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On February 1, 2018, Amazon.com (Amazon) announced 2017 operating profits of $4.1 billion on
sales of $178 billion, and the markets responded enthusiastically. (See Exhibits 1 and 2.)! For years,
founder and CEO Jeffrey Bezos had prioritized growth and investment in new business areas over
profits. (See Exhibit 3.) In response, shareholders had driven the stock to new heights, making the
company the second-most valuable in the world after Apple and ahead of Alphabet (Google).? In the
process, Bezos became the richest man in the world.? However, not all were happy with Amazon’s
progress. Many traditional retailers in the United States were going bankrupt, while major competitors
such as Walmart and Best Buy were forced to invest aggressively in online retailing to prevent their
market share from eroding. President Donald Trump was lambasting the company for exploiting the
U.S. Postal Service by paying low rates for parcel delivery.# In June 2017, Amazon’s $13.7 billion
purchase of natural-foods retailer Whole Foods Market triggered many questions in Congress and
much speculation amongst observers about the company’s intentions in grocery.> Amazon’s January
2018 announcement that it was joint-venturing with JPMorgan Chase & Co. and Berkshire Hathaway
to reduce healthcare costs sent shockwaves through the sector.® Meanwhile, the city of Seattle, where
Amazon was headquartered, was set to impose a labor tax to help fund low-cost housing to help offset
local rent rises.” For its part, Amazon was in discussions with 20 North American cities bidding to host
“HQ2,” the company’s second headquarters.® Could anything stop the inexorable rise of Amazon?

History

Bezos began his career as a programmer for Wall Street trading firms and hedge funds. After
working for hedge fund D. E. Shaw on investments in technology companies, Bezos began exploring
the idea of founding an Internet retailer. He considered over 20 categories of products for his venture
and ultimately chose to focus on books.

The Book Business

In the 1990s, the book retailing business was highly fragmented, complicated, and prone to
inventory and return problems. The traditional book retail market was composed of national chains
and independent booksellers. The two major chains were Barnes & Noble and Borders. These chains
collectively had more than 2,000 stores across the United States and typically offered discounts of 10%
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to 30% off popular books. There were also 5,500 independent booksellers in the United States operating
7,000 stores.” This number had been falling through the 1990s, partly as a result of price competition
from chain stores. Mass merchants (e.g., Wal-Mart and Kmart), wholesale clubs (e.g., Sam’s Club and
Costco), grocery stores, and other non-bookstore outlets were another major source of competition,
accounting for almost half of book sales.’®

For an author’s book to reach a retail store, the book typically had to go through four intermediaries:
agents, publishers, distributors, and wholesalers. First, an agent would accept a book and market it to
a publisher. Some of the major publishers in the 1990s were Penguin Books, Harper Collins, Random
House, and Simon & Schuster. The top 20 publishers accounted for 88% of sales in North America. If a
publisher accepted the book, it would manage publication, marketing, and sales. In order to distribute
the book, the publisher would contract with a distributor. A distributor’s primary responsibility was
to act as a middleman between the wholesaler and the publisher. Distributors would ship and return
books from the wholesaler to the publisher, and they would give smaller publishers the bargaining
power to get their books stocked by a major wholesaler. Wholesalers were the key link between
retailers and the publishing world. Ingram was the largest wholesaler and controlled 50% of the U.S.
market. Wholesalers would distribute catalogues to bookstores and fulfill book orders placed by
retailers. To ensure that they could meet retail demand, wholesalers would maintain inventories of
publishers” books and ship them out to bookstores on demand. If a retailer misjudged the number of
copies that would sell, a bookstore could return to the book to the wholesaler (who would then return
it to the publisher) for a full refund (minus shipping costs). In this way, books were sold on
consignment and had high return rates and high inventory costs to the publisher. Publishers typically
received back over 30% of their initial book run.!!

Barnes & Noble and Borders sourced much of their inventory directly from publishers, cutting out
wholesalers and distributors, and stored their inventory in company-owned distribution centers. In
1996, 40% of Barnes & Noble’s inventory was pushed directly from publishers, and the company
expected this figure to increase to 50% by 1998. It took several weeks to source a book directly from the
publisher, and Barnes & Noble and Borders could ship a book from their own distribution centers to a
retail store in two to three days.!?

Amazon’s Entry

In 1994, Bezos quit his job at D. E. Shaw and drove across the country to Seattle, Washington. Bezos
chose Seattle for three reasons: its technology cluster; its proximity to Ingram, the largest book
wholesaler; and its lack of sales tax.!> Wherever Bezos shipped a book in the United States, he would
not have to levy sales tax, which put him at an immediate advantage over local bookstores. Sales tax
varied from state to state but averaged about 6% of sales. Bezos began Amazon out of his garage. The
company name reflected his ambitions for the firm: like the Amazon River, he intended to be the
biggest in the world. After a year of software development with a team of 10 employees, Amazon’s
website was launched in July 1995.14

From the start, Amazon was focused on making e-commerce attractive, secure, and easy for first-
time online buyers. Customers needed only an email address, a credit card, and a password to place
an order. Amazon listed over 1 million titles in its database, and prices were often deeply discounted
compared to physical retailers’.’® In Amazon'’s first letter to shareholders, Bezos noted:

From the beginning, our focus has been on offering our customers compelling value. .
.. Therefore, we set out to offer customers something they simply could not get any other
way, and began serving them with books. We brought them much more selection than
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was possible in a physical store . . . and presented it in a useful, easy-to-search, and easy-
to-browse format in a store open 365 days a year, 24 hours a day.'®

By September 1995, Amazon was generating weekly sales of $20,000.'7 For 1995, annual sales were
$511,000.® To accommodate the rapidly increasing demand, the company moved out of Bezos’
basement into headquarters in Seattle and built a 50,000-square-foot distribution center.

In July 1996, the company launched Amazon Associates, which allowed individuals to embed links
to Amazon within their own websites, write reviews or recommendations, and gain a 3% to 8%
commission on books purchased through these links. There was no cost to join the program, and
associates could enroll through Amazon and begin selling products through their site within hours.
This network of sellers helped to drive traffic to the Amazon site. While the typical newly launched
Internet company spent 119% of sales on advertising during the late 1990s, Amazon’s marketing was
10% of sales.?’ In 1996, Amazon recorded sales of $15.7 million and an operating loss of $6.0 million.?!

Going Public and Growth (1997-1999)

In May 1997, Amazon went public at $18 a share, raising $54 million and valuing the company at
$438 million.?? By December of 1997, Amazon’s stock had risen to $59 per share. The company recorded
sales of $148 million in 1997 and operating losses of $29 million.??

Amazon’s IPO success was not unusual at the time. Starting in January 1997, Internet companies
began achieving sky-high valuations. According to CNN, “Investors would buy almost anything even
vaguely associated with the Internet, regardless of valuation . . . they were goaded by bullish reports
from sell-side securities analysts and market forecasts from IT research firms.”?* In total, web
companies raised $1 billion through 34 IPOs in 1997, $2 billion through 45 IPOs in 1998, and $24.1
billion through 292 IPOs in 1999.%° In January 1999, Amazon took advantage of this continued optimism
to issue $1.25 billion of bonds, which gave the company a substantial cash cushion.?°

Amazon’s rapid expansion in 1997 was partly fueled by several major Amazon Associates,
including Yahoo, American Online, and Netscape. In 1998, Amazon launched Amazon.com
Advantage, which focused on the sales of independent authors and publishers. The same year, Amazon
released Amazon.com Kids, which marketed titles for younger children and teenagers.?” Amazon also
began to expand internationally, acquiring Bookpages (U.K.) and Telebook (Germany) in 1998.

In 1998, Amazon moved beyond the book category with the acquisition of IMDB (the Internet Movie
Database), an online database of information and reviews about movies and television shows. Before
year-end, Amazon became the leading online video retailer. The same was true of music CDs. Amazon
made 125,000 titles available in 1998 and soon led the category.

In 1999, the company entered more categories, including toys and electronics (July), home
improvement and tools (November), video games and software (November), and patio furniture and
kitchenware (December).?8

In addition to these category entries, Amazon also released a new online marketplace called zShops
in 1999. On this site, Amazon rented space at a fixed rate ($9.99 per month) to smaller merchants who
sold items and paid a sliding commission based on the final sale price, generally between 2.5% and 5%.
Sellers managed stocking and shipping, while Amazon processed transactions through its 1-Click
payment system, guaranteed refunds to protect buyers against fraud, and hosted reviews for the
products.? Cassar, an analyst for the Dow Jones, noted, “Amazon is not the only site out there to host
small businesses on their site. What makes them different is that Amazon attracts more shoppers than

3
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any other site on the Web . . . and provides a major thoroughfare that many shoppers will come
through.”30

During this time, Amazon also made significant investments in its distribution and warehouse
infrastructure. By early 2000, Amazon operated 10 distribution centers (in Seattle, Delaware, Georgia,
Kansas, Kentucky, Nevada, North Dakota, the United Kingdom, and Germany) totaling 4.5 million
square feet of space, with capacity of $10 billion worth of sales—more than five times Amazon’s 1999
revenues.’! The company also operated six customer service centers across the United States, the
United Kingdom, and Germany.

Amazon'’s distribution centers and customer service centers were tied together with a digital
infrastructure that linked operations throughout the world.3? In the December holiday season, more
than 99% of orders were shipped on time. In Amazon’s 1999 Annual Report, Bezos noted that
Amazon’s investments in digital and physical infrastructure had put the company at a “’tipping point’
where this platform allows us to launch new e-commerce businesses faster, with a higher quality of
customer experience, a lower incremental cost, a higher chance of success, and a clearer path to scale
and profitability than perhaps any other company.”33

In 1999, sales reached $1.6 billion with an operating loss of $606 million. Bezos was named Time’s
“Person of the Year.” However, investors were wary about Bezos’s focus on market share and revenue
growth over profitability. The article announcing Bezos’s award described how “naysayers referred to
it as “Amazon.org.””3* (The .org domain was reserved for nonprofits.)

Dot.com Bust and the Route to Profitability (2000-2003)

In February 2000, Amazon signed a five-year agreement with Living.com that guaranteed the
company as the exclusive supplier for the Amazon.com Home Living store. Through this agreement,
Amazon acquired an 18% stake in Living.com for $10 million.*®> Amazon made similar deals with
numerous other new, high-potential start-ups. The company partnered with Greenlight, an online car-
buying service, to list Greenlight’s products directly on Amazon and with Drugstore.com to list
pharmaceutical products. The Wall Street Journal described Amazon as “the granddaddy of Internet
shopping” and said that the company had “played patron to other electronic retailers, funneling
hundreds of millions of dollars and throngs of its customers to the start-ups.” 3¢

In August 2000, Living.com filed for Chapter 7 bankruptcy and closed its website. Other e-retailers
were also in trouble. Many renegotiated contracts with Amazon that had been signed only months
before. Greenlight negotiated payments of $15.25 million over two years rather than $82.5 million over
the next five, and Drugstore.com cut its payments to Amazon from $40 million to $15 million. Bezos
noted, “What good partners do is when circumstances change, they try to help each other.”% Since
Amazon had also accepted equity in lieu of cash, the company’s investment portfolio fell from $370
million in December 1999 to $300 million in June 2000. Tom Courtney, an analyst at Bank of America,
noted, “We don’t think they’re going to end up with much of a return on those investments.” 3 In June,
Ravi Suria, a Lehman Brothers bond analyst, published a report that questioned Amazon’s ability to
survive, and Amazon'’s stock price fell by one-fifth.3 By the end of 2000, the company’s share price fell
below $20, down from a high of over $100 at the beginning of the year. Bezos lost 80% of his net worth,
but he remained optimistic about the future of the company. He noted, “It has been a great business
year.” 4 Bezos explained that Amazon would end 2000 with around $1 billion in cash and then turn
profitable after the first quarter of 2001.41




Amazon.com, 2018 716-402

Despite the challenges of the 2000 dotcom collapse, Amazon expanded its customer base from 13
million to 25 million and its operations into Japan and France.*? In November 2000, Amazon launched
Amazon Marketplace, which allowed sellers to sell new and used items next to Amazon’s product
selection rather than separately through zShops. Within a year, Marketplace accounted for 5% of total
units sold.#> Amazon also began offering free shipping for orders over $100.4* In addition, the company
strengthened the management team, hiring Joseph Galli from Black and Decker as president, Jarren
Kesnon from Delta Air Lines as CEO, and Jeffrey Wilker from AlliedSignal as chief logistics officer.*>
Bezos remarked that prior to 2000, he had failed to create a more formal strategic planning process. He
noted, “We have done a reasonable job in that area, but it's been by the seat of our pants. Not with
finesse, but because we have tons of smart people who care, which is great, but [it] needs to be much
more of a process.” 46

The new team began structuring operations. In early 2001, Amazon laid off 1,300 employees
(around 15% of its workforce), closed a distribution facility, and initiated a policy of “Get the Crap
Out.” This was designed to cut unprofitable products.*” The company found that “more than 10
percent of the products sold from the electronic, kitchen and tool departments lost money, while 5
percent of the book, music and video products were losers.” 48 Bezos noted, “We'll ferociously manage
the products we carry so that we sell only products that are profitable. . . . The thirty-pound box of nails
isn't long for our world.” % Amazon also focused on alternative ways of making product lines
profitable — for example, selling items in packs to save on shipping, reducing inventory levels, pressing
vendors for more discounts, or raising prices.>

In 2001, the company was re-organized into four operating segments:5!

U.S. Books, Music, and DVD/Video In 2001, this segment generated sales of $1.69 billion,
including commissions from products (new and used) sold through Amazon Marketplace or through
the Syndicated Stores Program.

U.S. Electronics, Tools, and Kitchen This segment generated sales of $547 million and
included sales of electronics, computers, camera and photo items, software, computer and video
games, cell phones, tools and hardware, outdoor living items, kitchen and housewares, toys, and video
games. This segment also included sales directly from Amazon as well as commissions through
Amazon Marketplace and Merchant@amazon.com.

Services Segment This segment reported sales of $225 million in 2001. It consisted of
commissions, fees, and other amounts earned from business-to-business partnerships, including
Auctions, zShops, Payments, Merchant@amazon.com, and other agreements.

International International sales were $661 million in 2001. Amazon had four international
websites focused on the United Kingdom, Germany, France, and Japan. These sites were each
supported by their own customer service, fulfillment centers, and networks of third-party sellers.

The company reported financial information for these four segments for two years only. Beginning
in 2003, it reported only for two segments: North America and International.

Amazon also began offering “e-commerce solutions” to traditional retailers through three
programs: Merchant@amazon.com, the Merchant Program, and the Syndicated Stores Program. In
Merchant@amazon.com, a company’s products were integrated into Amazon’s website, and customers
purchased products through Amazon’s one-click process. The third party would pay Amazon a fixed
fee and sales commission, and Amazon offered the option of delivering and storing products for the
merchant. ToysRUs, Target, Circuit City, Gap, and Land’s End were all part of this program. In the
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Merchant Program, a third party used Amazon’s software and technology, but the website was located
under its own URL. Target migrated to this system in 2002. In the Syndicated Stores Program, a third-
party seller’s site would use Amazon’s e-commerce services and offer Amazon’s product selection,
with Amazon controlling all fulfillment and payment. This program was an outgrowth of Amazon
Associates, and bookseller Borders used it for its website.52

Amazon did not disclose revenue from these relationships, but analysts estimated that 14% of
products sold in 2002 were by third parties. Jeetil Patel, a Deutsche Bank analyst, estimated that
Amazon charged a commission of 10% to 15% on third-party products and that most of this
commission was profit, resulting in an estimated gross margin of more than 70% for the third-party
services segment.” In contrast, estimated margins for products that Amazon had to stock and ship
were around 22%.%

When Amazon had come under pressure in 2000, the company had reduced its discounting on
books. Prices were raised again in 2001, bringing growth to a halt. To revive sales, in April 2002 the
company discounted all books over $15 by 30%. In June, it dropped its Free Shipping sales minimum
to $49. Third-quarter 2002 sales for its book, music, and video unit were up 17%.5° The Free Shipping
minimum was dropped again in November to an order size of $25.%°

In 2002, sales reached $3.9 billion, and Amazon posted its first yearly operating profit of $64 million
and a net loss of $149 million. Amazon’s shares rose 75% in 2002 while markets were generally falling.>”
In 2003, Amazon posted its first yearly net profit of $35.3 million and operating profits of $267 million
on revenues of $5.2 billion. Amazon’s shares rose to $55, up from $20 at the beginning of 2003. On the
day of the profit announcement, the Wall Street Journal wrote, “Seattle-based Amazon, once the
embodiment of the dot-com ethos of growth without heed for profit, has transformed itself into one of
the most powerful survivors on the Internet.”>®

As it turned to profitability, Amazon entered a number of new categories including Apparel and
Accessories (2002), Sports and Outdoor (2003), and Health and Personal Care (2003).%°

Category Expansion

Having achieved break-even, Amazon continued to expand into new product categories and
increase market share in its established categories. (See Exhibits 3a and 3b.) For instance, in 2004,
Amazon entered the fine jewelry market. Bezos noted, “The margins in typical jewelry retailers are so
high you can save people a significant amount of money.” % Amazon chose to control the inventory
and shipping of the jewelry business rather than partnering with a retailer. The company announced
plans to hire a staff of licensed gemologists and to make a secure storage facility for storing “millions
of dollars” of jewelry.®!

In 2006, Amazon built on its apparel business by acquiring online fashion retailer Shopbop. In 2007,
it launched Endless, a shoe and handbag website. In 2008, it acquired Fabrics.com, a craft supplies
retailer. In 2009 it purchased Zappos, an online footwear retailer, for $1.1 billion.®? In 2011, the company
launched MyHabit, selling heavily discounted designer fashions. The following year, Amazon
considered buying leading U.K. online fashion retailer ASOS but decided against it.% Instead, it
launched several of its own private-label lines while trying to woo leading brands, which were
reluctant to sell on Amazon. Eventually, in 2016, Amazon closed MyHabit. In 2017, leading brand Nike
finally agreed to sell apparel on Amazon.® That year, Amazon became the largest apparel retailer in
the United States, according to investment bank Cowen.%
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In 2006, Amazon opened the Grocery Store, marking its entry into the dry grocery business,
competing with the likes of Kroger and Walmart. The following year, it launched AmazonFresh in
Seattle, offering perishable as well as nonperishable food deliveries. AmazonFresh expanded to Los
Angeles and San Francisco in 2013. As of 2018, AmazonFresh was available only to Prime members in
certain markets, who paid $14.99 per month for same-day and early-morning delivery of fresh grocery
items and over 500,000 other items (from toys through household goods). Amazon fulfilled part of the
offering itself and partnered with local merchants to provide the rest.® In 2018, competitors included
Instacart (a national grocery delivery service targeting 150 U.S. markets) and Peapod, a Stop & Shop-
centered delivery service.

In 2010, Amazon acquired Diapers.com (Quidsi), an online baby supplies company, for $540
million, after a brutal price war in which Amazon cut its diaper prices by 30% and launched Amazon
Mom, which offered free shipping on diapers and other baby supplies.®”

In June 2017, Amazon acquired natural-foods retailer Whole Foods Market for $13.7 billion.
Walmart’s and Kroger’s stock prices fell sharply on the news. Whole Foods operated 460 upmarket
natural-food stores, many in wealthy neighborhoods. At the time of the purchase, Whole Foods worked
with Instacart on home delivery.%

In 2017, Amazon launched two furniture brands: Rivet and Stone & Beam.%®

Digital Content

In 2005, Amazon moved into digital content by releasing an online service that allowed users to
browse chapters of books before publication. This service evolved into a preliminary e-book
purchasing service, which allowed users to buy short stories and chapters of books.”® In 2007, Amazon
launched its Digital Text Platform.”! Later renamed Kindle Direct Publishing, it provided authors with
the ability to self-publish.”? Authors received 70% of the royalties from the sale of these e-books,
retained rights control, and could see their e-books available on Amazon'’s site within 24 to 48 hours of
submission. Amazon also operated its own publishing arm, Amazon Publishing, started in 2009, with
14 imprints focusing on diverse genres. Major competitors in this sector included Random House,
Pearson, Hachette, and Harper Collins. By 2011, Amazon was selling more digital books than physical
books.” In 2017, Amazon accounted for 83% of the U.S. e-book market.74

In 2006, Amazon partnered with all of Hollywood’s major film studios except Walt Disney and
released a service called Amazon Unbox that sold movies for download for $7.99 to $14.99. This
offering included new releases and popular television shows.”> Amazon launched Prime Instant Video,
a video streaming service free to Prime members, in 2011 with 5,000 titles.”® The same year, Amazon
completed the acquisition of Lovefilm, a U.K.-based DVD rental and online video company in which
it had first invested in 2008.”7 In 2017, Amazon Prime’s Instant Video was the second most popular
video streaming service in the United States, behind Netflix and ahead of Hulu.”®

In May 2007, Amazon purchased Brilliance Audio, the largest independent publisher of audiobooks
in the United States.” Amazon also began negotiating copyright contracts and developing a digital-
music store, which was launched in September 2007.8° The Prime Music streaming service, free to
Prime members, was launched in 2014.8! In March 2018, Amazon Music was the seventh largest music
streaming service in the United States with 12.7 million monthly users. The leaders were Apple Music
with 49.5 million users and Spotify with 47.7 million.%?
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In 2010, Amazon launched Amazon Studios to begin producing its own content. In 2013, it released
14 original pilots of television shows.®? The next year, it released Transparent, an original series that
garnered Amazon Studios its first Golden Globe awards.84 The 2016 Amazon Studios film Manchester
by the Sea became the first movie from a streaming service to receive an Academy Award nomination
for Best Picture.

In 2011, Amazon launched the Amazon Appstore for Android with 3,800 apps. The Google Android
Market offered 200,000 apps at the time.5¢ By early 2018, Amazon'’s offering had expanded to 433,000
apps.?” The Google Play store offered 3.6 million.®® Apple offered 2.1 million.%

In 2014, Amazon acquired Twitch, the world’s leading gameplay streaming site, for $970 million in
cash.® The site allowed gamers to share videos of their more interesting game moments and even earn
a living from doing so. Competitors included HitBox, Beam, Azubu, Bio Live, and YouTube Gaming.*!
Twitch was founded in 2011. Google’s response, YouTube Gaming, was launched in 2015.%2 Twitch
attracted 15 million daily users in 2017 to watch game clips.

Hardware

In November 2007, Amazon released the Kindle, a device that allowed users to download and read
books, newspapers, and magazines. The Kindle was initially priced at $399, and the first run sold out
within six hours.” Bezos explained Amazon’s investment in hardware: “We had been selling electronic
books for a long time, and you needed a microscope to find the sales. What customers need is a device
that made it very, very frictionless to buy and read electronic books. We wanted to build a seamless,
vertically integrated experience, and that required us to develop this whole new skill set.”** By the end
of 2008, Amazon had 125,000 digital books available,®® and by 2009 this had risen to 290,000. Most were
priced at or below $9.99, sometimes less than what Amazon paid publishers.%

In 2011, Amazon released the Kindle Fire, a tablet version of the Kindle that was intended to
compete with Apple’s iPad. The Fire was priced at $199, compared to the iPad’s $499, and offered
video, gaming, and Internet capabilities. In 2014, the Kindle Fire was upgraded to high definition and
priced at $99.%7 In 2015, Amazon reduced the price of its standard Fire tablet to $49.99 and started
selling it in six-packs for less than $250.98 It quickly became the most popular item on Amazon.com.?
A brand study from Consumer Intelligence Research Partners found that Amazon customers who
owned a Kindle spent $443 more than customers without a Kindle product.’® In Q4 2017, Kindle
accounted for 15.6% of global tablet sales, behind Apple with 26.6%. For the year, Apple remained in
the lead, but Samsung ranked second and Amazon third since its sales were more concentrated in the
fourth quarter.1

In 2014, Amazon launched the Fire Phone, a low-priced smartphone. It was received poorly in the
marketplace.1> Apple and Samsung dominated the smartphone market at the time.1%

Amazon Fire TV, a $99 digital-media player, did better. It allowed users to stream digital audio and
video to a connected television. Users could also purchase video from a list of over 200,000 movie and
TV episodes and play games developed by Amazon’s in-house Game Studio. A basic version, the Fire
TV Stick, was available for $39. Fire TV competed directly with Apple TV ($69), Roku ($79), and Google
Chromecast ($35).104

Dave Limp, vice president for Kindle, noted, “We have a philosophy that we try to price our devices
as close to break-even as we possibly can. If they put it in a drawer, we’ve not benefited at all. [Once
the consumer has a Fire TV in his or her living room] somebody might buy a la carte content, movies,
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TV shows. Somebody might sign up for Prime . . . we want to be really aligned with the customer that
we only make money when they use our products, not when they buy them.” 10

Amazon Dash Wand was released in April 2014 and was free for Prime Fresh users. The Dash
scanner allowed customers to scan grocery items on their shelves and order them immediately through
AmazonFresh.1% Amazon Dash Button was released in March 2015. The Dash Button also was free for
Prime Fresh users. It acted as a physical one-click ordering button that users could stick around their
home (for example, next to their coffee maker). Buttons were branded according to the product; eligible
items included toilet paper, cleaning products, juice, and dog food.”

On November 6, 2014, Amazon released Amazon Echo, a voice-command device that answered
questions, played music, and acted as a personal assistant, Alexa. The Echo was priced at $99 for
Amazon Prime members and $199 for non-Prime members. Apple offered its Siri service on the iPhone
for free.1% In 2017, Alexa-enabled devices were some of the best-selling items on Amazon, making the
year a record for Amazon hardware sales. Third-party developers had created more than 30,000 skills
for Alexa, and customers could control over 4,000 smart home devices using the system.1%

Amazon Prime

In 2005, Amazon launched Amazon Prime, a two-day delivery service for 1 million eligible products
for an annual flat fee of $79, with a one day delivery upgrade for $3.99.110 Free video streaming was
added to the Prime offering in 2011.1! Prime membership grew rapidly, reaching “tens of millions” by
2013, by which time more than 20 million items were eligible.!? The fee was raised to $99 in 2014, and
free music streaming was added.!® Prime members were also provided free access to the Kindle
Owners’ Lending Library. By 2015, 10 years after launch, over 30 million items sold on Amazon’s
website were eligible for Prime delivery, Sunday delivery had been added, and Free Same-Day
Delivery was offered on hundreds of thousands of items in 35 cities worldwide.!™* Tom Szkutak, CFO,
noted that “Prime members do purchase a lot more than non-Prime members.”!®> Scot Wingo of
consultants ChannelAdvisor estimated that Prime members spent four times the amount of non-Prime
members and accounted for half of all spending at Amazon.11°

In December 2014, Amazon launched Prime Now in Manhattan, New York, offering Prime
members a range of 25,000 daily essentials for delivery in two hours for free or one hour for a charge
of $7.99. It was rolled out rapidly to major cities around the world. By the end of 2015, it was offered
in more than 30 cities.!” Independent drivers made the deliveries using their own vehicles, summoned
on a mobile app in much the same way as Uber offered taxi rides. This experiment was expanded to
include non-Prime items in early 2016.118

After Amazon’s acquisition of Whole Foods, Prime members were offered special discounts when
shopping at the store, adding another benefit to the long list of benefits available.'?

By the end of 2017, Prime members exceeded 100 million worldwide, and they acquired 5 billion
items during the year. Over 100 million items were eligible for Prime delivery in the United States.
Prime Free Same-Day and Prime Free One-Day delivery were available in 8,000 cities, and Prime Now
in 50 cities.’?” In May 2018, the annual fee was raised again to $119.1?! This move triggered much debate
on what the package of services was worth. Creditcards.com estimated the annual benefits at $1,166.122
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Amazon Marketplace

Started for third-party sellers in 2000, Amazon Marketplace accounted for 5% of units sold on
Amazon within a year, and it grew rapidly.'? By the end of 2005, analysts estimated that Amazon
listed products from more than 1 million third-party retailers.!? In 2006, Amazon launched a service
to stock and fulfill orders for Marketplace users called Fulfillment by Amazon (FBA), which proved
popular. FBA products were usually eligible for Prime free two-day shipping. According to an Amazon
survey, 71% of FBA members reported that unit sales increased by more than 20% after they joined
FBA.125 By 2009, there were 1.9 million active sellers on Amazon Marketplace, and they accounted for
30% of all units sold.'?® By 2014, this figure had risen to more than 40% of all units sold, over 2 billion
during the year.'?” In 2015, Amazon began offering loans to help sellers grow.!? In 2017, Marketplace
units exceeded 50% of all unit sales on Amazon for the first time.'?

According to some analysts, Amazon’s profit margins on third-party sales were higher than on its
own sales.’® Upstream Commerce, a research company, claimed that Amazon monitored third-party
sales and used the information to sell popular products and undercut sellers. 3!

Amazon Web Services

In 2006, the company launched Amazon Web Services. Amazon had first become interested in
developer support in July 2002 when it released product data to its third-party affiliates, who
responded very positively.'32 In 2003, Andy Jassy (MBA 1997) was tapped to begin developing a
business plan for what would become Amazon Web Services (AWS). In March 2006, AWS was officially
launched with one product, Simple Storage Service (S3). S3 allowed users to store and retrieve data for
around $0.12 to $0.15 per gigabyte per month. In August, AWS released the Elastic Compute Cloud
(EC2), a service that allowed developers to run on Amazon’s computing environment. This allowed
websites to use Amazon’s server and computing space on an as-needed basis for a much lower price
than was traditionally available. Jeffrey McManus, a 40-year-old San Francisco resident, noted, “The
key thing about Amazon’s storage service is that it's a pay-as-you-go service. We don’t have to make
this giant investment upfront.” 13 Other parts of AWS included Simple DB (database storage), Simple
Queue Service, Amazon Flexible Payment Service, Amazon Premium Support, and Amazon Elastic
Block Store. 134

AWS added hundreds of new service features every year and cut prices aggressively —51 times in
the first 10 years of operation.!3 In recognition of its larger role in the portfolio, in 2015 Amazon started
publishing separate financials for AWS. Revenues grew rapidly, reaching $17.5 billion in 2017 (9.8% of
total sales, up from 7.4% in 2015).

Major competitors in this sector were Microsoft, Google, IBM, HP, VMware, and Rackspace.!3¢

Logistics

To reach customers more quickly, Amazon continued to invest in fulfillment centers and other
facilities around the world. By early 2018, it operated 265 fulfillment centers in 17 countries and was
planning 49 more. It also operated 471 other facilities, including 276 delivery stations and 73 sorting
centers. One of its biggest commitments was India, where it operated 42 fulfillment centers, 25 sorting
centers, and 150 delivery stations.' Here, Amazon competed with local leader Flipkart. In May 2018,
Walmart acquired 77% of Flipkart for $16 billion. Flipkart was founded in 2007 by two former Amazon
employees. 138
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As it expanded in the United States, Amazon lost its advantage of not being required to levy sales
tax on customer purchases. Starting April 1, 2017, it collected taxes in all U.S. states that had a sales tax.
This change did not affect third-party sellers on Marketplace.®

To improve the productivity of its warehouse operations, Amazon acquired robot maker Kiva
Systems in 2012.

In late 2015, the Wall Street Journal reported that Amazon was in discussions to lease aircraft to
supply its own air freight.'% This news triggered rumors that Amazon intended to build its own
logistics network in competition with the likes of UPS, FedEx, and the U.S. Postal Service, who counted
Amazon among their biggest customers.!#! In August 2016, Amazon revealed its first aircraft, branded
Prime Air, and announced that it would lease a total of 40.14? In February 2017, Amazon announced it
was to build an air cargo hub in Kentucky for $1.5 billion.'** In March 2017, Amazon demonstrated the
feasibility of its 30-minute drone delivery system in California with special permission of the FAA.
Development of the service depended on the introduction of appropriate air traffic control systems.44

Physical Stores

In an unexpected twist, Amazon started opening physical bookstores in 2015, with the first in
Seattle. The stores displayed a limited amount of books along with Amazon hardware. The seventh
physical store was opened in New York in May 2017.1%° The company added a number of “bookless”
bookstores on college campuses where students could order textbooks and items for furnishing dorm
rooms to be picked up later in the store. Students received a 50% discount on Prime membership.140

The purchase of Whole Foods in mid-2017 marked a significant increase in Amazon’s commitment
to physical stores, adding 460 locations to its portfolio.

In January 2018, the company opened to the public an Amazon Go convenience store with no cash
registers. This store introduced the concept of Just Walk Out (JWO) shopping. Customers simply
removed products from the shelves and walked out; sensors were used to charge them automatically
for their purchases.’

Physical store sales were $4.5 billion in the final quarter of 2017 (12.8% of online store sales, up from
4.8% the previous quarter).!48

Employees

To support the buildout of its logistics infrastructure, Amazon hired nearly 130,000 people in 2017,
bringing the total workforce up to 566,000 full-time and part-time employees. Amazon had a number
of programs in place to attract high-quality employees. The company pre-paid 95% of tuition for
employees to take courses in in-demand fields in order to help employees find long-term, fulfilling
career paths. The company also adopted a policy called Pay to Quit, which offered employees between
$2,000 and $5,000 (depending on length of employment) to quit. The program was meant to encourage
dissatisfied employees to leave. Amazon also began pioneering a concept called the Virtual Contact
Center, which would allow employees to work from home. %

In August 2015, the New York Times published an exposé on Amazon, suggesting that the company
was “conducting a little-known experiment in how far it can push white-collar workers.” 1> Employees
were held to standards that Amazon itself described as “unreasonably high,” and the internal phone
directory showed employees how to send confidential feedback to each other’s bosses. One ex-
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employee recalled, “Nearly every person I worked with, I saw cry at their desk.” Amazon recruiter
Susan Harker remarked, “This is a company that strives to do really big, innovative, groundbreaking
things, and those things aren’t easy. When you're shooting for the moon, the nature of the work is
really challenging. For some people it doesn’t work.” Bezos refuted the story and said Amazon would
not tolerate the “shockingly callous management practices” it portrayed.!5!

Finance

Having delivered net profits for the first time in 2003, Amazon invested heavily in hardware, digital
content, software services, and infrastructure, and profits were meagre. By mid-2006 investors were
growing impatient with the cost of Amazon’s technology and development investments. The stock price
fell to $26 in July 2006, triggering the company to drop the rate of its technology spending growth.1>2
Amazon’s revenue continued to grow by double digits, and the stock price recovered to $50.10 by 2007.1%3

Through the recession of 2008-2009, Amazon’s sales continued to grow from $19.2 billion in 2008
to $24.5 billion in 2009 and $34.2 billion in 2010.1%4

In 2014, Amazon recorded sales of $89 billion and operating profits of $178 million. The company
incurred losses in the second and third quarters, and the share price fell from just short of $400 to $309
at year-end. During this time, the S&P gained nearly 20%.

In 2015, profits rose significantly. The first three quarters of the year were all profitable, the first
time the company had achieved this in three years. Moreover, third-quarter profits were a record, but
shareholders were unimpressed; on the announcement, the shares fell 15% in after-hours trading. The
years 2016 and 2017 saw much higher levels of profitability, and the shares reached record levels. The
first quarter of 2018 also proved strong, driving the share price to new heights and making the company
the second most valuable company globally after Apple, with a market capitalization of more than $750
billion. As a result, Bezos became the richest man in the world.

The Path Ahead

While Amazon’s shareholders were delighted with the results, the company was drawing criticism
at the highest level in the United States: the White House. On March 29, 2018, President Trump attacked
Amazon by tweeting that the company did not pay enough taxes and implied that he might use the
power of the presidency to intervene in the company’s success. He also accused Amazon of driving
retailers out of business and using its bargaining power to pay the U.S. Postal Service less than cost for
delivering parcels. This was not the first attack from President Trump, who had been signaling his
displeasure with the company since 2015. Some suggested that Trump was motivated by Bezos’s
ownership of the Washington Post, which had publicly criticized the President.’>® The March attack
triggered a 6% fall in the share price.>

Whatever President Trump felt about Amazon, his arguments were not without merit. Amazon was
not collecting sales taxes from Marketplace suppliers, even those using Fulfillment by Amazon, putting
them at an advantage to both Amazon itself and all other retailers; retailers were going bankrupt
around the world in the face of Amazon’s onslaught; and some Wall Street analysts estimated that
Amazon paid the U.S. Postal Service 50% of what they would have to pay to UPS to deliver the same
parcel.’” However, it was not clear what the President could do about this, since antitrust actions
would need to come from the non-partisan Federal Trade Commission or Justice Department. 18
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Whatever the President’s views, the market view was clear; Amazon posted record results for the first
quarter, and the share price rose to record levels.

The City of Seattle was also taking exception to Amazon’s success because of the rapid rise in local
rents to accommodate its burgeoning employee base. It proposed a $500 per employee tax on all large
employers to fund affordable housing.!® Meanwhile, Amazon had received bids from 240 North
American cities vying to become host for the company’s second headquarters (HQ2), and it was in
discussions with 20 finalists to understand what incentives they would offer.160

It seemed that nothing would stop the inexorable rise of Amazon. (See Exhibits 4, 5, 6, and 7.)

13



"saako[durd 103 219M SIOUBNSST IO [[€ /£66T UT OJ] Ue U UOI[[IUI ()G$ PIsTel UOZLUY "¢ IqUIadd( U0 PIPUD SILIA [eds S UOZeUTY  :S9JON]

'S,100] 29 PIEPUE)SG JO UOISIAIP © “duf ‘O [e3ide)) ‘S[erduruly UOZLUTy U0 Paseq “ISJLIMase])  :90INog

L2 80/ 69/ G/9 ¥Zs 00 10¢€ 91z 062 LvZ 0l (s000$) @8Aojdw3 Jad snusrsy
006°€l  000ZL 0006 0082 0052 0082 000'6 009°2 0012 ¥19 1GL seako|dwg awi]-|In4
6 062- 002 ¥9¢ 861 z8e- 689 16 vZ Y0l G yseQ ui sbuey) 1eN
Ggz- 65¢- /G1- G6Y- Gl- 0L- G99 G/0°L 8ve S/ - panss| 1gaQ 18N
Ge 99 09 €91 zzL 9Ll GP 9 vl 0§ A} 300} UOWIWOY JO BoUENSS|
(egg) (822) (81¢) 1£2 (zz1) (e52) 9l (zze) (292) (€2) (1) Bunseau] woly ysen
(zg) (¥2) (12) - - - - (02€) (61) - - suopisinboy yse
(912) (¥02) (68) (9t) (6€) (09) (seL) (282) (82) (2) (1) alnjipuadx3 [eyde)
20. eel 195 z6¢€ Vil 0ZlL- 0€lL- 16- e % z- 'sdO woly yse
Ley ae 12¢ 9¢0°L- £Ge'L- obP'L- 196~ 992 6L 8z € Aynb3 |ejoL
L¥8 000°L 616 895 0SS 182 98¢ €12 €92 ¥6 Z [ended Buiiopn
ze6's 0S¥'e 9/¥'¢ 86l eve's 8/0'¢ zoL'e 502'C 0Ls 1zl - sanigelT [ejoL
YAzA) LLG'L 1¥8°L v26°L ££2'C 960'C v Shy'L 8ve 1. - 198Q wa-BuoT
2€5'C 626°L 029°L £62°1 990°L 126 G/6 6€. 291 4% G senljigerT uaung [ejo]
£oc'y 969'€ A 2912 066°L 8€9°1L GeL'e 29T 8%9 671 ] Sjessy [ejol
€le'c 626'C 6ES'C 1z8'L 9191 802°1 19¢‘L ZL0'L 4% L€1 i sjessy jualng [ejoL
118 995 08¥y ¥6¢ 202 44 G/l 122 0¢ 6 L Kioyusauj
6102 0002 611°1 G6E'L LOE‘L 166 LOL‘L 902 €€ Gzl 9 SJUBsWISeAU| | S R yseD [ejol
%9°€ %9°G %Z°9 %L°G %.C % .- %0'v2-  %bt'9e-  %L0L-  %86L-  %L'8e-  (8nusnsy jo %) swoou| Buneledo
%0°EL %L el %8'ZL %8'ElL %091 %6l %€°GZ %862 %y ¥ %8°0€ %Z Gt (enuanay 40 %) V9OS
%622 %02 %L°€T %6°€T %Z'GZ %9°GZ %.1°€T %L L) %6°LZ %S'61 %022 (snusnsy 40 %) Woid $S0ID
061 6G¢ 885 Ge 6YL- 196- LLp'L- 0zl- GZl- 8z- 9- awoou| 18N
68¢ Ly Ley 122 90l Lez- $99- 865- z9- 62" 9- swoou| BunessdQ
(s6et)  (60L‘L)  (288) (922) (0g9) (¥09) (002) (88t) (6t71) (9%) (2) "dx3 ulwpy B [essusg Buljles
95¥'2 6£0'C 209°1L 1S2°1 £66 66/ 959 162 veL 62 € 101d SS0ID
(sgz'e)  (1s¥'9)  (6Le's)  (L00'v) (ov6'2?)  (vze'z)  (90L'2)  (6vEL) (9%) (6L1) (z1) pI0S Spoo9 JO 1S0D
LLZ'oL  06%'8 1269 ¥92'S £€6'C zzL'e 29.'C 0v9‘L 019 8yl 91 anuaAsy [ejoL

900T S00T $00T €00T 700T 100T 000T 6661 8661 L661 9661

$I-  C0V-91L

(sxrefop jo suor[Tw uI) 900T-9661 ‘S[EIOURUL] UoZeWY L 3IqIYXT



"saako[durd 103 219M SIOUBNSST IO [[€ /£66T UT OJ] Ue U UOI[[IUI ()G$ PIsTel UOZLWY "¢ IqUIad9( U0 PIPUD SILIA [eds S UOZeUTy  :S9JON]

'S,100] 29 PIEPUE)SG JO UOISIAIP ® “duf ‘O [e3ide)) ‘S[erouruly UOZLUTy U0 Paseq “ISJLIMase])  :90INog

vLE 86¢ Y9y 115 Ge9 169 GG8 GL0'L 600°L 9z6 €/8 (s000$) @8Aojdw3 Jad snusrsy
000'99S 00V'LYE 00802 OO0L‘YSL  00€'ZLL  00v'88  00Z'9S  00Z'€E  00€vZ  00.0Z  000°ZL seako|dwg awi]-|In4
881l yb'e £ee’l 668'G v.15 G182 z67'L €ee G/9 0€e L16°1 yseQ ui sbuey) 1eN
098'6 ovL'e- z88'c- 9Zr'y L19- 0612 192- 8/- G8¢- 89¢2- 0G- panss| 1gaQ 18N
- - - - - - - - - Ll 16 00]S uowwo) JO dduenss|
(618'22) (9:8'6)  (0sp'9)  (s90's)  (9z2'v)  (ges'e)  (oe6'L)  (09g'e)  (ze€27)  (B6L°L)  2¥ BunseAu| woly ysen
(zz6'cL)  (9L1) (562) (626) (z1€) (5¥2) (502) (zse) (o¥) (¥61) (52) suopisinboy yse
(gs6'LL)  (2£2'9)  (68s'y)  (g68'v)  (bv¥'e)  (g82'¢)  (1L18'L)  (626) (e2¢€) (ege) (y22) alnjipuadx3 |eyde)
vEP'8L  E€PP'OL 02Z6'LL  Z¥8‘9 GlY'S 08L't €06'E S6%'E €62'E 169°L GOY'L 'sdO woly yse
60.'/C G826l  t8Ecl Lv2'0L  9vl'6 Z61'8 161'1 $98'9 162'S 219'C 161°1 Aynb3 |ejoL
vLe'C G961 G/S'C gez's Gh9'L ¥62'C ¥65°C G/e'e £EY'e LLb'L 0S¥'1 [ended Buiiopn
L09°€0L  ZLL'P9 09028  tolL'ey  E€LP0E  £9g'¥e 1Z6°ZL  €£6°'LL 9668 Zr9's 88¢2'G sanigelT [ejoL
SYI'vZ  ¥69°'L Gez's STsTAL] L6L‘E ¥80'€ elerd ¥81 601 60 282°L 198Q wa-BuoT
£€88°/G  918'€h  668'€CE  680°8C 086'CC 200'6L  968vL  ZLEO0L  +9EL vl vLL'e sefljigerT uaung [ejo]
OLELEL  20v'€e8  vv¥'S9  GOS'PYS  6SL'0F  GGG'cE€ 8/2'GZ 16181 €L8'EL  vlE'S G8Y'9 Sjessy [ejol
16109 182'6t  ¥.¥'9E  l2E'le  G29've 962l 06V L Ivl'SL  161'6 /51'9 YoL's sjessy jualng [ejoL
/¥0'9L Lov'LL €20l 6628 Liv'L L£0‘9 z66'Y z0z'e 1212 66€°L 002Z°L Kioyusauj
986°0¢ 186°GZ 8086l  9LVZL  lvb'ZL  8v¥LL 9.5 29.'8 99g'9 1zl'¢ zZL'e SJUBsWISeAU| | S R yseD [ejol
%E'C %L %L %20 %01 %L1 %8°L %Ly %8’V %LY %yt (snusnay Jo v,) swoou| BuneladO
%6°LZ %102 %161 %.'8lL %ELL %6°Gl %E YL %6°C1L %S°ClL %9°C1 %9°CL (enuanay 40 %) V9OS
%L°LE %1L°GE %0°€E %G°62 %Z'LZ %8¢ %y'22 %E'2Z %922 %E'2Z %922 (snusnsy 40 %) Woid $S0ID
££0'c LL£T 965 Lve- v.2 6¢- 1€9 Z51'L 206 S99 9/ awoou| 18N
L'y 98L'y ££2'C 8/l G/ 9/9 z98 90%'L 08L°L 68/ GG9 swoou| BunessdQ
(ze6'8e) (v82°22) (LLp'02) (0S9'9L) (2v8'ch) (gzr'6)  (¥98'9)  (L6€'v)  (090°€)  (BL¥'2)  (1L28°L) "dx3 ulwpy B [essusg Buljles
2€6'G9  g2l'ly  §se'se  9g£Z'9C L/2'0Z  22L'GL  68L0L  £¥9°L LES'S 0/2'Y £6e'e Jjoid ssoi9
(re6'LiL)  (goz'eg) (159°L2) (gsz'zo9) (18L'vs) (Lz6'sh)  (882'2¢) (196°92) (826'8L)  (968'%L) (28t'LL) pI0S Spoo9 JO 1S0D
998'//1 /86'GSEL 900°Z0L 886'88  ¢SV'¥.  €60°L9  2/0'8F  POZ'PE  60G'bC  99L°6L  SEQVL anuaAsy [ejoL

L10T 910T SI0T y10T €10T T10T 1102 0102 6002 800T £00T

(sxeffop jo suor[Iw ur) £107-£00T ‘S[PIoURUL] UozewY  qT 3IqIYXH

-ST-  C0P-91L



(96°1$ = £66T ‘ST ABIN) OdI s 1€ 2011d 30038 pajsnipe-11ds s, uozeury 03 paxaput are sam3y OVASYN 'ST0T ‘¢¢ AL USnony) /66T ‘ST A WIOI UMOYS oI sanjep  SAON

'$,100] 29 PIEPUE)G JO UOISIAIP e “duf ‘O] [e3ide]) wog ejep uo paseq “I19jLIMase])  :90INog

8l0¢ Ll0C 910¢ Gl0C ¥IL0C €1L0¢ ¢l0Cc LL0Z 0L0C 600¢ 800¢ L00C 900 G00C¢ ¥0OC €00¢ ¢00C L0OOC 000C 6661 866l /L66L
0$

xapu| ausodwo) DYASYN

002Z$

00¥$

009%

008$

000°L$

00Z'L$

00t'L$

009°1L$
uozewy

008°L$

D11 3P0Ig UozZeWY T qIYXH

-9I- Q20¥-91L



Amazon.com, 2018 716-402

Exhibit 3a

Amazon Corporate Timeline

Year

Event

1995

1996

1997

1998

1999

2000

2001

2002

2003

2004

2005

July—Amazon officially launched on July 16, 1995.

July—Amazon.com sells first book: Fluid Concepts and Creative Analogies: Computer Models of the
Fundamental Mechanisms of Thought, by Douglas Hofstadter.

July—Amazon.com launches Associate Program, which allows users to link to the Amazon site and
earn a commission on the sales generated.

May—Amazon announces IPO. Amazon starts trading on the NASDAQ stock exchange under the
symbol AMZN at a price of $18 per share.

September—Amazon introduces 1-Click Shopping, which allows customers to make a purchase with
one click.

February—Amazon launches Advantage Program.
October—First International Sites are launched: Amazon.co.uk (U.K.) and Amazon.de (Germany).
November—Opens DVD/Video Store.

March—Amazon.com Auctions is launched.

October—Launches Camera & Photo Store.
September—Amazon.com launches zShops.

December—Jeff Bezos named Time Magazine “Person Of The Year.”

May—Opens Kitchen Store.
August—Amazon announces Toys “R” Us Alliance, which begins Amazon’s Toy Store.

November—Amazon Marketplace is launched. Amazon.com introduces First Free Super Saver
Shipping Offer (Orders Over $100).

April—Amazon announces Borders Group Alliance, where Amazons fulfills orders placed through
Borders.com.

August—Amazon.com introduces In-Store Pick Up (for Toys “R” Us, Borders, and other alliance
members).

September—Amazon.com Travel store is opened.
September—Amazon announces Target Stores Alliance.

June—Amazon.ca is launched.

July—Amazon Web Services is launched.

August—Lowers Free Super Saver Shipping Threshold to $25.
November—Opens Apparel & Accessories Store.

September—Opens Sports & Outdoor Store.
December—Opens Health & Personal Care Store.

April—Opens Jewelry Store.
September—Amazon acquires Joyo.com Limited as first entry into China.

February—Amazon introduces Amazon Prime (unlimited express shipping for $79 a year).
May—Amazon introduces Amazon Wedding.
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Year

Event

2006

2007

2008

2009

2010

2011

2012

2013

2014

2015

February—Amazon acquires Shopbop.com.
March—Launches Amazon Simple Storage Service (S3).
July—Amazon.com launches Grocery Store.

September—Amazon Unbox service is available, a digital video download service with DVD-quality
picture. Amazon.com launches Fulfillment by Amazon for small and medium-sized businesses.

January—Amazon launches Endless.com, a shoe and handbag website that offers over 15,000 styles
and free overnight shipping on all products.

September—Public Beta of Amazon MP3 is launched.
November—Amazon introduces the first Kindle.

January—Amazon buys Audible.com for $300 million.

July—Amazon acquires Zappos.com for $1.2 billion, introduces AmazonWireless, and launches
Outdoor Recreation Store.

October—Amazon launches Local Express Delivery.
November—Announces expansion of Amazon Web Services into Asia.

Amazon publishing

November—Launches Amazon Studios and introduces Price Check by Amazon.
December—Amazon invests $175 million in local deal site LivingSocial.

January—Amazon.com acquires LoveFilm International Limited.
February—Amazon.com announces Prime Instant Videos, a new benefit for Prime Members.

March—Introduces Amazon Cloud Drive, Amazon Cloud Player for Web, and Amazon Cloud Player for
Android. Amazon Appstore for Android becomes available.

April—Announces Amazon Deals App.
May—Amazon.com now selling more Kindle books than print books.
June—Launches AmazonLocal.

September—Amazon launches Kindle Fire, Kindle Touch, and Kindle Touch 3G. Amazon introduces
Amazon Silk, a web browser developed for Kindle Fire.

November—Amazon introduces The Kindle Owners’ Lending Library.

March—Amazon.com agrees to acquire Kiva for a reported $775 million.
June—Amazon Publishing acquires Avalon Books.

August—Launches Amazon Art.

June—Launches Amazon Fire Phone and Prime Music.

August—Acquires Twitch, a video-game streaming service.
September—Launches first television series, Transparent.

October—Releases Amazon Fire TV Stick, a streaming media stick.
December—Launches Prime Now: one-hour delivery of certain daily essentials.

January—Announces partnership to build wind farm to power Amazon Web Services. Launches
Amazon WorkMail, a cloud-based business email and calendar service.

March—Announces Amazon Dash Buttons for one-touch replenishment of household products.
April—Launches Amazon Business, an online marketplace tailored for business customers.
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Year Event
December—Amazon Studios releases its first Original Movie, Chi-Raq, in theaters.
2016 October—Prime launches in China.
December—Prime Air makes its first delivery to a customer by drone in Cambridgeshire, England.
2017 June—Announces acquisition of Whole Foods Market.
September—Announces plans for HQ2 (second headquarters), requesting proposals from cities.
November—Adds private-label furniture brands Rivet and Stone & Beam. Announces Alexa for
Business.
2018 January—Announces partnership with Berkshire Hathaway and JPMorgan Chase to improve health
care for employees. Amazon Go, a grocery store with no cashiers, opens to the public in Seattle.
Source: Casewriter chart modified from “History & Timeline,” Amazon Press Room, http://phx.corporate-ir.net/

phoenix.zhtml?p=irol-corporateTimeline&c=176060, accessed June 2015; and other published sources.
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Exhibit 3b Amazon Market Share in Select Categories

Category Geography = Year Amazon Share

E-Books United States 2017 83.3%
Digital Assistants (i.e., Alexa) World 2017 62%

Internet Retailing United States 2017 45.8%
Streaming Video United States 2016 40.5%
Apparel and Footwear through Internet Retailing  United States 2017 35.3%
Cloud Computing World 2016 8.2%
Retailing United States 2017 5.9%
Supermarkets United States 2017 3.0%
Consumer Electronics United States 2017 4.3%
Retailing World 2017 2.4%

Source:

Amazon.com, 2018

Compiled from Amazon.com Inc Company Shares, Euromonitor International, accessed May 2018; eMarketer, “Share
of Amazon Prime Instant Video users among over-the-top (OTT) video services users in the United States from 2015
to 2020,” via Statista, accessed May 2018; AuthorEarnings, “Distribution of e-book unit sales in the United States as of
February 2017, by retailer,” via Statista, accessed May 2018; IHS, “Worldwide intelligent/ digital assistant market share
in 2017 and 2020, by product,” via Statista, accessed May 2018; ITCandor, “Distribution of cloud computing market
revenues worldwide in 2015 and 2016, by vendor,” via Statista, accessed May 2018.
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Exhibit 4b Market Shares of Overall Retailing in the United States, 2008-2017 (%)

2017
Rank Company Name 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
1 Walmart Inc 120 125 121 119 119 118 117 116 116 116
2 Amazon.com Inc 04 06 038 1.2 16 21 26 33 43 59
3  CVS Health Corp 27 31 3.0 31 33 33 35 36 39 38
4  Kroger Co 27 28 28 29 28 29 31 33 33 32
5  Walgreens Boots Alliance Inc 24 27 28 28 26 27 27 27 27 29
6  Costco Wholesale Corp 1.7 1.8 1.8 19 20 20 21 22 22 22
6  Target Corp 26 27 27 27 27 26 26 25 23 22
8  Home Depot Inc, The 1.7 16 16 15 15 16 16 1.7 18 1.8
8  Albertsons Cos Inc 02 02 02 01 0.1 08 09 19 1.9 1.8
10 Express Scripts Holding Co 1.2 1.3 1.6 1.6 1.5 1.4 1.4 1.4 1.4 1.5
11 Lowe’s Cos Inc 1.4 1.4 1.4 1.4 1.3 1.3 13 13 1.4 1.4
11 Ahold Delhaize 1.7 18 16 16 16 16 15 15 14 14
13 BestBuy CoInc 1.4 1.5 1.4 1.4 1.3 1.2 1.2 1.2 1.1 1.1
13 Publix Super Markets Inc 1.0 1.0 1.0 1.1 1.0 1.1 1.1 1.1 1.1 1.1
15 Apple Inc 04 04 05 07 08 08 09 09 09 09
15 eBaylInc 04 04 05 05 06 07 08 08 09 09
15 TJXCos Inc, The o6 07 07 07 07 08 08 08 08 09
18 Rite Aid Corp 1.0 1.1 10 10 10 10 10 09 09 038
18 Macys Inc 10 10 10 10 10 10 10 09 08 038
18 Dollar General Corp 04 05 05 06 06 06 07 07 07 08

Source: Casewriter, based on Retailing Company Shares, Euromonitor International, accessed May 2018.

Note: This table includes all companies that were in the top 20 in 2017.
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Exhibit 4c Market Shares of Non-Store Retailing in the United States, 2008-2017 (%)
2017
Rank Company Name 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

R NG N N . \ G, N U N U U e W U —N
OO OWOONNTANNN 2D ©®NOOHWN =

Amazon.com Inc

CVS Health Corp
Express Scripts Holding Co
eBay Inc

Walmart Inc

Apple Inc

Liberty Interactive Corp
Walgreens Boots Alliance Inc
Macys Inc

Best Buy Co Inc

Home Depot Inc, The
Wayfair LLC

Nordstrom Inc

Costco Wholesale Corp
Target Corp

Kohl’s Corp

Wish

Williams-Sonoma Inc
Lowe’s Cos Inc

Gap Inc, The
Newegg.com Inc

Sears Holdings Corp
PetSmart Inc

4.0
5.9
11.5
3.5
0.9
1.2
1.9
0.8
0.3
0.6
0.3
0.1
0.2
0.8
0.3
0.1
0.5
0.0
0.4
0.8
0.5

54
6.6
12.1
3.8
1.0
1.4
2.0
0.8
0.4
0.7
0.3
0.1
0.2
0.7
0.3
0.2
0.5
0.1
0.4
0.8
0.5

7.3
6.1
13.6
4.0
1.2
1.6
1.8
0.8
0.4
0.7
0.3
0.1
0.3
0.7
0.3
0.3
0.5
0.1
0.4
0.8
0.6

10.1
6.1
13.3
4.2
1.3
1.9
1.7
0.9
0.5
0.8
0.3
0.1
0.4
0.6
0.4
0.3
0.5
0.1
0.4
0.7
0.6

12.6
6.8
11.3
4.6
1.6
24
1.6
0.9
0.7
0.8
0.4
0.1
0.4
0.6
0.4
0.4
0.5
0.2
0.5
0.6
0.7

15.4
6.8
10.2
5.3
1.8
2.8
1.5
0.8
0.9
0.8
0.6
0.2
0.5
0.6
0.4
0.5
0.0
0.6
0.2
0.5
0.6
0.7
0.0

18.5
7.9
9.7
5.8
1.9
2.8
1.5
0.8
1.2
0.9
0.7
0.3
0.6
0.6
0.5
0.5
0.1
0.6
0.3
0.5
0.6
0.7
0.1

221
8.6
9.2
5.6
2.0
2.8
1.7
0.7
1.3
0.9
0.8
0.4
0.6
0.6
0.6
0.6
0.2
0.5
0.3
0.5
0.5
0.7
0.1

26.0
8.7
8.8
5.2
2.1
2.5
1.5
0.6
1.3
1.0
0.9
0.6
0.6
0.6
0.6
0.6
0.4
0.5
0.4
0.4
0.4
0.5
0.2

30.3
8.4
8.2
4.9
29
2.6
1.9
1.4
1.3
1.1
1.0
0.7
0.7
0.7
0.6
0.6
0.5
0.5
0.4
0.4
0.4
0.4
0.4

Source:

Notes:

Casewriter, based on Non-Store Retailing Company Shares, Euromonitor International, accessed May 2018.

This table includes all companies that were in the top 20 in 2017. Euromonitor’s “Non-Store Retailing” category
comprised vending, direct selling, home shopping, and Internet retailing.
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Exhibit4d Market Shares of Internet Retailing in the United States, 2008-2017 (%)

2017
Rank Company Name 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
1 Amazon.com Inc 92 120 153 19.7 236 26.7 307 356 410 458
2 eBay Inc 8.1 8.4 8.4 8.3 8.7 9.1 9.5 9.0 8.2 7.4
3 Walmart Inc 2.0 23 2.5 25 2.9 3.0 3.1 3.1 3.3 4.3
4 Apple Inc 2.7 3.1 3.3 3.7 4.5 4.8 4.7 4.6 3.9 3.9
5 Macys Inc 0.7 0.8 0.9 1.0 1.3 1.5 1.9 21 21 2.0
6 Liberty Interactive Corp 1.1 1.2 1.3 1.2 1.2 1.1 1.1 1.6 14 1.8
7 Best Buy Co Inc 1.3 1.5 15 1.5 14 1.4 15 1.5 15 1.7
8 Home Depot Inc, The 0.6 0.6 0.6 0.6 0.7 1.0 1.2 1.3 1.4 1.4
9 Wayfair LLC 0.2 0.2 0.3 0.2 0.2 0.3 0.4 0.7 0.9 1.0
9 Nordstrom Inc 0.5 0.5 0.5 0.7 0.8 0.9 1.0 1.0 1.0 1.0
9 Costco Wholesale Corp 1.8 1.5 14 1.2 1.1 1.0 1.0 1.0 1.0 1.0
9 Target Corp 0.7 0.7 0.7 0.7 0.7 0.7 0.8 0.9 1.0 1.0
13 Kohl's Corp 0.3 0.4 0.5 0.6 0.8 0.8 0.9 0.9 0.9 0.9
14 Wish - - - - - 0.0 0.1 0.4 0.7 0.8
15 Williams-Sonoma Inc 0.9 0.8 0.9 0.9 0.9 0.9 0.9 0.8 0.8 0.7
16 Lowe’s Cos Inc 0.1 0.1 0.2 0.2 0.3 0.4 0.5 0.5 0.6 0.6
16 Gap Inc, The 1.0 0.9 0.9 0.9 0.9 0.9 0.9 0.8 0.7 0.6
16 Newegg.com Inc 1.8 1.8 1.7 1.3 1.2 1.0 0.9 0.8 0.7 0.6
16 Sears Holdings Corp 1.0 1.1 1.2 1.2 1.2 1.2 1.2 1.0 0.8 0.6
20 PetSmart Inc - - - - - 0.1 0.1 0.2 0.3 0.5
20 Overstock.com Inc 0.7 0.8 0.8 0.7 0.6 0.6 0.6 0.6 0.6 0.5
20 L Brands Inc 1.2 1.0 1.1 1.0 0.9 0.8 0.7 0.7 0.6 0.5
20 JC Penney Co Inc 1.3 1.3 1.1 1.0 0.6 0.5 0.5 0.5 0.5 0.5
20 Dell Inc 3.2 26 21 1.7 1.2 0.9 0.7 0.7 0.6 0.5

Source: Casewriter, based on Internet Retailing Company Shares, Euromonitor International, accessed May 2018.

Note: This table includes all companies that were in the top 20 in 2017.
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Exhibit 4e Brand Shares of Portable Players in the United States, 2008-2017 (%)

Brand

Name Company Name 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017
Amazon Amazon.com Inc - - - - - - 0.1 73 126 191
Kindle Amazon.com Inc 0.7 39 137 237 174 187 200 175 126 9.9
iPod Apple Inc 420 416 376 304 328 259 179 135 9.0 6.6
JBL Samsung Corp - - - - - 1.7 3.6 5.0 6.4 6.4
Google Alphabet Inc - - - - - - - - 0.7 5.3
Home
Bose Bose Corp - - - - - 1.3 29 3.8 4.8 4.6
Ultimate Logitech International - - - - - 1.2 2.7 3.5 4.3 4.2
Ears SA
Sony Sony Corp 55 4.8 59 5.8 6.4 71 6.6 5.4 4.4 3.7
Kobo Rakuten Inc - - - 1.3 2.4 4.2 4.2 3.5 2.5 1.9
SanDisk  Western Digital Corp 7.5 7.2 6.0 5.1 4.7 4.8 4.5 2.9 1.9 1.4
Beats Apple Inc - - - - - 0.4 0.6 0.8 0.9 0.9
Samsung Samsung Corp 4.2 25 2.7 3.0 4.3 3.4 3.0 1.8 1.1 0.8
Sonos Sonos Inc - - - - - 0.3 0.5 0.6 0.7 0.6
Nook Barnes & Noble Inc - 0.5 3.2 3.7 4.7 3.5 2.0 0.9 0.5 0.3
Philips Koninklijke Philips NV 2.8 25 1.2 0.8 0.8 0.7 0.6 0.4 0.3 0.2

Source: Casewriter, based on Portable Players Brand Shares, Euromonitor International, accessed May 2018.

Note: Euromonitor’s “Portable Players” category comprised e-readers and portable media players.
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Exhibit6 Amazon Item Count and Third-Party Sales Data

Total SKUs, April 2016 525,946,546
Items Eligible for Prime 36,615,488
Shipping

Gross Merchandise Volume in 2015 (billions)

First-Party $93.8

Third-Party $131.8

Units for Sale on Amazon.com: Breakdown Percentage of Items Sold by Third-Party Sellers?

by Category, Q1 2016

Cell Phones and Accessories 18% Overall 83%

Home and Kitchen 15% Computers, Electronics, and 99%
Software

Books 13% Patio, Lawn, and Garden 90%

MP3 Music 11% Appliances 89%

Clothing and Accessories 7% Tools and Home Improvement 87%

Sports and Outdoors 6% Automotive 86%

Electronics (incl. Computers) 5% Musical Instruments 81%

Industrial and Scientific 5% Pet Supplies 79%

Collectibles 4% Gift Cards 63%

Automotive 4%

Tools and Home Improvement 2%

Music 2%

Office Products 2%

Toys and Games 1%

Health and Personal Care 1%

Kindle Store 1%

Patio, Lawn, and Garden 1%

Other 3%

Top 10 Categories by Number of Products, January 2018
Clothing, Shoes, and Jewelry 166,280,000

Home and Kitchen 86,090,000
Books 53,380,000
Electronics 37,780,000
Sports and Outdoors 27,290,000
Automotive Parts and 24,750,000
Accessories

Cell Phones and Accessories 23,030,000
Industrial and Scientific 20,080,000
Tools and Home Improvement 16,150,000
Collectibles and Fine Art 16,020,000
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Total Number of Products, 562,382,292
January 2018
Source: Compiled from “Amazon.com Statistics April 2016,” Scrapehero, April 8, 2016,

Note:

https:/ /learn.scrapehero.com/amazon-com-statistics-april-2016/, accessed April 2016; Scot Wingo, “Deep Dive into
Amazon’sQ4Results for Sellers,” ChannelAdvisor, February 1, 2016,
http:/ /www.channeladvisor.com/blog/?pn=scot/ deep-dive-into-amazons-q4-results-for-sellers-whats-cool-100b-
and-200b, accessed April 2016; R. W. Baird data as reported in Ina Steiner, “Amazon Accelerates Product Selection in
Key Categories,” EcommerceBytes, April 15, 2016, http:/ /www.ecommercebytes.com/cab/abn/y16/m04/i15/s02,
accessed April 2016; and R. W. Baird data as reported in Ina Steiner, “Third Party Merchants Drive Amazon Growth,”
EcommerceBytes, October 15, 2015, http://www.ecommercebytes.com/cab/abn/y15/m10/i15/s02, accessed May
2016; and Bloomberg, “Percentage of Amazon.com products sold by Amazon as opposed to third-party marketplace
sellers as of May 2015, http://www.statista.com.ezp-prodl.hul.harvard.edu/statistics/537435/ direct-us-
amazoncom-sales-share-category/, accessed May 2016; Scrapehero, “"How Many Products Does Amazon Sell? -
January 2018,” https:/ /www.scrapehero.com/many-products-amazon-sell-january-2018, accessed May 2018.

Category breakdown data are for Amazon.com only and do not cover Amazon’s websites for other countries.

a Figures are for Q3 2015, except for gift cards and computers, electronics, and software figures, which are for May 2015.
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Exhibit 7a
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1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017

Operating Profit (mil USD)

1995 1997 2003 2005 2007 2009 2011 2013 2015 2017

-1,000
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Exhibit 7b  Amazon Operating Margin and Operating Profit (% of Capital Employed)

Operating Profit (% of Revenue)
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Exhibit 7c  Amazon Net Income and Net Income (% of Equity)

Net Income (mil USD)
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Exhibit 7d Working Capital (% of Revenue) and Debt-to-Capital Ratio
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Working Capital (% of Revenue)

1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017

Debt-to-Capital Ratio

1995 1997 1999 2001 2008 2005 2007 2009 2011 2013 2015 2017

Source:

Casewriter, based on Amazon financials, Capital IQ, Inc., a division of Standard & Poor’s.
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