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Re: Buyers United, Inc, d/b/a United Carrier Networks Application for
Certificate of Service Authority and for Competitive Classification, and
Approval of Tariff No. 1

Dear Mr. Roberts:

Buyers United, Inc. d/b/a United Carrier Networks, through its counsel, hereby transmits
an original and fourteen (14} copies of the instant Application and draft tariff, requesting the
authority to provide competitive interexchange telecommunications service within the state of

Missouri.

An extra copy of this filing is enclosed. Please date-stamp it and retumn it to the
undersigned in the pre-addressed, postage-paid envelope provided. Should any questions anse,

kindly contact the undersigned.

Enclosures

Respectfully submitted,

C

ac McIntyre
Regulatory Counsel
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BEFORE THE PUBLIC SERVICE COMMISSI®, J\
OF THE STATE OF MISSOURI

In the Matter of the Application of

BUYERS UNITED, INC.

d/b/a United Carrier Networks

Certificate of Service Authority to

Provide Switched Interexchange

And Non-Switched Local Exchange

Service in the State of Missouri

and to Classify Said Services and the Company
as Competitive

Case No.

APPLICATION FOR CERTIFICATE OF SERVICE AUTHORITY
AND FOR COMPETITIVE CLASSIFICATION

COMES NOW, Buyers United, Inc., d/b/a United Carrier Networks ("Applicant™), by and
through ifs attomeys, and hereby applies pursuant to Sections 392.361, 392.420, and 392.430
RSMo 1994, 392.410 and 392.450 RSMo Supp. 1996, the federal Telecommunications Act of
1996, and 4 CSR 240-2.060, for authority to provide switched interexchange and non-switched
local exchange telecommunications service, on a resold basis, in the State of Missouri, and to
classify said services and company as competitive.

In support of its Application for a Centificate of Authority to provide resold
interexchange and non-switched local exchange telecommunications services in the State of
Missouri, as set forth more specifically herein, Applicant provides the following inforr;lation:

1. Applicant is a corporation duly organized and existing under and by virtue of the
laws of the State of Delaware. Applicant’s Articles of Incorporation, and amendments thereto,
are attached hereto as Exhibit A. Applicant is authorized to t@sac[ business tn Missouri.

Applicant’s Certificate of Authority to transact business in Missouri is attached hereto as Exhibit




B. Applicant is authorized to conduct business under the d/b/a name, United Carrier Networks.
Proof of d/b/a registration is also attached hereto at Exhibit B.
2. The legal name of the Applicant, street and mailing address of the Applicant’s

principal place of business, and telephone number are as follows:

Buyers United, Inc.

D/b/a United Carrier Networks
14870 South Pony Express Drive
Bluffdale, UT 84065

Tel: (800) 363-6177

Fax: (801) 576-5022

Web Address: www.ucn.net

3. All inquiries, correspondence, communications, pleadings, notices, orders,

decisions relating to this application should be addressed to:

Kimm Partridge Jonathan S. Marashlian

Secretary The Helein Law Group, P.C.
Buyers United, Inc. 8180 Greensboro Drive, Suite 700
14870 South Pony Express Drive McLean, VA 22102

Bluffdale, UT 84065 Tel.: (703) 714-1313

Tel: (866) 541-0000 Fax: (703) 714-1330

Fax: (801) 576-5022 E-mail; sm@thiglaw.com

E-mail: kimm.partridee @buvyoinc.com

4. Applicant proposes to provide switched interexchange and non-switched local
exchange telecommunications services on a resold basis throughout the State of Missouri.

3. Applicant possesses the technical and managerial expertise and experence
necessary to provide the services it proposes. A narrative description of the backgrounds of -
Applicant’s management, as well as management resumes, which together demonstrate the
extensive experience and expertise of Applicant’s management team, are attached hereto as

Exhibit C. Applicant also possesses the necessary financial resources to conduct the proposed



telecommunications operations in Missouri. Attached hereto as Exhibit D are Applicant’s
audited financial statements from the year ending December 31, 2002.

6. Applicant seeks classification of itself as a competitive telecommunications
service provider and its services as competitive telecommunications services.

7. Applicant will offer switched interexchange telecommunications service as a
separate and distinct service in accordance with applicable law. Applicant will give
consideration to equitable access for all Missourians, regardless of where they might reside or
their income, to affordable telecommunications services in Applicant’s proposed service areas in
accordance with applicable law.

8. Applicant will comply with all applicable (?omirﬂssion rules and will meet all
relevant service standards, including, but not limited to, billing, quality of service, and tanff
filing and maintenance. Consistent with the Commission’s treatment of other certificated

competitive switched interexchange telecommunications companies, Applicant requests that the

following statutes and regulations be waived for Applicant and its competitive service offerings:

Statutes Missouri Public Service Commission Rules
392.210.2 4 CSR 240-10.020
392.240(1) 4 CSR 240-30.010(2)(C)
392.270 4 CSR 240-30.040
392,280 4 CSR 240-33.030
392.290 4 CSR 240-35

392.300.2

392.310

392.320

392.330

392.340

0. In compliance with Commission Rule 4 CSR 240-2.060(1)(K), Buyers United
hereby certifies that it does not have any pending action or final unsatisfied judgments or

decisions against it from any state or federal agency or court which involve customer service or



VERIFICATION

I, Paul Jarman, acting on behalf of Buyers United, Inc. first being duly sworn
upon oath depose and say I am President and CQO; that I have read the above and

foregoing petition by me subscribed and know the contents thereof; that said contents are
true in substance and in fact, except as to those mattes stated upon information and belief,

and as to those, | believe same to be true.

Paul Wesident and COO
Buyers United, Inc.

NOTARY PUBLIC
KIMM £, PARTRIDGE

State of Utah )} 634 £. DRAPER WOOUS WAY
DRAPER, UT 84020
) MY COMMISSION E;(P!RES
MAY D1, 200!
County of Salt Lake ) STATE OF UTAH

Subscribed and swom to before me this £ day of M2y 2003

/5%{%#

Notary Public <

My Commission Expires: 5 / -0 S




CERTIFICATE OF SERVICE

The undersigned hereby certifies that the foregoing Application and
accompanying testimony and exhibits were served upon the following entities in
accordance with the Rules and the Missouri Public Service Commission

An original and 14 copies to:

Mr. Dale Hardy Roberts, Chief Regulatory Law Judge
Missouri Public Service Commission

301 W. High Street, Room 530

Jefferson City, MO 61502

One copy to:
Office of Public Counsel

301 W. High Street, Room 250
Jefferson City, MO 65102

On this the 6th day of Juneg, 2003

Chaet. 0] W/JW///

Charles H. Helein - Missour Bar No. 18227
The Helein Law Group, P.C.

8180 Greensboro Drive, Suite 700

McLean, VA 22102

Tel: (703) 714-1300

Fax: (703) 714-1330



EXHIBIT A

APPLICANT’S ARTICLES OF INCORPORATION
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 Delaware

‘ The First State

I, HARRIET SMITH WINDSOR, SECRETARY OF STATYE OF THE STAYE OF

DELAWARE, DO HEREBY CERYIFY “RBUYERS UNITED, INC.* IS DULY

- INCORPORATED UNDER THE LAWS OF THE STAYE OF DELAWARE, AND ‘1S IN

" GOOD SYAMDING AND HAS A LEGAL QORPORATE EXISTENCE SO FAR AS TYHE

RECORDS OF THLS OFFICE SHOW, AS OF THE TWENTY-FOURYH DAY OF
JANUARY, A.D. 2003. ’ =

w .

lmmwm.wam,

3016691 8300 AUTHENTICATEON: 2223656 -

030050047 DATE: 01-24-83
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SYATE OF DELANARE
SFCRETARY OF STAYE
. ] DIVISION OF CORPORATIONS
- ot - . FILED 09:00 AY 03/15/1998% ~ - "
991092477 — 3016691

CERITEICATE OF INCORPORATION
or
. BULINC.

ARTICLEX
NAME

The name of the Cofpottion is BUL Inc.

‘ ARTICLB I
mmmmmmmmvm

mmdﬁwww&hhm&m“m&n
ooty ‘of New Casls, et 1013 Cooto Road, Wikndngton, Delsware 10805. ’lhnnmoofim
ropistored-agent ot soch sddoons is Corporstion Savice Compaay.

T ARYICIENL
CORPORATE PURPOSES

mmamé«;«mkm%hqm act o satlvity fow which
corpotations may be srgwalred uder the General Corpurmation Law of the Bt of Delgeage.

ARTICLE IV -
" CAPITAL STOCK

l_. Shuzcs, Clazses end Scriow Anthortasd.

Tho sofa) sumber of sharos of afl claszes of capiinl stock thet the Corporation shall have
amhasity to fisue In 25,000,000 sfagra.  Stockholdess shafl pot bave mmy precuptive Xghts, nor
shall stockboldas havo the Hght to camminfive vofing in the clection of diroctors o fot axy otbar
parpose. md—uuﬂﬁuwmaduudm&ofmhdmﬂmm
Corporniion abafl bave satharity o iseie anc as follows:

@ 20,000,000 shates of Comman Stock, $0.0001 par velos CCommon Stock™).
® mmmmmmnpmwsm
2. Powes nd Rights of t Profred Stck. |
'mmmmhwmmmmmmammmﬂ
diatinctive serisl designations 2y pmy be sniod or expressed in the reeclation or resolotions
Jeaviding fior the bon of anch ga0ck adopted fhom time to time by the Boasd of Divectors; sid in

:such seaalution or rosolutinns peoviding for the izaance of sharos of ¢ach partioulss acres, the -
Mdnmkmwmauﬁchmmmﬁmmm




foe which the shaoet of wach sesies aco to Fgﬂu!ﬂvﬂ&ggi%

o . Eﬁi?.@&. if exty, which the holdees of shrees of such acdos shall bave i e event of -

any vlascy of lavolnooey Hquidedon, roogtr, comolidetion, divtdbation or mxlo of zssots,

. dissobufion o winding vp of the affiia of e Corporation; the sights, {f eng, which the boldas of .

- . Eonggggzgaggagggmﬂga

 amyy otherclasy oy classes or guy oibec serics of stock of th Cuarparstion o for sy det scouitics

%&ngaggﬂa%gEgiﬂgaE
couvawion or erolangs; whothar duoes of sach saxies sl be sbjoct wo redempdon. and the

?Eghﬁﬂngsnﬂﬂgaggsg
Ssgiﬁnﬂglgﬂg n&onnggaq-ﬁw
) Purposs; in siuch anotty, to sach peens, cotpoations or entitles, for aick conajdoration, end
in the casc of the Pufirved Blodck, Sa ont ar oo sades, sll x5 tho Board of Dircctors 1 it
disamdon may dettrnios and without sy Yotd or othar action by tha stockholdacs, exoc® e
C © - omhecwise requied by Jowr. The capital stock, sfter the aczount of te suboodption yrice, or par
) valio, bas hoea pedd in dhall not be subjoct to asstsonmt 10 pay the dobts of this Corpacation.
- ARTICLBV
EOM% - ‘
Tho ovemning boend of the Coporattin. shail b knrwn as dinccions, and the mamber f
dbrectont may from tima to thme be Increesed or docratsod i yuch menmer x5 sdwll ba pmvided by
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C. Douglas Smith 66 E. Wadsworth Park Dr., Suite 101
Draper, Utah 84020

Daniel R. Ainge 66 E. Wadsworth Park Dc., Suite 101
Drapes, Utah 34020 .

ARTICLE VI
POWERS OF BOARD OF DIRECTORS

The property and business of the Corporation shall be. controlied 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
adoptmn,amcndmcnt,orrcpmlofthzﬂylawsshallmvahdateanyactoﬂheboatdofdmctom
that would have been valid prior to such adoption, ameadmeat, ot repeal;

2. quotmmne!henghts powers, dutics, tules and procedures that affect the power of the
boardofduectommmnagcanddlrectthepmpmy business, and affairs of the Corporation,
including the power to designate and empower committees of the board of directors, to elect,
appoint and empower the officers and other agents of the Corporation, and to determine the time
and place of, and the noticé requircments forboaxdmccungs 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 thie State of Delaware, this Certificate of Incorporaimn,
and the Bylaws of the Corporation.

ARTICLEVH .
INDEMNIFICATION

‘[hc Cm-_po:ahonshall indemnify and may advance expenses to its oﬂicers and directars
toﬂmﬁ:llestcxtmtpermﬂtedbylawmenstcmeaﬂ:ernoworhereaﬂa :
ARTICLE VHI )

LIMII‘A’I'[ON ON PERSONAL LIABILITY FOR DIRECTORS

" A director of the Corporation shall not be personally l:ablc to the Corpumhon ot its
stockholders for monetary damages for breach of a fiduciary duty as a director, except for
Tiability () for any breach of the director’s duty of loyalty to the Corporation or its stockholdes,
{ii)) for acts or omissions not in goaed faith or which iavelve intentional misconduct or a knowing
violation of law, (jii} under Section 174 of the Delaware Geaeral Corporatiod Law or (iv) for any
‘trausaction from which the director derived any improper personal benefic. ¥f the Delaware

: ;GmralCorporanonLawlsamended hcxmﬁertoamhottzcoorporate action furthér eliminating

or limiting the personal liability of directors, then the liability- of a directar of the Corporation
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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 maodification.

ARTICLE IX
CERTIFICATE SUBJECT TO AMENDMENT

- The Cortporation resetves the right o amend, alter, change or tepeal any provision
contained in this Certificate of Incorporation, in the marmer now or hercafier prescribed by

statitts or by the Certificate of Incorporation, and cxcept as otherwise provided by this Certificate * -

of Incorporation, all rights conferred upon stockholders bercin are granted subject to this

reservation.
ARTICIEX

- INCORPORATOR

The sole incorparator of the Corporation is:

Rod Smith 66 E. Wadswarth Park Dr., Suite 101
Drapez, Utah 84020

IN WITNESS WHEREOQF, the undersigned, acting as the sale in rator .of the
Corporation, signs this Certificate of Incorporation as bis act 2nd deed this J/AfA-day of March,
- 1999.

Rod Sthith~
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State of De-_laware _
Offiice of the Secretary of State eacz 1

I, EDWARD J. FREEL, SECRETRRY OF STATE QF THE STATE OF
DELAWARE, DO HRRERY CERTIFY TOE.ALFACHED IS A TRUE AND CORRECT

Edward [ Ercel, Secrefary of State -

: AUTHENTICATION: ) :
3016691 8100 . 9629_285 i
’ DATE: -

39.:9¢ 17 ' 03-16-55
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RECEIVED

APR 19 1999
ARTICLES OF MERGER L0 IR S R O
OF
UNm:n INTERNATIONAL, INC. (A Utah Corparation) ¢~ J/ ¢ %3
INTO
BUI, INC.(A Delaware Corporation)

THESE ARTICLES OF MERGER ac made by and between BUIL, Inc., a Delaware
corperation (“BUI”), govemed by the Genéral Corporation law of the state of Delaware, and

Bayers United International, Inc., a Utah carporation (“Buyers United™), govcmed by the Utah
. Revised Business Cocparation Act.

ARTICLEL - PLAN OF MERGER

Pursuznt fo these Artides of Mexger, Buyers United is hereby merged into BUT, and BUL
will be the surviving corporation. The tczms and conditions of the mesgér are set forth in the Plan
of Mexger between BUI and Buyers United dated March 15, 1999 (“Plan of Merger™), acopyof
which is attached hereto as Appendix A and incorparated herein by this reference:

ARTICLEIL - DIRECYOR APPROVAL

’I'hePlanofMetguims boendnlyudoptedmdappmvadbytlwﬂoa:dsofnm of BUI
and Buyers Uuited in accordance with the laws of the states of Delawarc and Utah.

ARTICLE IIL - STOCKHOLDER APPROVAL

BUI has authorized 20,000,000 shares of Common Stock, $0.0001 par value and 5,000,000
shares of Preferred Stock, $0.0001 par vatue, of which no shares are issued. and outstanding and
catitled to vote on the merger. No stockholder approval of the Plan of Merger is required under
the Gencral Corporatian Law of the state of Delaware,

FAREEELAL:

. Buyers United has suthodizcd 100,000,000 shares of Common Stock, no par valee (the
“Buyexs- United Caramon Stock™) of which 12,052,512 shares zre issued and owtstarding. Of the
issued and outstanding Buyers United Commsn Stock, 6,033,874 shares were voted for approval
oflheleofMagu'bywnﬁmmmandmmwucvotedagnmstapmuwiofmcﬂanof
Mgzger. The oumber of votes cast for approval of the Plan of Merger by cach voting group of the
capital stock of Buyers United was sufficient for approval by the owners of each such voting group.

. . lIiW['fNFSSWHEREOFBULInc miBufusUmmdlm‘u'mmmLAmcacung
thmughthurmpoctlvcpmdamhawumddmscmndeSOfMetgansofﬂm%dnerf"

Buyers Uni

. By
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as provided berein and shall be so registered on the books and records of BUT or its tansfer
agent. The registcred owner of any such outstanding stock certificate shall, until such certificate
shali have been surrendered for transfer or conversion or otherwise accounted for to BUIT or its
transfer agents, have and be eatitled to exercise any voting and other rights with respect to and to

teccive any dividend and other distributions upon the shares of BUI cvidenced by such:

outstanding cextificarc as pravided above.

15 Options aad Warrauts. On the Effective Date: (a) BUT will assuae and
continue the Long-Term Stock Incentive Plan of the Company and any successor plan or plans,
and the aumber of shares of BUI Comunon Stock subject to the existing stock plan assimed by
BUA shall be 600,000 shares; (b)thcowstnndmgandlmcxmsedpomonsofallopuonstobuy
Company Commwon Stock shall become options for that number of shares of BUJ Comman Stock
equal to 25% of the number of shares purchasabic under the options to buy Company Commeoa
Stock, the exercise price for such options to buy BUI Common Stock shall be 400% of the

. exercise price under the options to buy Company Common Stock, there will be no other changes
in the tenns and conditions of such options, and BUI shall assume thic outstanding and

unexercised portions of such options and the obligations of the Company with respect thereto as
modified " hereby; and (c) the outstanding and uncxercised portions of all warraots to buy

Company Commoil Stock shall become warrants for that number of shares of BUT' Commeon

Stock equal to 25% of the number of shares purchasable under the warrants to buy Company

Commion Stock, the exercise price for such warrants to buy BUT Cammon Stock shall be 400%

of the exercise price under the warrants o buy Company Common Stock, there will be no other
changcsmmetamsandmndiﬁonsofmthmam,mdBMduummcoumdmgamd
unexercised portions of such wairants and the obligations of the Company with respect thereto as
modiﬁaihcttby

16  Fractional Shares. BUT shall not issue any fractional shares or intecests in the BUI
Common Stock or options or watrants to purchase factional shares of BUT Commoa Stock. If any

stockholder, option-holder, or warrant holder of the Company would otherwise be enfitled to-a -

fractional share or the right to buy a fractional share as a result of the provisions of this Mager
AgrecmquU[shaﬂrmuuiﬂlcmlmb«ofdmsoftheBmCommonSwdcwbcmmedor
subject to the option or warrant up fo the nearest whole share,

’

agrccments, arrangements, approvals and authorizations of the Company; its stockholders, Board
of Directors and committecs thereof, officers and agents which were valid .and cffective
immcdiately prior to the Effective Date, shall be taken for all purposcs as the acts, plans, policics,
agrecmncats, arrangements, appravals and suthorizations of BUI and shall be as cffective 2nd
binding thercon as the same were with réspect to the Company.

s 2. Charter Documents, Directors and Officers

21 Certificate of Incorporation and By-Lim The Certificate of Incorporation and
Bylaws of BUI as in-effect inumediately prior ta the Eﬂ‘ccuveDatc shall remain the Cerhﬁcatc of

- Incorporation and Bylaws of BUT after the Effective Date.

17  Acts, Plans, Policies, Agreements, Ete. All corporatc acts, plans, palicics, -
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-

22  Directaors and Officers. Ou the Effective Date, the Baard of Directors of BUI
will consist of the members of the Board of Directors of the Company immediately prior to the
Merger. The directors will continue to hold office as directors of BUI for the samc term for
which they would otherwise serve as directors of the Company. The individuals serving as

exccutive officers of the Company immediately prior to the Merger will scrve as exccutive
officers of BUI upon the effectivencss of the Merger.

3. Miscellapesus

- 3.1  Further Assurances. metxmetotlmc.mdwhcnmqmredbyBUI or by its
* successars and assigns, there shall be exccuted and delivered on behalf of the Company such
deeds and other instruments, and there shall be taken or caused to be t2ken by it such further and
ather action, as shall be appropriatc end necessary in opder to vest or perfect, or to conform of
recerd or atherwise, in BUI the title to aad possession of all the property, interests, assets, rights,
pavileges, imommities, powers, franchiscs and authority of the Company and otherwise to carry
‘out the purposes of this Mager Agreement, and the directors and officers of the Company are
ﬁ:llyauthonzedmthenamcandonbcbalfofﬂxe&mpmyorothetmscmtakcanrandallmch
achonandtocmcutcanddehvcranyandalis@dcedsandodmmsmm .
32 Amendment. At any time before or after approval by the stockholders of the
_Company linSMetgerAgn:qnmtmaybeamdcdmanymnncr (cxcépt that any of the
principal terms may bot be amended without the approval -of the stockholders of the Company)
asmaybcdctﬂmmedmth:judgnemoftherupecﬁwﬁomﬂsofnlmctmsofﬂ\cCompanyand
BUT to be necessary, desirable or expedient in grder to clarify the intention of the parties hereto
orwe&'ectorfacﬂiumthcpmposcandinzmofﬂlisMcrgaAgrmcm. )

33  Abandonment. At any time beﬁm: the Effective Datc, this Merger Agreement
maybctammatedandmcmcrgcrmayhcabandonedbymcﬁoardofDnecwrsoflthompany.
natwithstanding the approval of this Merger Agrecmeat by the stockholders of the Compaay, or
the consummation of the merger may be deferred for a reasonable period if, in the opinion of the
Board of Directors of the Cowmpany, such action would be in the best interests of the Coanstintcut
Corpomnons

34  Governing Law. This Mq'getAgrwment ghall be govemed by and construed in
" accordance with the faws of the Stete of Delaware.

eI EREES
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N WITNESS WHEREOF, this agreement bas beet signed as of the date first-above
written for and on behalf of the cocporate partics hereto by the undersigned thereunto duly
autherized

T e

Buyers United International, Inc.
{a Utah corporation)

' SECRETARY'S cmrmcam

Themuicrstgncd, Paut Jarman, herchy cedify: (1) that 1 am the duly clected and qualified
secretary of BUE, Inc., a Delaware corporation (“BUTI™), sad the keeper of the reconds of BUIL (2)
that the foregaing Agreement gnd Plan of Merger was adopted by the Board of Directors of BUT
pursuant to Section 251(f) of the General Corporation Law of the State of Delaware; and (3) that no
sbamofthempualsmckofBUIwuussmdmartcdicadopuonbyﬁchoardofDumtmsofﬂm

‘resolution approving the Agrecment and Plau of Mcrget.

IarmaﬁSecmtary




Appendix A

AGREEMENT AND PLAN OF MERGER

This AGREEMENT AND PLAN OF MERGER (the “Merger Agreement™), is made as-

of March 15, 1999, by and between Buyers Uuited laterpational, Inc., a Utah cotporation (the
“Company™), and BUI, Inc, a Delawarc corpocation (“BUI"). BUT is hereinafter sometimes
referred to as the “Surviving Corperation,” and together with the Compaay are referred to as the

“Coustituent Corporations™. The Constitueat Corporations have a cominon address at 66 E.

Wadsworth Park Dr., Suite 101, Draper, Utah 84020.

The msthorized capital stock of the Company consists of 100,000,000 sh;tmofConmon ’

Stock, no par value (“Company Comrmon Stock™), and the authorized capital stock of BUI
«coasists of 20,000,000 shares of Cogimoa Stock, $0.0001 par value (the “BUI Commoan Stock™),

and 5,000,000 shares of Preferred Stock, $0.0001 par value (the “BUT Preferved Stock™). The -

directors of the Constituent Corporatians deem it adviseble and to the advantage of_san_d
cacporations that the Company merge into BUT upon die termns and conditions provided herein.

NOW, TBﬁREFORE,‘ﬂlc parhﬁhetcbyﬁdopttﬁcplanof reafganization encompassed )
' -bylhlsMagcrAgwunemmdhembyagmeﬂmmeCompanyshau merge into BUI oa the

following terms, condifions and other pmm:ons
1. Tenm md Condztmu_

1.1 Merger. anmmnyshdlbcmagcd\mhmdeUI,whmhshnﬂbcﬂmc
. mvmgm:pomhoueﬁ’ccﬂwﬂdncaﬂxaofﬂndahwhmlhmMagaAgmanmwﬁledas
part of the required Articles of Merger with the Division of Corporations and Commercial Code
) oftthmofUmhortheda!ﬁwhcnaC«uﬁczmofowm;:anndxgcrlsﬁledmﬂlths
Scoretary of State of the State of Detaware (the “Effective Datc™). - :

12  Succession. On the Effective Date, BUT shall succeed to all of the rights,

piivileges, powers, immunities and franchises and all the property, ml,pcmnalandmsxndof )

the Company, without the necessity for any separate transfer. BUT shai} thercafler be responsible
and liable for all liabilities and obligations of the Conpany, and thcmcrgcrshalhmpmrmthcr
. thcnghtsofcmdm:tsmunykcusonlhqmpatyoﬂhc(hmpmy Lo

13  Commou Stock and Preferred Stock of the Company and BUL Upoa the -

" Effective Date, byummofﬁcmgamdmﬁnmwfmﬁaammon&cpmtofﬁe

Coastituent Corporations of their stackholders, each four shares of Company Comman Stock - -

'umwdandomshndmgmcdmdypmttotheﬁﬁmvc%shdlbechmgedandmnvm:d ;

into and become one fully paid and nonassessable share of BUI Common Stock; .

i4  Stock Certificates. Oun.and after the Effective Date, all of the outstanding

mﬁmmﬂmmmmumcrqnmmdshmof&mpmy&mmn&ockshanbc -
dcanudforallpm’posatocwdcuocowncxslnpofandm:ep:ucntﬂzcs!mmofBUIConmon-
Stockmtowmdmeshmsof&m&mmymmmdbymhmﬁmhavebcmmnva&d :



as provided herein and shall be so registered ou the books and records of BUT or its transfer
agent. The togistered owner of any such ourstanding stock certiicate shall, until such certificare
shal]l have beeq surendered for transfer or conversion or othérwise accounted for to BUT or jts
transfer agents, have and be entidded to exercise any voting and other rights with rcspect to and to
reccive any dividend and other distributions upou the shares of BUI evidenced by such
outstandling certificate as provided above.

[5 Options 2ud Warrants. On the Effective Date: (2) BUT will sssume and

continuc the Long-Term Stock Incentive Plan of the Company and any successor plan or plans,
and the number of shares of BUI Cominon Stock subject to the existing stack plan 2ssumed by
BUT shall be 600,000 shares; (b) the outstanding and unexercised portions of all optiens to buy
Company Commog Stock shall become options for that mumber of shares of BUI Common Stack

cqual to 25% of the mumber of shares purchasable wnder the options to ray Company Common
chk.dneexumcpnccﬁ:rathopﬁomtobuyBUICmmSmckshzﬂbem%oﬂhc .

exercisc price under the options to buy Company Commeon Stock, there will be no other-changes
in the teans and conditions of such options, and BUT shall sssume the outstanding and

yuus

‘mexercived portions of such options and the obligations of the Company with respect thereto as - .

modified hereby; aud (c) the outstanding and unexercised portions of all warants to buy
ompany Common Stock shall become watrants fac that number of shaces of BUI Common
Stock equal to 25% of the number of sharcs purchasable under the warrants to buy Company
. Comman Stack, the exercise price for such warrants to-buy BUI Common Stack shall be 400%
of the excrcise price under the warrants to buy Company Common-Stock, there will be no other -
changes in the terms and conditions of such warrants, and BUI shall assume the outstaoding and
'mmcmcdpoﬂomofamhwmbmdﬁuobhgahomofﬂm@mpwmduﬁpedthumu
modificd hercby. :

16 FnchoanlSham BUI shafl not issue any fractions! shares or interests in the BUI
. CommonSmckoropuausorwauamsmpmchascﬁmonalstmuofBUICommonSmck. If say
stockholder, option holder, or warrant holder of the Company would otherwise be entitled to.a -
-fractional share or the right to buy a fractional share as 2 result of the provisions of this Merger
-mammmmmorm«msmmnsmckm&mmm
mm&mmm@mmmmm .

. - YT Acts, Plans, Policies, Agreements, Etc. Allcmporamm,plms, policGies,
mmmmmwmm@mnmmm Board
of Directors and committees thereof, officars and agents which were valid and effective
- immediately prior to the Effective Date, shall be taken for all purposes 2s-the acts, plans, policics.
,.MmmgmmwkmmmofﬂmmdshanbcascMWm
bmdmgthmonasthcsamcmmﬂ:mpoutome&mpmy

2. Charter Decuments, Directars a.nd omom
i.l‘ Certificate of Incorporation and By-Laws. The Certificate of lnoc)rporanon and

. Bylaws of BUI asmeﬁ'ect:mmcdlatclypuwtotheE&‘ecﬁchatcshaﬂmmamdwCuﬁﬁcale of
incorpom!:lonand Bﬁaws of BUJ aﬁctﬂu: Fﬁ‘cchw Date.

.



22  Directors and Officers. On the Effective Date, the Board of Directors of BUI
will consist of the members of the Board of Dircctors of the Company immediately prior to the
Merger. The directors will continue 1o hold office as directors of BUI for the same term for
which thcy would otherwise serve as directors of the Company, The individuals serving as
executive officers of the Company immediately prior to the Mcrger will serve as executive
officees of BUT upon the effectiveness of the Merger.

-3 Misce!la_neous

31  Fartier Assurances. From time to Gme, aod when required by BUI or by its

g wuy

successars aod assigns, there shall be executed and delivered on behalf of the Company such - -

- deeds and other instruments, and there shall be takewor caused to be taken by it such further and
- other action, as shall be appropriatc and necessary in order to vest or pexfect, or to conform of

: mﬂummnmwmmmmoﬁnmm,wmm'
privileges, immunities, powers, franchises and authority of the Company and otfierwise to carry -

out the purposes of this Merger Agreement, and the directors and officers of the Company are
fully authorizcd in the name and on bebalf of the Company or atherwise to take any and all such
amonandtocxccm:mddehvcranyandaﬂ such dexds and other {nstruments.

+ 32  Amecundment. At any time before or after appmval by the stockhalders of the
Company, this Merger Agreement may be amended in any manner {except that agy of the

principal terms may not be amended without the appraval of the stockholders of the Company) -

8s may be deteanined in the judgraent of the respective Boards of Directors of the Company and
BUI to be necessary, desirable or expedient in order to clarify the inteation of the parties hereto
.ortocffcctor&cﬂitxtcmepurposcandi:mnofﬂish{qgamcnt

13  Abandonment, Manynmcbcforcthcﬁﬂ'ccuvc[)au thlsMugcr Agresment
mybctumnawdandmcmc:gamaybcabandomdbythcﬂoardcfnmwrsofﬂwampmy,
notwithstanding the approval of this Merger Agreement by the stockholders of the Company, or
the consummuation of the merger may be deferred for a reasonable period if, in the opinion of the
-. Board of Directors of the Company, suchamonwouldbemd:cbﬁtmmsofﬁw(}onsuw

Cozpomtmns.

34  Governing Law. ThstagaAgxeunaﬁshaﬂbegovancdbyandmnstmed in
mrﬂanc:mﬁlﬂmlawsofﬂlcswcoﬂ)cbwm

YIS



IN WITNESS WHEREOF, this agreement bas been signed as of the date first-above
written for and oo behalf of the corporate partics hereto by the undersigned thereunto duly
authonized.

Bayers United luternational, Inc
(a2 Utah corporation)

. SECRETARY'S CERTIFICATE

'I‘hcmdcmgmd,PmlJ’axman,haebymfr (l)ﬂmlamd;edulydcdcdandquabﬁcd
secretary of BUI, Inc,, a Delaware corporation (“BUI™), and the keeper of the records of BUY; (2) ‘
that the foregoing Agrecment and Plan of Mexger was adopted by the Board of Directors of BUL
pursuant to Section 251(f) of the General Corporation Law of the State of Delaware; and (3) that no
d:amsofﬂxcmpnalnockofalﬂwauwsuedpuortoﬂmadophnuby&cﬂoardofDuectomofﬂm
lesolmmuappovmgﬂmAgtmmtmdPlanome '

7&&%«1&%‘-/
Paul{lanm#sﬂumy :

— - JR e UG
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OORPORATIONS .
YLl 00-00 MK 04/19/2000 :
001201588 ~ 3016691

CERTIFICATE OF AMENDMENT OF
CERTIFICATE OF INCORPORATION OF
BUT, INC.
(Chsaging its uame to “BuyersOuline.cam, Tac.™)

Bmmc.ammorﬁmorpnimdandeﬂs&ngmﬂﬁﬂwﬁmﬂwmﬁcnhwdf
| &Mofm(mwimwmﬁfym

The amendinent to the Coiporation’s Certificats of Incorporation set forth below was duly
adopted by resolutions spproved by the Corporation’s Board of Directors and stodd:okh's in -

accordance with the provisions of Section 242 of the General Corporation Law of the State of - -
Delaware:

-

Amendment. The Certificatc of Incorporation of the corporation is amended by striking
- Aiﬁdeiinitscatiretyandmphcingthem&r:

ARTICLE1
NAME

The name of the Corparation is BuyetsOnline.cont, Inc.

IN WITNESS WHEREOF, BUL Inc. has caused this Certificate to be signed by its duly
'amhaﬁmdoﬁimﬁ:ismmquaa,m.

BUL Inc.

. B
PR T

I




State of Delaware
Office of the Secretary of State

PAGE 1

I, EDHARD J. FREEL, SECRETARY OF STATE OF THE STATE OF
DELAWARE, DO HEREBY CERTIFY THE ATTACHED IS A TRUE AND CORRECE
. COPY OF THE CERTIFICATE OF AMENDMENT OF *BUI, INC.*, CHANGING
ITS NAME FROM "BUI, INC.* TO *BUYERSONLINE.COM, INC.*, FILED IN
THIS OFFICE ON THE NINETEENTH DAY OF APRIL, A.D. 2000, AT 9
' O'CLOCK A.M. | '

A FILED COPY OF THIS CERTIFICATE HAS BEEN FORMARDED TO THE

NER CASTLE COUNTY RECORDER OF DEEDS.

Edward . Freel, Secretary of State .
0393442

' 3016691 . 8100
o : AUTHENTICATION:
001201588 04-20-00

- : DATE:



SYAYZ OF DELANARE
SECRETARY OF STATE
VISTON OF CORLORATIONS
LED 09:00 AN 11/01/72001
qLOM926T —- JALS49L

<

CERTIFICATE OF AMENDMENT OF
CERTIFICATE OF INCORPORATION OF
BUYERSONUINE.COM, INC.

BuyersOaline.com, Ioc., 2 corporatiod orgasized and cxisting voder the General

 Catpéetion Law of the Statc of Delaware (the “Corpocstion”), docs hercby certify that:
mmmuw&c«moﬁwﬂﬁummmm
ddydmbymmm«dbyﬂnc«pmﬁm'saoadofwwmm
iumdmwimmc_@vam-ofsm 242 of the General Corpacation Law of the State of
. Delaware. The amcadacnts,will be effective s of 12:01 1m Easton Time cn November 20;

-

2001.

-

Amendment Na. 1. The Certificate of Incorpocation of the corporstion is amendod by
stiking Article | ia its entirety aad replacing there for:

ARTICLE®
NAME

The mame of the Corperation is Buyers Uuited, Iac.

Awmevidment No. 2. Ihc Cetificatc of lacorparation of the cocporation is amended by

strikig Soction | of Articke IV in its catirety and replacing there for
1. Shmm_ammsaiesamm.

mmmam«ammammmm&m«mmﬂ

* have_ aithaify to issuc is 115000000 shares Stockbolders shelt pot bave suy =~ ~ =7
- puétmptive tights, nor shall swockhalders have the vight 0 cumatative vatig in the .
- dcmonoﬁﬁmdmsorfotmyoﬂ:«pwpm The dasses snd the agercgate auhiber of -

mormofmmmucmmmmmmmmu
" follows:

Smck‘).

@ - lWMsW sharcs of Common Stock, $0.0001 -par valuc ("Commoa

@) 15000000 sharcs of Prefered Stock, $0.000( par value (Prefered




IN WITNESS WREREOFE, BuyersQafine.com, Tric,, has causod this Cettificalc to be

signod by its duly authodzod officer this 31st day of October 2001

RUYERSONLINECOM, 83C.

-

~ -
i
[




| @ are ...

< The First State

I, HARRIET SMITH WINDSOR, SECRETARY OF STAYE OF YHE STAYE OF

DELARARE, DO HEREBY CERFIFY THE AT¥ACBED IS A YRUE AND CORRECY

. COPY OF THE CERTIFICATE OF AMENDMENT OF *BUYERSONLINE.CON,.

INC.*", CHANGING. ITS NAME FROM -mtﬁnsmnmk.omi, INC.* TO .

*BUYERS ONITED, INC.®, FILED IN-THIS OFFICR ON THE PIRST DAY OF .
NOVEMBER, A.D. 2001, AT 9 O°CIOCK A.N.

Lainite Bt b Pt aars )

A

AUTHENTICATION: 2232239 -

3016691 8100

030054584 ’ DATE: 01-29-03



EXHIBIT B

APPLICANT’S CERTIFICATE OF AUTHORITY
TO TRANSACT BUSINESS IN MISSOURI

PROOF OF D/B/A REGISTRATION



3OS s30 (100

Matt Blunt
Secretary of State

CORPORATION DIVISION - CERTIFICATE OF AUTHORITY

WHREREAS, -
BUYERS UNITED, INC.

using in Migsouri the name
BUYERS UNITED, INC.

\

has complied with the General and Business Corporation Law
which governs Foreign Corporations; by filing in the office
of the Secretary of State of Missouri authenticated evidence
of its incorporation and good standing under the Laws of the
State of DELAWARE.

NOW, THEREPORE, I, MATT BLUNT, Secretary of State of the
State of Migsouri, do hereby certify that said corporation
ig from this date duly authorized to transact business in
this State, and. is entitled to all rights and privileges
granted to Foreign Corporations under the General and
Business Corporation Law of Missouri.

IN TESTIMONY WHEREOF, I have set my
hand and imprinted the GREAT SEAL of
the State of Missouri, on this, the
7th day of APRIL, 2003.

W\_o&;%\mr

Secretary of State




x___ 429584

State of Missouri
Matt Blunt, Secretary of State

Corporations Division James C. Kirkpatrick State Infermatien Center
P.0. Bex 778, Jelfersen City, MO 65102 600 'W. Main Street, Run 321, Jelferson Oy, MO 65101

Registration of Fictitious Name
(Submit in dupticate with filing fee 0f 37)
(Mest be typed or prtuted)

This information is for the use of the public and gives no protection to the name being registered. There is no provision in this
Chapter to keep another person o business entity from adopting and using the samo name. (Chapter 417, RSMo)

The undersigned is doing business under the following uame, and at the following addresy:
Business name to be registered: United Carriar Networks

Business Address: 14870 South Pony Express Road
(.. Box slooe 1t sopeptable)
City, State and Zip Code: -Bluffdale, UT 84065 _

The parties having an interest in the business, and the percentage they own are (if'a business catity is awner, indicate business name
and percentage owned. If all parties are jointly and severally liable, percentage of ownership need aot be listed):

4

I listed,
Percentage
Name of Owpers, of ownership
Individuaf or mast equal
) Business Entity Street aud Number City and State Zip Code 100%
Buyers United, inc. 14870 S. Pony Express Rd. Blufidale, OH 84065 100%
In Affirmation thercol, the facts stated above are true:
(The undegeifmed uddertas j, false siztemicts made in this filing are subjoct to the penaltics of o frlse declaration under Section 575.060 RSMa \986.)
PALL TARMARY sy
{Accth (Printad Name) {Dase)
(Asattiorized Signatire} (Printed Name} {Date)
{Authorizad Signature) ] (Printed Name) {Date)

Fl LED FOR OFFICIAL USE ONLY

- Check #
APR 0.‘7 il 18] whr_
&%‘%m

,! Corp. 56 (8/02)




EXHIBIT C

NARRATIVE AND
RESUMES OF APPLICANT’S MANAGEMENT PERSONNEL



Management and Directors

Buyers' current directors, executive officers and certain key employees of the Company are as
follows:

Name Position

Ted Stem Chief Executive Officer and
Chairman of the Board of Directors

Paul Jarman President, Chief Operating Officer,
Treasurer

G. Douglas Smith Executive Vice President, Marketing

Kimm Partridge Secretary ~

Ken Krogue Executive Vice President, Sales

David Har:non Controlter

Gary Smith Director

Steve Bamett Director

Edward Dallin (Dal) Bagley Director

Ted Stern, Chairman and CEQ. Mr. Stem 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. He was elected an officer of the Corporation in April 1972. In Mr. Stemn’s last
position at Westinghouse Electric, he was responsible for the following business units: Power
Generation, Energy Systems, Govemmental and Environmental Affairs, and Knoll Fumiture. The
revenue of business reporting to Mr. Stem totaled over $3 billion, and the number of employees
totaled over 50,000. Mr. Stem holds a B.S. in Mechanical Engineering from the Pratt Insfitute and
a M.S. in Theoretical Mathematics from New York University.

Paul Jarman, President, COO, Treasurer. Mr. Jarman joined the Company from HealthRider,
Inc. in March 1994, where he began work as the Texas Regicnal Manager, opening 15 retain
locations in the state with annual sales of $8 million. In Aprit 1996, he became the Director of
Retail Operations managing 250 retail locations and over 1,100 employees with $95 million in
annual sales. In August 1998, Mr. Jarman decided to broaden his experience by switching to
HealthRider's marketing department as the Director of New Product Development. He managed
new product creations in exercise, massage, and nutritional products as well as choosing new
products for the retail locations to sell, and negotiating pricing with the respective vendors. He
eamed a B.S. in Accounting from the University of Utah and is a CPA.




G. Douglas Smith, Executive Vice President, Marketing. Mr. Smith joined the Company after
six years at HealthRider, Inc., an exercise equipment company based in Salt Lake City, Utah.
During his service at HealthRider, the company grew from $600,000 in revenue in 1991 to $241
million in 1995. Under Mr. Smith’s direction, HealthRider’s 1895 performance surpassed the top
growing private companies on the Inc. 500 list. Mr. Smith started at HealthRider as Director of
Media and ended his tenure as Senior Vice President over marketing and sales. Mr. Smith
attended Brigham Young Universily where he studied Business Marketing. He brings tremendous
experience in fast-growth, cost-effective marketing strategies.

Kenneth D. Krogue, Vice President, Sales. Mr. Krogue brings over twelve years of technical
sales and management experience to the Company. Prior to joining the Company, he founded and
managed the Inside Sales Department at Franklin Covey, a leading provider of time and life
management training systems. During his tenure at Franklin, he exceeded management’s goals
for four years and led the fastest growing depariment in the company with an average annual
growth rate of one hundred and fifty percent.

Prior 1o his work with Franklin Covey, Mr. Krogue served as the Marketing Director of Infobases
International, Inc., a leading electranic publisher. Ken received his education from the United
States Naval Academy and the University of Utah. He is also a Certified NetWare Engineer and
consultant, which adds greatly to his ability to enhance the Commercial Sales Division with cutting-
edge technology solutions.

David Harmon, Controller. Mr. Hamon has been the Company’s Controller since December
1999. He is responsible for all of the Company’s accounting, tax planning and financial and
management reparting, and SEC filings. He is a certified public accountant having spent eight
years in public accounting specializing in the audits and financia! reporting of public companies.
Mr. Harmon has also served as Controller and CFO of a privately held distribution business as well
as a NASDAQ-listed electronics manufacturer. He graduated from the University of Utah with a
Bachelor of Science degree in Accounting.

Gary Smith, Director. Mr. Smith was the founder, majority owner, and former President of
HealthRider, inc. From 1991 to 1997, he managed and directed every phase of business and
sales operations at HealthRider. Using a unique made-for-television infomercial co-written and
directed by Mr. Smith, HealthRider sold nearly one million exercise machines, generating more
than $600 million in revenue i the last three years. While direcling a national media campaign for
HealthRider, Mr. Smith also established a network of more than 200 national retail outlets for
equipment sales around the country. Because of his vision and leadership abilities, Inc. Magazine
honored Mr. Smith in July 1996 as the regional “Entrepreneur of the Year.” Prior to founding
HealthRider, inc., Mr. Smith also founded Highlander Publications. Over a 13-year period, Mr.
Smtih built The Highlander and its sister advertising publication, The Advertiser, into newspapers
with the largest direct mait circulation in southern California,

Edward Dallin Bagley, Director. Mr. Bagley received his Juris Doctorate in 1965 from the
University of Utah College of Law and is a member of the Utah State Bar Association. Mr. Bagley
is currently on the Board of Directors of Tunex Intemnational, Gentner Communications, National
Environmental Services Corp., and National Financial Corp.



Steve Barnett, Director. Mr. Bamett graduated from Carleton College with a B.S. degree.and -
from the University of Chicago Law School with a Doctor of Jurisprudence degree. He practiced
faw-in Chicago for five years. Mr. Bamett has spent the past 27 years as principalCEQ of eight
companies having annual revenues as high as $75 million, and ranging from manufacturing and
distribution to financial and management services. In 1970, he co-founded an equipment leasing
company specializing in hospitals and healthcare facilities. Subsequently, he co-founded an
intemational, tumkey, hospital-equipment company with its focus in Latin America. He functioned
as CEO of both companies until 1986.




EXHIBIT D

APPLICANT’S FINANCIALS



UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
: Washington, DC 20549

FORM 10-KSB

xX] Annual report pursuant to section 13 or 15(d) of the Securities Exchange Act of 1934 for the fiscal year ended
December 31, 2002, or

1 Transition report pursmant 1o section 13 or 15(d} of the Securities Exchange act of 1934 for the tansition
period from  to :

Commission File No. 0-26917

BUYERS UNITED, INC.

(Name of Smail Business Issuer as specified in its charter)

Delaware 870528557
(State or Cther 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, Par Value $0.0001

Check whether the issuer (1) filed 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 [X]No{)

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 contgined, 0 the best of registrant’s knowledge, in definitive proxy or information statements
incorporated by reference in Part @I of this Form [0-KSE or any amendment to this Form 10-KSB. [ ]

The issuer's revenues for its most recent fiscal year: $30,163,430.

The aggregate market value of voting stock held by non-affiliates computed on the basis of the last sate price on March
28, 2002, was $6,626,970.

As of March 28, 2003, the Registrant had outstanding 6,330,213 shares of Common Stock, par value $0.0001.




DOCUMENTS INCORPORATED BY REFERENCE:

Portions of the definitive proxy statement of Buyers United for the 2003 annual meeting of stockholders are
incorporated by reference in Part 111 of this report.

TABLE OF CONTENTS
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PART 1
" ITEM 1. DESCRIPTION OF BUSINESS
General
Buyers United, Inc. is a domestic 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 0 other industry participants. The telecommunications
services offered include the following:

. Switched long distance services to business and residential customers
. Dedicated access long distance service

. Toll-free 800/888/877/866 services

. Dedicated data transmission

. Private line data services

. Calling card services

. Conference calling

. Automatic call distribution

. Interactive Voice Response (IVR)

. Outbound dialing and voice message broadcasting

These services can be offered individually, or in a suite of services tailored to a customer’s needs.

For the past five years Buyers United has been engaged in the business of reseiling telecommunication
services provided by others to Buyers United at wholesale rates. Domestic and international 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 150,000 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 new brand, United Carrier Netwarks (UCN}), targets business customers, while the
brand developed during 2000, BuyersOuline (BOL), is intended to cater to the residential consumer. The use of the
two distinct brands allows us to specificaity meet the needs of both customer types, without creating channel
conflicts.

Buyers United is now pursuing multiple marketing avenues, including using independent agents,
implementing promotional and rebate programs to atiract customers, and marketing through the Internet. Buyers
United’s sale incentive programs offered from time to time give customers additional cost saving opportunities that
we belicve enhances customer retention. The new UCN web site gives specialized services and options for business
customers and the agents that represent them. Buyers United also pursues customers through strategic relationships
with companies that operate independent sales and marketing programs for a variety of products and services.

Buyers United was originally formed as a Utah corporation in 1994. In March 1999, Buyers United changed
its corporate domicile from Utah to Delaware through a merger with a Delaware corporation formed for that
purpose. When we changed the corporate domicile our name became BUI, Inc., and we effected a 1-for-4 reverse
split in the issued and outstarding common stock. On Apnl 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

On December 6, 2002, Buyers United entered into an agreemeit to purchase assets of 1-Link, Inc., and its
subsidiary, I-Link Communications, Inc., and license in perpetuity software developed by I-Link for the operation of
a real-time Internel protocol communications network (RTIP Network). The assets acquired include dedicated
equipment required for operating the RTIP Network, customers of I-Link serviced through the network, and certain
trademarks. In consideration for the assets and sofiware license, Buyers United agreed to issue to I-Link 300,000
shares of Series B Convertible Preferred Stock and assume certain liabilities. Completion of the purchase is subject




to obtaining govemment and third-party approvals, and obtaining releases of third party security interests in the
assets. The parties are pursuing efforts to satisfy these closing conditions for the purchase of assets, but cannot
predict when or if the conditions will be satisfied and the transaction closed.

Concurrently with the agreement for the purchase of I-Link assets, [-Link and Buyers United entered into
wransition and management agrecments pursuant to which Buyers United was appointed to manage all of the assets to
be acquired from I-Link pending the closing of the purchase. Under the agreements, Buyers United assumed
responsibility for day-to-day operation of the RTIP Network previously operated by I-Link that is to be sold to
Buyers United, is responsibie for all customer billing and cotlection, has the right to use the RTIP Network to
provide telecommunications service to its customers, and is entitled to reccive 2 manazgement fee equal to 10 percent
of revenue generated from I-Link customers after the payment of ali expenses of the RTIP Network and providing
service to such customers.

In connection with the transaction, Buyers United agreed to sublease certain space occupied by I-Link, but
subsequently negotiated a new lease arrangement for the space. Buyers United is leasing through November 2004, »
14,339 square feet of space at 13751 S. Wadsworth Park Drive, Draper, Utah, at a monthly cost of $16,728. In ;
consideration for entering into this agreement, I-Link agreed to subsidize a total of $36.232 in lease payments, which '
represents the difference between the amount of the original sublease obligation of Buyers United and the monthly
cost of the space under the new lease arrangement, In the event the asset purchase transaction between Buyers
United and I-Link does not close, Buyers United has the right to terminate the lease arrangement without further
liability to I-Link or the landlord.

On December 20, 2002, Buyers United entered into an agreement with Touch America, Inc., a subsidiary of
Touch America Holdings, Inc., to purchase approximately 70,000 of the switched voice telecommunication
customers of Touch America, including the carrier identification code used to service those customers. Buyers
United did not purchase any accounts receivable, equipment, or other assets of Touch America. Buyers United :
agreed to pay to Touch America account receivable balances that predate the sale as collected by Buyers United,
subject to certain fees payable to Buyers United. Buyers United made an initial payment of $3,000,000 to Touch
America. The original purchase price was $6,750,000, but the parties are now attempting to negotiate a reduction in
the purchase price due to errors and other discrepancies the parties subsequently discovered in the list of accounts
sold to Buyers United. The balance of the final purchase price will be paid in monthly increments based on a
percentage of revenue generated by the acquired customer accounts. The conditions for closing the purchase were
satisfied in March 2003,

The state of the industry

We believe that providers of telecommunications services fall into three primary categories. The first
category of providers offers a single telecom product or service. We believe the single-product concept ignores the
fact that many customers have multiple service necds and see value in utilizing a single point of contact to support
these needs. The second category includes the Regional Bell Operating Companies (“RBOC's”) that deliver local
dial tone and some additional services, and have recently pursued applications at the Federal and state level to offer
switched long distance service. We believe the RBOC’s have traditionally focused on selling their own products at
premiums that result in higher cost to the customer. We betieve the RBOC's also fail to provide critical service
elements, such as consolidated billing, dedicated number service, and leading edge product offerings. The thied
category of competitors focuses primarily on long distance, but also sell limited selections of additional services.
These companies have a proven and well-developed sales model but lack a totally integrated product package that
delivers customized and complete products to the custorner at competitive prices across the entire range of
communications technologies.

Total spending for the U.S. Telecommunications industry from 2002-2003 will increase at a projected 9
percent compound annual rate. The Telecornmunications Market Review and Forecast, which is a respected industry
study also predicts the 2003 revenue to top $963 billion In 2002 the industry saw a 15.5% reduction in
" telecommunications equipment spending but also saw off setting increases in internet access, wireless usage, support
services and data usage. These services are predicted to continue their rapid growth in 2003. It is expected in 2003
that a small but important “value add” category of services such as conferencing, vnified messaging and
collaborative technologies will grow 37 percent to $21 billion.




In 2002 all sectors of the telecommunications market suffered when the industry as a whole experienced
downgraded financial status. In 2003 we believe the industry will continue to consolidate in an effort to balance
demand and supply. According ta RHK, a consulting group used by CommWeb, traffic gtowth remains strong but
the aversge long haul trunk capacity utilization is just 35%. There should be excess capacity in the major provider
networks for the next several years. Internet Protocol traffic is growing at 100% annually and we believe it will
continuc in 2003. The industry continues 1o move toward Internet protoco! and wireless solutions for the business
market.

Services and products

Buyers United is an aggregator and reselier of telecommunications services. By aggregator we mean that
we contyact with a number of third party providers for the right to resell the various telecommunication services and -
products they provide, and then offer all of these various services o our customers. This enables the customer to
buy only those telecommunications services it needs from one source, receive ane bill for those services, and make
one call to Buyers United if a service problem or billing issue arises. The separate services Buyers United can scll
singly or bundled to meet customer needs include: ’

. Switched long distance service to business and residential customers. This is traditional 1+
long distance service. The customer dials the long-distance number and the local exchange carrier
switches the call to the long distance provider we have designated for the customer based on the
customer’s account selections. We bill the customer for the long distance service at the applicable
retail rate, as well as local access fees for the local exchange carrier, taxes, and universal service
fund charges.

. Dedicated access long distance service. Some business customers require multiple line

| concurTent long distance access for high volume telemarketing or cail center operations.
Dedicated access connects the customer directly to the long distance carrier, by-passing the local
exchange carrier, through a T-1 or higher capacity local loop connection. 'We biil the customer for
the local loop connection and for the long distance service.

. Toll-free 800/888/877/866 services. Toll free calling service allows clients of our customer to
call into the customer at the cusiomer’s expense, rather than the client’s expense. This is a service
waditionally used by our business customers. We own and assign the toli free numbers to our
customers and bill our customers for the toll free number and the long distance service.

. Dedicated data transmission. This is similar to dedicated access long distance service, except
the primary use is for data transmission, such as Internet access, and the local loop is connected to
the Internet through one of our providers. We bill the customer for the local loop connection and
for Internet access fees.

. Private line data services. This type of services is provided through a T-1 or higher capacity
circuit, and encompasses a variety of data transmission media, including Frame Relay, dedicated
Intemet access or Asynchronous Transfer Mode (ATM) data networks or ‘clouds’. Each of these
data products rely on a shared network architecture where the bandwidth on the network backbone
is shared by the users connected into these networks. Customers frequently select these types of
networks because it is ouch more cost-effective than installing a private line network, or because
of the need to access the public Internet.

. Calling card services. The calling card feature is often provided with our switched and dedicated
long distance services. The calling card allows the customer to use a toll free number and PIN to
make long distance calls from any location on its account. We bill the customer for the long
distance service.

. Conference calling. This service allows a customer to interconnect simultaneously a number of
calless for conference purposes. This feature is of particular value to business customers that have
a need for multiple members of the organization to speak together from remote locations on a
periodic basis. The customer is assigned a toll free number and PIN that allows each participant in




the conference call to access the call simply by dialing the toll free 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,

. Automatic cafl distribntion. Buyers United offers a network-based call center sofution, /O, that
allows the customer to route incoming calls to specific persons or departments within the
customer’s organization. While this functionality is commonly available in customer-owned
telephone systems, I/O allows a company to include and manage home agents as a part of their call
center, and also adds many features that would be too expensive for smaller call centers to acquire
in a premise-based system. This product is particularly valuable for customers that operate calt
centers or telemarketing centers and want the ability 10 direct incoming calls to call center
personnel who are trained for specific product sales or service calls. The customer is billed fecs

_and usage for this service.

] Interactive voice response, IVR is the ability to offer aAcompany or individual all of the
sophisticated features of an auto attendant, voicemail, or 2n automated seif service system. This
feature can be built by the customer or with help from Buyers United.

. 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
sutomatically generate call lists with sophisticated call scheduling capabilities. They can also
choose between autodial {one at a time), powerdial (dial sequentiaily through a list), or predictive
dialers (computer algorithms with dial ahead to sereen out busies, no answers, etc.).

Under our management contract with I-Link, we have the right to offer and sell services that are enabled by

the RTIP Network. In 2003 we plan to introduce the following IP enhanced services to our customers.

. Fax to Email. This service allows a customer to send or receive faxes through an Email address
with the customer’s personal computer.

. Voice mail. This feature allows customers to receive, store, forward, and access voice mail
messages.
. Real time service account management on the Internet. Real time management allows the

customer to 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 computer, the customer can review billing on its account, make service
inquiries, or add or remove services, all over the Internet.

Marketing strategy

By the end of 2001, Buyers United eroployed two distinct brands for marketing purposes, “UCN™ or
“United Carrier Networks” for commercial and business customers, and “BOL™ or “BuyersOnline” for residential
customers. We market our services through independent sales agents, directly to customers, and through strategic
relationships with third party marketing organizations.

We engage independent telecommunications agents around the country, who sell primarily to commercial
and business customers. 'We believe independent agents are responsible for a substantial amount of annual U.S.
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 atiractive to commercial and business customers. With UCN our marketing effort focuses on
providing businesses with the ability to access multiple long distance carriers through which we have agreements to
resell services. This allows the business owners to choose services ultimately 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 TUCH for the selected services. The business customer is no



longer required to deal with these carriers separately. UCN then provides a single source for customer service,
regardiess of how many networks the business uses, and sends a single billing statement that combines all of the
services used from any combination of wholesale service providers.

We believe we have been, and will continue to be, successful in engaging independent agents because our
package of services appeals to commercial and business customers, and because of our back office support
infrastructure, incentive programs, customer retention efforts, and additional product/service revenue opportunities.
Buyers United earned the “2002 Reseller of the Year Award” in March 2003 from the Agent Alliance, a national
trade assoctation of independent telecom agents. The award was given in recognition of the cffectwcn&s of our
customer service and support programs. .

Buyers United’s early growth and a continuing portion of its revenue base come from the residential
consumer long-distance market. We plan to continue marketing efforts to potential residential customers using the
BuyersOnline, or “BOL” brand. We rely primarily on unrelated Internet marketing companies for developing
consumer awareness of the BOL brand and services. We offer consumer product rebates and other consumer
incentives as additional benefits to attract and retain customers.

Online marketing is an effective 100l to present Buyers United and its service offerings to both business and
residential customers. Internet users (via third-party sites) have recently become one of Buyers United’s target
customers for three reasons:

»  Internet users are familiar with the Internet and understand its workings and marketing opportunities;

¢  These potential customers regularly purchase products over the Internet and are the best candidates 1o take
advantage of our online incentive programs; and

s 'We can reduce operating expenses by billing these customers online if they choose, and cap inexpensively
communicate with them about new programs and service information.

Buyers United intends to capitalize on Internet marketing by seeking opportunities to purchase or affiliate
with other companies that have listings of Internet users who have requested notification of service and savings
opportunities similar 1o Buyers United’s services. Once we acquire the right to access an Internet castomer listing,
we present our services and any sale incentive programs we may be offering. We believe that this strategy will
increase our brand awareness and enhance our marketing efforts to both business and residential customers.

Provisioning

Buyers United is a resellcr of domestic and international long distance and other services provided by
national and regional providers, including, MCI, Qwest, Global Crossing, Brogdwing, Dancris, WilTel, NetTronix,
CNM, and TransCom. Buyers United resells switched long distance minutes to its customers that it has contracted to
obtain from our providers at wholesale rates that averaged in 2002, 53 percent of the retail rates charged to
customers. In 2002 retail rates were between $0.045 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.

Qur contracts with our providers are standard and customary in the industry, in that they require that we
purchase 2 minimum oumber of minutes per month whether we use them or nat, require payment net 30 days for
minufes used in a month, and serve as the point of contact for all customer service calls. These agreements are for
one-year terms renewable at the end of each year, when rates arc often rencgotiated on the basis of prevaiting 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 goods in 2002.

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 300/338/377/866 services, dedicated data transmission
service, calling cards, and conference calling. These services are billed to us at rales or fees stated in our 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 90 customer service personnel to respond to customer calls, and our call center specialists
are available from 7:00 a.m. to 10:00 p.m. Monday through Friday, and during fewer hours on Saturday and Sunday.

We place a high priority on customer service, since we believe that when our rates are similar to rates offered by our
competitors, then service is a primary factor in acquiring and retaining customers. :

Under our management agreement with I-Link, we have the right to service our customers through the RTIP
Network. The RTIP Network will enable our customers to use existing telephone, fax machine, pager, or modem
equipment to achieve high-quality communications through Internet protocol technology. The RTIP Network -
consists of a fully integrated dedicated network of equipment and leased telecommunications lines augmented by the
licensed I-Link softswitch software. It provides the tecessary operational platform for the enhanced services we will
offer in 2003 and is adaptable for use with new or specialized service applications developed by others. The RTIP
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, Datlas, and Los Angeles. Each of these gateways consists of off-the-shelf
hardware clements and the softswitch software. The softswitch software can distinguish among and handle voice,
fax, and modem communications as programmed for the customer’s suite of service selections. By handle, we mean
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 as converting a fax to email).

The RTIP Network will allow us to provide cost advantages over traditional transmission networks with
respect to both lower transmission cost and lower capital infrastructure cost. Lower transmission cost can result
from transmitting long distance traffic over the Internet between our gateways for retransmission, which has greater
capacity because transmissions would be converted to data packets and transmitted oncurrently over the Internet
bandwidth capacity. Access and transmission costs for the Internet would be less than traditional transmission
networks. The second component of cost advantages would be lower capital infrastructure costs. In a traditional
telecommunications network, each service -- voicemail, fax mail, conference calling, single number forwarding --
must be processed through one or more separate, hardware switches. We intend to offer all of these services through
the RTIP Network as modified or new software applications added to the network software platform.

Since we acquired the right to use the RTIP Network in December 2002, we expect to integrate this network
with our rraditional provider network systems and service offerings in 2003. While we believe the RTIP Network
will lower our costs of operation in 2003, we cannot predict whether these lower costs will be significant.

Technology aad our business

BuyersUnited has always leveraged information technology to create consistent strecamlined business
processes. Buyers United relies on the following systems, which represent its current technology initiatives:

. 1Q is our customer contact solution. The IO software is 2 unified solution for managing customer
communications that integrates telephone, email, fax, web teat chat, and co-browsing into a unified
interface. IO enables Buyers United to enhance customer relatianships, reduce costs, and improve
the management of all types of business communications.

. BuyersUnitedDashboard (BUD) is a customer service software application that utilizes the
Micorsoft NET framework. It provides a single interface for call center representatives to perform
their service tasks, BUD utilizes a “wizard” interface methodology that simplifies the customer
service representatives’ daily tasks by breaking them into smaller steps. The “wizard” framework
provides increased quality and consistency into our customer service model.

. CostGuard®, is a fully convergent, open and flexible billing system desi gned to facilitate
collaboration among customer service representatives, business affiliatcs, and customers.
Customers can access the systemthrough a standard web-browser {o initiate and folftll billing and
service tasks. Buyers United believes the CostGuard system to provides a consistent and flexibic
billing sclution that supports our current nceds and is expandable for future growth,

. The RTIP Network employs an architecture emphasizing security, reliability, and carrier diversity.
A "Security in Layers” approach has been adopted utilizing security enforcement poiats




comprised of inspection firewalls, packet filters, and intrusion detection and preveation systems.
Measures have been implemented to audit data integrity and access. Reliability and fault tolerance
are effected through a network configuration of *No single Points of Failure” and undeslying
carrier diversity. Significant subsystems are geographically dispersed and data replicated between
sites to protect against fiber optic disruption or other environmental event.

Full backups of all our core data are performed weekly. Differential backups are performed aightly.
Transaction log backups take place every 30 minutes. Backups are copied to two file servers in different locations.
We use SSL enceyption to protect all sensitive areas of our customer information and service-oricnted websites.
Remote access 1o our systems is made possible through a 168 bit encrypted Virtual Product Network, System
passwords are changed on a periodic basis and stored in a securc folder with restricted access. All local desktops are
scanned for vifuses on a real-time basis and report to 2 central server. s

Governmental Regulation

Qur telecornmunications services and operations are subject to varying degrees of federal, state, and
international regulation.

Federal Regulation - We are subject to federal regulation under the Telecommunications Act of 1996
{Telecom Act). The Telecom Act was designed to foster local exchange competition by establishing & framework to
govern rew competitive entry in local and long distance telecommunications services and allow any entity, including -
cable television companies and electric and gas utilities, 1o 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 busiress,

Pursuant to the Telecom Act, the Federal Communications Coramission (FCC) regulates our intesstate and
international telecommunications services. The FCC imposes more exiensive 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 carviers (ILECs), than it imposes on companies like ours, which are nondominant
carriers that lack market power. For example, the FCC permits nondominant carriers 1o provide domestic interstate

services without prior authorization, though we are required to obtain authorization if, in the future, we construct and
operate telecommunications facilities.

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 includes the RBOCs and ILECs) are
permitted to impose on interexchange carriers to originate and terminate long distance calls over local networks. In
May 2000, the FCC adopted the access reform and universal service plan developed by the Coalition for Affordable
Local and Lang Distance Secvices (“CALLS™). The CALLS plan has a five-year life and provides for various
requirements allowing reductions in certaint costs of elecommunications services.

We cannot predict the outcome of other federal or state access charge proceedings or whether they will have

a material impact on us. It is recognized, however, that the access payments Buyers United must pay to the RBOCs
and ILECs are part of its cost to provide services over its network.

In October 1996, the FCC adopted an order eliminating the requirement thay non-dominant carmiers such as
Buyers United maintain tariffs on file with the FCC for domestic interstate services. The FCC's order included a
deadline of August E, 2001 for non-dominant carriers to eliminate tariffs for interstate services. In March of 2001,
the FCC also ordered all non-dominant interexchange carriers to detariff intemnational interexchange services by
January 28, 2002. Pursuant to these orders, Buyers United has undertaken to transition its tariffs from the traditional
paper copies filed with the FCC to use of electronic versions posted on its web site.

The Telecom Act requires that cvery telecommunications carrict contribute, on an equitable and non-
discriminatory basis, to federal universal service mechanisms established by the FCC, subject to certain exclusions
and limitations, The federal Universal Service Fund provides subsidies to defray the costs of telephony services in
high—cost areas for low-income consurmners and helps subsidize telecommunications and Internet services for qualified
schools, libraries and rural health care providers. Our payments o the Universal Service Fund are based on a
percentage of our interstate and international telecommunications revenues and the contribution factor issued by the
FCC, which varies quarterly. The amounts contributed may be billed 10 customers.




State Regulation - State regulatory agencies have jurisdiction when our 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. A portion of our services may be classified as intrastate and therefore subject
to state regulation, generally administered by the state's public utifity commission {“PUC™). In most instances, we
are required to obtain certification from a state PUC before providing voice 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 secvices, the payment of regulatory fees, and the preparation and submission of ceports. If state
regulators or legislators change current regulations or adopt new regulations it may negatively impact our ability to
provide telecommunication services. : .

Competition

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

The U.S. 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 MCL. Buyers
United also competes with other national and regional long distance carriers that employ various means 1o attract
new subscribers, including television and other advertising campaigns, telemasketing 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. .

Buyers United competes on the basis of variety of services offered, customer billing and scrvice, and price.
Since we can access and.offer switched long distance rates from a number of providers, customers can select the rate
plan best suited to their needs without having to shop each long distance cerrier 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 atracted 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 agenis to self our services. By selling Buyers United services,
agents no longer have the burden of managing multiple contracts with many tclecommunications companies. Buyers
United 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 our 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
alliznces. Our failure to promote and maintain our brands successfully may result in slower growth, loss of
customers, loss of market share and loss of strategic alliances. Accordingly, we intend to continue pursuing an
aggressive brand-enhancement strategy, which includes promotional programs and public redations activities.

Employees

As of December 31, 2002, Buyers United employed a total of 140 persons. None of our employees is
represented by a labor union. We have not experienced any work stoppages and believe relations with our
employees are good.

Risk associated with our business

Our revenues and operating results may be negatively impacted by the pricing decisions of our
competitors and our providers. Our revenucs 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 our services so as 10
effectively compete 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
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that are perceived as competitive in conjunction with the other benefits we provide. Consequently, falling prices will
tikely result in lowering cur rates o custorrers, whick will reduce revenues. On the other hand, higher prices
charged by cur providers will cut into gross profit margies, particularty if our competition is unaffected by similar
costing decisions. To make up for potential reductions in either revenaes or profits, it would be necessary for us to
continuc to make sigaificant tncreases in our customer base from period w period, and there is no assurance that that
we will be successful in doing so.

Our substaptial debt adversely affects our operations and financial condition. At December 31, 2002,
tosal liabilities were $18,608.062, which included $3,887.803 of long-term debs, net of cusrent portion, that is due in
2004, A substantiat amoumnt of our cash flow from operations is used to service our debt rather than to promote and
expand our business, which adversely affects rasults of operations. We have not identified any outside sources of
financing that will enable us to refire of restructure our debt obligations, so there is uncertainty about our ability to
tmprove our financial condition in the future. These factors raise substantial doubt about our ability to cantinue as 2
goIng concem.

Recent bankruptey of two providers creates sneectainty regarding our operations. In 2002 and 2001,
loeg distance service provided by Global Crossing Ltd., accountesd for 40% and 31% of our cost of revenue,
tespectivety, and Yong distance service provided by MCI WorldCom, Inc., & subsidiary of WorldCom, Inc.,
accounted for 7% of our cost of revenue during 2002. Global Crossing Ltd. fited bankruptcy fn Janvary 20072, and
‘WorldCom, Inc:, filed bankruptey in July 2002. We have not experienced any disruption in service from the

providers and there has been no change in our reseller agresments, Nevertheless, the bankruptey proceedings create

uncerlatnty regarding the nature and pricing of fong distance service gvailable from these providers in the future.
Changes in service offerings by these providers or their successors in the future might result in less favorable reseller
arrangements than currently in place or farce us to rely an other providers that provide tong digtance service on fess
favorable terms, which could adversely affect our results of operations.

Qur success will depend on our ability to promste our name and service. Building recognition of our
brand names is benefical to atiracting additional customers, obtaining favorable reseller agreements with providers of
long distance and Infernet access, and establishing strategic relationships with businesses that can facilitate or
enhance our service offerings and marketing offorts, Qur failure to promote and waintaia our brand names -
successfully may resulf in slowed growth, Joss of cusiomers, loss of market share, and 10ss of strategic relationships.
We intond to pursue an aggressive brand nawme enhancement straiegy, which includes promotionat programs and
public relations activities, but our ability to do so will be limited by the capital we can generate internally or outside
sotrees to fund this efforr. We cannot assure yau that we will have the tesourees to promote our brand names as
fully as we would like, or that promating our brand names wili enable us to be competitive or improve our results of
operabons:

Disruptions in the operation of our technology could adversely affect our operations, We are
dependent on our computer databases, billing and account cornputer programs, fnternet network, and computer
hardware that houses these systems to effectively operate our business and market our services, Qur customerss and
providers may become dissatisfied by any systems failure that interrupls our abitity to provide our service to them,
Substantial or repeated system failures would significanily reduce the atractiveness of our services. Significant
disruption in the operation of these systems would adversely affect our business and resuits of operations.

Oner business could be materially harped i otr computer systems were damaged. Substantially all of
our network and communications systems are located ai cur offices in Bluffdale and Draper, Utsh. Fires, floods,
earthquakes, power losses, telecommunications failures, break-ins and similar events could damage these systems.
Computer viruses, electeonic break-ins, faman ervor, or other similar discuptive problems conld also adversely affect
our systems. We do not caury business interruption insurance. Accordingly, any sigrificant systems disruption coufd
have 2 material adverse effect on our business, fipancial condition, and results of operations.

Our success and the viahifity of the Internet as an information medium and commercial mackeiptace
will depend in tasge part upon the stability and mainfenance of the infrastructure for providing Internet
access and carrying Internet traffic, including the proper maintenance of root zone servers and domain name
zone servers. Faifure o develop a reliable network system or timely development and acceptance of complementary
products, such as high-speed access systems, could materiglty harm our business. In addition, the Internet could lose
its viability due to dalays in the development or adoption of new standards and protocols required 1o handle
increased fevels of Internet activity or due to increased goveramem regutation. If the Internet does no! remain a
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viable conduit for data and transactional traffic or the manner in which it now operates changes significantly, then
our business and results of operations may be adversely affected.

A fundamental requirement for online communications is the secure transmission of confidential
information over public networks. If third parties succeed in penetrating our network security or otherwise
misappropriate credit card or banking information, we could be subject to liability. Our liability could include
claims for unauthorized purchases with credit card or banking information, impersonation or other similar fraud
ciaims, as well as for 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.

We may have difﬁculty integrating our pending acquisitions. In the past our business had developed
through intemal growth. Consequently, we have no corporate experience with acquiring and integrating the assets
and operations of other businesses. It is likely the process of integration will require resources, management time,
additional employees, and modification of management practices and controls. If Buyers United s not able to
successfully complete the integration of the acquired assets, such failure could have a material adversc effect on its
business and operating results.

Our growth and results of operations are difficult to predict. Buyers United has experienced significant
growth, primarily through intemal growth and the purchase of customer accounts. The pending acquisitions of I-
Link and Touch America assets and customers will, if completed, substandally increase our operations. We have no
other acquisitions under consideration and cannot predict if or when another acquisition opportunity may present
itself. Consequently, it is not possible 10 predict with any certainty the growth of our business over the next year,
whether internally or through acquisitions. Qur abilily to continue our growth and profitability will depend on a
number of factors, including our ability to successfully integrate the assets of our pending acquisitions, 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 qur business may be hampered if we are unable to adapt and
expand our systems, procedures, and controls to support and manage our growth.

QOur development of enhanced Internet services could subject us to claims of patent infringement that
would adversely affect our results of operations. As a result of our management of the RTTP Network acquired from
I-Link, we intend to offer enhanced services enabied by the Intermet protocol of the network, such as fax to email. This
and other enhanced services offered by other parties have 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 or intend to 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 from sales of the enhanced services.

Concentration of ownership will adversely aflect your ability to have any impact on the policies and
management of Buyers United. A small group of our stockholders, including our directors, own beneficiatly more
than a majority of our outstanding common stock. As a result of such ownership, these persons will effectively have
the ability to control Buyers United, direct its business and affairs, and delay or prevent a change in control.

ITEM 2. DESCRIPTION OF PROPERTIES

Buyers United leases exccutive office space in Bluffdale, Utah, a suburb of Salt Lake City. The offices
consist of approximately 30,000 square fect. The current monthly lease rate is $31,519. The lease for office space
expires in January 2007, but we have an option to renew the lease for an additional three to five years.

In connection with the recent agreement to acquire the RTIP Network, Buyers United agreed to sublease
certain space occupied by the sellers, but subsequently negotiated a new lease arrangement for the space. Through
November 2004, Buyers United is leasing 14,339 square feet of space at 13751 S. Wadsworth Patk Drive, Draper,
Utah, at 2 monthly cost of $16,728. In consideration for entering into this agreement, the scllers agreed to subsidize
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a total of $36.232 in lease payments, which represents the difference between the amount of the griginal sublease
obligation of Buyers United and the monthly cost of the space under the new lease arrangement. In the event the
asset purchase transaction does not close, Buyers United has the right to terminate the lease arrangcmcnt without
further liability to the seliers or the landlord. ~

-Buyers United believes that the office space included in both facilitics s adequate for its anticipated needs
for at least the next 15 months.

ITEM 3. LEGAL PROCEEDINGS

On June .}4, 2001, a lawsuit was filed against Buyers United by Profitec, Inc., in New Haven, Connecticut.
Profitec asserted that it agreed to perform certain billing sefvices in 1999 for our telecommunication customers and
that we agreed 1o pay Profitec for such services. Profitec further claimed that we breached the contract by -
terminating the contract and failing to pay fees allocable under a “liquidated damage” provision for early -
termination. Profitec claimed damages in excess of $140,000, based upon the contract’s liquidated damage
provisions. We filed a general denial answer and asserted affirmative defenses, including breach of contract, failure
of consideration, and other issucs. We also filed a counter claim seeking damages for Profitec’s breach of the
contract. In November 2001, Profitec answered and denied the counter-claim. We reached an out-of-court
settlement on October 17, 2002 in which we agreed to.pay $17,500.

In June 2001, Buyers United entered into a joint sales agreement with Infotopia, Inc., a direct response -
marketer. In connection with the agreement, Infotopia loaned $5G0,000 to Buyers United. Subsequent 10 entering
into the sales agreement, the two companices decided not to pursue further any joint activity. In December 2001,
Buyers United negotiated-a settiement of the $500,000 loan in which Buyers United paid $120,000 and issued
35,000 shares of commoen 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, we recorded an
extraordinary gain on the carly extinguishments of the debt in the amount of $383,520. However, unbeknownst fo
us, during 2001 Infotopia allegediy entered into a General Security Agreement with Sea Spray Holdings, Lid., which
purportedly included the loan obligation. By letter dated November 22, 2002, Sea Spray asserted that it had 2
perfected security interest in the obligation and demanded payment as successor-in-interest to Infotopia. We
responded that Sea Spray did not have a perfected security interest since it did not take possession of the note
evidencing the obligation, and that the obligation was fully discharged under applicable provisions of the Uniform
Commercial Code. On February 21, 2003 Buyers United filed with the American Arbitration Association a Demand-
for Arbitration and Statement of Claim in order to resolve the dispute. On March 11, 2003 Sea Spray filed an action
against us in the Supreme Court for the State of New York, County of New York, case number 104468/03, secking
to enforce its security interest in the Infotopia note obligation through collection of the Note, and obtained ar order
1o show cause why the arbitration proceeding we instigaied should not be stayed in favor of resolving the dispute in
the state court proceeding. Before the stay issue was heard by the state court, we removed the entire action to the
Federal District Court, Southern District of New York, and we intend to file a motion to dismiss the action in favor
of proceeding with arbitration in Utah. We intend to defend this claim vigorously, but cannot predict at this time
how the dispute will cventually resolve.

On March 20, 2002, a shareholder filed a civil lawsuit in Salt Lake County alleging that in mid-2000 Buyers
United had offered to sell him 150,000 shares in the corporation for $300,000, and that we represented we had
received certain funds for promotion. The shareholder alleged that no such funds were available, that consequently
the value of his shares were reduced, and that he was seeking rescission of the stock purchase. We filed an answer to
the complaint denying the allegations and raising various affirmative defenses. The shareholder was then 1o initiate
dates for discovery and other procedures, but so far has failed to do so and has not otherwise made certain mandatory
disclosures under Utah law. Buyers United categorically denies the shareholder’s allegations, denies making
misrepresentations of any kind, and asserts the sharcholder's claims are baseless. Furthermore, we believe that
regardless of any such alleged claims, the shareholder has suffered no actual damages, and we intend to vigorously
defend the case in the event the shareholder resumes the discovery process.

Buyers United is the subject of cerain other egal matters, which it considers incidental to its business
activitics. It is the opinion of management, after discussion with legal counsel, that the ultimate disposition of these
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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 submitied the 2 vote of security holders during the quarter ended December 31, 2002.

PART I

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

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 asked prices, without
‘markup, markdown, commissions, or adjustments and may not represent actual transactions.

Catendar Quarter Ended: High Bid ($) Low Bid ($)
March 31, 2001 - 1.94 094
June 30, 2001 1.75 0.72
September 30, 2001 1.16 0.61
December 31, 2001 101 0.52
Calendar Quarter Ended: . High Bid ($) - Low RBid ($)
March 31, 2602 - 1.30 0.01
June 30, 20602 200 1.10
September 30, 2002 1.93 1.30
December 31, 2002 2.00 125

Since its inception, no dividends have been paid on the common stock. Buyers United intends to retain any
earnings 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 foresecable fiture. As of March 28, 2003, there were outstanding 1,865,000 shares of
Series A Convertible Preferred Stock and 537,800 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 28, 2003, there were approximately 4,500 holders of record of the.
common stock.

In December 2002, Buyers United issued an unsecured promissory note for $250,000 to an investor for the
purpose of continuing 10 fund referral fees paid 1o an unrelated Internet marketing company. The note bears interest
at 12%, payable monthly. Principal is also payable monthly based on 20% of billings collected during each monthly
billing period from new customers obtained through the Internet marketing company. vFinance Investments, Inc.
acted as agent for us in the placement of the note and was paid commissions of five percent of the loan proceeds,
plus 7,500 warrants to purchase one share of common stock. The warrants had a fair market value of $4,599.

In Pecember of 2002 BuyersUnited raised an additional $3,187,500 through the issuance of unsecured
promissory notes that was used in purchasing customers from Touch America. The Notes are unsecured and bear
interest at 10%, payable monthly. Principal is also payable monthly, based on 10% of billings collected during each
monthly bitling period from the acquired Touch America customers. vFinance Investments, Inc. acted as agent for
us in the placement of the notes and was paid commissions of five percent of the loan proceeds.

All of the aforementioned promissory notes were issued in reliance on the exemption from registration
provided by Section 4(2) of the Securities Act of 1933 or Rule 506 of Regulation D promulgated there under. Based
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on information provided by the investors, we believe each investor was an accredited investor within the meaning of
Rule 501 of Regulation D.

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 service options to business and residential customers. In the past we functioned
as an aggregator and reseller of telecommunications services provided by others, and intend to pursue and develop
this type of business. However, in December 2002 Buyers United entered into agreements to purchase and manage
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 real-time Internet protoco] communications network (RTIP Network). This
transaction will enable us to develop and offer enhanced services, such as fax to email, and transmit data and other
communication services for a portion of the journey over the RTIP Network rather than entirely through third party
providers. . )

We generate internal growth by pursuing multiple marketing aveaues, including using independent agents,
implementing promotional and rebate programs to attract customers, marketing through the Internet, and obtaining
customers from unretated marketing companies. In December 2002 we agreed to purchase approximately 70,000-of
the switched voice telecommunication customers of Touch America, which will result in a significant increase in our
customer base in 2003, We believe recent financial difficulties and uncertainty in the telecommunications industry
that arose in 2002 may result in opportunities to acquire customers from unrelated companies, and we intend to
remain open to these opportunities. However, at the present we are not evaluating any new acquisitions.

Results of Operations - Year Ended December 31, 2002 Compared to 2001

Revenues increased 110% during 2002 to $30.2 million as compared to $14.3 million during 2001. The
increase was due 10 a substantial increase in our customer base that was a direct result of obtaining more customers
through independent agents and referral arrangements with unrelated Internet marketing companies.

During 2002, Buyers United realized the benefit of its efforts in negotiating with its vendors during 2001 to
lower the cost of long distance service provided to customers. By offering to increase business volume to certain
levels, vendors agreed in exchange to offer lower rates. Accordingly, Buyers United continued concentrating
volume and new customer sign-ups with two of its largest long-distance wholesale carriers. At the begimning of
2001, Buyers United’s business was primarily placed with these two carriers, but continued to offer service to
customers through five different wholesale vendors. In response to the lower costs thus realized during 2002, we
continued to offer services to new customers, particularly those in the ageni-sponsored channels, at lower, more
competitive prices. As a result, costs of revenues for the year ended December 31, 2002 were $16.3 miilion, or 54%
of revenue, as compared to costs of $9.3 million, or 65% of revenue, for the year ended December 31, 200]. The
resultant gross profit margin for 2002 was higher at 46%, as compared to the margin of 35% experienced during
2001. Buyers United expects that gross margins will increasc during 2003, as it markets to all its customers the high-
margin, enhanced services it plans to provide using the RTIP Network technology. .

General and administrative expenses for 2002 increased 20% to $7.4 million as compared to $6.1 million
for the previous year. Approximately two-thirds of the increase stemmed from higher bad debt estimated write-offs
incidental to the increased level of revenue. The remaining increase resulted primarily from higher customer service
and support expenses, along with higher billing costs, all incidental to the increase in revenue. Offsetting these
higher amounts were decreased levels of maintenance and depreciation expenses stemming from terminating high-
cost equipment leases and writing off obsolete web-site development costs during 2001. As a result of the
combination of the above factors, total general and administrative expenses during 2002 were 24% of revenue, as
compared to 43% of revenuc for the prior year. Except for certain RTIP Network integration costs, Buyers United
anticipates lower levels of general administrative expenses, as a percentage of revenue, throughout 2003,
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Selting and promotion expenses far the year ended December 31, 2002 were $4.6 mitlion, an increase of
40% over the prior year’s expenses of $3.3 miltion. Virtoatly ail of the increase was directly related o the increase
in revenue during the 2002 year. Included in the increase were higher expenses for sales commissions, sales support
staff, and the amortization of deferred customer referral fees. Selling and prometion costs as a percentage of revenue
were 15% during 2002, as compared to 23% during the year ended December 31, 2005, We believe selling and
promotion expenses during 2003 will continue to decrease as a percentage of revenue.

During 2001, Buyers United reviewed its investment ia leased computer equipment and software, the
related ongoing maintenance expenses, and the costs primarily incurced in 2000 in connection with the creation of
various web sites designed 10 work with Oracle-based applications. We determined that we could achieve aur
growth objectives and strve existing and potential customers using a more economical equipment and software
solution. Accordingly, Buyers United negotiated with the equipment lessor to return the equipment and cancel the
lease. We also replaced our web site sofiware with newly developed programs designed to operate on an SQL-based
operating system and determined that the costs previously capitalized and associated with the returned equipment
and software no longer had a realizable value, The total cost of removing the unamortized book value of the lease
obligation, equipment, software, and capitalized web site development costs totaled $980,086 and was included in
operating expenses for the year ended December 31, 2001.

Interest income for 2002 was $17,980 as compared to $15,571 in 2001. The difference is attributable to the
higher amount of funds on hand during 2002. Interest expense for 2002 was $1.5 million as compared to $997,882
for 2001, an increase of 55%. The increase is attributable to the significant amount of additional debt financing
Buyers United had outstanding during 2002, which it raised 1o fund operations and take advantage of its online
marketing opportunity with an unrelated Internet marketing company. N

In December 26801, Buyers United recognized an extraordinary gain on the early extinguishment of debt of
$383,520. Earlier in the year, one of our noteholders sold the ohligation to an investment relations firm.
Subsequently, we negotiated a settlement with the investment relations firm. We paid $120,000 and issued 35,000
shares of commen stock in exchange for canceling the outstanding obligation plus $25,921 in accrued interest. The
stock had a fair market value of $22,401. The difference between the balance due, the cash paid and the fair market
vatue of the stock issued was recognized as a gain on early extinguishment of debt during 2001.

As a result of the above factors, Buyers United earned net income before preferred stock dividends of
$330,183 for the year ended December 31, 2002, as opposed to the net loss experienced during the prior year of $6.1
million. During 2002, preferred siock dividends amounted to $749,725 of 8% cumulative dividends on outstanding
Series A and B preferred stock. This compates to total preferred stock dividends during 2001 of $759.455,
consisting of $738,957 of 8% cumulative dividends on outstanding Series A and B preferred stock, and $20.498 of
preferred stock dividends refated 1o the beneficiat conversion feature associated with the issuance of the tast 110,000
Series B Prefesred shares in carly 2001.

" Liguidity and Capital Resources

Buyers United’s current ratio at the end of 2002 increased slightly to 0.51:1 from 0.48:1 at the end of 2001.

The reasons for the increase mainly resulted from the combination of nef increases in current assef amounts and
higher current liability amounts, alf related primarily to higher revenues and increased debt financing. Restricted
cash decreased over the 2001 level due 1o the timing of weekly draws on restricted accounts by the finance company
that provides our line of credit. The line of credit agreement requires control over certain bank accounts to which
customer paymenis are remitted as part of the repayment tertns. While this cash eventually repays the debt
obligation with the balance transferring to us, due to the controlled rature of the account it is reflected on the balance
sheet as being “restricted.” Accounts receivable increased 149% due to higher revenue levels. Debt levels decmed
current (other than the line of credit) rose 508%, due to the significant increase in debt financing (discussed more
fully below) raised during the year. Accounts payable rose 47% since a year earlier, due to higher revenue and
related operating payabile increases. Accrued liabilities increased 47% duc mainly 1o increases in accrued intesest
angd payroll costs at year-end, relating fo the increases in debt financing and higher employee levels. Accrued rebates
and commissigns rose 52% at the end of 2002 as compared 1o the previons year due 1o the increase in revenues.

On May 25, 2002 Buyers United renewed for another year its account receivable financing apreement with

RFC Capital Corporation, and paid a $50,000 commitment fee at that time. The facility allows Buyers United to
obtain Gnancing on its ¢ligible accounts receivable. including unbitled receivables and regular monthiy billings.
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Interest during 2002 was at prime plus 6%. At December 31, 2002, Buyers United had financed the maximum
amount available based on eligible accounts receivable at that time, which amounted to $1,276,252. The facility
requires us to maintain a restricted cash account for the collection of the receivables. As of December 31, 2002 we
had $584,002 of restricted cash. On Jaauacy 21, 2003, Buyers United and RFC Capital amended the facility to
increase the available borrowing limit to $5 million, and decrease the interest rate to prime plus 3%. The amendment
also extended the facility to January 21, 2006,

As of December 31, 2002, Buyers United had several unsecured promissory notes payable to its officers
and members of the Board of Directors totaling $2.957,498. All bear interest at a rate of 12%, with interest on % of
the notes accruing monthly until July 2003, when such accrued interest is due. Interest on the remaining notes is
payable monthly. All the notes mature in 2004, except for notes aggregating $79,998 which are due in July 2003.

By the end of February 2003, another $500,000 in notes were ussuod (3400,000 to Directors) with interest payabie
monthly at 12%, and all maturing by the end of 2004.

Staning in October 2001 through December 2002, Buyers United raised a totat of $5,065,000 via
promissary notes for working capital and to fund payment of up-front referral fees for new customers obtained via an
unrelated Internet marketing company. All the notes carry essentially the same terms. They ere unsecured and bear
interest at 10% to 12%, payable monthly. Principal is also payable monthly, based on 20% to 40% of billings
collected during each monthly billing period from a specific group of existing customers or from any new customers
referred to us via the Internet marketing company. No principal repayments were made during 2001, but $1,829,835
in principal was repaid during 2002. Included in that amount was $600,000 of the carliest notes that were
completely repaid. Inasmuch as principal payments could vary over time, we believe the principal will be repaid
over a period of approximately one year from the time the notes were issued. Accordingly, the entire $3,235,165 _
amount (less applicable discounts relating to issuance costs} outstanding at December 31, 2002 is classified as
current on the accompanying balance sheet. Up through the end of March 2003, we had repaid additional pnncupal
in the amount of $805,534.

In December of 2002 Buyers United issued $3,187,500 in promissory notes for cash used in purchasing
customers from Touch America. The notes are unsecured and bear interest at 10%, payable monthly. Principal is
also payable monthly, based on 12.24% of billings collected during each monthly bitling period from the acquired
Touch America customers. We believe that these notes will most likely be repaid over a period of approximately
eighteen months. Accordingly, one-third of the amount outstanding is classified as long-term debt.

As of December 31, 2002, Buyers United had a $1,050,000 note payahle to an individual bearing interest at
18%, payable monthly. The note was paid and settled in February 2003 in exchange for $250,000 in cash, 50,000
shares of Buyers United common stock valued at $92,500, and a new $800,000 promissory note. The new note is
unsecured and bears interest at 10%, payable monthly. Principal is paid in an amount equal to 20% of a specific
group of customer billings collected during the preceding calendar month.

During the years ended December 31, 2002 and 2001, Buyers United's net 1oss applicable to common
stockholders was $419,542 and $6,827,484, respectively. As of December 31, 2002, we had a working capital
deficit of $7,276,814 and an accumulated deficit of $26,050,671. During the years ended December 31, 2002 and
2001, our operations nsed $1,678,158 and $4,145,290 of cash, respectively. Although management believes Buyers
United’s financial condition is steadily improving, these matters raise substantial doubt about our ability to continue
as a going concern. The financial statements do not include any adjustments relating to the recoverability and
classification of asset carrying amounts or the amount and classification of liabilities that might result should we be
unable to continue as a going concern.

During 2001 we began several cost-reduction initiatives, which continued into 2002, The net result of these
efforts resulted in operating expenses (unrelated 10 costs of revenue and termination of lease and web-site costs) -
decreasing as a percentage of revenue from 66% during 2001 to 40% during 2002. In addition, our revenues
increased 110% during 2002 as compared 10 2001.

On December 6, 2002, Bayers United entered into agreements to purchase and manage the RTIP Network.
In connection with the transaction, Buyers United agreed to sublease certain space occupied by the seliers, but
subsequently negotiated a new lease arrangement for the space. Buyers United is lcasing an additional 14,339 square
feet of space through November 2004, at a monthly cost of $16,728. In consideration for entering into this
agreement, the sellers agreed to subsidize a total of $36,232 in lease payments. In the event the asset purchase
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wransaction does not close, Buyers United has the right to terminate the lease arrangement without further liability to
the Sellers or the landlord. ’

On December 20, 2002, Buyers United entered into an agreement with Touch America to purchase
approximately 70,000 of its switched voice telecommunication customers. Buyers United made an initial payment of
$3,000,000 to Touch America. The original purchase price was $6,750,000, but the parties are now attempting to
ncgotiate a reduction in the purchase price due to errors and other discrepancies the parties subsequently discovered
in the list of accoumts sold 1o Buyers United. The balance of the final purchase price will be paid in monthly
increments based on a percentage of revenue generated by the acquired customer accounts. The conditions for
closing the purchase were satisfied in March 2003:

As a result-of these two transactions, Buyyers United anticipates revenue during 2003 to increase
significantly. At the same time, we are currently engaged in streamlining RTIP Network operations, integrating
Touch America customers into our bitling and customer service business model, and working with our wholesale

+ providers to achieve lower costs of revenue. Accordingly, we believe we will achieve increased proﬂtablltty dunng
the year ending December 31, 2003.

Forward-!oohng statements

The Private Securities Litigation Reform Act of 1985 provades a safe harbor for forward-looking statements
made by Buyers United. All statements, other than statements of historicai 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 mattérs are forward-looking
statements. Any one or a combination of factors could materially affect Buyers United's operations and financial
condition. 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. Forward-looking statements made
by Buyers United are based on knowledge of its business and the envitonment 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. FINANCIAL STATEMENTS

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

ITEM 8. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON
ACCOUNTING AND FINANCIAL DISCLOSURE

None.

PART 111

The information required by each of the Items listed below is incorporated herein by reference to the
definitive proxy statement of Buyers United for the 2003 annual meeting of stockholders:

Information required by “Item 9. Directars, Executive Officers, Promoters and Contro! Persons;
Compliance with Section 16{A) of the Exchange Act,” is incorporated by reference to the proposed caption
“Directors and Executive Officers™ in the proxy statement;

Information required by “Item 10. Executive Compensation,” is incorporated by reference to the proposed
caption “Executive Compensation™ in the proxy statement;
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Information required by “Item 11. Secarity Ownership of Certain Beneficial Owners and Management,” is
incorporated by reference 1o the proposed caption “Security Ownership of Management and Principal Stockholders™
in the proxy statement; and

Information required by “Item 12. Certain Relationships and Related Transactions,” is incorporated by
reference to the proposed caption “Certain Relationships and Related Transactions™ in the proxy statement.

ITEM 13,
EXHIBITS AND REPORTS.ON FORM 3-K

Exhibits

Copies of the following documents are included as exhibits to this Form [C-KSB pursuant to Item 601 of
Regulation 3-B.

Exhibit
Mo. Title of Document Location*
3.1 Certificate of Incorporation Form 10-SB
32 < Certificate of Designation of Preferred Stock Form 10-SB
33 - By-Laws Form 10-SB
34 Series B Prefemred Stock Designation 2000 Fm10KSB
4.1 Form of Registration Rights Agrecment 2000 Fm10KSB
10.2 Form of Sales Agent Agreement 2000 FmlOKSB
103 Form of Warrant issued to lenders 2000 Fm10KSB
10.4 Form of Warrant issued as part of units with Seriés B 2000 Frn10KSB
Preferred Stock
103 Form of option for exnployees and directors 2001 Fml10KSB
10.6 REC Agreement 2001 Fmi0KSB
10.7 Agreement with LowerMyBills.com 2001 Fm10KSB
10.9 Long-Term Stock Incentive Plan Form 10-SB
10.10 Asset Purchase Agreement dated December 6, 2002, with I-Link
Communications, Inc. and I-Link Incorporated, without exhibits
10.11 Management Agreement dated December 6, 2002, with 1-Link
Communications, [nc.
10.12 Assignment Amendment and Release Agreement dated
December 6, 2002, with 13751 S. Wadsworth Pack Dr., LLC, I-
Link Incorporated, and [-Link Systems, Inc.
10.13 Asset Purchase Agreement dated December 20, 2002 with Touch

America, Inc., without exhibis
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10.14 Management Agreement dated December 20, 2002 with Touch

America, Inc.

10.15 Form of note agreement issued April to August 2002 to
notcholders

10.16 Form of warrant agreement issued to certain noteholders

10.17 Form of note agreement issued on December 20, 2002 1o the
noteholders who provided financing for the Touch America
deposit

10.i8 Promissory Note dated February 28, 2003 issued ta George
Brimbhall

21.1 List of Subsidiaries 1999 Fmi10KSB

99.01 Centification Pursuant to 18 U.S.C. Section 1350, as Adopted

Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

* Exhibits identificd as in the “Form 10-SB™ are incorporated herein by this reference to the Registration
Statement on Form 10-5B filed by Buyers United with the Securities and Exchange Commission on August 3, 1999.
Exhibits identified as in 1999 Fm 10KSB™ are incorporated herein by this reference to the annual report on Form

10-KSB for the year ended December 31, 1999, filed April 14, 2000. Exhibits identified as in “2000 Fm 10KSB”
are incorporated herein by this reference to the anmuat report on Form 10-KSB for the year ended December 31,
2000, filed April 10, 2001. Exhibits identified as in “2001 Fm 10KSB™ are incorporated herein by this reference to
the annual report on Form 10-KSB for the year ended December 31, 2001, filed April 16, 2002.

Form 8-K Filings

On December 23, 2003 Buyers United filed with the Securities and Exchange Commission a report on Form
8-K reporting under “Item 5. Other Events™ that it entered into an asset purchase agreement with I-Link Incorporated
and [-Link Communications, Inc., on December 6, 2002, and entered into a separate asset purchase agreement with
Touch America, Inc., on December 20, 2002.

ITEM 14.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 26, 2003. 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, 2002.

Subsequent to March 26, 2003, through the date of this filing of Form 1G-KSB for the year ended December
31, 2002, there have been no sigunificant changes in Buyers United’s internal controls or in other factors that could
signiftcantly affect these controls, including any significant deficiencies or material weaknesses of internal controls
that would regquire corrective action.
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SIGNATURES

In accordance with Section 13 or 15(d) of the Exchange Act, the registrant cansed this report to be signed onits
behalf by the undersigned thereunto duly authorized.

BUYERS UNITED, INC.

Date: April 14, 2003 By: /s/ Theodore Stern, Chief Executive Qfficer
Date: Apdil i4, 2003 By: fs/ Paul Jarman, Chief Financial Qfficer

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.

Date: Apnil 14,2003 /s/ Theodore Stern, Director
Date: April 14, 2003 ) . /s/ Steve Barnett, Director

Date: April 14,2003 s/ Smith, Director

Date: April 14, 2003 {s/ Edward Dallin Bagley, Director
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CERTIFICATE

CERTIFICATION PURSUANT TQ.SECTION 302 OF THE SARBANES-OXLEY ACT

I, Thecdore Stern, certify that:
% I have reviewed this annual report on Form 10-KSB of Buyers United, Inc.

2, Based on my knowledge, this annual 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 antwal report:

3. Based on my knowledge, the financial statements, and other financial information included in this annuat
report, fairly present in all material respects the financial condition, results of aperafions and cash flows of the
registrant as of, and for, the periods presented in this annual report;

4, The registrant’s other certifying officers and I are responsible for establishing and maintaining disclosure
controls and procedures {as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and have:

a) designed such disclosure controls and procedures ta ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report 1s being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within
90 days prior to the filing date of this annual report (the “Evaluation Date™); and

<) presented in this annual report cur conclusions about the effectiveness of the disclosure controls
and procedures based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to the
registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent
functions):

a) all significant deficiencies in the design or operation of internal controls which could adversely
affect the registrant’s ability to record, process, summarize and report financial data and have
identified for the registrant’s auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s intermal controls; and

6. The registrant’s other certifying officers and I have indicated in this annual report whether or not there were
significant changes in internal controls or in other factors that could significantly affect internal controls subsequent
to the date of our most recent evaluation, including any corrective actions with regard to significant deficiencies and
material weaknesses.

Date: April 14, 2003 By: fs/ Theodore Stern, Chief Executive Officer
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CERTIFICATE

CERTIFICATION PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT

I, Paul Jarroan, certify that:
1. 1 have reviewed this annual report on Form 10-KSB of Buyers United, Tnc.

2 Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit
to state a2 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 annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual
report, fairly present in ait material respects the financial condition, resulis of operations and cash flows of the
- registrant as of, and for, the periods presented-in this annual report;

4. The registrant’s other certifying officers and 1 are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and have:

a) designed such disclosure controls and procedures to ensure that material information relating to the
registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report is being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within
90 days prior to the filing date of this annuzl report (the “Evaluation Date™); and

c} presented in this annual report our conclusions about the effectiveness of the disclosure controls
and procedures based on our evaluation as of the Evaluation Date;

5. The registrant’s other centifying officers and I have disclosed, based on our most recent evaluation, w the

registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent
functions):

a) all significant deficiencies in the design or operation of internal controls which could adversely
affect the registrant’s ability to record, process, summarize and report financial data and have
identified for the registrant’s auditors any material weaknesses in internal controls: and

b) any fraud, whether or not material, that involves management or other employces who have a
significant role in the registrant’s internal controls; and

6. The registrant’s other certifying officers and [ have indicated in this annual report whether or not there were

significant changes in intemnal controls or in other factors that could significantly affect internal controls subsequent

to the date of our most receat evaluation, including any corrective actions with regard to significant deficiencies and
material weaknesses.

Date: April 14, 2003 By: s/ Paul Jarman, Chief Financial Officer
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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 31, 2002 and the related consolidated statements of operations,
stockholders' deficit, and cash flows for each of the two years in the period ended December 31,
2002. 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 anditing 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 censolidated financial statements referred to above present fairly, in all material
respects, the financial position of Buyers United, Inc. and Subsidiary as of December 31, 2002 and
the results of their operations and their cash flows for each of the two years in the period ended

December 31, 2002 in conformity with accounting principles generally accepted in the United States
of America.

The accompanying financial statements have been prepared assuming that the Company will
continue as a going concern. As discussed in Note 1 to the financial statements, the Company has
suffered recurring losses from operations, deficit cash flows from operations, negative working
capital, and has a net capital deficiency. These results as reported in the accompanying financial
statements raise substantial doubt about the Company’s ability to continue as a going concern.
Management’s plans in regard to these matters are also described in Notel. The financial
statements do not include any adjustments that might result from the outcome of this uncertainty.

Crowe Chizek and Company LLC

Qak Brook, Illinois
March 14, 2003




BUYERS UNITED, INC. AND SUBSIDIARY
CONSOLIDATED BALANCE SHEET

December 31, 2002
ASSETS
Current assets:
Cash $ 994360
Restricted cash 584,002
Accounts receivable, net of allowance for doubtful accounts of $1,425,000 5,650,214
Other current assets 214,869
Total current assets 7,443,445
Property and equipment, net ' 540,578
Deposit to purchase Touch America customers 3,000,000
Deferred advertising costs, net 1,776,124
Other assets 384,801
Total assets _ $13,144,948

LIABILITIES AND STOCKHOLDERS' DEFICIT

Current liabilities: _
Line of credit $1,276,252
Notes payable : 6,099,580
Accounts payable : 5,700,753
Accrued liabilities 772347
Accrued dividends payable on preferred stock 377,688
Accrued commissions and rebates 493,639
Total current liabilities 14,720,259
Notes payable ) ‘ 3,887,803

Total liabilities ' 18,608,062

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 $3,730,000) 187

Series B 8% cumulative convertible preferred stock; 553,800 shares

issued and outstanding (liquidation value of $5,538,000} 55
Common stock, $0.0001 par value; 100,000,000 shares authorized;

5,985,262 shares issued and outstanding 599
Additional paid-in capital 16,019,376
Warrants and options outstanding 4,592,514
Deferred consulting fees {25,174)
Accumulated deficit {26,050,671)

Total stockholders' deficit {5.463,114)
Total liabilities and stockholders’ deficit $13,144,948

See accompanying notes to consolidated financial statements.
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BUYERS UNITED, INC. AND SUBSIDIARY

CONSOLIDATED STATEMENTS OF OPERATIONS
Years ended December 31, 2002 and 2001

Revenues:

Telecommunications services

Other

Total revenues

Operating expenses:

Costs of revenues
General and administrative
Selling and promotion

Termination of lease and write-off of web-site development costs

Total operating expenses

Income (loss) from operations

Other income (expense):

Interest income
Interest expense

Total other expense, net

Income {loss) before extraordinary item

Extraordinary gain on early extinguishment of debt

Net income (loss}

Preferred stock dividends:
8% dividends on Series A and B preferred stack

Beneficial conversion feature related to Series B preferred stock

Total preferred stock dividends

Net loss applicable to common stockholders

Basic and diluted net loss per common share:

Net loss applicable to common stockholders before extraordinary

itern

Extraordinary gain on early extinguishment of debt

Net loss applicable to common stockholders

Weighted average common shares outstanding:
Basic and diluted

2002 2001
$ 30,110,528 14,256,990
52,922 84,987
30,163,450 14,341,977
16,295,201 9,348 215
7,365,569 6,163,505
4,646,029 3,319,409
- 980,086
28,306,799 19,811,215
1,856,651 (5,469,238)
17,980 15,571
(1,544,448) {997,882)
{1,526,468) {982,311)
330,183 (6,451,549)
- 383,520
£ 330,183 (6,068,029)
(749,725) (738,957)
« (20,498}
(749,725) (759,455)
$  (419,542) (6,827,484)
$ .07y (1.57)
- 0.08
$ (0.07) (1.49)
5,740,811 4,583,698

See accompanying notes to consolidated financial statements.

F-4




BUYERS UNITED, INC. AND SUBSIDIARY
CONSQLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY (DEFICIT)
Years ended December 31, 2002 and 2001

Additional Wartants/ Deferred
Preferred Stock Common Stock Paid-in Options Consuiting  Accumulated
Shares  Amount Shares Amount Capital Outstanding Fees Deficit Total
Balance at Decernber 31, 2000 2,328800 §$ 233 3088940 § 399 $i 13,005,703  $ 4,073,144 S (98,145) § (18,803,645) §$ (1,822,311)

Issuance of common shares for services - - 148,305 15 104,572 - - . 104,587
Issuance of common shares with consulting

agreement - - 100,000 10 124,950 - (125,000) - -
1ssuance of common shares in connection

with debt extinguishment . - 35,000 4 22,397 - - - 22 401
Conversion of preferred shares to common (5,000} - 5,000 - - - - - -
issuance of common shares in connection

with notes payable - - 430,000 43 360,130 . - - 260,173
Issuance of warrants for services and with

consulting agreements - - - - - 54,515 - - 54,515
Amartization of deferred consulting fees - - - - - - 45,774 - 45,774
Issuance of warrants with notes payable - - - - - 32239 - - 32,239
Issuance of common stock for debt guarantee - - 100,000 10 144,950 - - - 145,000
Imputed interest on notes payable - - - - 25,500 - - . 25,500
Issuance of Series B preferred stock and

watrants, net of offering costs 110,000 11 - - 797,588 30240 - - 1,100,000
Beneficial conversion dividend on Seties B

preferred stock - - - - 20,498 - - (20,498) -
Cancellation of options issued for services - - - - - {78,965) 78,965 -

Preferred stock dividends - - - - - (738,957) (738,957)

Issuance of common shares as payment of

preferred stock dividends - - 504,884 50 584,487 - - - 584,537

Net loss - - - - - - - (6,068.029) (6,068,029)

Balance at Decernber 31, 2001 2433800 § 244 5,312,629 § 531 $ 15,190,855 S 4,383,334 5 (98,406) § (25,631,129) $ (6.154,571)
(Continued)
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BUYERS UNITED, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY (DEFICIT) - (Continued)
Years ended December 31, 2002 and 2001

Balance at Decernber 31, 2001

Conversion of preferred shares to common

Issuance of common shares in connection
with notes payable

Issuance of warrants for services and with
consulting agreaments

Amortization of defecred 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 dividends

Net incorme

Balance at Decemnber 31, 2002

Additional Warrants/ Deferred
Preferred Stock Common Stock Paid-in Options Consulting  Accumulated
Shares  Amount  Shares  Amount Capital Qutstanding Fees Deficit Total
2433800 S 244 5312629 § 531 S 15190855 $ 4383334 § (98406) $ (2563L129) 8 (6,154571)
(15,000) @ 55,000 6 | @ - - - .
- . 17,998 2 18,796 - . . 18,798
) A ) ) . 102,118 - . 102,118
. N ) ; - - 73232 - 73,232
. - . . - 232,259 - - 232,259
- . 25,000 3 30,747 - - - 30,750
. X . . 28,686 - . - 28,686
- . . - - (125,197) - - (125197)
. ] . . - - - (749,725) (749,725)
- 574,635 57 750,296 . - - 750,353
- . - - - - - 330,183 330,183
2,418800 $ 242 5985262 5 599 $ 16019376 § 4592514 $ (25174) § (26,050,671) $ (5463,114)

See accompanying notes to consolidated financial statements.
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BUYERS UNITED, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS
Years ended December 31, 2002 and 2001

Cash flows from operating activities:
Net income {loss)
Adjustments to reconcile net loss to net cash provided by {used in)
operating activities:
Extraordinary gain on early extinguishment of debt
Depreciation and amortization
Interest expense resulting from issuing stock and warrants with notes
Amortization of discount on notes payable
Amortization of note financing costs
Amortization of deferred consulting fees
Services rendered in exchange for shares of common stock
Expense related to the grant of options to purchase common shares
Termination of lease and write-off of web-site development costs
Changes in operating assets and liabilities: '
Accounts receivable ' -
Other assets
Checks in excess of available cash balances
Accounts payable
Accrued commissions and rebates
Accrued liabilities

Net cash provided by (used in) operating activities

Cash flows from investing activities:
Increase in other assets
Purchases of property and equipment
Deposits to purchase Touch America customers

Net cash used in investing activities

Cash flows from financing activities:
Change in restricted cash
Net borrowings under line of credit
Borrowings under notes payable, net of debt issuance costs
Principal payments on notes payable
Principal payments on capital lease obligations
Issuance of preferred /common shares for cash, net of offering costs

Net cash provided by financing activities-
Net increase in cash
Cash at the beginning of the period
Cash at the end of the period

{(Continued)
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2002 2001
$ 330,183 $(6,068,029)
- (383,520)
1,191,196 766,869
28,686 255,623
237,444 6,140
174977 - 169,154
73,232 45,774
- 104,587
(23,079) 54,515
- 980,086
(3,378,341) (724,591)
(2,379,009) (112,176)
(186,866) 186,866
1,821,236 - 430,271
168,861 249,244
263322 (106,103)
(1,678,158) (4,145,290)
{194,915) (63,535)
(317,399) (213,145)

{3,000,000) -
(3.,512,314) (276,680)
106,310 (462 ,542)
702,080 574,172
7,818,850 3,833,750
(2,297 351) (120,000)
(202,157) (500,358)
. 1,097,223
6,127,732 4,422,245
937,260 275
57,100 56,825
$ 994,360 5 57,100




BUYERS UNITED, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS ~ (Continued)
Years ended December 31, 2001 and 2000

2002

Supplemental cash flow information:

Cash paid for interest , $ 890,490 $
Supplemental schedule of noncash investing and financing activities: ‘

Issuance of common shares in payment of preferred stock dividend $ 750,353 $

Issuance of common shares in payment of deferred services -

Issuance of common shares in payment of deferred financing costs 18,793

Issuance of comumon shares in extinguishment of debt -

Issuance of warrants with promissory notes 232,259

‘Beneficial conversion dividend on Series B preferred shares -

Accrual of dividend payable on preferred stock 749,725

Assets acquired under capital lease arrangements -

Issuance of common shares for supplier guaranty 30,750

See accompanying notes to consolidated financial statements.
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584,537
125,000
222075
22,400
32,239
20,498 .
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BUYERS UNITED, INC.
CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2002 and 2001

NOTE 1 - DESCRIPTION OF THE COMPANY AND NATURE OF OPERATIONS

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. The Company was formerly
known as Linguistix, Inc., Buyers United Intemational, Inc., BUI, Inc., and BuyersOnline.com,
Inc. In 2001, the Company changed its name to Buyers United, Inc., the same name as its
dormant, wholly owned Utah subsidiary. The Company merged the subsidiary into the parent
entity during 2002. At the time of the name change, the Company’s trading symbol also
changed to "BYRS." o

The Company is a consumer buying organization with the objective of providing high quality
consumer products and services at favorable prices to its members. The Company forms
strategic alliances with various consumer service providers in an effort to combine the
purchasing power of its members to negotiate favorable prices from these providers. During
the years ended December 31, 2002 and 2001, the Company primarily provided discounted long
distance telecommunication services to its members.

On December 6, 2002, Buyers United entered into an 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 real-time Internet protocol communications network
(RTIP Network). The assets acquired include dedicated equipment required for operating the
RTIP Network, customers of I-Link serviced through the network, and certain trademarks. In
consideration for the assets and software license, Buyers United agreed to issue to I-Link
300,000 shares of Series B Convertible Preferred Stock and assume certain liabilities.
Completion of the purchase is subject to obtaining government and third-party approvals, and
obtaining releases of third party security interests in the assets. The parties are pursuing efforts
to satisfy these closing conditions for the purchase of assets, but cannot predict when or if the
conditions will be satisfied and the transaction closed. Since this transaction has not closed, the
effects of this transaction have not been reflected in the accompanying financial statements.

Concurrently with the agreement for the purchase of I-Link assets, I-Link and Buyers United
entered into transition and management agreements pursuant to which Buyers United was
appointed to manage all of the assets to be acquired from I-Link pending the closing of the
purchase. Under the agreements, Buyers United assumed responsibility for day-to-day
operation of the RTIP Network previously operated by I-Link that is to be sold to Buyers
United, is responsible for all customer billing and collection, has the right to use the RTIP
Network to provide telecommunications service to its customers, and is entitled to receive a
management fee equal to 10 percent of revenue generated from I-Link customers after the
payment of all expenses of the RTIP Network and providing service to such customers. Since
the revenues generated and expenses paid are not legally the Company’s the net impact of
these items is reflected in other liabilities and operating expenses in the accompanying financial
statements.

(Continued)
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BUYERS UNITED, INC.
CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2002 and 2001

In connection with the transaction, Buyers United agreed to sublease certain space occupied by
I-Link, but subsequently negotiated a new lease arrangement for the space. Buyers United is
leasing through November 2004, 14,339 square feet of space at 13751 S. Wadsworth Park Drive,
Draper, Utah, at a monthly cost of $16,728. In consideration for entering into this agreement, I-
Link agreed to subsidize a total of $36,232 in lease payments, which represents the difference
between the amount of the original sublease obligation of Buyers United and the monthly cost
of the space under the new lease arrangement. In the event the asset purchase transaction
- between Buyers United and I-Link does not close, Buyers United has the right to terminate the
lease arrangement without further liability to I-Link or the landlord.

On December 20, 2002, Buyers United entered into an agreement with Touch America, Inc., a
subsidiary of Touch America Holdings, Inc., to purchase approximately 70,000 of the switched
voice telecommunication customers of Touch America, including the carrier identification code
used to service those customers. Buyers United did not purchase any accounts receivable,
equipment, or other assets of Touch America. Buyers United agreed to pay to Touch America
account receivable balances that predate the sale as collected by Buyers United, subject to
certain fees payable to Buyers United. Buyers United made an initial payment of $3 million
dollars to Touch Arfierica. The original purchase price was $6,750,000, but the parties are now
attempting to negotiate a reduction in the purchase price due to errors and other discrepancies
the parties subsequently discovered in the list of accounts sold to Buyers United. The balance
of the final purchase price will be paid in monthly increments based on a percentage of revenue
generated by the acquired customer accounts. Since the transaction had not yet closed as of
December 31, 2002, no additional amounts have been reflected in the accompanying balance
sheet. The conditions for closing the purchase were satisfied in March 2003.

During the years ended December 31, 2002 and 2001, the Company's net loss applicable to
common stockholders was $419,542 and $6,827,484, respectively. As of December 31, 2002, the
Company had a working capital deficit of $7,276,814 and an accumulated deficit of $26,050,671.
During the years ended December3l, 2002 and 2001, the Company's operations used
$1,678,158 and $4,145,290 of cash, respectively. These matters raise substantial doubt about the
Company's ability to continue as a going concern. The financial statements do not include any
adjustments relating to the recoverability and classification of asset carrying amounts or the
amount and classification of labilities that might result should the Company be unable to
continue as a going concern.

During 2001 the Company began several cost-reduction initiatives, which continued into 2002.
The net result of these efforts resulted in operating expenses (unrelated to costs of revenue and
termination of lease and web-site costs} decreasing as a percentage of revenue from 66% during
2001 to 40% during 2002. In addition, the Company’s revenues increased 110% during 2002 as
compared to 2001.

{Continued)
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BUYERS UNITED, INC.
CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2002 and 2001

~ The Company is subject to certain risk factors frequently encountered by companies lacking
. adequate capital and are continuing the development of multiple business lines that may
impact its ability to become a profitable enterprise. These risk factors include:

a) The consumer buying organization industry is characterized by intense competition,
and many of the Company’s competitors are substantially larger than the Company
with greater financial and other resources. In addition, the Company is currently
marketing - telecommunications services, including long distance services, to its
members. The U.S. long distance telecommunications industry is highly competitive
and significantly influenced by the marketing and pricing strategies of the major
industry participants, which are significantly larger than the Company and have
substantially greater resources.

b) The Company‘s relationship marketing system is or may be subject to or affected by
extensive govemment regulation, including without limitations, state regulation of
marketing practices and federal and state regulation of the offer and sale of business
franchises, business opportunities, and securities. Long distance telecommunications
carriers currently are subject to extensive federal and state government regulation.

NOTE 2 - 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 from these estimates. Significant estimates include
the allowance for doubtful accounts.

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
services are recognized upon providing the services to the customers

Restricted Cash: In accordance with the Company's agreements with RFC Capital Corp.
{(Note 4) and with certain vendors, the Company maintains a restricted cash account for the

{(Continued)
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BUYERS UNITED, INC.
CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2002 and 2001

collection of the Company's receivables. As of December 31, 2002, the Company had: $584 002
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 for uncollectible amounts. The
gross receivable balance outstanding as of December 31, 2002 is comprised of the following:

Billed amounts - $ 4,524,390

Unbilled amounts 2,550,824
$ 7075214

Finance charges are assessed to accounts once the amount owed is past due based on their
. specific terms. The amount of trade receivables billed and outstanding that are not being

assessed finance charges are $2.2 million. The amount of trade receivables that are past due
" more than 90 days and still accruing fees are approximately $700,000.

The allowance for doubtful accounts is estimated by management and is based on specific
information about customer accounts, past loss experience, and general economic conditions.
During the three months ended December 31, 2002 the Company recorded a $400,000
adjustiment to increase the allowance for doubtful accounts. 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 for the Costs of
Computer Software Developed or Obtained for Internal Use,” the Company capitalizes certain
costs inclirred for the development of internal use software. These costs include the costs
associated with coding, software configuration, upgrades, and enhancements. In March 2000,
the Emerging Issues Task Force issued its consensus on Issue No. 00-2, "Accounting for Web
Site Development Costs.” Of such costs the Company disposed of significant amounts during
" 2001, and capitalized approximately $127,000 during 2002.

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

Computer and office equipment 2 to 3 years
Internal-use software and web site development costs 2 years
Fumiture and fixtures 3t0 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 $29,781 and $66,455 for the years ended December 31, 2002 and 2001,
respectively.
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In addition to the traditional advertising means noted above, the Company participates in a
direct response advertising campaign with LowerMyBills.com, Inc. (LMB), a web-based
comparison shopping service. Through this campaign, the Company’s name and the services it
provides are displayed on LMB's web site. The Company is obligated to pay LMB a referral fee

when a customer signs up for services through LMB's web site. The fees associated with this -

advertising campaign were deferred and aggregated $2,579,307 during the- year ended
December 31, 2002. These fees have been amortized over the period during which the future
benefits are expected to be received, which was 24 months at December 31, 2002. The fees and
related accumulated amortization of $3803,183 was included with other assets as of
December 31, 2002.

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, 2002 and 2001 was
$237,446 and $149,104, respectively, and are included in interest expense. The remaining
amortization period for these costs is less than two years as of December 31, 2002.

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 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 and earnings per share if expense was measured using the fair value
recognitions provisions of SFAS No. 123, “ Accounting for Stock-Based Compensation™:

2002 2001
Net loss applicable to common stockholders:
As reported $ (419,542) $(6,827,484)
Pro forma stock-option based compensation (748 857) {710,762)

Pro forma net loss applicable to common stockholders  $(1,168,399) $(7.538.246)

Basic and diluted net loss per common share:
As reported $ (0.67) % (1.49)
Pro forma basic and diluted net loss per common share $ (0.20) $ (1.64)

{Continued)
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The fair value of the options was estimated at the date of grant using the following wenghted
average assumphons -

2002 2001
Risk-free interest rate ' 371% 2.18%
= Dividend yield . - -
-+ Expected volatility 104% 111%
Weighted average expected life 4.7 years 5.6 years

The weighted average fair values of options granted during the years ended December 31, 2002
and 2001 was $1.01 and $2.51, 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 future 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 Loss Per Commont Share : Basic net loss per common share ("Basic EPS”) excludes dilution
and is computed by dividing net loss by the weighted average number of common shares
outstanding during the year. Diluted net 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 on net loss per
common shane

Outstanding options of employees and directors to purchase 3,592,721 and 2,818,585 shares of
common stock as of December 31, 2002 and 2001, respectively; 4,634,000 and 4,689,000 shares of
common stock issuable upon the conversion of preferred stock as of December 31, 2002 and
2001, respectively; and 5,529,282 and 5,345,732 shares of common stock issuable upon exercise
of warrants to purchase common stock as of December 31, 2002 and 2001, respectively, were not
included in the computation of Diluted EPS because they would be antidilutive.

Reclassifications: Certain reclassifications have been made to the prior year financial
statements to conform to the current year presentation.

Recent Accounting Pronouncements: On June 29, 2001, the Financial Accounting Standards
Board (FASB) approved its proposed SFAS No. 141 ("SFAS No. 141"), "Business Combinations,”
and SFAS No. 142 ("SFAS No. 142"), "Goodwill and Other Intangible Assets.”
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Under SFAS No. 141, all business combinations should be accounted for using the purchase:
method of accounting; use of the pooling-of-interests method is prohibited. The provisions of
the statement apply to all business combinations initiated after june 30, 2001. SFAS No. 142
applies to all acquired intangible assets whether acquired singly, as part of a group, or in a
business combination. -The statement supersedes Accounting Principles Board ("APB") Opinion -
No. 17, "Intangible Assets,” and will carry forward provisions in APB Opinion No. 17 related to -
internally developed intangible assets. The adoption of these statements as of January 1, 2002 -
did not have a material impact on the Company's results of operations, financial position, or .
liquidity. :

In June 2001, the FASB issued SFAS No. 143, "Accounting for Asset Retirement Obligations."
The Company is required to adopt SFAS No. 143 for fiscal years beginning after June 15, 2002.
Thus, the Company will need to adopt SFAS No. 143 as of January 1, 2003. SFAS No. 143
requires businesses to recognize a liability for an asset retirement obligation when it is incurred.
This Liability should be recorded at its fair value, and a corresponding increase in the carrying
amount of the related long-term asset should be recorded as well. The adoption of SFAS
No. 143 on January 1, 2003 did not have a material impact on the Company's resuits of
operations, financial position, or liquidity.

On October 3, 2001 the FASB issued SFAS No. 144, "Accounting for the Impairment or Disposal
of Long-Lived Assets." SFAS No. 144 develops one accounting model for long-lived assets that
are to be disposed of by sale. The long-lived assets that are to be disposed of by sale should be
measured at the lower of book value or fair value less any selling expenses. Additionally, SFAS
No. 144 expands the scope of discontinued operations to include all components of an entity
with operations that can be distinguished from the rest of the entity and will be eliminated
from the ongoing operations of the entity in a disposal transaction. The statement is effective
for the Company for all financial statements issued for fiscal years beginning after
December 15, 2001. The adoption of this pronouncement did not have a material effect on the
Company's results of operations, financial position, or liquidity.

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 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.
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In December 2002 the FASB issued SFAS No. 148 “Accounting for Stock Based Compensation
Transition and Disclosure.” This staterent amends SFAS No. 123, “Accounting 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 year ended December 31, 2002.

NOTE 3 - PROPERTY AND EQUIPMENT

At December 31, 2002, property and equipment consists of the following:

Computer and office equipment $ 1,325,175
Interfual-use software 209,096
Furniture and fixtures 270,371
1,804,642

Accumulated depreciation and amortization 1,264,064
5540278

During 2001 the Company reviewed its investment in leased computer equipment and
software, and determined that it could achieve its growth objectives and serve its customers
with a different equipment and software solution. During 2001, the Company also replaced its
web site software with a newly-developed program. The total cost of removing the
unamortized book value of the above assets was $980,086 and is included in the consolidated
staternent of operations. :

NOTE 4 - LINE OF CREDIT

During 2002 the Company renewed its line of credit agreement with RFC Capital Corporation
("RFC"). The facility allowed the Company to borrow up to $2.5 million based on the
Company's eligible accounts receivable and unbilled receivables. On January 21, 2003, the
Company amended its agreement with RFC. The new arrangement allows the Company to
borrow up to $5 million based on eligible accounts receivable and unbilled receivables. The
facility bears interest at prime plus 3% and expires in January 2006.

As security for the line of credit, the Company is required to maintain a lock box at a financial
institution. As of December 31, 2002, there was $506,639 of restricted cash specifically
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associated with this agreement. At December 31, 2002, the Company had borrowed the

maximum amount available based on eligible accounts receivable at that time, which amounted
to $1,276,252.

NOTE 5 - 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%, accrued monthly. All accrued
interest is payable on July 5, 2003, thereafter monthly. In
January 2003, the notes were amended such that all
principal and any unpaid interest is due and payable in
July 2004. - $ 2377500
Unsecured notes payable to a Director bearing interest at

12%, payable monthly. Principal and any unpaid

interest due in 2004. 500,000

Secured note payable bearing interest at 18%, payable
monthly.  Principal and any unpaid interest due
February 28, 2003, at which time 50,000 shares of
common stock will also be payable. The note is secured
by certain assets of a member of the Board of Directors

(see Note 12). 1,050,000

Unsecured promissory notes bearing interest at 10% and
12%, payable monthly.  Principal payments due
monthly, based on 20% to 40% of billings collected from
specifically-designated  customers referred  from
LowerMyBills.com, Inc. (“LMB”). The majority of these
notes do not have a maturity date. The Company
believes that virtually all of the principal will be repaid
in approximately one year or less, based on forecasted
billings to these customers. 2,940,354

Unsecured promissory notes bearing interest at 10%,
payable monthly. Principal payments due monthly,
based on 10% of billings collected from customer
recently acquired from Touch America, Inc. These notes
do not have a maturity date. The Company believes that
principal will be repaid over a period of approximately
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18 months from the date of issue, based on forecasted '
billings to these customers. . 3,035,000

Other 84,529
9,987,383
Less current portion ’ (6,099,580)

§ 3,887,803

Long-term debt maturities are as follows:

2003 $ 6,009,580
2004 3,887,803
9.987,383

Less current maturities 6,029 580
b_3.887.803

-

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 (later amended to $2.00 per share)
have also been issued to the noteholders during 2002 and 20(1. 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 commuissions 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.

In June 2001, the Company entered into a joint sales agreement with Infotopia, Inc.
("Infotopia“), a direct response marketer. In connection with the agreement, Infotopia agreed to
loan the Company $500,000. Subsequent to entering into the sales agreement, the two
companies decided not to pursue further any joint activity. During 2001, Infotopia sold the
loan obligation to Pali Investments, Inc. ("Pali”), an unrelated investment relations firm. In
December 2001, the Company negotiated a settlement with Pali. Under the terms of the
settlement, the Company 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 an

extracrdinary gain on the early extinguishments of the debt in the amount of $383,520 (see Note
11).
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INOTE 6 - LEASES

In connection with the I-Link transaction, the Company agreed to sublease certain space
occupied by I-Link, but subsequently negotiated a new lease arrangement for the space. The
Company is leasing 14,339 square feet of space at 13751 5. Wadsworth Park Drive, Draper,
Utah, at a monthly cost of $16,728. The new lease expires at the end of November 2004. In
consideration for entering into this agreement, I-Link agreed to subsidize a total of $36,232 in
lease payments, which represents the difference between the amount of the original sublease
obligation of Buyers United and the monthly cost of the space under the new lease
arrangement. In the event the asset purchase transaction between Buyers United and I-Link
does not close, Buyers United has the right to terminate the lease arrangement without further
lability to I-Link or the landlord.

The following is a schedule of future minimum payments under both leases as of December 31,
2002: - .

2003 - 544,410
2004 571,689
2005 397,373
2006 407,307
Thereafter 417 490
_ Total future minimum lease payments $2.338.269

Rent expense was approximately $348,300 and $517,600 for the years ended December 31, 2002
and 2001, respectively.

NOTE 7 - 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 carryforwards $ 5,690,000
Reserves and accrued liabilities 800,000
Other 1,000
Total deferred income tax assets 6,491,000
Valuation allowance (6,313.000)
Net deferred income tax asset 178,000
(Continued)
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Deferred income tax liabilities:
Capitalized software costs -
Tax depreciation in excess of book depreciation (178,000)
Net deferred income tax liability (178,000}
Net deferred income taxes 5 -

As of December 31, 2002, the Company had net operating loss carryforwards for federal income

tax reporting purposes of approximately $15,000,000. The tax net operating loss carryforwards
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 31, 2002 was a
decrease of $438,000. No benefit for income taxes has been recorded during the year ended
December 31, 2001.-During 2002 no income tax expense was recorded due the reduction of the
valuation allowance.

NOTE 8 - 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-curnulative, 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 50, 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% Cumulative Convertible Preferred Stock: During 1999, the Board of Directors
authorized the issuance of 2,000,000 shares of Series A 8% Cumulative Convertible Preferred
Stock ("Series A Preferred Stock”) at an offering price of $2.00 per share. Gross proceeds of
$4,000,000 were raised upon sale of the shares.
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F-20




BUYERS UNITED, INC.
CONSOLIDATED FINANCIAL STATEMENTS
' December 31, 2002 and 2001

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 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 each of 2002 and 2001, certain stockholders converted 5,000 Series A preferred shares,
respectively, into common shares.

Series B 8% Curmnulative 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 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 $2,545,000, the
Company raised $1,993,000 through the issuance of units through December 31, 2000 and
$1,100,000 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% of the gross proceeds from the sale of the
Series B Preferred Stock, in addition to 10% 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 comunon 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 stock at $2.50 per share. The Company allocated the net proceeds from the
- offering of 4,208,762 between the Series B Preferred Stock and the warrants based on estimated

relative fair values. The Series B Preferred Stock was recorded at $2,432,476, and the warrants

were recorded at $1,776,286. 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 2002, one of the stockholders converted 10,000 Series B
© preferted shares into common shares.
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During the three months ended March 31, 2001, the Company issued an additional 110,000
shares of preferred stock and 550,000 warrants to purchase comumon stock. The Company
allocated the net proceeds from the offering of $1,097,223 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 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 31, 2002 to December 31, 2004, and amend
the redemption provisions of certain warrants so that the -warrants could be called for
redemption when the market price for our common stock is $4.00 per share, rather than $6.00
per share.

Both Series A and B Preferred Stock 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 31 of each year out of funds legally available for the payment of dividends.
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 31, 2002 and 2001, the Company declared dividends
aggregating $749,725 and $738,957, respectively, and to satisfy payment obligations, issued a
total of 574,635 and 504,884 shares of common stock, respectively. As of December 31, 2002, the
Company had accrued dividends payable in the amount of $377,688. In February 2003, the
Company settled the dividend payable by issuing 199,951 shares of common stock.

The Series A and B Preferred Stock have 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.
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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 2001, the Company issued 113,300 shares of

common stock to four employees in payment of services rendered, at an aggregated fair market
value of $77,100.

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 Company also -
issued 35,500 shares of stock in 2001 for providing similar guarantees. The fair market values of .
the 2002 and 2001 share issuances were, respectively, $30,750 and $27,475.

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 of the contracts. During 2001, $39,931 was recorded in promotion expenses as
a result of this amertization. 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, $29,581 in consulting expense was recorded to reflect the vesting
of these options through December 31, 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 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.

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 have been issued to the
noteholders during the two years ended December 31, 2002. Warrants for an additional 97,950
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 discount is being amortized to
interest expense over the estimated term of the notes.
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During 2001, the Company issued 10,000 warrants to purchase common shares at $2.50 per
share to independent sales agents, which were valued at $9,236. In addition, the Company
renegotiated and settled certain terms of an outside consulting contract entered into during
2000. Under the terms of the settlement, the Company modified the exercise price from $5.00
per share to $2.50 per share on 50,000 warrants outstanding and issued an additional 15,000
warrants with an exercise price of $2.50 per share. In connection with the settlement the
Company recognized $15,696 in expense.

All of the warrants were exercisable at December 31, 2002. The following tables summarize the
warrant activity for 2002 and 2001:

Weighted

Average

: Price Exercise

Warrants Range Price

Balance at December 31, 2000 4,601,382 $1.25-9$5.13 $2.44
Cancelled or expired (268,000) $2.00 - $5.00 $2.60
Issued = 1,012,350 $2.50 $2.50
Balance at December 31, 2001 5,345,732 $1.25-$5.13 $2.44
Cancelled or expired {250,000) - $2.50 - %2.85 $2.64
Issued 433 550 $2.00 - $2.50 $2.01
Balance at December 31, 2002 5529282 $125-$2.95 $2.00

Long-Term Stock Incentive Plan: Effective March 11, 1999, the Company established the Buyers
United International, Inc. 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 31, 2002, incentive stock options to purchase a total of 1,194,153 shares of common
stock had been granted under this particular plan, and of that amount, options for 615,347 shares
were still outstanding.

{Continued)
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Stock Options: The Company's Board of Directors has from time to time authorized the grant
of stock options to directors, officers, key employees, and consultants as compensation and in

connection with obtaining financing. The following tables summarize the option activity for
2002 and 2001: :

Weighted
Average
Price Exercise
Options Range Price
Balance at December 31, 2000 3,053,019 $2.00 - $9.00 $2.66
Granted 562,501 $2.50 - $3.50 $2.50
Cancelled or expired (796,935) $2.00 - $5.00 $2.41
Balance at December 31, 2001 2,818,585 $2.00 - $9.00 $2.69
Granted 902,913 $2.00- $2.50 $2.31
Cancelled or expired (128 777) $2.00 - $9.00 $3.11
Balance at December 31, 2002 2,721 $2.00 - $5.39 $2.58
A summary of the options outstanding and options exercisable at December 31, 2002 is as
follows:
Options
Options Outstanding Exercisable
Average Weighted Options Weighted
Range of Remaining  Average Exercisableat Average
Exercise Options Contractual  Exercise December 31, Exercise
Prices Outstanding Life Price 2002 Price
$2.00 - $3.99 3,352,620 3.2 years $ 241 2,896,620 $ 241
$4.00 - $5.39 240,101 2.8 years 5.05 240,101 5.05

359271 3.2 years $ 258 3136721 $ 261

NOTE 9 - RELATED PARTY TRANSACTIONS

During 2002 and 2001, 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 $109,259 and $167,000 in fees
associated with these services for the years ended December 31, 2002 and 2001, respectively.

Amounts outstanding related to these services were $14,300 and $31,300 at December 31, 2002,
and 2001, respectively.
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NOTE 10 - MAJOR SUPPLIERS

Approximately 97% and 84% of the Company's cost of revenue for the years.ended
December 31, 2002 and 2001, respectively, was generated from three telecommunication
providers. As of December 31, 2002, the Company owed $2,748,426 to these providers. The
Company has entered into contractual agreements with these vendors. During 2002 two 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 had not experienced a disruption of service and
feels it could replace any one of these sources with other wholesale telecommunication service
providers, the effect on the Company’s operations of potentially losing any one or all three of
these service providers is unknown.

NOTE 11 - COMMITMENTS AND CONTINGENCIES -

On June 14, 2001, a lawsuit was filed against Buyers United by Profitec, Inc., in New Haven,
Connecticut. Profitec asserted that it agreed to perform certain billing services in 1999 for the
Company’s telecommunication customers and that the Company agreed to pay Profitec for
such services. Profitec further claimed that Buyers United breached the contract by terminating
the contract and failing to pay fees allocable under a “liquidated damage” provision for early
termination. Profitec claimed damages in excess of $140,000, based upon the contract’s
liquidated damage provisions. The Company filed a general denial answer and asserted
affirmative defenses, including breach of contract, failure of consideration, and other issues. It
also filed a counter claim seeking damages for Profitec’s breach of the contract. In November
2001, Profitec answered and denied the counter-claim. An out-of-court settlement was reached
on October 17, 2002 in which the Company agreed to pay $17,500.

In June 2001, Buyers United entered into a joint sales agreement with Infotopia, Inc., a direct
response marketer. In connection with the agreement, Infotopia 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 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 an extraordinary gain on the early extinguishments of the debt in the amount of
$383,520. However, unbeknownst to Buyers United, during 2001 Infotopia allegedly entered
into a General Security Agreement with Sea Spray Holdings, Ltd., which purportedly included
the loan obligation. By letter dated November 22, 2002, Sea Spray asserted that it had a
perfected security interest in the obligation and demanded payment as successor-in-interest to.
Infotopia. The Company responded that Sea Spray did not have a perfected security interest
since it did not take possession of the note evidencing the obligation, and that the obligation
was fully discharged under applicable provisions of the Uniform Commercial Code. On
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February 21, 2003 Buyers United filed with the American Arbitration Association a Demand for
Arbitration and Statement of Claim in order to resolve the dispute. On March 11, 2003 Sea
Spray filed an action against Buyers United in the Supreme Court for the State of New York,
County of New. York, case number 104468/03, seeking to enforce its security interest in the
Infotopia note obligation through collection of the Note, and obtained an order to show cause
why the arbitration proceeding we instigated should not be stayed in favor of resolving the
dispute in the state court proceeding. Before the stay issue was heard by the state court, Buyers
United removed the entire action to the Federal District Court, Southem District of New York,
and it intends-to file a motion to dismiss the action in favor of proceeding with arbitration in
Utah. The Company intends to defend this claim vigorously, but cannot predlct at this time. -
how the dispute will eventually resolve. .

On March 20, 2002, a shareholder filed a civil lawsuit in Salt Lake County alleging that in mid-
2000 Buyers United had offered to sell him 150,000 shares in the corporation for $300,000, and
that it represented it had received certain funds for promotion. The-shareholder alleged that no
such funds were available, that consequently the value of his shares were reduced, and that he
was seeking rescission of the stock purchase. The Company filed an answer to the complaint
denying the allegations and raising various affirmative defenses. The shareholder was then to
initiate dates for discovery and other procedures, but so far has failed to do so and has not
otherwise made certain mandatory disclosures under Utah law. Buyers United categorically
denies the shareholder’s allegations, denies making misrepresentations of any kind, and asserts-
the shareholder’s claims are baseless. Furthermore, it believes that regardless of any such
alleged claims, the shareholder has suffered no actual damages, and intends to vigorously
defend the case in the event the shareholder resumes the discovery process.

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.

NOTE 12 - SUBSEQUENT EVENTS

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

On February 28, 2003, the Company retired its $1,050,000 note payable by paying $250,000 in
cash, issuing a new promissory note for $800,000, and issuing 50,000 shares of common stock in
connection with the original agreement. The new note is unsecured and bears interest at 10%, -
payable monthly. Principal payments are to be made in a manner similar to the Company’s
other promissory notes related to customers referred to the Company by LowerMyBills, Inc. In
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this case, monthly principal payments will equal 20% of specxhcally-demgnated customers’
billings collected during the preceding calendar month.

On January 15, 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.
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Exhibit No. 99.01
Form 10-KSB
Buyers United, Inc.
File No. 0-26917

Certification Pursuant to 13 U.5.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
10-KS$B for the petiod ending December 31, 2002 as filed with the Securities and Exchange
Commission on the date hereof (the “Report™), I, Theodore Stern, Chiel Executive Officer of the
Company, certify pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that: (1) The Report fully complies with the requirements of
Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and (2) The information
contained in the Report fairly presents, in all matenal respects, the financial condition and results
of operations of the Company.

Date: April 14,2003 _ By: /st Theodgre Stem, Chief Executive Officer

In connection with the Annual Report of Buyers United, Inc. (the “Company’’) on Form
10-KSB for the period ending December 31, 2002 as filed with the Securities and Exchange
Commission on the date hereof (the “Report™), I, Paul Jarman, Chief Financial Officer of the
Company, certify pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002, that: (1) The Report fully complies with the requirements of
Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and (2) The information
contained in the Report fairly presents, in all material respects, the financial condition and results
of operations of the Company.

Date: April 14, 2003 By: / | Jarman, Chief Financial Officer

A signed ariginal of this written statement required by Section 906 has been provided ta Buyers United, Inc. and will

be retained by Buyers United, Inc. and furnished to the Sccurities and Exchange Commission or its siaff upon
request.
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