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[At the top of the page, a picture of a person [using the Internet] in the
middle of the following text: BUYER-DRIVEN COMMERCE]

[On the right side of the page, a page screen shot of the priceline.com homepage, including a button menu of
the various services offered by the priceline.com service. Below the priceline.com homepage, four smaller
cascading page screen shots with textual descriptions of the various services offered and steps involved in
the priceline.com process; the following captions flow below the smaller cascading screen shots]

"Priceline.com's name-your—price process was carefully designed to be fast
and easy to use."

"In just a few minutes, and at no cost, a consumer can name a guaranteed ready—to-buy price for a flexible
range of goods. Priceline.com then searches for a seller who wants the sale."

On the left side of the page, the following text:

A UNIQUE E-COMMERCE SYSTEM WHERE BUYERS NAME THEIR PRICE, AND PRICELINE.COM
"COLLECTS" INCREMENTAL DEMAND FOR SELLERS TO CONSIDER.

Priceline.com is a multi-category e—commerce system which uses a simple and compelling consumer
proposition——name your price. Subject to the buyer's agreed range of product flexibility, we find a seller
willing to accept the buyer's offer. Buyers get the price they want and sellers get incremental sales.

[The button menu of services that the priceline.com service offers is duplicated from the page screen shot
of the priceline.com homepage, with each button bearing an icon depicting the textual description on the
button:

[Icon of an airplane with the text] "Domestic Airline Tickets"
[Icon of an airplane with the text] "International Airline Tickets"
[Icon of a suitcase with the text] "Hotel Rooms"

[Icon of a car with the text] "New Cars (N.Y. Metro)"

[Icon of a house with the text] "Home Mortgages"

[lcon of a house with the text] "Home Refinancing"

[lcon with a house with the dollar sign on it with the text] "Home Equity
Loans"]

Underneath the button menu, the following text:

As of January 1999, six consumer services are available through priceline.com. Currently available services
are in two broad categories; travel and financial services. Our seventh service, new cars, is being tested
in the New York metropolitan area and is priceline.com's first service in the automotive category.

priceline.ComM=SM—.........ccoiiiiiiiiie e

priceline.com and the priceline.com logo are service marks of priceline.com
Incorporated.



The gatefold consists of four sections, each with visual page screen shots and textual descriptions of each
of the categories available through the priceline.com service: airline tickets, hotel rooms, home financing
or new cars.

On right side, top half of the first page of the gatefold, a picture of an
airline, with the following heading flowing around it:

priceline.com-SM- airline tickets

Below the heading, three page screen shots with textual descriptions of the
airline tickets services offered by priceline.com with the following caption:

"Airline Tickets . . . Priceline.com's inaugural name—your—-price service was launched on April 6, 1998.
During the nine months since launch, priceline.com has sold over 100,000 airline tickets."

On the left side, top half of the first page of the gatefold, the first two buttons in the button menu of
services that the priceline.com service offers are duplicated:

[lcon of an airplane with the text] "Domestic Airline Tickets"
[Icon of an airplane with the text] "International Airline Tickets"
Below the buttons, the following text:

AIRLINE TICKETS

Name your price for leisure travel on a major airline . . .

With priceline.com's airline ticket service, a leisure traveler names his price and dates of travel and
agrees to accept non—changeable tickets at any time of the day, on any major airline that agrees to his
price.

On right side, bottom half of the first page of the gatefold, a picture of a
hotel, with the following heading flowing around it:

priceline.com-SM- hotel rooms

Below the heading, three page screen shots with textual descriptions of the
hotel rooms services offered by priceline.com with the following caption:

"Hotel Rooms . . . Priceline.com's second nationally available service was
launched in more than 200 cities during the fourth quarter of 1998."

On the left side, bottom half of the first page of the gatefold, the third button in the button menu of
services that the priceline.com service offers is duplicated:

[Icon of a suitcase with the text] "Hotel Rooms"
Below the button, the following text:
HOTEL ROOMS

Name your price for a hotel room in over 200 U.S. cities . . .

With priceline.com's hotel room service, a traveler names his price, quality rating and geographic zone in
any of over 200 U.S. cities. The buyer agrees to stay in any major hotel that accepts his price.

priceline.cCom=SM—..........ccceiiiiiiiiii e

On the right side, top half of the second page of the gatefold, a picture of
a house, with the following heading flowing around it:

priceline.com-SM- home financing

Below the heading, three page screen shots with textual descriptions of the
home financing services offered by priceline.com with the following caption:

"Home Financing . . . Priceline.com introduced three home financing services in the first quarter of 1999.
Consumers can name their own interet rate and points on mortgages, home equity loans and home refinancings.



On the left side, top half of the second page of the gatefold, the last three buttons in the button menu of
services that the priceline.com service offers are duplicated:

[Icon of a house with the text] "Home Mortgages"
[lcon of a house with the text] "Home Refinancing”

[lcon with a house with the dollar sign on it with the text] "Home Equity
Loans"

Below the buttons, the following text:
HOME FINANCING

Name your interest rate and points for a mortgage, refinancing or home
equity loan . . .

With priceline.com's home financing services, the consumer names his interest rate and points for any of
three home financing services. Priceline.com works to find a lender who agrees to the consumer's offer.

On the right side, bottom half of the second page of the gatefold, a picture
of a car, with the following heading flowing around it:

priceline.com-SM- new cars

Below the heading, three page screen shots with textual descriptions of the
new cars services offered by priceline.com with the following caption:

"New Cars . . . Priceline.com introduced its new car service in the New York market as a test in the third
quarter of 1998. Unlike other Internet services, priceline's service is not a lead—generating system and is
open to all factory—authorized dealers with no up—front fees or exclusivity."

On the left side, bottom half of the second page of the gatefold, the third button in the button menu of
services that the priceline.com service offers is duplicated:

[Icon of a car with the text] "New Cars (N.Y. Metro)"
Below the button, the following text:
NEW CARS

Name your price for the exact car you want and let priceline.com get a
dealer to agree . . .

With priceline.com's new car service, the buyer names his price for the exact car he wants. The buyer never
talks to a car salesman until after priceline finds a local factory—authorized dealer who agrees to the
buyer's price in writing.

priceline.com-SM-
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Our principal executive offices are located at Five High Ridge Park,
Stamford, Connecticut 06905, and our telephone number is (203) 705-3000. Our
World Wide Web site is www.priceline.com. The information in the Web site is not
incorporated by reference into this prospectus.

In this prospectus, the terms "company,"” "priceline.com," "we," "us" and
"our" refer to priceline.com Incorporated and unless the context otherwise
requires, "common stock" refers to the common stock, par value $0.008 per share,
of priceline.com, after giving effect to a 1.25 for one stock split effected on
March 26, 1999. Our financial statements for all relevant periods are presented
on a combined basis with the financial statements of Priceline Travel, Inc.,
previously a separate company owned by Mr. Jay S. Walker, our Founder and Vice
Chairman. Priceline Travel, which owned our travel agency license, was merged
with and into priceline.com as of March 24, 1999.

This prospectus includes statistical data regarding our company, the
Internet and the industries in which we compete. Such data are based on our
records or are taken or derived from information published or prepared by
various sources, including International Data Corporation, a provider of market
and strategic information for the information technology industry, and a market
research organization that we retain from time to time to measure consumer
awareness of our brand and services and of other leading Internet brands and
their products.

You should rely only on the information contained in this prospectus. We
have not authorized anyone to provide you with information different from that
which is contained in this prospectus. We are offering to sell shares of common
stock and seeking offers to buy shares of common stock only in jurisdictions
where offers and sales are permitted. The information contained in this
prospectus is accurate only as of the date of this prospectus, regardless of the
time of delivery of this prospectus or of any sale of the common stock.

Until April 23, 1999 (25 days after the date of this prospectus), all
dealers that buy, sell or trade in our common stock, whether or not
participating in this offering, may be required to deliver a prospectus. This
delivery requirement is in addition to the dealers' obligation to deliver a
prospectus when acting as underwriters and with respect to their unsold
allotments or subscriptions.

Unless otherwise indicated, all information in this prospectus (1) reflects
a 1.25 for one stock split of our common stock on March 26, 1999 and the
conversion of all outstanding shares of our convertible preferred stock into
38,907,728 shares of common stock upon the consummation of this offering and (2)
reflects the consummation of the merger between priceline.com and Priceline



Travel, Inc. as of March 24, 1999. See "Description of Capital Stock."



PROSPECTUS SUMMARY

Priceline.com has pioneered a unique new type of e-commerce known as a "demand collection system" that
enables consumers to use the Internet to save money on a wide range of products and services while enabling
sellers to generate incremental revenue. Using a simple and compelling consumer proposition——"name your
price," we collect consumer demand, in the form of individual customer offers guaranteed by a credit card,
for a particular product or service at a price set by the customer. We then either communicate that demand
directly to participating sellers, or access participating sellers' private databases to determine whether

we can fulfill the customer's offer on the basis of the pricing information and rules established by the

sellers. Consumers agree to hold their offers open for a specified period of time and, once fulfilled,

offers cannot be canceled. By requiring consumers to be flexible with respect to brands, sellers and/or
product features, we enable sellers to generate incremental revenue without disrupting their existing
distribution channels or retail pricing structures.

We commenced the priceline.com service on April 6, 1998 with the sale of leisure airline tickets and
expanded the priceline.com service to include the sale of new automobiles, on a test basis, in July 1998,
hotel room reservations in October 1998 and home mortgages in January 1999. With respect to airline and
hotel reservation services, we earn the spread between the customer's named price and the fare or rate
charged by the seller. With respect to our automobile and mortgage services, and for our adaptive marketing
programs, we earn fees or other payments payable by the seller and/or the customer or by our adaptive
marketing partners.

We believe that the priceline.com service already has achieved significant consumer acceptance and

widespread brand awareness. During the period from launch through December 31, 1998, we collected guaranteed
offers for approximately 1.9 million airline tickets, representing approximately $400.0 million in total

consumer demand. This demand resulted in sales of approximately 134,900 airline tickets, representing
approximately $30.4 million in revenue. We intend to continue to leverage the priceline.com brand over the

next two years by expanding our product offerings to include other leisure travel products, other financial

services products and a number of retail products. Our seller participants currently include 18 domestic and
international airlines and several nationally recognized hotel chains.

THE OFFERING

Common Stock offered...........cccocueenee. 10,000,000 shares
Common Stock to be outstanding
after the offering..........cccccoenee. 142,320,427 shares(a)

Use of proceeds..........ccevcveeriierennne. For working capital and general corporate
purposes. See "Use of Proceeds."
Nasdag National Market symbol................ PCLN

(a) Excludes shares of common stock issuable upon the exercise of outstanding
options and warrants. See "Capitalization."
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SUMMARY COMBINED FINANCIAL INFORMATION

JULY 18, 1997
(INCEPTION) TO
DECEMBER 31, 1997

————————————————— YEAR ENDED
DECEMBER 31, 1998
RESTATED(C)
COMBINED STATEMENT OF OPERATIONS DATA:
REVENUES. ..ottt $ — $ 35,236,860
Cost of revenues:
Product costs - 33,495,745
Supplier warrant costs(a) - 3,029,014
Total cost Of reVeNUES...........cceveviiiiiiiinciec e - 36,524,759
Gross profit (10SS)......cccvvviiviiiiiiieiiiiiis - (1,287,899)
Expenses:
Supplier start-up warrant costs(a) - 57,978,678
Sales and marketing 441,479 24,388,061
General and administrative(b) 1,011,600 18,004,585
Systems and business development............cccocvvveniiennns 1,060,091 11,131,650
Total EXPENSES....ooviiiiiiieiiiesiiesiee e 2,513,170 111,502,974

Operating loss (2,513,170) (112,790,873)

Interest income (expense), net... (312) 548,374

NELIOSS...iiivie et (2,513,482) (112,242,499)

Accretion on preferred StOCK..........ccccververieiienicnieennn. - (2,183,424)

Net loss applicable to common shareholders................c.cc.c... $ (2,513,482) $ (114,425,923)
Basic and diluted loss per common share............c.ccocccerenene. $ (005 $ (1.41)
Weighted average common shares outstanding.............ccoceevnees 50,833,756 81,231,425

AS OF DECEMBER 31, 1998

PRO FORMA
ACTUAL AS ADJUSTED(D)

COMBINED BALANCE SHEET DATA:
Cash and cash equivalents $ 53,593,026 $ 200,143,768
Working capital..... 49,922,000 196,472,742
66,572,485 213,123,227
Total liabilities. 11,296,640 11,296,640
55,275,845 201,826,587

(a) Represents a non—cash charge for warrants issued to certain of our
participating airlines.

(b) Includes a non-cash charge of $6,500,000 with respect to 8,125,000 shares of
common stock issued as executive compensation.

(c) As restated see Note 13 to the 1998 combined financial statements.

(d) For a description of the assumptions reflected in the Pro Forma As Adjusted
presentation, see "Capitalization."
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RISK FACTORS

YOU SHOULD CAREFULLY CONSIDER THE FOLLOWING RISKS BEFORE MAKING AN INVESTMENT DECISION. THE TRADING PRICE OF
OUR COMMON STOCK COULD DECLINE DUE TO ANY OF THESE RISKS, AND YOU COULD LOSE ALL OR PART OF YOUR INVESTMENT.
YOU ALSO SHOULD REFER TO THE OTHER INFORMATION SET FORTH IN THIS PROSPECTUS, INCLUDING OUR COMBINED
FINANCIAL STATEMENTS AND THE RELATED NOTES THERETO.

THIS PROSPECTUS CONTAINS FORWARD-LOOKING STATEMENTS. THESE STATEMENTS RELATE TO FUTURE EVENTS OR FUTURE
FINANCIAL PERFORMANCE. IN SOME CASES, YOU CAN IDENTIFY FORWARD-LOOKING STATEMENTS BY TERMINOLOGY SUCH AS
"MAY," "WILL," "SHOULD," "COULD," "EXPECTS," "PLANS," "ANTICIPATES," "BELIEVES," "ESTIMATES," "PREDICTS,"

"POTENTIAL," OR "CONTINUE" OR THE NEGATIVE OF SUCH TERMS AND OTHER COMPARABLE TERMINOLOGY. THESE STATEMENTS
ARE ONLY PREDICTIONS. IN EVALUATING THESE STATEMENTS, YOU SHOULD SPECIFICALLY CONSIDER VARIOUS FACTORS,
INCLUDING THE RISKS OUTLINED BELOW. THESE FACTORS MAY CAUSE OUR ACTUAL RESULTS TO DIFFER MATERIALLY FROM ANY
FORWARD-LOOKING STATEMENT. SEE "SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS."

OUR LIMITED OPERATING HISTORY MAKES EVALUATING OUR BUSINESS DIFFICULT

Priceline.com was formed in July 1997 and began operations on April 6, 1998. As a result, we have only a
limited operating history on which you can base an evaluation of our business and prospects. Our prospects
must be considered in the light of the risks, uncertainties, expenses and difficulties frequently

encountered by companies in their early stages of development, particularly companies in new and rapidly
evolving markets, such as online commerce, using new and unproven business models. To address these risks
and uncertainties, we must, among other things:

- attract leading sellers and consumers to the priceline.com service;

— maintain and enhance our brand, and expand our product and service
offerings;

- attract, integrate, retain and motivate qualified personnel; and
— adapt to meet changes in our markets and competitive developments.
We may not be successful in accomplishing these objectives.

WE ARE NOT PROFITABLE AND EXPECT TO CONTINUE TO INCUR LOSSES

We have incurred net losses of $49.0 million during the period from July 18, 1997 (inception) through
December 31, 1998, before giving effect to $67.9 million of non—-cash charges arising from equity issuances

to a number of our participating airlines, our chief executive officer and other parties, which resulted in

total net losses of $116.9 million for the period. We have not achieved profitability and expect to continue

to incur losses for the foreseeable future. The principal causes of our losses are likely to continue to be
significant brand development costs, marketing and promotion costs and technology and systems development
costs.

Almost all of our revenues to date have been derived from airline ticket sales and related adaptive
marketing programs. In order to increase airline and adaptive marketing revenues, build a record of
successful transactions and enhance the priceline.com brand, we have sold a substantial portion of our
airline tickets below cost. In addition, as our business model evolves, we expect to introduce a number of
new products and services. With respect to both current and future product and service offerings, we expect
to increase significantly our operating expenses in order to increase our customer base, enhance our brand
image and support our growing infrastructure. For us to make a profit, our revenues and gross profit margins
will need to increase sufficiently to cover these and other future costs. Otherwise, we may never make a
profit.



WE ARE DEPENDENT ON ADAPTIVE MARKETING PROGRAMS

Our adaptive marketing programs permit consumers to increase the amount of their offers at no additional
cost by participating in sponsor promotions during the process of making an offer through the priceline.com
service. The fees paid to us by sponsors offering the promotions generate significant revenues. Since these
fees have historically involved no direct costs, they have had a disproportionately positive impact on our
gross profit margins. A significant reduction in consumer acceptance of our adaptive marketing programs,
costs that we may incur in connection with adaptive marketing programs or any material decline in such
programs could result in a material reduction in our revenues and our gross profit. We may not be able to
replace such revenues through other programs or through product sales.

Currently, almost all of our adaptive marketing revenues are derived from fees paid by Capital One Bank for
qualifying credit card applications submitted over the priceline.com service in connection with customer
offers for airline tickets. On March 3, 1999, Capital One exercised its contractual option to cease

accepting credit card applications through priceline.com effective May 1, 1999 unless we enter into a new
agreement with them on revised terms which they have offered to us.

We have entered into an agreement in principle with First USA Bank, a leading national credit card issuer,
under which First USA would replace Capital One as our strategic partner in our credit card adaptive
marketing program. Under the First USA adaptive marketing program, we would enable our customers to increase
the amount of their offers by a specified amount by applying online for a First USA credit card and would

offer other promotions linked to the First USA customer acquisition program. We would earn fees in a variety
of ways, including (1) upon the opening of credit card accounts originated through the priceline.com

service, up to a specified maximum amount of five million accounts, subject to reduction under certain
circumstances by First USA, (2) upon the activation of credit card accounts acquired for First USA through

the priceline.com service and based upon the use of such accounts and (3) for transfers of balances from
other credit cards to First USA credit cards through the priceline.com service. A portion of the fees earned
under the First USA program will be required to be reinvested in program incentives. The First USA agreement
would have a term of five years, subject to certain earlier termination and repricing rights of First USA.

For example, subject to our rights of renegotiation, First USA would have the right to terminate the

agreement after one year (and earlier under certain circumstances) if its financial returns under the

adaptive marketing program are not at least equivalent to certain agreed upon levels.

While we expect to enter into a definitive agreement with First USA, there can be no assurance that such an
agreement will in fact be executed, or that the terms of any such agreement will be substantially the same

as, or similar to, those contemplated in the agreement in principle. Moreover, we can give no assurance that
a new adaptive marketing credit card program with First USA or any other credit card issuer will be
established by the expiration of the Capital One program or that it will provide us with financial benefits
comparable to those provided under the Capital One program. In addition, unlike the Capital One program,
there may be costs associated with the adaptive marketing revenues generated by the proposed First USA
program, thereby reducing its positive impact on gross margins. Capital One currently pays a fee for each
qualifying credit card application submitted over the priceline.com service. The fee structure of the First

USA program is based on the factors described above which may or may not result in revenues comparable to
those under the Capital One program. If we fail to secure a new adaptive marketing program with First USA or
another credit card issuer, our revenues and gross margin are likely to decrease significantly, which could
materially and adversely affect our business and prospects.

POTENTIAL FLUCTUATIONS IN OUR FINANCIAL RESULTS MAKES FINANCIAL FORECASTING
DIFFICULT

We expect our revenues and operating results to vary significantly from quarter to quarter. As a result,
quarter to quarter comparisons of our revenues and operating results may not be meaningful. In addition, due
to our limited operating history and our new and unproven business model, we cannot predict our
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future revenues or results of operations accurately. It is likely that in one or more future quarters our
operating results will fall below the expectations of securities analysts and investors. If this happens,
the trading price of our common stock would almost certainly be materially and adversely affected.

Our business has no backlog and almost all of our net revenues for a particular quarter are derived from
transactions that are both initiated and completed during that quarter. Our current and future expense
levels are based largely on our investment plans and estimates of future revenues and are, to a large
extent, fixed. Accordingly, we may be unable to adjust spending in a timely manner to compensate for any
unexpected revenue shortfall, and any significant shortfall in revenues relative to our planned expenditures
could have an immediate adverse effect on our business and results of operations.

Our limited operating history and rapid growth makes it difficult for us to assess the impact of seasonal
factors on our business. Nevertheless, we expect our business to be subject to seasonal fluctuations,
reflecting a combination of seasonality trends for the products and services offered by the priceline.com
service and seasonality patterns affecting Internet use. For example, with regard to our travel products,
demand for leisure travel may increase over summer vacations and holiday periods, while Internet usage may
decline during the summer months. Our results also may be affected by seasonal fluctuations in the inventory
made available to the priceline.com service by participating sellers. Airlines, for example, typically enjoy

high demand for tickets through traditional distribution channels for travel during Thanksgiving and the
year—end holiday period. As a result, during those periods, airlines may have less excess inventory to offer
through the priceline.com service at discounted prices. Our business also may be subject to cyclical
variations for the products and services offered; for example, leisure travel and home mortgage financing
tend to decrease in economic downturns.

WE ARE DEPENDENT ON THE AIRLINE INDUSTRY AND CERTAIN AIRLINES

Our near term, and possibly long term, prospects are significantly dependent upon our sale of leisure
airline tickets. Sales of leisure airline tickets and revenues derived from related adaptive marketing
programs represented essentially all of our revenues for the year ended December 31, 1998. Leisure travel,
including the sale of leisure airline tickets, is dependent on personal discretionary spending levels. As a
result, sales of leisure airline tickets and other leisure travel products tend to decline during general
economic downturns and recessions. Unforeseen events, such as political instability, regional hostilities,
increases in fuel prices, travel-related accidents and unusual weather patterns also may adversely affect
the leisure travel industry. As a result, our business also is likely to be affected by those events.
Significantly reducing our dependence on the airline and travel industries is likely to take a long time and
there can be no guarantee that we will succeed in reducing that dependence.

Sales of airline tickets from priceline.com's three largest airline suppliers accounted for approximately
95% of airline ticket revenue for the year ended December 31, 1998. As a result, currently we are
substantially dependent upon the continued participation of these three airlines in the priceline.com
service in order to maintain and continue to grow our total airline ticket revenues. We currently have 18
participating airlines. However, our airline participation agreements:

- do not require the airlines to make tickets available for any particular
routes;

- do not require the airlines to provide any specific quantity of airline
tickets;

— do not require the airlines to provide particular prices or levels of
discount;

- do not require the airlines to deal exclusively with us in the public sale
of discounted airline tickets; and

- generally, can be terminated upon relatively short notice.
These agreements also outline the terms and conditions under which ticket inventory provided by the airlines
may be sold. In addition, our agreement with Delta Air Lines requires, subject to various
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exceptions, Delta's approval of the addition of new carriers to the priceline.com service and restricts both
the volume of tickets that may be sold and the routes for which tickets may be offered by specified carriers
through the priceline.com service. Accordingly, Delta could limit our ability to expand our business through
the introduction of new carriers or the expansion of the routes for which we offer tickets.

Due to our dependence on the airline industry, we could be severely affected by changes in that industry,
and, in many cases, we will have no control over such changes or their timing. For example, if the Federal
Aviation Administration grounded a popular aircraft model, excess seat capacity could be dramatically
reduced and, as a result, our source of inventory could be significantly curtailed. In addition, given the
concentration of the airline industry, particularly in the domestic market, major airlines that are not
participating in the priceline.com service could exert pressure on other airlines not to supply us with
tickets. Alternatively, the airlines could attempt to establish their own buyer—driven commerce service or
other similar service to compete with us. We also could be materially adversely affected by the bankruptcy,
insolvency or other material adverse change in the business or financial condition of one or more of our
airline participants.

OUR BUSINESS MODEL IS NOVEL AND UNPROVEN

The priceline.com service is based on a novel and unproven business model. We will be successful only if
consumers and sellers actively use the priceline.com service. Prior to the launch of the priceline.com

service, consumers and sellers had never bought and sold products and services through a demand collection
system over the Internet. Therefore, it is impossible to predict the degree to which consumers and sellers

will use the priceline.com service.

Many of the factors influencing consumers' and sellers' willingness to use the priceline.com service are
outside our control. For example, a labor dispute that disrupts airline service or an airline accident could
make consumers unwilling to use a service like priceline.com that does not permit the customer to designate
the airline on which the customer purchases a ticket. In addition, a breach of security on the Internet,

even if we were not involved, could make consumers unwilling to guarantee orders online with a credit card.
Consequently, it is possible that consumers and sellers will never utilize the priceline.com service to the
degree necessary for us to achieve profitability.

WE NEED TO SELL NEW PRODUCTS AND SERVICES

We are unlikely to make significant profits unless we make new or complementary products and services and a
broader range of existing products and services available through the priceline.com service. We will incur
substantial expenses and use significant resources in trying to expand the type and range of the products

and services that we offer. However, we may not be able to attract sellers to provide such products and
services or consumers to purchase such products and services through the priceline.com service. In addition,
if we launch new products or services and they are not favorably received by consumers, our reputation and
the value of the priceline.com brand could be damaged.

Almost all of our experience to date is in the travel industry. The travel industry is characterized by

"expiring" inventories. For example, if not used by a specific date, an airline ticket or hotel room

reservation has no value. The expiring nature of the inventory creates incentives for airlines and hotels to
sell seats or room reservations at reduced rates. Because we have only limited experience in selling
"non—-expiring" inventories on the priceline.com service, such as new cars or financial services, we cannot
predict whether the priceline.com business model can be successfully applied to such products and services.

OUR BRAND MAY NOT ACHIEVE THE BROAD RECOGNITION NECESSARY TO SUCCEED

We believe that broader recognition and a favorable consumer perception of the priceline.com brand are
essential to our future success. Accordingly, we intend to continue to pursue an aggressive brand-
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enhancement strategy, which will include mass market and multimedia advertising, promotional programs and
public relations activities. These initiatives will involve significant expense. If our brand enhancement

strategy is unsuccessful, these expenses may never be recovered and we may be unable to increase future
revenues. Successful positioning of the priceline.com brand will largely depend on:

- the success of our advertising and promotional efforts;

- an increase in the number of successful transactions on the priceline.com
service; and

- the ability to continue to provide high quality customer service.

We believe that consumers currently associate the priceline.com brand primarily with the sale of discount
airline tickets. To grow our business, we will need to expand awareness of the priceline.com brand to a wide
range of products and services.

Sales and marketing expense was $24.4 million during the year ended December 31, 1998. To increase awareness
of the priceline.com brand and expand it to a wide range of products and services, we will need to continue

to spend significant amounts on advertising and promotions. These expenditures may not result in a

sufficient increase in revenues to cover such advertising and promotions expenses. In addition, even if

brand recognition increases, the number of new users or the number of transactions on the priceline.com

service may not increase. Also, even if the number of new users increases, those users may not use the
priceline.com service on a regular basis.

WE FACE POTENTIAL CONFLICTS OF INTEREST RELATING TO WALKER DIGITAL

Because of our relationship with Walker Digital and our interlocking directors, officers and stockholders,
we are likely to face potential conflicts of interest relating to Walker Digital.

The priceline.com service and the business model and related intellectual property rights underlying the
priceline.com service were developed in part by executives, employees and/or consultants associated with
Walker Digital Corporation, a technology research and development company that was founded and is controlled
by Mr. Jay S. Walker, who is the Founder and Vice Chairman of priceline.com. Such individuals assigned all

of their intellectual property rights relating to the priceline.com service to Walker Digital's affiliate,

Walker Asset Management Limited Partnership. Walker Asset Management, subsequently transferred the patent
rights relating to the priceline.com service and other related intellectual property rights to us. We, in

turn, granted Walker Digital a perpetual, non—exclusive, royalty—free right and license to use certain

intellectual property related to the priceline.com service for non—commercial internal research and

development purposes.

Walker Digital also provides us with, among other things, a right to purchase at fair market value any
intellectual property that is in process or has been fully developed and that is owned and subsequently
acquired, developed or discovered by Walker Digital or Walker Asset Management that will provide significant
value in the use or commercial exploitation of the initially transferred patent and related intellectual

property rights.

Walker Digital also provides us with various services, including (1) research and development assistance;
(2) patent and other intellectual property services; and (3) technical support. Walker Digital also

subleases a portion of its Stamford, Connecticut facilities to us on a month—to—month basis. Priceline.com,
in turn, provides Walker Digital with various management and administrative services. We also have
guaranteed Walker Digital's obligations under a lease whereby it leases office space that is used by both
companies.

Certain of our executive officers and other key employees also are directors, officers or employees of
Walker Digital and either own, or hold an option to purchase, equity securities of Walker Digital. Upon the
consummation of this offering, Walker Digital also will own directly approximately 5.3% of our outstanding
common stock. Accordingly, conflicts of interest may arise from time to time between us and Walker
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Digital, particularly with respect to the potential purchase by us of additional intellectual property

rights at fair market value and the pursuit of overlapping corporate opportunities. We have not adopted any
formal plan or arrangement to address such potential conflicts of interest and intend to review

related-party transactions with Walker Digital on a case—by-case basis. Additionally, the option agreements
for priceline.com options held by many other employees and consultants of priceline.com provide that options
scheduled to vest as of the end of the current vesting period in which such employee or consultant
terminates his or her employment or consulting relationship with priceline.com will not be forfeited if the
employee or consultant leaves priceline.com to work for an entity in which Mr. Jay S. Walker is the

controlling stockholder and maintains such employment until the end of such current vesting period.

Because we have interlocking directors and officers with Walker Digital, there may be inherent conflicts of
interest when such directors and officers make decisions related to transactions between us and Walker
Digital. We could lose valuable management input from such conflicted directors and officers.

Mr. Jay S. Walker, as the Founder of Walker Digital and as our Founder, has performed an essential role in

the establishment and development of the priceline.com service. Mr. Walker also serves as Chairman of Walker
Digital and as non-executive Chairman of NewSub Services, Inc., a direct marketing company also co—-founded
by him. Mr. Walker devotes, and expects to continue to devote, a substantial portion of his time to Walker
Digital and a lesser portion of his time to NewSub Services. Mr. Walker has not committed to devote any
specific percentage of his business time to us. In July 1998, Mr. Richard S. Braddock replaced Mr. Walker as
our Chairman and Chief Executive Officer. As a result, Mr. Walker's role with priceline.com has been

reduced, and we expect that Mr. Walker will continue to reduce his involvement with us over time. Mr.

Walker's skills and experience have benefitted, and continue to benefit, us significantly. Priceline.com

could lose valuable management expertise as Mr. Walker further reduces his day—to—day involvement with
priceline.com.

WE MAY BE UNABLE TO EFFECTIVELY MANAGE OUR RAPID GROWTH

We have rapidly and significantly expanded our operations and anticipate that further expansion will be
required to realize our growth strategy. Our rapid growth has placed significant demands on our management
and other resources which, given our expected future growth rate, is likely to continue. To manage our

future growth, we will need to attract, hire and retain highly skilled and motivated officers and employees

and improve existing systems and/or implement new systems for: (1) transaction processing; (2) operational
and financial management; and (3) training, integrating and managing our growing employee base.

IF WE LOSE OUR KEY PERSONNEL OR CANNOT RECRUIT ADDITIONAL PERSONNEL, OUR
BUSINESS MAY SUFFER

Competition for personnel with experience in Internet commerce is intense. If we do not succeed in
attracting new employees or retaining and motivating our current and future employees, our business could
suffer significantly.

Since our formation in July 1997, we have expanded from 10 to 194 employees. We also have employed many key
personnel since our launch in April 1998, including our Chief Executive Officer, and a number of key

managerial, marketing, planning, financial, technical and operations personnel. In addition, we currently

are engaged in recruiting a new chief operating officer. We expect to continue to add additional key

personnel in the near future. We do not have "key person" life insurance policies on any of our key

personnel.

We believe our performance is substantially dependent on:

- our ability to retain and motivate our senior management and other key
employees; and

- our ability to identify, attract, hire, train, retain and motivate other
highly skilled technical, managerial, marketing and customer service
personnel.



CAPACITY CONSTRAINTS AND SYSTEM FAILURES COULD HARM OUR BUSINESS

If our systems cannot be expanded to cope with increased demand or fail to
perform, we could experience:

— unanticipated disruptions in service;

- slower response times;

— decreased customer service and customer satisfaction; or
- delays in the introduction of new products and services;

any of which could impair our reputation, damage the priceline.com brand and
materially and adversely affect our revenues.

We use internally developed systems to operate the priceline.com service, including transaction processing
and order management systems that were designed to be scalable. However, if the number of users of the
priceline.com service increases substantially, we will need to significantly expand and upgrade our
technology, transaction processing systems and network infrastructure. We do not know whether we will be
able to accurately project the rate or timing of any such increases, or expand and upgrade our systems and
infrastructure to accommodate such increases in a timely manner.

Our ability to facilitate transactions successfully and provide high quality customer service also depends

on the efficient and uninterrupted operation of our computer and communications hardware systems. The
priceline.com service has experienced periodic system interruptions, which we believe will continue to occur
from time to time. Our systems and operations also are vulnerable to damage or interruption from human
error, natural disasters, power loss, telecommunication failures, break—-ins, sabotage, computer viruses,
intentional acts of vandalism and similar events. While we currently maintain redundant servers at our
Stamford, Connecticut premises to provide limited service during system disruptions at our production site
hosted by Exodus Communications, Inc., we do not have fully redundant systems, a formal disaster recovery
plan or alternative providers of hosting services. In addition, we do not carry sufficient business

interruption insurance to compensate for losses that could occur. Any system failure that causes an
interruption in service or decreases the responsiveness of the priceline.com service could impair our
reputation, damage our brand name and materially adversely affect our revenues.

WE RELY ON THIRD-PARTY SYSTEMS

We rely on certain third—party computer systems or third—party service
providers, including;

- the computerized central reservation systems of the airline and hotel
industries to satisfy demand for airline tickets and hotel room
reservations;

- the computer systems of LendingTree, Inc. to satisfy offers for home
mortgages;

- Exodus Communications to host our systems infrastructure, web and database
servers; and

- CallTech Communications Incorporated to operate our call center.

Any interruption in these third—party services, or a deterioration in their performance, could be disruptive

to our business. We currently do not have any contractual arrangement with Exodus Communications and our
agreements with CallTech Communications and LendingTree are terminable upon short notice. In the event our
arrangement with any of such third parties is terminated, we may not be able to find an alternative source

of systems support on a timely basis or on commercially reasonable terms.
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INTENSE COMPETITION COULD REDUCE OUR MARKET SHARE AND HARM OUR FINANCIAL
PERFORMANCE

The markets for the products and services offered on the priceline.com service are intensely competitive. We
compete with both traditional distribution channels and online services. Increased competition could

diminish our ability to become profitable or result in loss of market share and damage the priceline.com
brand.

We currently or potentially compete with a variety of companies with respect to each product or service we
offer. With respect to travel products, these competitors include:

- Internet travel agents such as Travelocity, Preview Travel and Microsoft's
Expedia.com;

- traditional travel agencies;

- consolidators and wholesalers of airline tickets and other travel
products;

- individual airlines, hotels, rental car companies, cruise operators and
other travel service providers; and

- operators of travel industry reservation databases such as Worldspan and
Sabre.

Our current or potential competitors with respect to new automobiles include traditional and online auto
dealers, including newly developing auto superstores such as Auto Nation, Auto—by—Tel and Microsoft's
CarPoint. With respect to financial service products, our competitors include:

- banks and other financial institutions;

- online and traditional mortgage and insurance brokers, including Quicken
Mortgage, E-Loan and Home Shark; and

- insurance companies.

We also potentially face competition from a number of large online services that have expertise in

developing online commerce and in facilitating Internet traffic. These potential competitors include America
Online, Microsoft and Yahoo!, who could choose to compete with us either directly or indirectly through
affiliations with other e-commerce companies. Other large companies with strong brand recognition, technical
expertise and experience in online commerce and direct marketing could also seek to compete in the
buyer—driven commerce market. While we face competition from all of these current or potential competitors,
our business and financial position would be particularly at risk if the airlines chose to establish their

own buyer—driven commerce system to sell excess inventory.

Many of our competitors have significant competitive advantages. For example, airlines, hotels, financial
institutions and other suppliers also sell their products and services directly to consumers and have
established Web sites. Internet directories, search engines and large traditional retailers have
significantly greater operating histories, customer bases, technical expertise, brand recognition and/or
online commerce experience than us. In addition, certain competitors may be able to devote significantly
greater resources than us to:

— marketing and promotional campaigns;

- attracting traffic to their Web sites;

— attracting and retaining key employees; and
— Web site and systems development.
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OUR SUCCESS DEPENDS ON OUR ABILITY TO PROTECT OUR INTELLECTUAL PROPERTY

We have developed a comprehensive program for securing and protecting rights in patentable inventions,
trademarks, trade secrets and copyrightable materials. If we are not successful in protecting our
intellectual property, there could be a material adverse effect on our business.

PATENTS

We currently hold one issued United States patent directed to a unique Internet-based buyer-driven commerce
method and system underlying our business model. We also hold one issued United States patent directed to a
method and system for pricing and selling airline ticket options and one allowed patent application directed

to methods and systems for generating airline—specified time tickets. In addition, we have pending eighteen
United States and one international patent applications directed to different aspects of our technology and
business processes. We also have instituted an invention development program to identify and protect new
inventions and a program for international filing of selected patent applications. Nevertheless, it is

possible that:

- our core buyer—driven commerce patent and any other issued patents could
be successfully challenged by one or more third parties, which could
result in our loss of the right to prevent others from exploiting the
buyer-driven commerce system claimed in the patent or the inventions
claimed in any other issued patents;

- because of variations in the application of our business model to each of
our products and services, our core buyer—driven commerce patent may not
be effective in preventing one or more third parties from utilizing a
copycat business model to offer the same product or service in one or more
categories;

— our ability to practice our core buyer—driven commerce patent through
offering one or more of our products or services could be successfully
prevented if one or more third parties prevail in an interference action
in the U.S. Patent and Trademark Office and thereby obtain priority of
invention for the subject matter claimed in our core buyer—driven commerce
patent;

- our pending patent applications may not result in the issuance of patents;
and

— current and future competitors could devise new methods of competing with
our business that are not covered by our issued patents or patent
applications.

While our core patent is directed to a unique buyer—driven commerce system and method, it does not
necessarily prevent competitors from developing and operating Internet commerce businesses that use
customer—offer based business models. It is possible for a competitor to develop and utilize a business
model that appears similar to our patented buyer—driven commerce system, but which has sufficient
distinctions that it does not fall within the scope of our patent. For example, we are aware of more than
one Internet travel service that appear to use a customer—offer based transaction model, but based on the
information we have obtained to date, may not infringe our patent.

PENDING INTERFERENCE ACTION

On January 6, 1999, we received notice that a third party patent applicant and patent attorney, Thomas G.
Woolston, purportedly had filed in December 1998 with the United States Patent and Trademark Office a
request to declare an "interference" between a patent application filed by Woolston describing an electronic
market for used and collectible goods and our core buyer—driven commerce patent. We have received a copy of
a Petition for Interference from Woolston, the named inventor in at least three United States Patent

applications titled "Consignment Nodes," one of which has issued as a patent (U.S. Patent Number:

5,845,265). We currently are awaiting information from the Patent Office regarding whether it will initiate

an interference proceeding concerning Woolston's patent application and our core buyer—-driven commerce
patent. An interference is an administrative proceeding instituted in the

11



Patent Office to determine questions of patentability and priority of invention between two or more parties
claiming the same patentable invention. There is no statutory period within which the Patent Office must act
on an interference request. If an interference is declared and proceeds through a final hearing in the

Patent Office, a final judgment is made by the Patent Office as to inventorship. Following such final
judgment, appeals could be made in Federal court. While there can be no certainty as to time periods,
interference proceedings typically take years to resolve.

As a threshold to the initiation of an interference proceeding, Woolston must show that his patent

application supports claims that he copied from our core buyer—driven commerce patent. In order to make this
showing, he would have to prove, among other things, that he invented the subject matter of the

priceline.com claims before the inventors of our patent. If the Patent Office were to find that Woolston's

patent application supported the copied priceline.com claims, it would resolve the interference by awarding
inventorship to the party with the earliest proven date of invention. Woolston recently announced an

agreement to license his issued patent and pending patent applications to the owner of an Internet travel
service that, according to such announcement, commenced on-line operations in the fourth quarter of 1998 and
purports to compete with us.

While the interference process is still at an early stage, we believe that we have meritorious defenses to
Woolston's claim, which we intend to pursue vigorously. Among other things, we believe that the Woolston
patent application does not disclose the inventions covered by the priceline.com patent claims. However, it
is impossible to predict the outcome of an interference with certainty. While Woolston claims to have an
earlier invention date by a period of approximately sixteen months, the final decision as to priority of
invention would be made by the Patent Office after considering facts provided by each party during the
interference proceeding. If an interference is declared and thereafter resolved in favor of Woolston, such
resolution could result in an award of some or all of the disputed patent claims to Woolston. If, following
such award, Woolston were successful in a patent infringement action against us, including prevailing over
all defenses available to us such as those of non-infringement and invalidity, this could require us to

obtain licenses from Woolston and pay damages from the date such patent issued at a cost which could
significantly adversely affect our business. If Woolston prevailed in both an interference and an
infringement action, then we could be enjoined from conducting business through the priceline.com service to
the extent covered by the patent claims awarded to Woolston. In addition, defense of the interference action
may be expensive and may divert management attention away from our business.

TRADEMARKS, COPYRIGHTS AND TRADE SECRETS

We regard the protection of our copyrights, service marks, trademarks, trade dress and trade secrets as
critical to our future success. We rely on a combination of laws and contractual restrictions, such as
confidentiality agreements to establish and protect our proprietary rights. However, laws and contractual
restrictions may not be sufficient to prevent misappropriation of our technology or deter others from
developing similar technologies. We also attempt to register our trademarks and service marks in the United
States and internationally. However, effective trademark, service mark, copyright and trade secret
protection may not be obtainable and/or available in every country in which our services are made available
online.

PENDING LITIGATION

On January 19, 1999, a complaint was filed, and on February 22, 1999 an amended and supplemental complaint
was filed, in the United States District Court for the Northern District of California by Marketel

International, Inc., a California corporation, under the caption MARKETEL INTERNATIONAL INC. V.
PRICELINE.COM ET. AL., No. C-99-1061 (N.D. CA 1999), against priceline.com, Priceline Travel, Walker Asset
Management, Walker Digital, Mr. Jay S. Walker, our Founder and Vice Chairman, and Mr. Andre Jaeckle, an
individual who made a $1.0 million loan to priceline.com bearing interest at a rate of 6% per year, and in
connection therewith, received warrants, which have subsequently been fully exercised, to purchase 62,500
shares of our common stock. The amended complaint filed by Marketel which joins as defendants Mr. Timothy G.
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Brier, our Executive Vice President, Travel, Mr. Bruce Schneier, an individual and consultant to Walker

Digital, and Mr. James Jorasch, an individual and employee of Walker Digital alleges causes of action for,
among other things, misappropriation of trade secrets, breach of contract, conversion, breach of

confidential relationship, copyright infringement, fraud, unfair competition, and false advertising, and

seeks injunctive relief and damages in an unspecified amount. In its amended complaint, Marketel alleges,
among other things, that the defendants conspired to misappropriate Marketel's business model, which it
describes as a buyer—driven electronic marketplace for travel services and its appurtenant techniques,

market research, forms, plans and processes, and which an executive of Marketel allegedly provided to
Messrs. Walker and Jaeckle in confidence approximately ten years ago. The amended complaint also alleges
that three former Marketel employees are the actual sole inventors or co—inventors of priceline.com's core
buyer driven commerce patent (US patent No. 5794207), which was issued on August 11, 1998 with Messrs. Jay
S. Walker, Bruce Schneier and James Jorasch listed as the inventors and which patent was assigned to Walker
Digital and thereafter assigned to priceline.com. Marketel asks that the patent's inventorship be corrected
accordingly.

Based upon publicly available information, we believe that Marketel's fax and fee—based business was
launched in 1991 and ceased operations seven months later. Our Internet-based model was independently
developed at Walker Digital and priceline.com, and practiced by priceline.com starting in 1998. Based on
publicly available information and Marketel's amended complaint, we understand that Marketel operated a
fax—based travel information service which offered consumers, travel agents and/or consolidators the
opportunity to purchase specially printed forms. These forms, when accompanied by an additional non-
refundable fee, allowed prospective ticket buyers to fax to Marketel credit—card guaranteed bids for airline
travel at a bid price specified by the buyer. We believe that Marketel has not engaged in any regular
commercial activities since ceasing operations in 1992. Based upon publicly available information, Marketel
reactivated its active status as a corporation by satisfying its back—due tax obligations to the State of
California shortly after the filing of the original complaint.

On February 5 and February 10, 1999, the defendants filed their answer and amended answer, respectively, in
which they denied the material allegations of liability in the amended complaint. We and all other

defendants strongly dispute the material legal and factual allegations contained in Marketel's amended
complaint and believe that the amended complaint is without merit. We intend to defend vigorously against

the action. However, defending the law suit may involve significant expense and, due to the inherent
uncertainties of litigation, there can be no certainty as to the ultimate outcome.

Pursuant to the indemnification obligations contained in the Purchase and Intercompany Services Agreement
with Walker Digital, Walker Digital has agreed to indemnify, defend and hold harmless priceline.com for
damages, liabilities and legal expenses incurred in connection with the Marketel litigation.

DOMAIN NAMES

We currently hold the Internet domain name "priceline.com," as well as various other related names. Domain
names generally are regulated by Internet regulatory bodies. The regulation of domain names in the United
States and in foreign countries is subject to change. Regulatory bodies could establish additional top-level
domains, appoint additional domain name registrars or modify the requirements for holding domain names. As a
result, we may not acquire or maintain the "priceline.com" domain name in all of the countries in which we
conduct business.

The relationship between regulations governing domain names and laws protecting trademarks and similar
proprietary rights is unclear. Therefore, we could be unable to prevent third parties from acquiring domain
names that infringe or otherwise decrease the value of our trademarks and other proprietary rights.
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LICENSES

In the future, we may license portions of our intellectual property, including our issued patents, to third

parties. To date, we have granted a small business providing online travel services immunity from suit under
our core Internet—-based buyer—driven commerce system patent, on the condition that the nature and scope of
such business is not significantly changed. If the nature or scope of such immunity were disputed, we would
need to institute proceedings to enforce our rights either under the immunity agreement or under the patent.

THE SUCCESS OF OUR BUSINESS WILL DEPEND ON CONTINUED GROWTH OF INTERNET COMMERCE

The market for the purchase of products and services over the Internet is a new and emerging market. As an
Internet commerce business, our future revenues and profits are substantially dependent upon the widespread
acceptance and use of the Internet and other online services as a medium for commerce by consumers and
sellers. If acceptance and growth of Internet use does not occur, our business and financial performance

will suffer. Rapid growth in the use of and interest in the Internet and other online services is a recent
phenomenon. This growth may not continue. A sufficiently broad base of consumers may not adopt, or continue
to use, the Internet as a medium of commerce. Demand for and market acceptance of recently introduced
products and services over the Internet are subject to a high level of uncertainty, and there are few proven
products and services. For us to grow, consumers that historically have purchased through traditional means
of commerce, such as a travel agent for airline tickets or visiting a branch of a bank for a home mortgage,

will need to elect to purchase online products and services. Sellers of products and services will need to

adopt or expand use of the Internet as a channel of distribution.

The Internet has experienced, and is expected to continue to experience, significant growth in the number of
users and amount of traffic. Our success will depend upon the development and maintenance of the Internet's
infrastructure to cope with this increased traffic. This will require a reliable network backbone with the
necessary speed, data capacity and security, and the timely development of complementary products, such as
high—speed modems, for providing reliable Internet access and services.

The Internet has experienced a variety of outages and other delays as a result of damage to portions of its
infrastructure and could face such outages and delays in the future. Outages and delays are likely to affect
the level of Internet usage and the processing of transactions on the priceline.com Web site. It is unlikely
that the level of orders lost in those circumstances could be made up by increased phone orders. In
addition, the Internet could lose its viability due to delays in the development or adoption of new

standards to handle increased levels of activity or due to increased government regulation. The adoption of
new standards or government regulation may, however, require us to incur substantial compliance costs.

WE MAY NOT BE ABLE TO KEEP UP WITH THE RAPID TECHNOLOGICAL AND OTHER CHANGES

The markets in which we compete are characterized by rapidly changing technology, evolving industry
standards, frequent new service and product announcements, introductions and enhancements and changing
consumer demands. We may not be able to keep up with these rapid changes. In addition, these market
characteristics are heightened by the emerging nature of the Internet and the apparent need of companies
from many industries to offer Internet-based products and services. As a result, our future success will
depend on our ability to adapt to rapidly changing technologies, to adapt our services to evolving industry
standards and to continually improve the performance, features and reliability of our service in response to
competitive service and product offerings and the evolving demands of the marketplace. In addition, the
widespread adoption of new Internet, networking or telecommunications technologies or other technological
changes could require us to incur substantial expenditures to modify or adapt our services or

infrastructure.
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YEAR 2000 RISKS MAY HARM OUR BUSINESS

The risks posed by Year 2000 issues could adversely affect our business in a number of significant ways.
Although we believe that our internally developed systems and technology are Year 2000 compliant, our
information technology systems nevertheless could be substantially impaired or cease to operate due to Year
2000 problems. Additionally, we rely on information technology supplied by third parties, and our

participating sellers also are heavily dependent on information technology systems and on their own third
party vendors' systems. Year 2000 problems experienced by us or any of such third parties could materially
adversely affect our business. Additionally, the Internet could face serious disruptions arising from the

Year 2000 problem.

We are evaluating our internal information technology systems and contacting our information technology
suppliers and participating sellers to ascertain their Year 2000 status. However, we cannot guarantee that
our own systems will be Year 2000 compliant in a timely manner, that any of our participating sellers or

other Web site vendors will be Year 2000 compliant in a timely manner, or that there will not be significant
interoperability problems among information technology systems. We also cannot guarantee that consumers will
be able to visit our Web site without serious disruptions arising from the Year 2000 problem. Given the
pervasive nature of the Year 2000 problem, we cannot guarantee that disruptions in other industries and
market segments will not adversely affect our business. Moreover, the costs related to Year 2000 compliance
could be significant. Moreover, participating sellers in priceline.com services might experience substantial
slow—downs in business if consumers avoid products and services such as air travel both before and after
January 1, 2000 arising from concerns about reliability and safety because of the Year 2000 issue.

ONLINE SECURITY BREACHES COULD HARM OUR BUSINESS

The secure transmission of confidential information over the Internet is essential in maintaining consumer
and supplier confidence in the priceline.com service. Substantial or ongoing security breaches on our system
or other Internet-based systems could significantly harm our business. We currently require buyers to
guarantee their offers with their credit card, either online or through our toll-free telephone service. We

rely on licensed encryption and authentication technology to effect secure transmission of confidential
information, including credit card numbers. It is possible that advances in computer capabilities, new
discoveries or other developments could result in a compromise or breach of the technology used by us to
protect customer transaction data.

We incur substantial expense to protect against and remedy security breaches and their consequences. A party
that is able to circumvent our security systems could steal proprietary information or cause interruptions

in our operations. Security breaches also could damage our reputation and expose us to a risk of loss or
litigation and possible liability. Our insurance policies carry low coverage limits, which may not be

adequate to reimburse us for losses caused by security breaches. We cannot guarantee that our security
measures will prevent security breaches.

We also face risks associated with security breaches affecting third parties conducting business over the
Internet. Consumers generally are concerned with security and privacy on the Internet and any publicized
security problems could inhibit the growth of the Internet and, therefore, the priceline.com service as a
means of conducting commercial transactions.

OUR STOCK PRICE IS LIKELY TO BE VERY VOLATILE

Prior to this offering, you could not buy or sell our common stock publicly. Although the initial public
offering price was determined based on several factors, the market price after the offering may vary from
the initial offering price. The market price of our common stock is likely to be highly volatile and could

be subject to wide fluctuations in response to factors such as the following, some of which are beyond our
control:

— quarterly variations in our operating results;
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- operating results that vary from the expectations of securities analysis
and investors;

— changes in expectations as to our future financial performance, including
financial estimates by securities analysts and investors;

- changes in market valuations of other Internet or online service
companies;

— announcements of technological innovations or new services by us or our
competitors;

— announcements by us or our competitors of significant contracts,
acquisitions, strategic partnerships, joint ventures or capital
commitments;

- loss of a major seller participant, such as an airline or hotel chain;
- changes in the status of our intellectual property rights;
- loss of a major adaptive marketing partner;

— announcements by third parties of significant claims or proceedings
against us;

— additions or departures of key personnel;
- future sales of our common stock; and

- stock market price and volume fluctuations.

Domestic and international stock markets often experience extreme price and volume fluctuations. Market
fluctuations, as well as general political and economic conditions, such as a recession or interest rate or
currency rate fluctuations, could adversely affect the market price of our common stock.

The market prices for stocks of Internet-related and technology companies, particularly following an initial
public offering, frequently increase to levels that bear no relationship to the operating performance of

such companies. Such market prices generally are not sustainable and are subject to wide variations. If our
common stock trades to such levels following this offering, it likely will thereafter experience a material
decline.

In the past, securities class action litigation has often been brought against a company following periods
of volatility in the market price of their securities. We may in the future be the target of similar

litigation. Securities litigation could result in substantial costs and divert management's attention and
resources.

REGULATORY AND LEGAL UNCERTAINTIES COULD HARM OUR BUSINESS

The products and services we offer through the priceline.com service are regulated by federal and state
governments. Our ability to provide such services is and will continue to be affected by such regulations.
The implementation of unfavorable regulations or unfavorable interpretations of existing regulations by
courts or regulatory bodies, could require us to incur significant compliance costs, cause the development
of the affected markets to become impractical and otherwise adversely affect our financial performance.

TRAVEL SERVICES

We are subject to the laws and regulations of a number of states governing the offer and/or sale of travel
services. For example, Priceline Travel, Inc. is registered as a "seller of travel" under the California

Seller of Travel Act and is a member of the Airline Reporting Corporation. Priceline.com also will be making
similar filings for registration and membership prior to consummation of this offering. In addition, a

number of state travel laws and regulations require compliance with specific disclosure, bond and/or other
requirements. All travel registrations were previously held by Priceline Travel. To the extent that such
registrations could be transferred by merger, we succeeded to all such registrations by merging with
Priceline Travel as of March 24, 1999 and we have obtained other required travel related registrations.
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NEW CAR SALES

A number of states have laws and regulations governing the registration and conduct of automobile dealers
and brokers. Such laws generally provide that any person receiving direct or indirect compensation for
selling automobiles or brokering automobile transactions must register as an automobile broker or dealer.
Registration for automobile dealers/brokers may, among other things, require the registrant to maintain a
physical office in the applicable state, a dealer lot zoned for automobile sales within the applicable

state, and/or a franchise agreement with the manufacturers of the automobiles to be sold. We believe that we
are not subject to such automobile dealer/broker laws because we are a car buying service, and not a seller
or broker of automobiles, operating on behalf of customers and participating dealers.

It is uncertain how automobile dealer and broker laws apply to the provision of automobile selling services
offered through the Internet. We have been orally advised by representatives of a number of states that no
enforcement action will be initiated against Internet companies generally for non—compliance with such laws
until clearer regulatory or legislative guidance is provided.

It is possible, however, that state regulatory bodies could take the view that we are subject to automobile
broker and dealer laws, in which case they could attempt to require us to register as an automobile
broker/dealer in the applicable states. Given the nature of our business, any requirement to register under
such laws could severely interfere with the conduct of our business.

HOME MORTGAGES

Most states have laws and regulations governing the registration or licensing and conduct of persons
providing mortgage brokerage services. Such laws and regulations also typically require certain consumer
protection disclosures and compliance with loan solicitation procedures and a variety of other practices,
throughout the various stages of the mortgage solicitation, application and approval process.

In addition to state law, mortgage brokerage services are heavily regulated by federal law. For example, the
Real Estate Settlement Procedures Act, prohibits the payment and receipt of mortgage loan referral fees. The
act, however, does permit persons to be compensated for the fair market value of non- referral services
actually rendered.

We introduced our home mortgage service in January 1999. LendingTree serves as the mortgage broker and
provides all mortgage brokerage services. We provide and are responsible for maintaining the home mortgage
service on our Web site and develop and purchase all advertising. LendingTree will compensate us for the

fair market value of our non-referral services. We believe that