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(State or Other Jurisdiction of (LR.S. Employer
Incorporation or Organization) Identification No.)

410 Terry Avenue North, Seattle, WA 98109-5210
(206) 266-1000

(Address and Telephone Number, Including Area Code, of Registrant s Principal Executive Offices)

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

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

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

Large accelerated filer x Accelerated filer

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

452,065,256 shares of common stock, par value $0.01 per share, outstanding as of July 13,2012

Table of Contents 2



Edgar Filing: AMAZON COM INC - Form 10-Q

Table of Conten
AMAZON.COM, INC.
FORM 10-Q
For the Quarterly Period Ended June 30, 2012

INDEX

PART I. FINANCIAL INFORMATION e
Item 1 Financial Statements 3
Consolidated Statements of Cash Flows 3
Consolidated Statements of Operations 4
Consolidated Statements of Comprehensive Income (I.oss) 5
Consolidated Balance Sheets 6
Notes to Consolidated Financial Statements 7
Item 2 Management s Discussion and Analysis of Financial Condition and Results of Operations 16
Item 3 Quantitative and Qualitative Disclosures About Market Risk 28
Item 4 Controls and Procedures 29
PART II. OTHER INFORMATION
Item 1 Legal Proceedings 30
Item 1A Risk Factors 30
Item 2 Unregistered Sales of Equity Securities and Use of Proceeds 38
Item 3 Defaults Upon Senior Securities 38
Item 4 Mine Safety Disclosures 38
Item 5 Other Information 38
Item 6 Exhibits 38
Signatures 39
2
Table of Contents



Edgar Filing: AMAZON COM INC - Form 10-Q

Table of Conten

PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

AMAZON.COM, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(in millions)

(unaudited)
Three Months Ended
June 30,
2012 2011

CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD $2,288 $ 2,641
OPERATING ACTIVITIES:
Net income 7 191
Adjustments to reconcile net income to net cash from operating
activities:
Depreciation of fixed assets, including internal-use software and
website development, and other amortization 485 244
Stock-based compensation 221 144
Other operating expense (income), net 32 41
Losses (gains) on sales of marketable securities, net 2) 1
Other expense (income), net (19) 39)
Deferred income taxes 43) 20
Excess tax benefits from stock-based compensation (85) (15)
Changes in operating assets and liabilities:
Inventories (124) (274)
Accounts receivable, net and other (166) (73)
Accounts payable 180 114
Accrued expenses and other 59 63
Additions to unearned revenue 382 257
Amortization of previously unearned revenue (333) (251)
Net cash provided by (used in) operating activities 594 423
INVESTING ACTIVITIES:
Purchases of fixed assets, including internal-use software and website
development (657) (433)
Acquisitions, net of cash acquired, and other (624) (469)
Sales and maturities of marketable securities and other investments 1,251 2,028
Purchases of marketable securities and other investments (565) 2,077)
Net cash provided by (used in) investing activities (595) 951)
FINANCING ACTIVITIES:
Excess tax benefits from stock-based compensation 85 15
Common stock repurchased
Proceeds from long-term debt and other 123 34
Repayments of long-term debt, capital lease, and finance lease
obligations (141) (140)
Net cash provided by (used in) financing activities 67 91)
Foreign-currency effect on cash and cash equivalents 19) 25
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Six Months Ended
June 30,
2012 2011
$ 5269 $ 3,777

137 391

942 446

381 254

79 74
) 3
) )

(81) 35
(125) 61)

622 69

580 286

(4,078) (2,535)
470) (119)

779 467

(602) 471)
(1,844) (1,163)
(1,043) (731)

(673) (608)

2,989 3,967
(1,417) (3,189)

(144) (561)

125 61
(960)

190 123
(293) (251)
(938) 67)

®) 61

Twelve Months Ended
June 30,
2012 2011
$ 2,047 $ 1,629
377 1,038
1,579 766
684 481
158 129
(10) 2
(58) (53)
20 67
(126) (159)
(1,224) (1,130)
(572) (304)
1,453 1,835
716 663
1,376 805
(1,151) (935)
3,222 3,205
(2,123) (1,374)
(770) (921)
5,864 6,138
(4,485) (6,746)
(1,514) (2,903)
126 159
(1,237)
242 197
(483) (398)
(1,352) 42)
(68) 158
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Net increase (decrease) in cash and cash equivalents 47 (594) (2,934) (1,730) 288
CASH AND CASH EQUIVALENTS, END OF PERIOD $2,335  $ 2,047 $ 2335 $ 2047 $ 2335

SUPPLEMENTAL CASH FLOW INFORMATION:

Cash paid for interest on long term debt $ 8 $ 3 3 14 3 6 $ 22
Cash paid for income taxes (net of refunds) 20 @€)) 39 6 66
Fixed assets acquired under capital leases 207 230 356 411 699
Fixed assets acquired under build-to-suit leases 15 97 31 166 125

See accompanying notes to consolidated financial statements.

Table of Contents

418

$ 2,047

$

12
35
673
219



Edgar Filing: AMAZON COM INC - Form 10-Q

Table of Conten
AMAZON.COM, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

(in millions, except per share data)

(unaudited)
Three Months Ended
June 30,
2012 2011

Net product sales $10,791 $8,611
Net services sales 2,043 1,302
Total net sales 12,834 9,913
Operating expenses (1):
Cost of sales 9,488 7,525
Fulfillment 1,356 941
Marketing 537 341
Technology and content 1,082 698
General and administrative 232 166
Other operating expense (income), net 32 41
Total operating expenses 12,727 9,712
Income from operations 107 201
Interest income 10 16
Interest expense 21 (15)
Other income (expense), net 50 23
Total non-operating income (expense) 39 24
Income before income taxes 146 225
Provision for income taxes (109) (49)
Equity-method investment activity, net of tax (30) 15
Net income $ 7 $ 191
Basic earnings per share $ 002 $ 042
Diluted earnings per share $ 0.01 $ 041
Weighted average shares used in computation of earnings per share:
Basic 451 453
Diluted 458 460
(1) Includes stock-based compensation as follows:
Fulfillment $ 58 § 32
Marketing 16 10
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$

$

Six Months Ended
June 30,
2012 2011
22,040 $17,310
3,979 2,460
26,019 19,770
19,515 15,133
2,651 1,795
1,017 667
2,027 1,278
432 300
79 74
25,721 19,247
298 523
22 31
42) 27)
49) 4
(69) 8
229 531
(151) (138)
59 )
137 $ 391
0.30 $ 0387
0.30 $ 085
452 452
459 460
94 $ 56
28 17
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Technology and content 112 75 198 136

General and administrative 35 27 61 45
See accompanying notes to consolidated financial statements.
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AMAZON.COM, INC.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

(in millions)

(unaudited)
Three Months Ended
June 30,
2012 2011
Net income $ 7 $ 191
Other comprehensive income (loss):
Foreign currency translation adjustments, net of tax of $17, $9, $(21) and $1 (151) 31
Change in unrealized gains on available-for-sale securities, net of tax of $1, $(2), $(2) and $3 3) 5
Total other comprehensive income (loss) (154) 36
Comprehensive income (loss) $ (147) $ 227

See accompanying notes to consolidated financial statements.
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Six Months Ended
June 30,
2012 2011
$ 137 $ 391
(14) 166
2 (6)
(12) 160
$ 125 $ 551
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Current assets:

Cash and cash equivalents
Marketable securities

Inventories

Accounts receivable, net and other
Deferred tax assets

Total current assets
Fixed assets, net
Deferred tax assets
Goodwill

Other assets

Total assets

AMAZON.COM, INC.
CONSOLIDATED BALANCE SHEETS

(in millions, except per share data)

ASSETS

LIABILITIES AND STOCKHOLDERS EQUITY

Current liabilities:
Accounts payable
Accrued expenses and other

Total current liabilities
Long-term liabilities
Commitments and contingencies
Stockholders equity:

Preferred stock, $0.01 par value:
Authorized shares 500

Issued and outstanding shares none

Common stock, $0.01 par value:
Authorized shares 5,000

Issued shares 476 and 473
Outstanding shares 452 and 455
Treasury stock, at cost

Additional paid-in capital

Accumulated other comprehensive loss

Retained earnings

Total stockholders equity

Total liabilities and stockholders equity
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See accompanying notes to consolidated financial statements.

June 30,
2012
(unaudited)

$ 2335
2,635
4,380
2,035

408

11,793
5,097
26
2,521
1,585

$ 21,022

$ 7,072
3,892

10,964
2,553

5
(1,837)
7,573

(328)
2,092

7,505

$ 21,022

December 31,

$

2011

5,269
4,307
4,992
2,571

351

17,490
4,417
28
1,955
1,388

25,278

11,145
3,751

14,896
2,625

(877)
6,990

(316)
1,955

7,757

25,278
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AMAZON.COM, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)
Note 1 Accounting Policies
Unaudited Interim Financial Information

We have prepared the accompanying consolidated financial statements pursuant to the rules and regulations of the Securities and Exchange
Commission (the SEC ) for interim financial reporting. These consolidated financial statements are unaudited and, in our opinion, include all
adjustments, consisting of normal recurring adjustments and accruals necessary for a fair presentation of our consolidated balance sheets,
operating results, and cash flows for the periods presented. Operating results for the periods presented are not necessarily indicative of the results
that may be expected for 2012 due to seasonal and other factors. Certain information and footnote disclosures normally included in financial
statements prepared in accordance with accounting principles generally accepted in the United States ( GAAP ) have been omitted in accordance
with the rules and regulations of the SEC. These consolidated financial statements should be read in conjunction with the audited consolidated
financial statements and accompanying notes in Item 8 of Part II, Financial Statements and Supplementary Data, of our 2011 Annual Report on
Form 10-K.

Principles of Consolidation

The consolidated financial statements include the accounts of Amazon.com, Inc., its wholly-owned subsidiaries, and those entities in which we
have a variable interest and are the primary beneficiary (collectively, the Company ). Intercompany balances and transactions have been
eliminated.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires estimates and assumptions that affect the reported amounts of assets
and liabilities, revenues and expenses, and related disclosures of contingent liabilities in the consolidated financial statements and accompanying
notes. Estimates are used for, but not limited to, determining the selling price of products and services in multiple element revenue arrangements
and determining the lives of these elements, incentive discount offers, sales returns, vendor funding, stock-based compensation, income taxes,
valuation of investments and inventory, collectability of receivables, valuation of acquired intangibles and goodwill, depreciable lives of fixed
assets and internally-developed software and contingencies. Actual results could differ materially from those estimates.

Equity-method investments

Equity investments, including our 29% investment in LivingSocial, are accounted for using the equity-method of accounting if the investment
gives us the ability to exercise significant influence, but not control, over an investee. The total of our investments in equity-method investees,
including identifiable intangible assets, deferred tax liabilities and goodwill, is included within Other assets on our consolidated balance sheets.
Our share of the earnings or losses as reported by equity-method investees, amortization of the related intangible assets, and related gains or
losses, if any, are classified as Equity-method investment activity, net of tax on our consolidated statements of operations. Our share of the net
income or loss of our equity-method investees includes operating and non-operating gains and charges, which can have a significant impact on
our reported equity-method investment activity and the carrying value of those investments. We regularly evaluate these investments, which are
not carried at fair value, for other-than-temporary impairment.

We record purchases, including incremental purchases, of shares in equity-method investees at cost. Reductions in our ownership percentage of
an investee, including through dilution, are generally valued at fair value, with the difference between fair value and our recorded cost reflected
as a gain or loss in our equity-method investment activity. In the event we no longer have the ability to exercise significant influence over an
equity-method investee, we would discontinue accounting for the investment under the equity method.

Recent Accounting Pronouncements

In 2011, the Financial Accounting Standards Board ( FASB ) issued two Accounting Standard Updates ( ASU ), which amend guidance for the
presentation of comprehensive income. The amended guidance requires an entity to present components of net income and other comprehensive
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income in one continuous statement, referred to as the statement of comprehensive income, or in two separate, but consecutive statements. The
current option to report other comprehensive income and its components in the statement of stockholders equity has been eliminated. Although
the new guidance changes the presentation of comprehensive income, there are no changes to the components that are recognized in net income
or other comprehensive income under existing guidance. We adopted these ASUs using two consecutive statements in Q1 2012 for all periods
presented.
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Note 2 Cash, Cash Equivalents, and Marketable Securities

As of June 30, 2012, and December 31, 2011, our cash, cash equivalents, and marketable securities primarily consisted of cash, U.S. and foreign
government and agency securities, AAA-rated money market funds, and other investment grade securities. Our marketable fixed-income
securities have effective maturities of less than 5 years. Cash equivalents and marketable securities are recorded at fair value. Fair value is
defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at
the measurement date. To increase the comparability of fair value measures, the following hierarchy prioritizes the inputs to valuation
methodologies used to measure fair value:

Level 1 Valuations based on quoted prices for identical assets and liabilities in active markets.

Level 2 Valuations based on observable inputs other than quoted prices included in Level 1, such as quoted prices for similar assets and liabilities
in active markets, quoted prices for identical or similar assets and liabilities in markets that are not active, or other inputs that are observable or
can be corroborated by observable market data.

Level 3 Valuations based on unobservable inputs reflecting our own assumptions, consistent with reasonably available assumptions made by
other market participants. These valuations require significant judgment.

We measure the fair value of money market funds and equity securities based on quoted prices in active markets for identical assets or liabilities.
All other financial instruments were valued either based on recent trades of securities in inactive markets or based on quoted market prices of
similar instruments and other significant inputs derived from or corroborated by observable market data. We did not hold any cash, cash
equivalents, or marketable securities categorized as Level 3 as of June 30, 2012, or December 31, 2011.

The following table summarizes, by major security type, our cash, cash equivalents, and marketable securities that are measured at fair value on
a recurring basis and are categorized using the fair value hierarchy (in millions):

December 31,
June 30, 2012 2011
Cost or Gross Gross Total Total
Amortized Unrealized Unrealized Estimated Estimated
Cost Gains Losses Fair Value Fair Value
Cash $1,252 $ $ $ 1,252 $ 1,207
Level 1 securities:
Money market funds 1,164 1,164 3,651
Equity securities 2 (1) 1 1
Level 2 securities:
Foreign government and agency securities 992 13 (1) 1,004 1,640
U.S. government and agency securities 961 3 (1) 963 2,593
Corporate debt securities 667 5 (D) 671 563
Asset-backed securities 59 59 55
Other fixed income securities 21 21 22
$5,118 $ 21 $ 4) $ 5,135 $ 9,732
Less: Restricted cash, cash equivalents, and marketable
securities (1) (165) (156)
Total cash, cash equivalents, and marketable securities $ 4970 $ 9,576

(1) We are required to pledge or otherwise restrict a portion of our cash, cash equivalents, and marketable securities as collateral for standby
and trade letters of credit, guarantees, debt and real estate lease agreements. We classify cash and marketable securities with use
restrictions of less than twelve months as  Accounts receivable, net and other and of twelve months or longer as non-current Other assets on
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our consolidated balance sheets. See Note 3 Commitments and Contingencies.
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Note3 Commitments and Contingencies
Commitments

We have entered into non-cancellable operating, capital and financing leases for equipment and office, fulfillment center, and data center
facilities. Rental expense under operating lease agreements was $126 million and $85 million for Q2 2012 and Q2 2011, and $237 million and
$159 million for the six months ended June 30, 2012 and 2011.

The following summarizes our principal contractual commitments, excluding open orders for purchases that support normal operations, as of
June 30, 2012 (in millions):

Six Months Year Ended December 31,
Ended
December 31,
2012 2013 2014 2015 2016 Thereafter Total

Operating and capital commitments:

Debt principal and interest $ 58 $ 379 $ 55 $55 §% $ $ 547
Capital leases, including interest 250 428 267 103 43 103 1,194
Financing lease obligations, including interest 19 39 41 42 43 460 644
Operating leases 246 526 517 453 400 2,168 4,310
Unconditional purchase obligations 67 137 90 60 25 379
Other commitments (1) (2) 303 184 73 52 47 468 1,127
Total commitments $ 943  $1,693 $1,043 $765 $558 $ 3,199 $38,201

(1) Includes the estimated timing and amounts of payments for rent, operating expenses, and tenant improvements associated with
build-to-suit leases that have not been placed in service.

(2)  Excludes $250 million of tax contingencies for which we cannot make a reasonably reliable estimate of the amount and period of payment,
if any.

Pledged Securities

As of June 30, 2012, and December 31, 2011, we have pledged or otherwise restricted $165 million and $156 million of our cash and marketable
securities as collateral for standby and trade letters of credit, guarantees, debt related to our international operations, as well as real estate leases.

Legal Proceedings

The Company is involved from time to time in claims, proceedings and litigation, including the matters described in Item 8§ of Part II, Financial
Statements and Supplementary Data Note 7 Commitments and Contingencies Legal Proceedings and  Other Contingencies of our 2011 Annual
Report on Form 10-K and in Item 1, Financial Statements Note 3 Commitments and Contingencies Legal Proceedings and  Other
Contingencies of our Quarterly Report on Form 10-Q for the Period Ended March 31, 2012, as supplemented by the following:

Beginning in March 2003, we were served with complaints filed in several different states, including Illinois, by a private litigant, Beeler,
Schad & Diamond, P.C., purportedly on behalf of the state governments under various state False Claims Acts. The complaints allege that we
(along with other companies with which we have commercial agreements) wrongfully failed to collect and remit sales and use taxes for sales of
personal property to customers in those states and knowingly created records and statements falsely stating we were not required to collect or
remit such taxes. In December 2006, we learned that one additional complaint was filed in the state of Illinois by a different private litigant,
Matthew T. Hurst, alleging similar violations of the Illinois state law. The Hurst case was dismissed with prejudice in June 2012. All of the
complaints seek injunctive relief, unpaid taxes, interest, attorneys fees, civil penalties of up to $10,000 per violation, and treble or punitive
damages under the various state False Claims Acts. It is possible that we have been or will be named in similar cases in other states as well. We
dispute the allegations of wrongdoing in these complaints and intend to vigorously defend ourselves in these matters.
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In November 2010, Kelora Systems, LLC filed a complaint against us for patent infringement in the United States District Court for the Western
District of Wisconsin. The complaint alleged that our website infringes a patent owned by Kelora Systems purporting to cover a Method and
system for executing a guided parametric search (U.S. Patent No. 6,275,821) and sought monetary damages, costs, attorneys fees, and injunctive
relief. In August 2011, Kelora filed an amended complaint adding Amazon subsidiaries Audible and Zappos as defendants. In May 2012, the
lawsuit was dismissed on summary judgment. In June 2012, Kelora appealed. We dispute the allegations of wrongdoing and intend to vigorously
defend ourselves in this matter.

In July 2011, GPNE Corp. filed a complaint against us for patent infringement in the United States District Court for the District of Hawaii. The
complaint alleges, among other things, that certain aspects of our technology, including our Kindle e-reader, infringe three patents owned by the
plaintiff purporting to cover a Network Communication System Wherein a Node Obtains Resources for Transmitting Data by Transmitting Two
Reservation Requests (U.S. Patent No. 7,555,267), a Communication System Wherein a Clocking Signal from a Controller, a Request from a
Node, Acknowledgement of the Request, and Data Transferred from the Node are all Provided on Different Frequencies, Enabling Simultaneous
Transmission of these Signals (U.S. Patent No. 7,570,954) and a Network Communication System with an Alignment Signal to Allow a
Controller to Provide Messages to Nodes and Transmission of the Messages over Four Independent Frequencies (U.S. Patent No. 7,792,492) and
seeks monetary damages, interest, costs, and attorneys fees. In June 2012, the case was transferred to the United States District Court for the
Northern District of California. We dispute the allegations of wrongdoing and intend to vigorously defend ourselves in this matter.

In September 2011, Parallel Iron, LLC, filed a complaint against us for patent infringement in the United States District Court for the District of
Delaware. The complaint alleged, among other things, that certain AWS file storage systems that include a Hadoop Distributed File System
infringe a patent owned by the plaintiff purporting to cover Methods and Systems for a Storage System With a Program-Controlled Switch for
Routing Data (U.S. Patent No. 7,415,565), and sought monetary damages, injunctive relief, costs, and attorneys fees. In June 2012, the
complaint was dismissed with prejudice. Later in June 2012 the plaintiff filed a new complaint in the United States District Court for the District
of Delaware alleging that the same AWS file storage systems infringe three additional patents, all entitled Methods and Systems for a Storage
System (U.S. Patent Nos. 7,197,662; 7,958,388; and 7,543,177), and seeking monetary damages, injunctive relief, costs, and attorneys fees. We
dispute the allegations of wrongdoing and intend to vigorously defend ourselves in this matter.

In July 2012, Norman Blagman filed a purported class-action complaint against us for copyright infringement in the United States District Court
for the Southern District of New York. The complaint alleges, among other things, that we sell digital music in our Amazon MP3 Store obtained
from defendant Orchard Enterprises and other unnamed digital music aggregators without obtaining mechanical licenses for the compositions
embodied in that music. The complaint seeks certification as a class action, statutory damages, attorneys fees, and interest. We dispute the
allegations of wrongdoing and intend to vigorously defend ourselves in this matter.

In July 2012, Technology Properties Limited, Phoenix Digital Solutions LLC, and Patriot Scientific Corporation filed a complaint against us for
patent infringement in the United States International Trade Commission and in the United States District Court for the Northern District of
California. The complaints allege, among other things, that using the Kindle Fire in combination with certain peripheral devices infringes U.S.
Patent No. 5,809,336, entitled High Performance Microprocessor Having Variable Speed System Clock. The ITC complaint seeks an exclusion
order preventing the importation of Kindle Fire into the United States. The district court complaint seeks an unspecified amount of damages,
attorneys fees, interest, and an injunction. We dispute the allegations of wrongdoing and intend to vigorously defend ourselves in this matter.

We cannot predict the impact (if any) that any of the matters described above or in our 2011 Annual Report on Form 10-K or Form 10-Q for the
Period Ended March 31, 2012, may have on our business, results of operations, financial position, or cash flows. Because of the inherent
uncertainties of such matters, including the early stage and lack of specific damage claims in many of them, we cannot estimate the range of
possible losses from them (except as otherwise indicated).

See also Note 7 Income Taxes.
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Note 4 Acquisitions, Goodwill, and Acquired Intangible Assets

In May 2012, we acquired Kiva Systems, Inc. for a purchase price of $678 million. In the six months ended June 30, 2011, we acquired certain
other companies for an aggregate purchase price of $686 million. The primary reasons for our 2012 and 2011 acquisitions were to improve
fulfillment center productivity and to expand our customer base and sales channels. Acquisition-related costs were expensed as incurred and
were not significant. The aggregate purchase price of these acquisitions was allocated as follows (in millions):

Six Months
Ended June 30,

2012 2011
Purchase Price
Cash paid, net of cash acquired $613 $ 577
Existing equity interest 89
Stock options assumed 65 20

$678 $ 686
Allocation
Goodwill $ 560 $ 553
Intangible assets (1):
Marketing-related 5 120
Contract-based 3 5
Technology-based 168
Customer-related 17 71

193 196

Fixed assets 9 88
Deferred tax assets 34 42
Other assets acquired 41 77
Deferred tax liabilities (81) 61)
Debt (68)
Other liabilities assumed (2) (78) (141)

$678 $ 686

(1) Acquired intangible assets have estimated useful lives of between 2 and 10 years.

(2) In 2011, other liabilities assumed included a $38 million contingent liability related to historic tax exposures.

The fair value of assumed stock options was estimated using the Black-Scholes model. We determined the estimated fair value of identifiable
intangible assets acquired primarily by using the income and cost approaches. These assets are included within Other assets on our consolidated
balance sheets and are being amortized to operating expenses on a straight-line or accelerated basis over their estimated useful lives.

Additionally, the aggregate purchase price of the acquisitions made during the six months ended June 30, 2011, included the estimated fair value
of our previous, noncontrolling interest in one of the acquired companies in addition to cash consideration and the fair value of vested stock
options. We remeasured this equity interest to fair value at the acquisition date and recognized a non-cash gain of $6 million in equity-method
investment activity, net of tax, in our Q1 2011 consolidated statement of operations.

11
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Pro Forma Financial Information (unaudited)

The acquired companies were consolidated into our financial statements starting on their respective acquisition dates. The net sales and
operating loss of the company acquired in 2012 recorded in our consolidated statement of operations from the acquisition date through June 30,
2012, were $2 million and $(25) million. The following pro forma financial information presents our results as if the current year acquisition had
occurred at the beginning of 2011 (in millions):

Six Months
Ended June 30,
2012 2011
Net sales $ 26,044 $ 19,801
Net income 173 307

Goodwill

The goodwill of the acquired companies is generally not deductible for tax purposes and is primarily related to expected improvements in
fulfillment center productivity and sales growth from future product offerings and customers, together with certain intangible assets that do not
qualify for separate recognition. The following summarizes our goodwill activity in 2012 and 2011 by segment (in millions):

North America International Consolidated
Goodwill - January 1, 2011 $ 1,116 $ 233 $ 1,349
New acquisitions 388 165 553
Other adjustments (1) 3 4 7
Goodwill - June 30, 2011 $ 1,507 $ 402 $ 1,909
Goodwill - January 1, 2012 $ 1,533 $ 422 $ 1,955
New acquisitions (2) 378 189 567
Other adjustments (1) (D) (1)
Goodwill - June 30, 2012 $ 1,910 $ 611 $ 2,521

(1)  Primarily includes changes in foreign exchange.
(2) Primarily includes the goodwill of Kiva Systems, Inc.
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Note 5 Equity-Method Investments

Our equity-method investments include a 29% interest in LivingSocial. Summarized condensed financial information for this investee, as
provided to us by LivingSocial, is as follows (in millions):

Three Months Six Months
Ended June 30, Ended June 30,
2012 2011 2012 2011
Statement of Operations:
Revenue $138 $ 59 $ 248 $ 100
Operating expense 234 191 436 335
Operating loss (96) (132) (188) (235)
Net income (loss) (1) $ (93) $(198) $ 63 $ (258)

(1) The difference between the operating loss and net income for the six months ended June 30, 2012, is primarily due to the recognition of
non-operating, non-cash gains on previously held equity positions in companies that LivingSocial acquired during Q1 2012.
As of June 30, 2012, the book value of our LivingSocial investment was $271 million.

Note 6 Stockholders Equity
Stock Repurchase Activity

In January 2010, our Board of Directors authorized the Company to repurchase up to $2 billion of our common stock with no fixed expiration.
We repurchased 1.5 million shares of common stock for $277 million in 2011 and 5.3 million shares of our common stock for $960 million in
Q1 2012 under this program.

Stock Award Activity

We granted restricted stock units representing 4.3 million and 2.8 million shares of common stock with a per share weighted average fair value
of $193.11 and $187.32 during Q2 2012 and Q2 201 1. For the six months ended June 30, 2012 and 2011, we granted restricted stock units
representing 5.2 million and 3.5 million shares of common stock with a per share weighted average fair value of $192.75 and $184.28.

Common shares outstanding plus shares underlying outstanding stock awards totaled 468 million at June 30, 2012, and December 31, 2011.
These totals include all vested and unvested stock-based awards outstanding, including those awards we estimate will be forfeited. The
following table summarizes our restricted stock unit activity for the six months ended June 30, 2012 (in millions):

Number of Units
Outstanding at December 31, 2011 13.1
Units granted 5.2
Units vested 2.1)
Units forfeited 0.7)
Outstanding at June 30, 2012 15.5

Scheduled vesting for outstanding restricted stock units at June 30, 2012, is as follows (in millions):
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Six
Months Year Ended December 31,
Ended
December
31,
2012 2013 2014 2015 2016  Thereafter = Total
Scheduled vesting restricted stock units 2.1 4.8 4.7 23 0.9 0.7 15.5

As of June 30, 2012, there was $1.25 billion of net unrecognized compensation cost related to unvested stock-based compensation arrangements.
This compensation is recognized on an accelerated basis, with approximately half of the compensation expected to be expensed in the next
twelve months, and has a weighted average recognition period of 1.3 years.
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Note 7 Income Taxes

Our tax provision for interim periods is determined using an estimate of our annual effective tax rate, adjusted for discrete items, if any, that are
taken into account in the relevant period. Each quarter we update our estimate of the annual effective tax rate, and if our estimated tax rate
changes, we make a cumulative adjustment.

Our quarterly tax provision, and our quarterly estimate of our annual effective tax rate, is subject to significant volatility due to several factors,
including from variability in accurately predicting our pre-tax and taxable income and loss and the mix of jurisdictions to which they relate,
changes in how we do business, acquisitions (including integrations) and investments, foreign currency gains (losses), changes in law and
relative changes of expenses or losses for which tax benefits are not recognized. Additionally, our effective tax rate can be more or less volatile
based on the amount of pre-tax income. For example, the impact of discrete items and non-deductible expenses on our effective tax rate is
greater when our pre-tax income is lower.

In 2012, our effective tax rate will reflect the favorable impact of earnings in lower tax rate jurisdictions that primarily relate to our European
operations, which are headquartered in Luxembourg, offset by the adverse effect of losses incurred in other foreign jurisdictions for which we
may not realize a tax benefit and have therefore recorded a valuation allowance against the related deferred tax asset. Such losses reduce our
pre-tax income without a corresponding reduction in our tax expense, and therefore increase our effective tax rate. Our effective tax rate may
also be adversely impacted by the amount of our pre-tax income relative to our income tax expense, acquisitions (including integrations),
nondeductible expenses, and changes in tax law such as the expiration of the US federal research and development credit at the end of 2011.
Taking these items into account, we estimate our annual effective tax rate to be higher than both the 35% US federal statutory rate and our 2011
effective tax rate.

As compared to our current estimate of annual 2012 pre-tax income, we generated a disproportionate amount of losses during Q2 2012 in
jurisdictions for which no tax benefit is recognized. In addition, the tax provision for Q2 2012 includes income tax expense of $51 million
related to the discrete tax impact of the integration of an acquisition. Accordingly, our Q2 2012 effective tax rate is higher than both our current
estimated 2012 annual effective rate and our 2011 effective tax rate.

Cash paid for income taxes (net of refunds) was $20 million and $(1) million in Q2 2012 and Q2 2011, and $39 million and $6 million for the
six months ended June 30, 2012 and 2011.

As of June 30, 2012 and December 31, 2011, gross unrecognized tax benefits (tax contingencies) were $250 million and $229 million. Due to
the nature of our business operations, we expect the total amount of our tax contingencies for prior period tax positions will grow in 2012 in
comparable amounts to 2011; however, changes in state and federal tax laws or tax assessments may impact our tax contingencies. It is
reasonably possible that within the next 12 months, we will receive additional assessments and enter into additional settlement agreements with
various tax authorities. These assessments and settlements may or may not result in changes to our tax contingencies.

We are under examination by the IRS for calendar years 2005 and 2006 and may be subject to examination by the IRS for all years

thereafter. Certain of our subsidiaries are under examination or investigation or may be subject to examination or investigation by the French
Tax Administration (FTA) for calendar year 2006 or thereafter. In March 2012, the U.S. and Japanese tax authorities reached an agreement on
the allocation of our income between the U.S. and Japan for calendar years 2006 through 2012. The amount of tax expense, net of related foreign
tax credits, recorded for this agreement was not significant. We are also subject to taxation in various states and other foreign jurisdictions
including China, Germany, Luxembourg, and the United Kingdom. We are or may be subject to examination by these particular tax authorities
for the calendar year 2003 and thereafter.

Note 8 Segment Information

We have organized our operations into two principal segments: North America and International. We present our segment information along the
same lines that our chief executive reviews our operating results in assessing performance and allocating resources.

We allocate to segment results the operating expenses Fulfillment, = Marketing, = Technology and content, and General and administrative, but
exclude from our allocations the portions of these expense lines attributable to stock-based compensation. We do not allocate the line item Other
operating expense (income), net to our segment operating results. A majority of our costs for Technology and content are incurred in the United
States and most of these costs are allocated to our North America segment. There are no internal revenue transactions between our reporting

segments.
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Information on reportable segments and reconciliation to consolidated net income was as follows (in millions):

Three Months Six Months
Ended June 30, Ended June 30,
2012 2011 2012 2011

North America
Net sales $ 7,326 $ 5,406 $ 14,754 $ 10,871
Segment operating expenses (1) 6,982 5,192 14,061 10,367
Segment operating income $ 344 $ 214 $ 693 $ 504
International
Net sales $ 5,508 $4,507 $11,265 $ 8,899
Segment operating expenses (1) 5,492 4,335 11,200 8,552
Segment operating income $ 16 $ 172 $ 65 $ 347
Consolidated
Net sales $12,834 $9,913 $26,019 $ 19,770
Segment operating expenses (1) 12,474 9,527 25,261 18,919
Segment operating income 360 386 758 851
Stock-based compensation (221) (144) (381) (254)
Other operating income (expense), net 32) 41) (79) (74)
Income from operations 107 201 298 523
Total non-operating income (expense) 39 24 (69) 8
Provision for income taxes (109) (49) (151) (138)
Equity