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Unless the context requires otherwise, as used in this report, the terms “U.S. Auto Parts,” the “Company,” “we,” “us” and “our” refer to U.S. Auto Parts Network, Inc. and its subsidiaries, and the term “Partsbin” refers
to All OEM Parts, Inc., ThePartsBin.com, Inc. and their affiliated companies, which we acquired in May 2006.
 

U.S. Auto Parts™, U.S. Auto Parts Network™, PartsTrain™, Partsbin™, Kool-Vue™ and Auto-Vend™ are our United States common law trademarks. All other trademarks and trade names appearing in this report are
the property of their respective owners.



 
 
 

SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS
 

This report contains forward-looking statements that are based on our management’s beliefs and assumptions and on information currently available to our management. In some cases, you can identify forward-
looking statements by terms such as “anticipates,” “believes,” “could,” “estimates,” “expects,” “intends,” “may,” “plans,” “potential,” “predicts,” “projects,” “should,” “will,” “would” and similar expressions intended
to identify forward-looking statements. These forward-looking statements include but are not limited to statements regarding our anticipated sales, revenue, expenses, profits, capital needs, capital deployment, product
offerings, competition and the status of our facilities. Forward-looking statements involve known and unknown risks, uncertainties and other factors that may cause our actual results, performance or achievements t o be
materially different from any future results, performances or achievements expressed or implied by the forward-looking statements. We discuss many of these risks in greater detail under the heading “Risk Factors” in Part II,
Item 1A of this report. Given these uncertainties, you should not place undue reliance on these forward-looking statements. You should read this report and the documents that we reference in this report and have filed as
exhibits to the report completely and with the understanding that our actual future results may be materially different from what we expect. Also, forward-looking statements represent our management’s beliefs and
assumptions only as of the date of this report. Except as required by law, we assume no obligation to update these forward-looking statements publicly, or to update the reasons actual results could differ materially from those
anticipated in these forward-looking statements, even if new information becomes available in the future.
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PART I. FINANCIAL INFORMATION

 
ITEM 1. Financial Statements
 

U.S. AUTO PARTS NETWORK, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands, except share amounts)
 

  
June 30,

2007   
December 31,

2006  

  (unaudited)     
ASSETS       
Current assets:       

Cash and cash equivalents  $ 42,324  $ 2,381 
Accounts receivable, net   2,779   2,789 
Inventory, net   11,519   8,796 
Deferred income taxes   934   934 
Other current assets   1,912   1,149 

Total current assets   59,468   16,049 
         
Property and equipment, net   4,516   2,716 
Intangible assets, net   30,493   33,362 
Goodwill   14,201   14,179 
Deferred income taxes   1,703   1,703 
Other non-current assets   152   1,901 

Total assets  $ 110,533  $ 69,910 
 

LIABILITIES AND STOCKHOLDERS’ EQUITY         
         
Current liabilities:         

Accounts payable  $ 10,045  $ 9,091 
Accrued expenses   3,465   2,912 
Line of credit   —   2,000 
Notes payable   1,000   10,805 
Capital leases payable, current portion   65   62 
Other current liabilities   1,442   2,392 

Total current liabilities   16,017   27,262 
Notes payable, less current portion, net   —   21,922 
Capital leases payable, less current portion   76   114 

Total liabilities   16,093   49,298 
         
Commitments and contingencies         
         
Stockholders’ equity:         

Preferred stock, $0.001 par value; 10,000,000 and 11,100,000 shares authorized at June 30, 2007 and December 31, 2006, respectively; none and 11,055,425 shares
issued and outstanding at June 30, 2007 and December 31, 2006, respectively   —   11 

Common stock, $0.001 par value; 100,000,000 and 50,000,000 shares authorized at June 30, 2007 and December 31, 2006, respectively; 29,832,927 and 15,199,672
shares issued and outstanding at June 30, 2007 and December 31, 2006, respectively   30   15 

Additional paid-in capital   141,692   68,906 
Accumulated other comprehensive income   35   5 
Accumulated deficit   (47,317)   (48,325)

Total stockholders’ equity   94,440   20,612 
Total liabilities and stockholders’ equity  $ 110,533  $ 69,910 

 
See accompanying notes to unaudited condensed consolidated financial statements.
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U.S. AUTO PARTS NETWORK, INC.
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(in thousands, except share and per share amounts)
 
             

  
Three Months Ended

June 30,   
Six Months Ended

June 30,  
  2007   2006   2007   2006  
Net sales  $ 42,112  $ 26,966  $ 85,855  $ 44,971 
Cost of sales   28,327   17,617   58,401   27,876 
Gross profit   13,785   9,349   27,454   17,095 
Operating expenses:                 

General and administrative   3,655   2,290   6,531   4,255 
Marketing   4,921   3,179   10,821   5,155 
Fulfillment   1,862   1,213   3,579   2,365 
Technology   507   323   956   517 
Amortization of intangibles   2,100   947   4,154   951 

Total operating expenses   13,045   7,952   26,041   13,243 
Income from operations   740   1,397   1,413   3,852 
Other income (expense):                 

Loss from disposition of assets   —   —   —   (5)
Other income   3   3   5   157 
Interest expense, net   545   (317)   265   (357)

Total other income (expense)   548   (314)   270   (205)
Income before income taxes   1,288   1,083   1,683   3,647 
Income tax provision   515   472   675   316 
Net income  $ 773  $ 611  $ 1,008  $ 3,331 

 
Basic net income per share  $ 0.03  $ 0.04  $ 0.04  $ 0.24 
Diluted net income per share  $ 0.03  $ 0.03  $ 0.04  $ 0.18 
Shares used in computation of basic net income per share   29,832,927   14,120,952   26,679,905   13,663,020 
Shares used in computation of diluted net income per share   29,853,346   20,772,428   28,142,830   18,099,520 
 

See accompanying notes to unaudited condensed consolidated financial statements.
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U.S. AUTO PARTS NETWORK, INC.
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)
 
       

  
Six Months Ended

June 30,  

  2007   2006  

Operating activities       
Net income  $ 1,008  $ 3,331 
Adjustments to reconcile net income to net cash provided by operating activities:         

Depreciation and amortization   542   1,082 
Amortization of intangibles   4,154   951 
Non-cash interest expense   273   19 
Loss from disposition of assets   —   5 
Share-based compensation and other   1,030   292 
Deferred income taxes   —   (982)

Changes in operating assets and liabilities:         
Accounts receivable, net   10   (2)
Inventory, net   (2,723)   1,538 
Other current assets   (763)   2 
Other non-current assets   1,749   (139)
Accounts payable and accrued expenses   1,469   703 
Other current liabilities   (950)   (620)

Net cash provided by operating activities   5,799   6,180 
         
Investing activities         

Additions to property, equipment and intangibles   (2,080)   (633)
Acquisition of assembled workforce   (1,286)   — 
Acquisition of business, net of cash acquired   (22)   (24,453)

Net cash used in investing activities   (3,388)   (25,086)
         
Financing activities         

Payments on line of credit   (2,000)   — 
Proceeds from notes payable, net of discount   —   31,705 
Payments on notes payable   (32,000)   (96)
Proceeds from initial public offering, net of offering costs   71,537   — 
Proceeds on issuance of Series A convertible preferred stock, net of offering costs   —   42,246 
Payments of short-term financing   (35)   (223)
Proceeds from sale of common stock   —   150 
Stockholder distributions   —   (1,700)
Recapitalization distribution   —   (50,000)

Net cash provided by financing activities   37,502   22,082 
 

Effect of changes in foreign currencies   30   8 
Net increase in cash and cash equivalents   39,943   3,184 
Cash and cash equivalents at beginning of period   2,381   1,353 
Cash and cash equivalents at end of period  $ 42,324  $ 4,537 

 
 

See accompanying notes to unaudited condensed consolidated financial statements.
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U.S. AUTO PARTS NETWORK, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
 
Note 1—Summary of Significant Accounting Policies
 

Basis of Presentation
 

The condensed consolidated financial statements of U.S. Auto Parts Network, Inc. (collectively with its subsidiaries, the “Company”) have been prepared in accordance with accounting principles generally accepted in
the United States (“ GAAP”) for interim financial information and with the instructions to Securities and Exchange Commission (“SEC”) Form 10-Q and Article 10 of SEC Regulation S-X. In the opinion of management, the
accompanying condensed consolidated financial statements contain all adjustments, consisting of normal recurring adjustments, necessary to present fairly the consolidated financial position of the Company as of June 30,
2007 and December 31, 2006, and the consolidated results of operations for the three and six months ended June 30, 2007 and 2006, and cash flows for the six months ended June 30, 2007 and 2006. Certain information and
footnote disclosures normally included in financial statements prepared in accordance with GAAP have been condensed or omitted pursuant to the rules and regulations of the SEC. The results of operations for the three and
six months ended June 30, 2007 are not necessarily indicative of those to be expected for the entire year. The accompanying consolidated financial statements should be read in conjunction with the Company’s Annual Report
on Form 10-K for the year ended December 31, 2006, which was filed with the SEC on April 2, 2007.
 

Use of Estimates
 

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

Recent Accounting Pronouncements
 

In September 2006, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial Accounting Standards (“SFAS”) No. 157, “Fair Value Measurements” (“SFAS 157”). This standard defines fair
value, establishes a framework for measuring fair value in generally accepted accounting principles and expands disclosures about fair value measurements. SFAS 157 is effective for financial statements issued for fiscal years
beginning after November 15, 2007, and interim periods within those fiscal years. The Company is currently evaluating the impact of this statement on its consolidated financial statements.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities” (“SFAS 159”) which permits entities to choose to measure many financial instruments and
certain other items at fair value that are not currently required to be measured at fair value. The objective of SFAS 159 is to improve financial reporting by providing entities with the opportunity to mitigate volatility in
reported earnings caused by measuring related assets and liabilities differently without having to apply complex hedge accounting provisions. This statement is effective as of the beginning of any fiscal year beginning after
November 15, 2007. The Company does not anticipate any material impact to its financial statements from the adoption of this standard.
 

Seasonality
 

Historically, the market for auto parts has been seasonal. Inclement weather conditions drive the demand for automobile body parts. During the winter months or wet season, more damage to automobiles occurs.
Consumers undertake these repairs as they occur, leading to increased demand for automobile body parts during the winter. During the summer months, consumers often undertake projects to maintain and enhance the
performance of their automobiles. This factor increases the demand for the Company’s engine, performance and accessories products. The Company believes seasonality will continue to have a material impact on the
Company’s financial condition and results of operations in future years.
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Note 2—Inventory
 

Inventories consist of finished goods available-for-sale and are stated at the lower of cost or market value, determined using the first in, first out (“FIFO”) method. The Company purchases inventory from suppliers both
domestically and internationally and has recently entered into supply agreements with U.S. based suppliers and its primary drop-ship vendors. The Company believes that its inventoried products are generally available from
more than one supplier and seeks to maintain multiple sources for its products, both internationally and domestically.

 
The Company primarily purchases products in bulk quantities to take advantage of quantity discounts and to improve inventory availability. Inventory is reported net of inventory reserves for excess or obsolete products,

which are established based on specific identification of slow moving items and the evaluation of overstock considering anticipated sales levels. Gross inventory, inventory reserves and net inventory at June 30, 2007 and
December 31, 2006 are as follows:
 

  
June 30,

2007   
December 31,

2006
  (unaudited)    
  (in thousands)
    Gross inventory  $ 12,055  $ 9,488
    Inventory reserves   (536)   (692)
    Total net inventory  $ 11,519  $ 8,796
 
 Note 3—Acquisition
 

On May 19, 2006, the Company acquired all of the assets of Partsbin, an online retailer of auto parts primarily selling engine parts, performance parts and accessories to Do-It-Yourself consumers. The acquisition has
been accounted for as a purchase in accordance with SFAS No. 141, “Business Combinations” and, accordingly, the acquired assets and liabilities have been recorded at fair value.
 

The total purchase price for the acquisition was $50.0 million and consisted of $25.0 million in cash, $5.0 million in notes payable to the former stockholders of Partsbin and 1,983,315 shares of the Company’s common
stock. In addition, the Company incurred $573,000 of direct transaction costs related to the acquisition. Immediately following the Company’s initial public offering, the Company repaid $4.0 million on the notes payable,
resulting in $1.0 million outstanding as of June 30, 2007. Interest expense on the notes payable was accrued in the accompanying consolidated statement of income.
 

The current allocation of the purchase price to assets acquired and liabilities assumed and various finite and indefinite lived intangible assets as well as goodwill is based on a preliminary valuation study. Amounts are
considered preliminary until the final purchase price allocation is approved by both the Company and the selling stockholders of Partsbin according to the terms of the purchase agreement which includes the right of offset on
the notes for any indemnification claims the Company could make against the selling stockholders of Partsbin.
 

The results of operations of Partsbin and the estimated fair market values of the acquired assets and liabilities have been included in the consolidated financial statements from the date of the acquisition.
 
Note 4—Intangibles
 

In May 2006, in connection with the acquisition of Partsbin, the Company recognized goodwill with an indefinite life in the amount of $14.2 million and other intangible assets described in the table below.  In April
2007, the Company acquired an assembled workforce, valued at $1.3 million, from its outsourced call center provider in the Philippines, Access Worldwide which consisted of bringing the services of 171 sales and customer
service agents in-house.  See Note 5 below for further discussion regarding the details of this transaction.
 
Capitalized amounts are amortized on a straight-line basis.  Amortization expense relating to intangibles totaled $2.1 million, $947,000, $4.2 million and $951,000 for the three and six months ended June 30, 2007 and 2006,
respectively.
 

Intangibles, excluding goodwill, consisted of the following at June 30, 2007 and December 31, 2006:
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 June 30, 2007  December 31, 2006

 

Gross
Carrying
Amount  

Accum.
Amort.  

Net
Carrying
Amount  

Gross
Carrying
Amount  

Accum.
Amort.  

Net
Carrying
Amount

 (in thousands)

Intangible assets subject to amortization:            
   Websites (5 year useful life) $ 28,988 $ (6,468) $ 22,520 $ 28,988 $ (3,569) $ 25,419

       Software (2-5 year useful life)  4,089  (1,521)  2,568  4,089  (839)  3,250
   Vendor agreements (3 year useful life)  2,996  (1,114)  1,882  2,996  (614)  2,382
   Assembled workforce (7 year useful life)  1,286  (45)  1,241  —  —  —
   Purchased domain names (3 year useful life)  165  (113)  52  165  (84)  81

  37,524  (9,261)  28,263  36,238  (5,106)  31,132
       Intangible assets not subject to amortization:             

   Domain names (indefinite life)  2,230  —  2,230  2,230  —  2,230
          Total $ 39,754 $ (9,261) $ 30,493 $ 38,468 $ (5,106) $ 33,362

Note 5—Assembled Workforce
 

In April 2007, the Company entered into a purchase agreement with its outsourced call center provider to bring in-house certain sales and customer service employees based in the Philippines, who were providing
support to the Company through this provider. The purchase price to acquire this assembled workforce was approximately $1.7 million. In order to determine the accounting impact of this transaction, the Company obtained
an independent third party valuation of the components of this contract.  The valuation resulted in the recognition of an intangible asset, referred to as “assembled workforce,” with a fair value of $1.3 million and an estimated
useful life of seven years.  The remaining $440,000 was recorded as marketing expense.
 

Under the terms of the purchase agreement, approximately 182 of the provider’s employees were given the opportunity to become U.S. Auto Parts employees. As of the closing of this transaction, 171 of these
employees agreed to transition over to direct employment by the Company’s Philippines subsidiary. The Company has also entered into an agreement to lease workstations in the provider’s facility in the Philippines for a
period of six months. The Company is currently anticipating opening its own call center facility in the Philippines in the second half of 2007.
 
Note 6—Contingencies
 

The Company is subject to legal proceedings and claims which arise in the ordinary course of its business. Although occasional adverse decisions or settlements may occur, the potential loss, if any, cannot be
reasonably estimated. However, the Company believes that the final disposition of such matters will not have a material adverse effect on the financial position, results of operations or cash flow of the Company. The
Company maintains various liability insurance coverages to protect the Company’s assets from losses arising out of or involving activities associated with ongoing and normal business operations.
 

Ford Global Technologies, LLC
 

On December 2, 2005, Ford Global Technologies, LLC (“Ford”) filed a complaint with the United States International Trade Commission (“USITC”) against the Company and five other named respondents, including
four Taiwan-based manufacturers. On December 12, 2005, Ford filed an amended complaint. Both the complaint and the amended complaint charged the Company and the other respondents with infringement of 14 design
patents that Ford alleges cover eight parts on the 2004-2005 Ford F-150 truck (the “Ford Design Patents”). Ford asked the USITC to issue a permanent general exclusion order excluding from entry into the United States all
automotive parts that infringe the Ford Design Patents and that are imported into the United States, sold for importation in the United States, or sold within the United States after importation. Ford also sought a permanent
order directing the Company and the other respondents to cease and desist from, among other things, selling, marketing, advertising, distributing and offering for sale imported automotive parts that infringe the Ford Design
Patents. The Company filed its response to the complaint with the USITC in January 2006 denying, among other things, that any of the Ford Design Patents is valid and/or enforceable and, further, denying each and every
allegation of infringement. The Company also asserted several
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affirmative defenses, any of which, if successful, would have precluded the USITC from granting any of Ford’s requested relief. Some of these defenses were struck by the Administrative Law Judge (“ALJ”) in response

to motions by Ford. Additionally, four of the Ford Design Patents were dropped from the investigation at Ford’s request. A hearing before the ALJ occurred in August 2006.
 
On December 4, 2006, the ALJ issued an initial determination finding three of the ten Ford Design Patents invalid, but upholding the validity and enforceability of the other seven Ford Design Patents, and ruling that

the importation of automotive parts allegedly covered by these seven patents violates Section 337 of the Tariff Act of 1930, as amended. This initial determination was subject to review by the USITC. The Company and the
other respondents accordingly filed a petition urging the Commission to review and reverse the portions of the initial determination finding seven of the ten patents valid, enforceable, and infringed. Ford, in turn, petitioned for
review of the portion of the initial determination finding three of its design patents invalid.  The ALJ’s initial determination on all issues became the final determination of the USITC upon notice by the USITC on March 20,
2007 of its decision not to review the initial determination.  On May 1, 2007, the Company and other respondents petitioned the USITC to reconsider its March 2007 ruling not to review the ALJ’s determination regarding the
seven Ford Design Patents found valid and infringed, in light of the Supreme Court’s April 30, 2007 decision in KSRInternational, Inc, v. Teleflex, Inc.  The USITC issued a “Notice of Commission Determination To Waive
Reconsideration Rule Deadline And To Extend Target Date” on May 4, 2007. In this Notice, the USITC indicated that it would consider the petition and extended the target date for issuing a final order to June 6, 2007. Ford
and the USITC’s Office of Unfair Import Investigations opposed the Company’s petition for reconsideration.

On June 6, 2007, the USITC denied the petition for reconsideration, terminated its investigation and issued a general exclusion order.  The Commission denied Ford’s request for a cease and desist order. The general
exclusion order prohibits the importation, sale for importation, or sale in the United States after importation of aftermarket collision parts that infringe any of the seven Ford Design Patents previously determined to be valid.
The final determination by the USITC was subject to review by the President of the United States, who is authorized to disapprove Commission orders for policy considerations. The mandatory 60-day Presidential review
period ended on August 6, 2007, with the President taking no action.  The Company has sixty days from the expiration of the Presidential review period to file a petition for review with the United States Circuit Court of
Appeals for the Federal Circuit.   The Company intends to vigorously pursue its appellate rights.

While the portion of the Commission’s March 20, 2007 ruling finding a violation of Section 337 did not become final appealable order until the end of the Presidential review period, the Commission’s finding of no
violation of Section 337 as to the three of Ford’s Design Patents held invalid was not subject to Presidential review, and became a final appealable order as of March 20, 2007.  Accordingly, on May 18, 2007, Ford filed a
Petition For Review at the United States Court of Appeals for the Federal Circuit seeking review and reversal of the portion of the USITC’s March 20, 2007 Final Determination finding three of the Ford Design Patents
invalid.   That appeal is currently pending.
 

Securities Litigation
 

On March 24, 2007, a putative stockholder class action lawsuit was filed against the Company and certain officers and directors in the U.S. District Court for the Central District of California.  The complaint alleges
that the Company filed a false Registration Statement in connection with the Company’s initial public offering in violation of Section 11 and Section 15 of the Securities Act of 1933, as amended (the “Securities Act”).  On
April 26, 2007, a second complaint containing substantially similar allegations was filed, and also included a claim under Section 12(a)(2) of the Securities Act.  The complaints were consolidated on May 15, 2007.  Plaintiffs
seek compensatory damages, restitution, unspecified equitable relief, as well as attorneys’ fees and costs.  Defendants believe they have meritorious defenses and intend to vigorously defend the lawsuit.  As such, the
Company believes that a potential liability is not probable or reasonably estimable and has recorded no amount related to this matter as of June 30, 2007. On August 13, 2007, the Company received a letter from the SEC that
indicated that the SEC had commenced an informal inquiry into the events leading up to the Company's announcement on March 20, 2007 of its financial results for the fourth quarter and year ended December 31, 2006.  The
Company intends to fully cooperate with the SEC in this matter.
 
Note 7—Comprehensive Income
 

The Company reports comprehensive income in accordance with SFAS No. 130, “Reporting Comprehensive Income,”  which defines comprehensive income as non-stockholder changes in equity. Comprehensive
income for each of the three and six month periods ended June 30, 2007 and 2006, respectively, includes the following:
 

 
Three Months Ended

June 30,  
Six Months Ended

June 30,
  2007  2006  2007   2006 
 (in thousands)
Net income $ 773  $ 611  $ 1,008  $   3,331 
Foreign currency translation adjustments    21   10   30   8 
Comprehensive income $ 794 $ 621 $ 1,038 $ 3,339
 
Note 8—Reserve For Sales Returns
 

Sales discounts are recorded in the period in which the related sale is recognized. Credits are issued to customers for returned products. Credits amounted to $4.9 million and $2.3 million for the three months ended June
30, 2007 and 2006, respectively.  Likewise, credits amounted to $8.9 million and $3.7 million for the six months ended June 30, 2007 and 2006, respectively. The Company’s sales returns and allowances reserve totaled
$596,000 and $1.4 million at June 30, 2007 and December 31, 2006, respectively.
 

The following table provides an analysis of the reserve for sales returns:
 

  

Balance at
Beginning of

Period  
Charged to

Revenue  Deductions  
Balance at End

of Period
  (in thousands)

Six months ended         
Reserve for sales returns, June 30, 2006  $ 170 $ 3,674 $ (3,322) $ 522
Reserve for sales returns, June 30, 2007   1,408  8,871  (9,683)  596

 
Note 9—Income Taxes
 

For the three and six months ended June 30, 2007, the effective tax rate for the Company was 38.8% and 39.2%, respectively. The effective tax rate for the three and six months ended June 30, 2006 was 43.6% and
8.7%, respectively. The six months ended June 30, 2006 effective tax rate is significantly lower because the Company converted from S-corporation status to C-corporation status in March 2006. These rates differed from the
statutory rates due to various permanent non-deductible tax items, including share-based compensation and other permanent differences. In July 2006, the FASB issued FASB Interpretation No. 48, “Accounting for
Uncertainty in Income Taxes—an Interpretation of FASB Statement No. 109” (“FIN 48”), which became effective for the Company on January 1, 2007. FIN 48 prescribes a recognition threshold and a measurement attribute
for the financial statement recognition and measurement of tax positions taken or expected to be taken in a tax return. For those benefits to be recognized, a tax position must be more-likely-than-not to be sustained upon
examination by taxing authorities. The amount recognized is measured as the largest amount of benefit that is greater than 50 percent likely of being realized upon ultimate settlement. As a result of the implementation of FIN
48, the Company recognized no material adjustment in the liability for unrecognized income tax benefits and no corresponding interest or penalties. The tax years 2004 through 2006 remain open to examination by the major
taxing jurisdictions to which the Company is subject.
 
Note 10—Net Income Per Share
 

Net income per share has been computed in accordance with FASB Statement No. 128, “Earnings Per Share.” The following table sets forth the computation of basic and diluted net income per share:
 

 
Three Months Ended

June 30,  
Six Months Ended

June 30,
  2007  2006  2007   2006 
Net Income Per Share (in thousands, except share and per share data)
Numerator:            
Net income $ 773 $ 611 $ 1,008 $   3,331
Denominator:            
Weighted-average common shares outstanding (basic)  29,832,927  14,120,952  26,679,905  13,663,020
Common equivalent shares from conversion of preferred stock  —   6,633,255  1,429,265  4,397,738
Common equivalent shares from common stock options and warrants  20,419  18,221  33,660  38,762
Weighted-average common shares outstanding (diluted)  29,853,346  20,772,428  28,142,830  18,099,520
Basic net income per share $ 0.03 $ 0.04 $ 0.04 $ 0.24
Diluted net income per share $ 0.03 $ 0.03 $ 0.04 $ 0.18
      
Note 11—Share-Based Compensation
 

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

Under this standard, the fair value of each share-based payment award is estimated on the date of grant using an option pricing model that meets certain requirements. The Company uses the Black-Scholes option
pricing model to estimate the fair value of share-based payment awards. The determination of the fair value of share-based payment awards utilizing the Black-Scholes model is affected by the Company’s stock price and a
number of assumptions, including expected volatility, expected life, risk-free interest rate and expected dividends. As of June 30, 2007, the Company did not have an adequate history of market prices of its common stock as
the Company only recently became a public company, and as such the Company estimates volatility in accordance with SAB No. 107 using historical volatilities of similar public entities. The expected life of an award is
based on a simplified method which defines the life as the average of the contractual term of the option and the weighted average vesting period for all open tranches. The risk-free interest rate assumption is based on observed
interest rates appropriate for the terms of awards. The dividend yield assumption is based on the Company’s expectation of paying no dividends. Forfeitures are estimated at the time of grant and revised, if necessary, in
subsequent periods if actual forfeitures differ from those estimates.
 

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



There was $8.9 million of unrecognized compensation expense related to stock options as of June 30, 2007, which expense is expected to be recognized over a weighted-average period of 3.3 years. The table below
summarizes stock option activity during the six months ended June 30, 2007, which resulted in share-based compensation expense as follows:
 

 
Six Months Ended

June 30, 2007

 Shares  

Weighted
Average

Exercise Price
Options outstanding, December 31, 2006  2,786,532 $ 8.74
Granted  2,225,469  6.48
Exercised  —  —
Expired  —  —
Forfeited  (145,393)  8.88
Options outstanding, June 30, 2007  4,866,608 $ 7.70
Options exercisable, June 30, 2007  2,789,139 $ 8.86

Note 12—Subsequent Event

On August 8, 2007, the Company's Philippines subsidiary entered into two new lease agreements.  The Company plans to use this space to expand its current operations.  Under the terms of the first lease agreement, the
Company will add an additional 526 square meters of space for a period of twelve months, effective September 1, 2007 for monthly rent of approximately $3,000.  Under the terms of the second lease agreement, the Company
will add an additional 214 square meters of space for a period of eleven months, effective November 1, 2007 for monthly rent of approximately $1,000.  
 

 



 
ITEM 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
 
Cautionary Statement
 

You should read the following discussion and analysis in conjunction with our unaudited condensed consolidated financial statements and the related notes thereto contained in Part I, Item 1 of this Report. The
information contained in this Quarterly Report on Form 10-Q is not a complete description of our business or the risks associated with an investment in our common stock. We urge you to carefully review and consider the
various disclosures made by us in this Report and in our other reports filed with the Securities and Exchange Commission, or SEC, including our Annual Report on Form 10-K for the year ended December 31, 2006 and
subsequent reports on Forms 10-Q and 8-K, which discuss our business in greater detail. The section entitled “Risk Factors” set forth below, and similar discussions in our other SEC filings, describe some of the important
risk factors that may affect our business, results of operations and financial condition. You should carefully consider those risks, in addition to the other information in this Report and in our other filings with the SEC, before
deciding to purchase, hold or sell our common stock.
 
Overview
 

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

Our History. We were formed in 1995 as a distributor of aftermarket auto parts and launched our first website in 2000. We rapidly expanded our online operations, increasing the number of SKUs sold through our e-
commerce network, adding additional websites, improving our Internet marketing proficiency and commencing sales in online marketplaces. As a result, our business has grown consistently since 2000, generating net sales of
$85.9 million for the six months ended June 30, 2007.
 

International Operations. In April 2007, we entered into a purchase agreement to bring in-house certain sales and customer service employees based in the Philippines who were providing support to us through our
outsourced call center provider, Access Worldwide. Under the terms of this purchase agreement, approximately 182 employees of Access Worldwide were given the opportunity to become employees of our Philippines
subsidiary and join our existing direct employees in the Philippines. As of the closing of this transaction, approximately 171 of the Access employees had agreed to transition over to direct employment by our Philippines
subsidiary. The purchase price for the right to acquire this assembled workforce was approximately $1.7 million.  We are currently planning to open a new call center in the Philippines in the second half of 2007 to
accommodate the additional employees and expect to spend up to $1.0 million on such facility in 2007. In addition to our Philippines operations, we have outsourced call center operations in India and own a Canadian
subsidiary to facilitate sales of our products in Canada.  We believe that the cost advantages of our offshore operations provide us with the ability to grow our business in a cost-effective manner, and we expect to continue to
add headcount and infrastructure to our offshore operations.
 

Partsbin Acquisition. In May 2006, we completed the acquisition of Partsbin. As a result of this acquisition, we expanded our product offering and product catalog to include performance parts and accessories and
additional engine parts, enhanced our ability to reach more customers, significantly increased our net sales and added a complementary, drop-ship order fulfillment method. Partsbin also expanded our international operations
by adding two outsourced call centers in the Philippines and in India, as well as a Canadian subsidiary to facilitate sales in Canada. We also augmented our technology platform and expanded our management team. The
purchase price for Partsbin consisted of $25.0 million in cash, promissory notes in the aggregate principal amount of $5.0 million payable to the former stockholders of Partsbin and 1,983,315 shares of our common stock. We
continue to integrate Partsbin and we may pursue additional acquisition opportunities in the future to increase our share of the aftermarket auto parts market or expand our product offerings. 
 
Critical Accounting Policies
 

Our discussion and analysis of our financial condition and results of operations is based upon our unaudited condensed consolidated financial statements, which have been prepared in accordance with U.S. generally
accepted accounting principles. The preparation of these unaudited condensed consolidated financial statements requires us to make estimates and judgments that affect the reported amounts of assets, liabilities, revenues and
expenses, and related disclosure of contingent assets and liabilities. On an ongoing basis, we evaluate our estimates, including those related to revenue recognition, sales returns and allowances, uncollectible receivables,
inventory reserves, intangible and other long-lived assets and contingencies. We base our estimates on historical experience and on various other assumptions that we believe to be reasonable under the circumstances, the
results of which form the basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual results may differ from these estimates under different
assumptions or conditions. There were no significant changes to our critical accounting policies during the six months ended June 30, 2007, as compared to those policies disclosed in our annual report on Form 10-K for the
fiscal year ended December 31, 2006.
 

In June 2006, the FASB issued FIN 48, which became effective for us beginning January 1, 2007.  FIN 48 addresses the determination of how tax benefits claimed or expected to be claimed on a tax return should be
recorded in the financial statements. Under FIN 48, we must recognize the tax benefit from an uncertain tax position only if it is more-likely-than-not that the tax position will be sustained on examination by the taxing
authorities, based on the technical merits of the position. The tax benefits recognized in the financial statements from such a position are measured based on the largest benefit that has a greater than 50% likelihood of being
realized upon ultimate resolution. The impact of our reassessment of our tax positions in accordance with FIN 48 did not have a material impact on our results of operations, financial condition or liquidity. For additional
information regarding the adoption of FIN 48, see Note 9 of Notes to Unaudited Condensed Consolidated Financial Statements in Part I, Item 1 of this report.
 
Results of Operations
 

The following table sets forth certain unaudited statements of income data for the periods indicated:
 

  
Three Months Ended

June 30,   
Six Months Ended

June 30,
  2007   2006   2007   2006
  (unaudited)
  (in thousands)

Net sales  $ 42,112   $ 26,966   $ 85,855   $ 44,971
Cost of sales   28,327    17,617    58,401    27,876
Gross profit   13,785    9,349    27,454    17,095

Operating expenses:               
General and administrative   3,655    2,290    6,531    4,255
Marketing   4,921    3,179    10,821    5,155
Fulfillment   1,862    1,213    3,579    2,365
Technology   507    323    956    517

Amortization of intangibles   2,100    947    4,154    951
Total operating expenses   13,042    7,952    26,041    13,243
Income from operations   740    1,397    1,413    3,852
Other income (expense):               

Loss from disposition of assets   —    —    —    (5
Other income   3    3    5    157
Interest income (expense), net   545    (317 )   265    (357

Total other income (expense)   548    (314 )   270    (205
Income before income taxes   1,288    1,083    1,683    3,647
Income tax provision   515    472    675    316
Net income  $ 773   $ 611   $ 1,008   $ 3,331

 
Three and Six Months Ended June 30, 2007 Compared to Three and Six Months Ended June 30, 2006
 

Net Sales and Gross Margin
 

  
Three Months Ended

June 30,   
Six Months Ended

June 30,  
  2007   2006   2007   2006  
  (in thousands)  
Net sales  $ 42,112  $ 26,966  $ 85,855  $ 44,971 
Cost of sales   28,327   17,617   58,401   27,876 
Gross profit  $ 13,785  $ 9,349  $ 27,454  $ 17,095 
Gross margin   32.7%  34.7%  32.0%  38.0%
 

Net sales increased 55.9% and 90.9% to $42.1 million and $85.9 million for the three and six months ended June 30, 2007, from the same periods in the previous year. The increase in net sales in both periods was the
result of organic growth across all sales channels and the acquisition of Partsbin in May 2006. This acquisition added a significant number of SKUs in performance parts, accessories and engine parts to our product
offering.  We believe organic sales growth in 2007 benefited from a broader product selection as well as an increase in the number of unique monthly visitors to our websites.
 

Our e-commerce sales grew by 61.3% and 111.3% to $32.1 million and $65.3 million for the three and six months ended June 30, 2007.  Our online marketplace sales grew by 48.6% and 69.6% to $5.2 million and
$11.7 million for the three and six months ended June 30, 2007.  The increase in both e-commerce and online marketplace sales included the contribution from Partsbin product sales since May 2006.
 

The total number of e-commerce orders increased 60.0% and 111.7% to 256,000 and 525,000 orders for the three and six months ended June 30, 2007.  The average order value increased during the three months ended
June 30, 2007 to $125 versus $124 during the same period in the previous year.  The average order value for the six months ended June 30, 2007 remained stable at $125 versus the same period in the previous year.
 

Net sales of our Kool-Vue product-line and sales of other products through our wholesale channel remained relatively constant in absolute dollars for both the three and six months ended June 30, 2007 compared to the
same periods in the prior year, but declined as a percentage of net sales. We anticipate that sales through our wholesale channel and Kool-Vue product line will continue to decline as a percentage of net sales in the future due
to our primary focus on our online business.
 

We have historically experienced seasonality in our business. We expect seasonality to continue in future years as automobile collisions during inclement weather generally creates increased demand for body parts in



winter months and consumers often undertake projects to maintain and enhance the performance of their automobiles in the summer months. We anticipate that seasonality will continue to have a material impact on our
financial condition and results of operations during any given year.
 

While gross profit increased largely as a function of higher sales volumes, as discussed above, the decrease in gross margins of 2.0% and 6.0% to 32.7% and 32.0% for the three and six months ended June 30, 2007 was
primarily due to the partial inclusion of drop-ship products in the 2006 results, which generally carry lower gross margins. For the three and six months ended June 30, 2007, cost of freight increased in absolute dollars as a
result of the increase in net sales, yet favorable shipping terms with our drop-ship suppliers caused freight expense as a percentage of net sales to drop from 13.5% of net sales for the six months ended June 30, 2006 to 12.8%
of net sales for the six months ended June 30, 2007. Freight expense as a percentage of net sales for the three months ended June 30, 2007, however increased to 12.5% from 11.9% for the same period in the previous year.
 

General and Administrative Expense
 

  
Three Months Ended

June 30,   
Six Months Ended

June 30,  
  2007   2006   2007   2006  
  (in thousands)  

General and administrative expense  $ 3,655  $ 2,290  $ 6,531  $ 4,255 
Percent of net sales   8.7%  8.5%  7.6%  9.5%

 
General and administrative expense increased 59.6% and 53.5% for the three and six months ended June 30, 2007, from the same periods in the previous year, which was primarily due to an increase of $307,000 and

$878,000, in merchant fees related to higher online sales. Merchant fees remained relatively constant as a percentage of net sales, however during both periods.  In addition, this increase reflects higher payroll and related
expenses in the amount of $203,000 for the three months ended June 30, 2007 and $454,000 for the six months ended June 30, 2007, which was largely due to additional personnel.  The increase also includes $494,000 and
$806,000 of share-based compensation expense related to stock options for the three and six months ended June 30, 2007.  In addition, there were additional expenses incurred relating to legal and professional fees
and insurance coverage not incurred in the previous year.  Legal and professional fees for the three and six months ended June 30, 2007 were $660,000 and $873,000, respectively.  The increase in legal and professional fees
relates to costs incurred for the pending securities class action litigation and compliance related matters for operating as a public company. The increase in general and administrative expense was partially offset by a $351,000
reduction in software amortization for the three months ended June 30, 2007 and $712,000 for the six months ended June 30, 2007.
 

During the three and six months ended June 30, 2007, we recognized $494,000 and $806,000 of share-based compensation, determined in accordance with SFAS 123(R). Based on options outstanding as of June 30,
2007, we expect to recognize $8.9 million in additional expense in the following periods:
 

 ●  Remaining six months ending December 31, 2007  $1.6 million
 ●  Year ending December 31, 2008  $2.8 million
 ●  Year ending December 31, 2009  $2.7 million
 ●  Year ending December 31, 2010  $1.6 million
 ●  Five months ending May 31, 2011  $232,000

 
We anticipate that we will incur increased general and administrative expense throughout 2007 and in future periods related to operating as a public company due to increased legal and accounting fees, higher insurance

premiums, higher personnel and employee benefit costs and increased non-employee director costs. We expect that the costs of compliance associated with the transition to and operation as a public company, including the
requirements relating to improving and documenting our internal controls and procedures, as well as changes in corporate governance practices, will be significant. In addition, complying with SEC inquiries and defending
securities litigation against us could result in substantial costs, which could cause our general and administrative expense to increase in the future.
 

Marketing Expense
 

  
Three Months Ended

June 30,   
Six Months Ended

June 30,  
  2007   2006   2007   2006  
  (in thousands)  

Marketing expense  $ 4,921  $ 3,179  $ 10,821  $ 5,155 
Percent of net sales   11.7%  11.8%  12.6%  11.5%

 
Marketing expense increased 54.8% and 109.9% for the three and six months ended June 30, 2007, respectively from the same periods in the previous year primarily due to higher personnel costs of $1.1 million and

$2.4 million, respectively related to the expansion in our sales and marketing team.  Advertising cost during the three months ended June 30, 2007 was $2.2 million or $301,000 higher than the prior year period. For the six
months ended June 30, 2007, advertising cost was $5.7 million or $2.5 million higher than in the six months period ended June 30, 2006.  The majority of the expense was incurred in the first quarter of 2007 and we
have reduced this expense in the second quarter of 2007.  

 
In addition, in April 2007, we completed the acquisition of our Philippines sales force from our outsourced call center provider.  As of June 30, 2007, 171 employees had transitioned to direct employment with our

Philippines subsidiary. For the second half of 2007, we expect our personnel costs included in marketing expense to increase as a result of this additional headcount. We anticipate this increase to be fully offset, however by a
reduction in our outsourced services expense as a result of bringing these capabilities in-house. The purchase price for the assembled workforce was approximately $1.7 million. Of this amount, approximately $420,000 was
included as marketing expense during the first three months of 2007. The approximate remaining $1.3 million was capitalized as an intangible asset in accordance with SFAS 142 “Goodwill and Other Intangible Assets.”  This
intangible will be amortized over seven years beginning in April 2007.
 

Fulfillment Expense
 

  
Three Months Ended

June 30,   
Six Months Ended

June 30,  
  2007   2006   2007   2006  
  (in thousands)  

Fulfillment expense  $ 1,862  $       1,213  $ 3,579  $   2,365 
Percent of net sales   4.4%  4.5%  4.2%  5.3%

 
Fulfillment expense increased 53.5% and 51.3% for the three and six months ended June 30, 2007 from the same periods in the previous year primarily due to $478,000 and $909,000, in additional personnel costs. We

expanded the number of warehouse and purchasing employees during the first six months of 2007 in order to meet increased sales volume.
 

Technology Expense
 

  
Three Months Ended

June 30,   
Six Months Ended

June 30,  
  2007   2006   2007   2006  
  (in thousands)  

Technology expense  $ 507  $ 323  $ 956  $ 517 
Percent of net sales   1.2%  1.2%  1.1%  1.1%

 
Technology expense increased 57.0% and 84.9% for the three and six months ended June 30, 2007 from the same periods in the previous year primarily due to higher communication fees of $145,000 and $325,000, to

support the expansion of our communications infrastructure. During 2007, we expect technology expense as a percent of net sales to continue to increase due to the hiring of additional employees and increased investment in
our overall technology platform.
 

Amortization of Intangibles
 
             

  
Three Months Ended

June 30,   
Six Months Ended

June 30,  
  2007   2006   2007   2006  
  (in thousands)  

Amortization of intangibles  $ 2,100  $ 947  $ 4,154  $ 951 
Percent of net sales   5.0%  3.5%  4.8%  2.1%

 
Amortization of intangibles increased 121.8% and 336.8% for the three and six months ended June 30, 2007 primarily due to the intangible assets acquired pursuant to the acquisition of Partsbin completed in May 2006

and the assembled workforce acquired in April 2007.  We preliminarily estimate aggregate amortization expense related to these acquisitions will be as follows:
 

 ●  Remaining six months ending December 31, 2007  $4.2 million
 ●  Year ending December 31, 2008  $8.4 million
 ●  Year ending December 31, 2009  $6.9 million
 ●  Year ending December 31, 2010  $6.0 million
 ●  Year ending December 31, 2011 and beyond        $2.9 million

 
Other Income (Expense), Net  

 
             

  
Three Months Ended

June 30,   
Six Months Ended

June 30,  

  2007   2006   2007   2006  
  (in thousands)  

Other income (expense), net  $ 548  $ (314)  $ 270  $ (205)
Percent of net sales   1.3%  (1.2%)  0.3%  (0.5%)

 



The increase in other income (expense), net during the three months ended June 30, 2007 was primarily due to an increase of $531,000 in interest income related to the higher cash balances. For the six months ended
June 30, 2007, other income (expense), net included $273,000 of accelerated non-cash interest expense from the write-off of the remaining debt discount during the first three months of 2007. Upon completion of our initial
public offering, we reduced our long-term indebtedness by approximately $28.0 million, which will significantly decrease our interest expense for the balance of 2007.
 

We expect to continue to record higher interest income throughout 2007 relative to 2006 due to investing the proceeds of the initial public offering.  Our investment policy seeks to preserve principal, maintain liquidity
and provide for diversification.  All investments generally will be AAA rated to minimize credit and market risk exposure.  A tax efficient strategy may be used to maximize the ultimate return on investments.
 
Liquidity and Capital Resources
 

We have historically funded our operations from cash generated from operations, credit facilities, bank and stockholder loans, equity financing and capital lease financings. At June 30, 2007, the only notes payable
outstanding related to $1.0 million payable to the former stockholders of Partsbin. We had no balance outstanding under our term loans or our bank line of credit, which expires on July 31, 2009 and bears interest at prime
minus 0.5%.
 

We had cash and cash equivalents of $42.3 million as of June 30, 2007, representing a $39.9 million increase from $2.4 million as of December 31, 2006. The increase in our cash and cash equivalents as of June 30,
2007 was primarily due to the net proceeds from our initial public offering that was completed in February 2007. We received net cash proceeds from our initial public offering of approximately $71.5 million (after deducting
the underwriting discounts and commissions and offering expenses).  Approximately $28.0 million of the net proceeds from the offering was used to repay our outstanding indebtedness of approximately $18.0 million and
$10.0 million under two term loans to our commercial lender. In addition, we paid $4.0 million on the notes payable to the former stockholders of Partsbin.
 

We had working capital of $43.5 million as of June 30, 2007, which was primarily due to the cash generated from our initial public offering. We anticipate that our existing cash balances, cash generated from operations
and funds available under our line of credit will be sufficient to meet our working capital needs and expected capital expenditures for at least the next twelve months. Our future capital requirements may, however, vary
materially from those now planned or anticipated. Changes in our operating plans, lower than anticipated net sales, increased expenses or other events, including those described in “Risk Factors,” may cause us to seek
additional debt or equity financings in the future. Financings may not be available on acceptable terms, on a timely basis, or at all, and our failure to raise adequate capital when needed could negatively impact our growth
plans, our financial condition, and results of operations.
 

In June 2007, we opened a new distribution center in Tennessee.  This distribution center is operated by a third party and is intended to stock and distribute performance parts and accessories.  We intend to continue to
add inventory to this location during the remainder of 2007.  In addition to this third party distribution center, we are assessing the feasibility and economic value of opening a separate distribution facility in Tennessee that
would be operated by us and house a broader range of product categories.  We expect to finalize our plans on this distribution center in the second half of 2007.
 

Our Philippines subsidiary entered into two new lease agreements in August 2007.  This facility expansion will be used to expand our non-call center operations including marketing, catalog, technology and
administrative personnel.   We anticipate this facility to be operational by the end of 2007.  While this new facility is being setup, we are renting workstations from a third party.  We expect to spend up to $1.0 million on this
facility in the second half of 2007.
 
Seasonality
 

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

Inflation has not had a material impact upon our operating results, and we do not expect it to have such an impact in the near future. We cannot assure you that our business will not be affected by inflation in the future.
 
ITEM 3. Quantitative and Qualitative Disclosures about Market Risk
 

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

Interest Rate Risk. As of June 30, 2007, our only interest rate risk involved our line of credit with our principal lender and the $1.0 million in notes payable to the former Partsbin stockholders. Although there were no
borrowings outstanding under our line of credit at June 30, 2007, changes in the monthly LIBOR rate could affect the rates at which we could borrow funds under the line of credit. A 1% increase or decrease in LIBOR,
however would result in an immaterial change in interest expense related to these outstanding borrowings.
 

Foreign Currency Risk. Our purchases of auto parts from our Asian suppliers are denominated in U.S. dollars, however a change in the foreign currency exchange rates could impact our product costs over time. While
our operating expenses in the Philippines are generally paid in Philippine pesos, and Canadian website sales are denominated in Canadian dollars, fluctuations in currency rates have only had a nominal impact on our
operations historically.
 
ITEM 4. Controls and Procedures
 

Evaluation of Disclosure Controls and Procedures
 

As of June 30, 2007, the end of the period covered by this periodic report, we carried out an evaluation, under the supervision and with the participation of our management, including our Chief Executive Officer and
Chief Financial Officer, of the effectiveness of the design and operation of our disclosure controls and procedures pursuant to Rule 13a-15 and 15d-15 of the Securities Exchange Act of 1934, as amended (the “Exchange
Act”).
 

Disclosure controls and procedures are controls and procedures that are designed to ensure that information required to be disclosed in our reports filed or submitted under the Exchange Act is recorded, processed,
summarized and reported within the time periods specified in the SEC rules and forms. Management recognizes that a control system, no matter how well conceived and operated, can provide only reasonable assurance that
the objectives of the control system are met. Further, the design of a control system must reflect the fact that there are resource constraints, and the benefits of controls must be considered relative to their costs. Because of the
inherent limitations in all control systems, no evaluation of controls can provide absolute assurance that all control issues within the Company have been detected. Therefore, assessing the costs and benefits of such controls
and procedures necessarily involves the exercise of judgment by management. Our disclosure controls and procedures are designed to provide reasonable assurance of achieving the objective of ensuring that information
required to be disclosed in our reports filed or submitted under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in the SEC rules and forms. In addition, our disclosure
controls and procedures include, without limitation, controls and procedures designed to ensure that the information required to be disclosed by us in the reports we file or submit under the Exchange Act is accumulated and
communicated to management, including our principal executive and principal financial officers or persons performing similar functions, as appropriate, to allow timely decisions regarding required disclosure.
 

Our Chief Executive Officer and Chief Financial Officer have concluded, based on our evaluation of our disclosure controls and procedures, that our disclosure controls and procedures under Rule 13a-15(e) and Rule
15d-15(e) of the Exchange Act are ineffective. A material weakness, as defined in standards established by the Public Company Accounting Oversight Board (United States), has been identified. A material weakness is a
deficiency in internal control over financial reporting that results in more than a remote likelihood that a material misstatement of the annual or interim financial statements will not be prevented or detected. The identified
material weakness consists of inadequate financial and accounting resources, our need to upgrade our accounting systems and improve our documentation of our key assumptions, estimates, accounting policies and procedures.
We have also experienced certain deficiencies that we believe are related to our integration of Partsbin.
 

During the first quarter of this year, we began the implementation of remediation plans in order to eliminate the material weakness, including the following:
 
 • We hired a Vice President of Finance, a General Counsel, a Manager of Finance, three Senior Accountants and a Senior Financial Analyst.
 
 • Additional information systems personnel have been hired and system issues, including necessary alternatives, are being evaluated.
 
 • We are preparing process documentation related to our key assumptions, estimates and accounting policies and procedures.
 

As of June 30, 2007, we believe that we have remediated the material weakness related to the lack of finance and accounting personnel.  In addition, we have made significant progress in the area of documentation
surrounding our accounting policies and procedures.  We will continue to implement remediation plans to address the identified material weakness during the third and fourth quarters of this year.
 

Changes in Internal Control Over Financial Reporting
 

Except as set forth above, we did not make any changes in our internal control over financial reporting during the three months ended June 30, 2007 that have materially affected, or are reasonably likely to materially
affect, our internal control over financial reporting.
 

Inherent Limitations on Internal Control
 

A control system, no matter how well conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of the control system are met. Further, the benefits of controls must be considered
relative to their costs. Because of the inherent limitations in all control systems, no evaluation of controls can provide absolute assurance that all control issues and instances of fraud, if any, have been detected. These inherent
limitations include the realities that judgments in decision making can be faulty, and that breakdowns can occur because of simple errors or mistakes. Additionally, controls can be circumvented by the individual acts of some
persons, by collusion of two or more people, or by management override of the control. The design of any system of controls is also based in part upon certain assumptions about the likelihood of future events, and there can
be no assurance that any design will succeed in achieving its stated goals under all potential future conditions. Because of the inherent limitations in a cost-effective control system, misstatements due to error or fraud may
occur and not be detected.

 
PART II. Other Information

 
ITEM 1. Legal Proceedings



 
The information set forth under Note 6 of Notes to Unaudited Condensed Consolidated Financial Statements, included in Part I, Item I of this Report, is incorporated herein by reference.

 
ITEM 1A. Risk Factors
 

Before deciding to purchase, hold or sell our common stock, you should carefully consider the risks described below in addition to the other cautionary statements and risks described elsewhere, and the other
information contained, in this Report and in our other filings with the SEC, including our subsequent reports on Forms 10-K, 10-Q and 8-K, and any amendments thereto. The risks and uncertainties described below are not
the only ones we face. Additional risks and uncertainties not presently known to us or that we currently deem immaterial may also affect our business. If any of these known or unknown risks or uncertainties actually occurs
with material adverse effects on us, our business, financial condition, results of operations and/or liquidity could be seriously harmed. In that event, the market price for our common stock will likely decline and you may lose
all or part of your investment.
 
Purchasers of aftermarket auto parts may not choose to shop online, which would prevent us from acquiring new customers who are necessary to the growth of our business.
 

The online market for aftermarket auto parts is less developed than the online market for many other business and consumer products. Our success will depend in part on our ability to attract new customers and
customers who have historically purchased auto parts through traditional retail and wholesale operations. Furthermore, we may have to incur significantly higher and more sustained advertising and marketing expenditures or
price our products more competitively than we currently anticipate in order to attract additional online consumers and convert them into purchasing customers. Specific factors that could prevent prospective customers from
purchasing from us include:
 
 • concerns about buying auto parts without face-to-face interaction with sales personnel;
 
 • the inability to physically handle, examine and compare products;
 
 • delivery time associated with Internet orders;
 
 • concerns about the security of online transactions and the privacy of personal information;
 
 • delayed shipments or shipments of incorrect or damaged products; and
 
 • the inconvenience associated with returning or exchanging items purchased online.
 

If the online market for auto parts does not gain widespread acceptance, our business and financial results may suffer.
 
We depend on search engines and other online sources to attract visitors to our websites, and if we are unable to attract these visitors and convert them into customers in a cost-effective manner, our business and results
of operations will be harmed.
 

Our success depends on our ability to attract online consumers to our websites and convert them into customers in a cost-effective manner. We are significantly dependent upon search engines, shopping comparison
sites and other online sources for our website traffic. We are included in search results as a result of both paid search listings, where we purchase specific search terms that will result in the inclusion of our listing, and
algorithmic searches that depend upon the searchable content on our sites. Algorithmic listings cannot be purchased and instead are determined and displayed solely by a set of formulas utilized by the search engine. We rely
on both algorithmic and purchased listings to attract and direct consumers to our websites. Search engines, shopping comparison sites and other online sources revise their algorithms from time to time in an attempt to optimize
their search results. If one or more of the search engines, shopping comparison sites or other online sources on which we rely for website traffic were to modify its general methodology for how it displays our websites,
resulting in fewer consumers clicking through to our websites, our financial results could be adversely affected. In particular, in February 2007, Yahoo! changed the manner in which it handles paid search listings to an
approach similar to the one used by Google. This change makes it more difficult for us to ascertain what other companies are bidding for specific key words. The adoption of this approach by Yahoo! and other paid search
providers could significantly increase the cost of our Internet advertising. In addition, if any free search engine or shopping comparison site on which we rely begins charging fees for listing or placement, or if one or more of
the search engines, shopping comparison sites and other online sources on which we rely for purchased listings, modifies or terminates its relationship with us, our expenses could rise, we could lose customers and traffic to
our websites could decrease. In addition, our success in attracting visitors who convert to customers will depend in part upon our ability to identify and purchase relevant search terms, provide relevant content on our sites, and
effectively target our other marketing programs such as e-mail campaigns and affiliate programs. If we are unable to attract visitors to our websites and convert them to customers in a cost-effective manner, then our business
and financial results may be harmed.
 
We are dependent upon relationships with suppliers in Taiwan, China and the United States for the vast majority of our products.
 

We acquire substantially all of our products from manufacturers and distributors located in Taiwan, China and the United States. Our top ten suppliers represented approximately 64% of our total product purchases
during the first six months of 2007. We do not have any long-term contracts or exclusive agreements with our foreign suppliers that would ensure our ability to acquire the types and quantities of products we desire at
acceptable prices and in a timely manner.  We have recently entered into supply agreements with our U.S. based suppliers and our primary drop-ship vendors.  In addition, our ability to acquire products from our suppliers in
amounts and on terms acceptable to us is dependent upon a number of factors that could affect our suppliers and which are beyond our control. For example, financial or operational difficulties that some of our suppliers may
face may increase the cost of the products we purchase from them. In addition, the trend towards consolidation among auto parts suppliers may disrupt or end our relationship with some suppliers, and could lead to less
competition and, consequently, higher prices.
 

In addition, because many of our suppliers are outside of the United States, additional factors could interrupt our relationships or affect our ability to acquire the necessary products on acceptable terms, including:
 
 • political, social and economical instability and the risk of war or other international incidents in Asia;
 
 • fluctuations in foreign currency exchange rates that may increase our cost of products;
 
 • tariffs and protectionist laws and business practices that favor local businesses;
 
 • difficulties in complying with import and export laws, regulatory requirements and restrictions; and
 
 • natural disasters and public health emergencies.
 

If we do not maintain our relationships with our existing suppliers or develop relationships with new suppliers on acceptable commercial terms, we may not be able to continue to offer a broad selection of merchandise
at competitive prices and, as a result, we could lose customers and our sales could decline.
 
Two class action lawsuits have been filed against us and certain of our officers and directors as well as a SEC informal inquiry into this matter, which could result in significant costs and a diversion of our
management’s efforts.
 

We and certain of our officers and directors have been served with two complaints associated with class action lawsuits alleging violations of federal securities law in connection with our initial public offering. While we
believe we have meritorious defenses and plan to defend vigorously any such claims made against us, we cannot assure you that these actions will be resolved without incurring significant costs and/or resulting in the
diversion of the attention of management and other key employees. The resolution of this pending securities litigation and the defense of any additional litigation that may arise could result in significant costs and any
unfavorable outcome could have a material adverse effect on our business.  In August 2007, we also received a letter from the SEC that indicated that the SEC had commenced an informal inquiry into the events leading up to
the Company's announcement on March 20, 2007 of its financial results for the fourth quarter and year ended December 31, 2007.  We intend to fully cooperate with the SEC in this matter. The preparation of any response in
connection with SEC inquiry could result in significant costs that could have a material adverse effect on the business.
 
Challenges by OEMs to the validity of aftermarket auto parts and claims of infringement could adversely affect our business and the viability of the aftermarket auto parts industry.
 

Original equipment manufacturers have attempted to use claims of intellectual property infringement against manufacturers and distributors of aftermarket auto parts to restrict or eliminate the sale of aftermarket auto
parts that are the subject of the claims. We have received in the past, and we anticipate we may in the future receive, communications alleging that certain products we sell infringe third-party patents, copyrights, trademarks
and trade names or other intellectual property rights. For example, in December 2005, Ford Global Technologies, LLC filed a complaint with the United States International Trade Commission, or USITC, against us and five
other named respondents, including four Taiwan-based manufacturers. Ford alleged in this action that we and the other respondents infringed 14 design patents (four of which were subsequently dropped from the investigation
at Ford’s request) that Ford claims cover eight parts for the 2004-2005 Ford F-150 truck. Ford asked the USITC to issue a permanent general exclusion order excluding from entry into the United States all auto parts that
infringe the ten Ford design patents and that are imported into the United States, sold for importation in the United States, or sold within the United States after importation. Ford also sought a permanent order directing us and
the other respondents to cease and desist from, among other things, selling, marketing, advertising, distributing and offering for sale imported auto parts that infringe the design patents. The administrative law judge issued an
initial determination on December 4, 2006 finding three of the ten  Ford Design Patents invalid, but upholding the validity and enforceability of the other seven Ford Design Patents. The judge further ruled that the
importation of automotive parts allegedly covered by these seven patents violates Section 337 of the Tariff Act of 1930, as amended. This initial determination was subject to review by the USITC but became final upon notice
by the USITC in March 2007 of its decision not to review the determination made by the administrative law judge.
 

On May 1, 2007, we and other respondents petitioned the USITC to reconsider its March 2007 ruling not to review the determination made by the ALJ regarding the seven Ford Design Patents found valid and
infringed, in light of the Supreme Court’s April 30, 2007 decision in KSR International, Inc, v. Teleflex, Inc. The USITC issued a “Notice of Commission Determination To Waive Reconsideration Rule Deadline And To
Extend Target Date” on May 4, 2007. In this Notice, the USITC indicated that it would consider the petition and extended the target date for issuing a final order to June 6, 2007.  On June 6, 2007, the USITC denied the
petition for reconsideration, terminated its investigation and issued a general exclusion order.  The commission denied Ford’s request for a cease and desist order. The general exclusion order prohibits the importation, sale for
importation, or sale in the United Stated after importation of aftermarket collision parts that infringe any of Ford’s seven design patents previously determined to be valid. The final determination by the USITC was subject to
review by the President of the United States, who is authorized to disapprove Commission orders for policy considerations.  The mandatory 60-day Presidential review period, ended on August 6, 2007, with the President
taking no action.   We have sixty days from the expiration of the Presidential review period to file a petition for review with the United States Circuit Court of Appeals for the Federal Circuit.  We intend to vigorously pursue
our appellate rights.
 

While the portion of the Commission’s March 20, 2007 ruling finding a violation of Section 337 did not become final appealable order until the end of the Presidential review period, the Commission’s finding of no
violation of Section 337 as to the three of Ford’s Design Patents held invalid was not subject to Presidential review, and became a final appealable order as of March 20, 2007.  Accordingly, on May 18, 2007, Ford filed a
Petition For Review at the United States Court of Appeals for the Federal Circuit seeking review and reversal of the portion of the USITC’s March 20, 2007 Final Determination finding three of the Ford Design Patents
invalid.   That appeal is currently pending.



 
To date, our sales of these parts have been minimal, but as the design for the 2004 model is incorporated into later year models of the F-150 and these trucks have been on the road longer, sales of aftermarket

replacement parts for these trucks may increase substantially. Furthermore, if Ford continues to pursue, expands or escalates its claims against us, or if other OEMs commence similar actions, and any of them are successful in
these actions, we could be restricted or prohibited from selling certain aftermarket products and the aftermarket auto parts industry could decline significantly, which could have a material adverse effect on our business,
financial condition and results of operations.
 

Future infringement claims could also result in increased costs of doing business arising from increased legal expenses, adverse judgments or settlements or changes to our business practices required to settle such
claims or satisfy any judgments. Litigation could result in interpretations of the law that require us to change our business practices or otherwise increase our costs and harm our business. We do not maintain insurance
coverage to cover the types of claims that could be asserted. If a successful claim were brought against us, it could expose us to significant liability.
 
Our integration of Partsbin has been time consuming and expensive and may not be successful in the long run, if at all.
 

In May 2006, we completed the acquisition of Partsbin, an online retailer of aftermarket auto parts. As a result of the acquisition, we added 47 employees, and our available SKUs and net sales increased significantly.
The acquisition of Partsbin has involved significant costs, has resulted in challenges integrating the diverse technologies used by each company and has placed, and may continue to place, pressures on our operational and
financial infrastructure. We cannot assure you that our current cost structure or infrastructure will be adequate for the combined companies. To successfully integrate Partsbin, we anticipate that we will need to improve our
operational and financial systems, procedures and controls and maintain our cost structure at appropriate levels.
 

The Partsbin acquisition also expanded our product offerings, particularly in the area of engine parts and performance parts and accessories, and significantly increased our use of drop-ship as a method of fulfillment.
We cannot assure you that we can effectively manage this new fulfillment model or address the market for these additional auto parts.
 

The integration of Partsbin has, and may continue to, involve the consolidation of diverse business cultures, require substantial time and expenses, and distract management from other business matters. In addition, this
acquisition includes significant intangible assets that are subject to periodic impairment testing which could result in substantial accounting charges. We have recently discovered some integration issues related to the Partsbin
acquisition that were largely related to lower than expected order fill rates from drop-ship vendors in the fourth quarter of 2006 and lower pricing levels on our performance parts and accessories product category in the first
quarter of 2007, which negatively impacted our gross margins during the first half of 2007. We cannot assure you that we will be able to adequately address these or other integration issues related to this acquisition. If we are
unable to complete the integration of Partsbin in an efficient and timely manner, our business and operating results will be harmed.
 
We rely on a single provider for the majority of our outsourced call center operations in the Philippines, and our net sales, profit margins and customer satisfaction may decline if this relationship is terminated.
 

In connection with our acquisition of Partsbin, we expanded our outsourced call center operations in the Philippines and rely on a single provider for substantially all of such operations. In April 2007, we entered into a
contract with such outsourced provider to transition many of their employees to us. This resulted in a payment by the Company to acquire this assembled workforce of approximately $1.7 million. Under the terms of the
agreement, approximately 182 of the provider’s employees were given the opportunity to become U.S. Auto Parts employees. As of June 30, 2007, 171 of these employees had transitioned over to direct employment by our
Philippines subsidiary. In addition, we have entered into an agreement to lease workstations in the provider’s facility in the Philippines for a period of six months. We expect this transition will ultimately result in lower
operating costs to us once complete, but we cannot assure you that we will be able to transition the employees on a timely basis, or at a reasonable cost. Any delay or decline in service by this provider or the termination of this
relationship could harm our reputation, result in a significant decline in our net sales and increase our operating expenses.
 
We face intense competition and operate in an industry with limited barriers to entry, and some of our competitors may have greater resources than us and may be better positioned to capitalize on the growing e-
commerce auto parts market.
 

The auto parts industry is competitive and highly fragmented, with products distributed through multi-tiered and overlapping channels. We compete with both online and offline retailers who offer OEM and aftermarket
auto parts to either the DIY or DIFM customer segments. Current or potential competitors include the following:
 
 • national auto parts retailers such as Advance Auto Parts, AutoZone, CSK Auto, Napa Auto Parts, O’Reilly Automotive and Pep Boys;
 
 • large online marketplaces such as Amazon.com and eBay;
 
 • local independent retailers or niche auto parts online retailers; and
 
 • wholesale auto parts distributors such as Keystone Automotive and LKQ Corporation.
 

Barriers to entry are low, and current and new competitors can launch websites at a relatively low cost. Many of our current and potential offline competitors have longer operating histories, larger customer bases,
greater brand recognition and significantly greater financial, marketing, technical, management and other resources than we do. In addition, some of our competitors have used and may continue to use aggressive pricing
tactics and devote substantially more financial resources to website and system development than we do. We expect that competition will further intensify in the future as Internet use and online commerce continue to grow
worldwide. Increased competition may result in reduced operating margins, reduced profitability, loss of market share and diminished brand recognition.
 

We would also experience significant competitive pressure if any of our suppliers were to sell their products directly to customers. Since our suppliers have access to merchandise at very low costs, they could sell
products at lower prices and maintain higher gross margins on their product sales than we can. In this event, our current and potential customers may decide to purchase directly from these suppliers. Increased competition
from any supplier capable of maintaining high sales volumes and acquiring products at lower prices than us could significantly reduce our market share and adversely impact our financial results.
 
We rely on key personnel and may need additional personnel for the success and growth of our business.
 

Our business is largely dependent on the personal efforts and abilities of key personnel including Mehran Nia, our Chief Executive Officer and President, Howard Tong, our Chief Operating Officer, and Michael
McClane, our Chief Financial Officer, Executive Vice President of Finance, Treasurer and Secretary. Messrs. Nia, Tong and McClane, as well as any of our other key employees, can terminate their employment relationship
with us at any time. We do not maintain key person life insurance on any officer or employee. Our performance also depends on our ability to identify, attract, retain and motivate highly skilled technical, managerial,
merchandising, marketing and customer service personnel. Competition for such personnel is intense, and we cannot assure you that we will be successful in attracting and retaining such personnel. The loss of any key
employee or our inability to attract or retain other qualified employees could harm our business and results of operations.
 
If our product catalog database is stolen or misappropriated or if a competitor is able to create a substantially similar catalog without infringing our rights, then we may lose an important competitive advantage.
 

We have invested significant resources and time to build and maintain our product catalog, which is maintained in the form of an electronic database, and maps SKUs to relevant product applications based on vehicle
makes, models and years. We believe that our product catalog provides us with an important competitive advantage in both driving traffic to our websites and converting that traffic to revenue by enabling customers to quickly
locate the products they require. We cannot assure you that we can protect our product catalog from unauthorized copying or theft by a third party. In addition, it is possible that a competitor could develop a catalog or
database that is similar to or more comprehensive than ours, without infringing our rights. In the event our product catalog is stolen, copied or otherwise replicated by a competitor, whether lawfully or not, we may lose an
important competitive advantage and our business could be harmed.
 
Our future operating results may fluctuate and may fail to meet market expectations, which could adversely affect the market price of our common stock.
 

We expect that our revenue and operating results will continue to fluctuate from quarter to quarter due to various factors, many of which are beyond our control. If our quarterly revenue or operating results fall below the
expectations of investors or securities analysts, the price of our common stock could significantly decline. In March 2007, our stock price recently decreased by approximately 45% following our announcement that our
financial results for the quarter ended December 31, 2006 did not meet analysts’ expectations. The factors that could cause our operating results to continue to fluctuate include, but are not limited to:
 
 • fluctuations in the demand for aftermarket auto parts;
 
 • price competition on the Internet or among offline retailers for auto parts;
 
 • our ability to attract visitors to our websites and convert those visitors into customers;
 
 • our ability to maintain and expand our supplier and distribution relationships;
 
 • the effects of seasonality on the demand for our products;
 
 • our ability to accurately forecast demand for our products, price our products at market rates and maintain appropriate inventory levels;
 
 • our ability to build and maintain customer loyalty;
 
 • the success of our brand-building and marketing campaigns;
 
 • government regulations related to use of the Internet for commerce, including the application of existing tax regulations to Internet commerce and changes in tax regulations;
 
 • technical difficulties, system downtime or Internet brownouts; and
 
 • the amount and timing of operating costs and capital expenditures relating to expansion of our business, operations and infrastructure.
 
Economic conditions may have an adverse effect on the demand for aftermarket auto parts and could adversely affect our sales and operating results.
 

We sell aftermarket auto parts consisting of body and engine parts used for repair and maintenance, performance parts used to enhance performance or improve aesthetics and accessories that increase functionality or
enhance a vehicle’s features. Demand for our products may be adversely affected by general economic conditions. In declining economies, consumers often defer regular vehicle maintenance and may forego purchases of



nonessential performance products, which can result in a decrease in demand for auto parts in general. In expanding economies, consumers may be more likely to purchase new vehicles instead of repairing existing vehicles or
they may be less price sensitive, leading to an increase in OEM parts sales at dealerships, either of which could also result in a decline in our sales. If such decreases in demand for our products are not offset by other factors,
such as the deferral of new car purchases in declining economies, which may result in more required repairs for older vehicles, or the purchase of performance parts and accessories in expanding economies, our financial
condition and results of operations would suffer.
 
If we are unable to manage the challenges associated with our international operations, the growth of our business could be limited and our business could suffer.
 

We maintain business operations in the United States and the Philippines and an outsourced call center in India. These international operations include development and maintenance of our websites, software
development, enhancements of our online marketing technologies, and sales and customer support services. We also operate a Canadian subsidiary to facilitate sales in Canada. We are subject to a number of risks and
challenges that specifically relate to our international operations. Our international operations may not be successful if we are unable to meet and overcome these challenges, which could limit the growth of our business and
may have an adverse effect on our business and operating results. These risks and challenges include:
 
 • difficulties and costs of staffing and managing foreign operations;
 
 • restrictions imposed by local labor practices and laws on our business and operations;
 
 • exposure to different business practices and legal standards;
 
 • unexpected changes in regulatory requirements;
 
 • the imposition of government controls and restrictions;
 
 • political, social and economic instability and the risk of war, terrorist activities or other international incidents;
 
 • natural disasters and public health emergencies;
 
 • potentially adverse tax consequences;
 
 • the failure of local laws to provide a sufficient degree of protection against infringement of our intellectual property; and
 
 • fluctuations in foreign currency exchange rates.
 
If our fulfillment operations are interrupted for any significant period of time or are not sufficient to accommodate increased demand, our sales would decline and our reputation could be harmed.
 

Our success depends on our ability to successfully receive and fulfill orders and to promptly deliver our products to our customers. The majority of orders for our body parts products are filled from our inventory in our
distribution centers, where all our inventory management, packaging, labeling and product return processes are performed. Increased demand and other considerations may require us to expand our distribution centers or
transfer our fulfillment operations to larger facilities in the future.
 

Our distribution centers are susceptible to damage or interruption from human error, fire, flood, power loss, telecommunications failures, terrorist attacks, acts of war, break-ins, earthquakes and similar events. We do
not currently maintain back-up power systems at our fulfillment centers. We do not presently have a formal disaster recovery plan and our business interruption insurance may be insufficient to compensate us for losses that
may occur in the event operations at our fulfillment center are interrupted. Any interruptions in our fulfillment operations for any significant period of time, including interruptions resulting from the expansion of our existing
facilities or the transfer of operations to a new facility, could damage our reputation and brand and substantially harm our business and results of operations. In addition, if we do not successfully expand our fulfillment
capabilities in response to increases in demand, we may not be able to substantially increase our net sales.
 
We are dependent upon third parties for distribution and fulfillment operations with respect to many of our products.
 

For a number of the products that we sell, we outsource the distribution and fulfillment operation and are dependent on our distributors to manage inventory, process orders and distribute those products to our customers
in a timely manner. For the first six months of 2007, 11.6% of purchases were through a single supplier. Our agreement with this supplier may be terminated at any time by either party, with written notice and the appropriate
notice period. If we do not maintain our existing relationships with our distributors on acceptable commercial terms, we will need to obtain other suppliers and may not be able to continue to offer a broad selection of
merchandise at competitive prices, and our sales may decrease.
 

In addition, because we outsource to distributors a number of these traditional retail functions relating to those products, we have limited control over how and when orders are fulfilled. We also have limited control
over the products that our distributors purchase or keep in stock. Our distributors may not accurately forecast the products that will be in high demand or they may allocate popular products to other resellers, resulting in the
unavailability of certain products for sale on our websites. Any inability to offer a broad array of products at competitive prices and any failure to deliver those products to our customers in a timely and accurate manner may
damage our reputation and brand and could cause us to lose customers.
 
Our ability to sustain or increase our profitability will suffer if we fail to manage our growth effectively.
 

In recent years, we have experienced rapid growth that has placed, and will continue t o place, pressures on our operational and financial infrastructure. Our workforce has increased from 114 employees as of
December 31, 2003 to 739 employees as of June 30, 2007. Our net sales have increased from $31.7 million in 2003 to $120.1 million in 2006 and to $85.9 million for the six months ended June 30, 2007. Our recent expansion
and planned growth have placed, and are expected to continue to place, a strain on our infrastructure, operations and managerial resources. We intend to further increase the size of our operations, and we expect our operating
expenses to increase, as we, among other things:
 
 • expand our domestic and international operations;
 
 • increase our technology and development efforts to enhance and maintain our websites and technology infrastructure;
 
 • hire additional personnel, including customer service specialists, sales and marketing professionals, and financial professionals;
 
 • upgrade our operational and financial systems, procedures and controls; and
 
 • assume the responsibilities and costs of being a public company.
 

Our success depends upon our ability to manage our operations and our growth effectively. To be successful, we will need to improve our operational and financial systems, procedures and controls, maintain our cost
structure at appropriate levels, manage international operations, and hire additional personnel. We cannot assure you that our efforts will be successful or that we can improve our systems, procedures and controls in a timely
manner. Delays or problems associated with any improvements or expansion of our systems, procedures and controls could harm our business and operating results. In addition, we may fail to accurately estimate and assess
our increased operating expenses as we grow. As our operating expenses increase, we will need to grow our revenue in order to maintain and increase our profitability.
 
If we fail to offer a broad selection of products and brands at competitive prices to meet our customers’ demands, our revenue could decline.
 

In order to expand our business, we must successfully offer, on a continuous basis, a broad selection of auto parts that meet the needs of our customers. Our auto parts are used by consumers for a variety of purposes,
including repair, performance, improved aesthetics and functionality. In addition, to be successful, our product offerings must be broad and deep in scope, competitively priced, well-made, innovative and attractive to a wide
range of consumers. We cannot predict with certainty that we will be successful in offering products that meet all of these requirements. If our product offerings fail to satisfy our customers’ requirements or respond to changes
in customer preferences, our revenue could decline.
 
Future acquisitions could disrupt our business and harm our financial condition.
 

As part of our growth strategy, we expect that we will selectively pursue acquisitions of businesses, technologies or services in order to expand our capabilities, enter new markets or increase our market share.
Integrating any newly acquired businesses, technologies or services is likely to be expensive and time consuming. For example, our acquisition of Partsbin has resulted in significant costs and a number of challenges, including
retaining employees of the acquired company, integrating our order processing and credit processing, integrating our product pricing strategy, and integrating the diverse technologies and differing e-commerce platforms and
accounting systems used by each company. If we are unable to successfully complete this integration, we may not realize the synergies from the acquisition, and our business and results of operations could suffer. To finance
any future acquisitions, it may also be necessary for us to raise additional capital through public or private financings. Additional funds may not be available on terms that are favorable to us, and, in the case of equity
financings, would result in dilution to our stockholders. Future acquisitions by us could also result in large and immediate write-offs, assumption of debt and unforeseen liabilities and significant adverse accounting charges,
any of which could substantially harm our business, financial condition and results of operations.
 
We may be subject to liability for sales and other taxes and penalties, which could have an adverse effect on our business.
 

We currently collect sales or other similar taxes only on the shipment of goods to the states of California, New Jersey and Tennessee. The U.S. Supreme Court has ruled that vendors whose only connection with
customers in a state is by common carrier or the U.S. mail are free from state-imposed duties to collect sales and use taxes in that state. However, states could seek to impose additional income tax obligations or sales tax
collection obligations on out-of-state companies such as ours, which engage in or facilitate online commerce, based on their interpretation of existing laws, including the Supreme Court ruling, or specific facts relating to us. If
sales tax obligations are successfully imposed upon us by a state or other jurisdiction, we could be exposed to substantial tax liabilities for past sales and penalties and fines for failure to collect sales taxes. We could also suffer
decreased sales in that state or jurisdiction as the effective cost of purchasing goods from us increases for those residing in that state or jurisdiction.
 

In addition, a number of states, as well as the U.S. Congress, have been considering various initiatives that could limit or supersede the Supreme Court’s apparent position regarding sales and use taxes on Internet sales.
If any of these initiatives are enacted, we could be required to collect sales and use taxes in additional states and our revenue could be adversely affected. Furthermore, the U.S. Congress has not yet extended a moratorium,
which was first imposed in 1998 but has since expired, on state and local governments’ ability to impose new taxes on Internet access and Internet transactions. The imposition by state and local governments of various taxes



upon Internet commerce could create administrative burdens for us as well as substantially impair the growth of e-commerce and adversely affect our revenue and profitability. Since our service is available over the Internet in
multiple states, these jurisdictions may require us to qualify to do business in these states. If we fail to qualify in a jurisdiction that requires us to do so, we could face liabilities for taxes and penalties.
 
We could be liable for breaches of security on our websites.
 

A fundamental requirement for e-commerce is the secure transmission of confidential information over public networks. Anyone who is able to circumvent our security measures could misappropriate proprietary
information or cause interruptions in our operations. Although we have developed systems and processes that are designed to protect consumer information and prevent fraudulent credit card transactions and other security
breaches, failure to mitigate such fraud or breaches may adversely affect our operating results. We may be required to expend significant capital and other resources to protect against potential security breaches or to alleviate
problems caused by any breach. We rely on licensed encryption and authentication technology to provide the security and authentication necessary for secure transmission of confidential information, including credit card
numbers. Advances in computer capabilities, new discoveries in the field of cryptography, or other events or developments may result in a compromise or breach of the algorithms that we use to protect customer transaction
data. In the event someone circumvents our security measures, it could seriously harm our business and reputation and we could lose customers. Security breaches could also expose us to a risk of loss or litigation and possible
liability for failing to secure confidential customer information.
 
The success of our business depends on the continued growth of the Internet as a retail marketplace and the related expansion of the Internet infrastructure.
 

Our future success depends upon the continued and widespread acceptance and adoption of the Internet as a vehicle to purchase products. If customers or manufacturers are unwilling to use the Internet to conduct
business and exchange information, our business will fail. The commercial acceptance and use of the Internet may not continue to develop at historical rates, or may not develop as quickly as we expect. The growth of the
Internet, and in turn the growth of our business, may be inhibited by concerns over privacy and security, including concerns regarding “viruses” and “worms,” reliability issues arising from outages or damage to Internet
infrastructure, delays in development or adoption of new standards and protocols to handle the demands of increased Internet activity, decreased accessibility, increased government regulation, and taxation of Internet activity.
In addition, our business growth may be adversely affected if the Internet infrastructure does not keep pace with the growing Internet activity and is unable to support the demands placed upon it, or if there is any delay in the
development of enabling technologies and performance improvements.
 
If we do not respond to technological change, our websites could become obsolete and our financial results and conditions could be adversely affected.
 

We maintain a network of websites which requires substantial development and maintenance efforts and entails significant technical and business risks. To remain competitive, we must continue to enhance and improve
the responsiveness, functionality and features of our websites. The Internet and the e-commerce industry are characterized by rapid technological change, the emergence of new industry standards and practices and changes in
customer requirements and preferences. Therefore, we may be required to license emerging technologies, enhance our existing websites, develop new services and technology that address the increasingly sophisticated and
varied needs of our current and prospective customers, and adapt to technological advances and emerging industry and regulatory standards and practices in a cost-effective and timely manner. Our ability to remain
technologically competitive may require substantial expenditures and lead time and our failure to do so may harm our business and results of operations.
 
System failures, including failures due to natural disasters or other catastrophic events, could prevent access to our websites, which could reduce our net sales and harm our reputation.
 

Our sales would decline and we could lose existing or potential customers if they are not able to access our websites or if our websites, transaction processing systems or network infrastructure do not perform to our
customers’ satisfaction. Any Internet network interruptions or problems with our websites could:
 
 • prevent customers from accessing our websites;
 
 • reduce our ability to fulfill orders or bill customers;
 
 • reduce the number of products that we sell;
 
 • cause customer dissatisfaction; or
 
 • damage our brand and reputation.
 

We have experienced brief computer system interruptions in the past, and we believe they will continue to occur from time to time in the future. Our systems and operations are also vulnerable to damage or interruption
from a number of sources, including a natural disaster or other catastrophic event such as an earthquake, typhoon, volcanic eruption, fire, flood, terrorist attack, power loss, telecommunications failure, physical and electronic
break-ins and other similar events. For example, our headquarters and the majority of our infrastructure, including some of our servers, are located in Southern California, a seismically active region. We also maintain offshore
and outsourced operations in the Philippines, an area that was recently subjected to a typhoon and a volcanic eruption. In addition, California has in the past experienced power outages as a result of limited electrical power
supplies. Such outages, natural disasters and similar events may recur in the future and could disrupt the operation of our business. Our technology infrastructure is also vulnerable to computer viruses, physical or electronic
break-ins and similar disruptions. Although the critical portions of our systems are redundant and backup copies are maintained offsite, not all of our systems and data are fully redundant. We do not presently have a formal
disaster recovery plan in effect and may not have sufficient insurance for losses that may occur from natural disasters or catastrophic events. Any substantial disruption of our technology infrastructure could cause
interruptions or delays in our business and loss of data or render us unable to accept and fulfill customer orders or operate our websites in a timely manner, or at all.
 
Capacity constraints on our technology infrastructure would harm our business, prospects, results of operations and financial condition.
 

If the volume of traffic on our websites or the number of purchases made by customers increases substantially, we may need to further expand and upgrade our technology, transaction processing systems and network
infrastructure. Capacity constraints can cause unanticipated system disruptions, slower response times, degradation in levels of customer service, impaired quality and delays in reporting accurate financial information.
 

We may be unable to project accurately the rate or timing of traffic increases or successfully and cost-effectively upgrade our systems and infrastructure in time to accommodate future traffic levels on our websites. Any
such upgrades to our systems and infrastructure will require substantial expenditures. In addition, we may be unable to upgrade and expand our transaction processing systems in an effective and timely manner or to integrate
any newly developed or purchased functionality with our existing systems. Any inability to efficiently upgrade our systems and infrastructure in a timely manner to account for such growth and integrations may cause
unanticipated system disruptions, slower response times, degradation in levels of customer service, impaired quality, delayed order fulfillment, any of which could result in a decline in our sales and harm our reputation.
 
We depend on third-party delivery services to deliver our products to our customers on a timely and consistent basis, and any deterioration in our relationship with any one of these third parties or increases in the fees
that they charge could adversely affect our business and financial condition.
 

We rely on third parties for the shipment of our products and we cannot be sure that these relationships will continue on terms favorable to us, or at all. Increases in shipping costs could harm our business, prospects,
financial condition and results of operations by increasing our costs of doing business and resulting in reduced gross margins. Our average cost per shipment with our primary carrier increased in January 2007. In addition, if
our relationships with these third parties are terminated or impaired, or if these third parties are unable to deliver products for us, whether through labor shortage, slow down or stoppage, deteriorating financial or business
condition, responses to terrorist attacks or for any other reason, we would be required to use alternative carriers for the shipment of products to our customers. Changing carriers could have a negative effect on our business and
operating results due to reduced visibility of order status and package tracking and delays in order processing and product delivery, and we may be unable to engage alternative carriers on a timely basis, upon terms favorable to
us, or at all.
 
We face exposure to product liability lawsuits.
 

The automotive industry in general has been subject to a large number of product liability claims due to the nature of personal injuries that result from car accidents or malfunctions. As a distributor of auto parts, we
could be held liable for the injury or damage caused if the products we sell are defective or malfunction. While we carry insurance against product liability claims, if the damages in any given action were high or we were
subject to multiple lawsuits, the damages and costs could exceed the limits of our insurance coverage. If we were required to pay substantial damages as a result of these lawsuits, it may seriously harm our business and
financial condition. Even defending against unsuccessful claims could cause us to incur significant expenses and result in a diversion of management’s attention. In addition, even if the money damages themselves did not
cause substantial harm to our business, the damage to our reputation and the brands offered on our websites could adversely affect our future reputation and our brand, and could result in a decline in our net sales and
profitability.
 
If we fail to maintain an effective system of internal control over financial reporting or are not able to adequately address certain identified material weaknesses in our system of internal controls or comply with
Section 404 of the Sarbanes-Oxley Act of 2002, we may not be able to accurately report our financial results or prevent fraud, and our stock price could decline.
 

Our auditors have identified certain material weaknesses in our system of internal control over financial reporting that are primarily related to our need to hire additional financial and accounting employees, as well as
our need to upgrade our accounting systems and improve our documentation of our key assumptions, estimates, accounting policies and procedures. We have also experienced certain deficiencies that we believe are related to
our integration of Partsbin, including the credit processing and pricing functions. If we fail to adequately address these material weaknesses and are not able to staff our accounting and finance department with the appropriate
complement of experienced employees, we may not be able to improve our system of internal control over financial reporting to comply with the reporting requirements applicable to public companies in the United States.
Furthermore, it is possible that we or our auditors will identify additional material weaknesses or significant deficiencies in the future in our system of internal control over financial reporting. Our failure to address any
deficiencies or weaknesses in our internal control over financial reporting or to properly maintain an effective system of internal control over financial reporting could impact our ability to prevent fraud or to issue our financial
statements in a timely manner that presents fairly our financial condition and results of operations. The existence of any such deficiencies or weaknesses, even if cured, may also lead to the loss of investor confidence in the
reliability of our financial statements, could harm our business and negatively impact the trading price of our common stock. Such deficiencies or material weaknesses may also subject us to lawsuits, investigations and other
penalties.
 

In addition, Section 404 of the Sarbanes-Oxley Act of 2002 will require us to evaluate and report on our internal control over financial reporting beginning with our Annual Report on Form 10-K for the year ending
December 31, 2007, and have our independent auditors attest to our evaluation, beginning with our Annual Report on Form 10-K for the year ending December 31, 2008. We have prepared an internal plan of action for
compliance with Section 404 and for strengthening and testing our system of internal control to provide the basis for our report, but we cannot assure you that this plan of action will be sufficient to meet the rigorous
requirements of Section 404, and our independent auditors may issue an adverse opinion regarding management’s assessment of Section 404 compliance. Our failure to comply with Section 404 or our reporting requirements
would reduce investors’ confidence in our financial statements and harm our stock price and could subject us to a variety of administrative sanctions, including the suspension or delisting of our common stock from the
NASDAQ Global Market and the inability of registered broker/dealers to make a market in our common stock, which could also reduce our stock price.
 
Existing or future government regulation could expose us to liabilities and costly changes in our business operations and could reduce customer demand for our products and services.
 

We are subject to federal and state consumer protection laws and regulations, including laws protecting the privacy of customer non-public information and regulations prohibiting unfair and deceptive trade practices, as
well as laws and regulations governing businesses in general and the Internet and e-commerce. Additional laws and regulations may be adopted with respect to the Internet, the effect of which on e-commerce is uncertain.
These laws may cover issues such as user privacy, spyware and the tracking of consumer activities, marketing e-mails and communications, other advertising and promotional practices, money transfers, pricing, content and
quality of products and services, taxation, electronic contracts and other communications, intellectual property rights, and information security. Furthermore, it is not clear how existing laws such as those governing issues such
as property ownership, sales and other taxes, trespass, data mining and collection, and personal privacy apply to the Internet and e-commerce. To the extent we expand into international markets, we will be faced with



complying with local laws and regulations, some of which may be materially different than U.S. laws and regulations. Any such foreign law or regulation, any new U.S. law or regulation, or the interpretation or application of
existing laws and regulations to the Internet or other online services, may have a material adverse effect on our business, prospects, financial condition and results of operations by, among other things, impeding the growth of
the Internet, subjecting us to fines, penalties, damages or other liabilities, requiring costly changes in our business operations and practices, and reducing customer demand for our products and services. We do not maintain
insurance coverage to cover the types of claims or liabilities that could arise as a result of such regulation.
 
If we are unable to protect our intellectual property rights, our reputation and brand could be impaired and we could lose customers.
 

We regard our trademarks, trade secrets and similar intellectual property as important to our success. We rely on trademark and copyright law, and trade secret protection, and confidentiality and/or license agreements
with employees, customers, partners and others to protect our proprietary rights. We cannot be certain that we have taken adequate steps to protect our proprietary rights, especially in countries where the laws may not protect
our rights as fully as in the United States. In addition, third parties may infringe or misappropriate our proprietary rights, and we could be required to incur significant expenses to preserve them. We have common law
trademarks, as well as pending federal trademark registrations for several marks. Even if we obtain approval of such pending registrations, the resulting registrations may not adequately cover our inventions or protect us
against infringement by others. Effective trademark, service mark, copyright, patent and trade secret protection may not be available in every country in which our products and services may be made available online. We also
currently own or control a number of Internet domain names, including www.usautoparts.net, www.partstrain.com and www.autopartswarehouse.com. We may be unable to protect these domain names or acquire or maintain
relevant domain names in the United States and in other countries. If we are not able to protect our trademarks, domain names or other intellectual property, we may experience difficulties in achieving and maintaining brand
recognition and customer loyalty.
 
Our e-commerce system is dependent on open-source software, which exposes us to uncertainty and potential liability.
 

We utilize open-source software such as Linux, Apache, MySQL, PHP, Fedora and Perl throughout our web properties and supporting infrastructure. Open-source software is maintained and upgraded by a general
community of software developers under various open-source licenses, including the GNU General Public License, or GPL. These developers are under no obligation to maintain, enhance or provide any fixes or updates to this
software in the future. Additionally, under the terms of the GPL and other open-source licenses, we may be forced to release to the public source-code internally developed by us pursuant to such licenses. Furthermore, if any
of these developers contribute any code of others to any of the software that we use, we may be exposed to claims and liability for intellectual property infringement. A number of lawsuits are currently pending against third
parties over the ownership rights to the various components within some open-source software that we use. If the outcome of these lawsuits is unfavorable, we may be held liable for intellectual property infringement based on
our use of these open-source software components. We may also be forced to implement changes to the code-base for this software or replace this software with internally developed or commercially licensed software.
 
We rely on bandwidth and data center providers and other third parties to provide products to our customers, and any failure or interruption in the services provided by these third parties could disrupt our business and
cause us to lose customers.
 

We rely on third-party vendors, including data center and bandwidth providers. Any disruption in the network access or co-location services, which are the services that house and provide Internet access to our servers,
provided by these third-party providers or any failure of these third-party providers to handle current or higher volumes of use could significantly harm our business. Any financial or other difficulties our providers face may
have negative effects on our business, the nature and extent of which we cannot predict. We exercise little control over these third-party vendors, which increases our vulnerability to problems with the services they provide.
We also license technology and related databases from third parties to facilitate elements of our e-commerce platform. We have experienced and expect to continue to experience interruptions and delays in service and
availability for these elements. Any errors, failures, interruptions or delays experienced in connection with these third-party technologies could negatively impact our relationship with our customers and adversely affect our
business.
 

Our systems also heavily depend on the availability of electricity, which also comes from third-party providers. If we were to experience a major power outage, we would have to rely on back-up generators. These back-
up generators may not operate properly through a major power outage, and their fuel supply could also be inadequate during a major power outage. Information systems such as ours may be disrupted by even brief power
outages, or by the fluctuations in power resulting from switches to and from backup generators. This could disrupt our business and cause us to lose customers.
 
The United States government may substantially increase border controls and impose restrictions on cross-border commerce that may substantially harm our business.
 

We purchase a substantial portion of our products from foreign manufacturers and other suppliers who source products internationally. Restrictions on shipping goods into the United States from other countries pose a
substantial risk to our business. Particularly since the terrorist attacks on September 11, 2001, the United States government has substantially increased border surveillance and controls. If the United States were to impose
further border controls and restrictions, impose quotas, tariffs or import duties, increase the documentation requirements applicable to cross border shipments or take other actions that have the effect of restricting the flow of
goods from other countries to the United States, we may have greater difficulty acquiring our inventory in a timely manner, experience shipping delays, or incur increased costs and expenses, all of which would substantially
harm our business and results of operations.
 
Our stock price has been and may continue to be volatile, which may result in losses to our stockholders.
 

The market prices of technology and e-commerce companies generally have been extremely volatile and have recently experienced sharp share price and trading volume changes. The trading price of our common stock
is likely to be volatile and could fluctuate widely in response to, among other things, the risk factors described in this report and other factors beyond our control such as fluctuations in the operations or valuations of
companies perceived by investors to be comparable to us, our ability to meet analysts’ expectations, or conditions or trends in the Internet or auto parts industries.
 

Since the completion of our initial public offering in February 2007, the trading price of our common stock has been volatile, declining from a high closing sales price of $12.49 per share to a low closing sales price per
share of $5.12. We have also experienced significant fluctuations in the trading volume of our common stock. General economic and political conditions unrelated to our performance, may also adversely affect the price of our
common stock. In the past, following periods of volatility in the market price of a public company’s securities, securities class action litigation has often been initiated. Recently, we and certain of our officers and directors
have been served with three complaints associated with a class action lawsuit alleging violations of federal securities law in connection with our initial public offering, which could subject us to significant costs and liability.
 
Our executive officers and directors own a significant percentage of our stock.
 

As of the closing of our initial public offering in February 2007, our executive officers and directors and entities that are affiliated with them beneficially owned approximately 57.2% of our outstanding shares of
common stock. This significant concentration of share ownership may adversely affect the trading price for our common stock because investors often perceive disadvantages in owning stock in companies with controlling
stockholders. Also, these stockholders, acting together, will be able to control our management and affairs and matters requiring stockholder approval including the election of our entire board of directors and certain
significant corporate actions such as mergers, consolidations or the sale of substantially all of our assets. As a result, this concentration of ownership could delay, defer or prevent others from initiating a potential merger,
takeover or other change in our control, even if these actions would benefit our other stockholders and us.
 
A large number of additional shares may be sold into the public market in the near future, which may cause the market price of our common stock to decline significantly, even if our business is doing well.
 

Sales of a substantial amount of common stock in the public market, or the perception that these sales may occur, could adversely affect the market price of our common stock. As of the closing of our initial public
offering in February 2007, we had 29,832,927 shares of common stock outstanding, of which the 11,500,000 shares we and the selling stockholders sold in such offering may be resold in the public market immediately. The
remaining outstanding shares are all subject to lock-up agreements with the underwriters for our initial public offering and with us. Pursuant to such agreements, of these remaining shares, 6,649,618 shares will become
available for resale in the public market 12 months after the date of effectiveness of the registration statement filed with respect to such offering and 11,683,309 shares will become available for resale in the public market 18
months after such date. However, we and the underwriters can waive the lock-up restriction and allow these stockholders to sell their shares at any time, subject to applicable securities law and limitations. As restrictions on
resale end, the market price could drop significantly if the holders of these restricted shares sell them or are perceived by the market as intending to sell them.
 
We will incur increased costs and compliance risks as a result of being a public company.
 

We completed our initial public offering in February 2007. As a public company, we expect to incur significant legal, accounting and other expenses that we did not incur as a private company. These expenses are
associated with our public company reporting requirements and certain corporate governance requirements, including requirements under the Sarbanes-Oxley Act of 2002 and the new rules implemented by the SEC and the
NASDAQ Stock Market. We expect that compliance with these rules and regulations, in particular Section 404 of the Sarbanes-Oxley Act of 2002, will substantially increase our legal and financial compliance costs and will
likely require us to hire additional personnel and/or consultants. Like many smaller public companies, we expect to face a significant impact from required compliance with Section 404 of the Sarbanes-Oxley Act of 2002. The
process of strengthening our internal control and complying with Section 404 will be expensive and time consuming, and will require significant time and attention from our management team. We are currently evaluating and
monitoring developments with respect to these new rules, and we cannot predict or estimate the amount of additional costs we may incur or the timing of such costs.
 

We also expect these new rules and regulations may make it more difficult and more expensive for us to obtain director and officer liability insurance and we may be required to accept reduced policy limits and
coverage or incur substantially higher costs to obtain the same or similar coverage. As a result, it may be more difficult for us to attract and retain qualified individuals to serve on our board of directors or as executive officers.
 
We do not intend to pay dividends on our common stock.
 

We currently intend to retain any future earnings and do not expect to pay any cash dividends on our capital stock for the foreseeable future.
 
Our charter documents could deter a takeover effort, which could inhibit your ability to receive an acquisition premium for your shares.
 

Provisions in our certificate of incorporation and bylaws could make it more difficult for a third party to acquire us, even if doing so would be beneficial to our stockholders. Such provisions include the following:
 
 • our board of directors are authorized, without prior stockholder approval, to create and issue preferred stock which could be used to implement anti-takeover devices;
 
 • advance notice is required for director nominations or for proposals that can be acted upon at stockholder meetings;
 
 • our board of directors is classified such that not all members of our board are elected at one time, which may make it more difficult for a person who acquires control of a majority of our outstanding voting stock

to replace all or a majority of our directors;
 
 • stockholder action by written consent is prohibited except with regards to an action that has been approved by the board;
 
 • special meetings of the stockholders are permitted to be called only by the chairman of our board of directors, our chief executive officer or by a majority of our board of directors;
 
 • stockholders are not be permitted to cumulate their votes for the election of directors; and
 
 • stockholders are permitted to amend certain provisions of our bylaws only upon receiving at least 66 2/3% of the votes entitled to be cast by holders of all outstanding shares then entitled to vote generally in the



election of directors, voting together as a single class.
 
ITEM 2. Unregistered Sales of Equity Securities and Use of Proceeds
 
 Sales of Unregistered Securities
 

None.
 
Use of Proceeds from Sales of Registered Securities
 

On February 14, 2007, we completed the initial public offering of our common stock, pursuant to which we sold 8,000,000 shares of our common stock and the selling stockholders sold an aggregate of 3,500,000 shares
of our common stock (which included 1,500,000 shares sold by the selling stockholders pursuant to the exercise of the underwriters’ over-allotment option) at the initial public offering price of $10.00 per share. The shares of
common stock sold in the offering were registered under the Securities Act on a registration statement on Form S-1 (File. No. 333-138379) that was declared effective by the SEC on February 8, 2007.
 

The aggregate purchase price of the shares sold by us in the offering was $80.0 million. The aggregate purchase price of the shares sold by the selling stockholders was $35.0 million. We and the selling stockholders
paid to the underwriters underwriting discounts and commissions totaling $5.6 million and $2.5 million, respectively, in connection with the offering. In addition, we incurred offering costs of approximately $2.9 million in
connection with the offering. After deducting the underwriting discounts and commissions and offering expenses, we received net proceeds from the offering of approximately $71.5 million. We did not receive any proceeds
from the sale of shares by the selling stockholders.
 

Approximately $28.0 million of the net proceeds from the offering was used to repay our outstanding indebtedness under two term loans for approximately $18.0 million and $10.0 million, payable to our commercial
lender. In addition, $4.0 million of the net proceeds from the offering has been paid on the notes payable to the former stockholders of Partsbin, including Richard Pine, one of our directors and who is also an officer. Except
for the payment of such debt, none of the net proceeds from the offering were paid directly or indirectly to any of our directors or officers (or their associates) or persons owning ten percent or more of any class of our equity
securities or to any other affiliate, other than in the form of wages or salaries and bonuses paid out in the ordinary course of business. The remaining net proceeds from the offering have been invested in money market
accounts. We will retain broad discretion over the use of the net proceeds received from our initial public offering. The amount and timing of our actual expenditures may vary significantly depending on a number of factors,
including the growth of our sales and customer base, the type of efforts we make to build our brand and competitive developments in e-commerce. For the period ending June 30, 2007 we did not make any business acquisition
that would require use of such proceeds.
 
ITEM 3. Defaults Upon Senior Securities.
 

None.
 

 



 

ITEM 4. Submission of Matters to a Vote of Security Holders
 

Our Annual Meeting of Stockholders was held on June 22, 2007.  The following two items were voted on and approved at the Annual Meeting:
 

(i)   Election of two Class 1 directors to hold office for the term of three years or until their respective successor is elected and qualified.  The nominees for election were:

  
Nominee

  
Votes For

 Votes
Withheld  

 Mehran Nia  27,088,826        1,146,526  
 Ellen F. Siminoff  28,116,738 118,616 
 

     The Company’s directors whose terms continued after the Annual Meeting are:
 

·  Robert J. Majteles
 

·  Sol Khazani
 

·  Fredric W. Harman
 

·  Richard Pine
 

(ii)   Ratify the appointment of Ernst & Young LLP as our independent registered public accounting firm for the fiscal year ending December 31, 2007.
  Votes  
         For  28,208,353 

 Against  26,001 
 Abstain  1,000 
 Broker Non-Votes  —  

ITEM 5. Other Information
 

None.
 
ITEM 6. Exhibits
 
(a) Exhibits
 

The following exhibits are filed herewith.
 
Exhibit No. Description 
  
10.1 Lease Agreements, dated August 8, 2007, by and among MBS Tek Corporation and Roshan Commercial Corp.

 
10.2 Form of Suppliers' Agreement entered into between U.S. Auto Parts Network, Inc. and certain of its U.S. based suppliers and primary drop-ship vendors

 
31.1 Certification of the principal executive officer required by Rule 13a-14(a) or 15d-14(a) of the Securities Exchange Act of 1934, as amended
  
31.2 Certification of the principal financial officer required by Rule 13a-14(a) or 15d-14(a) of the Securities Exchange Act of 1934, as amended
  
32.1 Certification of the Chief Executive Officer required by 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
  
32.2 Certification of the Chief Financial Officer required by 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

 



 

 
SIGNATURES

 
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

 
     
Dated: August 14, 2007  U.S. AUTO PARTS NETWORK, INC.

   (Registrant)
     

   By /s/ MEHRAN NIA
    Mehran Nia,
    President and Chief Executive Officer
    (Principal Executive Officer)

     
   By /s/ MICHAEL J. McCLANE
    Michael J. McClane,
    Chief Financial Officer
    (Principal Accounting Officer)
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EXHIBIT 10.1

 
MEMORANDUM OF AGREEMENT

KNOW ALL MEN BY THESE PRESENTS:

    This Memorandum of Agreement made, executed, and entered into in the City of Pasig, Philippines, by and between:

ROSHAN COMMERCIAL CORP., a corporation duly organized and existing under and by virtue of the laws of the Philippines with
principal office at 3rd Floor, RCC Center, 104 Shaw Blvd.,  Pasig City, represented in this contract by LACHMAN T. CHATLANI, of
legal age, as President, hereinafter referred to as the LESSOR;
- A N D  -
MBS TEK CORPORATION with address at 3rd Floor Astillero Bldg, Oro Site, Legaspi City herein herein represented by MR.
FRANCIS CASTRO, as Country Manager, hereinafter referred to as the LESSEE.

WITHNESSETH THAT:

    Whereas, the LESSOR is the owner of a commercial building known and designated as RCC Bldg., situated at No. 104 Shaw
Boulevard, Pasig City

    Whereas, the LESSEE has current lease contracts with the LESSOR for spaces in the aforesaid building as follows:
      
   Total Area  Expiry date   

1st  Floor Units A&B
 483 sq meters
(approximate)    December 31, 2007   

(under MBS Tek)  2 parking slots    
     

6th Floor Unit B
 296 sq meters
(approximate)  March 31, 2008   

(under SL Tech)     

Now, therefore, for and in consideration of the foregoing premises, LESSOR and LESSEE hereby mutually agree to the following:

a.  the above LEASE CONTRACTS shall be extended and expire on August 31, 2008

b.  the escalation clauses provided in the above original contracts shall be applicable for the extended period until August 31,
2008.

c.  The Lease Rates for the extended period shall remain valid until August 31, 2009, if and when LEASE CONTRACTS are
renewed by both parties.

d.  Any renewal or extension after August 31, 2009 shall be subject to a 5% annual escalation

e.  The LESSEE shall have the option to renew the Contract in six (6) month lease periods / increments for up to another 3 years
commencing on 01 September, 2008.

f.  The LEASE CONTRACTS for the above units shall now be co-terminus with the new LEASE CONTRACTS being executed
for units 2 (entire second floor) and Unit 6B

 
 
 



 
g.  That the LEASE Contracts shall in no way be deemed extended or renewed beyond the extended term unless confirmed by

both parties on or before six (6) months prior to the expiration of the respective Contracts.

h.  All other terms and condition of the LEASE CONTRACTS shall remain the same.

This agreement shall be binding on the parties’ heirs and successors-in-interest.

IN WITNESS WHEREOF, the parties have hereto executed this instrument on this 8th day of August, 2007.
 
 
 ROSHAN COMMERCIAL
CORP.  MBS TEK CORPORATION   

    
 Represented by:    Represented by:     
    
 /s/ Lachman T. Chatlani  /s/ Francis Castro   
 LACHMAN T. CHATLANI  MR. FRANCIS CASTRO   
 President  Country Manager   
 LESSOR  LESSEE   
    

 WITNESSES   
 /s/ Mercedita L. Pedrenia  /s/ Emelda V. Perez   
 Mercedita L. Pedrenia  Emelda V. Perez   
 

 



ACKNOWLEDGEMENTS

REPUBLIC OF THE PHILIPPINES)
CITY OF PASIG                        )
METRO MANILA

      BEFORE ME, THIS DAY OF AUGUST 8, 2007 IN THE CITY OF PASIG, METRO MANILA, PHILIPPINES, PERSONALLY
APPEARED.
 
 
 NAME  DATE  PLACE ISSUED  
    
 LACHMAN T. CHATLANI  March 09, 2007  Pasig City  
 FRANCIS CASTRO  July 06, 2007  Pasig City  

 
KNOWN to me to be same persons who executed the foregoing instrument, and they acknowledged to me that the same is their free act
and deed.

This instrument consisting of THREE (03) pages, including the page on which this acknowledgement is written, has been signed on the
left margin of each and every page thereof by FRANCIS CASTRO and LACHMAN T. CHATLANI, their witnesses, and sealed with
my notarial seal.

IN WITNESS WHEREOF, I have hereunto set my hand, the day, month, year, and place above written.

                                                                         /s/  NOTARY PUBLIC

NOTARY REGISTRATION No.________
Doc No. 298
Page No. 61
Book NO. XXXIV
Series of 2007

 



 

C O N T R A C T  O F  L E A S E

KNOW ALL MEN BY THESE PRESENTS:

    This Contract of Lease made, executed, and entered into in the City of Pasig, Philippines, by and between:

ROSHAN COMMERCIAL CORP., a corporation duly organized and existing under and by virtue of the laws of the Philippines with
principal office at 3rd Floor, RCC Center, 104 Shaw Blvd.,  Pasig City, represented in this contract by LACHMAN T. CHATLANI, of
legal age, as President, hereinafter referred to as the LESSOR;
- A N D  -
MBS TEK CORPORATION with address at 3rd Floor Astillero Bldg., Oro Site, Legaspi City herein represented by MR. FRANCIS
CASTRO, as Country Manager, hereinafter referred to as the LESSEE.

WITHNESSETH THAT:

    Whereas, the LESSOR is the owner of a commercial building known and designated as RCC Bldg., situated at No. 104 Shaw
Boulevard, Pasig City

    Whereas, the LESSEE has agreed to lease from the LESSOR the aforesaid portion referred to as the 'LEASED PREMISES" for its
operations, more particularly described as:
                                                                         
   Total Area    

2nd   Floor Unit (in its
entirety)

   526 square meters    

     
Now, therefore, for and in consideration of the foregoing premises and the mutual covenants and agreements hereinafter set

forth, the LESSOR hereby leases unto the LESSEE, and the LESSEE hereby accepts and takes from the LESSOR and acknowledges
receipt of the premises subject to the following terms and conditions;

LEASE RATES
1.  That the total monthly rental herein agreed upon shall be One Hundred Fifty Seven Thousand Five Hundred Eighty Nine &

60/100 Pesos Only (P 157,589.60) inclusive of VAT and after deducting withholding taxes, to be paid by the LESSEE to
the LESSOR within the first five (5) days of each calendar month, without necessity of demand, computed as follows:

 
 Leased area at 2nd Floor described above     
     
 Monthly
Lease                                                                  P 147,280.00    

 12% VAT       17,673.60    
     
 Total   P  164,953.60    
 Less: 5% withholding tax                          7,364.00    
     
 Total Due Monthly                                      P 157,589.60    

 

LEASE TERM
1.  That the term of this Contract shall commence on 01 September, 2007 and expire on 31 August, 2008 unless otherwise

renewed.

2.  The LESSOR shall turnover the LEASED PREMISES to the LESSEE on or before 01 August 1, 2007 with the period prior
to September 01 as free of charge.

3.  Payment of rentals shall commence on September 1, 2007 .

4.  In the event LESSOR shall delay turnover of the LEASED PREMISES to LESSEE, LESSOR shall reduce the monthly
rental due by   LESSEE by Fifty Thousand Pesos (P 50,0000) per month of delay and rentals shall commence only after
turnover with a one month grace period free of charge.

5.  That the Contract shall in no way be deemed extended or renewed beyond the original term for any cause or reason
whatsoever, but only by negotiations and confirmation of extension by both parties on or before six (6) months prior to the
expiration of this Contract.



6.  The LESSEE shall have the option to renew the Contract in six (6) month lease periods / increments for up to another 3
years commencing on 01 September, 2008.

INCREASE IN LEASE RATES
1.  That the LEASE rates shall be adjusted with an escalation/increase of FIVE PERCENT (5%) annually effective September

01, 2008.
 

2.   That the LESSEE shall be notified in writing by the LESSOR of any increase / adjustment of real estate taxes and other
taxes that may be imposed per government ordinance/ directive/ circular / affecting the subject property that may be
imposed by said government authority;

3.  That the LESSOR reserves the right to apportion on a pro rata basis of all the leased spaces among all the leases of the
building as additional rental to cover said increase in real estate or other taxes, provided that, the computation of said
increase in rental be subject to LESSEE’S conformity with respect to the computations of apportioning said taxes.

 
4.  That while a 5% annual escalation is provided in lease rates for renewals, said increase will give way to a higher lease

should the LESSOR and LESSEE mutually agree as a result of No. 1 & 2 above.

DEPOSITS
1.  That upon execution of this Contract, the LESSEE shall pay to the LESSOR the following:

 
A.  SECURITY DEPOSIT in the amount of Two Hundred Ninety Four Thousand Five Hundred Sixty Pesos only (P

294,560.00) equivalent to   two   (2) months rent.  Said SECURITY DEPOSIT cannot be applied to current rentals and
will be returned to LESSEE without   interest upon termination of this Contract, less whatever amounts the LESSEE may
be liable to the LESSOR for unpaid rentals, utility charges, damages, and other liabilities in connection with this Contract.

  
 

B.  RENT DEPOSIT in the amount of Two Hundred Ninety Four Thousand Five Hundred Sixty Pesos only (P 294,560.00)
equivalent to   two   (2) months rent, to be applied against the rent for the last two (2) months o f this LEASE
CONTRACT

       
  2.  That said SECURITY DEPOSIT  may be increased and adjusted to conform  with  the  escalated  lease rates for the

succeeding period if and when the Contract shall be renewed  and shall  be  payable on the first five (5) days of the renewal
period.

USE OF LEASED AREAS
1.  That LESSEE shall not assign the lease or sublease the whole or any par t thereof of the LEASED PREMISES

without  first  obtaining  the consent of the LESSOR in writing, which shall not be unreasonably withheld, conditioned or
delayed.

   
2.  T h a t the LESSEE shall use the LEASED PREMISES for lawful purposes only and will comply with

all  regulations  and  ordinances  of the local and  national  government  affecting  the business conducted in the LEASED
PREMISES.

3.  That the LESSEE shall not make any material alterations, additions, or improvements in the LEASED PREMISES without
the written consent of the LESSOR, which shall not be withheld, conditioned or delayed.  Any all alterations, additions to,
and improvements upon the premises made by the LESSEE with the consent of the LESSOR shall forthwith, upon
termination of the lease contract, belong to the LESSOR without reimbursement, unless otherwise agreed.  Any material
changes, alterations, additions or improvements shall require submission of plans and details for approval, which shall not
be unreasonably withheld, conditioned or delayed, before commencement of work.

Any alterations or additions made without the written consent of the LESSOR may be ordered removed by the LESSOR at the
expense of the LESSEE.
   

4.   That the LESSEE shall pay for any damages or breakage of any fixtures or any portion of the building caused intentionally
or wrongfully by i t s employees, agents, or persons allowed access to  the  LEASED
PREMISES.  The  LESSOR  may  consider  the  act (s) causing such damage or breakage as valid ground(s) for terminating
this  Contract as provided herein.

 
INSPECTION OF LEASED PREMISES
1.       That   the   LESSEE  shall   allow  the  LESSOR   or  his   duly   authorized representative,   provided   the   latter undertakes prior
notification to LESSEE and  is   accompanied   by  a  duly authorized representative of  the LESSEE,  to enter the LEASED PREMISES
during normal office hours or  at  any  reasonable time agreed to by LESSEE,  to check compliance with this Contract if LESSOR has
reason to believe there is noncompliance, make alterations  or  repairs,  or  for  such  other purposes as may be reasonably necessary for the
operation or proper maintenance of the LEASED PREMISES.

SURRENDER OF LEASED PREMISES
1.  That  the  LESSEE,  upon   termination  of  the  Contract,  shall



peacefully, and without  necessity  of  demand,  deliver  upon to the LESSOR the LEASED PREMISES, vacant, and in the same condition,
reasonable wear and tear excepted, in which the LESSEE received the LEASED PREMISES at the commencement of the Contract.

2.  That should LESSEE delay surrender of premises upon termination of the
Contract,  LESSEE  shall  be  responsible  to  the  LESSOR for all actual and verifiable damages incurred which LESSOR shall suffer by
reason  thereof  and  will  indemnify LESSOR against any and all claims made resulting from said delay.

3.  That  if  at  any   time  during   the  Contract,  the  LEASED PREMISES are
abandoned  or  vacated  for  a  period of  more  than one month without written notice of such to the LESSOR, the LESSOR shall have the
right to enter the same by  reasonable force  or  otherwise,  without  being liable to any prosecution therefore.  The LESSOR will have the
right to lease the same and receive rent for its own account.

4.  That LESSEE may remove its equipment and its appurtenances that are
not attached to the LEASED PREMISES upon expiration of the Contract, provided it does not cause undue damage to the LEASED
PREMISES, reasonable wear and tear excepted.

TRADE FIXTURES, MACHINERY, AND EQUIPMENT
1.  That the LESSOR agrees that the LESSEE shall have the right to introduce

into the leased premises trade  fixtures, machinery,  equipment, and  furniture as may be necessary for  the  conduct  of its business as an
office and/or showroom and    that   the   LESSEE   shall   have  the  right  to  locate   the  same   as  the LESSEE  may  deem fit.  However,
no machinery and equipment shall be installed that may cause unreasonable inconvenience, discomfort, and objections from other tenants.

STORAGE OF MATERIALS
1.       That  the LESSEE nor the LESSOR shall  bring into, nor store in the LEASED PREMISESe any
highly  inflammable,  explosive,  toxic,  dangerous,  or   prohibited  materials and
substances   not   operate  or   install  therein   any   apparatus,  machinery,   or
equipment  which   may  cause  obnoxious  odors,  tremors  &  vibrations, noise, pollution, or expose the LEASED PREMISES to fire or
danger.

TEMPORARY / PERMANENT REPAIRS
1.  That all needed  major  repairs  of  the building and/or LEASED PREMISES relating to the strength, integrity, safety, and

general appearance and use and operations by the LESSEE shall be made immediately within reasonable time and without
delay by the LESSOR at its expense.

2.  That LESSOR shall be liable to LESSEE, its officers, directors, employees
          and agents only for any  damage, death, personal injury or destruction as
          a result of such repairs which are directly attributable to the LESSOR.

3.  LESSEE, its officers, directors, employees and agents shall take all necessary a n d prudent precautions to prevent the
occurrence of any damage, death, personal injury or destruction in the normal course or its operations a n d during the
construction or implementation of any repairs in the building and/or LEASED PREMISES.

4.  That  the  LESSEE  shall  undertake  all  minor  repairs  and  maintenance
          related to normal wear and tear of the LEASED PREMISES at its
          reasonable expense.

CARE OF LEASED PREMISES
1.  That the LESSEE shall  maintain  the  LEASED PREMISES,  the windows, and floors included within the LEASED

PREMISES in a clean and sanitary condition, free of any garbage or obnoxious odors, disturbing noise and/or other
disturbances.  In the event the LESSEE  fails to discharge  this obligation thirty (30) days after its attention is called in writing
by the LESSOR, the LESSOR  may  undertake  the  necessary cleaning of the leased premises at the reasonable expense of the
LESSEE, if any.

PAYMENT OF UTILITIES
1.  That the LESSEE shall pay its obligations for utilities promptly as follows :

POWER :       Directly to MERALCO;  LESSEE shall be provided a separate
                    meter for its power line.
TELEPHONE:  Directly to PLDT / GLOBE
WATER:     To the LESSOR based on Billings/Consumption per sub-meters installed. The LEASED PREMISES shall be
provided a separate sub-meter for its water supply.

ARREARS AND LITIGATION
1.  That the LESSEE agrees to pay a two percent (2%) per month penalty on

all  arrears  from  due  date until fully paid, if assessed by LESSOR. Provided, however, that the LESSOR reserves the right to immediately
terminate this Contract upon failure by LESSEE to pay two successive  monthly  rentals  and  bills and notice to
LESSEE,  or  comply  with  any  of  the  other material terms  & conditions of this Contract, without prejudice to the collection of said
penalty.

2.  That  the  LESSEE  agrees  to  have  this Contract governed by the laws of the Government of the Republic of the Philippines



3.  That the LESSEE and LESSOR both mutually agree to have Pasig City as the venue of all court litigations.

4.  That  in  case  of  failure  on  the  part of the LESSEE to pay rentals for a
Period of two months, LESSEE hereby gives authority to LESSOR or to any of its authorized  representatives, thru this Contract, to take
possession of said LEASED PREMISES, including improvements thereon, without compensation t o the LESSEE
and  without  necessity  of  resorting  to  any court action but in which case, the LESSEE  shall  be advised in writing of their failure to
comply with the terms and conditions of  the Contract by way of reminder before the takeover and given 15 days grace period for
compliance of the Contract.

Failure on the part of the LESSEE to update arrears and comply with the Contract within the grace period will authorize the LESSOR to:

A.  Carefully Remove all removable improvements and personal belongings  and  deposit the  same  in  a secure
warehouse  at  the  reasonable expense  of  LESSEE.  LESSEE  will  be permitted to be present during such removal.  However,
should LESSEE fail to appear personally or to send a representative, LESSOR may proceed even in their absence. LESSOR will
not be liable for any damage to items removed  and stored, unless caused by the intentional or wrongful action by LESSOR.

B.  Lease the LEASED PREMISES to a new LESSEE upon takeover.

PRE-TERMINATION OF CONTRACT
1.     The LESSOR may cancel or terminate  this  Contract  for  reason of non-compliance of any of the material terms, conditions, and rules
and regulations, by ninety (90) days notice, and in which event, LESSEE shall vacate the LEASED PREMISES.

2.      If the LESSEE decides, for any cause and without fault of the LESSOR, to
terminate this  Contract  prior to  the termination of the period agreed upon, the LESSEE shall be liable to the  LESSOR to pay the monthly
rental for the remaining period of the Contract, unless otherwise agreed. If the  LEASED PREMISES  shall  have  been  occupied by
another tenant, then the LESSEE shall be liable to pay only the period when the LEASED PREMISES remained idle or unoccupied.

LIABILITY AND INSURANCE
1.  That  the  LESSOR  shall  not  be  liable for any losses due to theft or any

fortuitous or  unforeseen  events  or events that could be foreseen but cannot be avoided, arising in the LEASED PREMIES and /or the
building, unless LESSOR was notified in advance and which is established as the responsibility and jurisdiction of the LESSOR.

2.  That the LESSOR shall not be liable for any injury or damage to LESSEE,
its employees, agents, or persons allowed access to the LEASED PREMISES, except where LESSOR is at fault, negligent, and previously
notified of problems or concerns.

3.  That the LESSEE will be permitted to undertake insurance coverage for its
equipment, contents and machinery, if any, in  the  LEASED PREMISES.  However, LESSEE will be required to furnish LESSOR a copy
of all  proposed insurance coverage within a week from the date of coverage, including renewals thereof.

4.  That the LESSEE shall assume full responsibility for any damage caused to
the   person  or  property  of   third  persons,  including  death,  while  remaining either  casually  or  on  business  in any part of the
LEASED PREMISES, if  the damage be caused wholly or partly through the  fault  or negligence of LESSEE or its agents, and further
binds itself to hold LESSOR free and harmless from any such claim or injury or damage.

RULES AND REGULATIONS
1.  That the LESSOR will adopt and promulgate rules and regulations on the

use, care, and security of the building for the good of both the LESSOR and the LESSEE.

2.  That said rules and regulations, shall form part of the Contract, be attached hereto and incorporated hereing and must be
complied with by the LESSEE.

3.  That  the  LESSOR will,  from  time to time, revise, update, and add rules
and regulations and all such future  changes shall be considered as part of this Contract provided advance written notice given to LESSEE
of such changes.

SECURITY
1.  That the  LESSOR  will  maintain a 24-hour security for the building.

2.  That LESSEE may take additional precautionary / security measures such as installation of burglar alarms, smoke detectors,
and private security guards    subject  to  written approval of the LESSOR.

JANITORIAL SERVICE
1.  That  the  LESSOR will  maintain a caretaker for the general cleanliness of

the building, particularly the public and common areas.



2.  That the LESSEE will be responsible for the care, maintenance, and overall
cleaning of the LEASED PREMISES, unless otherwise agreed with LESSOR to use its general caretaker.

OTHERS
1.  That a mere tolerance on the part of the LESSOR shall not be construed

as a  waiver of its rights to enforce compliance by the LESSEE under any and all of the terms and conditions of the Contract.

2.  That  LESSOR  reserves  the  right  to  terminate  this  Contract  and  /  or
d e m a n d actual damages from LESSEE in the event of any strike,
picket,  or  the  like  arising  from  any   controversy  between  LESSEE  and   its employees or outsiders, and  causing  disturbance,
disorderliness, or defacement and  destruction  of  the LESSOR's property, or otherwise carried on in a manner as to create
a  nuisance  to  LESSOR  or  the  other  tenants or cause undue prejudice, harm, or injure their interest.

SEPARABILITY
1.       That the  parties  hereby agree that should any of the provisions herein stated be declared invalid or illegal by a competent court, the
validity or legality of the remaining provisions shall not in any way be affected or impaired.
 
 
 



 
This contract shall be binding on the parties’ heirs and successors-in-interest.

IN WITNESS WHEREOF, the parties have hereto executed this instrument on this 8th day of August, 2007.
 

 
 ROSHAN COMMERCIAL
CORP.  MBS TEK CORPORATION   

    
 Represented by:    Represented by:     
    
 /s/ Lachman T. Chatlani  /s/ Francis Castro   
 LACHMAN T. CHATLANI  MR. FRANCIS CASTRO   
 President  Country Manager   
 LESSOR  LESSEE   
    

 WITNESSES   
 /s/ Mercedita L. Pedrenia    
 Mercedita L. Pedrenia    
 

 



ACKNOWLEDGEMENTS

REPUBLIC OF THE PHILIPPINES)
CITY OF PASIG                        )
METRO MANILA

      BEFORE ME, THIS DAY OF AUGUST 8, 2007 IN THE CITY OF PASIG, METRO MANILA, PHILIPPINES, PERSONALLY
APPEARED.
 

 
 NAME  DATE  PLACE ISSUED  
    
 LACHMAN T. CHATLANI  March 09, 2007  Pasig City  
 FRANCIS CASTRO  July 06, 2007  Pasig City  
 
 
KNOWN to me to be same persons who executed the foregoing instrument, and they acknowledged to me that the same is their free act
and deed.

This instrument consisting of NINE (09) pages, including the page on which this acknowledgement is written, has been signed on the left
margin of each and every page thereof by FRANCIS CASTRO and LACHMAN T. CHATLANI, their witnesses, and sealed with my
notarial seal.

IN WITNESS WHEREOF, I have hereunto set my hand, the day, month, year, and place above written.

                                                                         /s/  NOTARY PUBLIC

NOTARY REGISTRATION No.________
Doc No. 297
Page No. 61
Book NO. XXXIV
Series of 2007



 

 
C O N T R A C T  O F  L E A S E

KNOW ALL MEN BY THESE PRESENTS:

    This Contract of Lease made, executed, and entered into in the City of Pasig, Philippines, by and between:

ROSHAN COMMERCIAL CORP.,  a corporation duly organized and existing under and by virtue of the laws of the Philippines with
principal office at 3rd Floor, RCC Center, 104 Shaw Blvd.,  Pasig City, represented in this contract by LACHMAN T. CHATLANI , of
legal age, as President, hereinafter referred to as the LESSOR;

- A N D  -

MBS TEK CORPORATION with address at 3rd Floor Astillero Blvd., Oro Site, Legaspi City herein represented by MR. FRANCIS
CASTRO, as Country Manager, hereinafter referred to as the LESSEE.

WITHNESSETH THAT:

    Whereas, the LESSOR is the owner of a commercial building known and designated as RCC Bldg., situated at No. 104 Shaw Boulevard,
Pasig City

    Whereas, the LESSEE has agreed to lease from the LESSOR the aforesaid portion referred to as the 'LEASED PREMISES" for its
operations, more particularly described as:
 
                  
   Total Area    

Unit 6B  (6th Floor Unit)     214 square meters    
             

Now, therefore, for and in consideration of the foregoing premises and the mutual covenants and agreements hereinafter set forth,
the LESSOR hereby leases unto the LESSEE, and the LESSEE hereby accepts and takes from the LESSOR and acknowledges receipt of
the premises subject to the following terms and conditions;

     
LEASE RATES

1.  That the total monthly rental herein agreed upon shall be SIXTY FOUR THOUSAND ONE HUNDRED FOURTEEN
AND 40/100 Only    (P 64,114.40) inclusive of VAT and withholding taxes, to be paid by the LESSEE to the LESSOR
within the first five (5) days of each calendar month, without necessity of demand, computed as follows:

 
Leased area at 6TH Floor described above     
     
 Monthly
Lease                                                                  P 59,920.00    

 12% VAT       7,190.40    
     
 Total   P  67,110.40    
 Less: 5% withholding tax                        2,996.00    
     
 Total Due Monthly                                      P 64,114.40    

 
 
LEASE TERM

1.  That the term of this Contract shall commence on 01 November, 2007 and expire on 31 August, 2008 unless otherwise
renewed.

2.  The LESSOR shall turnover the LEASED PREMISES to the LESSEE on or before October 1, 2007 with the period prior to
November 01, 2007 as free of charge.

3.  Payment of rentals shall commence on November 1, 2007 .

4.  That the Contract shall in no way be deemed extended or renewed beyond t h e original term for any cause or reason
whatsoever, but only by negotiations and confirmation of extension by both parties on or before six (6) months prior to the
expiration of this Contract.

5.  The LESSEE shall have the option to renew the Contract in six (6) month lease periods / increments for up to another 3 years



commencing on 01 September, 2008.

INCREASE IN LEASE RATES
1.  That the LEASE rates shall be adjusted with an escalation/increase

of FIVE PERCENT (5%) annually effective September 01, 2008.

2.   That the LESSEE shall be notified in writing by the LESSOR of any
increase / adjustment of real estate taxes and other taxes that may be imposed per government ordinance/ directive/ circular / affecting the
subject property that may be imposed by said government authority;

3.       That the LESSOR reserves the right to apportion on a pro rata basis of all the leased spaces among all the leases of the building as
additional rental to cover said increase in real estate or other taxes, provided that, the computation of said increase in rental be subject to
LESSEE’S conformity with respect to the computations of apportioning said taxes.

4.       That while a 5% annual escalation is provided in lease rates for renewals, said increase will give way to a higher lease should the
LESSOR and LESSEE mutually agree as a result of No. 1 & 2 above.

DEPOSITS
1.  That upon execution of this Contract, the LESSEE shall pay to the LESSOR

the following:

A.  SECURITY DEPOSIT in the amount of ONE HUNDRED NINETEEN THOUSAND EIGHT HUNDRED FORTY Pesos
only (P 119,840.00) equivalent to   two   (2) months rent.  Said SECURITY DEPOSIT cannot be applied to current rentals
and will be returned to LESSEE without   interest upon termination of this Contract, less whatever amounts the LESSEE
may be liable to the LESSOR for unpaid rentals, utility charges, damages, and other liabilities in connection with this
Contract.

         B.  RENT DEPOSIT in the amount of ONE HUNDRED NINETEEN
             THOUSAND EIGHT HUNDRED FORTY Pesos only (P 119,840.00)
             equivalent to   two   (2)  months rent, to be applied against the rent for
             the last two (2) months of this LEASE CONTRACT

2.  That said SECURITY DEPOSIT  may be increased and adjusted to conform  with  the  escalated  lease rates for the succeeding
period if and when the Contract shall be renewed  and shall  be  payable on the first five (5) days of the renewal period.

USE OF LEASED AREAS
1.  That LESSEE shall not assign the lease or sublease the whole or any part

          thereof of the LEASED PREMISES without  first  obtaining  the consent of
          the LESSOR in writing, which shall not be unreasonably withheld,
          conditioned or delayed.

2.  T h a t the LESSEE shall use the LEASED PREMISES for lawful purposes only and will comply with
all  regulations  and  ordinances  of the local and  national  government  affecting  the business conducted in the LEASED
PREMISES.

3.  That the LESSEE shall not make any material alterations, additions, or improvements in the LEASED PREMISES without the
written consent of the LESSOR, which shall not be withheld, conditioned or delayed.  Any all alterations, additions to, and
improvements upon the premises made by the LESSEE with the consent of the LESSOR shall forthwith, upon termination of
the lease contract, belong to the LESSOR without reimbursement, unless otherwise agreed.  Any material changes, alterations,
additions or improvements shall require submission of plans and details for approval, which shall not be unreasonably
withheld, conditioned or delayed, before commencement of work.

Any alterations or additions made without the written consent of the LESSOR may be ordered removed by the LESSOR at the
expense of the LESSEE.

4.       That the LESSEE shall pay for any damages or breakage of any fixtures or any portion of the building caused intentionally or
wrongfully by its employees, agents, or persons allowed access to  the  LEASED PREMISES.  The  LESSOR  may  consider  the  act (s)
causing such damage or breakage as valid ground(s) for terminating this  Contract as provided herein.

INSPECTION OF LEASED PREMISES
1.       That   the   LESSEE  shall   allow  the  LESSOR   or  his   duly   authorized representative,   provided   the   latter undertakes prior
notification to LESSEE and  is   accompanied   by  a  duly authorized representative of  the LESSEE,  to enter the LEASED PREMISES
during normal office hours or  at  any  reasonable time agreed to by LESSEE,  to check compliance with this Contract if LESSOR has
reason to believe there is noncompliance, make alterations  or  repairs,  or  for  such  other purposes as may be reasonably necessary for the
operation or proper maintenance of the LEASED PREMISES.

SURRENDER OF LEASED PREMISES
1.  That  the  LESSEE,  upon   termination  of  the  Contract,  shall

peacefully, and without  necessity  of  demand,  deliver  upon to the LESSOR the LEASED PREMISES, vacant, and in the same condition,
reasonable wear and tear excepted, in which the LESSEE received the LEASED PREMISES at the commencement of the Contract.



2.  That should LESSEE delay surrender of premises upon termination of the
Contract,  LESSEE  shall  be  responsible  to  the  LESSOR for all actual and verifiable damages incurred which LESSOR shall suffer by
reason  thereof  and  will  indemnify LESSOR against any and all claims made resulting from said delay.

3.  That  if  at  any   time  during   the  Contract,  the  LEASED PREMISES are
abandoned  or  vacated  for  a  period of  more  than one month without written notice of such to the LESSOR, the LESSOR shall have the
right to enter the same by  reasonable force  or  otherwise,  without  being liable to any prosecution therefore.  The LESSOR will have the
right to lease the same and receive rent for its own account.

4.  That LESSEE may remove its equipment and its appurtenances that are
not attached to the LEASED PREMISES upon expiration of the Contract, provided it does not cause undue damage to the LEASED
PREMISES, reasonable wear and tear excepted.

TRADE FIXTURES, MACHINERY, AND EQUIPMENT
1.  That the LESSOR agrees that the LESSEE shall have the right to introduce

into the leased premises trade  fixtures, machinery,  equipment, and  furniture as may be necessary for  the  conduct  of its business as an
office and/or showroom and    that   the   LESSEE   shall   have  the  right  to  locate   the  same   as  the LESSEE  may  deem fit.  However,
no machinery and equipment shall be installed that may cause unreasonable inconvenience, discomfort, and objections from other tenants.

STORAGE OF MATERIALS
1.       That  the LESSEE nor the LESSOR shall  bring into, nor store in the LEASED PREMISESe any
highly  inflammable,  explosive,  toxic,  dangerous,  or   prohibited  materials and
substances   not   operate  or   install  therein   any   apparatus,  machinery,   or
equipment  which   may  cause  obnoxious  odors,  tremors  &  vibrations, noise, pollution, or expose the LEASED PREMISES to fire or
danger.

TEMPORARY / PERMANENT REPAIRS
1.  That all needed  major  repairs  of  the building and/or LEASED PREMISES relating to the strength, integrity, safety, and

general appearance and use and operations by the LESSEE shall be made immediately within reasonable time and without
delay by the LESSOR at its expense.

2.  That LESSOR shall be liable to LESSEE, its officers, directors, employees
          and agents only for any  damage, death, personal injury or destruction as
          a result of such repairs which are directly attributable to the LESSOR.

3.  LESSEE, its officers, directors, employees and agents shall take all necessary a n d prudent precautions to prevent the
occurrence of any damage, death, personal injury or destruction in the normal course or its operations a n d during the
construction or implementation of any repairs in the building and/or LEASED PREMISES.

4.  That  the  LESSEE  shall  undertake  all  minor  repairs  and  maintenance
          related to normal wear and tear of the LEASED PREMISES at its
          reasonable expense.

CARE OF LEASED PREMISES
1.  That the LESSEE shall  maintain  the  LEASED PREMISES,  the windows, and floors included within the LEASED

PREMISES in a clean and sanitary condition, free of any garbage or obnoxious odors, disturbing noise and/or other
disturbances.  In the event the LESSEE  fails to discharge  this obligation thirty (30) days after its attention is called in writing
by the LESSOR, the LESSOR  may  undertake  the  necessary cleaning of the leased premises at the reasonable expense of the
LESSEE, if any.

PAYMENT OF UTILITIES
1.  That the LESSEE shall pay its obligations for utilities promptly as follows :

POWER :       Directly to MERALCO;  LESSEE shall be provided a separate
                    meter for its power line.
TELEPHONE:  Directly to PLDT / GLOBE
WATER:     To the LESSOR based on Billings/Consumption per sub-meters installed. The LEASED PREMISES shall be
provided a separate sub-meter for its water supply.

ARREARS AND LITIGATION
1.  That the LESSEE agrees to pay a two percent (2%) per month penalty on

all  arrears  from  due  date until fully paid, if assessed by LESSOR. Provided, however, that the LESSOR reserves the right to immediately
terminate this Contract upon failure by LESSEE to pay two successive  monthly  rentals  and  bills and notice to
LESSEE,  or  comply  with  any  of  the  other material terms  & conditions of this Contract, without prejudice to the collection of said
penalty.

2.  That  the  LESSEE  agrees  to  have  this Contract governed by the laws of the Government of the Republic of the Philippines



3.  That the LESSEE and LESSOR both mutually agree to have Pasig City as the venue of all court litigations.

4.  That  in  case  of  failure  on  the  part of the LESSEE to pay rentals for a
Period of two months, LESSEE hereby gives authority to LESSOR or to any of its authorized  representatives, thru this Contract, to take
possession of said LEASED PREMISES, including improvements thereon, without compensation t o the LESSEE
and  without  necessity  of  resorting  to  any court action but in which case, the LESSEE  shall  be advised in writing of their failure to
comply with the terms and conditions of  the Contract by way of reminder before the takeover and given 15 days grace period for
compliance of the Contract.

Failure on the part of the LESSEE to update arrears and comply with the Contract within the grace period will authorize the LESSOR to:

A.  Carefully Remove all removable improvements and personal belongings  and  deposit the  same  in  a secure
warehouse  at  the  reasonable expense  of  LESSEE.  LESSEE  will  be permitted to be present during such removal.  However,
should LESSEE fail to appear personally or to send a representative, LESSOR may proceed even in their absence. LESSOR will
not be liable for any damage to items removed  and stored, unless caused by the intentional or wrongful action by LESSOR.

B.  Lease the LEASED PREMISES to a new LESSEE upon takeover.

PRE-TERMINATION OF CONTRACT
1.     The LESSOR may cancel or terminate  this  Contract  for  reason of non-compliance of any of the material terms, conditions, and rules
and regulations, by ninety (90) days notice, and in which event, LESSEE shall vacate the LEASED PREMISES.

2.      If the LESSEE decides, for any cause and without fault of the LESSOR, to
terminate this  Contract  prior to  the termination of the period agreed upon, the LESSEE shall be liable to the  LESSOR to pay the monthly
rental for the remaining period of the Contract, unless otherwise agreed. If the  LEASED PREMISES  shall  have  been  occupied by
another tenant, then the LESSEE shall be liable to pay only the period when the LEASED PREMISES remained idle or unoccupied.

LIABILITY AND INSURANCE
1.  That  the  LESSOR  shall  not  be  liable for any losses due to theft or any

fortuitous or  unforeseen  events  or events that could be foreseen but cannot be avoided, arising in the LEASED PREMIES and /or the
building, unless LESSOR was notified in advance and which is established as the responsibility and jurisdiction of the LESSOR.

2.  That the LESSOR shall not be liable for any injury or damage to LESSEE,
its employees, agents, or persons allowed access to the LEASED PREMISES, except where LESSOR is at fault, negligent, and previously
notified of problems or concerns.

3.  That the LESSEE will be permitted to undertake insurance coverage for its
equipment, contents and machinery, if any, in  the  LEASED PREMISES.  However, LESSEE will be required to furnish LESSOR a copy
of all  proposed insurance coverage within a week from the date of coverage, including renewals thereof.

4.  That the LESSEE shall assume full responsibility for any damage caused to
the   person  or  property  of   third  persons,  including  death,  while  remaining either  casually  or  on  business  in any part of the
LEASED PREMISES, if  the damage be caused wholly or partly through the  fault  or negligence of LESSEE or its agents, and further
binds itself to hold LESSOR free and harmless from any such claim or injury or damage.

RULES AND REGULATIONS
1.  That the LESSOR will adopt and promulgate rules and regulations on the

use, care, and security of the building for the good of both the LESSOR and the LESSEE.

2.  That said rules and regulations, shall form part of the Contract, be attached hereto and incorporated hereing and must be
complied with by the LESSEE.

3.  That  the  LESSOR will,  from  time to time, revise, update, and add rules
and regulations and all such future  changes shall be considered as part of this Contract provided advance written notice given to LESSEE
of such changes.

SECURITY
1.  That the  LESSOR  will  maintain a 24-hour security for the building.

2.  That LESSEE may take additional precautionary / security measures such as installation of burglar alarms, smoke detectors,
and private security guards    subject  to  written approval of the LESSOR.

JANITORIAL SERVICE
1.  That  the  LESSOR will  maintain a caretaker for the general cleanliness of

the building, particularly the public and common areas.

2.  That the LESSEE will be responsible for the care, maintenance, and overall
cleaning of the LEASED PREMISES, unless otherwise agreed with LESSOR to use its general caretaker.



OTHERS
1.  That a mere tolerance on the part of the LESSOR shall not be construed

as a  waiver of its rights to enforce compliance by the LESSEE under any and all of the terms and conditions of the Contract.

2.  That  LESSOR  reserves  the  right  to  terminate  this  Contract  and  /  or
d e m a n d actual damages from LESSEE in the event of any strike,
picket,  or  the  like  arising  from  any   controversy  between  LESSEE  and   its employees or outsiders, and  causing  disturbance,
disorderliness, or defacement and  destruction  of  the LESSOR's property, or otherwise carried on in a manner as to create
a  nuisance  to  LESSOR  or  the  other  tenants or cause undue prejudice, harm, or injure their interest.

SEPARABILITY
1.       That the  parties  hereby agree that should any of the provisions herein stated be declared invalid or illegal by a competent court, the
validity or legality of the remaining provisions shall not in any way be affected or impaired.



 
This contract shall be binding on the parties’ heirs and successors-in-interest.

IN WITNESS WHEREOF, the parties have hereto executed this instrument on 8th day of August, 2007.
 

 
 ROSHAN COMMERCIAL
CORP.  MBS TEK CORPORATION   

    
 Represented by:    Represented by:     
    
 /s/ Lachman T. Chatlani  /s/ Francis Castro   
 LACHMAN T. CHATLANI  MR. FRANCIS CASTRO   
 President  Country Manager   
 LESSOR  LESSEE   
    

 WITNESSES   
 /s/ Mercedita L. Pedrenia  /s/ Emelda V. Perez   
 Mercedita L. Pedrenia  Emelda V. Perez   
 



ACKNOWLEDGEMENTS

REPUBLIC OF THE PHILIPPINES)
CITY OF PASIG                        )
METRO MANILA

      BEFORE ME, THIS DAY OF AUGUST 8, 2007 IN THE CITY OF PASIG, METRO MANILA, PHILIPPINES, PERSONALLY
APPEARED.
 

 
 NAME  DATE  PLACE ISSUED  
    
 LACHMAN T. CHATLANI  March 09, 2007  Pasig City  
 FRANCIS CASTRO  July 06, 2007  Pasig City  
 
 
KNOWN to me to be same persons who executed the foregoing instrument, and they acknowledged to me that the same is their free act
and deed.

This instrument consisting of NINE (09) pages, including the page on which this acknowledgement is written, has been signed on the left
margin of each and every page thereof by FRANCIS CASTRO and LACHMAN T. CHATLANI, their witnesses, and sealed with my
notarial seal.

IN WITNESS WHEREOF, I have hereunto set my hand, the day, month, year, and place above written.

                                                                        /s/  NOTARY PUBLIC

NOTARY REGISTRATION No.________
Doc No. 296
Page No. 61
Book NO. XXXIV
Series of 2007

 



 



 
EXHIBIT 10.2

 
U.S. Auto Parts Network, Inc.

FORM OF SUPPLIERS’ AGREEMENT

SELLER/SUPPLIER INFORMATION

Name: _______________________________________Contact: ________________________
Address: ____________________________________________________________________________
City: __________________________________________________ State: ___________ Zip: _________

Order Department Phone: ______________________ Contact: _________________________________
Fax Line Number: _____________________________ Contact: ________________________________
Website Address: _____________________________ Contact: ________________________________
Customer Service Phone: _______________________ Contact: ________________________________

ORDER INFORMATION

I. Products include, but are not limited to,                  , and other products as may be amended by the parties from time to time.

II.           Financial

Pricing Base/ Discount Structure:
Quote _____________
Manufacturer Published Jobber_____________/ less
Manufacturer Published WD_______________/ less                     _
Other______________

The pricing will remain fixed for a minimum of six months with a minimum 60 day notice of change.  If a price decrease occurs,
the lower price will be taken immediately and a credit will be issued from the supplier for the on hand inventory devaluation.

Additional Discounts:
a. Electronic Catalog Allowance____Bottom of Invoice/Off Invoice at line Item/File for Credit;Quarterly/Semi-Annual/Annual   
b. Volume Discount_____________Bottom of Invoice/Off Invoice at line Item/File for Credit;Quarterly/Semi-Annual/Annual   
c. Volume Rebate ______________ Bottom of Invoice/Off Invoice at line Item/File for Credit;Quarterly/Semi-Annual/Annual   
d. Warranty Allowance __________ Bottom of Invoice/Off Invoice at line Item/File for Credit;Quarterly/Semi-Annual/Annual   

Payment Terms: Net 60 Days from the date of invoice; 5% discount if paid by electronic transfer within 15 days
Prepaid Freight Program: __________ order value for Seller’s payment of shipping charges.

III.           Term of Agreement

12 Months Commencing on ________, 2007 (“Effective Date”)

IV.           Performance Requirements

*Lead Time in Days for Stock Orders:  5-7 days                                                                                                           
*Fill rate for stock orders 92-95%
Ship back orders 14 days
Special Order/Drop shipProgram
*Lead time for Special Orders: 1-3 days                                                                           

EDI/API capable
Product UPC bar-coded
Product data mapped to A.C.E.S. and/or A.A.I.A Standards
Provide Material Safety Data Sheet for Products when applicable.
Product Information provided in format per Exhibit B.
(See Exhibit B for detailed requirements)
 

 

 
ACCEPTANCE:
 



By signing below, Buyer and Seller acknowledge and accept all terms and conditions of this Supply Agreement (“Agreement”), including
Exhibit A and B attached hereto and incorporated herein, on the date set forth below.
 

SELLER:
____________________________________                                                                                     US Auto Parts Network, Inc.

BY: ________________________________                                                                                     By:
___________________________________
 
Name ______________________________                                                                                     Name:
________________________________
 
Title: _______________________________                                                                                     Title:
_________________________________
 
Date: ______________________________                                                                                     Date:
________________________________
 
Contact For Notices
 
U.S. Auto Parts Network, Inc.
 
17150 South Margay Avenue
 
Carson, California 90746
 

      



FORM OF SUPPLIERS’ AGREEMENT

EXHIBIT A

TERMS AND CONDITIONS

 
1.  Purchase and Sale.
 

1.1.  Products.  Seller shall supply Products as defined in the order information section of this Agreement (“Order Information”)
to Buyer for Buyer’s use in connection with Buyer’s resale of auto parts through online or other distribution channels.
 

1.2.  Appointment as Distributor.  Seller hereby appoints Buyer as a non-exclusive distributor of the Products anywhere in the
world through online and other distribution channels.  Seller grants to Buyer a non-exclusive, royalty-free license to use Seller’s
trademarks and logos (a) to sell, distribute, market, promote, service and support the Products through any promotional, advertising, or
distribution channel, including but not limited to, Internet, print, television, radio and (b) to provide a link(s) to Seller’s website(s) from
any websites owned and/or controlled by Buyer.
 

1.3.  Purchase and Supply Obligations.  The purchase and supply of Products hereunder is not exclusive to either party.  Buyer
is not required to purchase Products of any quantity or at any time.  If requested by Seller, Buyer shall provide to Seller a non-binding
forecast of the quantity of Products that Buyer expects to order in the requested forecast period. Buyer shall order Products using its
standard purchase order form, and Seller shall supply such Products in accordance with the terms of this Agreement, including, but not
limited to, the performance requirement standards set forth in the Order Information (“Performance Requirement Standards”).  In the
event of inconsistency or conflicts between the terms and conditions of this Agreement on one hand, and those appearing on the
preprinted terms and conditions of any Buyer purchase order or any other purchase order, Seller’s acknowledgement, authorization, or
other document that may be issued by Seller or Buyer with respect to the Products on the other hand, the terms and conditions of this
Agreement will govern and control.  Furthermore, any new or additional terms, conditions or information appearing on or accompanying
such documents shall be of no effect unless Seller and Buyer expressly agree otherwise in a separate signed amendment.  Buyer may
cancel, in whole or in part, any purchase order for Products submitted hereunder, with at least five (5) days notice prior to the date of
shipment of such order.
 

1.4.  Performance Requirement Standards.  Buyer and Seller shall meet on a semi-annual basis to discuss whether changes to
the Performance Requirements Standards are necessary, due to any changing business needs of Buyer.
 

1.5.  Manufacturing Capacity.  Seller will maintain the labor, materials, and manufacturing capacity necessary to produce and
fill Buyer’s orders for Products without delay.   In the event Seller’s manufacturing capacity is unable to fulfill the demand for the
Products, Seller will prioritize shipments of the Products to Buyer over shipments to any other party.  Seller will make best efforts to
continue to identify and implement ways to reduce manufacturing costs to obtain a lower selling price.
 

1.6.  Shipping; Freight Terms.  Seller shall deliver Products to Buyer in accordance with Buyer’s instructions specified in the
purchase order.  Title to all conforming Products and risk of loss and damage shall pass to Buyer upon delivery by Seller to the carrier
selected by Buyer.  All Products will be shipped FCA (Free Carrier) [Named Place], unless Buyer instructs otherwise.  Title to and risk
of loss for nonconforming Products shall remain with Seller.  Seller shall deliver all Products to Buyer free and clear of all liens and
encumbrances or other defects in title. Any prepaid freight program will be set forth in the Order Information.
 

1.7.  Packaging.  All Products shall be packaged, marked and otherwise prepared for shipment by Seller in suitable containers in
accordance with sound commercial practices.  Seller shall mark on containers all necessary handling, loading and shipping
instructions.  An itemized packing list shall be included with each shipment.
 

1.8.  Delivery;Scheduling.  Seller shall deliver Products in accordance with the delivery schedules set forth in the applicable
purchase order and the Performance Requirement Standards.  Time and place of delivery are of the essence in the performance of this
Agreement.  If delivery cannot be made at the specified time and place, Seller shall promptly notify Buyer of the earliest possible date
for conforming delivery.  Notwithstanding such notice, Seller’s failure to effect conforming delivery shall entitle Buyer to revoke any
acceptance, to cancel a shipment without liability to Seller, to receive a full refund of any amount paid, to purchase substitute products
elsewhere, to return at Seller’s risk and expense all or any part of a nonconforming delivery and to hold Seller accountable for any
additional costs incurred.  Buyer’s receipt of acceptance of all or part of the nonconforming delivery shall not constitute a waiver of any
claim, right or remedy Buyer has under this Agreement or under applicable law.
 

1.9.  Discontinued Supply.  If, during the term of this Agreement, Seller intends to discontinue the manufacturing of any
Product, Seller shall (a) provide Buyer with a written notice at least ninety (90) days prior to discontinuance (“Notice Period”) and (b)
give Buyer an opportunity to purchase any and all units of the Product Seller will manufacture during the Notice Period.  Buyer may, at
its sole discretion, return to Seller any units of the Product that Buyer possessed at the time of the discontinuance notice and remained
unsold in Buyer’s inventory on the effective date of discontinuance.  Seller will refund all amounts paid by Buyer for such returned
Products within thirty (30) calendar days after receipt of the returned Products.  Buyer will be responsible for the shipping costs.
 

1.10.  Stock Adjustment.  Within a reasonable time after each anniversary of the Agreement, Buyer may, at its sole discretion,



return to Seller, with or without reason, any and all units of the Products that remain unsold in Buyer’s inventory on such anniversary of
this Agreement.  Seller will refund all amounts paid by Buyer for such returned Products within thirty (30) calendar days after receipt of
the returned Products.  Buyer will be responsible for the shipping costs.  
 

1.11.  Inspection and Rejection.  Buyer may inspect and test all products at reasonable times before, during and after
manufacture.  If any inspection or test is made on Seller’s premises, Seller shall provide reasonable facilities and assistance for the
safety and convenience of Buyer’s inspectors in such manner as shall not unreasonably hinder or delay Seller’s performance.  All
Products shall be received subject to Buyer’s inspection, testing, approval and acceptance at Buyer’s premises notwithstanding any
inspection or testing at Seller’s premises or any prior payment for such Products.  Products rejected by Buyer as no conforming may be
returned to Seller at Seller’s risk and expense.
 

1.12.  Certificate of Origin.  Seller will certify to, and mark Products and packaging with, the country of origin, sufficient to
satisfy the requirements of the customs authorities of the country of receipt and any other applicable law.  If Products are imported into
the United States, Seller will provide Buyer with any documents required to prove importation and to transfer duty drawback rights to
Buyer.
 

1.13.  Other Obligations.  Where applicable, Seller will provide Buyer with safety information on the Products in the format
specified in the Material Safety Data Sheet to be provided by Buyer.
 
2.  Pricing; Payment.
 

2.1.  Pricing.  The prices for the Products will be  those set forth in the Order Information and will remain fixed for a minimum
of six (6) months from the Effective Date.  If, at any time thereafter, Seller plans to increase the prices, Seller must provide Buyer with
written notice at least sixty (60) days prior to the effective date of such price increase.  The prices are inclusive of all packaging, but are
exclusive of taxes (including, but not limited to, import duties) and shipping charges.  The shipping charges will be those set forth in the
Order Information.  Seller warrants that the prices charged Buyer for the Products hereunder is as least as low as those currently being
quoted by Seller to other resellers for the same Products and in like quantities.
 

2.2.  Reseller Sales Tax Exemption.  If Buyer claims exemption from sales tax, Buyer will provide Seller with an applicable
reseller sales tax exemption certificate(s).
 

2.3.  Payment.  Payment terms will be net sixty (60) days from the date of invoice.   Buyer will be entitled to five percent (5%)
discount if payment is made electronically within fifteen (15) days from the date of invoice.  Seller shall invoice Buyer within thirty (30)
days after shipment of the applicable Products.
 
3.  Warranty; Recordkeeping; Notification; Compliance with Law.
 

3.1.  Products Warranty.  Seller represents and warrants that the Products shall: (a) conform to the specifications set forth in the
applicable Product documentation; (b) be new, and not refurbished; (c) be free from defects in design, workmanship, materials and
packaging; (d) be manufactured in a good, workmanlike manner; (e) be of good and merchantable quality, (f) be fit and sufficient for
their intended use and for the purposes stated on any packaging, labeling or advertising; (g) be equivalent in materials, quality, fit, finish,
workmanship, performance and design to any samples submitted to and approved by Buyer; (h) comply with all applicable laws,
regulations, and applicable ISO standards and (i) be free and clear of all liens and encumbrances or other defects in title.  All express
warranties provided under this Agreement are in addition to any other implied warranties and shall survive any delivery, inspections,
acceptance, payment or resale of the Products and shall extend to Buyer and its customers.
 

3.2.  Remedies for Breach of Warranty.  In addition to any other remedies available at law or in equity, if it is determined within
ninety (90) days after the date of invoice that any Product delivered to Buyer does not conform to the foregoing warranties and/or other
requirements set forth in a purchase order, Buyer may, at its option, require Seller (a) to deliver new replacement Product to Buyer no
later than five (5) days after a notice of non conformance from Buyer or (b) refund or credit to Buyer any amount paid for such non-
conforming Product within thirty (30) calendar days from the date of return of such Product to Seller.  Buyer will be responsible for
charges for shipping non-conforming Products to Seller. Notwithstanding the foregoing, the remedies for breach of warranty expressly
provided in this Section 3.2 will not be available to non-conforming Products for which Buyer has taken the warranty allowance
discount at the time of purchase.
 

3.3.  Product Return Policy.  In addition to the remedies for breach of warranty as set forth in Section 3.2 above, for a period of
ninety (90) days after the date of invoice, Buyer may return to Seller any Products for a full refund, with or without any reason, or
whether such Products have been discontinued.  Seller will refund or credit to Buyer any amount paid for the returned Products within
thirty (30) calendar days of receipt of such Products by Seller.
 

3.4.  Representations Made In Packaging and Advertising.  Seller represents and warrants that all representations made by
Seller in any packaging, labeling, advertising, or other marketing materials in connection with the Products shall be true and shall have
been substantiated at the time that such representations are made.
 

3.5.  Intellectual Property Warranty.  Seller represents and warrants that the Products do not and shall not infringe or
misappropriate any rights in patents (including, but not limited to, design patents), copyrights, trade secrets, trademarks and service
marks and any other intellectual property rights, and filed applications and registrations of the foregoing, in any country in the world



(“Intellectual Property Rights”).  Seller shall notify Buyer in writing within five (5) business days after it has knowledge of any claim or
allegation of infringement, misuse, dilution, misappropriation or other violation of any Intellectual Property Right in any way related to
or affecting the Products.
 

3.6.  Failure Analyses; Epidemic Failure.  In the event of any actual or suspected non-conformity, problem or defect with any
Product, Seller shall cooperate with Buyer to perform failure analyses and take any necessary corrective action, in additional to any other
remedies available to Buyer at law or in equity.  A non-conformity or defect becomes an “Epidemic Failure” of the Product, when a
common defect cause as determined by failure analysis occurs in one percent or more of the units of Products delivered to Buyer’s
customers during any thirty (30) days period and is traceable to a common root cause.  If an Epidemic Failure is declared by Buyer,
Seller will immediately (a) dedicate sufficient resources to thoroughly investigate the cause of the Epidemic Failure and (b) perform root
cause analysis and (c) implement corrective action.  Seller will be responsible for all costs associated with the resolution of the Epidemic
Failure.
 

3.7.  Inspection; Access.  Seller shall provide Buyer or a third party designee with such documentation and access to facilities
and personnel specifically related to the Products as Buyer may reasonably request if necessary to comply with laws, regulations, or
governing authorities.
 

3.8.  Records.  Seller shall: (a) maintain traceability records for each Product, including, but not limited to, the lot number of
each unit of Product; and (b) provide Buyer a copy of such records without charge upon Buyer’s request.
 

3.9.  Required Notification.  Seller shall immediately notify Buyer as soon as it becomes aware of any: (a) defect or condition
which renders or may render any Product ineffective or dangerous; (b) Product that is not in compliance with the warranties provided
hereunder; (c) actual or anticipated breach or non-performance by Seller under the terms of this Agreement; or (d) regulatory or ISO
inspections and/or other communications with regulatory or ISO authorities related to the Product.
 

3.10.  Compliance with Laws.  Seller represents and warrants that: (a) the Products have been or shall be produced, packaged,
tagged, labeled, packed, and shipped in compliance with the applicable requirements of federal, state and local laws, regulations,
ordinances and administrative orders and rules of the United States, its territories and all other countries in which the Products is
produced or delivered; (b) Seller and all of its affiliates, subsidiaries, subcontractors, suppliers and agents involved in the production or
delivery of the Products have strictly adhered, and shall continue, throughout the term of any and all agreements to which Seller is a
party, to strictly adhere, to all applicable federal, state and local laws, regulations and prohibitions of the United States, its territories and
all countries in which the Products is produced or delivered with respect to the operation of their production facilities and their other
business and labor practices, including, without limitation, all laws, regulations and prohibitions governing the working conditions,
wages, hours and minimum age of the work force; and (c) the Products have not been and shall not be produced or manufactured, in
whole or in part, by child labor or by convict or forced labor.  Seller shall provide Buyer with any guaranty of compliance with the
foregoing in such form as Buyer may designate with respect to any Products.
 

3.11.  Anti-Dumping.  Supplier represents and warrants that all sales of Products to Buyer shall be made at no less than fair
value under the United States antidumping law and that no government has provided a countervailable subsidy for the Products
actionable under U.S. law.  Supplier shall indemnify Buyer for (I) all antidumping and/or countervailing duties imposed on all the
Products that is sold prior to the date of publication of the International Trade Administration's preliminary determination of sales at less
than fair value or prior to the existence of countervailable subsidies and exported before the date of publication of the International
Trade Administration's final determination of sales at less than fair value or the existence of countervailable subsidies and (II) any
expenses (including reasonable attorneys' fees) and administrative costs incurred by Buyer in its participation in any United States
antidumping or countervailable duty proceeding involving any Products.
 
4.  Confidential Information; Intellectual Property.
 

4.1.  Confidential Information.
 

a.  “Confidential Information” means any information, regardless of form, related to either party’s business, operations,
products, development, research, or know-how, which is not yet part of the public domain, whether such information has been disclosed
or discovered prior to or during the term of this Agreement.  However, Confidential Information does not include information which:
(1) was in possession of the receiving party, as evidenced by written records, prior to receiving it from the disclosing party; or (2) is or
becomes legally part of the public domain by acts other than those of the receiving party after receiving it from the disclosing party;
(3) is or becomes legally available to the receiving party from a third party who did not acquire the information from the disclosing
party under obligation of confidentiality; or (4) is required to be disclosed by law or regulation.
 

b.  The receiving party agrees that it will (1) treat the Confidential Information as confidential and proprietary;
(2) disclose the Confidential Information only to those of receiving party’s employees and agents who have a need to know such
information and ensure that those people treat the Confidential Information in accordance with this Agreement; (3) not divulge, in whole
or in part, the Confidential Information to any other third party without the prior written consent of the disclosing party; and (4) limit
use of the Confidential Information consistent with the purposes contemplated by this Agreement.
 

c.  Neither party shall disclose any information concerning this Agreement, the identity of the parties, or the relationship
between the parties without the prior written approval of an authorized representative of the other party.
 



4.2.  Tangible Property.  All tangible property (other than the Products) provided by Buyer or Seller (each an “Originating
Party”) to the other party in connection with this Agreement shall remain the exclusive property of the Originating Party, and shall be
returned to the Originating Party immediately upon conclusion of this Agreement, or as otherwise request by the Originating Party;
provided, however, that Buyer shall own all tangible property (including, without limitation, all tools, dies, molds and patterns) paid for
by Buyer.  Each party shall safely store the tangible property of the other party separately from its own property, shall plainly identify
such property as the other party’s property and shall not use, in any other manner whatsoever, such property except in the performance
of its obligations under this Agreement.
 

4.3.  Patents, Inventions and Copyrights.  All inventions, improvements, or discoveries conceived or made by Seller, based at
least in part on Buyer’s Confidential Information, shall be the exclusive property of Buyer, and Seller shall cooperate in assigning, and
hereby does assign, all right, title, and interest therein to Buyer.  All copyrightable works developed by Seller, either alone or with
others, under this Agreement are “works made for hire” and are hereby assigned to and shall belong exclusively to Buyer, and any and
all copyright rights to such works, including the right to copy or reproduce the works, create further derivative works, file for copyright
protection, and renew such rights, are hereby assigned to, and shall be the exclusive property of, Buyer.
 
5.  Insurance; Indemnification and Limitation of Liability.
 

5.1.  Insurance.  Buyer will require product liability insurance in the amount of $1,000,000 per occurrence with a $2,000,000
umbrella with Buyer (U.S. Auto Parts Network, Inc. and affiliates) named as additional insured.  Seller shall obtain and maintain, at
its expense, a policy or policies of commercial general liability insurance covering liabilities relating to the Products, including, but not
limited to, products and completed operations, with a broad form Seller's endorsement naming Buyer as the additional insured, in those
amounts and with such companies as set forth in the Seller Information Guide and containing such other provisions satisfactory to
Buyer.  All such policies shall provide that the coverage thereunder shall not be terminated without at least thirty (30) days prior written
notice to Buyer.  Certificates of insurance evidencing such coverage shall be submitted in advance of or concurrent with the execution of
this Agreement by Seller and upon each policy renewal.  Approval of any of Seller's insurance policies by Buyer shall not relieve Seller
of any obligations contained herein, including, without limitation, Seller's indemnity obligations under Section 5.2 below, and claims in
excess of Seller’s policy limits.  If at any time Seller does not provide Buyer with the certificates of insurance required hereunder or if, in
Buyers’ opinion, such policies do not provide adequate protection for Buyer and Seller does not furnish evidence of acceptable coverage
within fifteen (15) days after Buyer so notifies Seller, Buyer shall have the right to withhold making any payment which may be
outstanding under this Agreement until evidence of acceptable coverage is provided.
 

5.2.  Indemnification.
 

a.  Seller shall indemnify, defend, and hold harmless BUYER, its affiliates and its subsidiaries and its and their respective
present and former directors, officers, employees, representatives, licensees, distributors, agents, dealers, customers, independent
contractors, and any person directly or indirectly involved in the distribution or sale of the Products  (each an “Indemnified Party” and
collectively, the "Indemnified Parties") from and against any and all damages, liabilities, losses, costs and expenses (including fees of
attorneys and expert witnesses) incurred by any Indemnified Party in any claim, demand, action, lawsuit or proceeding, arising out of or
in any way relating to any of the following (collectively, the “Claims”):
 

(1)  infringement, misuse, dilution, misappropriation, or other violation of any Intellectual Property Right of a third
party in any way relating to or affecting the Products for their intended use either as standalone products or in combination with other
products;
 

(2)  death of or injury to any person, damage to any property, or any other damage or loss, by whomsoever suffered,
resulting or claimed to result in whole or in part from any latent or patent defect in the Products, including, without limitation improper
construction, installation, repair, display, service or design of the Products, failure of the Products to comply with any specification or
samples or with any express or implied warranties of Seller, or any claim of negligent and/or strict liability in tort relating to the
Products;
 

(3)  any violation of applicable laws and regulations by Seller (or its affiliates, subsidiaries, subcontractors, suppliers,
or representatives) in the manufacture, possession, use or sale of the Products;
 

(4)  the packaging, tagging, labeling, packing, shipping, and/ or delivery of the Products;
 

(5)  failure to warn or to provide adequate warnings and/or instructions in the use, assembly, service or installation of
the Products;
 

(6)  the packaging, labeling or advertising claims made by Seller;
 

(7)  the omission or commission of any act, lawful or unlawful, by Seller or its affiliates and/or their respective
directors, officers or personnel, whether or not such act is within the scope of the authority or employment of such persons, including
any violation of applicable laws and regulations;
 

(8)  breach of any other representations, warranties or covenants of Seller set forth in this Agreement; or
 



(9)  the assertion by a third party of a security interest, lien or other legal interest created by a factoring arrangement in
any amount due Seller under an agreement to which Seller is a party.
 

b.  Seller’s obligations to Buyer under this Section 5.2 are conditioned upon Buyer (1) promptly providing notice to
Seller of any Claim; (2) permitting Seller’s counsel satisfactory to Buyer to assume the responsibility for the defense of such Claim; and
(3) assisting Seller, at its expense, in defense of such Claim.  No delay on the part of Buyer in notifying Seller of the Claim shall relieve
Seller from any obligation hereunder unless (and to the extent) Seller is materially prejudiced thereby.  Seller shall not compromise or
settle any such Claim without Buyer’s prior consent.  Buyer may, at its election and at any time, take control of the defense and
investigation of said Claim and retain counsel and other consultants, investigators and experts of its own choice to manage and defend
any such Claim, at the cost and expense of Seller.
 

5.3.  Limitation of Liability.  IN NO EVENT SHALL BUYER BE LIABLE TO SELLER, DIRECTLY OR INDIRECTLY,
FOR ANY INDIRECT, INCIDENTAL, SPECIAL, CONSEQUENTIAL OR EXEMPLARY DAMAGES, INCLUDING, BUT NOT
LIMITED TO, DAMAGES FOR LOSS OF PROFITS, LOSS OF BUSINESS OPPORTUNITIES, GOODWILL, USE, DATA OR
OTHER INTANGIBLE LOSSES (EVEN IF SELLER HAS BEEN ADVISED OF THE POSSIBILITY OF SUCH DAMAGES),
RESULTING FROM OR IN CONNECTION WITH THIS AGREEMENT.
 
6.  Term; Termination of Agreement.  The initial term of this Agreement shall commence on the Effective Date and last for a period
of time set forth in the Ordering Information and shall automatically renew for twelve (12) month renewal periods thereafter, unless
Buyer delivers written notice of termination at least thirty (30) days prior to the end of the then current term.  Either party may terminate
this Agreement with written notice if the other party fails to cure its material breach of this Agreement within thirty (30) days of its
receipt of written notice from the other party of such breach.  Either party may immediately terminate the Agreement, and cancel
without liability any outstanding purchase order, by giving written notice to the other party if the other party is insolvent or makes an
assignment for the benefit of creditors.  Upon any expiration of the initial term or any renewal term of this Agreement, Buyer may, at
their option, continue to purchase Products under the same terms as set forth in this Agreement until six (6) months after the expiration
date, provided that the foregoing supply obligations shall not apply to any Product(s) that has been discontinued as described in
Section 1.9.  All obligations which are by their nature continuing, including, without limitation, the obligations contained in
Sections 3.8, 3.9, 4, 5, 6, 7 and 8 shall survive the expiration and/or termination of this Agreement.
 
7.  Remedies; Dispute Resolution.  Termination of this Agreement, or the exercise of any other remedy, shall not be deemed to be an
exclusive remedy, and shall be in addition to any other remedies available at law or in equity.  Upon termination or expiration of this
Agreement, Seller shall, at Buyer’s option, be obligated to fulfill any open purchase orders.  In no event shall Buyer be required to
purchase any Product after any termination of this Agreement due to Seller’s breach of this Agreement.  Seller consents to the personal
and exclusive jurisdiction of the courts located within the county of Los Angeles, California for the resolution of any claim or dispute
arising under or in connection with the Agreement.  The prevailing party in any dispute hereunder is entitled to recover reasonable legal
fees and adjudication costs.  No failure or delay to enforce a provision shall be deemed a waiver thereof.
 
8.  Other Representations and Warranties.  Each party hereby represents and warrants to the other party that: (a) the execution and
delivery of and performance under this Agreement by such party does not, and will not, conflict with or violate any other agreement or
obligations with third parties or any restrictions of any kind or any law to which it is bound or subject; and (b) it has the unrestricted right
to disclose any information it submits to the other party, free of all claims of third parties, and that such disclosures do not breach or
conflict with any confidentiality provisions of any agreement to which it is a party.
 
9.  Miscellaneous.
 

9.1.  Independent Contractor.  Seller is an independent contractor of Buyer, and neither party has the power to bind the other.
 

9.2.  Assignment.  Seller shall not assign this Agreement or its obligations hereunder to any third party, whether voluntarily or
involuntarily, without the express written consent of Buyer.  Buyer will be permitted to assign this Agreement without the consent of
Seller to any entity who succeeds to Buyer by way of a merger, consolidation, reorganization or sale of all or substantially all of its
assets.
 

9.3.  Notices.  All requests, approvals, consents and notices must be in writing and will be effective as of the date sent and,
unless otherwise specified in this Agreement, shall be sent as follows: (a) certified mail - return receipt requested; (b) a nationally
recognized overnight delivery service that guarantees overnight delivery and requires the signature of recipient; or (c) facsimile,
transmission confirmed, to the addresses and fax numbers indicated in this Agreement.
 

9.4.  Governing Law; Entire Agreement.  This Agreement:  (a) is governed by the laws of California, without reference to its
principles of conflicts of laws; (b) together with Exhibit A and B is the entire and exclusive set of terms and conditions for transactions
made with respect to the Products; (c) may only be modified by a writing signed by both parties.
 

9.5.  Severability; Remedies; Waiver.  In the event that any provision contained in this Agreement shall be held to be invalid,
illegal or unenforceable in any respect, the validity, legality and enforceability of the remaining provisions contained herein shall not in
any way be affected or impaired thereby.  The remedies contained herein are cumulative and in addition to any other remedies at law or
in equity.  Buyer’s failure to enforce, or waiver of a breach of, any provision of this Agreement shall not constitute a waiver of any other
breach hereof.
 



9.6.  Force Majeure.  If a party’s performance is delayed because of war or similar unrest, fire, act of God or other similar cause
that is beyond its control and which such party could not have reasonably prevented, such delay in performance shall not be considered a
breach of this Agreement; provided however that if such delay continues for thirty (30) days or more, then: (a) Buyer may upon notice
cancel all or any portion of its unfilled orders; and (b) Buyer may immediately terminate this Agreement.
 

9.7.  Set-off.  Buyer and Seller acknowledge and agree that Buyer’s monetary obligations to Seller under this Agreement shall at
all times be net of the indemnity obligations under Section 5.2 and any other monetary obligations owing by Seller to Buyer hereunder
(collectively, "Seller's Monetary Obligations") and that any payment or advance made by Buyer to Seller hereunder while any Seller's
Monetary Obligations are outstanding shall be deemed to be an overpayment to Seller to the extent of such outstanding Seller's
Monetary Obligations and shall be subject to recoupment and/or set-off by Buyer.  Without limiting the foregoing, Buyer shall have the
right, at all times, to deduct any Seller's Monetary Obligations from any amounts owed to Seller by Buyer, and to pay only the net sum
due, if any.  Any Seller's Monetary Obligations that remain outstanding after any exercise by Buyer of its recoupment and/or set-off
rights shall be paid by Seller promptly upon demand by Buyer.
 



 
Exhibit B

 
Product Information

 

 
Seller’s spreadsheet shall include columns with information under each heading completed for all parts/applications and is required in

Excel spreadsheet format per example below:
 

 
   *** ONE APPLICATION PER LINE        

  
 *** MAKE, MODEL, YEAR, CYLINDER, LITER DATA SHOULD BE

ACES STANDARD   
 Note:  One application per record; one make, one model, year or year range.       
 Product Information: Include marketing taglines and what's included in the box and warranty info aside from the usual

specifications.   
 Images: JPEG files only, resized for the web, do not include large files.        
 Images shall be identified and associated per record and shall match the part number of product.

Ideally, the identifier will be the part number. Pricing shall include Seller’s Map price, Manufacturers Published Jobber
price,
 and Buyer’s cost.

            
              

Part #
Part Type /

Category / Name Description Make Model
 Year

From
Year
To Cylinder Liter

    

              

Notes/Features/Benefits
Dimensions

LxWxH UPC MAP JOBBER
USAUTO 
PRICE

Image
Name

          

                 

 



 
EXHIBIT 31.1

 
CERTIFICATION PURSUANT TO

SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
 

I, Mehran Nia, certify that:
 

1. I have reviewed this quarterly report on Form 10-Q of U.S. Auto Parts Network, Inc.;
 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect
to the period covered by this report;
 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this
report;
 

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:
 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us
by others within those entities, particularly during the period in which this report is being prepared;
 

( b ) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on
such evaluation; and
 

(c) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s internal
control over financial reporting; and
 

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent
functions):
 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
 

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.
 
Date: August 14, 2007
 
  
 /s/ MEHRAN NIA
 Mehran Nia
 Chief Executive Officer
 (Principal Executive Officer)
 
 



 

 
EXHIBIT 31.2

 
CERTIFICATION PURSUANT TO

SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
 

I, Michael J. McClane, certify that:
 

1. I have reviewed this quarterly report on Form 10-Q of U.S. Auto Parts Network, Inc.;
 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with respect
to the period covered by this report;
 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this
report;
 

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:
 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us
by others within those entities, particularly during the period in which this report is being prepared;
 

( b ) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on
such evaluation; and
 

(c) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s internal
control over financial reporting; and
 

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent
functions):
 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
 

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.
 
Date: August 14, 2007
 
  
 /s/ MICHAEL J. McCLANE

 Michael J. McClane,
Chief Financial Officer

 (Principal Financial Officer)
 



EXHIBIT 32.1
 

CERTIFICATION PURSUANT TO
18 U.S.C. §1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

 
In connection with the Quarterly Report of U.S. Auto Parts Network, Inc. (the “Company”) on Form 10-Q for the quarter ended June

30, 2007 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Mehran Nia, Chief Executive Officer
of the Company, certify, pursuant to 18 U.S.C. §1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:
 

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
 

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of
the Company.
 
Date: August 14, 2007
 
  
 /s/ MEHRAN NIA
 Mehran Nia
 Chief Executive Officer
 

A signed original of this written statement required by Section 906, or any other document authenticating, acknowledging, or
otherwise adopting the signature that appears in typed form within the electronic version of this written statement required by Section 906,
has been provided to the Company and will be retained by the Company and furnished to the Securities and Exchange Commission or its
staff upon request.

 



EXHIBIT 32.2
 

CERTIFICATION PURSUANT TO
18 U.S.C. §1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

 
In connection with the Quarterly Report of U.S. Auto Parts Network, Inc. (the “Company”) on Form 10-Q for the quarter ended June

30, 2007 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Michael J. McClane, Chief Financial
Officer of the Company, certify, pursuant to 18 U.S.C. §1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:
 

1. The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
 

2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of
the Company.
 
Date: August 14, 2007
 
  
 /s/ MICHAEL J. McCLANE
 Michael J. McClane
 Chief Financial Officer
 

A signed original of this written statement required by Section 906, or any other document authenticating, acknowledging, or
otherwise adopting the signature that appears in typed form within the electronic version of this written statement required by Section 906,
has been provided to the Company and will be retained by the Company and furnished to the Securities and Exchange Commission or its
staff upon request.


