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This report contains forward-looking statements that involve risks and uncertainties. Please see the section
entitled “Caution Regarding Forward Looking Statements” under Item 7 of this report for important information
to consider when evaluating such statements.

PARTI
ITEM 1. BUSINESS
CORPORATE BACKGROUND

Founded in March 1997 in Israel, Shopping.com Ltd., offers a better way for consumers to shop online and
offers merchants a better way to sell online. In April 2003, we acquired Epinions, Inc., an online shopping
service specializing in consumer-generated reviews. In October 2003, we changed our name from DealTime Ltd.
to Shopping.com Ltd. We have operations in the United States, the United Kingdom and Israel. Our principal
executive offices are located at 1 Zoran Street (P.O. Box 8393) Netanya 42504, Israel, and the telephone number
there is 972-9-892-1000. Our U.S. headquarters is located at 8000 Marina Boulevard, Fifth Floor, Brisbane,
California 94005, and the telephone number there is (650) 616-6500.

BUSINESS OVERVIEW

Shopping.com is a leading online comparison shopping service, attracting more unique visitors monthly
than any other comparison shopping website. We help consumers make informed purchase decisions by enabling
them to find the items they are looking for, compare products, prices and stores, and buy from among thousands
of online merchants. We gather product and merchant data from across the Internet, organize and structure it into
a comprehensive catalog, and present the resulting information to consumers in a user-friendly interface at our
flagship destination, www.shopping.com, and our consumer reviews website, www.epinions.com. Our service is
free for consumers. We generate revenues from merchants and other listings providers that pay us lead referral
fees when consumers click through to merchant websites from listings on our service.

The Internet is a powerful medium for buying and selling goods and services. Consumers benefit from the
convenience, selection and savings available from shopping online; however, they need help in sorting through
the large volume of information and choices. Merchants benefit from the ability to reach large audiences of
potential customers through the Internet; however, they need help in targeting, measuring and optimizing their
online advertising efforts. Online comparison shopping services have emerged in recent years to address these
difficulties.

We believe that Shopping.com provides consumers with a better way to shop online by enabling them to
find, compare and buy products conveniently and efficiently. We gather data on millions of products from
thousands of sources across the Internet to provide consumers with a single destination for shopping content. We
couple this content with detailed product and store reviews written by contributors to our Epinions website, and
present the results in a user-friendly interface. Consumers use our websites to compare products by brand, price
and store, and by category-specific features, such as comparing digital cameras by megapixel resolution or sofas
by type of material. Consumers also use our websites Store Finder to compare online stores by merchant rating,
product availability, price, and tax and shipping fees. We obtain product and merchant data through automated
feeds, website extraction and licensing arrangements.

We believe that Shopping.com provides merchants with a better way to sell online by enabling them to use
online advertising to target consumers who are actively seeking information on products and services. Our
comparison shopping content and functionality help consumers make informed purchase decisions, generating
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lead referrals that we believe are more likely to result in sales for our merchants. Merchants join our service with
little upfront cost and pay us only when we generate a lead referral or purchase for them. We provide
measurement and optimization tools that enable merchants to manage their advertising campaigns. Merchants use
our online Merchant Account Center to obtain product- and category-specific reports on lead referrals, cost-per-
lead referral, and total marketing spend. Merchants may use our online ROI Tracker to monitor the rate at which
lead referrals convert to sales, and to measure their return on investment. In addition, listings providers such as
Google, Overture and eBay supply merchant listings that we display on our service. In 2002, 2003 and 2004,
Google accounted for approximately 11%, 38% and 42% of our revenues, respectively. For additional
information on listings providers, see page 8 of this report.

Since launching in 1998, we have experienced significant growth in the number of consumers and
merchants using our service. According to industry analyst comScore Media Metrix, in January 2005,
Shopping.com had the largest U.S. audience of any property in the Comparison Shopping category, with 23
million unique visitors. In the same period, Shopping.com was the third-largest multi-category commerce
destination overall, based on unique visitors, behind eBay and Amazon, according to comScore Media Metrix.
During 2004, we generated revenues from 296 million lead referrals with average revenue per paid lead of
$0.309, with our web site covering more than 9 million SKUs.

Industry Background
Online Shopping

Online shopping has established itself as a large and rapidly growing channel for consumers and merchants
to buy and sell goods and services :

We believe that the key forces driving the growth of online shopping are:

Convenience, selection, savings. The Internet offers around-the-clock access to millions of products and
thousands of stores, unlike in-store shopping. It contains shopping information from a wide variety of sources,
including merchant websites, manufacturer websites and other online content providers. Consumers utilize this
convenience, selection and information to save time and money.

Increased broadband penetration. Consumers with broadband connections are at least 50% more likely to
complete an online purchase than those with narrowband connections, according to comScore Networks research.

Performance-Based Advertising

Online advertising has emerged as a widely-used medium for advertisers to reach target audiences.
Traditional advertising, whether online or offline, typically is purchased on a cost-per-impression basis. Online
advertising, however, increasingly is being purchased on a cost-per-referral or cost-per-purchase basis, which is
known as performance-based advertising. We believe that performance-based advertising continues to gain
popularity with advertisers because, unlike impression-based advertising, advertisers pay only for specific
benefits, such as when consumers click through to their websites or transact business on their websites.

We believe that the key forces driving the growth of performance-based advertising are:

Performance-orientation. Performance-based advertising is generally more cost-effective than traditional
impression-based advertising because advertisers pay only for specific benefits, such as lead referrals or
subsequent purchases. In addition, performance-based advertising allows for more precise audience targeting,
because it is typically associated with specific products or services.

Measurable results. The results of performance-based advertising are more measurable than traditional
forms of advertising, because merchants can track consumer click-throughs, purchases and overall return on
investment. In addition, merchants can evaluate the success of their advertising campaigns, modify the targeting
of their listings, and optimize their spending based on results.
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Challenges for Consumers and Merchants

We believe many consumers have not yet been able to take full advantage of online shopping and many
merchants have not yet been able to take full advantage of performance-based advertising. Consumers may be
challenged by the large volume of available unstructured information and the difficulty of comparing product and
service offerings effectively and comprehensively. Merchants may need better access to large numbers of
consumers who are actively shopping for products and services, along with the tools to manage and optimize
their performance-based advertising campaigns.

Our Comparison Shopping Service

Our comparison shopping service enables consumers to find, compare and buy products and services online
conveniently and efficiently, and enables merchants to generate sales cost-effectively from consumers who are
actively shopping.

Benefits for Consumers

Organized and structured information. We gather data from thousands of online sources to provide
consumers with a single destination for shopping content from across the Internet. We prevent information
overload by organizing and structuring content and merchant information with a user-friendly interface. We
believe that this approach enables consumers to shop more efficiently than by visiting retail sites or search
engines.

Consumer-generated reviews. We provide access to more than 1.8 million detailed consumer-generated
product and store reviews, written by the community of contributors to our Epinions website. This community
rates the helpfulness of each review, enabling us to display the most helpful reviews more prominently. We
believe that reviews written by consumers provide a valuable resource for shoppers seeking to evaluate the
advantages and disadvantages of products and stores.

Comparison shopping tools. We facilitate comparison and side-by-side evaluation of products and stores.
Our websites help consumers compare products by general criteria such as brand, price or store, or by category-
specific attributes such as resolution for digital cameras, seating direction for child car seats, or material for
sofas. Our websites also help consumers compare online stores by criteria such as merchant rating, product
availability, price, and tax and shipping fees by zip code.

Benefits for Merchants

Targeted audiences, qualified referrals. We enable merchants to use performance-based advertising to
reach consumers who are actively shopping for their products and services. We believe that our consumers are
attractive potential customers for merchants, because they have used our comparison shopping content and
functionality to educate themselves and make informed product and store decisions. We refer to such click-
throughs as qualified lead referrals.

Ease of use, little upfront cost. We provide proprietary technologies that make it easy for merchants to
advertise their offerings on our service. Merchants join our service at little upfront cost through automated online
enrollment or through our direct sales force. They integrate inventory information into our catalog and keep it
current by submitting the information electronically or allowing us to extract it from their websites. Merchants
can manage their advertising campaigns at category or subcategory levels, rather than managing large lists of
keywords.

Measurement and optimization tools. We supply free tools that enable merchants to target consumers,
measure advertising effectiveness and optimize their spending on our service. Our Merchant Account Center
provides an easy way to obtain product- and category-specific reports on lead referrals, cost-per-lead referral, and




total marketing spend. Our RO! Tracker enables merchants to manage their return on money spent on our service
by monitoring data on the number of lead referrals converted to sales, and the associated revenues and
profitability, on a per-transaction and aggregate basis.

Strategy

Our business objective is to grow profitably while pursuing our mission of helping shoppers everywhere use
the power of information to find, compare and buy anything. We aim to:

¢ Help shoppers make informed purchase decisions;

e Provide a global resource with localization by country;,

e Become the leading destination with comprehensive shopping content;

¢ Enable comparison shopping through structure and organization of data; and

*  Address additional categories of products and services.

Our strategies are as follows:

Enhance product and technology. We believe that continuous improvement of our user experience is
essential to providing the highest-quality service. We intend to develop new features and functionality that will
further help consumers make informed purchase decisions and increase their loyalty to our service. In order to
build the Internet’s most comprehensive catalog of shopping content, we will continue to gather and organize
product and merchant information, and grow our database of consumer-generated reviews. We will refine our
search algorithms and attribute-based navigation tools to enable consumers to find, compare and buy more
quickly and easily.

Increase brand awareness. We believe that heightened awareness of the Shopping.com brand will
increase the number of consumers and merchants using our service. Our goal is to define our brand as the leading
shopping resource for consumers and the leading customer acquisition vehicle for merchants. We plan to
promote our brand primarily through online advertising delivered to consumers when they are researching
purchases. We believe that the best way to increase brand awareness of Shopping.com is to invest in our sites in
order to produce better consumer and merchant experiences that will be spread by word-of-mouth. In addition,
we will use public relations efforts to highlight the benefits that Shopping.com provides to consumers and
merchants.

Broaden merchant services. We believe that providing merchants with free, easy-to-use resources to
target, measure and optimize their online advertising campaigns is essential for our success. We intend to
develop new processes and tools to enable merchants, with minimal effort, to maximize the benefits they receive
from our service. In addition, we will continue to improve our account management functionality to allow
merchants to monitor their online campaigns and manage the effectiveness of their marketing spend.

Expand internationally. Our revenues from U.S. operations were approximately $59.6 million, or 89% of
total revenues, in 2003 and $84.1 million, or 85% of total revenues, in 2004, Our revenues from U.K. operations
were approximately $7.4 million, or 11% of total revenues, in 2003 and $14.9 million, or 15% of total revenues,
in 2004.

‘We believe that the benefits of our service can be extended internationally. We have developed an integrated
technology platform to accommodate delivery of our service in multiple countries, languages and currencies. For
consumers, transparency of merchant, cost and product specifications, will help them take advantage of
differences in prices across borders. Our proprietary technology will enable the management of the necessary
calculations and conversions in order for us to expand internationally. Merchants will benefit from exposure to a
much larger and more diverse market. We intend to expand into France in the first half of 2005 and enter
Germany in the second half of 2005.
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Add categories of products and services. We believe that our service can be applied to a broad range of
retail products and services that have mass market appeal. We intend to use our methods for creating organized
and structured shopping information and consumer-generated reviews in broadening the scope of our offering to
include new categories of products and services.

Our Consumer and Merchant Offerings
Consumer Offering

Our www.shopping.com and www.epinions.com websites provide consumers with information, tools and a
user-friendly interface that make it easy to find, compare and buy products and services in hundreds of categories
from thousands of merchants. All of our pages have an organized layout, and easy-to-access search and browse
navigation capabilities.

Search and browse. Consumers can search or browse to find items on our service. We prominently display
a search box at the top of every webpage. To search, consumers simply type in product names (such as
“television,” “merlot wine” or “shoes™), brands (such as “sony,” “lego” or “prada”) or a combination (such as
“canon printer” or “kitchenaid toaster”). Consumers can also browse through our product catalog by clicking on
one of our 18 top-level product and service categories and following through to one or more of our more than
300 specific subcategories. Examples of our categories and subcategories are as follows:

Top-Level Categories Subcategories Top-Level Categories Subcategories

Clothing and Accessories Women’s, Men'’s, Kids and Family Car Seats, Strollers,
Shoes Toys

Computers and Software Laptops, PDAs, Movies Action and Adventure,
Printers Drama, Comedy

Electronics Digital Cameras, Music New Releases, Jazz,
Audio, Video Pop & Rock

Gifts Flowers and Plants, Office Copiers, Fax Machines,
Wine Supplies

Health and Beauty Fragrances, Nutrition, Sports and Outdoors Cycling, Personal
Shavers Fitness, Golf

Home and Garden Appliances, Furniture, Travel Car Rentals, Hotels,
Kitchen Luggage

Jewelry and Watches Necklaces, Rings, Video Games Consoles, PS2 Games,
Watches Xbox Games

Narrowing product choices. Consumers use our website to narrow product choices by the specific criteria
that match their needs. Consumers can narrowing their product search by price range, brand and various
category-specific attributes such as comparing strollers by weight, digital cameras by megapixel resolution, or
video games by platform.

Comparing products. Once consumers have narrowed the set of products they are considering, they can
compare them in a side-by-side format on the basis of relevant criteria. Evaluation criteria might include product
specifications, reviews, price and image. Consumers can generate customized side-by-side comparisons by
selecting two or more products and clicking the “Compare Products” button.

Product reviews. Consumers can access our more than 1.8 million product reviews written and rated by
members of our Epinions community. Reviews include an overall rating (on a 5-star scale) as well as category-
specific ratings (e.g., comparing televisions by picture quality, comparing vacuum cleaners by durability).
Reviews are typically more than 250 words in length and include product pros and cons, date written, and



background information on the review’s author. Members of the Epinions community, rather than our employees,
write and rate all reviews based on their helpfulness to shoppers. Our sorting algorithm displays highly-rated
reviews more prominently, making them more likely to be read by consumers.

Epinions community. The Epinions community is comprised of consumers who have chosen to become
members of our www.epinions.com website and share their shopping experiences in the form of product and
store reviews. Many community members receive nominal payments for writing and rating, and membership is
open to all users of Epinions.

Comparing prices and stores. Once consumers select products, they can compare prices and stores
through our website’s Store Finder, which displays columns of information such as store rating, availability and
price. Consumers can receive personalized information about tax and shipping charges by entering their zip
codes. Once consumers select a specific product and store, they can click on a “Buy It” link, which takes them
directly to the relevant merchant’s product page, where they can complete the purchase.

The listing order of relevant merchant offers in our Store Finder is determined by a combination of the lead
referral fee paid to us, product price and store rating. The first three merchant listings are ordered solely by lead
referral fee paid to us. All subsequent listings are ordered by a combination of lowest product price and
trustworthiness of store, irrespective of the lead referral fees paid to us by these merchants.

Trustworthiness of stores is determined by ratings submitted by consumers. We award the distinction of
“Trusted Store” to those merchants that possess outstanding store ratings, excellence in customer service, and
consumer-friendly policies and practices. Trusted Stores receive preference in listing order, and the Trusted Store
with the lowest product price earns an additional designation, “Smart Buy.” In addition, to expand the store
options for consumers, we provide a “Featured Resources” section on our service where consumers can click
through to links provided by Google, Overture and eBay, our listings providers.

Detailed store ratings. To assist in store selection and gauge trustworthiness of stores, we provide
shoppers with access to our detailed consumer-generated store ratings. Stores are rated on overall satisfaction,
on-time delivery and customer service levels. Each store rating also includes a description of that reviewer’s
shopping experience with the merchant and indicates whether or not the reviewer would buy from the store
again.

Cash back program. Consumers may choose to participate in our cash back program, which we launched
in September 2004, under which we will pay them a percentage of the purchase price of products they buy from
participating merchants on our site. The cash back amounts vary by merchant and by product, and generally
range from 1% to 3% of the purchase price. We send checks on a quarterly basis to participating consumers with
more than $5 in their cash back accounts.

Merchant Offering

Our technologies for merchant enrollment, product submission, pricing and results tracking, coupled with
our customer service program, make it easy for merchants to advertise their products on Shopping.com.

Joining our service. Merchants can join our service through automated online enrollment or through our
direct sales force. Merchants provide us with their company name and URL, primary contact information and a
refundable credit card deposit. Merchants who have questions during the process can access live help for
personal service through online chat or email. The commitment for merchants is minimal, because there is little
upfront cost and they can cancel at any time.

Submitting product listings. Merchants can easily integrate their product listings onto our service. They
can either provide us with their own product listing feed or pay us to build a customized crawler that can extract
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product listings directly from their website. We charge merchants $300 to create a custom crawler, and $20 per
month to update their product listings automatically on a daily basis.

Managing payment. Merchants who meet our credit criteria are offered standard credit terms. Other
merchants pay us deposits through credit cards or by check. Payment for each lead referral is deducted from their
deposits until the account reaches a zero balance, at which point their product listings are automatically removed
from our service until another deposit is made. .

Managing cost-per-lead referral. We determine minimum prices per lead referral by category and
subcategory. These. minimums currently range from $0.05 to $1.00 per lead referral. Merchants may choose to
increase the amount they are willing to pay, which may heighten the prominence of their listings on our service.
We allow merchants to set the maximum cost-per-lead referral that they are willing to pay in a subcategory, yet
they pay either the subcategory minimum lead referral amount, or no more than $0.01 over the bid of the next
highest merchant in that subcategory, depending on the pricing model implemented in that subcategory. At any
time, merchants can change their cost-per-lead referral on our Merchant Account Center, with changes taking
effect within minutes.

Tracking leads and sales. Merchants can use our free software tools to measure and optimize their
marketing expenditures on our service. They can monitor lead referrals per day, view their billing history, change
their cost-per-lead referral and make other adjustments to their account. Our ROI Tracker helps merchants
determine which leads are most profitable to improve their return on their marketing expenditures. Merchants can
also use our free survey tool to collect feedback from consumers who purchase on their websites.

Customer service. When merchants sign up for our service, they are contacted via email or telephone by
our merchant support team. For larger merchants, our merchant services team provides ongoing personalized
service to assist them with integration into our service and to help them manage the effectiveness of their
marketing expenditures.

Sales and Marketing

We focus our marketing efforts on acquiring and retaining consumers, while we focus our sales efforts on
acquiring and retaining merchants. These efforts are interdependent, because attracting more consumers increases
our appeal to merchants, and attracting more merchants increases our appeal to consumers.

Consumer Marketing

Advertising and public relations. We purchase performance-based advertising from search engines and
other websites to expose our brand to consumers who are researching purchases. This advertising principally
consists of keyword-based purchases, generally pursuant to contracts that we may terminate on 30 days’ notice.
We continually monitor our campaigns and adjust them to achieve better results. In addition, we engage in public
relations outreach that highlights the convenience and savings shoppers can achieve by using our service. On
occasion, we have supplemented these efforts with selective offline advertising, primarily in television and radio
media.

Distribution. We enter into distribution agreements with companies that wish to feature some of our
comparison shopping content on their websites. Examples include co-brand relationships (portals and content
sites such as Earthlink and PC Magazine, for which we build and host partner-branded shopping sites),
application programming interface, or API, companies (e.g., AT&T and AOL’s -Compuserve and Netscape
websites, to which we deliver comparison shopping content for integration into its sites), and other companies
(smaller websites that are seeking to monetize their traffic, to which we offer self-service integration of our
content). We either pay these companies a cost-per-click fee, or share the revenues we charge our merchants
when consumers link from these distribution partner website to a merchant website.

7




Retention. We aim to retain consumers who visit our service by providing: easy and effective search and
navigation tools; broad product selection and merchant coverage; accurate, current and detailed product, price
and store information; comprehensive and trusted user ratings and reviews; and easy-to-use product and
merchant comparison tools.

Merchant Sales

Merchant enrollment, Large merchant customers are contacted and enrolled by our direct sales force.
Smaller merchant customers learn of our service through our consumer-oriented marketing efforts, trade-oriented
public relations and attendance at industry trade shows, and enroll though our self-service interface. We also
work with advertising agencies and merchant recruiters to add merchants.

Listings providers. We provide supplemental shopping information to consumers through additional
merchant listings provided by Google, Overture and eBay in the “Featured Resources” section on our service.
Under our agreements with Google, we display listings from its advertisers on our service. When consumers
click through on these listings, they are sent directly to the relevant Google advertiser. Google pays us for these
lead referrals based on a share of its charges to its advertisers. Google accounted for 38% of our revenues in 2003
and 42% of our revenues in 2004. eBay pays us a fee each time we send a lead referral to their website. These
listings provide consumers with supplemental merchant links, particularly in categories where we do not have a
large number of participating merchants.

Unpaid listings. We also include on our service merchants that do not compensate us for listing their
products. We provide these free listings principally to enhance the consumer experience in those categories
where we have insufficient coverage from other sources.

Technology

We have devoted more than six years to developing proprietary software specifically designed for
comparison shopping. We believe that the quality of our technology gives us an advantage over our competitors
and we intend to continue developing this proprietary software. As of December 31, 2004, 202 of our 310
employees were engaged in research and development. Our research and development expenses were $4.6
million, $7.1 million and $10.7 million in 2002, 2003 and 2004, respectively.

Our technology has five distinct tiers of software—content acquisition, content normalization, search and
presentation, client service interface and internal business metrics.

Content acquisition. Our software gathers detailed, up-to-date information on millions of product
offerings from thousands of merchants. The key processes in this content acquisition tier are: self-service feed
uploading (a web-based system that merchants use to provide product offers they wish to make available on our
service); automated site scraping (scripts that enable us to extract data directly from merchant websites); product
image, specification and attribute mining (processes for recording detailed product information relevant to each
product category); and consumer review generation and quality control (a self-managing community that writes
and rates reviews).

Content normalization. Our algorithms transform unstructured data acquired from multiple sources into
structured information organized into our product catalog, which is one of our core assets. The key processes in
this content normalization tier are: category mapping (classifying product data from different merchants into the
category structure that we use in our catalog); product mapping (associating discrete offers from different
merchants, including price, shipping cost and availability, with specific product names); and attribute mapping
(connecting product images, specifications and other attributes, and consumer reviews to specific products).

Search and presentation. Our search and presentation software enables consumers to find items in our
product catalog using keywords and feature-based browsing, and to compare prices, specifications and reviews.
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We attempt to minimize the number of clicks needed for consumers to access relevant shopping information by
using business logic algorithms. These algorithms include: attribute-based search (enabling users to narrow down
products by product characteristics); synonyms and spellchecking (allowing us to display relevant product offers
in response to alternative words or spellings); skipping (using popularity data to direct a consumer to a specific
product or category page, bypassing the winnowing process); and sorter confidence (ranking results based on
algorithmic-based determination of their relevance). To maximize search speed, we have configured a farm of
servers, queried in parallel, which can be extended to accommodate a higher volume of shopping requests.

Client service interface. Our proprietary client service interface software facilitates our communications
with our merchant customers and our distribution partners. For merchants, our Merchant Account Center and
ROI Tracker enable self-enrollment, prominence management, revenue and cost tracking and payment. Our
Shopping.com API and Partner Resource Center are specifically designed to enable companies with which we
have distribution agreements to integrate our content onto their websites, track their revenues and optimize their
results.

Internal business metrics. We have developed proprietary data warehouse software for capturing and
reporting our business metrics along many dimensions. For example, we collect data on consumer visits to our
websites and outgoing lead referrals to our merchant customers, by traffic source and category destination, as
well as our associated revenues and acquisition costs.

We have designed our technologies to accommodate planned growth in number of consumer visits and
product offers, with little additional effort other than adding servers and other hardware. We have configured our
technology infrastructure to minimize downtime in the event of any failure. We have employed industry-standard
distributed architecture, incorporating separate, redundant server farms for each of the technology tiers in our
system. Our primary server farm operates from a hosting services site in lower Manhattan in New York, and our
Epinions website is operated from a second server farm in San Jose, California. Our server farms are provisioned
with Intel-based hardware, typically mid-level servers incorporating Pentium 4 Xeon processors, with the
exception of our database servers, which incorporate Sun Microsystems hardware Networking and load
balancing requirements are provisioned mostly using Cisco Systems hardware.

Competition

The business of providing comparison shopping services is highly competitive. We compete for both
consumer and merchant users of our service. These efforts are interdependent, because attracting more
consumers increases our appeal to merchants, and attracting more merchants increases our appeal to consumers.

We compete for consumers on the bases of brand recognition, coverage of products and merchants, quality
of information and ease of use. We compete for merchants on the bases of the quantity of lead referrals, the
likelihood that those lead referrals will convert into purchases, our ability to help merchants measure the results
of their advertising on our service, and our ability to help them optimize their marketing expenditures on our
service. Any service that helps consumers find, compare or buy products and services is a competitor to us.

Our most direct competition comes from several companies that focus exclusively on providing comparison
shopping services. In this group, our principal competitors are Shopzilla, mySimon, NexTag and PriceGrabber in
the United States, and Kelkoo in Europe (which was acquired by Yahoo! in 2004). We believe that many of these
companies have specific competitive advantages over us. For example, Shopzilla specializes in merchant reviews
and PriceGrabber specializes in computers and consumer electronics categories. However, we believe our large
volume of consumers and merchants, breadth of product and service offerings, high-quality consumer-generated
reviews, and organized and structured shopping experience provide us with competitive advantages over these
companies.

We also face competition from search engines and portals, which serve as origination websites for
consumers to find products. They have large volumes of visitors, consumers and merchants, established brand
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recognition, loyal users, and significant personnel and financial resources at their disposal. We rely on search
engines for a-substantial portion of the consumers visiting our websites. Yahoo! provides a service similar to ours
and Google operates a search engine for finding products for sale online called “Froogle.” We believe our
exclusive focus on comparison shopping provides us with competitive advantages over these companies.
However, Google could decide in the future that it prefers not to do business with us due to the competitive
nature of Froogle and Shopping.com.

We also face indirect competition from online retailers. Typically, online retailers serve as destination
websites from which consumers directly buy products, but have limited comparison shopping functionality.
However, they are skilled at building customer loyalty and generating repeat business. Consumers may bypass
our service in favor of going straight to retailer websites. This risk is compounded because several of these online
retailers, such as Amazon.com and eBay, are also our customers. We believe that the comprehensiveness of our
service, and its focus on the comparison of products, prices and stores, provides us with competitive advantages
over these companies. :

Intellectual Property :

Protecting our proprietary rights, such as our brand and our proprietary technologies, is critical to building
consumer loyalty and attracting and retaining merchant customers. We seek to protect our proprietary rights
through a combination of copyright, trade secret, patent and trademark law and contractual restrictions, such as
confidentiality agreements and proprietary rights agreements. We enter into confidentiality and proprietary rights
agreements with our employees, consultants and business partners, and generally control access to and distribution
of our proprietary information. Despite our efforts to protect our proprietary rights, unauthorized parties may
obtain and use our intellectual property, and we cannot be certain that the steps we have taken will prevent
misappropriation or confusion among consumers and merchants. If we are unable to procure, protect and enforce
our intellectual property rights, then we may not realize the full value of these assets, and our business may suffer.

We currently have several registered and unregistered trademarks and service marks in the United States
and other countries, and no patents. We have filed patent applications in the United States, and applications to
register our other trademarks and service marks in the United States and internationally, including the name
Shopping.com. There is no assurance that our patent and trademark applications will result in the issuance of any
valid patents or additional registered trademarks.

In addition to our registered trademarks and service marks, we currently own a number of Internet domain
names, including shopping.com, epinions.com and dealtime.com. We are aware that domain names similar to
shopping.com have been registered in the United States and elsewhere and that in some countries the top level
domain name ‘“‘shopping” is owned by other parties. The acquisition and maintenance of domain names are
generally regulated by governmental agencies and their designees. As a result, we might not be able to acquire or
maintain our domain name in all of the countries in which our service may be accessed. Furthermore, the
relationship between regulations governing domain names and laws protecting trademarks and similar
proprietary rights is unclear. We might not be able to prevent third parties from acquiring domain names that
infringe or otherwise decrease the value of our trademarks and other proprietary rights.

Employees

As of December 31, 2004, we had 310 employees, of whom approximately 200 were full-time and
approximately 110 were part-time. We believe our relations with employees are good.

Available Inforn:)ation

We are required to file annual, quarterly and special reports, proxy statements and other information with
the Securities and Exchange Commission. Investors may read and copy any document that we file, including this
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Annual Report on Form 10-K, at the SEC’s Public Reference Room at 450 Fifth Street, N.-W. Washington, D.C.
20549. Investors may obtain information on the operation of the Public Reference Room by calling the SEC at
1-800-SEC-0330. In addition, the SEC maintains an Internet site at www.sec.gov that contains reports, proxy and
information statements, and other information regarding issuers that file electronically with the SEC, from which
investors can electronically access our SEC filings.

We make available free of charge on or through our website (www.shopping.com), our Annual Reports on
Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and amendments to those reports
filed or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act, as amended, as soon as reasonably
practicable after we electronically file such material with, or furnish such material to, the SEC. The information
on our website is not, and shall not be deemed to be, a part of this Annual Report on Form 10-K or incorporated
into any other filings we make with the SEC.

ITEM 2. PROPERTIES

We maintain research and development facilities in approximately 12,000 square feet of space at 1 Zoran
Street, Netanya, Israel, under a lease that expires on May 31, 2005. We have an option to extend this lease
through May 2007. Our U.S. subsidiary, Shopping.com (California), Inc., maintains offices in approximately
37,000 square feet of space at 8000 Marina Boulevard in Brisbane, California under two leases, one that expires
in April 2007 and one that expires on December 31, 2009. We have options to extend the lease expiring in April
2007 through December 31, 2009, and the lease expiring December 31, 2009 through December 14, 2014. Our
subsidiary in the United Kingdom maintains its offices at Centro 3, Mandela Street in London, England under a
lease that expires on December 13, 2014. We have an option to terminate this lease on December 13, 2009. In
addition, we have a lease in the United Kingdom that we recently vacated at Greater London House, Hampstead
Road in London, England under a lease that expires on October 24, 2007. In accordance with this lease, we have
exercised our option to terminate the lease early effective October 24, 2005. We believe that our facilities are
sufficient to meet our needs for the next 12 months.

ITEM 3. LEGAL PROCEEDINGS

On January 19, 2005, a group of former holders of shares of Epinions, Inc. common stock filed a lawsuit in
Superior Court of the State of California, County of San Francisco, against Nirav Tolia, our former Chief
Operating Officer, a former member of our board of directors, certain members of our board of directors who
formerly were members of the Epinions board of directors, certain former holders of Epinions preferred stock,
some of which are our significant shareholders and us. Among other things, plaintiffs claim that they were
damaged by alleged misrepresentations and failures to disclose material information, as well as breaches of
fiduciary duties in connection with our April 2003 acquisition of Epinions. The acquisition was consummated
following a faimess hearing before the California Department of Corporations and approval by substantial
majorities of the Epinions preferred and common stock. As a result of the acquisition, holders of Epinions
preferred stock received shares of our preferred stock and certain Epinions employees that we hired received
options to purchase our ordinary shares. The Epinions common stock was cancelled without consideration as part
of the acquisition. The plaintiffs are seeking rescission of the acquisition or, in the alternative, to be paid
damages. The plaintiffs are also seeking to recover punitive damages and to impose a constructive trust on
misappropriated property, among other remedies. We believe that the allegations of this lawsuit are without merit
and we intend to defend vigorously against this matter.

Also, we are involved, from time to time, in various legal proceedings arising from the normal course of
business activities. Although the results of litigation and claims cannot be predicted with certainty, we do not
expect resolution of these matters to have a material adverse impact on our consolidated results of operations,
cash flows or financial position. However, an unfavorable resolution of a matter could, depending on its amount
and timing, materially affect our future results of operations, cash flows or financial position in a future period.
Regardless of the outcome, litigation can have an adverse impact on us because of defense costs, diversion of
management resources and other factors.
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ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

We held an Extraordinary General Meeting of Shareholders on January 28, 2005. The only matter voted
upon at the meeting was the election of two Class IIT external directors to serve until the 2007 Annual General
Meeting of Shareholders. At the meeting, Alex W. “Pete” Hart and Elizabeth Cross were elected as Class III
external directors by the following votes:

Shares Shares Shares Shares Broker

Name ’ For Against Abstaining Withheld Non-Votes
Alex W.“Pete”Hart . ............ ..o 20,640,063 —_— —_ 38,241 —
Elizabeth Cross . . oo vvi et et e e e 20,639,568 — — 38,736 —

Our board of directors consists of nine members and is divided into three classes, with each class consisting
of two or more members and each class serving staggered three-year terms The term of the Class I directors, who
are currently Michael Eisenberg, John Johnston and Reinhard Liedl will expire at the 2005 Annual General
Meeting of Shareholders. The term of the Class II directors, who are currently Daniel Ciporin and J. William
Gurley, will expire at the 2006 Annual General Meeting of Shareholders. The term of Class III directors, who are
currently Elizabeth Cross, Alex W. “Pete” Hart, Ann Mather and Lorrie Norrington will expire at the 2007
Annual General Meeting of Shareholders.
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PARTII

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES.

Market information for Ordinary Shares

Our ordinary shares are traded on the Nasdaq National Market under the symbol “SHOP.” The following
table sets forth the high and low sales price per share of our ordinary shares, for the period indicated.

High Low
Fiscal year ended December 31, 2004
Fourth Quarter™® . ... ... e $35.62 $22.92

* Qur ordinary shares began publicly trading on October 26, 2004, the date of our initial public offering.

The closing sale price of our ordinary shares on the Nasdaq National Market was $16.35 on March 1, 2005.

Shareholders

On March 1, 2005, there were 212 holders of record of our ordinary shares. However, because many of our
shares are held by brokers and other institutions on behalf of shareholders, we are unable to estimate the total
number of shareholders represented by these record holders.

Dividends

We have never paid a cash dividend on our ordinary shares and do not anticipate paying any cash dividends in
the foreseecable future. Under Israeli law a company may distribute a cash dividend only to the extent of the greater
of retained earnings, or eamnings over the two most recent fiscal years, provided that the company reasonably
believes that the dividend will not render it unable to meet its current or foreseeable obligations when due.

Recent Sales of Unregistered Ordinary Shares

From September 30, 2004 through December 31, 2004, we issued an aggregate of 44,287 ordinary shares to
certain of our employees and former employees upon exercise of stock options granted under our 2003 Omnibus
Stock Option and Restricted Stock Incentive Plan, with exercise prices ranging from $1.00 to $6.00. We realized
$163,213 of gross proceeds in connection with the issuance of these ordinary shares. The sales of these ordinary
shares were determined to be exempt from registration under the Securities Act as determined in reliance upon
Rule 701 promulgated under Section 3(b) of the Securities Act, as transactions under compensation benefit plans
and contracts relating to compensation as provided under Rule 701. The recipients of securities in each transaction
represented their intentions to acquire the securities for investment only and no