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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended July 3, 2010

OR

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from              to             

Commission file number: 001-33264

U.S. AUTO PARTS NETWORK, INC.
(Exact name of registrant as specified in its charter)
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Delaware 68-0623433
(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification No.)
17150 South Margay Avenue

Carson, CA 90746

(Address of Principal Executive Office) (Zip Code)

(310) 735-0085

(Registrant�s telephone number, including area code)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.    Yes  x    No  ¨

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

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

Large Accelerated Filer ¨ Accelerated Filer ¨

Non-Accelerated Filer ¨  (Do not check if a smaller reporting company) Smaller reporting company x
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    Yes  ¨    No  x

As of August 16, 2010, the registrant had 30,357,478 shares of common stock, $0.001 par value, outstanding.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This report contains statements that do not relate strictly to historical or current facts, and anticipate results based on management�s beliefs
and assumptions and on information currently available to management. These statements are forward looking statements for the purposes of
the safe harbor provided by Section 21E of the Securities Exchange Act of 1934, as amended (the �Exchange Act�), and Section 27A of the
Securities Act of 1933 (the �Securities Act�). 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,�
�will likely continue,� �will likely result� 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 and losses, capital needs, capital
deployment, liquidity, contracts, litigation, product offerings, customers, acquisitions, competition and the status of our facilities.
Forward-looking statements, no matter where they occur in this document or in other statements attributable to the Company, involve known
and unknown risks, uncertainties and other factors that may cause our actual results, performance or achievements to 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 or 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 (Unaudited)
U.S. AUTO PARTS NETWORK, INC.

UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands, except share amounts and par value)

July 3,
2010

January 2,
2010

ASSETS
Current assets:
Cash and cash equivalents $ 15,197 $ 26,251
Short-term investments 24,983 11,071
Accounts receivable, net 2,581 3,383
Inventory 26,536 18,610
Deferred income taxes 1,513 1,513
Other current assets 4,013 3,148

Total current assets 74,823 63,976
Property and equipment, net 14,920 12,405
Intangible assets, net 3,870 3,114
Goodwill 9,772 9,772
Deferred income taxes 10,065 10,985
Investments 4,165 4,264
Other non-current assets 435 98

Total assets $ 118,050 $ 104,614

LIABILITIES AND STOCKHOLDERS� EQUITY
Current liabilities:
Accounts payable $ 17,173 $ 11,371
Accrued expenses 9,623 8,038
Other current liabilities 3,736 2,518

Total current liabilities 30,532 21,927
Other non-current liabilities 317 �  

Total liabilities 30,849 21,927
Commitments and contingencies
Stockholders� equity:
Common stock, $0.001 par value; 100,000,000 shares authorized at July 3, 2010 and January 2, 2010; 30,336,020
and 29,893,631 shares issued and outstanding at July 3, 2010 and January 2, 2010, respectively 30 30
Additional paid-in capital 152,510 150,084
Accumulated other comprehensive income 163 84
Accumulated deficit (65,502) (67,511) 

Total stockholders� equity 87,201 82,687
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Total liabilities and stockholders� equity $ 118,050 $ 104,614

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

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except share and per share amounts)

Thirteen Weeks

Ended

July 3, 2010

Thirteen 
Weeks
Ended

July 4, 2009

Twenty-Six Weeks

Ended

July 3, 2010

Twenty-Six Weeks

Ended

July 4, 2009
Net sales $ 53,188 $ 43,805 $ 109,479 $ 83,469
Cost of sales 34,791 27,937 71,275 52,961

Gross profit 18,397 15,868 38,204 30,508
Operating expenses:
Marketing (1) 7,138 5,680 14,351 11,015
General and administrative (1) 6,395 4,811 12,132 9,576
Fulfillment (1) 2,924 2,809 6,167 5,461
Technology (1) 1,158 1,343 2,176 2,271
Amortization of intangibles 124 153 245 520

Total operating expenses 17,739 14,796 35,071 28,843

Income from operations 658 1,072 3,133 1,665
Other income (expense):
Other expense (5) (23) (4) (23) 
Interest income, net 34 49 55 140

Total other income, net 29 26 51 117

Income before income taxes 687 1,098 3,184 1,782
Income tax provision 225 469 1,175 1,832

Net income (loss) $ 462 $ 629 $ 2,009 $ (50) 

Basic net income (loss) per share $ 0.02 $ 0.02 $ 0.07 $ (0.00) 

Diluted net income (loss) per share $ 0.01 $ 0.02 $ 0.06 $ (0.00) 

Shares used in computation of basic net income (loss)
per share 30,314,478 29,846,757 30,158,797 29,846,757
Shares used in computation of diluted net income
(loss) per share 31,994,447 30,395,189 31,723,316 29,846,757

(1) Includes share-based compensation expense as follows :

Thirteen Weeks

Ended

July 3, 2010

Thirteen Weeks

Ended

July 4, 2009

Twenty-Six 
Weeks
Ended

July 3, 2010

Twenty-Six 
Weeks
Ended

July 4, 2009
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Marketing $ 72 $ 110 $ 192 $ 216
General and administrative 452 495 1,000 1,317
Fulfillment 64 57 189 104
Technology 24 158 91 210

Total share-based compensation expense $ 612 $ 820 $ 1,472 $ 1,847

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)

Twenty-Six 
Weeks
Ended

July 3, 2010

Twenty-Six 
Weeks
Ended

July 4, 2009
Operating activities
Net income (loss) $ 2,009 $ (50) 
Adjustments to reconcile net income (loss) to net cash provided by operating activities:
Depreciation and amortization 3,934 2,153
Amortization of intangibles 245 520
Share-based compensation expense 1,472 1,847
Excess tax benefits from share-based payment arrangements (237) �  
Deferred taxes 790 1,731
Changes in operating assets and liabilities:
Accounts receivable, net 802 (511) 
Inventory (7,926) (1,274) 
Other current assets (865) (1,044) 
Other non-current assets (81) �  
Accounts payable and accrued expenses 7,639 3,267
Other current liabilities 1,218 925

Other non-current liabilities 317 �  

Net cash provided by operating activities 9,317 7,564

Investing activities
Additions to property and equipment (6,293) (3,862) 
Proceeds from sale of investments 4,236 475
Purchases of investments (17,984) (4,096) 
Purchases of company-owned life insurance (250) �  
Purchases of intangible assets (1,001) �  

Net cash used in investing activities (21,292) (7,483) 

Financing activities
Payments on short-term financing �  (39) 
Proceeds from exercise of stock options 658 �  
Excess tax benefits from share-based payment arrangements 237 �  

Net cash provided by (used in) financing activities 895 (39) 

Effect of changes in foreign currencies 26 82

Net (decrease) increase in cash and cash equivalents (11,054) 124
Cash and cash equivalents at beginning of period 26,251 32,473

Cash and cash equivalents at end of period $ 15,197 $ 32,597
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Supplemental disclosure of non-cash investing activities:

Accrued asset purchases $ 571 $ 75

Cash paid during the period for income taxes $ 87 $ �  
See accompanying notes to unaudited condensed consolidated financial statements.

6

Edgar Filing: U.S. Auto Parts Network, Inc. - Form 10-Q

Table of Contents 10



Table of Contents

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. (�USAP� and collectively with its subsidiaries, the �Company�)
have been prepared in accordance with accounting principles generally accepted in the United States (�U.S. GAAP�) for interim financial
information and with the instructions to U.S. Securities and Exchange Commission (�SEC�) Form 10-Q and Article 10 of SEC Regulation S-X. In
the opinion of management, the accompanying unaudited 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 July 3, 2010 and January 2,
2010, and the consolidated results of operations for the thirteen and twenty-six weeks ended July 3, 2010 and July 4, 2009, and cash flows for
the twenty-six weeks ended July 3, 2010 and July 4, 2009. Certain information and footnote disclosures normally included in financial
statements prepared in accordance with U.S. GAAP have been condensed or omitted pursuant to the rules and regulations of the SEC. The
Company�s results of operations for the thirteen and twenty-six weeks ended July 3, 2010 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 January 2, 2010 (�fiscal 2009�), which was filed with the SEC on March 15, 2010.

Change in Fiscal Year

The Company�s fiscal year is based on a 52/53 week fiscal year ending on the first Saturday following December 31. The change in the
Company�s reporting year from a calendar year to a 52/53 week fiscal year was disclosed and effective as of January 1, 2009; therefore, there was
no transition period in connection with this change in the Company�s fiscal year end.

Use of Estimates

The preparation of financial statements in conformity with U.S. 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 revenues and expenses during the reporting period. Significant estimates made by management include, but are not limited
to, the valuation of investments, 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. These estimates are based on current facts, historical experience and various
other factors that the Company believes to be reasonable under the circumstances. Actual results could differ from these estimates.

Revenue Recognition

From the Company�s inception of business through the first quarter of the fiscal year ending January 1, 2011 (�fiscal 2010�), the Company
recognized revenue from product sales when the following four revenue recognition criteria were met: persuasive evidence of an arrangement
exists, delivery has occurred (to the common carrier), the selling price is fixed or determinable, and collectability is reasonably assured. These
criteria followed the Company�s general policy to recognize revenue according to its shipping terms, which were F.O.B. shipping point. Under
this policy, title and risk of loss were transferred to the customer upon delivery to the common carrier, at which time, revenue was recognized.

Although the Company had no legal obligation to compensate the customer, the Company generally replaced the product or reimbursed the
customer for goods that were lost or damaged in transit and filed a claim to the common carrier for reimbursement for such loss. The Company
executed a new pricing agreement with its primary carrier which offered a lower price per delivery and eliminated the Company�s option to file
reimbursement claims for product lost or damaged in transit. As a result of this agreement, the Company determined that the risk of loss or
damage during transit would be retained by the Company. Therefore, to be in conformity with the new freight contract terms, the Company
determined that revenue from product sales should be recognized at the delivery date, not the ship date.

This change in the second quarter of fiscal 2010 resulted in a deferral of $2.0 million of sales revenue and a decrease in cost of goods sold of
$1.5 million, which reduced gross margin profit by $0.5 million. Prospectively, the Company will recognize revenue upon delivery to the
customer.
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Revenue from sales of advertising is recorded when performance requirements of the related advertising program agreement are met. For the
twenty-six weeks ended July 3, 2010, the advertising revenue represented 1% of our total revenue.
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U.S. AUTO PARTS NETWORK, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS�(Continued)

Note 2�Investments

As of July 3, 2010, the Company held the following securities and investments, recorded at fair value (in thousands).

Unamortized  /
Unrealized

Amortized
Cost Gains Losses

Fair Value /
Carrying

Value
Auction rate preferred securities in municipal and state agencies $ 4,225 $ �  $ (60) $ 4,165
Certificates of deposit, bonds, and mutual funds 24,963 20 �  24,983

Total $ 29,188 $ 20 $ (60) $ 29,148

Fair Value Measurements

In April 2009, the Financial Accounting Standards Board (�FASB�) released ASC 820, Fair Value Measurements and Disclosures, that defines
fair value, establishes a framework for measuring fair value in accordance with U.S. GAAP, and expands disclosures about fair value
measurements. This guideline was to be effective for financial statements issued for fiscal years beginning after November 15, 2007 and interim
periods within those fiscal years. In February 2008, the FASB delayed the effective date to fiscal years beginning after November 15, 2008 for
all non-financial assets and non-financial liabilities, except for those that are recognized or disclosed at fair value in the financial statements on a
recurring basis. As of January 1, 2009, the Company has adopted the provisions of ASC 820 for all non-financial assets and non-financial
liabilities.

ASC 820 establishes a three-tier fair value hierarchy, which prioritizes the inputs used in measuring fair value. These tiers include:

Level 1 - defined as observable inputs such as quoted prices in active markets;

Level 2 - defined as inputs other than quoted prices in active markets that are either directly or indirectly observable; and

Level 3 - defined as unobservable inputs in which little or no market data exists, therefore requiring an entity to develop its own assumptions.

8
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U.S. AUTO PARTS NETWORK, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS�(Continued)

Financial Assets Valued on a Recurring Basis

As of July 3, 2010, the Company held certain assets that are required to be measured at fair value on a recurring basis. These included the
Company�s financial instruments, including investments associated with the auction rate preferred securities (�ARPS�). The Company measures the
following financial assets at fair value on a recurring basis. The fair value of these financial assets was determined using the following inputs at
July 3, 2010 and January 2, 2010 (in thousands):

As of July 3, 2010

Total Level 1
Level

2 Level 3
Assets:
Short-term investment (1) $ 24,983 $ 24,983 $ �  $ �  
Non-current investments available-for-sale (2) 4,165 �  �  4,165

$ 29,148 $ 24,983 $ �  $ 4,165

As of January 2, 2010
Total Level 1 Level 2 Level 3

Assets:
Short-term investment (1) $ 6,965 $ 6,965 $ �  $ �  
Non-current investments available-for-sale (2) 4,264 �  �  4,264

$ 11,229 $ 6,965 $ �  $ 4,264

(1) Short-term investments consist of municipal bonds, corporate bonds, certificates of deposit, and mutual funds. Short-term investments are
classified as investments available-for-sale and recorded at fair market value, based on quoted prices of identical assets that are trading in
active markets as of the end of the period for which the values are determined.

(2) As of July 3, 2010, the Company had invested $4.2 million (par value) in ARPS, which are classified as available-for-sale securities and
reflected at $4.2 million (fair value), which includes an unrealized loss of $0.1 million. The Company has included its investments related
to ARPS in the Level 3 category.

Before utilizing Level 3 inputs in our fair value measurement, the Company considered significant Level 2 observable inputs of similar assets in
active and inactive markets. The Company�s broker dealer received estimated market values from an independent pricing service as of the
balance sheet date and the anticipated future market for such investments. Further evidence includes the fact that these investments consist solely
of collateralized debt obligations supported by municipal and state agencies; do not include mortgage-backed securities or student loans; have
redemption features that call for redemption at 100% of par value; and have a current credit rating of A or AAA. However, the fact that there is
not an active market to liquidate these investments was considered in classifying them as Level 3. Due to the uncertainty with regard to the
short-term liquidity of these securities, the Company determined that it could not rely on par value to represent fair value. Therefore, the
Company estimated the fair values of these securities utilizing a discounted cash flow valuation model as of July 3, 2010. This analysis
considered the collateralization underlying the security investments, the creditworthiness of the counterparty, the timing of expected future cash
flows, and the expectation the security will have a successful auction or market liquidity. These securities were also compared, when possible, to
other observable market data with similar characteristics to the securities held by the Company.

As a result of the temporary declines in fair value for the Company�s ARPS, which the Company generally attributes to liquidity issues rather
than credit issues, the Company recorded an unrealized loss of $0.1 million to accumulated other comprehensive income as of July 3, 2010. Due
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to the Company�s belief that the market for these collateralized instruments may take in excess of twelve months to fully recover, the Company
has classified these investments as noncurrent and has included them in investments on the Unaudited Condensed Consolidated Balance Sheet at
July 3, 2010. As of July 3, 2010, the Company continues to earn interest on all of its ARPS instruments. Any future fluctuation in fair value
related to these instruments that the Company deems to be temporary, including any recoveries of previous write-downs, would be recorded to
accumulated other comprehensive income. If the Company determined that any decrease in the value of the instruments was
other-than-temporary, it would record a charge to earnings as appropriate. The Company is not certain how long it may be required to hold each
security. However, given the Company�s current cash position, liquid cash equivalents and expected cash provided by operations, it believes it
has the ability to hold, and intends to continue to hold the ARPS as long-term investments until the market stabilizes.
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U.S. AUTO PARTS NETWORK, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS�(Continued)

The following tables present the Company�s assets measured at fair value on a recurring basis using significant unobservable inputs (Level 3) at
July 3, 2010 and January 2, 2010 (in thousands):

Long-Term
Investments

Balance as of January 2, 2010 $ 4,264
Redemption (125) 
Recovery of previous write-downs to other comprehensive income 26

Balance as of July 3, 2010 $ 4,165

Long-Term
Investments

Balance as of December 31, 2008 $ 6,351
Redemption (2,150) 
Recovery of previous write-downs to other comprehensive income 63

Balance as of January 2, 2010 $ 4,264

Note 3�Inventory

Inventories consist entirely of finished goods 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 routinely enters 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.

Note 4�Intangibles

Intangibles subject to amortization are expensed on a straight-line basis. Amortization expense relating to intangibles totaled $0.1 million and
$0.2 million for the thirteen weeks ended July 3, 2010 and July 4, 2009, respectively. Additionally, amortization expense relating to intangibles
totaled $0.2 million and $0.5 million for the twenty-six weeks ended July 3, 2010 and July 4, 2009, respectively. Assembled workforce, which is
included in intangible assets, decreased by $0.01 million as of July 3, 2010 due to foreign currency fluctuations.

Intangibles, excluding goodwill, consisted of the following at July 3, 2010 and January 2, 2010 (in thousands):

Useful Life

July 3, 2010 January 2, 2010
Gross

Carrying
Amount

Accum.
Amort.

Net
Carrying
Amount

Gross
Carrying
Amount

Accum.
Amort.

Net
Carrying
Amount

Intangible assets subject to amortization:
Websites 5 years $ 2,035 $ (391) $ 1,644 $ 1,191 $ (190) $ 1,001
Software 2 - 5 years 1,040 (1,040) �  1,040 (1,040) �  
Assembled workforce 7 years 453 (129) 324 455 (87) 368
Purchased domain names 3 years 175 (175) �  175 (175) �  
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Sub-Total 3,703 (1,735) 1,968 2,861 (1,492) 1,369
Intangible assets not subject to amortization:
Domain names Indefinite life 1,902 �  1,902 1,745 �  1,745

Total $ 5,605 $ (1,735) $ 3,870 $ 4,606 $ (1,492) $ 3,114
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U.S. AUTO PARTS NETWORK, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS�(Continued)

Note 5�Contingencies

On June 25, 2009, the Company filed a lawsuit in the United States District Court for the Central District of California (�Court�) against Parts
Geek LLC, and certain of its members and employees for misappropriation of trade secrets, breach of contract and unfair competition and
requesting monetary damages and injunctive relief, and Parts Geek filed an answer on August 12, 2009. On January 27, 2010, the complaint was
amended to include claims for copyright infringement and to add an additional party, Lucas Thomason. Parts Geek filed an answer and
counterclaims to the amended complaint on February 22, 2010. Each party filed a motion for summary judgment requesting that the Court rule
on all claims made in this matter without sending the matter to a jury. On June 7, 2010, the Court ruled on all claims in the matter, denying the
Company�s claims against Parts Geek and Lucas Thomason and denying Parts Geek�s claims against the Company. The judge additionally denied
Parts Geek�s counterclaims against the Company. Parts Geek and Lucas Thomason petitioned the Court to order the Company to pay their legal
fees and costs, the Court ordered the Company to do so and on August 11, 2010 all parties stipulated that approximately $1.1 million of legal
fees and costs would be owed to Parts Geek and Lucas Thomason should the Company lose its appeal or win its appeal and lose in trial. The
Company is not required to pay the fees and costs at this time as there is no final resolution to the matter; a bond will be posted to guarantee
payment, at a minimal cost to the Company.

On November 4, 2009, a complaint was filed by Parts Geek LLC against the Company and Google in the United States District Court for the
District of New Jersey for, among other things, trademark infringement and related unfair advertising practices, as well as web crawling. The
Company has been served, and both defendants filed a motion to dismiss the claim or to move the action to the Northern District of California.
On April 1, 2010, the motion to move the action to the Northern District of California was granted and the motion to dismiss the claim was
denied without prejudice. On May 5, 2010 the plaintiffs voluntarily dismissed the lawsuit.

The Company has responded to an inquiry by the California Air Resources Board (�CARB�) into sales of non-California compliant catalytic
converters in the state of California via our stock-ship and drop-ship network. On March 4, 2010, and again on June 16, 2010, the Company met
with CARB to discuss alleged sales of catalytic converters into California by the Company and third-party suppliers that are not compliant with
California regulations. CARB informed the Company that penalties shall be assessed with regard to any non-compliant sales; discussions are
ongoing, and due to a number of variables, any penalties are not estimable at this time. This will impact sale of products for emissions systems to
those states and may adversely impact our sales and operating results. The Company is unable to assess the amount of the final monetary cost in
this regard, other than legal fees that have been and may continue to be incurred in preparing responses and defending the Company in the
inquiry and that there will be an associated cost for penalties in this matter.

The Company is also subject to other 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, of such matters cannot be reasonably estimated. However, the Company
believes that, except for the matters described above, 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 liability insurance coverage to protect the Company�s
assets from losses arising out of or involving activities associated with ongoing and normal business operations.

Note 6�Comprehensive Income

The Company reports comprehensive income (loss) in accordance with ASC 220, Comprehensive Income, which defines comprehensive income
(loss) as net income (loss) affected by non-stockholder changes in equity. Comprehensive income (loss) for the thirteen and twenty-six weeks
ended July 3, 2010 and the thirteen and twenty-six weeks ended July 4, 2009 is as follows (in thousands):

Thirteen 
Weeks
Ended

July 3, 2010

Thirteen 
Weeks
Ended

July 4, 2009

Twenty-Six 
Weeks
Ended

July 3, 2010

Twenty-Six 
Weeks
Ended

July 4, 2009
Net Income (loss) $ 462 $ 629 $ 2,009 $ (50) 
Foreign currency translation adjustments (75) 61 13 60
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Unrealized gain in investments 75 �  66 �  

Comprehensive income $ 462 $ 690 $ 2,088 $ 10
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U.S. AUTO PARTS NETWORK, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS�(Continued)

Note 7�Reserve for Sales Returns and Allowances

Sales returns are recorded in the period in which the related sale is recognized. Credits are issued to customers for returned products which
totaled $11.5 million for the twenty-six weeks ended July 3, 2010. The Company�s sales returns and allowances reserve totaled $0.7 million and
$1.0 million at July 3, 2010 and January 2, 2010, respectively.

Note 8�Income Taxes

For the thirteen weeks ended July 3, 2010 and July 4, 2009, the effective tax rate for the Company was 32.8% and 42.7%, respectively.
Additionally, for the twenty-six weeks ended July 3, 2010 and July 4, 2009, the effective tax rate for the Company was 36.9% and 102.8%,
respectively. The Company�s effective tax rate differed from the U.S. federal statutory rate primarily as a result of state income taxes and other
non-deductible permanent differences. The income tax provision for the thirteen weeks ended July 4, 2009 was higher, primarily due to
additional foreign and state taxes resulting from less favorable rates and a lower percentage of foreign earnings in the quarter. The income tax
provision for the twenty-six weeks ended July 4, 2009 was higher, primarily due to a $1.1 million tax effect of stock option forfeitures and other
non-deductible permanent differences.

As of July 3, 2010, the Company had no material unrecognized tax benefits, interest or penalties related to federal and state income tax matters.
The Company�s policy is to recognize accrued interest and penalties related to unrecognized tax benefits as income tax expense.

The Company is subject to U.S. federal income tax as well as income tax of foreign and state tax jurisdictions. The Company�s foreign and state
income tax returns are open to audit under the statute of limitations for the tax years 2005 through 2009. The Company does not anticipate a
significant change to the total amount of unrecognized tax benefits within the next twelve months.

Note 9�Net Income (Loss) Per Share

Basic net income (loss) per share is computed by dividing net income (loss) by the weighted average number of common shares outstanding for
the period. Diluted earnings per share is applicable only in periods of net income and is computed by dividing net income by the weighted
average number of common shares outstanding for the period and potentially dilutive common stock equivalents outstanding for the period.
Periods of net loss require the diluted computation to be the same as the basic computation. For the thirteen weeks ended July 3, 2010 and
July 4, 2009, options to purchase 1,417,610 and 4,344,734 shares, respectively, of potentially anti-dilutive common stock equivalents were
outstanding. For the twenty-six weeks ended July 3, 2010 and July 4, 2009, options to purchase 1,373,399 and 4,577,731 shares, respectively, of
potentially anti-dilutive common stock equivalents were outstanding.

Net income (loss) per share has been computed in accordance with ASC 260, Earnings Per Share. The following table sets forth the
computation of basic and diluted net income (loss) per share:

Thirteen 
Weeks
Ended

July 3, 2010

Thirteen Weeks

Ended

July 4, 2009

Twenty-Six 
Weeks
Ended

July 3, 2010

Twenty-Six 
Weeks
Ended

July 4, 2009
(in thousands, except share and per share data)

Net Income (Loss) Per Share
Numerator:
Net income (loss) $ 462 $ 629 $ 2,009 $ (50) 
Denominator:
Weighted-average common shares outstanding
(basic) 30,314,478 29,846,757 30,158,797 29,846,757

Edgar Filing: U.S. Auto Parts Network, Inc. - Form 10-Q

Table of Contents 20



Common equivalent shares �  �  �  �  
Common equivalent shares from common stock
options and warrants 1,679,969 548,432 1,564,519 �  

Weighted-average common shares outstanding
(diluted) 31,994,447 30,395,189 31,723,316 29,846,757

Basic net income (loss) per share $ 0.02 $ 0.02 $ 0.07 $ (0.00) 
Diluted net income (loss) per share $ 0.01 $ 0.02 $ 0.06 $ (0.00) 
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U.S. AUTO PARTS NETWORK, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS�(Continued)

Note 10�Share-Based Compensation

The Company accounts for share-based compensation in accordance with ASC 718, Stock Compensation, 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 statement of
operations as general and administrative, marketing, fulfillment or technology expense, based on employee departmental classifications.

Under these guidelines, the fair value of each share-based payment award is estimated on the date of grant using an option pricing model that
meets certain requirements. The Company currently uses the Black-Scholes option pricing model to estimate the fair value of share-based
payment awards. The determination of the fair value of share-based payment awards utilizing the Black-Scholes 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 July 3,
2010, 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 using historical volatilities of similar public entities. The expected life of the awards is
based on a simplified method which defines the life as the average of the contractual term of the options and the weighted average vesting period
for all open tranches. The risk-free interest rate assumption is based on observed interest rates appropriate for the terms of 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.

The Company accounts for equity instruments issued in exchange for the receipt of goods or services from other than employees and
non-employee directors in accordance with ASC 505-50, Equity-Based Payments to Non-Employees. Costs are measured at the estimated fair
market value of the consideration received or the estimated fair value of the equity instruments issued, whichever is more reliably measurable.
The value of equity instruments issued for consideration other than employee services is determined on the earlier of a performance commitment
or completion of performance by the provider of goods or services.

Under the 2007 Omnibus Incentive Plan, the Company granted stock options to purchase 120,000 shares of common stock during the thirteen
weeks ended July 3, 2010 at a weighted-average grant date fair value of $8.32 per share. The Company granted stock options to purchase
290,000 shares of common stock during the twenty-six weeks ended July 3, 2010 at a weighted-average grant date fair value of $6.89 per share.
The Company had $3.1 million of unrecognized share-based compensation expense related to stock options outstanding as of July 3, 2010,
which expense is expected to be recognized over a weighted-average period of 2.31 years. During the thirteen weeks ended July 3, 2010, options
to purchase 67,158 shares were exercised under this plan and the total intrinsic value of such exercised options was $0.2 million. During the
twenty-six weeks ended July 3, 2010, options to purchase 229,746 shares were exercised and the total intrinsic value of the exercised options
was $0.6 million. The intrinsic value is calculated as the difference between the exercise price of the underlying awards and the fair value price
of the Company�s common stock for options that were in-the-money as of July 3, 2010.

Under the 2007 New Employee Incentive Plan, there were no new options granted during the twenty-six weeks ended July 3, 2010. The
Company had $0.5 million of unrecognized share-based compensation expense related to stock options outstanding as of July 3, 2010, which
expense is expected to be recognized over a weighted-average period of 1.97 years. During the twenty-six weeks ended July 3, 2010, there were
no options exercised under this plan.

Under the 2006 Equity Incentive Plan, there were no new options granted during the twenty-six weeks ended July 3, 2010. The Company had
$0.1 million of unrecognized share-based compensation expense related to stock options outstanding as of July 3, 2010, which expense is
expected to be recognized over a weighted-average period of 0.41 years. During the twenty-six weeks ended July 3, 2010, there were no options
exercised under this plan.

On May 5, 2009, the Company issued warrants to purchase up to 30,000 shares of common stock, which warrants terminate seven years after
their grant date. The warrants were issued in connection with the financial advisory services provided by a consultant to the Company. The
warrants vest in thirty-six equal monthly increments of 833 shares each on the last calendar day of each calendar month commencing May 5,
2009. On April 27, 2010, the Company issued additional warrants to purchase up to 20,000 shares of common stock to the same holder in
connection with the financial advisory services provided to the Company. The grant date fair value of the additional warrants issued on April 27,
2010 was $2.12 per share. The Company determined the fair value of the warrants at the date of grant using the Black-Scholes option pricing
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model based on the estimated fair value of the underlying common stock. The weighted-average grant date fair value of the outstanding warrants
as of July 3, 2010 was $3.48 per share.
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U.S. AUTO PARTS NETWORK, INC.

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS�(Continued)

Note 11�Deferred Compensation Plan

In January 2010, the Company adopted the U.S. Auto Parts Network, Inc. Management Deferred Compensation Plan (the �Deferred
Compensation Plan�), for the purpose of providing highly compensated employees a program to meet their financial planning needs. The
Deferred Compensation Plan provides participants with the opportunity to defer up to 90% of their base salary and up to 100% of their annual
earned bonus, all of which, together with the associated investment returns, are 100% vested from the outset. The Deferred Compensation Plan,
which is designed to be exempt from most provisions of the Employee Retirement Security Act of 1974, is funded by the Company through the
purchase of Company-owned life insurance policies with the Company (employer) as the owner and beneficiary, in order to preserve the
tax-deferred savings advantages of a non-qualified plan. The plan assets are the cash surrender value of the Company-owned life insurance
policies and not associated with the deferred compensation liability. The deferred compensation liability (consisting of employer contributions,
employee deferrals and associated earnings) is general unsecured obligations of USAP. The Company may at its discretion contribute certain
amounts to eligible employee accounts. In January 2010, the Company began to contribute 50% of the first 2% of participants� eligible
contributions into their Deferred Compensation Plan accounts. As of July 3, 2010, the assets and associated liabilities of the Deferred
Compensation Plan were $0.2 million and $0.2 million, respectively, and are included in other non-current assets and non-current liabilities,
respectively, in our consolidated balance sheets. The associated liabilities mainly include the employee contributions of $0.1 million and the
employer contributions of $0.02 million made as of July 3, 2010. Included in other expense, the Company recorded a loss of $0.03 million for
the change in the cash surrender value of the Company-owned life insurance policies during the quarter ended July 3, 2010.

Note 12�Subsequent Events

As the Company disclosed on a Current Report on Form 8-K filed with the SEC on August 4, 2010, on August 2, 2010, Go Fido, Inc. (the
�Acquisition Sub�), a wholly-owned subsidiary of USAP, entered into a Stock Purchase Agreement (the �SPA�) with Automotive Specialty
Accessories and Parts, Inc. (�WAG�), 2000 Riverside Capital Appreciation Fund, L.P. (�Riverside�) on its own behalf as a stockholder of WAG and
as the stockholder representative of all other stockholders of WAG, and the other stockholders of WAG. Upon the terms and subject to the
conditions set forth in the SPA and upon closing of the transactions contemplated by the SPA, the Acquisition Sub purchased all of the
outstanding capital stock of WAG, and WAG became a wholly-owned subsidiary of the Acquisition Sub (the �Acquisition�).

At closing of the Acquisition on August 12, 2010, the base purchase price paid by USAP was $27.5 million. The purchase price was paid in
cash. Approximately $22.9 million of the purchase price will be used in part to repay certain indebtedness owed by WAG to various creditors, to
pay WAG�s selling expenses and bonuses payable to certain of WAG�s employees and management in connection with the closing of the SPA.
$1.8 million of the purchase price shall be used to fund a reserve to be used by Riverside in its capacity as stockholder representative primarily
to fund adjustments under the working capital adjustment provision of the SPA; which working capital adjustment and a cash adjustment shall
be made 30 days after closing. The remainder of the purchase price will be paid to the holders of WAG�s preferred stock, except that all WAG
common stock and options and warrants to purchase WAG stock were purchased (in the case of the common stock) or cancelled (in the case of
the options and warrants) in connection with the closing of the Acquisition in exchange for consideration of $1 per holder. USAP guaranteed all
of the Acquisition Sub�s obligations under the SPA pursuant to a separate guarantee delivered to WAG in connection with the execution of the
SPA (the �Guarantee�), which provides, among other things, that WAG can pursue USAP directly for any breach of the SPA by Acquisition Sub.
In addition, the Acquisition Sub, in connection with the closing of the SPA, assumed approximately $11 million of certain of WAG�s other
existing obligations, largely consisting of trade payables.

On August 13, 2010, the Company entered into a credit facility (�Credit Facility�) with Silicon Valley Bank. The credit facility is comprised of a
term loan in the amount of $25 million and a revolving line of credit in the amount of $10 million. The term loan shall be repaid in fully
amortizing quarterly installments of principal and interest, with the final installment due on June 30, 2014. Interest on the revolver shall be paid
no less than quarterly, with any outstanding principal due on June 30, 2014. The credit facility includes financial covenants such as Maximum
Funded Debt to Consolidated EBITDA, Liquidity, and Consolidated Fixed Charge Coverage Ratio, as well as certain operating covenants that
restrict extraordinary actions of the Company. The term loan was fully funded; there were no monies drawn on the revolving line of credit at the
time the Credit Facility was consummated.

USAP will account for this acquisition in accordance with ASC 805, Business Combinations, which provides guidance on the accounting and
reporting for transactions that represent business combinations to be accounted for under the acquisition method.
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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 SEC, including our Annual Report on Form
10-K for the year ended January 2, 2010 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 in the future. 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 one of the largest online providers of aftermarket auto parts, including body parts, engine parts, performance parts and accessories. Our
user-friendly websites provide customers with a broad selection of Stock Keeping Units, or 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.autopartswarehouse.com and www.partstrain.com. We believe our strategy of disintermediating the traditional auto parts supply
chain 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, acquiring the Partsbin
business, improving our Internet marketing proficiency and commencing sales in online marketplaces. As a result, our business has grown since
2000, generating net sales of $176.3 million for the year ended January 2, 2010.

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. As of the closing of
this transaction, approximately 171 of the Access Worldwide 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 had 858 employees in our
Philippines operations as of July 3, 2010. In addition to our Philippines operations, we own a Canadian subsidiary to facilitate sales of our
products in Canada which currently has no employees. 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.

Acquisitions. From time to time, we may acquire certain businesses, websites, domain names or other assets. In May 2006, we completed the
acquisition of All OEM Parts, Inc., The Partsbin.com, Inc., and their affiliated companies (Partsbin), which expanded our product offering and
enhanced our ability to reach more customers. The Partsbin acquisition significantly increased our net sales and added a complementary,
proprietary drop-ship order fulfillment method, and operations in Canada. In the third quarter of 2009, we completed the acquisition of the assets
of a small website and the related domain names which further expanded and enhanced our product offering and our ability to reach more
customers. In the first quarter of 2010, we completed two additional website and domain name asset acquisitions, which will increase our net
sales and internet traffic. We may pursue additional acquisition opportunities in the future to increase our share of the aftermarket auto parts
market or expand our product offerings. As we disclosed in �Note 12- Subsequent Events� Go Fido, Inc., a wholly-owned subsidiary of USAP,
completed the purchase of all of the outstanding capital stock of Automotive Specialty Accessories and Parts, the owner of WAG and WAG is
now a wholly-owned subsidiary of Go Fido, Inc.
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Executive Summary

We achieved a double digit sales growth in the quarter ended July 3, 2010, delivering record net sales of $53.2 million, an increase of 21.5%
from $43.8 million in the quarter ended July 4, 2009. The Company�s sales began accelerating in June 2009 with year over year internet sales for
June 2010 rising 18% in addition to June 2009�s 19% growth. The Company completed the second quarter of fiscal 2010 with quarterly adjusted
EBITDA (Earnings before Interest, Taxes, Depreciation, and Amortization and by adding current year�s stock compensation expense to EBITDA
for the year) of $3.3 million compared to $3.2 million for the second quarter of fiscal 2009 due to the strong sales growth in 2010. In evaluating
financial condition and operating performance, the Company also focuses on the following key metrics:

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

Total Number of Orders: We monitor the total number of orders as an indicator of future revenue trends. We recognize revenue associated with
an order when the products have been delivered, consistent with our revenue recognition policy.

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

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

Thirteen Weeks
Ended

July 3, 2010

Thirteen Weeks
Ended

July 4, 2009

Twenty-Six
Weeks Ended
July 3, 2010

Twenty-Six
Weeks Ended
July 4, 2009

Net income (loss) $ 462 $ 629 $ 2,009 $ (50) 
Interest income, net (34) (49) (55) (140) 
Income tax provision 225 469 1,175 1,832
Amortization of intangibles 124 153 245 520
Depreciation and amortization 1,950 1,134 3,934 2,153

EBITDA 2,727 2,336 7,308 4,315
Share-based compensation 612 820 1,472 1,847

Adjusted EBITDA $ 3,339 $ 3,156 $ 8,780 $ 6,162

Change in Fiscal Year

The Company�s fiscal year is based on a 52/53 week fiscal year ending on the first Saturday following December 31. The change in the
Company�s reporting year from a calendar year to a 52/53 week fiscal year was disclosed and effective as of January 1, 2009; therefore, there was
no transition period in connection with this change in the Company�s fiscal year end.

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. GAAP. 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,
uncollectible receivables, 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
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about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual results may differ from these estimates.
There were no significant changes to our critical accounting policies during the quarter ended July 3, 2010, as compared to those policies
disclosed in our annual report on Form 10-K for the fiscal year ended January 2, 2010, except for the change in accounting for revenue
recognition due to the amendment of freight contract terms as described in �Note 1- Summary of Significant Accounting Policies�Revenue
Recognition� of our Notes to Unaudited Condensed Consolidated Financial Statements.
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Results of Operations

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

Thirteen Weeks
Ended

July 3, 2010

Thirteen Weeks
Ended

July 4, 2009

Twenty-Six Weeks
Ended

July 3, 2010

Twenty-Six Weeks
Ended

July 4, 2009
Net sales 100.0% 100.0% 100.0% 100.0%
Cost of sales 65.4 63.8 65.1 63.4

Gross profit 34.6 36.2 34.9 36.6
Operating expenses:
Marketing 13.5 13.0 13.1 13.2
General and administrative 12.0 11.0 11.1 11.5
Fulfillment 5.5 6.4 5.6 6.5
Technology 2.2 3.1 2.1 2.7
Amortization of intangibles 0.2 0.3 0.2 0.6

Total operating expenses 33.4 33.8 32.1 34.5
Income from operations 1.2 2.4 2.8 2.1
Other income (expense):
Other expense 0.0 (0.1) 0.0 0.0
Interest income, net 0.1 0.1 0.1 0.0

Total other income, net 0.1 0.0 0.1 0.0
Income before income taxes 1.3 2.4 2.9 2.1
Income tax provision 0.4 1.0 1.1 2.2

Net income (loss) 0.9% 1.4% 1.8% (0.1)%

Estimated Impact of the Change in Fiscal Year to a 52/53 Week on the Twenty-Six Weeks Ended July 4, 2009.

� Net sales were $1.2 million higher for the twenty-six weeks ended July 4, 2009, on a 52/53 week basis, primarily due to three
additional business days during the first quarter of fiscal 2009 and one less business day in the second quarter of fiscal 2009.
Excluding these additional days, net sales would have been $82.3 million in the twenty six weeks ended July 4, 2009 compared to
$83.5 million as reported.

� Net loss would remain $0.1 million or $0.00 per diluted share.

� The 2009 change to a 52/53 week fiscal year will not have a material effect on future quarters.
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Thirteen and Twenty-Six Weeks Ended July 3, 2010 Compared to Thirteen and Twenty-Six Weeks Ended July 4, 2009

Net Sales and Gross Margin

Thirteen Weeks
Ended
July 3,
2010

Thirteen Weeks
Ended

July 4, 2009

Twenty-Six Weeks
Ended

July 3, 2010

Twenty-Six Weeks
Ended

July 4, 2009
(in thousands)

Net sales $ 53,188 $ 43,805 $ 109,479 $ 83,469
Cost of sales 34,791 27,937 71,275 52,961

Gross profit $ 18,397 $ 15,868 $ 38,204 $ 30,508
Gross margin 34.6% 36.2% 34.9% 36.6%

Net sales increased $9.4 million or 21.4% and $26.0 million or 31.2% for the thirteen and twenty-six weeks ended July 3, 2010, compared to the
thirteen and twenty-six weeks ended July 4, 2009, respectively. The year over year increase for the quarter was primarily due to a 20.4%
increase in our online business, which consists of our e-commerce and online marketplace channels, as well as advertising sold on our
e-commerce sites. Our e-commerce channel includes a network of e-commerce websites, supported by our call-center sales agents who generate
cross-sell and up-sell opportunities. We also sell our products through our online marketplaces, which primarily consist of auction and other
third-party websites. Our offline business, which consists of our Kool-Vue and wholesale operations, increased 36.0%. The year over year
increase for the twenty-six week period was primarily due to a 30.6% increase in our online business and a 38.4% increase in our offline
business. Excluding the additional two business days in 2009, the twenty-six week period would have been $82.3 resulting in a 33.0% year over
year increase for the current twenty-six week period ended July 3, 2010.

E-commerce net sales increased $6.7 million or 19.0% to $42.0 million from $35.3 million for the thirteen weeks ended July 3, 2010 and July 4,
2009, respectively. E-commerce net sales increased $17.9 million or 27.1% to $84.1 million from $66.1 million for the twenty-six weeks ended
July 3, 2010 and July 4, 2009, respectively. The total number of placed orders in our e-commerce channel increased to 440,000 and 863,000
orders for the thirteen and twenty-six weeks ended July 3, 2010, respectively, compared to 363,000 and 679,000 orders for the thirteen and
twenty- six weeks ended July 4, 2009, respectively. The increase for both periods was primarily attributed to an increase in unique visitors to our
websites, higher conversion rate and an increase in revenue capture rate, which is the amount of dollars retained by us after taking into
consideration any credit card decline, returns, and product fulfillment. Excluding the two additional business days in 2009, e-commerce net sales
for the twenty-six week period would have been $65.1 million resulting in a 29.2% year over year increase for the current twenty-six week
period ended July 3, 2010.

Online marketplace net sales increased $1.8 million or 37.8% to $6.6 million for the thirteen weeks ended July 3, 2010 from $4.8 million for the
thirteen weeks ended July 4, 2009. Sales increased $5.6 million or 57.1% to $15.4 million for the twenty-six week period ended July 3, 2010
from $9.8 million for the twenty-six weeks ended July 4, 2009. The increase for both periods was primarily due to higher traffic to our websites
and more auctions listed.

Our offline business, which consists of sales from our Kool-Vue TM and wholesale operations, increased 36.0% or $1.1 million and 38.4% or
$2.3 million for the thirteen and twenty-six weeks ended July 3, 2010, compared to the thirteen and twenty-six weeks ended July 4, 2009,
respectively, due to an increase in our customer base.

We have historically experienced seasonality in our business which generally has resulted in higher sales in winter and summer months. We
expect seasonality to continue in future years as automobile collisions during inclement weather create 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.

Gross profit increased $2.5 million or 15.9% during the thirteen weeks ended July 3, 2010, as compared to the thirteen weeks ended July 4,
2009, primarily due to increased sales across all sales channels except for advertising sold on our e-commerce sites. Gross margin decreased by
160 basis points to 34.6% primarily due to higher freight charges associated with fuel surcharges and a discontinuation of certain high margin
loyalty programs. Gross profit increased $7.7 million or 25.2% during the twenty-six weeks ended July 3, 2010, as compared to the twenty-six
weeks ended July 4, 2009, due to increased sales across all sales channels. Gross margin decreased by 160 basis points to 34.9% primarily due to
an unfavorable freight mix to common carriage freight versus parcel freight, combined with overall higher freight charges associated with fuel
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During the thirteen and twenty-six weeks ended July 3, 2010, we recognized $0.6 million and $1.5 million, respectively, of share-based
compensation expense, net of capitalized internally developed software. Based on options outstanding as of July 3, 2010, we expect to recognize
approximately $3.7 million in additional share-based compensation expense over a weighted average period of 2.3 years.
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Marketing Expense

Thirteen Weeks
Ended
July 3,
2010

Thirteen Weeks
Ended

July 4, 2009

Twenty-Six Weeks
Ended

July 3, 2010

Twenty-Six Weeks
Ended

July 4, 2009
(in thousands)

Marketing expense $ 7,138 $ 5,680 $ 14,351 $ 11,015
Percent of net sales 13.5% 13.0% 13.1% 13.2% 
Marketing expense increased $1.5 million or 25.7% and $3.3 million or 30.3% for the thirteen and twenty-six weeks ended July 3, 2010,
compared to the thirteen and twenty-six weeks ended July 4, 2009, respectively. Marketing expense as a percentage of net sales increased by
0.5% for the thirteen weeks ended July 3, 2010 compared to the thirteen weeks ended July 4, 2009, primarily due to higher amortization costs
related to software developments in the current periods. Marketing expense as a percentage of net sales decreased by 0.1% for the twenty-six
weeks ended July 3, 2010, compared to the twenty-six weeks ended July 4, 2009, primarily due to more efficient advertising spend partially
offset by amortization costs related to software developments.

General and Administrative Expense

Thirteen Weeks
Ended
July 3,
2010

Thirteen Weeks
Ended

July 4, 2009

Twenty-Six Weeks
Ended

July 3, 2010

Twenty-Six Weeks
Ended

July 4, 2009
(in thousands)

General and administrative expense $ 6,395 $ 4,811 $ 12,132 $ 9,576
Percent of net sales 12.0% 11.0% 11.1% 11.5% 
General and administrative expenses increased $1.6 million or 32.9% for the thirteen weeks ended July 3, 2010, compared to the thirteen weeks
ended July 4, 2009. General and administrative expense as a percentage of net sales increased by 1.0% for the thirteen weeks ended July 3, 2010,
compared to the thirteen weeks ended July 4, 2009, primarily due to $1.2 million of legal fees incurred to protect our intellectual property.
General and administrative expenses increased $2.6 million or 26.7% for the twenty-six weeks ended July 3, 2010, compared to the twenty-six
weeks ended July 4, 2009. General and administrative expense as a percentage of net sales decreased by 0.4% for the twenty-six weeks ended
July 3, 2010, compared to the twenty-six weeks ended July 4, 2009, primarily due to fixed cost leverage from higher sales partially offset by an
increase in legal costs to protect our intellectual property.

Fulfillment Expense

Thirteen Weeks
Ended
July 3,
2010

Thirteen Weeks
Ended

July 4, 2009

Twenty-Six Weeks
Ended

July 3, 2010

Twenty-Six Weeks
Ended

July 4, 2009
(in thousands)

Fulfillment expense $ 2,924 $ 2,809 $ 6,167 $ 5,461
Percent of net sales 5.5% 6.4% 5.6% 6.5% 
Fulfillment expense increased $0.1 million or 4.1% and $0.7 million or 12.9% for the thirteen and twenty-six weeks ended July 3, 2010,
compared to the thirteen and twenty-six weeks ended July 4, 2009, respectively. Fulfillment expense as a percentage of net sales decreased by
0.9% for the twenty-six weeks ended July 3, 2010, compared to the twenty-six weeks ended July 4, 2009, respectively, primarily due to fixed
cost leverage from higher sales.

Technology Expense
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Thirteen Weeks
Ended
July 3,
2010

Thirteen Weeks
Ended

July 4, 2009

Twenty-Six Weeks
Ended

July 3, 2010

Twenty-Six Weeks
Ended

July 4, 2009
(in thousands)

Technology expense $ 1,158 $ 1,343 $ 2,176 $ 2,271
Percent of net sales 2.2% 3.1% 2.1% 2.7% 
Technology expense decreased $0.2 million or 13.8% and $0.1 million or 4.2% for the thirteen and twenty-six weeks ended July 3, 2010,
compared to the thirteen and twenty-six weeks ended July 4, 2009, respectively, Technology as a percentage of revenue decreased 0.9% and
0.6% for the thirteen and twenty-six weeks ended July 3, 2010, compared to the thirteen and twenty-six weeks ended July 4, 2009, respectively,
primarily due to fixed cost leverage from higher sales.
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Amortization of Intangibles

Thirteen Weeks
Ended
July 3,
2010

Thirteen Weeks
Ended

July 4, 2009

Twenty-Six Weeks
Ended

July 3, 2010

Twenty-Six Weeks
Ended

July 4, 2009
(in thousands)

Amortization of Intangibles $ 124 $ 153 $ 245 $ 520
Percent of net sales 0.2% 0.3% 0.2% 0.6% 
Amortization of intangibles decreased by $0.03 million or 19.2% and $0.3 million or 52.9% for the thirteen and twenty-six weeks ended July 3,
2010, compared to the thirteen and twenty-six weeks ended July 4, 2009, respectively. The decrease for both periods was primarily due to the
full amortization of certain intangible assets. We estimate aggregate amortization expense for the remaining twenty six weeks ending January 1,
2011 (fiscal 2010) is expected to be $246,000 and for the fiscal years ending 2011, 2012, 2013, 2014, and 2015 to be approximately $492,000,
$492,000, $457,000, $273,000, and $3,000, respectively.

Interest Income, Net

Thirteen Weeks
Ended
July 3,
2010

Thirteen Weeks
Ended

July 4, 2009

Twenty-Six Weeks
Ended

July 3, 2010

Twenty-Six Weeks
Ended

July 4, 2009
(in thousands)

Interest income, net $ 34 $ 49 $ 55 $ 140
Interest income, net decreased by $0.02 million or 31.4% and $0.1 million or 60.1% for the thirteen and twenty-six weeks ended July 3, 2010,
compared to the thirteen and twenty-six weeks ended July 4, 2009, respectively. The decreases are primarily due to a drop in interest rates.

Income Tax Provision

Thirteen Weeks
Ended
July 3,
2010

Thirteen Weeks
Ended

July 4, 2009

Twenty-Six Weeks
Ended

July 3, 2010

Twenty-Six Weeks
Ended

July 4, 2009
(in thousands)

Income tax provision $ 225 $ 469 $ 1,175 $ 1,832
For the thirteen weeks ended July 3, 2010 and July 4, 2009, the effective tax rate for the Company was 32.8% and 42.7%, respectively.
Additionally, for the twenty-six weeks ended July 3, 2010 and July 4, 2009, the effective tax rate for the Company was 36.9% and 102.8%,
respectively. The income tax provision for the thirteen weeks ended July 4, 2009 was higher, primarily due to additional foreign and state taxes
resulting from less favorable rates and a lower percentage of foreign earnings in the quarter. The income tax provision for the twenty-six weeks
ended July 4, 2009 was higher, primarily due to a $1.1 million tax effect of stock option forfeitures and other non-deductible permanent
differences.
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Liquidity and Capital Resources

We have historically funded our operations from cash generated from operations, credit facilities, bank and stockholder loans, an equity
financing and capital lease financings. We cancelled our line of credit effective December 31, 2008 and have not established a new line of credit
as of July 3, 2010.

We had cash and cash equivalents of $15.2 million as of July 3, 2010, representing a $11.0 million decrease from $26.2 million of liquid assets
as of January 2, 2010. The decrease in our cash and cash equivalents as of July 3, 2010 was primarily due to investments in property and
equipment, purchases of marketable securities, and cash paid for intangible assets, which was offset in part from cash generated from operations
in the current period.

Net cash provided from operating activities increased by $1.7 million to $9.3 million from $7.6 million for the twenty-six weeks ended July 3,
2010 and July 4, 2009, respectively. The change in cash from operating activities was primarily due to the increase in our accounts payable,
accrued expenses, and net income partially offset by an increase in inventory and accounts receivable driven largely by the 31% increase in net
sales.

Net cash flows used in investing activities increased by $13.8 million to $21.3 million from $7.5 million for the twenty-six weeks ended July 3,
2010 and July 4, 2009, respectively. The change in cash from investing activities was primarily due to the increases in purchase of investments
by $13.9 million and purchase of property and equipment by $2.4 million partially offset by the increase in sale of marketable securities of $3.8
million.

Cash provided by financing activities for the twenty-six weeks ended July 3, 2010 totaled $0.9 million, primarily due to proceeds of $0.7 million
from the exercise of stock options.

We had working capital of $44.3 million as of July 3, 2010, which was primarily due to the cash generated from our initial public offering. The
historical seasonality in our business during the fourth and first calendar quarters of each year cause cash and cash equivalents, inventory and
accounts payable to be generally higher in these quarters, resulting in fluctuations in our working capital. We anticipate that funds generated
from operations and cash on hand 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, continued or worsened economic conditions, or other events, including those
described in �Risk Factors,� may cause us to seek debt or equity financings in the future. Financings may not be available on acceptable terms, on
a timely basis, or at all, and our
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