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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
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or
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PART |

Iltem 1. Business
General

PFSweb is a global provider of ometiannel commerce solutions supporting major bramdsother companies seeking to optimize
enhance their online and traditional business chian@omprised of technology, critical infrastruetuand professional services, we provide

our clients with best-of-breed capabilities offessda complete end-to-end solution or orada carte basis. Marketed BESweb’s End2End
eCommercé solution and PFSweb Infinite Commerce®, or iComrmé, the services we offer are organized into theofoihg categories:

e  Digital Agency Service
e  Technology Service

e Infrastructure Service
e Technology Ecosyste!

¢ Agency
Services

Technology
Ecosystem

Technology Infrastructure
Services Services

ENGaGEMEN'

Our solutions support direct-to-consumer (“DTC)islness-to-business (“B2B”), and retail sales cknmhe majority of our clients
are the merchants of record for the orders we gsotteough our infrastructure on their behalf. fhese clients, we do not own the inventory
or the resulting accounts receivable, but provicmamerce solutions and other services for thesatetiwned assets.

For some of our clients, we are the merchant adneor the orders we process through our infrestme. Depending on the terms
under these arrangements, we record either produehue or service fee revenue, may own the acsoaogivable and inventory and we
may be compensated for all or a portion of ourises/through the resulting profit margin. In sonfi¢hese client relationships, we purchase
the inventory as the product is delivered to ouilitg. In other of these client relationships, ttieent retains ownership of inventory in our
facility and we purchase the inventory immediaglipr to each individual customer sales transactiomll of these cases, we seek inventory
financing from our clients in the form of extendedms, working capital programs or marketing futalbelp offset the working capital
requirements that follow accounts receivable andritory ownership.
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We are headquartered in Allen, Texas where ourwixecand administrative offices and our primarght@ology operations and hosti
facilities are located, and certain professionalises including digital agency and technology sms are performed. We operate state-of-the-
art call centers from our U.S. facility locatedDallas, Texas and from our international facilitiesated in Richmond Hill, Ontario, Canada
and Liege, Belgium. We lease or manage warehoed#iés of approximately 1.6 million square feetany containing highly automated and
state of the art material handling and communicatiequipment in Memphis, Tennessee, Southaveniddiisgi, Grapevine, Texas,

Richmond Hill and Markham, Ontario, Canada and &jégelgium, allowing us to provide global distrilout solutions. Additionally, we
engage in business development activities and gecailditional digital agency services and/or tetdmoservices from our offices in
Minneapolis, New York City, Seattle, London, Munigmd Bangalore.

PFSWEE'S END2END ECOMMERCE® SOLUTIONS

PFSweb serves as the “brand behind the brand’cimpanies seeking to increase efficiencies, ent@rmarkets or launch optimized
sales channels. As an eCommerce development figitaldagency and business process outsourcer fi@estalable and cost-effective
solutions for brand manufacturers, online retajlarsl distributors across a wide range of industigments. We provide our clients with
seamless and transparent solutions to supportlibsiness strategies, allowing them to focus oim toee competencies. Leveraging
PFSwebs$ technology, expertise and proven methodologiessmable clients to develop and deploy new produadsimplement new busint
strategies or address new distribution channeiglsaand efficiently through our optimized solut®rOur clients engage us both as a
consulting partner to assist them in the desiga lofisiness solution as well as a virtual and physiérastructure partner to provide the
mission critical operations required to build andnage their business solution. Together, we natloglp our clients define new ways of
doing business, but also provide them the techiyglolgysical infrastructure and professional resesimecessary to quickly implement their
business model. We allow our clients to quickly dnaimatically change how they “go-to-market.”

Each client has a unique business model and usimategic objectives that often require highly ousized solutions. PFSweb can
support clients in a wide array of industries, urtthg fashion apparel and accessories, fragramt®eauty products, consumer packaged
goods, home furnishings and housewares, collestdnbel toys, consumer electronics, office technobogy network connectivity products ¢
aviation spare parts. These clients turn to PFSaebelp in addressing a variety of business néealsinclude eCommerce creative design
and development, customer satisfaction and retentiime-definite logistics, vendor managed inveptand integration, supply chain
compression, cost model realignments, transporntatianagement and international expansion, amoreggotie also act as a constructive
agent of change, providing clients the ability tieatheir current distribution model, establishedt relationships with end-customers, and
reduce the overall time and costs associated wittieg distribution channel strategies. Our clgeate seeking solutions that will provide
them with dynamic supply chain and multi-channetketing efficiencies, while ultimately deliveringweorld-class customer service
experience.

Our value proposition is to become a seamless,inteljrated extension of our clients’ enterprisgslélivering superior solutions that
drive optimal customer experiences. On behalf eftiftands we serve, we strive to increase and ealsates and market growth, bolster
customer satisfaction and customer retention, aiveé dosts out of the business through operationstachnology related efficiencies. As
both a virtual and a physical infrastructure for olients’ businesses, we embrace their brand gadne strategic objectives. By utilizing our
services, our clients are able to:

Quickly Capitalize on Market Opportunitiedur solutions empower clients to rapidly implemggir supply chain and eCommerce
strategies and take advantage of opportunitiesowitiengthy integration and implementation effovige have readily available advanced
technology and physical infrastructure that isifdein its design, which facilitates quick intetiom and implementation. The PFSweb
solution is designed to allow our clients to daligensistent quality service as transaction volugresv and also to handle daily and seasonal
peak periods. Through our international locatians,clients can sell their products broadly thromgtthe world.

Improve the Customer Experiendée enable our clients to provide their customett wihigh-touch, positive buying experience
thereby maintaining and promoting brand loyaltyrddgh our use of advanced technology, we can resgmactly to customer inquiries by e-
mail, voice or data communication and assist théth @nline ordering and product information. Weibet we offer our clients a “world-
class” level of service, including Web-enabled oustr care service centers, detailed Customer Rpfitip Management (“CRM”) reporting
and exceptional order accuracy. We have signifieaperience in the development of eCommerce sturefithat allows us to recommend
features and functions easily navigated and unaieddby our clients’ customers. Our technology platf is designed to ensure high levels of
reliability and fast response times for our cliémigstomers. Because of our technology, our clieatefit from being able to offer the lates
customer communication and response conveniendasitccustomers.
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Minimize Investment and Improve Operating Efficieag®ne of the most significant benefits outsourcingvides is the ability to
transform fixed costs into variable costs. By efiating the need to invest in a fixed capital infinasture, our clients’ costs typically become
more directly correlated with volume increasesexlicies. Further, as volume increases drive theadéerfor greater infrastructure or capac
we are able to quickly deploy additional resourd¥e.provide services to multiple clients, which lelea us to offer our clients economies of
scale, and resulting cost efficiency, that they matyhave been able to obtain on their own. Adddity, because of the large number of daily
transactions we process, we have been able tdyjustestments in levels of automation, securityveillance, quality control processes and
transportation carrier interfaces that are typjcalitside the scale of investment that our cliemight be able to cost justify on their own.
These additional capabilities can provide our ¢tighe benefits of enhanced operating performandeeéficiency, reduced inventory
shrinkage, and expanded customer service options.

Access a Sophisticated Technology Ecosyatéemprovide our clients with access to a Technolagysystem featuring best-of-breed
eCommerce technologies together in a single, iatedr PCI certified offering. Powered by leadintgeprise-class software solutions, our
platform is seamlessly integrated into PFSweb'&{gatl operations to provide an end-to-end eCommeiegion. Built to accelerate the
implementation process, the Technology Ecosystémwslfor flexible integrations with other technojogroviders and client systems.

Our Technology Ecosystem also extends beyond tfiabivorld and into physical commerce channelariis and retailers today
require flexible technology to control customer gpiog experiences regardless of where they shoploBiag ship from store, in-store pick
up, or mobile point of sale capabilities are justa examples of how PFSweb can enable brandstieea dynamic and unique onthianne
shopping experience.

We believe our highest value proposition is achdewden our clients engage our full suite of servitem all of the categories
included inPFSweb’s End2End eCommeftsolutions. However, we provide our clients with dgortunity to customize their solution by
selecting only certain services from our offeringhila carte fashion if they prefer. We believe ftexibility and willingness to create a
customized solution for each client differentiaissrom our competition.

Digital Agency Services

Our Digital Agency Services provide the key strgtedpsign, and digital marketing expertise requivgdeading brands with high
expectations. We utilize proven business strateggsncy-based innovation, usability expertise, @@dmmerce best practices to harmonize
and produce visual ingenuity and tangible results.

We help brands succeed in the digital space bygusicomprehensive set of strategy and servicesidimg targeted campaigns and
personalized communications, that are designettrecacustomers, convert browsers to buyers, amgire the customer relationship. With
various degrees of client engagement, we bringsinrgdexpertise to every solution. Our experiencproviding end-to-end solutions gives us
a 360 degree view of the entire customer experienddese services can be bundled together in unigckagas that help drive results
through all shopping channels.

Creative Services.Powered by our subsidiary LiveArealLabs, Inc.igital creative agency and eCommerce systems iategacquire
in 2014, we collaborate with our clients and partmith other key stakeholders to create online expees that engage our clientsistomers
drive conversion, and maximize revenue. We focussmr-centered design methodologies to incorpqaterful emotional and visual
components.

User ExperienceRegardless of device, we understand how our clieagtomers interact with the client brand and howleploy the
best on-site practices to increase conversion.rates

Digital Strategy We gain an understanding of our clients’ goalsirtheand, and their customers to develop digitatketng strategies
that deliver results. We specialize in understagdire changing market, emerging digital technolpgéad developing comprehensive
marketing plans that engage at every touch point.

Search Engine Optimization (SEO) and Paid Sead.use sophisticated and current search engineiaation best practices to drive
organic traffic along with expert-driven paid sdaed retargeting campaigns.

Affiliate Marketing.We build powerful relationships with the influensgromoting our clients’ sites and drive incremesédes for our
clients through alternate channels attributing neseappropriately and tracking and reporting corsioiss.

Product Merchandising.We create engaging and personalized on-site shggpiperiences through dynamic product merchandising
Promotion set-up, on-site search optimization, AfRitesting help convert shoppers into buyers.
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Comparison Shopping Enginé§e have experience creating and managing compastsgpping feeds that will increase brand
visibility in a competitive landscape while drivisales for our clients. We use the comparison shgmmgine channel to enhance the search
engine marketing initiatives and power mobile aggtions.

Conversion OptimizationlVe combine industry expertise with best-in-bre@tht®logy to increase conversion and increase c@sgim
average order size. Our team of experts offerdesin on-site merchandising, recommendationgsguelization, on-site search, and
promotion management and support.

Digital Analytics.Through powerful reporting techniques and expealyais, we provide the key insights and actionable
recommendations needed to aid in the growth otbents’ brands online.

Email Marketing.Our data focused approach to email marketing sieelkerease our clients’ ROI. We test and desigaiknfior
custom segments to get the right message to antslicustomers.

Social Engagemen®ur social tactics help facilitate discussions palll key learnings from social chatter to suppad @valuate brand
initiatives.

Learning Lab. Our methodology is to plan, execute, and learnembéipturing valuable insights. Using our uniqueraeg lab
experience, brands can understand meaningful carsimteractions that drive revenue growth. By bnilga personalized and optimized

experience through all customer touch points, bsarash improve customer loyalty and brand engagement

Technology Services

PFSweb's Technology Services build world-class eierne websites that are designed to maximize r&epportunities. Built by a
seasoned group of professionals, we combine syrated) technology to create innovative user expegenFrom high-fashion apparel to
consumer packaged goods, our portfolio consisksarids that accept only the highest quality shappiabsites.

We use a proven methodology to deliver quality inpéntations to meet some of the strictest branginegents in the industry. Our
project teams are comprised of industry-leadinggasionals that bring eCommerce and web developbesttpractices to our clientistorr
solutions. Once live, our team applies the samel lef/excellence to ongoing development, site nesiance, and solutions support.

Direct-to-Consumer eCommerce (“DTC"). PFSweb’s EBd? eCommerc@solution for the DTC online channel features Denveard
eCommerce, a leading third party Software-as-ai€eiVSaaS”) eCommerce platform. As a Demandwarat&ic Solution and End-to-End
Partner, we are one of the premier Demandware derant organizations. Following the establishmémun Demandware partnership in
2008, we have become one of the largest interra@tidamandware development teams in the world aridtaia a talented team of
Demandware certified developers who create worddscliser experiences for some of the world's Igdaliands. We have fully integrated
Demandware with the rest of our world-class tecbgylplatform, including other best-of-breed teclugyl partners to create a PFSweb
reference application that provides our clientdwaitvery high-function DTC online store out-of-thex. We are able to use the PFSweb
reference application as a starting point to qyickeate a completely customized online store €or@TC clients. Designed specifically for
DTC brands, our comprehensive offering redefinasterend eCommerce by enabling retailers and bihindasumer goods manufacturers
with the ability to employ a total outsourcing s customized to their particular eCommerce sgyat without the loss of site or brand
control associated with earlier end-to-end outsiogrsolutions.

Through the 2014 acquisition of REV Solutions, Jra; eCommerce systems integrator, we enhancederunandware practice and
broadened the portfolio of technology services it addition of Oracle ATG. As an Oracle GoldtRar, we launch commerce initiatives
for major brands. Oracle Commerce (which now ineRIATG Commerce) is a leading platform consistihgoonmmerce applications to
provide seamless customer experiences across hautiigch points. We continue to innovate with Oeal€bmmerce to drive sales, reduce
cycle times, decrease costs, and improve serviedsléor our clients.

eCommerce DevelopmentVith one of the most experienced teams of Demanelaad Oracle developers, our staff is ready tadbuil
custom eCommerce solutions for our clients. We esnplproven development methodology, led by a Kigjulalified team of solutions
architects, web developers, project managers, amditQ) Assurance (“QA”") testers. When paired witlr dgency Services, we can provide
an entire suite of services that spans strateggatiee, project management, web development, aalitgjassurance.

Platform Support Our work doesn't stop when we launch an eComméteeGur Platform Support team provides real-time
management and monitoring to ensure our clientsssire always operating at peak performance. \Wede Level 1/2/3 technical, business,
and solutions support for optimal issue management.




Quality Assurance.Whether it's a new site build or ongoing developtnhear team of QA experts employ a full-service wste that
includes quality assurance scripting and testiegression, load testing, and automation.

Training. We provide on-site, personalized platform trainfirggm experienced subject-matter experts. Our tnginéam empowers our
clients’ business and merchandising staff withkhewledge they need to operate and optimize ti@&inemerce sites. Core training includes
platform essentials, advanced merchandising, feodtdesign, and developer training.

Business-to-Business eCommerce (“B2B”). PFSwebd2End eCommercesolution for the B2B online channel features our
GlobalMerchant Commerceware service that providesnaplete eCommerce website solution for our B2&nts. We engage collaboratively
with our clients to design, build, host, and mantdjg branded, fully customized and fully integedteCommerce web applications for B2B
channels. We offer a broad range of hosting angatplans that can be tailored to fit the needsawth client. Utilizing Microsoft's .NET
Technologies and our proprietary GlobalMerchant @mrceware platform, we maintain a robust hostingrenment for our hosted client
B2B web sites.

Omni-Channel Order Management

Order Management Interface@ur order management system (OMS), based on theeQB Edwards ERP suite, is a scalable solution
built for DTC and B2B order processing. We als@p# distributed order management solution utitjzime Shopatron Retailer software that
is tightly integrated with our internal OMS. Thislgtion provides retailers with a complete techigglsolution for integrating both online and
offline channels. Our order management technology solutions provitkerfiaces that allow for real-time information redsal, including
information on inventory, sales orders, shipmeaés$ivery, purchase orders, warehouse receiptspmgsthistory, accounts receivable and
credit lines. These solutions are seamlessly iatedrwith our web-enabled customer contact cerddiosying for the processing of orders
through shopping cart, phone, fax, mail, email, widat, and other order receipt methods. As thanmétion backbone for our total supply
chain solution, order management services can &g ars a standlone basis or in conjunction with our other busiimfrastructure offering
including customer contact, financial or distrilmtiservices. In addition, for the B2B market, @ahnology platform provides a variety of
order receipt methods that facilitate commerce iwittarious stages of the supply chain. Our systeragide the ability for both our clients
and their customers to track the status of ordeasyatime. Our services are transparent to oentdi customers and are seamlessly integr
with our clients’ internal system platforms and vetes. By synchronizing these activities, we captare and provide critical customer
information, including:

e  Statistical measurements critical to creatingiality customer experience, containing réale order status, order exceptions, k
order tracking, allocation of product based on tigndf online purchase and business rules, the sattastomer inquiries to
purchases, average order sizes and order respores

e  B2B supply chain management information criticaévaluating inventory positioning, for the purpax improving inventory
turns, and assessing product f-through and er-user demanc

e Reverse logistics information, including customesponse and reason for the return or rotatiggraduct and desired customer
action;

e Detailed marketing information about what was swoid to whom it was sold, by location and prefereacd
e  Web traffic reporting showing the number of vig*hits”) received, areas visited, and products and informatquestec

Product Content ManagemenPFSweb's iCommerce PCM solution provides a compihe set of tools for creating, integrating,
mastering, and syndicating product content effitjeacross an entire organization. Leveraging gmise-class product information
management (PIM) software powered by Riversand fi@odgies, we provide a SaaS-based solution thatlesérands to maximize the
selling value of their product content across athmerce channels.

Technology CollaborationVe have created a suite of technology servicesthaible buyers and suppliers to fully automate thei
business transactions within their supply chaimgishe order management interfaces. Our collalwragichnologies operate in an open
systems environment and feature the use of indssarydard XML and SOA web services, enabling custedheCommerce solutions with
minimal changes to a client’s systems or our EmieeResource Planning (“ERP”) systems. The rasualtfaster implementation process. We
also support information exchange methods suchS# BTP, SFTP, EDI, MQ Series, ALE, HTTP, and HTTPS
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Information ManagemenWe have the ability to communicate with and transfformation to and from our clients through a wid
variety of technology services, including real-timeb service enabled data interfaces, file transfthods and electronic data interchange.
Our systems are designed to capture, store antlaiaally forward to our clients critical informah regarding customer inquiries and
orders, product shipments, inventory status (fangxe, levels of inventory on hand, on backordempuorchase order and inventory due dates
to our warehouse), product returns and other inddion. Our systems are capable of providing oentti with customer inventory and order
information for use in analyzing sales and markgtiends and introducing new products. We alsor @ffistomized reports and data analyses
based upon specific client needs to assist thethmein budgeting and business decision processaM/enanaging this information while
securing data and complying with various privaayulations.

Infrastructure Services

Our infrastructure services provide the operati@udivities required and expected of the worldisllag brands. We have DTC and
B2B experience in customizing solutions to meetuhigue nuances of our clients’ internal finanaestomer care, and supply chain
operations. With more than 1.6 million square f#deased or managed distribution space and appaieiy 1,000 call center seats across
continents, we have the global infrastructure tentiee operational needs of our eCommerce anditradi B2B clients.

As the operational backbone of the online and B2&pping experience, we focus on three core actiordeliver, to communicate, a
to fulfill the promise behind each brand we support

Order Fulfillment

We design advanced pick-pack-ship operations thedimline our clients’ supply chain process aneéroéf flexible fulfillment
distribution model. Our fulfillment team understarttie value of the delivery experience by spediaiin creating branded solutions with ¢
wrap and other branded services. Our distributemters are located in the Memphis area, Torontb Batlgium to provide centrally located
fulfillment throughout North America and Europe.

Advanced Distribution Facilities and Infrastructuren integral part of our solution is the warehousamgl distribution of our clients’
inventory. We currently have more than 1.6 millgguare feet of leased or managed warehouse distritepace domestically and
internationally to store and process our own andcbents’ inventory. We receive inventory in oustibution centers, verify shipment
accuracy, unpack and audit packages (a procesmthades spothecking a percentage of the inventory to valigggéee counts and check
damages that may have occurred during shippindingaand unloading). Upon request, we inspect foelodamages or defects, which may
include checking fabric, stitching and zippersgoft goods, or ‘testing’ power-up capabilities é&ectronic items as well as product
specifications. We generally stock for sale witbive business day of unloading. We pick, pack am@istomer orders and can provide
customized packaging, customized monogrammingppatized laser engraving, capabilities of high wedushrink packaging, inserts and
promotional literature for distribution with custemorders. For many clients, we provide gift-wraygpservices including line level gifting,
customized gift-wrapping paper, ribbon, gift-boxdagift-messaging.

Our distribution facilities contain computerizedtstion equipment, flexible mobile pick-to-lightrts, powered material handling
equipment, scanning and bar-coding systems andnattal conveyors and in-line scales. Our distrilmutazilities include several advanced
technology enhancements, such as radio frequenbpaéogy in product receiving processing to ensw@iracy, as well as an automated
package routing and a pick-to-light paperless ofdiéiiment system. Our advanced distribution gyst provide us with the capability to
warehouse an extensive number of stock keeping (BKUs), ranging from large high-end electron@csmall cosmetic compacts. Our
facilities are flexibly configured to process B2BdaDTC orders from the same central location.

In addition to our advanced distribution systems, mick-to-light carts, stationary pick-to-lightesrs and conveyor system controls
provide real time productivity reporting, thereliypyiding our management team with the tools to enpnt productivity standards. This
combination of computer-controlled equipment pregithe seamless integration of our pick-to-liglstemns and mass sortation capabilities.
This unique combination of technologies ensureh bigler accuracy for each and every customer order.

We are able to take advantage of a variety of shipand delivery options, which range from next dayvice to zone skipping, to
optimize transportation costs. Our facilities aggtems are equipped with multi-carrier functionaléllowing us to integrate with all leading
package carriers and provide a comprehensive fraigthtransportation management offering.

We offer reverse logistics management servicefydiveg issuing return authorizations, return carsieipping labels, receipt of produ
crediting customer accounts and disposition ofrretd product. We also leverage strategic partigssh provide our
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clients with access to distributed returns centteais collect, consolidate, report on and forwarduo central facilities returned product
allowing us to accelerate credits to our clientstomers, reduce freight costs for our client, iovercustomer service and reduce complexity
and cost in our facilities from handling inbounduras.

Our domestic facilities provide trained securitpfeissionals from our security headquarters in Mésgrennessee and Southaven,
Mississippi. Continual validation and the use afreat and retired law enforcement professionalsiesssthat we employ the latest in security
processes and procedures to further enhance owgiltamce and detection capabilities.

Facility Operations and Managemeur facilities management service offering includesribution facility design and optimization,
business process reengineering and ongoing staffidgnanagement. Along with our muitiand operations in Mississippi and Tennesse
also manage dedicated client-owned/leased fasilitiebehalf of two of our clients: an aircraft gadistribution center in Grapevine, Texas
and a DTC facility in Memphis, Tennessee for a megtailer. Our expertise in supply chain managemniegistics and customer-centric
fulfillment operations extends through our manageinoé client-owned/leased facilities, resultingcimst reductions, process improvements
and technology-driven efficiencies.

Kitting and Assembly Service3ur expanded kitting and assembly services enablelients to reduce the time and costs associated
with managing multiple suppliers, warehousing huaivg] light manufacturing partners. As a single seuarovider, we provide the advantage
of convenience, accountability and speed. Oumijtind assembly services include light assembdgiafized kitting and supplier-consigned
inventory hub either in our distribution facilities co-located elsewhere. We also offer customiggd manufacturing and supplier
relationship management (“SRM").

We work with clients to re-sequence certain supigin activities to aid in an inventory postponetrsrategy. We can provide kitting
and assembly services and build-to-stock thousahdsits daily to stock in a Just-in-Time (“JIT"h@ronment. This service, for example,
can entail the procurement of packaging matenadkiding retail boxes, foam inserts and ast#itic bags. These raw material components
be shipped to us from domestic or overseas manu&ast and we will build the finished SKUs to stdokthe client. Also included is the
custom configuration of high-end printers and sexv&his strategy allows manufacturers to make allsminvestment in base unit inventory
while meeting changing customer demand for highlstemizable products.

Our standard capabilities include: build-to-ordmrild-to-stock, expedited orders, passive and aalectrostatic discharge (“ESD")
controls, product labeling, serial number genemgtinarking and/or capture, lot number generatissetitagging, bill of materials (“‘BOM9r
computer automated design (“CAD”") engineering cleapigpcessing, SKU-level pricing and billing, maraiéeting and metrics reporting, first
article approval processes, and comprehensivetguaalintrols.

Kitting and inventory hub services enable clieotsallapse supply chains into the minimal stepsssary to prepare product for
distribution to any channel, including wholesal@ss merchant retail, or direct to consumer. Cliantfonger have to employ multiple
providers or require suppliers to consign multipkentory caches for each channel. We offer o@nti the opportunity to consolidate
operations from a channel standpoint, as well@® fa geographic perspective. Our integrated, glimf@atmation systems and international
locations support business needs worldwide.

Product Management and Inspection Servivés.also operate a coupon management system andcprodnagement program.
Coupons are managed and activated by a uniqué sender, thus significantly reducing fraudulentity. Our capabilities also extend into
salvage operations, allowing our clients to reclaatuable raw materials and components from discoatl or obsolete inventory.

We operate a test and repair center where we Yysmapect items for cosmetic defects. These itanesput through rigorous testing
that includes: functionality, durability, accessamgpection and packaging. Items that pass thmtgate repackaged and resold with a noted
exception of “open-box” merchandise. Items thdttfee inspection are disassembled and working Spans are saved for future use in
repairs.




High Compliance Distribution Related to Food ands@etic ProductsiNe also operate a Food and Drug Administration @FD
compliant facility, which meets the Consolidatedrigtards for Inspection along with regulatory depeients required by the FDA under the
Food Safety Modernization Act and other industrgtipactices.

Customer Care

Our internal call center operations are focuseg@rowiding essential services such as order ergtyrms authorization, and order
tracking. These operations also include our iConemégent (“iCA”), a customizable web-based applaafeaturing powerful customer
service tools for accessing all required customfarination. Our uniqgue multingual capabilities are possible through our styatally place:
locations in Dallas, Belgium, Toronto, and our partlocation in Hungary.

Customer Relationship ManagemeHRtrough our web enabled CRM platform, iCA, our wddechnology leverages the client’s
website investment by wrapping CRM capabilitiesuaabthe existing website. Through iCA, agents glexcustomer service functions, such
as placing orders, checking order status, faditigateturns, gathering “voice of the customer” mf@tion, initiating upsell and cross sell, and
managing escalations. iCA is fully integrated itite client’s website front end and our data amnedyplatform and order processing system,
allowing full visibility into customer history ancustomer trends. Through each of our customer tpoathts, information can be analyzed ¢
processed for current or future use in busineskiatian, product effectiveness and positioning, angply chain planning. Through this fully
integrated system, we are able to provide a complestomer care solution in a PFSweb customeroggnter or on a license basis to our
clients’ owned or outsourced customer care centers.

Customer AssistancAn important feature of evolving commerce is théigtfor the customer to speak with a live custaraervice
representative. Our experience has been that naarsumers tell us they visited the web locationrifmrmation, but not all of those
consumers chose to place their order online. Ostioooer care services utilize features that integvaice, email, standard mail, fax, data a
Internet chat communications to respond to and leaswdstomer inquiries. Our customer care reprefigataanswer various questions, acting
as virtual representatives of our clients’ orgatiorg regarding order status, shipping, billinguras and product information and availability
as well as a variety of other questions. Our wedihérd customer care technology identifies eactpoust contact automatically and routes it
to the appropriate customer care representativeisvimaividually trained in the clients’ businessdgproducts.

Our webenabled customer care centers are flexibly designdtiat our customer care representatives caréhaitder several differe
clients and products in a shared agent environnttesteby creating economy of scale benefits foralients, or through a highly customized
dedicated agent support model that provides thmatleé customer experience and brand reinforcement.

Quality Monitoring.Quiality is essential in our client solutions. Apn@sentatives of our clients, our customer careesgmtatives must
adhere to the unique quality standards of eachtcN&e continually monitor the quality of our custer care representatives against each
client quality standard and use the results toigemagent-level feedback to continually improve ¢hstomer care experience. Clients may
participate in the quality process by remotelyelisig to calls, assisting in the grading of recdrdalls, and providing ongoing direction to
improve quality standards.

Customer Self-HelpwVith the need for efficiency and cost optimizatfionmany of our clients, we have integrated intévacvoice
response (“IVR") as another option for customertaots. IVR creates an “electronic workforce” witintwal agents that can assist customers
with vital information at any time of the day oght. IVR allows for our clients’ customers to degkractively with our system to handle
basic customer inquiries, such as account balamder status, shipment status, catalog requestdupr and price inquiries, and routine order
entry for established customers. The inclusiorMi® In our service offering allows us to offer a teffective way to handle high volume, low
complexity calls.

Financial Services

Protecting our clients’ brand with secure paymentpssing and fraud management services is criicalsuccessful operation. We
also provide flexible global payment options aslwaslgift cards, B2B invoicing, and VAT services.

Our financial services are divided into two majogas: 1) billing, credit, collection and cash apgtion services for B2B clients and 2)
fraud review, chargeback management and proceasiigettlement of credit card services for DTCnttie

Business-to-Business Financial ManagemEant.B2B clients, we offer full-service accountseaiable management and collection
capabilities, including the ability to generatetomsized computer-generated invoices in our clienéshes. We assist clients in reducing
accounts receivable and days sales outstandingg wimimizing costs associated with maintainingrahouse
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collections staff. We offer electronic credit sees in the format of EDI and XML communicationsedirfrom our clients to their vendors,
suppliers and retailers.

Direct-to-Consumer Financial Managemehtr DTC clients, we offer secure credit card pregesrelated services for orders made
a client web site or through our customer conteoter. We offer manual credit card order revievamadditional level of fraud protection.
We also calculate sales taxes, goods and sengges or value added taxes, if applicable, for noouetaxing authorities and on a variety of
products. Using third-party leading-edge fraud @ctibn services and risk management systems, weftarhigh levels of security and
reduce the level of risk for client transactions.

Professional Consulting Services

As part of the tailored solution for our clientsg wffer a full team of experts specifically desitgthto focus on our clients’ businesses.
Team members play a consultative role, providingstmctive evaluation, analysis and recommendafionthe client’s business. This team
creates customized solutions and devises plansvihatcrease efficiencies and produce benefitstifie client when implemented.

Comprised of industry experts from top-tier coniggltfirms and industry market leaders, our teamrofessional consultants provides
client service focus and eCommerce, customer tagistics and distribution expertise. They havdttsdlutions for Fortune 1000 and Global
2000 market leaders in a wide range of industimeduding multi-channel retailers, apparel, teclogyl, telecommunications, cosmetics,
aviation, housewares, high-value collectibles, 8pgrgoods, pharmaceuticals and several more. logaes the evolving infrastructure needs
of major corporations and their business initiativeur team has a solid track record providing oltimg services in the areas of interactive
marketing eCommerce, supply chain managementijldititbn and fulfillment, technology interfacing,distics and customer support.

SELLER SERVICES FINANCIAL MODELS
Service Fee Model

We refer to the standard PFS seller services fiahnwdel as the “Service Fesfodel. In this model, our clients own the inventand
are the merchants of record and engage us to greeidous business outsourcing services in sugaohieir business operations. We provide
ecommerce website services, inventory and ordeagement, customer service, payment processingp@arations reports such as product
sales, sales tax, and inventory management repottis model, we provide infrastructure and segsiand the clients are responsible for all
financial operations and reporting related to thiestransactions.

The Service Fee model is designed to generate nsafi our clients consistent with other retaili@rsur clients’ product category and
provide bottom line financial results for our clissimilar to other retailers in their space. Wegore service fee revenues from clients in this
model in our traditional PFSweb service fee segment

Agent (Flash) Financial Model

As an additional service, we offer an “Agent”, é1dsh”model, in which our clients maintain ownership leé product inventory stori
at our locations. When a customer orders the ptddoim our clients, a “flash” sale transaction msproduct ownership to us for each order
and we in turn immediately re-sell the productite tustomer. The “flasidwnership exchange establishes us as the merchastood, whicl
enables us to use our existing merchant infrastradb process sales to end customers, removingetbe for clients to establish these
business processes internally, but permitting tteoontrol the sales process to end customersidmtodel, based on the terms of our cul
client arrangements, we record product revenuefnaist of product revenue as a component of seifeie revenue in our consolidated
statement of operations.

Retail Financial Model

In addition to the Service Fee and the Agent modetsalso offer a “Retail” model. Under the Retaiddel, a PFSweb subsidiary
purchases inventory from the client. In the Retaldel, we place the initial and replenishment pase orders with the client and take
ownership of the product upon delivery to our fiaagil

Because we are the product owner as well as thehraetr of record, we work closely with the clieniplan sales and promotional
activities. Under the Retail model, depending uffanproduct category and sales characteristicenaerequire the client to provide product
price protection as well as product purchase paymeems, right of return, and obsolescence praiadcippropriate to the product sales profile
as well as potential reimbursement for uncolleetitlistomer accounts receivable balances. Sinceirgbgse and own the inventory and
accounts receivable, this business model may regignificant working capital requirements for whige have credit available either
through credit terms provided by our clients oremsknior credit facilities.
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Depending on the terms of our client arrangementke Retail model, we record either: 1) gross meee- product revenue or 2) net revenue -
product revenue net of cost of product revenue@sgponent of service fee revenue in our consaitlatatement of operations.

The costs of all standard PFSweb services normdlgd on a transaction basis under the Servicenk@gel, as well as certain credit
risks, may be covered by the selling margin undeRetail model arrangement. The bottom line fir@nesults for our client should be
similar to the financial benefits from the retdilamnel, although unlike the traditional retail chal our clients generally control the
presentation and branding of the web site and ditheacustomer data from the eCommerce activities.

In general, we seek to structure client relatiopsiim our Retail model under the net revenue agpr,cathough we have one client still
utilizing the gross revenue approach. We use etaiRmodel to enable our Supplies Distributorssédiary to serve as a global distributor of
printer supplies for Ricoh Infoprint Solutions Coamy (“IPS”), a wholly-owned subsidiary of Ricoh Cpamy Ltd. (“Ricoh”). In this model,
the product revenues are reported in our Busineg&Retail Connect segment.

INDUSTRY INFORMATION AND COMPETITIVE LANDSCAPE
Industry Overview

Business activities in the public and private sectmntinue to operate in an environment of rapahnological advancement,
increasing competition and continuous pressurefiyéve operating and supply chain efficiency whigereasing costs. We currently see the
following trends within the industry:

e  Manufacturers strive to restructure their sugtigins to maximize efficiency and reduce costsoih iB2B and DTC markets, and
to create a variable-cost supply chain ableugport the multiple, unique needs of each of tindiatives, including traditional ar
electronic commerct

e Companies in a variety of industries seek outsagras a method to address one or more businesgdus that are not within
their core business competencies, to reduce opgredists or to improve the speed or cost of impfeat®n.

e  Retailers, both traditional and e-commerce op&yfner with end to end providers to provide akagnsolution to support their e-
commerce channels. Providers with a global presenavide additional value to companies pursuingngernational expansion
strategy.

Supply Chain Management Trend

As companies maintain focus on improving their basses and balance sheet financial ratios, signifiefforts and investments
continue to be made identifying ways to maximizppy chain efficiency and extend supply chain peses. Working capital financing,
vendor managed inventory, supply chain visibilibfteare solutions, distribution channel skippingedt to consumer eCommerce sales
initiatives, and complex upstream supply chainatmkative technology are products that manufactigeek to help them achieve greater
supply chain efficiency.

A key business challenge facing many manufactaedsretailers as they evaluate their supply chificiency is in determining how
the trend toward increased DTC business activityimpact their traditional B2B and DTC commercesimess models. Order management
and small package fulfillment and distribution daifiies are becoming increasingly important preeesas this trend evolves. We believe
manufacturers will look to outsource their non-cooenpetency functions to support this modified bass model. We believe companies will
continue to strategically plan for the impact tt@ommerce and other new technology advancemertiavié on their traditional commerce
business models and their existing technology afrdstructure capabilities.

Manufacturers, as buyers of materials, are als@&img new business practices and policies on shgiplier partners to shift the norr
supply chain costs and risks associated with irorgrawnership away from their own balance sheédtsolgh techniques like Vendor
Managed Inventory or Consigned Inventory Progrdi@#_"), manufacturers are asking their suppliessagart of the supplier selection
process, to provide capabilities where the manufacieed not own, or even possess, inventory fitite exact moment that unit of
inventory is required as a raw material componeiivioshipping to a customer. To be successfublfbparties, business models such as these
often require a sophisticated collection of tecbgalal capabilities that allow for complete intetipa and collaboration of the information
technology environments of both the buyer and sepgfor example, for an inventory unit to arrivelee precise required moment in the
manufacturing facility, it is necessary for the Méarcturing Resource Planning systems of the matwfrcto integrate with the CRM syste
of the supplier. When hundreds of supplier partagesinvolved, this process can become quite cotrgoie technologically challenging.
Buyers and suppliers are seeking solutions thizei’kKML based protocols and traditional EDI starti¥ato ensure an open systems platform
that promote easier technology integration in treedkaborative solutions.
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Outsourcing Trend

In response to growing competitive pressures actthigogical innovations, we believe many comparieth large and small, are
focusing their critical resources on the core campees of their business and utilizing eCommerakiafrastructure services to accelerate
their business plans in a cost-effective mannerpamfbrm non-core business functions. Outsourcargrovide many key benefits, including
the ability to:

e  Enter new business markets or geographic areadlya

e Increase flexibility to meet changing business dtmas and demand for products and servi
e Enhance customer satisfaction and gain competiilvantage

e Reduce capital and personnel investments and cofinvedl investments to variable cos

e Improve operating performance and efficiency;

e  Capitalize on skills, expertise and technologyasfructure that would otherwise be unavailablexpeasive given the scale of t
business

Typically, many outsourcing service providers areused on a single function, such as informatichrielogy, call center managem:s
credit card processing, warehousing or packageetgli This focus creates several challenges forpaomies looking to outsource more than
one of these functions, including the need to mamagltiple outsourcing service providers, to shiafermation with service providers and to
integrate that information into their internal ysts. Additionally, the delivery of these multipkengices must be transparent to the customer
and enable the client to maintain brand recognitiot customer loyalty. Furthermore, traditional coence outsourcers are frequently
providers of domestic-only services versus intéomat solutions. As a result, companies requiritabgl solutions must establish additional
relationships with other outsourcing patrties.

Another vital point for major brand name comparsiesking to outsource is the protection of theindraVhen looking for an
outsourcing partner to provide infrastructure gohs, brand name companies must find a companycraprovide the same quality
performance and superior experience their customarsct from their brands. Working with an outsingartner requires finding a partner
that can maintain the consistency of their branaige; which is one of the most valuable intangilskets that recognized brand name
companies possess.

Competition

We face competition from many different sourceseeling upon the type and range of services reqiiesta potential client. Many
other companies offer one or more of the same @swive provide on an individual basis. Our comgetiinclude vertical outsourcers, which
are companies that offer a single function solutide compete with transportation logistics provijdmnown in the industry as 3PL’s and
4PL’s (third or fourth party logistics providers), whiier product management functions as an anciliaryice to their primary transportati
services. We also compete against other eCommattmfrastructure service providers, who performaas services similar to our solution
offerings. Additionally, we see competition fromemgies providing creative, commerce strategy asteay integration services.

In many instances, we compete with the in-houseadipes of our potential clients themselves. Oanaaliy, the operations
departments of potential clients believe they ocarfiqgum the same services we do, at similar quiditgls and costs, while others are reluctant
to outsource business functions that involve dicestomer contact. We cannot be certain we wiklble to compete successfully against t
or other competitors in the future.

Although many of our competitors offer one or mof@ur services, we believe our primary competitideantage is our ability to ofi
a full array of customized services markete@BSweb’s End2End eCommefcsolutions, thereby eliminating any need for ouemds to
coordinate these services from many different gters. We believe we can differentiate ourselvesfisring our clients a very broad range
eCommerce and business process services that gddresany cases, the entire value chain, from dent@adelivery.
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We also compete on the basis of many other impbatdditional factors, including:

e experience supporting a specific product vertig:

e  operating performance and reliabili

e ease of implementation and integrati

e  experience of the people required to successfulliyedficiently design and implement solutio
e  experience operating similar solutions dynamice

e leading edge technology capabiliti

e global reach; an

e  price.

We believe we can compete favorably with respeatany of these factors. However, the market forsmuvices is competitive and
continually evolving, and we may not be able to pete successfully against current and future coitopet

Competitive Landscape

End-to-end Commerceln North America, we compete with full service coemee providers such as eBay Enterprise, Trade Globa
and OneStop, as well as other providers such asdSpemmerce and Newgistics. In the European rmaskeecompete with companies such
as Yoox and other geographically focused provideestern Europe.

Agency Services and Technology Servicéd&,e compete with a wide range of digital agency system integration firms, each with
varying degrees of experience with Demandware acl@rATG, including SapientNitro, OSF, Accenture@@ity), and Lyons Consulting
Group.

Infrastructure ServiceQur infrastructure business competes with eCommfemesed order fulfillment providers such as Inaotand
OHL, as well as, depending on the client’s retad/ar supply chain strategy, Excel Logistics, URSiktics, and other “pure-playtlfillment
or call center providers.

COMPANY INFORMATION
Clients and Marketing

Our target clients include traditional retailerslioe retailers and leading technology and consugneds brands looking to quickly and
efficiently implement or enhance business initiesivadapt their go-to-market strategies, or intteciew products, programs or geographies,
without the burden of modifying or expanding theeichnology, customer care, supply chain and lagstifrastructure. Our solutions are
applicable to a multitude of industries and compgmes and we have provided solutions for such @ongs as:

Procter & Gamble (consumer packaged goods), L'Qirédlth & beauty), LEGO Brand Retail (toys), TMhaxx (apparel and home
fashion), Columbia Sportswear (active outdoor appabiageo (premium beverages), Roots Canada(afgharel), BCBGMAXAZRIA (high
fashion), Ricoh (printer supplies), Xerox (printersd printer supplies) and Hawker Beechcraft C@geilities management and time-definite
logistics supporting parts distribution) among mattyers.

We target potential clients through an extensivegrated marketing program comprised of a variégirect marketing techniques,
email marketing initiatives, trade event participat search engine marketing, public relationsjaonedia and a sophisticated outbound tele-
sales lead generation model. We have also develgipbdl business development methodology whichaadlas to effectively showcase our
various eCommerce and infrastructure service slatand products. We also pursue strategic magketimnces with consulting firms,
software manufacturers and other logistics prowderincrease market awareness and generate fef@nchcustomer leads.

Because of the highly complex nature of the sohstizve provide, our clients demand significant cor@pee and experience from a
variety of different business disciplines during #ales cycle. As such, we often utilize a membeupexecutive team to lead the design and
proposal development of each potential new cliemthoose to pursue. The executive is supportedseyeat group of highly experienced
individuals from our professional services grouphvepecific industry knowledge of, or experiencéwihe solutions development process.
We employ a team of highly trained implementaticemiagers whose responsibilities include the oversigh supervision of client projects
and maintaining high levels of client satisfactouring the transition process between the varitages of the sales cycle and steady state
operations.
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Technology

We maintain advanced management information syssam$iave automated key business functions usiligepneal-time or batch
systems. These systems enable us to provide infameoncerning sales, inventory status, custoragments and other operations essential
for us and our clients to efficiently manage elesic commerce and supply chain business programssydtems are designed to scale ra
to handle the transaction processing demands afl@nts and our growth.

Many internal infrastructures are not sufficienstgport the explosive growth in e-business, e-gtatlices, supply chain compression,
distribution channel realignment and the correspandemand for real-time information necessarystoategic decision-making and product
fulfillment. To address this need, we have cre®@EB8web’s End2End eCommeftalatform to enable companies with little or no e@oence
infrastructure to speed their time to market andimize resource investment and risk, and to allbwanpanies involved to improve the
efficiency of their supply chain.

Using the various components of our collaboraterhhology suite, we can assist our clients in gasieégrating their web sites or ERP
systems to our systems for real-time web serviedled transaction processing without regard foir therdware platform or operating
system. This high-level of systems integrationafi@ur clients to automatically process orderstauer data and other eCommerce
information. We also can track information sentisoby the client as it moves through our systenteérsame manner a carrier would track a
package throughout the delivery process. Our systmable us to track, at a detailed level, infoiomateceived, transmission timing, any
errors or special processing required and informnagient back to the client.

We have invested in advanced telecommunicatiomapater telephony, electronic mail and messagingpnaated fax technology, IVR
technology, barcode scanning, wireless technolfiiggr optic network communications and automateitiory management systems. We
have also developed and utilize telecommunicatiealsnology that provides for automatic customerrealognition and customer profile
recall for inbound customer service representatives

The primary responsibility of our systems developtieam of IT professionals is directed at impletimgncustom solutions for new
clients and maintaining existing client relatiorhiOur development team can also produce propyrisyatems infrastructure to expand our
capabilities in circumstances where we cannot @setstandard solutions from commercial providers.af§o utilize temporary and/or
contract resources when needed for additional égpac

Our information technology operations and infrastinee are built on the premise of reliability amdlability. We maintain diesel
generators and un-interruptible power supply eqeipinto provide constant availability to computesns, call centers and warehouses.
Multiple internet service providers and redundaabwervers provide for a high degree of availabititweb sites that interface with our
systems. Capacity planning and upgrading is perdrregularly to allow for quick implementation afw clients and avoid time-consuming
infrastructure upgrades that could slow growthgale the event of a disastrous situation, we h#se a disaster recovery plan that provides
geographically separated and comparably equippeedogaters that are able to recover stored daaéasonable and effective manner.

Employees

As of December 31, 2014, we had approximately 1gt@@loyees, of which approximately 1,100 were ledah the United States. We
have never suffered an interruption of business @sult of a labor dispute. We consider our refethip with our employees to be good. In
the U.S., Canada and India, we are not a partpyaallective bargaining agreements and while awnopean subsidiaries are not a party to a
collective-bargaining agreement, they are requioecbmply with certain rules agreed upon by theiptyee Works Councils.

Our success in recruiting, hiring and training &argimbers of skilled employees and obtaining latgabers of hourly employees and
temporary staff during peak periods for distribntand call center operations is critical to outligbio provide high quality distribution and
support services. Call center representatives &tidodition personnel receive feedback on theifgrerance on a regular basis and, as
appropriate, are recognized for superior perforraaraggiven additional training. Generally, our otie provide specific product training for
our customer service representatives and, in oeriatances, on-site client personnel to providsje technical support. To maintain good
employee relations and to minimize employee turnowe strive to offer competitive pay, hire primiarull-time employees who are eligible
to receive a full range of employee benefits, amvide employees with clear, visible career paths.
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Internet Access to Reports

We maintain an Internet website, www.pfsweb.comr. @wnual reports on Form 10-K, quarterly report$-orm 10-Q, and current
reports on Form 8-K (and amendments, if any, te¢heports filed or furnished pursuant to Secti®f@)lLor 15(d) of the Securities Exchange
Act of 1934) are made available, free of chargmubh the investor relations section of this webai soon as reasonably practicable after we
electronically file such material with, or furnigttto, the Securities and Exchange Commission.ififtemation on this website is not
incorporated in this report.

Government Regulation

We are subject to federal, state, local and foremwsumer protection laws, including laws protegtime privacy of our customers’
personally identifiable information and other nambfic information and regulations prohibiting unfand deceptive trade practices.
Furthermore, the growth and demand for online commbas and may continue to result in more stringensumer protection laws that
impose additional compliance burdens and greatealpies on online companies. Moreover, there read toward regulations requiring
companies to provide consumers with greater inftionaegarding, and greater control over, how tpeirsonal data is used, and requiring
notification when unauthorized access to such detars. For example, many states currently requér® notify each of our customers who
are affected by any data security breach in whichrauthorized person, such as a computer hadiine such customer’s name and one or
more of the customer’s social security number,attg/license number, credit or debit card numbestber similar personal information. In
addition, several jurisdictions, including foreigountries, have adopted privacy-related laws thstrict or prohibit unsolicited email
promotions, commonly known as “spam,” and that isgsignificant monetary and other penalties folaions. One such law, the CAN-
SPAM Act of 2003 and the recent anti-spam legistapassed in Canada impose complex, burdensomeftemdambiguous requirements in
connection with our sending commercial email to customers and potential customers. Moreover, ieffant to comply with these laws,
Internet service providers may increasingly blaagitimate marketing emails. These consumer pratedtiws may become more stringent in
the future and could result in substantial comgléacosts and could interfere with the conduct afbusiness.

Item 1A. RISK FACTORS

Our business, financial condition and operatingulés could be adversely affected by any or alheffollowing factors, in which event
the trading price of our common stock could de¢lared you could lose part or all of your investment

Risks Related to Our Business

We operate with significant levels of indebtednesesl are required to comply with certain financiaha non-financial covenants; we are
required to maintain a minimum level of subordinaddoans to our subsidiary Supplies Distributors; dnve have guaranteed certain
indebtedness and obligations of our subsidiaries.

As of December 31, 2014, our total credit facifit@utstanding, including debt, capital lease olilige and our vendor accounts
payable related to financing of Ricoh product irteey, was approximately $19 million. Certain of ttredit facilities have maturity dates in
calendar year 2016 or beyond, but are classifiemiagnt liabilities in our consolidated financ&atements given the underlying nature of the
credit facility. We cannot provide assurance thatayedit facilities will be renewed by the lendipgrties. Additionally, these credit facilities
include both financial and non-financial covenanany of which also include cross default provisiapplicable to other agreements. These
covenants also restrict our ability to transferdsiamong our various subsidiaries, which may aéleedffect the ability of our subsidiaries to
operate their businesses or comply with their retdpeloan covenants. We cannot provide assurdratente will be able to maintain
compliance with these covenants. A non-renewahuwefinder or acceleration of any of our crediilfées could have a material adverse
impact upon our business and financial conditioraddition, we have provided $2.5 million of subineded indebtedness to Supplies
Distributors as of December 31, 2014. The maximewell of this subordinated indebtedness to Supplissibutors that may be provided
without approval from our lenders is $5.0 millidrhe restrictions on increasing this amount witheater approval may limit our ability to
comply with certain loan covenants or further gramwd develop Supplies Distributors’ business. Weetgaranteed most of the indebtedness
of Supplies Distributors. Furthermore, we are adtkgl to repay any over-advance made to Suppligstitors by its lenders to the extent
Supplies Distributors is unable to do so.
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Our business and future growth depend on our contéd access to bank and commercial financing.

Our business and future growth currently dependwrability to access bank, vendor and commertiablof credit. We currently
depend on line of credit facilities provided by ieais banks and commercial lenders that providedmoaggregate of up to approximately $58
million in available financing as of December 3012. These lines of credit currently mature ata@sidates through April 2016 and are
secured by substantially all our assets. Our ghidittenew our lines of credit depends upon varfagtors, including the availability of bank
loans and commercial credit in general, as wetlasfinancial condition and prospects. Therefore,oannot guarantee that these credit
facilities will continue to be available beyond itheurrent maturities on reasonable terms or aiGallr inability to renew or replace our credit
facilities or find alternative financing would mately adversely affect our business, financial dition, operating results and cash flow.

We are uncertain about the availability of additiahcapital.

We may require additional capital to take advantagepportunities, including strategic alliancesl atquisitions, and to fund capital
expenditures, or to respond to changing businesgitons and unanticipated competitive pressures.mey also require additional funds to
finance operating losses. Should these circumssaanise, our existing cash balance and credititi@silmay be insufficient and we may need
to raise additional funds either by borrowing mooeyssuing additional equity or both. We cannatuae you that such resources will be
adequate or available for all of our future finangcheeds. Our inability to finance our growth, eitinternally or externally, may limit our
growth potential and our ability to execute ouribass strategy. If we are successful in complegimgdditional equity financing, this could
result in further dilution to our shareholders’ awship or reduce the market value of our commocksto

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

To reach our business growth objectives, we cugrexipect to increase our operating and marketikpgeses, as well as capital
expenditures. To offset these expenses, we willl hegenerate additional profitable business. Hfrewenue declines or grows slower than
either we anticipate or our clients’ projectiondigate, or if our operating and marketing expems&ged our expectations or cannot be
reduced to an appropriate level, we may not geaeatafticient revenue to be profitable or be ablsustain or increase profitability on a
quarterly or annual basis in the future. Additidynaf our revenue grows slower than either we @pétte or our clients’ projections indicate,
we may incur unnecessary or redundant costs andpmrating results could be adversely affected.

Our service fee revenue and gross margin are deamdipon our clients’ business and transaction voles and our costs. A reduction in
our clients’ ecommerce business or our inability goow our business or increase service fee revefraen new or existing clients could
negatively impact our operating results.

Our service fee revenue is primarily transactiod project based and fluctuates with the volumearidactions or level of sales of the
products by our clients for whom we provide infrasture services and the size and scope of prdjectdients for whom we perform
technology and digital agency services. If we arelle to retain existing clients or attract nevermds, or if we dedicate significant resources
to clients whose business does not generate reseygojected levels or sufficient revenues, oosehproducts do not generate substantial
customer sales, our business may be materiallyraglyeaffected in a number of ways.

For example, we seek to maintain sufficient cagdniour fulfillment, call center and professiors&lrvices operations and computer
technology systems to support our projected exjstimd new client business activity, including seas@olumes and we currently plan on
increasing capacity to support future projectedngino The fixed cost structure of many of these streents limits our flexibility to reduce o
costs when excess capacity occurs. A reductiomiirckients’ business or our inability to grow owrsiness or increase service fee revenue
from new or existing clients could result in an endilization in our invested assets. While certiour building leases permit early
termination in advance of their regular scheduledurity date, these early terminations would regjiicremental termination related
payments which reduce the potential benefit of flleisibility.

Similarly, salaries and payroll-related expenses are a significomponent of our costs. Balancing our wokdor
levels against the demands for our services igdlff We generally cannot reduce our labor costquackly as
negative changes in revenue may occur. In orderaiatain scalability to meet client demand, we metgin
underutilized employees. To achieve our desiredllef/profitability, we must maintain our utilizath at an
appropriate rate. If we are unable to achieve aathta@in our target utilization rates, our profitéiicould be
adversely impacted. Further, if labor costs incee#isis could put upward pressure on our costsadndrsely affect
our profitability if we are unable to recover thésereased costs by increasing the prices for exvices.
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Moreover, our ability to estimate service fee raxafor future periods is substantially dependeiatnupur clients’ and our own
projections, the accuracy of which has been, aficcemtinue to be, unpredictable. Therefore, oanpling for client activity and targeted
goals for service fee revenue and gross marginbeayaterially adversely affected by incompleteaget! or inaccurate projections. In
addition, most of our service agreements with dients are norexclusive and we cannot assure you any of ourtsliefil continue to use o
services for any period of time. The loss of a igant amount of service fee revenue due to clierhinations or material reductions in the
services provided to one or more clients could leweaterial adverse effect on our ability to comer costs and thus on our profitability.

We may incur financial penalties if we fail to meebntractual service levels under client serviceregments.

Many of our client service agreements contain minimservice level requirements and impose finamaaklties if we fail to meet su
requirements. The imposition of a substantial anhofisuch penalties could have a material adveffeeteon our business and operations. In
the event we are unable to meet the service lexgscted by the client, our relationship with thera will suffer and may result in financial
penalties and/or the termination of the client cacit

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

Our performance is highly dependent on the condraezvices of our executive officers and other gessonnel, the loss of any of
whom could materially adversely affect our businéssddition, we need to attract and retain ottighly-skilled, technical and managerial
personnel for whom there is intense competition.dAtenot assure you we will be able to attract ataim the personnel necessary for the
continuing growth of our business. Our inabilityatitract and retain qualified technical and managpersonnel could materially adversely
affect our ability to maintain and grow our busissgnificantly.

Our business may suffer if we are unable to hirecaretain sufficient temporary workers or if laborosts increase. In addition, recent
healthcare legislation and related regulations caluhffect our cost of providing healthcare benefaslversely affecting our results and ca
flows.

We regularly hire a large number of part-time aedsenal workers, particularly during the fourth graholiday season and to meet
temporary increases in client activity volume rethto “flash sales” and other short-term markegimsgrams. Any difficulty we may
encounter in hiring such workers could result gnfficant increases in labor costs, or inabilitystgoport our clients’ business, which could
have a material adverse effect on our businesadial condition and results of operations. Contipetifor labor could substantially increase
our labor costs. In addition, the Patient Protectiad Affordable Care Act and regulations thatrimtet the law contain provisions which
could materially impact our future healthcare codthile the legislation’s ultimate impact is nott y)@own, it is possible that these changes
could significantly increase our employee benefitsts which would adversely affect our results eash flows. Although we seek to prese
the contractual ability to pass through increasdabior costs to our clients, not all of our cutreontracts provide us with this protection, and
we may enter into contracts in the future whichition prohibit our ability to pass through incresse labor costs to our clients.

Our business is susceptible to risks associatedh witernational operations.

Outside of the United States, we currently maintagtribution facilities, call centers, technologgnters, administrative offices and/or
have sales personnel in Belgium, Canada, Germadig &nd the United Kingdom, and we currently idtémexpand our international
operations. We cannot assure you we will be suiddasexpanding in these or any additional inteim@al markets. In addition to the
uncertainty regarding our ability to generate rexear profits from foreign operations and expandioternational presence, there are risks
inherent in doing business internationally thathaee not generally faced in our U.S. operationduiting:

e lack of familiarity with, and resulting risk oféach of, and/or unanticipated additional costashpliance with, foreign laws and
regulations governing privacy, data security, degasfer, employment, taxes, tariffs, trade restnis, transfer pricing and other
matters;

e changes in regulatory environmer

e (difficulties and expenses associated with logajour services and operations to local marketduding language and cultural
differences

e (difficulties in staffing and managing internatémperations, including complex and costly hiridggciplinary, and termination
requirements

e the complexities of foreign val-added taxes and restrictions on the repatriaticraafings
e reduced or varied protection for intellectual pndpeights in some countrie

e  political, social and economic instability abrogefrorist attacks and security concel
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e fluctuations in currency exchange rates;
e increased accounting and reporting burdens and lesitips.

Additionally, operating in international market téiggs significant management attention and findmesources. We cannot be certain
that the investments and additional resources reditio establish and maintain operations in otbentries will hold their value or produce
desired levels of revenues or profitability. Anygative impact from our international business @éf@ould negatively impact our business,
results of operations and financial condition agale.

Our financial results may be adversely affectedfhyctuations in the foreign currency exchange marte

The revenues and expenses of our internationahtipes generally are denominated in local currendecordingly, we are subject to
exchange rate fluctuations between such local ooies and the U.S. dollar. These exchange rateufitions subject us to currency transla
risk with respect to the reported results of oterinational operations. Significant strengtheningveakening of the U.S. dollar against
currencies like the Canadian Dollar and the Eurg materially impact our revenue and profits. Aseo@tinue to expand our presence in
India, we will have increased exposure to fluctuadi between the Indian Rupee and the U.S. dofiaddlition, we have transactions with
clients, as well as inter-company transactions betwour subsidiaries, that cross currencies andsexps to foreign currency gains and
losses. These types of events are difficult to iptexhd may recur. There can be no assurance thatilvbe able to reduce the currency risks
associated with our international operations. Wekde manage our exposure to changes in foreigeicy exchange rates through our
normal operating and financing activities and,@éthed appropriate, we may use derivative finamtsituments. There is no assurance that
we will be successful in managing or controllingeign currency risks.

We may engage in future strategic alliances or aggjtions that could dilute our existing shareholdgrownership, cause us to incur
significant expenses or harm our business. Acqtiais can result in an increase in our operating sts, divert management's attentic
away from other operational matters and expose a®ther risks associated with acquisitions

We have made two recent acquisitions and we caaitinavaluate potential acquisitions to complen@ntcurrent business or enhai
our technological capabilities. We consider adtjoiss to be an important part of our future growsttategy. Acquisitions, including our
recent acquisitions of REV Solutions and LiveAreat.anvolve numerous risks, including, but not tiai to:

e  (difficulties and increased costs in connectiothwie acquisition and integration of personnegrations, technologies and
services of acquired compani

e diversion of management's attention from other at@nal matters
e the potential loss of our key employees and thedreployees of acquired compani

e  our inability to achieve the intended cost effiay, level of profitability or other intended s&gic goals for the acquisitions,
strategic investments, joint ventures or othertagia alliances

e lack of synergy, or inability to realize expectguargies, resulting from the acquisitic

e the risk that the issuance of our common stdakyy, in an acquisition or merger, or the consiliwh of an acquired company’s
financial results could be dilutive to our shareleok;

e acquired assets becoming impaired as a restdcbhological advancements or worse-than-expe@gdnmmance of the acquired
company;

e inability to complete proposed transactions dguated or at all and incurrence of costs assediaith uncompleted
transactions

e the potential impact of the announcement or comsation of a proposed transaction on the marketevaf our common stock or
relationships with third partie

e reductions in cash balances and/or increasestinabligations to finance activities associatethwi transaction, including future
payments under earnouts and other contingent pagmehich reduce the availability of cash flow fggneral corporate or other
purposes or impact our financial results; .

e inadequacy or ineffectiveness of an acquired @mis internal financial controls, disclosure contrat&l procedures, and/or ot
policies or practices; and unknown, underestimatatior undisclosed commitments or liabiliti
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Our financial results may be negatively impacted ibypairment in the carrying value of our goodwillrad intangible assets.

Goodwill and identifiable intangible assets représd approximately 7% of our total assets as ofebaxer 31, 2014The carrying
value of goodwill represents the fair value of aguared business in excess of identifiable assetdiabilities as of
the acquisition date. We are required to test gabdnd intangible assets for impairment annuadly well as on an
interim basis to the extent that factors or indicabecome apparent that could reduce the faiewafiany of our
reporting units below its book value. Such facteguiring an interim test for impairment includedncial
performance indicators such as negative or dedioash flows or a decline in actual or planned meeeor earnings
and a sustained decrease in share price. Oufloashstimates involve projections that are inhégesubject to
change based on future events. A significant doavdwevision in the fair value of one or more of business units
that causes the carrying value to exceed the #irevcould cause goodwill or intangible assetsetadnsidered
impaired, and could result in a non-cash impairnoarge in our consolidated statement of operations

Our business and profitability could be adverselfegted if the operations of one or more of our flites were interrupted or shut down as
the result of a natural disaster.

We operate a majority of our distribution facilgien the Memphis, Tennessee area and our headguante call center operations are
centered in the Dallas, Texas area. We also maifaailities in Canada, Europe and India. A natdishster or other serious disruption to our
facilities due to fire, tornado, flood, severe wesitor any other cause could substantially disouptoperations and could impair our ability to
adequately service our clients and customers. diitiad, we could incur significantly higher costsrohg the time it takes for us to reopen or
replace any one or more of our facilities, whichyroamay not be reimbursed by insurance. As a tediskuption at one or more of our
facilities could adversely affect our business prafitability.

A breach of our eCommerce security measures codduce demand for our services. Credit card frauddasther fraud could adversel
affect our business.

A requirement of the continued growth of eCommasdbe secure transmission of confidential infoliorabver public networks. A
party who is able to circumvent our security measurould misappropriate proprietary informationnderrupt our operations. Any
compromise or elimination of our security couldued demand for our services.

We may be required to expend significant capital etiner resources to protect against security bessaor to address any problem they
may cause. Because our activities involve the geead transmission of proprietary information hsas credit card numbers, security
breaches could damage our reputation, cause osdclients, impact our ability to attract new iigeand we could be exposed to litigation
and possible liability. Our security measures matyprevent security breaches, and failure to presecurity breaches may disrupt our
operations. The failure to adequately control frdadt transactions on either our behalf or oumtigebehalf could increase our expenses and
expose us to reputational damage which would adixeedfect our business.

We may be liable for misappropriation of our custens’ and our clients’ customers’ personal informai.

Data security laws are becoming more stringenténUnited States and abroad. Third parties aregamgén increased cyber-attacks
against companies doing business on the Intermkinaividuals are increasingly subjected to idgmaihd credit card theft on the Internet. If
third parties or unauthorized employees are abpeteetrate our network security or otherwise misaypiate our customers’ or our clients’
customers’ personal information or credit card infation, or if we give third parties or our emplegéimproper access to customers’
personal information or credit card information, @mild be subject to liability. This liability caliinclude claims for unauthorized purchases
with credit card information, impersonation or atkamilar fraud claims. This liability could alsndlude claims for other misuses of personal
information, including unauthorized marketing pusps. Liability for misappropriation of this inforti@n could decrease our profitability and
adversely affect our business. In such circumstnge also could be liable for failing to providimély notice of a data security breach
affecting certain types of personal informationatidition, the Federal Trade Commission and sggaaes have brought numerous
enforcement actions against Internet companiealfeged deficiencies in those companies’ privaay data security practices, and they may
continue to bring such actions. We could incur iddal expenses if new regulations regarding tHkeciion, use or storage of personal
information are introduced or if government agesdievestigate our privacy or security practices.
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We rely on encryption and authentication technoltggrovide the security and authentication neagdseeffect secure transmissior
sensitive customer information such as customaeditccard numbers. Advances in computer capabilitiesv discoveries in the field of
cryptography or other events or developments msyitren a compromise or breach of the measuresitbatse to protect customer
transaction data. If any such compromise of sgcurére to occur, it could subject us to liabililgmage our reputation and diminish the v
of our brand-name. A party who is able to circuntwae security measures could misappropriate petany information or cause
interruptions in operations. We may be requiredxjpend significant capital and other resourcegdtept against such security breaches or to
alleviate problems caused by such breaches. Ourisemeasures are designed to prevent securigches, but our failure to prevent such
security breaches could subject us to liabilityndge our reputation and diminish the value of aant-name.

Our insurance policies may not fully cover all loss we may incur.

Although we attempt to limit our liability for dargas arising from negligent acts, errors or omissibmough contractual provisions,
the limitations of liability included in our conttess may not fully protect us from liability or dages and may not be enforceable in all
instances. In addition, not all of our contractsyrmit our exposure for certain liabilities, suah data security claims or claims of third
parties for which we may be required to indemnifly olients. Although we have general liability agrdors and omissions insurance cover
this coverage may not continue to be availableeom$ reasonable to us or in sufficient amount®t@icone or more large claims, and our
insurers may disclaim coverage as to any futuriencl@ihe successful assertion of one or more lalgiens against us that are excluded from
our insurance coverage or that exceed our availableance coverage, or changes in our insurangggso(including premium increases or
the imposition of large deductible or co-insuraneguirements), could have a material adverse effiectur business, results of operations,
financial condition and cash flows.

Changes in regulations, regulatory scrutiny, or useoncerns regarding privacy and protection of usgata could adversely affect our
business.

We are subject to U.S. and foreign laws relatinth&ocollection, use, retention, security and tienaf personally identifiable
information. The interpretation and applicatiorusér data protection laws are in a state of flax, may vary from country to country. In
many cases, these laws apply not only to thirdypgaahsactions, but also to transfers of informmatetween or among ourselves, our
subsidiaries and other parties with which we hararoercial relations. Further, these laws contimugetvelop in ways we cannot predict and
which may adversely impact our business. For exapmaw laws or regulations, in particular, finahciaprivacy laws or regulations, may be
enacted in jurisdictions in which we do businest tequire data (including customer informatioansaction data or other information) to be
stored locally on servers in that jurisdiction adsrohibit such data from being transmitted owtsafl that jurisdiction, which would increase
our operational costs or capital expenditures andrgially impact the performance or availabilifyour services and/or our ability to use or
process customer data.

We or our clients may be a party to litigation inwing our eCommerce intellectual property rightd. third parties claim we or our clients
are infringing their intellectual property rightsye could incur significant litigation costs, be reged to pay damages, or change our
business or incur licensing expenses.

Third parties have asserted, and may in the fuggsert, that our business or the technologies wénfringe on their intellectual
property rights. As a result, we or our clients rbaysubject to intellectual property legal procagdiand claims in the ordinary course of
business. We cannot predict whether third partiisagsert claims of infringement in the futurevanether any future claims will prevent us
from offering popular products or services. If weoar clients are found to infringe, we may be iieglito pay monetary damages, which
could include treble damages and attorneys’ feearfg infringement that is found to be willful, asidher be enjoined or required to pay
ongoing royalties with respect to any technolo@iesd to infringe. Further, as a result of infringent claims either against us or our clients,
we may be required, or deem it advisable, to dgwvetminfringing technology, which could be costly anghé consuming, or enter into cot
royalty or licensing agreements. Such royalty cerising agreements, if required, may be unavailatlerms that are acceptable, or at all. If
a third party successfully asserts an infringeneéiim against us or our clients and we are enjoare@quired to pay monetary damages or
royalties or we are unable to develop suitable infinging alternatives or license the infringedsimilar technology on reasonable terms
timely basis, our business, results of operatiowksfanancial condition could be materially harmed.

We rely on third party providers for a portion ofuo client services, and we are subject to varioigks and liabilities if we are unable to
continue our relationship with such providers, sugitoviders do not provide the third party serviaasprovide them in a manner that does
not meet required service levels.

We currently, and may in the future, rely on thpatty providers, such as Demandware, to provid®uamaterial portions of our
solution service offering. If our business relasbip with a third-party provider of a material port of our solution service offering is
negatively affected, or is terminated, we mightl@table to deliver the corresponding service offgto our clients,
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which could cause us to lose clients and futuréness, reducing our revenues. Under the termswvafrakof our contracts with our service
clients, we remain liable to provide such thirdtpaervices and may be liable for the actions anisions of such third party providers. In
certain instances, certain clients prepay in adeanportion of the service fees payable in respkitte third party services, and, under certain
circumstances, including our breach or the bregocbubp third party provider of our or their respgetibligations, we are liable to refund al

a portion of such prepaid fees. Consequently,eénetrent our third party provider fails to providhe third party services in compliance with
required services levels, or otherwise breachesbiligations, or discontinues its business, whedéisethe result of bankruptcy, insolvency or
otherwise, we may be required to provide such sesvat a higher cost to us and may otherwise bkelfar various costs and expenses rel

to such event. In addition, any such failure mayage our reputation and otherwise result in a nadtedverse effect upon our business and
financial condition.

We may incur liability for indemnification obligattns under our contracts with our clients and bussgpartners, which may have a
material adverse effect upon our business, resolt®perations and financial condition.

We include indemnification provisions in the coetsawe enter into with our clients and businessngas. Generally, the provisions
require us to defend claims arising out of ouringfement of third-party intellectual property righbreach of contractual obligations and/or
unlawful or otherwise culpable conduct, includirgdch of data security. The indemnity obligatioeseyally cover damages, costs and
attorneys’ fees arising out of such claims. In mensgances, our indemnification obligations to olients include the actions or omissions of
our third-party service providers. Although we sé@kmit our total liability under such provisions either a portion of the value of the
contract or a specified, agreed-upon amount, inescases our total liability under such provisianarlimited. Although in most cases our
third party service providers indemnify us for thettions and omissions, such providers may dispube unable to satisfy their
indemnification obligation to us. In addition, aademnification obligation to our clients may beader in scope, or may be subject to larger
limitations of liability, than the indemnificatioobligation of our third party service providersu®. In most cases, the term of the indemnity
provision is perpetual. If we are required to indéfna claim in a material amount, or if a seriésnalemnification claims are in the aggreg
a material amount, we may be required to expenufgignt resources to defend the claims, which imaye a material adverse effect upon
business, results of operations and financial ¢amdi

Our business is subject to the risk of customer agpplier concentration.

For 2014, no individual client represented moranth@% of our service fee revenue. For 2015, weectiy expect one client to
represent between 10% to 15% of our service feen@y. Most of our client agreements state a cangsquration date, but many also include
an early termination clause permitting the clientearminate the contract for convenience priotsdsiated expiration date or to reduce the

scope of services or delay the commencement ofcesrto be provided under the contradiermination, reduction, or delay of our
services under a contract could result from factorglated to our work product or the progressefproject, such as
factors related to business or financial conditiohthe client, changes in client strategies ordbmestic or global

economy generallyrhe early termination, reduction or substantiahglelf services any significant client, or nonrenkefaany significan
client contract, or the nonpayment of a materiabant of our service fees by a significant cliemtld have a material adverse effect upon
business, results of operation and financial caomlit

The majority of our Supplies Distributors produetenue is generated by sales of product purchasdet distributor agreements with
Ricoh. These agreements are terminable at willremassurance can be given that Ricoh will conttheedistributor agreements with Supp
Distributors. Supplies Distributors does not haseivn sales force and relies upon Ricoh’s saleefand product demand generation
activities for its sale of Ricoh product. As a resdi certain operational restructuring of its messs, Ricoh has implemented, and will continue
to implement, certain changes in the sale andibligion of Ricoh products. The changes have reduind are expected to continue to result,
in reduced revenues and profitability for Suppestributors. Further reduction in the Ricoh busenay have a material adverse effect on
Supplies Distributors’ business and may adversiégcaour overall financial condition.

Sales by Supplies Distributors to two customerthé@aggregate accounted for approximately 26% ppies Distributors’ total
product revenue for the year ended December 34 26d 8% of consolidated net revenue. The lossefo both of such customers, or non-
payment of any material amount by these or anyrathstomer, would have a material adverse effechiBupplies Distributors’ business,
results of operations and financial condition.

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

Our business is materially impacted by our client and the seasonality of their business. Based @po current client mix and their
current projected business volumes, we anticipateservice fee revenue business activity will bisahighest in our fourth quarter. We are
unable to predict how the seasonality of futurertd’ business may affect our quarterly revenuevemether the seasonality may change due
to modifications to a client’s business. As such,believe results of operations for a quarterlygiemay not be indicative of the results for
any other quarter or for the full year.
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Our systems may not accommodate significant growtlour number of clients.

Our success depends on our ability to handle & langnber of transactions for many different cligntgarious product categories. We
expect the volume of transactions will increasaisicantly as we expand our operations. In additidient marketing programs, such as
“secret sales”, “flash sales” or holiday relatedmpotions often result in significant shaetim spikes in transaction volumes. When this o
additional stress is placed upon our network hardwaad software and our ability to efficiently mgaaur operations, and we cannot assure
you of our ability to efficiently manage a largenmer of transactions. If we are not able to maméai appropriate level of operati
performance, we may be in breach of our clientremttial obligations, develop a negative reputatiom impair existing and prospective
client relationships and our business would be ri@he adversely affected.

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

We generally incur start-up costs in connectiorhwliie planning and implementation of business m®selutions for our clients.
Although we generally attempt to recover thesescfysin the client in the early stages of the cliefationship, or upon contract terminatio
the client terminates without cause prior to fullatization of these costs, there is a risk thatdlient contract may not fully cover the stapt-
costs or that the client will terminate the contrfac cause and withhold payment of any unamortstadt-up costs. To the extent staptcost:
exceed the start-up fees received, certain exassds will be expensed as incurred. Additionallyc@mnection with new client contracts, we
generally incur capital expenditures associatell adisets whose primary use is related to the d@aotion. There is a risk that the contract
may end before expected and we may not recovdullh@mount of our capital costs.

We face competition from many sources that couldvasely affect our business; growth in our clientstcommerce business may make it
more efficient for the client to perform our senés themselves.

Many companies offer, on an individual basis, onmore of the same services we do, and we face etitiop from many different
sources depending upon the type and range of ssriégiuested by a potential client. Our competitariside vertical outsourcers, which are
companies that offer a single function, such alceatters, public warehouses or professional sesviitms such as system integrators and
digital agencies. We compete against transportdtigistics providers who offer product managementfions as an ancillary service to their
primary transportation services. We also compe#énag other infrastructure service providers, whdgrm many similar services as us.
Many of these companies have greater capabiltii@s tve do for the single or multiple functions tlpegvide. In addition, we compete aga
other professional service firms that have substhoffshore operations with lower labor costs, gthenable them to offer lower pricing to
potential clients. In many instances, our comjggtits the in-house operations of potential clightsmselves. The in-house operations of
potential clients often believe they can perforem same services we do, while others are reluatamtitsource business functions that involve
direct customer contact. We cannot be certain vilebeiable to compete successfully against thesetmr competitors in the future.

In addition, growth in our clients’ ecommerce besises may cause a client to consider making thessary investments to process
their ecommerce operations in-house. In such evaigss we can provide a more cost-effective smiutid the client, the client may choose to
terminate our services. There is no assurancembatill be able to provide a more cost-effectiviusion, or that any such solution will not
reduce our profitability or be accepted by thertlie

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

The sales cycle for our services is variable, @ihcanging between several months to up to a ge&snger from initial contact with
the potential client to the signing of a contr&atcasionally the sales cycle requires substantiadlye time. Delays in signing and executing
client contracts may affect our revenue and caus®perating results to vary widely. A potentidkak’s decision to purchase our services is
discretionary, involves a significant commitmentloé client’s resources and is influenced by inteingernal and external pricing and
operating comparisons. To successfully sell owrises, 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 witHehgthy approval and competitive evaluation psees that typically accompany signific
operational decisions. Additionally, the time regqdito finalize pending contracts and to implenmntsystems and integrate a new client
range from several weeks to many months. Delaggymng and integrating new clients may affect mwenue and cause our operating
results to vary widely.
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Our business could be adversely affected by a syster equipment failure, whether ours or our client

Our operations are dependent upon our ability edget our distribution facilities, customer servaanters, computer and
telecommunications equipment and software systgamst damage and failures. Damage or failuresdo@dult from fire, power loss,
equipment malfunctions, system failures, naturshsiiers and other causes. If our business isupted either from accidents or the
intentional acts of others, our business could b&enally adversely affected. In addition, in theet of widespread damage or failures at our
facilities, our short-term disaster recovery andtomency plans and insurance coverage may natffieisnt.

Our clients’ businesses may also be harmed fromsgstem or equipment failures we experience. Ihalant, our relationship with
these clients may be adversely affected, we maythosse clients, our ability to attract new clieamsy be adversely affected and we could be
exposed to liability.

Interruptions could also result from the intentibaets of others, like hackers. If our systemspameetrated by computer hackers, or if
computer viruses infect our systems, our computevsd fail or proprietary information could be migmopriated.

If our clients suffer similar interruptions in theiperations, for any of the reasons discussedeabpfor others, our business could also
be adversely affected. Many of our clients’ compsiestems interface with our systems. If our cBesuffer interruptions in their systems, the
link to our systems could be severed and saleseotltent’s products could be slowed or stopped.

We and our clients may be subject to sales taxme @r more jurisdictions which adversely affect obusiness.

We collect sales or other similar taxes for shipteef our and our clients’ goods in certain stated jurisdictions. One or more local,
state or foreign jurisdictions may seek to impaaestax collection obligations on us and otherajtgtate companies, including our clients,
that engage in online commerce, depending upondkas we or our clients may have with that jurisdicand the product or services being
performed. If unexpected sales tax obligationssareessfully imposed upon us or our clients byategir other jurisdiction, we or our clients
could be exposed to substantial tax liabilitiesfast sales and fines and penalties for failueotiect sales taxes and we or our clients could
suffer decreased sales in that state or jurisdic@®the effective cost of purchasing goods fromiaugh us increases for those residing in
that state or jurisdiction. In addition, new legigbn or regulation, the application of laws angulations from jurisdictions whose laws do not
currently apply to our business or the applicatbexisting laws and regulations to the Internet aammercial online services could result in
significant additional taxes or regulatory restdos on our business. These taxes could have arsaleffect on our cash flows and results of
operations. Furthermore, there is a possibility W& or our clients may be subject to significane$ or other payments for any past failure
comply with these requirements.

Determinations under government audits could negally affect our busines:

We provide services to a U.S. government agencguadontract that provides the agency with thiettig audit and review our
performance under the contract, our pricing prastiour cost structure, and our compliance witHiegigle laws, regulations, and standards.
If a government audit determines that we are imadineof our contractual terms, or have engaged pmaper or illegal activities, we may be
subject to civil and criminal penalties and adnti@iive sanctions, including termination of the want, suspension of payments, or
disqualification from continuing to do businesspatding on new business, with this agency andrdéaeral agencies.

We may recognize losses or reduced profitabilitywd do not accurately estimate the cost of engagameonducted on a fixed-price basis.

When making a proposal for or managing a fixedgpegngagement, we rely on our estimates of costsimimtty for delivering our
services, which may be based on limited data anttidme inaccurate. If we do not accurately estineattecosts and the timing for completion
of a fixed-price project, the contract for suchraj@ct could prove unprofitable or yield a profiargin that is lower than expected. Losses, if
any, on fixed-price contracts are recognized wherldss is determined. Any increased or unexpests or unanticipated delays in
connection with the performance of fixed-price cants, including delays caused by factors outsidmipcontrol, could make these contracts
less profitable or unprofitable and may affectdneount of revenue, profit, and profit margin repdrin any period.
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Risks Related to Our Industry

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

To remain competitive, we must continue to enhamzkimprove the responsiveness, functionality @adufes of our services and the
underlying network infrastructure. If we are unatdedapt to changing market conditions, clienunements or emerging industry standa
our business could be adversely affected. Theriateand eCommerce environments are characterizeaplyy technological change, changes
in user requirements and preferences, frequentoneduct and service introductions embodying newrietogies and the emergence of new
industry standards and practices that could reodetechnology and systems obsolete. Our succdisdepiend, in part, on our ability to both
internally develop and license leading technologpesnhance our existing services and develop eewices. We must continue to address
increasingly sophisticated and varied needs otbents and respond to technological advances aratging industry standards and practices
on a cost-effective and timely basis. The develamtroé 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.

Risks Related to Our Stock

Institutional shareholders hold a significant amourof our common stock and these shareholders mayéaonflicts of interestwith the
interests of our other shareholders.

As of December 31, 2014, institutional investorsxaw control approximately 52% of the voting pow&our common stock. The
interests of these institutional shareholders mégrdrom our other shareholders in material redpeThis concentration of voting power of
our common stock may make it difficult for our otlsdareholders to approve or defeat matters thgtheaubmitted for action by our
shareholders, including the election of directard amendments to our Certificate of IncorporatioByglaws. This also may have the effec
deterring, delaying, or preventing a change in mnéven when such a change in control could beoef other shareholders. These
institutional shareholders may have the power @tesignificant influence over our affairs in wahsit may be adverse to the interests of our
other shareholders.

The market price of our common stock may be voklatiYou 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 be sulifewide fluctuations in response to quarter-teutier fluctuations in operating
results, announcements of material adverse evgetgral conditions in our industry or the publicrkegplace and other events or factors,
including the thin trading of our common stockalidition, stock markets have experienced extrence pnd trading volume volatility in
recent years. This volatility has had a substaeffalct on the market prices of securities of m@ohnology-related companies for reasons
frequently unrelated to the operating performarfdb® specific companies. These broad market fatains may adversely affect the market
price of our common stock. In addition, if our ogémg results differ from our announced guidanctherexpectations of equity research
analysts or investors, the price of our commonkstaild decrease significantly.

Our stock price could decline if a significant nureb of shares become available for sale.

As of December 31, 2014, we have issued an aggredéi) 1.6 million outstanding stock options wahweighted average exercise
price of $5.36 per share (ii) 448,000 performar@@es of common stock, of which 150,000 are vestetthe remainder of which may vest,

subject to satisfaction of vesting conditions, aer next two years, and (iii) 40,70@ferred stock units to certain of the non-
employee members of our Board of Directors unddchvthe underlying shares will be issued upon énmination of
service of the holder. The current and futureasse and/or vesting of shares of our common stodethe
foregoing stock options, performance shares aneraaf stock units, sales of substantial amount®wimon stock in
the public market following the issuance and/ottimgsof such shares, and/or the perception tharéusales of these
shares could occur, could reduce the market pfioeilocommon stock and make it more difficult tdl squity
securities in the future.

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

Provisions of our certificate of incorporation, dylaws, our shareholder rights plan and Delawanedould make it more difficult for
a third party to acquire us, even if doing so wduddbeneficial to our shareholders. For examplecettificate of incorporation permits our
Board of Directors to issue one or more seriesefepred stock, which may have rights and prefezsmstiperior to those of the common
stock. The ability to issue preferred stock cowddénthe effect of delaying or preventing a thirdyp&rom acquiring us. We have also adopted
a shareholder rights plan. These provisions coigicbdirage takeover attempts and could materialpsely affect the price of our stock. In
addition, because we are incorporated in Delawegegre governed by the

23




provisions of Section 203 of the Delaware GenembGration Law, which may prohibit large sharehaddieom consummating a merger
with, or acquisition of us. These provisions magvant a merger or acquisition that would be atiradb shareholders and could limit the
price investors would be willing to pay in the frétfor our common stock.

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

Pursuant to our bylaws and under Delaware lawdoectors are not liable to us or our shareholfflarsnonetary damages for breacl
fiduciary duty, except for liability for breach afdirector’s duty of loyalty, acts or omissionsagirector not in good faith or which involve
intentional misconduct or a knowing violation ofviaor any transaction in which a director has dsdian improper personal benefit.

Iltem 1B. Unresolved Staff Commen
None.
Item 2. Properties

Our headquarters are located in Allen, Texas, aBaluburb.

In the U.S., we operate a distribution facilityNtemphis, Tennessee, with aggregate space of maneddh0,000 square feet. We also
operate two additional distribution facilities tlitg an aggregate of approximately 540,000 squeeeih Southaven, Mississippi. These
facilities are located approximately ten miles frive Memphis International Airport. We also mané&geour clients two other facilities: a
distribution facility in Grapevine, Texas with apgimately 200,000 square feet and a DTC facilitiiemphis, Tennessee with
approximately 205,000 square feet.

Internationally, we operate a distribution compiexiege, Belgium with approximately 200,000 squiget, and distribution operatio
in Ontario with approximately 30,000 square feee #is0 operate a facility in Bangalore, India vétiproximately 23,000 square feet to
provide primarily technology development and adstiaitive support.

Except for the Grapevine, Texas facility and thed@¥&cility in Memphis, Tennessee, which we manageur clients’behalf, all of ou
facilities are leased and the lease agreementsajlneontain one or more renewal options.

We operate customer service centers in our faslith Dallas, Texas, Liége, Belgium and Ontari;yagia. Our call center technology
permits the automatic routing of calls to availatilistomer service representatives in several otallcenters.

Item 3. Legal Proceeding:

We are not party to any legal proceedings other thatine claims and lawsuits arising in the ordyneourse of our business. We do
not believe such claims and lawsuits, individualhyn the aggregate, will have a material adveffeeeon our business.

Item 4. Mine Safety Disclosure

Not Applicable
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PART Il

Item 5. Market for Registran’s Common Equity, Related Shareholder Matters andusr Purchases of Equity Securitit

Our common stock is listed, and currently tradesthe NASDAQ Capital Market under the symbol “PF3Whe following table sets
forth for the periods indicated the high and lowegaice for the common stock as reported by NASDAQ

Price
High Low

Year Ended December 31, 2013

First Quartel $ 424 % 273

Second Quarte $ 465 3% 34C

Third Quartel $ 6103% 391

Fourth Quarte $ 935 % 5091
Year Ended December 31, 20

First Quarte! $ 104z 38 754

Second Quarte $ 9289 3% 733

Third Quartel $ 1121 $ 7.0¢

Fourth Quarte $ 1271 $ 942

As of March 4, 2015, there were approximately 2,868reholders, of which 121 were record holdeth@tommon stock.

We have never declared or paid cash dividends ooaumon stock and do not anticipate the paymenash dividends on our
common stock in the foreseeable future. We areralsivicted from paying dividends under our delseaments without the prior approval of
our lenders. The payment of any future cash divddesill be at the discretion of our Board of Direrst and will depend upon, among other
things, future earnings, operations, capital reamagnts, the general financial condition of the Canypand general business conditions and
the approval of our lenders. See “Management’suBision and Analysis of Financial Condition and Rssaf Operations — Liquidity and
Capital Resources.”

The following table summarizes information withpest to equity compensation plans under which gagturities of the Company
are authorized for issuance as of December 31,:2014

(c) N
Number of securities
remaining available for

@) (b) future issuance under

Number of securities tc Weighted-average equity compensation

be issued upon exercis exercise price of plans (excluding

of outstanding options,  outstanding options, securities reflected in
warrants and rights warrants and rights column (a))

Plan category (1)
Equity compensation plans approved by shareho 1,942,60¢ $ 5.36 1,537,95
Equity compensation plans not approved by sharehs — —

(1) See Note 6 to the Consolidated Financial Statenfentaore detailed information regarding the Cony’s equity compensation plar

ltem 6. Selected Consolidated Financial Da

None
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Item 7. Managemen's Discussion and Analysis of Financial Condition drResults of Operation

We believe the following discussion and analysisviotes information that is relevant to an assest¢rard understanding of our
consolidated results of operations and financiaidition. The discussion and analysis should be ieambnjunction with the consolidated
financial statements and related notes thereto appg elsewhere in this Form -K. This Management’s Discussion and Analysis hélp
you understand

e The impact of forward looking statemer

e  Key transactions and events during 2C

e  Our financial structure, including our historicaddncial presentatior

e  Our results of operations for the previous two gee well as certain projections for the futi

e  Certain of our relationships with our subsidiar

e  Our liquidity and capital resource

e The impact of seasonality, inflation and recenglyuied accounting standards on our financial stattemanc

e  Our critical accounting policies and estima

Forward-Looking Information

We have made forward-looking statements in thisdRegn Form 10-K. These statements are subjedsks and uncertainties, and
there can be no guarantee that these statemehtsovie to be correct. Forward-looking statementdude assumptions as to how we may
perform in the future. When we use words like “st&dtrive,” “believe,” “expect,” “anticipate,” “pedict,” “potential,” “continue,” “will,”
“may,” “could,” “intend,” “plan,” “target,” “proje¢” and “estimate” or similar expressions, we arekimg forward-looking statements. You
should understand that the following importantdast in addition to the Risk Factors set forth abov elsewhere in this Report on Form 10-
K, could cause our results to differ materiallyfréhose expressed in our forward-looking statemdiftsse factors include:

e our ability to retain and expand relationships vefisting clients and attract and implement newentk;

e our reliance on the fees generated by the tréinsamlume, product sales and technology and aligiggency projects of our
clients;

e our reliance on our clier projections, transaction volume or product sé

e our dependence upon our agreements with Interrati®Business Machines Corporatic‘IBM”) and Ricoh:
e our dependence upon our agreements with our mégorts;

e our client mix, their business volumes and the eality of their busines:

e our ability to finalize pending client and custoneentracts

e the impact of strategic alliances and acquisitit

e trends in eCommerce, outsourcing, government réigualeboth foreign and domestic, and the markebfarservices
e whether we can continue and manage gro

e increased competitiol

e  our ability to generate more revenue and achiestasable profitability

e effects of changes in profit margir

e the customer and supplier concentration of ourrmss;

e the reliance on thi-party providers and other subcontracted serv

e the unknown effects of possible system failuresrapid changes in technoloc

e  foreign currency risks and other risks of operatmépreign countries

e  potential litigation;

e our dependence upon key person

e  our ability to retain seasonal and temporary wak
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e the impact of new accounting standards and changessting accounting rules or the interpretatiohghose rules
e  our ability to raise additional capital or obtaiditional financing:

e  our ability, and the ability of our subsidiari¢s,borrow under current financing arrangementsraathtain compliance with debt
covenants

e our relationship with, and our guarantees of, @eshthe liabilities and indebtedness of our sdlagies; anc

e taxation on the sale of our products and provisibour services

We have based these statements on our currenttaipas about future events. Although we believeegkpectations reflected in our
forward-looking statements are reasonable, we dagumrantee these expectations will actually béeseldl. In addition, some forward-
looking statements are based upon assumptionsfasite events that may not prove to be accurateréfore, actual outcomes and results
may differ materially from what is expected or fomsted in such forward-looking statements. We uallemo obligation to update publicly
any forward-looking statement for any reason, @f/@ew information becomes available or other esattcur in the future. There may be
additional risks we do not currently view as matkor that are not presently known. In evaluatimgse statements, you should consider
various factors, including the risks set forthhie section entitled “Risk Factors.”

Key Transactions and Events in 2014
During 2014, we were impacted by the following keansactions and events:
e Implemented a significant new contract with a Uthi®&ates government agen

e Announced and began a comprehensive mergerscandsiion strategy to enhance our service offerdigersify our operations
and expand our global opportunities, which resliltethe acquisitions described below, for whichinaurred aggregate merger
and acquisition related costs of approximately $dilion.

e  Acquired the outstanding capital stock of REVUSiohs, Inc. and REVTECH Solutions India Privatenited (collectively
“REV") effective September 3. Through its officesthe United States and India, REV provides eComeeebsite technical
design, development and support services, enaidtagers, manufacturers and suppliers to optirtheecustomer experience
across multiple channels. Consideration paid iredu$3.2 million during 2014 and additional perfonoe-based contingent
payments based on REV’s achievement of certain 20842015 financial targets, of which $1.4 millieill be paid in 2015. The
results of operations of REV have been includesuinconsolidated financial statements since theiaitagpn date

e Acquired the outstanding capital stock of Live&lrabs, Inc. (“LAL") effective September 22. LAL prides digital agency
services to U.S. clients, including strategy, biagdwebsite design, visual design, copywritingemctive development and
support services primarily to manufacturers andilets. Consideration paid included $4.0 milliodapproximately $0.5 million
of stock issued during 2014 and additional perforoeabased contingent payments based on LAL’s aehewt of certain 2014
and 2015 financial targets, of which $1.0 milliofilwe paid in 2015. The results of operations éflLhave been included in our
consolidated financial statements since the adtprisilate.

e Completed the implementation of other new contragtis both new and existing clients signed in b2@13 and 201<

Overview

We are a global provider of omni-channel commeaotet®mns. Comprised of a broad range of technolagtical infrastructure and
professional services, we provide our clients wiglst-of-breed capabilities offered as a completkterend solution or on an a la carte
basis. We provide these solutions and servicesjor brand name companies and others seekinditaiag their supply chain and to
enhance their online and traditional business cblgrand initiatives. We derive our revenues froovjating a broad range of services using
three different seller services financial mode)sthe Service Fee model, 2) the Agent (or Flashjehand 3) the Retail model.

We refer to the standard PFSweb seller servicesiilal model as the Service Fee model. In this mode clients own the inventory
and are the merchants of record and engage usva@prvarious infrastructure, technology and digigency services in support of their
business operations. We derive our service feentma&from a broad range of service offerings theltide digital agency and marketing,
eCommerce technologies, system integration, ordgragement, customer care, logistics and fulfillménancial management and
professional consulting. We offer our servicesrasgegrated solution, which enables our clientsutsource their complete ecommerce
needs to a single source and to focus on theiramrgetencies, though clients are also able tatsieldividual or groupings of our various
service offerings on an a la carte basis. We ctlyr@novide services to clients that operate immage of vertical markets, including technol
manufacturing, computer products, cosmetics, feagilods, coins and collectibles, apparel, aviatelecommunications, consumer
electronics and consumer packaged goods, amontsothe
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In the Service fee model, we typically charge for services on a cost-plus basis, a percent opeldipevenue basis, a time and
materials, project or retainer basis for our preif@sal services or a per-transaction basis, suehp@s-labor hour basis for web-enabled
customer contact center services and a per-item fmdulfillment services. Additional fees ardléd for other services. We price our
services based on a variety of factors, includirggdepth and complexity of the services providee amount of capital expenditures or
systems customization required, the length of emhtand other factors.

Many of our service fee contracts involve third{garendors who provide additional services, suchakage delivery. The costs we
are charged by these thipdwty vendors for these services are often passéd our clients. Our billings for reimbursementdhese costs ar
other ‘out-of-pocket’ expenses include travel, giig and handling costs and telecommunication @sasagd are included in pass-through
revenue.

As an additional service, we offer the Agent, adHl, financial model, in which our clients maintaimnership of the product inventory
stored at our locations as in the Service Fee mddieén a customer orders the product from our tdiem“flash” sale transaction passes
product ownership to us for each order and werin immediately re-sell the product to the custoriiée “flash” ownership exchange
establishes us as the merchant of record, whicblenas to use our existing merchant infrastrudimifgrocess sales to end customers,
removing the need for the clients to establishahmssiness processes internally, but permittingittiecontrol the sales process to end
customers. In this model, based on the terms otouent client arrangements, we record productmae net of cost of product revenue as a
component of service fee revenue in our consolidatatement of operations.

Finally, our Retail model allows us to purchasesimory from the client. In this model, we place ithiial and replenishment purchase
orders with the client and take ownership of thedpict upon delivery to our facility. In this moddkpending on the terms of our client
arrangements, we may own the inventory and thewstsaeceivable arising from our product sales.ddrie Retail model, depending upon
the product category and sales characteristicsnayerequire the client to provide product pricetpotion as well as product purchase
payment terms, right of return, and obsolescenceeption appropriate to the product sales proflepending on the terms of our client
arrangements in the Retail model, we record incomsolidated statement of operations either: 1Jlypcbrevenue as a component of product
revenue, or 2) product revenue net of cost of prbtevenue as a component of service fee revelmugeneral, we seek to structure client
relationships in our Retail model under the neenee approach to more closely align with our serfée revenue financial presentation and
mitigate inventory ownership, although we have dient still utilizing the gross revenue approad¢height costs billed to customers are
reflected as components of product revenue. Thégbss model generally requires significant worldagital, for which we have credit
available either through credit terms provided by dients or under senior credit facilities.

In general, we provide the Service Fee model thmaug PFS, REV, LAL and Supplies Distributors sdizgiies, the Agent (or Flash)
model through our PFS and Supplies Distributorsislidries and the Retail model through our Supfiss$ributors and PFSweb Retail
Connect subsidiaries.

Growth is a key element to achieving our futurelgioacluding achieving and maintaining sustaingiigfitability. Growth in our
Service Fee and Agent models is driven by two naléments: new client relationships and organic ¢gindwom existing clients. We focus @
sales efforts on larger contracts with brand-naomepanies within four primary target markets, healtld beauty, home goods and
collectibles, fashion and consumer packaged gaeldish, by nature, require a longer duration to elbat also have the potential to be higher
quality and longer duration engagements. In SeipéerR014, we acquired REV and LAL to expand ouviseroffering capabilities, add new
client relationships and enhance our growth oppities. Based on the timing of these acquisitioves only received a partial year benefit in
2014.

Currently, we are targeting any growth within owet&ll model to be through relationships with cleeahder which we can record
service fee revenue (product revenue net of prochsitof revenue) in our consolidated statemenpefations. These relationships are often
driven by the sales and marketing efforts of thaufiacturers and third party sales partners. Intemfdias a result of certain operational
restructuring of its business, our primary clieglaitionship operating in the Retail model, Ricafs implemented, and will continue to
implement, certain changes in the sale and digtabwf Ricoh products. The changes have resuited,are expected to continue to result, in
reduced product revenues and profitability underRetail model.

We continue to monitor and control our costs taifoon profitability. While we are targeting our ne@rvice fee contracts to yield
incremental gross profit, we also expect to inogrémental investments in technology developmedrational and support management
sales and marketing expenses to help generatelgrowt

Our expenses comprise primarily four categories:0k} of product revenue, 2) cost of service feemae, 3) cost of pass-through
revenue and 4) selling, general and administraipenses.
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Cost of product revenueconsists of the purchase price of product sottifegight costs, which are reduced by certain reirsable
expenses. These reimbursable expenses includelpaagh customer marketing programs, direct costsried in passing on any price
decreases offered by vendors to cover price piioteaend certain special bids, the cost of prodpotsided to replace defective product
returned by customers and certain other expensdsfimed under the distributor agreements.

Cost of service fee revengeonsists primarily of compensation and relatgueeses for our web-enabled customer contact center
services, international fulfillment and distributiservices and professional, digital agency ankinelogy services, and other fixed and
variable expenses directly related to providingises under the terms of fee based contracts,dimgjucertain occupancy and information
technology costs and depreciation and amortizaiqgrenses.

Cost of pass-through revendéhe related reimbursable costs for pass-througkraditures are reflected as cost of pass-through
revenue.

Selling, General and Administrative expens&pnsist of expenses such as compensation andd&apenses for sales and marketing
staff, distribution costs (excluding freight) amalble to the Supplies Distributors business andreéttail model, executive, management and
administrative personnel, non-billable labor castsur professional services team, and other oagtlvests, including certain occupancy and
information technology costs and depreciation andréization expenses.

Monitoring and controlling our available cash balas and our expenses continues to be a primarg.f@uwr cash and liquidity
positions are important components of our finan@hpoth current operations and our targeted groWwshimprove our cash and liquidity
position, in May 2013, we sold an aggregate ofr8ilfon shares of our Common Stock at $4.57 persshasulting in net proceeds of $14.1
million.

Results of Operations
Year Ended December 31, 2014 Compared to Year Erdleckmber 31, 2013

The following table discloses certain financialamhation for the periods presented, expressedinstef dollars, dollar change,
percentage change and as a percentage of totaluey millions).

Change % of Net Revenues
2014 2013 $ % 2014 2013
Revenues
Product revenue, n $ 7523 $ 91C $ (159 (17.3)% 30.5% 37.7%
Service fee revent 134.4 113.C 214 18.9% 54.4% 46.8%
Pas-through revenu 37.4 37.6 (0.2) (0.7% 15.1% 15.5%
Total net revenue 247.1 241.¢€ 5.5 2.3% 100.C% 100.%
Cost of Revenue
Cost of product revenue ( 71.C 85.3 (14.3 (16.7)% 94.3% 93.7%
Cost of service fee revenue | 94.9 77.2 17.7 22.9% 70.6% 68.3%
Pas-through cost of revenue ( 37.4 37.6 (0.2) (0.7)% 100.(% 100.C%
Total cost of revenue 203.: 200.1 3.2 1.6% 82.3% 82.8%
Product revenue gross prc 4.3 5.7 (1.9 (25.8)% 5.7% 6.3%
Service fee gross prot 39.5 35.8 3.7 10.4% 29.4% 31.7%
Pas-through gross prof — — — — — —
Total gross profi 43.8 41.5 2.3 5.4% 17.7% 17.2%
Selling General and Administrative expel 47.7 46.2 1.5 3.1% 19.3% 19.1%
Loss from operation (3.9 4.7) 0.8 17.3% (1.6)% (1.9%
Interest expense, n 0.8 0.7 0.1 19.7% 0.3% 0.3%
Loss before income tax 4.7 (5.9) 0.7 12.6% (1.9% (2.2%
Income tax expense (benefit), | (0.2) 0.5 (0.6) (109.8% (0.00% 0.2%
Net loss $ (460 $ (B9 s 1.3 21.5% (1.9% (2.4%

(1) Represents the percent of Product revenue
(2) Represents the percent of Service fee reve
(3) Represents the percent of F-through revenue
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Product revenue, neRroduct revenue decreased $15.7 million, or 17i8%014 as compared to the prior year. This reduadti
revenue is primarily due to the operational restmicg by Ricoh of its business, which has resyléedl is expected to continue to result, in
lower product revenue from the sale of Ricoh praesluthe reduction of product revenue on a compardiasis also includes the effect of the
transition of a client from a Retail model to a\Bee Fee model in late 2013. We currently expeotpct revenue to continue to decline as
compared to the prior year and be approximatelyré#iion to $65 million in 2015.

Service fee revenud he increase in service fee revenue for the geded December 31, 2014 as compared to the praonyas
primarily due to the impact of expanded and neentlrelationships that began in 2013 and 2014udicl service fee revenues generated by
our newly acquired subsidiaries REV and LAL, begignn September 2014, partially offset by the dosion or reduction of operations of
several client programs during 2014.

The change in service fee revenue, excluding gassigh revenue, is shown below ($ millions):

Period ended December 31, 2( $ 113.C
New service contract relationshi 10.7
REV and LAL revenut 5.3
Change in existing client service fee relations| 15.7
Terminated client relationships not included in 20&venue (10.3)

Period ended December 31, 2( $ 134.4

When considering client relationships, we definexristing client to be a client from whom we earnedenue in both the current and
prior year; we define a new client to be a clientf whom we only earned revenue in the current;yaa we define a terminated client as a
client from whom we only earned revenue in themymar. Our 2014 service fee revenue includescqupiately $4.5 million of service fee
revenues from clients (excluding REV and LAL cl&ntvho concluded their relationship with us dur@f4. However, based on current
client projections, we expect the reduction in rmefrom these terminated client programs to beertttan offset by new service fee revenue
generated by new or expanded client opportunitielsravenues generated by our newly acquired sabigdj REV and LAL. For 2015, we
are currently targeting an increase in servicadgenues of approximately 20% as compared to 2014.

Cost of Product Revenu@ost of product revenue decreased by $14.3 milbori6.7%, to $71.0 million in 2014 as compareth®
prior year. The resulting gross profit margin wds3million or 5.7% of product revenue for the yeaded December 31, 2014 and $5.7
million or 6.3% of product revenue for 2013. Themase in gross profit percentage was primarilytditbe operational restructuring of
Ricoh, which resulted in a higher percentage ofppaduct revenue generated from lower gross mamgiduct categories and other inventory
adjustments. The gross profit margin for 2013 idelithe impact of incremental gross margin earmgaraduct sales resulting from certain
product price increases and the impact of certairemental inventory cost reductions. We curreefigect our product revenue gross profit
margin to be approximately 5% in 2015.

Cost of Service Fee Revenugross profit as a percentage of service fees28atd in 2014 and 31.7% in 2013. The gross profit
percentage in each period included the benefiigifdr margin project activity. Additionally, 201dcluded certain incremental expenses
incurred to prepare for and support certain clgatitions for the fourth quarter holiday volumesjile 2013 included an incremental benefit
of $1.2 million applicable to certain client traiisin related agreements.

We target to earn an overall average gross profidwr service fee activity of 25-30% on existingl arew service fee contracts, but we
have accepted, and may continue to accept, lovesisgnargin percentages on certain contracts damgndicontract scope and other factors,
including projected volumes. Gross margins on ewise fee business are expected to be withinargeted range of 25-30% for 2015. We
are focused on continuing to increase our levéigtier margin service fee activity, including ouwofessional and technology services, to
offset other lower margin activities. Based on prajected continued growth in the professionaVises area of our business, we are
projecting to be at the higher end of the targededje in 2015. Our service fee gross profit wolhttnue to be impacted by the split of our
infrastructure related services versus our professiservices activity, as well as project work.

Selling, General and Administrative Expenses (“SG&ASG&A expenses were $47.7 million, or 19.3% oatoevenues in 2014 and
$46.2 million, or 19.1% of total revenues in th@pgear. The year ended December 31, 2014 incl@idiels million of SG&A expenses for
our newly consolidated acquisitions, REV and LAhda $0.5 million increase in stock based comp@nsaikpense compared to the prior
year partially offset by decreases in certain pamsbrelated expenses. The year ended Decemb2034 also includes $1.7 million
incremental professional fees and other expensesiased with our mergers and acquisition activlBG&A expenses for 2014 and 2013
include approximately $1.0 million and $2.5 millimespectively, of restructuring related chargéscluding the restructuring and acquisition
related charges in 2014 and the restructuringeelaharges in 2013, SG&A expenses were 18.2% arid4dl8f total revenues in 2014 and
2013, respectively. We currently expect our SG&fpanses
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will increase in 2015, as compared to 2014, asnwkide a full year of expenses for REV and LAL unadditional expenditures related to
our sales and marketing activities and incur ayfedr of amortization for identifiable intangiblssa&ts acquired in our REV and LAL
acquisitions. In addition, we expect to incur graental expenses in 2015 applicable to other transiosts incident to our REV and LAL
acquisitions.

Income TaxedlNe recorded a tax provision associated with statere taxes and the majority of our internationpdrations. A
valuation allowance has been provided for the nitgjof our domestic net deferred tax assets, whighprimarily related to our net operating
loss carryforwards, and for certain foreign deferiax assets. In 2014 we recorded a deferred taefibén applicable to a change in our
valuation allowance following our REV and LAL acqitions under the related purchase accounting ed@rgs. We expect we will continue
to record an income tax provision associated wakesncome taxes and the majority of our inteoral operations.

Supplies Distributors and its Subsidiaries

We conduct a portion of our Retail business mogefations through Supplies Distributors and itss@dibries, which act as distribut
of various Ricoh and other products. We conducidhservices through transaction management seaggesments under which PFS
provides transaction management and fulfillmentises to Supplies Distributors and its subsidiariesddition to our equity investment in
Supplies Distributors, we have also provided Sgspistributors with a subordinated loan that, fd3ecember 31, 2014, had an outstanding
balance of $2.5 million.

Supplies Distributors paid us dividends of $1.8lioril and $1.5 million in 2014 and 2013, respectiv8upplies Distributors has
received lender approval to pay dividends of apionaxely $0.9 million in 2015, but pursuant to tleents of its amended credit agreements, is
restricted from paying further cash dividends withthe prior approval of its lenders. In addition, distribution may be made if, after giving
effect thereto, Supplies Distributors or its sulzsiés are in noncompliance with its financial coaets under its current facilities.

Liquidity and Capital Resources
During 2014, we generated $13.3 million of casimfraperating activities, which resulted primarilyecio a:
- $3.4 million decrease in inventories primarily apable to reduced Ricoh related business volul

- $5.8 million increase in accounts payable, deftrevenue, accrued expenses and other liabilitipart due to increased business
activity and timing of payments to clients of custr collections related to strong holiday volumartially offset by the impact ¢
reduced product purchases; i

- $9.6 million of cash income from operations befa@king capital changes

These sources of cash were partially offset by a:
- $2.7 million increase in accounts receivable apiblie to:

0 increased activity for certain new and expandeghtlielationships in which we own the resultingtooger trade receivable
(through our Agent or Retail model:

0 increased service fee activity, including the intdemm the REV and LAL acquisitions, and the timiofyclient receipts
applicable to service fee activil

0 Both of the above partially offset by the impactefluced Ricoh related business.
- $2.5 million increase in prepaid expenses, ghdraeceivables and other assets in part duetease in deferred start-up costs
related to sta-up activity for new clients and timing of certaiaymnents.

At December 31, 2014 and 2013, our accounts payafdexccrued expenses were higher than normaltogetavels due to the timing
of various vendor and client reimbursement payments

During 2013, we generated $6.8 million of cash frgperating activities, which resulted primarily doea:

- $10.5 million decrease in inventories primarily bygble to reduced Ricoh related business volunaes

- $2.5 million decrease in prepaid expenses, dmer seceivables and other assets in part dueniadiof receipts and reduced
product revenue related activit

- $7.0 million of cash income from operations befa@king capital changes
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These sources of cash were partially offset by a:
- $9.3 million increase in accounts receivable apylie to:

0 increased activity for certain new and expandeghtlielationships in which we own the resultingtooser trade
receivable

0 the timing of client receipts applicable to serviee activity,
0 Both of the above patrtially offset by the impacteduced Ricoh related business.

- $3.6 million decrease in accounts payable, deferevenue, accrued expenses and other liabilitipart due to reduced inventory
purchases as a result of a reduction in produemes.

Cash used for payments on debt and capital leaseef any proceeds from debt and a change inaestrcash, was $5.8 million and
$12.3 million, during 2014 and 2013, respectively.

Capital expenditures have historically consisteddtfitions to upgrade our management informatistesys, development of
customized technology solutions to support andgiatie with our service fee clients and general egiom and upgrades to our facilities, both
domestic and foreign. We expect to incur capit@lemditures to support new contracts and anticiptatienle growth opportunities. Based on
our current client business activity and our taedegrowth plans, we anticipate our total investnienipgrades and additions to facilities and
information technology solutions and services far ipcoming twelve months, including costs to imm@at new clients, will be
approximately $9 million to $12 million, althouglditional capital expenditures may be necessasypport the infrastructure requirements
of new clients. To maintain our current operatiaglcposition, a portion of these expenditures neafyrianced through client reimburseme
debt, operating or capital leases or additionaltgqwe may elect to modify or defer a portion ath anticipated investments in the event
we do not obtain the financing results necessasypport such investments.

During 2014, our working capital decreased to $Xilon from $26.4 million at December 31, 20138imparily due to the following
key factors: the purchase price paid for non-wagldapital related assets and liabilities of REV bAdl, including performance-based
contingent payments, acquisition related expercsgstal expenditures, and paydown of debt facdljtighich were partially offset by income
from operations before working capital changes@ogeeds from the issuance of common stock. THenpeance-based contingent
payments include future earn-out-payments payab2915 and 2016 based on REV’s and LAL's 2014 d@ibZinancial targets, of which
$6.25 million is the aggregate maximum contractasah-out for REV and LAL combined, and of which4ghillion will be paid in 2015,
which is recorded in accrued expenses in the acaoyipg consolidated balance sheet. To obtain anhditifinancing in the future, in additi
to our current cash position, we plan to evaluatgéous financing alternatives including the salefity, utilizing capital or operating leases,
borrowing under our credit facilities, expanding ourrent credit facilities or entering into newbtl@greements. No assurances can be given
we will be successful in obtaining any additiorinbhcing or the terms thereof. We currently belisue cash position, financing available
under our credit facilities and funds generatedhfigperations will satisfy our presently known opieigacash needs, our working capital and
capital expenditure requirements, our current debitlease obligations, and additional loans tosabsidiaries, if necessary, for at least the
next twelve months.

As described above, we have provided collateralaeatantees to secure the repayment of certainraubsidiaries’ credit facilities.
Many of these facilities include both financial amsh-financial covenants, and also include cro$autieprovisions applicable to other credit
facilities and agreements. These covenants incameng other things, minimum levels of net worttafiability and cash flow (as defined)
and the restrictions on the ability of the borrowebsidiaries to advance funds to other borrowbsisliaries. As a result, it is possible for one
or more of these borrower subsidiaries to fail efrtheir respective covenants even if anothewole@r subsidiary otherwise has available
excess funds which, if not restricted, could bedusecure the default. To the extent we fail to pbnwith our debt covenants, including the
monthly financial covenant requirements and ouuiregl level of shareholders’ equity and we areal¢ to obtain a waiver, the lenders
would be entitled to accelerate the repayment pfautstanding credit facility obligations, and ecise all other rights and remedies, incluc
sale of collateral and enforcement of payment undeparent guarantee. A requirement to accelé¢nateepayment of the credit facility
obligations may have a material adverse impactuwifinancial condition and results of operationse @an provide no assurance we will have
the financial ability to repay all such obligatiodss of December 31, 2014, we were in compliandé il debt covenants. Further, non-
renewal of any of our credit facilities may havmaterial adverse impact on our business and fiahnondition. Other than performance-
based contingent payments applicable to our adprisiof REV and LAL, and our capital and operatisgse commitments, we do not have
any other material financial commitments, althofigtiare client contracts may require capital expamds and lease commitments to support
the services provided to such clients.
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We receive municipal tax abatements in certaintlona. In prior years we received notice from a roigality that we did not satisfy
certain criteria necessary to maintain the abatésreard that the municipal authority planned to makedjustment to our tax abatement. We
disputed the adjustment and such dispute has le¢edswith the municipality. However, the amouhtdditional property taxes to be
assessed against us and the timing of the relatgrgnts has not been finalized. As of Decembe@14, we believe we have adequately
accrued for the expected assessment.

In April 2010, a sales employee of eCOST.com, (t&COST,"the former name of Retail Connect), was chargel witlating various
federal criminal statutes in connection with thiesaf eCOST products to certain customers, andoappately $620,000 held in an eCOST
deposit account was seized and turned over to thee®f the U.S. Attorney in connection with suattivity. In August 2012, the employee
pleaded guilty to a misdemeanor. Neither the Compam eCOST have been charged with any crimin@iagtand we are seeking the
recovery of the funds, which are currently classifas other receivables in the consolidated balsineets. Based on the information available
to date, we are unable to determine the amoumteofoiss, if any, relating to the seizure of suaidfi No assurance can be given, however,
that the seizure of such funds, or our inabilitygoover such funds or any significant portion #oéror any costs and expenses we may incur
in connection with such matter will not have a mateadverse effect upon our financial conditiorresults of operations.

Supplies Distributors Financing

To finance its distribution of Ricoh products irett.S., Supplies Distributors has a short-termitfadility with IBM Credit LLC
(“IBM Credit”) that provides financing for up to $10 million. We have provided a collateralized gudee to secure the repayment of this
credit facility. The IBM Credit facility does notkie a stated maturity and both parties have tHiyatoi exit the facility following a 90-day
notice. The Company has direct vendor credit tesitts Ricoh to finance Supplies Distributors Europeabsidiary’s inventory purchases.

Supplies Distributors also has a loan and secagtgement with Wells Fargo Bank, National Associaff'Wells Fargo”) to provide
financing for up to $12.0 million of eligible acaats receivables in the United States and CanadaWgils Fargo facility expires on the
earlier of March 2016 or the date on which theiparto the Ricoh distributor agreement no longerate under the terms of such agreement
and/or Ricoh no longer supplies products pursumsuth agreement.

These credit facilities contain cross default psawis, various restrictions upon the ability of Bligs Distributors and its subsidiaries
to, among other things, merge, consolidate, sebtasincur indebtedness, make loans, investmadtpayments to related parties (including
entities directly or indirectly owned by PFSwel)oyide guarantees, make investments and loansy@lessets, make changes to capital ¢
ownership structure and pay dividends, as wellr@ntial covenants, such as cash flow from opanatiannualized revenue to working
capital, net profit after tax to revenue, minimuet worth and total liabilities to tangible net waras defined, and are secured by all of the
assets of Supplies Distributors, as well as a wtidized guaranty of PFSweb. Additionally, we srguired to maintain a subordinated loa
Supplies Distributors of no less than $2.5 milliant maintain restricted cash of more than $5.0anil are restricted with regard to
transactions with related parties, indebtednesschadges to capital stock ownership structure améhanum shareholders’ equity of at least
$18.0 million. Furthermore, we are obligated toagpny over-advance made to Supplies Distributoits subsidiaries under these facilities
if they are unable to do so. We have also provalgdarantee of substantially all of the obligatiohSupplies Distributors and its subsidia
to IBM and Ricoh.

PFS Financing

Our PFS subsidiary has a Loan and Security Agree(t@aomerica Agreement”) with Comerica Bank (“Coroa’), which provides
for up to $20.0 million ($17.0 million during cemianon-seasonal peak months) of eligible accowtsivable financing through March 2016.
The Comerica Agreement also provides for up to $2lllon of additional eligible equipment financiffEquipment Advances”) through
March 2015. Outstanding Equipment Advances hawes maturity date of September 15, 2017. We edtar® this Comerica Agreement to
supplement our existing cash position, and profuaeing for our current and future operations, iriéhg our targeted growth. The Comerica
Agreement contains cross default provisions, vari@strictions upon our ability to, among othengfs, merge, consolidate, sell assets, incur
indebtedness, make loans and payments to subseiliaffiliates and related parties (including ésidirectly or indirectly owned by
PFSweb), make capital expenditures, make invessraamd loans, pledge assets, make changes to capitklownership structure, as well as
financial covenants, as defined, of a minimum thtegnet worth of $20.0 million, a minimum earnirgfore interest and taxes, plus
depreciation, amortization and non-cash compensatoruals, if any, and a minimum liquidity rafidthe Comerica Agreement also limits
PFS’ ability to increase the subordinated loanupgies Distributors to more than $5.0 million gretmits PFS to advance incremental
amounts to certain of its subsidiaries and/oriaték subject to certain financial covenants. Thm&rica Agreement is secured by all of the
assets of PFS, as well as a guarantee of PFSweb.
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Private Placement

In May 2013, we sold 3.2 million shares of our coomstock in a private transaction at $4.57 pereshasulting in net proceeds of
approximately $14.1 million after deducting expense

Restricted Net Assets

Certain of our credit facilities contain variousdncial covenants and include covenants that cesuir ability to incur additional
indebtedness, create or permit liens on assetagerig mergers or consolidations, and place résimig on the transfer of assets or the
payment of dividends between us and our subsidiatieDecember 31, 2014 and 2013, we had restriéédssets of approximately $23.2
million and $26.9 million, respectively.

Off-Balance Sheet Arrangements

There are no off-balance sheet arrangements thatdraare reasonably likely to have a current turkieffect on our financial
condition, changes in financial condition, revenaesxpenses, results of operations, liquidity itedexpenditures or capital resources that is
material to investors.

Inventory Management

In our Retail model, we manage our inventories f@ldale by maintaining sufficient quantities ebguct to achieve appropriate order
fill rates. To reduce the risk of loss due to sigipbrice reductions, Supplies Distributors’ digtrior agreement provides for price protection
under which it receives credits if the supplier é&ma/prices on previously purchased inventory.

Seasonality

The seasonality of our service fee business isrdp® upon the seasonality of our clients’ busirsegbsales of their products.
Accordingly, we must rely upon the projections af clients in assessing quarterly variability. Waidwve that with our current client mix and
their current business volumes, our run rate serfée business activity will generally be highasting the quarter ended December 31. We
believe our historical revenue pattern makes ftadift to predict the effect of seasonality on duture revenues and results of operations.

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

Inflation

Management believes inflation has not had a mateffiect on our operations.

Impact of Recently Issued Accounting Standards

In May 2014, the Financial Accounting Standardsrddthe “FASB”) issued ASU 2014-0Revenue from Contracts with Customers
(“ASU 2014-09"), which outlines a single, comprebime model for entities to use in accounting faremeue arising from contracts with
customers. ASU 2014-09 is applicable for fiscalrgdseginning after December 15, 2016, includingrim periods therein, and can be
applied either retrospectively to each period presgor as a cumulative-effect adjustment as ofitie of adoption. Early adoption is not
permitted. We are currently evaluating the impddhe new guidance on our consolidated financetieshents and related disclosures.

Critical Accounting Policies and Estimates

Our consolidated financial statements have beguapee in conformity with accounting principles geally accepted in the United
States of America. These accounting principlesireqis to make estimates and assumptions that dffeceported amounts of assets and
liabilities at the date of our financial statemeautsl the reported amounts of revenues and expduosieg the reporting period. While we do
not believe the reported amounts would be matgriifferent, application of these policies involwbe exercise of judgment and the use of
assumptions as to future uncertainties and, asudtyactual results could differ from these estesalf there is a significant unfavorable
change to current conditions, it would likely resnla material adverse impact to our business;atiog results and financial condition. We
evaluate our estimates and assumptions on an angasis. We base our estimates on experience awarimus other assumptions that we
believe to be reasonable under the circumstandesf dur significant accounting policies are disstd in the notes to our consolidated
financial statements.
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We have defined a critical accounting estimateresstbat is both important to the portrayal of dnafcial condition and results of
operations and requires us to make difficult, sctbje or complex judgments or estimates about matteat are uncertain. During the past
years, we have not made any material changes ouating methodology used to establish the criticalounting estimates discussed bel
The following represent certain critical accountpaicies that require us to exercise our busifedgment or make significant estimates. In
addition, there are other items within our consaidl financial statements that require estimatigrabe not deemed critical as defined above.

Revenue Recognition

We derive revenue primarily from services providedier contractual arrangements with our client§an the sale of products uni
our distributor agreements. We recognize revenuenwdersuasive evidence of a sales arrangemens,episduct shipment or delivery |
occurred or services are rendered, the sales qrife® is fixed or determinable, and collectabilgyeasonably assured.

In instances where revenue is derived from salélsiaf-party vendor services, we record revenua gnoss basis when we are a
principal to the transaction and net of costs wiverare acting as an agent between the customéent and the vendor. We consider several
factors to determine whether we are a principaroagent, most notably whether we are the primbligar to the vendor or customer, have
established our own pricing and have inventory emedit risks, if applicable.

Product revenue is recognized when the title asidof loss are passed to the customer, there s$sipsive evidence of an arrangement
for the sale, delivery has occurred and/or seniga® been rendered, the sales price is fixedtermé@able and collectability is reasonably
assured.

Sales are reported net of estimated returns aodiatices which are estimated based upon histogtalrr information. Management
also considers any other current information aedds in making estimates. If actual sales retwli®yances and discounts are greater than
estimated by management, additional expense maycheed.

Our service fee revenue relates to our distribusienvices, order management/customer care serpicdsssional, digital agency and
technology services and the reimbursement of oytteaket and third-party expenses. We typically ghavur service fee revenue on either a
cost-plus basis, a percent of shipped revenue,lmtime and materials, project or retainer bami®br professional services or a per
transaction basis, such as a per item basis ffilirhént services or a per labor hour basis for veglabled customer contact center services.
Additional fees are billed for other services. Fhnology and digital agency services, we oftearge on a fixed cost basis based on an
estimated maximum number of professional serviberl&ours.

We evaluate our contractual arrangements to determhether or not they include multiple serviceraats. Revenue recognition is
determined for the separate service elements afdhact in accordance with the requirements afointing Standards Codification 605,
“Revenue Recognition.” A deliverable constituteseparate unit of accounting when it has standeal@tue and there are no return rights or
other contingencies present for the delivered etgésneWe allocate revenue to each element basedtonated selling price. Each of our
client contracts, and the related services, isumigvith individual needs and criteria customizeddach client. Each client engagement is
scoped and priced separately and as such we aabledio establish vendor specific objective evideof fair value for our services, nor is
third-party evidence available to establish stalosh@ selling prices. Accordingly we use managersdygst estimate of selling price for the
deliverables. We establish our estimates consigeniternal factors such as margin objectives, pggractices and controls as well as market
conditions such as competitor pricing strategies.

We perform front-end set-up and integration sewvicesupport client eCommerce platforms and wehsitéhen we determine these
front-end set-up and integration services do natrttee criteria for recognition as a separate einéiccounting, we defer the start-up fees
received and the related costs, and recognize tivemthe contract term. When we determine these-ad set-up and integration services
do meet the criteria for recognition as a separaieof accounting, for time and material arrangategwe recognize revenue as services are
rendered and costs as they are incurred. For fixiee-arrangements, we use the completed contreittad to recognize revenues and costs if
reasonable and reliable cost estimates for a grofamot be made. If reasonable and reliable esttmates for a project can be made, we
recognize revenue over the contract term on a ptiopal performance basis, as determined by ttaiogiship of actual costs incurred
compared to the estimated total contract costs.

Cost of Service Fee Revenue

Our service fee revenue primarily relates to ostritiution services and order management/custoarerservices and professional,
digital agency and technology services. Distribuervices relate primarily to inventory managempraduct receiving, warehousing and
fulfillment (i.e., picking, packing and shippingqgaiuct on our clients’ behalf). Order managementfrusr care services relate primarily to
taking customer orders for our clients’ products various channels such as
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telephone call-center, electronic or facsimile. Séheervices also entail addressing customer guegiitated to orders, as well as cross-
selling/up-selling activities. Professional andhieology services relate primarily to design, innpéatation and support of eCommerce
platforms, website solutions and quality contraldar clients.

Our cost of service fee revenue represents theegsbvide the services described above, primadilppensation and related expenses
and other fixed and variable expenses directiytedl#o providing the services. These also inclugféain occupancy and information
technology costs and depreciation and amortizatigrenses. Certain of these costs are allocateddesreral and administrative expenses.
For these allocations, we estimate the amountrettiexpenses based on client-specific informasganh as the number of transactions
processed. We believe our allocation methodologgasonable, however a change in assumptions wesldt in a different gross profit in
our statement of operations, yet no change todasglting net income or loss.

Allowance for Doubtful Accounts

The determination of the collectability of amoudtse from our clients and customers requires us¢oestimates and make judgments
regarding future events and trends, including nooimig our customers’ payment history and curreaditrworthiness to determine that
collectability is reasonably assured, as well assimteration of the overall business climate in atoar clients and customers operate.
Inherently, these uncertainties require us to niedguent judgments and estimates regarding ountsliand customersibility to pay amount
due us to determine the appropriate amount of Vialuallowances required for doubtful accounts.vi&ions for doubtful accounts are
recorded when it becomes evident the client orornst will not make the required payments at eitiogrtractual due dates or in the future.

In our Retail model, we also maintain an allowafozeuncollectible vendor receivables, which arisanf inventory returns to vendors,
vendor rebates, price protections and other pramstiWe determine the sufficiency of the vendoerable allowance based upon various
factors, including payment history. Amounts recdiftom vendors may vary from amounts recorded bezadf potential non-compliance
with certain elements of vendor programs. If oumested allowances for uncollectible accounts ardgr receivables subsequently prove
insufficient, additional allowance maybe required.

Allowance for doubtful accounts totaled $0.4 mifliat both December 31, 2014 and 2013. We believalmwances for doubtful
accounts are adequate to cover anticipated losgks gurrent conditions; however, uncertaintiesrding changes in the financial condition
of our clients and customers, either adverse atipescould impact the amount and timing of angiéidnal provisions for doubtful accounts
that may be required.

Inventory Reserves

Inventories (merchandise, held for resale, all bick are finished goods) are stated at the loweveifihted average cost or market.
Supplies Distributors and its subsidiaries assugspansibility for slow-moving inventory under ceéntdistributor agreements, subject to
certain termination rights, but have the righteturn product rendered obsolete by engineeringgdsras defined. We review inventories for
impairment on a periodic basis, but at a minimunmuelly. Recoverability of the inventory on handrisasured by comparisons of the
carrying value to the fair value of the inventofhis requires us to record provisions and maintaserves for excess or obsolete inventory. If
write-downs of inventories are necessary, the basts of that inventory is adjusted. To determhesé reserve amounts, we regularly review
inventory quantities on hand and compare themtimates of future product demand and market camtiti These estimates and forecasts
inherently include uncertainties and require usike judgments regarding potential outcomes. Aedier 31, 2014 and 2013, our reserve
for slow moving inventory was $0.8 million and $Ixillion, respectively. We believe our reservesadequate to cover anticipated losses
under current conditions. Significant or unantiégshchanges to our estimates and forecasts, @itiverse or positive, could impact the
amount and timing of any additional provisions éacess or obsolete inventory that may be required.

Stock Compensation

We utilize our Employee Stock and Incentive Pldue (fPlan”)to help attract, retain and incentivize qualifie@eutives, key employe
and nonemployee directors to increase our shareholdeevahd help build and sustain growth. As of Decer3iie2014, grants for which
aggregate of 1,942,609 shares of common stock heee awarded under the Plan, and 1,537,957 sleamesir available for future
grants. The Plan provides for the granting of imise awards in a variety of forms such as the dvedian option, stock appreciation right,
restricted stock award, restricted stock unit, defistock unit, among other stock-based awards.

From the service inception date to the grant da¢erecognize compensation cost for all share-bpagthents based on the reporting
date fair value of the award. After the grant datenpensation cost is measured based on the ganfadr value. Depending on the
conditions associated with the vesting of the awanthpensation cost is recognized on a straigktdingraded basis, net of estimated
forfeitures, over the requisite service period aleaward.
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We estimate the fair value of each option granthendate of grant using the Black-Scholes optidokpy model. For certain of the
awards that have a performance condition, we esgith@ compensation cost using a Monte-Carlo sitionlaThe estimated fair value for
awards involves assumptions for expected divideeldl ystock price volatility, risk-free interestea and the expected life of the award.

If, in the future, we determine that another metbbdstimating an award’s fair value is more reasd®, or, if another method for
calculating these input assumptions is prescrilyeduhoritative guidance, and, therefore, shoulddesl to estimate expected volatility or
expected term, the fair value calculated for oaclstbased compensation could change significantly.

Income Taxes

The liability method is used for determining oucame taxes, under which current and deferred &doiliies and assets are recorded in
accordance with enacted tax laws and rates. Uh@entethod, the amounts of deferred tax liabilides assets at the end of each period are
determined using the tax rate expected to be ateffhen taxes are actually paid or recovered. ateln allowances are established to reduce
deferred tax assets to their net realizable valuent is more likely than not that some portiorathof the deferred tax assets will not be
realized. In determining the need for valuatioonwHlnces, we have considered and made judgmentsséinthtes regarding estimated future
taxable income. These estimates and judgmentsdecame degree of uncertainty and changes in gstiseates and assumptions could
require us to adjust the valuation allowances fordeferred tax assets. The ultimate realizatioounfdeferred tax assets depends on the
generation of sufficient taxable income in the &alile taxing jurisdictions. Although we believer @stimates and judgments are reasonable,
actual results may differ, which could be material.

Because we operate in multiple countries, we aogestito the jurisdiction of multiple domestic afugleign tax authorities.
Determination of taxable income in any jurisdicti@quires the interpretation of the related taxsland regulations and the use of estimates
and assumptions regarding significant future eveath as the amount, timing and character of dehs;tpermissible revenue recognition
methods under the tax law and the sources andatkaf income and tax credits. Changes in tax |aegulations, foreign currency excha
restrictions or our level of operations or profitéy in each taxing jurisdiction could have an iagh on the amount of income taxes that we
provide during any given year.

Long-Lived Assets

Longived assets include property, intangible assetedwill and certain other assets. We make judgmeamdsestimates in conjuncti
with the carrying value of these assets, includingunts to be capitalized, depreciation and anatitia methods and useful lives.
Additionally, we review long-lived assets for impaent whenever events or changes in circumstandésate that the carrying amount of an
asset may not be recoverable. We review goodwilinfigpairment at least annually. We record impaintresses in the period in which we
determine that the carrying amount is not recoverda®ecoverability of assets to be held and useaeiasured by a comparison of the carn
amount of an asset to future net cash flows exgdotbe generated by the asset. This may requite mske judgments regarding long-term
forecasts of our future revenues and costs retatéte assets subject to review.

ltem 7A. Quantitative and Qualitative Disclosures About MarkRisk

Not Applicable.
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Report of Independent Registered Public Accountindrirm

The Board of Directors and Shareholders
PFSweb, Inc.:

We have audited the accompanying consolidated talgineets of PFSweb, Inc. (a Delaware corporatind)subsidiaries (the “Company)
of December 31, 2014 and 2013, and the relatedotidated statements operations and comprehenssg shareholdergquity, and cas
flows for each of the two years in the period enBedember 31, 2014. Our audits of the basic cotat@d financial statements included
financials statement schedules listed in the iralgpearing under Item 15(a)(1). These financiakstants and financial statement schec
are the responsibility of the Compasyhanagement. Our responsibility is to expresspnian on these financial statements and fina
statement schedules based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting Oversightulo(United States). Thc
standards require that we plan and perform thet anidibtain reasonable assurance about whethdimdugcial statements are free of mate
misstatement. An audit includes examining, on &liasis, evidence supporting the amounts and disds in the financial statements.
audit also includes assessing the accounting ptexiused and significant estimates made by maregems well as evaluating the ove
financial statement presentation. We believe thataodits provide a reasonable basis for our opinio

In our opinion, the consolidated financial stateteageferred to above present fairly, in all mater@gspects, the financial position of PFSv
Inc. and subsidiaries as of December 31, 2014 at8,2and the results of their operations and tesh flows for each of the two years in
period ended December 31, 2014 in conformity withoainting principles generally accepted in the &bhiStates of America. Also in ¢
opinion, the related financial statement schedwldégn considered in relation to the basic const#didinancial statements taken as a wi
present fairly, in all material respects, the infation set forth therein.

We also have audited, in accordance with the stasdaf the Public Company Accounting Oversight Bo@nited States), the Compasny’
internal control over financial reporting as of [@ether 31, 2014, based on criteria established en2iL3 Internal ControlHategrate!
Framework issued by the Committee of Sponsoringa@imations of the Treadway Commission (COSO), and@port dated March 23, 2C
expressed an unmodified opinion.

/sl GRANT THORNTON LLP

Dallas, Texas
March 23, 2015
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Report of Independent Registered Public Accountindrirm

The Board of Directors and Shareholders
PFSweb, Inc.

We have audited the internal control over financgglorting of PFSweb, Inc. (a Delaware corporat@mm) subsidiaries (the “Company$ o
December 31, 2014, based on criteria establishéuki2013 Internal ControHrtegrated Framework issued by the Committee ohSpiang
Organizations of the Treadway Commission (COSOr Tompanys management is responsible for maintaining effediiternal contre
over financial reporting and for its assessmerthefeffectiveness of internal control over finahc&porting, included in the accompany
Management’'s Report on Internal Control over Fim@nReporting. Our responsibility is to expressapinion on the Compang’interna
control over financial reporting based on our au@itr audit of, and opinion on, the Company's imkcontrol over financial reporting d¢
not include the internal control over financial ogfing of REV Solutions, Inc. and REVTECH Solutioimslia Private Limited (collective
“REV"), a consolidated subsidiary, whose financial statésnesilect total assets and revenues constitutiigh4and 1.3%, respectively, of
related consolidated financial statement amountsf asd for the year ended December 31, 2014. Gdit af, and opinion orthe Company
internal control over financial reporting also dowsd include the internal control over financigboeting of LiveArealabs, Inc., a consolida
subsidiary, whose financial statements reflectltatsets and revenues constituting 6.2% and 1.28epe respectively, of the rela
consolidated financial statement amounts as offanthe year ended December 31, 2014. As indicaetddanagement's Report on Inter
Control over Financial Reporting, these subsidsaviere acquired during 2014, and therefore, managesnassertion on the effectivenes
the Company's internal control over financial reéjmgrexcluded internal control over financial refing of these subsidiaries.

We conducted our audit in accordance with the stadslof the Public Company Accounting Oversight@d&@nited States). Those stand:
require that we plan and perform the audit to abtaasonable assurance about whether effectiven@iteontrol over financial reporting w
maintained in all material respects. Our auditudeld obtaining an understanding of internal cordv@r financial reporting, assessing the
that a material weakness exists, testing and etiaduthe design and operating effectiveness ofiralecontrol based on the assessed risk
performing such other procedures as we considegedssary in the circumstances. We believe thatodit provides a reasonable basis
our opinion.

A companys internal control over financial reporting is aopess designed to provide reasonable assurancediregahe reliability o
financial reporting and the preparation of finahcstatements for external purposes in accordantb generally accepted account
principles. A company internal control over financial reporting inclsdéhose policies and procedures that (1) pertathéanaintenance
records that, in reasonable detail, accurately faity reflect the transactions and dispositionstlvé assets of the company; (2) pro
reasonable assurance that transactions are recasdadcessary to permit preparation of financialestents in accordance with genei
accepted accounting principles, and that receiptsexpenditures of the company are being made ion¢cordance with authorizations
management and directors of the company; and @)ige reasonable assurance regarding preventigimefy detection of unauthoriz
acquisition, use, or disposition of the companysats that could have a material effect on thentiizd statements.

Because of its inherent limitations, internal cohtyver financial reporting may not prevent or d@etaisstatements. Also, projections of
evaluation of effectiveness to future periods argject to the risk that controls may become inadégjbecause of changes in condition
that the degree of compliance with the policieprocedures may deteriorate.

In our opinion, the Company maintained, in all mialerespects, effective internal control over fioal reporting as of December 31, 2(
based on criteria established in the 2013 InteBoaltrol—Integrated Framework issued by COSO.

We also have audited, in accordance with the stasdaf the Public Company Accounting Oversight Bo@ynited States), the consolida

financial statements of the Company as of and Herytear ended December 31, 2014, and our repartd ddarch 23, 2015 expressec
unqualified opinion on those financial statements.

/sl GRANT THORNTON LLP

Dallas, Texas
March 23, 2015
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PFSWEB, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(In thousands, except share data)

ASSETS
CURRENT ASSETS
Cash and cash equivalel
Restricted cas
Accounts receivable, net of allowance for doub#fttounts of $447 and $382 at
December 31, 2014 and December 31, 2013, regekc

Inventories, net of reserves of $768 and $962 aebwer 31, 2014 and December 31,

2013, respectivel
Other receivable
Prepaid expenses and other current a:
Total current asse
PROPERTY AND EQUIPMENT, ne
IDENTIFIABLE INTANGIBLES, net
GOODWILL
OTHER ASSETS
Total asset

LIABILITIES AND SHAREHOLDERS’ EQUITY
CURRENT LIABILITIES:
Current portion of lon-term debt and capital lease obligati
Trade accounts payak
Deferred revenu
Accrued expense
Total current liabilities
LONG-TERM DEBT AND CAPITAL LEASE OBLIGATIONS, less currg portion
DEFERRED REVENUE
DEFERRED RENT
OTHER LIABILITIES
Total liabilities

COMMITMENTS AND CONTINGENCIES

SHAREHOLDER¢ EQUITY:
Preferred stock, $1.00 par value; 1,000,000 shard®rized; none issued or
outstanding
Common stock, $0.001 par value; 35,000,000 sharte®azed; 17,047,093 and

16,540,904 shares issued at December 31, 2@LBarember 31, 2013, respectively; and
17,013,626 and 16,507,437 outstanding at DeceB1he€014 and December 31, 2013,

respectively
Additional paic-in capital
Accumulated defici
Accumulated other comprehensive inca
Treasury stock at cost, 33,467 she
Total shareholde’ equity
Total liabilities and sharehold¢ equity

December 31
2014

December 31
2013

$ 18,12¢ $ 22,41¢
521 130

59,12¢ 55,297

10,53+ 14,16¢

5,63¢ 5,241

7,102 4,712

101,05( 101,96:

26,601 27,19(

2,17C —

8,36€ —

2,55€ 2,88

$ 140,746 $ 132,03¢
$ 6,85C $ 8,231
38,847 34,09¢

9,09¢ 8,181

28,47¢ 25,04¢

83,26- 75,55¢

4,062 2,87€

5,35E 7,491

4,87C 5,191

3,091 —

100,641 91,111

17 17

129,45; 124,52:
(89,926) (85,300)

682 1,811

(125) (125)

40,10¢ 40,92¢

$ 140,746 $ 132,03¢

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

CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHEN SIVE LOSS
FOR THE YEARS ENDED DECEMBER 31
(In thousands, except per share data)
2014 2013
REVENUES:
Product revenue, n $ 75,282 $ 90,982
Service fee revent 134,38¢ 112,97
Pas-through revenu 37,37¢ 37,644
Total revenue: 247,04¢ 241,60:
COSTS OF REVENUES
Cost of product revent 71,01¢ 85,237
Cost of service fee reven 94,85¢ 77,16(
Cost of pas-through revenu 37,37¢ 37,64
Total costs of revenue 203,25¢ 200,04
Gross profit 43,792 41,562
SELLING, GENERAL AND ADMINISTRATIVE EXPENSES,
including stock based compensation expense of $308 $2,574 in
the years ended December 31, 2014 and 2013, rasge 47,65¢ 46,23¢
Loss from operation (3,86€) (4,673)
INTEREST EXPENSE, ne 813 679
Loss from operations before income ta (4,679 (5,352
INCOME TAX EXPENSE (BENEFIT (53) 539
NET LOSS $ (4,626) $ (5,897)
NET LOSS PER SHARE
Basic $ (0.28) $ (0.39)
Diluted $ (0.28) $ (0.39
WEIGHTED AVERAGE NUMBER OF SHARES OUTSTANDINC
Basic 16,731 14,957
Diluted 16,737 14,957
COMPREHENSIVE LOSS
Net loss $ (4,626) $ (5,89))
Foreign currency translation adjustm (1,129 257
TOTAL COMPREHENSIVE LOS¢ $ (5,755 $ (5,639

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

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
(In thousands, except share data)

Accumulated

Additional Other Total
Common Stock Paid-In Accumulated Comprehensive  Treasury Stock  Shareholders'
Shares Amount  Capital Deficit Income (Loss) Shares Amount Equity
Balance, December 31, 2012 12,812,381 $ 13 $106,01¢ $ (79,409 $ 1,554 33,467 $ (125 $ 28,051
Net loss — — — (5,897 — — — (5,897
Stock-based compensation expense — — 2,574 — — — — 2,574
Issuance of common stock 3,728,51¢ 4 15,93( — — — — 15,93¢
Other comprehensive loss - foreign currel
translation adjustmel B B B B 2 B B 28
Balance, December 31, 2013 16,540,90. 17 124,52 (85,300 1,811 33,467 (125) 40,92t
Net loss — — — (4,62€) — — — (4,62€)
Stock-based compensation expense, net . . 2.62C . . . . 2.62C
taxes
Issuance of common stock 451,58t — 1,631 — — — — 1,631
Shares issued for acquisition 54,60¢ — 544 — — — — 544
Non-cash compensation expense — — 140 — — — — 140
Other comprehensive loss - foreign currel c c
translation adjustmel B B B B (1,129 B B (1,129)
Balance, December 31, 2014 17,047,09: $ 17 $129,457 $ (89,92€) $ 682 33,467 $ (125) $ 40,10

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

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31

(In thousands)

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss

Adjustments to reconcile net loss to net cash piexviby operating activitie

Depreciation and amortizatic
Provision for doubtful accoun
Provision for excess and obsolete invent
Deferred income taxe
Stocl-based compensation expel
Non-cash compensation exper
Changes in operating assets and liabilit
Restricted cas
Accounts receivabl
Inventories
Prepaid expenses, other receivables and othes:
Deferred ren

Accounts payable, deferred revenue, accrued expemgkother liabilitie

Net cash provided by operating activit

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property and equipmr
Acquisitions, net of cash acquir

Net cash used in investing activiti

CASH FLOWS FROM FINANCING ACTIVITIES
Net proceeds from issuance of common s
Increase (decrease) in restricted ¢
Payments on capital lease obligatis
Payments on lor-term debt, ne

Net cash provided by (used in) financing activi

EFFECT OF EXCHANGE RATES ON CASH AND CASH EQUIVALEN
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENT
CASH AND CASH EQUIVALENTS, beginning of peric

CASH AND CASH EQUIVALENTS, end of perio

SUPPLEMENTAL CASH FLOW INFORMATION
Non-cash investing and financing activitie

Property and equipment acquired under -term debt and capital leas

2014

2013

$ (4,626) $ (5,891
11,67¢ 10,21(

165 25

53 81

(841) 29

3,05¢ 2,574

140 —

(31) 28

(2,747 (9,279

3,407 10,45¢

(2,526) 2,49¢

(187) (273)

5,79¢ (3,636)

13,34¢ 6,82¢

(5,44F) (7,971

(6,366) —

(11,81)) (7,971)

1,631 15,93¢

(360) 126

(2,539 (2,680)

(2,929) (9,724)

(4,191) 3,65€

(1,637 279

(4,290) 2,792

22 ,41¢ 19,62¢

$ 18,12¢ $ 22,41¢
$ 5344 $ 1,33¢

The accompanying notes are an integral part ottheasolidated financial statements.
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PFSWEB, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. Overview

PFSweb, Inc. and its subsidiaries are collectivefgrred to as the “Company;” “Supplies Distribstorefers to Supplies Distributors,
Inc. and its subsidiaries; “Retail Connect” referFSweb Retail Connect, Inc.; “REV” collectiveifers to REV Solutions, Inc. and
REVTECH Solutions India Private Limited; “LAL" refs to LiveArealabs, Inc., and “PFSwetgfers to PFSweb, Inc. and its subsidiaries
affiliates, excluding Supplies Distributors and &ke€onnect.

PFSweb Overviey

PFSweb is a global provider of ometiannel commerce solutions, including a broad rarigechnology, infrastructure and professic
services, to major brand name companies and ogkeelsng to optimize their supply chain and to ekaheir online and traditional business
channels and initiatives in the United States, @apand Europe. PFSweb’s service offerings incluelesite design, creation and integration,
digital agency and marketing, eCommerce technaospgieler management, customer care, logisticsfithfient, financial management a
professional consulting.

Supplies Distributors Overvie

Supplies Distributors and PFSweb operate undeiilslisbr agreements with Ricoh Company Limited ancbR USA Inc., a strategic
business unit within the Ricoh Family Group of C@mies (collectively hereafter referred to as “Rigpbnder which Supplies Distributors
acts as a distributor of various Ricoh products Wajority of Supplies Distributors’ revenue is geated by its sale of product purchased
from Ricoh.

Supplies Distributors has obtained financing (se&ehl4 and 5) to fund the working capital requiretador the sale of primarily Ricoh
products. Pursuant to the transaction managementag agreements between PFSweb and SupplieshDistis, PFSweb provides to
Supplies Distributors transaction management alfifiriient services, such as managed web hostingnaaititenance, procurement support,
web-enabled customer contact center services, roestelationship management, financial serviceluding billing and collection services,
information management, and international distidruservices. Supplies Distributors does not h&srewn sales force and relies upon
Ricoh'’s sales force and product demand generation aesiir its sale of Ricoh products. Supplies Digttors sells its products in the Uni
States, Canada and Europe.

All of the agreements between PFSweb and Suppiwsiliuitors were made in the context of a relatadyprelationship and were
negotiated in the overall context of PFSweb’s angplies Distributors’ arrangement with Ricoh. Altilgh management believes the terms of
these agreements are generally consistent withmfaiket values, there can be no assurance thatittes charged to or by each company
under these arrangements are not higher or lowerttie prices that may be charged by, or to, Uizdéfd third parties for similar services. .
of these transactions are eliminated upon congalitla

2. Acquisition of REV

On September 3, 2014, Priority Fulfillment Servides. (“PFS”), a wholly-owned subsidiary of PFSwabquired the outstanding
capital stock of REV, which provides eCommerce \iteliechnical design, development and support sesyienabling retailers,
manufacturers and suppliers to optimize the cust@xgerience across multiple channels. REV maistaperations in the United States and
India. Consideration paid for the shares includedhitial $2.6 million cash payment . In Decem!2914, PFS paid an additional $0.6
million, which represented a true-up adjustmentebam REV'’s final shareholders’ equity balance carefd to the balance as of the date of
acquisition. The purchase agreement provides tarduearn-out payments (“REV Earn-out Paymentsyape in 2015 and 2016 based on
REV'’s achievement of certain 2014 and 2015 findrtaeigets, with a guaranteed minimum of an aggeegat1.4 million and an aggregate
maximum of $3.25 million, in each case, subjeqidssible offsets for indemnification and othermigiarising under the purchase
agreement. At PFS’ election, up to $0.2 milliond &9.3 million of the 2014 REV Earn-out Paymentd 2015 REV Earn-out Payments,
respectively, are payable in unregistered sharesmimon stock of the Company. As of December 3142the Company has recognized a
total liability of $2.9 million applicable to thegected REV earn-out payments, of which, $1.4ionilis reflected as a current liability and is
expected to be paid in 2015.
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PFSWEB, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (conti nued)

The transaction was accounted for using the puecheethod of accounting for business combinations accordingly, the assets
acquired and liabilities assumed, including ancatmn of purchase price, and the results of ofmeraif REV have been included in the
Company's consolidated financial statements simeelate of acquisition. The Company determinedviaine using a combination of the
discounted cash flow, market multiple and markgitedization valuation methods.

The following table summarizes the estimated falug of the tangible and intangible assets acquredliabilities assumed (in
thousands):

Cash and cash equivale $ 765
Accounts receivabl 1,758
Property and equipme 289
Identifiable intangible: 1,01¢
Other asset 16
Total assets acquire 3,842
Total liabilities assume 655
Net assets acquire 3,187
Total purchase pric 5,943
Goodwill $ 2,75€

Purchase price for REV is as follows (in thousands)

Aggregate cash paymer $ 3,161
Performanc-based contingent paymet 2,782
Total purchase pric $ 5,945

The excess of the purchase price over the fairevaluhe net identifiable assets acquired andliteds assumed was allocated to
goodwill. Total goodwill of $2.8 million, none oflvich is deductible for tax purposes, is not beimggized but is subject to an annual
impairment test using a fair-value-based approach.

The Company is amortizing the identifiable intargiassets acquired using a pattern in which thea@uoe benefit of the assets are
expected to be realized by the Company over tlsimated remaining useful lives. There are no tedigtalues for any of the intangible
assets subject to amortization acquired durindB¥ acquisition.

Definite lived intangible assets acquired in thevREequisition consist of (in thousands):

December 31, 201 Estimatec
Fair Value Accumulatec Net Carrying Useful Life
at Acquisition Amortization Value from Acquisition
Non-compete agreemer $ 94 $ (15) $ 79 1-3.5 years
Leaseholc 45 (6) 39 2.5 years
Customer relationshir 880 (49) 831 6 years
Total definite lived intangible asse $ 1,01¢ $ (70) $ 949

Acquisition of LAL

Effective September 22, 2014, PFS acquired theandig capital stock of LAL, which provides didityency services including
strategy, branding, website design, visual desigpywriting, interactive development and supporviees primarily to manufacturers and
retailers. LAL operates in the United States. @Geration paid for the shares included an initié@lOdmillion cash payment and 54,604
unregistered shares of Company stock (approxim&@¥f million in value as of acquisition date). €ljpurchase agreement provides for fu
earn out payments (“LAL Earn-out Payments”) payabl2015 and 2016 based on LAL'’s achievement dbge2014 and 2015 financial
targets, with no guaranteed minimum and an aggeegakimum of $3.0 million, in each case, subjeqgidssible offsets for indemnification
and other claims arising under the purchase agnee®MePFS’ election, up to 25% of the 2015 LAL Baout Payments are payable in
unregistered shares of common stock of the CompaAsyof December 31, 2014,
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PFSWEB, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (conti nued)

the Company has recognized a total liability oshillion applicable to the projected LAL earn-gayments, of which, $1.0 million is
reflected as a current liability and is expecteteqaid in 2015.

The transaction was accounted for using the puecheethod of accounting for business combinationls accordingly, the assets
acquired and liabilities assumed, including ancatmn of purchase price, and the results of omsraf LAL have been included in the
Company's consolidated financial statements simeelate of acquisition. The Company determinedviaine using a combination of the
discounted cash flow, market multiple and markeitetization valuation methods.

The following table summarizes the preliminary wtiged, estimated fair value of the tangible andngiible assets acquired and
liabilities assumed (in thousands):

Cash $ 30
Accounts receivable, n 1,29¢
Property and equipme 253
Identifiable intangible: 1,29C
Other asset 28
Total assets acquire 2,90C
Total liabilities assume 1,617
Net assets acquire 1,28:
Total purchase pric 6,89
Goodwill $ 5,61C

Purchase price for LAL is as follows (in thousarnels;ept share data):

Number of shares of common stock iss 54,604
Multiplied by PFSweb Inc.'s stock pri $ 9.96
Share consideratic $ 544
Aggregate cash paymer 4,00C
Performanc-based contingent paymet 2,34¢
Total purchase pric $ 6,89:

The excess of the purchase price over the fairevaluhe net identifiable assets acquired andliteds assumed was allocated to
goodwill. Total goodwill of $5.6 million, none oftich is deductible for tax purposes, is not beimgpeized but is subject to an annual
impairment test using a fair-value-based approach.

The Company is amortizing the identifiable intargiassets acquired using a pattern in which tha@uoe benefit of the assets are
expected to be realized by the Company over tistiimated remaining useful lives. There are no tedigdalues for any of the intangible
assets subject to amortization acquired durindthie acquisition.

Definite lived intangible assets acquired in thelL#&cquisition consist of (in thousands):

December 31, 201 Estimatec
Fair Value Accumulatec Net Carrying Useful Life
at Acquisition Amortization Value from Acquisition
Non-compete agreemer $ 150 $ (11 s 139 3.5 years
Trade nam 150 (16) 134 2.25 year:
Customer relationshiy 990 (42) 948 6 years
Total definite lived intangible asse $ 1,29C $ (69 $ 1,221
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PFSWEB, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (conti nued)

Definite Lived Intangible Asset Amortizatio

The Company recognized $0.1 million of amortizatixpense, applicable to the REV and LAL definited intangible assets in
selling, general and administrative expenses imt20he estimated amortization expense for eacheohéxt five years is as follows (in
thousands):

2015 $ 475
2016 459
2017 408
2018 320
2019 312

Pro Forma Information

The following table presents selected pro formarimiation, for comparative purposes, assuming theiaitions of REV and LAL had
occurred on January 1, 2013 (unaudited) (in thadsagxcept per share amounts):

Year Endec
December 31
2014 2013
Total revenues $ 258,45( $ 254,691
Net loss (2,287) (5,284)
Basic and diluted net loss per sh (0.19 (0.35)

The unaudited pro forma information combines ttetdnical audited consolidated results of the Comifzanperations and REV'’s and
LAL'’s operations for the years ended December B14Z2and 2013 giving effect to the acquisitions egldted events as if they had been
consummated on January 1, 2013. The unauditetbpra total revenues and pro forma net loss ar@eoc¢ssarily indicative of the
consolidated results of operations for future pasior the results of operations that would havenlbeelized had the Company consolidated
REV and LAL during the periods noted.

Acquisition Related Expense

The Company incurred approximately $1.7 millioraofjuisition-related costs during the year endeceBber 31, 2014, which are
included in selling, general and administrativeenges in the consolidated statements of operations.

3. Significant Accounting Policies
Principles of Consolidatior
All intercompany accounts and transactions have leiminated in consolidation.

Investment in Affiliates

Priority Fulfillment Services, Inc. (“PFS”), a whplowned subsidiary of PFSweb, has made advanc8splies Distributors that are
evidenced by a Subordinated Demand Note (the “Slihated Note”). Under the terms of certain of tr@rpany’s debt facilities, the
outstanding balance of the Subordinated Note camnaicreased to more than $5.0 million or decrésdess than $2.5 million without pr
approval of certain of the Company’s lenders (se&8l4 and 5). As of December 31, 2014 and 20&3ptitstanding balance of the
Subordinated Note was $2.5 million and $3.5 millimspectively. The Subordinate Note is eliminatethe Company’s consolidated
financial statements.

PFS has also made advances to LAL, which totaledi ig@llion as of December 31, 2014 and are elingdah the Company’s
consolidated financial statements.
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PFSWEB, INC. AND SUBSIDIARIES
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Use of Estimates

The preparation of consolidated financial statemeant related disclosures in conformity with acdimgnprinciples generally accepted
in the United States of America (“US GAAP”) req@mmanagement to make judgments, estimates and jpggnathat affect the reported
amounts of assets, liabilities, revenues and exgseasd disclosure of contingent assets and ligsiliT he recognition and allocation of cer
revenues and selling, general and administratiperses in these consolidated financial statemésdgequire management estimates and
assumptions.

Estimates and assumptions about future eventshamdeffects cannot be determined with certaintye Company bases its estimates
on historical experience and various other assumgtbelieved to be applicable and reasonable uhderircumstances. These estimates may
change as new events occur, as additional infoomasi obtained and as the operating environmentgd®m These changes have been
included in the consolidated financial statemestsadn as they became known. In addition, managempariodically faced with
uncertainties, the outcomes of which are not wittsircontrol and will not be known for prolongedipels of time. Based on a critical
assessment of accounting policies and the undgrjyislgments and uncertainties affecting the apptinaof those policies, management
believes the Company’s consolidated financial stetas are fairly stated in accordance with US GA&fR] provide a fair presentation of the
Company’s financial position and results of openadi

Revenue and Cost Recognitic

The Company derives revenue primarily from servimewided under contractual arrangements withliénts or from the sale of
products under its distributor agreements. Thefalhg revenue recognition policies define the manmaevhich the Company accounts for
sales transactions.

The Company recognizes revenue when persuasiveregdf a sales arrangement exists, product shiponeielivery has occurred or
services have been rendered, the sales price & figed or determinable, and collectability imsenably assured.

In instances where revenue is derived from salélsif-party vendor services, the Company recoegemue on a gross basis when the
Company is a principal to the transaction and fiebsts when the Company is acting as an agentdegithe customer or client and the
vendor. The Company considers several factorgterohine whether it is a principal or an agent, tmasably whether the Company is the
primary obligor to the vendor or customer, hashdisthed its own pricing and has inventory and dradks, if applicable.

Product Revenue Activity

Depending on the terms of the customer arrangerBepplies Distributors recognizes product revemgeoduct cost either upon the
shipment of product to customers or when the custoeteives the product. Supplies Distributors srits customers to return product for
credit against other purchases, which include nstéwr defective products (that Supplies Distribsitihen returns to the manufacturer) and
incorrect shipments. Supplies Distributors providesserve for estimated returns and allowanceo#erbs terms to its customers that it
believes are standard for its industry.

Freight costs billed to customers are reflectedamsponents of product revenue. Freight costs ieduare recorded as a component of
cost of goods sold.

Under its distributor agreements (see Note 7), BegPistributors bills Ricoh for reimbursementsceftain expenses, including: pass-
through customer marketing programs, including teband coop funds; certain freight costs; direstsincurred in passing on any price
decreases offered by Ricoh to Supplies Distributoiigs customers to cover price protection andadeispecial bids; the cost of products
provided to replace defective product returnedust@mers; and certain other expenses as definggli€s Distributors records these
reimbursable amounts as they are incurred as mtheivables in the consolidated balance sheetamitbrresponding reduction in either
inventory or cost of product revenue. Suppliesitistors also records pass-through customer magk@tiograms as a reduction of both
product revenue and cost of product revenue.
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Service Fee Revenue Activity

The Company'’s service fee revenue primarily rel&tdts distribution services, order managementfmusr care services, professional
digital agency and technology services. The Compgpigally charges its service fee revenue on eigheost-plus basis, a percent of shipped
revenue basis , on a time and materials, projexttainer basis for professional services, or ana@saction basis, such as a per item basis fol
fulfillment services or a per labor hour basisvigb-enabled customer contact center services. iddditfees are billed for other services.

The Company evaluates its contractual arrangenteitstermine whether or not they include multievice elements. Revenue
recognition is determined for the separate semiements of the contract in accordance with thairements of Accounting Standards
Cadification 605, “Revenue Recognition.” A deligbte constitutes a separate unit of accounting vitheas standalone value and there are
no return rights or other contingencies presenttferdelivered elements. The Company allocatesmas to each element based on estimated
selling price. Each of the Companrylient contracts, and the related services, iguen with individual needs and criteria customifedeacl
client. Each client engagement is scoped andggeparately and as such the Company is not alelstablish vendor specific objective
evidence of fair value for its services, nor isdhparty evidence available to establish standekmlling prices. Accordingly the Company
uses management’s best estimate of selling pricénéodeliverables. The Company establishes itmatts considering internal factors such
as margin objectives, pricing practices and cosatasl well as market conditions such as competitoing strategies.

Distribution services relate primarily to inventananagement, product receiving, warehousing arfitiugnt (i.e., picking, packing
and shipping) and facilities and operations managgngervice fee revenue for these activitieséegaized as earned, which is either (i) ¢
per transaction basis or (ii) at the time of pradulfillment, which occurs at the completion oftlistribution services.

Order management/customer care services relatapiyno taking customer orders for the Companyisnts’ products. These servic
also entail addressing customer questions relatedders, as well as cross-selling/up-selling #itts. Service fee revenue for this activity is
recognized as the services are rendered. Feesechiaxrthe client are on a per transaction basiscas either (i) a pre-determined fee per
order or fee per telephone minutes incurred, (feadedicated agent fee, or (iii) are includethaproduct fulfillment service fees that are
recognized on product shipment.

Professional consulting and technology servicemage primarily relate to design, implementatiomyise and support of eCommerce
platforms, website design and solutions and quabtytrol for the Company’s clients. Additionalthe Company provides digital agency
services that enable client marketing programsttaa new customers, convert buyers and increadesite value. These fees are typically
charged on either a per labor hour or transactasisba dedicated resource model, a fixed pri@ngament, or a percent of merchandise
shipped basis. Service fee revenue for this agtisigenerally recognized as the services are redde

The Company performs front-end set-up and integmagervices to support client eCommerce platfomusveebsites. When the
Company determines these front-endigend integration services do not meet the caitieni recognition as a separate unit of accountim
Company defers the start-up fees received andethted costs, and recognizes them over the connastwhich the Company believes
approximates the performance period. When the Cayngatermines these front-end set-up and integragovices do meet the criteria for
recognition as a separate unit of accounting,ifoe and material arrangements, the Company recegme/enue as services are rendered anc
costs as they are incurred. For fixed-price arraraggs, the Company uses the completed contraciochédhrecognize revenues and costs if
reasonable and reliable cost estimates for a grofgmot be made. If reasonable and reliable estimates for a project can be made, the
Company recognizes revenue over the contract teremgroportional performance basis, as determigeatidrelationship of actual costs
incurred compared to the estimated total contrastsc

The Company'’s billings for reimbursement of outpafeket expenses, including travel and certain thadty vendor expenses such as
shipping and handling costs and telecommunicati@mges, are included in pass-through revenue. dlated reimbursable costs are reflected
as cost of pass-through revenue.

The Companys cost of service fee revenue, representing thietegsovide the services described above, is neizeg as incurred. Cc
of service fee revenue also includes certain asteciated with technology collaboration and ongééthnology support that include
maintenance, web hosting and other ongoing progiamattivities. These activities are primarily perhed to support the distribution and
order management/customer care services and argnieed as incurred.
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Accounts Receivable

The Company recognizes revenue and records tradeats receivable, pursuant to the methods desteabeve, when collectability is
reasonably assured. Collectability is evaluateithénaggregate and on an individual customer ontchasis taking into consideration payment
due date, historical payment trends, current firerposition, results of independent credit evatrat and payment terms. Related reserve
determined by either using percentages applieéitaio aged receivable categories based on hiategsults, reevaluated and adjusted as
additional information is received, or a specifientification method. After all attempts to collecteceivable have failed, the receivable is
written off against the allowance for doubtful agcots.

Deferred Revenues and Deferred Costs

The Company primarily performs its services undattiple year contracts, certain of which includelg&ermination provisions, and
clients are obligated to pay for services perforniedonjunction with these long-term contractg® @ompany sometimes receives start-up
fees to cover its implementation costs, includiegain technology infrastructure and developmestd/Nhen the Company determines that
these set-up and integration activities do not rttetriteria for recognition as a separate unaagfounting, the Company defers the start-up
fees received, and the related costs, and recagtiizen over the contract term, which the Compatigyes approximates the performance
period. The amortization of deferred revenue ituided as a component of service fee revenue. Thetaation of deferred implementation
costs is included as a cost of service fee revehu¢he extent implementation costs for rtenhnology infrastructure and development ex
the corresponding fees received, the excess castxpensed as incurred. The following summarizegieferred implementation revenues
and costs, excluding technology and developmeris ¢bat are included in property and equipmenti@usands):

December 31,

2014 2013
Deferred implementation revenu
Current $ 9,09 $ 8,181
Non-Current 5,35¢ 7,491

$ 1445 $ 15,67-

Deferred implementation cos
Current $ 3,30¢ $ 1,977
Non-Current 1,27¢ 1,78C
$ 458t $ 3,757

Current and non-current deferred implementatiotss@xcluding technology and development costsaa@mponent of prepaid
expenses and other current assets and other asspesctively.

Concentration of Business and Credit Risk

No product revenue customer or service fee cliglationship represented more than 10% of the Cogipaonsolidated total net
revenues during the years ended December 31, 202018. One client exceeded 10% of the Compamyisalidated accounts receivable at
December 31, 2013.

The Company has provided certain collateralizedantaes of its subsidiaries’ financings and craditngements. These subsidiaries’
ability to obtain financing on similar terms woudé significantly impacted without these guarantees.

The Company has multiple arrangements with Intésnat Business Machines Corporation (“IBM”) and &ic These arrangements
include Supplies Distributors’ distributor agreenseand certain of Supplies Distributors’ workingital financing agreements. The majority
of Supplies Distributors’ revenue is generatedtbale of product purchased from Ricoh. Supplissributors also relies upon Ricoh'’s sales
force and product demand generation activitiestaadliscontinuance of such services would havetanmhimpact upon Supplies
Distributors’ business. In addition, Supplies Diattors has product sales to IBM and Ricoh busiaéfigates.

As a result of certain operational restructuringt®@business, Ricoh has implemented, and williooietto implement, certain changes
in the sale and distribution of Ricoh products. Thanges have resulted, and are expected to certbmesult, in reduced revenues and
profitability for Supplies Distributors.
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Cash and Cash Equivalents

Cash equivalents are defined as short-term higiplyd investments with original maturities, whergaized, of three months or less. At
times, the Company has cash balances in bank atscthat exceed Federal Deposit Insurance Corporatgured limits. The Company has
not experienced any losses related to these caslecations.

Other Receivables

Other receivables include $3.6 million and $3.9ioml as of December 31, 2014 and 2013, respectipelgnarily for amounts due fro
Ricoh for costs incurred by the Company under fbidutor agreements (see Note 7). In additiohepteceivables include $1.3 million and
$0.7 million as of December 31, 2014 and 2013,aetyely, applicable to value added tax receivables

Inventories

Inventories (all of which are finished goods) aed at the lower of weighted average cost or gtafkhe Company establishes
inventory reserves based upon estimates of dedhnesues due to inventories that are slow movingbsolete, excess levels of inventory or
values assessed at lower than cost.

Supplies Distributors assumes responsibility fomsmoving inventory under its Ricoh distributor agments, subject to certain
termination rights, but has the right to returndarct rendered obsolete by engineering changesfased (see Note 7). In the event PFSweb,
Supplies Distributors and Ricoh terminate the digtor agreements, the agreements provide for dinéées to mutually agree on a plan of
disposition of Supplies Distributors’ then existiimgentory.

Supplies Distributors’ inventories include merchiaedn-transit that has not been received by the@amy but that has been shipped
and invoiced by Supplies Distributors’ vendors. Theresponding payable for inventories in-trarsinicluded in accounts payable in the
accompanying consolidated financial statements.

The Company reviews inventory for impairment oreaigdic basis, but at a minimum annually. Recoviitglof the inventory on han
is measured by comparison of the carrying valuda@finventory to the fair value of the inventorhéelreserve for slow moving or excess
inventory was $0.8 million and $1.0 million as océ&@mber 31, 2014 and 2013, respectively.

Property and Equipmen

The components of property and equipment as of dbee 31, 2014 and 2013 are as follows (in thougands

December, 31 Depreciable
2014 2013 Life
Purchased and capitalized software c $ 44514 $ 39,82¢ 2-7 years
Furniture and fixture 23,45¢ 23,15¢ 2-10 years
Computer equipmet 12,184 11,05C 3-5years
Leasehold improvemen 13,82¢ 13,64¢ 3-10 years
Other 1,144 2,52C 3-5years
95,12¢ 90,20t
Less-accumulated depreciation and amortiza (68,519 (63,015)
Property and equipment, r $ 26,60/ $  27,19C

The Company makes judgments and estimates in cctigarwith the carrying value of these assetsuidicl amounts to be
capitalized, depreciation and amortization methanuts useful lives. Additionally, the Company revidmsg-lived assets for impairment
whenever events or changes in circumstances irdibatcarrying amount of an asset may not be reablee The Company records
impairment losses, if any, in the period in whibh Company determines the carrying amount is roiverable. Recoverability of any assets
to be held and used is measured by a comparisthe afarrying amount of an asset to future net dasis expected to be generated by the
asset. This may require the Company to make judtgmwegarding londerm forecasts of future revenues and costs retatdte assets subje
to review. During 2014 and 2013, no impairment mfperty and equipment was identified or recorded.
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Property and equipment are stated at cost andepreciated using the straight-line method oveetitamated useful lives of the
respective assets. Capitalized implementation @stslepreciated over the respective client conteac, which the Company believes
approximates the performance period. Leaseholdawgments are amortized over the shorter of thtulisie of the related asset or the
remaining lease term. Depreciation and amortizatxpense related to property and equipment, exaluckpital leases, during 2014 and
2013 was $9.1 million and $7.6 million, respectjvel

The Company’s property held under capital leasesuaitnto approximately $4.8 million and $4.0 millioret of accumulated
amortization of approximately $4.0 million and $4ndlion, at December 31, 2014 and 2013, respelgtii2epreciation and amortization
expense related to capital leases during 2014 @h8 as $2.5 million and $2.6 million, respectively

Long-Lived Assets

The Company reviews lonlgred assets with definite lives for impairment wleger events or changes in circumstances indibatete
carrying amount of an asset may not be recoveralie. Company reviews goodwill for an impairmenteaist annually. Long-lived assets
include property, intangible assets, goodwill apdain other assets. Recoverability of assets &somed by a comparison of the carrying
amount of an asset to future net cash flows exgdotbe generated by the asset. If such assetoas@lered to be impaired, the impairment
to be recognized is measured as the amount by wiécbarrying amount of the assets exceeds thedhie of the assets. Fair value is
determined using appraisals, discounted cash fl@ilyais or similar valuation techniques. We maldgjuents and estimates in conjunction
with the carrying value of these assets, includingunts to be capitalized, depreciation and anaditiz methods and useful lives. We record
impairment losses in the period in which we detamrthat the carrying amount is not recoverables Ty require us to make judgments
regarding long-term forecasts of our future revenared costs related to the assets subject to review

Operating Leases

The Company leases certain real estate for itshwaisee, call center, sales, professional servicecarporate offices, as well as certain
equipment under non-cancelable operating leaségxpae at various dates through 2024. Managemgmects that, in the normal course of
business, leases that expire will be renewed daced by other similar leases. The Company recegréscalating lease payments on a
straight-line basis over the term of each respedtase, and classifies the difference betweengaginents and rent expense recognized as
deferred rent in the accompanying consolidatednoalaheets.

Foreign Currency Translation and Transactions

For the Company’s Canadian, European and Indiaratipes, the local currency is the functional cnog Assets and liabilities are
translated at exchange rates in effect at the étitegeriod, and income and expense items arsl&i@d at the average exchange rates on a
monthly basis.

The Company includes currency gains and lossebam-term intercompany advances in the determinatfmet income and loss. The
Company reports gains and losses on intercomparigfocurrency transactions that are of a long-tenastment nature as a separate
component of shareholders’ equity.

Stock-Based Compensation

The Company uses stock-based compensation, inglstiick options, deferred stock units and otherkstiased awards to provide
long-term performance incentives for its executilkey employees and non-employee directors. Frenséhvice inception date to the grant
date, the Company recognizes compensation coatlfshare-based payments based on the reportiegalavalue of the award. After the
grant date, compensation cost is measured bast grant date fair value. Depending on the cantitassociated with the vesting of the
award, compensation cost is recognized on a strighor graded basis, net of estimated forfesumver the requisite service period of each
award. The Company records compensation costamponent of selling, general and administrativeemses in the consolidated statem
of operations.

The Company estimates the fair value of each ogrant on the date of grant using the Black-Schof#®n-pricing model and
estimates the compensation cost for certain ofthards that have a performance condition using até4@arlo simulation. The estimated 1
value for awards involves assumptions for expedteidiend yield, stock price volatility, risk-freaterest rates and the expected life of the
award.
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Income Taxes

For federal income tax purposes, tax years thaaiesubject to examination include years 2011 thho2014. However, the utilization
of net operating loss (“NOL”) carryforwards thabse prior to 2011 remains subject to examinatioouph the years such carryforwards are
utilized. For Europe, tax years that remain subiieetxamination include years 2012 to 2014. Howgether utilization of NOL carryforwards
that arose prior to 2012 remain subject to exarnndhrough the years such carryforwards are etliZor Canada, tax years that remain
subject to examination include years 2006 to 2d&pending on the subsidiary. For state income tagqgses, the tax years that remain
subject to examination include years 2010 to 2d&pending upon the jurisdiction in which the Comp#iles tax returns. The Company and
its subsidiaries have various income tax returrthénprocess of examination. The Company doesxpatat these examinations will result in
unrecognized tax benefits.

Deferred tax assets and liabilities are recogniaethe future tax consequences attributable tiedfices between the financial
statement carrying amounts of existing assetsiabdities and their respective tax bases. Defetagdassets and liabilities are measured t
enacted tax rates expected to apply to taxableriada the years in which those temporary differsrare expected to be recovered or settled.
The effect on deferred tax assets and liabilitfes change in tax rates is recognized in incontbdénperiod that includes the enactment date.
Valuation allowances are established when necessaegduce deferred tax assets to the amount rik@dg than not to be realized.

The Company recognizes interest and penaltiesrbtatcertain tax positions in income tax expense.

Self Insurance

The Company is self-insured in the U.S. for medigalirance benefits up to certain stop-loss lin8tsch costs are accrued based on
known claims and an estimate of incurred, but apbrted (“IBNR”) claims. IBNR claims are estimatgging historical lag information and
other data provided by claims administrators.

Fair Value of Financial Instruments

The carrying value of the Company’s financial iostents, which include cash and cash equivalentsuats receivable, accounts
payable, debt and capital lease obligations, apprate their fair values based on short terms tauritgtor current market prices and interest
rates.

Comprehensive Income (Loss)

Comprehensive income (loss) is defined as the ahangquity (net assets) of a business enterptisagla period from transactions
and other events and circumstances from non-owmecss. Comprehensive income (loss) consists dhneine (loss) and foreign currency
translation adjustments.

Net Loss Per Common Sha

Basic and diluted net loss per share are compuyteliviling net loss by the weighted-average nundfeommon shares outstanding
for the reporting period. The following equity awarsee Note 6) have been excluded from the céionlef diluted net loss per share as tl
effect would be anti-dilutive: 1.6 million and In8llion stock options for the years ended Decengigr2014 and 2013, respectively; 0.6
million and 0.5 million performance shares for flears ended December 31, 2014 and 2013, respectaral 41,000 deferred stock units for
the year ended December 31, 2014.

Cash Paid For Interest and Taxes During Year

The Company made payments for interest of appraeiyn&0.7 million in each of the years ended Decen@i, 2014 and 2013 (see
Notes 4 and 5). Income tax payments of approximé&i@l7 million and $0.5 million were made duringkaf the years ended December
2014 and 2013, respectively (see Note 9).

Impact of Recently Issued Accounting Standar

In May 2014, the Financial Accounting Standardsréddthe “FASB”) issued ASU 2014-0®evenue from Contracts with Customers
(“ASU 2014-09"), which outlines a single, comprebime model for entities to use in accounting faremeue arising from contracts with
customers. ASU 2014-09 is applicable for fiscalrgdmeginning after December 15, 2016, includingrint periods
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therein, and can be applied either retrospectiteebach period presented or as a cumulative-edfdioistment as of the date of adoption. Early
adoption is not permitted. The Company is curreatigluating the impact of the new guidance on tresolidated financial statements and
related disclosures.

4. Vendor Financing

Supplies Distributors has a short-term credit figailith IBM Credit LLC (“IBM Credit”) to finance s distribution of Ricoh products in
the United States, providing financing for eligiBl&oh inventory and certain receivables up to @hiillion. The agreement has no stated
maturity date and provides either party the abibitgxit the facility following a 90-day notice. ¥&in the structure of this facility and as
outstanding balances, which represent inventorghages, are repaid within twelve months, the Compas classified the outstanding amounts
under this facility, which were $8.4 million and.89nillion as of December 31, 2014 and 2013, respy, as accounts payable in the
consolidated balance sheets. As of December 34, Bupplies Distributors had $1.9 million of aghle credit under this facility. The credit
facility contains cross default provisions, varigastrictions upon the ability of Supplies Distititms to, among other things, merge, consolidate,
sell assets, incur indebtedness, make loans amdgualy to related parties (including entities diyeot indirectly owned by PFSweb, Inc.),
provide guarantees, make investments and loardge@kssets, make changes to capital stock ownestshgiure and pay dividends. The credit
facility also contains financial covenants, suctaasualized revenue to working capital, net prffier tax to revenue, and total liabilities to
tangible net worth, as defined, and is securedebiain of the assets of Supplies Distributors, el & a collateralized guaranty of PFSweb.
Additionally, PFS is required to maintain a minim@ubordinated Note receivable balance from Supplissibutors of $2.5 million and the
Company is required to maintain a minimum sharegrslcequity of $18.0 million. Borrowings under thredit facility accrue interest, after a
defined free financing period, at prime rate pliE0 (3.75% as of both December 31, 2014 and 20h&) facility also includes a monthly
service fee.

5. Debt and Capital Lease Obligations:

Outstanding debt and capital lease obligationsisbo&the following (in thousands):

December 31

2014 2013

Loan and security agreemel

Supplies Distributor $ 3,267 $ 3,77€

PFS 1,89C 1,47¢
Master lease agreemel 5,58¢ 4,97%
Other 166 885

Total 10,912 11,107
Less current portion of lor-term deb! 6,85( 8,231

Long-term debt, less current portir $ 4,062 $ 2,87¢€
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Loan and Security Agreemet— Supplies Distributors

Supplies Distributors has a loan and security agesg with Wells Fargo Bank, National AssociatioWglls Fargo”) to provide
financing for up to $12 million of eligible accowmeceivable in the United States and Canada. Asoémber 31, 2014, Supplies
Distributors had $3.2 million of available creditder this agreement. The Wells Fargo facility eapion the earlier of March 2016 or the date
on which the parties to the Ricoh distributor agreat (see Note 7) no longer operate under the tefmsch agreement and/or Ricoh no
longer supplies products pursuant to such agreemBentowings under the Wells Fargo facility accimierest at prime rate plus 0.25% to
0.75% (3.75% as of December 31, 2014) or Eurododie plus 2.5% to 3.0%, dependent on excess &il#jlaand subject to a minimum of
3.0%, as defined. The interest rate as of DeceBibe2014 was 3.75% for $2.3 million of outstandioogrowings and 3.0% for $1.0 million
of outstanding borrowings. As of December 31, 2@i8,interest rate was 3.75% for all of the outditag borrowings. This agreement
includes a monthly service fee and contains cre$sutt provisions, various restrictions upon thaitgtof Supplies Distributors to, among
other things, merge, consolidate, sell assetsy imcebtedness, make loans and payments to rgtaitiés (including entities directly or
indirectly owned by PFSweb, Inc.), provide guarastenake investments and loans, pledge assets,ahakges to capital stock ownership
structure and pay dividends. This agreement alatains financial covenants, such as a minimunwoegth, as defined, and is secured by all
of the assets of Supplies Distributors, as wel asllateralized guaranty of PFSweb. Additiond¥S is required to maintain a Subordinated
Note receivable balance from Supplies Distributifrso less than $2.5 million, may not maintain rieggd cash of more than $5.0 million &
is restricted with regard to transactions with tedlgparties, indebtedness and changes to camitd etvnership structure. Supplies
Distributors has entered into blocked account agesgs with its banks pursuant to which a secunitgrest was granted to Wells Fargo for
U.S. and Canadian customer remittances receivepdaified bank accounts. At December 31, 2014 &8 2hese bank accounts held $0.4
million and $0.1 million, respectively, which wasstricted for payment to Wells Fargo.

Loan and Security Agreemer— PFSweb

PFS has a Loan and Security Agreement (“Comericqaéxgent”) with Comerica Bank (“Comerica”). The Caioa Agreement
provides for up to $20.0 million ($17.0 million ding certain non-seasonal peak months) of eligibants receivable financing (“Working
Capital Advances”) through March 2016. The Comefigeeement also provides for up to $2.0 millioretifible equipment advances
(“Equipment Advances”) through March 2015, withraaf maturity date of September 15, 2017. As ofdémeloer 31, 2014, PFS had $19.9
million of available credit under the Working Cagidvance portion of this facility and $0.4 milti@vailable for Equipment Advances.
Effective March 2014, borrowings under the Work®gpital Advance portion of the Comerica Agreemetiae interest at prime rate plus
1% (4.25% at December, 31, 2014), while the Equigmelvances accrue interest at prime rate plus ¥4&%5% at December 31, 2014).
Prior to March 2014, borrowings under the Workirgp@al Advance portion of the Comerica Agreemewtaed interest at prime rate plus
2% (5.25% at December 31, 2013), while the Equigrmeivances accrued interest at prime rate plusya.@x5% at December 31, 2013).
The Comerica Agreement includes a monthly sendeeaind contains cross default provisions, variessictions upon PFS’s ability to,
among other things, merge, consolidate, sell assets indebtedness, make loans and paymentdaiedeparties (including entities directly
or indirectly owned by PFSweb, Inc.), make captgdenditures, make investments and loans, pledgdsasnake changes to capital stock
ownership structure, as well as financial covenagslefined, of a minimum tangible net worth o $2illion, a minimum earnings before
interest and taxes, plus depreciation, amortizaitwthnon-cash compensation accruals, if any, anthimmum liquidity ratio. The Comerica
Agreement restricts the amount of the Subordinhiete receivable from Supplies Distributors to a mmaxm of $5.0 million. The Comerica
Agreement is secured by all of the assets of PE®edl as a guarantee of PFSweb, Inc.

Factoring Agreement

Supplies Distributors’ European subsidiary hasctoféing agreement with BNP Paribas Fortis FactBNP Paribas”) that provides
factoring for up to 7.5 million Euros (approximat&9.1 million at December 31, 2014) of eligibleagnts receivables through March 2015.
The Company does not anticipate renewing this ageeé upon expiration in March 2015. There were utstanding borrowings as of
December 31, 2014 or 2013. As of December 31, 28dgplies Distributors’ European subsidiary hagragimately 0.5 million Euros
(approximately $0.6 million) of available creditder this agreement. Borrowings accrue interestabBr plus 0.7% (0.7% at December 31,
2014).

Debt Covenant:

To the extent the Company or any of its subsidiafad to comply with its covenants applicable t/odebt or vendor financing
obligations, including the monthly financial covehaequirements, such as profitability and castvfland required level of shareholders’
equity or net worth (as defined), the Company wdaddequired to obtain a waiver from the lendetherlender would
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be entitled to accelerate the repayment of anytandéng credit facility obligations, and exercideather rights and remedies, including sale
of collateral and enforcement of payment undeiGbmpany parent guarantee. Any acceleration ofdhayment of the credit facilities may
have a material adverse impact on the Compgafilyancial condition and results of operations aadgssurance can be given that the Com
would have the financial ability to repay all ofcbuobligations. At December 31, 2014 and 2013CGbmpany had restricted net assets of
approximately $23.2 million and $26.9 million, restively. As of and for the year ended Decembe2814, the Company was in
compliance with all debt covenants.

Master Lease Agreemen

The Company has various agreements that providedsing or financing transactions of equipment atihér assets and will continue
to enter into such arrangements as needed to frthiecpurchasing or leasing of certain equipmewtlogr assets. Borrowings under these
agreements, which generally have terms of thréiwéoyears, are generally secured by the relat@ipetent, and in certain cases, by a
Company parent guarantee.

Debt and Capital Lease Maturitie

The Company’s aggregate maturities of debt subsgdqoddecember 31, 2014 are as follows (in thousand

Year ended December &

2014 $ 4,85(
2015 1,08t
2016 223
Thereaftel —

Total $ 6,15¢

The following is a schedule of the Company’s futomi@imum lease payments under the capital leasgsther with the present value
of the net minimum lease payments as of Decemhe2@®¥ (in thousands):

Year ended December ¢

2014 $ 2,18€
2015 1,524
2016 966
2017 401
2018 14
Thereaftel —

Total minimum lease paymer $ 5,091
Less amount representing interest at rates rariging 4.75% to 6.68¢ (337)
Present value of net minimum lease paym 4,754
Less: Current portio (2,000

Long-term capital lease obligatiol $ 2,754

6. Stock and Stock Options

In May 2013, the Company completed a private plaggrpursuant to which the Company sold an aggrexgfe8e¢? million shares of
common stock, par value $0.001 per share, at §gebghare, resulting in net proceeds, after denigiciifering expense, of approximately
$14.1 million.

Preferred Stock Purchase Righ

On June 8, 2000, and as amended, the Company’sl Bbé&irectors declared a dividend distributionooie preferred stock purchase
right (a “Right”) for each share of the Companytsmmon stock outstanding on July 6, 2000 and eaateséf common stock issued
thereafter. Each Right entitles the registerededf@ders to purchase from the Company one one-&maltis of a share of preferred stock at an
exercise price of $67, subject to adjustment. TightR are not currently exercisable, but would lbeeo
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exercisable if certain events occurred relating f@rson or group acquiring or attempting to aegR8 percent or more of the Company’s
outstanding shares of common stock. The Rightgexpi July 6, 2015, unless redeemed, exchangextemded by the Company.

Stock Compensation Plar

The Company has an Employee Stock and Incentive (ia “Employee Plan”) and a Non-Employee Dire&twck Option and
Retainer Plan (the “Director Plan”), each as amdradel restated (collectively, the “Plans”) undeichitan aggregate of 4,942,341 shares of
common stock have been authorized for issuancePTres provide for the granting of incentive awaaldirectors, executive management,
key employees, and outside consultants of the Coynjmea variety of forms such as the award of atioop stock appreciation right, restrict
stock award, restricted stock unit, deferred statk, among other stock-based awards. The Compsey newly issued shares of common
stock to satisfy awards under the Plans.

From the service inception date to the grant dag2Company recognizes compensation cost for aleshased payments based on the
reporting date fair value of the award. After thiarg date compensation cost is measured basee @naht date fair value. Depending on the
conditions associated with the vesting of the awanthpensation cost is recognized on a straigktdingraded basis, net of estimated
forfeitures, over the requisite service period afleaward.

Total stock-based compensation expense was $3itmahd $2.6 million for the years ended Decenfifer2014 and 2013,
respectively, and was included as a componentlirigegeneral and administrative expenses in thesolidated statements of operations. As
of December 31, 2014, there was $2.4 million dadltahrecognized compensation costs related to ested share-based compensation
arrangements granted under the Plans, which isceeghéo be recognized over a remaining weightedaaxeperiod of approximately 2.0
years. This expected cost does not include thadtngf any future sto-based compensation awards.

As of December 31, 2014, there were 1,537,957 shaailable for future grants under the Plans.hEtack option or stock
appreciation right award granted reduces the sttafes available for grant by one share, while eagrd granted other than in the form of a
stock option or stock appreciation right reducesshares available for grant by 1.22 shares.

Stock Options

The rights to purchase shares under employee sfmakn agreements issued under the Plans typiealyover a three-year period,
one-twelfth each quarter. Stock options must beatsed within 10 years from the date of grant. Btogtions are generally issued such that
the exercise price is equal to the market valubh®@iCompany’s common stock at the date of grant.

The following table summarizes stock option acyivinder the Plans:

Weighted

Average
Weightec Remaininc Aggregatt
Average Contractus Intrinsic

Exercise Life (in Value (in
Shares Price Per Shar Price years) millions)
Outstanding, December 31, 20 1,818,59. $1.01-$1391 $ 4.9
Grantec 182,50( $7.44-$11.19 $ 9.07
Exercisec (351,44 $1.01-$8.65 $ 4.64
Cancelec (46,797  $2.72-$1391 $ 6.97
Outstanding, December 31, 20 1,602,85! $1.01- $12.08 $ 5.36
Exercisable, December 31, 20 1,306,68! $1.01-$12.08 $ 4.88 53 $ 10.2
Exercisable and expected to vest, December 31, 1,558,68! $1.01- $12.08 $ 5.28 59 $ 115

The weighted average fair value per share of optgranted during the years ended December 31, 2012013 was $6.22 and $3.72,
respectively. The total intrinsic value of optiameercised under the Stock Option Plans was $1I&miluring the year ended December 31,
2014.
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The fair value of each option grant is estimatedhendate of grant using the Black-Scholes optidaipy model with the following
assumptions used for grants of options under taesP|

Year Endec
December 31
2014 2013

Expected dividend yiel — —
Expected stock price volatilit 73%- 80% 80%- 82%
Weighted average stock price volatil 79% 82%
Risk-free interest rat 1.3%- 2.0% 1.0%- 2.1%
Expected life of options (year 6 6

The Black-Scholes option valuation model requikesibput of highly subjective assumptions, inclygihe expected life of the stock-
based award and stock-price volatility. The assionptlisted above represent management’s bestassimbut these estimates involve
inherent uncertainties and the application of manznt judgment. As a result, if other assumpti@assibeen used, the Company’s recorded
and pro forma stock-based compensation expensd bauk been different. In addition, the Compamgdgiired to estimate the expected
forfeiture rate and only recognize expense foretgigares expected to vest. If the Company’s afittfgiture rate is materially different from
its estimate, the share-based compensation expengkbe materially different. The Company calcesathe expected stock price volatility

using the Company’s historical stock price durihg éxpected term immediately preceding a stoclongiant dateThe Company has

not paid dividends in the past and does not amtieipaying dividends in the futurehe Company uses the risk-free interest
rates of United States Treasury securities formparable term as the expected life of a stock aplitne expected life of options has been
computed using the simplified method, which the @any uses as it does not believe it has establisloedsistent exercise pattern to
accurately estimate the expected term of stocloogti

Performance Share

On May 22, 2013, pursuant to the Employee PlanCibrapany issued Performance-Based Share Awardd¢fRence Shares”, as
defined in the Employee Plan) to the Company'’s etiee officers and certain senior management. Uttdeterms of such awards, the
determination of the number of Performance Shdrasaach such individual may receive was subje@rid calculated by reference to, the
achievement by the Company of a goal measuredragge of targeted financial performance, as defiBaded on the Company’s 2013
results, the Company issued an aggregate of appabely 598,000 Performance Shares for 2013. ThiefPgsince Shares are subject to four
year vesting based upon continued employment anddmparative market performance (on an annuatamalative basis) of th
Companys common stock on NASDAQ compared to the RusseatfdICap Index. The actual number of shares isenezhch annual vesti
date could range from zero to 100%, depending tisfaetion of the vesting conditions.

In March 2014, the Company issued Performance-B&bkade Awards to the Company’s executive officeis @ertain senior
management under which the number of performanaeesho be issued was subject to, and calculatedfegence to, the achievement by
Company of a performance goal measured by a raingegeted financial performance, as defined, fat£2 Based on the Company’s 2014
financial performance, no performance shares wilidsued under the 2014 Performance Based Sharelgwa

The compensation cost for the market conditioniporf the Performance Shares was estimated basadycant date valuation usin
Monte-Carlo simulation. The 2013 Performance Shegsulted in a range of estimated fair valuessai2%- $.07 for the annual performar
market condition and $7.34 - $9.07 for the cumutaperformance market condition. The estimatedviaines used for the 2013 Performance
Shares were computed assuming a risk-free inteatssof 0.8% and an expected volatility of 52.6%.

As of December 31, 2014, the aggregate intrinsigevaf the vested and unvested Performance Shar@913 was $1.9 million and
$3.6 million, respectively.

Stock Units

Each non-employee Director of the Company’s Bodiitectors (the “Board”) receives a quarterly ir&a (the “Retainer”) of
$25,000, payable on or about the first day of epdrter, through the issuance of an equity baseddagan “Award”) under the
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Employee Plan in the form of a Deferred Stock WaitDSU”). The number of DSUs is determined by ding the Retainer by the
immediately preceding closing price of the Commaock. Each DSU represents the right to receiveqaralenumber of shares of Common
Stock upon the retirement, resignation or termaratf service from the Board. As of December 31L42@he Company has issued
approximately 41,000 DSU Awards.

7. Distributor Agreements

Supplies Distributors, PFSweb and Ricoh have edterte distributor agreements under which Supliesributors acts as a distribu
of various products, primarily Ricoh products, &fSweb provides transaction management and fuffilinrservices to Supplies Distributors.
The distributor agreements are subject to periogtiewals, the next of which is in December 2015désrihe distributor agreements, Ricoh
sells product to Supplies Distributors and reimbarSupplies Distributors for certain freight coslisect costs incurred in passing on any [
decreases offered by Ricoh to Supplies Distributoiiss customers to cover price protection andageispecial bids, the cost of products
provided to replace defective product returnedust@mers and other certain expenses as definegli€pistributors can return to Ricoh
product rendered obsolete by Ricoh engineeringgdmafter customer demand ends. Ricoh determines wiproduct is obsolete. Ricoh and
Supplies Distributors also have agreements undatwRicoh reimburses or collects from Supplies fihsttors amounts calculated in certain
inventory cost adjustments. Supplies Distribufzasses through to customers marketing program#igpelsy Ricoh and administers such
programs according to Ricoh guidelines.

8. Supplies Distributors

Pursuant to a credit agreement, Supplies Distrilsuigorestricted from making any distributions f€S%veb if, after giving affect therel
Supplies Distributors’ would be in noncompliancéhnits financial covenants. Under the terms o&itseended credit agreements, Supplies
Distributors is restricted from paying annual cdshidends without the prior approval of its lendésse Notes 4 and 5). Supplies Distributors
has received lender approval to pay approximatel9 sillion of dividends in 2015. Supplies Distrtbts paid dividends to PFSweb of $1.8
million and $1.5 million in 2014 and 2013, respeely.

9. Income Taxes

The consolidated income (loss) from continuing agiens before income taxes, by domestic and foreigities, is as follows (in
thousands):

Year Ended
December 31
2014 2013
Domestic $ (5,947 $ (6,043
Foreign 1,26¢ 691
Total $ (4679 $ (5352
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A reconciliation of the difference between the eotpd income tax expense from continuing operatidribe U.S. federal statutory
corporate tax rate of 34%, and the Company’s dffec¢tx rate is as follows (in thousands):

Year Ended
December 31,
2014 2013
Income tax benefit computed at statutory rate $ (1,591) $ (1,820)
Foreign dividends receive 243 45
Items not deductible for tax purpos 244 41
Change in valuation allowan 911 1,654
Change in valuation reserve related to businesbuwtion adjustment (979) —
State taxe 438 367
Foreign exchange rate differer 155 104
Net operating loss adjustmel 634 (220)
Prior year retur-to-provision tru-up (131) 567
Other 23 (199)
Provision for income taxe $ (53) $ 539
Current and deferred income tax expense (bensf#tliinmarized as follows (in thousands):
Year Ended
December 31,
2014 2013
Current
State $ 460 $ 406
Foreign 328 104
Total Current 788 510
Deferred
Domestic (979) —
State 48 (207)
Foreign 90 136
Total Deferrec (841) 29
Provision for income taxe $ (53) $ 539
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The components of the deferred tax asset (liabiitg as follows (in thousands):

Year Ended
December 31,
2014 2013
Deferred tax assets:
Allowance for doubtful accoun $ 643 $ 616
Inventory reservi 255 347
Property and equipme 46 —
Accrued expense 1,41¢ 2,104
Net operating loss carryforwar 21,58¢ 20,89:
Other 3,40C 4,192
27,351 28,152
Less- Valuation allowanct 26,50( 26,56¢
Total deferred tax ass 851 1,584
Deferred tax liabilities
Property and equipme — (931)
Other (303) —
Total deferred tax liabilitie (303) (931)
Deferred tax assets, r $ 548 $ 653

Management believes that PFSweb has not establéskeflicient history of earnings, on a stand-albasis, to support the more likely
than not realization of certain deferred tax assegxcess of existing taxable temporary differan@evaluation allowance has been provided
for the majority of these net deferred income tsseds as of December 31, 2014 and 2013. The rergaiet deferred tax assets at both
December 31, 2014 and 2013 primarily relate toGbmpany’s European operations and certain statbaagfits. At December 31, 2014, net
operating loss (“NOL") carryforwards relate to thi@losses of PFSweb’s Canadian subsidiary totappgyoximately $5.2 million and
PFSweb’s U.S. subsidiaries totaling approximat&.4 million that expire at various dates from 28®ugh 2034. The U.S. NOL
carryforward includes approximately $5.6 milliodating to tax benefits of stock option exercised,ahutilized, will be recorded against
additional paid-in capital upon utilization rattiean as an adjustment to income tax expense fraineong operations. The U.S. NOL also
includes approximately $20.3 million of NOL acquireefore February 2006, which is subject to anfioads of $1.2 million, $16.0 million
of NOL created before February 2006 subject to ahlmits of $1.4 million, and $0.2 million acqudeSeptember 2014 subject to annual
limits of $0.1 million under IRS Section 382.

The Company evaluates its tax positions for poatiitibilities associated with unrecognized taxddés. As of and for the year ended
December 31, 2014, $0.1 million of unrecognizediterefits, penalties or interest were identifiedemorded in conjunction with the
Company’s acquisition of REV. The Company doesaxpect to record unrecognized tax benefits in thd twelve months.

10. Commitments and Contingencies

The Company leases facilities, warehouse and offieee and transportation and other equipment wpiating leases expiring in
various years through February 28, 2024. In mostsamanagement expects that, in the normal cofitsgsiness, leases will be renewed or
replaced by other similar leases. The Company'titiateases generally contain one or more reneypdions.
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Minimum future annual rental payments under ganecelable operating leases having original temexcess of one year are as foll¢
(in thousands):

Operating
Lease

Payments
Year ended December &
2015 $ 7,644
2016 7,287
2017 6,18t
2018 4,872
2019 4,33k
Thereaftel 14,24z
Total $ 44 56¢

Total rental expense under operating leases appatad $7.2 million and $6.6 million for the yeargled December 31, 2014 and
2013, respectively.

The Company received municipal tax abatementsriaicelocations. In prior years, the Company reedinotice from a municipality
that it did not satisfy certain criteria necesdarynaintain the abatements and that the municigihlogity planned to make an adjustment to
the Company’s tax abatement. The Company disptteddjustment and such dispute has been settledheitmunicipality. However, the
amount of additional property taxes to be asseagathst the Company and the timing of the relamdrents has not been finalized. As of
December 31, 2014, the Company believes it hasuately accrued for the expected assessment.

In April 2010, a sales employee of eCOST.com, (feCOST", the former hame of Retail Connect) waarged with violating various
federal criminal statutes in connection with thiesaf eCOST products to certain customers, andoappately $620,000 held in an eCOST
deposit account was seized and turned over to thee®f the U.S. Attorney in connection with suattivity. In August 2012, the employee
pleaded guilty to a misdemeanor. Neither the Compam eCOST have been charged with any crimin@iagtand the Company is seeking
the recovery of the funds that are currently cfasias other receivables on the December 31, 288l4December 31, 2013 balance sheets.
Based on the information available to date, the @amy is unable to determine the amount of the ibasy, relating to the seizure of such
funds. No assurance can be given, however, thadizerre of such funds, or the inability of the amy to recover such funds or any
significant portion thereof, or any costs and exgesrincurred by the Company in connection with iinédter, will not have a material adverse
effect upon the Company’s financial condition csuks of operations.

The Company is subject to claims in the ordinamyrse of business, including claims of alleged mfament by the Company or its
subsidiaries of the patents, trademarks and otleltéctual property rights of third parties. PEBSjenerally required to indemnify its service
fee clients against any third party claims asseatgainst such clients alleging infringement by RPFge patents, trademarks and other
intellectual property rights of third parties.
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11. Segment and Geographic Information

The Company is currently organized into two primapgrating segments, which generally align withdbgporate organization
structure. In the first segment, PFSweb is a glpbaVider of various infrastructure, technology afigital agency solutions and operates as a
service fee business. In the second operating seg(fiBusiness and Retail Connect”), subsidiariehe Company purchase inventory from
clients and resell the inventory to client custosném this segment, the Company generally recogrpreduct revenue.

Year Ended
December 31,
2014 2013
Revenues (in thousand:
PFSwek $ 171,506 $ 152,33¢
Business and Retail Conne 91,23¢ 100,96(
Eliminations (15,694 (11,695

$ 247,046 $ 241,60:

Income (loss) from operations (in thousan
PFSwek $ (5,951 $ (5,859
Business and Retail Conne 2,08t 1,18€
$ (3866 $ (4,679

Depreciation and amortization (in thousani
PFSwet $ 11,62 $ 10,051
Business and Retail Connge 55 159
$ 11678 $ 10,21C

Capital expenditures (in thousanc

PFSwek $ 544 $  7,87¢€
Business and Retail Conng — 95
$ 544t $ 7,971
December 31,
2014 2013
Assets (in thousands
PFSwek $ 104,37 $ 98,74%
Business and Retail Conne 47,682 47,11¢€
Eliminations (11,30¢) (13,825

$ 140,74¢ $ 132,03¢
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Geographic areas in which the Company operatesdedhe United States, Europe (primarily BelgiuGgnada and India. The
following is geographic information by area. Revesiare attributed based on the Company’s domicile.

Year Ended
December 31
2014 2013
Revenues (in thousands):

United State: $ 197,70¢ $ 192,52:
Europe 43,291 44.77(
Canade 7,222 5,98¢
India 641 —
Inter-segment Elimination (1,81%) (1,677)

$ 247,046 $ 241,60:

Other lon¢-lived assets (in thousand

United State! $ 3506¢ $ 25,54¢
Europe 2,82t 4,16¢
Canade 350 356
India 1,452 —

$ 39,69¢€ $ 30,07¢

12. Employee Savings Plan

The Company has a defined contribution employeagawplan under Section 401(k) of the Internal RexeCode. Substantially all
full-time and part-time U.S. employees are eligitugarticipate in the plan. The Company, at iscdtion, may match employee
contributions to the plan and also make an additioratching contribution in the form of profit sivag in recognition of the Company’s
performance. The Company contributed approximak8lf million during each of the years ended Decerhe2014 and 2013, to match an
approved percentage of employee contributions.
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Item 9. Changes in and Disagreements With Accountants on Aounting and Financial Disclosure

None.

ltem 9A. CONTROLS AND PROCEDURES.
Evaluation of Disclosure Controls and Procedures

We maintain a comprehensive set of disclosure otsnénd procedures as defined in Rules 13a-15¢)1ad15(e) under the Securiti
Exchange Act of 1934 (the “Exchange Act”). As ofd@mber 31, 2014, an evaluation of the effectivenéssir disclosure controls and
procedures was carried out under the supervisidnéth the participation of our management, inchgdour Chief Executive Officer and
Chief Financial Officer. Based upon that evaluatitie Chief Executive Officer and Chief Financidfi€r concluded that, as of the end of
the period covered by this report, these disclosargrols and procedures were effective.

Changes in Internal Control Over Financial Reporting

We continually evaluate our internal control prasesto ensure that as our business and processggecbur internal control structure
adapts accordingly. Pursuant to this ongoing cbetraluation, during the fourth quarter of 2014 img@lemented an enhanced journal entry
review process that expanded upon our detailedusmtdevel review controls, which are designed anglace to detect material journal entry
related misstatements.

Management’s Report on Internal Control Over Finandal Reporting

Our management is responsible for establishingnaaidtaining adequate internal control over finahaaorting as defined in Rules
13a-15(f) under the Exchange Act. Our internal mrdver financial reporting is designed, under shpervision of our principle executive
and principle financial officers, and effected hy @oard of Directors, management and other perdptmprovide reasonable assurance
regarding the reliability of financial reportingdthe preparation of financial statements for exakpurposes in accordance with accounting
principles generally accepted in the United Statedmerica (GAAP). Our internal control over finaakreporting includes those policies and
procedures that: (i) pertain to the maintenanaeodrds that, in reasonable detail, accuratelyfainky reflect the transactions and dispositi
of our assets; (ii) provide reasonable assuraratdridnsactions are recorded as necessary to ganepiaration of financial statements in
accordance with GAAP, and that our receipts aneedjiures are being made only in accordance withoaizations of our management and
Board of Directors; and (iii) provide reasonablsuaance regarding prevention or timely detectioarafuthorized acquisition, use or
disposition of our assets that could have a mateffiact on the financial statements.

We conducted an evaluation of the effectivenessiointernal control over financial reporting asi¥cember 31, 2014. This
evaluation was based on the framework in “Inte@@ahtrol—Integrated Framework” issued by the Comeeitbf Sponsoring Organizations of
the Treadway Commission (COSO) in 2013. All intécantrol systems, no matter how well designed ghiaterent limitations. Therefore,
even those systems determined to be effective ande only reasonable assurance regarding theily of financial reporting and the
preparation of financial statements for externappses in accordance with GAAP. Also, projectiohary evaluation of the effectiveness of
internal control over financial reporting to futyseriods are subject to the risk that the contmdy become inadequate because of changes ir
conditions, or that the degree of compliance withpolicies or procedures may deteriorate.

During September 2014, the Company completed aitiguis of REV Solutions, Inc. and REVTECH Solutidnslia Private Limited
(collectively “REV”) and LiveArealabs, Inc. Management has acknowletlyetdt is responsible for establishing and mainitay a system ¢
internal controls over financial reporting for teesubsidiaries. We are in the process of integyatiese subsidiaries, and we therefore
excluded these subsidiaries from our December @14 2ssessment of the effectiveness of interndtaaover financial reporting. REV is a
consolidated subsidiary whose financial statemesdtsct total assets of $6.6 million and total newes of $3.2 million, which represent 4.7%
and 1.3%, respectively, of the related consolidéiteahcial statement amounts as of and for the gaded December 31, 2014.
LiveArealabs, Inc., is a consolidated subsidianpsénfinancial statements reflect total assets & #8llion and total revenues of $3.1
million, which represent 6.2% and 1.2%, respecyivef the related consolidated financial statenz@nbunts as of and for the year ended
December 31, 2014. The impact of these transackiassiot materially affected and is not expectedaterially affect our internal control
over financial reporting. As a result of these gnégion activities, certain controls will be evaied and may be changed. We believe, how:
that we will be able to maintain sufficient contr@ver the substantive results of our financiabrépg throughout this integration process.

Based on our evaluation under the frameworkiarnal Control—Integrated Frameworlour Chief Executive Officer and Chief
Financial Officer concluded that internal contrgkofinancial reporting was effective as of Decentii 2014.
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Grant Thornton LLP, an independent registered pwdcounting firm, has audited the effectivenessunfinternal control over
financial reporting as dDecember 31, 2014as stated in their report, which is included here

Iltem 9B. Other Information
None.
PART Il
Iltem 10. Directors and Executive Officers and Corporate Gowance

Reference is made to the information to be sehforthe section entitled “Board of Directors” at@bmmittees of the Board” in the
definitive proxy statement in connection with ounrial Meeting of Shareholders (the “Proxy Stateffewhich section is incorporated
herein by reference. Our Proxy Statement will letdfivith the Securities and Exchange Commissioratet than 120 days after the last day
of our fiscal year ended December 31, 2014.

Item 11. Executive Compensatio

Information required by Part Ill, Item 11, will liecluded in the section entitled “Executive Compaitm” of our Proxy Statement
relating to our annual meeting of shareholdersiaicorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners attanagement and Related Stockholder Mattt

Information required by Part Ill, Item 12, will liecluded in the Sections entitled “Election of iters” and “Security Ownership of
Certain Beneficial Owners and Management” of ouxiPiStatement relating to our annual meeting ofedhalders and is incorporated herein
by reference.

The following table summarizes information withpest to equity compensation plans under which gagturities of the Company
are authorized for issuance as of December 31,:2014

(©

Number of securities

(b) remaining available for
@) Weighted-average future issuance under
Number of securities to  exercise price of equity compensation
be issued upon exercis outstanding plans (excluding
of outstanding options,  options, warrants securities reflected in
warrants and rights and rights column (a))

Plan category (1)
Equity compensation plans approved by shareho 1,942,60¢ $ 5.36 1,537,95
Equity compensation plans not approved by sharehs — —

(1) See Note 6 to the Consolidated Financial Statenfentaore detailed information regarding the Cony’s equity compensation plar

Item 13. Certain Relationships and Related Transactions adaector Independenct

Information regarding certain of our relationshipel related transactions will be included in thetisa entitled “Certain Relationship
and Related Transactions” of our Proxy Statemeating to our annual meeting of shareholders arndcisrporated herein by reference.

Item 14. Principal Accounting Fees and Service

Information required by Part Ill, Item 14, will iecluded in the section entitled “Ratification oppointment of Independent Auditors
of our Proxy Statement relating to our annual nmeetif shareholders and is incorporated herein f®reace.
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Iltem 15.

PART IV

Exhibits, Financial Statement Schedule

(@) The following documents are filed as part of thepart:

All other schedules are omitted because the redjimfermation is not present in amounts sufficientequire submission of the

Rights Agreement, dated as of June 8, 2000, bettteeGompany and ChaseMellon Shareholder Senlit&s,
Amendment No. 1 to Rights Agreement, dated as of 845 2008 between the Company and Mellon InveSawvices LLC

Amendment No. 2 to Rights Agreement, dated as of 4 2010 between the Company and Mellon InveSawvices LLC
Amendment No. 3 to Rights Agreement, dated as lgf2u2010 between the Company and Mellon InveSemvices LLC,

Amendment No. 4 to Rights Agreement, dated as of M8 2013 between the Company and Computershae&hner
Services LLC (formerly known as Mellon Investor Bees LLC,) as successor to ChaseMellon Shareh&derices,

1. Financial Statement
PFSweb, Inc. and Subsidiaries
Report of Independent Registered Public Accourfimm
Consolidated Balance Sheets
Consolidated Statements of Operations
Consolidated Statements of Shareholders’ EquityGomprehensive Loss
Consolidated Statements of Cash Flows
Notes to Consolidated Financial Statements
Financial Statement Schedules
Schedule | — Condensed Financial Information ofifteant
Schedule Il — Valuation and Qualifying Accounts
schedule or because the information required isidted in the financial statements or notes thereto.
2. Exhibits
Exhibit
Number Description of Exhibits
3.1(2) Amended and Restated Certificate of IncorporatioRFSweb, Inc
3.1.1 (20) Certificate of Amendment to Amended and Restatatificate of Incorporation of PFSweb, Ir
3.1.2 (32) Certificate of Amendment to Certificate of Incorption of PFSweb, Inc
3.1.3(36) Certificate of Amendment to Amended and Restatatificate of Incorporation of PFSweb, Ir
3.1.4 (53) Certificate of Amendment to Amended and Restatatificate of Incorporation of PFSweb, Ir
3.2(2) Amended and Restated Byla
3.2.1 (26) Amendment to the Amended and Restate-Laws of PFSweb, Inc
3.2.2 (39) Amendment to the Amended and Restate-Laws of PFSweb, Inc
3.2.3 (53) Amendment to the Amended and Restate-Laws of PFSweb, Inc
4.1 (30)
4.1 (31)
as successor to ChaseMellon Shareholder Servide§;.l as rights agen
4.1 (38)
as successor to ChaseMellon Shareholder Servide§;.l as rights agen
4.1 (39)
as successor to ChaseMellon Shareholder Servide§;.l as rights agen
4.1 (49)
L.L.C., as rights agen
10.1 (18) Amendment 3 to Loan and Security Agreem
10.2 (18) Amendment 6 to Agreement for Inventory Financi
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10.3 (18
10.4 (16
10.5 (16
10.6 (16
10.7 (1)
10.8 (1)
10.9 (2)
10.10 (5)

)
)
)
)

10.11 (5)

10.12 (5)
10.13 (5)

10.14 (5)
10.15 (5)
10.16 (5)

10.17 (5)

10.18 (5)
10.19 (5)

10.20 (6)

10.20.1 (33
10.20.2 (33
10.20.3 (39)

10.21 (7)

10.22 (7)
10.23 (7)

10.24 (8)
10.25 (8)

Amendment 1 to First Amended and Restated LoarSaedrity Agreemen

Amendment 5 to Amended and Restated Platinum P¢eaeinent

Agreement for IBM Global Financing Platinum Plardice Discounting Schedul

Amendment No. 5 to Agreement for Inventory Finagc

Industrial Lease Agreement between Shelby Drivep@a@tion and Priority Fulfillment Services, Ir
Lease Contract between Transports Weerts and fyrieulfillment Services Europe B.)

Form of Change of Control Agreement between the @om and each of its executive offic

Agreement for Inventory Financing by and among Bess Supplies Distributors Holdings, LLC, Supplestributors,
Inc., Priority Fulfillment Services, Inc., PFSwébc., Inventory Financing Partners, LLC and IBM @iteCorporatior

Amended and Restated Collateralized Guaranty bybahsleen Priority Fulfillment Services, Inc. andMEredit
Corporation

Amended and Restated Guaranty to IBM Credit Cotmrdy PFSweb, Inc

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

Amended and Restated Guaranty to IBM Belgium Firsi8ervices S.A. by PFSweb, Ir
Subordinated Demand Note by and between Supplisiliitors, Inc. and Priority Fulfillment Servicésc.

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

Guarantee in favor of Congress Financial Corponatgouthwest) by Business Supplies Distributorsditgys, LLC,
Priority Fulfilment Services, Inc. and PFSweb, .|

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

Inducement Letter by Priority Fulfillment Servicése. and PFSweb, Inc. in favor of Congress Finarn€orporation
(Southwest)

Form of Executive Severance Agreement between timp@ny and each of its executive office
Form of Amendment to Executive Severance Agreen
Form of Amendment to Change in Control Severancedment

Severance, Nondisclosure, Nonsolicitation and Nonmete Agreement dated July 2, 2010 between the @oyngnd
Cynthia Almond.

Amendment to Agreement for Inventory Financing by among Business Supplies Distributors HoldindsC LSupplies
Distributors, Inc., Priority Fulfillment Servicekc., PFSweb, Inc., Inventory Financing PartnetsCland IBM Credit
Corporation

Amendment to Amended and Restated Platinum Plaaefgent (with Invoice Discounting) by and among Sapistributors,
S.A., Business Supplies Distributors Europe B.¥SWeb B.V., and IBM Belgium Financial Services &

Amendment to Factoring agreement dated March 292 B@tween Supplies Distributors S.A. and Fortismm@ercial
Finance N.V

Unconditional Guaranty of PFSweb, Inc. to ComeBeak- California

Security Agreement of PFSweb, Inc. to Comerica E- California

69




10.26 (8)
10.27 (8)

10.28 (8)

10.29 (9)

10.30 (9)

10.31 (9)

10.32 (9)
10.33 (9)

10.34 (12)

10.35 (12)
10.36 (13)

10.37 (13)

10.38 (13)

10.39 (13)
10.40 (14)

10.41 (14)
10.42 (15)

10.43 (20)

10.44 (21
10.45 (21
10.46 (21
10.47 (21
10.48 (21)

)
)
)
)

10.49 (24)
10.50 (24)

Intellectual Property Security Agreement betwednorRy Fulfillment Services, Inc. and Comerica Be— California

Amendment 2 to Amended and Restated Platinum Pdgeeent (with Invoice Discounting) by and amongSies
Distributors, S.A., Business Supplies DistributBrg., PFSweb B.V., and IBM Belgium Financial SerscS.A.

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

Amendment to factoring agreement dated April 3@3Between Supplies Distributors S.A. and Fortism@ercial Financ
N.V.

Loan and Security Agreement by and between Congiessicial Corporation (Southwest), as Lender amgp8es
Distributors, Inc., as Borrower dated March 29, 2(

General Security Agreement — Business Suppliesibigbrs Holdings, LLC in favor of Congress FinaaldCorporation
(Southwest

Stock Pledge Agreement between Supplies Distrisutac. and Congress Financial Corporation (Sousiy

First Amendment to General Security Agreement bgrRy Fulfillment Services, Inc. in favor of Corggs Financial
Corporation (Southwes

Second Amendment to Industrial Lease AgreementdssiviProLogis North Carolina Limited Partnership Bnidrity
Fulfillment Services, Inc

Modification, Ratification and Extension of Leasetween Shelby Drive Corporation and Priority Futiignt Services, Inc

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

Amendment 4 to Amended and Restated Platinum Pgeenent (with Invoice Discounting) by and amongSies
Distributors, S.A., Business Supplies DistributBry., PFSweb B.V., and IBM Belgium Financial SerscS.A.

First Amendment to Loan and Security Agreementriy lsetween Congress Financial Corporation (Southwes Lender
and Supplies Distributors, Inc., as Borrow

Form of Modification to Executive Severance Agream

Industrial Lease Agreement by and between Indufdeaelopments International, Inc. and Priority fifuhent Services,
Inc.

Guaranty by PFSweb, Inc. in favor of Industrial Bleypments International, In

First Amended and Restated Loan and Security Ageeetry and between Comerica Bank and Priority Hulkéint
Services, Inc

Amendment to factoring agreement dated Decembe2d5 between Supplies Distributors S.A. and F@tsmmercial
Finance N.V

Amendment 7 to Agreement for Inventory Financi

Amendment 6 to Amended and Restated Platinum P¢eaeinent

Agreement for IBM Global Financing Platinum Plardice Discounting Schedul
Amendment 4 to Loan and Security Agreem

Second Amendment to First Amended and Restated aodrsecurity Agreement by and between Comerick Bad
Priority Fulfillment Services, Inc

Amendment 8 to Agreement for Inventory Financi

Amendment 5 to Loan and Security Agreem
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10.51 (24)
10.52 (24)
10.53 (25)

10.54 (27)

10.55 (29)
10.56 (29)
10.57 (29)
10.58 (29)

10.59 (34)

10.60 (35)
10.61 (35)
10.62 (35)
10.63 (35)

10.64 (36)
10.65 (36)
10.66 (37)

10.67 (37)
10.68 (37)
10.69 (37)
10.70 (37)

10.71 (42
10.72 (42
10.73 (42
10.74 (42
10.75 (42)

)
)
)
)

10.76 (42)
10.77 (44)

10.78 (45)

Amendment 7 to Amended and Restated Platinum P¢eaeinent
Agreement for IBM Global Financing Platinum Plardice Discounting Schedul

Fifth Amendment to First Amended and Restated Laoaoh Security Agreement by and between Comerica BadkPriority
Fulfillment Services, Inc

Second Amendment to Industrial Lease Agreemennlyb@tween Industrial Property Fund VI, LLC ancbBRty
Fulfillment Services, Inc

Amendment 9 to Agreement for Inventory Financi
Amendment 8 to Amended and Restated Platinum P¢gaeient
Agreement for IBM Global Financing Platinum Plardice Discounting Schedul

Sixth Amendment to First Amended and Restated lao&hSecurity Agreement by and between Comerica Badk
Priority Fulfillment Services, Inc

Sixth Amendment to Loan and Security Agreementdidsmuary 6, 2009 between Wachovia Bank and Supplie
Distributors, Inc.

Amendment 10 to Agreement for Inventory Financ
Amendment 9 to Amended and Restated Platinum P¢gaeient
Agreement for IBM Global Financing Platinum Plardice Discounting Schedul

Seventh Amendment to First Amended and Restated and Security Agreement by and between Comericék Bad
Priority Fulfillment Services, Inc

Amended and Restated 2005 Employee Stock and iaedpian of PFSweb, In
Amended and Restated M-Employee Director Stock Option and Retainer PlaRESweb, Inc

Eighth Amended and Restated Notes Payable Subtiatinagreement by and between Priority Fulfilm&srvices, Inc.,
Supplies Distributors, Inc. and IBM Credit Corpdoat

Amendment 11 to Agreement for Inventory Financ
Amendment 10 to Amended and Restated Platinum &Rjagement
Agreement for IBM Global Financing Platinum Plardice Discounting Schedul

Eighth Amendment to First Amended and Restated lamahSecurity Agreement by and between Comerick Bad
Priority Fulfillment Services, Inc

Factoring Agreement by and between BNP ParibussHeaictor and Supplies Distributors, S
Amendment 12 to Agreement for Inventory Financ

Amendment 11 to Amended and Restated Platinum &Rjaeemen

Agreement for IBM Global Financing Platinum Plardice Discounting Schedu

Ninth Amendment to First Amended and Restated lavahSecurity Agreement by and between Comerica Bad
Priority Fulfillment services, Inc

Seventh Amendment to Loan and Security Agreemeetddianuary 6, 2009 between Wells Fargo Bank apglies
Distributors, Inc.

Tenth Amendment to First Amended and Restated aoanSecurity Agreement dated November 10, 201 Inbybatween
Priority Fulfillment Services, Inc., and Comericarik

Lease agreement by and between Binyan Realty LAPdodty Fulfillment Services, Inc
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10.79 (45)
10.80 (45)
10.81 (45)
10.82 (45)

10.83 (45)
10.84 (46)

10.85 (46)

10.86 (46)

10.87 (48)
10.88 (49)
10.89 (49)
10.90 (50)

10.91 (51)

10.92 (52)
10.93 (55)

10.94 (56)

10.95 (56)

10.96 (56)

10.97 (57)

10.98 (58)

10.99 (58)

10.100 (58)

21 (59)
23.1 (59)
31.1 (59)

Lease Guaranty by PFSweb, Inc. in favor of BinyaalRy LP
Lease Agreement dated December 8, 2011, betwee-Millennium, L.P. and Priority Fulfillment Servicebic.
Guaranty of PFSweb, Inc. to C-Millennium, L.P.

Eleventh Amendment to First Amended and Restateshlamd Security Agreement by and between Prioritfillment
Services, Inc., and Comerica Bg

Amendment 13 to Agreement for Inventory Financ

Twelfth Amendment to First Amended and Restatedhlarad Security Agreement dated May 14, 2012 byletadeen
Priority Fulfillment Services, Inc., and Comericarik.

Eighth Amendment to Loan and Security Agreemergdidanuary 6, 2009 by and between Wells Fargo Bedaional
Association and PFSweb Retail Connect,

Fourteenth Amendment to First Amended and Restatad and Security Agreement between Priority Huléint Services
Inc. and Comerica Ban

Amendment to Executive Severance Agreement datedhvis, 2013 between PFSweb, Inc., and Mark Lay
Securities Purchase Agreement dated May 15, 20ti8=ba the Company and transcosmos,
Registration Rights Agreement dated May 15, 201@&en the Company and transcosmos,

First Amendment to Industrial Lease Agreement dddagt 7, 2013 by and between US Industrial REITnidl #@riority
Fulfillment Services, Inc

Agreement, dated as of May 15, 2013, by and am&i®web, Inc. and Privet Fund LP, Privet Fund ManagerhL.C,
Ryan Levenson and Benjamin Rosenzw

Form of 2013 Performance Shares Award Agreen

Modification, Ratification and Extension of Leasset February 28, 2014 between Southpark Distabufienter Inc.,
(successc-in-interest to Shelby Drive Corporation) and Priofiffillment Services, Inc

Eighth Amendment to Loan and Security AgreemergdidMarch 28, 2014, by and between Wells Fargo Biaakpnal
Association and Supplies Distributors, |

Amendment to Agreement for Inventory Financing daarch 28, 2014 by and among Business Suppliesilisors
Holdings, LLC, Supplies Distributors, Inc., Prigriulfillment Services, Inc., PFSweb, Inc., and IBMedit LLC.

Fifteenth Amendment to First Amended and Restatmhland Security Agreement dated March 31, 202dmat Priority
Fulfillment Services, Inc., and Comerica Ba

Ninth Amended and Restated Notes Payable SubominAgreement by and between Priority Fulfilmertr8ces, Inc.
Supplies Distributors, Inc. and IBM Credit Corpdoat

Stock Purchase Agreement dated September 3, 20aAcogmong Priority Fulfillment Services, Inc., RBEdlutions
Limited, Steven J. Stephan, the Ashu Chahal IrrabtecChildren’s Trust, the Babu Venkatesh Irrevée@thildrens Trust
Babu Venkatesh, and Ashu Chat

Stock Purchase Agreement dated September 22, 30dddbamong Priority Fulfillment Services, Inc., Maloskal and
Neil Nylander.

Sixteenth Amendment to First Amended and Restateahland Security Agreement dated March 3, 2015dmiviPriority
Fulfillment Services, Inc., and Comerica Ba

Subsidiary Listing
Consent of Grant Thornton, LLP, Independent Regist®ublic Accounting Firr
Certifications of Principal Executive Officer Puesu to 18 U.S.C. Section 13
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31.2 (59)

32.1 (59)

101.INS (59)
101.SCH (59
101.CAL (59)
101.DEF (59
101.LAB (59)
101.PRE (59

Certifications of Principal Financial Officer Puemt to 18 U.S.C. Section 13

Certifications Pursuant to 18 U.S.C. Section 1850A\dopted Pursuant to Section 906 of the Sar-Oxley Act of 200z
XBRL Instance Documen

XBRL Taxonomy Extension Schern

XBRL Taxonomy Extension Calculation Linkba

XBRL Taxonomy Extension Definition Linkbas

XBRL Taxonomy Extension Label Linkba:s

XBRL Taxonomy Extension Presentation Linkbs

(1)
(2)
(3)
(4)
(5)
(6)
(7)
(8)
(9)
(10)
(11)
(12)
(13)
(14)
(15)
(16)
(17)

(19)
(20)
(21)
(22)
(23)
(24)
(25)
(26)
(27)
(28)
(29)
(30)
(31)
(32)
(33)
(34)
(35)
(36)
(37)
(38)
(39)
(40)
(41)
(42)
(43)
(44)
(45)

Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
(1 8) Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.

Regisin Statement on Forn-1 (Commission File No. 3:-87657).
For-K for the fiscal year ended March 31, 2(
For-Q/A for the quarterly period ended September 301
For-K for the transition period ended December 31, Z
For-Q for the quarterly period ended March 31, 2
For-Q for the quarterly period ended June 30, 2
For-K for the year ended December 31, 2I

For-Q for the quarterly period ended March 31, 2
For-Q for the quarterly period ended June 30, 2
For-Q for the quarterly period ended September 30, :
Repofform K filed on November 10, 20C

For-K for the year ended December 31, 2I

For-Q for the quarterly period ended March 31, 2
For-Q for the quarterly period ended September 30, !
For-K for the year ended December 31, 2C

For-Q for the quarterly period ended March 31, 2(
Repofform K filed on June 14, 200!

For-Q for the quarterly period ended June 30, 2!
Curregort on Form-K filed on November 30, 200!
For-K for the year ended December 31, 2C

For-Q for the quarterly period ended March 31, 2(
Currayort on Form-K filed on June 2, 200¢

For-Q for the quarterly period ended September 30, 2
For-K for the year ended December 31, 2C

For-Q for the quarterly period ended March 31, 2(
Repofform K filed on November 13, 200

For-K for the year ended December 31, 2C
Repofform K filed on May 2, 2008

For-Q for the quarterly period ended March 31, 2(
Regfisin Statement on Forn-A filed on June 14, 200!
Repoform 8K filed on May 30, 200

Repoform K filed on June 2, 200¢

Repofform K filed on January 6, 200!

Repofform K filed on January 9, 200!

For-Q filed on May 15, 200¢

For-Q filed on August 14, 200!

For-Q filed on May 17, 201(

Repoform K filed on May 25, 2010

Repofform K filed on July 2, 2010

Repofform K filed on February 23, 201.

For-K for the year ended December 31, 2C

For-Q filed on May 16, 201

For-Q filed on August 15, 201:

For-Q filed on November 14, 201

For-K for the year ended December 31, 2C
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(46)
(47)
(48)
(49)
(50)
(51)
(52)
(53)
(54)
(55)
(56)
(57)
(58)
(59)

Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.
Incorporated by reference from PFSweb, Inc.

Filed herewith

For-Q filed on May 15, 201z

For-Q filed on November 14, 201
Repoform K filed on March 29, 201z
Repofform K filed on May 15, 2013
For-Q filed on May 15, 201:
Repofform K filed on May 20, 2013
Repofform K filed on May 29, 2013
Repoform K filed on July 18, 201z
For-Q filed on August 14, 201:
For-K filed on March 31, 201¢
For-Q filed on May 15, 201¢

For-Q filed on August 13, 201
For-Q filed on November 14, 201
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PFSWEB, INC. AND SUBSIDIARIES

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

December 31,

SCHEDULE |

December 31,

2014 2013
ASSETS:
Cash and cash equivalel $ 555 % 10,72z
Receivable from subsidiari 34,46( 25,252
Investment in subsidiarie 5,09C 4,951
Total asset 40,10t 40,92t
LIABILITIES:
Total liabilities — —
SHAREHOLDERY EQUITY:
Preferred stoc — —
Common stocl 17 17
Additional paic-in capital 129,45 124,52
Accumulated defici (89,926 (85,300
Accumulated other comprehensive inca 682 1,811
Treasury stocl (125) (125)
Total shareholde’ equity 40,10¢ 40,92¢
Total liabilities and sharehold¢ equity $ 40,108 $ 40,92t

The condensed financial statements should be reaghjunction with the consolidated financial sta¢mts and notes thereto.
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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)

2014 2013
SELLING, GENERAL AND ADMINISTRATIVE EXPENSES
Selling, general and administrative exper $ 480€ $ 2,574
Equity in net loss (income) of consolidated sulzsigs (180) 3,317
Total operating expens: 4,62€ 5,891
NET LOSS $ (4,626) $ (5,891)

The condensed financial statements should be reeghjunction with the consolidated financial sta¢éts and notes thereto.
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PFSWEB, INC. AND SUBSIDIARIES

CONDENSED FINANCIAL INFORMATION OF REGISTRANT
STATEMENTS OF CASH FLOWS — PARENT COMPANY ONLY
FOR THE YEARS ENDED DECEMBER 31
(In thousands)

2014

SCHEDULE |

2013

CASH FLOWS FROM OPERATING ACTIVITIES

Net loss $ (4,62¢) $ (5,89))
Adjustments to reconcile net loss to net cash usegerating activities
Stoclk-based compensation expel 3,05¢ 2,574
Equity in net loss (income) of consolidated sulzsigs (180) 3,317
Net cash used in operating activit (1,747) —
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from issuance of common st 1,631 15,93¢
Increase in receivable from subsidiaries, (10,057 (10,620
Net cash provided by (used in) financing activi (8,420) 5,314
NET INCREASE (DECREASE) IN CASI (10,167%) 5,314
CASH AND CASH EQUIVALENTS, beginning of peric 10,722 5,40¢
CASH AND CASH EQUIVALENTS, end of perio $ 555 § 10,722
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Year Ended December 31, 20:
Allowance for doubtful accoun

Year Ended December 31, 20:
Allowance for doubtful accoun

PFSWEB, INC. AND SUBSIDIARIES

VALUATION AND QUALIFYING ACCOUNTS
FOR THE YEARS ENDED DECEMBER 31
(Amounts in thousands)

SCHEDULE II

Additions
Charges Balance
Balance at to Cost Charges at End
Beginning and to Other of
of Period Expenses Accounts Deductions Period
$ 45C 25 — (93) $ 382
$ 382 165 — (100) $ 447
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the Regyisthas duly caused this report to
be signed on its behalf by the undersigned, theoeduly authorized.

By: /s/Thomas J. Madde

Thomas J. Maddel

Executive Vice President and Chief Financial i
Accounting Office

Pursuant to the requirements of the Securities &xga Act of 1934, this report has been signed bélpthe following persons on
behalf of the Registrant and in the capacities@nthe dates indicated.

Signature Title Date

/s/Michael Willoughby Chief Executive Officer (Principal Executive Offige March 23,

Michael Willoughby 2015

/sIThomas J. Madden Executive Vice President and Chief Financial andddmting Officer March 23,

Thomas J. Madde (Principal Financial and Accounting Officer) 2015

/slJames F. Reilly Chairman of the Board March 23,
2015

James F. Reill

/s/Monica Luechtefeld Director March 23,
2015

Monica Luechtefelc

/s/David |. Beatson Director March 23,
2015

David |. Beatsol

/s/Benjamin Rosenzweig Director March 23,
2015

Benjamin Rosenzwei

/sIShinichi Nagakura Director March 23,
2015

Shinichi Nagakuri
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Name

Priority Fulfillment Services, Inc

Priority Fulfillment Services of Canada, Ir
PFSweb BV SPRI

Business Supplies Distributors Holdings, L
Supplies Distributors, Inc

Supplies Distributors of Canada, It
Supplies Distributors S./

PFSweb Retail Connect, In

PFSweb Philippines Services, LIl

REV Solutions Inc

REVTECH Solutions India Private Limite
LiveArealabs, Inc

Jurisdiction
Delaware
Ontario
Belgium
Delaware
Delaware
Ontario
Belgium
Delaware
Philippines
Delaware
India
Washingtor

Exhibit 21



Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We have issued our reports dated March 23, 201th, negpect to the consolidated financial statemantsschedules included in the Anr
Report of PFSweb, Inc. on Form KOfor the year ended December 31, 2014. We hecelmgent to the incorporation by reference of

reports in the Registration Statements of PFSweh, dnForms S-8 (File Nos. 333-201675, effective Janaiy2015; 333-

164973, effective February 18, 2018083-128486, effective September 21, 2005; 333-75&8dctive December 21, 2001; 333772
effective December 21, 2001; 333-46096, effectigpt&mber 19, 2000; 333-42186, effective July 2B502@nd 33340020, effective June 2
2000) and on Forms S-3 (File Nos. 333-164971, effedthaech 17, 2010; angB3-135794, effective July 24, 2006).

/s/ GRANT THRONTON LLP

Dallas, Texas
March 23, 2015



EXHIBIT 31.1

CERTIFICATIONS OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

I, Michael Willoughby, certify that:
1. I have reviewed this annual report on Form 16fRFSweb, Inc.;

2. Based on my knowledge, this report does notaiordany untrue statement of a material fact or dmitate a material fact necessar
make the statements made, in light of the circunt&is under which such statements were made, ntgauisg with respect to the peric
covered by this report;

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

4. The registrans other certifying officer and | are responsible égtablishing and maintaining disclosure contemld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatednal control over financial reporting (as definin Exchange Act Rules 13&(f) anc
15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures;ansed such disclosure controls and proceduresetalesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made known to us
others within those entities, particularly duritg tperiod in which this report is being prepal

b) Designed such internal control over financial réipgr, or caused such internal control over finahiporting to be designed under
supervision, to provide reasonable assurance rieggttae reliability of financial reporting and tipeeparation of financial statements
external purposes in accordance with generally@edeaccounting principle

c) Evaluated the effectiveness of the registeadisclosure controls and procedures and presémtinis report our conclusions about
effectiveness of the disclosure controls and proms] as of the end of the period covered by #psnt based on such evaluati

d) Disclosed in this report any change in thestegnt's internal control over financial reportitigat occurred during the registranthos
recent fiscal quarter (the registranfourth fiscal quarter in the case of an annupbm® that has materially affected, or is reasoy
likely to materially affect, the registré's internal control over financial reporting; &

5. The registrant’s other certifying officer antldve disclosed, based on onost recent evaluation of internal control ovegfinial reporting
to the registrant’s auditors and the audit commititthe registrant’'s board of directors (or pessperforming the equivalent function):

a) All significant deficiencies and material weaknesse the design or operation of internal controkofinancial reporting which a
reasonably likely to adversely affect the regig’s ability to record, process, summarize, and refptahcial information; an

b) Any fraud, whether or not material, that involveamagement or other employees who have a significéatin the registrant's inter
control over financial reporting

Date: March 23, 201¢

By: /s/ MICHAEL WILLOUGHBY
Chief Executive Office




EXHIBIT 31.2

CERTIFICATIONS OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

I, Thomas Madden, certify that:
1. I have reviewed this annual report on Form 16fRFSweb, Inc.;

2. Based on my knowledge, this report does notaiordany untrue statement of a material fact or dmitate a material fact necessar
make the statements made, in light of the circunt&is under which such statements were made, ntgauisg with respect to the peric
covered by this report;

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

4. The registrans other certifying officer and | are responsible égtablishing and maintaining disclosure contemld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15d-15(e))iatednal control over financial reporting (as definin Exchange Act Rules 13&(f) anc
15d-15(f)) for the registrant and have:

a) Designed such disclosure controls and procedures;ansed such disclosure controls and proceduresetalesigned under ¢
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtbsidiaries, is made known to us
others within those entities, particularly duritg tperiod in which this report is being prepal

b) Designed such internal control over financial réipgr, or caused such internal control over finahiporting to be designed under
supervision, to provide reasonable assurance rieggttae reliability of financial reporting and tipeeparation of financial statements
external purposes in accordance with generally@edeaccounting principle

c) Evaluated the effectiveness of the registeadisclosure controls and procedures and presémtinis report our conclusions about
effectiveness of the disclosure controls and proms] as of the end of the period covered by #psnt based on such evaluati

d) Disclosed in this report any change in thestegnt's internal control over financial reportitigat occurred during the registranthos
recent fiscal quarter (the registranfourth fiscal quarter in the case of an annupbm® that has materially affected, or is reasoy
likely to materially affect, the registré's internal control over financial reporting; &

5. The registrans other certifying officer and | have disclosedsdxon our most recent evaluation of internal @miver financial reportin
to the registrant’s auditors and the audit commititthe registrant’'s board of directors (or pessperforming the equivalent function):

a) All significant deficiencies and material weaknesse the design or operation of internal controkofinancial reporting which a
reasonably likely to adversely affect the regig’s ability to record, process, summarize, and refptahcial information; an

b) Any fraud, whether or not material, that involveamagement or other employees who have a significéatin the registrant's inter
control over financial reporting

Date: March 23, 201¢

By: /s/ THOMAS J. MADDEN
Chief Financial Office




EXHIBIT 32.1

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

Pursuant to Section 906 of the SarbaBetey Act of 2002 (subsections (a) and (b) of Secti350, Chapter 63 of Title 18, Uni
States Code), each of the undersigned officers-8frgb, Inc. (the “Company”), does hereby certigtth

The Annual Report on Form 10-K for the year endedddnber 31, 2014 (the “Form 10-Kgf the Company fully complies with t
requirements of Section 13(a) or 15(d), as appléatf the Securities Exchange Act of 1934 anditfi@mation contained in the Form X0-

fairly presents, in all material respects, thefficial condition and results of operations of thempany as of, and for, the periods present
the Form 10-K.

March 23, 201! /s/ Michael Willoughby
Michael Willoughby
Chief Executive Office

March 23, 201t /s/ Thomas J. Madde
Thomas J. Madde
Chief Financial Office

The foregoing certification is being furnished asexhibit to the Form 10-K pursuant to Item 60182)(of Regulation % and Section 906
the Sarbane®xley Act of 2002 (subsections (a) and (b) of Setti350, Chapter 63 of Title 18, United States Gaahel, accordingly, is n
being filed as part of the Form ¥0for purposes of Section 18 of the Securities Bxage Act of 1934, as whether made before or dfig
date hereof, regardless of any general incorpardgioguage in such filing.

A signed original of this written statement reqditey Section 906 has been provided to PFSweb,aimd.will be retained by PFSweb, |
and furnished to the Securities and Exchange Cosioni®r its staff upon reque:



