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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 t o the report
completely and with the understanding that our actual future results may be materially different from what we expect. Also, forwardlooking 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)
September 30,
2007
(unaudited)

ASSETS
Current assets:
Cash and cash equivalents
Short-term investments
Accounts receivable, net
Inventory, net
Deferred income taxes
Other current assets
Total current assets

$

Property and equipment, net
Intangible assets, net
Goodwill
Deferred income taxes
Other non-current assets
Total assets

$

December 31,
2006

17,186 $
25,000
2,486
11,943
934
1,898
59,447

2,381
—
2,789
8,796
934
1,149
16,049

5,643
28,429
14,201
1,703
183
109,606 $

2,716
33,362
14,179
1,703
1,901
69,910

8,311 $
2,250
—
1,000
66
1,753
13,380
—
59
13,439

9,091
2,912
2,000
10,805
62
2,392
27,262
21,922
114
49,298

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable
Accrued expenses
Line of credit
Notes payable
Capital leases payable, current portion
Other current liabilities
Total current liabilities
Notes payable, less current portion, net
Capital leases payable, less current portion
Total liabilities

$

Commitments and contingencies
Stockholders’ equity:
Preferred stock, $0.001 par value; 10,000,000 and 11,100,000 shares authorized
at September 30, 2007 and December 31, 2006, respectively; none and
11,055,425 shares issued and outstanding at September 30, 2007 and
December 31, 2006, respectively
—
Common stock, $0.001 par value; 100,000,000 and 50,000,000 shares authorized
at September 30, 2007 and December 31, 2006, respectively; 29,846,757and
15,199,672 shares issued and outstanding at September 30, 2007 and
December 31, 2006, respectively
30
Additional paid-in capital
142,459
Accumulated other comprehensive income
102
Accumulated deficit
(46,424)
Total stockholders’ equity
96,167
Total liabilities and stockholders’ equity
$
109,606 $
See accompanying notes to unaudited condensed consolidated financial statements.
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15
68,906
5
(48,325)
20,612
69,910

U.S. AUTO PARTS NETWORK, INC.
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(in thousands, except share and per share amounts)
Three Months Ended
September 30,
2007

Net sales

$

37,787 $

2006

38,324 $

Nine Months Ended
September 30,
2007

123,642 $

2006

83,295

Cost of sales
Gross profit

24,096
13,691

25,903
12,421

82,497
41,145

53,779
29,516

Operating expenses:
General and administrative
Marketing
Fulfillment
Technology
Amortization of intangibles
Total operating expenses

3,184
4,917
1,920
438
2,097
12,556

2,758
4,979
1,224
381
2,086
11,428

9,715
15,738
5,499
1,394
6,251
38,597

7,013
10,134
3,589
898
3,037
24,671

Income from operations

1,135

993

2,548

4,845

Other income (expense):
Loss from disposition of assets
Other income (expense)
Interest income (expense), net
Total other income (expense)
Income before income taxes
Income tax provision
Net income

—
3
389
392
1,527
633
894 $

—
8
654
662
3,210
1,309
1,901 $

(5)
155
(950)
(800)
4,045
527
3,518

0.03 $
0.01 $
0.07 $
0.03 $
0.01 $
0.07 $
29,837,538
15,199,681
27,744,016
30,009,891
21,876,868
28,749,521

0.25
0.18
14,180,869
19,362,189

$

Basic net income per share
Diluted net income per share
Shares used in computation of basic net income per share
Shares used in computation of diluted net income per share

$
$

—
(2)
(593)
(595)
398
211
187 $

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)
Nine Months Ended
September 30,
2007
2006

Operating activities
Net income
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization
Amortization of intangibles
Non-cash interest expense
Loss from disposition of assets
Share-based compensation and other
Deferred income taxes
Changes in operating assets and liabilities:
Accounts receivable, net
Inventory, net
Other current assets
Other non-current assets
Accounts payable and accrued expenses
Other current liabilities
Net cash provided by operating activities

$

Investing activities
Purchase of marketable securities
Additions to property, equipment and intangibles
Acquisition of assembled workforce
Acquisition of business, net of cash acquired
Net cash used in investing activities
Financing activities
Payments on line of credit
Proceeds from notes payable, net of discount
Payments on notes payable
Proceeds from initial public offering, net of offering costs
Proceeds received on issuance of Series A convertible preferred stock, net of offering costs
Payments of short-term financing
Proceeds from sale of common stocks
Proceeds from exercise of stock option
Stockholder distributions
Recapitalization distribution
Net cash provided by financing activities
Effect of changes in foreign currencies
Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

$

See accompanying notes to unaudited condensed consolidated financial statements.
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1,901 $

3,518

870
6,251
273
—
1,562
—

1,541
3,037
40
5
607
(1,090)

302
(3,147)
(748)
1,719
(1,442)
(639)
6,902

(903)
1,676
(1,732)
(79)
1,135
(82)
7,673

(25,000)
(3,466)
(1,286)
(22)
(29,774)

—
(1,236)
—
(24,453)
(25,689)

(2,000)
—
(32,000)
71,537

—
31,705
(2,111)
—

—
(51)
—
94
—
—
37,580

42,246
(346)
150
—
(1,700)
(50,000)
19,944

97
14,805
2,381
17,186 $

6
1,934
1,353
3,287

U.S. AUTO PARTS NETWORK, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
Note 1—Summary of Significant Accounting Policies
Basis of Presentation
T h e 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
September 30, 2007 and December 31, 2006, and the consolidated results of operations for the three and nine months ended September
30, 2007 and 2006, and cash flows for the nine months ended September 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 nine months ended September 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 accordance with 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.
I n 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
The Company has historically experienced seasonality in its business. The Company expects seasonality to continue in future years
as automobile collisions during inclement weather generally create increased demand for auto body parts in winter months and consumers
often undertake projects to maintain and enhance the performance of their automobiles in the summer months. The Company anticipates
that seasonality will continue to have a material impact on its financial condition and results of operations during any given year.

Note 2 – Investments in Marketable Securities
Investments in marketable securities are mainly comprised of Auction Rate Securities (“ARS”). The underlying ARS are taxed exempt
municipal bonds. In accordance with SFAS No. 115, “ Accounting for Certain Investments in Debt and Equity Securities,” and based
on the Company’s ability to market and sell these instruments, the Company classifies ARS as available-for-sale and carries them at
amortized cost, which approximates fair value.
During the three months ended September 30, 2007, the carrying amount of the investment in ARS’s approximated fair value
due to the rapid turnover of the portfolio and the highly liquid nature of these investments. Therefore, there were no significant
unrealized holding gains or losses.
Note 3—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 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 many of 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 o f overstock considering anticipated sales levels. Gross inventory, inventory
reserves and net inventory at September 30, 2007 and December 31, 2006 were as follows:
September 30,
2007

December 31,
2006

(unaudited)
(in thousands)

Gross inventory
Inventory reserves
Total net inventory

$
$

12,450 $
(507)
11,943 $

9,488
(692)
8,796

Note 4—Acquisition
On May 19, 2006, the Company acquired substantially all of the assets and liabilities 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 o f 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. 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 September 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 a s goodwill is based on a preliminary valuation study. Amounts are considered preliminary until the final
purchase price allocation has been 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 5—Intangibles
I n 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 6 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 and
$2.1 million for the three months, and $6.3 million and $3.0 million for the nine months ended September 30, 2007 and 2006,
respectively.
Intangibles, excluding goodwill, consisted of the following at September 30, 2007 and December 31, 2006:
September 30, 2007
(unaudited)
Useful
Life

Intangible assets subject to amortization:
Websites
Software
Vendor agreements
Assembled workforce
Purchased domain names
Intangible assets not subject to
amortization:
Domain names
Total

Gross
Carrying
Amount

Accum.
Amort.

December 31, 2006
Net
Gross
Carrying
Carrying
Amount
Amount
(in thousands)

5 years
2 - 5 years
3 years
7 years
3 years

$ 28,988
4,089
2,996
1,319
165
37,557

$

(7,917) $ 21,071
(1,861)
2,228
(1,364)
1,632
(93)
1,226
(123)
42
(11,358)
26,199

indefinite life

2,230
$ 39,787

—
2,230
$ (11,358) $ 28,429

$

$

28,988
4,089
2,996
—
165
36,238
2,230
38,468

Accum.
Amort.

$

$

Net
Carrying
Amount

(3,569) $
(839)
(614)
—
(84)
(5,106)

25,419
3,250
2,382
—
81
31,132

—
(5,106) $

2,230
33,362

Note 6—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 properly account for 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, “assembled workforce,” with a fair value of $1.3 million and an estimated useful life of seven years. The remaining
$400,000 of the purchase price 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 after the closing date.
Note 7—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, with the exception of the items noted below. 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
O n 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 trucks (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 i s valid and/or enforceable and, further, denying each and every
allegation of infringement. The Company also asserted several 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 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. 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.
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.
On August 23, 2007, the Company also appealed to the United States Court of Appeals for the Federal Circuit, seeking a review
and reversal of the portion of the Commission’s March 20, 2007, Final Determination finding a violation of Section 337. Ford’s Petition

for Review and the Company’s appeal have been consolidated and are currently pending before the United States Court of Appeals for
the Federal Circuit. Due to the inherent uncertainties of litigation, the Company cannot predict the ultimate outcome of the litigation. An
unfavorable result could have a material adverse effect on the Company. However, the Company believes the potential liability is not
probable or reasonably estimatable and has recorded no amount related to this matter as of September 30, 2007.
Securities Litigation
On March 24, 2007, a putative stockholder class action lawsuit was filed against the Company and certain officers, directors and
underwriters 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. A lead
plaintiff was selected on August 9, 2007. The amended consolidated complaint was filed on October 4, 2007, alleging violations of
Sections 11, 12(a)(2) and 15 of the Securities Act. The amended complaint is against the Company and certain current and former
officers, a s well as Oak Investment Partners XI, LP, and the underwriters involved in t h e initial public offering. The amended
consolidated complaint alleges that the Company’s Registration Statement failed to disclose material information and misstated the
Company’s financial results. Plaintiffs seek compensatory damages, restitution, unspecified equitable relief, as well as attorneys’ fees and
costs. Defendants filed a motion to dismiss the amended consolidated complaint on October 31, 2007. The hearing on the motion to
dismiss is scheduled on December 20, 2007. Defendants believe they have meritorious defenses and intend to vigorously defend the
lawsuit. Due to the inherent uncertainties of litigation, the Company cannot predict the ultimate outcome of the litigation. An
unfavorable result could have a material adverse effect on the Company. However, the Company believes the potential liability is not
probable or reasonably estimatable and has recorded no amount related to this matter as of September 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 8—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 nine month periods
ended September 30, 2007 and 2006, respectively, includes the following:
Three Months Ended
Nine Months Ended
September 30,
September 30,
2007
2006
2007
2006
(unaudited, in thousands)

Net income
Foreign currency translation adjustments
Comprehensive income

$
$

894
67
961

$
$

187 $
(2)
185 $

1,901
97
1,998

$
$

3,518
6
3,524

Note 9—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 $3.8 million for the three months ended September 30, 2007 and 2006,
respectively. Likewise, credits amounted to $13.7 million and $7.5 million for the nine months ended September 30, 2007 and 2006,
respectively. T h e Company’s sales returns and allowances reserve totaled $665,000 and $1.4 million at September 30, 2007 and
December 31, 2006, respectively.
The following table provides an analysis of the reserve for sales returns:
Balance at
Beginning of
Period

Reserve for sales returns
For the nine months ended, September 30, 2006
For the nine months ended September 30, 2007

$

170
1,408

Charged to
Revenue
Deductions
(unaudited, in thousands)

$

7,501
13,737

$

Balance at End
of Period

(6,806) $
(14,480)

865
665

Note 10—Income Taxes
For the three and nine months ended September 30, 2007, the effective tax rate for t h e Company was 41.5% and 40.8%,
respectively. The effective tax rate for the three and nine months ended September 30, 2006 was 53.0% and 13.0%, respectively. The nine
months ended September 30, 2006 effective tax rate is significantly lower because the Company converted from S-corporation status to Ccorporation 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 has greater than 50 percent likelihood 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 11—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:

Net Income Per Share
Numerator:
Net income
Denominator:
Weighted-average common shares outstanding (basic)
Common equivalent shares from conversion of preferred stock
Common equivalent shares from common stock options and warrants
Weighted-average common shares outstanding (diluted)
Basic net income per share
Diluted net income per share

Three Months Ended
Nine Months Ended
September 30,
September 30,
2007
2006
2007
2006
(unaudited, in thousands, except share and per share data)

$

894

$

29,837,538
—
172,353
30,009,891
$
$

0.03
0.03

187

$

15,199,681
6,633,255
43,932
21,876,868
$
$

0.01
0.01

1,901

$

27,744,016
947,608
57,897
28,749,521
$
$

0.07
0.07

3,518
14,180,869
5,151,099
30,221
19,362,189

$
$

0.25
0.18

Note 12—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 sharebased 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 September 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 expected life of the 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 $7.4 million of unrecognized compensation expense related to stock options as of September 30, 2007, which expense
is expected to be recognized over a weighted-average period of 3.1 years. The table below summarizes stock option activity during the
nine months ended September 30, 2007, which resulted in share-based compensation expense as follows:
Nine Months Ended
September 30, 2007 (unaudited)
Weighted
Average
Shares
Exercise Price

Options outstanding, December 31, 2006
Granted
Exercised
Expired
Forfeited
Options outstanding, September 30, 2007
Options exercisable, September 30, 2007

2,786,532 $
2,563,469
(13,830)
—
(939,484)
4,396,687 $
2,221,561 $

8.74
6.76
6.78
—
8.27
7.69
8.80

Note 13— Subsequent Events
On October 11, 2007, the Company's Philippines subsidiary entered into a new lease agreement for additional space to expand its
current operations. Under the terms of the lease, the Company will add approximately 10,000 square feet of space for a period of three
years, effective September 1, 2007, for monthly rent of approximately $9,000.

On October 15, 2007, the Board of Directors adopted the 2007 New Employee Incentive Plan, without stockholder approval
pursuant to Section 4350 (i)(1)(A)(iv) of the Nasdaq Marketplace Rules, and reserved 2,000,000 shares of common stock for issuance
thereunder solely to new employees.
On October 12, 2007, the Company appointed Shane Evangelist as its Chief Executive Officer and entered into an Employment
Agreement and two non-qualified stock option agreements with Mr. Evangelist to purchase up to an aggregate of one million shares of the
Company’s common stock. The two option agreements were issued pursuant to the 2007 New Employee Incentive Plan. The first option
entitles Mr. Evangelist to purchase up to 750,000 shares of the Company’s common stock, which vest over a four year period and a
performance-based option to purchase up to an aggregate of 250,000 shares of the Company’s common stock, which vest based upon the
attainment of certain stock price metrics.

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
W e 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 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,
improving our Internet marketing proficiency and commencing sales in online marketplaces. As a result, our business has grown since
2000, generating net sales of $123.6 million for the nine months ended September 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 in the process of opening a new
call center in the Philippines to accommodate the additional employees and expect to spend up to $1.4 million on such facility in 2007.
We anticipate completing this new call center in the fourth quarter o f this year. 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 a call center in the Philippines and an outsourced call center 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.
New Chief Executive Officer. Shane Evangelist succeeds Mehran Nia, who has served as the Company’s President and Chief
Executive Officer since founding the Company in 1995 until October 12, 2007. Mr. Nia will continue to serve on the Board of Directors
of the Company and will be working with Mr. Evangelist to facilitate an orderly transition of his responsibilities. Prior to joining U.S.
Auto Parts, Mr. Evangelist served as Senior Vice President and General Manager of Blockbuster Online where he was responsible for
leading the creation, development and launch of Blockbuster’s online movie rental service.
Critical Accounting Policies
O u r discussion and analysis of our financial condition and results of operations i s 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 nine months ended September 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, 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 b e 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 10 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
Nine Months Ended
September 30,
September 30,
2007
2006
2007
2006
(unaudited, in thousands)

Net sales
Cost of sales
Gross profit
Operating expenses:
General and administrative
Marketing
Fulfillment
Technology
Amortization of intangibles
Total operating expenses
Income from operations
Other income (expense):
Loss from disposition of assets
Other income (expense)
Interest income (expense), net
Total other income (expense)
Income before income taxes
Income tax provision
Net income

$

$

37,787
24,096
13,691

$

38,324
25,903
12,421

$

123,642
82,497
41,145

$

83,295
53,779
29,516

3,184
4,917
1,920
438
2,097
12,556
1,135

2,758
4,979
1,224
381
2,086
11,428
993

9,715
15,738
5,499
1,394
6,251
38,597
2,548

7,013
10,134
3,589
898
3,037
24,671
4,845

—
3
389
392
1,527
633
894

—
(2)
(593)
(595)
398
211
187

—
8
654
662
3,210
1,309
1,901

(5)
155
(950)
(800)
4,045
527
3,518

$

$

$

Three and Nine Months Ended September 30, 2007 Compared to Three and Nine Months Ended September 30, 2006
Net Sales and Gross Margin
Three Months Ended
Nine Months Ended
September 30,
September 30,
2007
2006
2007
2006
(unaudited, in thousands)

Net sales
Cost of sales
Gross profit
Gross margin

$
$

37,787
24,096
13,691
36.2%

$
$

38,324
25,903
12,421
32.4%

$
$

123,642
82,497
41,145
33.3%

$
$

83,295
53,779
29,516
35.4%

Net sales decreased 1.3% and increased 48.4% to $37.8 million and $123.6 million for the three and nine months ended September
30, 2007, respectively, from the same periods in the previous year. The quarter over quarter decrease was primarily driven by lower ecommerce sales while the nine month increase from the same period in the prior year was primarily the result of 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.
Our e-commerce sales decreased 3.3% and grew 55.1% to $29.0 million and $94.3 million for the three and nine months ended
September 30, 2007 compared to $30.0 million and $60.8 million for the three and nine months ended September 30, 2006,
respectively. Our online marketplace sales remained stable at $4.6 million and grew 42.6% to $16.4 million for the three and nine months
ended September 30, 2007, respectively. The decrease in sales for the three months reflects the strategic decision to continue to focus on
higher margin sales to drive improved profitability. During the third quarter, unprofitable revenue streams including international sales
and special order sales were reduced, further strategic pricing increases were implemented and advertising spend was decreased to
optimize marketing return on investment “ROI” in our paid search efforts. These strategies resulted in the desired consequences of gross
margin improvement and higher profitability. In addition, the initial roll-out of significant website navigation changes related to the
implementation of the Unified Catalog negatively impacted sales, which is typical of this kind of complex roll-out. The increase in both ecommerce and online marketplace sales for the nine months included the contribution from Partsbin product sales since May 2006.
The total number of e-commerce orders decreased 9.7% and increased 48.5% to 243,000 and 768,000 orders for the three and nine
months ended September 30, 2007, respectively. The average order value increased during the three months ended September 30, 2007 to
$120 versus $111 during 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 constant at $3.6
million and increased 8.3% to $11.8 million, respectively for the three and nine months ended September 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 t o continue in future years as automobile
collisions during inclement weather generally creates increased demand for auto 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 during the three months ended September 30, 2007 due to higher product margins and during the nine
months ended September 30, 2007 due to higher sales volumes compared to the same periods in the prior year. Gross margins increased
for the three month period by 3.8% to 36.2% and decreased 2.2% to 33.3% for the nine months ended September 30, 2007 compared to
the same period in the prior year. The increase in gross margin during the three month period ended September 30, 2007 was primarily
due to the reduction of unprofitable revenue streams, continued strategic pricing improvements, and added volume from the Tennessee
distribution center. The decrease in gross margin during the nine months ended September 30, 2007 was due to the full inclusion of
Partsbin drop-ship products which generally carry lower gross margins, while for the nine months ended September 30, 2006 Partsbin was
included since May 2006. For the nine month period ended September 30, 2007, freight expense as a percentage of net sales was
12.5% compared to 12.2% of net sales for the nine months ended September 30, 2006. Freight expense as a percentage of net sales for the
three months ended September 30, 2007 increased to 11.6% from 10.7% for the same period in the previous year.
General and Administrative Expense
Three Months Ended
Nine Months Ended
September 30,
September 30,
2007
2006
2007
2006
(unaudited, in thousands)

General and administrative expense
Percent of net sales

$

3,184
8.4%

$

2,758
7.2%

$

9,715
7.9%

$

7,013
8.4%

General and administrative expense increased 15.4% and 38.5% for the three and nine months ended September 30, 2007,
respectively from the same periods in the previous year primarily due to the following: Increased payroll and related expenses in the
amount of $90,000 for the three months ended September 30, 2007 and $500,000 for the nine months ended September 30, 2007, related
to the hiring of additional personnel. Merchant fees for the three month period decreased by $100,000 relative to the same period in the
prior year due to lower online sales and increased $700,000 for the nine months ended September 30, 2007 due to higher online sales but
as a percentage of net sales, remained relatively constant during both the three and nine month periods. The increase in general and
administrative expense also included higher share-based compensation of $200,000 and $900,000 for the three and nine months ended
September 30, 2007, respectively. In the current year, we incurred additional expenses relating to legal and professional fees
and insurance coverage not incurred in the previous year. Legal and professional fees for the three and nine months ended September 30,
2007, were $500,000 and $1.4 million, respectively. The increase in legal and professional fees primarily relates to costs incurred for the
defense of our 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 $200,000 reduction in software amortization for the three months ended September
30, 2007, and $900,000 for the nine months ended September 30, 2007.
During the three and nine months ended September 30, 2007, share-based compensation expense increased by $200,000 and $1.1
million, respectively. Share-based compensation expense was determined in accordance with SFAS 123(R). Based on options
outstanding as of September 30, 2007, we expect to recognize $7.4 million in additional expense in the following periods:
●
●
●
●
●

Three months ending December 31, 2007
Year ending December 31, 2008
Year ending December 31, 2009
Year ending December 31, 2010
Nine months ending September 30, 2011

$700,000
$2.5 million
$2.4 million
$1.5 million
$300,000

We anticipate that we will incur increased general and administrative expense for the remainder of 2007 and in future periods as a
result of operating as a public company including 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 our operation
as a public company, including the requirements relating to improving and documenting our internal controls and procedures, as well as
changes i n 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
Nine Months Ended
September 30,
September 30,
2007
2006
2007
2006
(unaudited, in thousands)

Marketing expense
Percent of net sales

$

4,917
13.0%

$

4,979
13.0%

$

15,738
12.7%

$

10,134
12.2%

Marketing expense decreased 1.2% for the three month period and increased 55.3% for the nine months ended September 30, 2007,

from the same periods in the previous year. Marketing personnel costs increased during the three and nine month periods ending
September 30, 2007 by $600,000 and $3.2 million due to the expansion of our sales and marketing team, offset by lower advertising
expense of $800,000 for the three months, yet higher advertising of $1.7 million for the nine months.
In addition, in April 2007, we completed the acquisition of our Philippines sales force from our outsourced call center provider. As
of September 30, 2007, 171 employees had transitioned to direct employment with our Philippines subsidiary. Going forward, 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 by a reduction in our outsourced services expense as a result of bringing these employees in-house. The purchase price for the
assembled workforce was approximately $1.7 million. Of this amount, approximately $400,000 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.” The intangible will be amortized over seven years beginning in April 2007.
Fulfillment Expense
Three Months Ended
Nine Months Ended
September 30,
September 30,
2007
2006
2007
2006
(unaudited, in thousands)

Fulfillment expense
Percent of net sales

$

1,920
5.1%

$

1,224
3.2%

$

5,499
4.4%

$

3,589
4.3%

Fulfillment expense increased 56.9% and 53.2% for the three and nine months ended September 30, 2007, respectively from the
same periods in the previous year primarily due to $400,000 and $1.3 million in additional personnel costs. We expanded the number of
warehouse and purchasing employees during the first nine months of 2007.
Technology Expense
Three Months Ended
Nine Months Ended
September 30,
September 30,
2007
2006
2007
2006
(unaudited, in thousands)

Technology expense
Percent of net sales

$

438
1.2%

$

381
1.0%

$

1,394
1.1%

$

898
1.1%

Technology expense increased 15.0% and 55.2% for the three and nine months ended September 30, 2007 from the same periods in
the previous year. The primary reason for the increase in the three month period was an increase in computer related support expense of
$50,000 and the nine month period increase was due to higher communication expense of $300,000. Both increases were to support the
expansion of our communications infrastructure. For the remainder of 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
Nine Months Ended
September 30,
September 30,
2007
2006
2007
2006
(unaudited, in thousands)

Amortization of intangibles
Percent of net sales

$

2,097
5.5%

$

2,086
5.4%

$

6,251
5.1%

$

3,037
3.6%

Amortization of intangibles remained consistent for the three month period and increased 105.8% for the nine month period ended
September 30, 2007, compared to the same period in the prior year primarily due to the intangible assets acquired pursuant to the
acquisition of Partsbin in May 2006 and the assembled workforce acquired in April 2007. We preliminarily estimate aggregate
amortization expense related to these intangibles as follows:
●
●
●
●
●

Three months ending December 31, 2007
Year ending December 31, 2008
Year ending December 31, 2009
Year ending December 31, 2010
Year ending December 31, 2011 and beyond

$2.1 million
$8.4 million
$6.9 million
$6.0 million
$2.8 million

Other Income (Expense), Net
Three Months Ended
Nine Months Ended
September 30,
September 30,
2007
2006
2007
2006
(unaudited, in thousands)

Other income (expense), net
Percent of net sales

$

392
1.0%

$

(595)
(1.6)%

$

662
0.5%

$

(800)
(1.0)%

The increase in other income (expense), net during the three and nine months ended September 30, 2007 was primarily due to an
increase of $400,000 and $1.2 million, respectively in interest income related to higher cash balances. For the nine months ended
September 30, 2007, other income (expense), net included $273,000 of 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 has and is expected to continue to 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, provide for diversification and prohibits
investments in any subprime issuance. Investments are generally tax exempt AAA rated auction rate securities to minimize credit and
market risk exposure.
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 September 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 $17.2 million and short-term investments in auction rate securities of $25.0 million for a total
of $42.2 million in highly liquid assets as of September 30, 2007, representing a $39.8 million increase from $2.4 million in cash and cash
equivalents as of December 31, 2006. The increase in our cash and cash equivalents and short-term investments as of September 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 $46.1 million as of September 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 products. We expect to finalize our plans on
this distribution center in the fourth quarter of 2007. We also are assessing the feasibility of opening or relocating our distribution center
in California, potentially resulting in moving the facility to a new location.
Our Philippines subsidiary entered into two new lease agreements in August 2007 and one additional lease in October 2007. These
facility expansions will be used to expand our call center operations as well as non-call center operations including marketing, catalog,
technology and administrative personnel. We anticipate these facilities to be operational by the end of 2007. While these new facilities
are being finished, we are renting workstations from a third party. We expect to capitalize as leasehold improvements, up to $1.4 million
on these facilities in the remainder of 2007.
Seasonality
We believe our business is subject to seasonal fluctuations. We have historically experienced higher sales of auto 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 in any given year.
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,
however 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 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 and risk associated with holding auction rate securities. We also
have some exposure related to foreign currency fluctuations.
Interest Rate Risk. As of September 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 September 30, 2007, changes in the monthly LIBOR rate could affect the rate we pay on the $1.0 million notes payable and 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 our 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 i n 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, due to the low nominal dollars associated with the foreign operations.
ITEM 4.

Controls and Procedures

Evaluation of Disclosure Controls and Procedures
As of September 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.
Beginning with the first quarter of this year, we implemented 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, have been
evaluated and revised or corrected.

•

We have prepared process documentation related to our key assumptions, estimates and accounting policies and procedures.
• We added an internal audit department.

As of September 30, 2007, we believe that we have remediated the material weakness related to the lack of finance and accounting
personnel and improved process documentation surrounding our accounting policies and procedures. We will continue to implement
remediation plans to address the identified material weakness relating to technology and accounting systems during the fourth quarter 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 September 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 7 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 nine 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 continue to enter 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 and there is an 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, directors, and underwriters 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 our announcement on March 20, 2007 of our
financial results for the fourth quarter and year ended December 31, 2006. We intend to fully cooperate with the SEC in this matter. The
preparation of any response in connection with SEC inquiry and any unfavorable outcome 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 thirdparty 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, or the Ford 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.
O n 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 U.S.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.
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.
On August 23, 2007, the Company also appealed to the United States Court of Appeals for the Federal Circuit, seeking a review
and reversal of the portion of the Commission's March 20, 2007, Final Determination finding a violation of Section 337. Ford's Petition
for Review and the Company's appeal have been consolidated and are currently pending before the United States Court of Appeals for the
Federal Circuit.
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 m a y increase
substantially. Furthermore, if Ford continues to pursue, expands or escalates its claims against us, if there is an unfavorable outcome of the
pending appeal, 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 second 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 September 30, 2007, 171 of these employees had transitioned over to direct employment by
our Philippines subsidiary. In addition, we entered into an agreement to lease workstations in the provider’s facility in the Philippines for a
period of six months that we are looking to renew on favorable terms. 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 do-it-yourself or doit-for-me 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 Shane Evangelist, our Chief
Executive Officer, and Michael McClane, our Chief Financial Officer, Executive Vice President of Finance, Treasurer and Secretary.
Messrs. Evangelist, 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 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;
• The failure of telecommunications and connectivity infrastructure;

•

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 auto 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 nine
months of 2007, 10.3% 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 t o 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 to place, pressures on our operational and
financial infrastructure. Our workforce has increased from 114 employees as of December 31, 2003 to 735 employees as of September 30,
2007. Our net sales have increased from $31.7 million in 2003 to $120.1 million in 2006 and to $123.6 million for the nine months ended
September 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 t o 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 a n 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 has been subjected to a typhoon and a volcanic eruption in the past. In
addition, California has in the past experienced power outages as a result of limited electrical power supplies due to recent fires in the
southern part of the state. 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 o u r 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 a n y 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 and one registered mark. 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.
W e purchase a substantial portion of our products from foreign manufacturers a n d 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. Earlier this year, we and certain of our officers and
directors and investment partner were served with two complaints associated with a class action lawsuit alleging violations o f federal
securities law in connection with our initial public offering, which could subject us to significant costs and liability. In addition, the SEC
commenced an informal inquiry 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
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, w e have and expect to continue 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

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. 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.
ITEM 3.

Defaults Upon Senior Securities.

None.
ITEM 4.

Submission of Matters to a Vote of Security Holders
None.

ITEM 5.

Other Information

None.
ITEM 6.
(a)

Exhibits

Exhibits

The following exhibits are filed herewith.
Exhibit No. Description
10.1

Lease Agreement, dated October 11, 2007, by and between MBS Tek Corporation and Averon Holding Corporation.

31.1

Certification of the principal executive officer required by Rule 13a-14(b) of the Securities Exchange Act of 1934, as
amended

31.2

Certification of the principal financial officer required by Rule 13a-14(b) 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: November 13, 2007

U.S. AUTO PARTS NETWORK, INC.
(Registrant)
By /s/ SHANE EVANGELIST
Shane Evangelist,
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
CONTRACT OF LEASE

KNOW ALL MEN BY THESE PRESENTS:
This CONTRACT OF LEASE made and entered into this 11th day of October, 2007 by and between:

AVERON HOLDINGS CORPORATION, a corporation duly organized and existing under and by virtue of the laws of the
Philippines, with principal office address a t Jaka 6780 Building, 6780 Ayala Avenue, Makati City, represented herein by its
Assistant Vice President & Senior Vice President, LODA C. PAPILLA & ADELINE N. CARBONELL (hereinafter referred to
as the LESSOR);
- and –
MBS TEK CORPORATION, a corporation duly organized and existing under and by virtue of the laws of the Philippines, with
principal office address at the 2/F Astillero Bldg., Oro Site, Quezon Ave. Ext., Legaspi City 4500 and local address at the 6/F RCC
Center, Shaw Blvd., Pasig City, represented herein by its _______________, __________________, (hereinafter referred to as the
LESSEE);
- W I T N E S S E T H: That WHEREAS, the LESSOR is the true, lawful and registered owner of the JAKA 6780 Building (the "Building"), consisting of Fifteen (15)
storeys with penthouse and basement, situated at 6780 Ayala Avenue, Makati City;
WHEREAS, the LESSEE desires to lease a portion of the Building and the LESSOR is willing to let the same to the LESSEE;
NOW, THEREFORE, for and in consideration of the foregoing premises and the conditions and stipulations hereinafter set forth, the
LESSOR hereby leases unto the LESSEE the 5th Floor of the Building, described below, under the following terms and conditions:
1. LEASED PREMISES - The premises subject of this Contract (the "Leased Premises") shall consist of a gross area of 1,017 square
meters, of the 5th Floor of the Building, as shown on the sketch plan attached hereto as Annex "A" and made an integral part hereof.
This lease does not extend to the exterior portion of the Leased Premises, nor to the corridors, passageways or hallways, lobbies and the
like, around or adjacent to the Leased Premises, and the painting, posting or affixing of business signs, notices or advertising media (if any
be allowed by prior written consent of LESSOR) in the exterior portions of the Leased Premises shall not be construed as permitting or
effecting an extension of this lease to such portions.
2. TERM OF LEASE - This Contract shall be for a period of three (3) years, commencing on September 19, 2007 and
automatically terminated on September 18, 2010 subject to renewal for another three (3) years, upon such terms and
conditions to be mutually agreed upon by the parties. In case the LESSEE decides not to renew the contract; it must inform
the LESSOR in writing at least sixty (60) calendar days before expiry of the lease term. Should the LESSEE holdover and
remain in possession of the premises after the expiration or its renewal or extension without the LESSOR’S consent, such
holdover or continuous possession shall not be deemed as a renewal of the lease, and the LESSEE shall be obliged to pay a
monthly rent equivalent to one hundred fifty percent (150%) of the basic rent without prejudice to any right of the LESSOR
to file an ejectment suit to compel recovery of the premises and recover whatever damages it may suffer because of unlawful
detainer.
No interruption in the physical possession by the LESSEE for any reason shall serve to extend the term of this lease. The LESSOR
shall be entitled to the immediate recovery of the possession of the Leased Premises upon such automatic termination, without the necessity
of any previous notice or demand, or of any judicial action for ejectment or recession; provided, however, that the continued possession by
LESSEE of the Leased Premises for fifteen (15) calendar days or more after the said automatic termination of this Contract shall never be
interpreted as implied renewal thereof, the provisions of Article 1670 of the new Civil Code to the contrary notwithstanding, and no matter
how long LESSEE may continue the illegal possession of the Leased Premises thereafter, LESSOR shall always retain the right to eject
LESSEE pursuant to the provisions of Sections 38 (a) and 38 (b) herein-below, which sections shall continue to have full force and effect;
provided, finally, that if the LESSEE should persist in occupying the Leased Premises without any valid lease contract in writing after the
expiration or earlier termination of this Contract, then LESSEE shall be liable to pay LESSOR such reasonable value for the use and
enjoyment of said Leased Premises as may be determined by LESSOR in its sole discretion, over and above any damages.
The Parties agree that the Lessee shall be given a two (2) months rent-free fit out period which shall commence on July 19, 2007 until
September 18, 2007, provided that, utilities and Common Area Charges for this period shall be for the exclusive account of the
Lessee. Moreover, during the said fit-out period, the LESSEE, its officers, employees, and agents are permitted t o enter the Leased
Premises for the purpose of renovating the same, provided that improvements to be made on the premises shall be subject to appropriate
permits and licenses and/or approvals by Landev Corporation as administrators of the building.
3 . PRE-TERMINATION OF CONTRACT - Should the LESSEE wish to pre-terminate this Contract of Lease for whatever
reason, the LESSEE shall notify the LESSOR in writing at least sixty (60) calendar days in advance of the pre-termination date, and shall,

simultaneous therewith, pay to the LESSOR a pre-termination penalty in an amount equivalent to one (1) month’s rental.
4. RENTAL -For and in consideration of the use of the Leased Premises, the LESSOR requires the LESSEE and the latter
hereby agree to pay monthly rental, to be paid to the LESSOR’s office address in advance and within the first five (5)
working days of the month. The basic monthly rental of FOUR HUNDRED FIFTY-FIVE THOUSAND SIX HUNDRED
SIXTEEN PESOS & 00/100 (Php 455,616.00), Philippine Currency, inclusive of 12% VAT, Payment shall commence on
the 1 st month of the Lease Term and shall be covered by acceptable post dated checks to be issued by batches of twelve (12)
checks each batch to be issue and submitted on the last month of each year prior to the next year of the lease period, as
follows:
a. Eleven (11) postdated checks for the first (1st) year of the lease period submitted upon signing of the lease contract;
b. Twelve (12) postdated checks for the second (2nd) year of the lease period submitted on the tenth (10) month of the first
(1st) year of the lease contract;
c. Ten (10) postdated checks for the third (3rd) year of the lease period submitted on the tenth (10) month of the second
(2nd) year of the lease contract.
The amount of checks for the 2nd year shall be adjusted accordingly based on the applicable escalation rate for that year. No
rentals shall be recognized as having been paid unless evidenced by an Official Receipt of the Lessor. Neither payment of rentals made by
the Lessee to unauthorized person are to be recognized.
All payments shall be made without the necessity of any previous demand or service of a collector, it being understood that in case
of default, any amount owing shall automatically bear interest at the rate of two percent (2%) per month, plus penalty of two percent (2%)
per month computed from the due date until fully paid, and in addition, LESSEE shall be liable to LESSOR for an additional sum
equivalent to twenty-five percent (25%) of the rentals due and unpaid as attorney's fees in the event of litigation, without prejudice to the
LESSOR's right to terminate this Contract and to eject the LESSEE as hereinafter set forth. Furthermore, and in addition to the foregoing,
in the event LESSEE incurs any delay in the payment of rentals for a period of thirty (30) calendar days or more, the LESSOR shall be
entitled to summarily cut off all electricity, telephone, water and other utility services to the Leased Premises.
The LESSEE shall, upon the execution of this Contract, make a deposit with the LESSOR in amount equivalent to three (3) months rental
amounting to ONE MILLION THREE HUNDRED SIXTY-SIX THOUSAND EIGHT HUNDRED FORTY-EIGHT PESOS &
00/100 (Php 1,366,848.00) Philippine Currency, inclusive of 12% VAT, as advance rental. The said advance rental shall be applicable on
the first and the last months of the lease term.
There would be an escalation rate at ten percent (10%) per annum based on the applicable monthly rental rates, which shall
commence effective on the second (2nd) year of the lease term and every year thereafter until the third (3rd) year.
LEVEL

PERIOD OF LEASE
RATE/SQ.M.
2007 - 2008
Php400.00/sq.m.
2008 - 2009
Php440.00/sq.m.
2009 - 2010
Php484.00/sq.m

RENTAL (VAT exclusive)
Php406,800.00 / month
Php447,480.00 / month
Php492,228.00 / month

5. COMMON AREA CHARGES - In addition to the rent, Lessee agrees to pay, once each calendar month, its proportionate
share of all cost and expenses of every kind and nature as may be paid or incurred by Lessor during the term of this Lease for the Common
Areas, which shall include, but not be limited to, security services, janitorial services, water and electrical charges and other utilities and
services for the Common Areas, right of way charges, management and administrative services and expenses. Lessee’s share will be in
accordance with the schedule of Common Area Charges set forth below.
P 100.00 / sq.m./ month or ONE HUNDRED ONE THOUSAND SEVEN HUNDRED PESOS (P101,700.00)
As the exigencies of the situation may require, reasonable increase in Common Area Charges will be effected upon proper notification of
the parties.
6. SECURITY DEPOSIT - The LESSEE shall, upon signing of this Contract or conformity to the notice of approval whichever
comes earlier, pay the LESSOR an amount equivalent to three (3) months rentals, amounting to ONE MILLION TWO HUNDRED
TWENTY THOUSAND FOUR HUNDRED PESOS & 00/100 (Php 1,220,400.00), Philippine Currency, which deposit shall be
considered and held by the LESSOR as security for the full and faithful observance and performance by the LESSEE of all of the terms,
conditions and provisions of this Contract.
In the event of LESSEE's failure to comply with any of the terms and conditions of this Contract, the LESSOR may, at its option,
appropriate and apply the said deposit or a part thereof as may be necessary to compensate the LESSOR for whatever expense, loss or
damage it may sustain on account of such breach by the LESSEE. The giving of a security deposit to guarantee the payment of rentals
falling due after date does not extinguish or novate the obligation to satisfy the same or impair the right of the LESSOR to terminate and/or
to bring an action for unlawful detainer. Should the entire deposit or any part thereof be appropriated or applied by the LESSOR, whether
for the payment of rental in arrears or other sums due and payable to the LESSOR by the LESSEE hereunder, then the LESSEE shall, upon
written demand by the LESSOR, immediately remit to the LESSOR such amount or amounts as will be sufficient to restore the said deposit
to the sum required to be deposited hereunder, and the LESSEE'S failure to do so within five (5) calendar days after receipt of such demand
shall constitute a breach of this Contract.

If the LESSEE has fully and faithfully complied with all of the terms, conditions and provisions hereunder, all utility bills, common area
and other charges accruing up to and when the LESSEE vacates the leased premises, said security deposit or any remaining portion thereof
shall be returned to the LESSEE within sixty (60) calendar days after LESSEE has actually and permanently vacated the leased premises or
until such time that charges for utilities and common area expenses as well as other miscellaneous charges have been determined and
applied against the security deposit. It is further understood that the deposit shall not earn any interest whatsoever.
7 . UTILITIES - The LESSEE shall pay for its own electricity, water, telephone, air conditioning, telex and other utilities and facilities
used by it in the Leased Premises up to the actual date when LESSEE vacates the Leased Premises, as and when billed t o the
LESSEE. Section 4, second paragraph shall also apply herein.
Any other amount required to be paid by the LESSEE to the LESSOR hereunder shall, if unpaid on its due date, similarly earn interest at
the rate of two (2) percent per month starting from the date of default. Any amount advanced by the LESSOR for and in behalf of LESSEE
with the LESSEE's consent, or without such consent if the advance was made by the LESSOR to protect its own interest, shall become due
and demandable within five (5) calendar days from the date LESSEE is notified in writing by the LESSOR of such amount advanced by
the LESSOR, and shall also earn interest at the rate of two (2%) percent per month from such date until the said amount is fully paid and
settled.
8. FACILITIES AND/OR SERVICES USED IN COMMON - The cost of maintenance of facilities and/or services used in common by
the LESSEES of the Building such as canteen, hallways, comfort rooms, parking spaces and the like shall be borne by all the LESSEES
using their respective proportionate share. Such services may include, but not limited to, janitorial, maintenance, security, electrical,
plumbing and air-con maintenance. The provision of Section 4, second paragraph, shall also apply herein.
9 . USE OF THE PREMISES - The Leased Premises shall be used exclusively by the LESSEE for office purposes
only. LESSEE shall not divert the Leased Premises to any other use without the prior written consent of the LESSOR. It is expressly
agreed that, if at any time during the existence of this lease and without the previous written consent of the LESSOR, the Leased Premises
are used for any other purposes, the LESSOR shall have the absolute right to rescind this Contract in accordance with paragraph 38 hereof.
9. A . FLOOR LOAD - No portion of the Leased Premises shall be loaded in excess of 45.5 kilos (100 pounds) per square foot at the
ground floor, and 36.4 kilos (80 pounds) per square foot on the remaining floors, nor shall any safe or other articles in excess of 221 kilos
(500 pounds) be placed in or removed from the Leased Premises without the prior written consent of LESSOR, which consent shall not be
unreasonably withheld, conditioned or delayed
9. B. SHADES, AWNINGS, SIGNS, ADVERTISEMENTS, ETC. - No shades, awnings, blinds or window guards shall be installed or
used in or about the Leased Premises without the prior written consent of the LESSOR, nor shall any sign, advertisement or notice of any
kind be inscribed, painted, affixed or displayed on any of the windows, doors or any part of the outside of the Leased Premises without the
prior written consent of LESSOR first obtained, which consent, however, shall not be unreasonably withheld.
Only the LESSEES of ground floor office spaces fronting the road, shall be entitled to inscribe, paint, affix or display any such sign,
advertisement or notice; provided, that such signs, advertisements or notices are placed and limited within the area of the ground floor of
the Building.

10. CARE OF EQUIPMENT AND THE LEASED PREMISES a) Any breakdown in, damage to, or non-operation of:
1. Elevators;
2. Emergency power supply system and electrical control station;
3. Air conditioning; and
4. Water pumps;
occasioned by the negligence and/or willful acts of the LESSEE, its employees and agents, visitors or guests shall be chargeable to the
account of the LESSEE.
b) The LESSEE shall, at its sole expense, maintain the Leased Premises in a clean and sanitary condition, free from obnoxious odors,
disturbing noises, or other nuisances. Upon the expiration or earlier termination of this lease, the LESSEE shall surrender and return the
Leased Premises and all its fixtures in good condition, ordinary wear and tear excepted. Any injury or damage to the Leased Premises or the
Building or any part thereof, caused by LESSEE, its employees and agents, guests and visitors, shall be repaired or replaced immediately
by LESSEE at its own expense; provided that, if the LESSEE should fail to do so, the LESSOR may, at its discretion, effect the repair
and/or replacement and charge the cost thereof to the LESSEE.
c ) The LESSEE shall take reasonable precautions necessary to protect the interior of the Leased Premises against damage by storm,
typhoon or like threats. The LESSEE shall also see to it that the Leased Premises are used in a manner that will not disturb the peace and
tranquility of the other tenants of the Building.
11. AIR-CONDITIONING - The centralized air-conditioning facilities in the Floor where the Leased Premises are located will be in
operation from 8:00 A.M. to 5:00 P.M. from Monday to Fridays (exclusive of holidays), and from 8:00 A.M. to 12:00 noon on Saturdays
(also excluding holidays). The cost of maintenance of the centralized air-conditioning facilities shall be borne by the Lessees of the
Building in proportion to their respective floor areas. In the event the LESSEE requests and LESSOR grants the use of the air-conditioning
facilities beyond the regular hours aforestated, the LESSEE shall answer for the additional electricity consumption and cost of additional
usage and maintenance of the facilities as billed by LESSOR; all such charges and costs shall be paid within thirty (30) days from receipt of

the LESSOR's billing.
12.A. OTHER ELECTRICAL APPLIANCES - No additional air-conditioning units other than the centralized air-conditioning system
shall be allowed to be used or installed in the Leased Premises without the written consent of the LESSOR, which consent shall not be
unreasonably withheld, conditioned or delayed.. Except for the usual electrical office equipment or appliances such as electric typewriters,
computers, calculators, photocopying machines, mimeographing machines, telex or fax machines, small refrigerator and small coffee
maker, no other electrical equipment or appliance shall be installed or used in the Leased Premises without the prior written consent of the
LESSOR. The use of gas/electric stoves/ovens for the purpose of cooking food, heating of water o r cooked food, beverages or other
liquids is absolutely prohibited.
12.B. EXTRA ELECTRICAL OUTLETS, ETC. - The installation of additional electric, water, telephone and/or teletype
connections in the Leased Premises shall be for the account and expense of the LESSEE and may be made only after obtaining the written
consent and approval of the LESSOR.
Uniform standard electric fixtures found in the Leased Premises at the commencement of the lease have been supplied by the LESSOR;
thereafter. any replacement thereof shall be at the expense o f the LESSEE and with the prior written consent of the LESSOR which
consent shall not be unreasonably withheld, conditioned or delayed.
13. EMERGENCY GENERATOR SET - The Building is provided with an emergency generator set in case of power failure. Subject to
the written approval of the LESSOR, the LESSEE may avail the use of said generator set by tapping or connecting its electrical devices
with said generator set. The LESSEE shall pay its corresponding proportionate consumption of electricity, including the costs of
installation and maintenance thereof, to the LESSOR.
The emergency generator set facility shall be in operation from 8:00 A.M. to 5:00 P M from Monday to Friday (exclusive of
holidays), and from 8:00 A.M. to 12:00 noon on Saturdays (also excluding holidays). In the event the LESSEE desires to avail of said
facility beyond the aforementioned regular hours, the LESSEE shall make special arrangements with the LESSOR for such extended
availment and inform the latter at least two (2) hours prior to the intended time of extended use, subject to LESSOR's determination as to
whether said facility may be availed of to service the LESSEE'S requirement.
14. DISCLAIMER OF LIABILITY - The LESSOR shall not be held liable by the LESSEE in any manner for the non-operation (due to
breakdown or any other cause) of the emergency generator set, elevators, water pump and/or other facilities of the Building or the Leased
Premises, nor for the failure of electricity or other utilities due to causes beyond the control of LESSOR.
15. TRANSFER OF OWNERSHIP OF BUILDING– In the event ownership of the Leased Premises is transferred to another person or
entity, all the terms and conditions of this Contract shall remain valid and subsisting and shall be binding on the transferee. In such an
event, the parties hereto agree to execute another contract of lease for the remainder of the Lease Period or any extension or renewal
thereof, containing exactly the same terms and conditions as herein contained, to be signed by the transferee of the Building and the
LESSEE.
1 6 .
AREAS OF INGRESS/EGRESS - The external sidewalks, doorways, entries, alleyways, passages, corridors,
stairways, fire escapes and elevators and lobbies of the Building shall not be obstructed nor used by the LESSEE for any other purpose than
ingress to and egress from the Leased Premises or the Building.
17. INFLAMMABLE AND EXPLOSIVE MATERIALS - The LESSEE shall not bring into or store in the Leased Premises or the
Building or any part thereof, any material or thing that is inflammable or explosive in nature, nor install therein any apparatus, machinery or
equipment (except those which may ordinarily or reasonably be used or needed by LESSEE in the pursuit of its business) which may cause
obnoxious odors, pollution, tremors or noise or which may expose the Leased Premises to fire or increase the fire hazard of the Building or
which may tend to increase the insurance rate for the Building, or any other articles which the LESSOR may reasonably prohibit, it being
understood that should the LESSEE violate this provision, it shall be answerable for all damages caused thereby.
18. SUB-LEASE OR ASSIGNMENT OF LEASE - The LESSEE shall not directly or indirectly sub-lease, or assign, transfer, convey or
in any manner encumber his right of lease over the Leased Premises or any portion thereof under any circumstances and in any form
whatsoever; any contract that may be made, or transaction entered into, in violation of this provision shall be null and void. It is expressly
understood and agreed by the parties that the business reputation and financial capacity of the LESSEE as herein represented, and the
nature of the occupancy of the Leased Premises as above restricted and constituted, are special considerations and inducements for the
granting of this lease contract by the LESSOR; consequently, any violation, direct or indirect, of any of the stipulations hereof, including
this provision on the prohibition against sub-lease and assignment of lease, shall automatically and irrevocably terminate this Contract of
Lease from the time such violation occurs. The LESSOR, however, has the absolute and unrestricted right to assign, transfer or otherwise
convey its rights under this Contract in favor of any person, affiliate or subsidiary.
1 9 . JANITORIAL, SECURITY AND OTHER SERVICES - Janitorial, maintenance, security and/or other services in the Leased
Premises exclusively used or enjoyed by the LESSEE shall be the exclusive responsibility of, and for the sole and exclusive account of the
LESSEE, who shall make the necessary arrangements with and pay directly to the parties concerned. Facilities and/or services used in
common by Lessees of the Building shall be paid for by them in proportion to the areas leased by them. Such services may include, but not
limited to, janitorial, maintenance, security, electrical, plumbing and air-con maintenance.
20. TAXES, LICENSES AND PERMITS - The LESSEE hereby agrees to pay all charges, taxes, assessments and impositions which
may, at any time during the lease period, be imposed or charged by the governmental authority in respect of the operation of the LESSEE's
business on the Leased Premises. The LESSEE shall obtain, in its own name, all licenses and permits required for the operation of its
business.

In addition, LESSEE shall be liable to Value Added Tax on all payments made to the LESSOR except when the LESSEE is exempted from
Value Added Tax as attested to by a VAT-Exempt Certificate.
21. GARBAGE RECEPTACLES - The LESSEE shall provide itself, at its own expense and cost, with receptacles which the
Municipal Ordinances and the Ayala Commercial Estate Association or its successors may require to hold and contain waste matter,
garbage and refuse and shall deposit them within the Leased Premises or at such places as may be designated by LESSOR. The garbage
fees assessable against the Building shall be paid by the LESSEES in proportionate share.
2 2 . INSURANCE - The LESSEE shall be responsible for obtaining the appropriate insurance coverage on its properties and
improvements found or located within the Leased Premises.
23.
SECURITY - LESSOR shall provide a 24-hour security detail to police the main
entrance(s) and exit(s) of the Building, but LESSOR shall not in any manner be held accountable or liable for any loss or damage that may
be suffered by the LESSEE in or about the Leased Premises or any part of the Building due to theft, robbery, arson and other
crimes. LESSEE may provide its own security guards for its Leased Premises, but LESSEE shall give prior written notice to the Building
Administrator of the assignment of such security guards, and furnish such details and other information as may be reasonably
requested. The LESSEE shall cause its security guards to (i) coordinate and cooperate fully with the LESSOR's security detail at all times,
and (ii) be subject to the overall supervision and direction of the Building Administrator.
2 4 . DESTRUCTION O F LEASED PREMISES - If the Leased Premises are destroyed in whole or in substantial part by fire,
earthquake or any other cause not attributable to the acts of the LESSEE, its agents and employees, guests, customers or visitors, then this
lease shall ipso facto terminate, and LESSOR shall have no further obligation to LESSEE except to return the unused portion of the paid
rent to the LESSEE within a reasonable period of time, and the latter shall immediately vacate and surrender the Leased Premises to the
LESSOR. In case of minor damage to the Leased Premises due to fire, earthquake or any other cause not attributable to the acts of the
LESSEE, its employees, guests, customers or visitors, the LESSOR shall undertake expeditious repairs of such damage.
2 5 . EXPROPRIATION - In the event that expropriation proceedings involving or affecting the Leased Premises or the Building are
instituted during the period of this lease by any instrumentality of the Government or by any other entity with authority to exercise such
power, either party may rescind this Contract should the Leased Premises become no longer useful for the purposes of this lease, upon
giving t h e other party thirty (30) calendar days' prior written notice thereof. In case of such expropriation, the LESSEE hereby
unconditionally and irrevocably relieves and releases the LESSOR from any and all liability under this Contract, without prejudice to
whatever recourse the LESSEE may have against the expropriating entity on account of damage done or caused to it or its properties.
2 6 . DISTURBANCE OF POSSESSION - Disturbance or discontinuance of the LESSEE's possession of the Leased Premises due to
causes beyond the reasonable control of the LESSOR shall confer no right of any kind to the LESSEE as against the LESSOR.
27. STRIKES, LOCKOUTS AND OTHER LABOR DISPUTES - In the event that, as a result of labor disputes or activities involving
the LESSEE or arising in anyway from the conduct of LESSEE's business, a picket line is established upon the Leased Premises or in the
vicinity thereof, or there is any other activity which, in the judgment of the LESSOR, interferes with or affects the operations of the
LESSOR and the other lessees, the LESSOR may terminate this Contract by advance written notice to the other party. Any extra security
services contracted by the LESSOR by reason of such occurrence(s) shall be for the account of the LESSEE.
28. ABANDONMENT OF LEASED PREMISES - In case the Leased Premises shall be abandoned, deserted or vacated before the
expiration of this lease, or any of the terms and stipulations hereof be violated, the LESSOR shall have the right to enter the same as the
agent or attorney-in-fact of the LESSEE, and the LESSOR shall furthermore have the option to relet the same to any other party without
prejudice to any right of action against the LESSEE.
2 9 . RENOVATIONS, ALTERATIONS, ADDITIONS, OR IMPROVEMENTS - The LESSEE shall not make or introduce any
alterations, renovations, improvements or additions t o the Leased Premises or to the Building without first securing the prior written
consent of LESSOR. LESSOR, however, has the absolute and unqualified right to refuse any request of LESSEE to make or introduce
such alterations, renovations, additions or improvements as do not meet the specifications of, o r are otherwise unacceptable to the
LESSOR. However, the prior consent of the LESSOR shall not relieve the LESSEE from the responsibility of obtaining the relevant
permit from the appropriate governmental authorities; neither will it relieve the LESSEE from full compliance with all Building or Fire
Codes and Regulations. All expenses for any permit and government inspection fee shall be for the LESSEE's own account. The LESSOR
shall have the right to inspect the work during and after completion thereof to assure such compliance.
Upon the expiry or earlier termination of this Contract, all fixed and permanent improvements introduced or made on the Leased
Premises by the LESSEE shall inure to the benefit of, and become the property of the LESSOR without any need to reimburse the cost
thereof to the LESSEE. All apparatus, fixtures and equipment as well as constructions, shelving, and the like, which are not permanently
attached to the Leased Premises or to the Building and which may be removed without damage to the Leased Premises or the Building or
any part thereof, shall remain the property of the LESSEE, to be removed from the Leased Premises upon the expiration or earlier
termination of this Contract, without prejudice to LESSOR's right of retention to defray any and all damage, loss or expense caused by or
unpaid rent due from LESSEE.
3 0 . REPAIRS A N D MAINTENANCE - LESSEE shall, at its own expense, maintain the Leased Premises in good order and
condition. All expenses for replacement of electrical bulbs and for the repair of locks, electrical switches and all other items included in the
Leased Premises, except for damages resulting from structural defects in the Building, shall be for the account of the LESSEE. When the
Leased Premises are returned, these items must be intact and in good working condition.

Breakage of glass materials or other breakable items within the Leased Premises caused by the fault or negligence of LESSEE, its agents,
employees, guests or visitors, shall likewise be for the account of and be paid for by the LESSEE.
Existing electric, plumbing or other service installations in the Leased Premises and the Building shall not be tampered with, changed,
altered or new installations made without the LESSEE first securing the prior written consent of LESSOR.
Damage to any part of the Leased Premises or the Building which may be caused through the malicious or negligent acts of the LESSEE,
its employees, agents, guests or visitors or by persons for whose acts LESSEE is responsible, shall be the liability of and be paid for by the
LESSEE. The repair of the damages caused shall be undertaken by LESSEE thru qualified and/or licensed workmen or contractors at
LESSEE's expense, and in case of failure of LESSEE to undertake immediately such repairs or restoration, the same may be effected by
LESSOR and all expenses incurred therefor shall be charged against and paid by LESSEE within five (5) calendar days from written
demand for payment by LESSOR.
3 1 . ACCESS F O R REPAIRS, ETC. - The LESSEE shall, at all times, provide the LESSOR and its employees, agents and
representatives unhampered access to the Leased Premises for the purpose of carrying out repairs, maintenance, renovation or repainting
works, or of undertaking all works necessary or useful for the preservation, conservation or decoration of the Building or any part
thereof. No compensation or claim shall be allowed against the LESSOR by reason of any inconvenience, annoyance or injury to the
LESSEE'S business that may arise by virtue of the LESSOR undertaking any work covered by this provision.
32. INSPECTION OF PREMISES - The LESSOR's agents and representatives shall have the right to enter the Leased Premises at all
reasonable hours to inspect and examine the same, or at any time whenever necessary, such as in cases of fire or other emergencies, for the
operation, maintenance and/or protection of the Building or its installations, and during the last six (6) months of the lease, to exhibit the
Leased Premises to prospective tenants.
33. RULES, REGULATIONS, ETC. - The LESSEE shall at all times comply with, and shall cause its agents, employees, visitors and
guests to likewise comply with, all rules and regulations which may be promulgated from time to time by the LESSOR or the Building
Administrator, and with all the statutes, laws, ordinances, rules and regulations promulgated by the duly constituted authorities of the local
or National Government relating to the use, occupancy, safety and sanitation of the Leased Premises and of the Building.
34. COMPLIANCE WITH LAWS - In the conduct of its business, the LESSEE shall comply with all laws, decrees, ordinances, rules
and regulations promulgated by the Government of the Republic of the Philippines, its subdivisions, agencies and instrumentalities and
shall indemnify and render the LESSOR free from and harmless against any claims, suits, damages or proceedings arising out of or in
connection with any violation thereof.
35. LIABILITY FOR SUITS, ETC. - The LESSEE shall indemnify and hold the LESSOR free from and harmless against any and all
actions, suits, damages, liabilities, claims, costs and expenses whatsoever arising out of or in connection with the non-compliance by the
LESSEE or any of its agents, employees, guests or customers with the applicable statutes, laws, ordinances, rules and regulations referred to
above.
36. LOSS, INJURY OR DAMAGE TO THIRD PERSONS - The LESSEE hereby assumes full and exclusive responsibility for
any loss, injury or damage to the Leased Premises itself, the LESSEE, its employees, guests, visitors or other individuals, and their
respective properties, while remaining either casually or on business in any part of the Leased Premises from any cause whatsoever and
further binds itself to indemnify and hold the LESSOR free and harmless from any such claim for loss, injury or damage excepting only
where such loss, injury or damage is due solely to the gross negligence or fault of the LESSOR.
37. LESSOR SHALL NOT BE LIABLE NOR RESPONSIBLE a)

For the presence of bugs, vermin, ants, termites and other insects, rodents and pests, if any, in the Leased Premises; but
the LESSEE is required to free the Leased Premises of their presence;
b)

c)

For the failure of water supply, electric current and/or communications systems as well as all other utilities and
facilities in the Leased Premises or the Building due to causes not within the LESSOR's reasonable control;

For any loss, injury or damage caused or occasioned by, or arising from bursting or leaking of plumbing, gas, water
and/or other pipes, or air- conditioning system, or the bursting, leaking destruction of any cistern, tank, wash stand,
water closet, or waste pipe in, above, upon or about the Leased Premises;

d) For any loss, damage or injury arising from the acts or negligence of LESSEE or its agents, employees, representatives or
any and all other persons.
38. TERMINATION OF LEASE - The LESSEE agrees to promptly and peaceably return and surrender the Leased Premises at the
expiration of the term of this lease or its earlier termination, as the case may be, in as good condition as reasonable wear and tear will
permit and without any delay whatsoever, devoid of all occupants, furniture, articles and effects of any kind other than such properties,
alterations, installations, additions or improvements, ownership over which accrues in favor of the LESSOR in accordance with the
provisions of this Contract, without prejudice to LESSOR's right of retention to defray any and all damages caused by or unpaid rent due
from LESSEE.
3 9 . NO WAIVER - The failure of the LESSOR to insist upon a strict performance of any of the terms, conditions, stipulations and
covenants hereof shall not be deemed a relinquishment or waiver of any right or remedy that LESSOR may have nor shall it be construed

as a waiver of any subsequent breach or default of the terms, conditions, stipulations and covenants hereof which shall continue to be in full
force and effect. No waiver by the LESSOR of any rights under this Contract shall be deemed to have been made unless expressed in
writing and signed by the LESSOR.
All remedies granted to the LESSOR under this Contract or elsewhere shall be deemed cumulative and non-exclusive.
40. BREACH OR DEFAULT - (a) The LESSEE agrees that all the stipulations herein shall be deemed essential conditions hereof, and
that if default or breach be made of any such conditions, the LESSOR shall have the absolute and unrestricted right to terminate and cancel
this Contract upon five (5) calendar days' written notice delivered at the Leased Premises or posted on the main door thereof, and in such
event, the LESSEE hereby irrevocably empowers LESSOR, its authorized agents, employees and/or representatives as the LESSEE's duly
authorized attorneys-in-fact, even after the termination, expiration or cancellation of this Contract, with full powers and authority to open,
enter, repossess, secure, enclose, fence or otherwise take full and complete physical possession and control of the Leased Premises and all
its contents without resorting to court action and/or to summarily disconnect electrical, water, telephone and other utility services to the
Leased Premises; LESSEE further agrees to pay the LESSOR the proportional rent, utilities and common area expenses until such time the
LESSEE actually vacates the Leased Premises regardless of the date of termination of this Contract by the LESSOR.
LESSEE furthermore irrevocably empowers LESSOR, its authorized agents, employees and representatives to take inventory and
possession of whatever equipment, furniture, fixtures, articles, merchandise, etc. found in the Leased Premises belonging to LESSEE and to
place the same in LESSOR's custody for safekeeping, charging the LESSEE the corresponding storage fees therefor; that in case LESSEE
fails to claim said items from storage, and simultaneously liquidate any liability with LESSOR within fifteen (15) calendar days from date
of said transfer to LESSOR's custody, LESSOR is likewise hereby expressly authorized and empowered by LESSEE to dispose of said
property/ies in a public sale before a Notary Public of LESSOR's choice and to apply the proceeds thereof to whatever liability and/or
indebtedness LESSEE may have to LESSOR plus reasonable expenses for the same, including storage fees, and the balance if any, shall be
turned over to LESSEE.
LESSEE hereby expressly agrees that any or all acts performed by LESSOR, its authorized agents, employees and/or representatives under
the provisions of this paragraph may not be the subject of any petition for a writ of preliminary prohibitory or mandatory injunction in
court, and that LESSOR and/or authorized agents, employees and representatives shall be free from any civil and/or criminal liability or
responsibility whatsoever therefor.
In case this Contract is terminated or cancelled, whether judicially or extra-judicially, by reason of any default or breach committed by the
LESSEE, the said LESSEE shall be fully liable to the LESSOR for the damages that is sustained by the latter, actual or consequential,
resulting from such default or termination.
(b) JUDICIAL RELIEF - Should the LESSOR be compelled to seek judicial relief against the LESSEE, the latter shall, in addition to any
other damages that may be awarded to the LESSOR, pay an amount equivalent to 30% of the entire amount claimed in the complaint, as
and by way of attorney's fees, which amount shall in no case be less than P 30,000.00, aside from the costs of litigation and the expenses
which the law entitles the LESSOR to recover from the LESSEE.
41. CAPTIONS - The captions appearing in this Contract are inserted only as a matter of convenience and for reference, and in no way
define, limit or prescribe the scope and intent of this Contract or any of the provisions hereof.
4
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SEPARABILITY - The invalidity or unenforceability of any provision hereof shall not affect o r impair the other
provisions which otherwise can be given full force and effect.
43. ENTIRE AGREEMENT - This Contract constitutes the complete and exclusive statement of the terms and conditions of the Contract
of Lease between the parties with respect to the subject matter referred to herein. No statement or agreement, oral or written, made prior to
the execution hereof, and no prior conduct or practice of either party shall vary or modify the written terms and conditions set forth in this
Contract. No alterations, additions or variations of the terms and conditions of this Contract shall be valid unless made in writing and
signed by both parties hereto.
44. NOTICES - ALL notices or demands of any kind of which LESSOR may be required or may desire to serve on LESSEE under the
terms of this lease may be served (as an alternative to personal service) by submitting a copy of such demand or notice or by mailing a copy
thereof to the Leased Premises. Service shall be deemed complete at the time of the leaving of such notice as aforesaid or within five (5)
calendar days from mailing of same. All notices from LESSEE to LESSOR may be served on LESSOR at Jaka 6780 Building
Administration Office or at such other address as LESSOR may in writing designate to LESSEE.
45. VENUES - Venue of all actions, arising from or in connection with this Contract shall be the proper courts of Makati City, all other
venues being expressly waived.
4 6 . BUILDING ADMINISTRATOR - The LESSEE hereby recognizes the authority of the LESSOR to designate LANDEV
CORPORATION, as Property Manager, who shall act as the LESSOR's representative in all matters related to this Contract of Lease. The
LESSEE further recognizes and acknowledges the authority of LANDEV CORPORATION or its duly appointed Building Administrator in
all matters pertaining to this Contract.
IN WITNESS WHEREOF, the parties hereto have caused this instrument to be signed and executed on the date and at the place
first above written.

AVERON HOLDINGS CORPORATION
(Lessor)

MBS TEK Corporation
(Lessee)

By: /s/ Loida C. Papilla

By: /s/ Emelda J. Perez

Loida C. Papilla
Assistant Vice President

Emelda J. Perez
VP, Human Resources

/s/Adeline N. Carbonell
ADELINE N. CARBONELL
Senior Vice President
Head – Asset management Disposition &
Remedial Group

SIGNED IN THE PRESENCE OF:

_________________________

__________________________

ACKNOWLEDGMENT
REPUBLIC OF THE PHILIPPINES )
MAKATI CITY ) S.S.
BEFORE ME, the undersigned Notary Public in and for Makati City this 11 day of October, 2007, personally appeared:
Name

Community Tax Certificate

Loida C. Papil
Adeline N. Carbonell
Emelda J. Perez

Date/Place Issued
01576129
04875172
18353674

Corporate Certificate
Averon Holdings Corp.
MBS TEK Corp.

0620051467

1/12/07 - Manila
3/07/07- Manila
3/2/07–Quezon

Date/Place Issued

07/01/05 – Mandaluyong City

known to me and to me known to be the persons who executed the foregoing instrument, and they acknowledged to me that the same is
their own free and voluntary act and deed.
This instrument pertains to a Contract of Lease covering the 1,017 square meters gross floor area of the entire 5th Floor of JAKA 6780
Building and consists of ______ (__) pages, including this page wherein this acknowledgment is written, as well as the attached Annex
"A", duly signed by the herein parties and their instrumental witnesses.
WITNESS MY HAND AND NOTARIAL SEAL on the date and at the place first above written.
Doc. No. __52___:
Page No. __12___:
Book No. _xx____:
Series of 2007

EXHIBIT 31.1
CERTIFICATION
I, Shane Evangelist, 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: November 13, 2007
/s/ SHANE EVANGELIST
Shane Evangelist,
Chief Executive Officer
(Principal Executive Officer)

EXHIBIT 31.2
CERTIFICATION
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: November 13, 2007
/s/ MICHAEL J. McCLANE
Michael J. McClane,
Chief Financial Officer
(Principal Financial Officer)

EXHIBIT 32.1
CERTIFICATION PURSUANT TO
Rule 13a-14(b) of the Securities Exchange Act of 1934 and 18 U.S.C. §1350,
In connection with the Quarterly Report of U.S. Auto Parts Network, Inc. (the “Company”) on Form 10-Q for the quarter ended
September 30, 2007 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Shane Evangelist, 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: November 13, 2007

/s/ SHANE EVANGELIST
Shane Evangelist
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
Rule 13a-14(b) of the Securities Exchange Act of 1934 and 18 U.S.C. §1350,
In connection with the Quarterly Report of U.S. Auto Parts Network, Inc. (the “Company”) on Form 10-Q for the quarter ended
September 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: November 13, 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.

