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Re: 	 UCN, Inc. 0 
Application for Authority to Provide Alternative Local Exchange 
Service Within the State ofFlorida 

Ladies and Gentlemen: 

On behalf ofUCN, Inc. ("UCN"), transmitted herewith is an original plus six 
(6) copies of its Application for Authority to Provide Alternative Local Exchange 

Services Within the State of Florida. Also enclosed is a check in the amount of 

$250.00 for the fee associated with this filing, 


An additional copy of this letter is also enclosed, to be date-stamped and 

returned in the postage-prepaid envelope provided. 


Should there be any questions regarding this filing, kindly contact the 

undersigned. 


Respectfully submitted, 

an S Marashl' an 
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AP P 1, I CAT I 0 N 

I. 

2. 

3. 

This is an application for (check one): 

( X ) Original certificate (new company). 

( ) Approval of transfer of existing certificate: Example, a non-certificated 
company purchases an existing company and desires to retain the original 
certificate of authority. 

( ) Approval of assignment of existing certificate: Example, a certificated 
company purchases an existing company and desires to retain the certificate 
of authority of that company. 

( ) Approval of transfer of control: Example, a company purchases 51% of a 
certificated company. The Commission must approve the new controlling 
entity. 

Name of company: 

UCN, Inc. 

Name under which the applicant will do business (fictitious name, etc.): 

UCN, Inc. 

4. Official mailing address (including street name & number, post office box, city, 
state, zip code): 

14870 South Pony Express Road, Bluffdale, UT 84065 

FORM PSClCMU 8 (1 1/95) 
Required by Commission Rule Nos. 25-24.805, 
25-24.81 0, and 25-24.81 5 



5. Florida address (including street name & number, post office box, city, state, - 
zip code): 

NRAI Services, Inc. 
526 E. Park Avenue 
Tallahassee. FL 32301 

6. Structure of organization: 

( ) Individual 
( X ) Foreign Corporation 
( ) General Partnership 
( )Other 

( ) Corporation 
( ) Foreign Partnership 
( ) Limited Partnership 

7. If individual, provide: 

Name: 

Title: 

Address: 

City/State/Zi p: 

Telephone No.: Fax No.: 

I n terne t E-M a il Address : 

Internet Website Address: 

8. If incorporated in Florida, provide proof of authority to operate in Florida: 

(a) The Florida Secretary of State corporate registration number: 

FORM PSC/CMU 8 (I 1/95) 
Required by Commission Rule Nos. 25-24.805, 
25-24.810, and 25-24.81 5 



9. If foreign corporation, provide proof of authority to operate in Florida: 

(a) The Florida Secretary of State corporate registration number: 

See Exhibit A for Certificate of Authority. 

I O .  If usinq fictitious name-dlbla, provide proof of compliance with fictitious name 
statute (Chapter 865.09, FS) to operate in Florida: 

(a) The Florida Secretary of State fictitious name registration number: 

I I. If a limited liability partnership, provide proof of registration to operate in 
Florida: 

(a) The Florida Secretary of State registration number: 

12. If a partnership, provide name, title and address of all partners and a copy of 
the partnership agreement. 

Name: 

Title: 

Add ress : 

C i tyK t atelZi p : 

Telephone No.: Fax No.: 

Internet E-Mail Address: 

Internet Website Address: 

13. If a foreiqn limited partnership, provide proof of compliance with the foreign 
limited partnership statute (Chapter 620.q 69, FS), if applicable. 

(a) The Florida registration number: 

14. Provide F.E.I. Number(if applicable): 87-0528557 

FORM PSCICMU 8 (1 1195) 
Required by Commission Rule Nos. 25-24.805, 
25-24.81 0, and 25-24.81 5 



I5  Indicate if any of the officers, directors, or any of the ten largest stockholders 
have previously been: 

(a) adjudged bankrupt, mentally incompetent, or found guilty of any felony or of any 
crime, or whether such actions may result from pending proceedings. Provide 
explanation. 

NO. 

(b) an officer, director, partner or stockholder in any other Florida certificated 
telephone company. If yes, give name of company and relationship. I f  no longer 
associated with company, give reason why not. 

16. Who will serve as liaison to the Commission with regard to the following? 

(a) The application: 

Name: Jonathan S. Marashlian, Esq. 
Title: Regulatory Counsel 
Address: The Helein Law Group, LLLP, 8180 Greensboro Drive, Suite 700 
CitylStatelZip: Mclean, Viginia 22 102 

Telephone No.: 703-714-1 31 3 
Internet E-Mail Address: ism@thlqlaw.com 
Jnternet Website Address: www.thlglaw.com 

Fax No.: 703-714-1 330 

FORM PSC/CMU 8 (I 1/95) 
Required by Commission Rule Nos. 25-24.805, 
25-24.81 0, and 25-24.81 5 



(b) Official point of contact for the ongoing - operations of the company: 

Name: Kirnm Partridge 
Title: Corporate Secretary 
Address: A4870 South Pony Express Road 
City/State/Zip: Bluffdale, UT 84065 
Telephone No.: 866-541-0000 Fax No.: 866-800-0007 

Internet E-Mail Address:+ kimm.partridge@ucn.net 
I n te rn et We bsi te Add ress : www . u cn . net 

(c) Complaintdlnquiries from customers: 

Same as (b), above. 

47. List the states in which the applicant: 

(a) has operated as an alternative local exchange company. 

None 

(b) has applications pending to be certificated as an alternative local exchange 
company. 

UCN has pending applications filed in California, New York, New Jersey, and 
Texas. 

UCN is preparing and will file applications in the following additional states 
within the next 12 months: 

Alabama, Arkansas, Arizona, Colorado, Connecticut, the District of Cotumbia, 
Delaware, Georgia, Hawaii, Iowa, Idaho, Illinois, Kansas, Kentucky, Louisiana, 
Massachusetts, Maryland, Michigan, Minnesota, Missouri, Mississippi, 
Montana, North Carolina, North Dakota, Nebraska, New Hampshire, New 
Mexico, Nevada, Ohio, Oklahoma, Oregon, Pennsylvania, Rhode Island, South 
Carolina, South Dakota, Tennessee, Utah, Virginia, Vermont, Washington, 
Wisconsin, West Virginia, and Wyoming. 

(c) is certificated to operate as an alternative local exchange company. 

None 

(d) has been denied authority to operate as an alternative local exchange 
company and the circumstances involved. 

No state has denied Applicant authoritv to operate 
FORM PSCICMU 8 (I 1/95) 
Required by Commission Rule Nos. 25-24.805, 
25-24.81 0, and 25-24.81 5 



(e) has had regulatory penalties imposed for viotations of telecommunications 
statutes and the circumstances involved. 

No state has imposed reaulatory penalties on Applicant for violations of 
telecommunications statutes 

(f) has been involved in civil court proceedings with an interexchange carrier, 
local exchange company or other telecommunications entity, and the 
circumstances involved. 

Applicant has not been involved in anv civil court proceedings with any 
telecommunications entitv 

18. Submit the following: 

A. Managerial capability: give resumes of employees/officers of the 
company that would indicate sufficient managerial experiences of each. 

Applicant is well-qualified managerially and technically to provide facilities-based 
and resold communications services in Florida. 

UCN’s President, Paul Jarman, first came to the Company in April 1997. Mr. 
Jarman has served as an officer of UCN during the past five years, first as an Executive 
Vice President and as President since December 2002. In his capacity as President, Mr. 
Jarman is responsible for all facets of UCN’s operations. Mr. Jarman came to UCN from 
HealthRider, where he was employed from March 1994 to August 1996, first as Texas 
Regional Manager for 15 retail locations, then Western Area Manager in charge of 95 
retail locations, and finally Acting Director of Retail Operations managing 250 retail 
locations. In August I 996, Mr. Jarman moved to HealthRider’s marketing department as 
the Director of New Product Development, where he served until April 1997. 

After successfully guiding UCN’s acquisition and integration of valuable technology 
and customer base assets, beginning in 2002 with UCN’s purchase of Touch America, 
Inc.’s long distance customer base, on September 29, 2004, UCN’s Board of Directors 
elected Mr. Jarman to the position of Chief Executive Officer, effective January I, 2005. 
As of that date he will serve as President and Chief Executive Officer of UCN. 

Theodore Stern, the current Chief Executive Officer, will continue in that position 
through the remainder of 2004. After 2004 Mr. Stern will continue to serve as Chairman 
of the Board of UCN. Mr. Stern retired as senior executive vice president and member of 
the board of directors of Westinghouse Electric Corporation at the end of 1992, after 34 
years of service in a variety of positions with that company. After retiring form 
Westinghouse Electric, Mr. Stern served as vice chairman of the board of directors of 
Superconductivity, Inc., of Madison, Wisconsin, a small technology company, until it was 
acquired in April 1997. Mr. Stern currently is a member of the board of directors of 

FORM PSClCMU 8 (I 1/95) 
Required by Commission Rule Nos. 25-24.805, 
25-24.81 0, and 25-24.81 5 



Northern Power Systems of Waitsfield, Vermont, a manufacturer of renewable generation 
systems. Mr. Stern is also self-employed as a consultant to manufacturing companies. 

Resumes and biographical information on UCN's management team are attached 
hereto at Exhibit €3. 

8. Technical capability: give resumes of employeedofficers of the company 
that would indicate sufficient technical experiences or indicate what 
company has been contracted to conduct technical maintenance. 

UCN has the technical experience needed to provide local exchange services, 
maintain its local and long distance networks, introduce new technologies into its 
networks, and quickly resolve any technical difficulties which may arise. 

UCN's technical staff is led by Mike Shelton, Chief Technology Officer. Mr. 
Shelton came to UCN through an agreement with MyACD, a company he founded in 
1999. Prior to MyACD, Mr. Shelton was founder and president of Cumulus Information 
Services. Cumulus provided outsourced business services, including: call center services, 
supply chain management, order fulfilIment, assembly, duplication, and consulting. Mr. 
Shelton has 17 years of professional experience in various capacities including: corporate 
management, call center management, telecommunications management, sales and 
sales management, product management, marketing, quality assurance, financial 
services, software design and development, and information technology. He has founded, 
built, managed, and sold various successful businesses. Mr. Shelton is a recognized 
industry expert and has conducted extensive training, and consulting throughout the 
world on a variety of call center topics. 

UCN will also provide local service as a reseller. Therefore, it will rely upon its 
underlying suppliers for maintenance of the facilities used to provide resold local services. 
UCN presently contracts with the following major carriers for underlying local exchange 
services: AT&T, MCI and Level 3. See Exhibit 8 for additional biographical information. 

C. Financial capability. 

The application should contain the applicant's audited financial statements for the 
most recent 3 years. If the applicant does not have audited financial statements, it 
shall so be stated. 

The unaudited financial statements should be signed by the applicant's chief 
executive officer and chief financial officer affirming that the financial statements 
are t rue and correct and should include: 

I. the balance sheet: 

2. income statement: and 

3. statement of retained earnings. 

FORM PSCKMU 8 (I 1/95) 
Required by Commission Rule Nos. 25-24.805, 
25-24.810, and 25-24.815 



NOTE: This documentafion may include, but is not limited to, financial statements, a 
projected profit and loss statement, credit references, credit bureau reports, and 
descriptions of business relationships with financial institutions. 

Further, the following (which includes supporting documentation) should be 
provided: 

1. written explanation that the applicant has sufficient financial capability to 
provide the requested service in the geographic area proposed to be served. 

2. written explanation that the applicant has sufficient financial capability to 
maintain the requested service. 

3. written explanation that the applicant has sufficient financial capability to 
meet its lease or ownership obligations. 

UCN has substantial financial wherewithal and access to ample capital. Since 
2000, the company has delivered strong revenue growth beginning with $7.36 million in 
2000, $14.34 million in 2001, $30.16 million in 2002 and $63.31 million in 2003. During 
that growth period, the company has also experienced strong EBITDA and net income 
(before preferred dividends) growth. For the year 2001, EBITDA was a negative $4.32 
million, net loss was $6.07 million; 2002 EBITDA was $3.05 million, net income was 
$330,-l83. For the year 2003, EBITDA was $6.9 million, net income was $1 . I7 million. 

As set forth in the company’s most recent quarterly filing with the Securities and 
Exchange Commission, UCN garnered over $16 million in revenues for the three month 
period ending June 30, 2004, resulting in operating income of nearly $400,000. See SEC 
Form IO-Q at Exhibit C (also provided at Exhibit C is UCN’s 2003 Annual Report to 
Shareholders - SEC Form IO-K). These documents demonstrate that Applicant has 
access to sufficient cash and more than adequate financial resources to provide 
competitive local exchange telecommunications services in the state of Florida. 

FORM PSCKMU 8 (I 1/95) 
Required by Cornmission Rule Nos. 25-24.805, 
25-24.810, and 25-24.815 



1. 

2. 

THE PAGE MUST BE COMPLETED AND SIGNED 

APPLICANT ACKNOWLEDGMENT STATEMENT 

REGULATORY ASSESSMENT FEE: I understand that all telephone companies 
must pay a regulatory assessment fee in the amount of . I 5  of one percent of gross 
operating revenue derived from intrastate business. Regardless of the gross 
operating revenue of a company, a minimum annual assessment fee of $50 is 
requ i red. 

APPLCATION FEE: I understand that a non-refundable application fee of 
$250.00 must be submitted with the application. 

UTILITY OFFICIAL: 

Kimm Partridge 
Print Name Signature 

Secretary b\TI 1% Jr 
Title Date 

866-541 -0000 866-800-0007 
Telephone No. Fax No. 

14870 South P o n ~  Express Road, Biluffdale, UT 84065 
Address 

FORM PSC/CMU 8 (1 1/95) 
Required by Commission Rule Nos. 25-24.805, 
25-24.81 0, and 25-24.81 5 



THIS PAGE MUST 8 E  COMPLETED AND SIGNED 

AFFIDAVIT 

By my signature below, I, the undersigned officer, attest to the accuracy of the 
information contained in this application and attached documents and that the 
applicant has the technical expertise, managerial ability, and financial capability to 
provide alternative local exchange company sewice in the State of Florida. I have 
read the foregoing and declare that, to the best of my knowledge and belief, the 
information is true and correct. I attest that I have the authority to sign on behalf of 
my company and agree to comply, now and in the future, with all applicable 
Commission rules and orders. 

Further, I am aware that, pursuant to Chapter 837.06, Florida Statutes, 
"Whoever knowingly makes a false statement in writing with the intent to 
mislead a public servant in the performance of his official duty shall be guilty 
of a misdemeanor of the second degree, punishable as provided in s. 775.082 
and s. 775.083." 

Print Name Signature 

Secretary 
Title Date 

866-541 -0000 866-541 -0007 
Telephone No. fax No. 

14870 South Pony Express Road, sluffdale, UT 84065 
Address 

FORM PSC/CMU 8 (1 1/95) 
Required by Commission Rule Nos. 25-24.805, 
25-24.81 0, and 25-24.81 5 



INTRASTATE NETWORK (if available) 

Chapter 25-24.825 (5), Florida Administrative Code, requires the company to make 
available to staff the alternative local exchange service areas only upon request. 

I. POP: Addresses where located, and indicate if owned or leased. 

2. SWITCHES: Address where located, by type of switch, and indicate if 
owned or leased. 

3. TRANSMISSION FACILITIES: POP-to-POP facilities by type of facilities 
(microwave, fiber, copper, satellite, etc.) and indicate if owned or leased. 

POP-to-POP OWNERSHIP 

FORM PSCICMU 8 (I 1/95) 
Required by Commission Rule Nos. 25-24.805, 
25-24.81 0, and 25-24.8 15 



CERTIFICATE SALE, TRANSFER, OR ASSIGNMENT STATEMENT 

I ,  (Name) 
(Title) of (Name of Company) 

and current holder of Florida Public Service Commission Certificate Number ## 

a: 
, have reviewed this application and join in the petitioner's request for 

) sale 

) transfer 

) assignment 

of the above-mentioned certificate. 

UTILITY OFFICIAL: 

FORM PSC/CMU 8 (I 1/95) 
Required by Commission Rule Nos. 25-24.805, 
25-24.81 0, and 25-24.81 5 



EXHIBIT A 

Certificate of Authority to Conduct Business as a Foreign Corporation 



. . -  
v i '  . .  

FLORIDA DEPARTMENT OF STATE 
Glenda E. Hood 
Secretary of State 

August 13,2004 

ERlNN PARTRIDGE 
BUYERS UNITED, INC. 
13751 Sa WADSWORTH PARK DR., #ZOO 
DRAPER, UT 84020 

. . .  . .  . -  . . .  
I . _ , .  - . 

Eli:' Document Number F03000001164 

The Amendment to the Application of a Foreign Corporation for 8UYERS UNITED, INC. 
which changed its name to UCN, INC., a Delaware corporation authorized to transact 
business in Florida, was filed on August 9, 2004. 

Should you have any questions regarding this matter, please telephone (850) 245- 
(3050, the Amendment Filing Section. 

I 

'Teresa Brown 
tlacument Specialist 
L')ivision of Corporation 

-.  
- .  ~ . 

Letter Number: 704A00050244 



EXHIBIT B 

Management Bios 



EXHIBIT B 

Management and Board of Director Bios 

UCN has an experienced management team with exceptional depth in general management, 
sales, telecommunications and the contact center market in specific. Following are short 
biographical backgrounds on key members of UCN’s board and management team. 



MANAGEMENT TEAM 

Theodore Stern, Chairman & CEO- Mr. Stern was Senior Executive Vice President and member of the 
Board of Directors of Westinghouse Electric Corporation. The revenues of businesses reporting to Mr. 
Stern totaled over $3 billion; the number of employees totaled over 50,000. After retiring from 
Westinghouse Electric, Mr. Stem served as Vice Chairman of the Board of Superconductivity, Inc., a 
small technology company located in Madison, WI. He is currently on the board of directors of 
Distributed Energy Systems Corporation, a manufacturer of renewable generation systems located in 
Wallingford, CT. He holds a Bachelor of Mechanical Engineering from the Pratt Institute and a Master of 
Science degree in Theoretical Mathematics from New York University. Mr. Stern is a member of the 
National Academy of Engineering. 

--~ Llxlll "-x xIvIx.IxI-~~L - yII I I Iy-xuwn*~w"- ,..I*...--*I_x_L><- x _4",,-____II_-xx~ ~- L I -* %-I ~ _ x  I I  --*.. _-" - _ . _  

Paul Jarman, President - Mr. Jarman is one of the original founders of Buyers United, now UCN. 
Previously, Mr. Jarman was an executive with HealthRider, Inc, As Director of Retail Operations, he 
managed 250 retail locations and over 1,100 employees, generating $95 million in annual sales. In a prior 
position with HealthRider, he was responsible for new product development in the exercise, massage, and 
nutritional categories. He earned a Bachelor of Science degree in Accounting from the University of Utah 
and is a Certified Public Accountant. 

DavidR. Grow, CFU - Mr. Grow has over 21 years of business experience. He joined UCN in June 2003. 
From January 2002 to June 2003, Mr. Grow served as the CFO and board member for Spectrum 
Engineers, hc., a mechanical and electrical engineering firm based in Salt Lake City, Utah. From 
February 2000 to January 2002, he served as the CFO and board member of webBASIS, Inc, a web-based 
software development company in Bakersfield, California. Other positions include five years as CFO of 
Daw Technologies, Inc, a manufacturer and installer of clean rooms for the semiconductor industry, three 
years as corporate controller of Wordperfect Corporation, a software development company, and ten 
years in public accounting with PriceWaterhouseCoopers. Mi. Grow received a B.S. in accounting from 
the University of Utah and is a certified public accountant. 

G. Douglas Smith, Executive Vice President, Sales - Prior to UCN, Mr. Smith was the co-founder of 
HealthRider, Inc., an exercise equipment company based in Salt Lake City, Utah. After serving in several 
roles over a six year period, he completed his tenure as the Senior Vice President of Sales and Marketing. 
Mr. Smith was instrumental in successfully establishing 200 nationwide retail locations, managing a $60 
million annual advertising budget, developing wholesale relationships with organizations such as Sears, 
Target, Sports Authority and Costco, growing HealthRider's workforce to over 1,400 employees and 
achieving annual sales revenue of $241 million in its fifth year of business. Mr. Smith received an 
education in International Business from Brigham Young University and is fluent in Japanese and 
Spanish. 

Scott Welch, Executive Vice President, Operations - Mr. Welch has fifteen years of IT experience in the 
telecommunications industry. He has eight years of experience developing Enhanced 800 applications in 
the SS7 environment. He served as Vice President of Information Technology at Access Long Distance, 
Vice President of Application Development at McLeodUSA, and Director of Infomation Technology at 
Mpower Communications. Mr. Welch received his B.S. degree in Computer Science fiom Utah Valley 
State College, 

Mike Sheltun, CTO - Mr. Shelton came to UCN through an agreement with MyACD, a company he 
founded in 1999. Prior to MyACD, Mr. Shelton was founder and president of Cumulus Information 
Services. Cumulus provided outsourced business services, including: call center services, supply chain 
management, order fulfillment, assembly, duplication, and consulting. Cumulus' software division 
developed the award-winning Clearview call center product suite, which was subsequently sold to Harris 
Communications Products Division. Mr. Shelton has 17 years of professional experience in various 



capacities including: corporate management, call center management, telecommunications management, 
sales and sales management, product management, marketing, quality assurance, financial services, 
software design and development, and information technology. He has founded, built, managed, and sold 
various successful businesses. Mi. Shelton is a recognized industry expert and has conducted extensive 
training, and consulting throughout the world on a variety of call center topics. 

Kevin L. Childs, Vice President, incontact Solutions - Mr. Childs joined the company after successfully 
executing an exclusive cooperative agreement between the company and MyACD, a contact center 
software development company. Previously, Mr. Childs was a Senior Regional Vice President with 
Adecco Employment, a large human capital and staffing consulting firm. Mr. Childs led a $loom 
operation, a staff of 120 and 4,500 associates, supporting human capital initiatives for Florida-based 
employers and many contact centers for leading US-based financial institutions and Fortune 1000 
companies. Prior to Adecco, Mr. Childs held several senior management positions with the Salt Lake- 
based operation of SOS Services between 1991 and 1998. 

Jon B. Heaps, Vice President, Agent Partner Sales - Mr. Heaps has over 15 years experience in sales 
management, including 7 years of executive-level management. He has broad experience in 
telecommunications, technology and channel-based market development and distribution. He joined the 
company after several years with Touch America and Qwest Communications, where he served as 
Director of Partner Channel and Wholesale Accounts and then Director of the South Region where he was 
responsible for overall operation and profitability. 

Jan Johnson, Vice President, Marketing & Training- Ms. Johnson has over 20 years of experience in 
the computer industry and over 14 years experience in various marketing management positions with 
software- and network-oriented companies. She spent four and half years with Novel, during its high 
growth years, serving as Director of worldwide public relations, then moving to a sales program 
development position supporting the direct channel, then finally to a start-up division where she 
functioned as director of marketing, focused on a reseller channel strategy. After Novell, she held various 
executive level management positions with four early-stage, venture funded startups, one of which was 
sold to a market leader in the e-commerce space for $10 million. Prior to her company experience, Ms. 
Johnson was a business journalist holding positions with several publications, including Business Week 
magazine and Datamation magazine. She graduated Magna Cum Laude from the University of South 
Florida, Tampa, with a EL4 degree, then graduated with honors ftom the University of Missouri- 
Columbia with a Masters. 

Tom Milligan, Vice President, Customer Support - Mr. Milligan came to the company in 2002 with over 
13 years experience in the contact center industry. His primary responsibility is to oversee all aspects of 
product and technical support for UCN’s Incontact products. Mr. Milligan provides pre-sales consulting 
services and ongoing post-sales support. Prior to joining UCN; MI-. Milligan’s experience includes 
positions with Franklin Covey, HealthRider, I-Link, and eCallogy - the primary contact center vendor for 
the 2002 Salt Lake Olympic Winter Games - where he served as VP of Operations. 



BOARD OF DIRECTORS 

Theodore Stern, Chairman- Mr. Stern was Senior Executive Vice President and member of the Board of 
Directors of Westinghouse Electric Corporation. The revenues of businesses reporting to Mr. Stem 
totaled over $3 billion; the number of employees totaled over 50,000. After retiring from Westinghouse 
Electric, Mr. Stern served as Vice Chairman of the Board of Superconductivity, Inc., a small technology 
company located in Madison, WI. He is currently on the board of directors of Distributed Energy Systems 
Corporation, a manufacturer of renewable generation systems located in Wallingford, CT. He holds a 
Bachelor of Mechanical Engineering from the Pratt Institute and a Master of Science degree in 
Theoretical Mathematics from New York University. Mr. Stern is a member of the National Academy of 
Engineering. 

Paul Jarman, President and Director - Mr. Jarman is one of the original founders of Buyers United, now 
UCN. Previously, Mr. Jarman was an executive with HealthRider, Inc. As Director of Retail Operations, 
he managed 250 retail locations and over 1,100 employees, generating $95 million in annual sales. In a 
prior position with HealthRider, he was responsible for new product development in the exercise, 
massage, and nutritional categories. He earned a Bachelor of Science degree in Accounting from the 
University of Utah and is a Certified Public Accountant. 

Steve Barnett, Director - Mr. Barnett has spent the past 27 years as a principal and CEO of eight 
companies having annual revenues as high as $75 million and ranging from manufacturing and 
distribution to financial and management services. h 1970, he co-founded an equipment leasing company 
specializing in hospitals and healthcare facilities. Subsequently, he co-founded an international, turnkey, 
hospital equipment company, focused on the Latin America market. He served as CEO for both 
companies until 1986. Mr. Barnett graduated from Carleton College with a Bachelor of Science degree 
and from the University of Chicago Law School with a Doctor of Jurisprudence degree. He practiced law 
in Chicago for five years. 

Blake 0. Fisher, Jr. - Mr. Fisher, age 60, has been providing management and financial consulting to the 
telecommunications and utility industries since May 2002, including financial consulting to the USDA on 
Rural Utilities Service’s broadband program. From May 2004 to the present he has served as chief 
financial officer for Fiber Utilities of Iowa, an entity that provides operation and construction services to 
municipal utilities. From May 2002 to May 2004 he was retired from business activities. From February 
1996 to May 2002, he held senior management positions with McLeodUSA, a telecommunications 
provider, initially as Chief Financial Officer, then President of the company’s Western region and as 
Chief Development Officer. 

Paul F. Koeppe - Mr. Koeppe, age 54, is currently a director of Distributed Energy Systems C o p ,  a 
public company engaged in the business of creating and delivering products and services to the energy 
marketplace. He has served in this role since the acquisition of Northern Power Systems in December, 
2003. He had been a director of Northern Power since 1998. Prior to his retirement in 2001, Mr. Koeppe 
was Executive Vice President of American Superconductor, an electricity solutions company, which had 
acquired Superconductivity, Inc. in 1997, a manufacturer of superconducting magnetic energy storage 
systems, which he founded and served as President. From 1993 to 1995, Mr. Koeppe was acting CEO and 
Chairman of the Executive Committee of the Board of Directors of Best Power, Inc., a supplier of 
uninterruptible power supply packages. 

James H. Ozanne - Mr. Ozanne, age 60, has been Chairman of Greenrange Partners, a venture capital 
investment company, since 1996. He currently serves on the board of Distributed Energy Systems Corp. 
and as Chairman of the Board of PECO Pallet, a privately owned startup in the grocery pallet rental 
business. Mr. Ozame is also the Restructuring Officer of Select Portfolio Servicing, Inc., a mortgage 
servicing company owned by PMI Group and Financial Security Assurance. 



EXHIBIT C 

Financial Information 
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REPORT OF INDEPENDENT AUDITORS 

Board of Directors and Shareholders 
Buyers United, Inc. and Subsidiary 
Salt Lake City, Utah 

We have audited the accompanying consolidated balance sheet of Buyers United, Inc. and Subsidiary as of 
December 3 1,2003 and the related consolidated statements of operations, stockholders' deficit, and cash flows 
for each of the two years in the period ended December 3 I, 2003. These financial statements are the 
responsibility of the Company's management. Our responsibility is tu express an opinion on these financial 
statements based on our audits. 

We conducted our audits in accordance with auditing standards generally accepted in the United States of 
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about 
whether the fmancial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by management, as well as evaluating 
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our 
opinion. 

in our opinion, the consolidated financial statements referred to above present fairly, in all material respects, 
the financial position of Buyers United, Inc. and Subsidiary as of December 3 I, 2003 and the results of their 
operations and their cash flows for each of the two years in the period ended December 3 1 , 2003 in conformity 
with accounting principles generally accepted in the United States of America. 

Crowe Chizek and Company LLC 

Oak Brook, Illinois 
March I I ,  2004, except for Note 14 
as to which the date is March 15,2004 
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BUYJCRS UNITED, INC. 

CONSOLIDATED BALANCE SHEET 

December 31,2003 

ASSETS 
Current assets: 

Cash and cash equivalents . 

Reshricted cash 
Accounts receivable, net of allowance for uncollectible accounts of $2,93 1,000 
Other current assets 

Total current assets 

Property and equipment, net 
Intangible assets, net 
Other assets 

Total assets 

LIABILITIES AND STOCKHOLDERS' DEFICIT 
Current liabilities: 

Line of credit 
Current portion of long-term debt and capital lease obligations 
Accounts payable 
Accrued liabilities 

Total current liabilities 

Long-term debt and capital. lease obligations 

Total liabilities 

Stockholders' deficit: 
Preferred stock, $0.0001 par value, 15,000,000 shares authorized; 
Series A 8% cumulative convertible preferred stock; 1,865,000 

shares issued and outstanding (liquidation value of $3,73O,OOO) 
Series B 8% cumulative convertible preferred stock; 72 1,729 

shares issued and outstanding (liquidation value of $7,217,290) 
Common stock, $0.0001 par value; 100,000,000 shares authorized; 

7,604,584 shares issued and outstanding 
Additional paid-in capital 
Warrants and options outstanding 
Accumulated deficit 

Total stockholders' deficit 

Total liabilities and stockholders' deficit 

$ .3,055,384 
1,569,336 
8,162,483 

243,844 
13,03 1,047 

2,424,642 
8,O t 8,682 

496,787 

!$ 23.971.158 

$ 4,093,782 
7,78 1,484 

1 1,248,152 
1,828,864 

24,95 2,2 82 

646,126 

25,598,408 

187 

72 

760 
20,193,148 

3,928,110 
(25,749,527) 
(1,627,250) 

$ 23,971,158 

See accompanying notes 
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Revenues 

BUYERS UNITED, INC. 

CONSOLIDATED STATEMENTS OF OPERATIONS 

Year Ended December 3 1. 

Operating expenses: 
Costs of revenues 
General and administrative 
Sefling and promotion 

Total operating expenses 

Income fiom operations 

Other income (expens e): 
Interest income 
Interest expense 

Total other expense, net 

Net income 

8% Preferred dividends on Series A and B preferred stock 

Net income (loss) applicable to c o m o n  stockholders 

Net income (loss) per common share: 
Basic 
Diluted 

Weighted average common shares outstanding: 
Basic 
Diluted 

L__ 2003 - 2002 

$ 63,312,964 $ 30,163,450 

34,597,486 16,295,20 1 
14,830,545 7,365,569 
10,839,529 4,646,029 
60,267,s 80 28,306,799 

3,045,384 l,856,65 1 

13,513 17,980 
(1,884,25 8) (1,544,448) 
(1,370,745) ( 1,526,448) 

$ 1,174,639 $ 330,183 

(873.495) (749.725) 

$ 301,144 $ (419,542) 

$ 0.05 !$ (0.07) 
0.04 (0.07) 

6,378,047 5,740,8 1 1 
6,847,646 5,740,8 1 1 

See accompanying notes 
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BUYERS UNITED, INC. AND SUBSIDIARY 

CONSOLIDATED STATEMENTS OF STOCKHOLDERS' DEFICIT 

Additiorial 
Preferred Stock Cornnion Stock Paid-in 
Shares Aniount Shares Amount Capita1 

Balance at December 3 1,200 1 . 2,433,800 $ 244 5,3 12,629 $ 53 1 $ 15,190,855 

Conversion of preferred shares to common (~5,000) (2) 
Issuance of common shares in connection with notes payable 
Issuance of warrants for services and with consulting agreements 
Amortization of deferred consulting fees 
Issuance of warrants with notes payable 
Issuance of co rnon  stock for debt guarantee 
hputed interest on notes payable 
Cancellation of warrants issued for services 
Preferred stock dividends 
Issuance of common shares as payment of preferred stock dividends 
Net income 

55,000 
17,998 

25,000 

574,635 

6 
2 

- 
3 

57 
- 

(4) 
18,796 

- 
30,747 
28,686 

750,296 

Balance at December 3 1,2002 2,4 t8,SOO 242 

Conversion of preferred shares to common 
Issuance of preferred stock in connection with the I-Link acquisition 
Exercise warrants to purchase Common Stock, net of issuance costs 
Exercise employee options to purchase C o m o n  Stock 
Issuance of common shares in connection with notes repayment 
Repurchase shares from stockholders 
Amortization of deferred consulting fees 
Issuance of warrants for services 
Issuance of common stock for debt guarantee 
Imputed interest on notes payable 
Cancellation of warrants issued for services 
Preferred stock dividends 
Issuance of common shares as payment of preferred stock dividends 
Net income 

Balance at December 3 1,2003 

( I  16,000) (1 1) 
283,929 28 

- 
- 

- 
- 

5,985,26 2 

580,000 

522,500 
27,500 
50,000 

(2,774) 

15,000 

427,096 

599 16,019,376 

58 (47) 
- 1,613,855 
52 1,395,020 
3 54,997 
5 ( 5 )  

(4785 1) 

1 36,298 
5,3 12 

304,690 

42 768,503 
- 

2,586,729 $ 259 7,604,584 $ 760 $20,193,148 
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BUYERS UNITED, INC. AND SUBSIDIARY 

CONSOLIDATED STATEMENTS OF STOCmOLDERS' DEFICIT 

Warrants/ Deferred 
Options Consultiiig Accumulated 

Outstanding Fees Deficit Total 

$ 4,383,334 $ (98,404) $ (25,631,129) $(6,154,571) 

102,118 

232,259 
- 

( 125 ,I 97) 

Balance at December 3 1,200 1 

Conversion of preferred shares to common 
Issuance of common shares in connection with notes payable 
Issuance of warrants for services and with consulting agreements 
Amortization of deferred consulting fees 
Issuance of warrants with notes payable 
Issuance of common stock for debt guarantee 
Imputed interest on notes payable 
Cancellation of warrants issued for services 
Preferred stock dividends 
Issuance of common shares as payment of preferred stock 

Net income 
dividends 

73,232 
- 

- 

18,798 
102,118 
73,232 

232,259 
30,750 
28,686 

( 125,197) 
(749,725) (749,725) 

- - 750,353 
330,183 330, I83 

(25,174) (26,050,67 I) (5,463,114) Balance at December 3 1,2002 4,592,5 14 

Conversion of preferred shares to common 
Issuance of preferred stock in connection with the I-Link 

Exercise warrants to purchase Common Stock, net of issuance 

Exercise employee options to purchase C o m o n  Stock 
Issuance of common shares in connection with notes repayment 
Repurchase shares from stockholders 
Amortization of deferred consulting fees 
Issuance of warrants for services 
Issuance of c o m o n  stock for debt guarantee 
Imputed interest on notes payable 
Cancellation of warrants issued for services 
Preferred stock dividends 
Issuance of cornmon shares as payment of preferred stock 

Net income 

acquisition 

costs 

dividends 

1,6 13,883 

l,o 10,o 17 
55,000 

(385,05 5 )  

(435 1 )  
25,174 
25,34 1 
36,299 

5,3 12 

25,174 
25,34 1 

- 
(304,690) 

(873,495) (873,495) 

- 76a,545 
1,174,639 1,174,639 

Balance at December 3 1,2003 $ 3,928,110 $ - $ (25,749,527) $(1,627,250) 

See accompanying notes 
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BUYERS UNITED, INC. 

CONSOLIDATED STATEMENTS OF CASH FLOWS 

Year Ended December 31, 

Cash flows from operating activities: 
Net income 
Adjustments to reconcile net income to net cash used in 

operating activities: 
Depreciation and amortization 
Amortization included in interest expense resulting from 
issuing stock with notes 

Amortization of discount on notes payable 
Amortization of note financing costs 
Amortization of deferred consulting fees 
Expense related to the grant of options to purchase common shares 
Changes in operating assets and liabilities: 

Accounts receivable 
Other assets 
Checks in excess of availabfe cash balances 
Accounts payable 
Accrued liabilities 

Net cash provided by (used in) operating activities 

Cash flows from investing activities: 
Increase in other assets 
Purchases of property and equipment 
Purchase of customer accounts 

Net cash used in investing activities 

Cash flows from financing activities: 
Restricted cash 
Net borrowings and payments under line of credit 
Borrowings under notes payable, net of debt issuance costs 
Principal payments on notes payable and other long-term obligations 
Exercise of warrants and employee options, net of offering costs 
Repurchase of shares from stockholders with less than 100 shares 

Net cash provided by (used in) financing activities 

Net increase in cash and cash equivalents 
Cash at the beginning of the period 

Cash at the end of the period 

2003 - 
$ 1,174,639 

3,863,516 

5,3 12 
414,301 
115,182 
25,174 

(2,5 12,269) 
(697,427) 

- 
4,7 I 1,897 

2002 

$ 330,183 

- 

1,191,196 

28,686 
237,444 
174,977 
73,232 
(23,079) 

(3,378,341) 
(2,3 79,009) 

(186,866) 
1,821,236 

278,3 15 432,183 

7,378,640 (1,678,158) 

( 1 67,3 60) (194,9 15) 

(3,000,000) 
(1,574,986) (3 17,399) 

(1,742,346) (3,512,314) 

(985,334) 106,3 10 
2,8 17,530 702,080 

7,8 18,850 2,299,955 
(8,767,587) (2,499,508) 
1,045,O 18 

(4,852) 

(3,575,270) 6,127,732 

2,061,024 937,260 
994,360 57,100 

$ 3,055,384 $ 994,360 

See accompanying notes 
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BUYERS UNITED, INC. 

CONSOLIDATED STATEmNTS OF CASH FLOWS 

Year Ended December 31, 
2002 - 2003 - 

Supplemental cash flow info& tion: 
Cash paid for interest 

Supplemental schedule of noncash investing and financing activities: 
Issuance of common shares in payment ofpreferred stock dividend 
Issuance of common shares in payment of deferred financing costs 
Issuance of common shares for officer's personal guaranty 
Issuance of warrants with promissory notes 
Accrual of dividend payable on preferred stock 
Retire and replace note payable 
Acquire customers from Touch America 
Acquire customers from Glyphics, Inc. 
Issuance of preferred stock to acquire VoIP Network assets 
Convert accrued interest to note payable 
Capital expenditures fmanced with capital lease obligation 

$ 1,208,547 $ 890,490 

8 768,574 

36,300 

1373,495 
800,000 

3,411,421 
543,558 

1,705,234 
435,388 
100,69 1 

$ 750,353 
18,793 
30,750 

232,259 
749,725 

See accompanying notes 
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NOTE 1 - DESCRIPTION OF TKE COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING 
POLICIES 

Organization 

Buyers United, Inc. ("the Company") was incorporated on August 23, 1994 in the state of Utah and was 
reincorporated in the state of Delaware on April 9, 1999. During 2003, the Company established a wholly-owned 
subsidiary in Virginia for the purpose of conducting business in that state. 

Buyers United is an aggregator and provider of telecommunications services. The Company contracts with a 
number of third party providers for the right to resell the various telecommunication services and products they 
provide, and then offers all of these various services to its customers. The Company also operates a dedicated 
Vow Network, and advanced customer contact handlinghanagernent software applications that enable it to offer 
enhanced services to customers. The variety of services and products the Company offers allows the customer to 
buy only those telecommunications services it needs fiom one source, combine those services in a customized 
package, receive one bill for those services, and make one call to Buyers United if a service problem or billing 
issue arises. 

Summary of SigniJicani Accounting Pulicies 

Principles of Consolidation: The accompanying consolidated fmancial statements inctude the accounts of Buyers 
United, Inc. and its wholly-owned subsidiary. All significant intercompany accounts and transactions have been 
eliminated upon consolidation. 

Use of Estimates in the Preparation of Financial Statements: The preparation of financial statements in conformity 
with accounting principles generally accepted in the United States of America 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 fmancial statements and the reported amounts of revenues and expenses 
during the reporting period. Actual results could differ fi-om these estimates. Significant estimates include the 
allowance for doubtful accounts and attrition rates used to determine the estimated useful lives of customer lists 
acquired. 

Revenue Reconnition: The Company's revenue recognition policy with respect to reseller agreements i s  to record 
gross revenues and receivables from customers when the Company acts as principal in the transaction; takes title to 
the products or services; and has risks and rewards of ownership, such as risk of loss for collection, delivery, or 
returns. Revenues fi-om sales of services are recognized upon providing the services to the customers. 

Cash and cash equivalents: All highly liquid assets with an original maturity of three months or less are considered 
to be cash equivalents. 

Restricted Cash: In accordance with the Company's agreements with RFC Capital Corp. (Note 5) and with certain 
vendors, the Company maintains a restricted cash account for the collection of the Company's receivables. As of 
December 3 1,2003, the Company had $1.6 million of cash that was restricted, 

Accounts Receivable and Allowance for Doubtfir1 Accounts: Accounts receivable is comprised of amounts billed 
and billable to customers, net of an allowance for uncollectible amounts. The accounts receivable balance 
outstanding as of December 3 I ,  2003 is comprised of the following: 

Billed amounts $ 9,863,111 
Unbilled amounts 1,230,372 

11,093,483 
Less: allowance for uncollectible accounts (2,93 1,000) 

$ 8,162,483 

Finance charges are assessed to accounts once the amount owed is past due based on their specific tern. The 
allowance for doubthi accounts is estimated by management and i s  based on specific information about customer 
accounts, past loss experience, and general economic conditions. An account is written of€ by management when 
deemed uncollectible, although collections efforts may continue. 
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Property and Equipment: Property and equipment are stated at cost. Major additions and improvements are 
capitalized, while minor repairs and maintenance costs are expensed when incurred. In accordance with Statement 
of Position 98- 1, “Accounting for the Costs of Computer Sofiware Developed or Obtained for Internal Use,“ the 
Company capitalizes certain costs incurred for the development of internal use software. These costs include the 
costs associated with coding, software configuration, upgrades, and enhancements. Of such costs the Company 
capitalized approximately $1 18,000 and $127,000 during 2003 and 2002, respectively. 

* 

Depreciation and amortization are computed using the straight-line method over the estimated usehi lives of the 
related assets as follows: 

Computer and office equipment 
Internai-use software 
Furniture and fixtures 

2 to 3 years 
2 years 

3 to 7 years 

Advertising Costs: The Company advertises its services through traditional venues such as print media to the 
general public. Costs associated with these advertising efforts are expensed as incurred, and were $27,438 and 
$29,78 1 for the years ended December 3 1,2003 and 2002, respectively. 

Pair Value of Financial Instruments: The carrying amounts reported in the accompanying consolidated balance 
sheet for cash, receivables, and accounts payable approximate fair values because of the immediate or short-term 
maturities of these financial instruments. The fair value of the Company’s notes payable and preferxed stock also 
approximate fair value based on current rates for similar debt and fixed-rate inshuments. 

Debt Issuance Costs: As an inducement to various investors, shareholders, and board members to lend monies to 
the Company, shares of common stock and warrants to purchase shares of camon stock were issued to them 
The fair market value of those shares at the date of issuance has been capitalized as debt issuance costs and is 
being amortized over the life of the loans. Amortization of these costs €or the years ended December 3 1,2003 and 
2002 was $414,298 and $237,446, respectively, and are included in interest expense. 

Stock-Based Cornensation: Employee compensation expense via stock option grants is reported using the 
intrinsic method. No stock option-based compensation expense is included in net income (loss) as all options 
granted had an exercise price equal to or greater than the market price of the underlying common stock at the date 
of grant. The following table illustrates the effect on net income (loss) and earnings (loss) per share if expense 
was measured using the fair value recognition provisions of SEAS No. 123, “Accounting for Stock-Based 
Compensation”: 

Net income (loss) applicable to common stockholders: 
As reported 
Pro forma stock option-based compensation 

Pro forma net loss applicable 
to common stockholders 

Net income (loss) per common share: 
As reported: 

Basic 
Diluted 

Pro forma 
Basic 
Diluted 

2003 

$ 301,144 
(307,747) 

0.05 
0.04 

2002 

$ (419,542) 
(748,857) 

$ 12,168,399) 

(0.07) 
(0.07) 

(0.20) 
(0.20) 

The fair value of the options granted during 2003 and 2002 was estimated at the date of grant using the following 
weighted average assumptions: 
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Risk-free interest rate 
Dividend yield 
Expected volatility 
Weighted average expected life 

2003 2002 

2.89% 3.71% 

75% 104% 
4.8 years 4.7 years 

- - 

The weighted average fair values of options granted during the years ended December 3 1,2003 and 2002 was 
$1.42 and $1 .O 1, respectively. The pro forma effects of applying SFAS No. 123 are not indicative of future 
amounts. Additional awards in future years are anticipated. 

Income Taxes: The Company recognizes a liability or asset for the deferred income tax consequences of all 
temporary differences between the tax bases of assets and liabilities and their reported amounts in the financial 
statements that will result in taxable or deductible amounts in f h r e  years when the reported amounts of the assets 
and liabilities’are recovered or settled. These deferred income tax assets or liabilities are measured using the 
enacted tax rates that will be in effect when the differences are expected to reverse. Recognition of deferred tax 
assets is limited to amounts considered by management to be more likely than not of realization in future periods. 

Net Income (Loss) Per Common Share : Basic net income (loss) per common share (“Basic EPS“) excludes 
dilution and is computed by dividing net income (loss) applicable to common shareholders by the weighted 
average number of common shares outstanding during the year. Diluted net income (loss) per common share 
(“Diluted EPS‘) reflects the potential dilution that could occur if stock options or other common stock equivalents 
were exercised or converted into common stock. The computation of Diluted EPS does not assume exercise or 
conversion of securities that would have an antidilutive effect OR net loss per common share. 

As ofDecember 31,2003, outstanding options of employees and directors, along with warrants held by investors 
which together aggregated 469,599 in accordance with the Treasury Stock method were included in the 
computation of EPS. 5,457,760 shares of common stock issuable upon the conversion of preferred stock were 
excluded from the computation of diluted EPS as their effect was antidilutive. 

As of December 3 1,2002, outstanding options of employees and directors to purchase 3,592,72 I shares of 
common stock; 4,634,000 shares of common stock issuable upon the conversion of preferred stock; and 5,529,282 
shares of common stock issuable upon exercise of warrants to purchase common stock were not included in the 
computation of Diluted EPS because they would be antidilutive. 

Recent Accounting Pronouncements: 

In April 2002, the FASB issued SFAS No. 145, “Rescission of FASB Statement 4,44, and 64, Amendment of 
FASB Statements 13, and Technical Corrections.” SFAS No. 145 rescinds the provisions of SFAS No. 4 that 
requires companies to classify certain gains and losses from debt extinguishments as extraordinary items and 
amends the provisions of SFAS No. 13 to require that certain lease modifications be treated as sale/leaseback 
transactions. The provisions of SFAS No. 145 related to classification of debt extinguishments are effective for 
fscal years beginning after May 15,2002. Commencing January 1,2003 the Company will classiQ debt 
extinguishments costs within income from operations. The provisions of SFAS No. 145 related to lease 
modifications are effective for transactions occurring after May 15,2002, The adoption of this statement on 
January 2,2003 did not have a material impact on the Company’s fmancial position or results of operations. 

In December 2002 the FASB issued SFAS No. 148 “Accounting for Stock Based Compensation - Transition and 
Disclosure.” This statement amends SFAS No. 123 , ‘‘AccoUnthg for Stock-Based Compensation” to provide 
alternative methods of transition for a voluntary change to the fair value based method of accounting for stock- 
based employee compensation. This amendment also changes the disclosure requirements of SFAS No. 123 to 
require more prominent disclosures in both annual and interim frnancial statements about the methods of 
accounting for stoock-based employee compensation and the effects of the method used on reported amounts. 
SFAS No. 148 is effective for fiscal years ending after December 15,2002. The Company has opted to continue 
accounting for stock options under the intrinsic value method prescribed in APB Opinion No. 25 for the years 
ended December 3 I, 2003 and 2002. In addition, the Company has complied with the prominent disclosure 
requirements of SFAS No. 148. 
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In May 2003, the FASB issued SFAS No. 150, “Accounting for Certain Financial Instruments with Characteristics 
of both Liabilities and Equity” (“SFAS No. 150”). SFAS No. 150 modifies the accounting for certain financial 
inshinents that, under previous guidance, issuers could account for as equity. SFAS No. 150 requires that those 
instruments be classified as liabilities. SFAS No. 150 is effective for financial instruments entered into or modified 
after May 3 I, 2003, and otherwise is effective at the beginning of the fust interim period that began after June 15, 
2003. It is to be implemented by reporting the cumulative effect of a change in an accounting principle for 
financial instruments created before the issuance date of SFAS No. 150 and stilt existing at the beginning of the 
interim period of adoption. Restatement is not permitted. The Company’s adoption of this Statement on July 1, 
2003 did not have a material impact on its consolidated results of operations or financial position. 

NOTE 2 - ACQUISITIONS 

In October 2003, Buyers United acquired the exclusive right to sell and manage the enhanced telecommunications 
hct ions of MyACD, Inc. (“MyACD’’), with a one-year option to purchase it at a predetermined price. During the 
term of the agreement, Buyers United has the sole right to manage sales, service and billing of MyACD services. 
Under the agreement MyACD will continue to provide enhanced service deveIopment and configuration and 
Buyers United will reimburse MyACD for actual costs related to these activities. 

During August 2003, Buyers United purchased approximately 12,000 long distance customers from Glyphics 
Communications, Inc. for $543,558. 

On December 20,2002, Buyers United entered into an agreement with Touch America, Inc., a subsidiary of Touch 
America Holdings, Inc., to purchase a substantial number of its switched voice telecommunication customers, 
including the carrier identification code used to service those customers. In June 2003, the Company amended the 
purchase agreement to acquire additional switched voice and dedicated telecommunications customers and correct 
discrepancies in the list of customers originally purchased in December 2002. Buyers United did not purchase any 
accounts receivable, equipment, or other assets of Touch America. The total purchase price was $6.5 million. 
Buyers United made an initial payment of $3 million to Touch America in December 2002 and has made 
additional cash payments totaling $3.4 million through March 4,2004. The balance of $93,988 is expected to be 
paid in April 2004. 

On December 6,2002, Buyers United entered into the Asset Purchase Agreement and Software License 
Agreement to purchase assets of I-Link, Inc., and its subsidiary, &Link Communications, Inc., and license in 
perpetuity software developed by I-Link for the operation of a Voice over Internet Protocol (“VoIP”) Network. 
Customer billings and related expenses incurred pursuant to a related Management Agreement between the parties 
were included in Buyers United’s general and administrative expenses beginning December 6,2002. The 
transaction closed effective May 1,2003, at which time the Company began to recognize revenue earned and 
expenses incurred. 

The assets acquired include dedicated equipment required for operating the VoIP Network, customers of I-Link 
serviced through the network, carrier identifications codes, and certain trademarks. In consideration for the assets 
and software license, Buyers United issued to I-Link 246,430 shares of Series B Convertible Preferred Stock with 
a fair market value of $1.4 million, assumed certain liabilities, and agreed to issue an additional 53,570 shares of 
Series B Convertible Preferred Stock in equal monthly installments over a term of 10 months commencing June 1, 
2003, subject to satisfaction of certain conditions pertaining to provisioning of one of the former I-Link customers 
acquired in the transaction. 

In connection with the closing, the parties together with Counsel Corporation, an Ontario corporation, and Counsel 
Communications LLC, a Delaware limited liability company, both affiliates of I-Link, entered into a 
Reimbursement Agreement pursuant to which Counsel Corporation, Counsel Communications, and I-Link agreed 
to reimburse Buyers United for any loss sustained as a result of any claims asserted against the assets acquired 
fiom I-Link by certain creditors of I-Link. Out of the shares it received in the transaction I-Link deposited in 
escrow 40,000 shares that may be applied to reimburse any such loss. This is in addition to 25,000 shares I-Link 
received in the transaction that has been deposited in escrow under the Asset Purchase Agreement to satisfy any 
claims for indemnification under &e Asset Purchase Agreement. During 2004, these remaining 65,000 shares 
were delivered to Counsel Corporation. 
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The following table presents a summary of the estimated fair values of the assets acquired and liabilities assumed 
as of December 3 1,2003: 

Computer and telecommunications switchng equipment $ 754,966 
Customer I is t 553,898 
License on technology and patents 1,182,933 
Carrier identification code 135,933 
Deposit with a vendor 1 10,000 

Total assets acquired 

Accounts payable and accrued liabilities 
Acquisition costs 

Total liabilities assumed 

Net assets acquired 

2,737,730 

737,829 
294,665 

1,032,494 

$1,705,236 

The customer list and licensed technology will be amortized over a period of four years. 

The following unaudited pro forma financial information presents results as if the acquisition had occurred at the 
begiiming of the respective periods: 

Year ended 
December 3 1, 

2003 2002 

Net revenue 
Net income (loss) applicable to 
common stockholders 

$65,498,766 

$ 19,175 

Basic and diluted net income (loss) per share $ 

$37,945,060 

$(5,806,566) 

(1.02) 

These pro forma results have been prepared for comparative purposes only and include certain adjustments such as 
additional amortization expense as a result of identifiable tangible and intangible assets arising from the 
acquisition. The pro forma results are not necessarily indicative either of the results of operations that actually 
would have resulted had the acquisition been in effect at the beginning of the respective periods, or of results to be 
achieved in the hture. 

NOTE 3 - PROPERTY AND EQUIPMENT 

At December 3 1,2003, property and equipment consisted of the following: 

Computer and office equipment 
Internal-use software 
Furniture and fixtures 

$3,724,164 
268,723 
302,027 

4,294,9 14 
Accumulated depreciation and amortization (1,870,272) 

$ 2,424,642 

NOTE 4 - INTANGIBLE ASSETS 

At December 3 1, 2003, intangible assets consisted of the following: 

Customer lists 
Technology and patents 

Gross 
asset 

$ 10,760,307 
I .3 18.865 

$- 

Accumulated 
amortization 

$3,840,679 
219,811 

$4,060,490 

Intangible 
assets. net 

$6,929,628 
1,099.054 

$8,018,682 

F-13 



The Company participated in a direct response marketing campaign with LowerMyBills.com, Inc. (LMB), a web- 
based comparison shopping service. The fees associated with this advertising campaign were deferred and 
aggregated $2.8 million until June 2003, when the Comgany ceased participating in the program Amortization 
expense for these customers in 2003 and 2002, was $1.2 million and $761,09 1 , respectively. 

The Company also acquired new customer fists related to I-Link, Touch America, and Glyphics in 2003, which are 
predominantly corporate customers. In addition, the Company acquired technology and licenses related to I-Link 
in 2003. Amortization expense during 2003 for the additional customers was $1.9 million, and was $2 19,8 1 1 for 
the technology and licenses. 

The Company estimates the useful lives of its acquired customer lists based upon attrition rates experienced by the 
Company. Historically, management estimated the usefbl lives between 24 to 36 months based upon the type of 
customer and service provided. Based upon recent attrition information which showed that customers were 
averaging longer lives, the Company changed the estimated useful. lives for its customer lists prospectively in the 
fourth quarter of 2003. LMB customer lives were increased from 24 to 36 months. The impact of this change was 
a $204,500 decrease in amortization expense in the fourth quarter of 2003. The customer lives of Touch America, 
I-Link and Glyphics were changed from 30 or 36 months to 48 months, The impact of this change was a 
$306,053 decrease in amortization expense in the fourth quarter of 2003. 

Amortization expense for all intangible assets during the four-year period ending December 3 1,2007 is estimated 
to be $2.7 million, $2.5 million, $2.2 million, and $600,000, respectively. 

NOTE 5 - LIT43 OF CREDIT 

Buyers United has a line of credit agreement with RFC Capital Corporation that expires in January 2006. The 
available borrowing limit is $5 million. Interest accrues at prime plus three percent, which was 7.00% as of 
December 3 1,2003. During 2002, the interest rate on the line was prime plus six percent, which was 10.25% as of 
December 3 1 2002. The facility allows the Company to obtain financing on its eligible accounts receivable, 
including unbilled receivables and regular monthly billings. The facility is collateralized by the underlying 
receivables. On December 3 1 , 2003, Buyers United had financed the maximum amount available based on 
eligible accounts receivable at that time. This amount, less draws by RFC applied against the outstanding amount, 
aggregated $4.1 million. The facility requires Buyers United to maintain a restricted cash account for the 
collection of the receivables. As of December 3 1,2003, Buyers United had $1.2 million of restricted cash 
associated with the RFC arrangement. 

NOTE 6 - ACCRUED LIABILITIES 

At December 3 1,2003, accrued liabilities consisted of the following: 

Accrued commissions 
Accrued dividends 
0 ther 

$ 669,523 
478,599 
680,742 

$ 1,828,864 

NOTE 7 - LONG-TERM DEBT AND NOTES PAYABLE 

Long-term debt consists of the following: 

Unsecured notes payable to the Chairman of the Board, bearing 
interest at 12 percent, payable monthly. Principal and unpaid interest 
are due and payable in July 2004, except for $1 12,500 which matures 
in December 2004, and $348,825 which matures in July 2005. 

Unsecured notes payable to two Directors bearing interest at 12 
percent, payable monthly. Maturity dates vary7 fi-om July 2004 
through January 2005. 

$ 2,726,325 

800,000 
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Unsecured note payable to a relative of a Director, bearing interest at 
12 percent payable monthly. Principal and unpaid interest due in 
January 2005. 

Promissory note payable to an individual bearing interest at 12 
percent, payable monthly. Secured by equipment. Principal and 
unpaid interest due in July 2004. 

Promissory notes payable to two individuals bearing interest at 12 
percent, payable monthly. Secured by equipment. Principal and 
unpaid interest due in the summer of 2006. 

Unsecured promissory notes bearing interest at ten percent and 12 
percent, payable monthly. Principal payments due monthly, based on 
20 percent to 40 percent of billings collected from specifically- 
designated customers referred from LowerMyBills.com, Inc. 
(,,LMB”)- The majority of these notes have no maturity date. The 
Company believes that all of the principal will be repaid during 2004, 
based on expected cash collections from these customers. 

Unsecured promissory notes bearing interest at ten percent, payable 
monthly. Principal payments due monthly, based on ten percent of 
billings collected from customers acquired from Touch h e r i c a ,  Inc. 
These notes have no maturity date. The Company believes that all 
principal wifl be repaid in 2005, based on expected cash collections 
from these customers. 

Unsecured promissory note bearing interest at 10 percent, payable 
monthly. Principal payments due monthly, based on 30 percent of 
billings collected from customers recently acquired fi-om Glyphics, 
Inc. The note has no maturity date. The Company believes that ail 
principal will be repaid by the end of 2004, based on expected cash 
colfections fiom these customers. 

Note payable to Touch America, Inc., with interest imputed at four 
percent, payable monthly. Principal payments due monthly, based on 
7.2 percent of billings coIlected from customers acquired from Touch 
America, Inc. The obligation has no maturity date. The Company 
expects that all principal will be repaid by April 2004, based on 
expected cash collections fiorn these customers. 

0 ther 

Capital leases 

Less current portion 

Long-term debt maturities are as follows: 

2004 
2005 
2006 

Less current maturities 

$ 7,781,484 
623,719 
22,407 

8,427,6 10 
(7,78 1,484) 

100,000 

293,333 

191,954 

475,223 

2,358,412 

631,211 

473,437 

295,238 

82,477 

8,427,610 
(7,78 1.484) 

$ 646: 126 

$ 646,126 
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On February 28,2003, the Company retired its $1.1 million note payable by paying $250,000 in cash and issuing a 
new promissory note for $800,000. In addition, the Company issued 50,000 shares of common stock in 
connection with the original agreement. At December 3 I, 2003, the amount remaining due, less issuance costs, 
was $63 1,2 1 1 (see above). 

~ 

In connection with some of the LMB-related unsecured promissory notes, two-year warrants to purchase 562,950 
shares of common stock at $2.50 per share were issued to the noteholders. Warrants for an additional 94,950 
shares have also been issued to the sales agents. The estimated fair value of the warrants of $264,7€7, based on 
using the Black-Scholes pricing model, was allocated to the warrants and recorded as a discount to the carrying 
value of the notes. The Company paid approximately $232,000 in commissions to sales agents. The Company 
paid approximately $152,000 in commissions to sales agents in connection with the Touch America-related 
unsecured promissory notes. All these commission costs are also included in the discounts to the carrying value of 
the notes. The discount is being amortized to interest expense over the respective notes' estimated payment terms. 

NOTE 8 - LEASES 

Buyers United leases executive office space in Bluffdale, Utah, a suburb of Salt Lake City. The offices consist of 
approximately 30,000 square feet. The current monthly lease rate is $32,307. The lease for office space expires in 
January 2007, but the Company has an option to renew the lease for an additional three to five years. Through 
November 2004, Buyers United is leasing 14,339 square feet of space at 1375 1 S. Wadsworth Park Drive, Draper, 
Utah, at a monthly cost of $16,728. 

The Company also has one capital lease €or computer software. The following is a schedule of hture minimum 
payments under the leases as of December 3 1,2003: 

Year ending December 3 1, 

2004. .  ............................................ .!. . $ 
2005 .................................................. 
2006 .................................................. 
2007 .................................................. 

Total f h r e  minimum lease payments ..................... 

Total obligations under capital leases ...................... 
Less current portion. ..................................... 

Less amount representing interest ........................... 

Capital lease obligations, net of current portion $ 

Capital Operating 
leases leases 

34,690 $ 571,692 
34,690 397,373 
23,128 407,307 

4 17,490 

92,508 !$ L793,862 
(10,031) 
82,477 

(28,752) 
53,725 

Rent expense was approximately $519,500 and $348,300 for the years ended December 31,2003 and 2002, 
respectively. 

NOTE 9 - INCOME TAXES 

The components of the Company's net deferred income tax assets and liabilities are as follows: 

Deferred income tax assets: 
Net operating loss carryfawards $5,00 1,000 
Reserves and accrued liabilities 1,275,000 

Total deferred income tax assets 6,276,000 
Valuation allowance (5.897,OOO) 

Net deferred income tax asset 379.000 

Deferred income tax liabilities: 
Tax depreciation in excess of book depreciation (379,000) 

(379,000) Net deferred income tax liability 

Net deferred income taxes $ -  

F-17 



As of December 3 1,2003, the Company had net operating loss carryfonvards for federal income tax reporting 
purposes of approximately $13,336,000. The tax net operating loss carryforwards will expire beginning in 20 12. 

Inasmuch as the Company's history includes accumulated net operating losses, it is uncertain as to whether the 
Company's deferred tax asset can be fully realized. Accordingly, a valuation allowance has been recorded to 
reduce the deferred income tax assets. The net change in the valuation allowance for deferred tax assets during the 
year ended December 3 1,2003 was a decrease of $416,000. During 2003 and 2002 no income tax expense was 
recorded due the reduction of the valuation allowance. 

NOTE 10 - CAPITAL TRANSACTIONS 

Preferred Stock The Board of Directors is authorized to classify any shares of the Company's authorized but 
unissued preferred stock in one or more series. With respect to each series, the Board of Directors is authorized to 
determine the number of shares that constitutes such series; the rate of dividend, if any, payable on shares of such 
series; whether the shares of such series shall be cumulative, non-cumulative, or partially cumulative as to 
dividends and the dates from which any cumulative dividends are to accumulate; whether the shares of such series 
may be redeemed, and, if so, the price or prices at which and the terms and conditions on which shares of such 
series may be redeemed; the amount payable upon shares of such series in the event of the voluntary or involuntary 
dissolution, liquidation, or winding up of the affairs of the Company; the sinking fund provisions, if any, for the 
redemption of shares of such series; the voting rights, if any, of the shares of such series; the terms and conditions, 
if any, on which shares of such series may be converted into shares of capital stock of the Company of any other 
class or series; whether the shares of such series are to be preferred over shares of capital stock of the Company of 
any other class or series as to dividends or upon the voluntary or involuntary dissolution, liquidation, or 
termination of the affairs of the Company or otherwise; and any other characteristics, preferences, limitations, 
rights, privileges, immunities, or terms, 

Series A 8 aercent Cumulative Convertible Preferred Stock During 1999, the Board of Directors authorized the 
issuance of 2,000,000 shares of Series A 8 percent Cumulative Convertible Preferred Stuck ("Series A Preferred 
Stock") at an offering price of $2.00 per share. Gross proceeds of $4 million were raised upon sale of the shares. 

The Series A Preferred Stock is convertible to common stock at any time at the election of the holder and, under 
limited circumstances, at the election of the Company. The conversion rate is one for one, subject to adjustment in 
the event of a recapitalization, reorganization, or other corporate restructuring or in the event that the Company 
shall self or otherwise issue securities at a price below $2.00 per share or the then adjusted conversion price. The 
Series A Preferred Stock can be redeemed at the Company's election at any time commencing January 1,2005 at a 
redemption price of $2.00 per share plus all accrued dividends as of the redemption date. During 2002 certain 
stockholders converted 5,000 Series A preferred shares into common shares. 

Series B 8 percent Cumulative Convertible Preferred Stock: In September 2000, the Board of Directors 
authorized the issuance of 1,234,500 shares of Series B 8% Cumulative Convertible Preferred Stock ("Series B 
Preferred Stock") and related warrants to purchase common shares at an offering price of $10.00 per unit. Each 
unit consists of one share of Series B Preferred Stock and five warrants to purchase one share ofcommon stock at 
an exercise price of $2.50 per share. During 2000, various investors made loans to the Company and subsequently 
elected to exchange their promissory notes for units. In addition to the converted loans of $2.5 million, the 
Company raised $2 million through the issuance of units through December 3 1,2000 and $1.1 million through the 
issuance of units in 200 1. 

In connection with the unit offering, the Company agreed to pay the Placement Agent a sales commission and 
expense allowance aggregating 13 percent of the gross proceeds fkom the sale of the Series B Preferred Stock, in 
addition to ten percent of the gross proceeds of certain related bridge financing. The Company also incurred 
approximately $23,000 of direct expenses in connection with the offering, As additional consideration, the 
Company agreed to issue to the Placement Agent warrants to purchase 3 19,300 shares of the Company's common 
stock at an exercise price of $2.50 per share. 

As part of the Series I3 Preferred Stock offering, the Company issued 2,269,000 warrants to purchase comrnon 
stock at $2.50 per share. The Company allocated the net proceeds from the offering of $4.2 million between the 
Series €3 Preferred Stock and the warrants based on estimated relative fair values. The Series B Prekrred Stock 
was recorded at $2.4 million, and the warrants were recorded at $1.8 million. The estimated fair value of the 
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warrants was determined using the Black-Scholes pricing model. The Series B Preferred Stock is convertible to 
common stock at any time at the election of the holder and, under iimited circumstances, at the election of the 
Company. The conversion rate is five for one, subject to adjustment in the event of a recapitalization, 
reorganization, or other corporate restructuring or in the event that the Company shall sell or otherwise issue 
securities at a price below $2.00 per share or the then adjusted conversion price. 

During the three months ended March 3 1,200 I, the Company issued an additional 1 10,000 shares of preferred 
stock and 550,000 warrants to purchase common stock. The Company allocated the net proceeds fiom the 
offering of$1.1 million between the Series B Preferred Stock and the warrants based on estimated relative fair 
values. Accordingly, the stock was recorded at $794,822, and the warrants were recorded at $302,401. In 
connection with these additional Series B shares, the intrinsic value of the beneficial conversion feature of $20,498 
was reflected in the accompanying 2001 consolidated fmancial statements as a preferred stock dividend and as an 
increase to additional paid in capital. The Series B Preferred Stock Offering closed on April 13,2001. 

In May 2002 the Board of Directors approved a plan to modi@ the exercise price on certain Preferred Stock and 
promissory note-related warrants fiom $2.50 to $2.00 per share, extend the expiration date of certain warrants 
fiom December 3 1,2002 to December 3 1,2004, and amend the redemption provisions of certain warrants so that 
the warrants could be called for redemption when the market price for the Company's common stock is $4.00 per 
share, rather than $6.00 per share. 

On December 6,2002, Buyers United entered into the Asset Purchase Agreement and Software License 
Agreement to purchase certain assets and assume certain liabilities of I-Link, Inc., and its subsidiary, I-Link 
Communications, Inc. In consideration, Buyers United issued to &Link 246,430 shares of Series B Convertible 
Preferred Stock with a fair market value of $1.4 million, and agreed to issue an additional 53,570 shares of Series 
B Convertible Preferred Stock in equal monthly installments over a term of 10 months commencing June 1,2003. 
The final installment was issued March 1,2004. 

During 2003, six of the stockholders converted a total of 116,000 Series €3 preferred shares into 580,000 common 
shares. During 2002, one of the stockholders converted 10,000 Series B preferred shares into 50,000 common 
shares. 

Both Series A and B Preferred Stock still outstanding can be redeemed at the Company's election at any time 
commencing January 1, 2005, at the applicable redemption price plus all accrued dividends as of the redemption 
date. 

Cumulative dividends accrue on both Series A and €3 Preferred Stock at the rate of 8% per annum fi-om the date of 
original issue and are payable semi-annually on June 30 and December 3 1 of each year out of hnds legally 
available for the payment ofdividends. Dividends are payable in cash or common stock at the election of the 
Company. If paid in common stock, the number of shares issued will be based on the average of the closing bid 
prices for the common stock over the five trading days immediately prior to the dividend payment date. If the 
Company fails to pay any dividend within 60 days of its due date, the conversion price (see below) is adjusted 
downward by $0.25 per share for each occurrence. During the years ended December 3 1 , 2003 and 2002, the 
Company declared dividends aggregating $873,495 and $749,725, respectively, and to satisfy payment 
obligations, issued a total of 427,O96 and 574,635 shares of common stock, respectively. As of December 3 1, 
2003, the Company had accrued dividends payable in the amount of $478,599. In February 2004, the Company 
settled the dividend payable by issuing I7 1,055 shares of common stock. 

The Series A and B Preferred Stock has no voting rights, except as required by the General Corporation Laws of 
Delaware that require class votes on certain corporate matters and matters affecting the rights of the holders of the 
Preferred Stock. The Preferred Stock is senior in right of payment in the event of iiquidation and with respect to 
dividends to the common stock and all other subsequent preferred stock issuances that may be authorized. The 
Series A Preferred Stock has a liquidation preference of $2.00 per share and the Series B Preferred Stock has a 
liquidation preference of $10.00 per share. 

Issuances of C o m o n  Stock During January 2002 the Company issued 17,998 shares of common stock in 
connection with the issuance of $179,998 of promissory notes, at an aggregated fair market value of $18,798. 

During February 2002 the Company issued 25,000 shares of stock to one of its directors for providing a credit 
guaranty with respect to business expansion activities. The fair market value of shares issuances was $30,750. 
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In March 2001, the Company entered into three-year marketing contracts with one of its Series B Preferred 
stockholders. Under the terms of the contracts, 100,000 shares of common stock were issued with a fair market 
value of $125,000. This amount was recorded on the balance sheet as a deferred consulting fee and included in 
operating expenses on a straight-line basis over the life ofthe contracts. During 2001, $39,931 was recorded in 
promotion expenses as a result of this amortization. Consideration granted under the contracts' terms also included 
options to purchase up to 150,000 additional shares of coMmOn stock at $2.50 per share. These options vest 
gradually over the term of the contract. These options are accounted for as variable plan options since the 
issuance of these options was under the premise that the grantee will be providing current and future services for 
the Company. AccordingIy, using the Black-Scholes option pricing model, $ 2 9 3  1 in consulting expense was 
recorded to reflect the vesting of these options through December 3 1 , 200 1. During 2002 an additional $48,060 of 
deferred consulting fees were amortized and included in promotion expenses, and another $95,615 in consulting 
expense was recorded to reflect the vesting of additional options. However, at the end of 2002 the Company and 
the stockholder agreed to cancel one of the marketing contracts and to rescind the as-yet unearned options. 
Accordingly, the Company included in promotion expenses an additional $25,174 of remaining unamortized 
deferred consulting fees, and recorded income of $125,197 to reflect the cancellation of the unearned options. 

I 

In January 2003 the Company issued 15,000 shares of stock to one of its directors for providing a credit guaranty 
to one of its wholesale telecommunication service providers. The fair market value of the stock was $36,300. 

During June 2003, the Company initiated a program to repurchase outstanding common stock from shareholders of 
record with total holdings of 100 or fewer shares. The offering price per share was $1.75. The program ended in 
September 2003 after the Company had repurchased 2,774 shares. 

Warrants to Purchase Cornon Shares: As mentioned above, the Company issued warrants in connection with its 
Series B preferred stock offering and in connection with certain marketing contracts. 

In connection with some of the Lm-related unsecured promissory notes, two-year warrants to purchase a total 
562,950 shares of common stock at $2.50 per share were issued to the noteholders during the two years ended 
December 3 1,2002. Warrants for an additional 97,950 shares were also issued to the sales agents. The estimated 
fair value of the warrants of $264,7 17, based on using the Black-Scholes pricing model, was allocated to the 
warrants and recorded as a discount to the carrying value of the notes. The discount is being amortized to interest 
expense over the estimated term of the notes. 

In November 2003 the Company issued 25,000 warrants to a consulting company. The estimated fair value of the 
warrants of $25,34 I, based on using the Black-Scholes pricing model, will be amortized over the life of the 
contract into general and administrative expense, 

During 2003, investors exercised warrants to purchase 522,500 shares of C o m o n  Stock, in exchange for 
proceeds which aggregated $1,043,750. 

All of the warrants were exercisable at December 3 1,2003. The foliowing tables summarize the warrant activity 
for 2003 and 2002: 

Balance at December 3 1 , 200 1 
Cancelled or expired 
Issued 

Balance at December 3 1,2002 
Cancelled or expired 
Exercised 
Issued 

Balance at December 3 1,2003 

Warrants 

5,345,732 
(250,000) 
433,550 

5,529,282 
(1 8 1,750) 
(522,500) 

25,000 

4,850.032 

Price 
Range 

$1.25 - $5.13 
$2.50 - $2.85 
$2.00 - $2.50 
$1.25 - $2.95 
$2.00 - $2.95 
$1.25 - $2.50 

$2.50 

$1.25 - $2.50 

Weighted 
Average 
Exercise 

Price 

$2.44 
$2.64 
$2.0 1 
$2.00 
$2.49 
$2.00 
$2.50 

$2.05 
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Stock Options: 

Long-Term Stock Incentive PZan: Effective March 11, 1999, the Company established the Buyers United 
International, Inc. Long-Term Stock Incentive Pian ("the Stock Pian"). The Stock Plan provides for a maximum 
of 1,200,000 shares ofcommon stock of the Company to be awarded to participants and their beneficiaries. A 
Committee, as determined by the Board of Directors, determines and designates the eligible participants and 
awards to be granted under the Stock Plan. The Committee may grant incentive stock options; non-qualified 
options; stock appreciation rights ("SAR"); and on a limited basis, stock awards. The terms and exercise prices of 
options and SARs will be established by the Committee; except that the exercise prices cannot be less than 100 
percent of the fair market value of a share of common stock on the date of grant. As of December 3 1,2003, 
incentive stock options to purchase a total of 893,6$3 shares were outstanding. 

- 

Other Options: The Company's Board of Directors has from time to time also authorized the grant of stock 
options to directors, officers, key employees, and consultants as compensation and in connection with obtaining 
financing . 

in virtually all cases, employee options vest over a period of horn one to three years, and expire fiom four to five 
years after the date the options were granted. The following tables summarize the all stock option activity for 
2003 and 2002: 

Weighted 
Average 

Price Exercise 
Options Range Price 

Balance at December 3 I, 2001 2,818,585 $2.00 - $9.00 $2.69 
Granted 902,913 $2.00 - $2.50 $2.3 1 
Cancelled or expired (1 28,777) $2.00 - $9.00 $3.1 1 

Balance at December 3 1,2002 3,592,72 1 $2.00 - $5.39 $2.58 
Granted 683,500 $2.00 - $2.64 $2.33 
Exercised (27,500) 2.00 $2.00 
Cancelled or expired (8 16,944) $2.00 - $4.00 $2.20 

Balance at December 3 1,2003 3,43 1,777 $2.00 - $5.39 $2.62 

A summary ofthe options outstanding and options exercisable at December 3 1 , 2003 is as follows: 
Options 

Options Outstanding Exercisable 
Average Weighted 0 p t ions Weighted 

Range of Remaining Average Exercisable at Average 
Exercise Options Contractual Exercise December 3 1, Exercise 
Prices Outstanding Life Price 2003 Price 

$2.00 - $3.99 3,207,926 3.6 years $ 2.45 2,512,261 $ 2.49 
$4.00 - $5.39 223,851 2.3 years 5.13 22335 1 5.13 

- $43 1,771 3.5 years $ 2.62 2,736,112 $ 2.70 

Registration Statement on Form SB-2: On September IO, 2003, the Company filed a registration statement on 
Form SB-2 with the Securities and Exchange Commission to register for resale up tu 8,779,333 shares of Common 
Stock that may be sold from time to time by certain selling security holders listed in the registration statement. At 
December 3 1,2003 the selling security holders owned: 

e 

e 
Warrants to purchase 99,375 shares at a price of $1.25 per share 
Warrants to purchase 3,966,856 shares at a price of $2.00 per share 

Options to purchase 2,086,652 shares at prices ranging from $2.00 to $5.392 per share 
Convertible notes in the amount of $ I, 162,500 convertible at $2.00 per share 
Convertible notes-in the amount of $1,775,OOO convertible at $2.50 per share 

a Warrants to purchase 528,450 shares at a price of $2.50 per share 
0 

e 

e 
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Buyers United will receive the proceeds from exercise of the warrants and options and wifl benefit &om 
extinguishment of the debt represented by the convertible notes, but will not receive any proceeds or benefit from 
the resale of the shares by the selling security holders. 

In March 2004 the registration statement was temporarily suspended until the Company can file an amendment 
updating the registration statement with its 2003 audited financial statements and other information. 

NOTE 11 - RELATED PARTY TRANSACTIONS 

During 2003 and 2002, certain board members and stockholders performed various services to the Company. 
These services included, but were not limited to, consulting, marketing and capital and debt raising activities. The 
Company incurred $74,750 and $109,259 in fees associated with these services for the years ended December 3 1, 
2003 and 2002, respectively. Amounts outstanding related to these services were $12,800 and $14,300 at 
December 3 1,2003, and 2002, respectively. There are also several debt arrangements more fully described in 
Note 7. Interest expense on obligations owed to related parties during 2003 and 2002, respectively, was $414,523 
and $453,36 I .  

NOTE 12 - MAJOR SUPPLIERS 

Approximately 70% and 80% ofthe Company's cost of revenue €or the years ended December 3 1,2003 and 2002, 
respectively, was generated from two telecommunication providers. As of December 3 1,2003, the Company 
owed approximately $3 million to these two providers. The Company has entered into contractual agreements 
with these vendors. During 2002 one of these providers had filed for bankruptcy protection under Chapter 11, and 
the other provider is currently being scrutinized by the Securities and Exchange Commission over certain 
accounting matters. Although the Company has not experienced a disruption of service and feels it could replace 
either of these sources with other wholesale telecommunication service providers, the effect on the Company's 
operations of potentialiy losing either or both of these service providers is unknown. 

NOTE 13 - COMMITMENTS AND CONTINGENCIES 

In June 200 I ,  Buyers United entered into a joint sales agreement with Infotopia, Inc., a direct response marketer. 
In connection with the agreement, Enfotopia loaned $500,000 to Buyers United. Subsequent to entering into the 
sales agreement, the two companies decided not to pursue further any joint activity. In December 200 1, Buyers 
United negotiated a settlement of the $500,000 loan in which Buyers United paid $120,000 and issued 35,000 
shares of cornon stock in exchange for canceling the outstanding obligation plus $25,921 in accrued interest. 
The stock had a fair market value of $22,40 1. Accordingly, based on these amounts, the Company recorded a gain 
on the early extinguishments of the debt in the amount of $383,520. However, unbeknownst to the Company, 
during 2001 Enfotopia allegedly entered into a General Security Agreement with Sea Spray Holdings, Ltd., which 
purportedly included the loan obligation. Sea Spray asserted that it had a perfected security interest in the 
obligation and demanded payment as successor-in-interest to Infotopia. The Company denied the claim and filed 
an arbitration proceeding to resolve the issue. Sea Spray attempted to pursue its claim in New York state court, 
which the Company removed to federal court in New York, and the federal court dismissed the action pursuant to 
an order to the effect Sea Spray must pursue its claims in the arbitration proceeding- An arbitration hearing was 
held in December 2003, at which Sea Spray failed to make any appearance or submission after receiving all 
required notice. The arbitrator entered a default in favor of Buyers United and its award M h e r  found in favor of 
Buyers United as a matter of the evidence presented and as a matter of law. The Company believes this matter has 
been resolved hl1y in its favor and that is has no obligation or liability to Sea Spray. 

Buyers United is the subject of certain other legal matters, which it considers incidental to its business activities. It 
is the opinion of management, afier discussion with legal counsel, that the ultimate disposition of these other 
matters will.not have a material impact on the frnancial position, liquidity or results of operations of Buyers 
United. 

In connection with the MyACD agreements, MyACD will continue to provide enhanced service development and 
codiguration, and Buyers United will reimburse MyACD for actual costs related to these activities. 
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NOTE 14 - SUsSEQUENT EVENTS 

In January and February 2004, three Directors had exercised options to purchase a total of 255,000 shares of 
Common Stock. Total proceeds received by the Company in connection with these exercises was $555,000. 

During the first three months of 2004, investors have exercised warrants to purchase a total of 7 1,000 shares of 
Common Stock. Total proceeds received in these transactions was $144,000. 

In December 2003, a holder of 100,000 shares of Series B Convertible Preferred Stock converted all of those 
shares to 500,000 shares of common stock. In January 2004, the holder sold those common shares plus 14,560 
additional shares, or a total of 5 14,560 shares, to Buyers United for $500,000 in a privately negotiated transaction. 

Buyers United entered into an agreement to purchase 37 dedicated long distance customers from Source 
Communications, LLC for $750,000 in February 2004. Closing of the acquisition was subject to complying with 
applicable federal and state regulation pertaining to transfer of the customers. All of the regulatory requirements 
were satisfied and the acquisition of the customers is completed 

On March 15,2004 the Company closed a private placement to institutional and accredited investors. The 
Company sold 3,782,000 shares of common stock at $2.30 per share, or a totaf of approximately $8.7 miIlion. Net 
proceeds of the offering after placement fees and expenses were approximately $8.1 million. The net proceeds of 
the private placement are intended to be used for various corporate purposes, including sales and marketing related 
programs, to fund fhther development of our VoIP Network, reduction of debt, and for working capital and other 
general corporate purposes. 

In connection with the placement, Acceris Communications hc., formerly I-link Incorporated and the holder of 
300,000 shares of Series B Convertible Preferred Stock, converted all of its preferred stock to 1.5 million common 
shares. Acceris subsequently sold 750,000 of those common shares to the investors in the private placement at 
$2.30 per share. As a result of the conversion and sale, Acceris Communications now holds 808,546 shares of the 
Company's common stock, or approximately six percent of the 13 million shares of common stock outstanding 
following completion of the private placement. 

The private placement was made only to institutional and accredited investors in a transaction exempt from the 
registration requirements of the Securities Act of 1933, as amended (the "Securities Act"). The shares of common 
stock sold have not been registered under the Securities Act, or any state securities laws, and unless so registered, 
may not be offered or sold in the United States absent registration or an applicable exemption fi-om the registration 
requirements of the Securities Act and applicable state securities laws. The Company has agreed to file a 
registration statement under the Securities Act for resale of the common stock purchased by the investors in the 
private placement, the 808,546 shares of comrnon stock held by Acceris, and 164, I25 shares of common stock 
issuable under a warrant granted to the placement agent. 

F-23 



UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, DC 20549 
FORM. 10-KSB 

[XI Annual report pursuant to section 13 or 15(d) of the Securities Exchange Act 
of 1934 for the fiscal year ended December 31,2003, or 

[ ] Transition report pursuant to section 13 or 15(d) of the Securities Exchange 
act of 1934 for the transition period from to 

Commission File Nu. 0-2691 7 

(Name of Small Business Issuer as specified in its charter) 
BUYERS UNITED, INC. 

De 1 aware 87-0528557 ---------- -I-*---- 

( S t a t e  or Other  Jurisdiction of (IRS Employer 
Incorporation or Organization) Identification No.) 

14870 Pony Express Road, Bluffdale, Utah 84065 
(Address of Principal Executive Offices and Zip Code) 

Issuer's Telephone Number: (801) 320-3300 
Securities registered under Section 12(b) of the Act: None 

Securities registered under Section 12(g) of the Act: Common Stock, Pas Value 
$0.0001 

Check whether the issuer (1) fiIed all reports required to be filed by sections 13 or 15(d) of the Exchange Act during the past 12 
months (or such shorter period that the issuer was required to file such reports), and (2) has been subject to such filing requirements 
for the past 90 days. Yes  [XI No [ 3 

Check if there is no disclosure of delinquent filers in response to Item 405 of Regulation S-B in this form, and no disclosure will be 
contained, to the best of registrant's knowledge, in definitive proxy or information statements incorporated by reference in Part I11 of ' 

this Form 1 0-KSB ox any amendment to this Form 10-KSB. [ 3 



a, tn 
cd 
PC 

03 
r
l 

0
3
 

r
l 

*. m
 

I= 0
 

VI 
k

 
a, 
PI 
rl 
0
 

k
 

0
 

a: W
 

0
 

r-i 0
 

c
) 
0
 

5 
ul Ec 
z
 

W
 

E
 

z
 

0
 

V
 

3
 

u a, 
01 

w
 0
 

Q
, 

c, 
0
 

3
 

rrl 

0
 

+
J
 

m
 

k
 

a, 
u 4-J 
cd 

ccl 
0
 

I% 0
 

a
 c ld 

d
 c Id z 0

 
-4

 
cl 
rd 
k
 

a, 
a
 

0
 

r: 0
 

d
 

0
 

-4
 

m
 

M
 

a, 

rg
 

tn 
r: 

d 0
 

0
 

z
 

0
 

-4
 

a
 a, a, 

c) 
0
 

k
 

pc 

a
 F: 

cd 

-4
 

a
 

k
 

0
 

w
 

r
l 
Id 
-
1
 

a
 

z 
VI 
4

 
0
 
k
 

4-J 
c 0

 
c, 

d
 

Ld m
 

r: 3 
Z

H
 m

 
a, 
a
 

n
 

w
 

H
 

c, 
k

 
(d

 
14 

z
4

-
J

 
W

k
 

E
c

c
d

 
w

p
1

 
0

 
r
(
 

r
i 

m
 

L
n
 

v
, 



11, 

12. 

13. 

14. 

S e c u r i t y  Ownership of Certain Beneficial Owners and Management 
and Related S t o c k h o l d e r  Matters 

Certain Relationships and Related Transactions 

Exhibits and Reports on Form 8-K 

Principal Accountant Fees and Services 

2 6  

27 

2 9  

31 

2 

PART I 

ITEM I. DESCRIPTION OF BUSINESS 

General 

Buyers United, Inc. is a telecommunications company that offers a wide range of long distance, toll free, data transmission, and 
related communication service options at competitive prices, and provides to its customers a standard of service it believes is 
comparable to other industry participants. The telecommunications services we offer include the following: 

o Switched long distance services to business and residential customers 
o Dedicated access long distance service 
o Toll-free 800/888/877/866 services 
o Dedicated data transmission 
o Private line data services 
o Calling card services 
o Conference calling 
o Automatic call distribution 
o Interactive voice response 
o Outbound dialing and voice message broadcasting 
o Fax to email 
o Voice mail 
o Real time account management 



These services can be offered individually, or in a suite of services tailored to a customer's needs. During 2003 we acquired and 
integrated into our operations a voice over Internet protocol network (VoIP Network) that enables us to offer a number of services in 
the form of software solutions that are delivered through our V o P  Network. 

For the past eight years Buyers United has been engaged in the business of reselling telecommunication services provided by others to 
Buyers United at wholesale rates. Domestic long distance services make up a major portion of our sales with the other services listed 
above making smaller contributions to our sales mix. 

Buyers United now services approximately 15O,OOO business and residential consumers across America, We have refined our business 
model over the past several years to address specific niche opportunities in the vast communications industry. Our brand, United 
Carrier Networks (UCN), was adopted in the last quarter of 2001 for providing our services to business customers. We previously 
used the brand name Buyersonline to service residential customers. 

'Buyers United is now marketing its services primarily through independent agents to business customers. Our UCN web site supports 
the marketing effort of our agents by providing a resource for exploring and selecting the specialized services and options we offer 
business customers. During the past year we acquired both business and residential customers by purchase from other providers and 
may consider opportunities for additional purchases in the fiture, although at the present time we are not considering any purchase 
opporh.ni ti es. 

Buyers United was originally formed as a Utah corporation in 1994. In March 1999, Buyers United changed its corporate domicile 
fiom Utah to Delaware through a merger with a Delaware corporation formed for that purpose, When we changed the corporate 
domicile OUT name became BUT, Inc., and we effected a 1-for-4 reverse split in the issued and outstanding common stock. On April 
20,2000, we changed our name to BuyersOnline.com, Inc., and on November 20,2001, our name was changed again to Buyers 
United, Inc. 

Recent developments 

In March 2004 Buyers United sold 3,782,000 shares of common stock at $2.30 per share, or a total of approximately $8.7 million, in a 
private placement to institutional and accredited investors. Net proceeds of the offering after placement fees and expenses were 
approximately $8.1. million. The net proceeds of the private placement are intended to be used for various corporate purposes, 
including sales and marketing related programs, funding further development of 
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our V o P  Network, reducing debt, and for working capital and other general corporate purposes. Buyers United intends to file a 
registration statement under the Securities Act of 1933 to permit resale of the shares sold in the offering. 



Buyers United entered into an agreement to purchase 37 dedicated long distance customers from Source Communications, LLC for 
$750,000 in February 2004. Closing of the acquisition was subject to complying with applicable federal and state regulation pertaining 
to transfer of the customers. All of the regulatory requirements were satisfied and the acquisition of the customers is completed. 

In October 2003, Buyers United acquired the exclusive right to sell and manage the enhanced telecommunications functions of 
MyACD, Inc., with a one-year option to purchase MyACD. MyACD develops and distributes telephony software solutions for call 
center traffic management and related functions that Buyers United can now offer to its customers over its VoIP Network. During the 
term of the agreement, Buyers United has the sole right to manage sales, service and billing of MyACD services. Under the agreement 
MyACD will continue to provide enhanced service development and configuration and Buyers United will reimburse MyACD for 
actual costs related to these activities. 

Dwing August 2003, Buyers United purchased approximately 12,000 long distance customers from Glyphics Communications, Inc. 
for $543,558. 

In December 2002, Buyers United entered into an agreement to purchase assets of Acceris Communications h c .  (formerly I-Link, 
Inc.) and its subsidiary, I-Link Communications, Inc., and license in perpetuity software developed by Acceris, all of which comprise 
the VolP Network we now own and operate, Concurrently with the agreement for the purchase of the assets, Buyers United assumed 
management of the assets to be acquired pending the closing of the purchase. The transaction was closed in May 2003, with several 
outstanding accounts to reconcile. The assets acquired include dedicated equipment required for operating the VoIP Network, 
customers of I-Link Communications serviced through the network, and certain trademarks. In consideration for the assets and 
software license, Buyers United issued to Acceris 300,000 shares of Series B Convertible Preferred Stock. This preferred stock was 
converted to 1,500,000 common shares in March 2004 pursuant to an agreement with Acceris that resolved the open account issues, 
allowed Acceris to sell. 750,000 of the converted common shares to the same investors that purchased Buyers United common stock in 
March 2004, and granted to Acceris the right to include its common stock in any registration statement we file for the March investors. 

On December 20,2002, Buyers United entered into an agreement with Touch America, hc. ,  a subsidiary of Touch America Holdings, 
Inc,, to purchase a substantial number of its switched voice telecommunication customers, including the camer identification code 
used to service those customers. In June 2003, we amended the purchase agreement to acquire additional switched voice and dedicated 
telecommunications customers and correct discrepancies in the list of customers originally purchased in December 2002, Buyers 
United did not purchase any accounts receivable, equipment, or other assets of Touch America. The total purchase price was $&5 
million. Buyers United made an initial payment of $3 million to Touch America in December 2002 and has made additional cash 
payments totaling $3.4 million through March 4,2004. The balance of $93,988 is expected to be paid in April 2004. 

Services and products 

Buyers United is an aggregator and provider of telecommunications services. As an aggregator we mean that we contract with a 
number of third party providers for the right to resell the various telecommunication services and products they provide, and then offei- 
all of these various services to our customers. We are also a provider, in that we operate a dedicated Volp Network and advanced 
customer contact handling/management software applications that enable us to offer enhanced services to our customers. The variety 





conference call to access the call simply by dialing the toll fkee number and entering the PIN when prompted. We bill the customer for 
the conference call feature and the long distance minutes of each participant in the conference call. 

o Outbound dialing and voice message broadcasting. This is the ability to allow a customer to automatically dial outbound and to 
broadcast voice messages to predefined lists, Customers can pay by the call, by the minute or by the port. They can also link directly 
to their own database to automatically generate call lists with sophisticated call scheduling capabilities. They can also choose between 
autodial (one at a time), powerdial (dial sequentially though a list), or predictive dialers (computer algorithms with dial ahead to 
screen out busies, no answers, etc.). 

o Fax to Email. This service allows a customer to send or receive faxes through an Email address with the customer's personal 
computer . 
o Voice mail. This feature allows customers to receive, store, forward, and access voice mail messages. 

o Real time service account management on the Internet. Real time management allows the customer tu redirect phone calls received 
during the day to the customer's location. For example, the customer can access its account through the Internet and direct that phone 
calls be forwarded to wherever the customer happens to be during the day - office, home, cellular phone, or other location. With its 
personal 
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computer, the customer can review billing on its account, make service inquiries, or add or remove services, all over the Internet. 

In addition, Buyers United offers a flexible set of advanced call center traffic handlinglrnanagement applications, such as skills-based 
routing, automated call distribution, automated interactive voice response, database integration with the call handling technology, 
multimedia contact handling (voice, fax, email, chat), and management reporting features. These capabilities have previously been 
available only by purchasing and integrating expensive equipment at substantial installation expense, so only the large call center 
operations with 200 or more agents on call at any one time could afford to establish these capabilities. Buyers United can deliver the 
same capabilities through a software solution hosted on our VoIP Network at a much lower cost that makes it possible for the smaller 
traditional call center to make the transition tu a full-featured contact center with improved agent productivity and the ability to 
respond quickly to customer requirements for voice, email, fax and/or chat contact methods. 

The Buyers United inNetwork(TM) family of products is a set of pre-integrated application services hosted within our V o P  Network 
designed to meet the needs of call centers and other businesses that demand greater contact flexibility. Current products include 
inCmtact(TM), a complete set of advanced contact handlingicontact management software applications (as referenced in the above 
paragraph), plus additional features for handling multi-media contact methods - voice plus email, fax or web chat. InControl(TM) is a 
rapid application development tool with a visual drag and drop programming interface for creating or modifying contact routing 
processes. 
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Marketing strategy 

By the end of 2001, Buyers United employed two distinct brands for our telecommunications services, ''UCN" or "United Carrier 
Networks" for commercial and business customers, and "BOL" or "BuyersOnline" for residential customers. We are now focusing on 
promoting "UCN" or "United Carrier Networks" for all of our service offerings, so toward the end of 2003 we discontinued marketing 
to residential customers, and discontinued the BuyersOnline brand name. Our plan is to change our name to "UCN" or a similar 
variation in 2004. 

We market our services primarily through independent sales agents. We engage independent telecommunications agents around the 
country who sell primarily to commercial and business customers. Independent agents are responsible for a substantial amount of 
annual US. telecommunication sales to commercial and business users. The service presentation we developed for UCN is targeted to 
the independent agent, and is intended to make available to the agent a coordinated package of services designed to be attractive to 
commercial and business customers. With UCN our marketing effort focuses on providing businesses with the ability to access 
multiple long distance carriers with which we have agreements to resell services, allowing the business owners to choose services 
provided through various long distance providers. A business customer can choose various services from any or all of the different 
telecommunications providers we use, yet only have to contract through UCN for the selected services. The business customer is not 
required to deal with these carriers separately. UCN provides a single source for customer service, regardless of how many networks 
the business uses, and sends a single billing statement that combines all of the services used fi-om any combination o f  wholesale 
service providers. 

We have been, and should continue to be, successfhl in engaging independent agents because OUT package of services appeals to 
commercial and business customers, and because of our back office support infrastructure, incentive programs, customer retention 
efforts, and additional producthervice revenue opportunities. Buyers United earned the "2002 Agent's Choice Aw ard'l in March 2003 
from the Agent Alliance, a national trade association of independent telecom agents. The award was given in recognition of the 
effectiveness of our customer service and support programs. 

Buyers United's early growth came from the residential consumer long-distance market. We plan to continue providing our services to 
residential customers using the UCN brand. We do not intend, however, to pursue an active marketing effort in the residential market 
because we believe OUT resources are better used in pursuing business customers. We had a substantial increase in residential 
customers over the past year as a result of the Touch America transaction. 

Provisioning 

Buyers United is a reseller of domestic and international long distance and other services provided by national and regional providers. 
Our primary providers are MCI, Qwest, Global Crossing, AT&T, Dancris, WilTel, and CNM. 
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Buyers United resells switched long distance minutes that it has contracted to obtain fiom our providers at wholesale rates that 
averaged 54.0 percent of the retail rates charged to customers in 2002 and 53.3 percent in 2003. In 2002 and 2003, retail rates were 
between $0.02 and $0.08 per minute for switched domestic long distance. International rates vary substantially on the basis of the 
country and number called, but we believe our rates are comparable to rates available from our competitors. 

The contracts with our providers are standard and customary in the industry, requiring payment net 30 days for minutes used in a 
month and designate Buyers United as the point of contact for all customer service calls. These agreements are for one to three years 
and are generally renewable at the end of each contract term, when rates are often renegotiated on the basis of prevailing rates in the 
industry. We are responsible for all customer billing and collections, so that as far as the customer is concerned we are the long 
distance service provider. Qwest and Global Crossing accounted for approximately 80 percent of our cost of revenues in 2002 and 70 
percent in 2003. 

Buyers United also acquires its other services from its providers at rates or fees fixed in our contracts, which include dedicated long 
distance service, toll-free 800/888/877/866 services, dedicated data transmission service, and calling cards. These sentices are billed to 
us at rates or fees stated in OUT contracts with the providers and are payable on the same terms as switched long distance service. 

We maintain a call center in Bluffdale, Utah for receiving customer service and billing inquiries. Presently we employ approximately 
62 customer service personnel to respond to customer calls, and our call center specialists are available fiom 7:OO a.m. to I0:OO p.m. 
Monday through Friday and 8:OO a.m. to 5:OO p.m. on Saturday. We also provide emergency service 24-hours a day, seven days a 
week. We place a high priority on customer service, since we believe that when our rates are similar to rates offered by our 
competitors, service is a primary factor in acquiring and retaining customers. 

The V o P  Network enables our customers to use existing telephone, fax machine, pager, or modem equipment to achieve high-quality 
communications through Internet Protocol technology. The V o P  Network consists of a fully integrated dedicated network of 
equipment and leased telecommunications lines augmented by the licensed LLink "softswitch" software. It provides the necessary 
operational platform for the enhanced services we began offering in the third quarter of2003 and is adaptable for use with new or 
specialized service applications developed by others. The VoIP Network is a data packet-based network that ties together local loop 
dial-up and broadband connections via gateways located in New York, Salt Lake City, Dallas, and Los Angles. Each of these 
gateways consists of off-the-shelf hardware elements and the softswitch software. The softswitch software can distinguish among and 
"handle" voice, fax, and modem cornmurkations as programmed for the customer's suite of service selections. Handle means the 
voice or data transmission can be delivered directly, redirected (to a different location), redistributed (to a different or multiple 
recipients), stored for later delivery, or altered (such its converting a fax to email). 

The V o P  Network allows us to provide cost advantages over traditional transmission networks with respect to both lower 
transmission cost and lower capital infrastructure cost. Lower transmission cost results from transmitting long distance traffic over the 
network between our gateways for retransmission, which has greater capacity because transmissions are converted to data packets and 
transmitted concurrently over the network bandwidth capacity, Access and transmission costs for our VoIP network are less than 
traditional transmission networks. The second component of cost advantages is lower capital infjrastructure costs. In a traditional 
telecommunications network, each service -- voicernail, fax mail, conference calling, and single number forwarding -- must be 





encrypted Virtual Private Network. System passwords are changed on a periodic basis and stored in a secure folder with restricted 
access. All local desktops are scanned for viruses on a real-time basis and report to a central server. We believe our backup, 
maintenance, and security systems are adequate for preserving the delivery of service to our customers and operation of our business 
without significant outages or intenuptiom. However, an extraordinary unforeseen and catastrophic event is always possible that 
could have a significant impact on our business, and we do not have business interruption insurance on which we could recoup losses 
resulting fiom such an event. 

Governmental Regulation 

Federal Regulation of Telecommunications Services Our telecommunications services are subj ect to federal regulation under the 
Telecommunications Act of 1996 (Telecorn Act). The Telecom Act was designed to foster local exchange competition by establishing 
a framework to govern new competitive entry in local and long distance telecommunications services and allow any entity, including 
cable television companies and electric and gas utilities, to compete in the telecommunications market. The ongoing implementation 
and interpretation of the Telecom Act remains subject to numerous federal and state policy rulemaking proceedings and judicial 
review and we cannot predict any future impact on our business. 

Pursuant to the Telecom Act, the Federal Communications Commission (FCC) regulates our interstate and international 
telecommunications services. The FCC imposes more extensive requirements on incumbent common carriers that have some degree 
of market power, such as the Regional Bell Operating Companies (RBOCs) and other independent local exchange carriers (ILECs), 
than it imposes on companies like OUTS, which are non-dominant interexchange carriers that lack market power. For example, the FCC 
permits non-dominant interexchange carriers to provide domestic interstate services without prior authorization. 
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As a non-dominant interexchange carrier, our costs of providing long distance services could be affected by changes in FCC rules 
controlling the form and amount of “access charges” local exchange carriers (which generally include the RBOCs and ILECs) are 
permitted to impose on connecting companies to originate and terminate long distance traffic over their local networks. The FCC 
currently has several rulemaking proceedings in whkh it is considering changes to the existing interstate access charge system. It has 
also recently been reported that the nation’s largest local exchange and long distance providers, who have been engaged in private 
negotiations for several months, have tentatively reached an agreement on a proposal that would eliminate or substantially reduce 
interstate local access charges. If such an agreement is reached, it would have to be presented to and approved by the FCC. 

We cannot predict the outcome of these or other federal or state access charge proceedings or whether they will have a material impact 
on us. It is even more difficult to predict the outcome and impact of private negotiations in which we are not directly involved. It is 
recognized, however, that the access charge payments Buyers United must pay to the RBOCs and ILECs are a material part of its cost 
to provide services over its network. 

The Telecom Act requires that every telecommunications carrier contribute, on an equitable and non-discriminatory basis, to federal 
universal sewice mechanisms established by the FCC. The federal Universal Service Fund (USF) provides subsidies to defray the 
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costs of telephony services in high-cost areas for low-income consumers and helps subsidize telecommunications and hternet services 
for qualified schools, libraries and rural health care providers. Our payments to the federal USF are based on a percentage of our 
interstate and international retail telecommunications revenues and the contribution factor issued by the FCC, which varies quarterly. 
In 2003, the quarterly USF contribution factor averaged around nine percent of billed retail revenue. The amounts contributed may be 
passed through to customers. 

The FCC currently has an open rulemaking proceeding in which it is considering converting the current revenue-based USF 
contribution system to a "connection-based" system with a fixed, monthly fee. It is too soon to predict whether the transition to a 
connection-based USF contribution system would have a financial impact on us, 

State Regulation of Telecommunications Services State regulatory agencies have jurisdiction when our telecommunications services 
are provided on an intrastate basis. The state regulatory environment varies substantially from state-to-state and in some cases can be 
more extensive than FCC regulations. In most instances, we are required to obtain and maintain certification from a state public utility 
commission (PUC) before providing telecommunications services in that state. Consequently, we are subject to the obligations that the 
applicable state laws place on all similarly certified carriers, including the regulation of services, payment of regulatory fees, and 
preparation and submission of reports. If state regulators or legislators change current regulations or laws it may negatively impact our 
ability to provide services. 

Regulation of Internet Telephony and the Internet The use of the Internet and private Internet Protocol (IP) networks to provide voice 
communications services is a relatively recent market development. Although the provision of such services is currently permitted by 
United States law and remains largely unregulated within the United States, several FCC and state regulatory proceedings aimed at 
evaluating the future regulatory treatment of such services have recently been initiated. More aggressive regulation of the Internet in 
general, and Internet telephony providers and services specifically, may materially affect our business, financial condition, operating 
results and future prospects, particularly if increased numbers of governments impose regulations restricting the use and sale of IP 
telephony services. 

Federal 
To date the FCC has reached no conclusion on whether Ip telephony services constitute telecommunications services subject to 
regulation under the Telecom Act. The FCC is now examining the question whether certain forms of phone-to-phone Internet 
telephony are information services or telecommunications services. Recent actions taken by the FCC and proceedings now pending 
before the FCC may affect the regulatory status o f  Internet telephony. 

o Tn February 2004 the FCC ruled that computer-to-computer P telephony that transmits data packets carrying voice communications 
via the same lines that carry e-rnail and instant messages is an unregulated "information service'' that is subject to exclusive federal 
jurisdiction. Accordingly, this type of computer-to-computer IP telephony service is likely to remain free of traditional telephony 
regulation. 
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o Also in February 2004 the FCC adopted a broad Notice of Proposed Rulemaking seeking comment on the appropriate regulatory 
classification and treatment of Internet-based communications services, most notably Voice over P (VoIP). 

o In October 2002 AT&T filed a petition with the FCC seeking a declaratory ruling that would prevent RBOCs and other ILECs from 
imposing traditional circuit-switched access charges on phone-to-phone IP services. 

o In September 2003 Vonage Holdings Corporation filed a petition for declaratory ruling requesting that the FCC find an order of the 
Minnesota Public Utilities Commission requiring Vonage Holdhgs to comply with state laws governing providers of traditional 
telephone service to be preempted because its broadband Internet telephony service is an information service. 

o In January 2004, Level 3 Communications, LLC filed a "forbearance petition" with the FCC asking the agency to reaffirm that 
legacy switched access charges do not apply to VoP. 

We cannot predict either the tirnefkame or outcome of the foregoing open proceedings before the FCC or what regulations, if any, the 
FCC will impose on providers of P-enabled voice communications services as a result of these proceedings. 

State 
Sate govemments and their regulatory authorities may assert jurisdiction over the provision of intra-state IP-enabled communications 
services where they believe that their telecommunications regulations are broad enough to cover regulation of such services. Of 
primary concern to the IP-enabled communications providers is that the imposition of state regulation would result in the provider 
being subject to local access charges for intra-state service, which would significantly increase the cost of service. While a majority of 
state commissions have not imposed traditional telecommunications regulatory requirements on IP telephony at this time, a number of 
state regulatory authorities have initiated proceedings to examine the regulatory status of Internet telephony services. 

In October 2003 a Federal court in Minnesota issued a permanent injunction against the Minnesota public utilities commission to 
prevent it from imposing state regulations on a provider's VoIP services offered over broadband connections, This permanent 
injunction was recently upheld in the face of multiple challenges. Prior to the Minnesota Federal court ruling, several states, including 
California, Washington, Wisconsin and Florida issued directives to various V o P  providers directing them to register as 
telecommunications providers. There can be no assurance that these states will respect the Minnesota Federal court ruling or accept 
the position asserted by V o P  providers that they are information, as opposed to telecommunications, service providers. 

Internet Taxation. 
In addition to regulations addressing Internet telephony and broadband services, other issues relating to the Internet in general could 
affect our ability to provide our services. Federal, state and local governmental organizations are considering various legislative 
proposals that might impose additional taxes on Internet services and products. We cannot predict whether new taxes will be imposed 
on our P-enabled communications services or the Internet in general and, depending on the type of taxes imposed, whether and how 
our services would be affected thereafter. Increased taxation of the Internet may decrease its growth and hinder technological 
development, which may negatively impact the cost of doing business via the Internet or otherwise materially adversely affect our 
business, financial condition arid results of operations. 
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Competition 

Presently we are an aggregator and reseller of long distance and related telecommunications services. Many of our competitors are 
substantially larger with greater financial and other resources. 

The US. long distance telecommunications industry is highly competitive and significantly influenced by the marketing and pricing 
practices of the major industry participants such as AT&T, Sprint and MCI. Buyers United also competes with other national and 
regional long distance carriers that employ various means to attract new subscribers, including television and other advertising 
campaigns, telemarketing programs, network marketing, cash payments, and other incentives. The ability of Buyers United to compete 
effectively will depend on its ability to provide quality services at competitive prices. 
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Buyers United competes on the basis of variety of services offered, customer billing and service, and price. Since we can access and 
offer switched long distance rates from a number ofproviders, customers can select the rate plan best suited to their needs without 
having to shop each long distance carrier separately. We offer to our customers, directly and through agents, a wide selection of 
telecommunications products. This provides the customer a one-stop shopping opportunity to obtain many of its telecommunication 
services from one source, Buyers United. We believe customers are attracted by the fact that Buyers United provides many of their 
services because they receive one bill and have only one provider to call with any billing or service questions. We further believe this 
aggregated service approach enables us to attract agents to sell our services. By selling Buyers United services, agents no longer have 
the burden of managing multipIe contracts with many telecommunications companies. Our agents can complete a sale at the customer 
site and count on accurate commissions for even complicated product suites. Additionally, agents enjoy dedicated customer service. 
We believe customers see positive differences in the way OUT services are sold and served compared to other providers. With Buyers 
United, customers are not forced to take bundled services or enter into long-term contracts from one provider, which we believe are 
typical sales practices of competitors. Because our customer contracts are based on user requirements rather than bundled services, 
Buyers United delivers only the requested services at an appropriate capacity and competitive price. 

Building recognition of our brands is beneficial to attracting additional customers and new strategic alliances. Ow failure to promote 
and maintain our brands successfully may result in slower growth, loss of customers, and loss of market share and strategic alliances. 
Accordingly, we intend to continue pursuing an aggressive brand-enhancement strategy, which includes promotional programs and 
public relations activities. 

Employees 

As of December 31,2003, Buyers United employed a total of 167 full time and 28 part time persons. None of our empIoyees is 
represented by a labor union, We have not experienced any work stoppages and believe relations with OUT employees are good. 

L 

Risk associated with our business 



Our revenues and operating results may be negatively impacted by the pricing decisions of our competitors and ow providers. 

Our revenues from period to period depend on the pricing for long distance service we can obtain from the wholesale providers of 
these services. We also must price ow services at levels that are competitive in the marketplace. This industry has a history of 
downward pressure on long distance service rates as a result of competition among providers. To acquire and retain customers we 
offer these services at prices that are perceived as competitive in conjunction with the other benefits we provide. Consequently, falling 
prices will likely result in lowering our rates to customers, which will reduce revenues. On the other hand, higher prices charged by 
our providers will cut into gross profit margins unless we raise prices to our Customers, which may be difficult for us to do if our 
competitors are not subject to the sarne upward pricing pressures or chose not to increase prices notwithstanding such pressure. To 
make up for potential reductions in either revenues or profits, it would be necessary for us to continue to make significant increases in 
our customer base from period to period, and there is no assurance that that we will be successful in doing so. 

Our substantial debt adversely affects our operations and financial condition. 

At December 3 1,2003 borrowings and capital lease obligations totaled approximately $1 1.9 million, which includes $3.5 million of 
notes payable to certain of our directors that pay interest at 12 percent per annum, $4.2 million of obligations related to the purchase or 
acquisition of customer accounts, and $4.1 million of borrowings under our line of credit. A substantial amount of our cash flow from 
operations is used to service our debt rather than to promote and expand our business, which adversely affects results of operations. In 
March 2004, we completed a $8.7 million private equity investment in Buyers United and will use approximately $3 million for 
reduction of debt. Nevertheless, we expect that servicing the remaining debt through the end of 2004 will continue to be a use of free 
cash flow that could be used to develop ow business. 

Disruptions in the operation of our technology could adversely affect our operations. 
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We are dependent on our computer databases, billing and account computer programs, Internet protocol network, and computer 
hardware that houses these systems to effectively operate our business and market our services. Our customers and providers may 
become dissatisfied by any system failures that interrupt our ability to provide our service to them. Substantial or repeated system 
failures would significantly reduce the attractiveness of our services. Significant disruption in the operation of these systems would 
adversely affect our business and results of operations. 

Our enhanced services are dependent on leased telecommunkations lines, and a significant disruption or change in these services 
could adversely affect our business. 

The enhanced services we offer, such as automatic call distribution, fax to ernail, real time account management, and the 
inNetwork(TM) family of products, are provided to customers through a dedicated network of equipment we own connected through 
leased telecommunications lines with capacity dedicated to us that is based on Internet protocol, which means the communication 
initiated by the customer is converted to data packs that are transmitted through the dedicated network and managed by our software 



that resides on our equipment attached to the network. We also move a portion of our voice long distance service over this dedicated 
network, because it lowers our cost o f  providing the service from the cost of using traditional transmission methods, 

We lease telecommunication lines and space at co-location facilities for our equipment, which represents the backbone of our 
dedicated network, from third party suppliers. If any of these suppliers is unable or unwilling to provide or expand their current levels 
of service to us that enable us to serve our customers, the services we offer would be adversely affected. Although we believe leased 
telecommunications tines and co-location facilities are available from alternative suppliers, we might not be able to obtain substitute 
services from other providers at reasonable or comparable prices or in a timely fashion. Any resulting disruptions in the services we 
dfer  that are provided over our dedicated network would likely result in customer dissatisfaction and adversely affect our operations. 
Furthermore, pricing increases by any of the suppliers we rely on for the dedicated network could adversely affect our results of 
operations if we are unable to pass pricing increases through to our customers. 

Our business could be materially harmed if our computer systems were damaged. 

Substantially all of o w  dedicated network systems are located at four locations in Los Angeles, Salt Lake City, Dallas, and New York. 
Our customer service, billing, and service management systems are located at out offices in Bluffdale and Draper, Utah. Fires, floods, 
earthquakes, power losses, telecommunications failures, break-ins and similar events could damage these systems. Computer viruses, 
electronic break-ins, human error, or other similar disruptive problems could also adversely affect our systems. We do not carry 
business interruption insurance. Accordingly, any significant systems disruption could have a material adverse effect on our business, 
financial condition, and results of operations. 

We use the Internet in various aspects of our business. The viability of the Internet as an information medium and commercial 
marketplace will depend in large part upon the stability and maintenance of the infrastructure for providing Internet access and 
carrying Internet traffic. 

Historically we have relied on the Internet for customer service and billing. Failure to develop a reliable network system or timely 
development and acceptance of complementary products, such as high-speed access systems, could materially harm our business. In 
addition, the Internet could lose its viability due to delays in the development or adoption of new standards and protocols required to 
handle increased levels of Internet activity or due to increased government regulation. If the Internet does not remain a viable conduit 
for data and transactional traffic or the manner in which it now operates changes significantly, then our business and results of 
operations could be adversely affected. 

A fundamental requirement for online communications is the secure transmission of confidential information over public networks. 
Our failure to protect this confidential information could result in liability. 

If third parties succeed in penetrating our network security or otherwise misappropriate our customer information, we could be subject 
to liability. Our liability could include claims for unauthorized purchases with credit card or banking infomation, impersonation or 
other similar fraud claims, as well as for 
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other misuses of personal information, including for unauthorized marketing purposes. These claims could result in litigation and 
adverse publicity, which could have a material adverse effect on our reputation, business, and results of operations. 

Our growth and results of operations are not predictable, which means an investment in us has greater risk. 

Buyers United experienced significant growth in 2003, primarily through internal growth and the purchase of customer accounts. 
Recent acquisitions of assets and customers have substantially increased our operations. We have no other customer base acquisitions 
under consideration and cannot predict if or when another such acquisition opportunity may present itself. Consequently, it is not 
possible to predict with any certainty the growth of our business over the next year, whether internally or through acquisitions. Our 
ability to continue our growth and profitability will depend on a number of factors, including our ability to maintain and expand our 
independent agent network, the availability of capital to fund purchases of customers or acquisitions, existing and emerging 
competition, and our ability to maintain sufficient profit margins despite pricing pressures. Furthermore, the growth and development 
of our business may be harmed if we are unable to adapt and expand our systems, procedures, and controls to support and manage our 
growth. All of these factors indicate there could be fluctuations in OUT results of operations and volatility in our stock price that could 
expose an investor to greater risk. 

Our inability to promote our name and service could adversely affect the development of ow business. 

Building recognition of our brand name, "UCN", is beneficial to attracting additional customers, obtaining favorable reseller 
agreements with providers of long distance, and establishing strategic relationships with independent agents and businesses that can 
facilitate or enhance our service offerings and marketing efforts. In January 2004 we filed an application with the US.  Patent and 
Trademark Office to register the mark, but have yet to receive any response on the application. If we fail to obtain registration of 
UCN, we may consider adopting new marks for promotion, so we would gain little from promoting UCN. Even if we are successful in 
registering the mark, our failure to promote and maintain our brand name successfully may result in slowed growth, loss of customers, 
loss of market share, and loss of strategic relationships. We cannot assure you that we will be able to promote our brand names as fully 
as we would like, or that promoting our brand name will enable us to be competitive or improve our results of operations. 

Our development of enhanced services could subject us to claims of patent infringement that would adversely affect our results of 
operations. 

We offer enhanced services through our dedicated network, such as fax to email. This, and other enhanced services, has been the 
subject of claims by certain patent holders that providing the enhanced services violates existing patent rights covering the manner and 
method by which the services are performed. We have not received any notice or claim from any party that any service we offer 
violates any such rights. Should we receive such a notice, we expect that the patent holder would seek a licensing arrangement in 
which we would be required to pay a license fee to continue to offer the service, and may seek license payment for past sales of the 
service using the alleged patented technology. Payment of any such license fees would have an adverse impact on the net revenue 
generated Erom sales of the enhanced services. 

' 



Regulation of IP telephony services is unclear, so the imposition of significant regulation in the future could adversely affect our 
operations. 

We deliver our enhanced services and move other long distance service through our VoIP Network. At both the Federal and state 
level, proceedings and investigations are pending with respect to whether IP-enabled voice communications are telecommunications 
services subject to Federal and state regulation. A determination that such services are subject to regulation would likely increase the 
cost of services we provide, which would adversely affect our results of operations. Even if a determination is made that our P 
delivered services are not subject to current regulation, there is no assurance that Federal or state governments will not impose 
regulation on IF-enabled communications in the future that would add substantially to our costs of doing business. 
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Future sales or the potential for sale of a substantial number of shares of our c o m o n  stock could cause the trading price of ow 
common stock to decline and could impair our ability to raise capital through subsequent equity offerings. 

As of March 15,2004, we have 12,994,079 shares of common stock outstanding, of which 4,608,739 shares are freely tradable, 
3,044,794 shares may be sold subject to the volume, timing, and other conditions of Rule 144 adopted under the Securities Act of 
1933,808,546 shares may be sold subject to the volume, timing, and other conditions of Rule 144 beginning May 1,2004 and the 
remaining 4,532,000 shares may be sold subject to the volume, timing, and other conditions of Rule 144 beginning March 15,2005. 
We agreed with the holders of 5,340,546 restricted shares to file a registration statement with the Securities and Exchange 
Commission in April 2004 for the purpose of registering resale of their shares. 

In addition, we have outstanding warrants, options and convertible notes to acquire 7,646,583 additional shares that are registered for 
sale by the holders in the public market under a registration statement filed with the Securities and Exchange Commission in 
September 2003, which has been temporarily suspended until we file an amendment updating the registration statement with OUT 
financial statements for 2003 and other information. Assuming all these warrants and options are exercised, there would be 20,640,662 
shares of common stock issued and outstanding. We have also reserved for future issuance 6,258,922 additional shares of common 
stock as follows: 

o 3,929,000 shares issuable on conversion of outstanding preferred stock; 
o Up to 2,006,35 1 shares underlying other warrants and options that were granted and remained outstanding as of the date of this 
filing; 
o Up to 173,571 shares reserved for issuance under our stock plans; and 
o Up to 150,000 shares reserved for issuance on conversion of outstanding notes. 

Of the 3,929,000 shares of common stock issuable on conversion of outstanding preferred stock, 3,374,000 may be sold without 
limitation under Rule 144(k). 
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United as a matter of the evidence presented and as a matter of law. h our view this matter has been resolved fully in o w  favor and we 
have no obligation or liability to Sea Spray. 

Buyers United is the subject of certain other legal matters, which it considers incidental to its business activities. It is the opinion of 
management, after discussion with legal counsel, that the ultimate disposition of these other matters will not have a material impact on 
the financial position, liquidity or results of operations of Buyers United. 

ITEM 4, SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 

No matter was submitted to a vote of security holders during the quarter ended December 3 1,2003, 

PART I1 

ITEM 5. MARKET FOR COMMON EQUITY AND RELATED STOCKHOLDER MATTERS; RECENT SALES OF 
UNREGISTERED SECURITIES 

Market price and stockholder matters 

The common stock of Buyers United trades in the over-the-counter market. The following table sets forth for the respective periods 
indicated the prices of the common stock in the over-the-counter market, as reported and summarized on the OTC Bulletin Board. 
Such prices are based on inter-dealer bid and ask prices, without markup, markdown, commissions, or adjustments and may not 
represent actual transactions . 

Calendar Quarter Ended: 

March 31, 2002 
June 3 0 ,  2002 
September 30, 2002 
December 31, 2002 

High B i d  ( $ )  

1.30 
2 . 0 0  
1.93 
2.00 

----I------- 

High B i d  ( $ 1  

Low B i d  ( $ )  

0.61 
1.10 
1,30 
1 . 2 5  

Low B i d  ( $ )  



March 31, 2003  
June 3 0 ,  2003  
September 3 0 ,  2003 
December 31, 2003 

2 .45  
2 . 2 2  
2 . 9 5  
3.05 

1 . 5 2  
1.20 
1.71 
2 . 0 0  

Since inception, no dividends have been paid on the common stock. Buyers United intends to retain any eamings for use in its 
business activities, so it is not expected that any dividends on the common stock will be declared and paid in the foreseeable future. As 
of March 15,2004, there were outstanding 1,827,500 shares of Series A Convertible Preferred Stock and 420,300 shares of Series B 
Convertible Preferred Stock. Under the terms of this preferred stock, Buyers United cannot make any distributions on its common 
stock without the approval of a majority of the preferred stockholders. At March 15,2004, there were approximately 4,250 holders of 
record of the common stock. 

Repurchases of common stock 

In December 2003, a holder of 100,000 shares of Series B Convertible Preferred Stock converted all of those shares to 500,000 shares 
of cornrnon stock. In January 2004, the holder sold those common shares plus 14,560 additional shares, or a total of 5 14,560 shares, to 
Buyers United for $500,000 in a privately negotiated transaction. 

ITEM 6. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF 
OPERATIONS 

Overview 

Buyers United is a domestic telecommunications company that offers and sells a wide range of long distance and related 
communication services to business and residential customers. In the past we functioned as an aggregator and reseller of 
telecommunications services provided by others. We intend to continue to pursue and develop this type of business. However, in 
December 2002 Buyers United entered into agreements to purchase and manage assets of Accerk Communications Lnc, (formerly I- 
Link, Inc.) and its subsidiary, I-Link Communications, Inc,, and license in perpetuity software developed by I-Link for the operation 
of a Voice over Internet Protocol communications network (VoIP Network). We closed the transactions in May 2003. With these 
newly acquired assets we can now develop and offer as a provider enhanced services, such as fax to email, and transmit data and other 
communication services for a portion of the journey over our VoIP Network rather than entirely through third party providers. In 
October 2003, Buyers United acquired the exclusive right to sell and manage the enhanced telecommunications functions of MyACD, 
hc.  with a one-year option to purchase it at a price of approximately $6.8 million, With the MyACD technology we can offer a new 
product approach that combines our national VoIP Network with on-demand proprietary telephony software for contact 
handlingmanagement applications. We are changing the way mission critical applications are delivered and priced for the contact 



center marketplace, or for any business or department seeking to improve how it manages the productivity and quality of its customer 
contact opportunities. 

In December 2002, Buyers United also entered into an agreement with Touch America, Inc., a subsidiary of Touch America Holdings, 
Inc., to purchase a substantial number of its switched voice telecommunication customers, including the carrier identification code 
used to service those customers. In June 2003, we amended the purchase agreement to acquire additional switched voice and dedicated 
telecommunications customers and correct discrepancies in the list of customers originally purchased in December 2002. The total 
purchase price was $6.5 million. Buyers United made an initial payment of $3.0 million to Touch America in December 2002 and has 
made additional cash payments totaling $3.4 million through March 4,2004. The balance of $93,988 is expected to be paid in April 
2004. 

During August 2003, Buyers United purchased approximately 12,000 long distance customers from Glyphics Communications, Inc. 
for $543,558. 

Buyers United entered into an agreement to purchase 37 dedicated long distance customers fkom Source Communications, LLC for 
$750,000 in February 2004. Closing of the acquisition was subject to complying with applicable federal and state regulation pertaining 
to transfer of the customers. All of the regulatory requirements were satisfied and the acquisition of the customers is completed 

We generate internal growth by pursuing multiple marketing avenues, including using independent agents, marketing through the 
Internet, and selling through o w  direct sales force. We intend to expand and develop our direct sales force and value-added reseller 
programs during 2004. Our purchase of telecommunication customers of Touch America resulted in a significant increase in our 
customer base during 2003. We believe continuing financial difficulties and uncertainty in the telecommunications industry may result 
in opportunities to acquire customers from unrelated companies, such as our recent February 2004 purchase of dedicated long-distance 
customers fkom Source Communications, and we intend to remain open to these opportunities. However, at the present we are not 
evaluating any new acquisitions. 

Results of operations 

Revenues 

For the year ended December 3 1,2003 revenues increased to $63.3 million, a 110 percent increase compared to revenues for the year 
ended December 3 1,2002 of $30.2 million. While a significant portion of the increase in revenue is due to the acquisition of customer 
accounts, we also generated growth internally from ongoing promotional efforts, primarily involving independent agents. 
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For the year ended December 3 I ,  2002, revenues increased 1 10 percent to $30.2 million as compared to $14.3 million for the year 
ended December 31,2001. The change was due to a substantial increase in our customer base. These new customers were generated 
through independent sales agents and referrals from unrelated Internet marketing companies. 



Costs of Revenues 

Costs of revenues for the year ended December 31,2003 increased to $34.6 million, a 112 percent increase as compared to $16.3 
million for the year ended December 3 1,2002. As a percentage of revenue, costs increased to 54.6 percent in 2003 compared to 54,O 
percent for same period in 2002. The decrease in gross margin for the year ended December 3 1,2003 as compared to the previous 
year is the result of costs related to an increase in customers using dedicated circuit services. This type of service typically has lower 
profit margins, but higher volumes, than other types of long distance services. Also contributing to a lower gross margin was the 
combination of costs related to integration efforts involved in the I-Link acquisition and higher costs of Touch America customers, 
Buyers United agreed with Touch America on certain wholesale prices during a phase-in period after acquiring the customers. 
However, Buyers United immediately began switching new customers over to other lower-cost wholesale providers. The higher Touch 
America costs were offset slightly by a decrease in other costs for long-distance minutes. 

Costs of revenues for the year ended December 31,2002 were $16.3 million, or 54 percent of revenue, as compared to costs of $9.3 
million, or 65 percent of revenue, for the year ended December 3 1,2001. During 2002, Buyers United increased volume and new 
customer sign-ups with two of our largest long-distance wholesale carriers resulting in decreased rates for long-distance minutes and 
an increase in gross margin for the year. 

General and administrative 

General and administrative costs for the year ended December 31,2003 increased 101 percent to $14.8 million compared to $7.4 
million for the year ended December 3 1,2002. The increase in costs is due to expenses required to support Buyers United's significant 
revenue growth, and costs associated with the I-Link, Touch America and the MyACD transactions. To meet the needs of increased 
revenue levels we hired additional customer service and collection personnel. In addition, several employees of I-Link: were retained 
by Buyers United in order to effectively maintain the V o P  Network, as well as provide customer support and billing services. Buyers 
United also assumed certain office lease obligations of I-Link, which resulted in additional occupancy expenses. 

General and administrative expenses for the year ended December 3 1,2002 increased 20 percent to $7.4 million or 24 percent of 
revenue as compared to $6.1 million or 43 percent of revenue for the year ended December 3 1,2001. The increase resulted from 
increases in bad debt expense, customer service and support expenses and billing costs, all incidental to the increase in revenue. These 
increases were offset by decreased costs of maintenance and depreciation expense from the termination of high-cost equipment leases 
and the write-off of obsolete web-site development costs during 2001. 

Selling and promotion 

Selling and promotion expenses increased 133 percent to $10.8 million or 17 percent of revenue for the year ended December 3 I ,  
2003 compared to $4.6 million or 15 percent of revenue for the year ended December 31,2002. The increase resulted from higher 
commissions paid on increased revenue. Selling and promotion costs for 2003 include higher amortization expenses associated with 
the customer lists acquired during 2003. 



Selling and promotion expenses for the year ended December 3 1,2002 were $4.6 million or 15 percent of revenue, an increase of 40 
percent over the prior year's expenses of $3.3 million or 23 percent of revenue. The increase was the result of higher expenses for sales 
commissions, sales support staff, and the amortization of deferred customer referral fees. These increases were directly related to the 
increase in revenue during the 2002 year. 

Other income (expense) 

Interest expense for the year ended December 3 1,2003 was $1.9 million compared to $1.5 million for the comparative period in 2002. 
The increase in interest expense was the result of higher debt balances outstanding throughout 2003 compared to 2002. 
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Interest expense for 2002 was $1.5 million as compared to $997,882 for 2001, an increase of 5 5  percent. The increase is attributable to 
the significant amount of additional debt financing Buyers United had outstanding throughout 2002, which we raised to fund 
operations and an online marketing opportunity with an unrelated Internet marketing company. 

Liquidity and capital resources 

Buyers United's current ratio as of December 3 1,2003 increased slightly to 
0.52: 1 firom 0.5 1 : 1 at December 3 1,2002. The components of current assets and current liabilities that changed significantly since the 
end of 2002 were cash, accounts receivable, line of credit, the current portion of long-term debt, and accrued liabilities, 

The increase in cash and the line of credit was the result of a significant draw against the line of credit that took place during the last 
week of December 2003 I Accounts receivable, accrued commission and rebates, accrued liabilities, and accounts payable all increased 
as a result of higher revenues reported during 2003 as compared to the same period in 2002. Accrued dividends increased as a result of 
the additional shares of preferred stock issued to I-Link, Inc. in connection with completing the acquisition of the V o P  Network. 

The current portion of long-term debt increased $1-7 million or 28 percent, due tu several long-term notes maturing and becoming due 
and payable in 2004. The long-term portion of notes payable decreased by $3.2 million due to the net effect of the following items: 

o Ongoing payments on acquisition notes. 

o The partial payoff and replacement of a $1 1 million promissory note, previously due February 28,2003. Buyers United retired the 
note payable by paying $250,000 in cash and issuing a new promissory note for $800,000. In addition, Buyers United issued 50,000 
shares of common stock in connection with the original agreement. The new note i s  unsecured and bears interest at ten percent, 
payable monthly. Principal is also payable monthly based on 20 percent of billings during each monthly billing period from designated 
customers. 1 



o In January and February 2003, Buyers United received $500,000 from the issuance of promissory notes payable, $400,000 of which 
came from three Directors of Buyers United. The unsecured notes bear interest at 12 percent and are due in 2004 through early 2005 

o In May and June 2003, Buyers United received $500,000 from the issuance of promissory notes payable. The notes are secured by 
computer and telecommunications equipment, bear interest at 12 percent, and are due in May and June 2006. 

o During June 2003, the Company initiated a program to repurchase outstanding common stock fkom shareholders of record with total 
holdings of 100 or fewer shares. The offering price per share was $1.75, The program ended in September 2003 after the Company 
had repurchased 2,774 shares. 

o In June 2003 Buyers United issued $1.4 million in promissory nates for cash used primarily for purchasing customers from Touch 
America. The notes are unsecured and bear interest at ten percent, with principal and interest payable monthly. The principal paid each 
month equals approximately 20 percent of billings collected during each monthly billing period from the acquired Touch America 
customers. After all principal is repaid, note holders will continue to receive approximately ten percent of such collected billings. 
There was a five percent commission paid to the sales agent in connection with the issuance of the notes. 

Buyers United has a line of credit agreement with RFC Capital Corporation that expires in January 2006. The available borrowing 
limit is $5.0 million. Interest accrues at prime plus three percent, which was 7.00 percent as of December 31,2003. During 2002, the 
interest rate on the line was prime plus six percent, which was 10.25 percent as of December 3 I, 2002. The facility allows the 
Company to obtain financing on its eligible accounts receivable, including unbilled receivables and regular monthly billings. The 
facility is collateralized by the underlying receivables. On December 3 1,2003, Buyers United had financed the maximum amount 
available based on eligible accounts receivable at that time. This amount, less draws by RFC appIied against the 
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outstanding amount, aggregated $4.1 million, The facility requires Buyers United to maintain a restricted cash account for the 
collection of the receivables. As of December 3 I ,  2003, Buyers United had $1.2 million of restricted cash associated with the RFC 
arrangement. 

On September 10,2003, Buyers United filed a registration statement on Form SB-2 with the Securities and Exchange Commission to 
register for resale up to approximately 8.8 million shares of common stock underlying outstanding warrants, options and convertible 
debt. During 2003, investors exercised watrmts to purchase 522,500 shares of c u m o n  stock providing cash to the Company of 
approximately $1 .O million. In March 2004 the registration statement was temporarily suspended until the Company can file an 
amendment updating the registration statement with its 2003 audited financial statements and other information. 

On March 15,2004, Buyers United sold 3,782,000 shares of common stock at $2.30 per share, or a total of approximately $8,7 
million. Net proceeds of the offering after placement fees and expenses are approximately $8.1 million. The net proceeds of the 
private placement are intended to be used for various corporate purposes, including sales and marketing related programs, funding 
further development of our V o P  Network, reducing debt, and for working capital and other general corporate purposes. 



The following table sets forth our capitalization as of December 3 1,2OO3, and as adjusted to give effect to: 

o Receipt of the estimated net proceeds from our private placement of 3,782,OOO shares of common stock at $2,30 per share; and 

o Conversion of 3OO,OOO shares of Series B Convertible Preferred Stock by Acceris Communications, Inc, 

Stockholders1 e q u i t y  (deficit): 
Preferred s t o c k ,  $0,0001 par value; 15,000,000 shares authorized 

1,865,000 shares issued and outstanding (liquidation value 
of $3,730,000) 
Series B 8% cumulative preferred stock 
721,729 sharesissued and outstanding (liquidation value 
of $7,217,290); as adjusted,  421,729 shares issued and 
outstanding, (liquidation value  of $4,217,290) 

Series A 8% cumulative preferred s t o c k  

Common s t o c k ,  $0.0001 par value, 100,000,000 shares authorized; 
7,604,584 shares issued and outstanding; as adjusted, 
12,886,584 shares issued and outstanding 

Additional paid in capital 
Warrants and options outstanding 
Accumulated deficit 

Total stockhalders' equity (deficit) 

$ 

7 2  

187 

4 2  

1,288 

3 ,928 ,110  
(25,749,527) 

$ 6 ,475 ,123  

28,295,023 

-------IC-- 

_+----I---- __--------- 

of (I) The adjusted figures do not give effect to the issuance of up to 7,972,583 additional common shares on exercise or conversion 
outstanding warrants, options, and convertible notes that are registered for sale by the holders under a registration statement filed with 
the Securities and Exchange Commission, up to 1,600,476 shares underlying other warrants and options, up to 150,000 shares 
resented for issuance on conversion of other outstanding notes, or up to 3,973,645 shares issuable on conversion of outstanding 
preferred stock. 



Revenue Recognition: Buyers United's revenue recognition policy with respect to reseller agreements is to record gross revenues and 
receivables fkom customers when Buyers United acts as principal in the transaction; takes title to the products or services; and has 
risks and rewards of ownership, such as risk of loss for collection, delivery, or returns. Revenues from sales of services are recognized 
upon providing the services to the customers, 

Accounts Receivable and Allowance for Doubtful Accounts: Accounts receivable is comprised of amounts billed and billable to 
customers, net of an allowance for uncollectible amounts. The allowance for doubtful accounts I s  estimated by management and is 
based on specific information about customer accounts, past loss experience, and general economic conditions. An account is written 
off by management when deemed uncollectible, although collections efforts may continue. 

Property and Equipment: Property and equipment are stated at cost. Major additions and improvements are capitalized, while minor 
repairs and maintenance costs are expensed when incurred. In accordance with Statement of Position 98-1, "Accounting €or the Costs 
of Computer Software Developed or Obtained for Internal Use," Buyers United capitalizes certain costs incurred for the development 
of internal use software. These costs include the costs associated with coding, software configuration, upgrades, and enhancements. 

Advertising Costs: Buyers United advertises its services through traditional venues such as print media to the general public. Costs 
associated With these advertising efforts are expensed as incurred. 

Forward-looking statements 

The Private Securities Litigation Refom Act of 1985 provides a safe harbor for forward-looking statements made by Buyers United. 
All statements, other than statements of historical fact, which address activities, actions, goals, prospects, or new developments that 
Buyers United expects or anticipates will or may occur in the future, including such things as expansion and growth of its operations 
and other such matters are fonvard-looking statements. Any one or a combination of factors could materially affect Buyers United's 
operations and financial conditiori. These factors include the availability of capital, competitive pressures, success or failure of 
marketing programs, changes in pricing and availability of services and products offered to members, legal and regulatory initiatives 
affecting long distance service, and conditions in the capital markets. Fonvard-looking statements made by Buyers United are based 
on knowledge of its business and the environment in which it operates as of the date of this report. Because of the factors listed above, 
as well as other factors beyond its control, actual results may differ from those in the forward-looking statements. 

ITEM 7, FTNANCIAL STATEMENTS 

The financial statements of Buyers United appeax at the end of this report beginning with the Index to Financial Statements on page F- 
1. 

ITEM 8. CHANGES IN AND DISAGREEMENTS 
DISCLOSURE 

WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL 



Effective February 2002, Buyers United changed its accountants from Arthur Andersen LLP to Crowe Chizek LLC. 

ITEM SA. CONTROLS AND PROCEDURES 

With the participation of management, Buyers United's chief executive officer and chief financial officer evaluated its disclosure 
controls and procedures on March 17,2004. Based on this evaluation, the chief executive officer and the chief financial officer 
concluded that the disclosure controls and procedures are effective in connection with Buyers United's filing of its annual report on 
Form 10-KSB for the year ended December 31,2003. 

Subsequent to March 17,2004, through the date ofthis filing of Form 10-KSB for the year ended December 31,2003, there have been 
no significant changes in Buyers United's internal controls or in other factors that could significantly affect these controls, including 
any significant deficiencies or mateTial weaknesses of internal controls that would require corrective action. 
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ITEM 9. DIRECTORS, EXECUTIVIE: OFFICERS, PROMOTERS AND CONTROL PERSONS; 
COMPLIANCE WITH SECTION 16(A) OF THE EXCHANGE ACT 

Directors and Officers 

The following table sets forth the names, ages, and positions with Buyers United for each of the directors and officers. 

Name 

Theodore S t e r n  

Gary S m i t h  

Edward D a l l i n  Bagley 

S t e v e  B a r n e t t  

Paul  Jarman 

69 

65 

62 

34 

P o s i t  ions 

Chairman of t h e  Board, Ch ie f  
Execut ive  Officer and Director 

Director 

Direc tor  

D i r e c t o r  

President and Director 

S i n c e  

1999 

1999 

1999 

2000 

1 9 9 7  



David R. G r o w  

G .  Douglas S m i t h  

Kenneth D. Krogue 

47 Chief Financial Off i ce r  

34 Executive Vice President 

38 Executive Vice President 

2003 

1997 

1997 

All directors hold office until the next annual meeting of stockholders and until their successors are elected and qualify. Officers serve 
at the discretion of our Board. The following is information on the business experience of each director and officer. 

Theodore Stem became a director of Buyers United in June 1999 and subsequently the Chief Executive Officer in September 2000. 
Mr. Stem has served as a director of Northern Power Systems of Waitsfield, Vermont, a manufacturer of renewable generation 
systems, since September 1998. During the last five years Mr. Stem has been self-employed as a consultant to manufacturing 
companies, 

Gary Smith became a director of Buyers United in June 1999. During the past five years he has been self-employed as a business 
consultant. 

Edward Dallin Bagley became a director of Buyers United in June 1999. He has been self-employed as an attorney and investor for 
the past five years. During that time he has also served as a director of Tunex International, Inc., an automotive tune-up franchise 
company based in Salt Lake City, Utah, and Clear One Communications, Inc., a manufacturer of electronic products based in Salt 
Lake City, Utah. 

Steve Barnett has been self-employed for the past five years as a consultant to manufacturing and distribution companies on 
improving operations and business restructuring. He has continued to purchase and manage privately-held manufacturing companies, 
as well as serving on the boards of non-owned private companies in connection with his consulting services. For over five years, Mr. 
Barnett has been a director of Chicago's Jewish Federation and Jewish United Fund, and a Vice Chairman of the Board of Directors 
since 1997. He is also a Director of Bank Leumi USA. 

Paul Jarman has served as an officer of Buyers United during the past five years, first as an Executive Vice President and as President 
since December 2002. 
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David R. Grow, a Certified Public Accountant, joined Buyers United in June 2003 and currently serves as its Chief Financial Officer. 
From Jmuary 2002 to June 2003, Mr. Grow served as the Chief Financial Officer and member of the Board of Directors of Spectrum 
Engineers, Inc., a mechanical and electrical engineering firm in Salt Lake City, Utah. From February 2000 to January 2002, he served ' 
as the Chief Financial Officer and member of the Board of Directors of webBASIS, hc . ,  a web-based software development company 



in Bakersfield, California. During the two-year period prior to February 2000, he served as the Chief Financial Officer of Daw 
Technologies, Inc., a manufacturer and installer of cleanrooms for the semiconductor industry, based in Salt Lake City, Utah. 

G. Douglas Smith has served as an Executive Vice President of Buyers United during the past five years. 

Kenneth D. Krogue has served as an Executive Vice President of Buyers United during the past five years. 

Board Meetings and Committees 

The Board met 13 times during the year ended December 3 1, 2003. All directors attended at least 7 5  percent of the meetings of the 
Board. During 2000, the Board formed the Compensation Committee, the members of whch are Edward Dallin Bagley (Chairman), 
Steve Barnett, and Gary Smith. The Compensation Committee considers salary and benefit matters for the executive officers and key 
personnel of the Company. The Compensation Committee met five times in 2003, and all director members of the committee attended 
at least 75 percent of the meetings. In 2000, the Board also formed the Audit Committee, the members of which are Steve Barnett 
(Chairman) and Edward Dallin Bagley. The Audit Committee is responsible for financial reporting matters, internal controls, and 
compliance with the Company's financial polices, and meets with its auditors when appropriate. The Audit Committee met twice in 
2003, and all director members of the committee attended the meetings. The Board has determined that Steve Barnett is serving as the 
audit committee financial expert within the meaning of Item 401(e) of Regulation S-B. 

Board Compensation 

Each Director received a monthly director fee of $1,000 during 2003. The past practice of the Board is to compensate directors for 
their annual service by issuing to each of them options to purchase 25,000 shares of common stock exercisable over a term of five 
years from the date of issue. Pursuant to this practice, each director received 25,000 options in March 2002 with an exercise price of 
$2.50 per share, and in November 2002 (for year 2003) with an exercise price of $2.00 per share. It has also been the past practice o€ 
the Board to compensate the Chairman of the Board, and beginning with those issued for 2003, the Chairman of the Audit Committee, 
for their annual service by issuing to each of them options to purchase 15,000 shares of common stock exercisable over a term of five 
years from the date o f  issue. Pursuant to this practice, Theodore Stern received as Chairman of the Board 15,000 options in March 
2002 and November 2002, with exercise prices of $2.50 an# $2.00 per share, respectively. Steve Barnett received as Chairman of the 
Audit Committee 15,000 options in November 2002 (for year 2003) with an exercise price of $2.00 per share, 

The Director Stock Option Plan was adopted by the Board in May 2003 and approved by the stockholders in June 2003. The purposes 
of the plan are to attract, motivate and retain experienced and knowledgeable directors by offering them opportunities to increase their 
stock ownership interest in Buyers United. Each person serving as a director on the date options are issued under the plan is eligible to 
participate. The persons serving as Chairman of the Board and Chairman of the Audit Committee on the date options are issued for 
those positions under the plan are eligible to participate. 

The Board has authorized the issuance or delivery of options to purchase an aggregate of 1,000,000 shares of common stock under the 
plan, subject to customary antidilution and other adjustments provided for in the plan. Each person serving as a director on March 1 of 

L 



each year is entitled to receive an option to purchase 25,000 common shares at an exercise price per share equal to the average fair 
market value on that date, but in no event less than the conversion price for the Series B Convertible Preferred Stock of Buyers 
United, which is now $2.00 per share. On the dates the Board appoints the Chairman of the Board and Chairman of the Audit 
Committee to serve for the next year, each person so appointed is entitled to receive an option to purchase 15,000 common shares at 
an exercise price per share equal to the average fair market value on that date, but in no event less than the conversion price for the 
Series B Convertible Preferred Stock of Buyers United. Each option issued under the plan is exercisable over a term of five years. The 
number of options issuable each year under the plan, as well as options outstanding under the plan, is subject to customary antidilution 
and other adjustments provided for in the plan. 
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Options issued under the plan are not exclusive and the plan does not limit the authority of the Board or its committees to grant awards 
or authorize any other compensation, with or without reference to shares, under any other plan or authority. 

The plan is administered by a committee, which is either the Board of Directors or a committee appointed by the Board for such 
purpose. The Board of Directors has not appointed a committee to administer the plan, so the entire Board is now the committee 
administering the plan. Subject to the limitations of the plan, the committee has broad authority under the plan, including, for example, 
the authority: 

o To construe and interpret this plan; 
o To make all other determinations required by this plan; 
o To maintain all the necessary records for the administration of this plan; and 
o To make and publish forms, rules and procedures for administration of the plan. 

In 2004 the Board, and each of our directors individually, agreed to renounce their right tu receive options under th plan for 2004, and 
instead receive options outside the plan for a lower number of shares. Accordingly, the Board approved in January 2004 the issuance 
to each director of options to purchase 10,000 shares of common stock and to Steve Barnett as chairman of the Audit Committee 
options to purchase 5,000 additional shares. All of the options are exercisable over a term of five years at $3.05 per share, which was 
the market price for our common stock in the public market on the date of grant. 

Code of Ethics 

Buyers United has adopted a Code of Ethics applicable to its chief executive officer and chief financial officer, a copy of which is 
included as an exhibit to this report. 

Section 16(a) Filing Compliance 
L 

Section l6(a) of the Securities Exchange Act of 1934 requires officers and directors of Buyers United and persons who own more than 
ten percent (10%) of a registered class of its equity securities to file reports of ownership and changes in their ownership on Forms 3, 



4, and 5 with the Securities and Exchange Commission, and forward copies of such filings to Buyers United. Based on the copies of 
filings received by Buyers United, during the most recent fiscal year the directors, officers, and beneficial owners of more than ten 
percent (10%) of the equity securities of Buyers United registered pursuant to Section 12 of the Exchange Act have filed on a timely 
basis all required Forms 3,4, and 5 and any amendments thereto except for Dallin Bagley, who filed one Form 4 late. 

ITEM 10. EXECUTIVE COMPENSATION 

Annual Compensation 

The table on the following page sets forth certain information regarding the annual and long-term compensation for services in all 
capacities to Buyers United for the prior fiscal years ended December 3 1,2003,2002, and 2001 , of those persons who were either (i) 
the chief executive officer during the last completed fiscal year or (ii) one of the other four most highly compensated executive 
officers as of the end of the last completed fiscal year whose annual salary and bonuses exceeded $100,000 (collectively, the "Named 
Executive Officers"). 
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Annual Long Term 
Compensation Compensation 
------*----- -e-------------- 

Name and Principal Position Year Salary ( $ )  ---- ---I------ 

Theodore S t e r n  2003 
Chairman and Ch ie f  2002 
Executive Off icer  2001 

-0- 
-0- 
-0- 

Paul  Jarman 
President and Director  

G. Douglas Smith 
Execut ive  Vice President 

2003  
2002  
2001 

2003 
2002 
2001 

132  , 808 
125,000 
122,710 

132,800 
125,000 
124,405 

S e c u r i t i e s  
Underlying ~ l i  Other 

Options/SARs ( # )  Compensation ( $ )  
--------111----- 

36,300 
80,000 
40,000 

-0- 
11, 668 
-0- 

-0- 
7 , 6 6 8  

1 7 8 , 3 3 4 '  

7 4 , 7 5 0  
70,000 
70,000 

18 , 463 
21,481 
57,067 

18,463 
21 ,252  

-0-  

Kenneth D. Krogue 2003 1 3 7 , 6 9 8  -0- 18,463 



Executive Vice President 2002 123,538 106,739 22,282 2001. 109,851 40,000 13,866 

Stock Options 

The following table sets forth certain information with respect to grants of stock options during 2003 to the Named Executive 
Officers. 

Name and Principal P o s i t i o n  

Theodore Stern 
cc--------- - - - - - - - - -____l_l  

Chairman, Chief 
Executive Officer 

P a u l  Jarman 
President and Director 

G .  Douglas Smith 
Executive Vice President 

Kenneth D. Krogue 
Executive Vice Pres ident  

% of total 
Number of Options/SARs 
Securities Granted to 
Underlying Employees in Exercise or Expiration 

Options Granted Fisca l  Year Base Price ($/Sh) Date 
--------*11---- ------------ ...I-----------.---- -------*--*- 

- -0- - 1 

12,000 
12,500 
150,000 

-0- 

-0- 

1.8 
1.8 

21.9 

$ 2 . 4 2  
$2 .40  
$ 2 . 5 0  

01/15/08 
0 9 / 2 4 / 0 8  
11/11/08 
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The following table sets forth certain information with respect to unexercised options held by the Named Executive Officers. No 
outstanding options held by the Named Executive Officers were exercised in 2003. 

Name and P r i n c i p a l  Position 

Number of Securities 
Underlying Unexercised 

Options 
at Fiscal Year End ( # )  

Exercisable/ 
Unexercisable 

Value of Unexercised 
In-the-Money Options 

At Fisca l  Year End ( $ )  
(1) 

Exercisable/ 
Unexercisable 

--------I---c--------- 



Theodore Stern 
Chairman, Chief 
Executive Officer 

172,500 / -0- $88 ,200  / -0- 

Paul Jarman 452,966 / 150,000 $152,848 / $82 ,500  
President and Director 

G .  Douglas Smi th  624,916 / -0- 
Executive Vice President 

$262,218 / -0- 

$199,664 / -0- 

(1) This value is determined on the basis of the difference between the fair market value of the securities underlying the options and 
the exercise price at December 3 1,2003. The fair market value of Buyers United's common stock at December 3 1,2003 is determined 
by the last sale price on that date, which was $3.05 per share. 

Description of Long Term Stock Incentive Plan 

The purpose of the Long Term Stock Incentive Plan (the "Plan") is to provide directors, officers, employees, and consultants with 
additional incentives by increasing their ownership interests in Buyers United. Directors, officers, and other employees of Buyers 
United and its subsidiaries are eligible to participate in the Plan. In addition, awards may be granted to consultants providing valuable 
services to Buyers United. As of December 3 1,2003, Buyers United and its affiliates employed approximately 190 individuals who 
are eligible to participate in the Plan. The Board grants awards under the Plan. Awards may include incentive stock options, non- 
qualified stock options, stock appreciation fights, stock units, restricted stock, restricted stock units, perfomance shares, performance 
units, or cash awards. 

The Board has discretion to determine the terms of an award under the Plan, including the type of award, number of shares or units 
covered by the award, option price, term, vesting schedule, and post-termination exercise period or payment. Notwithstanding this 
discretion: (i) the number of shaes subject to an award granted to any individual in any calendar year may not exceed 100,000 shares; 
(ii) the option price per share of common stock may not be less than 100 percent of the fair market value of such share at the time of 
grant or less than 110% of the fair market value of such shares if the option is an incentive stock option granted to a stockholder 
owning more than ten percent ofthe combined voting power of all classes of the stock of Buyers United (a "10% stockholder"); and 
(iii) the term of any incentive stock option may not exceed 10 years, or five years if the option is granted to a 10% stockholder. As of 
December 31,2003, awards in the form of qualified incentive stock options to purchase a total of 863,639 shares were outstanding 
under the Plan. L 



A maximum of 1,200,000 shares of common stock may be subject to outstanding awards, determined immediately after the grant of 
any award under the Plan. Shares of co rnon  stock, which are attributable to awards that have expired, terminated, or been canceled 
or forfeited during any calendar year, are available for issuance or use in connection with fbtwe awards. 

The Plan was effective March 11, 1999, and is not limited in duration, No incentive stock option may be granted more than 10 years 
after the effective date. The Plan may be amended by the Board without the consent of the stockholders, except that stockholder 
approval is required for any amendment that materially increases the aggregate number of shares o f  stock that may be 
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issued under the plan or materially modifies the requirements as to eligibility for participation in the Plan. 

ITEM 11. SECURITY OWNERSHIP OF BENEFICIAL OWNERS AND M A G E M E N T  

The following table sets forth, as of March 15,2004, the number and percentage of the outstanding shares of common stock and 
warrants and options that, according to the information supplied to Buyers United, were beneficially owned by (i) each person who is 
currently a director, (ii) each executive officer, (iii) all current directors and executive officers as a group and (iv) each person who, to 
the knowledge of Buyers United, is the beneficial owner of more than five percent of the outstanding common stock. Except as 
otherwise indicated, the persons named in the table have sole voting and dispositive power with respect to all shares beneficially 
owned, subject to community property laws where applicable. 

Common Percent 
Shares of Class (1) 
----I- ------*----- 

I - L i n k  Incorporated 
9775  Business P a r k  Avenue 
San Diego, CA 92131 

Officers and Directors: 

Theodore Stern ( 2 )  
2970  One PPG Place 
Pittsburgh, FA 15222 

-----I------I--Ic---_I 

8 0 8 , 5 4 6  6 .2  

2,694,435 18.3. 



Gary S m i t h  ( 2 )  (3) 
14870 Pony Express Road 

. Bluffdale, UT 8 4 0 6 5  

Edward Dallin Bagley  ( 2 )  
2350 Oakhill Drive 
Salt L a k e  C i t y ,  UT 84121 

S t e v e  Barnet t  (2) 
666 Dundee Road, S u i t e  1704 
Northbrook, IL 60062  

Paul Jarrnan ( 2 )  
14870 Pony Express Road 
B l u f f d a l e ,  UT 84065 

David R. Grow (2) 
14870 Pony Express Road 
Bluffdale, UT 8 4 0 6 5  

G. Douglas Smith ( 2 )  ( 3 )  
14870 Pony Express Road 
Bluffdale, UT 8 4 0 6 5  

Kenneth D. Krogue ( 2 )  
14870 Pony Express Road 
Bluffdale, UT 84065 

520,084 

1,371,954 

394,949 

742 ,052  

150,000 

688,768 

3 5 2 , 2 2 6  

All Executive officers and 6,614,468 
Directors as a Group ( 8  persons) 

4.0 

9 . 9  

3.0  

5 . 5  

1 . 2  

5.1 

2 . 6  

3 7 . 9  
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(1) These figures represent the percentage of ownership of the named individuals assuming each of them alone has exercised his or her 
options or conversion rights to purchase common shares, and percentage ownership of all officers and directors as a group, assuming 
all purchase and conversion rights held by such individuals are exercised. 

p- 

(2) These figures include: for Mr. Stem Series A and B Preferred Stock convertible to 377,500 shares of comrnon stock, warrants to 
purchase 680,000 shares of common stock at exercise prices ranging from $2.00 to $2.50 per share, options to purchase 102,500 
shares of common stock at exercise prices ranging from $2.50 to $5.06 per share, and 766,250 common shares for which outstanding 
promissory notes are convertible at rates of between $2.50 and $2.00; for Mr. Gary Smith options to purchase 122,500 shares at prices 
ranging fkom $2.00 to $5.06 per share; for Mr. Bagley Series A and B Preferred Stock convertible to 157,500 shares of common stock,. 
warrants to purchase 275,000 shares of common stock at exercise prices ranging from $2.00 to $2.50 per share, options to purchase 
47,500 shares of common stock at exercise prices ranging from $3.05 to $5.06, and 375,000 common shares for which outstanding 



promissory notes are convertible at the rate of $2.00 per share; for Mr, Barnett Series A Preferred Stock convertible to 20,000 shares 
of common stock and options to purchase 130,000 shares at exercise prices ranging from $2.00 to $5,06 per share; for Mr. Jarman 
options to purchase 452,966 shares of common stock at exercise prices ranging from $2.00 to $5.39 per share; for Mr. G. Douglas 
Smith options to purchase 624,916 shares of common stock at exercise prices ranging fiom $2.00 to $5.39 per share; for Mr. Grow 
options to purchase 150,000 shares of common stock at exercise prices ranging from of $2.00 to $3.05; and for Mr. Krogue options to 
purchase 333,770 shares ofcommon stock at exercise prices ranging fi-om $2.00 to $2.70 per share. 

(3) Gary Smith is G. Douglas Smith's father. 

ITEM 12* CERTAIN RELATIONSHIPS AND IUCLATED TRANSACTIONS 

The following discussion includes certain relationships and related transactions that occurred during Buyers United's fiscal years 
ended December 3 1,2003 and 2002. 

Transactions with Theodore Stern 

Beginning in December 2000 and continuing into 2003, Theodore Stem, the Chairman of the Board of Directors and Chief Executive 
Officer, made loans to Buyers United for working capital purposes. All of the loans bear interest at the rate of 12 percent per annum 
payable monthly and are unsecured, In consideration for many of the loans, we issued common stock to Mr. Stern and recorded the 
value of the stock at the market price on the date of issuance. The following table shows the date and principal amount of the loans, 
the maturity dates, the number of shares of common stock issued in consideration for the loans, and the value of the common stock: 

December 7 ,  2000 
January 4, 2001 
January 19, 2 0 0 1  
February 15 ,  2001 
March 26, 2001 
June 5 ,  2001 
June 15, 2001 
June 21, 2 0 0 1  
June 26, 2001 
J u l y  6 ,  2 0 0 1  
J u l y  18, 2003  
August 3 0 ,  2001 
September 5 ,  2001 

July 5, 

J u l y  5 ,  
J u l y  5 ,  

July 5, 
J u l y  5,  
J u l y  5,  
J u l y  5 ,  
J u l y  5,  
J u l y  5,  

J u l y  5 ,  

J u l y  5 ,  

J u l y  5 ,  

J u l y  5 ,  

2004 
2004 
2004 
2004 
2 0 0 4  
2004 
2004 
2004 
2004 
2004 
2004  
2004 
2004 

Principal Amount ( $ 1  Number of Shares Value o f  Shares ( $ )  

100,000 
1 8 O , O O O  
100,000 
10,000 
100,000 
500,000* 
150,OOO* 
100, o o o *  
50,000* 
100, o o o *  
150, o o o *  
275,000* 
100, o o o *  

10,000 
20,000 
10,000 
I, 000 
10,000 
50,000 
15,000 
10,000 
5,000 
10,000 
15,000 
27,500 
10,000 

16,562 
2 2 , 5 0 0  
15,625 
1,500 
10,312 
60,000 
1 8 , 7 5 0  
1 2 , 5 0 0  

6 ,  2 5 0  
11,000 
1 2 , 7 5 0  
22 ,000  
8,500 



September 19, 2001 J u l y  5,  2004 100, o o o *  

December 12, 2001 July 5, 2004 100, o o o *  
October 15 ,  2001 July 5,  2004 50 ,000*  

10,000 
10,ouo 
lor000 
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6,800 
6 ,  100 
6,400 

January 18, 2002 J u l y  5, 2004 100,000" 10,000 
December 20, 2002 December 20, 2004 112,500** -0- 
February 28,  2 0 0 3  J u l y  I, 2004 100, o o o * * *  -0- 
J u l y  5 ,  2003 J u l y  5 ,  2005 8 6 , 5 6 3 * * *  -0- 
J u l y  5,  2003 J u l y  5, 2005 348 , 8 2 5  -0- 
-----------------1--____l_l 

10,000 
-0- 
-0- 
-0- 

. -0- 

* Indicates the note is convertible into common stock at a rate of $2.50 ** Indicates the note is convertible into common stock at a rate 
of $2.00 *** This note was repaid in 2003 

In October 2000, the Board approved a consulting agreement with Mr. Stem. Pursuant to this contractual arrangement Mx. Stern 
receives a monthly fee of $6,250 and expense allowance of $500 in connection with duties performed as our Chief Executive Officer, 
He earned, respectively, $74,750 and $70,000 in 2003 and 2002 under this arrangement, and $6,250 remained unpaid as of December 
31,2003. 

In November 2001, we agreed to ,issue 50,000 shares to Mr. Stem in consideration of extending the maturity date of the June 5,2001 
$500,000 promissory note to July 5,2003. The value of the shares was recorded at $31,500. On December 4,2001, we agreed to issue 
156,500 shares to Mr. Stern in consideration of extending the maturity date of the remaining $1,565,000 then owing in notes payable 
listed above to July 5,2003. The value of the shares was recorded at $93,900. All these notes were later extended further to July 5, 
2004, but no additional compensation was paid to Mr. Stern. 

In September 2001, Buyers United issued 25,000 shares to Mr. Stem in consideration for Mr. Stem's personal guaranty of Buyers 
United's payment obligations under a new contract with Global Crossing Communications, hc., that provides telecommunication 
services to us for resale. The shares were valued at $17,500 based on the then current market price, 

In February 2002, Mr. Stem gave his personal guaranty of up to $250,000 of obligations arising under our resale contract with MCI 
Worldcorn, Inc. In consideration for providing the guaranty, we issued 25,000 shares to Mr. Stern valued at $30,750 based on the then 
current market price. 

b 



In December 2002, Mr. Stem participated in providing funding for if deposit in connection with acquiring customers from Touch 
America, Inc. The total amount raised was $3,187,500, of which total Mr. Stern contributed $137,500 under terms identical to the 
other unaffiliated investors. All the unsecured promissory notes bear interest at 10 percent, payable monthly. Principal payments are 
also due monthly, based on 10 percent of the net billings collected from the Touch America customers during the prior calendar 
month, and the notes have no maturity date. As of December 3 1,2003, we had repaid $84,854 of the principal on this note. 

On January 15,2003, Mr. Stern gave his personal guaranty of up to $250,000 of obligations arising under a resale contract with 
Williams Communications. In consideration for providing the guaranty, we issued 15,000 shares to Mr. Stem valued at $36,300 based 
on the then current market price. 

Transactions with other related parties 

In October 2000, the Board approved a two-year consulting arrangement with Gary Smith, a member of the Board, No fees were 
actually paid to Mr. Smith during 2000, and up through October 2002, Mr. Smith was paid $1 10,000 in fees under his consulting 
arrangement. 

On January 15,2002, Paul Jaxman, G. Douglas Smith, and Kenneth D. Krogue made unsecured loans to Buyers United in the total 
principal amount of $79,998, due July 15,2003 and bearing interest at the rate of 12 percent per annum. In consideration for making 
the loans, Buyers United agreed to issue a total of 7,998 shares to these individuals valued at $8,798 based on the market price on the 
date of issuance. These loans were repaid in July 2003. 

At the end of 2002 and during the first part of 2003, Edward D a b  Bagley made two-year unsecured loans to Buyers United 
aggregating $750,000. The notes bear interest at 12 percent payable monthly, and are convertible into 375,000 shares of cornmon 
stock (conversion rate of $2.00 per share). 

28 

In February 2003, Buyers United issued a 12 percent unsecured promissory note to Steve Bamett in exchange for a loan of $50,000. 
Interest is payable monthly and the loan matures on July 1,2004. 

ITEM 13. EXHIBITS AND REPORTS ON FORM 8-K 

Exhibits 

Copies of the following documents are included as exhibits to this Form 10-KSB pursuant to Item 601 of Regulation S-B. 



Exhibit 
No. 

I------ 

3.1 

3 . 2  

3 .3  

3 .4  

10.1 

10.2 

10.3 

10.4 

1 0 . 5  

10.6 

1 0 . 7  

10.8 

10.9 

10 10 

10. I1 

10'. 12 

Certificate of Incorporation, as amended 

Certificate of Designation of Preferred Stock (1) 

By-Laws (1) 

Series B Preferred Stock Designation (2) 

Form of Warrant issued to lenders ( 2 )  

Form of Warrant issued as p a r t  of units with Series B 
Preferred Stock (2) 

Form of o p t i o n  for employees and d i r e c t o r s  ( 3 )  

Long-Term Stock Incentive Plan (1) 

A s s e t  Purchase Agreement dated December 6,  2002, with I-Link 
Communications, Inc. and I-Link Incorporated, without 
exhibits (4) 

Reconciliation Agreement dated March 9, 2004 w i t h  Acceris 
Communications and I-Link Communications (7) 

Asset Purchase Agreement dated December 20, 2002 with Touch 
America, Inc .  , without exhibits (4) 

Amendment No. 1 to the Asset Purchase Agreement dated December 
20, 2002 that was made June 6 ,  2003 by Buyers United and Touch 
America (5) 

Form of n o t e  agreement issued April to August 2002 to 
Noteholders (4 ) 

Form of warrant agreement issued to certain noteholders (4) 

Form of note agreement issued on December 20, 2002 to the 
noteholders who provided f inanc ing  for the Touch America 
deposit, i n c l u d i n g  as exhibits the form of note and warrant  
issued (4) 

Cooperation and Management Agreement between Buyers United and 
MyACD, Inc., dated October 1, 2003, excludidng: 



Schedule I - Buyers United Existing Customers; 
Schedule 11 - MyACD Customers; 
Schedule 111 - Enhanced Services Marketing Budget; 
Schedule I V  - Monthly Budget Payments; and 
Schedule V - Revised Wholesale Services Agreement Pricing ( 6 )  
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10.13 

10.14 

10.15 

14.1 

21.1 

31.1 

31.2 

32*1 

Purchase Option Agreement between Buyers United, Michael L ,  
Shelton and David 0. Peterson dated October I, 2003, excluding: 

Exhibit A - Form of Term Note; 
Exhibit B - Form o f  Security and Pledge Agreement; 
Exhibit C - Form of Term Note; 
Exhibit D - Form of Security and Pledge Agreement; 
Exhibit E - Form of Employment Agreement; 
Exhibit F - Form of S t o c k  Option Grant; and 
Exhibit G - Form of Employment Agreement (6) 

Form of Securities Purchase Agreement dated March 10, 2004 ( 7 )  

Form of registration Rights Agreement dated March 10, 2004 ( 7 )  

Code of E t h i c s  

List of Subsidiaries 

Certification of the Chief  Executive Officer pursuant to 
Section 302 of the Sarbanes-Oxley Act of 2002 

Certification of t h e  Chief Financial Officer pursuant to 
Section 302 of t h e  Sasbanes-Oxley Act of 2002 

Certifications of t h e  Chief Executive Officer and Chief 
Financial Officer pursuant to Section 906 of the Sarbanes-Oxiey, 
Act o f  2002 

(1) These documents were filed as exhibits to the Registration Statement on Form 10-SB filed by Buyers United with the Securities 
and Exchange Commission on August 3, 1999, and are incorporated herein by this reference. 

(2) These documents were filed as exhibits to the annual report on Form 10-KSB for 2000 filed by Buyers United with the Securities 
and Exchange Commission on April 10,200 1, and are incorporated herein by this reference. 



(3) This document was filed as an exhibit to the annual report on Form 10-KSB for 2001 filed by Buyers United with the Securities 
and Exchange Commission on April 16,2002, and is incorporated herein by this reference. 

(4) These documents were filed as exhibits to the annual report on Form 10-KSB for 2002 filed by Buyers United with the Securities 
and Exchange Commission on April 14,2003, and are incorporated herein by this reference, 

( 5 )  This document was filed as an exhibit to the quarterly report on Form 10-QSB for June 30,2003 filed by Buyers United with the 
Securities and Exchange Commission on August 14,2003, and is incorporated herein by this reference. 

(6) These documents were filed as exhibits to the quarterly report on Form 10-QSB for September 30,2003 filed by Buyers United 
with the Securities and Exchange Commission on November 14,2003, and are incorporated herein by this reference. 

(7) These documents were filed as exhibits to the current report on Form 8-K filed by Buyers United with the Securities and Exchange 
Commission on March 17,2004, and are incorporated herein by this reference. 

Form 8-K Filings 

There were no filings on Form 8-K during the three months ended December 3 1,2003. 

ITEM 14. PFUNCIPAL ACCOUNTANT FEES AND SERVICES 

The aggregate fees and expenses billed by our principal accounting firm, Crowe Chizek and Company LLC for fees and expenses 
billed for fiscal years ended December 3 1,2003 and 2002 are as follows: 

Audit fees 
Audit r e l a t e d  fees 

Total audit and r e l a t e d  fees 

.$ 7 7 , 8 9 0  
69 ,585  

1 4 7 , 4 7 5  
-------t 

$ 99,361 
2 2 , 7 6 5  

122,126 
I------- 

Tax fees 



Total fees $201,175 
-------- 
------I- 

$ 1 4 6 , 9 2 6  
---+--I- -------- 

Audit related fees were for reviews of our filings on Form lo-QSB for 2003 and 2002, meetings with the Audit Committee, and work 
required by our filing of a registration statement on Form SB-2 for selling security holders in September 2003. 

Each of the permitted non-audit services has been pre-approved by the Audit Committee or the Audit Committee's Chairman pursuant 
to delegated authority by the Audit Committee, other than de minimus non-audit services for which the pre-approval requirements are 
waived in accordance with the rules and regulations of the Securities and Exchange Commission. 

The Audit Committee charter provides that the Audit Committee will pre-approve audit services and non-audit services to be provided 
by OUT independent auditors before the accountant is engaged to render these services. The Audit Committee may consult with 
management in the decision-making process, but may not delegate this authority tu management. The Audit Committee may delegate 
its authority to pre-approve services to one or more committee members, provided that the designees present the pre-approvals to the 
full committee at the next committee meeting. 

SIGNATURES 

In accordance with Section 13 or 15fd) of the Exchange Act, the registrant caused this report to be signed on its behalf by the 
undersigned thereunto duly authorized. 

BUYERS UNITED, r w .  
Date: March 29 ,  2 0 0 4  

D a t e :  March  29,  2 0 0 4  



In accordance with the Exchange Act, this report has been signed by the following persons on behalf of the registrant and in the 
capacities and on the dates indicated. 

D a t e :  March  2 9 ,  2 0 0 4  

D a t e :  March 29, 2 0 0 4  

Date :  March 29, 2004 

D a t e :  March 29, 2004  

D a t e :  March 29, 2 0 0 4  

/ s /  Edward D a l l i n  B a g l e y ,  Director 
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REPORT OF INDEPENDENT AUDITORS 

Board of Directors and Shareholders 
Buyers United, Inc. and Subsidiary 
Salt Lake City, Utah 

We have audited the accompanying consolidated balance sheet of Buyers United, Inc. and Subsidiary as of December 3 1,2003 and 
the related consolidated statements of operations, stockholders' deficit, and cash flows for each of the two years in the period ended 
December 3 1 2003. These financial statements are the responsibility of the Company's management. Our responsibility is to express 
an opinion on these financial statements based on our audits. 

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material 
misstatement, An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as 
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion. 

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of 
Buyers United, Inc. and Subsidiary as of December 3 I, 2003 and the results of their operations and their cash flows for each of the 
two years in the period ended December 3 1,2003 in confomity with accounting principles generally accepted in the United States of 
America, 

Crowe Chizek and Company LLC 

Oak Brook, Illinois 
March 11,2004, except for Note 14 
as to which the date is March 15,2004 

BUYERS UNITED, INC. 
CONSOLIDATED BALANCE SHEET 

December 3 1,2003 



ASSETS 
Current assets: 

Cash and cash equivalents 
Restricted cash 
Accounts receivable, net of allowance f o r  uncollectible 

Other current assets 
accounts of $2,931,000 

Total current assets 

Property and equipment, net 
Intangible asse ts ,  net 
Other a s s e t s  

Total assets 

LIABILITIES AND STOCKHOLDERS' D E F I C I T  
Current liabilities: 

Line of credi t  
Current p o r t i o n  of long-term debt and c a p i t a l  lease obligations 
Accounts payable 
Accrued liabilities 

Total current liabilities 

Long-term debt and capital lease obligations 

Total liabilities 

2,424,642 

496,787 
8,018,682 

_-------*-I- 

$ 23,971,158 
---I-------- __---"...------ 

$ 4,093,782 
7 , 7 8 1 , 4 0 4  

11,248,152 
1,820,864 

-----c------ 

24 ,952 ,282  

Stockholders' deficit: 
Preferred stock, $0.0001 par value ,  1 5 , 0 0 0 , 0 0 0  s h a r e s  authorized; 
Series A 8% cumulative convertible preferred s tock ;  1,865,000 

Series B 8% cumulative convertible preferred stock; 721,729 

Common s t o c k ,  $0.0001 par value; 100,000,000 shares  authorized; 

Additional paid-in capital 
Warrants and options outstanding 
Accumulated deficit 

shares issued and outstanding (liquidation value of $3,730,000) 

shares issued and outstanding (liquidation value of $7,217,290) 

7,604,584 sha res  issued and outstanding 

Total stockholders' deficit 

25,598,408 

1 8 7  

7 2  

7 60 
20 ,193 ,148  

3,928,110 
( 2 5 , 7 4 9 , 5 2 7 )  

(1,627,250) 
----------IC 

-----------* 
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- 
Issuance of warrants with notes payable 

Issuance of common s t o c k  f o r  debt guarantee 

Imputed interest on notes payable 

Cancellation of warrants issued for services 

I 

3 0 , 7 4 7  

2 8 , 6 8 6  

c 25,000 
3 

1 

I 

574,635 

- 

Preferred stock div idends  

Issuance of common shares as payment of preferred stock dividends 
750,296 

Net income 

- 

- 
5 7  

2,418,800 242  5 , 9 8 5 , 2 6 2  Balance at December 31, 2002  
5 9 9  I6,019, 3 7 6  

Conversion of preferred shares to common 

Issuance of preferred s t o c k  i n  connection with the I-Link acquisition 
1 ,613 ,855  
Exercise warrants to purchase Common S t o c k ,  net of issuance costs 

( 4 7  1 
(116,000) (11) 580,000 

58  
283,929 28 

522,500 

2 7 , 5 0 0  
52 1,395,020 

Exercise employee options t o  purchase Common 

Issuance of common shares in connection with 

Repurchase shares from stockholders 

Amortization of deferred consulting fees 

Issuance of warrants f o r  services 

Issuance of common s t o c k  for debt guarantee 

Imputed i n t e r e s t  on notes payable 

Cancellation of warrants issued for services 

P r e f e r r e d  stock dividends 

5 4 ,  997 

( 5 )  

( 4 , 8 5 1 )  

c 

3 6 , 2 9 8  

5 , 3 1 2  

304 ,690  

c 

Stock 

notes repayment 
3 so, 000 
5 

15,000 

427,096 Issuance of common shares as payment o f  p r e f e r r e d  stock dividends 



42 7 6 8 , 5 0 3  
Net income 

- 

Balance at December 31, 2003 
$ 7 6 0  $20,193,148 

-continued- 

BUYERS UNITED, TNC. AND SUBSIDIARY 
CONSOLIDATED STATEMENTS OF STOCKJ3OLDERS’ DEFICIT 

Warrants/ Deferred 
Options Consulting 

Accumulated 
Outstanding Fees De E ici t 

Total 

Balance at December 31, 2001 
$ (25,631,129)  $ ( 6 , 1 5 4 , 5 7 1 )  

Conversion of preferred shares to common 

Issuance of common shares in connec t ion  with notes payable 

Issuance of warrants f o r  services and w i t h  consulting agreements 

Amortization of deferred c o n s u l t i n g  fees 

Issuance of warrants with notes payable  

Issuance of common s t o c k  f o r  debt guarantee 

Imputed interest on notes payable 

- 

18,798 

102,118 

73,232 

232,259 

30,750 

$4,383,334 $(98,406) 

- 
102,118 

- 

232 ,259  

- 

- 
73,232 

- 

- 



c 28 , 6 8 6  

- ( 1 2 5 , 1 9 7 )  

( 7 4 9 , 7 2 5 )  ( 7 4 9 , 7 2 5 )  

I 7 5 0 , 3 5 3  

3 3 0 , 1 8 3  330,183 

Cancellation of warrants issued for s e r v i c e s  

P r e f e r r e d  stock dividends 

Issuance of common shares as payment of p r e f e r r e d  stock dividends 

Net income 

Balance at December 31, 2 0 0 2  
( 2 6 , 0 5 0 , 6 7 1 )  ( 5 , 4 6 3 , 1 1 4 )  

Conversion of preferred shares to common 

Issuance of preferred s t o c k  in connection with the I-Link acquisition 
1,613,883 
Exercise warrants to purchase Common S t o c k ,  net of issuance costs 
1,01OfO17 
Exercise employee o p t i o n s  to purchase  Common Stock 

5 5 , 0 0 0  
Issuance of common shares in connection with notes repayment 

c 

Repurchase shares from stockholders 
( 4 , 8 5 1 )  

Amortization of deferred 

Issuance of warrants f o r  

Issuance of common s t o c k  

2 5 , 1 7 4  

- 2 5 , 3 4 1  

- 3 6 , 2 9 9  

consulting fees 

services 

f o r  debt guarantee 

Imputed interest on notes payable 

Cancellation of warrants i s s u e d  for s e r v i c e s  
- 5,312 

I - 
Preferred s t o c k  dividends 

(873,495) (873,495) 
Issuance of common shares as payment of p r e f e r r e d  stock d iv idends  

I 7 6 8 , 5 4 5  
Net income 

1,174,639 1 , 1 7 4 , 6 3 9  

4,592,514 

- 
( 3 8 5 , 0 5 5 )  

- 

- 

25,341 

- 

I 

(304,690) 

- 

( 2 5 , 1 7 4 )  

- 
- 

- 
- 

c 

* 

25 ,174  

L 



Balance at December 31, 2003 
$(25,749,527) $(l, 627,250) 

See accompanying notes 

BUYERS UNITED, INC. 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

Cash fdows from o p e r a t i n g  activities: 
Net income 
Adjustments to reconcile net income to netcash used in 

operating activities: 
Depreciation and amortization 
Amortization included in interest expense resulting from 

issuing stock with notes 
Amortization of discount on notes payable  
Amortization of note financing costs 
Amortization of deferred consulting fees 
Expense r e l a t e d  to the grant of options to purchase common shares 
Changes in opera t ing  assets and liabilities: 

Accounts receivable 
Other assets 
Checks  in excess of available cash balances 
Accounts payable  
Accrued liabilities 

Net cash provided by (used  in) opera t ing  activities 

Cash flows from investing activities: 
Increase in other assets 
Purchases of p r o p e r t y  and equipment 
Purchase of customer accounts 

$ 1,174,639 $ 330,183 

3,863,516 1,191, I96 

5,312 28,686 
414,301 237,444 
115,182 174,977 
25,174 73,232 

- (23,079) 

{ 2,512 , 269) (3,378,341) 
(697,427) (2,379,009) 

c (186,866) 
4,711,897 3,821,236 
278,315 432,183 

(167,360') (194,915) 
(1,574,986) (317,399) 

c {3,000~000) 



Net cash used in investing activities 

Cash f l o w s  from financing activities: 
Restricted cash 
Net borrowings and payments under line of credit 
Borrowings under notes payable, net of debt issuance costs 
Principal payments on notes payable and other long-term obligations 
Exercise of warrants and employee o p t i o n s ,  n e t  of offering c o s t s  
Repurchase of shares from stockholders with less  than 100 shares 

Net cash provided by (used in) financing activities 

Net increase in cash and cash equivalents 
Cash at t h e  beginning of the period 

Cash at the end of the period 

( 9 8 5 , 3 3 4 )  1 0 6 , 3 1 0  
2 , 8 1 7 , 5 3 0  7 0 2 , 0 8 0  
2,299,955 7 , 8 1 8 , 8 5 0  

( 8 , 7 6 7 , 5 8 7 )  ( 2 , 4 9 9 , 5 0 8 )  
1 , 0 6 5 , 0 1 8  I 

( 4 , 8 5 2 )  - 
--------*-c- 

2,061,024 937 ,260  
994 , 360 57,100 

--------&--I 

See accompanying notes 

BUYERS UNITED, INC. 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

Supplemental cash flow information: 
Cash paid f o r  interest $1,208,543 $ 890,490 

Supplemental schedule of noncash investing and financing activities: 



issuance of common shares i n  payment of p r e f e r r e d  stock dividend $ 768,574 - $ 
Issuance of common shares in payment of deferred financing c o s t s  
Issuance o f  common shares for officer's personal g u a r a n t y  
Issuance of warrants w i t h  promissory notes 

Retire and replace n o t e  payable 800,000 
Acquire customers from Touch America 3,411,421 Acquire customers from Glyphics, Inc. 543,558 
Issuance of preferred stack to a c q u i r e  VoIP Network assets 1,705,236 
Convert  accrued i n t e r e s t  to note payable  435,388 
Capi t a l  expenditures f inanced  with capital lease obligation 100,691 

3 6 , 3 0 0  - 
Accrual of d iv idend  payable on preferred s t o c k  873,495 

750,353 
18,793 
30,750 

232 ,259  
7 4 9 , 7 2 5  - 

See accompanying notes 

Organization 

Buyers United, Inc. ("the Company") was incorporated on August 23, 1994 in the state of Utah and was reincorporated in the state of 
Delaware on April 9, 1999. During 2003, the Company established a wholly-owned subsidiary in Virginia for the purpose of 
conducting business in that state. 

Buyers United is an aggregator and provider of telecommunications services. The Company contracts with a number of third party 
providers for the right to resell the various telecommunication services and products they provide, and then offers all of these various 
services to its customers. The Company also operates a dedicated V o P  Network, and advanced customer contact 
handling/management software applications that enable it to offer enhanced services to customers. The variety of services and 
products the Company offers allows the customer to buy only those telecommunications services it needs from one source, combine 
those services in a customized package, receive one bill for those services, and make one call to Buyers United if a service problem or 
billing issue arises. 

Summary of Significant Accounting Policies 

Principles of Consolidation: The accompanying consolidated financial statements include the accounts of Buyers United, Inc. and its 
wholly-owned subsidiary. All significant intercompany accounts and transactions have been eliminated upon consolidation. 



Use of Estimates in the Preparation of Financial Statements: The preparation of financial statements in conformity with accounting 
principles generally accepted in the United States of America requires management to make estimates and assumptions that affect the 
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and 
the reported amounts of revenues and expenses during the reporting period. Actual results could differ fkom these estimates. 
Significant estimates include the allowance for doubtful accounts and attrition rates used to determine the estimated useful lives of 
customer lists acquired. 

Revenue Recognition: The Company's revenue recognition policy with respect to reseller agreements is to record gross revenues and 
receivables from customers when the Company acts as principal in the transaction; takes title to the products or services; and has risks 
and rewards of ownership, such as risk of loss for collection, delivery, or returns. Revenues from sales of sewices are recognized upon 
providing the services to the customers. 

Cash and cash equivalents: All highly liquid assets with an original maturity of three months or less are considered to be cash 
equivalents. 

Restricted Cash: In accordance with the Company's agreements with W C  Capital Corp. (Note 5 )  and with certain vendors, the 
Company maintains a restricted cash account for the collection of the Company's receivables. As of December 3 1,2003, the Company 
had $1.6 million of cash that was restricted. 

Accounts Receivable and Allowance for Doubtful Accounts: Accounts receivable is comprised of amounts billed and billable to 
customers, net of an allowance €or uncollectible amounts. The accounts receivable balance outstanding as of December 3 I, 2003 is 
comprised of the following: 

Billed amounts $ 9,863,111 
Unbilled amounts 1,230,372 

11,093,483 
-c----*--* 

Less: allowance for uncollectible accounts (2,931,000) 
----c----- 

$ 8,162,483 

Finance charges are assessed to accounts once the amount owed is past due based on their specific terms. The allowance for doubtful 
accounts is estimated by management and is based on specific information about customer accounts, past loss experience, and general 6 

economic conditions. An account is written off by management when deemed uncollectible, although collections efforts may continue. 



F-9 
PI 7 -- 

Property and Equipment: Property and equipment are stated at cost. Major additions and improvements are capitalized, while minor 
repairs and maintenance costs are expensed when incurred. In accordance with Statement of Position 98-1, "Accounting for the Costs 
of Computer Software Developed or Obtained for Internal Use," the Company capitalizes certain costs incurred for the development 
of internal use software. These costs include the costs associated with coding, software configuration, upgrades, and enhancements. Of 
such costs the Company capitalized approximately $1 18,000 and $127,000 during 2003 and 2002, respectively. 

Depreciation and amortization are computed using the straight-line method over the estimated usehl lives of the related assets as 
follows : 

Computer and office equipment 2 to 3 years Internabuse software 2 years Furniture and fixtures 3 to 7 years 

Advertising Costs: The Company advertises its services through traditional venues such as print media to the general public. Costs 
associated with these advertising efforts are expensed as incurred, and were $27,43 8 and $29,78 1 for the years ended December 3 1, 
2003 and 2002, respectively. 

Fair Value of Financial Instruments: The carrying amounts reported in the accompanying consolidated balance sheet for cash, 
receivables, and accounts payable approximate fair values because of the immediate or short-term maturities of these financial 
instruments. The fair value of the Company's notes payable and preferred stock also approximate fair value based on current rates for 
similar debt and fixed-rate instruments. 

Debt Issuance Costs: As an inducement to various investors, shareholders, and board members to lend monies to the Company, shares 
of common stock and warrants to purchase shares of common stock were issued to them. The fair market value of those shares at the 
date of issuance has been capitalized as debt issuance costs and is being amortized over the life of the loans. Amortization of these 
costs for the years ended December 31,2003 and 2002 was $414,298 and $237,446, respectively, and are included in interest expense. 

Stock-Based Compensation: Employee compensation expense via stock option grants is reported using the intrinsic method. No stock 
option-based compensation expense is included in net income (loss) as all options granted had an exercise price equal to or greater 
than the market price of the underlying common stock at the date of grant. The following table illustrates the effect on net income 
(loss) and earnings (loss) per share if expense was measured using the fair value recognition provisions of SFAS No. 123, 
"Accounting for Stock-€3 ased Cornpensation": 

2002 ----------- 
Net income (loss) applicable to common stockholders: 



Fro forma net loss applicable 
to common stockholders 

As reported: 
Basic 
Di lu ted  

Pro forma 
Basic 
Diluted 

$ 0.05 .$ ( 0 . 0 7 )  
0.04 (0.07) 

$ - $  ( 0 . 2 0 )  - ( 0 . 2 0 )  

The €air value of the options granted during 2003 and 2002 was estimated at the date of grant using the following weighted average 
assumptions : 

R i s k - f r e e  i n t e r e s t  r a t e  
Dividend y i e l d  
Expected volatility 
Weighted average expected l i f e  

2003 2002 

2 .89% 3 . 7 1 %  

7 5 %  1 0 4 %  
4 . 8  y e a r s  4 . 7  years 

- I 

The weighted average fair values of options granted during the years ended December 3 1,2003 and 2002 was $1.42 and $1.01, 
respectively. The pro forma effects of applying SFAS No. 123 are not indicative of fiture amounts. Additional awards in future years 
are anticipated. 

Income Taxes: The Company recognizes a liability or asset for the deferred income tax consequences of all temporary differences 
between the tax bases of assets and liabilities and their reported amounts in the financial statements that will result in taxable or 
deductible amounts in future years when the reported amounts of the assets and liabilities are recovered or settled. These deferred 
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income tax assets or liabilities are measured using the enacted tax rates that will be in effect when the differences are expected to 
reverse, Recognition of deferred tax assets is limited to amounts considered by management to be more likely than not of realization in 
future periods. 

Net Income (Loss) Per Common Share : Basic net income (loss) per common share ("Basic EPS") excludes dilution and is computed 
by dividing net income (loss) applicable to common shareholders by the weighted average number of comrnon shares outstanding 
during the year. Diluted net income (loss) per cornmon share ("Diluted EPS") reflects the potential dilution that could occur if stock 
options or other common stock equivalents were exercised or converted into common stock. The computation of Diluted EPS does not 
assume exercise or conversion of securities that would have an antidifutive effect on net loss per common share. 

As of December 3 1,2003, outstanding options of employees and directors, along with warrants held by investors which together 
aggregated 469,599 in accordance with the Treasury Stock method were Included in the computation of EPS, 5,457,760 shares of 
common stock issuable upon the conversion of preferred stock were excluded from the computation of diluted EPS as their effect was 
antidilutive. 

As of December 31,2002, outstanding options of employees and directors to purchase 3,592,721 shares of comrnon stock; 4,634,000 
shares of common stock issuable upon the conversion of preferred stock; and 5,529,282 shares of common stock issuable upon 
exercise of warrants to purchase common stock were not included in the computation of Diluted EPS because they would be 
antidilutive. 

Recent Accounting Pronouncements: 

Ln Apnl2002, the FASB issued SFAS No. 145, "Rescission of FASB Statement 4,44, and 64, Amendment of FASB Statements 13, 
and Technical Corrections," SFAS No. 145 rescinds the provisions of SFAS No. 4 that requires companies to classify certain gains 
and losses from debt extinguishments as extraordinary items and amends the provisions of SFAS No. 13 to require that certain lease 
modifications be treated as sale/leaseback transactions. The provisions of SFAS No. 145 related to classification of debt 
extinguishments are effective for fiscal years beginning after May 15,2002. Commencing January 1,2003 the Company will classify 
debt extinguishments costs within income from operations. The provisions of SFAS No, 145 related to lease modifications are 
effective for transactions occurring after May 15, 2002. The adoption of this statement on January 2,2003 did not have a material 
impact on the Company's financial position or results of operations. 

In December 2002 the FASB issued SFAS No. 148 "Accounting for Stock Based Compensation - Transition and Disclosure." This 
statement amends SFAS No. 123, "Accuunting for Stock-Based Compensation" to provide alternative methods of transition for a 
voluntary change to the fair value based method of accounting for stock-based employee compensation. This amendment also changes 
the disclosure requirements of SFAS No. 123 to require more prominent disclosures in both annual and interim financial statements 
about the methods of accounting for stock-based employee compensation and the effects of the method used on reported amounts, 
SFAS No. 148 is effective for fiscal years ending after December 15,2002. The Company has opted to continue accounting for stock ' 

options under the intrinsic value method prescribed in APB Opinion No. 25 for the years ended December 31,2003 and 2002. In 
addition, the Company has complied with the prominent disclosure requirements of SFAS No. 148, 
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In May 2003, the FASB issued SFAS No. 150, "Accounting for Certain Financial Instruments with Characteristics of both Liabilities 
and Equity" ("SFAS No. 150''). SFAS No. 150 modifies the accounting for certain financial instruments that, under previous guidance, 
issuers could account for as equity. SFAS No. 150 requires that those instruments be classified as liabilities. SFAS No. 150 is effective 
for financial instruments entered into or modified after May 3 1, 2003, and otherwise is effective at the beginning of the first interim 
period that began after June 15,2003. It is to be implemented by reporting the cumulative effect of a change in an accounting principle 
for financial instruments created before the issuance date of SFAS No. 150 and still existing at the beginning of the interim period of 
adoption. Restatement is not permitted. The Company's adoption of this Statement on July 1,2003 did not have a material impact on 
its consolidated results of operations or financial position. 

NOTE 2 - ACQUISITIONS 

Tn October 2003, Buyers United acquired the exclusive right to sell and manage the enhanced telecommunications functions of 
MyACD, Inc. ("MyACD"), with a one-year option to purchase it at a predetermined price. During the term of the agreement, Buyers 
United has the sole right to manage sales, service and billing of MyACD services. Under the agreement MyACD will continue to 
provide enhanced service development and configuration and Buyers United will reimburse MyACD for actual costs related to these 
activities, 

During August 2003, Buyers United purchased approximately 12,000 long distance customers from Glyphics Communications, Inc. 
for $543,558. 

On December 20,2002, Buyers United entered into an agreement with Touch America, Inc., a subsidiary of Touch America Holdings, 
Inc., to purchase a substantial number of its switched voice telecommunication customers, including the carrier identification code 
used to service those customers. In June 2003, the Company amended the purchase agreement to acquire additional switched voice 
and dedicated telecommunications customers and correct discrepancies in the list of customers originally purchased in December 
2002. Buyers United did not purchase any accounts receivable, equipment, or other assets of Touch America. The total purchase price 
was $6.5 million. Buyers United made an initial payment of $3 million to Touch America in December 2002 and has made additional 
cash payments totaling $3.4 million through March 4,2004. The balance of $93,988 is expected to be paid in April 2004. 

On December 6,2002, Buyers United entered into the Asset Purchase Agreement and Software License Agreement to purchase assets 
of I-Link, Inc., and its subsidiary, I-Link Communications, Inc., and license in perpetuity software developed by I-Link for the 
operation of a Voice over Internet Protocol ("VoP") Network. Customer billings and related expenses incurred pursuant to a related 
Management Agreement between the parties were included in Buyers United's general and administrative expenses beginning 
December 6,2002. The transaction closed effective May 1,2003, at which time the Company began to recognize revenue earned and 
expenses incurred. 

The assets acquired include dedicated equipment required for operating the VoIP Network, customers of I-Link serviced through the 
network, carrier identifications codes, and certain trademarks. In consideration for the assets and software license, Buyers United 



issued to I-Link 246,430 shares of Series €3 Convertible Preferred Stock with a fair market value of $1.4 million, assumed certain 
liabilities, and agreed to issue an additional 53,570 shares of Series B Convertible Preferred Stock in equal monthly installments over 
a term of 10 months commencing June I, 2003, subject to satisfaction of certain conditions pertaining to provisioning of one of the 
former I-Link customers acquired in the transaction. 

In connection with the closing, the parties together with Counsel Corporation, an Ontario corporation, and Counsel Communications 
LLC, a Delaware limited liability company, both affiliates of I-Link, entered into a Reimbursement Agreement pursuant to which 
Counsel Corporation, Counsel Communications, and I-Link agreed to reimburse Buyers United for any loss sustained as a result of 
any claims asserted against the assets acquired from I-Link by certain creditors of I-Link. Out of the shares it received in the 
transaction I-Link deposited in escrow 40,000 shares that may be applied to reimburse any such loss. This is in addition to 25,000 
shares I-Link received in the transaction that has been deposited in escrow under the Asset Purchase Agreement to satisfy any claims 
for indemnification under the Asset Purchase Agreement. During 2004, these remaining 65,000 shares were delivered to Counsel 
Corporation. 
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The following table presents a summary of the estimated fair values of the assets acquired and liabilities assumed as of December 31, 
2003; 

Computer and telecommunications switching 
Customer list 
License on technology and patents 
Carrier i d e n t i f i c a t i o n  code 
Deposit w i t h  a vendor 

T o t a l  a s s e t s  acquired 

Accounts payable and accrued liabilities 
Acquisition c o s t s  

T o t a l  l i a b i l i t i e s  assumed 

equipment $ 7 5 4 , 9 6 6  
553 ,898  

1,182,933 
135,933 
110,000 

2 , 7 3 7 , 7 3 0  

7 3 7 , 8 2 9  
294 ,665  

1,032,494 
-----.C..c--- 

N e t  a s s e t s  acqui red  $1 ,705 ,236  
------I--- __-------- 



The customer list and licensed technology will be amortized over a period of four years. 

The following unaudited pro forma financial information presents results as if the acquisition had occurred at the beginning of the 
respective periods: 

Net revenue 
Net income (loss) applicable t o  
common s t o c k h o l d e r s  $ 19,175 $ (5 ,806,566)  

Basic and d i l u t e d  net income ( l o s s )  per s h a r e  $ - $  ( 1 . 0 1 )  

These pro forma results have been prepared for comparative purposes only and include certain adjustments such as additional 
amortization expense as a result of identifiable tangible and intangible assets arising from the acquisition. The pro fonna results are 
not necessarily indicative either of the results of operations that actually would have resulted had the acquisition been in effect at the 
beginning of the respective periods, or of results to be achieved in the future. 

NOTE 3 - PROPERTY AND EQUIPMENT 

At December 3 1,2003, property and equipment consisted of the following: 

Computer and office equipment $ 3 , 7 2 4 , 1 6 4  
Internal-use software 268,723 
Furniture and f i x t u r e s  3.02 I 027 

4,294,914 
--I------- 

Accumulated d e p r e c i a t i o n  and amortization ( 1 , 8 7 0 , 2 7 2 )  
I--------- 

$2,424,642 
---------- 
____-_Id-- 





Buyers United has a line of credit agreement with RFC Capital Corporation that expires in January 2006. The available borrowing 
limit is $5 million. Interest accrues at prime plus three percent, which was 7.00% as of December 31,2003. During 2002, the interest 
rate on the line was prime plus six percent, which was 10.25% as of December 3 1,2002. The facility allows the Company to obtain 
financing on its eligible accounts receivable, including unbilled receivables and regular monthly billings. The facility is collateralized 
by the underlying receivables. On December 3 1,2003, Buyers United had financed the maximum amount available based on eligible 
accounts receivable at that time. This amount, less draws by RFC applied against the outstanding amount, aggregated $4.1 million. 
The facility requires Buyers United to maintain a restricted cash account for the collection of the receivables. As of December 3 1, 
2003, Buyers United had $1. .2 million of restricted cash associated with the RFC mangement. 

NOTE 6 - ACCRUED LIABILITIES 

At December 3 1,2003, accrued liabilities consisted of the following: 

Accrued commissions 
Accrued d iv idends  
Other 

NOTE 7 - LONG-TE'XUM DEBT AND NOTES PAYABLE 

Long-term debt consists of the following: 

Unsecured n o t e s  payab le  to t he  Chairman of t he  
Board, b e a r i n g  interest a t  1 2  percent, payable 
monthly.  Principal and unpaid interest are  due 
and payable i n  July 2 0 0 4 ,  except  f o r  $ 1 1 2 , 5 0 0  
which matures in December 2004, and $348,825 
which matures in J u l y  2005. 

Unsecured notes payable to two Directors 
b e a r i n g  interest a t  12  p e r c e n t ,  payable 
monthly. M a t u r i t y  dates  v a r y ,  f rom July 2004 
through Janua ry  2 0 0 5 .  

$ 2 , 7 2 6 , 3 2 5  

000,000 

L 
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Unsecured note payable to a relative of a Director, bearing interest at 12 percent payable monthly. Principal and unpaid 

i n t e r e s t  due i n  January 2005. 

Promissory note payable to an individual 
bearing interest at 12 percent, payable  
monthly. Secured by equipment. Principal 
and unpaid interest due in J u l y  2004. 

Promissory notes payable to t w o  indiwiduals 
bearing interest at 12 percent, payable 
monthly. Secured by equipment. Principal 
and unpaid interest due i n  the summer of 2006. 

Unsecured promissory notes bearing interest at 
ten percent and 12 percent, payable monthly. 
Principal payments due monthly, based on 20 
percent t o  40 percent of  billings collected 
from specifically-designated customers referred 
from LowerMyBills. com, Inc, ("LMB") I The 
majority of these notes have no maturity da te .  
The Company believes t h a t  all of the principal 
will be repaid during 2004, based on expected 
cash collections from these customers. 

Unsecured promissory notes bearing interest at 
t e n  percent! payable monthly. Principal 
payments due monthly, based on ten percent of 
billings collected from customers acquired from 
Touch America, i n c .  These notes have no 
maturity date. The Company believes t h a t  a l l  
principal will be repaid in 2005, based on 
expected cash collections from these customers, 

Unsecured promissory note bearing interest at 
10 percent, payable  monthly. Principal payments 
due monthly, based on 30 percent of billings 
collected from customers recently acquired from 
Glyphics, Tnc. The note has no maturity date. 
The Company believes that a l l  principal will be 
repaid by the end of 2004, based on expected 
cash collections from these customers. 

100,000 

293,333 

191,954 

4 7 5 , 2 2 3  

2 ,358 ,412  

631,211 

Note payable to Touch America, Inc., with 



interest imputed at four percent, payable monthly. Principal payments due monthly, based on 7.2 percent of billings collected fiom 
customers acquired fiom Touch America, Inc. The obligation has no maturity date. The Company expects that all principal will be 
repaid by April 2004, based on expected cash collections 

from t hese  customers. 4 7 3 , 4 3 7  

Other 295 ,238  

Capital leases 82,477 
--------I- 

Less current portion 
8 ,427 ,610  

( 7 , 7 8 1 , 4 8 4 )  ---------- 

Long-term debt maturities are as follows: 

2004 
2005 
2006  

Less current maturities 

$7,781,484 
623,719 

22,407 

8,427,610 
( 7 , 7 8 1 , 4 8 4 )  

---------- 
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On February 28,2003, the Company retired its $1.1 million note payable by paying $250,000 in cash and issuing a new promissory 
note for $800,000. In addition, the Company issued 50,000 shares of common stock in connection with the original agreement, At 
December 3 1,2003, the amount remaining due, less issuance costs, was $63 1,211 (see above). 

In connection with some of the LMB-related unsecured promissory notes, two-year warrants to purchase 562,950 shares of common 
stock at $2.50 per share were issued to the noteholders. Warrants for an additional 94,950 shares have also been issued to the sales 
agents. The estimated fair value of the warrants of $264,717, based on using the Black-Scholes pricing model, was allocated to the 
warrants and recorded as a discount to the carrying value of the notes. The Company paid approximately $232,000 in commissions to 
sales agents. The Company paid approximately $152,000 in commissions to sales agents in connection with the Touch America- 
related unsecured promissory notes. All these commission costs are also included in the discounts to the carrying value of the notes. 
The discount. is being amortized to interest expense over the respective notes' estimated payment terms. 

. 



NOTE 8 - LEASES 

Buyers United leases executive office space in Bluffdale, Utah, a suburb of Salt Lake City. The offices consist of approximately 
30,000 square feet. The current monthly lease rate is $32,307. The lease for office space expires in January 2007, but the Company 
has an option to renew the lease for an additional three to five years. Through November 2004, Buyers United is leasing 14,339 square 
feet of space at 1375 1 S. Wadsworth Park Drive, Draper, Utah, at a monthly cost of $16,728. 

The Company also has one capital lease for computer software. The following is a schedule of future minimum payments under the 
leases as of December 3 1,2003: 

Year ending December 31, 

2004  . . . . . . . . . . . . . . . . . . . . . . . .  
2005 . . . . . . . . . . . . . . . . . . . . . . . .  
2006  . . . . . . . . . . . . . . . . . . . . . . . .  
2 0 0 7  . . . . . . . . . . . . . . . . . . . . . . . .  

Total future minimum lease payments . . . . . .  

Capi t a l  
leases 

$ 34,690 
34 , 690 
23 ,128  

-----3c- 

- 

92 ,508  

Opera t ing 
leases 

$ 571,692 
397 ,373  
4 0 7 , 3 0 7  
417,490 

I--------- 

--------*I 

Less amount representing interest . . . . . . . . .  (10,031) 

Total obligations under  c a p i t a l  leases . . . . .  82 ,477  
Less cur ren t  portion . . . . . . . . . . . . . . . .  ( 2 8 , 7 5 2 )  

11----1- 

I------- 

C a p i t a l  l ea se  obligations, net of current portion $ 53 ,725  
__A-L--_ 
I L - - - - - - 

Rent expense was approximately $5 19,500 and $348,300 for the years ended December 3 1,2003 and 2002, respectively. 

NOTE 9 - INCOME TAXES 

The components of the Company's net deferred income tax assets and liabilities are as follows: 

Deferred income t a x  assets: 



Net o p e r a t i n g  l o s s  carryforwards 
Reserves and accrued l i a b i l i t i e s  

Total deferred income t a x  a s s e t s  
Valuation allowance 

Net defer red  income tax asse t  

Deferred income t a x  liabilities: 

Tax d e p r e c i a t i o n  i n  excess of book depreciation 

Net deferred income t a x  liability 

N e t  deferred income taxes 
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55,001,000 
1,275,000 

6,276,000 
(5 ,897 ,000)  

I^.--___ ~ - 

As of December 3 1,2003, the Company had net operating loss carryforwards for federal income tax reporting purposes of 
approximately $13,336,000. The tax net operating loss carryfonvards will expire beginning in 2012. 

Inasmuch as the Company's history includes accumulated net operating losses, it is uncertain as to whether the Company's deferred tax 
asset can be fully realized. Accordingly, a valuation allowance has been recorded to reduce the deferred income tax assets. The net 
change in the valuation allowance for deferred tax assets during the year ended December 3 1,2003 was a decrease of $416,000. 
During 2003 and 2002 no income tax expense was recorded due the reduction of the valuation allowance. 

NOTE 10 - CAPITAL TRANSACTIONS 

Preferred Stock: The Board of Directors is authorized to classify any shares of the Company's authorized but unissued preferred stock 
in one or more series. With respect to each series, the Board of Directors is authorized to determine the number of shares that 
constitutes such series; the rate of dividend, if any, payable on shares of such series; whether the shares of such series shall be 
cumulative, non-cumulative, or partially cumulative as to dividends and the dates from which any cumulative dividends are to 
accumulate; whether the shares of such series may be redeemed, and, if so, the price or prices at which and the terms and conditions 
on which shares of such series may be redeemed; the amount payable upon shares of such series in the event of the voluntary or 
involuntary dissolution, liquidation, or winding up of the affairs of the Company; the sinking fund provisions, if any, for the 



redemption of shares of such series; the voting rights, if any, of the shares of such series; the terms and conditions, if any, on which 
shares of such series may be converted into shares of capital stock of the Company of any other class or series; whether the shares of 
such series are to be preferred over shares of capital stock of the Company of any other class or series as to dividends or upon the 
voluntary or involuntary dissolution, liquidation, or termination of the affairs of the Company or otherwise; and any other 
characteristics, preferences, limitations, rights, privileges, immunities, or terms. 

Series A 8 percent Cumulative Convertible Preferred Stock: During 1999, the Board of Directors authorized the issuance of 2,000,000 
shares of Series A 8 percent Cumulative Convertible Preferred Stock ("Series A Preferkd Stock") at an offering price of $2.00 per 
share. Gross proceeds of $4 million were raised upon sale of the shares. 

The Series A Preferred Stock is convertible to common stock at any time at the election of the holder and, under limited 
circumstances, at the election of the Company. The conversion rate is one €or one, subject to adjustment in the event of a 
recapitalization, reorganization, or other corporate restructuring or in the event that the Company shall sell or otherwise issue 
securities at a price below $2.00 per share or the then adjusted conversion price. The Series A Preferred Stock can be redeemed at the 
Company's election at any time commencing January 1,2005 at a redemption price of $2.00 per share plus all accrued dividends as of 
the redemption date. During 2002 certain stockholders converted 5,000 Series A preferred shares into common shares. 

Series B 8 percent Cumulative Convertible Preferred Stock: In September 2000, the Board of Directors authorized the issuance of 
1,234,500 shares of Series B 8% Cumulative Convertible Preferred Stuck ("Series B Preferred Stock") and related warrants to 
purchase common shares at an offering price of $10.00 per unit. Each unit consists of one share of Series B Preferred Stock and five 
warrants to purchase one share of common stock at an exercise price of $2.50 per share. During 2000, various investors made loans to 
the Company and subsequently elected to exchange their promissory notes for units. In addition to the converted loans of $2.5 million, 
the Company raised $2 million through the issuance of units through December 3 1,2000 and $1.1 million through the issuance of 
units in 2001. 

In connection with the unit offering, the Company agreed to pay the Placement Agent a sales commission and expense allowance 
aggregating 13 percent of the gross proceeds from the sale of the Series B Preferred Stock, in addition to ten percent of the gross 
proceeds of certain related bridge financing. The Company also incurred approximately $23,000 of direct expenses in connection with 
the offering. As additional consideration, the Company agreed to issue to the Placement Agent warrants to purchase 319,300 shares of 
the Company's common stock at an exercise price of $2.50 per share. 

As part of the Series B Preferred Stock offering, the Company issued 2,269,000 warrants to purchase common stuck at $2.50 per 
share. The Company allocated the net proceeds from the offering of $4.2 million between the Series B Preferred Stock and the 
warrants based on estimated relative fair values. The Series B Prefened Stock was recorded at $2.4 million, and the warrants were 
recorded at 
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$1.8 million. The estimated fair value of the warrants was determined using the Black-Scholes pricing model. The Series B Preferred 
Stock is convertible to common stock at any time at the election of the holder and, under limited circumstances, at the election of the 
Company. The conversion rate is five for one, subject to adjustment in the event of a recapitalization, reorganization, or other 
corporate restructuring or in the event that the Company shall sell or otherwise issue securities at a price below $2.00 per share or the 
then adjusted conversion price. 

During the three months ended March 3 1,2001, the Company issued an additional 110,000 shares of preferred stock and 550,000 
warrants to purchase common stock. The Company allocated the net proceeds from the offering of $1.1 million between the Series €3 
Preferred Stock and the warrants based on estimated relative fair values. Accordingly, the stock was recorded at $794,822, and the 
warrants were recorded at $302,401. In connection with these additional Series B shares, the intrinsic value of the beneficial 
conversion feature of $20,498 was reflected in the accompanying 2001 consolidated financial statements as a preferred stock dividend 
and as an increase to additional paid in capital. The Series B Preferred Stock Offering closed on April 13,2001. 

In May 2002 the Board of Directors approved a plan to modify the exercise price on certain Preferred Stock and promissory note- 
related warrants from $2.50 to $2,00 per share, extend the expiration date of certain warrants from December 3 1,2002 to December 
3 I, 2004, and amend the redemption provisions of certain warrants so that the warrants could be called for redemption when the 
market price for the Company's common stock is $4.00 per share, rather than $6.00 per share. 

On December 6,2002, Buyers United entered into the Asset Purchase Agreement and Software License Agreement to purchase 
certain assets and assume certain liabilities of I-Link, lnc., and its subsidiary, I-Link Communications, h c .  In consideration, Buyers 
United issued to I-Link 246,430 shares of Series B Convertible Preferred Stock with a fair market value of $1.4 million, and agreed to 
issue an additional 53,570 shares of Series B Convertible Preferred Stock in equal monthly installments over a term of 10 months 
commencing June 1,2003. The final installment was issued March 1,2004. 

During 2003, six of the stockholders converted a total of 116,000 Series B preferred shares into 580,000 common shares. During 
2002, one of the stockholders converted 10,000 Series B preferred shares into 50,000 common shares. 

Both Series A and B Preferred Stock still outstanding can be redeemed at the Company's election at any time commencing January 1, 
2005, at the applicable redemption price plus all accrued dividends as of the redemption date. 

Cumulative dividends accrue on both Series A and B Preferred Stock at the rate of 8% per annum from the date of original issue and 
are payable semi-annually on June 30 and December 3 I of each year out of funds legally available for the payment of dividends. 
Dividends are payable in cash or cofnmon stock at the election of the Company. If paid in c o r n o n  stock, the number of shares issued 
will be based on the average of the closing bid prices for the common stock over the five trading days immediately prior to the 
dividend payment date. If the Company fails to pay any dividend within 60 days of its due date, the conversion price (see below) is 
adjusted downward by $0.25 per share for each occurrence. During the years ended December 31,2003 and 2002, the Company 
declared dividends aggregating $873,495 and $749,725, respectively, arid to satisfy payment obligations, issued a total of 427,096 and' 
574,635 shares of common stock, respectively. As o f  December 31,2003, the Company had accrued dividends payable in the amount 
of $478,599. In February 2004, the Company settled the dividend payable by issuing 171,055 shares of common stock. 



The Series A and B Preferred Stock has no voting rights, except as required by the General Corporation Laws of Delaware that require 
class votes on certain corporate matters and matters affecting the rights of the holders of the Preferred Stock. The Preferred Stock is 
senior in right of payment in the event of liquidation and with respect to dividends to the common stock and all other subsequent 
preferred stock issuances that may be authorized. The Series A Preferred Stock has a liquidation preference of $2.00 per share and the 
Series B Preferred Stock has a liquidation preference of $10.00 per share. 

Issuances of Common Stock: During January 2002 the Company issued 17,998 shares of common stock in connection with the 
issuance of $179,998 of promissory notes, at an aggregated fair market value of $18,798. 

During February 2002 the Company issued 25,000 shares of stock to one of its directors for providing a credit guaranty with respect to 
business expansion activities, The fair market value of shares issuances was $30,750. 
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In March 2001, the Company entered into three-year marketing contracts with one of its Series B Preferred stockholders. Under the 
terms of the contracts, 100,000 shares of common stack were issued with a fair market value of $125,000. This amount was recorded 
on the balance sheet as a deferred consulting fee and included in operating expenses on a straight-line basis over the life of the 
contracts. During 2001, $39,93 1 was recorded in promotion expenses as a result of this amortization. Consideration granted under the 
contracts' terms also included options to purchase up to 150,000 additional shares of common stock at $2.50 per share. These options 
vest gradually over the term of the contract. These options are accounted for as variable plan options since the issuance of these 
options was under the premise that the grantee will be providing current and future services for the Company. Accordingly, using the 
Black-Scholes option pricing model, $29,58 1 in consulting expense was recorded to reflect the vesting of these options through 
December 3 1,2001. During 2002 an additional $48,060 of deferred consulting fees were amortized and included in promotion 
expenses, and another $95,615 in consulting expense was recorded to reflect the vesting o f  additional options. However, at the end of 
2002 the Company and the stockholder agreed to cancel one of the marketing contracts and to rescind the as-yet unearned options. 
Accordingly, the Company included in promotion expenses an additional $25,174 of remaining unamortized deferred consulting fees, 
and recorded income of $125,197 to reflect the cancellation of the unearned options. 

In January 2003 the Company issued 15,000 shares of stock to one of its directors for providing a credit guaranty to one of its 
wholesale telecommunication service providers. The fair market value of the stock was $36,300. 

During June 2003, the Company initiated a program to repurchase outstanding common stock from shareholders of record with total 
holdings of 100 or fewer shares. The offering price per share was $1. .75. The program ended in September 2003 after the Company 
had repurchased 2,774 shares. 

Warrants to Purchase Common Shares: As mentioned above, the Company issued warrants in connection with its Series B preferred 
stock offering and in connection with certain marketing contracts. 



In connection with some of the LMB-related unsecured promissory notes, two-year warrants to purchase a total 562,950 shares of 
common stock at $2.50 per share were issued to the noteholders during the two years ended December 31,2002. Warrants for an 
additional 97,950 shares were also issued to the sales agents. The estimated fair value of the warrants of $264,7 17, based on using the 
Black-Scholes pricing model, was allocated to the warrants and recorded as a discount to the carrying value of the notes. The discount 
is being amortized to interest expense over the estimated term of the notes. 

In November 2003 the Company issued 25,000 warrants to a consulting company. The estimated fair value of the warrants of $25,341, 
based on using the Black-Scholes pricing model, will be amortized over the life of the contract into general and administrative 
expense . 

During 2003, investors exercised warrants to purchase 522,500 shares of Common Stock, in exchange for proceeds which aggregated 
$1,043,750. 

All of the warrants were exercisable at December 3 I, 2003. The following tables summarize the warrant activity for 2003 and 2002: 

Balance at December 31, 2001 
Cancel.led or expired 
Issued 

Balance a t  December 31, 2002  
Cancelled or expired 
Exercised 
Issued 

Balance at December 31, 2003 

5,345,732 
(250,000) 
433,550 

5,529,282 
- - - - - - I C -  

(181,750) 
( 5 2 2 , 5 0 0 )  

25 ,000  --------- 

4,850,032 
_.----...---- 
__I------ 

$1.25 - $5.13 
$ 2 . 5 0  - $ 2 . 8 5  
$ 2 . 0 0  - $2 .50  

$1.25 - $2.95 
$2.00 - $ 2 . 9 5  
$ 1 . 2 5  - $2.50 

$ 2 . 5 0  

$1 .25  - $ 2 . 5 0  

Weighted 
Av e r a g e 
Exercise 
Price 

$ 2 . 4 4  
$ 2  .. 64 
$2.01 

$2.00 
$ 2 . 4 9  
$ 2 . 0 0  
$ 2  + 50 

$ 2 . 0 5  
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Stock Options: L 



Long-Term Stock Incentive Plm: Effective March 11, 1999, the Company established the Buyers United International, h c .  Long- 
Term Stock Incentive Plan ("the Stock Plan"). The Stock Plan provides for a maximum of 1,200,000 shares of common stock of the 
Company to be awarded to participants and their beneficiaries. A Committee, as determined by the Board of Directors, determines and 
designates the eligible participants and awards to be granted under the Stock Plan. The Committee may grant incentive stock options; 
non-qualified options; stock appreciation rights ("SAR"); and on a limited basis, stock awards, The terms and exercise prices of 
options and SARs will be established by the Committee; except that the exercise prices cannot be less than 100 percent of the fair 
market value of a share of common stock on the date of grant. As of December 3 I, 2003, incentive stock options to purchase a total of 
893,653 shares were outstanding. 

Other Options: The Company's Board of Directors has from time to time also authorized the grant of stock options to directors, 
officers, key employees, and consultants as compensation and in connection with obtaining financing. 

In virtually all cases, employee options vest over a period of from one tu three years, and expire from four to five years after the date 
the options were granted. The following tables summarize the all stock option activity for 2003 and 2002: 

Balance at December 31, 
Granted 
Cancelled or expired 

Balance at December 31, 
Granted 
Exercised 
Cancelled or expired 

Balance at December 31, 

2001 

2002 

2 0 0 3  

Options 
I-------- 

2, a i 8 , m  
9 0 2 , 9 1 3  

( 1 2 8 , 7 7 7 )  
- - - - - I C - -  

3,592,721 
6 8 3 , 5 0 0  

(816,944) 
( 2 7 ~ 0 0 )  

- - - - IC-- -  

3 , 4 3 1 , 7 7 7  
------+-- 
------I-- 

Price 
Range 

$ 2 . 0 0  - $ 9 . 0 0  
$ 2 . 0 0  - $2.50 
$ 2 . 0 0  - $9.00 

-I----------- 

$2.00  - $ 5 . 3 9  
$2.00 - $ 2 . 6 4  

2 . 0 0  
$2.00 - $4.00  

$2.00 - $ 5 . 3 9  

Weighted 
Average 
Exercise 

Price 

$ 2 . 6 9  
$2.31 
$3.11 

-- I---...- 

$ 2 . 5 8  
$ 2 . 3 3  
$2 * 00 
$ 2 . 2 0  

$ 2 . 6 2  

A summary of the options outstanding and options exercisable at December 31,2003 is as follows: 



Range of 
Exercise 
Prices 

I------------ 

$2.00 - $3.99 
$ 4 . 0 0  - $5.39 

3 . 6  years  $ 2 . 4 5  2 ,512 ,261  
2 . 3  years 5.13 2 2 3 , 8 5 1  

----I----- 

3 . 5  years $ 2 . 6 2  2,736,112 
---------- 
---------I 

$ 2 , 4 9  
5.13 

2.70 

Registration Statement on Form SB-2: On September 10,2003, the Company filed a registration statement on Form SB-2 with the 
Securities and Exchange Commission to register for resale up to 8,779,333 shares of Common Stock that may be sold firom time to 
time by certain selling security holders listed in the registration statement. At December 3 1,2003 the selling security holders owned: 

o Warrants to purchase 99,375 shares at a price of $1.25 per share 
o Warrants to purchase 3,966,856 shares at a price of $2.00 per share 
o Warrants to purchase 528,450 shares at a price of $2.50 per share 
o Options to purchase 2,086,652 shares at prices ranging from $2.00 to $5.392 per share 
o Convertible notes in the amount of $1,162,500 convertible at $2.00 per share 
o Convertible notes in the amount of $1,775,000 convertible at $2.50 per share 
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Buyers United will receive the proceeds from exercise of the warrants and options and will benefit from extinguishment of the debt 
represented by the convertible notes, but will not receive any proceeds or benefit fkom the resale of the shares by the selling security 
holders. 

In March 2004 the registration statement was temporarily suspended until the Company can file an amendment updating the 
registration statement with its 2003 audited financial statements and other information. 

NOTE 11 - REZATED PARTY TRANSACTIONS 

During 2003 and 2002, certain board members and stockholders performed various services to the Company. These services included,' 
but were not limited to, consulting, marketing and capital and debt raising activities. The Company incurred $74,750 and $109,259 in 



fees associated with these services for the years ended December 3 1,2003 and 2002, respectively. Amounts outstanding related to 
these services were $12,800 and $14,300 at December 31,2003, and 2002, respectively. There are also several debt arrangements 
more fully described in Note 7 ,  Interest expense on obligations owed to related parties during 2003 and 2002, respectively, was 
$414,523 and $453,361. 

NOTE 12 - MAJOR SUPPLIERS 

Approximately 70% and 80% of the Company's cost of revenue for the years ended December 3 1,2003 and 2002, respectively, was 
generated from two telecommunication providers. As of December 3 1,2003, the Company owed approximately $3 million to these 
two providers. The Company has entered into contractual agreements with these vendors. During 2002 one of these providers had 
filed for bankruptcy protection under Chapter 1 1, and the other provider is currently being scrutinized by the Securities and Exchange 
Commission over certain accounting matters. Although the Company has not experienced a disruption of service and feels it could 
replace either of these sources with other wholesale telecommunication service providers, the effect on the Company's operations of 
potentially losing either or both of these service providers is unknown. 

NOTE 13 - COMMITMENTS AND CONTINGENCIES 

Pn June 2001, Buyers United entered into a joint sales agreement with Infotopia, Inc., a direct response marketer. In connection with 
the agreement, hfotopia loaned $500,000 to Buyers United. Subsequent to entering into the sales agreement, the two companies 
decided not to pursue Eurther any joint activity. In December 2001, Buyers United negotiated a settlement of the $500,000 loan in 
which Buyers United paid $120,000 and issued 35,000 shares of common stock in exchange for canceling the outstanding obligation 
plus $25,921 in accrued interest, The stock had a fair market value of $22,401. Accordingly, based on these amounts, the Company 
recorded a gain on the early extinguishments of the debt in the amount of $383,520. However, unbeknownst to the Company, during 
2001 Infotopia allegedly entered into a General Security Agreement with Sea Spray Holdings, Ltd., which purportedly included the 
loan obligation. Sea Spray asserted that it had a perfected security interest in the obligation and demanded payment as successor-in- 
interest to Infotopia. The Company denied the claim and filed an arbitration proceeding to resolve the issue. Sea Spray attempted to 
pursue its claim in New York state court, which the Company removed to federal court in New York, and the federal cuurt dismissed 
the action pursuant to an order to the effect Sea Spray must pursue its claims in the arbitration proceeding. An arbitration hearing was 
heId in December 2003, at which Sea Spray failed to make any appearance or submission after receiving all required notice. The 
arbitrator entered a default in favor of Buyers United and its award further found in favor of Buyers United as a matter of the evidence 
presented and as a matter of law. The Company believes this matter has been resolved fhlly in its favor and that is has no obligation or 
liability to Sea Spray. 

Buyers United is the subject of certain other legal matters, which it considers incidental to its business activities. It is the opinion of 
management, after discussion with legal counsel, that the ultimate disposition of these other matters will not have a material impact on 
the financial position, liquidity or results of operations of Buyers United. 
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In connection with the MyACD agreements, MyACD will continue to provide enhanced service development and configuration, and 
Buyers United will reimburse MyACD for actual costs related to these activities, 



NOTE 14 - SUBSEQUENT EVENTS 

In January and February 2004, three Directors had exercised options to purchase a total of 255,000 shares of Common Stock. Total 
proceeds received by the Company in connection with these exercises was $555,000. 

During the first three months of 2004, investors have exercised warrants to purchase a total of 71,000 shares of Common Stock. Total 
proceeds received in these transactions was $146,000. 

In December 2003, a holder of 100,000 shares of Series B Convertible Preferred Stock converted all of those shares to 500,000 shares 
of common stock. fn January 2004, the holder sold those common shares plus 14,560 additional shares, or a total of514,560 shares, to 
Buyers United €or $500,000 in a privately negotiated transaction. 

Buyers United entered into an agreement to purchase 37 dedicated long distance customers fi-om Source Communications, LLC for 
$750,000 in February 2004. Closing of the acquisition was subject to complying with applicable federal and state regulation pertaining 
to transfer of the customers. All of the regulatory requirements were satisfied and the acquisition of the customers is completed 

On March 15,2004 the Company closed a private placement to institutional and accredited investors. The Company sold 3,782,000 
shares of common stock at $2.30 per share, or a total of approximately $8.7 million. Net proceeds of the offering after placement fees 
and expenses were approximately $8.1 million. The net proceeds of the private placement are intended to be used for various 
corporate purposes, including sales and marketing related programs, to fund fbrther development of our VoIP Network, reduction of 
debt, and for working capital and other general corporate purposes. 

h connection with the placement, Acceris Communications Inc., formerly Mink Incorporated and the holder of 300,000 shares of 
Series B Convertible Preferred Stock, converted all of its preferred stock to 1.5 million common shares. Acceris subsequently sold 
750,000 of those common shares to the investors in the private placement at $230 per share. As a result of the conversion and sale, 
Acceris Communications now holds 808,546 shares of the Company's common stock, or approximately six percent of the 23 million 
shares of common stock outstanding following completion of the private placement. 

The private placement was made only to institutional and accredited investors in a transaction exempt fkom the registration 
requirements ofthe Securities Act of 1933, as amended (the "Securities Act"), The shares of common stock sold have not been 
registered under the Securities Act, or any state securities laws, and unless so registered, may not be offered or sold in the United 
States absent registration or an applicable exemption from the registration requirements of the Securities Act and applicable state 
securities laws. The Company has agreed to file a registration statement under the Securities Act for resale of the common stock 
purchased by the investors in the private placement, the 808,546 shares of common stock held by Acceris, and 164,125 shares of 
common stock issuable under a warrant granted to the placement agent. 
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State of Delaware 
Secretary of State 

Division of Corporations 
Filed 9:00 AM 03/15/1999 

991099477-3016691 

CERTIFICATE OF INCURPO€UTI[ON 
OF 

BUI, INC. 
ARTICLE I 

NAME 
The name of the Corporation is BUI, Inc. 

ARTICLE II 
REGISTERED OFFICE AND AGENT FOR SERVICE 

The address of the Corporation's registered office in the State of Delaware is in the county of New Castle, at 1013 Centre Road, 
Wilmington, Delaware 10805. The name of its registered agent at such address is Corporation Service Company. 

ARTICLE I11 
CORPORATE PURPOSES 

The purpose of the Corporation is to engage in any lawful act or activity for which corporations may be organized under the General 
Corporation Law of the State of Delaware. 

ARTICLE IV 
CAPITAL STOCK 

1. Shaxes, Classes and Series Authorized. 



The total number of shares of' all classes of capital stock that the Corporation shall have authority to issue is 25,000,000 shares. 
Stockholders shall not have any preemptive rights, nor shall stockholders have the right to cumulative voting in the election of 
directors or €or any other purpose. The classes and the aggregate number of shares of stock of each class that the Corporation shall 
have authority to issue are as follows: 

(a) 20,000,000 shares of Common Stock, $0.0001 par value ("Common Stock"). 

(b) '5,000,000 shares of Preferred Stock, $0.0001 par value ("Preferred Stock"). 

2. Powers and Rights of the Preferred Stock. 

The Preferred Stock may be issued from time to time in one or more series, with such distinctive serial designations as may be stated 
or expressed in the resolution or resolutions providing for the issue of such stock adopted from time to time by the Board of Directors; 
and in such resolution or resolutions providing for the issuance of shares of each particular series, the Board of Directors is also 
expressly authorized to fix: the right to vote, if any; the consideration for which the shares of such series are to be issued; the number 
of shares constituting such series, which number may be increased (except as otherwise fixed by the Board of Directors) or decreased 
(but not below the number of shares thereof then outstanding) Erom time to time by action of the Board of Directors; the rate of 
dividends upon which and the times at which dividends on shares of such series shall be payable and the preference, if any, which 
such dividends shall have relative to dividends on shares of any other class or classes or any other series of stock of the Corporation; 
whether such dividends shall be cumulative or noncumulative, and if cumulative, the date or dates from which dividends on shares of 
such series shall be cumulative; the rights, if any, which the holders of shares of such series shall have in the event of any voluntary or 
involuntary liquidation, merger, consolidation, distribution or sale o f  assets, dissolution or winding up of the affairs of the 
Corporation; the rights, if any, which the holders of shares of such series shall have to convert such shares into or exchange such 
shares for shares of any other class OT classes or any other series of stock of the Corporation or for any debt securities of the 
Corporation and the terms and conditions, including price and rate of exchange, of such conversion or exchange; whether shares of 
such series shall be subject to redemption, and the redemption price or prices and other terns of redemption, if any, for shares of such 
series including, without limitation, a redemption price or prices payable in shares of Common Stock; the terms and amounts of any 
sinking fund for the purchase or redemption of shares of such series; and any and all other designations, preferences, and relative, 
participating, optional or other special rights, qualifications, limitations or restrictions thereof pertaining to shares of such series' 
pemitted by law. 

3. Issuance of the Common Stock and the Preferred Stock. 

The Board of Directors of the Corporation may from time to time authorize by resolution the issuance of any or all shares of the 
Common Stock and the Preferred Stock herein authorized in accordance with the terms and conditions set forth in this Certificate of 
Incorporation for such purposes, in such amounts, to such persons, corporations or entities, for such consideration, and in the case of b 

the Preferred Stock, in one or more series, all as the Board of Directors in its discretion may determine and without any vote or other 



action by the stockholders, except as otherwise required by law. The capital stock, after the amount of the subscription price, or pas 
value, has been paid in shall not be subject to assessment to pay the debts of the Corporation. 

ARTICLE V 
BOARD OF DIRECTORS 

The governing board of the Corporation shall be known as directors, and the number of directors may from time to time be increased 
or decreased in such manner as shall be provided by the Bylaws of the Corporation, provided that the 
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number of directors may not be less than one nor more than fifteen. Effective upon filing of this Certificate, the members of the board 
of directors, consisting of three persons, shall be as follows: 

-P -XrmramrrnuI7 v- 

Rod Smith 

C .  Douglas Smith 

Daniel R. Alnge 

66 E. Wadsworth Park Dr., Suite 101 
Draper, Utah 84020 

66  E. Wadsworth Park 
Dr., Suite 101 Draper, Utah 8 4 0 2 0  

66 E. Wadsworth Park Dr., S u i t e  101 
Draper, Utah 84020  

ARTICLE VI 
POWERS OF BOARD OF DIWCTORS 

The property and business of the Corporation shall be controlled and managed by or under the direction of its Board of Directors. In 
furtherance, and not in limitation of the powers conferred by the laws of the State of Delaware, the Board of Directors is expressly 
authorized: 

1. To make, alter, amend or repeal the Bylaws of the Corporation; provided, that no adoption, amendment, or repeal of the Bylaws 
shall invalidate any act of the board of directors that would have been valid prior to such adoption, amendment, or repeal; 

2. To deterrnine the rights, powers, duties, rules and procedures that affect the power of the board of directors to manage and direct the 
property, business, and affairs of the Corporation, including the power to designate and empower committees of the board of director,s, 
to elect, appoint and empower the officers and other agents ofthe Corporation, and to determine the time and place of, and the notice 
requirements for board meetings, as well as the manner of taking board action; and 



3. To exercise all such powers and do all such acts as may be exercised by the Corporation, subject to the provisions of the laws of the 
State of Delaware, this Certificate of Incorporation, and the Bylaws of the Corporation. 

ARTICLE VI1 
INDEMNIFICATION 

The Corporation shall indemnify and may advance expenses to its officers and directors to the fullest extent permitted by law in 
existence either now or hereafter. 
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ARTICLE VI11 
LIMITATION ON PERSONAL LIABILITY FOR DIRECTORS 

A director of the Corporation shall not be personally liable to the Corporation or its stockholders for monetary damages €or breach of a 
fiduciary duty as a director, except for liability (i) for any breach of the director's duty of loyalty to the Corporation or its stockholders, 
(ii) for acts or omissions not in good faith or which involve intentional misconduct or a knowing violation of law, (iii) under Section 
174 of the Delaware General Corporation Law or (iv) for any transaction from which the director derived any improper personal 
benefit. If the Delaware General Corporation Law is amended hereafter to authorize corporate action further eliminating or limiting 
the personal liability of directors, then the liability of a director of the Corporation shall be eliminated or limited to the fullest extent 
permitted by the Delaware General Corporation Law, as so amended. 

Any repeal or modification of the foregoing paragraph by the stockholders of the Corporation shall not adversely affect any right or 
protection of a director of the Corporation existing at the time of such repeal or modification. 

ARTICLE IX 
CERTIFICATE SUBJECT TO AMENDMENT 

The Corporation reserves the right to amend, alter, change or repeal any provision contained in this Certificate of Incorporation, in the 
manner now or hereafter prescribed by statute or by the Certificate of Incorporathn, and except as otherwise provided by this 
Certificate of Incorporation, all rights conferred upon stockholders herein are granted subject to this reservation, 

ARTICLE X 
INCORPOZLQTOR 

The sole incorporator of the Corporation is: 

Rod Smith 66 E. Wadsworth Park Dr,, Suite 101 Draper, Utah 84020 



IN WITNESS WHEREOF, the undersigned, acting as the sole incorporator of the Corporation, signs this Certificate of Incorporation 
as his act and deed this 1 1 th day of March, 1999. 

/ s /  Rod Smith 
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CERTIFICATE OF AMENDMENT OF 
CERTIFICATE OF INCORPORATION OF 

BUI, INC. 
(Changing its name to "BuyersOnline.com, Inc.") 

BUT, INC., a corporation organized and existing under the General Corporation Law of the State of Delaware (the "Corporation"), 
does hereby certify that: 

The amendment to the Corporation's Certificate of Incorporation set forth below was duly adopted by resolutions approved by the 
Corporation's Board of Directors +nd stockholders in accordance with the provisions of Section 242 of the General Corporation Law 
of the State of Delaware: 

Amendment. The Certificate of Incorporation of the corporation is amended by striking Article I in its entirety and replacing therefor: 

ARTICLE I 
NAME 

The name of the Corporation is BuyersOnltine.com, fnc. 

IN WITNESS WHEREOF, BUI, Inc. has caused this Certificate to be signed by its duly authorized officer this 30th day of March, 
2000. 

BUI, Inc. 
L 

B y :  / s /  Rod Smith,  President 
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State of Delaware Secretary of State Division of Corporations Filed 900 AM 10/24/2000 001535267-3016691 
CERTIFICATE OF AMENDMENT OF 

CERTIFICATE OF INCORPORATION OF 
BUYERSONLINE.COM, INC 

BuyersOnline.com, Inc., a corporation organized and existing under the General Corporation Law of the State of Delaware (the 
"Corporationt'), does hereby certify that: 

The amendment to the Corporation's Certificate of Incorporation set forth below was duly adopted by resolutions approved by the 
Corporation's Board of Directors and stockholders in accordance with the provisions of Section 242 of the General Corporation Law 
of the State of Delaware: 

Amendment. The Certificate of Incorporation of the corporation is amended by striking Section 1 of Article n/r in its entirety and 
replacing therefor: 

1. Shxes, Classes and Series Authorized. 

The total number of shares of all classes of capital stock that the Corporation shall have authority to issue is 105,000,000 shares. 
Stockholders shall not have any preemptive rights, nor shall stockholders have the right to cumulative voting in the election of 
directors or for any other purpose. The classes and the aggregate number of shares of stock of each class that the Corporation shall 
have authority to issue are as follows: 

(a) 100,000,000 shares of Common Stock, $0.0001 par value ("Common Stock"). 

(b) 5,000,000 shares of Prefeued Stock, $0.0001 par value ("Preferred Stock"). 

IN WITNESS WHEREOF, BuyersOnline.com, Inc., has caused this Certificate to be signed by its duly authorized officer this 24th 
day of October, 2000. 

BUYERSONLINE.COM, INC. 

By: /s/ P a u l  J a r m a n ,  Vice President 
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State of Delaware 
Secretary of State 
Division of Corporations 
Filed 9:OO AM 11/01/2001 
010549267-3016691 

CERTIFICATE OF AMENDMENT OF 
CERTIFICATE OF INCORPORATION OF 

BUYERSONLINE.COM, INC. 

BuyersOnline.com, Inc., a corporation organized and existing under the General Corporation Law of the State of Delaware (the 
"Corporation"), does hereby certify that: 

The amendment to the Corporation's Certificate of Incorporation set forth below was duly adopted by resolutions approved by the 
Corporation's Board of Directors and stockholders in accordance with the provisions of Section 242 of the General Corporation Law 
of the State of Delaware. The amendments will be effective as of 12:01 am Eastern Time on November 20,2001. 

Amendment No. 1. The Certificate of Incorporation of the corporation is amended by striking Article I in its entirety and replacing 
there for: 

ARTICLE I 
NAME 

The name of the Corporation is Buyers United, Inc. 

Amendment No. 2. The Certificate of Incorporation of the corporation is amended by striking Section 1 of Article IV in its entirety 
and replacing there for: 

1. Shares, Classes and Series Authorized, 

The total number of shares of all classes of capital stock that the Corporation shall have authority to issue is 115,000,000 shares. 
Stockholders shall not have any preemptive rights, nor shall stockholders have the right to cumulative voting in the election of 
directors or for any other purpose. The classes and the aggregate number of shares of stock of each class that the Corporation shall 
have authority to issue are as follows: 

. .  . .  
. . -  , . .  , .  , .  .. . .  

. .  
. .  , . . .  _ .  .~ . i . .  ._.. 



(a) 100,000,000 shares of Common Stock, $0.0001 par value ("Common Stock"). 

(b) 15,000,OOO shares of Preferred Stock, $0.0001 par value ("Preferred Stock"). 

IN WITNESS WHEREOF, BuyersOnline.com, Inc., has caused this Certificate to be signed by its duly authorized officer this 31st day 
of October 2001. 

BmRSONLINE.COM, INC. 

By: / s /  P a u l  Jarman ,  V i c e  President 
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Exhibit 14.1 

Buyers United, Inc. 
Form 1U-KSB 

BUYERS UNITED, INC, 
CODE OF ETHICS FOR PRINCIPAL EXECUTIVE AND SENIOR FTNANCIAL OFFICERS 

I. INTRODUCTION 

This Code of Ethics for Principal Executive and Senior Financial Officers (the "Code") helps maintain the standards of business 
conduct for Buyers United, Inc. (the "Company"), and ensures compliance with legal requirements, specifically Section 406 of the 
Sarbanes-Oxley Act of 2002, and the SEC rules promulgated there under. The purpose of the Code is to deter wrongdoing and 
promote ethical conduct. The matters covered in this Code are of the utmost importance to the Company, our shareholders and our 
business partners. Further, these are essential so that we can conduct our business in accordance with our business values. 

The Code is applicable to the following persons, referred to as Officers: 

o Our principal executive officer, 

o Our principal financial officer, 

o Our principal accounting officer or controller, and 



o All professionals serving in the roles of finance, tax, accounting, purchase, treasury, internal audit, financial analyst and investor 
relations. Further, this includes all members of the senior management, the members of the Audit Committee, and members of the 
Board of Buyers United and its subsidiaries. 

Ethical business conduct is critical to our business. Accordingly, Officers are expected to read and understand this Code, uphold these 
standards in day-to-day activities, and comply with: all applicable laws; rules and regulations; any code of conduct the Company may 
adopt fkom time to time; and all applicable policies and procedures adopted by the Company that govern the conduct of its employees. 

Because the principles described in this Code are general in nature, questions about specific matters or issues should be directed to 
either the President or Chief Financial Officer of the Company. If the President or Chief Financial Officer have questions about 
specific matters or issues, they should direct their inquiry to the Chairman of the Company's Audit Committee. 

Nothing in this Code, in any Company policies and procedures, or in other related communications (verbal or written), creates or 
implies an employment contract or tern of employment. 

Officers should sign the acknowledgment form at the end of this Code and return the form to the HR department indicating that they 
have received, read and understood, and agree to comply with the Code. The signed acknowledgment 

form will be located in each Officer's personnel files. Each year, as part of their m u a l  review, Officers will be asked to sign an 
acknowledgment indicating their continued understanding of the Code. 

11. HONEST AND ETHICAL CONDUCT 

We expect all Officers to act in accordance with the highest standards of personal and professional integrity, honesty and ethical 
conduct, while working on the Company's premises, at offsite locations where the Company's business is being conducted, at 
Company sponsored business and social events, or at any other place where Officers are representing the Company, 

We consider honest conduct to be conduct that is free from kaud or deception. We consider ethical conduct to be conduct confoming 
to the accepted professional standards of conduct. Ethical conduct includes the ethical handling of actual or apparent conflicts of 
interest between personal and professional relationships. This is discussed in more detail in Section 111 below. 

h all cases, if you are unsure about the appropriateness of an event or action, please seek assistance in interpreting the requirements of 
these practices. 

111, CONFLICTS OF INTEREST 



An Officer's duty to the Company demands that he or she avoids and discloses actual and apparent conflicts of interest. A conflict of 
interest exists where the interests or benefits of one person or entity conflict with the interests or benefits of the Company. Examples 
include: 

A, Employment/ Outside Employment. In consideration of employment with the Company, Officers who are full time employees are 
expected to devote their full attention to the business interests of the Company. Such Officers are prohibited f h m  engaging in my 
activity that interferes with their performance or responsibilities to the Company, or is otherwise in conflict with or prejudicial to the 
Company. 

Our policy is to prohibit Officers from accepting simultaneous employment with suppliers, customers, developers or competitors of 
the Company, or from taking part in any activity that enhances or supports a competitor's position. Additionally, Officers must 
disclose to the Company's Audit Committee, any interest that they have that may conflict with the business of the Company. 

B. Outside Directorships. It is a conflict of interest to serve as a director of any company that competes with the Company. Officers 
must first obtain approval fkom the Company's Audit Committee before accepting a directorship. 

C. Business Interests. If an Officer is considering investing in any customer, supplier, developer or competitor of the Company, he or 
she must first take care to ensure that these investments do not compromise their responsibilities to the Company. It is our policy that 
Officers first obtain approval from the Company's Audit Committee before making such an investment. Many factors should be 
considered in determining whether a conflict exists, including the size and nature of the investment; the Officer's ability to 
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inff uence the Company's decisions; his or her access to confidential information of the Company or of the other company; and the 
nature of the relationship between the Company and the other company. 

D. Related Patties. As a general rule, Officers should avoid conducting Company business with a relative, or with a business in which 
a relative is associated in any significant role, Relatives include spouse, siblings, children, parents, grandparents, grandchildren, aunts, 
uncles, nieces, nephews, cousins, step relationships, and in-laws. The Company discourages the employment of relatives of Officers in 
positions or assignments within the same department. Further, the Company prohibits the employment of such individuals in positions 
that have a financial dependence or influence (e.g., an auditing or control relationship, or a supervisor/ subordinate relationship). 

E. Payments or Gifts From Others. Under no circumstances may Officers accept any offer, payment, promise tu pay, or authorization 
to pay any money, gift, or anything of value from customers, vendors, consultants, etc., that is perceived as intended, directly or 
indirectly, to influence my business decision, any act or failure to act, any commitment of fraud, or opportunity fur the commitment of 
any fraud. Inexpensive gifis, infrequent business meals, celebratory events and entertainment, provided that they are not excessive or 
create an appearance of impropriety, do not violate this policy. Before accepting anything of value from an employee of a government 
entity, please contact the President or Chief Financial Officer or, in the case of the President or Chief Financial Officer, the Chairman 
of the Audit Committee. Questions regarding whether a particular payment or gift violates this policy are to be directed to President or 





Actual violations of law, this Code, or other Company policies or procedures, should be promptly reported to President or Chief 
Financial Officer or, in the case of the President or Chief Financial Officer, the Chairman of the Audit Committee. 

The Company will take appropriate action against any Officer whose actions are found to violate the Code or any other policy of the 
Company. Disciplinary actions may include immediate termination of employment at the Company's sole discretion. Where the 
Company has suffered a loss, it may pursue its remedies against the individuals or entities responsible. Where laws have been 
violated, the Company will cooperate fully with the appropriate authorities. 

VII. WAIVERS AND AMENDMENTS OF THE CODE 

We are committed to continuously reviewing and updating our policies and procedures. Therefore, this Code is subject to 
modification. Any amendment or waiver of any provision of this Code must be approved in writing by the Company's Board of 
Directors and promptly disclosed on the Company's website and in applicable regulatory filings pursuant to applicable laws and 
regulations, together with details about the nature of the amendment or waiver. 
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VIII. ACKNOVVLEDGMENT OF RECEIPT OF' CODE UF ETHICS FOR PRINCIPAL, EXECUTIVE AND SENIOR 
FINANCIAL OFFICERS 

I have received and read the Company's Code of Ethics for Principal Executive and Senior Financial Officers (the "Code"). I 
understand the standards and policies contained in the Code and understand that there may be additional policies or laws specific to 
my job. I agree to comply with the Code. 

If I have questions concerning the meaning or application of the Code, any Company policies, or the legal and regulatory requirements 
applicable to my job, I know I can consult the President or Chief Financial Officer or, in the case of the President or Chief Financial 
Officer, the Chainnan of the Audit Committee, and that my questions or reports to these suurces will be maintained in confidence. 

Officer Name 

Signature 

Date 

Please sign and return this form to the HR department. 
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Exhibit No. 2 1.1 
Buyers United, Inc. 

File No. 0-26917 
Form IO-KSB 

Name State or Jurisdiction 

Buyers United, Inc. - Virginia Virginia 

SUBSIDIARIES OF THE COMPANY 

Exhibit No. 3 1.1 

Buyers United, Inc. 
File No. 0-269 17 

Form 10-KSB 

Certification 

I, Theodore Stem, certify that: 

1. I have reviewed this annual report on Form 10-KSB for the year ended December 3 1,2003 of Buyers United, 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 small business issuer as of, and for, the periods 
presented in this report; 

4. The small business issuer's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules 13a-l5(e) and 15d-15(e)) and internal control over financial reporting (as defined in 
Exchange Act Rules 13 a- 1 5(f3 and 15d- 15(f)) for the small business issuer and have: 
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(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 small business issuer, 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) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed 
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial 
statements for external purposes in accordance with generally accepted accounting principles; 

(c) Evaluated the effectiveness of the small business issuer'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 t h s  report based 
on such evaluation; and 

(d) Disclosed in this report my change in the small business issuer's internal control over financial reporting that occurred during the 
small business issuer's most recent fiscal quarter (the small business issuer's fourth fiscal quarter in the case of an annual report) that 
has materially affected, or is reasonably likely to materially affect, the small business issuer's internal control over financial reporting; 
and 

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

(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 small business issuer'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 small business 
issuer's internal control over financial reporting. 

Date: March 29,  2004 B y :  /s/ Theodore Stern 
C h i e f  Executive Officer 



Buyers United, h c .  
File No. 0-269 I7 

Certification 

I, David R. Grow, certify that: 

1. I have reviewed this annual report on Form IO-KSB for the year ended December 3 1 2003 of Buyers United, Inc.; 

2. Based on my knuwledge, 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 howledge, 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 small business issuer as of, and for, the periods 
presented in this report; 

4. The small business issuer's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and 
procedures (as defined in Exchange Act Rules 13an15(e) and 15d-l5(e)) and internal control over financial reporting (as defined in 
Exchange Act Rules 13a-l5(f) and 15d-l5(f)) for the small business issuer 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 infomation relating to the small business issuer, 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) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed 
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial 
statements for external purposes in accordance with generally accepted accounting principles; 

(c) Evaluated the effectiveness of the small business issuer'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 

(d) Disclosed in this report any change in the small business issuer's internal control over financial reporting that occurred during the 
small business issuer's most recent fiscal quarter (the small. business issuer's fourth fiscal quarter in the case of an annual report) that 
has materially affected, or is reasonably likely to materially affect, the small business issuer's internal control over financial reporting; 
and 



5. The small business issuer's other certifying officer(s) arid I have disclosed, based on ow most recent evaluation of internal control 
over financial reporting, to the small business issuer's auditors and the audit committee of the small business issuer'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 small business issuer'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 small business 
issuer's internal control over financial reporting, 

D a t e ;  March  29, 2 0 0 4  By: / s /  David R .  G r o w  
Chief  Finan cia1 Of fi cer 

Exhibit No. 32.1 

Buyers United, Inc. 
File No. 0-26917 

Form 10-KSB 

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to 
Section 906 of the Sarbanes-Oxley Act of 2002, 

In connection with the Annual Report of Buyers United, Inc. (the "Company") on Fonn 1 O-KSB for the period ending December 3 1, 
2003 as filed with the Securities and Exchange Commission on the date hereof (the "Report'l), I, Theodore Stern, Chief Executive 
Officer of the Company, certify pursuant to 18 U.S.C. Section 2350, 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. 

D a t e :  March 29,  2 0 0 4  By: / s /  Theodore S t e r n  
C h i e f  Executive Off icer  



Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to 
Section 906 of the Sarbanes-Oxley Act of 2002. 

In connection with the Annual Report of Buyers United, Inc. (the "Company") on Form 1 O-KSB for the period ending December 3 1, 
2003 as filed with the Securities and Exchange Commission on the date hereof (the "Report"), I, David R. Grow, Chief Financial 
Officer of the Company, certify pursuant to 18 U.S.C. 
Section 1350, as adopted pursuant to Section 906 of the Sarbmes-Oxley Act of 2002, that: (1) the Report hl ly  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:  March 2 9 ,  2004 By: /s/  David  R ,  Grow 
Chief  F i n a n c i a l  Officer 

A signed original of this written statement required by Section 906 has been provided to Buyers United, Inc. and will be retained by 
Buyers United, Inc. and furnished to the Securities and Exchange Commission or its staff upon request. 

End of Filing 
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