount of the Bonds for
application to Project Costs. The accrued inteikahy, received by the Issuer upon the sale @eBbnds shall be deposited into the Bond
Fund and shall be applied to the first interestalusuch Bonds.

Section 3.2 Loan Repayments; Credit Facility. Ex@ephereinafter provided, the Obligor shall pagause to be paid, in immediately
available funds, to the Trustee, for the accounheflssuer, loan repayments corresponding toriheipal, premium, if any, purchase price
and interest payments on the Bonds (the "Loan Repais"); in lieu of such payments, the Trusteelsiralv on the Credit Facility, pursuant
to Section 209 of the Indenture, amounts equalitéh $ oan Repayments. So long as the Credit Fadlity effect, the Loan Repayments
representing principal of, premium, if any, anceest payments on the Bonds shall be made fromsiepaf the proceeds of drawings under
the Credit Facility and the Obligor shall reimbutise Bank in accordance with the Reimbursement émgent. The Obligor shall pay or cai
to be paid Loan Repayments in installments equé)tthe principal of the Bonds maturing or subjeatedemption on any Bond Payment
Date, (b) the interest on the Bonds at the intaeetthen in effect, due on each Bond Payment &adgc) any premium required to be paid
on the Bonds.

Payments of the principal of, premium, if any, mterest on the Bonds shall be made solely fronS#wurity, including draws under the
Credit Facility (except with respect to premium|asgs the Credit Facility has been amended to goneanium on the Bonds). The Obligor's
obligation to make Loan Repayments is and shalbiemnconditional regardless of the sufficiency amdilability of Available Moneys to
make such payments.

With written notice to the Issuer, the Bank and Tnestee, the Obligor may prepay in whole or int panounts due on account of the Loan
Repayments or for the redemption of Bonds priangdurity or purchase, but such prepayment shalimanty way alter or suspend any of the
obligations of the Obligor under the terms of thgrédement and the Obligor shall continue to perfarnd be responsible for the performance
of all other terms and provisions. Such noticeldhalgiven at least 10 Business Days before thet&euis to give notice of any related
redemption pursuant to Article IV of the Indentufée Issuer agrees that the Trustee may acceptpsaphyments when the same are
tendered by the Obligor and that such prepaymeatshbe directed by the Obligor to be used for credit oan Repayments or for the
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redemption or purchase of Bonds in the manner aigkt extent provided herein and in the Indenture.

In the event the Obligor prepays Loan Repaymentisdrfollowing manner and in accordance with thavigions of the Indenture: (a) in
Available Moneys, after delivering the No Act ofidauptcy Certificate attached hereto as Exhibiblhe Trustee or (b) by causing the
Trustee to draw on the Credit Facility, for depasithe Bond Fund in an amount of money (or in ather manner satisfactory to the Trustee)
which, together with amounts then on deposit inBbad Fund and available therefor, shall be sudfiti(i) to retire and redeem at the earliest
date(s) permitted under the Indenture all of tremtBonds outstanding and (ii) to pay any interestwing on the Bonds to maturity or
redemption, and shall also make provision satiefgdb the Issuer and the Trustee for all feestscasd expenses specified in Article V
hereof accruing through the final payment of theds then the Loan shall be deemed fully repaidcamteled, and the lien of the Indenture
shall be discharged, except for the provisions iging for payment of principal of, premium, if argnd interest to the Bondholders.

ARTICLE IV
INSTALLATION OF THE PROJECT

Section 4.1 Project Fund Disbursements. Theretébkshed with the Trustee under the IndenturePitogect Fund, the moneys in which,
subject to the terms hereof and of the Indenture,sabject to the security interest therein grabtethe Obligor to the Issuer, shall be the
property of the Obligor. Unless an Event of Defénals occurred and is continuing which the Trusteequired to take notice of or is deemed
to have notice of pursuant to

Section 901(h) of the Indenture, the Trustee, asagized by the Indenture, shall disburse to ottlier benefit of the Obligor out of the Project
Fund the lesser of (a) the Project Costs, or @)ptloceeds of the Bonds deposited in the Projautl Bnd investment income in the Project
Fund. Such disbursements shall be made from tirtientoto pay Project Costs, so long as there ameymin the Project Fund, upon
presentation of Requisition Certificate(s) execuigdhe Obligor and approved for payment in writimgthe Bank. The Trustee may also
disburse moneys out of the Project Fund to orHerltenefit of the Issuer upon the Obligor's faillorpay the fees, costs and expenses of the
Trustee or Issuance Costs as required by Sectioheseof.

Disbursements from the Project Fund shall be mada the Trustee's receipt of an executed and apdrBequisition Certificate.

The Obligor shall also deliver or cause to be debd to the Trustee with a Requisition Certificsieh other documents and certificates as
may be required by the Bank, it being understoadl ttie Trustee shall have no duty to review suctunents and certificates nor shall it be
required to approve same.

Upon the occurrence of an Event of Default underitiilenture, any moneys in the Project Fund slealidnsferred by the Trustee to the B
Fund.

Upon request and with reasonable notice, the Obfigall permit the Trustee or the Issuer or itharized agents to audit the records of the
Obligor relating to Project Costs during normalibhess hours.
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Section 4.2 Obligation of the Obligor to Compléte Project. The Obligor shall proceed with reastmdlspatch to complete the Project.

The Issuer makes no warranty, either express diethand offers no assurance as to the conditidheoProject or that the Project is or will
be suitable for the Obligor's purposes, or thafptteeeeds derived from the sale of the Bonds wilsbfficient to pay all Project Costs, and the
Issuer shall not be liable to the Obligor if foryaneason the Project is not completed. In the emearteys in the Project Fund are insufficient
to pay all Project Costs, the Obligor will compléte Project and pay the Project Costs in exceiseasum of moneys available in the Project
Fund. By reason of the payment of any such poudifahe Project Costs, the Obligor shall not betkttito any reimbursement from the
Issuer, the Trustee or the holders of the Bondespect thereof or to any diminution or abatemenhé Loan Repayments payable under the
Agreement.

Section 4.3 Completion Certificate. The Obligorlsha promptly as practicable file with the Trustdes Issuer and the Bank a certificate
substantially in the form of Exhibit C attacheddterwhen the Project is complete. All moneys depdsin the Project Fund and not needed,
as of the Completion Date, to pay or reimbursedetafosts (which money shall be used for such mpapd needed), shall, upon receipt of
such certificate, and in any event on the thirdizansary hereof be deemed Surplus Bond Proceedshaiidoe immediately transferred to the
Bond Fund to be applied by the Trustee in the mapr@sided in Section 4.4 of this Agreement.

Section 4.4 Use of Surplus Bond Proceeds. All merigynsferred to the Bond Fund pursuant to theigiams of Section 4.3, Section 6.1 and
Article VII hereof ("Surplus Bond Proceeds") shadl applied by the Trustee for redemption of theddgpursuant to mandatory redemption
from Surplus Bond Proceeds or Extraordinary Opfi&edemption, as the case may be, as provideciBtmd Form Appendix to the
Indenture or reimbursement of the Bank for honodrdrawing under the Credit Facility for such puwgoor may be used for any other
purpose approved in writing by the Bank which isnpieted by the Act.

In no event shall Surplus Bond Proceeds so trarsféo the Bond Fund or the investment income tirelee used to pay interest on the
Bonds.

ARTICLE V
OTHER PECUNIARY OBLIGATIONS OF THE OBLIGOR

Section 5.1 Taxes and Other Costs. The Obligot phatinptly pay, as the same become due, all latefkgs and governmental charges of any
kind whatsoever, including without limitation incemprofits, receipts, business, property and exeises, with respect to any estate, interest,
documentation or transfer in or of the Project,Alggeement, the Loan or any payments with resgettte foregoing, the costs of all building
and other permits to be procured, and all utilitgd ather charges and costs incurred in the operatiaintenance, use and upkeep of the
Project. The Obligor shall furnish the Issuer upequest proof of payment of any such taxes, chasgessts. The Obligor may in good faith
contest, and during such contest not pay, any &uas, charges and costs, unless limited by an@aiub the restrictions provided in the
Reimbursement Agreement. The parties acknowledgettib Project will be
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subject to ad valorem taxation unless the apprtpligcal taxing authorities (County and City govegnbodies) agree that the Project will be
exempt in whole or in part from such taxes.

Section 5.2 Issuer Fees and Expenses. The Obhgdirpay all Issuance Costs and other reasonalefeuocket costs and expenses of the
Issuer incidental to the performance of its oblimad under the Agreement, the Indenture and wiheet to its authorization, sale and
delivery of the Bonds, including without limitatian or before the Effective Date the Issuer's Issedee, or reasonably incurred by the
Issuer in enforcing the provisions of the Agreemarthe Indenture.

Section 5.3 Fees and Expenses of the Trustee andrReting Agent. The Obligor shall pay the reasteédes, costs and expenses and
advances of the Trustee, and the Remarketing Ageigr the Indenture for services rendered in cdiorewith the Bonds, the duties and
services of such Trustee being set out in the dlenand it shall pay the Trustee, in additiohredsonable out-of-pocket counsel fees, taxes
and other fees, costs and expenses reasonablyadduy the Trustee in performing its duties as TB®isnd in entering into the Indenture. All
such payments shall be made as statements areedraded shall be made by the Obligor directly o Thustee except to the extent fees and
expenses of the Trustee incurred in connection thighissuance of the Bonds are paid from proceksiale of the Bonds.

Section 5.4 Indemnification of the Issuer

(&) The "Indemnified Persons" shall not be lialoléhte Obligor for any reason in connection with ifmiance of the Bonds. The Obligor shall
indemnify and hold the Issuer and the IndemnifiecsBns harmless from any loss, expense (includiaganable counsel fees), or liability of
any nature due to any and all suits, actions, legaliministrative proceedings, or claims arisingesulting from, or in any way connected
with:

() the financing, installation, operation, use nmiintenance of the Project,

(i) any act, failure to act, or misrepresentatignany person, firm, corporation or governmentaray, including the Issuer, in connection
with the issuance, sale, remarketing or deliverthefBonds,

(iii) any act, failure to act, or misrepresentattnthe Issuer in connection with this Agreemendiay other document involving the Issuer in
this matter, or

(iv) the selection and appointment of firms promgliservices to the Bond transaction.

If any suit, action or proceeding is brought agaihe Issuer or any Indemnified Person, that aatioproceeding shall be defended by cou
to the Issuer or the Obligor, as the Issuer sted#minine. If the defense is by counsel to the Isadnéch is the Attorney General of the State,
or may in some instances be private, retained @uogshe Issuer but which counsel shall not
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have an existing conflict of interest with the @oli in undertaking the representation, the Oblgjall indemnify the Issuer and Indemnified
Persons for the reasonable cost of that defenf&ling reasonable counsel fees. If the Issuer debers that the Obligor shall defend the
Issuer or Indemnified Person, the Obligor shall edimtely assume the defense at its own cost. Thig@Ishall not be liable for any
settlement of any proceedings made without its @en@vhich consent shall not be unreasonably withhe

(b) The Obligor shall also indemnify the Issuerddireasonable costs and expenses, including mahmcounsel fees, incurred in:
(i) enforcing any obligation of the Obligor undeis Agreement or any related agreement,

(i) taking any action requested by the Obligor,

(iii) taking action required by this Agreement aryaelated agreement, or

(iv) taking any action considered necessary bylidheer and which is authorized by this Agreemerary related agreement.

(c) The obligations of the Obligor under this seatshall survive any assignment or terminatiorhaf Agreement.

(d) The Obligor shall not be obligated to indemrttig Issuer or any Indemnified Person under sutosefd), if a court with competent
jurisdiction finds that the liability in questionas caused by the willful misconduct or sole grasgligence of the Issuer or the involy
Indemnified Person(s), unless the court deterntimats despite the adjudication of liability butview of all circumstances of the case, the
Issuer or the Indemnified Person(s) is (are) farg reasonably entitled to indemnity for the exgasrnwhich the court considers proper.

Section 5.5 Indemnification of the Trustee. Thei@i shall indemnify and hold the Trustee harmkggainst any loss, liability or expense,
including reasonable attorneys' fees, or costsiaduvithout breach of the required standard of &t forth in the Indenture arising out of or
in connection with claims or actions taken undepunsuant to the Indenture, including the costsexmknses of defense including counsel
selected by the Trustee against any such clainstameor liability. Notwithstanding anything to tlentrary in this Agreement, the Obligor
expressly acknowledges and agrees that the oladigatind liabilities of the Obligor as set forththits Section 5.5 shall survive the resignation
or removal of the Trustee.

Section 5.6 Insurance. The Obligor shall continhoimsure against such risks and in such amoungsesequired under the Reimbursement
Agreement.
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ARTICLE VI
PROJECT MAINTENANCE

Section 6.1 Maintenance and Operation. The Obligioits expense, shall maintain the Project in gomttlition, repair and working order, ¢
shall make or cause to be made from time to tirheeslessary repairs, renewals and replacemenisaoydvear and tear and obsolescence
excepted.

Section 6.2 Remodeling and Modifications. The Gilignay remodel or modify the Project as it, indiscretion, may deem to be desirable
its uses and purposes. The cost of such remodatiadifications or improvements shall be paid by @isgigor.

ARTICLE VII
DAMAGE TO PROJECT AND CONDEMNATION

In the event (i) the Project is damaged or destipge (ii) failure of title to all or part of ther8ject occurs or title to or temporary use of the
Project is taken in condemnation or by the exerofgbe power of eminent domain by any governmembaly or by any person, firm or
corporation acting under governmental authoritg, @bligor shall promptly give written notice theféo the Issuer, the Trustee and, if the
Credit Facility is in effect at the time, the Barls soon as practicable the Obligor shall eleetiiting to the Issuer, the Bank and the Trus
and with the written consent of the Bank as re@liog the Reimbursement Agreement (or the Collaeogluments, as defined in the
Reimbursement Agreement), whether to deposit imagrar condemnation proceeds in the Project Fumd thie Bond Fund. If the Obligor
shall elect to deposit such proceeds in the Préjend, it shall proceed to restore the Project watisonable dispatch, and such moneys shall
be disbursed in accordance with Section 4.1 ofAlgieement. If the Obligor shall elect to depositls proceeds in the Surplus Bond Proct
Account in the Bond Fund, such proceeds shall kbd tsredeem the Bonds to the extent of such pdsdeethe manner provided in the
Indenture and in the Bond Forms Appendix under Moy Redemption from Surplus Bond Proceeds. Ag Emany of the Bonds are
outstanding, all such funds shall be invested atiid by the Obligor.

ARTICLE VIII
ACTIONS AFFECTING OBLIGOR AND ISSUER INTERESTS IN T HE
AGREEMENT AND THE PROJECT

Section 8.1 Assignment of the Agreement. The Isshall assign its rights under and interest inAgeeement (except Reserved Rights) and
in all moneys deposited in the various funds urtiderAgreement and the Indenture to the Trusteaipuatgo the Indenture as security for
payment of the principal of and interest on the @)rand such assignment shall entitle the Trusteaforce any obligation of the Obligor
under the Agreement. The Obligor hereby conserdmyoand all assignments described in the precesdingence or set forth in the Indenture.
The Issuer shall not amend the Indenture withaaiwthitten consent of the Obligor, the Trustee dredBank, as provided in the Indenture.

Pursuant to the Act, the assignment of the Isstights and interests pursuant to this SectiorsBdll be valid and binding from the time this
assignment is made. The money or
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property pledged and thereafter received by theelssnmediately shall be subject to a lien in fawbthe Trustee without a physical delivery,
filing, or any further act. The lien of the Trustgeall be valid or binding as against parties hguglaims of any kind in tort, contract, or
otherwise, against the Issuer irrespective of waretthe parties have notice. Neither this Agreembit]ndenture, nor any other instrument by
which the assignment is made need be filed or deswbr

Section 8.2 Obligor's Interest in the Agreement Thbligor shall not assign or transfer its right®bligations under the Agreement, excef
permitted in the Agreement or consented to in ngitdy the Bank (which consent shall be governethbyReimbursement Agreement) anc
long as the General Limitations are complied with.

Section 8.3 Liens by the Obligor. The Obligor simait create or permit the creation of any lien,usnisrance or charge upon the Project
except Permitted Encumbrances.

Section 8.4 Security Interest in the Project Furalbetter secure its obligations hereunder, inclgdhe obligation to pay Loan Repayments,
as and when they are due, the Obligor hereby geas¢gurity interest in the moneys at any time hettie Project Fund, and any proceeds
thereof, to the Issuer and the Bank (to the extenfTrustee is directed to disburse such moneifset®ank pursuant to the Indenture) to be
perfected by possession of such moneys in the &réjend by the Trustee and held therein for theebeaf the Bondholders and Bank as
provided in the Indenture.

Section 8.5 Ownership of Project. The parties askedge that the Obligor leases the real propertwbith the Project will be located, and
that the Obligor shall own the Project (which maystitute leasehold improvements to such real ptgpe

ARTICLE IX
FURTHER OBLIGATIONS OF THE OBLIGOR

Section 9.1 Compliance with Laws. The Obligor shtlloughout the term of the Agreement and at peege to the Issuer, promptly comply
or cause compliance with all legal requirementdwdy constituted public authorities which are apalile to the Project or to the repair and
alteration thereof, or to the use or manner ofaighe Project. Notwithstanding the foregoing, bubject to the General Limitations, the
Obligor may exercise its rights to contest the liggaf any such legal requirement as applied @ RBnoject provided that in the opinion of
Counsel such contest shall not in any way matgradliersely affect or impair the obligations of tbligor under the Agreement.

Section 9.2 Ownership of Project.

(a) So long as no Event of Default shall have asmiand be continuing hereunder, the Project magoheeyed and transferred and this
Agreement assigned to a new owner with the pridttevr consent of the Issuer and the Bank (whictseahshall be governed by the
Reimbursement Agreement), and without the conskthieoT rustee or any Bondholder; provided thati@® new owner shall be an individual,
a partnership, limited liability company or corptioa duly organized and validly existing in goodrading under the laws of any state and, if
applicable, is qualified to do business in
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Mississippi and shall assume in writing the obligias of the Obligor under this Agreement and thieentlocuments contemplated hereby and
(i) the Obligor shall, at least 30 days prior ttyauch assignment or transfer, provide the Isandrthe Trustee with written notice of such
transfer accompanied by a copy of the assumptiozeagent.

(b) The Obligor shall at all times operate or catoske operated the Project in strict compliand wie terms of this Agreement so that it
fulfills the public purposes of the Act.

Section 9.3 Access to Project and Records. Sutgeeasonable security and safety regulations easlonable requirements as to notice, the
Issuer, the Trustee, the Bank and their duly aighdragents shall have the right at all reasonkes to enter the facility of the Obligor and
inspect the Project. The Issuer, the Trustee, #rekBind their duly authorized agents shall alse@liag right to inspect the books and records
of the Obligor pertaining to the Project and theBiy (as defined in the Indenture), subject sanable requirements as to notice and d
regular business hours.

ARTICLE X
EVENTS OF DEFAULT AND REMEDIES

Section 10.1 Events of Default. The term "Evenbefault" shall mean, whenever used in the Agreepaamnt one or more of the following
events:

(a) Failure by the Obligor to pay any Loan Repaytsémthe amounts and at the times provided inrAtljeement, but if and only if the Bank
has, after demand under the Credit Facility, faitegay the amount of such Loan Repayment as arch whe.

(b) Failure by the Obligor to observe and perfomy ather obligations in this Agreement on its garbe observed or performed for a period
of 30 days after written notice specifying suchui@ and requesting that it be remedied, givemméoQ@bligor by the Issuer, the Bank or the
Trustee; provided, however, that if such Defaudtlshe such that it cannot be corrected within spehiod, it shall not constitute an Event of
Default if correctable without material adversesetfon the Bonds and if corrective action is in#itl by the Obligor within such period an
diligently pursued until corrected.

(c) Any representation or warranty made by the @aslin any document delivered by the Obligor toithigal purchasers, the Trustee, the
Bank or the Issuer in connection with the issuaraks and delivery of the Bonds is untrue when nia@dey material adverse respect.

(d) The occurrence of an Event of Default underltitenture.
(e) Notice from the Bank of the occurrence of aetiwf Default under the Reimbursement Agreement.

The Events of Default described in subsection flmva are also subject to the following limitatidiithe Obligor by reason of force majeur
unable to carry out or observe the obligations idlesd in such subsection (b), the Obligor shalll®teemed to be in breach or
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violation of this Agreement during the continuaméesuch inability. The term "force majeure” as ubedein shall include, without limitation,
acts of public enemies; insurrections; riots; epits; landslides; lightning; earthquake; fire; eaines; tornadoes; storms; floods; washouts;
droughts; arrests; civil disturbances; labor diséunces or strikes; explosions; breakage or acctdantichinery, transmission pipes or canals;
partial or entire failure of utilities; or any otheause or event other than financial inability reztsonably within the control of the Obligor.
The Obligor agrees, however, insofar as possibtertiedy with all reasonable dispatch the causesptimg it from carrying out its
agreement; provided, however, that the settlemiesirikes, lockouts and other industrial disturbesshall be entirely within the exercise of
the reasonable discretion of the Obligor.

Section 10.2 Remedies upon Event of Default. Whenarxy Event of Default shall have occurred anddrginuing, the Issuer, with the
consent of the Trustee, or the Trustee acting akimal have and may exercise any one or moreeofaftowing remedial powers:

(a) If the principal of and interest accrued onBuads shall have been declared immediately dugaydble pursuant to the Indenture, to
declare all Loan Repayments payable under SectibfoBthe remainder of the term of the Agreemertid immediately due and payable,
whereupon the same shall become immediately dug@ayable; provided, however, that if the Trusteslsdmnul any such declaration
pursuant to the Indenture, the declaration providedh this clause (a) shall be deemed annulled;

(b) If the principal of and interest accrued on Bands shall have been declared immediately dugpapdble pursuant to the Indenture, to
institute any actions or proceedings at law orguity for the collection of Loan Repayments or otheéms due and unpaid under the
Agreement, to prosecute any such action or prongedijudgment or final decree, and to enforce amgh judgment or final decree and
collect in the manner provided by law any moneyjs@ged or decreed to be payable;

(c) In case there shall be pending proceedingthtobankruptcy or for the reorganization of thei@id under the Federal bankruptcy laws or
any other applicable law, or in case a receivearustee shall have been appointed for the proprtiye Obligor, to file and prove a claim or
claims for the whole amount owing under the Agreeinpéus interest owing and unpaid in respect tHemed, in case of any judicial
proceedings, to file such proofs of claim and otbegvers or documents as may be necessary or advisalyder to have the claims of the
Trustee allowed in such judicial proceedings reto the Obligor, its creditors, or its propeidpnd to collect and receive any moneys or ¢
property payable or deliverable on any such claamg, to distribute the same after the deductidtsafharges and expenses.

In case the Trustee or the Issuer shall have pdece® exercise or enforce any right or remedy utide Agreement and such proceeding
shall have been discontinued or abandoned for eamon, or shall have been determined adversely athe in every such case, the Obligor,
the Issuer and the Trustee shall be restored testsective rights and positions hereunder andggits and remedies of the Obligor, the Issuer
and the Trustee shall continue as though no sumtepding had been taken, but subject to the limitatof any such adverse determination.
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Any amounts collected pursuant to action taken utide Section shall be paid into the Bond Fund aplied in accordance with the
Indenture, except amounts collected pursuant tiwlart/ for the benefit of the Issuer or the Isssi&gents, which shall be paid to and reta
by the Issuer.

Section 10.3 Payment of Attorneys' Fees and OtRpeifises. In the event the Obligor should defaudeuany of the provisions of the
Agreement and the Issuer and/or the Trustee skeonfioy attorneys or incur other expenses for thiect@on of the Loan or for the
enforcement of performance or observance of anigatbn of the Obligor in the Agreement or any etlecument related to the issuance of
and security for the Bonds, the Obligor shall omded therefor pay to the Issuer or the Trustebptr, as the case may be, the reasonable
fees of such attorneys and such other reasonapémsas so incurred.

Section 10.4 Waivers and Limitation on Waivers.rBgson of the assignment of the Issuer's rightsrdacest in the Agreement to the
Trustee, the Trustee shall have the power witlctmsent of the Bank to, and shall if requestedhieyBank, waive or release the Obligor from
any Event of Default or the performance or obseteasf any obligation or condition of the Obligorden the Agreement, provided such
waiver or release is not prohibited by the Indemtamd the Trustee and the Issuer receive an opafi@ounsel that such action will not
impose any pecuniary obligation or liability or &ise consequence upon the Issuer or the Trustethaitssuer and the Trustee shall have
each been provided such indemnification from thégobas the Issuer or the Trustee shall deem sacgsand provided that, with respect to
a waiver of an Event of Default such waiver shallimited to the particular Event of Default so wead and shall not be deemed to waive any
other Event of Default hereunder nor a waiver sinailar Event of Default on a future occasion.

No delay or omission to exercise any right occigriipon any Event of Default shall impair any sughtror shall be construed to be a wai
thereof, but any such right may be exercised friome to time and as often as may be deemed expethentder to exercise any remedy
reserved to the Issuer or the Trustee in this Agesd, it shall not be necessary to give any naitber than such notice as may be herein
expressly required. Notwithstanding anything tod¢batrary contained herein, the Obligor does navevany statute of limitations under
applicable law.

ARTICLE XI
OBLIGATIONS OF OBLIGOR UNCONDITIONAL

Section 11.1 Obligor Obligations. The obligatiortleé Obligor to make Loan Repayments as providéestiicle Il hereof and the payments
required by Article V hereof and to perform its etltovenants hereunder shall be absolute and uitioorad and shall not be subject to any
diminution by right of set-off, counterclaim, regouent or otherwise. During the term hereof, theigall(i) shall not suspend or discontinue
its Loan Repayments, (ii) shall perform and obsallef its other obligations contained herein iiijiexcept as explicitly permitted herein,
shall not terminate the Agreement for any causkidicg, without limiting the generality of the fageing, defect in title to the Project, failure
to complete the Project, any acts or circumstatitasmay constitute failure of consideration, ewitctor constructive eviction, destruction or
damage to or condemnation of the Project, commidrcistration of purpose, any
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change in the tax or other law by the United StafeSmerica or the State or any political subdieisiof either, or any failure of the Issuer to
perform and observe any obligation or conditiosiag out of or connected with the Agreement. Thiallsnot be construed to release the
Issuer from the performance of any of its obligasiender the Agreement; and in the event the Ishadl fail to perform any such obligation,
the Obligor may institute such action against gmiér as the Obligor may deem necessary to coregermance; provided, however, that no
such action shall violate this Section or diministan Repayments. The Obligor may at its own codtexpense and in its own name or in the
name of the Issuer, prosecute or defend any aotipnoceedings or take any other action involvimgdtpersons which the Obligor deems
reasonably necessary in order to secure or pribagghts under the Agreement, and in such eventgsuer shall cooperate fully with the
Obligor.

ARTICLE Xl
MISCELLANEOUS

Section 12.1 Amounts Remaining in Funds. Any am@ueinaining in the Bond Fund, the Purchase FunkeoProject Fund upon expiration
or sooner termination of the Agreement as hereiniged, after payment in full of the Bonds (or pgien therefor) in accordance with the
Indenture, and all other costs and expenses dtiigor specified under Article V, and all amountging the Issuer, the Trustee, the Bank,
and the Remarketing Agent under the Agreementinithenture and the Reimbursement Agreement, shadhlweto the Obligor.

Section 12.2 Obligor Bound by Indenture. The Indemhas been submitted to the Obligor for exanamatnd the Obligor, by execution of
this Agreement, acknowledges and agrees that padiipated in the drafting of the Indenture aggees that it has approved the Indenture
and agrees that it is bound by and shall haveigidsrset forth by the terms and conditions theeswf covenants and agrees to perform all
obligations required of the Obligor pursuant to tiwens of the Indenture.

Section 12.3 Consents Under the Agreement. Unlieswise expressly provided herein, all consentmfited or required to be given under
the Agreement by the Issuer or the Trustee shakasonable and shall not be unreasonably withdreliglayed.

Section 12.4 Notices. All notices, certificatesotiier communications hereunder shall be sufficyegitten and shall be deemed given on the
date shown as delivered when mailed by registeregmified mail, postage prepaid, return receggfuested, addressed to the Issuer, the
Obligor, the Bank, or the Trustee, as the caselmeagnt the Issuer's Address, the Obligor's AddtiesBank's Address, or the Trustee's
Address, respectively, or hand delivered to thevalad its respective addresses. A duplicate comach such notice, certificate or other
communication given hereunder to the Issuer, thiggdh the Bank, or the Trustee shall also be gitethe others.

The Issuer, the Obligor, the Bank, and the Trustag by written notice to the other parties, desigreny further or different addresses to
which subsequent notices, certificates or commuioieg shall be sent.
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Section 12.5 Amendment. The Agreement may be andemaly as provided in the Indenture, and no amemdoethe Agreement shall be
binding upon either party hereto until such amenurigereduced to writing and executed by the pattiereto.

Section 12.6 Binding Effect. The Agreement shalbbeling upon the parties hereto and upon its i@spesuccessors and assigns, and the
words "Issuer" and "Obligor” shall include the jpesthereto and its respective successors and assighinclude any gender, singular and
plural, any individuals, partnerships or corporasio

Section 12.7 Severability. If any clause, provisoorsection of the Agreement be ruled invalid oenfiorceable by any court of competent
jurisdiction, the invalidity or unenforceability stich clause, provision or section shall not aféest of the remaining clauses, provision:
sections.

Section 12.8 Execution in Counterparts. The Agregmmay be executed in several counterparts, eaulnich shall be an original and all of
which shall constitute but one and the same ingntm

Section 12.9 Captions and Table of Contents. Thé&arss or headings and the Table of Contents irAtireement are for convenience only
and in no way define, limit or describe the scopatent of any provisions of the Agreement.

Section 12.10 Applicable Law. The Agreement shalgbverned in all respects, whether as to validibpstruction, performance or otherw
by the laws of the State.

Section 12.11 Rights of the Bank. Anything contdinethis Agreement to the contrary notwithstandmgrights of the Bank to give conse
or approvals, to direct actions or otherwise exereiny rights or authority under this Agreemenrd)ldie suspended if the Bank wrongfully
dishonors a draft drawn under the Credit Facibtythe Credit Facility is for any reason unavaitatd the Trustee for the benefit of the holi
of the Bonds other than its expiration in accor@anth its terms.

[THIS SPACE INTENTIONALLY LEFT BLANK]
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Loan Agreement
Signature Page

IN WITNESS WHEREOF, the parties hereto have catised\greement to be duly executed as of the dayaadfirst above written.

MISSISSIPPI BUSINESS FINANCE
CORPORATION
(Issuer)

By:

Bill Barry

Its: Executive Director

Attest:

By:
Vernon Smith, Secretary

(SEAL)

PRIORITY FULFILLMENT SERVICES, INC.
(Obligor)

By:
Its:
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EXHIBIT A

The Project, located at 8474 Market Place, Southaviéssissippi 38671, consists of the acquisitiod astallation of machinery, equipment
and fixtures with respect to a logistics and disttion facility leased to the Obligor. The realagston which the Project is to be located is
leased to the Obligor.
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EXHIBIT B
REQUISITION CERTIFICATE

TO: U.S. Bank National Association, as Trustee

FROM: Priority Fulfillment Services, Inc. (the " Obligor")
SUBJECT: $5,000,000 Mississippi Business Finance Co rporation Taxable Variable
Rate Demand Limited Obligation Revenue Bon ds, Series 2004 (Priority

Fulfillment Services, Inc. Project)

This represents Requisition Certificate No. in the total amount of $ to pay thosescofthe Project detailed in the
schedule attached.

The undersigned does certify that:

1. The expenditures for which moneys are requisétibhereby represent proper charges against thecPFaund of the subject bond issue,
have not been included in a previous requisitich lzewve been properly recorded on the Obligor's ook

2. The moneys requisitioned hereby are not grelser those necessary to meet obligations due arabfeaor to reimburse the Obligor for its
funds actually advanced for Project Costs and deemresent a reimbursement to the Obligor for waylcapital.

3. To the best of our knowledge, no Event of Dédfaxists under the Agreement and nothing has oeduo the knowledge of the Obligor t
would prevent the performance of its obligationdemthe Agreement.

4. In the event moneys in the Project Fund aftgnment of moneys herein requested are insufficietaty Project Costs, the Obligor will pay
such additional Project Costs as are incurred faoh other funds which are available for such psepo

5. All of the property acquired with the moneyséisr requested will be owned by the Obligor.

6. Delivered herewith are the following requestediticates, sworn statements, waivers of lienysys, invoices, architect's certificates and
other documents:



Capitalized terms used herein have the meaningsmdghem in the Trust Indenture for the Bonds.

Executed this day of ,20

PRIORITY FULFILLMENT SERVICES, INC.
(Obligor)

Its:

APPROVED BY:
COMERICA BANK, as Issuer of the Credit Facility

By

Its:




SCHEDULE TO REQUISITION CERTIFICATE NO.

Description of Property or
Payee and Address Services Provided A mount



EXHIBIT C

COMPLETION CERTIFICATE

TO: U.S. Bank National Association, as Trustee

FROM: Priority Fulfillment Services, Inc. (the " Obligor")
SUBJECT: $5,000,000 Mississippi Business Finance Co rporation Taxable Variable
Rate Demand Limited Obligation Revenue Bon ds, Series 2004 (Priority

Fulfillment Services, Inc. Project)

The undersigned does hereby certify:

1. The equipping and installation of the Projeatehbeen completed in accordance with the Plansrasuch manner as to conform with all
applicable zoning, planning and building regulasiari the governmental authorities having jurisdictof the Project, as of the date of this
Certificate (the "Completion Date").

2. The Project Costs have been paid in full ext@pthose not yet due and payable, or which aragbedontested, which are described below
and for which moneys for payment thereof are béeld in the Project Fund:

(a) Cost of the Project not yet due and payable:

Description Amo unt

$_
TOTAL $__
(b) Payments being contested:

Description Amo unt

$

TOTAL $

3. The moneys in the Project Fund in excess ofdtads set forth in 2(a) and (b) above represempl8s Bond Proceeds and the Trustee is
hereby authorized and directed to apply such mopegsuant to
Section 4.4 of the Agreement.

4. No Event of Default has occurred under the Agrert or the Reimbursement Agreement nor has anyt @eeurred which with the giving
of notice or lapse of
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time or both shall become such an Event of Deféldthing has occurred to the knowledge of the Qslithat would prevent the performance
of its obligations under the Agreement or the Reiresbment Agreement.

This certificate is given without prejudice to amyhts against third parties which exist at theedareof or which may subsequently come
being.

Capitalized terms used herein have the meaningmdhem in the Trust Indenture for the Bonds.
Executed this day of , 200 _.

PRIORITY FULFILLMENT SERVICES, INC.
(Obligor)

Its:
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EXHIBIT D

NO ACT OF BANKRUPTCY CERTIFICATE

TO: U.S. Bank National Association, as Trustee

FROM: Priority Fulfillment Services, Inc. (the " Obligor")
SUBJECT: $5,000,000 Mississippi Business Finance Co rporation Taxable Variable
Rate Demand Limited Obligation Revenue Bon ds, Series 2004 (Priority

Fulfillment Services, Inc. Project)

The undersigned does hereby certify to the Trustekethe Bank that, during and prior to the periedibning and continuing
until the date hereof, no Act of Bankruptcy (asimkd in that certain Loan Agreement, dated as ofddtber 1, 2004, between the
undersigned and the Mississippi Business FinanepdZation) shall have occurred.

The Obligor acknowledges that the Trustee and @mekBnay conclusively rely on this Certificate.

Under penalties of perjury, this certificate hasrexecuted this ___ day of , 200thépbligor.

PRIORITY FULFILLMENT SERVICES, INC.
(Obligor)

By
Its:




Exhibit 10.55

PLACEMENT AGREEMENT
BETWEEN

PRIORITY FULFILLMENT SERVICES, INC.
(THE "OBLIGOR")

AND

COMERICA SECURITIES
(THE "PLACEMENT AGENT")

AND

MISSISSIPPI BUSINESS FINANCE CORPORATION
(THE "ISSUER")

DATED AS OF NOVEMBER 1, 2004
RELATING TO

$5,000,000
MISSISSIPPI BUSINESS FINANCE CORPORATION
TAXABLE VARIABLE RATE DEMAND LIMITED OBLIGATION
REVENUE BONDS, SERIES 2004
(PRIORITY FULFILLMENT SERVICES, INC. PROJECT)



Section 1.

Section 2.

Section 3.
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PLACEMENT AGREEMENT

$5,000,000
Mississippi Business Finance Corporation

Taxable Variable Rate Demand Limited Obligation &aye Bonds, Series 2004

(Priority Fulfillment Services, Inc. Project)
Dated as of November 1, 2004

PRIORITY FULFILLMENT SERVICES, INC.
500 N. Central Expressway, Suite 500
Plano, Texas 75074

MISSISSIPPI BUSINESS FINANCE CORPORATION
735 Riverside Drive, Suite 300
Jackson, Mississippi 39202

Ladies and Gentlemen:

At the request of Priority Fulfillment Servicesclna Delaware corporation (the "Obligor"), Comar®ecurities (the "Placement Agent”) has
acted as your placement agent in connection wehrthial placement with the purchasers (the "Paselis") of $5,000,000 aggregate princ
amount of Mississippi Business Finance Corporafiarable Variable Rate Demand Limited Obligation &ae Bonds, Series 2004 (Priol
Fulfillment Services, Inc. Project) (the "Bondgt),be issued on the date of the acceptance heuesfignt to a Trust Indenture dated as of
November 1, 2004 (the "Indenture") between the Igsigpi Business Finance Corporation (the "Issuant) U.S. Bank National Associatic
as Trustee (the "Trustee"). The proceeds of thedBane to be loaned to the Obligor pursuant toanlAgreement dated as of November 1,
2004 (the "Loan Agreement") between the Issuerthad®bligor. The payment when due of the princga interest on (and purchase price
of) the Bonds will be supported, to the extent jfed therein, by a Letter of Credit issued by CdogeBank, Detroit, Michigan (the "Bank")
pursuant to a Reimbursement Agreement dated aswémiber 1, 2004 (the "Reimbursement Agreementiyéen the Obligor and the Bank.
The Bonds will bear interest at the initial rate of % and are more fully described in the PrelanjrPrivate Placement Memorandum dated
December 15, 2004 (the "Preliminary Private Plaggrivemorandum™) and the Private Placement Memornandated December 22, 2004
(the "Private Placement Memorandum") prepared imeotion with the placement of the Bonds.

SECTION 1. REPRESENTATIONS, WARRANTIES AND COVENAISTOF THE ISSUER. By the Issuer's acceptance hettemfssuer
hereby represents and warrants to, and agreesthétiflacement Agent that as of the date of acneptaf this Agreement:

(a) The Issuer is duly authorized under the cantgit and laws of the State of Mississippi to istweBonds and to execute, deliver and
perform its obligations hereunder



and under the Loan Agreement, the Indenture an8dmels, to pledge the Security described in themiare and pledged thereby in the
manner and to the extent therein set forth; albastrequired of the Issuer for the issuance oBbieds and the execution and delivery of, and
the performance of its obligations under, this A&gnent and under the Loan Agreement, the Indentdete Bonds have been duly and
effectively taken; this Agreement, the Loan Agreatrand the Indenture have been duly executed,dszne delivered by the Issuer and,
assuming the due authorization and execution tihérethe other parties thereto, are valid, bindamgl enforceable agreements of the Issuer,
except as the enforceability thereof may be limtgdankruptcy, insolvency or similar laws affegtitne enforcement of creditors' rights
generally and general principles of equity; andBbads have been duly authorized, executed, isanddlelivered and constitute valid and
binding limited obligations of the Issuer, enforokesin accordance with their respective terms, pkas the enforceability thereof may be
limited by bankruptcy, insolvency or similar lawffegting the enforcement of creditors' rights getigrand general principles of equity.

(b) There is no action, suit, proceeding, inquirynvestigation at law or in equity or before ordyy court, public board or body or other
governmental authority pending, with respect toalutthe Issuer has received service of procest tine knowledge of the Issuer, is
threatened against or affecting it wherein an umfalle decision, ruling or finding could adversaffect the transactions contemplated by
Agreement, or which in any way raises any questimrcerning the legality, validity or enforceabilif this Agreement, the Bonds, the
Indenture or the Loan Agreement, nor to the bestW@dge and belief of the Issuer is there any kthsiefor.

(c) The execution, delivery and performance bylsiseer of this Agreement, the Loan Agreement, titkeihture and the Bonds do not and

not violate any order, injunction, ruling or dect®ewhich the Issuer is bound, and do not andmwatl constitute a breach of or a default under
any agreement, indenture, mortgage, lease, natther obligation, instrument or arrangement to Whtee Issuer is a party or by which the
Issuer or any of its property is bound, or contraver constitute a violation of any law, rule ogukation to which the Issuer or any of its
property is subject, and no approval or other adbip, or filing or registration with, any governntahauthority or agency is required in
connection therewith which has not been previooblgined or accomplished (except that the Issu&emao representation as to compliance
with state securities or "Blue Sky" laws or thewéies laws of the United States or as to any fsrgovernmental permissions, including
environmental clearances, rights and licenses,ash® necessary for the construction and operafitime Project (as defined in the
Indenture), as to which no representation or wayrancovenant is made).

(d) The information contained under the captionéTésuer” in each of the Preliminary Private PlasethMemorandum and the Private
Placement Memorandum is true and correct and dotesomtain any untrue statement of a materialdact does not omit to state a material
fact necessary in order to make the statements thadein, in light of the circumstances under wtitodly were made, not misleading.
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(e) Each of the representations and warrantielseofdsuer contained in the Loan Agreement andenrtenture are true and correct on an
of the date hereof and are hereby made to the mmteAgent on and as of the date hereof as ifosdt herein at length.

(f) The Issuer will not knowingly take any actionfail to take any action it alone could take, whaction or omission might in any way res
in the loss of the exclusion of interest on the @from gross income for federal income tax purpose

(9) Any certificate signed by any member or authedliofficer of the Issuer and delivered to the &aent Agent shall be deemed a
representation and warranty by the Issuer to thedPhent Agent as to the statements made therein.

(h) The Issuer shall cooperate with the Placemeg@nAin any endeavor to qualify the Bonds for dffgrand sale under the securities or "t
Sky" laws of such jurisdictions of the United States the Placement Agent may request; and ther lsglli@urnish such information, execute
such instruments and take such other action in@adipn with the Placement Agent as the PlacemgehfAmay reasonably request in
connection therewith; provided, however, that g&uer shall not be required to register as a deakeibroker in any such state or jurisdiction
or make any additional representations or warrantie€onnection with the sale of securities, osubject itself to service of process in any
state or jurisdiction other than the State of Misgipi. The Issuer consents to the use of therRirelry Private Placement Memorandum and
the Private Placement Memorandum by the Placemgantdn obtaining such qualification.

SECTION 2. REPRESENTATIONS, WARRANTIES AND COVENAISTOF THE OBLIGOR. By its acceptance hereof, theigiol
represents and warrants to, and agrees with, g#eRlent Agent and the Issuer that:

(a) The Obligor has taken all necessary actiorutbaize, execute and deliver this Agreement, than Agreement and the other documents
and agreements (including, without limitation, Reimbursement Agreement) executed and deliveredninection with the issuance of the
Bonds and the other transactions contemplated héegich a "Related Document” and, collectively,"fRelated Documents”) to which it is a
party, and this Agreement, the Loan Agreement hadRelated Documents to which it is a party hawanliuly executed and delivered by the
Obligor and constitute the legal, valid and bindafdigations of the Obligor, enforceable in accomawith their respective terms except as
the enforceability thereof may be limited by bankay, insolvency or similar laws affecting the emtement of creditors' rights generally and
general principles of equity.

(b) There is no action, suit, proceeding, inquirynwestigation at law or in equity, or before grdny court, public board or body or other
governmental authority, pending or, to the bestiedge and information of the Obligor, threatengdiast or affecting the Obligor, wherein
an unfavorable decision, ruling or finding couldterélly adversely affect the business or financ@idition of the Obligor or could advers
affect the transactions contemplated by this Agesgror the Private Placement Memorandum, or whiciny manner raises any question
concerning the legality, validity or enforceabilf this Agreement, the
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Bonds, the Indenture, the Loan Agreement or angteelDocument to which the Obligor is a party, teathe best knowledge and belief of
the Obligor is there any basis therefor.

(c) The execution, delivery and performance byGidigor of this Agreement, the Loan Agreement drelRelated Documents to which it i
party do not and will not materially violate the &ter or By-laws of the Obligor, or any order, imftion, ruling or decree by which the
Obligor is bound, and do not and will not consttatmaterial breach of or a default under any ageeé indenture, mortgage, lease, note or
other obligation, instrument or arrangement to Wwhite Obligor is a party or by which the Obligoramy of its property is bound, or to the
Obligor's best knowledge contravene or constituteagerial violation of, any law, rule or regulatitmwhich the Obligor or any of its prope

is subject, and to the Obligor's best knowledgepyroval or other action by, or filing or registoat with, any governmental authority or
agency is required in connection therewith whick hat been previously obtained or accomplishedsigeal that, for this purpose, the terms
"materially" and "material® mean that such eventioccumstance will not adversely affect the (1) i@bi's power and authority to execute this
Agreement, the Loan Agreement and the Related Dentsn(2) the enforceability against the Obligoswth documents or (3) the Obligor's
ability to repay the Bonds.

(d) The descriptions and information containechia Preliminary Private Placement Memorandum atsafdte and the Private Placement
Memorandum as of its date under the captions "thictory Statement,” "The Obligor and the Use oftBedls," "The Bonds" (other than the
information under the sub-heading "Book-Entry Sysfe "Sources of Payment and Security,” "The LetfeCredit,” "The Reimbursement
Agreement," "The Loan Agreement," "The Pledge aacuBity Agreement,” and "The Trust Indenture" (sdekcriptions and information are
referred to herein as the "Obligor's Portion of Bmeliminary Private Placement Memorandum" and'@igigor's Portion of the Private
Placement Memorandum,"” respectively) are true anbct in all material respects and do not cordaiy untrue statement of a material fact
or omit to state a material fact necessary in otolenake the statements made therein, in light@fcircumstances under which they were
made, not misleading.

(e) Each of the Obligor's representations and wéigs contained in the Loan Agreement are truecancect on and as of the date hereof and
are hereby made to the Placement Agent on andths ofate hereof as if set forth herein at length.

(f) Any certificate signed by any officer of the [@or and delivered to the Placement Agent shaliéemed a representation and warranty by
the Obligor to the Placement Agent as to the statdsnrmade therein.

(g) The Obligor shall cooperate with the Placenfegent in any endeavor to qualify the Bonds for offg and sale under the securities or
"Blue Sky" laws of such jurisdictions of the Unit&tates as the Placement Agent may request; ar@iigor will furnish such information,
execute such instruments and take such other aatiomoperation with the Placement Agent as thed?lent Agent may reasonably request
in connection therewith; provided, however, that @bligor shall not be required to register asaleteor a broker in any such state or
jurisdiction or make any additional representationsvarranties ir



connection with the sale of securities, or to scibiself to service of process in any state oisjliction in which it is not already so subject.
The Obligor consents to the use of the Prelimiriyate Placement Memorandum and the Private PlaseMemorandum by the Placement
Agent in obtaining such qualification.

SECTION 3. APPROVAL OF PRIVATE PLACEMENT MEMORANDUMT he Issuer and the Obligor ratify, and the Issuet the Obligor
consent to the use by the Placement Agent of, thknfinary Private Placement Memorandum in conectiith the offering of the Bonds
prior to the date hereof. On or before the datesafance of the Bonds, the Issuer (at the Obligapense) shall deliver to the Placement
Agent such reasonable number of copies of the erivlacement Memorandum as the Placement Agentrefjakst. The Issuer and the
Obligor authorize and approve the Private Placermorandum and consent to the use by the Placefgamt of the Private Placement
Memorandum in connection with the offering of then8s.

SECTION 4. PLACEMENT OF THE BONDS. The PlacemeneAgshall use its best efforts to solicit, at thie rof interest established by
Remarketing Agent pursuant to Section 110(b) ofitldenture, purchases of the Bonds and the beakiinterests in the Bonds by
sophisticated investors which customarily purct@sgorate securities in large denominations ai@mf par in connection with the initial
sale of the Bonds and the beneficial interesthénBonds by the Issuer. The Purchasers of the Banmed® purchase the Bonds at a price €
to 100% of the principal amount thereof and to theeypurchase price thereof on the date of issuahitee Bonds (the "Closing"). Each of the
Purchasers is to deposit the purchase price af tbgpective Bonds with the Placement Agent fandfer by the Placement Agent to the
Trustee on the date of issuance of the Bonds. 33wel and the Obligor approve the placement oBtmels with the Purchasers on the terms
referred to herein. It is understood that the pasehof the Bonds by the Purchasers is subjecetpatformance by the Obligor and the Issuer
of their obligations to be performed hereundemat jarior to the Closing, to the accuracy in all et respects of the representations and
warranties of the Obligor and the Issuer hereiofake time of the Closing, and to the followingnddtions, including the delivery by the
Obligor and the Issuer of such documents and op#nés are enumerated herein in form and substaasenably satisfactory to the
Placement Agent:

(a) At the time of the Closing, (i) the Indentutlee Loan Agreement and the Letter of Credit shalibfull force and effect in the form
heretofore approved by the Obligor, the Issuer,Tilustee and the Placement Agent and none of tiegding documents shall have been
amended, modified or supplemented from the forrassiif as of the date hereof, except as may havedm®oved by the Placement Agent,
the Closing in all events, however, to be deemeti spproval, (ii) the proceeds of the sale of theds shall be deposited and applied as
described in the Loan Agreement and the Indentude a

(iii) the Obligor and the Issuer shall have dulpptdd and there shall be in full force and effexthsresolutions as are necessary in conne
with the transactions contemplated herein anderPttivate Placement Memorandum.

(b) At or prior to the Closing, the Indenture shalve been executed and
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delivered by the Issuer and the Trustee, the Logreément shall have been executed and delivergaebigsuer and the Obligor, the
Reimbursement Agreement shall have been executkdaivered by the Obligor and the Bank, and thiédreof Credit shall have been
executed and delivered by the Bank.

(c) At the Closing, the Issuer shall deliver thenBs duly executed.

(d) At or prior to the Closing, the Placement Agsimall receive the following documents in such nandf counterparts as shall be mutually
agreeable to the Placement Agent, the Issuer an@lbtigor:

(1) The opinion of Wolff & Samson, counsel to theli@or, dated the date of Closing;

(2) The approving opinion of Watkins Ludlam Win&IStennis, P.A., Bond Counsel, dated the date oéi@b;

(3) The supplemental opinion of Watkins Ludlam W& Stennis, P.A., Bond Counsel, dated the dat€losing;

(4) The preference opinion of Watkins Ludlam WingeBtennis, P.A., dated the date of Closing ad@dré$s the Placement Agent;

(5) The enforceability opinion of Bodman LLP, coaht the Bank, dated the date of Closing, addtegséhe Placement Agent, the Issuer
and the Trustee;

(6) A certificate dated the date of Closing andsijby an authorized official of the Obligor acedyé to the Placement Agent to the effect
that (A) each of the representations and warraofitise Obligor set forth herein and in the Loarrédgment and the Reimbursement
Agreement shall be accurate as if made on and e afate of Closing, (B) all of the conditions agteements required in this Agreement
and the Reimbursement Agreement to be satisfigetidormed by the Obligor at or prior to the dateCtdsing shall have been satisfied or
performed in the manner and with the effect contated herein, and (C) as of the date of Closingzwent of Default on the part of the
Obligor under the Loan Agreement or the Reimbursegrgreement has occurred and is continuing anevent has occurred and is
continuing which, with the lapse of time or theigiy of notice, or both, would constitute such arlivof Default;

(7) A certificate dated the date of Closing andemjby a member or an authorized officer of thadsso the effect that (A) each of the
representations and warranties of the Issuer gt fierein and in the Indenture and the Loan Agerershall be accurate as if made on ar
of the date of Closing, (B) all of the conditionsdaagreements required in this Agreement to befeatior performed by the Issuer at or prior
to the date of Closing shall have been satisfigoeoformed in the manner and with the effect coptabed herein and (C) as of
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the date of Closing, no Event of Default on thet pathe Issuer under the Indenture or the LoareAgrent has occurred and is continuing
no event has occurred and is continuing which, ithlapse of time or the giving of notice, or hatlould constitute such an Event of
Default;

(8) A certificate dated the date of Closing andsijby an authorized official of the Bank as todle execution and delivery of the Letter of
Credit by the Bank and as to the accuracy of tfenmation regarding the Bank contained in the RenNRlacement Memorandum,;

(9) A certificate of a duly authorized officer dfet Trustee as to the due execution of the Indemtpitbe Trustee and the due authentication
and delivery of the Bonds by the Trustee;

(10) A specimen Bond,;
(11) A specimen Letter of Credit; and

(12) Such additional legal opinions, certificatesgceedings, instruments and other documents &ldltement Agent may reasonably req
in connection with the transactions contemplatethisy Agreement.

SECTION 5. PAYMENT TO THE ISSUER AND DELIVERY OF BIDS. The Placement Agent agrees that it will, andhte of issuance

of the Bonds, transfer to the Trustee, for the antof the Issuer, the purchase price of the Bodsonly to the extent that the Purchasers
have deposited the purchase price of their respeBibnds with the Placement Agent. If any Purchdses not deposit the purchase price of
its Bonds or otherwise refuses to purchase its Botie Placement Agent will use its best effortartange for a substitute purchaser for such
Bonds.

The Bonds will be delivered as fully registered @®im such authorized denominations and registeredch names and in such amounts as
the Placement Agent may have requested not lessotibusiness day prior to the date of issuantieedBonds. The Bonds will be made
available for checking and packaging by the Placgmgent not less than one business day priordaltite of issuance of the Bonds, at such
place as the Obligor, the Issuer, the Placemenhi?ged the Trustee shall agree. It is anticipatedl @ CUSIP identification number will be
typed or printed on the Bonds. The Issuer, thegdbland the Placement Agent will cooperate to oktae CUSIP number.

SECTION 6. LIMITATION. Nothing contained in this &ement Agreement shall obligate the Placement ¥¥ggpurchase any Bond in the
event that any Purchaser fails to pay the purchase for such Bond on the date of issuance oBitrads.
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SECTION 7. FEES AND EXPENSES.

(a) The Placement Agent shall be entitled to arfebhe amount of $43,750 for its services hereundbich fee shall be payable by the
Obligor on the date of sale and delivery of the @rThe parties hereto recognize and agree thésdher shall have no liability with respect
to payment of the foregoing fee.

(b) The Obligor shall pay all other costs and esgsrincurred in connection with the issuance aadephent of the Bonds and the prepara
execution, delivery and filing of this Agreemerite tPrivate Placement Memorandum, the Indenturd,dhe Agreement, the Bonds, the
Reimbursement Agreement and any other Related Deyrand any other documents which may be delivierednnection herewith or
therewith, including the fees and disbursemenBarfd Counsel, the fees and disbursements of cotorsitle Bank, the fees and
disbursements of counsel for the Placement Agkatfdes and expenses of the Trustee and its cotimsdées and expenses of the Issuer, the
cost of printing the Bonds, letter of credit fetw fees and expenses of accountants and anyentperts retained by the Obligor or the
Placement Agent in connection with the issuancepacement of the Bonds.

SECTION 8. INDEMNIFICATION AND CONTRIBUTION.

(a) The Obligor will indemnify and hold harmlesg tRlacement Agent, its officers and employees eauth person who controls the
Placement Agent within the meaning of Section 18hefSecurities Act of 1933, as amended, or Se@ga) of the Securities Exchange Act
of 1934, as amended, (each an "Indemnified Partg; eollectively, the "Indemnified Parties"), agstiany losses, claims, damages or
liabilities, joint or several, to which any Inderfiad Party may become subject, insofar as suctetysdaims, damages or liabilities, or acti

in respect thereof, (i) arise out of or are bageshuan untrue statement or alleged untrue stateofieninaterial fact contained in the Obligor's
Portion of the Preliminary Private Placement Memdran or the Obligor's Portion of the Private PlaeetiMemorandum or any amendment
or supplement thereto or (ii) arise out of or amsdzl upon the omission or alleged omission to Btdtee Obligor's Portion of the Preliminary
Private Placement Memorandum or the Obligor's Boif the Private Placement Memorandum or any amentor supplement thereto a
material fact known to the Obligor necessary ireoitd make the statements made therein, in thé digthe circumstances under which they
were made, not misleading. The foregoing indenstigll include reimbursement for any legal or otlvgrenses reasonably incurred by any
Indemnified Party in connection with investigatimgdefending any such action or claim.

The Placement Agent will, promptly after receivimgtice of the commencement of any action agairssPlacement Agent in respect of wt
indemnification may be sought against the Obligetjfy the Obligor in writing of the commencemeritioe action. Failure of the Placement
Agent to give such notice will reduce the liabildaf/the Obligor under this indemnity agreementhoy amount of the damages attributable to
the failure to give the notice; but the failure lwibt relieve the Obligor from any liability it mayave to the Placement Agent otherwise than
under the indemnity agreement in this Sectionnif such action is brought against the Placemenhged the Placement Agent notifies the
Obligor of its commencement,



the Obligor may, or if so requested by the Placdmgent shall, participate in its or assume itsetksk, with counsel reasonably satisfactory
to the Placement Agent, and after being so reqdéstassume such defense or if the Placement Agjesd notice to the Obligor that it elects
to assume such defense, the Obligor (subject tagkesucceeding sentence) will not be liable ®Rlacement Agent under this Section for
any legal or other expenses subsequently incurygdeoPlacement Agent other than reasonable costsastigation incurred at the request,
or with the consent, of the Obligor. If the Obligtmes not employ counsel to have charge of thendefer if the Placement Agent reasonably
concludes that there may be defenses availabtentoich are different from or in addition to thaseailable to the Obligor (in which case the
Obligor will not have the right to direct the de$enof such action on behalf of the Placement Ageedsonable legal and other expenses
incurred by the Placement Agent will be paid by @i#igor. Any obligation under this

Section of the Obligor to reimburse the Placemege for expenses includes the obligation to makeaces to the Placement Agent to
cover such expenses in reasonable amounts andsanable periodic intervals not more often thanthigras requested by the Placement
Agent.

(b) If the indemnification provided for in subsexti(a) of this

Section is unavailable to the Placement Agent iggraontrolling person thereof) in respect to arssks, claims, damages or liabilities refe
to therein, then the Obligor shall, in lieu of imaeifying the Placement Agent, contribute to the antgaid or payable by the Placement
Agent as a result of such losses, claims, damaglebdities in such proportion as is appropri&tereflect the relative benefits received by
Obligor and the Placement Agent, respectively, ftbeplacement of the Bonds. If, however, the allion provided by the immediately
preceding sentence is not permitted by applicable then the Obligor shall contribute to such aniguaid or payable by the Placement A¢
in such proportion as is appropriate to reflectaxdy such relative benefits but also the relataudt of the Obligor and the Placement Agent,
respectively, in connection with the statementsrarssion which resulted in such losses, claims,atgrs or liabilities, as well as any other
relevant equitable considerations. The relativeeliereceived by the Obligor or the Placement Agesdpectively, shall be deemed to be in
the same proportion as the total proceeds fronpldeement of the Bonds (before deducting costseapéenses other than placement fees and
expenses), on the one hand, bear to the totalmkmefees and expenses received by the Placememt Am the other hand. The relative
fault shall be determined by reference to, amohgrathings, whether the untrue or alleged untratestent of a material fact or the omission
or alleged omission to state a material fact rell&deinformation supplied by the Obligor or the ¢é8dment Agent and the parties' relative int
knowledge, access to information and opportunitydwect or prevent such statement or omission.Qtlggor and the Placement Agent,
respectively, agree that it would not be just agditable if contribution pursuant to this Sectioaresdetermined by pro rata allocation or by
any other method of allocation which does not ad@ount of the equitable considerations referreabtave in this Section. The amount paid
or payable by the Placement Agent as a resulteofasses, claims, damages or liabilities referoeghiove in this Section shall be deemed to
include any legal or other expenses reasonablyri@dby the Placement Agent in connection with gtigating or defending any such action
or claim. Notwithstanding the provisions of thidsaction (b), the Placement Agent shall not beireduo contribute any amount in exces
the placement fee paid to the Placement Agent uBdetion 7(a) hereof.
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The obligations of the Obligor under this Sectiosh@ll survive the issuance and the maturity oBbeds and the termination of this
Agreement.

SECTION 9. RESPONSIBILITIES OF PLACEMENT AGENT. TRéacement Agent agrees that it will not solicfiee$ to purchase any
Bonds or beneficial interests in the Bonds exc@pin jurisdictions (A) where the Bonds or the kénial interests in the Bonds are qualified
for offering and sale, and the Placement Agentiaiied to offer and sell the Bonds or the beriafimterests in the Bonds on behalf of the
Issuer, or (B) where the Bonds, the beneficialrggts in the Bonds and the Placement Agent are gb@®om registration; and

(i) where such solicitation would not violate aweg rise to a violation of the securities laws lod tUnited States of America or of a jurisdict
in which offers to purchase the Bonds or the berafinterests in the Bonds are solicited.

SECTION 10. GOVERNING LAW. This Agreement shall ¢g@verned by and construed in accordance with te &f the State of
Mississippi.

SECTION 11. COUNTERPARTS. This Agreement may beesitin any number of counterparts, each of whicl &g an original, and by
the parties hereto on separate counterparts, dtsame effect as if the signatures thereto aretdherere upon the same instrument.

SECTION 12. BINDING EFFECT. This Agreement shallddeding upon, and inure to the benefit of, thetiparhereto and their respective
successors and assigns, except that no party heegt@ssign any of its rights or obligations hedamrrwithout the consent of the other par

SECTION 13. SURVIVAL OF ISSUER'S AND OBLIGOR'S REBBRENTATIONS AND OBLIGATIONS. The respective agrearns
representations (which are made only as of thettisgédgreement is accepted) and warranties ofgber and the Obligor and their
respective officials or officers set forth in, oade pursuant to, this Agreement will remain in falce and effect, regardless of any
investigation, or statement as to the results tfereade by or on behalf of the Placement Agemt |¢lsuer, the Obligor or any of their
respective officials, officers or directors or atgear any controlling person, referred to in thetfparagraph of Section 8, and will survive
delivery of and payment for the Bonds, the matuitthe Bonds and any termination of this Agreement

SECTION 14. FAILURE OF PURCHASE TO OCCUR. If fonyareason the purchase of the Bonds by any Purcileaset consummated, tl
Obligor shall remain responsible for the expenedsetpaid or reimbursed by it pursuant to Section
7(b), and the obligations of the Obligor pursuanSéection 8 shall remain in effect.

[THE BALANCE OF THIS PAGE INTENTIONALLY LEFT BLANK.
SIGNATURE PAGE TO FOLLOW.]
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PLACEMENT AGREEMENT
Signature Page

IN WITNESS WHEREOF, the parties have caused thise@ignent to be executed and delivered by their dutliorized officers as of the date
first above written.

COMERICA SECURITIES

By:

Michael J. Wilk
Its: Managing Director

Accepted this 29th day of December, 2004 by

MISSISSIPPI BUSINESS FINANCE
CORPORATION

By:

Bill Barry
Its: Executive Director

Attest:
By:

Vernon Smith
Its: Secretary

PRIORITY FULFILLMENT SERVICES,
INC.

By:

Thomas J. Madden
Its: Chief Financial Officer
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REIMBURSEMENT AGREEMENT

REIMBURSEMENT AGREEMENT (the "Agreement") datedadNovember 1, 2004 (the "Execution Date") by aptileen PRIORITY
FULFILLMENT SERVICES, INC., a Delaware corporatiomhose address is 500 N. Central Expressway, Bibr HPlano, Texas 75074 (the
"Obligor") and COMERICA BANK, a Michigan banking qmoration, with an office located at 800 E. CampBelad, Suite 254, Richardson,
Texas 75081 (the "Bank").

WITNESSETH:

WHEREAS, the Obligor has requested the Missisdiuyginess Finance Corporation (the "Issuer") torfagathe cost of acquiring equipment
and machinery (and related assets) to be usedistrdution facility located at 8474 Marketpla@guthaven, Mississippi (the financing of
machinery and equipment collectively referred teehreas the "Project"”) by the issuance and salesyaunt to a Trust Indenture dated as of
November 1, 2004 (the "Indenture"), naming U.S. IBBEational Association, as trustee (the "Trusteef' 5,000,000 principal amount of t
Issuer's Variable Rate Demand Limited Obligationéteie Bonds (Priority Fulfilment Services, Incofect), Series 2004 (the "Bonds") to
the purchaser or purchasers (the "Bond Purchasars)

WHEREAS, in order to induce the Bond Purchasemutchase the Bonds, the Obligor has requestedhtb&ank issue an irrevocable letter
of credit (such letter of credit and any succe$stber of credit as described in Section 2 of thigeement being herein called the "Letter of
Credit") in an amount not to exceed $5,061,643sB4t{ amount being herein called the "Letter of @r&ohount”) to secure payment of the
principal and purchase price of, and interest lo@ Bonds;

NOW, THEREFORE, in consideration of the premiske,®bligor and the Bank hereby agree as follc
SECTION 1. Reimbursement and Other Payments.

(a) The Obligor hereby agrees with the Bank afadt (i) to pay the Bank, following payment by Bank of any drawing presented under a
Letter of Credit (other than a Purchase Drawingd@ed in the Letter of Credit)), and on the satag on which such drawing is so paid, a
sum (and interest on such sum as provided in cl@iyselow) equal to the amount so paid underltbtter of Credit; (ii) to pay the Bank,
interest on any and all amounts remaining unpaithbyObligor hereunder, at any time from the datesaich amount becomes payable until
payment in full, payable on demand, at a fluctugtimerest rate per annum (computed on the basis36D day year for the actual number of
days elapsed) as shall be in effect from timerntefiwhich rate per annum shall be equal to threeepé (3%) above its prime rate established
by the Bank from time to time, which prime rate nmef necessarily be the Bank's lowest rate fordddRrime Rate"), provided that such
fluctuating interest rate shall in no event be bigthan the maximum rate permitted by law andduition, upon demand by the Bank any

all reasonable expenses including but not limitekgal expenses incurred by the Bank in enforaeimgrights under this Agreement.
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(b) The Obligor hereby agrees to pay to the Baollowing payment by the Bank of any Purchase Drawiresented under the Letter of
Credit, interest on all amounts owed the Bank agdisult of the Bank honoring the Drawing, payabtmthly, at a fluctuating interest rate
annum (computed on the basis of a year of 360 daygll to one percent (1%) above the Bank's Priate.R’he Bank shall notify the Oblig
in writing of the amounts due pursuant to this ®etien 1(b). The amount of each Purchase Drawiayj bk due and payable upon the ea
of (A) the expiration or earlier termination dafetlee Letter of Credit, (B) upon the occurrencanfEvent of Default, (C) immediately from
the proceeds of a remarketing of the Bonds to xtené of such remarketing proceeds; or (D) sixy) @ays after the date of such Purchase
Drawing.

(c) In addition, the Obligor hereby agrees to gathe Bank a commission with respect to the Leatt&redit, computed (on the basis of a )
of 360 days for the actual number of days elapaeti)e rate of three quarters of one percent (3f#&6jannum on the Letter of Credit Amo
(or, in the event, and effective the first dateadrich an annual payment of the Letter of Credit nossion is due following the date of any
reduction in the maximum amount available underlLtbtger of Credit in accordance with the terms ¢loéron such smaller amount to which
the maximum amount available under the Letter @di@mmay have been so reduced from time to timehfand including the date of issua
of the Letter of Credit to but excluding the laayd drawing is available under the Letter of Qrétie "Expiration Date"), payable annually
in advance on the first day of December of each yetl the Expiration Date; provided, that thesfimstallment shall be payable on the date
of issuance of the Letter of Credit for the pericn and including such date of issuance until Noker 30, 2005. If the Expiration Date
occurs on a day prior to the date to which a comsimishas been prepaid under this Section 1(b)B&mk agrees to repay, promptly after the
Expiration Date, such portion of such commissiofsaadlocable to the period from and including Expiration Date until the day to which
such commission has been prepaid; provided, tleaB#mk shall not be obligated to repay any portibsuch commission if at the close of-
Bank's business on the Expiration Date an Evebtaféult shall have occurred and is then continuing.

(d) If any change in any law or regulation or ie thterpretation or implementation thereof by aayrt or administrative or governmental
authority charged with the administration thera@on€lading, without limitation, a change in a reaaritent that affects the manner in which the
Bank allocates capital resources to its commitmeénttuding its obligations hereunder and underltetter of Credit) shall either (i) impose,
modify or deem applicable any reserve, special siégamitation or similar requirement against &t of credit issued by, or assets held b'
deposits in or for the account of, the Bank orifiipose upon, modify, require, make or deem apbleto the Bank any increased capital
requirement or similar requirement (including, waith limitation, a new requirement that affects th@nner in which the Bank allocates
capital resources to its commitments includingligations hereunder or under the Letter of Cjedtit(iii) impose on the Bank any other
condition regarding this Agreement or the LetteCoédit, and the result of any event referred tol&use (i), (ii) or (iii) above shall be an
increase in the cost to the Bank of issuing or ta@img the Letter of Credit or reduce the rateetfirn on capital, as a consequence of the
issuing or maintaining the Letter of Credit or penfiing the Bank's obligations hereunder, to a l&eébw that which the Bank would have
achieved but for such events; (which increase &t opdecreased benefit shall be determined b#mk's reasonable allocation of the
aggregate of such cost increases or reduced bereitlting from



such events), then, upon demand by the Bank, thig@pshall immediately pay to the Bank, from titimetime as specified by the Bank,
additional amounts which shall be sufficient to gemsate the Bank for such increased cost or dextdmnefit, together with interest on e
such amount commencing the date such compensatiemanded until payment in full thereof at the @bvided in subsection (a)(ii) abo
A certificate as to such increased cost or dectehseefit incurred by the Bank as a result of argnémentioned in clause (i), (ii) or (iii)
above, submitted by the Bank to the Obligor, shaltebuttably presumed correct as to the amour¢dhabsent fraud or demonstrable
mistake in calculation.

(e) In addition, in the event that a successort€ris appointed pursuant to the Indenture, thég®bagrees to pay the Bank a commission
equal to $1,500 for transferring the Letter of Qréalthe successor Trustee, plus any out-of-poekpenses incurred by the Bank in
connection with such transfer. Both such commisaiath such expenses shall be paid at the time éferaof the Letter of Credit.

(f) In addition, the Obligor agrees to pay the Barlketter of Credit draw processing fee equal 0$dlus wiring and mailing expenses for
each drawing under the Letter of Credit submittedhe Trustee to the Bank (if an interest drawing a principal drawing are submitted at
the same time, they shall be treated as one drawim@urposes of determining the draw processiag, feaid fee to be due and payable on the
date a drawing is submitted by the Trustee to thekB

(9) All payments by the Obligor to the Bank hereemshall be made in lawful money of the United &aind in immediately available funds
at the Bank's office at 500 Woodward Avenue, D&tMichigan 48226, or such other office of the Baskmay be designated from time to
time by written notice to the Obligor by the Bamil such payments will be charged when due to Girlgyaccount no. 1892024777
maintained with Bank (or any other deposit or otherounts of Obligor with Bank); provided, howewdis authorization shall not affect
Obligor's obligation to pay, when due, any indebtess hereunder whether or not account balancessifii@ent to pay amounts due.

SECTION 2. Issuance of Letter of Credit. On or befdecember 29, 2004, upon written notice fromQ@aéigor to the Bank and subject to
the satisfaction of the conditions precedent sptih Section 3 below, the Bank will issue theteebf Credit in substantially the form of
Exhibit "A" hereto, in favor of the Trustee and @iy no later than December 16, 2006. The Obllgeneby requests that the Bank issue the
Letter of Credit in the form attached as Exhibit''A

SECTION 3. Conditions Precedent to the Issuantheot etter of Credit. The obligation of the Bankigsue the Letter of Credit is subject to
the satisfaction of the following conditions preeatl

(a) On or before the date of issuance of the Lett€redit, the Obligor shall have paid to the Béimk commission payable on such date of
issuance under Section 1(c) above.



(b) On or before the date of issuance of the Letft€redit, the Bank shall have received the follogy each dated contemporaneous with the
date of issuance of the Letter of Credit and imf@and substance satisfactory to the Bank:

(i) Certified copies of resolutions of the BoardQifectors of the Obligor approving this Agreemehg form and content of the Letter of
Credit and the other matters and documents contgatphereby.

(i) A Certificate of the Secretary or an Assist&sicretary of the Obligor, certifying the names &nd signatures and incumbency of the
officers of the Obligor, authorized to sign thisrAgment, and the other documents to be deliverédhgyeunder.

(iii) Certified copies of the Articles of Incorpdian of the Obligor and certificates of good stamgfor the Obligor from each jurisdiction in
which its conduct or activities require it to bednsed to do business.

(iv) A full set of the Obligor's Bylaws duly cetigld by the Secretary or an Assistant Secretarhiefbligor.

(v) Favorable opinion of Wolff and Samson counselthe Obligor and the Guarantor (as defined hgrairform and substance satisfactor
the Bank.

(vi) A favorable opinion of Watkins, Ludden, Wint&rStennis, P.A., as Bond Counsel, in form and tarxse satisfactory to the Bank.
(vii) A favorable opinion of Bodman LLP, as coungal the Bank, in form and substance satisfactothé Bank.
(viii) An executed copy of the Indenture (or a cdpgreof certified as to authenticity by the Tragte

(ix) An executed copy of that certain Loan Agreetraiated as of the Execution Date between the Issuthe Obligor (the "Loan
Agreement") (or a copy thereof certified as to aatktity by Counsel for or an agent of the Issuer).

(x) Counterpart originals of the guarantees, maygasecurity agreements, subordination agreemadtsther documents constituting the
Collateral Documents (as defined in Section 9 f Agreement) together with evidence of such reiogs filings of financing statements or
of other actions necessary or desirable to estathies priority of lien in the Security (as definedSection 9 of this Agreement) as the Bank
may require.

(xi) A copy of the Private Placement Memorandungéther with the documents incorporated thereinetigrence, herein called the "Private
Placement Memorandum") of the Issuer relating éoBbnds.



(xii) An executed original of that certain PledgeleSecurity Agreement dated as of the Executiome Datween the Obligor, the Bank and the
Trustee.

(xiii) A redemption notice to the Trustee duly extad by Obligor with respect to the redemptionsunesgl under Section 6(d) of this
Agreement.

(xiv) Such other documents, instruments, approfais, if requested by the Bank, certified duplisai€executed copies thereof) or opinions
as the Bank may reasonably request.

(c) The following statements shall be true andextiron and as of the date of issuance of the Lett€redit, and the Bank shall have received
a certificate signed by a duly authorized offickthe Obligor, dated the date of such issuancéngtéhat:

(i) the representations and warranties containegeition 5 of this Agreement are correct on anof #se date of such issuance as though
made on and as of such date; and

(i) no event has occurred which constitutes annEeé Default or which would constitute an EventDefault but for the requirement that
notice be given or time elapse or both, nor wil ibssuance of the Letter of Credit give rise todbeurrence of an Event of Default.

(d) On or before the day of the issuance of théekeif Credit:

(i) the Issuer and the Trustee shall have dulyaizbd and executed the Indenture and the Indeshak continue to be in full force and
effect;

(i) the Obligor and the Issuer shall have dulyhauized and executed the Loan Agreement and the Bgaeement shall continue to be in:
force and effect;

(iii) the Obligor shall have duly authorized andeedted the Collateral Documents and the Collai2ogluments shall continue to be in full
force and effect;

(iv) the Bonds, the Indenture, the Loan Agreemina,Collateral Documents, the Pledge and Secudte@ment and any other agreement or
instrument relating to any of the foregoing (thg¥tative Documents”) shall be in form and substaatisfactory to the Bank.

SECTION 4. Obligations Absolute. The payment olilyes of the Obligor under this Agreement shalbbsolute, unconditional and
irrevocable, and shall be paid strictly in accoawith the terms of this Agreement, under allwinstances whatsoever, including, without
limitation, the following circumstances, eitheregjed or established:

(a) any lack of validity or enforceability of thep@rative Documents;
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(b) any amendment or waiver of or any consent fzadere from or in connection with the Operativechiments, including any substitution,
exchange or release of collateral with respechtoad the Operative Documents;

(c) the existence of any claim, s#t; defense or other right which the Obligor mayvé at any time against the Trustee, any beneficiaany
transferee of the Letter of Credit (or any personsntities for whom the Trustee, any such berefycor any such transferee may be acting),
the Bank or any other person or entity, whetherinnection with this Agreement, the Operative Doents, the transactions contemplated
herein or therein or any unrelated transaction;

(d) any statement or any other document presemtddruhe Letter of Credit proving to be forgeduftalent, invalid or insufficient in any
respect or any statement therein being untrueamcurate in any respect whatsoever;

(e) payment in good faith by the Bank under thedratf Credit against presentation of a drawingeatificate which does not comply with
the terms of the Letter of Credit;

(f) any failure, omission, delay or lack on thetpzfrthe Bank or any party to any of the Operafiigeuments to enforce, assert or exercise
right, power or remedy conferred upon the Bankrgr such party under this Agreement or any of ther@ive Documents, or any other acts
or omissions on the part of the Bank or any suctypa

(9) the voluntary or involuntary liquidation, didstion, sale or other disposition of all or subsialty all the assets of the Obligor or the
Issuer; the receivership, insolvency, bankruptsgignment for the benefit of creditors, reorgamiratarrangement, composition with
creditors or readjustment or other similar procegsliaffecting the Obligor or the Issuer or anyhef &ssets of either of them, or any allege
or contest of the validity of this Agreement or afythe Operative Documents, in any such proceexling

(h) any other circumstance or happening whatsoewssther or not similar to any of the foregoinggdamy other event or action that would,
in the absence of this clause, result in the releaslischarge by operation of law of the Obligoni the performance or observance of any
obligation, covenant or agreement contained inAlgikeement.

No setoff, counterclaim, reduction or diminutionasfy obligation, or any defense of any kind or rathich the Obligor has or may he
against the Issuer or the Trustee shall be availabteunder to the Obligor against the Bank.

SECTION 5. Representations and Warranties. ThegObtiepresents and warrants as of the Executioa, @atfollows:
(a) The Obligor is a corporation duly incorporatealjdly existing and in good standing under thedaf the State of Delaware.

(b) The execution, delivery and performance byQidigor of this Agreement, the Loan Agreement, Rthedge and Security Agreement and
the Collateral Documents, as the case may be, iinethe Obligor's corporate powers, have beey duthorized by all necessary
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corporate action, do not contravene or violatéh@) Articles of Incorporation or Bylaws of the Qdat, (ii) any law, order, rule or regulation
applicable to the Obligor, (iii) any material cadt or agreement to which the Obligor is a partipyowhich it is bound and does not result in
or require the creation of any lien, security iet#ror other charge or encumbrance (other tharupatso the Collateral Documents, this
Agreement, the Indenture, the Pledge and Secugtgdment or the Loan Agreement) upon or with resfpeany of its properties.

(c) All registration with, authorizations by, or@pvals of any governmental body required to baioled by the Obligor for its execution,
delivery and performance of this Agreement, therLdgreement, the Pledge and Security Agreementten@ollateral Documents have b
obtained and remain in full force and effect.

(d) This Agreement, the Loan Agreement, the PledgkSecurity Agreement and the Collateral Documargdegal, valid and binding
obligations of the Obligor, enforceable againgt ihccordance with their respective terms, excemrdorceability may be subject, to the el
of any applicable bankruptcy, insolvency, reorgatian, moratorium or similar law affecting credgorights generally.

(e) There is not pending or, to the knowledge ef@bligor, threatened any action or proceedingreedoy court, governmental agency or
arbitrator against or affecting the Obligor whidhjetermined adversely to the Obligor, would mialy and adversely affect the financial
condition or operations of the Obligor.

() The Obligor has not incurred any material acalated funding deficiency within the meaning of theployment Retirement Income
Security Act of 1974 ("ERISA") and has not incuriaty material liability to the Pension Benefit Gaaty Corporation ("PBGC") in
connection with any employee benefit plan establisbr maintained by the Obligor or any Guarantor.

(9) The Obligor is not in default in the paymentofy indebtedness for borrowed money in an amauexéess of Fifty Thousand Dollars
($50,000) or under the terms and provisions ofagrgement or instrument evidencing any such indeletss.

(h) No representation or warranty of the Obligontained in this Agreement or in any of the Collatéocuments, and no statement
contained in any certificate, schedule, list, ficiahstatement or other instrument furnished toBhak by or on behalf of the Obligor conta
or will contain, any untrue statement of a mateiaat, or omits, or will omit, to state a mateffiatt necessary to make the statements
contained herein or therein not misleading in amyamal respect when made.

(i) The Obligor has obtained or will obtain at tugpropriate times all licenses, permits, authoonat consents or approvals from each
governmental authority necessary for the operaifche Project; and all such licenses, permitshenizations, consents or approvals
previously obtained, if any, are in full force asffiect.

()) No Event of Default has occurred under the Laad Security Agreement dated March 28, 2003 betwles Obligor, Priority Fulfillment
Services of Canada, Inc. and Bank, as the samémamended from time to time ("Credit Agreement"geent which with the
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giving of notice or passage of time or both wouddstitute an Event of Default under the Credit Asgnent shall have occurred and be
continuing.

All of the Obligor's representations and warransiesforth in the Credit Agreement, which relatéh® Obligor, including, without limitation,
the representations and warranties in SectiontBeo€redit Agreement, are hereby incorporated hdrgireference as if set forth fully herein
as continuing representations and warranties oOthlegor, and shall remain continuing representegiand warranties hereunder,
notwithstanding any termination of the Credit Agresnt after the date hereof.

SECTION 6. Affirmative Covenants. So long as a drawis available under the Letter of Credit, aner#after until Obligor's liabilities and
obligations under this Agreement have been satisfidull, the Obligor shall:

(a) Preservation of Corporate Existence. Etc. Pvesand maintain its corporate existence and sfidk aghts (charter and statutory) and
privileges as are material to its business andatjpers; and qualify and remain qualified as a fgmedorporation in each jurisdiction in which
such qualification is material to its business apdrations or the ownership of its properties.

(b) Inspection Rights. At any reasonable time duriormal business hours and upon reasonable rasitérom time to time, permit the Bank
or any agents or representatives thereof to exaaridenake copies of and abstracts from the re@rd$ooks of account of, and visit the
properties of the Obligor and the Project, andisouks the affairs, finances and accounts of tHey@bwith any of its officers and directors.

(c) Reporting Requirements. Furnish to the Bankfdliewing:

(i) as soon as possible after becoming aware oftkarrence of each Event of Default or each ewdaith, with the giving of notice or lapse
of time, or both, would constitute an Event of Didfaa written statement from the chief financiffiaer (or in his absence, a responsible
senior officer) of the Obligor setting forth detadf such Event of Default or event and the actibich the Obligor has taken or proposes to
take with respect thereto; and

(i) such other information respecting the busingseperties, or the financial condition or operasi of the Obligor as the Bank may from
time to time reasonably request.

(d) Optional Redemption of Bonds. The Obligor sleallise the Bonds to be optionally redeemed airttestand in the amounts set forth in
Exhibit "B" attached hereto. On the date hereofljgdl shall deliver an instruction to the Trusteethe form of Exhibit "C" to redeem the
Bonds in accordance with the schedule set fortBxdibit "B". On the first business day of each nioof each year, commencing January 3,
2005, the Obligor shall pay to the Bank for deptisin interest bearing cash collateral accounttwe#th (1/12th) of the annual redemption
payment next coming due, which moneys shall be tsegimburse the Bank for payments by the Bandtrafts submitted by the Trustee
under the Letter of Credit.



(e) Comply with Covenants. Comply with all affirmeg, negative and financial covenants containetiénCredit Agreement (as the same

be amended, waived or modified from time to tinae)jf explicitly set forth herein in their entiref§Credit Agreement Covenants"). So long
as this Agreement remains in full force and efftéwd, Credit Agreement Covenants, as incorporategiby reference in accordance with the
foregoing, shall remain in full force and effectéender notwithstanding any termination of the @rAdreement after the date hereof.

SECTION 7. Negative Covenants of the Obligor. Swmlas a drawing is available under the Letter ed@rand thereafter so long as any
indebtedness remains outstanding hereunder, thigdDllgrees that it will not, without the prior wein consent of the Bank:

(a) Amendment of Indenture or Loan Agreement. Eimiier or agree to any amendment, change or motic@f, or any waiver of any
provision of, the Indenture or the Loan Agreement.

(b) Misrepresentation. Furnish the Bank with angtiieate or other document that contains any umstatement of a material fact or omits to
state a material fact necessary to make suchicatéfor document not misleading in light of theegmstances under which it was furnished.

(c) Use of Proceeds. Use or permit the use of tbegeds of the Bonds for a purpose other than peaniinder the Loan Agreement.
SECTION 8. Events of Default.

(&) The occurrence of any of the following eveftallsbe an "Event of Default" hereunder unless wailsy the Bank pursuant to Section 10
hereof:

(i) Any representation or warranty made by the @iripursuant to
Section 5 hereof shall prove to have been untraamynmaterial respect when made; or

(i) The Obligor shall fail to pay when due any ambspecified in
Section 1 hereof; or

(iii) The Obligor shall fail to perform or obseraay of its obligations or covenants under, or stallito comply with any of the provisions of
Section 6 or Section 7; or

(iv) The Obligor shall fail to perform or observeyaof its obligations or covenants under Sectiar & of the Credit Agreement which gives
rise to an Event of Default under the Credit Agreaimtaking into account applicable periods of e@tnd cure under Section 8 of the Credit
Agreement; or

(v) The Obligor shall fail to perform or observeyasther term, covenant or agreement herein cordaame continuance thereof for thirty
(30) days, or the Obligor or any guarantor of th@igor's obligations to the Bank ("Guarantor") dtiail to perform or observe any term,
covenant or agreement in any other agreement hélBank to



which it may be a party and such failure shall coreg unremedied beyond any applicable period of;cnr

(vi) Any material provision of the Agreement or amiythe Collateral Documents shall at any timedoy reason cease to be valid and binding
on the Obligor, or shall be declared to be nuN@id, or the validity or enforceability of any m&td provision of this Agreement shall at any
time for any reason be contested by the Obligothe!Obligor, shall deny that it has any or furthalility or obligation under this

Agreement; or

(vii) An Event of Default under and as definedhie Loan Agreement, the Credit Agreement, the Inderdnd/or the Collateral Documents
shall have occurred and be continuing without tirees being cured or waived pursuant to the ternrediéit being the intent of the parties
that so long as this Agreement remains in full éoand effect the Events of Default set forth in@redit Agreement shall be Events of
Default hereunder regardless of whether the Creglieement shall be terminated after the date hdrebbefore termination of this
Agreement).

(b) If any of the Events of Default specified irbsaction (a) above shall have occurred and beraging, in addition to the Bank's other
remedies available under the Loan Agreement, ttlerlture, the Pledge and Security Agreement, thiatéohl Documents, or such other
documents executed in connection herewith, or dngraemedy available at law or in equity, thenBamk may, at any time and in its sole
discretion, but shall not be obligated to, accéteemy indebtedness of Obligor to Bank under Sedt{b), or terminate its commitment to
issue the Letter of Credit or, if the Letter of @iteshall have been issued, may elect to give adtiche Trustee pursuant to the Indenture
thereby requiring the Trustee to declare the ppalodf all Bonds then outstanding and the inteaestued thereon and any premium thereon
and thereby owing to be immediately due and payator require the Obligor to deliver cash colait¢éo the Bank in the amount equal to
the maximum amount that may be available to be dr@any time under the Letter of Credit.

SECTION 9. Collateral Security. To secure full aimdely performance of the Obligor's covenants setfilo this Agreement and to secure the
repayment of all other moneys owing by the Obligothe Bank whensoever arising and whether assatiith this Agreement or otherwise
(i) the Obligor has granted to the Bank first petéel security interests in all the Obligor's acdeurceivable, inventory, machinery and
equipment and other tangible and intangible pelgmugerty pursuant to certain previously executesh documents and

(i) the Obligor has caused to be delivered toBhek the guaranty described in attached Exhibit "Die security agreements creating such
liens in favor of the Bank and the various guaemégreements shall be granted pursuant to docatimensatisfactory in form and substance
to the Bank and are herein collectively called"tbellateral Documents".

SECTION 10. Amendments, Waivers, Etc. No amendmamigiver of any provision of this Agreement nonsent to any departure by the
Obligor therefrom shall in any event be effectividess the same shall be in writing and signed byBéink and the Obligor, and then such
amendment, waiver or consent shall be effectivg onthe specific instance and for the

10



specific purpose for which given. No amendmentyeraor consent with respect to any provision of thgreement shall affect any other
provision of this Agreement.

SECTION 11. Addresses for Notices. All notices atfter communications provided for hereunder shalhbwriting and mailed or delivered
as follows:

if to the Obligor:
Priority Fulfilment Services, Inc.

500 N. Central Expressway
5th Floor

Plano, Texas 75074

Attn: Thomas Madden

if to the Bank:

Comerica Bank

801 East Campbell

Suite 142

Richardson, Texas 75081
Attention: William Stuart Bell

or as to any party, at such other address aslshaksignated by such party in a written noticééoother party. All such notices and other
communications shall, when mailed, be effectived¢hiays after the date of deposit in the mailsiesded as aforesaid.

SECTION 12. No Waiver; Remedies. No failure onphet of the Bank to exercise, and no delay in asing, any right hereunder shall
operate as a waiver thereof; nor shall any singfgaatial exercise of any right hereunder precladg other or further exercise thereof or the
exercise of any other right. The remedies heredvided are cumulative and exclusive of any remegiesided by law.

SECTION 13. Indemnification. The Obligor herebyénathifies and holds the Bank harmless from and agaimy and all claims, damages,
losses, liabilities, costs or expenses whatsoeb@hithe Bank may incur (or which may be claimediagt the Bank by any person or entity
whatsoever) :

(i) by reason of any untrue statement or allegeduerstatement of fact contained in the Private@teent Memorandum or any amendmet
supplement thereto, in the Sections entitled "Thégor and the Use of Proceeds," "The Letter ofdire"The Loan Agreement" and "The
Reimbursement Agreement" insofar as the aforesadatidhs provide summary descriptions of the mattergained therein in the Private
Placement Memorandum or any amendment or suppleimergto, or the omission or alleged omission atestherein facts necessary to make
such statements, in the light of the circumstanceer which they were made, not misleading; praljid@wever, that, the Obligor shall not
be required to indemnify the Bank with respectfmimation concerning the Bank in the Appendixtte Private Placement Memorandum
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(the "Bank Information™) which is finally determideo contain an untrue statement of a materialdacimit to state a material fact necessary
to make the statements in the Bank Informatiothénlight of the circumstances under which theyenaade, not misleading; or

(i) by reason of or in connection with the exeoatand delivery or transfer of, or payment or figglto pay under, the Letter of Credit;
provided, however, that the Obligor shall not bguieed to indemnify the Bank pursuant to this cta(g for any claims, damages, losses,
liabilities, costs or expenses to the extent, mly to the extent, caused by (a) the willful misdaoat or gross negligence of the Bank or

(b) the Bank's willful or grossly negligent failure pay under the Letter of Credit after the présidon to it by the Trustee of a drawing and
certificates strictly complying with the terms acwhditions of the Letter of Credit.

Nothing in this Section 13 is intended, nor shelldeemed, to limit the Obligor's reimbursementgailon contained in Section 1 here

SECTION 14. Continuing Obligation. This Agreemenaicontinuing obligation and shall (i) be bindiqgpn the Obligor, its successors and
assigns, and (i) inure to the benefit of and bwliig upon and be enforceable by the Bank andidsessors, transferees and assigns;
provided, however, that the Obligor may not assiljior any part of this Agreement without the pnaitten consent of the Bank. The
Obligor's warranties and representations made @tidge5 of this Agreement shall survive the deljvand performance of all documents and
agreements contemplated by this Agreement.

SECTION 15. Transfer of Letter of Credit. The Leté Credit first issued by the Bank pursuant tete® 2 hereof may be transferred and
each successor Letter of Credit may be successiagigferred, all in accordance with the termsuahsfirst Letter of Credit.

SECTION 16. Liability of the Bank. The Obligor asses all risks of the acts or omissions of the Besind any beneficiary or transferee of
the Letter of Credit with respect to its use of tiedgter of Credit. Neither the Bank nor any ofaficers or directors shall be liable or
responsible for: (a) the use which may be madeet etter of Credit or for any acts or omissionshaf Trustee and any beneficiary or
transferee in connection therewith; (b) the vajiddufficiency or genuineness of documents, omyfendorsement(s) thereof, even if such
documents should in fact prove to be in any oreaspects invalid, insufficient, fraudulent or fodgéc) payment by the Bank in good faith
made against presentation of documents which dearaply fully with the terms of the Letter of Créeddr (d) any other circumstances
whatsoever in making or failing to make paymentarrttie Letter of Credit, except only that the Oblighall have a claim against the Bank,
and the Bank shall be liable to the Obligor, toeleent, but only to the extent, of any directppposed to consequential, damages suffere
the Obligor which the Obligor proves were causedibthe Bank's willful misconduct or gross neglige, (ii) the Bank's willful, grossly
negligent or bad faith failure to pay under thetéeodf Credit after the presentation to it by theskee or a successor trustee under the
Indenture of a sight draft and certificate striatymplying with the terms and conditions of theteebf Credit or (iii) the Bank's bad faith
payment under the Letter of Credit after presenitetid it by the Trustee or a successor trusteerthddndenture of a sight draft and
certificate which do not
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comply fully with the terms and conditions of thetter of Credit. In furtherance and not in limitatiof the foregoing, the Bank may accept
documents that appear on their face to be in ovd#rout responsibility for further investigatiorggardless of any notice or information to
contrary.

SECTION 17. Costs, Expenses and Taxes. The Oldiggares to pay on demand all reasonable costs @et&es in connection with the
preparation, execution, delivery, filing, recorditagnd administration of this Agreement and the naoimg of the construction of the Project,
any other documents which may be delivered in cotiore with this Agreement and any transfer of tletér of Credit including, without
limitation, the reasonable fees and out-of-pockeeases of counsel for the Bank, with respect tbeard with respect to advising the Bank
as to its rights and responsibilities under thise®gnent and all costs and expenses, if any, inemimm with the enforcement of this
Agreement and such other documents which may leedetl in connection with this Agreement, includibgt not limited to the Collateral
Documents. In addition, the Obligor shall pay ang all stamp and other taxes and fees payableterrdimed to be payable in connection
with the execution, delivery, filing and recordiafjthis Agreement and such other documents andeagoesave the Bank harmless from and
against any and all liabilities with respect taesulting from any delay in paying or omission &y such taxes and fees.

SECTION 18. Disbursements. The Trustee shall beosized to disburse the proceeds of the Bonds puatgo the terms of the Indenture
upon presentation by the Obligor of a requisitiertificate conforming to the requirements therefer forth in the Loan Agreement and
herein, including endorsement of each requisitiemificate by the Bank. The Obligor acknowledged agrees that the Bank shall only be
required to execute requisition certificates areteby authorize disbursements to the Obligor (@yided that no Event of Default has
occurred under this Agreement, the Pledge and Bg&greement or the Collateral Documents and nenewhich with notice and/or the
passage of time would become an Event of Defauleuthis Agreement, the Pledge and Security Agre¢mrethe Collateral Documents has
occurred, and (b) the request for draw is in coamaée with the Bank's usual requirements for equiptieading, including but not limited to
(i) approval of disbursements by Bank;

(i) receipt by the Bank of copies of all invoicassd proof of delivery with respect to all machinand equipment for which payment is being
sought and

(iii) disbursement of no more than one hundred grer¢€100%) of the costs of machinery and equipr{iantuding, without limitation, soft
costs). All such calculations shall be performedt®/Bank or its agent using a methodology satisfgdo the Bank in its sole discretion.

SECTION 19. Severability. Any provision of this Aggment which is prohibited, unenforceable or nthaized in any jurisdiction shall, as
to such jurisdiction, be ineffective to the extehsuch prohibition, unenforceability or nonautizetion without invalidating the remaining
provisions hereof or affecting the validity, enfeability or legality of such provision in any othjarisdiction.

SECTION 20. Waiver of Jury Trial. The Obligor afatBank hereby irrevocably waive the right to thgljury with respect to any and all
actions or proceedings at any time in which Obligiod the Bank are parties arising out of this Agreet or the other documents
contemplated hereby.
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SECTION 21. Jurisdiction. Obligor hereby irrevogablibmits to the noexclusive jurisdiction of any United States FederaMichigan stat
court sitting in any action or proceeding arising of or relating to this Agreement or the LettéCoedit and the Obligor hereby irrevocably
agrees that all claims in respect of such actiogoroceeding may be heard and determined in anyJoikd States Federal or Michigan state
court. The Obligor irrevocably consents to the meref any and all process in any such action ocgeding brought in any court in or of the
State of Michigan by the delivery of copies of spchcess to the Obligor at its address specifiegieiction 10 hereof or by certified mail
directed to such address.

SECTION 22. Authorized Signers. The following offis of the Obligor are authorized on behalf of@igor to execute and deliver to the
Bank all documents and instruments related to amyr@ments to the Letter of Credit:

Name Title Signature

Mark C. Layton Chief Executive Officer

Thomas J. Madden Chief Financial Officer

SECTION 23. Governing Law. This Agreement shalpbgerned by, and construed in accordance withlathie of the State of Michigan.

SECTION 24. Headings. Section headings in this Agrent are included herein for convenience of refeenly and shall not constitute a
part of this Agreement for any other purpose.
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IN WITNESS WHEREOF, the parties hereto have catisisdAgreement to be duly executed and deliverethbir respective officers

thereunto duly authorized as of the date first aboritten.

In the Presence of:

15

PRIORITY FULFILLMENT
SERVICES, INC.

By:

Its:

COMERICA BANK

By:
William Stuart Bell

Its:




EXHIBIT "B"

Obligor shall optionally redeem Bonds in the follagyamounts on the first business day of Januagaoh year, commencing January 3,
2006.

YEAR AMOUNT OF REDEMP TION
2006 $500,000
2007 $500,000
2008* $800,000
2009 $800,000
2010 $800,000
2011 $800,000
2012 $800,000

*These dates are for informational purposes ontywitl apply only if the Bank extends the expiratidate of the Letter of Credit. There is no
commitment or obligation on the part of the Bankextend the expiration date of the Letter of Credit



EXHIBIT "C"
REDEMPTION NOTICE
To: U.S. Bank National Association, as trustee

Re: $5,000,000 principal amount of the Issuer'salde Rate Demand Limited Obligation Revenue Bdi®rity Fulfilment Services, Inc.
Project), Series 2004 (the "Bonds")

Date: December 29, 2004

The undersigned, the Obligor (as defined in thesThudenture, dated as of November 1, 2004, putsoamhich the Bonds were issued (the
"Indenture™)) hereby gives notice of redemptioryda as Trustee with respect to the Bonds purswaBettion 401(a) of the Indenture. You
are hereby directed to redeem the Bonds in thevidig amounts on the first business day of Janabeach year, commencing January 1,
2006, as follows in accordance with the provisiohthe Indenture:

YEARS AMOUNTS
2006 $ 500,000
2007 $ 500,000
2008 $ 800,000
2009 $ 800,000
2010 $ 800,000
2011 $ 800,000
2012 $ 800,000

This notice may only be revoked at the written clien of the undersigned, with the written conconoe of Comerica Bank and shall be of no
further force and effect on and after the Conver$date (as defined in the Indenture).

PRIORITY FULFILLMENT
SERVICES, INC.

By:

Its:

The foregoing notice is hereby accepted:
U.S. Bank National Association, as trustee

By:

Its:




EXHIBIT 10.57

PRIORITY FULFILLMENT SERVICES, INC.

FIRST AMENDED AND RESTATED
LOAN AND SECURITY AGREEMENT



This FIRST AMENDED AND RESTATED LOAN AND SECURITY GREEMENT is entered into as of December __, 2094l
between Comerica Bank ("Bank") and Priority Fulfi#nt Services, Inc. ("Borrower").

RECITALS

Borrower wishes to obtain credit from time to tifrem Bank, and Bank desires to extend credit tao®weer. This Agreement sets forth the
terms on which Bank will advance credit to Borroyaard Borrower will repay the amounts owing to Bank

AGREEMENT
The parties agree as follows:
1. DEFINITIONS AND CONSTRUCTION.

1.1 Definitions. As used in this Agreement, allitalized terms shall have the definitions set fathExhibit A. Any term used in the Code
and not defined herein shall have the meaning diwehe term in the Code.

1.2 Accounting Terms. Any accounting term not sfieally defined on Exhibit A shall be construedaiocordance with GAAP and all
calculations shall be made in accordance with GARR term "financial statements” shall include dceompanying notes and schedules.

2. LOAN AND TERMS OF PAYMENT.
2.1 Credit Extensions.

(a) Promise to Pay. Borrower promises to pay tokBamlawful money of the United States of Amerittae aggregate unpaid principal
amount of all Credit Extensions made by Bank torBwer, together with interest on the unpaid priatgmount of such Credit Extensions at
rates in accordance with the terms hereof.

(b) Revolving Advances.

(i) Amount. Subject to and upon the terms and dath of this Agreement (1) Borrower may requesvates in an aggregate outstanding
amount not to exceed the lesser of (A) the ComthiRevolving Line or (B) the Borrowing Base, lesy amounts outstanding under the
Letter of Credit Sublimit, and (2) amounts borrowrasuant to this Section 2.1(b) may be repaidrabdrrowed at any time prior to the
Revolving Maturity Date, at which time all Advanagsder this Section 2.1(b) shall be immediately doé payable. Borrower may prepay
any Advances without penalty or premium.

(il Form of Request. Whenever Borrower desires\dwance, Borrower will notify Bank by facsimile tramission or telephone no later than
3:00 p.m. Pacific time, on the Business Day thatAldvance is to be made. Each such notificatiofi Begoromptly confirmed by a
Payment/Advance Form in substantially the form xffiilgit C. Bank is authorized to make Advances unter Agreement, based upon
instructions received from a Responsible Officeaalesignee of a Responsible Officer, or withostrirctions, but upon prior notice to
Borrower, if in Bank's discretion such Advances reeessary to meet Obligations which have becoreeadd remain unpaid. Bank shall be
entitled to rely on any telephonic notice givenebgerson who Bank reasonably believes to be a Retpe Officer or a designee thereof,
Borrower shall indemnify and hold Bank harmlessdny damages or loss suffered by Bank as a refssiioh reliance. Bank will credit the
amount of Advances made under this Section 2.d(Bptrower's deposit account.
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(iii) Letter of Credit Sublimit. Subject to the alability under the Committed Revolving Line, amdreliance on the representations and
warranties of Borrower set forth herein, at anyetiamd from time to time from the date hereof thtotige Business Day immediately prior to
the Revolving Maturity Date, Bank shall issue foe account of Borrower such Letters of Credit ag@oer may request by delivering to
Bank a duly executed letter of credit applicationBank's standard form; provided, however, thatihistanding and undrawn amounts under
all such Letters of Credit (i) shall not at any ¢iraxceed the Letter of Credit Sublimit, and (iialtlhhe deemed to constitute Advances for the
purpose of calculating availability under the Cortted Revolving Line. Any drawn but unreimbursed ams under any Letters of Credit
shall be charged as Advances against the Comnfité@dlving Line. All Letters of Credit shall be inrfn and substance acceptable to Bar

its sole discretion and shall be subject to thensesind conditions of Bank's form application ariteteof credit agreement. Borrower will pay
any standard issuance and other fees that BarfiesdBorrower will be charged for issuing and pregiag Letters of Credit. Unless Borrower
shall have deposited with Bank cash collaterahimiount sufficient to cover all undrawn amountdarreach such Letter of Credit and Bank
shall have agreed in writing, no Letter of Crediidls have an expiration date that is later thanRbeolving Maturity Date. If Borrower has 1
secured to Bank's satisfaction its obligations wétpect to any Letters of Credit by the RevolMiaturity Date, then, effective as of such
date, the balance in any deposit accounts heldamk Bnd the certificates of deposit issued by Barkorrower's name (and any interest paid
thereon or proceeds thereof, including any amopaysble upon the maturity or liquidation of sucltiieates), shall automatically secure
such obligations to the extent of the then outdtemend undrawn Letters of Credit. Borrower authesi Bank to hold such balances in pledge
and to decline to honor any drafts thereon or agyests by Borrower or any other Person to payharwise transfer any part of such
balances for so long as the Letters of Credit atstanding. The Standby Letter of Credit is notjscitato the Letter of Credit Sublimit and is
not a "Letter of Credit" for purposes of this SentR.1(b)(iii).

(c) Equipment Advances.

(i) Subject to and upon the terms and conditiorthisf Agreement, Bank agrees to make advances @atBquipment Advance" and,
collectively, the "Equipment Advances") to Borrovietwo tranches, Tranche A and Tranche B. Borrowvay request Equipment Advances
under Tranche A at any time from the date heremfutph the Tranche A Availability End Date. Borroweay request Equipment Advances
under Tranche B at any time from the Tranche A Ramlity End Date through the Tranche B AvailalyilEnd Date. The aggregate
outstanding amount at any time of Tranche A EquipnAelvances and Tranche B Equipment Advances sbakxceed the Maximum
Equipment Line Availability. Each Equipment Advarsiell not exceed 100% of the invoice amount offagent and software approved by
Bank from time to time (which Borrower shall, inyacase, have purchased within 90 days of the ddteeacorresponding Equipment
Advance; provided that the first Equipment Advantay finance equipment and software purchased byoBer no earlier than July 1, 2004,
so long as the amount advanced with respect toegueipment shall not exceed $225,000), includimgdashipping, warranty charges, frei
discounts and installation expense (collectiveBoft Costs"); provided that the aggregate amouigefipment Advances made for Soft Cq
shall not exceed 20% of the aggregate principaliarof Equipment Advances.

(i) Interest shall accrue from the date of eachifipent Advance at the rate specified in Secti@(ad, and shall be payable in accordance
with Section 2.3(c). Any Equipment Advances that @antstanding under Tranche A on the Tranche A lakaity End Date shall be payable

in 30 equal monthly installments of principal, phlsaccrued interest, beginning on July ___, 2@0#] continuing on the same day of each
month thereafter through December ___, 2007, atlwtiine all amounts due in connection with Trandhequipment Advance made under
this

Section 2.1(c) shall be immediately due and payaktg Equipment Advances that are outstanding ufidanche B on the Tranche B
Availability End Date shall be payable in 30 egomanthly installments of principal, plus all accruaterest, beginning on January ___, 2006,
and continuing on the same day of each month tfter¢arough June __, 2008, at which time all amiswlue in connection with Tranche B
Equipment Advance made under this Section 2.1(d)aay other amounts due under this Agreement
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shall be immediately due and payable. Equipmentafdes, once repaid, may not be reborrowed. Borravegrprepay any Equipment
Advances without penalty or premium.

(iii) When Borrower desires to obtain an Equipmadtance, Borrower shall notify Bank (which notidea#i be irrevocable) by facsimile
transmission to be received no later than 3:00 Pawific time on the day on which the Equipment &ake is to be made. Such notice shall
be substantially in the form of Exhibit C. The metishall be signed by a Responsible Officer adésignee and include a copy of the invoice
for any Equipment to be financed.

(d) standby Letter of Credit. Subject to the teand conditions of this Agreement,, and in reliaooghe representations and warranties of
Borrower set forth herein, Bank shall issue foraleount of Borrower the Standby Letter of Cretlite Standby Letter of Credit shall be in
form and substance acceptable to Bank in its detxetion and shall be subject to the terms andiitions of Bank's form application and
letter of credit agreement. Borrower will reimbuBank for any drawn amounts under the Standby teft€redit in accordance with the
terms of the Reimbursement Agreement. All drawn am® under the Standby Letter of Credit shall ¢Qrae interest at the rates set forth in
the Reimbursement Agreement from the date drawihpaitl in full and (ii) be paid in accordance witke terms of the Reimbursement
Agreement.

(e) Equipment Term Loan.

(i) Bank has heretofore made a term loan (the "fment Term Loan") to Borrower to refinance cereguipment leases and for equipment
acquisitions. The Equipment Term Loan was advamtduree tranches, herein called "Existing Tran8he'Existing Tranche B," and
"Existing Tranche C."

(i) Interest accrues on the Equipment Term Loathatrate specified in Section 2.3(a), and shapdogble in accordance with Section
2.3(c). The Existing Tranche A is payable in 15adunstallments of principal, plus all accrued net&, beginning on January 15, 2005, and
continuing on the same day of each month thereaftéirFebruary 15, 2006, at which time all amouhtie in connection with the Existing
Tranche A shall be immediately due and payable.Btisting Tranche B is payable in 21 equal monthstallments of principal, plus all
accrued interest, beginning on January 1, 2005¢cantinuing on the same day of each month thenetidteugh September 10, 2006, at wt
time all amounts due in connection with the Exigtiranche B shall be immediately due and payaliie. Bxisting Tranche C is payable in
equal monthly installments of principal, plus alteued interest, beginning on January 1, 2005 antiriiing on the same day of each month
thereafter through September 10, 2006,, at whiok ll amounts due in connection with the Exisfingnche C shall be immediately due i
payable. The Equipment Term Loan, once repaid, maaype reborrowed. Borrower may prepay the Equigrmierm Loan, or any portion
thereof, without penalty or premium.

2.2 Overadvances. If the aggregate amount of ttetanding Advances exceeds the lesser of the Cdathievolving Line or the Borrowing
Base at any time, Borrower shall immediately paBamk, in cash, the amount of such excess.

2.3 Interest Rates, Payments, and Calculations.
(a) Interest Rates.

(i) Advances. Except as set forth in Section 2.3ty Advances shall bear interest, on the outstgrdhily balance thereof, at a variable rate
equal to 1.0% above the Prime Rate.

(i) Equipment Advances. Except as set forth int®ac2.3(b), the Equipment Advances shall bearést on the outstanding daily balance
thereof, at a rate equal to 1.5% above the Printe.Ra



(iii) Equipment Term Loan. Except as set forth in
Section 2.3(b), the Equipment Term Loan shall lie@rest, on the outstanding daily balance theratod, rate equal to 1.5% above the Prime
Rate.

(iv) Standby Letter of Credit. Any drawn amount enthe Standby Letter of Credit shall bear interestthe outstanding daily balance
thereof, at the rates set forth in the Reimburseémgreement.

(b) Late Fee; Default Rate. If any payment is natimwithin 10 days after the date such paymeniés Borrower shall pay Bank a late fee
equal to the lesser of (i) 5% of the amount of suigbaid amount or

(i) the maximum amount permitted to be chargedenrapplicable law. All Obligations shall bear irgst; from and after the occurrence and
during the continuance of an Event of Default, edta equal to 5 percentage points above the Biteme applicable immediately prior to the
occurrence of the Event of Default.

(c) Payments. Interest hereunder shall be due ayabte on the 15th of each month during the terradfeBank shall, at its option, charge
such interest, all Bank Expenses, and all PeriBdigments against any of Borrower's deposit accarrdagainst the Committed Revolving
Line, in which case those amounts shall thereafterue interest at the rate then applicable heeruAdhy interest not paid when due shall be
compounded by becoming a part of the Obligationd,saich interest shall thereafter accrue intetabiearate then applicable hereunder.

(d) Computation. In the event the Prime Rate isigkd from time to time hereafter, the applicabte od interest hereunder shall be increased
or decreased, effective as of the day the Prime Rathanged, by an amount equal to such chanfe iRrime Rate. All interest chargeable
under the Loan Documents shall be computed ondhbis lof a 360 day year for the actual number of ddgpsed.

(e) Limitation on Interest. Borrower and Bank irdetn contract in strict compliance with applicabkury law from time to time in effect. In
furtherance thereof such persons stipulate ancedges none of the terms and provisions containgtle Loan Documents shall ever be
construed to provide for interest in excess ofrttaximum amount of interest permitted to be chalgedpplicable usury law from time to
time in effect. If, notwithstanding the foregoiragny amount constituting interest is nonethelessgelthor collected in excess of the maximum
amount of interest permitted to be charged by apple usury law from time to time in effect, therls excess shall, at the option of the pi
thereof, be credited on the amount of the obligatiowed to such payee or refunded by such payte feayor thereof.

2.4 Crediting Payments. Prior to the occurrencanoEvent of Default, Bank shall credit a wire tf@en®f funds, check or other item of
payment to such deposit account or Obligation asdBeer specifies. After the occurrence of an Earidefault, the receipt by Bank of any
wire transfer of funds, check, or other item of @yt shall be immediately applied to conditionaéiguce Obligations, but shall not be
considered a payment on account unless such paysnefitmmediately available federal funds or uslesd until such check or other item of
payment is honored when presented for payment. ilatt&nding anything to the contrary contained ime@ny wire transfer or payment
received by Bank after 12:00 noon Pacific time kbaldeemed to have been received by Bank as afftbeing of business on the
immediately following Business Day. Whenever anymant to Bank under the Loan Documents would otierve due (except by reasol
acceleration) on a date that is not a Business 8l payment shall instead be due on the nexnBssiDay, and additional fees or interest,
as the case may be, shall accrue and be payalteefperiod of such extension.

2.5 Fees. Borrower shall pay to Bank the following:
(a) Facility Fee. On the Closing Date, a FaciliseFequal to $5,000, which shall be nonrefundable.

(b) Letter of Credit Fees. On the Closing Date anéach December 1 thereafter, a letter of crediplursuant to, and in accordance with, the
terms of Section 1(c) of the Reimbursement Agregmen



(c) Bank Expenses. On the Closing Date, all Bangeases incurred through the Closing Date, and; tiieeClosing Date, all Bank Expens
as and when they become due.

2.6 Term. This Agreement shall become effectivéhenClosing Date and, subject to Section 13.7] sbatinue in full force and effect for so
long as any Obligations remain outstanding or Baaxk any obligation to make Credit Extensions utliisrAgreement. Notwithstanding the
foregoing, Bank shall have the right to terminaseobligation to make Credit Extensions under Agseement immediately and without
notice upon the occurrence and during the conticeiaf an Event of Default.

2.7 Equipment Term Loan and Equipment Advanceokitlg Termination of Committed Revolving Line. Imetevent all Advances are paid
in full and the Committed Revolving Line is termied prior to the payment in full of the Equipmemririh Loan and the Equipment Advanc
unless Borrower complies with the requirementsithiee clause (a) or (b) of this Section 2.7, thigdement will remain in full force and
effect (except as to the availability of the ContedtRevolving Line) and Bank's security interegtia Collateral will continue to secure
Borrower's obligations under the Equipment TermrLaad the Equipment Advances.

(a) Borrower may, at its option, pay to Bank il fll amounts outstanding (all unpaid principal @edrued interest through the date of
payoff) under the Equipment Term Loan and the Eneipt Advances, whereupon

(i) Borrower's rights to receive, and Bank's oligias to make, Equipment Advances shall automdyitaiminate, (ii) Bank shall release its
security interests in the Collateral, and (iii)stiigreement shall terminate (subject to Sectioi h&reof); or

(b) Borrower may, at its option, concurrently witie termination of the Committed Revolving Linepdsit with Bank (or an Affiliate of
Bank) an amount equal to the aggregate princigahica of the Equipment Term Loan and the Equipmeiveinces then outstanding (the
"Additional Cash Collateral”) and execute a pledgd security agreement in favor of Bank, in forrd aobstance satisfactory to Bank,
pursuant to which Borrower shall grant a first ptiosecurity interest in favor of Bank in the Atldnal Cash Collateral. Upon receipt of the
Additional Cash Collateral and executed pledgessudirity agreement, Bank will release its secunitgrest in all Collateral other than the
Additional Cash Collateral and all of the covenasastained in Articles 6 and 7 hereof (other thdn 6.2(b)-(g) and 6.4) shall terminate and
be of no further force or effect. Bank agrees thwaill, from time to time upon written request Bprrower, release its security interest on,
distribute in accordance with Borrower's writtenedtions, Additional Cash Collateral in an amougua to the amount by which the
Additional Cash Collateral exceeds the aggregatstanding principal balance of the Equipment Tewwarhand the Equipment Advances as
of the date of such request. When all Equipmentahdes, the Equipment Term Loan, and other Obligatiave been paid in full, Bank st
release its security interest in any remaining Aiddal Cash Collateral.

3. CONDITIONS OF LOANS.

3.1 Conditions Precedent to Initial Credit Extensidhe obligation of Bank to make the initial Citelelktension is subject to the condition
precedent that Bank shall have received, in forthaaubstance satisfactory to Bank, the following:

(a) this Agreement;

(b) an officer's certificate of Borrower with regpéo incumbency and resolutions authorizing theceition and delivery of this Agreement;
(c) a financing statement (Form UCC-1);

(d) an intellectual property security agreement;

(e) agreement to provide insurance;

() payment of the fees and Bank Expenses therspeeified in Section 2.5;
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(9) current SOS Reports indicating that excepPfermitted Liens, there are no other security istsrer Liens of record in the Collateral;

(h) current financial statements, including audgatements for Borrower's most recently endedlfigear, together with an unqualified
opinion, in accordance with Section 6.2;

(i) an appraisal of (i) the equipment to be purelbisy Borrower with the proceeds of the Bonds dipdl{ other Equipment of Borrower,
reflecting an aggregate orderly liquidation valdi@ileast $3,500,000 (or, if such appraisal reflen aggregate orderly liquidation value of
less than $3,500,000, Borrower's compliance witttiSe 6.7(c)).;

() a guarantee executed and delivered by Guarantor

(k) a pledge agreement executed and delivered laya@tor pursuant to which Guarantor pledges atsafwnership interest in Borrower and
65% of its ownership interest in Priority FulfillmeServices of Canada, Inc.;

() an officer's certificate of Guarantor with regpto incumbency and resolutions authorizing thecation and delivery of the Loan
Documents to which Guarantor is a party;

(m) subordination agreements duly executed andeteld by each of IBM Credit Corporation, IBM BelgidFinancial Services S.A., and
Congress Financial Corporation (Southwest);

(o) true, correct and complete copies of the exatBiond Documents;

(p) opinion from Borrower's counsel that the exeamutaind delivery of this Agreement, the Bond Docate@nd the consummation of the
transactions contemplated herein and therein deiotztte any other contract or agreement of BormareGuarantor; and

(g) such other documents or certificates, and cetigy of such other matters, as Bank may reasord##yn necessary or appropriate.

3.2 Conditions Precedent to all Credit Extensidie obligation of Bank to make each Credit Extemsincluding the initial Credit
Extension, is further subject to the following cdiwhs:

(a) timely receipt by Bank of the Payment/Advanoenas provided in Section 2.1; and

(b) the representations and warranties contain&gation 5 shall be true and correct in all mateespects on and as of the date of such
Payment/Advance Form and on the effective dataoi €redit Extension as though made at and ascbffach date, and no Event of Def.
shall have occurred and be continuing, or wouldteadter giving effect to such Credit Extensiorofpded, however, that those
representations and warranties expressly refetoi@mother date shall be true, correct and compietét material respects as of such date).
The making of each Credit Extension shall be deetméx a representation and warranty by Borroweherdate of such Credit Extension as
to the accuracy of the facts referred to in thisti®a 3.2.

4. CREATION OF SECURITY INTEREST.

4.1 Grant of Security Interest. Borrower grants plediges to Bank a continuing security intereshaCollateral to secure prompt repayment
of any and all Obligations and to secure prompfgoerance by Borrower of each of its covenants auéed under the Loan Documents.
Except as set forth in the Schedule, such secutityest constitutes a valid, first priority setyiinterest in the presently existing Collateral,
and will constitute a valid, first priority secuwriinterest in later-acquired Collateral. Notwithwdang any termination, Bank's Lien on the
Collateral shall remain in effect for so long ay @bligations are outstanding.
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4.2 Perfection of Security Interest. Borrower auittes Bank to file at any time financing statementsitinuation statements, and amendn
thereto that describe the Collateral and to desdhib Collateral as all assets of Borrower of tine ledged hereunder and which contain any
other information required by the Code for the isighcy of filing office acceptance of any finangistatement, continuation statement, or
amendment, including whether Borrower is an orgation, the type of organization and any organizegiadentification number issued to
Borrower, if applicable. Borrower shall from timetime execute and deliver to Bank, at the reqoeBiank, all Negotiable Collateral and
other documents that Bank may reasonably requegiri satisfactory to Bank, to perfect and corgiperfected Bank's security interests in
the Collateral and in order to fully consummateoélihe transactions contemplated under the LoacuBents. Borrower shall have
possession of the Collateral, except where expyresserwise provided in this Agreement or where lBelmooses to perfect its security
interest by possession in addition to the filingadinancing statement. Where Collateral is in pesin of a third party bailee, Borrower shall
take such steps as Bank reasonably requests fértB4di) obtain an acknowledgment, in form and sabee satisfactory to Bank, of the ba
that the bailee holds such Collateral for the béonéBank, (ii) obtain "control" of any Collaterabnsisting of investment property, deposit
accounts, letter-ofredit rights or electronic chattel paper (as stefns and the term "control" are defined in Reviéeiicle 9 of the Code) k
causing the securities intermediary or depositastitution or issuing bank to execute a controkagrent in form and substance satisfacto
Bank. Borrower will not create any chattel papethwiit placing a legend on the chattel paper acbépta Bank indicating that Bank has a
security interest in the chattel paper.

4.3 Right to Inspect. Bank (through any of its cdfis, employees, or agents) shall have the riglot) ueasonable prior notice, from time to
time during Borrower's usual business hours bunoee than twice a year (unless an Event of Defsadtoccurred and is continuing), to
inspect Borrower's Books and to make copies theardfto check, test, and appraise the Collateraldar to verify Borrower's financial
condition or the amount, condition of, or any otheatter relating to, the Collateral.

4.4 Lockbox. Borrower shall notify all account detstto make payments with respect to its Accouimetly to the lockbox established with
Bank (the "Lockbox™). Any payments received by Bover with respect to its Accounts by wire transfieall be deposited directly in
Borrower's primary deposit accounts held with BaBdmk shall have exclusive and unrestricted actet®e Lockbox. So long as no Event of
Default has occurred and is continuing, Bank sinafisfer all funds received in the Lockbox in adeorce with Borrower's instructions.
During the continuation of an Event of Default, fathds received in the Lockbox shall be appliededuce the Obligations, subject to the
terms of Section 2.4.

5. REPRESENTATIONS AND WARRANTIES.
Borrower represents and warrants as follows exagget forth in the Schedule:

5.1 Due Organization and Qualification. Borrowed @ach Subsidiary is a corporation (or limitedilishcompany) duly existing under the
laws of its respective Organizational Jurisdictzord qualified and licensed to do business in aag $h which the conduct of its business or
its ownership of property requires that it be salified, except where the failure to do so would rEasonably be expected to cause a Ma
Adverse Effect.

5.2 Due Authorization; No Conflict. The executialivery, and performance of the Loan Documentsaditein Borrower's powers, have
been duly authorized, and are not in conflict with constitute a breach of any provision containeBorrower's Articles of Incorporation or
Bylaws, nor will they constitute an event of defauider any material agreement by which Borrowdoignd. Borrower is not in default
under any agreement by which it is bound, exceftiéaextent such default would not reasonably Ipeeted to cause a Material Adverse
Effect.

5.3 Collateral. Borrower has rights in or the poteetransfer the Collateral, and its title to thell&teral is free and clear of Liens, adverse
claims, and restrictions on transfer or pledge pifm Permitted Liens. All Collateral is locatedlaly in the Collateral States. The Eligible
Accounts are bona fide existing obligations. Theperty or services giving rise to such Eligible Aants has been delivered or rendered to
the account debtor or its agent for immediate sbipo and unconditional acceptance by the acadeistior subject to the audit disputes and
other rights of the account debtor arising in thdirary course of business of Borrower.
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Borrower has not received notice of actual or imenininsolvency Proceeding of any account debtorselazcounts are included in any
Borrowing Base Certificate as an Eligible Accouiit.Inventory is in all material respects of gooadamerchantable quality, free from all
material defects, except for Inventory for whiclkeqdate reserves have been made. Except as senftthSchedule, no security account or
deposit account (excluding the Third Party DepAsitounts) is maintained or invested with a Persiyerothan Bank or Bank's affiliates.

5.4 Intellectual Property Collateral. Borrowerlig tsole owner of the Intellectual Property Collategxcept for licenses granted by Borrower
to its customers in the ordinary course of businésshe best of Borrower's knowledge, each ofGbpyrights, Trademarks and Patents is
valid and enforceable, and no part of the IntellakProperty Collateral has been judged invalidrgnforceable, in whole or in part, and no
claim has been made to Borrower that any partefrtellectual Property Collateral violates thehtiyof any third party except to the extent
such claim would not reasonably be expected toecaudaterial Adverse Effect. Except as set fortthenSchedule, sublicensing fees rece
or to be received by Borrower with respect to letgtlal property do not give rise to more than F%tsogross revenue in any given month.

5.5 Name; Location of Chief Executive Office. Extap disclosed in the Schedule, Borrower has no¢ daisiness under any name other
that specified on the signature page hereof, anelxiact legal name is as set forth in the firsageaph of this Agreement. The chief executive
office of Borrower is located in its Chief ExecwiOffice.

5.6 Litigation. Except as set forth in the Schedtilere are no actions or proceedings pending lagainst Borrower or any Subsidiary before
any court or administrative agency in which a katlverse decision would reasonably be expectbdve a Material Adverse Effect, or a
material adverse effect on Borrower's interestamiBs security interest in the Collateral.

5.7 No Material Adverse Change in Financial StateteAll consolidating and consolidated financi@tsments related to Guarantor,
Borrower and any Subsidiary that are delivered byr@&wer to Bank fairly present in all material rests Guarantor's and Borrower's
consolidating and consolidated financial condiisnof the date thereof and Guarantor's and Bortswensolidating and consolidated results
of operations for the period then ended. Therenbhdeen a material adverse change in the consatfidaancial condition of Guarantor or
the financial condition of Borrower since the datehe most recent of such financial statementsrstibd to Bank, except for ordinary
seasonal fluctuations in the ordinary course ofriass.

5.8 Solvency, Payment of Debts. Borrower is ablpatp its debts (including trade debts) as they neathe fair saleable value of Borrower's
assets (including goodwill minus disposition costejeeds the fair value of its liabilities; and Baver is not left with unreasonably small
capital after the transactions contemplated byAlgieement.

5.9 Compliance with Laws and Regulations. Borroamsat each Subsidiary have met the minimum fundiggirements of ERISA with
respect to any employee benefit plans subject «SERNo event has occurred resulting from Borrowéallure to comply with ERISA that
reasonably likely to result in Borrower's incurriagy liability that could have a Material Adversieet. Borrower is not an "investment
company" or a company "controlled" by an "investimmmpany" within the meaning of the Investment @any Act of 1940. Borrower is
not engaged principally, or as one of the importantivities, in the business of extending credittfe purpose of purchasing or carrying
margin stock (within the meaning of Regulationsntl & of the Board of Governors of the Federal Res&ystem). Borrower has complied
in all material respects with all the provisiongloé Federal Fair Labor Standards Act. Borrowén sompliance with all environmental laws,
regulations and ordinances except where the faituoemply is not reasonably likely to have a MiatleAdverse Effect. Borrower has not
violated any statutes, laws, ordinances or rul@diegble to it, violation of which could have a Matl Adverse Effect. Borrower and each
Subsidiary have filed or caused to be filed alletxrns required to be filed, and have paid, mehaade adequate provision for the payment
of, all taxes reflected therein except those bemgested in good faith with adequate reservesriBAAP or where the failure to file such
returns or pay such taxes would not reasonablykpeated to have a Material Adverse Effect.

5.10 Subsidiaries. Borrower does not own any stpakinership interest or other equity securitiearof Person, except for Permitted
Investments.



5.11 Government Consents. Borrower and each Sabgidave obtained all consents, approvals and gaétions of, made all declarations
filings with, and given all notices to, all goverantal authorities that are necessary for the coatroperation of Borrower's business as
currently conducted, except where the failure t@davould not reasonably be expected to cause arlbfdverse Effect.

5.12 Intentionally Omitted.

5.13 Full Disclosure. No representation, warramtgther statement made by Borrower in any certifica written statement furnished to
Bank taken together with all such certificates amidten statements furnished to Bank contains artyuge statement of a material fact or or

to state a material fact necessary in order to nitakstatements contained in such certificatesabements not misleading, it being recogn
by Bank that the projections and forecasts provigde&orrower in good faith and based upon reas@nabéumptions are not to be viewed as
facts and that actual results during the perioplesiods covered by any such projections and fotseaay differ from the projected or
forecasted results.

6. AFFIRMATIVE COVENANTS.

Borrower covenants that, until payment in full 4fautstanding Obligations, and for so long as Bardy have any commitment to make a
Credit Extension hereunder, Borrower shall do fithe following:

6.1 Good Standing and Government Compliance. Barahall maintain its and each of its Subsidiadegborate existence and good
standing in its respective Organizational Jurisdictshall maintain qualification and good standimgach jurisdiction in which the failure to
so qualify could have a Material Adverse Effectd ahall furnish to Bank the organizational idewttion number issued to Borrower by the
authorities of the state in which Borrower is origad, if applicable. Borrower shall meet, and shallise each Subsidiary to meet, the
minimum funding requirements of ERISA with respcany employee benefit plans subject to ERISAgpkavhere the failure to meet such
requirements would not reasonably be expectedve haaterial Adverse Effect. Borrower shall comipall material respects with all
applicable Environmental Laws, and maintain allenat permits, licenses and approvals requirecetimadter where the failure to do so could
have a Material Adverse Effect. Borrower shall cmpnd shall cause each Subsidiary to comply, aditstatutes, laws, ordinances and
government rules and regulations to which it igecth and shall maintain, and shall cause eacts @libsidiaries to maintain, in force all
licenses, approvals and agreements, the loss ahvanifailure to comply with which would reasonably expected to have a Material
Adverse Effect, or a material adverse effect onGb#ateral or the priority of Bank's Lien on thel@teral.

6.2 Financial Statements, Reports, Certificatesrd@eer shall deliver to Bank:

(a) as soon as available, but in any event withinl@ys after the end of each calendar month, a aoynprepared consolidated and
consolidating balance sheet and income statemeatafantor covering Borrower's operations duringhgueriod, in a form reasonably
acceptable to Bank and certified by a ResponsilffiedD;

(b) as soon as available, but in any event witldinl@ys after the end of Guarantor's fiscal yeatited consolidated and unaudited
consolidating financial statements of Guarantopgred in accordance with GAAP, consistently appliedether with an opinion which is
unqualified or otherwise consented to in writingBgnk on such consolidated financial statementnahdependent certified public
accounting firm reasonably acceptable to Bank;

(c) as soon as available, but in any event witlir8ys after the end of BSD's fiscal year, auditatsolidated and unaudited consolidating
financial statements of BSD prepared in accordavite GAAP, consistently applied, together with grirdon which is unqualified or
otherwise consented to in writing by Bank on sughsolidated financial statements of an independerified public accounting firm
reasonably acceptable to Bank;



(d) as soon as available, but in any event withidys after the end of Guarantor's fiscal quaatéreports on Form 10-Q filed by Guarantor
with the Securities and Exchange Commission;

(e) as soon as available, but in any event witBinl@ys after the end of Guarantor's fiscal yeareabrts on Form 10-K filed by Guarantor
with the Securities and Exchange Commission;

(f) if applicable, copies of all other statememéports and notices sent or made available gegdmalBorrower or Guarantor to its security
holders or to any holders of Subordinated Debt;

(9) promptly upon receipt of notice thereof, a néd any legal actions pending or threatened agdorrower or any Subsidiary that could
result in damages or costs to Borrower or any $ligngi of $250,000 or more;

(h) such budgets, sales projections, operatingspdamther financial information generally prepabgdBorrower in the ordinary course of
business as Bank may reasonably request from tirtimé;

(i) within 30 days of the last day of each fiscabder, a report signed by Borrower, in form readiby acceptable to Bank, listing any
applications or registrations that Borrower has enadfiled in respect of any Patents, CopyrightSrademarks and the status of any
outstanding applications or registrations, as welhny material change in Borrower's IntellectwapBrty Collateral, including but not limit
to any subsequent ownership right of Borrower itoceiny Trademark, Patent or Copyright not spetifreExhibits A, B, and C of the
Intellectual Property Security Agreement delivetedank by Borrower in connection with this Agrearhe

(j) within 30 days after the last day of each mombrrower shall deliver to Bank a Borrowing Baseri@icate signed by a Responsible
Officer in substantially the form of Exhibit D heoe together with aged listings by invoice dateaofounts receivable and accounts payable;

(k) within 35 days after the last day of each moBthrrower shall deliver to Bank with the monthigdncial statements a Compliance
Certificate signed by a Responsible Officer in saibsgally the form of Exhibit E hereto;

() on or before January 31 of each year, a pretmy draft of Borrower's financial projections (iding income statement and balance sheet)
for the following fiscal year;

(m) on or before February 28 of each year, a cdBoorower's financial projections (including incemstatement and balance sheet) for the
following fiscal year, as approved by Borrower'saBbof Directors;

(n) as soon as possible and in any event withial@clar days after becoming aware of the occurrenegistence of an Event of Default
hereunder, a written statement of a Responsiblie@f§etting forth details of the Event of Defaaltd the action which Borrower has take
proposes to take with respect thereto; and

(o) Bank shall have a right from time to time, upeasonable prior notice, hereafter to audit BoetsvAccounts and appraise Collateral at
Borrower's expense, provided that such auditsheilconducted no more often than every 6 monthssrae Event of Default has occurred
and is continuing.

6.3 Inventory; Returns. Borrower shall keep alldntory in good and merchantable condition, freenfedl material defects except for
Inventory for which adequate reserves have beereneturns and allowances, if any, as between Bemrand its account debtors shall be
on the same basis and in accordance with the agatmary practices of Borrower, as they existhenGlosing Date. Borrower shall
promptly notify Bank of all returns and recoverasl of all disputes and claims involving more t§a00,000.
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6.4 Taxes. Borrower shall make, and cause eachdbaysto make, due and timely payment or depdsétliomaterial federal, state, and local
taxes, assessments, or contributions requiredoyflaw, including, but not limited to, those laa@ncerning income taxes, F.I.C.A., F.U.T.A.
and state disability, and will execute and delieeBank, on demand, proof satisfactory to Bankdating that Borrower or a Subsidiary has
made such payments or deposits and any appropgetficates attesting to the payment or depositebf; provided that Borrower or a
Subsidiary need not make any payment if the amoumnalidity of such payment is contested in godthfay appropriate proceedings and is
reserved against (to the extent required by GAAPB&rrower.

6.5 Insurance.

(a) Borrower, at its expense, shall keep the Gaitdtinsured against loss or damage by fire, tleaftlosion, sprinklers, and all other hazards
and risks, and in such amounts, as ordinarily ed@gainst by other owners in similar businessadwded in the locations where Borrow:
business is conducted on the date hereof. Borrelat also maintain liability and other insuraneeamounts and of a type that are custon
to businesses similar to Borrower's.

(b) All such policies of insurance shall be in s@iehm, with such companies, and in such amounte@sonably satisfactory to Bank. All
policies of property insurance shall contain a Etglloss payable endorsement, in a form satisfatdoBank, showing Bank as an additional
loss payee, and all liability insurance policiealskhow Bank as an additional insured and spehiy the insurer must give at least 20 days
notice to Bank before canceling its policy for aegson. Upon Bank's request, Borrower shall detiv@&ank certified copies of the policies
of insurance and evidence of all premium paymeéhte Event of Default has occurred and is contigiiiproceeds payable under any
casualty policy will, at Borrower's option, be phieato Borrower to replace the property subjedhtoclaim, provided that any such
replacement property shall be deemed Collaterahich Bank has been granted a first priority sdgunterest. If an Event of Default has
occurred and is continuing, all proceeds payabteeuany such policy shall, at Bank's option, beabés/ to Bank to be applied on account of
the Obligations.

6.6 Primary Depository. Except for those accoupesied on the Schedule that support existingistof credit issued at the application of
Borrower and the Third Party Deposit Accountspailinary depository, operating and investment actoahBorrower shall be maintained
with Bank or Bank's Affiliates.

6.7 Financial Covenants. Borrower shall at all smmaintain the following financial ratios and comats, measured as of the last day of each
calendar month unless stated otherwise:

(a) Liquidity Ratio. A ratio of Cash (including @lash held in a sinking fund with Bank for repaytnafithe Bonds) plus Eligible Accounts to
the remainder of (i) all Indebtedness to Bank miiy$5% of the aggregate original acquisitiontcokthe Equipment purchased by Borro
with Bond proceeds and Equipment Advances of at [e25 to 1.00.

(b) Minimum Cash. A balance of Cash at Bank anch@a®8ank's affiliates covered by a control agresnfi@cluding all Cash held in a
sinking fund with Bank for repayment of the Bond§ot less than $1,250,000; provided that in trenéthe appraisal of Equipment
described in Section 3.1(j) reflects an aggregederty liquidation value of less than $3,500,00a0c{s deficiency, herein called a "Shortfall"),
the $1,250,000 minimum cash requirement shall benaatically increased by the amount of the Shdrtfadr example, if the appraisal
reflects an aggregate orderly liquidation valu&®f000,000, Borrower will be required to maintaias at Bank and Cash at Bank's affiliates
of not less than $1,750,000.

(c) Tangible Net Worth. A consolidated Tangible Mébrth of Guarantor not less than the greater)d2D,000,000 or (ii) $2,000,000 plus
the amount of Tangible Net Worth of Guarantor reggiito be maintained pursuant to the terms ofdha Hocuments between Borrower and
IBM Belgium Financial Services S.A., Congress FriahCorporation (Southwest) or IBM Credit Corpdaoat as from time to time amended,
modified or restated.
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(d) EBITDA. For each month ending during the petti@djinning December 2004 through and including K@§5, the variance, if negative
(but expressed as a positive number), between ®erte EBITDA for the Applicable Period and (i) fitre period ending December 2004,
$1,669,000, and (ii) for each period thereaftes, BBITDA set forth in the Approved Projections arch period shall not exceed the Allowed
Variance. Beginning with June 2005 and each mdwhetfter, the variance, if negative (but expressea positive number), between
Borrower's EBITDA for the twelve consecutive mop#riod ending on the date of calculation and th&€MBER\ set forth in the Approved
Projections for such twelve consecutive month pesicall not exceed $2,400,000. As used herein, TEBI' shall mean, for any period of
calculation, Borrower's earnings for such periofblinterest and taxes plus depreciation, amditizaand non-cash stock compensation
accruals to the extent deducted in the calculaifauch earnings. "Applicable Period" shall meanofany date of calculation, the period
beginning on June 1, 2004, through and includirdpsiate of calculation. "Allowed Variance" mearws, dny date of calculation, $200,000
multiplied by the number of months included in tgplicable Period for such date of calculation. p&pved Projections” means for any
period of time, the projections for such period thave been approved by Borrower's Board of Dimscamd delivered to Bank. Borrower s|
deliver to Bank (i) a preliminary draft of the pecfions for the next fiscal year of Borrower by uany 31 of each year and (ii) the updated
projections approved by Borrower's Board of Direstior the next fiscal year not later than Febru28yof each year.

6.8 Registration of Intellectual Property Rights.

(a) Borrower shall register or cause to be registen an expedited basis (to the extent not alrezgigtered) with the United States Patent
and Trademark Office or the United States Copyrigfiice, as the case may be, those registeralgéiéntual property rights now owned or
hereafter developed or acquired by Borrower, tcetktent that Borrower, in its reasonable businedgrent, deems it appropriate to so
protect such intellectual property rights.

(b) Borrower shall promptly give Bank written naiof any applications or registrations of inteliedtproperty rights filed with the United
States Patent and Trademark Office, including #te df such filing and the registration or applimanumbers, if any.

(c) Borrower shall (i) give Bank not less than 2¥sl prior written notice of the filing of any apgations or registrations with the United
States Copyright Office, including the title of buatellectual property rights to be registeredsiash title will appear on such applications or
registrations, and the date such applicationsgistrations will be filed, and (ii) prior to thdifig of any such applications or registrations,
shall execute such documents as Bank may reasorehlgst for Bank to maintain its perfection intsuttellectual property rights to be
registered by Borrower, and upon the request okBsimall file such documents simultaneously with fiting of any such applications or
registrations. Upon filing any such applicationsegistrations with the United States Copyrighti€f Borrower shall promptly provide Ba
with (i) a copy of such applications or registraspwithout the exhibits, if any, thereto, (ii) égnce of the filing of any documents requested
by Bank to be filed for Bank to maintain the peti@a and priority of its security interest in sucitellectual property rights, and (iii) the date
of such filing.

(d) Borrower shall execute and deliver such add#@ionstruments and documents from time to timBak shall reasonably request to pel
and maintain the priority of Bank's security intriim the Intellectual Property Collateral.

(e) Borrower shall (i) protect, defend and mainthi@ validity and enforceability of the trade sésrdrademarks, Patents and Copyrights, (ii)
use commercially reasonable efforts to detectrigiiments of the Trademarks, Patents and Copyrgittpromptly advise Bank in writing of
material infringements detected and (iii) not allamy material Trademarks, Patents or Copyrightetabandoned, forfeited or dedicated to
the public without the written consent of Bank, efhshall not be unreasonably withheld.

(f) Bank may audit Borrower's Intellectual Prope@gllateral to confirm compliance with this Sect®®, provided such audit may not occur
more often than twice per year, unless an EveBteffult has occurred and is continuing. Bank dhale the right, but not the obligation, to
take, at Borrower's sole expense,
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any actions that Borrower is required under thistia 6.8 to take but which Borrower fails to takf#ter 15 days' notice to Borrower.

(9) Borrower shall reimburse and indemnify Bankdtimeasonable costs and reasonable expensesaddarthe reasonable exercise of its
rights under this Section 6.8.

6.9 Chase Lockbox. Borrower shall use its bestreffim obtain a control agreement in favor of B is executed by Chase Bank on the
lockbox and related deposit account of Borrowed lvéth Chase Bank.

6.10 Further Assurances. At any time and from tionéme Borrower shall execute and deliver sucthier instruments and take such further
action as may reasonably be requested by Banidotéfie purposes of this Agreement.

6.11 Weekly Reporting. During any period of timattthe Adjusted Tangible Net Worth of Guarantdess than $21,000,000, Borrower sl
deliver the information described in Section 6.2f))the second Business Day of each calendar veee¢hkd immediately preceding calendar
week.

7. NEGATIVE COVENANTS.

Borrower covenants and agrees that, so long asraajt hereunder shall be available and until thistanding Obligations are paid in full or
for so long as Bank may have any commitment to naakeCredit Extensions, Borrower will not do anytlé following without Bank's prior
written consent, which shall not be unreasonabthhéld:

7.1 Dispositions. Convey, sell, lease, licensendfer or otherwise dispose of (collectively, todmsfer"), or permit any of its Subsidiaries to
Transfer, all or any part of its business or propeasther than Permitted Transfers.

7.2 Change in Name, Location or Executive Officka@ge in Business; Change in Fiscal Year; Chan@oitrol. Change its name,
Organizational Jurisdiction, or relocate its cleg€cutive office without 30 days prior written rim@ation to Bank; engage in any business, or
permit any of its Subsidiaries to engage in anyrass, other than or reasonably related or incadéatthe businesses currently engaged in by
Borrower; change its fiscal year end; have a Cham@®»ntrol.

7.3 Mergers or Acquisitions. Merge or consolidatepermit any of its Subsidiaries to merge or cdidate, with or into any other business
organization (other than mergers or consolidatifres Subsidiary into another Subsidiary or into Berer or Guarantor), or acquire, or per
any of its Subsidiaries to acquire, all or subsédlgtall of the capital stock or property of anetiPerson (other than acquisitions by Borrower,
Guarantor or a Subsidiary of an existing Subsidsacgpital stock or property) except where

(i) such transactions do not in the aggregate ek&280,000 and (ii) no Event of Default has ocairie continuing or would exist after

giving effect to the transactions.

7.4 Indebtedness. Create, incur, assume, guaranteeor remain liable with respect to any Indebéss, or permit any Subsidiary so to do,
other than Permitted Indebtedness, or prepay atgbbedness or take any actions which impose oroBerran obligation to prepay any
Indebtedness, except Indebtedness to Bank, ifrditfere or after giving effect to such prepaymeantEvent of Default has occurred and is
continuing.

7.5 Encumbrances. Create, incur, assume or allgviciam with respect to any of its property, or gssor otherwise convey any right to
receive income, including the sale of any Accouotgermit any of its Subsidiaries so to do, exdepPermitted Liens, or covenant to any
other Person that Borrower in the future will rgfrirom creating, incurring, assuming or allowingyd_ien with respect to any of Borrower's

property.
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7.6 Distributions. Pay any dividends or make ameotistribution or payment on account of or inamegbtion, retirement or purchase of any
capital stock, except that Subsidiaries may paiddivds and make such distributions or paymentsotooBver and Borrower may (i)
repurchase the stock of former employees pursoastbtk repurchase agreements as long as an BM@efawult does not exist prior to such
repurchase or would not exist after giving effecstich repurchase, and (ii) repurchase the stoftkvimier employees pursuant to stock
repurchase agreements by the cancellation of irdakss owed by such former employees to Borrovgardéess of whether an Event of
Default exists.

7.7 Investments. Directly or indirectly acquirecavn, or make any Investment in or to any Persopeomit any of its Subsidiaries so to do,
other than Permitted Investments, or maintain ee$h any of its securities accounts or deposit aasowith a Person other than Bank or
Bank's affiliates (excluding those existing accewspecified in the Schedule and the Third Partyd3gg\ccounts) unless such Person has
entered into a control agreement with Bank, in famd substance satisfactory to Bank, or suffereomit any Subsidiary (other than Busin
Supplies Distributors Holdings, LLC and its Subartis with respect to their existing Indebtednesgsdto IBM Credit Corporation, IBM
Belgium Financial Services S.A. and Congress Firs@orporation (Southwest)) to be a party to, eblound by, an agreement that restricts
such Subsidiary from paying dividends or othervdistributing property to Borrower.

7.8 Transactions with Affiliates. Directly or indictly enter into or permit to exist any materiansaction with any Affiliate of Borrower
except for (a) the transaction management feegeao Supplies Distributors, Inc. and its Subsid&aby Borrower and its Subsidiaries, (b)
interest expenses on intercompany Indebtedness aggrrower or Guarantor, (c) intercompany taxmants, (d) Permitted Investments,
(e) Permitted Indebtedness, and (f) transactioaisatte in the ordinary course of Borrower's businapon fair and reasonable terms that are
no less favorable to Borrower than would be obthinean arm's length transaction with a non-ati@tPerson.

7.9 Subordinated Debt. Make any payment in resplemy Subordinated Debt, or permit any of its Sadibsies to make any such payment,
except in compliance with the terms of such Submigid Debt, or amend any material provision affecBank's rights contained in any
documentation relating to the Subordinated Dehitauit Bank's prior written consent, which conseralsiot be unreasonably withheld or
delayed.

7.10 Inventory and Equipment. Store the Inventarthe Equipment with a bailee, warehouseman, oilairthird party unless the third party
has been notified of Bank's security interest andkg(a) has received an acknowledgment from thid fiarty that it is holding or will hold
the Inventory or Equipment for Bank's benefit orifbin possession of the warehouse receipt, whegetiable, covering such Inventory or
Equipment. Except for Inventory sold in the ordinaourse of business and except for such othetitotaas Bank may approve in writing,
Borrower shall keep the Inventory and Equipmeny @tlthe location set forth in Section 10 of th&é&tule, and such other locations of wt
Borrower gives Bank prior written notice and asvtiich Bank files a financing statement where neddezkrfect its security interest.

7.11 No Investment Company. Become or be contrdiiedn "investment company,” within the meaninghef Investment Company Act of
1940, or become principally engaged in, or under@akone of its important activities, the busirefssxtending credit for the purpose of
purchasing or carrying margin stock, or use the@eds of any Credit Extension for such purpose.

7.12 Capital Expenditures. Make capital expend#timean aggregate amount (including capital exganes made by Borrower's Subsidiar
greater than (i) $4,000,000 (excluding capital exfierres financed with Bond Proceeds and the EqeifirAdvances) in each of Borrower's
fiscal years 2004 and 2005, and (ii) $3,000,00Barrower's fiscal year 2006, and each fiscal yhardafter. As used herein, the term "capital
expenditures" does not include (i) any software ihaternally developed by Borrower, whether ot Borrower capitalizes the development
costs, and (ii) any equipment ordered, but notgeepted or paid for, by Borrower.

7.13 Outgoing Wires. During any period in which th&o of Liquidity Ratio set forth in Section 6aj(is less than 2.0 to 1.0, Borrower will
not wire any funds from its deposit accounts othan wire transfers to the account debtors andtitgiroviders listed on the Schedule,
without the prior approval of Bank. It

14



being understood that as of the end of each ftpeaiter, Borrower may amend or modify the list of@unt debtors and freight providers set
forth on the attached Schedule by written noticBaak.

8. EVENTS OF DEFAULT.

Any one or more of the following events shall cim$¢ an Event of Default by Borrower under thisrégment:
8.1 Payment Default. If Borrower fails to pay arfyttee Obligations when due;

8.2 Covenant Default.

(a) If Borrower fails to perform any obligation wrdSection 6.2(j), 6.2(l) or 6.7 or violates anytlud covenants contained in Article 7 of this
Agreement; or

(b) If Borrower fails or neglects to perform or ebge any other material term, provision, conditiooyenant contained in this Agreement, in
any of the Loan Documents, or in any other presefiiture agreement between Borrower and Bank artd any default under such other
term, provision, condition or covenant that carcbeed, has failed to cure such default within 1¢sdafter Borrower receives notice therec
any officer of Borrower becomes aware thereof; jgted, however, that if the default cannot by ittuna be cured within the 10 day period or
cannot after diligent attempts by Borrower be cum@tiin such 10 day period, and such default isliiko be cured within a reasonable time,
then Borrower shall have an additional reasonaétag (which shall not in any case exceed 30 diyajtempt to cure such default, and
within such reasonable time period the failureagehcured such default shall not be deemed an E¥éwfault but no Credit Extensions w
be made;

8.3 Defective Perfection. If Bank shall receiveaay time following the Closing Date an SOS Repudidating that except for Permitted
Liens, Bank's security interest in the Collatesahot prior to all other security interests or lSef record reflected in the report;

8.4 Material Adverse Change. If there occurs a natadverse change in Borrower's business or fii@ucondition, or if there is a material
impairment of the prospect of repayment of anyiporof the Obligations or a material impairmenttoé value or priority of Bank's security
interests in the Collateral,

8.5 Attachment. If any material portion of Borrovgesissets is attached, seized, subjected to amdistress warrant, or is levied upon, or
comes into the possession of any trustee, receivgerson acting in a similar capacity and suchchtnent, seizure, writ or distress warrar
levy has not been removed, discharged or rescinitbéh 10 days, or if Borrower is enjoined, restred, or in any way prevented by court
order from continuing to conduct all or any matepiart of its business affairs, or if a judgmenbdner claim becomes a lien or encumbrance
upon any material portion of Borrower's assetsf amotice of lien, levy, or assessment is filédexord with respect to any of Borrower's
assets by the United States Government, or anyrtalegat, agency, or instrumentality thereof, or by atate, county, municipal, or
governmental agency, and the same is not paidmiém days after Borrower receives notice thenaeaiyided that none of the foregoing st
constitute an Event of Default where such actioawvant is stayed or an adequate bond has beerdgmstding a good faith contest by
Borrower (provided that no Credit Extensions wél imade during such cure period);

8.6 Insolvency. If Borrower becomes insolvent,farn Insolvency Proceeding is commenced by Borrpaeif an Insolvency Proceeding is
commenced against Borrower and is not dismissethged within 45 days (provided that no Credit Bstens will be made prior to the
dismissal of such Insolvency Proceeding);

8.7 Other Agreements. If there is a default or ofagure to perform in any agreement to which Bover is a party with a third party or
parties resulting in a right by such third partyparties, whether or not exercised, to acceletaertaturity of any Indebtedness in an amount
in excess of $250,000 or that could have a Matévilvlerse Effect;
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8.8 Subordinated Debt. If Borrower makes any payrmaraccount of Subordinated Debt, except to thergxhe payment is allowed under
any subordination agreement entered into with Bank;

8.9 Judgments. If a judgment or judgments for @npent of money in an amount, individually or ie tiggregate, of at least $500,000 shall
be rendered against Borrower and shall remain isfiegt and unstayed for a period of 10 days (pregtithat no Credit Extensions will be
made prior to the satisfaction or stay of the judgt)y or

8.10 Misrepresentations. If any material misrepn&t@n or material misstatement exists now or &iféee in any warranty or representation
set forth herein or in any certificate deliveredtank by any Responsible Officer pursuant to thigge®ement or to induce Bank to enter into
this Agreement or any other Loan Document.

8.11 Guaranty. If any guaranty of all or a portadrthe Obligations (a "Guaranty) ceases for angaado be in full force and effect, or any
guarantor fails to perform any obligation under &wyaranty or a security agreement securing anydatya(collectively, the "Guaranty
Documents"), or any event of default occurs unadgr@uaranty Document or any guarantor revokes gugts to revoke a Guaranty, or any
material misrepresentation or material misstateragists now or hereafter in any warranty or repnegéon set forth in any Guaranty
Document or in any certificate delivered to Bankdamnection with any Guaranty Document, or if ahthe circumstances described in
Sections 8.3 through 8.9 occur with respect to &uar or any other guarantor.

9. BANK'S RIGHTS AND REMEDIES.

9.1 Rights and Remedies. Upon the occurrence aridgdilhe continuance of an Event of Default, Bardymat its election, without notice of
its election and without demand, do any one or nobtee following, all of which are authorized byBower:

(a) Declare all Obligations, whether evidencedhiy Agreement, by any of the other Loan Documetstherwise, immediately due and
payable (provided that upon the occurrence of anEsf Default described in
Section 8.6, all Obligations shall become immedyadieie and payable without any action by Bank);

(b) Demand that Borrower (i) deposit cash with Bankn amount equal to the amount of any LetteiGreflit remaining undrawn, as
collateral security for the repayment of any futdrawings under such Letters of Credit, and (i} ppadvance all Letter of Credit fees
scheduled to be paid or payable over the remaiteimg of the Letters of Credit, and Borrower shatimpptly deposit and pay such amounts.

(c) Cease advancing money or extending credit forahe benefit of Borrower under this Agreementioder any other agreement between
Borrower and Bank;

(d) Settle or adjust disputes and claims direcily\@ccount debtors for amounts, upon terms andhiaitever order that Bank reasonably
considers advisable;

(e) Make such payments and do such acts as Baslidens necessary or reasonable to protect itsiseuerest in the Collateral. Borrower
agrees to assemble the Collateral if Bank so reguand to make the Collateral available to BanRaask may designate. Borrower authori
Bank to enter the premises where the Collatedakisted, to take and maintain possession of thiat@aodl, or any part of it, and to pay,
purchase, contest, or compromise any encumbrahagge, or lien which in Bank's determination appéarbe prior or superior to its secut
interest and to pay all expenses incurred in caioretherewith. With respect to any of Borrowensned premises, Borrower hereby grants
Bank a license to enter into possession of sucmiges and to occupy the same, without charge,dardo exercise any of Bank's rights or
remedies provided herein, at law, in equity, oreotlise;

(f) Set off and apply to the Obligations any andiabalances and deposits of Borrower held bylBamd (ii) indebtedness at any time owing
to or for the credit or the account of Borrowerchky Bank;

16



(9) Ship, reclaim, recover, store, finish, maintaepair, prepare for sale, advertise for sale,satidin the manner provided for herein) the
Collateral. Bank is hereby granted a license oerotight, solely pursuant to the provisions of tBection 9.1, to use, without charge,
Borrower's labels, patents, copyrights, rightssd of any name, trade secrets, trade names, tradgmarvice marks, and advertising matter,
or any property of a similar nature, as it pertamthe Collateral, in completing production ofyadising for sale, and selling any Collateral
and, in connection with Bank's exercise of its tiginder this Section 9.1, Borrower's rights uradelicenses and all franchise agreements
shall inure to Bank's benefit;

(h) Sell the Collateral at either a public or ptevaale, or both, by way of one or more contractsamsactions, for cash or on terms, in such
manner and at such places (including Borrower'mymes) as Bank determines is commercially reasenabld apply any proceeds to the
Obligations in whatever manner or order Bank deapmsopriate. Bank may sell the Collateral withowtrgy any warranties as to the
Collateral. Bank may specifically disclaim any wveaarties of title or the like. This procedure willtrize considered adversely to affect the
commercial reasonableness of any sale of the @ddllatif Bank sells any of the Collateral upon dreBlorrower will be credited only with
payments actually made by the purchaser, receiydhbk, and applied to the indebtedness of thelfaser. If the purchaser fails to pay for
the Collateral, Bank may resell the Collateral 8adrower shall be credited with the proceeds ofdle;

(i) Bank may credit bid and purchase at any puidie;

()) Apply for the appointment of a receiver, trustéquidator or conservator of the Collateral,heitit notice and without regard to the
adequacy of the security for the Obligations anitheuit regard to the solvency of Borrower, any gotmaor any other Person liable for an
the Obligations; and

(k) Any deficiency that exists after dispositiontbé Collateral as provided above will be paid indiately by Borrower.

Bank may comply with any applicable state or fetkena requirements in connection with a dispositadrihe Collateral and compliance will
not be considered adversely to affect the commenegsonableness of any sale of the Collateral.

9.2 Power of Attorney. Effective only upon the ogence and during the continuance of an Event d&ille Borrower hereby irrevocably
appoints Bank (and any of Bank's designated officer employees) as Borrower's true and lawfukagétp to: (a) send requests for
verification of Accounts or notify account debtafsBank's security interest in the Accounts; (bdi@se Borrower's name on any checks or
other forms of payment or security that may conte Bank's possession; (c) sign Borrower's namengrirevoice or bill of lading relating to
any Account, drafts against account debtors, sdbhedund assignments of Accounts, verifications aédunts, and notices to account debtors;
(d) dispose of any Collateral; (e) make, settlel adjust all claims under and decisions with resfeBorrower's policies of insurance; (f)
settle and adjust disputes and claims respectm@dhounts directly with account debtors, for ant®and upon terms which Bank determi

to be reasonable; (g) to modify, in its sole disorg any intellectual property security agreememtered into between Borrower and Bank
without first obtaining Borrower's approval of égsature to such modification by amending ExhiitB, and C, thereof, as appropriate, to
include reference to any right, title or interastiny Copyrights, Patents or Trademarks acquireBdsyower after the execution hereof or to
delete any reference to any right, title or intenresany Copyrights, Patents or Trademarks in widohrower no longer has or claims to have
any right, title or interest; (h) to file, in it®ke discretion, one or more financing or continoltstatements and amendments thereto, relat
any of the Collateral without the signature of Bover where permitted by law; and (i) to transfex thtellectual Property Collateral into the
name of Bank or a third party to the extent peeditinder the California Uniform Commercial Codegyitded Bank may exercise such poy

of attorney to sign the name of Borrower on anthefdocuments described in clauses (g), (h) arabye regardless of whether an Event of
Default has occurred. The appointment of Bank asdeer's attorney in fact, and each and every digaak's rights and powers, being
coupled with an interest, is irrevocable until&lthe Obligations have been fully repaid and panfed and Bank's obligation to provide
advances hereunder is terminated.

9.3 Accounts Collection. At any time after the atence and during the continuation of an Event efabdlt, Bank may notify any Person
owing funds to Borrower of Bank's security inter@ssuch funds and
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verify the amount of such Account. Borrower shallect all amounts owing to Borrower for Bank, rieeein trust all payments as Bank's
trustee, and immediately deliver such paymentsaiokBn their original form as received from the @act debtor, with proper endorsements
for deposit.

9.4 Bank Expenses. If Borrower fails to pay any amis or furnish any required proof of payment duthtrd persons or entities, as required
under the terms of this Agreement, then Bank magrdoor all of the following after reasonable netto Borrower: (a) make payment of the
same or any part thereof; (b) set up such resemvesr the Revolving Facility as Bank deems necgdsgprotect Bank from the exposure
created by such failure; or (c) obtain and maintasurance policies of the type discussed in Se@ib of this Agreement, and take any ac
with respect to such policies as Bank deems prudentamounts so paid or deposited by Bank shalstitute Bank Expenses, shall be
immediately due and payable, and shall bear intetabe then applicable rate hereinabove providad,shall be secured by the Collateral.
Any payments made by Bank shall not constitutegaeement by Bank to make similar payments in tieréuor a waiver by Bank of any
Event of Default under this Agreement.

9.5 Bank's Liability for Collateral. Bank has ndlightion to clean up or otherwise prepare the QGetkd for sale. All risk of loss, damage or
destruction of the Collateral shall be borne byrBaer.

9.6 No Obligation to Pursue Others. Bank has ni@atibn to attempt to satisfy the Obligations bylexting them from any other person
liable for them and Bank may release, modify orw@any collateral provided by any other Persorettuge any of the Obligations, all withs
affecting Bank's rights against Borrower. Borrowsives any right it may have to require Bank tospierany other Person for any of the
Obligations.

9.7 Remedies Cumulative. Bank's rights and remadidsr this Agreement, the Loan Documents, andth#r agreements shall be
cumulative. Bank shall have all other rights antdedies not inconsistent herewith as provided utigeCode, by law, or in equity. No
exercise by Bank of one right or remedy shall bentled an election, and no waiver by Bank of any Egébefault on Borrower's part shall
be deemed a continuing waiver. No delay by Bank sbastitute a waiver, election, or acquiescengé.iNo waiver by Bank shall be
effective unless made in a written document sigmetliehalf of Bank and then shall be effective anlthe specific instance and for the
specific purpose for which it was given. Borrowgpeessly agrees that this Section 9.7 may not beedar modified by Bank by course of
performance, conduct, estoppel or otherwise.

9.8 Demand; Protest. Borrower waives demand, dratetice of protest, notice of default or dishgnustice of payment and nonpayment,
notice of any default, nonpayment at maturity, asks compromise, settlement, extension, or renefxdcounts, documents, instruments,
chattel paper, and guarantees at any time heldamk Bn which Borrower may in any way be liable.

10. NOTICES.

Unless otherwise provided in this Agreement, atlaes or demands by any party relating to this &grent or any other agreement entered
into in connection herewith shall be in writing af@ccept for financial statements and other infdiomal documents which may be sent by
first-class mail, postage prepaid) shall be perpdalivered or sent by a recognized overnightwagl/ service, certified mail, postage
prepaid, return receipt requested, or by telefaitsita Borrower or to Bank, as the case may bésatddresses set forth below:

If to Borrower: Priority Fulfillment Servic es, Inc.
500 N. Central Expressway, 5th Floor
Plano, Texas 75074
Attn: Thomas J. Madden
FAX: (972) 633-3952

If to Bank: Comerica Bank
2321 Rosecrans Ave., Suite 5000
El Segundo, CA 90245
Attn: Manager
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FAX: (310) 297-2290

with a copy to: Comerica Bank
801 E. Campbell Road, Suite 14 2
Richardson, Texas 75081
Attn: Stu Bell
FAX: (214) 570-7979

The parties hereto may change the address at weghare to receive notices hereunder, by notieeriting in the foregoing manner given to
the other.

11. CHOICE OF LAW AND VENUE; JURY TRIAL WAIVER. Thi Agreement shall be governed by, and construaddordance with, the
internal laws of the State of California, withoagard to principles of conflicts of law. Each ofrBawer and Bank hereby submits to the
exclusive jurisdiction of the state and Federalrtolocated in the County of Santa Clara, Stat€alifornia. BANK AND BORROWER
EACH ACKNOWLEDGE THAT THE RIGHT TO TRIAL BY JURY ISA CONSTITUTIONAL ONE, BUT THAT IT MAY BE WAIVED.
EACH OF THEM, AFTER CONSULTING OR HAVING HAD THE OPFORTUNITY TO CONSULT, WITH COUNSEL OF THEIR
CHOICE, KNOWINGLY, VOLUNTARILY AND INTENTIONALLY WA IVES ANY RIGHT ANY OF THEM MAY HAVE TO A TRIAL
BY JURY IN ANY LITIGATION BASED UPON OR ARISING OUTOF THIS AGREEMENT OR ANY RELATED INSTRUMENT OR
LOAN DOCUMENT OR ANY OF THE TRANSACTIONS CONTEMPLAED BY THIS AGREEMENT OR ANY COURSE OF
CONDUCT, DEALING, STATEMENTS (WHETHER ORAL OR WRITHN), OR ACTION OF ANY OF THEM. THESE PROVISIONS
SHALL NOT BE DEEMED TO HAVE BEEN MODIFIED IN ANY REEPECT OR RELINQUISHED BY BANK OR BORROWER,
EXCEPT BY A WRITTEN INSTRUMENT EXECUTED BY EACH OFHEM.

12. REFERENCE PROVISION. If and only if the jurjatrwaiver set forth in

Section 11 of this Agreement is invalidated for asgson by a court of law, statute or otherwise réierence provisions set forth below shall
be substituted in place of the jury trial waiveo.I8ng as the jury trial waiver remains valid, teference provisions set forth in this Section
shall be inapplicable.

a. Each controversy, dispute or claim (each, aifiClabetween the parties arising out of or relatioghis Agreement, any security agreement
executed by Borrower in favor of Bank, any noteceed by Borrower in favor of Bank or any other glment, instrument or agreement
executed by Borrower with or in favor of Bank (eaitively in this Section, the "Loan Documents"hatthan (i) all matters in connection
with nonjudicial foreclosure of security interestseal or personal property; or (ii) the appointnef a receiver or the exercise of other
provisional remedies (any of which may be initigpenisuant to applicable law) that are not setthedriting within fifteen (15) days after the
date on which a party subject to the Loan Documgnss written notice to all other parties thatlai@ exists (the "Claim Date") shall be
resolved by a reference proceeding in Californiadoordance with the provisions of Section 63&gqt sf the California Code of Civil
Procedure, or their successor sections ("CCP")hvkihall constitute the exclusive remedy for treohation of any Claim concerning the
Loan Documents, including whether such Claim igextttto the reference proceeding. Except as stt fioithis section, the parties waive the
right to initiate legal proceedings against eatteotoncerning each such Claim. Venue for thesegedings shall be in the Superior Court in
the County where the real property, if any, is tedaor in a County where venue is otherwise apjatpunder state law (the "Court"). By
mutual agreement, the parties shall select a defiuelge of the Court to serve as referee, an@yf tannot so agree within fifteen (15) days
after the Claim Date, the Presiding Judge of therC@r his or her representative) shall promp#iest the referee. A request for appointment
of a referee may be heard on an ex parte or exgeelasis. The referee shall be appointed to sittamporary judge, with all the powers for a
temporary judge, as authorized by law, and upogctieh should take and subscribe to the oath @fetis provided for in Rule 244 of the
California Rules of Court (or any subsequently ¢ed&ule). Each party shall have one peremptorilesige pursuant to CCP

Section 170.6. Upon being selected, the refereé(shde requested to set the matter for a stamaistrial-setting conference within fifteen
(15) days after the date of selection and (b)akcficable, try any and all issues of law or fad egport a statement of decision upon them
within ninety (90) days of the date of selectioheTeferee will have power to expand or limit thecaint of discovery a party may employ.
Any decision rendered by the referee will be fitaihding and conclusive, and judgment shall beredtpursuant to CCP Section 644 in any
court in the State of
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California having jurisdiction. The parties shadheplete all discovery no later than fifteen (15yslaefore the first trial date established by
the referee. The referee may extend such perititeievent of a party's refusal to provide requediscovery for any reason whatsoever,
including, without limitation, legal objections s&id to such discovery or unavailability of a withdsie to absence or illness. No party sha
entitled to "priority" in conducting discovery. Bér party may take depositions upon seven (7) daigten notice, and shall respond to
requests for production or inspection of documaritisin ten (10) days after service. All disputektimg to discovery which cannot be
resolved by the parties shall be submitted to #ifieree whose decision shall be final and bindingnughe parties. Pending appointment of the
referee as provided herein, the Superior Counnigavered to issue temporary and/or provisional chese as appropriate.

b. Except as expressly set forth herein, the refehall determine the manner in which the refergmoeeeding is conducted including the
time and place of all hearings, the order of prestem of evidence, and all other questions thiseawith respect to the course of the refere
proceeding. Except for trial, all proceedings ardrings conducted before the referee shall be adedwvithout a court reporter unless a
party requests a court reporter. The party makiredy & request shall have the obligation to arrdogand pay for the court reporter. Subject
to the referee's power to award costs to the pieggarty, the parties shall equally bear the €agtthe court reporter at the trial and the
referee's expenses.

c. The referee shall determine all issues in acoare with existing California case and statutowy. I&alifornia rules of evidence applicable
proceedings at law will apply to the reference pealing. The referee shall be empowered to entétaddpias well as legal relief, to provide
all temporary and/or provisional remedies and tereaquitable orders that shall be binding uporpéties. At the close of the reference
proceeding, the referee shall issue a single judgatedisposing of all the claims of the partiesttare the subject of the reference. The pe
reserve the right (i) to contest or appeal fromfthal judgment or any appealable order or appéelaltigment entered by the referee and (ii)
to obtain findings of fact, conclusions of lawsyatten statement of decision, and (iii) to move #onew trial or a different judgment, which
new trial, if granted, shall be a reference progegdnder this provision.

d. If the enabling legislation which provides f@paintment of a referee is repealed (and no suocesstute is enacted), any dispute between
the parties that would otherwise be determinechbyréference procedure herein described will belved and determined by arbitration
conducted by a retired judge of the Court, in adance with the California Arbitration Act

Section 1280 through Section 1294.2 of the CCRranded from time to time. The limitations with respto discovery as set forth in this
Section shall apply to any such arbitration proasgd

13. GENERAL PROVISIONS.

13.1 Successors and Assigns. This Agreement shdlldnd inure to the benefit of the respective sasors and permitted assigns of each of
the parties and shall bind all persons who becoouad as a debtor to this Agreement; provided, hewnetat neither this Agreement nor any
rights hereunder may be assigned by Borrower witBamk's prior written consent, which consent maygbanted or withheld in Bank's sole
discretion. Bank shall have the right without tlemsent of or notice to Borrower to sell, transfexgotiate, or grant participation in all or any
part of, or any interest in, Bank's obligationghts and benefits hereunder.

13.2 Indemnification. Borrower shall defend, indéiyiand hold harmless Bank and its officers, empkg, and agents against: (a) all
obligations, demands, claims, and liabilities claghor asserted by any other party in connectioh thig transactions contemplated by this
Agreement, except for obligations, demands, claintsliabilities caused by Bank's gross negligemagiliful misconduct; and (b) all losses
or Bank Expenses in any way suffered, incurreghaid by Bank, its officers, employees and agents @sult of or in any way arising out of,
following, or consequential to transactions betwBank and Borrower whether under this Agreemengtioerwise (including without
limitation reasonable attorneys fees and expenB¢€)],UDING ANY OBLIGATIONS, DEMANDS, CLAIMS, LIABILITIES AND

LOSSES RESULTING FROM BANK'S OWN NEGLIGENCE OR ARNS OUT OF ANY CLAIM OR THEORY OF STRICT

LIABILITY, except for losses caused by Bank's grasgligence or willful misconduct.

13.3 Time of Essence. Time is of the essence op#rformance of all obligations set forth in tAgreement.
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13.4 Severability of Provisions. Each provisiorttaé Agreement shall be severable from every gbhevision of this Agreement for the
purpose of determining the legal enforceabilityan§ specific provision.

13.5 Amendments in Writing, Integration. All ameneims to or terminations of this Agreement mustrberiting. All prior agreements,
understandings, representations, warranties, agatiations between the parties hereto with resfeettte subject matter of this Agreement, if
any, are merged into this Agreement and the Loacube@nts.

13.6 Counterparts. This Agreement may be execatady number of counterparts and by different partin separate counterparts, each of
which, when executed and delivered, shall be dedmbd an original, and all of which, when takegether, shall constitute but one and the
same Agreement.

13.7 Survival. All covenants, representations aadranties made in this Agreement shall continuglirforce and effect so long as any
Obligations remain outstanding. The obligation8ofrower to indemnify Bank with respect to the expes, damages, losses, costs and
liabilities described in Section 13.2 shall surviwgil all applicable statute of limitations pergdith respect to actions that may be brought
against Bank have run.

13.8 Confidentiality. In handling any confidentiaformation, Bank and all employees and agentsasfli@shall exercise the same degree of
care that Bank exercises with respect to its ovapipetary information of the same types to maintam confidentiality of any non-public
information thereby received or received pursuarthis Agreement except that disclosure of sucbrimfition may be made (i) to the
subsidiaries or affiliates of Bank in connectiorthatheir present or prospective business relatidgtis Borrower,

(i) to prospective transferees or purchasers gfiaterest in the Loans, provided that they havered into a comparable confidentiality
agreement in favor of Borrower and have deliveredgy to Borrower, (iii) as required by law, redgigdas, rule or order, subpoena, judicial
order or similar order, (iv) as may be requireg¢@mnection with the examination, audit or similavéstigation of Bank and (v) as Bank may
determine in connection with the enforcement of mrgedies hereunder. Confidential information hedeu shall not include information tl
either: (a) is in the public domain or in the knedde or possession of Bank when disclosed to Bartkecomes part of the public domain
after disclosure to Bank through no fault of Baok(b) is disclosed to Bank by a third party, po®d Bank does not have actual knowledge
that such third party is prohibited from disclosgwgch information.

13.9 Restatement. This Agreement restates, amendsoatinues in its entirety that certain Loan &edurity Agreement dated as of March
28, 2003 (as heretofore amended, the "Original A&gient"), among Borrower, Priority Fulfilment Sexgs of Canada, Inc. ("PFS Canada"),
and Bank, and all of the terms and provisions Hesball supersede the terms and provisions thefdu$. Agreement renews, extends, and
continues all liens, rights and security interestany property of Borrower existing by virtue bétOriginal Agreement, but the terms and
provisions and conditions of such liens, rights] aacurity interests shall hereafter be governedl irespects by this Agreement. Inasmuch as
Borrower and PFS Canada were jointly and sevelialtye for all obligations under the Original Agreent, Borrower hereby irrevocably and
unconditionally assumes and promises to perforrdudles, responsibilities and obligations of PF®&2k arising out of or pursuant to the
Original Agreement or any other Loan Document @ned in the Original Agreement). PFS Canada islhereleased from all obligations
and liabilities to Bank under the Original Agreerhen

THIS WRITTEN AGREEMENT AND THE OTHER LOAN DOCUMENTR®EPRESENT THE FINAL AGREEMENT BETWEEN THE
PARTIES AND MAY NOT BE CONTRADICTED BY EVIDENCE OPRIOR, CONTEMPORANEOUS, OR SUBSEQUENT ORAL
AGREEMENTS OF THE PARTIES.

THERE ARE NO UNWRITTEN ORAL AGREEMENTS BETWEEN THE PARTIES.
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IN WITNESS WHEREOF, the parties hereto have catisisdAgreement to be executed as of the datediveve written.
PRIORITY FULFILLMENT SERVICES, INC.

By:

Title:

COMERICA BANK

By:

Title:
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EXHIBIT A
DEFINITIONS

"Accounts” means all presently existing and heegadtising accounts, contract rights, and all ofbans of obligations owing to Borrower
arising out of the sale or lease of goods (inclgdimithout limitation, the licensing of softwaredaather technology) or the rendering of
services by Borrower and any and all credit insceaguaranties, and other security therefor, abagedll merchandise returned to or
reclaimed by Borrower and Borrower's Books relatmgny of the foregoing.

"Advance" or "Advances" means a cash advance ¢r adgances under the Revolving Facility.

"Affiliate" means, with respect to any Person, &grson that owns or controls directly or indirestich Person, any Person that controls or is
controlled by or is under common control with s&drson, and each of such Person's senior exeadttivers, directors, and partners.

"Bank Expenses" means all reasonable costs or sgpdmcluding reasonable attorneys' fees and sggewhether generated in-house or by
outside counsel) incurred in connection with theparation, negotiation, administration, and enfioreet of the Loan Documents; reasonable
Collateral audit fees; and Bank's reasonable ay@'rfees and expenses (whether generated in-bolyeoutside counsel) incurred in
amending, enforcing or defending the Loan Documéntduding fees and expenses of appeal), incuseddre, during and after an Insolve
Proceeding, whether or not suit is brought.

"Bonds" means the $5,000,000 Mississippi Businésarfee Corporation Taxable Variable Rate DemandtetinObligation Revenue Bonds,
Series 2004 (Priority Fulfillment Services, Incofect).

"Bond Documents" means all documents, instrumemisagreements executed by Borrower in connectitim tive issuance of the Bonds.

"Borrower's Books" means all of Borrower's bookd agcords including: ledgers; records concerning@®wer's assets or liabilities, the
Collateral, business operations or financial caadjtand all computer programs, or tape files, taedequipment, containing such informati

"Borrowing Base" means an amount equal to 80% igfitiié Accounts, as determined by Bank with refeeeto the most recent Borrowing
Base Certificate delivered by Borrower.

"BSD" means Business Supplies Distributors Holdindg<C, a Delaware limited liability company.

"Business Day" means any day that is not a Satu@ayday, or other day on which banks in the Stat@alifornia are authorized or required
to close.

"Cash" means unrestricted cash and cash equivalents

"Change in Control" shall mean a transaction inaltany "person” or "group" (within the meaning et8on 13(d) and 14(d)(2) of the
Securities Exchange Act of 1934) becomes the "li@akbwner” (as defined in Rule 13d-3 under theBities Exchange Act of 1934),
directly or indirectly, of a sufficient number diares of all classes of stock then outstandingasfd@ver ordinarily entitled to vote in the
election of directors, empowering such "person”"gooup” to elect a majority of the Board of Direrg@f Borrower, who did not have such
power before such transaction.

"Chief Executive Office" means 500 North CentrapEessway, 5th Floor, Plano, Texas 75074, wheredBa@r's chief executive office is
located.

"Closing Date" means the date of this Agreement.



"Code" means the California Uniform Commercial Cadeamended or supplemented from time to time.

"Collateral" means the property described on ExtBbattached hereto and all Negotiable Collatenal mtellectual Property Collateral to the
extent not described on Exhibit B, except to thiemixany such property (i) is nonassignable bteitsis without the consent of the licensor
thereof or another party (but only to the extemthsprohibition on transfer is enforceable undedigpple law, including, without limitation,
Sections 9406 and 9408 of the Code), or (ii) trenting of a security interest therein is contrarapplicable law, provided that upon the
cessation of any such restriction or prohibitiarghs property shall automatically become part ofGlodiateral.

"Collateral State" means the state or states wther€ollateral is located, which are Texas, Teremsand Mississippi.

"Committed Revolving Line" means a Credit Extensiémup to $5,000,000 (inclusive of any amounts @utding under the Letter of Credit
Sublimit).

"Contingent Obligation" means, as applied to ans®e (other than as between Borrowers, GuarantanpiSubsidiary), any direct or
indirect liability, contingent or otherwise, of thaerson with respect to (i) any indebtednesseledisidend, letter of credit or other obligation
of another, including, without limitation, any suehligation directly or indirectly guaranteed, erghl, co-made or discounted or sold with
recourse by that Person, or in respect of whichRleason is otherwise directly or indirectly liab{g) any obligations with respect to undrawn
letters of credit issued for the account of thasBe; and (iii) all obligations arising under amyerest rate, currency or commodity swap
agreement, interest rate cap agreement, intettestodar agreement, or other agreement or arraagedesignated to protect a Person against
fluctuation in interest rates, currency exchangesrar commodity prices; provided, however, thattdrm "Contingent Obligation" shall not
include endorsements for collection or deposihmardinary course of business. The amount of amti@gent Obligation shall be deemed to
be an amount equal to the stated or determined @inodthe primary obligation in respect of whickchuContingent Obligation is made or, if
not stated or determinable, the maximum reasorettigipated liability in respect thereof as deterad by such Person in good faith;
provided, however, that such amount shall not wearent exceed the maximum amount of the obligatiorder the guarantee or other
support arrangement.

"Copyrights" means any and all copyright rightgyaght applications, copyright registrations aike Iprotections in each work or authors
and derivative work thereof, whether published mpublished and whether or not the same also caotestia. trade secret, now or hereafter
existing, created, acquired or held.

"Credit Extension" means each Advance, Equipmentafde, the Equipment Term Loan, or any other eidens credit by Bank to or for
the benefit of Borrower hereunder.

"Designated Account Debtor" means that certain actdebtor named as the "Designated Account DebtpBorrower and Bank in a
separate letter agreement of even date herewifhpmstime to time amended or modified.

"Eligible Accounts" means those Accounts that airisthe ordinary course of Borrower's business tioatply with all of Borrower's
representations and warranties to Bank set for8eiction 5.3; provided, that Bank may change taedztrds of eligibility by giving Borrower
30 days prior written notice. Unless otherwise agr® by Bank, Eligible Accounts shall not inclutie following (all references to
percentages shall mean in dollar amount):

(a) Accounts that the account debtor has failgabipin full within 90 days of invoice date;
(b) Accounts with respect to an account debtor, 26%hose Accounts the account debtor has failgzhtowithin 90 days of invoice date;
(c) Accounts with respect to which the account delst an officer, employee, or agent of Borrower;

(d) Accounts arising from the sale of goods by Bawer and with respect to which such goods are placeconsignment, guaranteed sale,
sale or return, sale on approval, bill and holdnd®r promotional, or other terms by reason of Whiwe payment by the account debtor may
be conditional;



(e) Accounts with respect to which the account deistan Affiliate of Borrower;

(f) Accounts with respect to which the account deldibes not have its principal place of busineghénUnited States, except for Eligible
Foreign Accounts;

(g) Accounts with respect to which the account delst the United States or any department, agestapstrumentality of the United States,
except forAccounts of the United States if the payee hagiaediits payment rights to Bank and the assignim@nbeen acknowledged un
the Assignment of Claims Act of 1940 (31 U.S.C. B2

(h) Accounts with respect to which Borrower is l@bo the account debtor for goods sold or servieagered by the account debtor to
Borrower, but only to the extent of any amountsrayio the account debtor against amounts owed tofer (excluding amounts owed to
account debtors for money received in Third Papdsit Accounts and money received or to be reddiveettlement of credit card account
receivables of Borrower's account debtors);

(i) Accounts with respect to an account debtorgothan IBM and the Desighated Account Debtor)luding Subsidiaries and Affiliates,
whose total obligations to Borrower exceed 25%lloAecounts, to the extent such obligations excéwdaforementioned percentage, except
as approved in writing by Bank;

(j) Accounts with respect to which IBM is the acobdebtor, to the extent that its total obligatiem®orrower exceed 40% of all Accounts,
except as approved in writing by Bank;

(k) Accounts with respect to which the Designatext@dunt Debtor is the account debtor, to the exteattits total obligations to Borrower
exceed 35% of all Accounts, except as approvediting by Bank;

() Accounts with respect to which the account deblisputes liability or makes any claim with respiaereto as to which Bank believes, in
its sole discretion, that there may be a basidlifspute (but only to the extent of the amount sttt such dispute or claim), or is subject to
any Insolvency Proceeding, or becomes insolvergpes out of business;

(m) Credit card Accounts; and
(n) Accounts the collection of which Bank reasogaldtermines after inquiry and consultation withri®aver to be doubtful.

"Eligible Foreign Accounts" means Accounts withpest to which the account debtor does not haveriteipal place of business in the
United States and that are (i) supported by omaare letters of credit in an amount and of a teaod issued by a financial institution,
acceptable to Bank, (ii) insured by EXIM Bank,)(@enerated by an account debtor with its pringipate of business in Canada, provided
that the Bank has perfected its security intereghé appropriate Canadian province, or (iv) appdolry Bank on a case-by-case basis.

"Environmental Laws" means all laws, rules, regata, orders and the like issued by any feder# skacal foreign or other governmental or
guasi-governmental authority or any agency penaind the environment or to any hazardous mateoialgastes, toxic substances,
flammable, explosive or radioactive materials, agi®or other similar materials.

"Equipment” means all present and future machiregyjpment, tenant improvements, furniture, fixgjnehicles, tools, parts and
attachments in which Borrower has any interest.

"Equipment Advance" has the meaning set forth ictie 2.1(c).

"Equipment Term Loan" has the meaning assignecatié 2.1(e).



"ERISA" means the Employee Retirement Income Sgcidt of 1974, as amended, and the regulationstiraler.
"Event of Default" has the meaning assigned incletB.

"GAAP" means generally accepted accounting priesiptonsistently applied, as in effect from timéinoe.
"Guarantor" means PFSweb, Inc., a Delaware conoporat

"Indebtedness” means (a) all indebtedness for b@aanoney or the deferred purchase price of prgmerservices, including without
limitation reimbursement and other obligations witspect to surety bonds and letters of creditaflbligations evidenced by notes, bonds,
debentures or similar instruments, (c) all capéake obligations, and (d) all Contingent Obligagio

"Insolvency Proceeding" means any proceeding cormetkhy or against any Person or entity under aayigion of the United States
Bankruptcy Code, as amended, or under any othériyaity or insolvency law, including assignmentstfee benefit of creditors, formal or
informal moratoria, compositions, extension gergnalth its creditors, or proceedings seeking remigation, arrangement, or other relief.

"Intellectual Property Collateral" means all of Bower's right, title, and interest in and to thdiwing to the extent freely assignable:
(a) Copyrights, Trademarks and Patents;

(b) Any and all trade secrets, and any and allledtial property rights in computer software andputer software products now or heree
existing, created, acquired or held;

(c) Any and all design rights which may be avaiatd Borrower now or hereafter existing, createduaed or held;

(d) Any and all claims for damages by way of ppegsent and future infringement of any of the ghtluded above, with the right, but not
the obligation, to sue for and collect such damdgesaid use or infringement of the intellectusdgerty rights identified above;

(e) All licenses or other rights to use any of @apyrights, Patents or Trademarks, and all licéess and royalties arising from such use to
the extent permitted by such license or rights;

(f) All amendments, renewals and extensions ofarthe Copyrights, Trademarks or Patents; and

(9) All proceeds and products of the foregoingluding without limitation all payments under insnca or any indemnity or warranty paye
in respect of any of the foregoing.

"Inventory" means all present and future inventarywhich Borrower has any interest, including mewtiise, raw materials, parts, supplies,
packing and shipping materials, work in processfarished products intended for sale or lease dretéurnished under a contract of service,
of every kind and description now or at any timecléter owned by or in the custody or possessicnahor constructive, of Borrower,
including such inventory as is temporarily outtsféustody or possession or in transit and inclyidimy returns upon any accounts or other
proceeds, including insurance proceeds, resultomg the sale or disposition of any of the foregaamgl any documents of title representing
any of the above, and Borrower's Books relatingrtp of the foregoing. Inventory does not includg ehthe foregoing which is now or
hereafter held by, or in the possession of, Borrdaeor on behalf of its customers.

"Investment" means any beneficial ownership ofl(iding stock, partnership or limited liability compy interest or other securities) any
Person, or any loan, advance or capital contributicany Person.



"IRC" means the Internal Revenue Code of 1986nznded, and the regulations thereunder.

"Letter of Credit" means a commercial or standlteteof credit or similar undertaking issued by Bat Borrower's request in accordance
with Section 2.1(b)(iii).

"Letter of Credit Sublimit" means a sublimit fortters of Credit under the Committed Revolving Liva to exceed $2,500,000.
“Lien" means any mortgage, lien, deed of trustyghapledge, security interest or other encumbrance

"Loan Documents" means, collectively, this Agreetnany note or notes executed by Borrower, andadimgr document, instrument or
agreement entered into between Borrower and Ban&rinection with this Agreement, all as amendeexéended from time to time.

"Material Adverse Effect" means a material advef§ect on (i) the business operations or condifforancial or otherwise) of Borrower and
its Subsidiaries taken as a whole or (ii) the abdif Borrower to repay the Obligations or othemvgerform its obligations under the Loan
Documents.

"Maximum Equipment Line Availability" means $1,0000.

"Negotiable Collateral" means all of Borrower'sg@et and future letters of credit of which it ibeneficiary, drafts, instruments (including
promissory notes), securities, documents of tte] chattel paper, and Borrower's Books relatirangpof the foregoing.

"Obligations" means all debt, principal, interésank Expenses and other amounts owed to Bank byp®er pursuant to this Agreement or
any other agreement, whether absolute or contindemtor to become due, now existing or hereafieing, including any interest that
accrues after the commencement of an Insolvencgeleing and including any debt, liability, or olligpn owing from Borrower to others
that Bank may have obtained by assignment or otberw

"Organizational Jurisdiction" means (a) with reggedBorrower, Delaware, the state under whose Barsower is organized, and (b) with
respect to each Subsidiary, the jurisdiction ingidaopposite such Subsidiary's name on the Schedule

"Patents" means all patents, patent applicatioddike protections including without limitation imgvements, divisions, continuations,
renewals, reissues, extensions and continuatiepsiinof the same.

"Periodic Payments" means all installments or sintiécurring payments that Borrower may now or &iéee become obligated to pay to
Bank pursuant to the terms and provisions of astrument, or agreement now or hereafter in existéetween Borrower and Bank.

"Permitted Indebtedness" means (without duplication
(a) Indebtedness of Borrower in favor of Bank agsiinder this Agreement or any other Loan Document;
(b) Indebtedness existing on the Closing Date aselaked in the Schedule;

(c) Indebtedness not to exceed (i) $4,000,000eratigregate in each of Borrower's fiscal years 2042005 and (ii) $3,000,000 in the
aggregate in Borrower's fiscal year 2006 and ifmnd&cal year thereafter, secured by a lien deedrih clause (c) of the defined term
"Permitted Liens," provided such Indebtedness dot&xceed the lesser of the cost or fair markktevaf the equipment financed with such
Indebtedness;

(d) Subordinated Debt and the Indebtedness desdiribaause (h) of Permitted Investments (but withduplication thereof);
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(e) Indebtedness to or for the benefit of tradelitoes incurred in the ordinary course of business

(f) Indebtedness arising under any interest ratgeacy or commodity swap agreement, interestaapeagreement, interest rate collar
agreement or other agreement or arrangement déstbttaprotect a Person against fluctuation inrégerates, currency exchange rates or
commodity prices, provided that such agreementsaarashgements are with counterparties and on tezasonably satisfactory to Bank;

(9) Indebtedness of Borrower under (i) the Reimbomsnt Agreement; (ii) that certain Loan Agreemexted as of November 1, 2004,
between Borrower and the Mississippi Business Fiea@orporation, and (iii) the other documents etextby Borrower in connection with
the Bonds.

(h) Indebtedness evidenced by the Subordinated beNate;

() Indebtedness of PFSM, LLC owing to Borrower floe acquisition of equipment by PFSM, LLC, prodd@ such Indebtedness does not
exceed the lesser of the cost or fair market vafube equipment financed with such Indebtedné§shé aggregate principal amount of
Indebtedness incurred by PFSM, LLC pursuant todlsigse when added to the aggregate amount oftmeass made by Borrower pursuant
to clause (g) of the definition of Permitted Inveshts does not exceed $450,000 in any fiscal yea (iii) at the time of incurrence of such
Indebtedness and after giving effect thereto, nenEwf Default has occurred and is continuing;

() Indebtedness described in clause (g) of Peenhithvestments (but without duplication thereof);
(k) Indebtedness described in clause (f) of Peeahithvestments (but without duplication thereof);

() Intercompany Indebtedness incurred in connectitth the allocation of certain expenses (sucex@enses incurred for reports filed with
the Securities and Exchange Commission) to PFSkweb,provided that the aggregate amount (excludimgintercompany Indebtedness
incurred to pay expenses in connection with a stdfeking by PFSweb, Inc.) of such allocated expsrdoes not exceed $100,000 in any
fiscal year; and

(m) Extensions, refinancings and renewals of aey# of Permitted Indebtedness, provided with radpesuch Permitted Indebtedness (o
than trade payables) that the principal amounbidnctreased or the terms modified to impose maltgnnore burdensome terms upon
Borrower or its Subsidiary, as the case may be.

"Permitted Investment" means:
(a) Investments existing on the Closing Date disstbin the Schedule;

(b) (i) Marketable direct obligations issued or anditionally guaranteed by the United States of Acaeor any agency or any State thereof
maturing within one year from the date of acquisitihereof, (ii) commercial paper maturing no nit@n one year from the date of creation
thereof and currently having rating of at least Ar2P-2 from either Standard & Poor's CorporatioMoody's Investors Service, (iii) Bank's

certificates of deposit maturing no more than oaaryrom the date of investment therein, and (i@hlBs money market accounts;

(c) Repurchases of stock from former employeesrectbrs of Borrower under the terms of applicaleleurchase agreements (i) in an
aggregate amount not to exceed $100,000 in argl fysar, provided that no Event of Default has ol is continuing or would exist after
giving effect to the repurchases, or (ii) in anyoamt where the consideration for the repurchasigei€ancellation of indebtedness owed by
such former employees to Borrower regardless ofthidrean Event of Default exists;

(d) Investments accepted in connection with Peeatiftransfers;



(e) Advances by Borrower to Supplies Distributdng, pursuant to the Subordinated Demand Notegrsg &s (1) the aggregate outstanding
principal amount of such Indebtedness does noteek$8,005,000 (excluding accrued and unpaid infeaésany time, and (2) before and a
giving effect to such advances no Event of Defaatt occurred and is continuing;

(f) Investments in or advances to PFSweb B.V. byr@wer not to exceed $1,000,000 in the aggregasmynfiscal year (excluding accrued
interest), so long as before and after giving effesuch Investments or advances, no Event ofidfias occurred and is continuing;

(9) Investments in or advances to Priority Fulfiim Services of Canada, Inc. by Borrower not taeegc$1,000,000 in the aggregate in any
fiscal year (excluding accrued interest), so losdpefore and after giving effect to such Investmentadvances, no Event of Default has
occurred and is continuing;

(h) Investments by Borrower in PFSM, LLC for theyaisition of equipment by PFSM, LLC, provided (§od such Investment does not
exceed the lesser of the cost or fair market vafulbe equipment acquired with such Investmentiiié aggregate amount of Investments
made by Priority pursuant to this clause when addele Indebtedness incurred by PFSM, LLC purst@mnotause (i) of the definition of
Permitted Indebtedness does not exceed $450,08tyifiscal year, and (iii) at the time of each simfestment and after giving effect ther
no Event of Default has occurred and is continuing;

() Investments by Borrower in Supplies Distribigtoinc. in an amount not to exceed the aggregate di@idends paid to Borrower by
Supplies Distributors, Inc. after the date hereoflong as at the time of and after giving effectach such Investment, no Event of Default
has occurred and is continuing;

() Investments of Subsidiaries in or to other Sdiasies or Borrower and Investments by BorroweSubsidiaries (not described in clauses
(a),

(d), (e), (), (9), (h) and (i) above), not to erde$100,000 in the aggregate in any fiscal yeasleing increases in Borrower's Investment in
existing Subsidiaries that arise solely as a radudtarnings by such Subsidiaries that are notibliged to Borrower);

(k) Investments not to exceed $100,000 outstandirzgny time in the aggregate consisting of (i) ¢ladvances and employee relocation
and other employee loans and advances in the oydioarse of business, and (ii) loans to employeffiers or directors relating to the
purchase of equity securities of Borrower or itbSdiaries pursuant to employee stock purchaseggegements approved by Borrower's
Board of Directors;

() Investments (including debt obligations) re@ain connection with the bankruptcy or reorgamdrabf customers or suppliers and in
settlement of delinquent obligations of, and otfiesputes with, customers or suppliers arising endrdinary course of Borrower's business;

(m) Investments consisting of notes receivabl®ofirepaid royalties and other credit extensiomgustomers and suppliers who are not
Affiliates, in the ordinary course of business,\pded that this subparagraph (h) shall not appnt@stments of Borrower in any Subsidiary;

(n) Capitalization of intercompany Indebtedness ihautstanding on the date of this Agreement; and

(o) Joint ventures or strategic alliances in thdira@ry course of Borrower's business consistinthefon-exclusive licensing of technology,
the development of technology or the providingeafhinical support, provided that any cash InvestmeypBorrower do not exceed $100,000
in the aggregate in any fiscal year.

"Permitted Liens" means the following:

(a) Any Liens existing on the Closing Date and khised in the Schedule (excluding Liens to be satisfvith the proceeds of the Advances
arising under this Agreement or the other Loan Doents;



(b) Liens for taxes, fees, assessments or othergmental charges or levies, either not delinqoetkeing contested in good faith by
appropriate proceedings and for which Borrower nad@ms adequate reserves, provided the same hameanity over any of Bank's security
interests;

(c) Liens not to exceed (i) $4,000,000 in the aggte in each of Borrower's fiscal years 2004 ar@b2@nd (ii) $3,000,000 beginning with
Borrower's 2005 fiscal year and each fiscal yeardafter (1) upon or in any Equipment acquirededd by Borrower or any of its
Subsidiaries to secure the purchase price of sgaipEent or indebtedness incurred solely for thgppse of financing the acquisition or
lease of such Equipment, or (2) existing on suchiffgent at the time of its acquisition, providedttthe Lien is confined solely to the
property so acquired and improvements thereonttemgroceeds of such Equipment;

(d) Liens incurred in connection with the extensi@newal or refinancing of the indebtedness sekchyeliens of the type described in
clauses (a) through (c) above, provided that amgresion, renewal or replacement Lien shall be édhib the property encumbered by the
existing Lien and the principal amount of the ingelmess being extended, renewed or refinancedribdéscrease;

(e) Liens arising from judgments, decrees or atteatts in circumstances not constituting an Evemefault under Sections 8.5 or 8.9;
(f) Liens securing the Bonds;

(9) Liens in favor of other financial institutiomsising in connection with Borrower's deposit acastheld at such institutions, provided that
Bank has a perfected security interest in the ansdueld in such deposit accounts other than thesdegccounts listed in the Schedule and
any Third Party Deposit Account; and

(h) Other Liens not described above arising indtténary course of business and not having or easanably likely to have a Material
Adverse Effect on Borrower and its Subsidiariegtais a whole.

"Permitted Transfer" means the conveyance, sasgldransfer or disposition by Borrower or anyssdiary of:

(a) Inventory in the ordinary course of business;

(b) licenses and similar arrangements for the fiseeoproperty of Borrower or its Subsidiaries e tordinary course of business;
(c) worn-out or obsolete Equipment;

(d) any Equipment under a sale-leaseback transeafiproved by Bank;

(e) any transfer of assets made by Borrower to ”RIBIVV. in connection with the reincorporation &fRveb B.V. under the laws of
Belgium, provided that such assets were originasipsferred to such Borrower by PFSweb B.V. in emtion with its reincorporation; or

(f) other assets of Borrower or its Subsidiariesdhoss sales proceeds of which do not in the ggtgeexceed $250,000 during any fiscal
year.

"Person" means any individual, sole proprietorshgrtnership, limited liability company, joint veme, trust, unincorporated organization,
association, corporation, institution, public benhedrporation, firm, joint stock company, estatatity or governmental agency.

"Prime Rate" means the variable rate of interestamnum, most recently announced by Bank, apitmé rate," whether or not such
announced rate is the lowest rate available fromkBa



"Reimbursement Agreement" means that certain Reaiselbuent Agreement dated as of November 1, 200d/gleet Borrower and Bank, as
from time to time amended or modified, which was@xed in connection with the Bonds.

"Responsible Officer" means each of the Chief ExigelOfficer, the Chief Operating Officer, the Chiénancial Officer and the Corporate
Controller of Borrower.

"Revolving Facility" means the facility under whi@orrower may request Bank to issue Advances, esifsgd in Section 2.1(b) hereof.
"Revolving Maturity Date" means March 2, 2007.
"Schedule" means the schedule of exceptions attidrhieeto and approved by Bank, if any.

"SOS Reports" means the official reports from tkeer8taries of State or other applicable governnheffiaial of each Collateral State, Chief
Executive Office and the Organizational Jurisdictamd other applicable federal, state or local guwent offices identifying all current
security interests filed in the Collateral and lseaf record as of the date of such report.

"Standby Letter of Credit" means a letter of credibe issued in connection with the Bonds on Déxssr29, 2004, for the account of
Borrower in the stated amount of $5,061,643.84fanthe benefit of U.S. Bank National Associatias, Trustee.

"Subordinated Debt" means any debt incurred by @®wer that is subordinated in writing to the debirgpby Borrower to Bank on terms
reasonably acceptable to Bank (and identified asggbsuch by Borrower and Bank), including all obligns owing by Borrower to IBM
Belgium Financial Services S.A., Congress FinarCiiporation (Southwest) or IBM Credit Corporattbat is expressly subordinated by the
Subordination Agreements of even date herewitlframs time to time amended, modified or restated.

"Subordinated Demand Note" means the promissory dated November 12, 2002, in the stated prinapadunt of $8,000,000, from
Supplies Distributor, Inc. to Borrower, which haseh subordinated to all obligations of Suppliedriliastors, Inc. owed to IBM Credit
Corporation, Congress Financial Corporation (Soestjvand IBM Belgium Financial Services S.A.

"Subsidiary" means any corporation, partnershifinaited liability company or joint venture in whigl) any general partnership interest or
(i) more than 50% of the stock, limited liabiligpmpany interest or joint venture of which by taens thereof ordinary voting power to elect
the Board of Directors, managers or trustees oétiity, at the time as of which any determinaimbeing made, is owned by Borrower,
either directly or through an Affiliate.

"Tangible Net Worth" means at any date as of wiiehamount thereof shall be determined (a) thedalmzed shareholder equity of
Guarantor (excluding foreign currency translationcunts), minus (b) goodwill.

"Third Party Deposit Accounts" means those depsibunts now existing or hereafter established drydver for deposits of funds received
by Borrower on behalf of its account debtors inmant of such account debtors' receivables, providadsuch deposit accounts are titled to
clearly indicate that Borrower maintains such dépascounts on behalf of its account debtors.

"Trademarks" means any trademark and servicemglnks;iwhether registered or not, applications tgster and registrations of the same and
like protections, and the entire goodwill of thesimess of Borrower connected with and symbolizedumh trademarks.

"Tranche A" has the meaning assigned in Sectioft®il

"Tranche B" has the meaning assigned in SectiofT il



"Tranche A Equipment Advance" or "Tranche A Equipi&dvances" means any Equipment Advances(s) maderurranche A.
"Tranche B Equipment Advance" or "Tranche B Equipti&dvances" means any Equipment Advances(s) maderurranche B.
"Tranche A Availability End Date" means June _ 002

"Tranche B Availability End Date" means December, 2005.
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DEBTOR PRIORITY FULFILLMENT SERVICES, INC.
SECURED PARTY: COMERICA BANK
EXHIBIT B

COLLATERAL DESCRIPTION ATTACHMENT
TO FIRST AMENDED AND RESTATED LOAN AND SECURITY AGR EEMENT

All personal property of Borrower (herein refertedas "Borrower" or "Debtor") whether presentlystixig or hereafter created or acquired,
and wherever located, including, but not limited to

(a) all accounts (including health-care-insuraresmeivables), chattel paper (including tangible eledtronic chattel paper), deposit accounts
(other than the Third Party Deposit Accounts), doeuats (including negotiable documents), equipmigistuding all accessions and additions
thereto), general intangibles (including paymetsrigibles and software), goods (including fixtur@s3truments (including promissory
notes), inventory (including all goods held foresal lease or to be furnished under a contractfice, and including returns and
repossessions), investment property (including riéesiand securities entitlements), letter of dradghts, money, and all of Debtor's books
and records with respect to any of the foregoingl, the computers and equipment containing said $aok records;

(b) all common law and statutory copyrights andycmht registrations, applications for registratiomw existing or hereafter arising, in the
United States of America or in any foreign jurigihin, obtained or to be obtained on or in connectiith any of the foregoing, or any parts
thereof or any underlying or component elemen@nyfof the foregoing, together with the right tggaght and all rights to renew or extend
such copyrights and the right (but not the obligatiof Secured Party to sue in its own name and/tre name of the Debtor for past, present
and future infringements of copyright;

(c) all trademarks, service marks, trade namessandce names and the goodwill associated thergtoigiether with the right to trademark
and all rights to renew or extend such trademankistiae right (but not the obligation) of SecuredtyPto sue in its own name and/or in the
name of the Debtor for past, present and futuminigéments of trademark;

(d) all (i) patents and patent applications filadhe United States Patent and Trademark Offi@ngrsimilar office of any foreign jurisdictic
and interests under patent license agreementsiding, without limitation, the inventions and impesnents described and claimed therein,
(i) licenses pertaining to any patent whether Dels licensor or licensee, (iii) income, royaltidamages, payments, accounts and accounts
receivable now or hereafter due and/or payable ruaie with respect thereto, including, without kiation, damages and payments for past,
present or future infringements thereof, (iv) rigt not the obligation) to sue in the name of @elnd/or in the name of Secured Party for
past, present and future infringements thereoftighjts corresponding thereto throughout the waorldll jurisdictions in which such patents
have been issued or applied for, and (vi) reisstigiions, continuations, renewals, extensions@ndinuations-irpart with respect to any

the foregoing;

(e) All ownership interest of Debtor in SuppliesBibutors Holdings, LLC and PFSM, LLC, togethetwall dividends and other
distributions at any time made with respect to sawhership interests; and

(f) any and all cash proceeds and/or noncash pdsoafeany of the foregoing, including, without ltation, insurance proceeds, and all
supporting obligations and the security therefofoorany right to payment. All terms above havetieanings given to them in the California
Uniform Commercial Code, as amended or supplemdmeatime to time, including revised Division 9 tife Uniform Commercial Code-
Secured Transactions, added by Stats. 1999, cR81 45), Section 35, operative July 1, 2001.
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EXHIBIT C
LOAN PAYMENT/ADVANCE TELEPHONE REQUEST FORM

DEADLINE FOR SAME DAY PROCESSING IS 3:00 P.M., P.ST.

TO: DATE:
FAX #: TIME:
FROM: PRIORITY FULFILLMENT SERVICES, INC.

CLIENT NAME (BORROWER)
REQUESTED BY:
AUTHORIZED SIGNER'S NAME

AUTHORIZED SIGNATURE:

PHONE NUMBER:

FROM ACCOUNT # TO ACCOUNT #

REQUESTED TRANSACTION TYPE REQUEST DOLLAR AMOUNT
$

PRINCIPAL INCREASE (ADVANCE) $

PRINCIPAL PAYMENT (ONLY) $

INTEREST PAYMENT (ONLY) $

PRINCIPAL AND INTEREST (PAYMENT) $

OTHER INSTRUCTIONS:

All representations and warranties of Borrowerestah the First Amended and Restated Loan and Bgégreement are true, correct and
complete in all material respects as of the datbetelephone request for an Advance confirmethisyBorrowing Certificate; provided,
however, that those representations and warraexigessly referring to another date shall be woesect and complete in all material resp
as of such date.

BANK USE ONLY
TELEPHONE REQUEST:

The following person is authorized to request tanlpayment transfer/loan advance on the advarsigrdged account and is known to me.

Authorized Requester Pho ne #

Received By (Bank) Pho ne #

Authorized Signature (Bank)
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BORROWING BASE CERTIFICATE

Borrower: Priority Fulfillment Services, Inc. Lende

Commitment Amount: $5,000,000

ACCOUNTS RECEIVABLE

1.
2.
3.

Accounts Receivable Book Value as
Additions (please explain on reve
TOTAL ACCOUNTS RECEIVABLE

ACCOUNTS RECEIVABLE DEDUCTIONS (without duplication

BALANCES

17.
18.
19.
20.
21.

Amounts over 90 days due

Balance of 25% over 90 day accoun
Concentration Limits

Foreign Accounts

Governmental Accounts

Contra Accounts

Demo Accounts

Intercompany/Employee Accounts

Credit Card Accounts

Other (please explain on reverse)

TOTAL ACCOUNTS RECEIVABLE DEDUCTI
Eligible Accounts (#3 minus #14)

LOAN VALUE OF ACCOUNTS (80% of #1

Maximum Loan Amount

Total Funds Available [Lesser of
Present balance owing on Line of
Outstanding under Sublimit (Lette
RESERVE POSITION (#18 minus #19 a

EXHIBIT D

Bank
of $
rse) $
$
)
$ -
ts $_ -
$ -
$ -
$ -
$ -
$ -
$ -
$ -
ONS $
$
5) $
$5,000,000
#17 or #16] $
Credit $
rs of Credit) $
nd #20) $

The undersigned represents and warrants that tegdimg is true, complete and correct in all mateespects, and that the information
reflected in this Borrowing Base Certificate corepliwith the representations and warranties sét forthe First Amended and Restated Loan
and Security Agreement between the undersignedCanterica Bank.

PRIORITY FULFILLMENT SERVICES, INC.

By:

Authorized Signer
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EXHIBIT E
COMPLIANCE CERTIFICATE
TO: COMERICA BANK

FROM: PRIORITY FULFILLMENT SERVICES, IN

The undersigned authorized officer of PRIORITY FULEMENT SERVICES, INC. hereby certifies that in azdance with the terms and
conditions of the First Amended and Restated LaahQecurity Agreement between Borrower and Barnk '(#greement”), (i) Borrower is |

complete compliance for the period ending

with all required covenants,

including withbmitation the ongoing registrati

of intellectual property rights in accordance witction 6.8, except as noted below and (i) altespntations and warranties of Borrower
stated in the Agreement are true and correct imaterial respects as of the date hereof. Attatleeelwith are the required documents
supporting the above certification. The Officerthar certifies that these are prepared in accomlaith Generally Accepted Accounting
Principles (GAAP) and are consistently applied frone period to the next except as explained incanrapanying letter or footnotes.

PLEASE INDICATE COMPLIANCE STATUS BY CIRCLING YES/N O UNDER "COMPLIES" COLUMN.

REPORTING COVENANT REQUIRED ACTUAL COMPLIES
Monthly financial statements Monthly wi thin 35 days Yes No
Annual (CPA Audited) of Guarantor FYE within 90 days Yes No
Annual (CPA Audited) of BSD FYE within 90 days Yes No
10K of Guarantor FYE within 90 days Yes No
10Q of Guarantor Quarterly within 45 days Yes No
A/R & A/P Agings, Borrowing Base Cert. Monthly wi thin 30 days* Yes No
A/R Audit Annual Yes No
IP Report Quarterly within 30 days Yes No
Tangible Net Worth
$21,000,00 0 $ Yes No
*Weekly during any period that Adjusted TangibletN¢orth is less than $21,000,000
FINANCIAL COVENANT REQUIRED ACTUAL COMPLIES
Maintain on a Monthly Basis:
Liquidity Ratio 1.25:1.00 1.00 Yes No
EBITDA SEE SECTIO N 6.7(d) $ Yes No
Minimum Tangible Net Worth > of $20,0 00,000 or $ Yes No
$2,000,000 plus IBM et
al require ment
Minimum Cash $1,250,000 * $ Yes No
*subject to adjustment based on appraisal of Eqaigm
COMMENTS REGARDING EXCEPTIONS: See Attached.
BANK USE ONLY
Received b y:
Sincerely, AUTHORIZED SIGNER
Date:
Verified:_
AUTHORIZED SIGNER
SIGNATURE
Date:

TITLE

DATE

Compliance Status Yes No
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Permitted Indebtedness (Exhibit A)
Permitted Investments (Exhibit A)
Permitted Liens (Exhibit A)

Prior Names (Section 5.5)
Litigation (Section 5.6)

Outgoing Wires (Section 7.13)

SCHEDULE OF EXCEPTIONS
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CORPORATION RESOLUTIONS AND INCUMBENCY CERTIFICATIO N AUTHORITY TO PROCURE LOANS

| certify that | am the duly elected and qualifteelcretary of Priority Fulfillment Services, Inchét"Corporation"); that the following is a true
and correct copy of resolutions duly adopted byBbard of Directors of the Corporation in accordamgth its bylaws and applicable statu

COPY OF RESOLUTIONS:
Be it Resolved, That:

1. Any one (1) of the following (insert titles only) of the Corporatioraighorized, for, on behalf of, and in
the name of the Corporation to:

(a) Negotiate and procure loans, letters of craiit other credit or financial accommodations froom@rica Bank ("Bank"), including,
without limitation, that certain First Amended aRdstated Loan and Security Agreement dated as a#rbDieer , 2004, as it may
subsequently be amended from time to time.

(b) Discount with the Bank, commercial or otheribass paper belonging to the Corporation madeawdby or upon third parties, without
limit as to amount;

(c) Purchase, sell, exchange, assign, endorseaftsfer and/or deliver certificates and/or instrategepresenting stocks, bonds, evidences of
Indebtedness or other securities owned by the Catipa, whether or not registered in the name efGlorporation;

(d) Give security for any liabilities of the Corpdion to the Bank by grant, security interest, g@sient, lien, deed of trust or mortgage upon
any real or personal property, tangible or intategdd the Corporation;

(e) Issue a warrant or warrants to purchase thpdZation's capital stock; and

(f) Execute and deliver in form and content as fpayequired by the Bank any and all notes, eviden€éndebtedness, applications for
letters of credit, guaranties, subordination agers) loan and security agreements, financingratiés, assignments, liens, deeds of trust,
mortgages, trust receipts and other agreementajinsnts or documents to carry out the purposéisesfe Resolutions, any or all of which
may relate to all or to substantially all of ther@aration's property and assets.

2. Said Bank be and it is authorized and direatgubly the proceeds of any such loans or discosndfrected by the persons so authorized to
sign, whether so payable to the order of any af parsons in their individual capacities or not] arhether such proceeds are deposited to the
individual credit of any of said persons or not;

3. Any and all agreements, instruments and docwsreviously executed and acts and things prewiaimhe to carry out the purposes of
these Resolutions are ratified, confirmed and ama@s the act or acts of the Corporation.

4. These Resolutions shall continue in force, aikdBank may consider the holders of said officasthrir signatures to be and continue t
as set forth in a certified copy of these Resohgidelivered to the Bank, until notice to the cantiin writing is duly served on the Bank
(such notice to have no effect on any action prestiptaken by the Bank in reliance on these Rewis}.

5. Any person, corporation or other legal entitalde with the Bank may rely upon a certificatersd by an officer of the Bank to effect that
these Resolutions and any agreement, instrumeatdaument executed pursuant to them are still iféute and effect and binding upon the
Corporation.

6. The Bank may consider the holders of the offafethe Corporation and their signatures, respebtjto be and continue to be as set fori
the Certificate of the Secretary of the Corporatiatil notice to the contrary in writing is dulyrsed on the Bank.

| further certify that the above Resolutions arduilhforce and effect as of the date of this (faxdite; that these Resolutions and any
borrowings or financial accommodations under thiRasolutions have been properly noted in the cotpdraoks and records, and have not
been rescinded, annulled, revoked or modified; nieither the foregoing Resolutions nor any actiorise taken pursuant to them are or will
be in contravention of any provision of the artictd incorporation or bylaws of the Corporatiorobany agreement, indenture or other
instrument to which the Corporation is a party ymhhich it is bound; and that neither the artiadésncorporation nor bylaws of the
Corporation nor any agreement, indenture or otigtriment to which the Corporation is a party omthyjch it is bound require the vote or
consent of shareholders of the Corporation to aitd@ny act, matter or thing described in thedoieg Resolutions.
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| further certify that the following named persdra/e been duly elected to the offices set opptisitie respective names, that they contint
hold these offices at the present time, and thasitnatures which appear below are the genuiignal signatures of each respectively:

(PLEASE SUPPLY GENUINE SIGNATURES OF AUTHORIZED S\ERS BELOW)

NAME (TYPE OR PRINT) TITLE SIGNATURE

In Witness Whereof, | have affixed my name as Satyeand have caused the corporate seal (wherkablegiof said Corporation to be
affixed on December , 2004.

Secretary

*kk

The Above Statements are Correct.
SIGNATURE OF OFFICER OR DIRECTOR OR, IF NONE. A SREHOLDER OTHER THAN SECRETARY WHEN SECRETARY IS
AUTHORIZED TO SIGN ALONE.

Failure to complete the above when the Secretaaytisorized to sign alone shall constitute a dediifon by the Secretary that the Secreta
the sole Shareholder, Director and Officer of tloep@ration.



COMERICA BANK
MEMBER FDIC

ITEMIZATION OF AMOUNT FINANCED
DISBURSEMENT INSTRUCTIONS
(REVOLVER)

Name(s): PRIORITY FULFILLMENT SERVICES, INC. Date:
$ credited to deposit account No. whdhrances are requested or disbursed to Borroweabliers check or wire transfer
Amounts paid to others on your behalf:
$ to Comerica Bank for Loan Fee
$ to Comerica Bank for Document Fee
$ to Comerica Bank for accounts receivable audtirfeate)
$ to Bank counsel fees and expenses

$to

$to

$ TOTAL (AMOUNT FINANCED)

Upon consummation of this transaction, this docurmgihalso serve as the authorization for ComeBeak to disburse the loan proceeds as
stated above.

Signature Signature



COMERICA BANK
MEMBER FDIC

ITEMIZATION OF AMOUNT FINANCED
DISBURSEMENT INSTRUCTIONS
(TERM LOAN)

Name(s): PRIORITY FULFILLMENT SERVICES, INC. Date:
$ credited to deposit account No. whdbrances are requested or disbursed to Borroweabliers check or wire transfer
Amounts paid to others on your behalf:
$ to Comerica Bank for Loan Fee
$ to Comerica Bank for Document Fee
$ to Comerica Bank for accounts receivable audtirfeate)
$ to Bank counsel fees and expenses

$to

$to

$ TOTAL (AMOUNT FINANCED)

Upon consummation of this transaction, this docurmgihalso serve as the authorization for ComeBeak to disburse the loan proceeds as
stated above.

Signature Signature



AGREEMENT TO PROVIDE INSURANCE

TO: COMERICA BANK Da te:
Attn: Deni M. Snider, MC 4770
75 E. Trimble Road Bo rrower: PRIORITY FULFILLMENT
San Jose, CA 95131 SERVICES, INC.

In consideration of a loan in the amount of |, secured by all tangible personal ptypecluding inventory and equipment.
I/We agree to obtain adequate insurance coveragartain in force during the term of the loan.

I/We also agree to advise the below named ageaddaComerica Bank as lender's loss payable onetlweon existing insurance policy, and to
furnish Bank at above address with a copy of saltty'endorsements and any subsequent renewalgmlic

I/We understand that the policy must contain:
1. Fire and extended coverage in an amount suffittecover:
(&) The amount of the loan, OR
(b) All existing encumbrances, whichever is greater
But not in excess of the replacement value of tfygrovements on the real property.
2. Lender's "Loss Payable" Endorsement Form 438 BRalvor of Comerica Bank, or any other form adeéfe to Bank.
INSURANCE INFORMATION

Insurance Co./Agent Telephone No.:

Agent's Address:

Signature of Obligor:

Signature of Obligor:

FOR BANK USE ONLY

INSURANCE VERIFICATION: Date:

Person Spoken to:

Policy Number:

Effective From: To:

Verified by:




COMERICA BANK
CALIFORNIA'S BUSINESS BANKS AUTOMATIC DEBIT AUTHORI ZATION
MEMBER FDIC

To: COMERICA BANK

Re: LOAN #

You are hereby authorized and instructed to chacgeunt No. in the name of PRIORFOYFILLMENT SERVICES,
INC. for principal, interest and other payments dneabove referenced loan as set forth below asditahe loan referenced above.

Debit each interest payment as it becomesicearding to the terms of the First Amended andd&ed Loan and Security Agreem
and any renewals or amendments thereof.

Debit each principal payment as it becomesaguaerding to the terms of the First Amended anst&®ed Loan and Security Agreem
and any renewals or amendments thereof.

Debit each payment for Bank Expenses as drbes due according to the terms of the First Ameraohel Restated Loan and Secu
Agreement and any renewals or amendments thereof.

This Authorization is to remain in full force antfext until revoked in writing.

Borrower Signature Date




EXHIBIT A to UCC Financing Statement
Secured Party: Comerica Bank
Debtor: Priority Fulfillment Services, Inc.

COLLATERAL DESCRIPTION ATTACHMENT
TO FIRST AMENDED AND RESTATED LOAN AND SECURITY AGR EEMENT

All personal property of Borrower (herein refertedas "Borrower" or "Debtor") whether presentlystixig or hereafter created or acquired,
and wherever located, including, but not limited to

(a) all accounts (including health-care-insuraresmivables), chattel paper (including tangible eledtronic chattel paper), deposit accounts
(other than the Third Party Deposit Accounts), doeuats (including negotiable documents), equipmigistuding all accessions and additions
thereto), general intangibles (including paymetsrigibles and software), goods (including fixtur@s3truments), goods (including fixtures),
instruments (including promissory notes), inventngluding all goods held for sale or lease obédfurnished under a contract of service,
and including returns and repossessions), invedtpreperty (including securities and securitiestirhents), letter of credit rights, money,
and all of Debtor's books and records with respeany of the foregoing, and the computers andmgent containing said books and recc

(b) all common law and statutory copyrights andycmht registrations, applications for registratiomw existing or hereafter arising, in the
United States of America or in any foreign jurigiin, obtained or to be obtained on or in connectiith any of the foregoing, or any parts
thereof or any underlying or component elemen@nyfof the foregoing, together with the right tggaght and all rights to renew or extend
such copyrights and the right (but not the obligatiof Secured Party to sue in its own name and/tre name of the Debtor for past, present
and future infringements of copyright;

(c) all trademarks, service marks, trade namessandce names and the goodwill associated thergtoigiether with the right to trademark
and all rights to renew or extend such trademankistiae right (but not the obligation) of Securedtyto sue in its own name and/or in the
name of the Debtor for past, present and futuminigéments of trademark;

(d) all (i) patents and patent applications filadhe United States Patent and Trademark Offi@ngrsimilar office of any foreign jurisdictic
and interests under patent license agreementsiding, without limitation, the inventions and impesnents described and claimed therein,
(i) licenses pertaining to any patent whether Dels licensor or licensee, (iii) income, royaltidamages, payments, accounts and accounts
receivable now or hereafter due and/or payable ruaie with respect thereto, including, without kiation, damages and payments for past,
present or future infringements thereof, (iv) rigt not the obligation) to sue in the name of @elnd/or in the name of Secured Party for
past, present and future infringements thereoftighjts corresponding thereto throughout the waorldll jurisdictions in which such patents
have been issued or applied for, and (vi) reisstigiions, continuations, renewals, extensions@ndinuations-irpart with respect to any

the foregoing;

(e) all ownership interests of Debtor in Suppligstiibutors Holdings, LLC and PFSM, LLC, togethetwall dividends and other
distributions at any time made with respect to smwhership interest; and

(f) any and all cash proceeds and/or noncash pdsoafeany of the foregoing, including, without ltation, insurance proceeds, and all
supporting obligations and the security therefofoorany right to payment. All terms above havetieanings given to them in the California
Uniform Commercial Code, as amended or supplemdmeatime to time, including revised Division 9 tife Uniform Commercial Code-
Secured Transactions, added by Stats. 1999, cR81 45), Section 35, operative July 1, 2001.

As used herein, the term "Third Party Deposit Actstlimeans these deposit accounts now existingmalfter established by Debtor for
deposits of funds received by Debtor on behalfoaccount debtors in payment of such account delereivables; provided that such
deposit accounts are titled to clearly indicate¢ B@rower maintains such deposit accounts on elfidtls account debtors.
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Exhibit 10.58

REMARKETING AGREEMENT
BETWEEN

PRIORITY FULFILLMENT SERVICES, INC.
(THE "OBLIGOR")

AND

COMERICA SECURITIES
(THE "REMARKETING AGENT")

DATED AS OF NOVEMBER 1, 2004
RELATING TO

$5,000,000
MISSISSIPPI BUSINESS FINANCE CORPORATION
TAXABLE VARIABLE RATE DEMAND LIMITED OBLIGATION
REVENUE BONDS, SERIES 2004
(PRIORITY FULFILLMENT SERVICES, INC. PROJECT)
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REMARKETING AGREEMENT

THIS REMARKETING AGREEMENT (the "Agreement") datesd of November 1, 2004 by and between PRIORITY HULMENT
SERVICES, INC., a Delaware corporation (the "Obiiy@and COMERICA SECURITIES (the "Remarketing Agént

WHEREAS, the Mississippi Business Finance Corporafthe "Issuer") has appointed the Remarketing¢end the Remarketing Agent
hereby accepts the appointment) as RemarketingtAgeter the Trust Indenture dated as of the datki®fAgreement (the "Indenture")
between the Issuer and U.S. Bank National Assatiaéis trustee (the "Trustee"), relating to thedss $5,000,000 principal amount Taxable
Variable Rate Demand Limited Obligation Revenue @grSeries 2004 (Priority Fulfilment Services,.IRecoject) (the "Bonds"); and

WHEREAS, the Obligor has entered into a Loan Agreindlated as of the date of this Agreement (thafiLAgreement") between the Issuer
and the Obligor; and

WHEREAS, the Remarketing Agent has been appoingdtidIssuer to use its best efforts to remarke®bnds subject to optional or
mandatory purchase and to determine the interesshecessary to remarket the Bonds at par; and

WHEREAS, the Obligor and Remarketing Agent desirmaike additional provisions regarding the RemangeAgent's role as Remarketing
Agent for the Bonds with respect to its obligati@escribed in Section 203 of the Indenture. Tersgeglun this Agreement without being
defined have the meanings given them in the Indentu

NOW, THEREFORE, the Obligor and Remarketing Ageareby agrees as follow
SECTION 1. DUTIES.

(a) The Remarketing Agent will perform the dutipeafied as Remarketing Agent under the Indenfaduding, but not limited to, the
determination of interest rates as set forth intiBed 10 of the Indenture and the remarketing efBlonds as set forth in Section 203 of the
Indenture. Unless the Remarketing Agent is otherwlisected in writing by the Obligor and exceppaavided in the next paragraph, the
Remarketing Agent shall use its best efforts toasket Bonds subject to optional or mandatory pwsehander Sections 201 and 202 of the
Indenture, respectively. Bonds which are subjechémdatory purchase on the Conversion Date, a pegpGonversion Date or a Substitution
Date shall be remarketed by the Remarketing Agelytto a buyer to whom the Remarketing Agent hdiveleed, at the time of such
remarketing, a copy of the notice of conversiomatice of delivery of a Substitute Credit Faciliag applicable, pursuant to Section 113(b) of
the Indenture. In the event the Bonds are rematiy@tiesuant to a mandatory purchase on the Convebsite, a proposed Conversion Dat:

a Substitution Date, the Remarketing Agent shabittitled to a fee (mutually agreed upon with tH#igor prior to the commencement of the
remarketing) in addition to the annual remarkefigreceived pursuant to Section 4 hereof. In ga@mRemarketing Agent, the



Remarketing Agent will act as agent and not ascipal except as expressly provided in this Section

(b) The Remarketing Agent may, if it determinesltoso in its sole discretion, buy as principal, ibuiill not in any event be obligated to do
so, and if it buys Bonds it will have the same tighs would any other person holding the Bonds.

SECTION 2. DISCLOSURE STATEMENT. If the RemarketiAgent determines that it is necessary or desirablese a disclosure statem
in connection with its offering of Bonds (a "Disslore Statement"), and in any event upon conversdidime interest rate on the Bonds to a
Fixed Rate, the Remarketing Agent will notify theliQor and the Obligor will provide the RemarketiAgent with a Disclosure Statement
satisfactory to the Remarketing Agent and its Celimsrespect of the Bonds. The Obligor will supfite Remarketing Agent, at the Obligc
expense, with such number of copies of the DisceStiatement as the Remarketing Agent requeststfmento time and will amend the
document with respect to the Obligor and any surgrohdocuments the amendment of which was approyetie Obligor (and/or the
documents incorporated by reference in it) so ahail times the document will not contain any uetstatement of a material fact or omit to
state a material fact necessary to make the stateritethe document, in light of the circumstangeder which they were made, not
misleading.

SECTION 3. INDEMNIFICATION AND CONTRIBUTION.

(a) The Obligor will indemnify and hold harmlesg tRemarketing Agent, each of its directors, ofic@mployees and agents and each pe¢
who controls the Remarketing Agent within the magrof Section 15 of the Securities Act of 1933aamnded (such Act being herein called
the "Act" and any such person being herein someaticadled for purposes of this paragraph (a) anetmaified Party"), against any and all
losses, claims, damages or liabilities, joint aresal, to which such Indemnified Party may becomigect under any statute or at law or in
equity or otherwise, and will reimburse any suatlelmnified Party for any legal or other expensesrirgd by it in connection with
investigating any claims against it and defending actions, insofar as such losses, claims, daméghedities or actions arise out of or are
based upon any untrue statements, or alleged ustitement, of a material fact with respect to@fsigor contained in any Disclosure
Statement referred to in Section 2 hereof or angratment or supplement thereto, or any portion @Dfsclosure Statement under the
headings "Introductory Statement," "The Obligor #mgl Use of Proceeds,"” "The Bonds" (other thanrtfigmation under the sub-heading
"Book-Entry System"), "Sources of Payment and Sgclif The Letter of Credit," "The Loan AgreementThe Trust Indenture," "The
Reimbursement Agreement," and "The Pledge and Bgégreement," or the omission or alleged omisdmstate therein a material fact
necessary to make the statements therein with eespthe Obligor or under such headings not miilea This indemnity agreement will not
be construed as a limitation on any other liabilityich the Obligor may otherwise have to any Indiiedh Party, but in no event shall the
Obligor be obligated for double indemnification.€ltiuty of the Obligor to indemnify and hold theussand its directors, officers, employ:
and agents harmless shall be governed by

Section 5.4 of the Loan Agreement, the provisidnstach are incorporated herein by this reference.
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(b) The Remarketing Agent will indemnify and holarimless the Obligor, each of its directors, officgrartners, employees and agents and
each person who controls the Obligor within the mireg of Section 15 of the Act (for purposes of thégagraph (b), an "Indemnified Party")
to the same extent as the foregoing indemnity ragraph (a) from the Obligor to the Remarketing itgbut only with reference to written
information, if any, relating to the Remarketingekg furnished to the Obligor by the Remarketing wtggpecifically for use in the preparat
of a Disclosure Statement. This indemnity agreerabatl not be construed as a limitation on any liaeility which the Remarketing Agent
may otherwise have to any Indemnified Party, butdrevent shall the Remarketing Agent be obligédedouble indemnification.

(c) An Indemnified Party (as defined in paragraghdr paragraph

(b) of this Section 3) will, promptly after recang notice of the commencement of any action against Indemnified Party in respect of
which indemnification may be sought against theigatslor the Remarketing Agent, as the case mayhee"(ndemnifying Party"), notify the
Indemnifying Party in writing of the commencemehtite action. Failure of the Indemnified Party teegsuch notice will reduce the liability
of the Indemnifying Party under this Agreement by &amount of the damages attributable to the failoigive the notice; but the failure will
not relieve the Indemnifying Party from any liatyilivhich it may have to such Indemnified Party ottise than under the indemnity
agreement in this Section 3. If such action is ghiwagainst an Indemnified Party and such IndemahiRarty notifies the Indemnifying Party
of the commencement of the action, the Indemnifyiagty may, or if so requested by the IndemnifiadyPshall, participate in it or assume
its defense, with counsel reasonably satisfactotir¢ Indemnified Party, and after notice from lindemnifying Party to the Indemnified
Party of an election so to assume the defensénttemnnifying Party will not be liable to the Indeifi@d Party under this

Section 3 for any legal or other expenses subsdiguaourred by such Indemnified Party in connegtigith the defense other than reason
costs of investigation. If the Indemnifying Partyed not employ counsel to take charge of the defen# any Indemnified Party reasonably
concludes that there may be defenses availabtentioich are different from or in addition to thaseailable to the Indemnifying Party (in
which case the Indemnifying Party will not have tlght to direct the defense of such action on Hedfesuch Indemnified Party), legal and
other expenses reasonably incurred by such Inderdrifarty will be paid by the Indemnifying Party.

(d) In order to provide for just and equitable cidmition in circumstances in which the indemnifioatprovided for in paragraph (a) of this
Section 3 is due in accordance with its terms i any reason held by a court to be unavailabla the Obligor on grounds of policy or
otherwise, the Obligor and Remarketing Agent statitribute to the total losses, claims, damagediahiiities (including legal or other
expenses reasonably incurred in connection witestigating or defending the same) to which the galnland Remarketing Agent may be
subject in such proportion so that the Remarketiggnt is responsible for that portion representethle percentage that the fee to be paid to
the Remarketing Agent under Section 4 hereof beattse principal amount of the Bonds remarketedeurtbis Agreement and the Obligor is
responsible for the balance; but (i) in no casétivd Remarketing Agent be responsible for any arheuexcess of the fee applicable to the
Bonds remarketed by the



Remarketing Agent under this Agreement and (iipaoson guilty of fraudulent misrepresentation (witthe meaning of section 11(f) of the
Act) will be entitled to contribution from any pers who was not guilty of such fraudulent misrepngéation. For purposes of this Section 3
(d), each person who controls the Remarketing Agéthin the meaning of Section 15 of the Act wile the same rights to contribution as
the Remarketing Agent and each person who corttiel©bligor within the meaning of Section 15 of #kat and each officer, each director
and each partner of the Obligor will have the saigigts to contribute as the Obligor, subject inteaase to clause (i) and (ii) of this Section 3
(d). Any party entitled to contribution will, prortip after receiving notice of commencement of antjam, suit or proceeding against such
party in respect of which a claim for contributioray be made under this

Section 3(d), notify each party from whom contribaotmay be sought, but the failure to notify suelnty shall not relieve any party from
whom contribution may be sought from any othergudtion it may have under this Agreement or otheswligan under this Section 3(d).

SECTION 4. FEES AND EXPENSES. In considerationhaf Remarketing Agent's services under this Agreéntiem Obligor will pay the
Remarketing Agent a fee of 1/4 of 1% of the aggregaincipal amount of Bonds at closing. Thereattee Obligor will pay in advance a
non-refundable fee of 1/8 of 1% per annum of thgregate principal amount of the Bonds outstandagaple on December 1 of each year
(taking into account any payment of principal onlsDecember 1) commencing December 1, 2005. Thig@hill also pay all expenses in
connection with the delivery of remarketed Bondd @aiith preparing a disclosure document under Se@ibereof and will reimburse the
Remarketing Agent for all of its direct out-of-p@&tlexpenses incurred by it as Remarketing Ageothtarwise under this Agreement,
including reasonable Counsel fees and disbursements

SECTION 5. REMARKETING AGENT NOT LIABLE FOR FAILURE BY PURCHASERS OF BONDS. The Remarketing Agent mot
be liable to the Obligor on account of the failofeany person to whom the Remarketing Agent has sd@ond to pay for it or to deliver any
document in respect of the sale.

SECTION 6. REPRESENTATIONS AND WARRANTIES OF THE QEBOR. The Obligor represents, warrants and covesianand with
the Remarketing Agent as follows:

(a) All representations and warranties of the Qislig the Placement Agreement dated as of Noverhp2004, among the Remarketing
Agent, the Issuer and the Obligor (the "Placemegredment") are true and correct as though madedsas of the date hereof.

(b) The Obligor is fully empowered to enter intalgrerform all agreements on its part herein coetdithe Obligor has been authorized to
enter into and deliver this Agreement (by all neagg and proper legal action); and the executiahdativery by it of this Agreement and the
performance of the agreements herein containeadtioamtravene or constitute a default under angegent, indenture, mortgage, loan
agreement, commitment, provision of its charteruthoents, or other existing requirements of law gutation or any other agreement of any
kind to which it is a party or by which it is or gnhe bound.



SECTION 7. TERMINATION. This Agreement will termiteaupon the effective resignation or removal of Renarketing Agent as
Remarketing Agent in accordance with Section 91thefindenture. The Remarketing Agent will resigrRemarketing Agent under this
Agreement if requested by the Obligor in writingon@B0 days' prior written notice. Following terntioa, the provisions of

Section 3 will continue in effect, and each partyf pay the other any amounts owing at the timéeofination.

SECTION 8. MISCELLANEOUS.

(a) This Agreement will be governed by the lawshaf State of Mississippi.

(b) Notices will be given to the following addresamtil a party designates a new address in writing
If to the Obligor:

Priority Fulfilment Services, Inc.
500 N. Central Expressway, Suite 500
Plano, Texas 75074

Attn: Thomas J. Madden
If to the Remarketing Agent:

Comerica Securities
201 W. Fort Street

3rd Floor

Detroit, M| 48226-3089
Attn: Institutional Sales

(c) Nothing contained in this Agreement shall berded to create any employment relationship betileeparties hereto or to create any
fiduciary obligations of the Remarketing Agent e tObligor except as expressly provided herein.

(d) This Agreement may be amended from time to tayjan instrument in writing executed by the partiereto.

(e) Section headings are included herein for coievee of reference only and shall not be considarpdrt of this Agreement for any
purpose.

(f) Any provision of this Agreement which is proftéd or unenforceable in any jurisdiction shallf@such jurisdiction, be ineffective to the
extent of such prohibition or unenforceability vttt invalidating any other provision hereof, ang anch prohibition or unenforceability in
any jurisdiction shall not invalidate or render nfeceable such provision in any other jurisdiction
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(g) The Remarketing Agent, in its individual capgcmay in good faith buy, sell, own, hold or deahny of the Bonds, including Bonds
which are remarketed, and may join in any actiorctviany Bondholder may be entitled to take witle léffect as if it did not act in any
capacity hereunder. The Remarketing Agent, imidévidual capacity, either as principal or agenaymalso engage or be interested in any
financial or other transaction with the Issuer di@or but it is understood and agreed that furmidtfe purchase of Bonds which are
remarketed shall come only from the purchasersooid® which are remarketed or from the Obligor (idalg pursuant to any Credit Facility
or Substitute Credit Facility) and not from the Reketing Agent.

(h) This Agreement may be executed in any numbepohterparts, all of which shall be deemed origit&reof.

[THE BALANCE OF THIS PAGE INTENTIONALLY LEFT BLANK.
SIGNATURE PAGE TO FOLLOW.]
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REMARKETING AGREEMENT
Signature Page

COMERICA SECURITIES
"Remarketing Agent"

By:

Michael J. Wilk
Its:Managing Director

PRIORITY FULFILLMENT SERVICES, INC.
"Obligor"

By:

Thomas J. Madden
Its:Chief Financial Officer






Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGRM

The Board of Directors
PFSweb, Inc.:

We consent to incorporation by reference in théstegfion statements (Nos. 333-75764, 333-75773;48820, 333-42186 and 333-46096)
on Form S-8 and (No. 333-110853) on Form S-3 ofviR#S Inc. of our report dated February 17, 2006epkfor Notes 3 and 4 as to which
the date is March 29, 2005, with respect to thesobitlated balance sheets of PFSweb, Inc. and sabisglas of December 31, 2004 and
2003, and the related consolidated statementsestipns, shareholders’ equity and comprehensis@mie, and cash flows for each of the
years in the thre-year period ended December 31, 2004 and the acymy financial statement schedules as of Dece®be2004 and
2003 and for each of the years in the three-yedoghended December 31, 2004, which report apgeale December 31, 2004, annual
report on Form 10-K of PFSweb, Inc.

KPMG LLP

Dallas, Texas
March 29, 2005






EXHIBIT 31.1

CERTIFICATIONS OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

I, Mark Layton, certify that:
1. I have reviewed this annual report on Form 16fRFSweb, Inc.;

2. Based on my knowledge, this report does notaiominy untrue statement of a material fact or dmn#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the periods
covered by this annual report;

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

4. The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e)}Heregistrant and have:

a) Designed such disclosure controls and proceduresused such disclosure controls and procedutes designed under our supervision,
to ensure that material information relating to tégistrant, including its consolidated subsidisris made known to us by others within
those entities, particularly during the period ihigh this report is being prepare

b) Evaluated the effectiveness of the registrant’sldgire controls and procedures and presentedsimeport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation;

c) Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth dilsguarter in the case of an annual report) thatnhaterially affected, or is reasonably likely
to materially affect, the registr¢ s internal control over financial reportir

5. The registrang other certifying officer and | have disclosedsdrhon our most recent evaluation of internal @bmtver financial reporting
to the registrant’s auditors and the audit commititregistrant’s board of directors (or person$queing the equivalent function):

a) All significant deficiencies and material weaknesethe design or operation of internal contra¢iofinancial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize, and refpmahcial information; an

b) Any fraud, whether or not material, that involveamagement or other employees who have a signifiodmin the registrant’s internal
control over financial reporting

Date March 31, 200¢

By: /s/ Mark C. Laytor
Chief Executive Office







EXHIBIT 31.2

CERTIFICATIONS OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

I, Tom Madden, certify that:
1. I have reviewed this annual report on Form 16fRFSweb, Inc.;

2. Based on my knowledge, this report does notaiominy untrue statement of a material fact or dmn#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the periods
covered by this annual report;

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

4. The registrant’s other certifying officer andrke responsible for establishing and maintainisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e)}Heregistrant and have:

a) Designed such disclosure controls and proceduresused such disclosure controls and procedutes designed under our supervision,
to ensure that material information relating to tégistrant, including its consolidated subsidisris made known to us by others within
those entities, particularly during the period ihigh this report is being prepare

b) Evaluated the effectiveness of the registrant’sldgire controls and procedures and presentedsimeport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation;

c) Disclosed in this report any change in the regigtsanternal control over financial reporting thatcurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth dilsguarter in the case of an annual report) thatnhaterially affected, or is reasonably likely
to materially affect, the registr¢ s internal control over financial reportir

5. The registrang other certifying officer and | have disclosedsdrhon our most recent evaluation of internal @bmtver financial reporting
to the registrant’s auditors and the audit commititregistrant’s board of directors (or person$queing the equivalent function):

a) All significant deficiencies and material weaknesethe design or operation of internal contra¢iofinancial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize, and refpmahcial information; an

b) Any fraud, whether or not material, that involveamagement or other employees who have a signifiodmin the registrant’s internal
control over financial reporting

Date March 31, 200¢

By: /s/ Thomas J. Madde
Chief Financial Office







EXHIBIT 32.1

CERTIFICATIONS PURSUANT TO 18 U.S.C. SECTION 132&% ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

Pursuant to Section 906 of the Sarbanes-Oxt¢yf 2002 (subsections (a) and (b) of SectionQl Zhapter 63 of Title 18, United States
Code), each of the undersigned officers of PFSWweh (the “Company”), does hereby certify that:

The Annual Report on Form 10-K for the yeadeshDecember 31, 2004 (the “Form 10-K”) of the Campfully complies with the
requirements of Section 13(a) or 15(d), as applésalf the Securities Exchange Act of 1934 anditf@mation contained in the Form 10-K

fairly presents, in all material respects, thefiitial condition and results of operations of thenpany as of, and for, the periods presented in
the Form 10-K.

March 31, 200! /sl Mark C. Laytor

Mark C. Layton
Chief Executive Office

March 31, 200! /s/ Thomas J. Madde

Thomas J. Madden
Chief Financial Officel

The foregoing certification is being furnished asexhibit to the Form 10-K pursuant to Item 60182)(of Regulation 3 and Section 906 «
the Sarbanes-Oxley Act of 2002 (subsections (a)lkhdf Section 1350, Chapter 63 of Title 18, Udittates Code) and, accordingly, is not
being filed as part of the Form 10-K for purposéSection 18 of the Securities Exchange Act of 1@&whether made before or after the
date hereof, regardless of any general incorpardgioguage in such filing.

A signed original of this written statement reqdit®ey Section 906 has been provided to PFSwebalmt will be retained by PFSweb, Inc.
and furnished to the Securities and Exchange Cosionior its staff upon request.



