


CORPORATE PROFILE

ValueVision Media is an integrated direct marketing company that sells general merchandise to

consumers through television, the Internet, and direct mail. The Company was founded in 1990

and now operates one of the top three television home shopping networks in the United States. 

The Company’s television network – ShopNBC – is available in 60 million homes through analog

and digital cable as well as through DirecTV (channel 370) and Dish Network (channel 228).

The Company broadcasts its product offerings live 24 hours per day, 7 days a week. Through 21

on-air sales hosts, the Company has built a strong relationship with customers who appreciate the

terrific values offered without the markup of intermediaries. The consistent focus on value and

uniqueness in product offers has been the basis for a long-standing relationship with customers 

and a great deal of customer loyalty. The Company also operates ShopNBC.com, a complementary

Internet site that contributes over 20% of revenues. The Company’s headquarters, broadcast 

facilities, customer service, and jewelry fulfillment are located in Minnesota. The Company also

maintains fulfillment facilities in Kentucky.

The Company has been publicly traded since 1991 on NASDAQ under the symbol VVTV. 

For more investor information, visit valuevisionmedia.com. For product offers and channel 

listings, visit ShopNBC.com.
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LETTER TO SHAREHOLDERS

2004 was a year of transition for ValueVision Media. This was the year that we went from

being a narrowly focused jewelry retailer to being a more diversified retailer of general

merchandise. We accomplished a great deal in the last year and are well positioned for

future growth.

DISTRIBUTION

In 1998, ValueVision had 15 million homes and was a small player in the television home

shopping industry. At that time the Company embarked on a strategy of developing a

national distribution footprint. The Company expanded its distribution over the subsequent

six years, and with the 4.5 million homes added in 2004, our network now reaches 60 

million homes. ValueVision has clearly established itself as one of the top three industry

players. The Company executed ambitious distribution plans over the years, entering into

contracts with cable system operators that assure carriage until 2008 and beyond.

Most of these contracts are at fixed cost. Today that cost represents a burden as the

Company has not yet grown into its cost structure. In the future, however, that cost structure

William Lansing
President and Chief Executive Officer



becomes an advantage as the Company's 

revenues grow and the distribution cost

remains largely fixed. Today ValueVision is 

at the point in its economic model where 

revenues will soon cover this heavily fixed

cost structure. When this occurs, the Company

will become profitable on an EBITDA basis.

PRODUCT DIVERSIFICATION

The primary challenge we have faced over the 

last several years is how to increase our revenues

to cover this high fixed cost structure. The

Company historically operated as a high quality

jewelry retailer and built a loyal customer base,

but had difficulty broadening that base. At the

beginning of 2004, ValueVision had 690,000 

customers out of the 56 million homes in which we were then broadcast, a penetration rate of

1.3%. In order to increase the penetration rate and take advantage of the national 

distribution footprint, our strategy has been to diversify the product offering. By broadening

the product mix, we believe that we will continue to grow revenue, capturing additional

share of wallet from our existing jewelry customers and gaining new customers interested in

complementary products.

It is important to note that throughout this product diversification, we have remained true to

our upscale, high quality brand positioning. ValueVision leads the three largest television

home shopping networks in its commitment to high quality and upscale product, a market

position consistent with the ShopNBC brand under which we do business. In extending 

our reach into areas beyond jewelry, we have extended this quality commitment into 

complementary products and staked out the higher income market space. The market for



upscale, high quality goods is large, and we

intend to continue to differentiate our product

offerings from our competition on this basis.   

Our upscale brand positioning is not inconsistent

with making our offerings more accessible by

mixing in lower price points. This year we 

succeeded in reducing our average selling price

16% to $179. The idea behind the reduction in average selling price was that we would

expand our customer base by making products

more affordable. We would not compromise on

quality, but we would focus on delivering 

extraordinary value at all price points. We would

sell more units to more customers. At the end of

2004, our active customer base had climbed to

754,000, an increase of 9.3%. Our unit volume

also grew dramatically, climbing 25% in 2004

from 4 million to 5 million units. 

Our merchandise mix shifted in 2004. Jewelry, which represented 65% of our business in

2003, declined to 61% of our business in 2004. The balance of our business – cosmetics,

apparel, electronics, computers, mattresses, and

home products – grew stronger as our merchandising

expertise grew and as our Company developed

credibility in selling these kinds of products.

At the end of 2004, our airtime was allocated on

the basis of margin productivity and product other

than jewelry competed favorably for the airtime.

While we continue to invest airtime in new categories



to extend our product diversification

efforts, our product categories beyond

jewelry are generally operating at

attractive performance levels and

require no investment subsidy.

OUR TOP VALUE

2004 marked the launch of our highly

successful Our Top Value initiative.

This kind of an offer – the offer of a

single product that is an unbelievable

value for one day only – is a staple of

the television home shopping 

business. We launched Our Top Value

in August. The consumer must believe

that he or she will get the very best

deal on this kind of product, from us or anyone else. It gives the consumer the confidence to

make the purchase right at the moment, without any additional research or competitive

shopping. Our Top Value taps into this television retailing fundamental – the confidence in

making a purchase on the spot.  In addition, Our Top Value drives new customer growth.

The key to making it work is that we actually deliver the value that we promise. It is a

tremendous amount of work to ensure that we develop a truly compelling value. Our Top

Value is now a major success at ValueVision. Our Top Value is much more productive than

the airtime it replaces.  In the eight months since we launched this initiative, Our Top Value

has grown to over 10% of our business.



OTHER INITIATIVES

Add-on sales represent another major initiative

undertaken by our Company in 2004. This is the

time-honored practice of offering a customer an

additional product when he or she places an 

order on an initial product. If we are successful in

increasing our average order size by 30% on a

meaningful percentage of our orders, we will have

developed a major revenue driver. 2004 was the year we built the infrastructure to support

add-on sales. Now when our customer service representatives take an order, they are

prompted on screen to offer the customer a relevant related product.  

We also introduced an oversell initiative in 2004. Before this initiative, when we sold out of

an item, customers trying to purchase it were told it was sold out. Recognizing that a 

percentage of our orders are canceled before they ship, we instituted the oversell process –

much like airlines overbook – to sell canceled product before it is canceled. This has resulted

in two benefits – happy customers who get product they want instead of being told it is sold

out, and better margins achieved by selling inventory when it is fresh.

Finally, we introduced loyalty clubs at the end of 2004, aimed at strengthening and 

extending the relationship with our customers. We now have thousands of customers who

have joined our loyalty clubs and receive special offers from ShopNBC.

MARKETING

While we generate most of our revenue through

television-related sales, we are fundamentally a

direct marketing business. We build a relationship

with the customer and based on what we know

we make relevant offers to that customer. We

communicate by e-mail, direct mail, newsletters,



catalogs, and on-air promotion, all with a view to

presenting our customers with relevant offers.

In 2004, we honed our direct marketing skills and

strengthened our relationships with existing 

customers. Our retention rate climbed throughout

the year. At year end, the retained percentage of

our active customer base – that is customers who

bought from us in 2004 in addition to buying from us before 2004 – climbed to 43% versus

41% the previous year. Our existing customers like the changes they are seeing at the 

network and we are succeeding in winning new customers without losing our loyal 

customer base.

THE FUTURE

ValueVision is a much stronger Company going

into 2005 than it was a year ago. The number of

new customers is growing, the number of retained

customers is growing, unit volumes are growing,

and revenues are growing. It will take continued

growth to cover our cost structure, but I am 

confident that we are well positioned to do 

exactly that. We have a strong team and an

increasingly loyal customer base. We are on track to build ValueVision into a profitable

company for our shareholders.

William Lansing
President and Chief Executive Officer



LETTER TO VALUEVISION EMPLOYEES
We have plenty of hard work and an ambitious plan ahead, but we go into 2005 with momentum, with energy, and with a
really strong team. With your continued efforts, we will make 2005 the best year in the Company's history. I am honored and
proud to be working with you. As we move into 2005, I want to encourage all of you to continue to execute to the best of
your abilities, and to keep in mind our guiding initiatives:

1. Exceed our financial plan. Nothing will make our shareholders happier than meeting and exceeding the financial

expectations of the investment community. Our Company's long term health and prosperity are absolutely dependent on our

consistent delivery of financial results. We are improving and will continue to improve going forward. Let's do our jobs and

execute as though we are spending our own money in building our own business -- because that is exactly the trust that the

shareholders have put in us. 

2. Be customer-focused. How easy for us to say these words and how meaningful when we actually do this. If we truly

think about everything we do from the point-of-view of the customer, wonderful things will follow. Strong customer focus 

translates quickly into a compelling value proposition, climbing sales, happy customers, repeat business, and company 

profitability. Let us ask ourselves over and over what else we could do in every aspect of our jobs to win the customer over

and keep the customer forever. Today we have lots of happy customers. Let's keep them happy and let's go get lots more!

3. Foster a sales culture. Over the last year I have witnessed a marked increase in energy, enthusiasm, and focus around

achieving sales. I am proud to work in a company where we all care about our sales performance. Let us all press, press,

press -- every hour of every day, 168 hours per week, to deliver the best sales performance we possibly can. We are an

always on business -- we sell product all day and all night every day of the week -- let us not tire. Let us embrace the 

excitement of a business that never stops, that is always open, that brings happiness to our customers each and every minute.

4. Build a first-class team. It is obvious to me that our success is completely and totally a function of our people. People

are the whole game. Great people, working together, achieve great things. I see great people all over our Company. And

increasingly I see good teamwork. Great people acting as individual contributors will achieve something, but great people

working together will build a truly great company. Ours is a complex business with many moving parts. It takes concerted

teamwork to make our business perform. And when it does -- when terrific people work together -- it is a thing of beauty. We

all know that great teams, winning teams, focus on teamwork and on how each position supports the team. In team sports --

and ours is one, make no mistake -- it is the team, not individuals, who win or lose. Let us work together -- recruiting, retaining,

and motivating the very best talent -- to build a first-class team.

5. Be a learning organization. This sounds like so much management theory. Yet this is so important for us. We are a

young company and we are still very much learning our way in the television home shopping business. Let us test and learn,

let us learn from our mistakes, let us get ever wiser, and let us pass our knowledge and best practices to others. In order to be

as good as our collective wisdom we must collect our wisdom and distribute it. Ask yourself what you learned today. Ask 

yourself what insight and knowledge you shared with a team member today. 

The coming year promises to be an exciting one for our company. I am pleased with our progress and energized about the

future. Thank you all for your dedication and commitment to making 2005 a truly great year.
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CAUTIONARY STATEMENT CONCERNING FORWARD-LOOKING INFORMATION

This annual report on Form 10-K, as well as other materials Ñled by the registrant with the Securities and
Exchange Commission (""SEC''), and information included in oral statements or other written statements
made or to be made by the registrant, contains forward-looking statements regarding the registrant, its
business prospects and its results of operations that are subject to certain risks and uncertainties posed by
many factors and events that could cause the registrant's actual business, prospects and results of operations to
diÅer materially from those that may be anticipated by the forward-looking statements. Factors that could
cause or contribute to such diÅerences include, but are not limited to, those described in the ""Risk Factors''
section of this annual report on Form 10-K, as well as risks relating to consumer spending and debt levels;
interest rates; competitive pressures on sales; pricing and gross proÑt margins; the level of cable and satellite
distribution for the registrant's programming and associated fees; the success of the registrant's e-commerce
and branding initiatives; the success of the registrant's strategic alliances and relationships; the ability of the
registrant to manage its operating expenses successfully; risks associated with acquisitions; changes in
governmental or regulatory requirements; litigation or governmental proceedings aÅecting the registrant's
operations; and the ability of the registrant to obtain and retain key executives and employees.



PART I

Item 1. Business

A. General

ValueVision Media, Inc., together with its subsidiaries (the ""Company'') is an integrated direct
marketing company that markets its products directly to consumers through various forms of electronic media.
The Company's operating strategy incorporates television home shopping, Internet e-commerce, vendor
programming sales and fulÑllment services and outsourced e-commerce and fulÑllment solutions. The
Company's principal electronic media activity is its television home shopping business, which sells brand name
merchandise and proprietary/private label consumer products at competitive prices. The Company's live
24-hour per day television home shopping programming is distributed primarily through long-term cable and
satellite aÇliation agreements and the purchase of month-to-month full- and part-time lease agreements of
cable and broadcast television time. In February 2003, the Company sold ten of its eleven low power television
stations leaving only one remaining low power television station under its control. Beginning in April 2003, the
Company's programming became available full-time to homes in the Boston, Massachusetts market over the
air through a full-power television broadcast station that the Company acquired. The Company also
complements its television home shopping business by the sale of a broad array of merchandise through its
Internet shopping website, www.shopnbc.com. The Company also sells blocks of its programming airtime to
third-party vendors on a limited and selective basis through its vendor programming sales program.

On November 16, 2000, the Company entered into an exclusive license agreement with National
Broadcasting Company, Inc., now known as NBC Universal, Inc. (""NBC''), pursuant to which NBC granted
the Company worldwide use of an NBC-branded name and the peacock image for a ten-year period. The
Company rebranded its television home shopping network and companion Internet shopping website as
ShopNBC and ShopNBC.com, respectively, in Ñscal 2001. This rebranding was intended to position the
Company as a multimedia retailer, oÅering consumers an entertaining, informative and interactive shopping
experience, and as a leader in the evolving convergence of television and the Internet.

The Company, through its wholly owned subsidiary, ValueVision Interactive, Inc. maintains the
ShopNBC.com website and manages the Company's e-commerce initiatives. The Company, through its
wholly owned subsidiary, VVI FulÑllment Center, Inc. (""VVIFC''), provides fulÑllment, warehousing and
telemarketing services to Ralph Lauren Media, LLC (""RLM''), the NBC Experience Store in New York
City and direct to consumer products sold on NBC's website, fulÑllment of non-jewelry merchandise sold on
the Company's television home shopping program and Internet website and fulÑllment to its FanBuzz, Inc.
(""FanBuzz'') subsidiary. Through FanBuzz, the Company also provides e-commerce and fulÑllment solutions
to some of the most recognized sports, media and entertainment and retail companies.

EÅective May 16, 2002, the Company changed its name to ValueVision Media, Inc. from ValueVision
International, Inc. The Company is a Minnesota corporation with principal and executive oÇces located at
6740 Shady Oak Road, Eden Prairie, Minnesota 55344-3433. The Company was incorporated in the state of
Minnesota on June 25, 1990 and its Ñscal year ends on January 31. The Ñscal year ended January 31, 2005 is
designated Ñscal 2004, the Ñscal year ended January 31, 2004 is designated Ñscal 2003 and the Ñscal year
ended January 31, 2003 is designated Ñscal 2002. The Ñscal year ending January 31, 2006 is designated Ñscal
2005.

Electronic Media

The Company's principal electronic media activity is its live 24-hour per day television home shopping
network program. The Company's home shopping network is the third largest television home shopping
retailer in the United States. Through its continuous merchandise-focused television programming, the
Company sells a wide variety of products and services directly to consumers. Sales from the Company's
television home shopping and companion Internet website business, inclusive of shipping and handling
revenues, totaled $614,884,000 and $581,999,000, representing 95% and 94% of net sales, for Ñscal 2004 and
2003, respectively. Products are presented by on-air television home shopping personalities and guests; viewers
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may then call a toll-free telephone number and place orders directly with the Company or enter an order on
the ShopNBC.com website. The Company's television programming is produced at its Eden Prairie,
Minnesota facility and is transmitted nationally via satellite to cable system operators, satellite dish owners
and to the Company's full power broadcast television station WWDP TV-46 in Boston, Massachusetts.

Products and Product Mix. Products sold on the Company's television home shopping network include
jewelry, electronics, giftware, collectibles, apparel, health and beauty aids, housewares, Ñtness products,
seasonal items and other merchandise. Jewelry represents the network's largest single category of merchan-
dise, representing 61% of television home shopping net sales in Ñscal 2004, 65% in Ñscal 2003 and 69% in Ñscal
2002. After jewelry, the second largest product category of merchandise sold is computers and electronics,
representing 17% of television home shopping and Internet net sales in Ñscal 2004, 16% in Ñscal 2003 and 18%
in Ñscal 2002. The Company's home products category represented 12% of television home shopping and
Internet net sales in Ñscal 2004, 12% in Ñscal 2003 and 11% in Ñscal 2002. None of the Company's other
products accounted for more than 10% of total net television and Internet sales in any of the last three Ñscal
years. Product diversiÑcation is important to growing the Company's business. In particular, the Company will
continue to develop product oÅerings in the home, apparel, cosmetics and consumer electronics categories.
The Company's on-going product strategy will focus on (i) jewelry and gems for core customers; (ii) value
products, including closeouts and opportunistic buys; (iii) highly demonstratable products that leverage the
television medium; and (iv) unique oÅers that cannot be found elsewhere.

Program Distribution. As of January 2005, there were approximately 110 million homes in the United
States with a television set. Of those homes, there were approximately 74 million basic cable television
subscribers, approximately 24 million direct-to-home satellite subscribers and approximately 300,000 homes
with satellite dish receivers. Homes that receive the Company's television home shopping programming
24 hours per day are each counted as one full-time equivalent (""FTE'') and homes that receive the
Company's programming for any period less than 24 hours are counted based upon an analysis of time of day
and day of week that programming is received. The Company has continued to experience growth in the
number of FTE subscriber homes that receive its programming. As of January 31, 2005, the Company served
a total of 63.9 million subscriber homes, or 60.1 million FTEs, compared with a total of 61.9 million subscriber
homes, or 55.6 million FTEs as of January 31, 2004. Approximately 54.2 million, 49.0 million and 44.1 million
subscriber homes at January 31, 2005, 2004 and 2003, respectively, received the Company's television home
shopping programming on a full-time basis. As of January 31, 2005, the Company's television home shopping
programming was carried by 1,181 broadcasting systems on a full-time basis, compared to 1,011 broadcasting
systems on January 31, 2004, and 70 broadcasting systems on a part-time basis, compared to 121 broadcasting
systems on January 31, 2004. The total number of cable homes that presently receive the Company's
television home shopping programming represents approximately 56% of the total number of cable subscribers
in the United States. NBC has the exclusive right to negotiate on behalf of the Company for the distribution
of its television home shopping service pursuant to the terms of the strategic alliance between the Company,
NBC and GE Capital Equity Investments, Inc. entered into in March 1999. See ""NBC and GE Strategic
Alliance'' discussed below.

Satellite Delivery of Company Programming. The Company's programming is distributed to cable
systems, the full power television station in Boston and satellite dish owners via a leased communications
satellite transponder. In March 1994, the Company entered into a 12-year satellite lease on Galaxy 1R
Transponder 12 oÅering signal transmission to the cable programming industry, including the Company. On
January 31, 2005, the Company entered into a new long-term satellite lease agreement with the Company's
present provider of satellite services. Pursuant to the terms of this new agreement, the Company will distribute
its programming on a satellite to be launched in autumn 2005. Until that time, the Company's programming
will continue to be carried on its present satellite transponder. The new agreement is expected to reduce the
Company's cost of satellite service and provide the Company with a state-of-the-art satellite transponder that
uses new technology to transmit a stronger signal to a greater number of households. Satellite service may be
interrupted due to a variety of circumstances beyond the Company's control, such as satellite transponder
failure, satellite fuel depletion, governmental action, preemption by the satellite service provider and service
failure. The Company's former agreement for satellite services and the new agreement both include a
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provision that gives the Company preemptable back-up satellite service in the event of a services outage. The
Company believes it could arrange for such back-up service if satellite transmission is interrupted. However,
there can be no assurance that the Company will be able to maintain such arrangements, and in such event the
Company may incur substantial additional costs to enter into new arrangements and be unable to broadcast its
signal for some period of time.

B. Business Strategy

The Company's mission is to be a leader in innovative multimedia retailing, oÅering consumers an
entertaining, informative and interactive shopping experience. The following strategies are intended to
continue the growth of the Company's core television home shopping business and complimentary website:
(i) leverage the strong brand recognition of the NBC name and associated peacock symbol to achieve greater
brand recognition with the ShopNBC television channel and ShopNBC.com website; (ii) diversify the types
of products oÅered for sale outside of the historical categories of jewelry and computers; (iii) increase program
distribution in the United States through new or expanded broadcast agreements with cable and satellite
operators and other creative means for reaching consumers such as webcasting on ShopNBC.com;
(iv) increase average net sales per home by increasing penetration within the existing audience base and by
attracting new customers through a broadening of its merchandise mix and targeted marketing eÅorts;
(v) continue to grow the Company's proÑtable Internet business with innovative use of marketing and
technology, such as advanced search strategies, personalization, webcasting and unique auction capabilities;
(vi) upgrade the overall quality of the Company's network, programming and customer support infrastructure
consistent with expectations associated with the NBC brand name; and (vii) leverage the service capabilities
implicit in the Company's existing distribution and customer care capabilities to support strategic partners.

Programming Distribution

Cable AÇliation Agreements

As of January 31, 2005, the Company had entered into long-term aÇliation agreements with approxi-
mately 90 cable system operators that require each operator to oÅer the Company's television home shopping
programming substantially on a full-time basis over their systems. The stated terms of the aÇliation
agreements typically range from three to twelve years. Under certain circumstances, the television operators
may cancel the agreements prior to their expiration. If these agreements are terminated, the termination may
materially or adversely aÅect the Company's business. Also, the Company may not be able to successfully
negotiate acceptable terms with respect to any renewal of these contracts. The aÇliation agreements provide
that the Company will pay each operator a monthly access fee and marketing support payments based upon
the number of homes viewing the Company's television home shopping programming. Certain of the aÇliation
agreements also require payment of one-time initial launch fees, which are capitalized and amortized on a
straight-line basis over the term of the agreements. The Company is seeking to enter into aÇliation
agreements with additional television operators providing for full or part-time carriage of the Company's
television home shopping programming.

A signiÑcant number of cable operators have started to oÅer cable programming on a digital basis. The
use of digital compression technology provides cable companies with greater channel capacity. While greater
channel capacity increases the opportunity for the Company to be distributed and, in some cases, reduces the
subscriber fee paid by the Company, it also may adversely impact the Company's ability to compete for
television viewers to the extent it results in higher channel position, placement of the Company's programming
in separate programming tiers, or the broadcast of additional competitive and other channels.

Direct Satellite Service Agreements

The Company's programming is carried on the direct-to-home (""DTH'') satellite services DIRECTV
and DISH Network. Carriage on DIRECTV and DISH Network is full-time under long-term distribution
agreements. As of January 31, 2005, the Company's programming reached approximately 23 million DTH
homes on a full-time basis.
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Other Methods of Program Distribution

The Company's programming is also made available full-time to ""C''-band satellite dish owners
nationwide and, beginning in April 2003, was made available to homes in the Boston, Massachusetts market
over the air via a full-power television broadcast station that a subsidiary of the Company acquired. In the past
the Company used a number of low power television stations for similar purposes. In Ñscal 2004 the
Company's low power television stations and ""C''-Band satellite dish transmissions were collectively
responsible for not more than 5% of the Company's sales. In February 2003, the Company completed the sale
of ten of its eleven low power television stations for a total of $5.0 million. The sale of these stations did not
have a signiÑcant impact on the ongoing operations of the Company.

Internet Website

The Company's website, ShopNBC.com, provides viewers with an opportunity to purchase general
merchandise oÅered on the Company's television home shopping program, and other related merchandise as
well as to bid and purchase items on the auction portion of the website. The Internet site, using state-of-the-
art webcasting technology, provides consumers with the opportunity to view: (i) the Company's television
home shopping program on a real-time basis; (ii) an archive of past programming; and (iii) new programming
developed speciÑcally for the Internet. Internet sales for Ñscal 2004 increased at a far greater percentage than
television home shopping sales over Ñscal 2003. Sales from the Company's Internet website business, inclusive
of shipping and handling revenues, totaled $126,692,000, $111,449,000 and $94,481,000 representing 20%,
18% and 17% of consolidated net sales for Ñscal 2004, 2003 and 2002, respectively. The Company expects to
see continuing growth in its Internet business and believes that its e-commerce business both complements the
Company's base television home shopping business and provides an additional growth vehicle.

The Company's e-commerce activities are subject to a number of general business regulations and laws
regarding taxation and online commerce. Although to date the Internet has been subject to minimal
regulation, due to the increasing popularity and use of the Internet and other online services, a variety of laws
and regulations have been or may be enacted that aÅect the Internet and online services, covering such issues
as advertising, pricing, content, copyrights and trademarks, access by persons with disabilities, distribution,
taxation, characteristics and quality of products and services and user privacy and security, including imposing
the duty to notify customers of security breaches and liability for security incidents to victims of identity theft.
Such laws and regulations could increase the costs and liabilities associated with the Company's e-commerce
activities. On December 3, 2004, President Bush signed into law a three-year moratorium on Internet access
taxes. This law extends a ban on Internet taxes that expired on November 1, 2003. In addition, in November
2002, a number of states approved a multi-state agreement to simplify state sales tax laws by establishing one
uniform system to administer and collect sales taxes on traditional retailers and electronic commerce
merchants. No prediction can be made as to whether a new Internet tax moratorium will be enacted, or
whether individual states will enact legislation requiring retailers such as the Company to collect and remit
sales taxes on transactions that occur over the Internet. Adding sales tax to the Company's Internet
transactions could negatively impact consumer demand. The federal Controlling the Assault of Non-Solicited
Pornography and Marketing Act of 2003, or the CAN-SPAM Act, was signed by President Bush on
December 16, 2003 and went into eÅect on January 1, 2004. The CAN-SPAM Act pre-empts similar laws
passed by over thirty states, some of which contain restrictions or requirements that are viewed as stricter than
the act. The CAN-SPAM Act is primarily an opt-out type law, that is, prior permission to send an e-mail to a
recipient is not required unless a recipient has aÇrmatively opted out of such solicitations. The CAN-SPAM
Act requires commercial e-mails to contain a clear and conspicuous identiÑcation that the message is an
advertisement or solicitation for goods or services, as well as a prominent ""unsubscribe'' function that allows
recipients to alert the sender that they do not desire to receive future e-mail messages. In addition, the CAN-
SPAM Act requires that all commercial e-mail messages include a postal address unless the sender obtains
""prior aÇrmative assent'' from the recipient.

Changes in consumer protection laws, such as the CAN-SPAM Act, also may impose additional burdens
on those companies conducting business online. The adoption of any additional laws or regulations may
decrease the growth of the Internet or other online services, which could, in turn, decrease the demand for the
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Company's products and services and increase its cost of doing business through the Internet. Moreover, it is
not clear how existing laws governing issues such as sales and other taxes and personal privacy would apply to
the Internet and online commerce.

In addition, as the Company's website is available over the Internet in all states, and as it sells to
numerous consumers residing in these states, these states may claim that the Company is required to qualify
to do business as a foreign corporation in each state, a requirement that could result in taxes and penalties for
the failure to qualify. Any new legislation or regulation, the application of laws and regulations from
jurisdictions whose laws do not currently apply to the Company's business or the application of existing laws
and regulations to the Internet and other online services could have a material adverse eÅect on the growth of
the Company's business in this area.

C. Strategic Relationships

NBC Trademark License Agreement

On November 16, 2000, the Company entered into a Trademark License Agreement (the ""License
Agreement'') with NBC pursuant to which NBC granted the Company an exclusive, worldwide license (the
""License'') for a term of 10 years to use certain NBC trademarks, service marks and domain names to rebrand
the Company's business and corporate name and companion Internet website. The Company subsequently
selected the names ShopNBC and ShopNBC.com to rebrand its marketing and sales eÅort. In connection
with the License Agreement, the Company issued to NBC Ñve year warrants (the ""License Warrants'') to
purchase 6,000,000 shares of the Company's common stock, with an exercise price of $17.375 per share. As of
January 31, 2005, all of the License Warrants were vested. Additionally, in connection with the License
Agreement, the Company agreed to accelerate the vesting of warrants to purchase 1,450,000 shares of
common stock granted to NBC in connection with the March 1999 Distribution and Marketing Agreement
between NBC and the Company discussed below.

The Company has also agreed under the License Agreement, among other things, to (i) certain
restrictions on using any trademarks, service marks, domain names, logos or other source indicators owned or
controlled by NBC, (ii) the loss of its rights under the License with respect to speciÑc territories outside of the
United States in the event the Company fails to achieve and maintain certain performance targets, (iii) not
own, operate, acquire or expand its business to include certain businesses without NBC's prior consent,
(iv) comply with NBC's privacy policies and standards and practices, and (v) not own, operate, acquire or
expand the Company's business such that one third or more of the Company's revenues or its aggregate value
is attributable to certain services provided over the Internet. The License Agreement also grants to NBC the
right to terminate the License Agreement at any time upon certain changes of control of the Company, the
failure by NBC to own a certain minimum percentage of the outstanding capital stock of the Company on a
fully-diluted basis, the failure of NBC and the Company to agree on new trademarks, service marks or related
intellectual property rights, and certain other related matters.

NBC and GE Equity Strategic Alliance

In March 1999, the Company entered into a strategic alliance with NBC and GE Capital Equity
Investments, Inc. (""GE Equity''). Pursuant to the terms of the transaction, NBC and GE Equity acquired
5,339,500 shares of the Company's Series A Redeemable Convertible Preferred Stock between April 1999 to
June 1999 (the ""Preferred Stock''), and NBC was issued a warrant to acquire 1,450,000 shares of the
Company's common stock (the ""Distribution Warrants''), with an exercise price of $8.29 per share, under a
Distribution and Marketing Agreement discussed below. The Preferred Stock was sold for aggregate
consideration of $44,265,000 (or $8.29 per share). In addition, the Company issued to GE Equity a warrant
(the ""Investment Warrant'') to increase its potential aggregate equity stake (together with its aÇliates,
including NBC) at the time of exercise to 39.9%. The Preferred Stock is convertible into an equal number of
shares of the Company's common stock, subject to anti-dilution adjustments, has a mandatory redemption on
the 10th anniversary of its issuance or upon a change of control at $8.29 per share, participates in dividends on
the same basis as the common stock and has a liquidation preference over the common stock and any other
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junior securities. On July 6, 1999, GE Equity exercised the Investment Warrant and acquired an additional
10,674,000 shares of the Company's common stock for an aggregate of $178,370,000, or $16.71 per share.
Following the exercise of the Investment Warrant, the combined ownership of the Company by GE Equity
and NBC on a diluted basis was approximately 40%. In February 2005, GE Equity sold 2,000,000 shares of
the Company's common stock. Following GE Equity's sale of such common stock, GE Equity and NBC have
a combined ownership in the Company of approximately 37% on a diluted basis.

Shareholder Agreement

Pursuant to the Investment Agreement, the Company and GE Equity entered into a Shareholder
Agreement (the ""Shareholder Agreement''), which provides for certain corporate governance and standstill
matters. The Shareholder Agreement (together with the CertiÑcate of Designation of the Preferred Stock)
initially provided that GE Equity and NBC would be entitled to designate nominees for an aggregate of 2 out
of 7 board seats so long as their aggregate beneÑcial ownership is at least equal to 50% of their initial beneÑcial
ownership, and 1 out of 7 board seats so long as their aggregate beneÑcial ownership is at least 10% of the
""adjusted outstanding shares of common stock'', as deÑned in the Shareholder Agreement. GE Equity and
NBC have also agreed to vote their shares of common stock in favor of the Company's nominees to the Board
in certain circumstances. Subject to certain exceptions, all committees of the Board were to include a
proportional number of directors nominated by GE Equity and NBC. The Shareholder Agreement also
requires the consent of GE Equity prior to the Company entering into any substantial agreements with certain
restricted parties (broadcast networks and Internet portals in certain limited circumstances). Finally, the
Company is prohibited from exceeding certain thresholds relating to the issuance of voting securities over a
12-month period, the payment of quarterly dividends, the repurchase of common stock, acquisitions
(including investments and joint ventures) or dispositions, and the incurrence of debt greater than $40.0 mil-
lion or 30% of the Company's total capitalization. The Company is also prohibited from taking any action that
would cause any ownership interest of certain Federal Communication Commission (""FCC'') regulated
entities from being attributable to GE Equity, NBC or their aÇliates.

The Shareholder Agreement provides that during the Standstill Period (as deÑned in the Shareholder
Agreement), subject to certain limited exceptions, GE Equity and NBC are prohibited from: (i) any asset/
business purchases from the Company in excess of 10% of the total fair market value of the Company's assets,
(ii) increasing their beneÑcial ownership above 39.9% of the Company's shares, (iii) making or in any way
participating in any solicitation of proxies, (iv) depositing any securities of the Company in a voting trust,
(v) forming, joining, or in any way becoming a member of a ""13D Group'' with respect to any voting
securities of the Company, (vi) arranging any Ñnancing for, or providing any Ñnancing commitment
speciÑcally for, the purchase of any voting securities of the Company, (vii) otherwise acting, whether alone or
in concert with others, to seek to propose to the Company any tender or exchange oÅer, merger, business
combination, restructuring, liquidation, recapitalization or similar transaction involving the Company, or
nominating any person as a director of the Company who is not nominated by the then incumbent directors, or
proposing any matter to be voted upon by the shareholders of the Company. If, during the Standstill Period,
any inquiry has been made regarding a ""takeover transaction'' or ""change in control'', each as deÑned in the
Shareholder Agreement, that has not been rejected by the Board, or the Board pursues such a transaction, or
engages in negotiations or provides information to a third party and the Board has not resolved to terminate
such discussions, then GE Equity or NBC may propose to the Company a tender oÅer or business
combination proposal.

In addition, unless GE Equity and NBC beneÑcially own less than 5% or more than 90% of the adjusted
outstanding shares of common stock, GE Equity and NBC shall not sell, transfer or otherwise dispose of any
securities of the Company except for transfers: (i) to certain aÇliates who agree to be bound by the provisions
of the Shareholder Agreement, (ii) that have been consented to by the Company, (iii) pursuant to a third
party tender oÅer, (iv) pursuant to a merger, consolidation or reorganization to which the Company is a party,
(v) in a bona Ñde public distribution or bona Ñde underwritten public oÅering, (vi) pursuant to Rule 144 of
the Securities Act of 1933, or (vii) in a private sale or pursuant to Rule 144A of the Securities Act of 1933;
provided, that in the case of any transfer pursuant to clause (v) or (vii), the transfer does not result in, to the
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knowledge of the transferor after reasonable inquiry, any other person acquiring, after giving eÅect to such
transfer, beneÑcial ownership, individually or in the aggregate with that person's aÇliates, of more than 10% of
the adjusted outstanding shares of the common stock.

The Standstill Period will terminate on the earliest to occur of (i) the 10 year anniversary of the
Shareholder Agreement, (ii) the entering into by the Company of an agreement that would result in a
""change in control'' (subject to reinstatement), (iii) an actual ""change in control,'' (iv) a third party tender
oÅer (subject to reinstatement), or (v) six months after GE Equity and NBC can no longer designate any
nominees to the Board. Following the expiration of the Standstill Period pursuant to clause (i) or (v) above
(indeÑnitely in the case of clause (i) and two years in the case of clause (v)), GE Equity and NBC's
beneÑcial ownership position may not exceed 39.9% of the Company's diluted outstanding stock, except
pursuant to issuance or exercise of any warrants or pursuant to a 100% tender oÅer for the Company.

On March 19, 2004, the Company, NBC and GE Equity agreed to amend the Shareholder Agreement as
follows: (i) to increase the authorized size of the Company's board of directors to 9 from 7; (ii) to permit
NBC and GE Equity to appoint an aggregate of 3 directors instead of 2 to the Company's board of directors;
and (iii) to reÖect that NBC and GE Equity would no longer have the right to have its director-nominees on
the Audit, Compensation or Nominating and Governance Committees, in the event the committees must be
comprised solely of ""independent'' directors under applicable laws or Nasdaq regulations. Instead, NBC and
GE Equity would have the right to have an observer attend all of these committee meetings, to the extent
permitted by applicable law.

Registration Rights Agreement

Pursuant to the Investment Agreement, as amended, the Company and GE Equity entered into a
Registration Rights Agreement providing GE Equity, NBC and their aÇliates and any transferees and assigns,
an aggregate of Ñve demand registrations and unlimited piggy-back registration rights.

Distribution and Marketing Agreement

NBC and the Company entered into a Distribution and Marketing Agreement dated March 8, 1999 (the
""Distribution Agreement'') that provides that NBC shall have the exclusive right to negotiate on behalf of the
Company for the distribution of its home shopping television programming service. As compensation for these
services, the Company currently pays NBC an annual fee of approximately $1.6 million (increasing no more
than 5% annually) and issued NBC the Distribution Warrants. The exercise price of the Distribution
Warrants is $8.29 per share. Of the aggregate 1,450,000 shares subject to the Distribution Warrants,
200,000 shares vested immediately, with the remainder vesting 125,000 shares annually over the 10-year term
of the Distribution Agreement. In conjunction with the Company's November 2000 execution of the
Trademark License Agreement with NBC, the Company agreed to fully accelerate the vesting of the
remaining unvested Distribution Warrants. The Distribution Warrants are exercisable for Ñve years after
vesting. Because NBC successfully delivered to the Company 10 million FTE homes pursuant to the
Distribution Agreement, NBC was entitled to additional warrants to acquire common stock at the then current
market price. In Ñscal 2001, the Company issued to NBC additional warrants to purchase 343,725 shares of
the Company's common stock at an exercise price of $23.07. In the fourth quarter of Ñscal 2002, the Company
issued to NBC additional warrants to purchase 36,858 shares of the Company's common stock at an exercise
price of $15.74 per share. These additional warrants were issued as a result of NBC meeting its original
performance target. NBC may terminate the Distribution Agreement if the Company enters into certain
""signiÑcant aÇliation'' agreements or a transaction resulting in a ""change of control.'' On April 7, 2004, NBC
exercised a portion of the Distribution Warrants in a cashless exercise acquiring 101,509 shares of the
Company's common stock.

Polo Ralph Lauren/Ralph Lauren Media Electronic Commerce Alliance

In February 2000, the Company entered into an electronic commerce strategic alliance with Polo Ralph
Lauren, NBC, NBCi and CNBC whereby the parties created RLM, a joint venture. RLM is currently owned
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50% by Polo Ralph Lauren, 37.5% by NBC and its aÇliates and 12.5% by the Company. In exchange for their
ownership interest in RLM, NBC agreed to contribute $110 million of television and online advertising on
NBC and CNBC properties, NBCi agreed to contribute $40 million in online distribution and promotion and
the Company agreed to contribute up to $50 million, all of which had been funded as of January 31, 2003.
RLM's premier initiative is Polo.com. Polo.com oÇcially launched in November 2000 and includes an
assortment of men's, women's and children's products across the Ralph Lauren family of brands as well as
unique gift items. In connection with the formation of RLM, the Company entered into various agreements
setting forth the manner in which certain aspects of the business of RLM are to be managed and certain of the
members' rights, duties and obligations with respect to RLM. In the fourth quarter of Ñscal 2002, the
Company wrote oÅ its investment in RLM because it determined that the decline in the value of its
investment was other than temporary. The Company still retains its 12.5% ownership interest in RLM.

Agreement for Services

As part of the strategic alliance with RLM, RLM and VVIFC entered into an agreement for services
under which VVIFC agreed to provide to RLM, on a cost plus basis, certain telemarketing services, order and
record services, and fulÑllment and warehouse services. The original term of this agreement continued until
June 30, 2010.

In the fourth quarter of Ñscal 2002, VVIFC agreed to amend its existing customer care and fulÑllment
services agreement with RLM in exchange for an $11 million cash payment. The cash payment was made in
consideration for VVIFC's Ñxed asset impairment related to the underutilization of the fulÑllment center used
by VVIFC to provide services to RLM, for early termination of its original long term services agreement and
for the change in terms of the agreement through the end of the period in which services are to be provided. In
accordance with this amendment, RLM is permitted to negotiate with other parties to provide it with
customer care and fulÑllment services. On May 18, 2004, RLM and VVIFC entered into a new agreement for
services pursuant to which VVIFC agreed to continue to provide certain telemarketing, customer support and
fulÑllment services to RLM until May 31, 2006.

D. Marketing and Merchandising

Electronic Media

The Company's television and Internet revenues are generated from sales of merchandise and services
oÅered through its television home shopping programming. The Company's television home shopping business
utilizes live television 24 hours a day, seven days a week, to create an interactive and entertaining atmosphere
to eÅectively describe and demonstrate the Company's merchandise. Selected customers participate through
live conversations with on-air hosts and occasional celebrity guests. The Company believes its customers make
purchases based primarily on convenience, value, quality of merchandise and promotional oÅerings including
Ñnancing. The Company believes that its customers are primarily women between the ages of 35 and 55, with
annual household income of approximately $50,000 to $75,000. The Company schedules special programming
at diÅerent times of the day and week to appeal to speciÑc viewer and customer proÑles. The Company
features frequently announced and occasionally unannounced promotions to drive interest and incremental
sales, including the 2004 fall launch of ""Our Top Value,'' a sales program that features one special oÅer every
day, with pricing for that day only; plus, other major and special promotional events, along with bargain,
discount and inventory-clearance sales in order to, among other reasons, encourage customer loyalty or add
new customers.

The Company's television home shopping merchandise is generally oÅered at or below comparable retail
prices. Jewelry accounted for approximately 61% of the Company's television home shopping net sales in Ñscal
2004, 65% in Ñscal 2003 and 69% in Ñscal 2002. Electronics (primarily computers), home d πecor, apparel,
health and beauty aids, housewares, Ñtness products, seasonal items and other merchandise comprise the
remaining product sales. The Company continually introduces new products on its home shopping program.
Inventory sources include manufacturers, wholesalers, distributors, and importers. The Company intends to
continue to promote private label merchandise, which generally has higher than average margins.
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ShopNBC Private Label Credit Card

In October 2001, the Company launched a private label credit card program using the ShopNBC name in
partnership with Alliance Data Systems. The ShopNBC credit card program provides a number of beneÑts to
customers, including providing a discount upon Ñrst use of their ShopNBC card, deferred billing options and
other special oÅers. During Ñscal 2004, the Company issued its 300,000th ShopNBC credit card and customer
use of the ShopNBC card accounted for approximately 19% of the Company's sales in Ñscal 2004. The
Company believes that the use of the ShopNBC credit card furthers customer loyalty and reduces the
Company's overall bad debt exposure since the credit card issuer bears the risk of bad debt on ShopNBC
credit card transactions.

Favorable Purchasing Terms

The Company obtains products for its direct marketing businesses from domestic and foreign manufac-
turers and suppliers and is often able to make purchases on favorable terms based on the volume of products
purchased or sold. Many of the Company's purchasing arrangements with its television home shopping
vendors include inventory terms that allow for return privileges for a portion of the order or stock balancing.
The Company generally does not have long-term commitments with its vendors and a variety of sources are
available for each category of merchandise sold. In Ñscal 2004, products purchased from one vendor accounted
for approximately 15% of the Company's consolidated net sales. The Company believes that it could Ñnd
alternative sources for this vendor's products if this vendor ceased supplying merchandise, however, the
unanticipated loss of any large supplier could impact the Company's sales and earnings on a temporary basis.

E. Order Entry, FulÑllment and Customer Service

The Company's products are available for purchase via toll-free telephone numbers. Since 1999, the
Company has maintained an agreement with West Teleservices Corporation to provide the Company with
telephone order entry operators for taking of home shopping customer orders. West Teleservices provides
teleservices to the Company from a service site located in Baton Rouge, Louisiana as well as through home
agents.

The Company owns a 262,000 square foot distribution facility in Bowling Green, Kentucky, which the
Company uses to fulÑll its obligations under the services agreement entered into with RLM. In 2001, the
Company entered into an agreement with NBC to provide fulÑllment and support services for the NBC store
in New York and direct to consumer products sold for NBC on the ShopNBC.com website from this facility.
In addition to supporting RLM and the NBC store, the Bowling Green facility provides fulÑllment support for
NBC and Telemundo direct response broadcast campaigns. The Bowling Green facility is also used for the
fulÑllment of non-jewelry merchandise sold on the Company's television home shopping program and the
ShopNBC website. Additionally, this facility provides support services to FanBuzz. The Company distributes
jewelry and other smaller merchandise from its Eden Prairie, Minnesota fulÑllment center.

The majority of customer purchases are paid by credit card and debit cards. As discussed above, in Ñscal
2001 the Company launched a private label credit card program using the ShopNBC name. Purchases made
with the ShopNBC credit card are non-recourse to the Company. The Company also utilizes an installment
payment program called ValuePay (not currently available on the ShopNBC card), which entitles television
and Internet home shopping customers to pay by credit card for certain merchandise oÅered in two to six
equal monthly installments. The Company intends to continue to sell merchandise using the ValuePay
program due to its signiÑcant promotional value. It does, however, create a credit collection risk from the
potential inability to collect outstanding balances.

The Company maintains a product inventory, which consists primarily of consumer merchandise held for
resale. The product inventory is valued principally at the lower of average cost or realizable value, and the
Company reduces its balance by an allowance for excess and obsolete merchandise. As of January 31, 2005
and 2004, the Company had inventory balances of $54,903,000 and $67,620,000, respectively.
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Merchandise is shipped to customers by the United States Postal Service and Federal Express or other
recognized carriers. The Company also has arrangements with certain vendors who ship merchandise directly
to its customers after an approved customer order is processed.

In October 2002, the Company consolidated all of its in-house customer service functions to its Brooklyn
Center, Minnesota facility, a move that increased customer service capabilities.

The Company's television home shopping and Internet return policy allows a standard 30-day refund
period from the date of invoice for all customer purchases. The Company's return rates on its television and
Internet sales have been approximately 33% to 36% over the past three Ñscal years. Management attributes the
high return rate in part to the fact that it generally maintained higher than average selling price points of $179
in Ñscal 2004 and over $200 in Ñscal 2003 and Ñscal 2002 and to the high percentage of sales attributable to
jewelry products. The Company is continuing to manage return rates by adjusting average selling price points
and product mix in an eÅort to reduce the overall return rate related to its home shopping business.

F. Competition

The direct marketing and retail businesses are highly competitive. In its television home shopping and
Internet operations the Company competes for consumer expenditures with other forms of retail businesses,
including traditional ""brick and mortar'' department, discount, warehouse and specialty stores, other mail
order, catalog and television home shopping companies, infomercial companies and other direct sellers.

The Company also competes with retailers who sell and market their products through the highly
competitive Internet medium. The number of companies selling comparable products over the Internet is
large. As the use of the Internet and other online services increase, larger, well-established and well-Ñnanced
entities may continue to acquire, invest in or form joint ventures with providers of e-commerce and direct
marketing solutions, and existing providers of e-commerce and direct marketing solutions may continue to
consolidate.

The television home shopping industry is highly competitive and is dominated by two companies, QVC
Network, Inc. (""QVC'') and HSN, Inc. (formerly known as Home Shopping Network, Inc. (""HSN'')). The
Company believes that the home shopping industry is attractive to consumers, cable companies, manufactur-
ers and retailers. The industry oÅers consumers convenience, value and entertainment, and oÅers manufactur-
ers and retailers an opportunity to test-market new products, increase brand awareness and access additional
channels of distribution. The Company believes the industry is well positioned to compete with other forms of
basic cable programming for cable airtime because home shopping networks compensate basic cable television
operators, whereas other forms of cable programming typically receive compensation from cable operators for
carriage. The Company competes for cable distribution with all other programmers, including other television
home shopping networks such as QVC, HSN, Shop at Home, Inc. (""SATH'') and the American Collectibles
Network, a/k/a The Jewelry Network (""ACN''). The Company currently competes for viewership and sales
with QVC, HSN, SATH and ACN in virtually all of its markets. The Company is at a competitive
disadvantage to QVC and HSN in attracting viewers due to the fact that the Company's programming is not
carried full time in all of its markets, and that the Company may have less desirable cable channels in many
markets. In 2002, SATH and E.W. Scripps Company (""Scripps'') announced the completion of a transaction
that resulted in Scripps owning a controlling interest in the SATH television-retailing network. Scripps is a
media company with interests in newspaper publishing, broadcast television, national television networks and
interactive media. QVC is currently owned by Liberty Media Corp. HSN is a wholly owned subsidiary of
InterActiveCorp. Liberty Media, Scripps and InterActiveCorp are larger, more diversiÑed and have greater
Ñnancial, marketing and distribution resources than the Company.

The Company expects increasing competition for viewers/customers and for experienced home shopping
personnel from major cable systems, television networks, e-commerce and other retailers that may seek to
enter the television home shopping industry. The continued evolution and consolidation of retailers on the
Internet, together with strategic alliances being formed by other television home shopping networks and
Internet companies, will also result in increased competition. The Company will also compete to lease cable
television time and enter into cable aÇliation agreements. Entry and ultimate success in the television home
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shopping industry is dependent upon several key factors, the most signiÑcant of which is obtaining carriage on
additional cable systems. The Company believes that it is positioned to compete because of its established
relationships with cable operators. No assurance can be given, however, that the Company will be able to
acquire additional cable carriage at prices favorable to the Company or maintain its current cable carriage. In
March 2002, a federal court invalidated certain FCC rules limiting the number of U.S. multichannel
subscribers that any cable or other television programming distributor can serve and limiting the number of
individual channels any cable operator can carry that belong to aÇliated companies; further industry
consolidation that might result from such legal decisions could adversely impact the Company's ability to
obtain carriage by cable providers. The FCC and Congress have recently enacted new rules and laws
concerning media ownership (See Section G ""Federal Regulation''). In addition, continued consolidation in
the cable and satellite industry may lead to higher costs for the Company's programming over time.

G. Federal Regulation

The cable television industry and the broadcasting industry in general are subject to extensive regulation
by the FCC. The following does not purport to be a complete summary of all of the provisions of the
Communications Act of 1934, as amended (the ""Communications Act''), the Cable Television Consumer
Protection Act of 1992 (the ""Cable Act''), the Telecommunications Act of 1996 (the ""Telecommunications
Act'') or other laws and FCC rules or policies that may aÅect the operations of the Company.

Cable Television

The cable industry is regulated by the FCC under the Cable Act and FCC regulations promulgated
thereunder, as well as by local governments with respect to certain franchising matters.

Must Carry. In general, the FCC's ""must carry'' rules under the Cable Act entitle analog full power
television stations to mandatory cable carriage of their signals, at no charge, to all cable homes located within
each station's broadcast area provided that the signal is of adequate strength, and the cable system has must
carry designated channels available. FCC rules currently extend similar cable must carry rights to the primary
video and programming-related material of new television stations that transmit only digital television signals,
and to existing television stations that return their analog spectrum and convert to digital operations. The
extent to which cable providers may or may not be required to provide must carry rights to full power
television stations after the close of the transition to digital television is discussed below in ""Advanced
Television Systems''. In addition, certain aspects of the must carry rights of stations transmitting digital
television signals now, as well as after the transmission to digital television, remains subject to pending FCC
proceedings.

The FCC has also been asked to reevaluate its 1993 extension of must carry rights to predominantly
home shopping television stations. It has yet to act on that request, and there can be no assurance that home
shopping television stations will continue to have must carry rights. In addition, under the Cable Act, cable
systems may petition the FCC to determine that a station is ineligible for must carry rights because of the
station's lack of service to the community, its previous noncarriage or other factors. The unavailability of must
carry rights to the Company's existing or future stations would likely substantially reduce the number of cable
homes that could be reached by any full power television station that the Company owns or may acquire or on
which it might provide programming.

Broadcast Television

General. The Company's acquisition and operation of television stations are subject to FCC regulation
under the Communications Act. The Communications Act prohibits the operation of television broadcasting
stations except under a license issued by the FCC. The statute empowers the FCC, among other things, to
issue, revoke and modify broadcasting licenses, adopt regulations to carry out the provisions of the
Communications Act and impose penalties for violation of such regulations. In addition, FCC rules prohibit
foreign governments, representatives of foreign governments, aliens, representatives of aliens and corporations
and partnerships organized under the laws of a foreign nation from holding broadcast licenses. Aliens may own
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up to 20% of the capital stock of a licensee corporation, or generally up to 25% of a U.S. corporation, which, in
turn, has a controlling interest in a licensee.

Full Power Television Stations. In April 2003, a wholly owned subsidiary of the Company acquired a
full-power television station serving the Boston, Massachusetts market. The Company's license for its Boston,
Massachusetts television station will expire in April 2007, but will be renewed upon a showing to the FCC that
the station has served the public interest, and that there have been no serious violations by the station of the
FCC's rules and regulations.

Low Power Television Stations. In November 2004, the Company Ñled an application seeking renewal
of its only remaining low power television station, located in Atlanta, Georgia, for a new eight-year license
term. The request is pending.

Broadcast Multiple Ownership Limits. Many of the Company's existing and potential competitors are
larger and more diversiÑed than the Company, or have greater Ñnancial, marketing, merchandising and
distribution resources. In January 2004, Congress passed legislation that would allow a television broadcaster
to own local TV stations reaching 39% of the nation's households, up from the current 35% limit. Other
changes to the FCC's media ownership rules could permit increased consolidation in the broadcast industry,
making it more diÇcult for the Company to compete. In June 2003, the FCC adopted new rules that
signiÑcantly relax the limits and restrictions on media ownership. Among other changes, the FCC relaxed its
rules governing the common ownership of more than one television station in any given market. In June 2004,
the U.S. Court of Appeals for the Third Circuit invalidated these revised media ownership rules on the ground
that the FCC had failed to provide a suÇcient justiÑcation for the relaxed ownership limitations and
restrictions. Several larger media companies have sought review of the Third Circuit's decision by the
U.S. Supreme Court.

Alternative Technologies

Alternative technologies could increase the types of systems on which the Company may seek carriage.
Four direct broadcast satellite systems (""DBS'') currently provide service to the public and the number of
DBS subscribers has increased to more than 23.2 million households as of June 2004. Congress has enacted
legislation designed to facilitate the delivery of local broadcast signals by DBS operators and thereby to
promote DBS competition with cable systems.

Advanced Television Systems

Technological developments in television transmission will in the future make it possible for the broadcast
and nonbroadcast media to provide advanced television services, that is television services using digital or
other advanced technologies. The FCC in late 1996 approved a digital television (""DTV'') technical standard
to be used by television broadcasters, television set manufacturers, the computer industry and the motion
picture industry. This DTV standard allows the simultaneous transmission of multiple streams of digital data
on the bandwidth presently used by a normal analog channel. It is possible to broadcast one ""high deÑnition''
channel (""HDTV'') with visual and sound quality superior to present-day television or several standard
deÑnition channels (""SDTV'') with digital sound and pictures of a quality slightly better than present
television; to provide interactive data services, including visual or audio transmission, on multiple channels
simultaneously; or to provide some combination of these possibilities on the multiple channels allowed by
DTV.

As part of the nationwide transition from analog to digital broadcasting, each full power television station
has been granted a second channel by the FCC on which to initiate digital operations. A federal statute
requires that, after December 31, 2006, or the date on which 85% of television households in a television
market are capable of receiving digital services, broadcasters must surrender analog signals and broadcast only
on their allotted digital frequency. Congress is expected to consider making this December 31, 2006, deadline
more deÑnite. The Company commenced operations on its digital channel in May 2003. While broadcasters
currently do not have to pay to obtain digital channels, the FCC has ruled that a television station that receives
compensation from a third party for the ancillary or supplementary use of its DTV spectrum (e.g., data
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transmission or paging services) must pay a fee of Ñve percent of gross revenues received. The FCC has
rejected a proposal that fees be imposed when a DTV broadcaster receives payment for transmitting home
shopping programming, although it left open the question whether interactive home shopping programming
might be treated diÅerently. It is not yet clear whether and how television broadcast stations will be able to
proÑt by the transition to DTV or how quickly the viewing public will embrace the cost of new digital
television sets and monitors. In addition, it is unclear what rights television broadcast stations will have to
obtain carriage of their digital signals on local cable systems.

As noted above, the FCC's must carry rules generally entitle analog full power television stations to
mandatory cable carriage of their signals, at no charge, to all cable homes located within each stations' area of
dominant inÖuence or ""ADI''. Although FCC rules currently extend similar cable must carry rights to existing
television stations that return their analog spectrum and convert to digital operations, in February 2005, the
FCC aÇrmed its prior decision not to require cable operators to simultaneously carry broadcasters' analog and
digital signals during the transition. In addition, the FCC conÑrmed that cable operators are only obligated to
carry the primary video and programming-related material of digital television station's signals and are not
required to carry any of the stations' additional programming streams. In addition, as noted above, a number of
issues relating to the rights television broadcast stations will have to obtain carriage of their digital signals on
local cable systems both during and after the close of the transition to digital television remain subject to
pending FCC proceedings.

As part of this transition to digital television, the spectrum currently used by broadcasters transmitting on
channels 52-69 will be transitioned to use by new wireless and public safety operators. Some broadcast
stations, including the Company's station in the Boston, Massachusetts marketplace, have been given a digital
channel allocation within this spectrum. Under FCC rules, although stations awarded digital channels between
channels 52 and 69 may use those channels until the close of the DTV transition, they must either seek an
alternative digital channel below channel 52 on which to transmit their digital signal, or transition their digital
operations to their analog channel. The FCC has established a timetable within which broadcast stations must
elect the channel on which they will transmit their digital signal after the close of the DTV transition. Under
that timetable, later this year the Company will be required to select an alternate channel below channel 52 on
which to conduct its digital operations after the transition. There can be no guarantee that the Company will
be able to locate a suitable channel below channel 52 on which to provide digital transmissions after the close
of the DTV transition.

Telephone Companies' Provision of Programming Services

The Telecommunications Act eliminated the previous statutory restriction forbidding the common
ownership of a cable system and telephone company. The Company cannot predict how many telephone
companies will begin operation of open video systems (""OVS'') or otherwise seek to provide video
programming services, or whether such video providers will be likely to carry the Company's programming.
The FCC has adopted rules that impose on open video systems many of the obligations imposed on cable
systems, including those pertaining to must carry and retransmission consent. The FCC has certiÑed a number
of OVS operators to oÅer OVS service. In addition, a number of local carriers are planning to provide or are
providing video services through Ñber to the home or Ñber to the neighborhood technologies, while other local
exchange carriers are using VDSL (video digital subscriber loop) technology to deliver video programming,
high-speed Internet access, and telephone service over existing copper telephone lines.

Regulations AÅecting Multiple Payment Transactions

The announced antitrust settlement between MasterCard, VISA and approximately 8 million retail
merchants raises certain issues for retailers who accept telephonic orders that involve consumer use of debit
cards for multiple or continuity payments. A condition of the settlement agreement provides that the code
numbers or other means of distinguishing between debit and credit cards be made available to merchants by
VISA and MasterCard. Under certain Federal Reserve Board regulations, this may require merchants to
obtain consumers' written consent for preauthorized transfers where the merchant is aware that the method of
payment is a debit card as opposed to a credit card. The Company believes that debit cards are currently being
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oÅered as the payment vehicle in approximately 25% of VISA and MasterCard transactions with the
Company. In September 2004, the Federal Reserve published its Notice of Proposed Rulemaking with respect
to Regulation E. In this notice the Federal Reserve proposed to withdraw language in the OÇcial
Commentary to Regulation E that precluded merchants from taping oral authorizations as the writing required
by Regulation E for recurring debit card payments. In this notice the Federal Reserve emphasized that the
authorization must be readily identiÑable as an authorization, and the terms of the preauthorized debits to be
authorized must be clear and readily understandable. While the Company is working with industry
associations and counsel to seek clariÑcation on the notice and develop appropriate procedures to comply with
the notice, there can be no assurance that (i) the notice will be adopted in a Ñnal form that is acceptable to the
Company, (ii) that procedures to comply with the notice, if developed, would not negatively impact the
customer experience, or (iii) that the Company's compliance with the notice will not adversely aÅect sales.

H. Seasonality and Economic Sensitivity

The Company's businesses are subject to seasonal Öuctuation, with the highest sales activity normally
occurring during the Company's fourth Ñscal quarter of the year, November through January. Seasonal
Öuctuation in demand is generally associated with fourth quarter seasonal holidays. The Company's businesses
are also sensitive to general economic conditions and business conditions aÅecting consumer spending.
Additionally, the Company's television audience (and therefore sales revenue) can be signiÑcantly impacted
by major world or domestic events, which divert audience attention away from the Company's programming.

I. Employees

At January 31, 2005, the Company, including its wholly owned subsidiaries, had approximately 1,100
employees, the majority of whom are employed in customer service, order fulÑllment and television
production. Approximately 18% of the Company's employees work part-time. The Company is not a party to
any collective bargaining agreement with respect to its employees. Management considers its employee
relations to be good.

J. Executive OÇcers of the Registrant

Set forth below are the names, ages and titles of the persons serving as executive oÇcers of the Company.

Name Age Position(s) Held

William J. Lansing ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 46 President and Chief Executive OÇcer and
Director

Frank P. Elsenbast ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 39 Vice President and Chief Financial OÇcer

Brenda Boehler ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 42 Executive Vice President Ì TV & Internet Sales

Nathan E. FagreÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 49 Senior Vice President, General Counsel &
Secretary

Bryan Venberg ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36 Vice President Ì  Human Resources

William J. Lansing joined the Company as President and Chief Executive OÇcer in December 2003 and
is also a member of the Company's Board of Directors. Mr. Lansing has more than Ñfteen years of senior
management experience, including positions as president and CEO at public companies in the consumer direct
marketing and Internet commerce arenas. Mr. Lansing joined the Company from General Atlantic Partners, a
global private equity Ñrm, where he was a partner from September 2001 to December 2003. Prior to joining
General Atlantic Partners, Mr. Lansing served as CEO of NBC Internet, a Nasdaq-listed company, from
March 2000 to August 2001 and served as President and later as CEO of Fingerhut Companies, then the
nation's second largest catalog retailer and a NYSE-listed company, from May 1998 to March 2000. Prior to
joining Fingerhut, from October 1996 to April 1998, Mr. Lansing was at General Electric, where he served as
Vice President of Business Development, reporting to Chairman Jack Welch. From January 1996 to October
1996, Mr. Lansing was Chief Operating OÇcer of Prodigy, Inc., where he launched the company's Öagship
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Prodigy Internet oÅering. Earlier in his career, Mr. Lansing was a partner at McKinsey and Company.
Mr. Lansing currently serves on the board of directors of Digital River, Inc. and Right Now Technologies. Inc.

Frank P. Elsenbast served as Vice President of Financial Planning and Analysis of the Company from
September 2003 to October 2004, when he became Vice President and Chief Financial OÇcer. Mr. Elsenbast
has over 15 years of corporate Ñnance, operations analysis and public accounting experience. From May 2001
to September 2003, he served as Finance Director and from May 2000 to May 2001 he served as Finance
Manager at the Company. Prior to joining the Company, Mr. Elsenbast served in various analytical and
operational roles with The Pillsbury Company from May 1995 through May 2000. Mr. Elsenbast is a CPA and
began his career with Arthur Andersen, LLP.

Brenda Boehler joined the Company as Executive Vice President of Merchandising in February 2004.
Ms. Boehler has more than 16 years of merchandising, direct marketing and e-commerce experience. From
July 2003 to February 2004, Ms. Boehler was in product development and design at Target Corporation,
responsible for developing a comprehensive branding strategy for the retailer's home business. From January
1990 to August 2002, she served in a number of senior and executive positions at Fingerhut Companies, a
leading catalog and Internet retailer, serving most recently as Senior Vice President of Merchandising from
March 1999 to August 2002 and as Vice President of Home and Apparel from February 1996 to March 1999.
Ms. Boehler began her merchandising career at CVN Companies in 1986, a television home shopping
business that was merged into QVC.

Nathan E. Fagre joined the Company as Senior Vice President, General Counsel and Secretary in May
2000. From 1996 to 2000, Mr. Fagre was Senior Vice President and General Counsel of Occidental Oil and
Gas Corporation in Los Angeles, California, the oil and gas operating subsidiary of Occidental Petroleum
Corporation. At Occidental, an international oil exploration and production company, Mr. Fagre was also a
member of the Executive Committee. From 1995 to 1996, Mr. Fagre held other positions in the legal
department at Occidental. His previous legal experience included corporate and securities law practice with
the law Ñrms of Sullivan & Cromwell in New York and Gibson, Dunn & Crutcher in Washington, D.C.

Bryan Venberg joined the Company as Vice President of Human Resources in May 2004. Mr. Venberg
has more than 14 years of experience in human resource management. From October 1999 to May 2004,
Mr. Venberg served as regional director of human resources for the Target Corporation. From September
1990 to October 1999, Mr. Venberg served in a number of human resource positions at Target.

K. Risk Factors

In addition to the general investment risks and those factors set forth throughout this document including
those set forth under the caption Cautionary Statement Concerning Forward-Looking Information,'' the
following risks should be considered regarding the Company.

The Company has a history of losses and may not be able to achieve or maintain proÑtable operations in
the future.

The Company experienced operating losses of approximately $59.1 million, $10.9 million and $10.5 mil-
lion in Ñscal 2004, 2003 and 2002, respectively. The Company reported a net loss per diluted share of $1.57,
$.32 and $1.06 in Ñscal 2004, 2003 and 2002, respectively. Net losses included pre-tax investment write-downs
of approximately $1.7 million and $37.3 million in Ñscal 2003 and 2002, respectively. There is no assurance
that the Company will be able to achieve or maintain proÑtable operations in future Ñscal years.

The Company licenses the ShopNBC name and certain logos from NBC pursuant to an agreement that if
terminated would cause the Company to pursue a new branding strategy at signiÑcant expense.

As discussed above, in November 2000, the Company entered into a Trademark License Agreement with
NBC pursuant to which NBC granted the Company an exclusive, worldwide license for a term of 10 years to
use certain NBC trademarks, service marks and domain names to eÅectively rebrand the Company's business
and corporate name and companion Internet website. Under the terms of the agreement, the Company's
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television home shopping network, previously called ValueVision, and companion Internet website was
rebranded to ShopNBC and ShopNBC.com. In addition, the License Agreement contains signiÑcant
restrictions on the Company's ability to use the rights granted to it in connection with businesses other than
certain speciÑed permitted businesses. This restricts the ability of the Company to take advantage of certain
business opportunities. NBC has the right to terminate the License Agreement at any time upon certain
changes of control of the Company, the failure by NBC to own a certain minimum percentage of the
outstanding capital stock of the Company on a fully diluted basis and certain other related matters. In
addition, the use of the NBC trademarks, service marks and domain names are limited to the ten-year license
term without automatic renewal. The non renewal or termination of the License Agreement would require the
Company to pursue a new branding strategy, which would entail signiÑcant expense and time to create and
could have a negative impact on the Company's presence in the marketplace. This may result in a material
adverse eÅect on the Company's sales and results of operations.

NBC, GE and their aÇliates, whose interests may diÅer from those of other shareholders, have signiÑcant
inÖuence and control over the Company.

As a result of its equity ownership of the Company, NBC and GE Equity can exert substantial inÖuence
over the election of directors and the management and aÅairs of the Company. Accordingly, GE Equity has
suÇcient voting power to determine the outcome of various matters submitted to the Company's shareholders
for approval, including mergers, consolidations and the sale of all or substantially all of the Company's assets.
Such control may result in decisions that are not in the best interests of the Company or its shareholders. In
addition, because NBC has the exclusive right to negotiate for the distribution of the Company's television
home shopping programming, a termination of the strategic alliance with NBC could adversely aÅect the
Company's ability to increase the number of households receiving the Company's television programming.
The Preferred Stock issued to NBC and GE Equity may also be redeemed upon certain changes of control of
the Company and in any event, must be redeemed upon the ten-year anniversary of its issuance. In the event
of any such redemption, the requirement of the Company to pay cash in connection with such redemption may
have a material impact on the Company's liquidity and cash resources.

Government regulation of the Internet and e-commerce is evolving; unfavorable changes could adversely
aÅect the Company's business.

The Company has made material investments in anticipation of the growing use of the Internet as an
eÅective medium of commerce by merchants and shoppers. The Company's sales over the Internet accounted
for approximately 20%, 18% and 17% of net sales during Ñscal 2004, 2003 and Ñscal 2002, respectively.
Additional laws and regulations may be adopted with respect to the Internet or other online services, covering
such issues as user privacy, advertising, pricing, content, copyrights and trademarks, access by persons with
disabilities, distribution, taxation and characteristics and quality of products and services. Such laws or
regulations, if enacted, could make it more diÇcult for the Company to conduct business online, which could,
in turn, decrease the demand for the Company's products and services and increase its cost of doing business
through the Internet. Inherent with the Internet and e-commerce is the risk of unauthorized access to
conÑdential data including consumer credit card information, the risk of computer virus infection or other
unauthorized acts of electronic intrusion with the malicious intent to do damage. Although the Company has
taken precautionary steps to secure and protect its data network from intrusion and acts of hostility, there can
be no assurance that unauthorized access to the Company's electronic systems will be prevented entirely.

Intense competition in the general merchandise retailing industry and particularly live home shopping
could limit the Company's growth and reduce its proÑtability.

As a general merchandise retailer, the Company competes for consumer expenditures with other forms of
retail businesses, including department, discount, warehouse and specialty stores, television home shopping,
mail order and catalog companies and other direct sellers. The catalog and direct mail industry includes a wide
variety of specialty and general merchandise retailers and is both highly fragmented and competitive. The
Company also competes with retailers who sell and market their products through the highly competitive
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Internet. In addition, as the use of the Internet increases, larger, well-established and well-Ñnanced entities
may continue to acquire, invest in or form joint ventures with providers of e-commerce and direct marketing
solutions, and existing providers of e-commerce and direct marketing solutions may continue to consolidate.
Any of these trends would increase competition to the Company. The Company also competes with a wide
variety of department, discount and specialty stores that have greater Ñnancial, distribution and marketing
resources than the Company. The home shopping industry is also highly competitive and is dominated by two
companies, HSN and QVC. The Company's television home shopping programming also competes directly
with HSN, QVC, SATH and ACN for cable distribution in virtually all of its markets. The Company is at a
competitive disadvantage in attracting viewers due to the fact that its programming is not carried full-time in
all of its markets, and the Company may have less desirable cable channels in many markets. QVC and HSN
are well-established and reach a signiÑcantly larger percentage of United States television households than the
Company's broadcast, while oÅering home shopping programming similar to the Company through cable
systems, owned or aÇliated full and low power television stations and directly to satellite dish owners. The
television home shopping industry is also experiencing vertical integration. QVC, HSN and SATH are all
aÇliated with cable operators or cable networks serving signiÑcant numbers of subscribers nationwide. While
the Cable Act includes provisions designed to prohibit coercion and discrimination in favor of such aÇliated
programmers, the FCC has decided that it will rule on the scope and eÅect of these provisions on a case-by-
case basis. In 2004, SATH and Scripps announced the completion of a transaction that resulted in Scripps
obtaining a 100% ownership interest in the SATH television-retailing network. Scripps is a media company
with interests in newspaper publishing, broadcast television, national cable television networks and interactive
media. QVC is owned by Liberty Media Corp. HSN is a wholly owned subsidiary of InterActiveCorp. Liberty
Media, Scripps and InterActiveCorp are larger, more diversiÑed and have greater Ñnancial, marketing and
distribution resources than the Company.

The consolidation of cable and satellite television service providers could limit the Company's program
distribution alternatives and restrict the Company's ability to execute favorable cable aÇliation contracts
in the future.

The television home shopping and cable television industries are undergoing consolidation, with large,
well-established enterprises acquiring less well-established, less well-Ñnanced entities in the industry. The
competitive pressures arising as a result of this industry consolidation include greater importance on increasing
programming distributions and customer penetration. On December 19, 2001, AT&T Corp. and Comcast
Corporation announced the execution of a deÑnitive agreement to combine AT&T Broadband with Comcast.
The new company, called AT&T Comcast Corporation, has approximately 22 million subscribers. AT&T
Comcast's assets consist of both companies' cable TV systems, as well as AT&T's interests in cable television
joint ventures and its 25.5% interest in Time Warner Entertainment, E! Entertainment, The Golf Channel and
other entertainment properties. The continued consolidation of the television home shopping, cable television
and broadcasting industries may result in fewer alternatives for the Company's programming distribution and
may also restrict the Company's opportunity to execute economically favorable cable aÇliation contracts in
the future.

A number of the Company's cable distribution agreements may be terminated upon short notice or not
renewed upon expiration, which could adversely aÅect sales growth in the Company's home shopping
business.

A number of the Company's cable television distribution agreements are terminable by either party upon
30 days or less notice. The Company's television home shopping business could be materially adversely
aÅected in the event that a signiÑcant number of its cable television distribution agreements are terminated or
not renewed on acceptable terms.
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The Company may not be able to maintain its satellite services in certain uncontrollable situations, which
may cause the Company's programming to go oÅ the air for a period of time and incur substantial
additional costs to the Company.

The Company's programming is presently distributed to cable systems, full power television stations and
satellite dish owners via a leased communications satellite transponder. In the future, satellite service may be
interrupted due to a variety of circumstances beyond the Company's control, such as satellite transponder
failure, satellite fuel depletion, governmental action, preemption by the satellite service provider and service
failure. On January 31, 2005 the Company entered into a new long-term agreement with its present provider of
satellite services. Pursuant to the terms of the new agreement, the Company will distribute the its
programming on a satellite to be launched in autumn 2005. Until that time, the Company's programming will
continue to be carried on its present satellite transponder. The new agreement provides the Company with
preemptable back-up service if satellite transmission is interrupted. However, there can be no assurance if
satellite transmission is so interrupted that the Company will be able to utilize existing back-up transponder or
satellite capacity. In the event of any transmission interruption, the Company may incur substantial additional
costs to enter into new arrangements and be unable to broadcast its signal for some period of time.

The Company may be subject to product liability claims for on air misrepresentations or if people or
properties are harmed by products sold by the Company.

Products sold by the Company and representations related to such products may expose the Company to
potential liability from claims by purchasers of such products, subject to the Company's rights, in certain
instances, to seek indemniÑcation against such liability from the manufacturers of such products. In addition
to potential claims of personal injury, wrongful death or damage to personal property, the live unscripted
nature of the Company's television broadcasting may subject the Company to claims of misrepresentation by
its customers, the Federal Trade Commission and state attorneys general. The Company has generally
required the manufacturers and vendors of these products to carry product liability and errors and omissions
insurance, although in certain instances the vendor may not be formally required to carry product liability
insurance. There can be no assurance that these parties will continue to maintain this insurance or that this
coverage will be adequate or even available with respect to any particular claims. There can be no assurance
that the Company will be able to maintain such coverage or obtain additional coverage on acceptable terms, or
that such insurance will provide adequate coverage against all potential claims or even be available with
respect to any particular claim. Product liability claims could result in a material adverse impact on the
Company's Ñnancial performance.

The Company's ValuePay installment payment program could lead to signiÑcant unplanned credit losses if
the Company's credit loss rate was to deteriorate.

The Company utilizes an installment payment program called ValuePay that entitles customers to
purchase merchandise and generally pay for the merchandise in two to six equal monthly installments. As of
January 31, 2005 and 2004, the Company had approximately $61,894,000 and $56,339,000, respectively, due
from customers under the ValuePay installment program. The Company maintains allowances for doubtful
accounts for estimated losses resulting from the inability of its customers to make required payments. While
credit losses have historically been within the Company's estimates for such losses, there is no guarantee that
the Company will continue to experience the same credit loss rate that it has in the past. A signiÑcant increase
in the Company's credit losses could result in a material adverse impact on the Company's Ñnancial
performance.

The Company places a signiÑcant reliance on technology and information management tools to run its
existing businesses, the failure of which could adversely impact the Company's operations.

The Company's businesses are dependent, in part, on the use of sophisticated technology, some of which
is provided to the Company by third parties. Such technologies include, but are not necessarily limited to,
satellite based transmission of the Company's programming, use of the Internet in relation to the Company's
on-line business, new digital technology used to manage and supplement the Company's television broadcast
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operations and a network of complex computer hardware and software to manage an ever increasing need for
information and information management tools. The failure of any of these technologies, or the Company's
ability to have this technology supported, updated, expanded or integrated into other technologies, could
adversely impact the operations of the Company. Although the Company has, when possible, developed
alternative sources of technology and built redundancy into its computer networks and tools, there can be no
assurance that the Company's eÅort to date would protect the Company against all potential issues or disaster
occurrences related to the loss of any such technologies or their use.

The expansion of digital cable compression technology may adversely impact the Company's ability to
compete for television viewers.

A signiÑcant number of cable operators have started to oÅer cable programming on a digital basis. The
use of digital compression technology provides cable companies with greater channel capacity. While greater
channel capacity increases the opportunity for the Company to be more widely distributed, it also may
adversely impact the Company's ability to compete for television viewers to the extent it results in (i) higher
channel position; (ii) placement of the Company's programming in separate programming tiers, or (iii) an
expanding universe of programming choices all competing for the same audience viewership.

The increased use of digital video recorders and video on demand could limit the Company's viewership,
which would harm the Company's proÑtability.

The advent of digital video recorders or ""DVRs'', such as TiVo, and the ever increasing availability of
programming on an on-demand basis from cable and satellite television operators, often referred to as video on
demand or ""VOD'', could change the way that viewers watch television based programming. Instead of
watching programming on the schedule mandated by the content provider or ""channel surÑng,'' DVRs and
VOD allow viewers to watch television programming on their schedule. While the impact of DVRs and VOD
on television viewing habits and television home shopping is not yet known, the further adoption of DVRs and
the ever greater variety and amount of VOD programming could create diÅerent television viewing habits
and/or oÅer additional content that competes with the programming oÅered by television home shopping
channels. This could decrease the number of viewers of the Company's television programming, which would
have a material adverse eÅect on the Company's growth and proÑtability.

The unanticipated loss of one of the Company's larger vendors could impact the Company's sales on a
temporary basis.

The Company obtains products from domestic and foreign manufacturers and suppliers and is often able
to make purchases on favorable terms based on the volume of its transactions. Many of the Company's
purchasing arrangements with its vendors include inventory terms that allow for return privileges of a portion
of the order or stock balancing. The Company has not historically entered into long term supply arrangements
that would require vendors to provide products on an ongoing basis. In Ñscal 2004, products purchased from
one vendor accounted for approximately 15% of the Company's consolidated net sales. The Company believes
that it could Ñnd alternative sources for this vendor's products if this vendor ceased supplying merchandise;
however, the unanticipated loss of any large supplier could impact the Company's sales on a temporary basis.
In addition, certain general economic conditions, such as those experienced in Ñscal 2003 and the Ñrst half of
Ñscal 2004, may have a material adverse eÅect on the Ñnancial strength of the Company's vendors and
suppliers, some of whom are focused on a limited range of product categories or are dependent on home
shopping as a primary outlet for their merchandise sales. The Company is dependent, in part, on vendors
outside of the United States and distributors that source merchandise from outside the United States. In light
of the Company's continued use of these overseas vendors and merchandise sourced from these distributors,
changes in the business, logistical, Ñnancial or regulatory conditions in countries outside the United States
could directly or indirectly aÅect the Company's ability to procure merchandise on a timely or cost eÅective
basis.
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The Company's inability to recruit and retain key employees may adversely impact the Company's ability
to sustain growth.

The Company's continued growth is contingent, in part, on its ability to retain and recruit employees that
have the unique skills necessary for a business that demands knowledge of the general retail industry,
television production, direct-to-consumer marketing and fulÑllment and the Internet. The marketplace for
such employees is very competitive and limited, particularly for on-air hosts. The Company's growth may be
adversely impacted if the Company is unable to attract and retain these key employees. During Ñscal 2004, the
Company experienced the loss of a number of experienced television hosts.

The Company's growth and proÑtability could be adversely aÅected if its sales volume does not meet
expectations to cover the Company's high Ñxed cost infrastructure.

The Company's television home shopping business operates with a high Ñxed cost base, which is
primarily driven by Ñxed contractual fees paid to cable and satellite operators to carry the Company's
programming. In addition, in Ñscal 2004 the Company embarked on a series of new investment initiatives that
required signiÑcant up-front investment. These new initiatives included: increased marketing support,
improved customer experience, enhanced on-air quality and improved business intelligence. In order to attain
proÑtability, the Company must achieve suÇcient sales volume by acquiring new customers and retaining
existing customers to cover these high Ñxed costs and new spending initiatives. The Company's growth and
proÑtability could be adversely impacted if sales volume does not meet expectations, as the Company will have
limited immediate capability to reduce its Ñxed operating expenses to mitigate any potential sales shortfall.

The Company's television home shopping and Internet businesses are sensitive to economic conditions and
major news events, which could adversely aÅect viewership and consumer conÑdence and ultimately net
sales.

The Company's businesses are sensitive to general economic conditions and business conditions aÅecting
consumer spending. The Company's two major categories of sales merchandise are jewelry and computers,
which due to their nature and relatively higher price points are more economically sensitive to consumer
demand than other product categories. The general deterioration in economic conditions in the United States
in Ñscal 2003 and the Ñrst half of Ñscal 2004 and uncertainties associated with global events has led to reduced
consumer conÑdence, reduced disposable income and increased competitive activity, as well as the business
failure of companies in the retail and direct marketing industries. Such economic conditions may lead to a
reduction in consumer spending generally and in home shopping speciÑcally, and may lead to a reduction in
consumer spending on the types of merchandise the Company currently oÅers on its television programming
and over the Internet. Although the Company's current plan and eÅort is to further diversify its product mix
away from primarily jewelry and computers, future revenue growth could be adversely aÅected if overall
consumer spending or the demand for jewelry and computers decline. Additionally, the Company's television
audience and sales revenue can be signiÑcantly impacted by major world or domestic events, which divert
audience attention away from the Company's programming. Economic conditions may also have a material
adverse impact on the Ñnancial strength of the Company's vendors and suppliers, some of whom are focused
on a limited range of product categories or who are dependent on home shopping as a primary outlet for their
sales.

L. Available Information

Our annual report on Form 10-K, quarterly reports on Form 10-Q and current reports on Form 8-K, and
amendments to these reports if applicable are available, without charge on the Company's website, as soon as
reasonably practicable after they are Ñled electronically with the Securities and Exchange Commission.
Copies are available, without charge, by contacting the General Counsel, ValueVision Media, Inc.,
6740 Shady Oak Road, Eden Prairie, Minnesota 55344-3433.

Our Internet address is www.shopnbc.com.
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Item 2. Properties

In February 2003, the Company purchased property and two commercial buildings occupying approxi-
mately 209,000 square feet in Eden Prairie, Minnesota (a suburb of Minneapolis). One of the buildings is
used for the corporate administrative, television production and jewelry distribution operations of the
Company. The second building has approximately 70,000 square feet of commercial rental space, which the
Company utilizes for additional oÇce space. The Company owns a 262,000 square foot distribution facility on
a 34-acre parcel of land and leases approximately 72,000 square feet of warehouse space in Bowling Green,
Kentucky. The Company also leases approximately 25,000 square feet of oÇce space for a telephone call
center in Brooklyn Center, Minnesota, which the Company primarily uses to fulÑll its service obligations in
connection with the Services Agreement entered into with RLM and its own customer service operations. The
Company leases approximately 30,000 square feet of warehouse space in Hermitage, Pennsylvania and
approximately 13,000 square feet of oÇce space in Minnetonka, Minnesota in connection with its wholly
owned subsidiary, FanBuzz. Additionally, the Company rents transmitter site and studio locations in Boston,
Massachusetts for its full power television station. The Company believes that its existing facilities are
adequate to meet its current needs and that suitable additional or alternative space will be available as needed
to accommodate expansion of operations.

Item 3. Legal Proceedings

The Company is involved from time to time in various claims and lawsuits in the ordinary course of
business. In the opinion of management, these claims and suits individually and in the aggregate will not have
a material adverse eÅect on the Company's operations or consolidated Ñnancial statements.

In July 2001, a customer, Vincent Bounomo, a Florida resident, commenced a purported class action
against the Company in Hennepin County District Court in Minneapolis, Minnesota, alleging that he had
purchased a computer system from the Company following a broadcast that had promised him free lifetime
access to the Internet as part of the computer system. The customer alleged that the Company had breached
its alleged promise to provide him free lifetime access to the Internet, breached certain warranties, and
violated state consumer protection statutes. The Company denied all liability. Following discovery, the
amendment of pleadings, and certain motion practice, the Company agreed to settle this action on a classwide
basis. Under the terms of the settlement, the Company will: (i) provide 15 months of free dial-up access to
the Internet to customers who purchased the computer systems at issue and who Ñle timely and complete
claim forms; (ii) pay plaintiÅs' attorneys' fees, class representatives fees, costs, expenses, and disbursements
as awarded by the court, up to a maximum total amount of $950,000; and (iii) pay the costs of notifying class
members and administering the settlement. The court granted Ñnal approval to the proposed settlement
following a fairness hearing on March 30, 2004, and ordered that the action, and all claims that were or could
have been asserted therein, be dismissed with prejudice. The Company's insurer and the vendor of the
computer systems have agreed to both pay a portion of the remaining cost of the settlement, after application
of insurance proceeds. The settlement costs, the Company's portion of which was estimated at approximately
$470,000, did not have a material adverse eÅect on the Company or its consolidated Ñnancial statements.

In August 2001, the Company entered into a Consent Agreement and Order with the Federal Trade
Commission (""FTC'') regarding the substantiation of certain claims for health and beauty products made on-
air during the Company's TV programming and on the Company's Internet web site. To ensure that it remains
in compliance with the Consent Agreement and Order and with generally applicable FTC advertising
standards, the Company has implemented a Compliance Program applicable to health and beauty products
oÅered through ShopNBC. Under the terms of the Consent Order, the Company must ensure that it has
scientiÑc evidence to back up any claims it might make regarding the health beneÑts of any food, drug, dietary
supplement, cellulite-treatment product or weight-loss program in connection with the advertisement or sale
of such products. In the event of noncompliance with the Consent Order, the Company could be subject to
civil penalties. The Company's execution of the Consent Agreement and Order with the FTC did not have a
material impact on the Company's operations or consolidated Ñnancial statements. During Ñscal year 2002,
the FTC made inquiries of the Company regarding certain statements made while a guest on-air spokesperson
was appearing for a multi-vitamin product called Physicians RX. The FTC alleged that claims did not meet
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the applicable requirements set forth in the Consent Agreement and Order, which was disputed by the
Company. The Company, without any admission of wrongdoing, entered into a Consent Decree on April 17,
2003 and agreed to pay a penalty of $215,000. The Consent Decree and penalty did not have a material eÅect
on the Company's operations or consolidated Ñnancial statements.

Item 4. Submission of Matters to a Vote of Security Holders

No matters were submitted to shareholders of the Company during the fourth quarter ended January 31,
2005.

PART II

Item 5. Market for Registrant's Common Equity, Related Shareholder Matters and Issuer Purchases of
Equity Securities

Market Information for Common Stock

The Company's common stock is traded on the Nasdaq Stock Market under the symbol ""VVTV''. The
following table sets forth the range of high and low sales prices of the common stock as quoted by the Nasdaq
Stock Market for the periods indicated.

High Low

Fiscal 2004

First QuarterÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $17.84 $13.55

Second Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14.70 11.15

Third Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14.34 10.03

Fourth Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 14.66 10.42

Fiscal 2003

First QuarterÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13.30 9.85

Second Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17.54 11.30

Third Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 17.68 15.50

Fourth Quarter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 19.26 13.92

Holders

As of April 4, 2005 the Company had approximately 500 shareholders of record.

Dividends

The Company has never declared or paid any dividends with respect to its capital stock. Pursuant to the
Shareholder Agreement between the Company and GE Equity, the Company is prohibited from paying
dividends in excess of 5% of the Company's market capitalization in any quarter. The Company currently
expects to retain its earnings for the development and expansion of its business and does not anticipate paying
cash dividends in the foreseeable future. Any future determination by the Company to pay cash dividends will
be at the discretion of the board of directors and will be dependent upon the Company's results of operations,
Ñnancial condition, any contractual restrictions then existing, and other factors deemed relevant at the time by
the board of directors.

Issuer Purchases of Equity Securities

The Company did not repurchase any shares of common stock during the fourth quarter of Ñscal 2004
under its common stock repurchase program.
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Item 6. Selected Financial Data

The selected Ñnancial data for the Ñve years ended January 31, 2005 have been derived from the audited
consolidated Ñnancial statements of the Company. The selected Ñnancial data presented below are qualiÑed in
their entirety by, and should be read in conjunction with, the Ñnancial statements and notes thereto and other
Ñnancial and statistical information referenced elsewhere herein including the information referenced under
the caption ""Management's Discussion and Analysis of Financial Condition and Results of Operations.''

Year Ended January 31,

2005(a) 2004(b) 2003(c) 2002 2001(d)

(In thousands, except per share data)

Statement of Operations Data:

Net sales ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $649,416 $616,795 $554,926 $462,322 $385,940

Gross proÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 214,240 221,233 199,347 171,973 144,520

Operating income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (59,084) (10,924) (10,487) (5,475) 6,637

Net loss(e) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (57,601) (11,392) (39,110) (9,489) (29,894)

Per Share Data:

Net loss per common share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (1.57) $ (0.32) $ (1.06) $ (0.25) $ (0.78)

Net loss per common share Ì assuming
dilution ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (1.57) $ (0.32) $ (1.06) $ (0.25) $ (0.78)

Weighted average shares outstanding:

BasicÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36,815 35,934 37,173 38,336 38,560

Diluted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36,815 35,934 37,173 38,336 38,560

January 31,

2005 2004 2003 2002 2001

(In thousands)

Balance Sheet Data:

Cash and short-term investments ÏÏÏÏÏÏÏÏÏÏÏ $100,581 $127,181 $168,634 $227,831 $244,723

Current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 240,524 270,984 314,063 335,106 367,536

Property, equipment and other assets ÏÏÏÏÏÏÏÏ 109,772 125,607 92,211 113,204 143,161

Total assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 350,296 396,591 406,274 448,310 510,697

Current liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 89,074 84,837 87,497 60,817 75,371

Long-term capital lease obligationsÏÏÏÏÏÏÏÏÏÏ 1,380 2,002 1,669 493 Ì

Redeemable preferred stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 43,030 42,745 42,462 42,180 41,900

Shareholders' equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 216,812 267,007 274,646 344,820 393,426

Year Ended January 31,

2005 2004 2003 2002 2001

(In thousands, except statistical data)

Other Data:

Gross margin percentage ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 33.0% 35.9% 35.9% 37.2% 37.4%

Working capitalÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $151,450 $186,147 $226,566 $274,289 $292,165

Current ratio ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.7 3.2 3.6 5.5 4.9

EBITDA (as deÑned)(f)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(39,014) $ 5,272 $(31,879) $ (9,262) $(44,133)

Cash Flows:

Operating ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(18,070) $ 3,368 $ 3,666 $ 19,007 $ 30,381

InvestingÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (2,304) $ 23,003 $ 19,185 $(80,079) $(34,708)

Financing ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 1,981 $ (447) $(29,850) $(12,865) $ 2,151
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(a) Results of operations for the year ended January 31, 2005 includes a non-cash charge of $11.3 million
related to asset impairments associated with FanBuzz and a $1.9 million deferred advertising credit write-
down. See Note 16 to the consolidated Ñnancial statements.

(b) Results of operations for the year ended January 31, 2004 include the operations of television station
WWDP TV-46 from the eÅective date of its acquisition, April 1, 2003. Results of operations for the year
ended January 31, 2004 also include a charge of $4.6 million related to costs associated with the
Company's chief executive oÇcer transition and a $4.4 million gain on the sale of television stations. See
Notes 3 and 4 to the consolidated Ñnancial statements.

(c) Results of operations for the year ended January 31, 2003 include the operations of FanBuzz, Inc. from
the eÅective date of its acquisition, March 8, 2002. See Note 4 to the consolidated Ñnancial statements.

(d) Results of operations for the year ended January 31, 2001 include a write-oÅ of $4.6 million relating to
Montgomery Wards' bankruptcy Ñling in December 2000.

(e) Net loss includes a net pre-tax loss of $1.7 million from the sale and holdings of investments and other
assets in Ñscal 2003, a net pre-tax loss of $37.3 million from the sale and holdings of investments and
other assets in Ñscal 2002, a net pre-tax loss of $16.1 million from the sale and holdings of investments
and other assets in Ñscal 2001 and a net pre-tax loss of $59.0 million from the sale and holdings of
investments and other assets in Ñscal 2000.

(f) EBITDA represents net loss for the respective periods excluding depreciation and amortization expense,
interest income (expense) and income taxes. Management views EBITDA as an important alternative
operating performance measure because it is commonly used by analysts and institutional investors in
analyzing the Ñnancial performance of companies in the broadcast and television home shopping sectors.
However, EBITDA should not be construed as an alternative to operating loss or to cash Öows from
operating activities (as determined in accordance with generally accepted accounting principles) and
should not be construed as a measure of liquidity. EBITDA, as presented, may not be comparable to
similarly entitled measures reported by other companies. Management uses EBITDA to evaluate
operating performance and as a measure of performance for incentive compensation purposes.

A reconciliation of EBITDA to its comparable GAAP measurement, net loss, follows:

Year Ended January 31,

2005 2004 2003 2002 2001

(In thousands)

EBITDA, as presentedÏÏÏÏÏÏÏÏÏÏÏÏÏ $(39,014) $ 5,272 $(31,879) $(9,262) $(44,133)

Adjustments:

Depreciation and amortizationÏÏÏÏÏÏÏ (20,120) (17,846) (15,937) (12,341) (8,243)

Interest income ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,558 1,362 3,167 8,585 15,378

Income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (25) (180) 5,539 3,858 7,104

Cumulative eÅect of accounting
change ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì (329) Ì

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(57,601) $(11,392) $(39,110) $(9,489) $(29,894)

Item 7. Management's Discussion and Analysis of Financial Condition and Results of Operations

Introduction

The following discussion and analysis of Ñnancial condition and results of operations is qualiÑed by
reference to and should be read in conjunction with the Ñnancial statements and notes thereto included
elsewhere herein.
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Cautionary Statement for Purposes of the Safe Harbor Provisions of the Private Securities Litigation
Reform Act of 1995

The following Management's Discussion and Analysis of Financial Condition and Results of Operations
and other materials Ñled by the Company with the Securities and Exchange Commission (as well as
information included in oral statements or other written statements made or to be made by the Company)
contain certain forward-looking statements within the meaning of the Private Securities Litigation Reform
Act of 1995. These statements are based on management's current expectations and are accordingly subject to
uncertainty and changes in circumstances. Actual results may vary materially from the expectations contained
herein due to various important factors, including (but not limited to): consumer spending and debt levels;
interest rates; competitive pressures on sales; pricing and gross proÑt margins; the level of cable and satellite
distribution for the Company's programming and the associated fees; the success of the Company's
e-commerce and branding initiatives; the success of the Company's strategic alliances and relationships; the
ability of the Company to manage its operating expenses successfully; risks associated with acquisitions;
changes in governmental or regulatory requirements; litigation or governmental proceedings aÅecting the
Company's operations; the risks identiÑed under ""Business Risk Factors''; and the ability of the Company to
obtain and retain key executives and employees. Investors are cautioned that all forward-looking statements
involve risk and uncertainty and the Company is under no obligation (and expressly disclaims any such
obligation) to update or alter its forward-looking statements whether as a result of new information, future
events or otherwise.

Overview

Company Description

ValueVision Media, Inc. is an integrated direct marketing company that markets its products directly to
consumers through various forms of electronic media. The Company's principal lines of business are television
home shopping, Internet e-commerce, vendor programming sales and fulÑllment services and outsourced
e-commerce and fulÑllment solutions. The Company's principal electronic media activity is its television home
shopping business, ShopNBC, and companion Internet shopping, website ShopNBC.com, which sells brand
name merchandise and proprietary/private label consumer products at competitive prices. The Company's live
24-hour per day television home shopping programming is distributed primarily through long-term cable and
satellite aÇliation agreements.

Products and Customers

Products sold on the Company's television home shopping network and Internet shopping website include
jewelry, computers and other electronics, housewares, apparel, cosmetics, Ñtness products, giftware, col-
lectibles, seasonal items and other merchandise. Jewelry represents the Company's largest single category of
merchandise, representing 61% of television home shopping and Internet net sales in Ñscal 2004, 65% in Ñscal
2003 and 69% in Ñscal 2002. After jewelry, the second largest product category of merchandise sold is
computers and electronics, representing 17% of television home shopping and Internet net sales in Ñscal 2004,
16% in Ñscal 2003 and 18% in Ñscal 2002. The Company believes that product diversiÑcation will appeal to a
broader segment of potential customers and is important to growing the Company's business. The Company's
product diversiÑcation strategy is to continue to develop new product oÅerings primarily in the home, apparel
and accessories, cosmetics, Ñtness and consumer electronic categories to supplement the existing jewelry and
computer and electronics business. The Company continued to make progress on its strategic objective of
diversifying the merchandise mix oÅered to consumers during Ñscal 2004, growing product categories outside
of jewelry and computers and electronics from 19% to 22% of total television home shopping and Internet sales
from Ñscal 2002 to Ñscal 2004. The Company believes that its customers are primarily women between the
ages of 35 and 55 with annual household incomes between $50,000 and $75,000 and believes its customers
make purchases based primarily on convenience, unique product oÅerings, value and quality of merchandise.
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Company Strategy

The Company's mission is to be a leader in innovative multimedia retailing, oÅering consumers an
entertaining, informative and interactive shopping experience. The following business strategies are intended
to continue the growth of the Company's core television home shopping business and complementary website:
(i) leverage the strong brand equity implicit in the NBC name and associated peacock symbol to achieve
greater brand recognition with the ShopNBC television channel and ShopNBC.com website; (ii) diversify the
types of products oÅered for sale outside of the historical categories of jewelry and computers; (iii) increase
program distribution in the United States through new or expanded broadcast agreements with cable and
satellite operators and other creative means for reaching consumers such as webcasting on ShopNBC.com;
(iv) increase average net sales per home by increasing penetration within the existing audience base and by
attracting new customers through a broadening of its merchandise mix and targeted marketing eÅorts;
(v) continue to grow the Company's proÑtable Internet business with innovative use of marketing and
technology, such as advanced search strategies, personalization, webcasting and unique auction capabilities;
(vi) upgrade the overall quality of the Company's network, programming and customer support infrastructure
consistent with expectations associated with the NBC brand name; and (vii) leverage the service expertise
implicit in the Company's existing distribution and customer care capacities to support its strategic partners.

Challenge

The Company's television home shopping business operates with a high Ñxed cost base, which is
primarily due to Ñxed contractual fees paid to cable and satellite operators to carry the Company's
programming. In addition, the Company has invested in new initiatives intended to achieve double-digit sales
growth that has required signiÑcant up-front investment. These new initiatives include increased marketing
support, improved customer experience, enhanced on-air quality and improved business intelligence. In order
to attain proÑtability, the Company must achieve suÇcient sales volume through the acquisition of new
customers and the increased retention of existing customers to cover its high Ñxed costs and these new
initiatives. The Company's growth and proÑtability could be adversely impacted if sales volume does not meet
expectations, as the Company will have limited immediate capability to reduce its Ñxed cable and satellite
distribution operating expenses to mitigate any potential sales shortfall.

Company's Competition

The direct marketing and retail businesses are highly competitive. In its television home shopping and
Internet operations, the Company competes for consumer expenditures with other forms of retail businesses,
including traditional ""brick and mortar'' department, discount, warehouse and specialty stores, other mail
order, catalog and television home shopping companies, infomercial companies and other direct sellers. The
television home shopping industry is also highly competitive and is dominated by two companies, QVC
Network, Inc. and HSN, Inc., both of which are larger, more diversiÑed and have greater Ñnancial marketing
and distribution resources than the Company. In 2002, Shop at Home, Inc. (""SATH'') and E.W. Scripps
Company (""Scripps'') announced the completion of a transaction that resulted in Scripps owning a controlling
interest in the SATH television network, which also directly competes with the Company. In addition, the
American Collectibles Network (""ACN''), which broadcasts the Jewelry Television home shopping channel,
competes with the Company in the jewelry sector of the television home shopping industry. Additionally, there
are a number of other small niche players and start-ups competing in the television home shopping industry.
The Company also competes with retailers who sell and market their products through the highly competitive
Internet medium. Many companies sell products over the Internet that compete with the Company's products.
As the use of the Internet and other online services increase, larger, well-established and well-Ñnanced entities
may continue to acquire, invest in or form joint ventures with providers of e-commerce and direct marketing
solutions, and existing providers of e-commerce and direct marketing solutions may continue to consolidate.
The Company expects increasing competition for viewers/customers and for experienced home shopping
personnel from major cable systems, television networks, e-commerce and other retailers that may seek to
enter the television home shopping industry. The continued evolution and consolidation of retailers on the
Internet, together with strategic alliances being formed by other television home shopping networks and
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providers of e-commerce and direct marketing solutions, will also result in increased competition. The
Company also competes to lease cable television time and enter into cable aÇliation agreements. The
Company believes that its ultimate success in the television home shopping industry is dependent upon several
key factors, one of which is obtaining carriage on additional cable systems. The Company believes that it is
positioned to compete eÅectively because of its established relationships with cable operators and its strategic
relationship with NBC and GE Equity.

Results for Fiscal 2004

Consolidated net sales in Ñscal 2004 were $649,416,000 compared to $616,795,000 in Ñscal 2003, a 5%
increase. The increase in consolidated net sales is directly attributable to the continued improvement in and
increased sales from the Company's television home shopping and Internet operations. Net sales attributed to
the Company's television and Internet operations increased 6% to $614,884,000 in Ñscal 2004 from
$581,999,000 in Ñscal 2003. Consolidated gross margins were 33.0% in Ñscal 2004 compared to 35.9% in Ñscal
2003. The Company reported an operating loss of $59,084,000 and a net loss of $57,601,000 in Ñscal 2004
compared to an operating loss of $10,924,000 and a net loss of $11,392,000 in Ñscal 2003. Operating expenses
in Ñscal 2004 included $13,202,000 of asset impairment charges and an additional charge of $3,964,000 related
to employee terminations. Operating expenses in Ñscal 2003 included a $4,625,000 charge relating to the
Company's chief executive oÇcer transition, an additional $2,000,000 charge for severance costs associated
with senior management organizational changes and a $4,417,000 gain on the sale of television stations. Net
loss included a $2,011,000 write down of a historical Internet investment in Ñscal 2003.

Critical Accounting Policies and Estimates

Management's Discussion and Analysis of Financial Condition and Results of Operations discusses the
Company's consolidated Ñnancial statements, which have been prepared in accordance with accounting
principles generally accepted in the United States of America. The preparation of these Ñnancial statements
requires management to make estimates and assumptions that aÅect the reported amounts of assets and
liabilities and the disclosure of contingent assets and liabilities at the date of the Ñnancial statements and the
reported amounts of revenues and expenses during the reporting periods. On an on-going basis, management
evaluates its estimates and assumptions, including those related to the realizability of long-term investments
and intangible assets, accounts receivable, inventory and product returns. Management bases its estimates and
assumptions on historical experience and on various other factors that are believed to be reasonable under the
circumstances, the results of which form the basis for making judgments about the carrying values of assets
and liabilities that are not readily apparent from other sources. There can be no assurance that actual results
will not diÅer from these estimates under diÅerent assumptions or conditions.

Management believes the following critical accounting policies aÅect the more signiÑcant assumptions
and estimates used in the preparation of its consolidated Ñnancial statements:

‚ Accounts receivable. The Company utilizes an installment payment program called ValuePay that
entitles customers to purchase merchandise and generally pay for the merchandise in two to six equal
monthly credit card installments which the Company bears the risk for uncollectibility. As of
January 31, 2005 and 2004, the Company had approximately $61,894,000 and $56,339,000 respec-
tively, due from customers under the ValuePay installment program. The Company maintains
allowances for doubtful accounts for estimated losses resulting from the inability of its customers to
make required payments. Estimates are used in determining the allowance for doubtful accounts and
are based on historical collection experience, current trends, credit policy and a percentage of accounts
receivable by aging category. In determining these percentages, the Company reviews its historical
write-oÅ experience, current trends in the credit quality of the customer base as well as changes in
credit policies. While credit losses have historically been within the Company's expectations and the
provisions established, there is no guarantee that the Company will continue to experience the same
credit loss rate that it has in the past or that losses will be within current provisions. Provision for
doubtful accounts receivable (primarily related to the Company's ValuePay program) for Ñscal years
2004, 2003 and 2002 were $4,303,000, $4,556,000 and $6,704,000, respectively. Based on the
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Company's Ñscal 2004 bad debt experience, a one-half point increase or decrease in the Company's bad
debt experience as a percentage of total television home shopping and Internet sales would have an
impact of approximately $3.1 million on consolidated distribution and selling expense.

‚ Inventory. The Company values its inventory, which consists primarily of consumer merchandise
held for resale, principally at the lower of average cost or realizable value, and reduces its balance by an
allowance for excess and obsolete merchandise. As of January 31, 2005 and 2004, the Company had
inventory balances of $54,903,000 and $67,620,000, respectively. The Company regularly reviews
inventory quantities on hand and records a provision for excess and obsolete inventory based primarily
on a percentage of the inventory balance as determined by its age and speciÑc product category. In
determining these percentages, the Company looks at its historical write-oÅ experience, the speciÑc
merchandise categories on hand, its historic recovery percentages on liquidations, forecasts of future
product television shows and the current market value of gold. If actual recoveries or future demand or
market conditions diÅer from the Company's estimates and assumptions, additional inventory write-
downs may be required in future periods. Provision for excess and obsolete inventory for Ñscal 2004,
2003 and 2002 were $2,529,000, $1,967,000 and $1,417,000, respectively. Based on the Company's
Ñscal 2004 inventory write down experience, a 10% increase or decrease in inventory write downs would
have had an impact of approximately $253,000 on consolidated gross proÑt.

‚ Product returns. The Company records a reserve as a reduction of gross sales for anticipated product
returns at each month-end and must make estimates of potential future product returns related to
current period product revenue. The Company's return rates on its television and Internet sales have
been approximately 33% to 36% over the past three Ñscal years. The Company estimates and evaluates
the adequacy of its returns reserve by analyzing historical returns by merchandise category, looking at
current economic trends and changes in customer demand and by analyzing the acceptance of new
product lines. Assumptions and estimates are made and used in connection with establishing the sales
returns reserve in any accounting period. Material diÅerences may result in the amount and timing of
revenue for any period if management's assumptions and estimates were signiÑcantly diÅerent from
actual product return experiences. Reserves for product returns for Ñscal years 2004, 2003 and 2002
were $7,290,000, $8,780,000 and $7,954,000, respectively. Based on the Company's Ñscal 2004 sales
returns, a one point increase or decrease in the Company's television and Internet sales returns rate
would have had an impact of approximately $3.6 million on consolidated gross proÑt.

‚ Long-term investments. As of January 31, 2005 and 2004, the Company no longer had any long-term
equity investment securities. The Company records an investment impairment charge when it believes
an investment has experienced a decline in value that is deemed to be other than temporary. Future
adverse changes in market conditions, or continued poor operating results of the underlying invest-
ments, could result in signiÑcant non-operating losses or an inability to recover the carrying value of
long-term investments that may not be reÖected in an investment's current carrying value, thereby
possibly requiring an impairment charge in the future. During Ñscal 2003, the Company recorded a
pre-tax investment loss of $2,011,000 relating to an investment in an Internet retailer whose decline in
fair value was determined by the Company to be other than temporary. The decline in fair value of the
Internet retailer was driven by their continued reported operating losses, large accumulated deÑcit and
the inability of the company to make its original target plan for revenue, gross proÑt and earnings.
During Ñscal 2002, the Company evaluated the carrying value of its RLM investment and believed that
based on RLM's historic performance, future earnings and cash Öow outlook, the Ñscal 2002 services
agreement amendment and valuation analysis, an impairment had occurred and the decline in value
was other than temporary. As a result, the Company recorded a $31,078,000 write down of its RLM
investment in the fourth quarter of Ñscal 2002. While the Company believes that its estimates and
assumptions regarding the valuation of its investments were reasonable, diÅerent assumptions could
have materially aÅected the Company's evaluations.

‚ Goodwill and FCC broadcasting license asset. As of January 31, 2005 and 2004, the Company had
recorded goodwill totaling $-0- and $9,442,000, respectively, as a result of its acquisition of FanBuzz in
Ñscal 2002. As of January 31, 2005 and 2004, the Company has recorded an intangible FCC
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broadcasting license asset totaling $31,943,000 as a result of its acquisition of Boston television station
WWDP TV-46 in Ñscal 2003. EÅective February 1, 2002, the Company adopted Statement of
Financial Accounting Standards No. 142, ""Goodwill and Other Intangible Assets''. Under this
standard, goodwill and indeÑnite life intangible assets are no longer amortized, but must be tested for
impairment at least annually or more frequently when factors indicating impairment are present. In
assessing the recoverability of its goodwill and FCC broadcasting license asset, which the Company
determined to have an indeÑnite life, the Company must make assumptions regarding estimated
projected cash Öows and other factors to determine the fair value of the respective asset or related
reporting unit. During the third quarter of Ñscal 2004 the Company wrote oÅ all of the goodwill
attributable to the FanBuzz acquisition as the Company had determined that the goodwill was
signiÑcantly impaired following FanBuzz's loss of its National Hockey League contract in September
2004. The Company performed an impairment test with respect to its FCC broadcasting license in the
fourth quarter of Ñscal 2004 and determined that an impairment of its intangible license asset had not
occurred. With respect to the FCC broadcasting license asset, the fair value of the reporting unit
exceeded its carrying value. The fair value of the reporting unit was estimated using the present value
of expected future cash Öows. If these estimates or related assumptions change in the future, the
Company may be required to record impairment charges for its indeÑnite life intangibles in future
periods. While the Company believes that its estimates and assumptions regarding the valuation of its
reporting unit are reasonable, diÅerent assumptions or future events could materially aÅect the
Company's evaluations.

‚ Intangible assets. As of January 31, 2005 and 2004, the Company had amortizable intangible assets
totaling $22,305,000 and $27,020,000 respectively, recorded as a result of warrants issued by the
Company in connection with the Trademark License Agreement, the Distribution and Marketing
Agreement entered into with NBC and the acquisition of FanBuzz. In assessing the recoverability of
the Company's intangible assets, the Company must make assumptions regarding estimated future
cash Öows and other factors to determine the fair value of the respective assets and reporting units. If
these estimates or related assumptions change in the future, the Company may be required to record
impairment charges for these assets in future periods. While the Company believes that its estimates
and assumptions regarding the valuation of these intangible assets are reasonable, diÅerent assumptions
or future events could materially aÅect the Company's evaluations. During Ñscal 2004, the Company
wrote oÅ approximately $160,000 of intangible assets in connection with the FanBuzz impairment. See
Note 16 to the consolidated Ñnancial statements.

‚ Stock-based compensation. The Company accounts for stock-based compensation issued to employ-
ees in accordance with Accounting Principles Board No. 25, ""Accounting for Stock Issued to
Employees''. In cases where exercise prices are less than the fair value of the underlying stock as of the
date of grant, compensation expense is recognized over the vesting period. For stock-based compensa-
tion issued to non-employees, the Company accounts for the grants in accordance with Statement of
Financial Accounting Standards No. 123, ""Accounting for Stock Based Compensation''. All options
granted by the Company had an exercise price equal to the fair market value of the underlying
common stock on the date of grant and accordingly, no compensation expense is reÖected in net losses
for Ñscal 2004, 2003 and 2002. In December 2004, the Financial Accounting Standards Board issued a
revision to Statement of Financial Accounting Standards No. 123, ""Share-Based Payment''
(""SFAS No. 123(R)''). The revision requires all entities to recognize compensation expense in an
amount equal to the fair value of share-based payments granted to employees. The statement
eliminates the alternative method of accounting for employee share-based payments previously
available under Accounting Principles Board Opinion No. 25. The statement will be eÅective for public
companies for Ñscal years beginning after June 15, 2005. The Company has not completed the process
of evaluating the full Ñnancial statement impact that will result from the adoption of
SFAS No. 123(R). See Note 2, ""Stock-Based Compensation'', for the Company's disclosure
regarding the pro forma eÅect of the adoption of SFAS No. 123(R) on the Company's consolidated
Ñnancial statements.
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‚ Deferred taxes. The Company accounts for income taxes under the liability method of accounting
whereby income taxes are recognized during the Ñscal year in which transactions enter into the
determination of Ñnancial statement income (loss). Deferred tax assets and liabilities are recognized
for the expected future tax consequences of temporary diÅerences between the Ñnancial statement and
tax basis of assets and liabilities. Deferred tax assets and liabilities are adjusted for the eÅects of
changes in tax laws and rates on the date of the enactment of such laws. The Company assesses the
recoverability of its deferred tax assets in accordance with the provisions of Statement of Financial
Accounting Standards No. 109, ""Accounting for Income Taxes'' (""SFAS No. 109''). In accordance
with that standard, as of January 31, 2005 and 2004, the Company recorded a valuation allowance of
approximately $45,479,000 and $27,672,000, respectively, for its net deferred tax assets and net
operating and capital loss carryforwards. Based on the Company's recent history of losses, a full
valuation allowance was recorded in Ñscal 2004, 2003 and 2002 and was calculated in accordance with
the provisions of SFAS No. 109, which places primary importance on the Company's most recent
operating results when assessing the need for a valuation allowance. Although management believes
that the Company's recent operating losses were heavily aÅected by a challenging retail economic
environment and slowdown in consumer spending experienced by the Company and other merchandise
retailers, the Company intends to maintain a full valuation allowance for its net deferred tax assets and
loss carryforwards until suÇcient positive evidence exists to support reversal of the allowance.

Restatement of Previously Reported Accumulated Retained Earnings and Paid-In Capital

In connection with the preparation of the Company's response to a letter received from the staÅ of the
Securities and Exchange Commission (""SEC'') in August 2004, pursuant to a normal course review of its
annual report on Form  10-K, the Company determined that its March 1999 issuance of convertible
redeemable preferred stock and an investment warrant in connection with the Company's strategic alliance
with GE Equity and NBC, were incorrectly recorded in the Company's Ñnancial statements. As a result, the
Company has restated its January 31, 2002 beginning additional paid-in capital and related accumulated
retained earnings balances as the accounts were understated and overstated by approximately $13,957,000.
There was no change to previously reported total shareholders' equity or previously reported cash Öows as a
result of this correction. See Note 17 to the consolidated Ñnancial statements for a complete discussion of this
restatement.

Asset Impairments and Employee Termination Costs

In the third quarter of Ñscal 2004, the Company wrote oÅ goodwill attributable to the FanBuzz
acquisition as the Company had determined that the goodwill was impaired following FanBuzz's loss of its
National Hockey League contract in September 2004. In addition, the Company also concluded that the book
value of certain long-lived assets at FanBuzz was signiÑcantly higher than their expected future cash Öows and
that an impairment had occurred in accordance with SFAS No. 144, ""Accounting for the Impairment or
Disposal of Long-Lived Assets. Accordingly, the Company recorded a non-cash impairment loss and related
charge of $11,302,000 in the third quarter of Ñscal 2004. The charges included $9,442,000 of goodwill
impairment, $1,700,000 of Ñxed asset and capital expenditure impairment and $160,000 of intangible asset
impairment. The Company is considering alternative courses of action for the future operations of FanBuzz.
As a result, the Company used a probability-weighted approach for developing estimates of future cash Öows
used to test the recoverability of FanBuzz's long-lived assets. Management will continue to evaluate the
assumptions used and the probability weight assigned to the alternative courses of action. If circumstances
arise that change certain assumptions, an additional impairment of FanBuzz's long-lived assets may result. In
addition, in the fourth quarter of Ñscal 2004, the Company recorded an asset impairment charge of $1,900,000
related to deferred advertising costs in the form of television advertising credits with NBC after it was
determined that the Company could no longer eÅectively use the credits.

During the third and fourth quarters of Ñscal 2004, the Company also recorded a $3,964,000 charge to
earnings in connection with the decision to eliminate a number of positions within the Company in an eÅort to
streamline the corporate organization and reduce operating expenses. The charges consisted primarily of
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severance pay and related beneÑt costs associated with the elimination of approximately 30 positions. The
severance is currently being paid out over periods extending up to two years.

CEO Transition Costs

On May 20, 2003, the Company announced that its Chairman and Chief Executive OÇcer (CEO), Gene
McCaÅery, would be part of a transition process to determine a successor as CEO of the Company. On
December 1, 2003 the Company announced that its board of directors had named William J. Lansing as
President and Chief Executive OÇcer of the Company, eÅective December 16, 2003. He also has been
appointed to the Company's board of directors. In conjunction with Mr. McCaÅery's resignation and the
hiring of Mr. Lansing, the Company recorded a charge to income of $4,625,000 in the fourth quarter of Ñscal
2003 related to the transition. CEO transition costs consisted primarily of contract severance and hiring costs
totaling $4,317,000, legal and other professional fees totaling $247,000 and other direct transition costs totaling
$61,000.

Acquisitions and Dispositions

On January 15, 2003, the Company announced that it entered into an agreement with Norwell Television
LLC to acquire full power television station WWDP TV-46 in Boston, which reached approximately
1.8 million cable households. The deal closed in the Ñrst quarter of Ñscal 2003 on April 1, following FCC
approval. The Company made the investment in order to build a long-term and cost eÅective distribution
strategy in the Boston, Massachusetts area. The purchase price of the acquisition was $33,617,000, including
professional fees, and has been accounted for using the purchase method of accounting as stipulated by
SFAS No. 141 ""Business Combinations''.

In February 2003, the Company entered into an agreement to purchase property and two commercial
buildings occupying approximately 209,000 square feet in Eden Prairie, Minnesota for approximately
$11,300,000. In one building, the Company currently maintains its corporate administrative, television
production and jewelry distribution operations. Included, as part of the acquisition, was a second building of
approximately 70,000 square feet of commercial rental space, which the Company utilizes for additional oÇce
space. As a result of this acquisition, the Company's long-term property lease has been terminated.

In February 2003, the Company completed the sale of ten of its eleven LPTV stations for a total of
$5,000,000. The Company recorded a pre-tax operating gain on the sale of these LPTV stations of $4,417,000
in the Ñrst quarter of Ñscal 2003. Management believes that the sale of these stations will not have a signiÑcant
impact on the ongoing operations of the Company.

On February 25, 2002, the Company announced it had signed a deÑnitive agreement to acquire FanBuzz,
an e-commerce and fulÑllment solutions provider of aÇnity-based merchandise. FanBuzz has focused its
business model of operating online product stores and providing fulÑllment and customer care solutions for
already-established brands and destinations. The purchase price of the acquisition, which closed on March 8,
2002, was $14,100,000 and has been accounted for using the purchase method of accounting as stipulated by
SFAS No. 141, ""Business Combinations''.

Write-down of Investments

As of January 31, 2005 and 2004, the Company no longer had long-term equity investment securities.
The Company's equity investments included minority interest holdings of companies whose shares, or
underlying shares in the case of warrant holdings, were traded on a public exchange and were accounted for in
accordance with the provisions of Statement of Financial Accounting Standards No. 115 (""SFAS No. 115'')
for common stock holdings and Statement of Financial Accounting Standards No. 133 (""SFAS No. 133'') for
warrant holdings. The Company also held certain nonmarketable equity investments of private enterprises,
which were carried at the lower of cost or net realizable value in the Company's Ñnancial statements. During
Ñscal 2003, the Company recorded a pre-tax investment loss of $2,011,000 relating to an investment in an
Internet retailer whose decline in fair value was determined by the Company to be other than temporary. The
decline in fair value of the Internet retailer was driven by its continued reported operating losses, large
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cumulative deÑcit and the inability of the company to make its original target plan for revenue, gross proÑt and
earnings. During Ñscal 2002, the Company evaluated the carrying value of its RLM investment. The RLM
joint venture to date had incurred signiÑcant operating losses since it commenced operations in November
2000 and the Company's expectations regarding RLM's growth, earnings capability and ability to generate
future positive cash Öows had severely diminished. In addition, the Company substantially amended its
existing fulÑllment and services agreement with RLM in the fourth quarter of Ñscal 2002. The Company
believed that based on RLM's historic performance, future earnings and cash Öow outlook, the services
agreement amendment and fourth quarter valuation analysis, an impairment had occurred with respect to this
investment and the decline in value was determined to be other than temporary. As a result, the Company
recorded a $31,078,000 write down of its RLM investment in the fourth quarter of Ñscal 2002. In addition to
the RLM write down, in Ñscal 2002 the Company also recorded pre-tax investment losses totaling $1,070,000
relating primarily to an investment made in 1997.

Enterprise Resource Planning (""ERP'') Systems Conversion

In Ñscal 2000, the Company launched an eÅort to fully replace its legacy Ñnancial, transaction processing,
order fulÑllment and customer care computer systems in an eÅort to further support its growing television
home shopping and Internet businesses. The installation of the Company's Ñnancial systems was successfully
completed in midyear 2000. Additionally, a new show scheduling and tracking system was successfully
launched in October 2001. In the second quarter of Ñscal 2002, the Company implemented the remaining
modules of a new front-end ERP system to provide a long-term systems foundation for its future growth. The
new front-end systems conversion included the replacement of the Company's legacy order capture, inventory
and customer service support systems. The Company was adversely impacted, primarily in the second and
third quarters of Ñscal 2002, by unforeseen operational challenges related to the implementation of this ERP
system. A number of unplanned and unexpected conversion issues led to delays and disruptions in the taking
of orders, credit processing, merchandise management, reporting, and in the processing of shipments and other
customer transactions, which had a negative impact on net sales and gross margins during these quarters and
directly resulted in the Company incurring incremental expenses to cover customer discounts, overtime,
additional talk time in the call centers, temporary labor, additional long distance costs, bad debt, credit card
chargebacks and various outbound customer communications. These diÇculties adversely impacted the
Company's Ñnancial results, primarily during the second and third quarters of Ñscal 2002, in the form of
reduced net sales, reduced gross proÑts and incremental unplanned operating expenses. The majority of the
implementation problems associated with the ERP system conversion can be attributed to certain aspects of
the software not functioning as promised or expected. The Company made signiÑcant progress in stabilizing all
aspects of the operating systems. The Company's television home shopping and Internet businesses, which are
signiÑcantly dependent on these systems, could be materially adversely aÅected in the event of additional
errors or omissions in the installed applications, which would prevent or delay the systems from performing as
intended. The Company has taken speciÑc measures to ensure adequate functionality and stability for these
systems; however, there can be no assurances that all systems will continue to perform as expected or that
additional expenses will not be incurred.

NBC Trademark License Agreement

On November 16, 2000, the Company entered into a Trademark License Agreement with NBC pursuant
to which NBC granted the Company an exclusive, worldwide license for a term of 10 years to use certain NBC
trademarks, service marks and domain names to rebrand the Company's business and corporate name and
companion Internet website on the terms and conditions set forth in the License Agreement. The Company
subsequently selected the names ShopNBC and ShopNBC.com. In connection with the License Agreement,
the Company issued to NBC warrants to purchase 6,000,000 shares of the Company's common stock, with an
exercise price of $17.375 per share. The agreement also includes a provision for a potential cashless exercise of
the License Warrants under certain circumstances. As of January 31, 2005, the License warrants were fully
vested and outstanding. See Business Ì Strategic Relationships'' for a detailed discussion of the License
Agreement.
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Polo Ralph Lauren/Ralph Lauren Media Electronic Commerce Alliance

In February 2000, the Company entered into an electronic commerce strategic alliance with Polo Ralph
Lauren Corporation, NBC, NBCi and CNBC whereby the parties created RLM, a joint venture. RLM is
currently owned 50% by Polo Ralph Lauren, 37.5% by NBC and its aÇliates and 12.5% by the Company. In
exchange for their interest in RLM, NBC agreed to contribute $110 million of television and online
advertising on NBC and CNBC properties, which has subsequently been amended, NBCi agreed to contribute
$40 million in online distribution and promotion and the Company contributed a cash funding commitment of
up to $50 million, of which all of the Company's commitment had been funded at January 31, 2003. RLM's
premier initiative is Polo.com, an Internet website dedicated to the American lifestyle that includes original
content, commerce and a strong community component. Polo.com was oÇcially launched in November 2000
and includes an assortment of men's, women's and children's products across the Ralph Lauren family of
brands as well as unique gift items. In the fourth quarter of Ñscal 2002, the Company wrote oÅ its investment
in RLM because it determined that the decline in the value of its investment was other than temporary. In
connection with the formation of RLM, the Company entered into various agreements setting forth the
manner in which certain aspects of the business of RLM are to be managed and certain of the members'
rights, duties and obligations with respect to RLM. As part of the strategic alliance with RLM, RLM and
VVIFC, a wholly owned subsidiary of the Company, entered into an agreement for services under which
VVIFC agreed to provide all telemarketing, fulÑllment and distribution services to RLM.

In the fourth quarter of Ñscal 2002, VVIFC agreed to amend its existing customer care and fulÑllment
services agreement with RLM in exchange for an $11 million cash payment. The cash payment was made in
consideration for VVIFC's Ñxed asset impairment incurred by the overbuild of the fulÑllment center utilized
by VVIFC to provide services to RLM, for early termination of its original long term services agreement and
for the change in terms of the agreement through the end of the period in which services are to be provided. In
accordance with this amendment, RLM will be permitted to negotiate with other parties to provide it with
customer care and fulÑllment services. The Company continues to provide services to RLM at a Öat cost per
order and has the right to match any bona Ñde third party oÅer received by RLM for customer care and
fulÑllment services. Of the $11,000,000 cash received, $2,600,000 relates to a prepayment for a portion of the
ongoing services the Company was obligated to provide through December 31, 2003, and therefore was
recorded as deferred revenue and was recognized over the related service period. The Company also wrote oÅ
and received cash consideration of $5,900,000 for Ñxed assets dedicated to the arrangement with RLM that
were deemed to be impaired as a result of the early termination of the original services agreement. The eÅect
of amending its RLM services agreement was to increase Ñscal 2002 operating income and net income by
$2,500,000, representing consideration received for the early termination of the agreement.

Results of Operations

Results of operations for the year ended January 31, 2004 include the operations of television station
WWDP TV-46 from the eÅective date of its acquisition, April 1, 2003. Results of operations for the year
ended January 31, 2003 include the operations of FanBuzz from the eÅective date of its acquisition, March 8,
2002.
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The following table sets forth, for the periods indicated, certain statement of operations data expressed as
a percentage of net sales.

Year Ended January 31,

2005 2004 2003

Net sales ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 100.0% 100.0% 100.0%

Gross marginÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 33.0% 35.9% 35.9%

Operating expenses:

Distribution and selling ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 32.9% 31.3% 32.0%

General and administrative ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.4% 3.1% 2.9%

Depreciation and amortizationÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3.1% 2.9% 2.9%

Asset impairments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2.0% Ì Ì

Employee termination costsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.7% 0.3% Ì

CEO transition costsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 0.7% Ì

Gain on sale of television stationsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (0.7)% Ì

Total operating expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 42.1% 37.6% 37.8%

Operating loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (9.1)% (1.7)% (1.9)%

Other income (expense), netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.2% (0.1)% (5.1)%

Loss before income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (8.9)% (1.8)% (7.0)%

Income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.0% 0.0% 1.0%

Equity in losses of aÇliates ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.0% 0.0% (1.0)%

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (8.9)% (1.8)% (7.0)%

Key Performance Metrics*

For the Twelve Months Ended January 31,

% %
2005 Change 2004 Change 2003

Program Distribution

Cable FTE's ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36,351 5% 34,530 14% 30,243

Satellite FTE's ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 21,312 14% 18,633 13% 16,477

Total FTEs (Average 000's)ÏÏÏÏÏÏÏÏÏÏÏÏ 57,663 8% 53,163 14% 46,720

Net Sales per FTE (Annualized) ÏÏÏÏÏÏÏ $ 10.66 (3)% $ 10.95 (3)% $ 11.34

Customer Metrics

Active Customers Ì 12 month rollingÏÏÏÏ 754,198 9% 689,850 19% 578,780

% New Customers Ì 12 month rolling ÏÏÏ 57% 59% NA

% Reactivated & Retained Customers Ì
12 month rolling ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 43% 41% NA

Customer Penetration Ì 12 month rolling 1.3% 1.3% 1.2%

Product Mix

JewelryÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 61% 65% 69%

Apparel ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5% 2% 1%

Health & Beauty ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3% 3% 1%

Computers & ElectronicsÏÏÏÏÏÏÏÏÏÏÏ 17% 16% 18%

Fitness ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2% 2% Ì%

HomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12% 12% 11%

Shipped Units (000's) ÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,004 23% 4,080 22% 3,337

Average Selling Price Ì Shipped UnitsÏÏÏ $ 179 (16)% $ 213 (8)% $ 232

* Includes television home shopping and Internet sales only.
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Program Distribution

Average full time equivalent (""FTE'') subscribers grew 8% in Ñscal 2004 resulting in a 4.5 million
increase in average FTE's compared to Ñscal 2003. Average FTE's grew 14% in Ñscal 2003 resulting in a
6.4 million increase in average FTE's compared to Ñscal 2002. The annual increases were driven by continued
strong growth in satellite distribution and increased penetration of digital cable.

Net Sales Per FTE

Net sales per FTE for Ñscal 2004 decreased 3%, or $0.29, per FTE compared to Ñscal 2003. Net sales per
FTE for Ñscal 2003 decreased 3%, or $0.39, per FTE compared to Ñscal 2002. The decreases in net sales per
FTE for the years presented resulted from the fact that the Company's annual FTE home growth has
outpaced the growth in television sales year over year. Net television home shopping sales growth was
signiÑcantly impacted in Ñscal 2004 as a result of a number of factors including the loss of a number of
experienced television hosts, the eÅect of several severe hurricanes that devastated the east coast during the
year and a soft retail environment. In addition, home shopping net sales growth was unfavorably impacted
during the second half of Ñscal 2004 due to a number of high proÑle television-covered special events that
competed with the viewership of the Company's programming including television coverage of the 2004
Summer Olympics, the 2004 presidential election and extended news coverage of multiple hurricanes.

New Customers

During Ñscal 2004, the Company added 64,348 new active customers, a 9% increase over Ñscal 2003.
During Ñscal 2003, the Company added 111,070 new active customers, a 19% increase over Ñscal 2002. The
increase in new customers resulted from the increase in household distribution, product diversiÑcation eÅorts,
the lowering of average price points and an increase in the marketing and promotional eÅorts aimed at
attracting new customers.

Customer Penetration

Penetration measures the total number of customers who purchased from the Company over the past
twelve months divided by the Company's average FTE's for that same period. This measure was 1.3% for
Ñscal 2004, 1.3% for Ñscal 2003 and 1.2% for Ñscal 2002.

Merchandise Mix

During Ñscal 2004, jewelry net sales decreased from 65% of total television and Internet net sales to 61%
compared to Ñscal 2003. Computer and electronic net sales as a percent of total merchandise mix increased
during Ñscal 2004, from 16% to 17%, and all other merchandise categories increased from 19% to 22%
compared to Ñscal 2003. During Ñscal 2003 jewelry net sales decreased from 69% of total television and
Internet net sales to 65% compared to Ñscal 2002. Computer and electronic net sales as a percent of total
merchandise mix decreased during Ñscal 2003, from 18% to 16%, and all other merchandise categories
increased from 13% to 19% compared to Ñscal 2002. The Company's merchandise mix is evolving away from
its historical reliance on jewelry and computers and electronics to a broader mix that also includes apparel,
health and beauty, Ñtness, home and other product lines. The evolution of the merchandise mix is a key
component of the Company's strategy to appeal to a broader audience, attract new customers and increase
household penetration.

Shipped Units

The number of units shipped during Ñscal 2004 increased 23% over Ñscal 2003 to 5,004,000 from
4,080,000. The number of units shipped during Ñscal 2003 increased 22% over Ñscal 2002 to 4,080,000 from
3,337,000. The increases were driven primarily by the reduction in the Company's average per unit selling
price compared to prior years of 16% and 8%, during Ñscal 2004 and Ñscal 2003, respectively in addition to the
increase in overall net sales. The Company believes that the reduced average per unit selling price allows the
Company to appeal to a broader segment of potential customers.
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Average Selling Price

The average selling price per unit for the Company was $179 in Ñscal 2004, a 16% reduction from Ñscal
2003. For Ñscal 2003, the average per unit selling price was $213, an 8% reduction from Ñscal 2002. These
reductions were due primarily to the merchandise mix shift away from jewelry and computer and electronics,
towards lower priced home, apparel and health and beauty products.

Sales

Consolidated net sales, inclusive of shipping and handling revenue, for Ñscal 2004 were $649,416,000
compared to $616,795,000 for Ñscal 2003, a 5% increase. The fourth quarter of Ñscal 2004 was the largest
revenue quarter in the Company's history. The increase in consolidated net sales is directly attributable to
increased sales from the Company's television home shopping and Internet operations year over year. Net
sales attributed to the Company's television home shopping and Internet operations increased 6% to
$614,884,000 for Ñscal 2004 from $581,998,000 for Ñscal 2003. Despite the increase in consolidated net sales
for the year, the Company experienced a 4% decrease in net sales over prior year in the third quarter of Ñscal
2004, which was directly attributable to a decrease in television home shopping net sales resulting from a
number of factors including the loss of a number of experienced television hosts at the start of the third
quarter, the eÅect of several severe hurricanes that devastated Florida and the east coast during the third
quarter and the soft retail environment. In addition, home shopping net sales growth was unfavorably impacted
during the second half of Ñscal 2004 due to a number of high proÑle television-covered special events that
competed with the viewership of our programming including television coverage of the 2004 Summer
Olympics, the 2004 presidential election and extended news coverage of the multiple hurricane destruction.
Collectively, these events signiÑcantly impacted overall consolidated net sales growth during Ñscal 2004.
Management believes that these factors will have a short-term impact on overall television home shopping net
sales. During Ñscal 2004, the Company continued to make signiÑcant progress on its strategic objective of
diversifying the merchandise mix oÅered to consumers. During Ñscal 2004, gross unit volume was up 23%
while the Company's average selling price was down 16% from Ñscal 2003. In addition, the Company's home,
apparel, Ñtness and cosmetics categories grew from 19% to 22% of net sales during Ñscal 2004. The growth in
Ñscal 2004 home shopping net sales is attributable to the growth in FTE homes receiving the Company's
television programming. During Ñscal 2004, the Company added approximately 4.5 million FTE subscriber
homes, an increase of 8%, going from 55.6 million FTE subscriber homes at January 31, 2004 to 60.1 million
FTE subscriber homes at January 31, 2005. The average number of FTE subscriber homes was 57.7 million
for Ñscal 2004 and 53.2 million for Ñscal 2003, an 8% increase. In addition to new FTE subscriber homes,
television home shopping and Internet sales increased due to the continued addition of new customers from
households already receiving the Company's television home shopping programming and a 14% year-to-date
increase, or $15,244,000, in Internet sales over Ñscal 2003 oÅset by an overall decrease in the average order
size due to the aforementioned decrease in average selling prices. The Company intends to continue to develop
its merchandising and programming strategies, including the continuation of its strategy of product diversiÑca-
tion and increased marketing spending with the goal of improving its television home shopping and Internet
sales results. While the Company is optimistic that television home shopping and Internet sales results will
improve, there can be no assurance that these changes in strategy will achieve the intended results.

Consolidated net sales, inclusive of shipping and handling revenue, for Ñscal 2003 were $616,795,000
compared to $554,926,000 for Ñscal 2002, an 11% increase. The increase in consolidated net sales is directly
attributable to the continued improvement in and increased sales from the Company's television home
shopping and Internet operations. Net sales attributed to the Company's television home shopping and
Internet operations increased 10% to $581,999,000 for Ñscal 2003 from $529,682,000 for Ñscal 2002. The still
challenging retail economic environment, aggressive competition in the live home shopping industry and
slowdown in consumer spending experienced by the Company and other merchandise retailers along with the
distraction of continuing hostilities in Iraq had an adverse aÅect on total net sales growth for Ñscal 2003 as
compared to Ñscal 2002. Also during the second half of Ñscal 2003, the Company made signiÑcant progress on
its dual strategic objectives of diversifying the merchandise mix oÅered to consumers and of lowering its
average selling price. During Ñscal 2003, the Company chose not to repeat an aggressive, yet unproÑtable
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Internet sales promotion that was run during the third quarter of Ñscal 2002, which contributed to the lower
Internet sales growth percentage for Ñscal 2003 of 18% compared to Ñscal 2002 sales growth percentage of
52%. Notwithstanding the challenging economic situation, the continued growth in home shopping net sales is
primarily attributable to the growth in FTE homes receiving the Company's television programming. During
Ñscal 2003, the Company added approximately 5.1 million FTE subscriber homes, an increase of 10%, going
from 50.5 million FTE subscriber homes at January 31, 2003 to 55.6 million FTE subscriber homes at
January 31, 2004. The average number of FTE subscriber homes was 53.2 million for Ñscal 2003 and
46.7 million for Ñscal 2002, a 14% increase. In addition to new FTE subscriber homes, television home
shopping and Internet sales increased due to the continued addition of new customers from households already
receiving the Company's television home shopping programming and an 18% increase, or $16,968,000, in
Internet sales over Ñscal 2002, which was oÅset by a decrease in the average order size. In addition, total net
sales increased from Ñscal 2002 resulting from a 75% increase, or $10,946,000, in net sales from FanBuzz
driven by growth in the business and as a result of the Company reÖecting a full year of FanBuzz net sales in
Ñscal 2003.

The Company records a reserve as a reduction of gross sales for anticipated product returns at each
month-end based upon historical product return experience. The return rates for the Company's television
home shopping and Internet operations have been approximately 33% to 36% over the past three Ñscal years.
The return rate for the television home shopping and Internet operations has decreased over the past Ñscal
year and is attributable in part to generally lower average unit television home shopping selling price points for
the Company ($179 in Ñscal 2004 and $213 in Ñscal 2003), which typically results in lower return rates. The
Company is continuing to manage return rates and is adjusting average selling price points and product mix in
an eÅort to reduce the overall return rate related to its television home shopping and Internet businesses.

Gross ProÑt

Gross proÑts for Ñscal 2004 and 2003 were $214,240,000 and $221,233,000, respectively, a decrease of
$6,993,000 or 3%. The principal reason for the decrease in gross proÑt from year to year was the decrease in
gross proÑt margin experienced by the Company during Ñscal 2004, oÅset by increased sales volume from the
Company's television home shopping and Internet businesses. Gross margins for Ñscal 2004 were 33.0%
compared to 35.9% for Ñscal 2003. Television home shopping and Internet gross margins for Ñscal 2004 and
2003 were 32.9% and 35.1%, respectively. Television and Internet gross margins for Ñscal 2004 decreased as
compared to gross margins of Ñscal 2003 primarily due to decreased television and Internet shipping and
handling margins of approximately 1.4% driven by the impact of the Company's free shipping loyalty club that
launched in February 2004. Merchandise margins were also signiÑcantly down during Ñscal 2004 as a result of
product discounting promotions that were oÅered in order to generate additional sales during the second half
of the year, reduced margins on RLM fulÑllment services as a result of contract renegotiations and a third
quarter FanBuzz inventory impairment write down of $565,000 recorded as a result of the loss of the National
Hockey League contract. In addition, gross margins have also been unfavorably impacted during the year as a
result of other promotional activities initiated by the Company in order to clear out excess on-hand inventory
and to test various marketing initiatives. Gross margins may not be comparable to those of other entities, since
some entities include all of the costs related to their product distribution network in cost of sales and others,
including the Company, exclude a portion of them from gross margin, including them instead as a component
of distribution and selling expense. The Company expects the retail environment to continue to be uncertain
and anticipates continued promotional activity for Ñscal 2005.

Gross proÑts for Ñscal 2003 and 2002 were $221,233,000 and $199,347,000, respectively, an increase of
$21,886,000 or 11%. Gross margins for Ñscal 2003 were 35.9% compared to 35.9% for Ñscal 2002. The
principal reason for the increase in gross proÑts was the increased sales volume from the Company's television
home shopping and Internet businesses. In addition, gross proÑt for Ñscal 2003 included positive contributions
of approximately $5.3 million from FanBuzz. Television home shopping and Internet gross margins for Ñscal
2003 and 2002 were 35.1% and 35.3%, respectively. Television and Internet gross margins for Ñscal 2003
slightly decreased as compared to Ñscal 2002 partly due to the highly promotional nature of the retail
environment throughout 2003 as well as an increase in the mix of lower margin non-jewelry product oÅerings
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sold during the year as the Company continues its eÅort to diversify its product mix oÅerings. In Ñscal 2003,
particularly in the second half, one of the Company's main priorities was to diversify its merchandise mix,
focusing on home, cosmetics, Ñtness products and consumer electronics categories, and at the same time be
more productive with its jewelry airtime in order to eÅectively build these new product categories to provide
incremental sales and margin. In addition, television and Internet gross margins for Ñscal 2003 were negatively
impacted by Ñrst quarter promotional activity in the form of discounting and shipping and handling
promotions that were implemented by the Company in an eÅort to maintain sales levels during the Iraq
conÖict when viewership was decreased and general uncertainty had an adverse impact on retail merchants.

Operating Expenses

Total operating expenses were $273,324,000, $232,157,000 and $209,834,000 for Ñscal years 2004, 2003
and 2002, respectively, representing an increase of $41,167,000 or 18% from Ñscal 2003 to Ñscal 2004, and an
increase of $22,323,000 or 11% from Ñscal 2002 to Ñscal 2003. Fiscal 2004 total operating expenses included a
non-cash charge of $11,302,000 relating to impairments of goodwill and other long-lived assets associated with
FanBuzz and a $1,900,000 non-cash charge relating to a fourth quarter write down of television advertising
credits. Total operating expenses for Ñscal 2004 also included a charge of $3,964,000 recorded in connection
with management's decision to eliminate a number of positions within the Company. Fiscal 2003 total
operating expense includes a $4,625,000 charge related to costs associated with the Company's chief executive
oÇcer transition. These costs consisted primarily of contract severance and hiring costs totaling $4,317,000,
legal and other professional fees totaling $247,000 and other direct transition costs totaling $61,000. During
Ñscal 2003, the Company also incurred an additional $2,000,000 of severance relating to organizational
changes in its senior management team. In addition, during Ñscal 2003, the Company recorded a $4,417,000
gain related to the sale of its ten low power television stations, which reduced total operating expenses in Ñscal
2003.

Distribution and selling expense for Ñscal 2004 increased $20,773,000 or 11% to $213,788,000 or 33% of
net sales compared to $193,015,000 or 31% of net sales in Ñscal 2003. Distribution and selling expense
increased primarily as a result of increases in net cable access fees of $6,713,000 due to a 9% increase in the
number of average FTE subscribers over the prior year and increased costs associated with the hiring of
merchandising personnel and on-air talent of $6,776,000 during Ñscal 2004. In addition, distribution and
selling expense for Ñscal 2004 also increased over Ñscal 2003 as a result of increased direct-mail and marketing
expenses of $2,714,000 as the Company attempted to acquire customers and stimulate ShopNBC program
awareness and increased telemarketing and customer service costs of $3,701,000, associated with increased
sales volumes and the Company's commitment to improve its customer service.

Distribution and selling expense for Ñscal 2003 increased $15,203,000 or 9% to $193,015,000 or 31% of
net sales compared to $177,812,000 or 32% of net sales in Ñscal 2002. Distribution and selling expense
increased primarily as a result of increases in net cable access fees of $8,654,000 due to a 14% increase in the
number of average FTE subscribers over the prior year, increased costs of $4,005,000 associated with new
merchandising personnel hired to develop new product categories, additional costs of $1,764,000 associated
with the Company's test broadcasting launch of the Shop & Style program in conjunction with NBC and
certain NBC owned and operated television station aÇliates, additional distribution and selling costs of
$4,009,000 associated with FanBuzz resulting from its partnership with the National Hockey League,
additional costs of $371,000 associated with closed captioning and increased costs of $713,000 associated with
on-air talent, oÅset by decreased bad debt expense of $1,934,000 resulting from increased customer usage of
the ShopNBC credit card and decreased telemarketing costs of $2,416,000 from the prior year relating to
eÇciencies realized.

General and administration expense for Ñscal 2004 increased $3,162,000, or 17%, to $22,250,000, or 3% of
net sales, compared to $19,088,000, or 3% of net sales, in Ñscal 2003. General and administrative expense
increased over Ñscal 2003 primarily as a result of increased information system personnel salaries, recruiting
costs and software maintenance fees of $3,150,000, increased legal and accounting fees $894,000, increased
human resources and recruitment fees of $495,000, oÅset by a decrease in general and administration expense
associated with the establishment of a $470,000 litigation settlement reserve in Ñscal 2003 and the write-oÅ of
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approximately $500,000 of legal fees in Ñscal 2003 incurred in connection with a discontinued business
development initiative.

General and administrative expense for Ñscal 2003 increased $3,003,000 or 19% to $19,088,000 or 3% of
net sales compared to $16,085,000 or 3% of net sales in Ñscal 2002. General and administrative expense
increased over prior year primarily as a result of increased consulting, salaries and maintenance fees totaling
$2,028,000 associated with the Company's systems conversion eÅort, the establishment of a $470,000 net
reserve in Ñscal 2003 for a pending litigation settlement, the write-oÅ of approximately $500,000 of legal fees
in the Ñrst quarter of Ñscal 2003 incurred in connection with a discontinued business development initiative
and additional expense of $644,000 incurred in connection with the hiring of two new executive oÇcers. These
increases were oÅset by a decrease in rent expense of $891,000, which resulted from the termination of the
Company's long-term property lease following the Company's acquisition of the leased property in the Ñrst
quarter of Ñscal 2003.

Depreciation and amortization expense was $20,120,000, $17,846,000 and $15,937,000 for Ñscal 2004,
2003 and 2002, respectively, representing an increase of $2,274,000 or 13% from Ñscal 2003 to Ñscal 2004 and
an increase of $1,909,000 or 12% from Ñscal 2002 to Ñscal 2003. Depreciation and amortization expense as a
percentage of net sales was 3% for Ñscal 2004, 2003 and 2002. The dollar increase from Ñscal 2003 to Ñscal
2004 is primarily due to increased depreciation and amortization as a result of assets placed in service in
connection with the Company's various application software development and functionality enhancements.
The dollar increase from Ñscal 2002 to Ñscal 2003 is primarily due to increased depreciation and amortization
as a result of assets placed in service in connection with the Company's ERP systems conversion and
implementation, depreciation on the two commercial buildings purchased by the Company in February 2003
and increased depreciation associated with the Company's acquisition of television station WWDP TV-46 in
April 2003, oÅset by decreased depreciation associated with VVIFC Ñxed assets that were written down in the
fourth quarter of Ñscal 2002 following the Company's restructuring of its customer care and fulÑllment
services agreement with RLM and decreased depreciation as a result of the Company's sale of ten low power
television stations in February 2003.

Operating Loss

The Company reported an operating loss of $59,084,000 for Ñscal 2004 compared with an operating loss
of $10,924,000 for Ñscal 2003, an increase of $48,160,000. Operating loss for Ñscal 2004 increased from prior
year primarily as a result of the Company's decrease in gross margins as described above under ""Gross
ProÑts.'' In addition to the decrease in gross margin over Ñscal 2003, there were increases in distribution and
selling expenses, particularly net cable access fees and additional costs associated with merchandising,
marketing and on-air talent, increases in general and administrative expenses recorded in connection with
information system personnel salaries, recruiting costs and software maintenance fees and increases in
depreciation and amortization expense as a result of assets placed in service in connection with the Company's
various application software development and functionality enhancements, the details of which are discussed
above. Additionally, the Company's Ñscal 2004 operating loss also increased from Ñscal 2003 due to
$13,202,000 of asset impairment charges recorded in the third and fourth quarter of Ñscal 2004 and a charge of
$3,964,000 recorded in connection with costs associated with employee terminations.

The Company reported an operating loss of $10,924,000 for Ñscal 2003 compared with an operating loss
of $10,487,000 for Ñscal 2002, an increase of $437,000. Operating loss for Ñscal 2003 increased from Ñscal
2002 primarily as a result of increases in distribution and selling expenses, particularly cable access fees for
which the expense of adding approximately 5.1 million new FTE homes since January 2003 is being incurred
but the future revenue beneÑt and productivity of these additional homes was yet to be fully realized and
increased costs associated with new merchandising personnel hired to develop new product categories,
increased general and administrative expenses recorded in connection with pending litigation, additional
consulting, salary and maintenance fees, the write oÅ of capitalized legal fees associated with a discontinued
business development initiative and increases in depreciation and amortization as a result of assets placed in
service in connection with the Company's ERP systems conversion and implementation and Ñscal 2003
building purchases the details of which are discussed above. In addition, operating results were reduced in
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Ñscal 2003 as a result of a $4,625,000 charge related to costs incurred associated with the Company's chief
executive oÇcer transition and a $2,000,000 severance charge relating to organizational changes in its senior
management team. These expense increases were oÅset by the increase in net sales and gross proÑts reported
by the Company's television home shopping, Internet and other businesses during Ñscal 2003 and the
recording of a $4,417,000 pre-tax gain following the sale of ten low power television stations in the Ñrst quarter
of Ñscal 2003.

Other Income (Expense)

Total other income (expense) was $1,508,000 in Ñscal 2004, $(288,000) in Ñscal 2003 and $(28,493,000)
in Ñscal 2002. Total other income for Ñscal 2004 included interest income of $1,558,000. Total other expense
for Ñscal 2003 included the following: pre-tax investment write-oÅs totaling $2,011,000 relating to an
investment in an Internet retailer whose decline in fair value was determined by the Company to be other than
temporary; pre-tax gains of $361,000 recorded on the sale of security investments; and interest income of
$1,362,000. Total other expense for Ñscal 2002 included the following: pre-tax investment write-oÅs totaling
$32,148,000 of which $31,078,000 related to the write-oÅ of the Company's investment in RLM, whose
decline in fair value was determined by the Company to be other than temporary; net pre-tax gains of
$488,000 recorded on the sale, conversion and holdings of security investments; and interest income of
$3,167,000.

Net Loss

Net loss available to common shareholders was $57,886,000 or $1.57 per basic and diluted share for Ñscal
2004. Net loss available to common shareholders was $11,675,000 or $.32 per basic and diluted share for Ñscal
2003. Net loss available to common shareholders was $39,392,000 or $1.06 per basic and diluted share for
Ñscal 2002. Net loss available to common shareholders for Ñscal 2002 included a loss of $5,669,000 related to
the Company's equity share of losses in RLM. For Ñscal years 2004, 2003 and 2002, respectively, the
Company had approximately 36,815,000, 35,934,000 and 37,173,000 basic and diluted weighted average
common shares outstanding.

For Ñscal years 2004, 2003 and 2002, net loss reÖects an income tax provision (beneÑt) of $25,000,
$180,000 and $(5,539,000), respectively, which resulted in a recorded eÅective tax rate of 0% in Ñscal 2004,
2% in Ñscal 2003 and (12)% in Ñscal 2002. The Company recorded an income tax provision during Ñscal 2004
and Ñscal 2003, relating to state income taxes payable on certain income for which there was no loss
carryforward beneÑt available. The Company has not recorded any additional tax beneÑts in Ñscal 2004 and
Ñscal 2003 as such beneÑts are oÅset fully by the income tax valuation allowance recorded against loss
carryforwards. The Company's eÅective tax rate for Ñscal 2004, Ñscal 2003 and Ñscal 2002 is lower than its
historical eÅective tax rate as a result of the Company recording a valuation allowance against its net deferred
tax assets and net operating and capital loss carryforwards. Based on the Company's recent history of losses, a
full valuation allowance was recorded in the fourth quarter of Ñscal 2002 and was calculated in accordance
with the provisions of SFAS No. 109, which places primary importance on the Company's most recent
operating results when assessing the need for a valuation allowance. Although management believes that the
Company's recent operating losses were heavily aÅected by the attendant Ñxed costs associated with a
signiÑcant expansion of cable homes, a challenging retail economic environment and a slowdown in consumer
spending experienced by the Company and other merchandise retailers, the Company intends to maintain a
full valuation allowance for its net deferred tax assets and loss carryforwards until such point that the
Company believes it is more likely than not that such assets will be realized in the future.

Program Distribution

The Company's television home shopping program was available to approximately 63.9 million homes as
of January 31, 2005 as compared to 61.9 million homes as of January 31, 2004 and to 55.1 million homes as of
January 31, 2003. The Company's programming is currently available through aÇliation and time-block
purchase agreements with approximately 1,250 cable and satellite systems. Beginning in April 2003, the
Company's programming was made available full-time to homes in the Boston, Massachusetts market over
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the air via a full-power television broadcast station that the Company acquired. As of January 31, 2005, 2004
and 2003, the Company's programming was available to approximately 60.1 million, 55.6 million and
50.5 million FTE households, respectively. Approximately 54.2 million, 49.0 million and 44.1 million
households at January 31, 2005, 2004 and 2003, respectively, received the Company's programming on a full-
time basis. Homes that receive the Company's programming 24 hours a day are counted as one FTE each and
homes that receive the Company's television home shopping programming for any period less than 24 hours
are counted based upon an analysis of time of day and day of week that programming is received. In March
2003, the Company completed the sale of ten of its eleven low power television stations. Management believes
that the sale of these stations did not have a signiÑcant impact on the ongoing operations of the Company.

Quarterly Results

The following summarized unaudited results of operations for the quarters in Ñscal 2004 and 2003 have
been prepared on the same basis as the annual Ñnancial statements and reÖect adjustments (consisting of
normal recurring adjustments) that the Company considers necessary for a fair presentation of results of
operations for the periods presented. The Company's results of operations have varied and may continue to
Öuctuate signiÑcantly from quarter to quarter. Results of operations in any period should not be considered
indicative of the results to be expected for any future period.

First Second Third Fourth
Quarter Quarter Quarter Quarter Total

(In thousands, except percentages and per share amounts)

Fiscal 2004:

Net sales ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $159,197 $161,478 $144,341 $184,400 $649,416

Gross proÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 53,084 53,900 45,493 61,763 214,240

Gross margin ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 33.3% 33.4% 31.5% 33.5% 33.0%

Operating expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 61,261 62,300 80,186 69,577 273,324

Operating loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (8,177) (8,400) (34,693) (7,814) (59,084)

Other income (expense), netÏÏÏÏÏÏÏ 274 572 68 594 1,508

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (7,903) $ (7,828) $(34,625) $ (7,245) $(57,601)

Net loss per share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (.22) $ (.21) $ (.94) $ (.20) $ (1.57)

Net loss per share Ì assuming
dilution ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (.22) $ (.21) $ (.94) $ (.20) $ (1.57)

Weighted average shares
outstanding:

BasicÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36,640 36,810 36,870 36,939 36,815

Diluted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36,640 36,810 36,870 36,939 36,815
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First Second Third Fourth
Quarter Quarter Quarter Quarter Total

(In thousands, except percentages and per share amounts)

Fiscal 2003:

Net sales ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $143,475 $144,214 $149,996 $179,110 $616,795

Gross proÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 53,089 54,281 53,362 60,501 221,233

Gross margin ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 37.0% 37.6% 35.6% 33.8% 35.9%

Operating expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 52,911 55,013 56,439 67,794 232,157

Operating income (loss) ÏÏÏÏÏÏÏÏÏÏ 178 (732) (3,077) (7,293) (10,924)

Other income (expense), netÏÏÏÏÏÏÏ 354 756 315 (1,713) (288)

Net income (loss) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 532 $ (76) $ (2,842) $ (9,006) $(11,392)

Net income (loss) per share ÏÏÏÏÏÏÏ $ .01 $ .00 $ (.08) $ (.25) $ (.32)

Net income (loss) per share Ì
assuming dilution ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ .01 $ .00 $ (.08) $ (.25) $ (.32)

Weighted average shares
outstanding:

BasicÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 35,981 35,690 35,895 36,169 35,934

Diluted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 42,501 35,690 35,895 36,169 35,934

Financial Condition, Liquidity and Capital Resources

As of January 31, 2005 and 2004, cash and cash equivalents and short-term investments were
$100,581,000 and $127,181,000, respectively, a $26,600,000 decrease. For Ñscal 2004 working capital
decreased $34,697,000 to $151,450,000 compared to working capital of $186,147,000 for Ñscal 2003. The
current ratio was 2.7 at January 31, 2005 compared to 3.2 at January 31, 2004.

Sources of Liquidity

The Company's principal source of liquidity is its available cash, cash equivalents and short-term
investments, accrued interest earned from its short-term investments and its operating cash Öow, which is
primarily generated from credit card receipts from sales transactions and the collection of outstanding
customer accounts receivables. The timing of customer collections made pursuant to the Company's ValuePay
installment program and the extent to which the Company extends credit to its customers is important to the
Company's short-term liquidity and cash resources. In addition, a signiÑcant increase in the Company's
accounts receivable aging or credit losses could negatively impact the Company's source of cash from
operations in the short term. While credit losses have historically been within the Company's estimates for
such losses, there is no guarantee that the Company will continue to experience the same credit loss rate that
it has in the past. Historically, the Company has also been able to generate additional cash sources from the
proceeds of stock option exercises and from the sale of its equity investments and other properties; however,
these sources of cash are neither relied upon nor controllable by the Company. The Company has no long-
term debt other than Ñxed capital lease obligations and believes it has the ability to obtain additional Ñnancing
if necessary. At January 31, 2005 and 2004, all short-term investments and cash equivalents were invested
primarily in money market funds, high quality commercial paper with original maturity dates of less than
270 days and investment grade corporate and municipal bonds and other tax advantaged certiÑcates with
tender option terms ranging from one month to one year. Although management believes the Company's
short-term investment policy is conservative in nature, certain short-term investments in commercial paper
can be exposed to the credit risk of the underlying companies to which they relate and interest earned on these
investments are subject to interest rate Öuctuations. The average maturity of the Company's investment
portfolio ranges from 30-180 days.
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Cash Requirements

The Company's principal use of cash is to fund its business operations, which consist primarily of
purchasing inventory for resale, funding account receivables growth in support of sales growth and funding
operating expenses, particularly the Company's contractual commitments for cable and satellite programming
and the funding of capital expenditures. Expenditures made for property and equipment in Ñscal 2004 and
2003 and for expected future capital expenditures include the upgrade and replacement of computer software
and front-end merchandising systems, expansion of capacity to support anticipated growth in the Company's
business, continued improvements and modiÑcations to the Company's owned headquarter buildings and the
upgrade and digitalization of television production and transmission equipment and related computer
equipment associated with the expansion of the Company's home shopping business and e-commerce
initiatives. In addition, during Ñscal 2003 the Company made a signiÑcant investment of cash in connection
with the acquisition of television station WWDP TV-46 in Boston, Massachusetts and two commercial
buildings where the Company maintains its corporate administrative, television production and jewelry
distribution operations. Historically, the Company has also used its cash resources for various strategic
investments and for the repurchase of stock under the Company's stock repurchase program but is under no
obligation to continue doing so if protection of liquidity is desired. The Company has the discretion in the
future to continue its stock repurchase program and will make strategic investments as opportunities present
themselves or when cash investments are determined to be beneÑcial to the long-term interests of its
shareholders.

The Company ended Ñscal 2004 with cash and cash equivalents and short-term investments of
$100,581,000, no debt and $1,380,000 of long-term capital lease obligations. The Company expects continued
future growth in working capital as revenues grow beyond 2004 and into Ñscal 2005, but expects cash
generated from operations to largely oÅset the expected use. The Company believes its existing cash balances
and its ability to raise additional Ñnancing, considering its strong balance sheet, will be suÇcient to fund its
obligations and commitments as they come due on a long-term basis as well as potential foreseeable
contingencies. These estimates are subject to normal business risk factors, including those identiÑed under
""Business Ì Risk Factors.'' In addition to these Risk Factors, a signiÑcant element of uncertainty in future
cash Öows arises from potential strategic investments, which are inherently opportunistic and diÇcult to
predict. The Company believes existing cash balances, its ability to raise Ñnancing and the ability to structure
transactions in a manner reÖective of capital availability will be suÇcient to fund any such investments while
maintaining suÇcient liquidity for its normal business operations.

Total assets at January 31, 2005 were $350,296,000 compared to $396,591,000 at January 31, 2004.
Shareholders' equity was $216,812,000 at January 31, 2005, compared to $267,007,000 at January 31, 2004, a
decrease of $50,195,000. The decrease in shareholders' equity from Ñscal 2003 to Ñscal 2004 resulted primarily
from the net loss of $57,601,000 recorded during the year, $53,000 relating to accrued interest on a note
receivable from a former oÇcer and accretion on redeemable preferred stock of $285,000. These decreases
were oÅset by increases in shareholders' equity of $3,046,000 from proceeds received related to the exercise of
stock options, $4,211,000 from proceeds received on notes receivable and vesting of deferred compensation of
$486,000. As of January 31, 2005, the Company had long-term debt obligations totaling $1,380,000 related to
assets purchased under capital lease arrangements. The decrease in shareholders' equity from Ñscal 2002 to
Ñscal 2003 resulted primarily from the net loss of $11,392,000 recorded during the year, the repurchase of
586,000 common shares totaling $6,429,000 under the Company's authorized stock repurchase plan, $60,000
relating to accrued interest on a note receivable from a former oÇcer and accretion on redeemable preferred
stock of $283,000. These decreases were oÅset by increases in shareholders' equity of $7,163,000 from
proceeds received related to the exercise of stock options, unrealized gains on investments classiÑed as
""available-for-sale'' totaling $2,517,000 and vesting of deferred compensation of $845,000. As of January 31,
2004, the Company had long-term debt obligations totaling $2,002,000 related to assets purchased under
capital lease arrangements.

For Ñscal 2004, net cash used for operating activities totaled $18,070,000 compared to net cash provided
by operating activities of $3,368,000 in Ñscal 2003 and $3,666,000 in Ñscal 2002. Net cash used for operating
activities for Ñscal 2004 reÖects a net loss, as adjusted for depreciation and amortization, common stock issued
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to employees, amortization of deferred compensation, loss on sale of property and investments and asset
impairment charges recorded in Ñscal 2004. In addition, net cash used for operating activities for Ñscal 2004
reÖects a decrease in inventories and an increase in accounts payable and accrued expenses, oÅset by an
increase in accounts receivable and prepaid expenses and other. Inventories decreased primarily as a result of
the Company's strong fourth quarter sales activity and management's focused eÅort to reduce overall
inventory levels. The increase in accounts payable and accrued expenses is a result of the timing of payments
related to long-term cable access fees, accrued severance recorded in connection with the third quarter
employee terminations and the timing of merchandise receipts. Accounts receivable increased due to an
increase in sales made utilizing extended payment terms for the ValuePay installment program and increased
credit card sales directly resulting from increased sales following the Company's largest revenue quarter in its
history. Prepaid expenses and other increased primarily as a result of the Company's temporary acquisition of
a personal residence in conjunction with an executive's hiring and relocation, increases in prepaid maintenance
and salary contracts, postage and deferred rent oÅset by a decrease in deferred television advertising costs.

Net cash provided by operating activities for Ñscal 2003 reÖects a net loss, as adjusted for depreciation
and amortization, common stock issued to employees, vesting of deferred compensation, gain on sale of
television stations, gain on sale and conversion of investments and write-down of investments. In addition, net
cash provided by operating activities for Ñscal 2003 reÖects a decrease in accounts receivable and prepaid
expenses, oÅset by an increase in inventories and a decrease in accounts payable and accrued liabilities.
Accounts receivable decreased primarily due to the Ñrst quarter receipt of $11.0 million from RLM resulting
from VVIFC's agreement to amend the RLM customer care and fulÑllment services agreement in Ñscal 2002.
Receivables also decreased as a result of the timing of customer collections made from the ValuePay
installment program and an increase in the percentage of sales made using the ShopNBC credit card, which is
non-recourse to the Company. These decreases were oÅset by an increase in credit card receivables as a result
of increased sales. Inventories increased from Ñscal 2002 primarily to support increased sales volume during
the Ñscal 2003 holiday season and as a direct result of the Company's eÅort to diversify its product mix
oÅerings and the timing of merchandise receipts. Prepaid expenses decreased primarily as a result of the
timing of long-term cable access fee payments and decreases in prepaid rent, deferred advertising and postage.
The decrease in accounts payable and accrued liabilities is primarily due to the timing of vendor payments and
a decrease in amounts due to customers for merchandise returns over Ñscal 2002.

Net cash provided by operating activities for Ñscal 2002 reÖects a net loss, as adjusted for depreciation
and amortization, the write-down of investments, deferred taxes, unrealized gains on security holdings, equity
in losses of aÇliates and losses on the sale and conversion of investments. In addition, net cash provided by
operating activities for Ñscal 2002 reÖects increases in accounts receivable, inventories and prepaid expenses,
oÅset by an increase in accounts payable and accrued liabilities. Accounts receivable increased primarily due
to an increase in sales made utilizing extended payment terms and the timing of customer collections made
under the ValuePay installment program and increased credit card sales, oÅset by decreases in vendor
receivables and accrued interest due to lower cash and short term investment balances. Inventories increased
from Ñscal 2001 primarily to support increased sales volumes and due to the residual eÅect of the Company's
front-end ERP systems conversion where unexpected implementation issues caused signiÑcant delays in the
processing of transactions including shipments to customers and returns to vendors. These system-related
delays caused a signiÑcant increase in inventory on hand over prior year though progress was made in returning
inventory quantities to more normal historic levels in the last two quarters of Ñscal 2002. Inventories also
increased due to a signiÑcant reduction in ""advance order'' selling over the prior year in an eÅort to improve
customer satisfaction through fewer stockouts and faster order fulÑllment, to support continued sales growth,
the acquisition of FanBuzz in March 2002 and the timing of merchandise receipts. These increases were
mitigated by aggressive management eÅorts to reduce inventory levels in the second half of Ñscal 2002.
Prepaid expenses increased primarily as a result of the timing of long-term cable launch fee extension
renewals, increases in deferred advertising, prepaid shipping supplies and insurance premium increases
following the Company's annual insurance renewal. The increase in accounts payable and accrued liabilities is
a direct result of the increase in inventory levels, the timing of cable and satellite aÇliation vendor payments
and the acquisition of FanBuzz.
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The Company utilizes an installment payment program called ValuePay that entitles customers to
purchase merchandise and generally pay for the merchandise in two to six equal monthly credit card
installments. As of January 31, 2005, the Company had approximately $61,894,000 due from customers under
the ValuePay installment program, compared to $56,339,000 at January 31, 2004. The increase in ValuePay
receivables from Ñscal 2003 is primarily the result of increased sales made utilizing extended payment terms
and the general increase in overall sales over the prior year. ValuePay was introduced many years ago to
increase sales and to respond to similar competitive programs while at the same time reducing return rates on
merchandise with above average selling prices. The Company records a reserve for uncollectible accounts in
its Ñnancial statements in connection with ValuePay installment sales and intends to continue to sell
merchandise using the ValuePay program. Receivables generated from the ValuePay program will be funded
in Ñscal 2005 from the Company's present capital resources and future operating cash Öows.

Net cash used for investing activities totaled $2,304,000 in Ñscal 2004, compared to net cash provided by
investing activities of $23,003,000 in Ñscal 2003 and net cash provided by investing activities of $19,185,000 in
Ñscal 2002. Expenditures for property and equipment were $14,722,000 in Ñscal 2004 compared to
$23,489,000 in Ñscal 2003 and $16,332,000 in Ñscal 2002. Expenditures for property and equipment during
Ñscal 2004 and Ñscal 2003 primarily include capital expenditures made for the upgrade and replacement of
computer software and front-end ERP, customer care management and merchandising systems, related
computer equipment, digital broadcasting equipment and other oÇce equipment, warehouse equipment,
production equipment and leasehold improvements. Expenditures for property during Ñscal 2003 also included
the Company's $11,300,000 property and commercial building purchase in February 2003 where the Company
maintains its corporate administrative, television production and jewelry distribution operations. Included as
part of the acquisition was a second commercial building, which the Company utilizes for additional oÇce
space. Increases in property and equipment in Ñscal 2002 were oÅset by a decrease of approximately
$5,900,000 related to the write oÅ of Ñxed assets dedicated to the arrangement with RLM that were deemed
impaired as a result of the early termination of the Company's original services agreement with RLM.
Principal future capital expenditures include the upgrade and replacement of various enterprise software
systems, continued improvements and modiÑcations to the Company's owned headquarter buildings, the
expansion of warehousing capacity, the upgrade and digitalization of television production and transmission
equipment and the purchase of related computer equipment associated with the expansion of the Company's
home shopping business and e-commerce initiatives. During Ñscal 2004, the Company invested $128,397,000
in various short-term investments, received proceeds of $136,604,000 from the sale of short-term investments
and received proceeds of $4,211,000 in connection with a note receivable from a former oÇcer.

During Ñscal 2003, the Company invested $72,969,000 in various short-term investments, received
proceeds of $140,346,000 from the sale of short-term investments and received proceeds of $5,000,000 in
connection with the sale of ten low power television stations. Also during Ñscal 2003, the Company invested
$33,466,000, net of cash acquired, in connection with the acquisition of television station WWDP TV-46 in
Boston, Massachusetts and received proceeds of $7,581,000 from the sale of common stock investments.

During Ñscal 2002, the Company invested $121,093,000 in various short-term investments, received
proceeds of $173,290,000 from the sale of short-term investments, received proceeds of $2,000 from the sale of
property and investments and made disbursements of $4,375,000 for certain investments and other long-term
assets primarily related to the Company's equity interest in RLM. Also during Ñscal 2002, the Company
invested $12,307,000, net of cash acquired, in connection with the acquisition of FanBuzz.

Net cash provided by Ñnancing activities totaled $1,981,000 in Ñscal 2004 and related primarily to cash
proceeds received of $3,024,000 from the exercise of stock options, oÅset by payments of long-term capital
lease obligations of $1,043,000. Net cash used for Ñnancing activities totaled $447,000 in Ñscal 2003 and
related primarily to payments made of $6,429,000 in conjunction with the repurchase of 586,000 shares of the
Company's common stock at an average price of $10.97 per share and payments of long-term capital lease
obligations of $1,155,000, oÅset by cash proceeds received of $7,137,000 from the exercise of stock options.
Net cash used for Ñnancing activities totaled $29,850,000 in Ñscal 2002 and related primarily to payments
made of $33,806,000 in conjunction with the repurchase of 2,257,000 shares of the Company's common stock
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at an average price of $14.93 per share and payments of long-term capital lease obligations of $436,000, oÅset
by cash proceeds received of $4,392,000 from the exercise of stock options.

Contractual Cash Obligations and Commitments

The following table summarizes the Company's obligations and commitments as of January 31, 2005, and
the eÅect these obligations and commitments are expected to have on the liquidity and cash Öow of the
Company in future periods:

Payments Due by Period (in thousands)

Less than More than
Total 1 Year 2-3 Years 3-5 Years 5 Years

Cable and satellite agreements(a)ÏÏÏ $481,346 $100,613 $195,301 $126,182 $59,250

Employment contracts ÏÏÏÏÏÏÏÏÏÏÏÏ 13,830 8,903 4,927 Ì Ì

Operating leasesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 27,600 2,745 4,277 4,089 16,489

Capital leasesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,722 810 608 338 966

Purchase order obligations ÏÏÏÏÏÏÏÏÏ 37,827 37,827 Ì Ì Ì

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $563,325 $150,898 $205,113 $130,609 $76,705

(a) Future cable and satellite payment commitments are based on subscriber levels as of January 31, 2005
and future payment commitment amounts could increase or decrease as the number of cable and satellite
subscribers increase or decrease. Under certain circumstances, operators may cancel their agreements
prior to expiration.

Impact of InÖation

The Company believes that inÖation has not had a material impact on its results of operations for each of
the Ñscal years in the three-year period ended January 31, 2005. The Company cannot assure that inÖation
will not have an adverse impact on its operating results and Ñnancial condition in future periods.

Recently Issued Accounting Pronouncements

In December 2004, the Financial Accounting Standards Board issued a revision to Statement of
Financial Accounting Standards No. 123, ""Share-Based Payment'' (""SFAS No. 123(R)''). The revision
requires all entities to recognize compensation expense in an amount equal to the fair value of share-based
payments granted to employees. The statement eliminates the alternative method of accounting for employee
share-based payments previously available under Accounting Principles Board Opinion No. 25. The statement
will be eÅective for public companies for Ñscal years beginning after June 15, 2005. The Company has not
completed the process of evaluating the full Ñnancial statement impact that will result from the adoption of
SFAS No. 123(R). See Note 2, ""Stock-Based Compensation'', for the Company's disclosure regarding the
pro forma eÅect of the adoption of SFAS No. 123(R) on the Company's consolidated Ñnancial statements.

In December 2004, the FASB issued Statement of Financial Accounting Standards No. 153, ""Exchange
of Nonmonetary Assets'' (""SFAS No. 153''), an amendment of APB Opinion No. 29. SFAS No. 153 requires
all nonmonetary exchanges to be recorded at fair value, unless the assets exchanged do not have commercial
substance. A nonmonetary exchange has commercial substance under SFAS No. 153 if future cash Öows are
expected to change signiÑcantly as a result of the exchange. SFAS No. 153 will be eÅective for all
nonmonetary asset exchanges occurring in Ñscal periods beginning after June 15, 2005. The Company does not
expect the adoption of SFAS No. 153 to have a signiÑcant impact on its Ñnancial statements.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

The Company does not enter into Ñnancial instruments for trading or speculative purposes and does not
currently utilize derivative Ñnancial instruments as a hedge to oÅset market risk. The Company has held
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certain equity investments in the form of common stock purchase warrants in public companies and accounted
for these investments in accordance with the provisions of SFAS No. 133. As of January 31, 2003, the
Company no longer had investments in the form of common stock purchase warrants. The operations of the
Company are conducted primarily in the United States and as such are not subject to foreign currency
exchange rate risk. However, some of the Company's products are sourced internationally and may Öuctuate
in cost as a result of foreign currency swings. The Company has no long-term debt other than Ñxed capital
lease obligations, and accordingly, is not signiÑcantly exposed to interest rate risk, although changes in market
interest rates do impact the level of interest income earned on the Company's substantial cash and short-term
investment portfolio.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Shareholders and Board of Directors
ValueVision Media, Inc. and Subsidiaries

We have audited the accompanying consolidated balance sheets of ValueVision Media, Inc. and
Subsidiaries (the ""Company'') as of January 31, 2005 and 2004 and the related consolidated statements of
operations, shareholders' equity and cash Öows for each of the three years in the period ended January 31,
2005. Our audits also included Schedule II: Valuation and Qualifying Accounts for the years ended
January 31, 2005, 2004 and 2003, included in Item 15. These consolidated Ñnancial statements and Ñnancial
statement schedule are the responsibility of the Company's management. Our responsibility is to express an
opinion on these consolidated Ñnancial statements and the Ñnancial statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the consolidated Ñnancial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated
Ñnancial statements. An audit also includes assessing the accounting principles used and signiÑcant estimates
made by management, as well as evaluating the overall Ñnancial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, such consolidated Ñnancial statements present fairly, in all material respects, the
consolidated Ñnancial position of ValueVision Media, Inc. and Subsidiaries as of January 31, 2005 and 2004,
and the results of its operations and its cash Öows for the three years in the period ended January 31, 2005, in
conformity with accounting principles generally accepted in the United States of America. Also, in our
opinion, the January 31, 2005, 2004 and 2003 Ñnancial statement schedule, when considered in relation to the
basic consolidated Ñnancial statements taken as a whole, present fairly in all material respects the information
set forth therein.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the eÅectiveness of the Company's internal control over Ñnancial reporting as of
January 31, 2005, based on criteria established in Internal Control Ì Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission, and our report dated April 15, 2005,
expressed an unqualiÑed opinion on management's assessment of the eÅectiveness of the Company's internal
control over Ñnancial reporting and an unqualiÑed opinion on the eÅectiveness of the Company's internal
control over Ñnancial reporting.

/s/ DELOITTE & TOUCHE LLP

Minneapolis, Minnesota
April 15, 2005

49



VALUEVISION MEDIA, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

As of January 31,

2005 2004

(As restated,
See Note 17)

(In thousands, except share
and per share data)

ASSETS

Current assets:

Cash and cash equivalentsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 62,640 $ 81,033

Short-term investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 37,941 46,148

Accounts receivable, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 79,405 71,166

InventoriesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 54,903 67,620

Prepaid expenses and other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,635 5,017

Total current assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 240,524 270,984

Property and equipment, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 52,725 54,511

FCC broadcasting license ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 31,943 31,943

NBC Trademark License Agreement, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 18,687 21,914

Cable distribution and marketing agreement, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,550 4,445

Goodwill ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 9,442

Other intangible assets, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 68 661

Investments and other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,799 2,691

$350,296 $396,591

LIABILITIES AND SHAREHOLDERS' EQUITY

Current liabilities:

Accounts payable ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 48,012 $ 51,482

Accrued liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 41,062 33,355

Total current liabilitiesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 89,074 84,837

Long-term capital lease obligationsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,380 2,002

Commitments and contingencies (Notes 8 and 9)

Series A Redeemable Convertible Preferred Stock, $.01 par value,
5,339,500 shares authorized; 5,339,500 shares issued and outstandingÏÏÏÏÏÏÏÏ 43,030 42,745

Shareholders' equity:

Common stock, $.01 par value, 100,000,000 shares authorized; 37,043,912 and
36,487,821 shares issued and outstanding ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 370 365

Warrants to purchase 7,630,583 and 8,235,343 shares of common stockÏÏÏÏÏÏÏ 46,683 47,638

Additional paid-in capital ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 264,005 260,100

Deferred compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (353) (646)

Note receivable from former oÇcer ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (4,158)

Accumulated deÑcit ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (93,893) (36,292)

Total shareholders' equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 216,812 267,007

$350,296 $396,591

The accompanying notes are an integral part of these consolidated Ñnancial statements.
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VALUEVISION MEDIA, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

For the Years Ended January 31,

2005 2004 2003

(In thousands, except share and per share data)

Net salesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 649,416 $ 616,795 $ 554,926

Cost of sales (exclusive of depreciation and amortization
shown below) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 435,176 395,562 355,579

Gross proÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 214,240 221,233 199,347

Operating (income) expenses:

Distribution and selling ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 213,788 193,015 177,812

General and administrative ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22,250 19,088 16,085

Depreciation and amortization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 20,120 17,846 15,937

Asset impairments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,202 Ì Ì

Employee termination costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,964 2,000 Ì

CEO transition costs ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 4,625 Ì

Gain on sale of television stations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (4,417) Ì

Total operating expenses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 273,324 232,157 209,834

Operating loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (59,084) (10,924) (10,487)

Other income (expense):

Gain (loss) on sale and conversion of investments ÏÏÏÏÏÏÏÏ Ì 361 (533)

Write-down of investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (2,011) (32,148)

Unrealized gain on security holdings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 1,021

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (50) Ì Ì

Interest incomeÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,558 1,362 3,167

Total other income (expense) ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,508 (288) (28,493)

Loss before income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (57,576) (11,212) (38,980)

Income tax provision (beneÑt)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25 180 (5,539)

Equity in losses of aÇliatesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 5,669

Net lossÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (57,601) (11,392) (39,110)

Accretion of redeemable preferred stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (285) (283) (282)

Net loss available to common shareholders ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (57,886) $ (11,675) $ (39,392)

Loss per common share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (1.57) $ (0.32) $ (1.06)

Loss per common share Ì assuming dilution ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (1.57) $ (0.32) $ (1.06)

Weighted average number of common shares outstanding:

Basic ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36,815,044 35,933,601 37,173,453

Diluted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36,815,044 35,933,601 37,173,453

The accompanying notes are an integral part of these consolidated Ñnancial statements.
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VALUEVISION MEDIA, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

For the Years Ended January 31, 2005, 2004 and 2003

Accumulated Note
Common Other Receivable

Common StockComprehensive Stock Additional Comprehensive From Retained Total
Income Number of Par Purchase Paid-In Income Deferred Former Earnings Shareholders'
(Loss) Shares Value Warrants Capital (Losses) Compensation OÇcer (DeÑcit) Equity

(In thousands, except share data)

Balance, January 31, 2002 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 38,061,455 $381 $47,466 $287,462 $(1,045) Ì $(4,006) $ 14,562 $344,820

(As restated, see Note 17)

Comprehensive loss:

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(39,110) Ì Ì Ì Ì Ì Ì Ì (39,110) (39,110)

Other comprehensive income (loss), net of tax:

Unrealized losses on securities, net of taxÏÏÏÏ (1,924)

Gains on securities included in net loss, net of
tax ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 452

Other comprehensive loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,472) Ì Ì Ì Ì (1,472) Ì Ì Ì (1,472)

Comprehensive loss:ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(40,582)

Increase in note receivable from oÇcerÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì Ì (92) Ì (92)

Value assigned to common stock purchase
warrantsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 172 Ì Ì Ì Ì Ì 172

Exercise of stock options and common stock
issuances ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 367,095 4 Ì 4,412 Ì Ì Ì Ì 4,416

Repurchases of common stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (2,257,300) (23) Ì (33,783) Ì Ì Ì Ì (33,806)

Accretion on redeemable preferred stock ÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì Ì Ì (282) (282)

Balance, January 31, 2003 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36,171,250 362 47,638 258,091 (2,517) Ì (4,098) (24,830) 274,646

(As restated, see Note 17)

Comprehensive loss:

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(11,392) Ì Ì Ì Ì Ì Ì Ì (11,392) (11,392)

Other comprehensive income (loss), net of tax:

Unrealized gains on securities, net of tax ÏÏÏÏ 2,517 Ì Ì Ì Ì 2,517 Ì Ì Ì 2,517

Comprehensive loss:ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (8,875)

Increase in note receivable from oÇcerÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì Ì (60) Ì (60)

Exercise of stock options and common stock
issuances ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 902,671 9 Ì 7,154 Ì Ì Ì Ì 7,163

Issuance of restricted stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 1,491 Ì (1,491) Ì Ì Ì

Amortization of deferred compensationÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì 845 Ì Ì 845

Repurchases of common stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (586,100) (6) Ì (6,423) Ì Ì Ì Ì (6,429)

Accretion on redeemable preferred stock ÏÏÏÏÏÏÏÏ Ì Ì Ì (213) Ì Ì Ì (70) (283)

Balance, January 31, 2004 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36,487,821 365 47,638 260,100 Ì (646) (4,158) (36,292) 267,007

(As restated, see Note 17)

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(57,601) (57,601) (57,601)

Increase in note receivable from oÇcerÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì Ì (53) Ì (53)

Proceeds received on notes receivable ÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì Ì 4,211 Ì 4,211

Exercise of stock options and common stock
issuances ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 454,582 4 Ì 3,042 Ì Ì Ì Ì 3,046

Exercise of stock purchase warrantsÏÏÏÏÏÏÏÏÏÏÏÏÏ 101,509 1 (955) 955 Ì Ì Ì Ì 1

Issuance of restricted stockÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì 308 Ì (308) Ì Ì Ì

Restricted stock forfeitedÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì (115) Ì 115 Ì Ì Ì

Amortization of deferred compensationÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì Ì 486 Ì Ì 486

Accretion on redeemable preferred stock ÏÏÏÏÏÏÏÏ Ì Ì Ì (285) Ì Ì Ì Ì (285)

Balance, January 31, 2005 ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 37,043,912 $370 $46,683 $264,005 $ Ì $ (353) $ Ì $(93,893) $216,812

The accompanying notes are an integral part of these consolidated Ñnancial statements.
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VALUEVISION MEDIA, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Years Ended January 31,

2005 2004 2003

(In thousands)

OPERATING ACTIVITIES:

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(57,601) $(11,392) $(39,110)

Adjustments to reconcile net loss to net cash (used for) provided by
operating activities Ì Depreciation and amortizationÏÏÏÏÏÏÏÏÏÏÏÏ 20,120 17,846 15,937

Deferred taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 4,208

Common stock issued to employees ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 22 26 24

Vesting of deferred compensation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 486 845 Ì

Gain on sale of television stationsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (4,417) Ì

Loss (gain) on sale of property and investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 34 (361) 533

Write-down of investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 2,011 32,148

Asset impairments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,202 Ì Ì

Unrealized gain on security holdings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (1,021)

Equity in losses of aÇliates ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 5,669

Changes in operating assets and liabilities, net of businesses
acquired:

Accounts receivable, netÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (8,239) 5,568 (13,573)

Inventories ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 12,717 (6,374) (19,285)

Prepaid expenses and other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3,417) 3,107 (5,109)

Accounts payable and accrued liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,606 (3,491) 23,245

Net cash (used for) provided by operating activities ÏÏÏÏÏÏÏÏ (18,070) 3,368 3,666

INVESTING ACTIVITIES:

Property and equipment additionsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (14,722) (23,489) (16,332)

Proceeds from sale of investments and property ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 7,581 2

Purchase of short-term investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (128,397) (72,969) (121,093)

Proceeds from sale of short-term investments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 136,604 140,346 173,290

Collection of note receivable from former oÇcer ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,211 Ì Ì

Payment for investments and other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (4,375)

Acquisition of television station WWDP TV-46, net of cash acquired Ì (33,466) Ì

Proceeds from sale of television stations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì 5,000 Ì

Acquisition of FanBuzz, Inc., net of cash acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (12,307)

Net cash (used for) provided by investing activities ÏÏÏÏÏÏÏÏ (2,304) 23,003 19,185

FINANCING ACTIVITIES:

Proceeds from exercise of stock optionsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,024 7,137 4,392

Payments for repurchases of common stock ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì (6,429) (33,806)

Payment of long-term obligations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1,043) (1,155) (436)

Net cash provided by (used for) Ñnancing activities ÏÏÏÏÏÏÏÏ 1,981 (447) (29,850)

Net (decrease) increase in cash and cash equivalents ÏÏÏÏÏÏÏ (18,393) 25,924 (6,999)

BEGINNING CASH AND CASH EQUIVALENTS ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 81,033 55,109 62,108

ENDING CASH AND CASH EQUIVALENTSÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 62,640 $ 81,033 $ 55,109

The accompanying notes are an integral part of these consolidated Ñnancial statements.

53



VALUEVISION MEDIA, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended January 31, 2005, 2004 and 2003

1. The Company:

ValueVision Media, Inc. and Subsidiaries (the ""Company'') is an integrated direct marketing company
that markets, sells and distributes its products directly to consumers through various forms of electronic
media. The Company's operating strategy incorporates television home shopping, Internet e-commerce,
vendor programming sales, fulÑllment services and outsourced e-commerce and fulÑllment solutions.

The Company's television home shopping business uses on-air personalities to market brand name
merchandise and proprietary/private label consumer products at competitive prices. The Company's live
24-hour per day television home shopping programming is distributed primarily through long-term cable and
satellite aÇliation agreements and the purchase of month-to-month full and part-time block lease agreements
of cable and broadcast television time. In addition, the Company distributes its programming through one
Company-owned full power television station in Boston, Massachusetts and one low power television station in
Atlanta, Georgia. The Company also complements its television home shopping business by the sale of a broad
array of merchandise through its Internet shopping website, www.shopnbc.com. The Company also sells
blocks of its programming airtime to third-party vendors on a limited and selective basis through its vendor
programming sales program.

On November 16, 2000, the Company entered into an exclusive license agreement with National
Broadcasting Company, Inc., now known as NBC Universal, Inc. (""NBC'') pursuant to which NBC granted
the Company worldwide use of an NBC-branded name and the peacock image for a ten-year period. The
Company rebranded its television home shopping network and companion Internet shopping website as
""ShopNBC'' and ""ShopNBC.com'', respectively, in Ñscal 2001. This rebranding was intended to position the
Company as a multimedia retailer, oÅering consumers an entertaining, informative and interactive shopping
experience, and position the Company as a leader in the evolving convergence of television and the Internet.

The Company, through its wholly owned subsidiary, ValueVision Interactive, Inc., maintains the
ShopNBC.com website and manages its Internet e-commerce initiatives. The Company, through its wholly
owned subsidiary, VVI FulÑllment Center, Inc. (""VVIFC''), provides fulÑllment, warehousing, customer
service and telemarketing services to Ralph Lauren Media, LLC (""RLM''). VVIFC also provides fulÑllment
and warehousing services for the NBC Experience Store in New York City and direct to consumer products
sold on NBC's website, fulÑllment of certain non-jewelry merchandise sold on the Company's television home
shopping program and Internet website and fulÑllment to the Company's FanBuzz, Inc. subsidiary
(""FanBuzz''). Through FanBuzz, the Company also provides e-commerce and fulÑllment solutions to some of
the most recognized sports, media and other entertainment and retail companies.

2. Summary of SigniÑcant Accounting Policies:

Principles of Consolidation

The accompanying consolidated Ñnancial statements include the accounts of the Company and its wholly
owned subsidiaries. Intercompany accounts and transactions have been eliminated in consolidation. The
accompanying consolidated results of operations for the year ended January 31, 2004, include the operations of
television station WWDP TV-46 as of the eÅective date of its acquisition, April 1, 2003. The accompanying
consolidated results of operations for the year ended January 31, 2003, include the operations of FanBuzz as of
the eÅective date of its acquisition, March 8, 2002.

Fiscal Year

The Company's Ñscal year ends on January 31. The year ended January 31, 2005 is designated Ñscal
2004, the year ended January 31, 2004 is designated Ñscal 2003 and the year ended January 31, 2003 is
designated Ñscal 2002. The year ending January 31, 2006 is designated Ñscal 2005.
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VALUEVISION MEDIA, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

Revenue Recognition and Accounts Receivable

Revenue is recognized at the time merchandise is shipped or when services are provided. Shipping and
handling fees charged to customers are recognized as merchandise is shipped and are classiÑed as revenue in
the accompanying statements of operations in accordance with Emerging Issues Task Force (""EITF'') Issue
No. 00-10, ""Accounting for Shipping and Handling Fees and Cost'' (""EITF 00-10''). The Company classiÑes
shipping and handling costs in the accompanying statements of operations as a component of cost of sales.
Returns are estimated and provided for at the time of sale based on historical experience. Payments received
for unÑlled orders are reÖected as a component of accrued liabilities.

Revenue is recognized for vendor programming airtime sales upon completion of the production of the
vendor's show and its broadcast over the Company's ShopNBC television network in accordance with the
Company's contractual service obligation, when the sales price is Ñxed or determinable and collectibility is
reasonably assured. Revenue is recognized for the Company's fulÑllment services when the services are
provided in accordance with the Company's contractual obligation, the sales price is Ñxed or determinable and
collectibility is reasonably assured. The Company's customary shipping terms for its fulÑllment services are
Freight-On-Board shipping point.

Accounts receivable consist primarily of amounts due from customers for merchandise sales and from
credit card companies, and are reÖected net of reserves for estimated uncollectible amounts of $2,421,000 at
January 31, 2005 and $2,054,000 at January 31, 2004. The Company utilizes an installment payment program
called ValuePay that entitles customers to purchase merchandise and generally pay for the merchandise in two
to six equal monthly credit card installments. As of January 31, 2005 and 2004, the Company had
approximately $61,894,000 and $56,339,000, respectively, of net receivables due from customers under the
ValuePay installment program. The Company maintains allowances for doubtful accounts for estimated losses
resulting from the inability of its customers to make required payments. Provision for doubtful accounts
receivable (primarily related to the Company's ValuePay program) for the years ended January 31, 2005,
2004, and 2003 were $4,303,000, $4,556,000 and $6,704,000, respectively.

Cost of Sales and Other Operating Expenses

Cost of sales includes primarily the cost of merchandise sold, shipping and handling costs, inbound freight
costs, excess and obsolete inventory charges and customer courtesy credits. Purchasing and receiving costs,
including costs of inspection, are included as a component of distribution and selling expense and were
approximately $10,724,000, $8,150,000 and $5,633,000 for the years ended January 31, 2005, 2004 and 2003,
respectively. Distribution and selling expense consist primarily of cable and satellite access fees, credit card
fees, bad debt expense and costs associated with purchasing and receiving, inspection, marketing and
advertising, show production, website marketing and merchandising, telemarketing, customer service, ware-
housing and fulÑllment. General and administrative expense consists primarily of costs associated with
executive, legal, accounting and Ñnance, information systems and human resources departments, software and
system maintenance contracts, insurance, investor and public relations and director fees.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash, money market funds and commercial paper with an original
maturity of 90 days or less. The Company maintains its cash balances at Ñnancial institutions in investment
accounts that are not federally insured. The Company has not experienced losses in such accounts and believes
it is not exposed to any signiÑcant credit risk on its cash and cash equivalents.
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VALUEVISION MEDIA, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

Short-Term Investments

Short-term investments consist principally of high quality commercial paper with original maturity dates
of less than 270 days and investment grade corporate and municipal bonds and other tax advantaged
certiÑcates with tender option terms ranging from one month to one year. These investments are stated at cost,
which approximates market value due to the short maturities of these instruments. The average maturity of
the Company's short-term investment portfolio is approximately 30-180 days. The Company maintains its
short-term investments at Ñnancial institutions in investment accounts that are not federally insured. Although
the Company's short-term investment policy is conservative in nature, certain short-term investments in
commercial paper can be exposed to the credit risk of the underlying companies to which they relate. The
Company has not experienced losses in such accounts and believes it is not exposed to any signiÑcant credit
risk on its short-term investments.

Investments in Equity Securities

The Company has classiÑed certain long-term investments in equity securities as ""available-for-sale''
under the provisions of Statement of Financial Accounting Standards No. 115, ""Accounting for Certain
Investments in Debt and Equity Securities'' (""SFAS No. 115''), and reports these investments at fair value.
Under SFAS No. 115, unrealized holding gains and losses on available-for-sale securities are excluded from
income and are reported as a separate component of shareholders' equity. Realized gains and losses from
securities classiÑed as available-for-sale are included in income and are determined using the average cost
method for ascertaining the cost of securities sold. As of January 31, 2005 and 2004, the Company no longer
has long-term equity investment securities.

Statement of Financial Accounting Standards No. 133, ""Accounting for Derivative Instruments and
Hedging Activities'' (""SFAS No. 133''), establishes accounting and reporting standards requiring that
derivative instruments, as deÑned in the standard, be recorded in the balance sheet as either an asset or
liability measured at its fair value. SFAS No. 133 requires changes in the derivative's fair value to be
recognized currently in earnings unless speciÑc hedge accounting criteria are met. For the year ended
January 31, 2003, the Company recorded in the consolidated statement of operations unrealized gains on
security holdings of $1,021,000 relating to fair value adjustments made with respect to derivative common
stock purchase warrants held by the Company. In the second quarter of Ñscal 2003, the Company recorded a
net pre-tax investment gain of $361,000 relating to the sale of its common stock investments of Paxson
Communications, Inc. and iDine Rewards Network, Inc. (""iDine''; formerly Transmedia Network, Inc.). In
the second quarter of Ñscal 2002, the Company, in a cashless transaction, exchanged its warrants to purchase a
total of 438,356 shares of common stock of iDine for 170,532 shares of the common stock of iDine and
recorded a loss of $526,000 on the exchange. As of January 31, 2003, the Company no longer had derivative
warrant investments.

Proceeds from sales of investment securities were $-0-, $7,581,000 and $-0- in Ñscal 2004, 2003 and 2002,
respectively, and related gross realized gains included in income were $-0-, $361,000 and $-0- in Ñscal 2004,
2003 and 2002, respectively.

As of January 31, 2005 and 2004, respectively, the Company had no investments classiÑed as trading
securities in the accompanying consolidated balance sheets.

Inventories

Inventories, which consist primarily of consumer merchandise held for resale, are stated principally at the
lower of average cost or realizable value and are reÖected net of obsolescence write downs of $4,674,000 at
January 31, 2005 and $5,224,000 at January 31, 2004.
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VALUEVISION MEDIA, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

Advertising Costs

Promotional advertising expenditures are expensed in the period the advertising initially takes place.
Direct response advertising costs, consisting primarily of catalog preparation, printing and postage expendi-
tures, are capitalized and amortized over the period during which the beneÑts are expected, generally one to
three months. The Company receives vendor allowances for the reimbursement of direct advertising costs.
Advertising allowances received by the Company are recorded as a reduction of advertising expense and were
$1,254,000, $1,175,000 and $643,000 for the years ended January 31, 2005, 2004 and 2003, respectively.
Advertising costs, after reÖecting allowances given by vendors, totaled $13,572,000, $10,993,000 and
$10,619,000 for the years ended January 31, 2005, 2004 and 2003, respectively, and consist primarily of
contractual marketing fees paid to certain cable operators for cross channel promotions. The Company
includes advertising costs as a component of distribution and selling expense in the Company's consolidated
statement of operations. Prepaid expenses and other includes deferred advertising costs in the form of
television advertising credits from NBC of $135,000 at January 31, 2005 and $2,035,000 at January 31, 2004,
which will be reÖected as an expense during the quarterly period of beneÑt. In the fourth quarter of Ñscal 2004,
the Company wrote down $1,900,000 of these advertising credits as they were deemed by management to be
impaired. See Note 16 for a full discussion of the Company's Ñscal 2004 asset impairments.

Property and Equipment

Property and equipment are stated at cost. Improvements and renewals that extend the life of an asset are
capitalized and depreciated. Repairs and maintenance are charged to expense as incurred. The cost and
accumulated depreciation of property and equipment retired or otherwise disposed of are removed from the
related accounts, and any residual values are charged or credited to operations. Depreciation and amortization
for Ñnancial reporting purposes are provided on the straight-line method based upon estimated useful lives.

Property and equipment consisted of the following at January 31:

Estimated
Useful Life
(In Years) 2005 2004

Land and improvements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì $ 3,455,000 $ 3,455,000

Buildings and improvements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5-20 16,345,000 16,661,000

Transmission and production equipment ÏÏÏÏÏÏÏÏÏÏÏ 5-10 11,143,000 9,770,000

OÇce and warehouse equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3-10 14,907,000 13,968,000

Computer hardware, software and telephone
equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3-7 53,722,000 43,057,000

Leasehold improvements ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3-5 5,795,000 5,570,000

Less Ì Accumulated depreciation and amortization (52,642,000) (37,970,000)

$ 52,725,000 $ 54,511,000

NBC Trademark License Agreement

As discussed further in Note 15, in November 2000, the Company entered into a Trademark License
Agreement with NBC (the ""License Agreement'') pursuant to which NBC granted the Company an
exclusive, worldwide license for a term of 10 years to use certain NBC trademarks, service marks and domain
names to rebrand the Company's business and corporate name on the terms and conditions set forth in the
License Agreement. In connection with the License Agreement, the Company issued to NBC warrants to
purchase 6,000,000 shares of the Company's common stock at an exercise price of $17.375 per share. In
March 2001, the Company established a measurement date with respect to the License Agreement by
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amending the agreement, and Ñxed the fair value of the trademark license asset at $32,837,000, which is being
amortized over the remaining ten-year term of the License Agreement. The Company used the Black-Scholes
option pricing model to compute the fair market value of the NBC warrants at March 12, 2001. SigniÑcant
assumptions in the warrant fair value calculation included: market price of $11.00; exercise price of $17.375;
risk-free interest rate of 5.08%; volatility factor of 53.54%; and dividend yield of 0%. As of January 31, 2005
and 2004, accumulated amortization related to this asset totaled $14,150,000 and $10,923,000, respectively.

Cable Distribution and Marketing Agreement

As discussed further in Note 13, in March 1999, the Company entered into a Distribution and Marketing
Agreement with NBC, which provides that NBC shall have the exclusive right to negotiate on behalf of the
Company for the distribution of its home shopping television service. Under the ten-year agreement, NBC had
committed to deliver 10 million full-time equivalent (""FTE'') subscribers over a 42-month period. In
compensation for these services, the Company currently pays NBC an annual fee of approximately
$1.6 million and issued NBC a Distribution Warrant to purchase 1,450,000 shares of the Company's common
stock at an exercise price of $8.29. The value assigned to the Distribution and Marketing Agreement and
related warrant of $6,931,000 was determined pursuant to an independent appraisal using the Black-Scholes
option pricing model and is being amortized on a straight-line basis over the term of the agreement.
SigniÑcant assumptions used in the warrant valuation included: market price of $9.00; exercise price of $8.29;
risk-free interest rate of 5.01%; volatility factor of 55.36%; and dividend yield of 0%. As of January 31, 2005
and 2004, accumulated amortization related to this asset totaled $4,003,000 and $3,309,000, respectively.

In Ñscal 2001, the Company issued to NBC additional warrants to purchase 343,725 shares of the
Company's common stock at an exercise price of $23.07 per share. The warrants were assigned a fair value of
$1,175,000, are immediately exercisable, and have a term of Ñve years. In the fourth quarter of Ñscal 2002, the
Company issued to NBC additional warrants to purchase 36,858 shares of the Company's common stock at an
exercise price of $15.74 per share. The warrants were assigned a fair value of $172,000, vest over Ñve years and
have a Ñve-year term from the date of vesting. These warrants were issued in connection with the Distribution
and Marketing Agreement which provides that additional warrants are to be granted at current market prices
upon the achievement of speciÑc goals associated with the distribution of the Company's television
programming with respect to FTE subscriber homes. The fair value assigned to these distribution warrants
were determined using the Black Scholes option pricing model and are being amortized over the weighted
average term of the new distribution agreements which range from Ñve to seven years. As of January 31, 2005
and 2004, total accumulated amortization related to these assets totaled $726,000 and $523,000, respectively.

Goodwill and Other Intangible Assets

In June 2001, the FASB issued Statement of Financial Accounting Standards No. 142, ""Goodwill and
Other Intangible Assets,'' (""SFAS No. 142'') which addresses the Ñnancial accounting and reporting
standards for the acquisition of intangible assets outside of a business combination and for goodwill and other
intangible assets subsequent to their acquisition. This accounting standard requires that goodwill be separately
disclosed from other intangible assets in the statement of Ñnancial position, and no longer be amortized but
tested for impairment on a periodic basis. These impairment tests are required to be performed at adoption
and at least annually thereafter. The Company's adoption of SFAS No. 142 in Ñscal 2002 did not have a
material eÅect on its Ñnancial position or results of operations. In connection with its acquisition of FanBuzz
in the Ñrst quarter of Ñscal 2002, the Company recorded goodwill of $7,442,000. In the fourth quarter of Ñscal
2002, the Company Ñnalized the purchase accounting related to its acquisition of FanBuzz, which resulted in a
$2,000,000 increase in goodwill.
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Changes in the carrying amount of goodwill for the years ended January 31 are as follows:

2005 2004

Beginning balance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $9,442,000 $9,442,000

Goodwill acquired during the period ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì

Impairment losses ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,442,000 Ì

Ì Ì

Ending balanceÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ Ì $9,442,000

During the quarter ended October 31, 2004 the Company wrote oÅ the goodwill attributable to the
FanBuzz acquisition as the Company had determined that the goodwill was impaired following FanBuzz's loss
of its National Hockey League (""NHL'') contract in September 2004. See Note 16 for a full discussion of the
Company's Ñscal 2004 asset impairments.

Intangible assets have been recorded by the Company as a result of the acquisition of FanBuzz in Ñscal
2002 and television station WWDP TV-46 in Ñscal 2003. The components of amortized and unamortized
intangible assets in the accompanying consolidated balance sheets consists of the following:

January 31, 2005 January 31, 2004

Average Gross Gross
Life Carrying Accumulated Carrying Accumulated

(Years) Amount Amortization Amount Amortization

Amortized intangible assets:

Website addressÏÏÏÏÏÏÏÏÏÏÏÏ 3 $ 1,000,000 $ (945,000) $ 1,000,000 $ (611,000)

Partnership contractsÏÏÏÏÏÏÏÏ 2 280,000 (280,000) 280,000 (280,000)

Non-compete agreementsÏÏÏÏ 3 230,000 (217,000) 230,000 (141,000)

Favorable lease contracts ÏÏÏÏ 13 200,000 (200,000) 200,000 (28,000)

OtherÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2 290,000 (290,000) 290,000 (279,000)

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 2,000,000 $(1,932,000) $ 2,000,000 $(1,339,000)

Unamortized intangible assets:

FCC broadcast license ÏÏÏÏÏÏ $31,943,000 $31,943,000

Amortization expense for intangible assets for the years ended January 31, 2005, 2004 and 2003 was
$433,000, $581,000 and $758,000, respectively. Estimated amortization expense for Ñscal 2005 is $68,000.
During the quarter ended October 31, 2004, the Company wrote oÅ approximately $160,000 of intangible
assets in connection with the FanBuzz asset impairment. See Note 16 for a full discussion of the Company's
Ñscal 2004 asset impairments.

Other Assets

Other assets consisted of the following at January 31:

2005 2004

Prepaid launch fees, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,879,000 $2,676,000

Deferred satellite rent ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 290,000 Ì

Other, net ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 630,000 15,000

$2,799,000 $2,691,000
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Prepaid launch fees represent prepaid amounts paid to cable operators upon entering into cable aÇliation
agreements and prepaid satellite transponder launch fees. These fees are capitalized and amortized over the
lives of the related aÇliation contracts, which range from 4-8 years.

Deferred satellite rent is attributable to the Company's Ñscal 2004 long-term satellite services rental
agreement that contains provisions for scheduled rent decreases over the lease term. The Company recognizes
the related rental expense on a straight-line basis and records the diÅerence between the recognized rental
expense and amounts payable under the lease as deferred rent.

Other assets consist principally of long-term deposits and the long-term portion of prepaid compensation
costs associated with employment contracts entered into with certain key employees of the Company in Ñscal
2004. Compensation expense is being recognized for these contracts over the four-year service period.

Equity Investments

As of January 31, 2004, the Company no longer had long-term equity investment securities. As discussed
in Note 14, in February 2000, the Company entered into a strategic alliance with Polo Ralph Lauren, NBC,
NBCi and CNBC and created RLM, a joint venture formed for the purpose of bringing the Polo Ralph
Lauren American lifestyle experience to consumers via multiple platforms, including the Internet, broadcast,
cable and print. The Company owns a 12.5% interest in RLM. In connection with forming this strategic
alliance, the Company had committed to provide an equity investment of $50 million of cash for purposes of
Ñnancing RLM's operating activities of which the entire commitment had been funded by January 31, 2003.
The Company, through VVIFC also entered into an agreement to provide certain fulÑllment and customer
care services to RLM.

In the fourth quarter of Ñscal 2002, VVIFC amended, eÅective February 1, 2003, its existing customer
care and fulÑllment services agreement with RLM in exchange for an $11 million cash payment. The cash
payment was made in consideration for VVIFC's Ñxed asset impairment incurred by the overbuild of the
fulÑllment center utilized by VVIFC to provide services to RLM and for early termination of its original long-
term services agreement. In accordance with this amendment, RLM is permitted to negotiate with other
parties to provide it with fulÑllment services. The Company continues to provide services to RLM at a Öat cost
per order and has the right to match any bona Ñde third party oÅer received by RLM for fulÑllment services.
Of the $11,000,000 cash received, $2,600,000 related to a prepayment for a portion of the ongoing services the
Company was obligated to provide through December 31, 2003, and therefore was recorded as deferred
revenue and was recognized over the related service period. The Company also wrote oÅ and received cash
consideration of $5,900,000 for Ñxed assets dedicated to the arrangement with RLM that were deemed to be
impaired as a result of the early termination of the original services agreement. The Company determined the
fair value and thus the impairment of the RLM assets by analyzing the equipment's future cash-Öow
generating ability. This analysis included a comparison of the equipment's current throughput capabilities to
historic and expected future throughput capacity under its amended shorter-term contractual arrangement
with RLM. The impaired assets are owned by VVIFC and are included in the ""All Other'' segment-reporting
category. The eÅect of amending its RLM services agreement was to increase fourth quarter 2002 operating
income and net income by $2,500,000, representing consideration received for the early termination of the
agreement.

The Company accounted for its ownership interest in RLM under the equity method of accounting and
adjusted its investment balance for its share of RLM losses each reporting period. The Company's equity
share of RLM losses was $5,669,000 in Ñscal 2002. In the fourth quarter of Ñscal 2002, the Company
evaluated the carrying value of its RLM investment by evaluating the current and forecasted Ñnancial
condition of the entity, its liquidity prospects and its cash Öow forecasts and by comparing its historical
operational results to plan. The RLM joint venture to date had incurred signiÑcant operating losses since it
commenced operations in November 2000 and the Company's expectations regarding RLM's growth, earnings
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capability and ability to generate future positive cash Öows had severely diminished. In addition, as discussed
above, the Company substantially amended its existing fulÑllment and services agreement with RLM in the
fourth quarter of Ñscal 2002. The Company believed that based on RLM's historic performance, future
earnings and cash Öow outlook, recent services agreement amendment and fourth quarter valuation analysis,
an impairment had occurred with respect to this investment and the decline in value was determined to be
other than temporary whereby the Company would not be able to recover the carrying amount of its
investment. As a result, the Company recorded a $31,078,000 write down of its remaining RLM investment in
the fourth quarter of Ñscal 2002.

The Company evaluates the carrying values of its other investments using recent Ñnancing and securities
transactions, present value and other pricing models, as well as by evaluating available information on Ñnancial
condition, liquidity prospects and cash Öow forecasts and comparing operating results to plan. Impairment
losses are recorded if events or circumstances indicate that such investments may be impaired and the decline
in value is other than temporary. In the fourth quarter of Ñscal 2003, the Company recorded a pre-tax
investment loss of $2,011,000 relating to a 1999 investment in an Internet retailer whose decline in fair value
was determined by the Company to be other than temporary. The decline in fair value of the Internet retailer
was driven by their continued reported operating losses, large accumulated deÑcit and the inability of the
company to make its original target plan for revenue, gross proÑt and earnings. During Ñscal 2002, in addition
to the RLM write oÅ, the Company recorded pre-tax investment losses totaling $1,070,000 relating primarily
to an investment made in 1997. The declines in fair value were determined by the Company to be other than
temporary.

Accrued Liabilities

Accrued liabilities consisted of the following:

January 31,

2005 2004

Accrued cable access feesÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $14,168,000 $ 7,065,000

Reserve for product returns ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 7,290,000 8,780,000

Accrued salaries ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 8,712,000 5,267,000

Other ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 10,892,000 12,243,000

$41,062,000 $33,355,000

Income Taxes

The Company accounts for income taxes under the liability method of accounting in accordance with the
provisions of Statement of Financial Accounting Standards No. 109, ""Accounting for Income Taxes''
(""SFAS No. 109'') whereby deferred tax assets and liabilities are recognized for the expected future tax
consequences of temporary diÅerences between Ñnancial statement and tax basis of assets and liabilities.
Deferred tax assets and liabilities are adjusted for the eÅects of changes in tax laws and rates on the date of the
enactment of such laws. The Company assesses the recoverability of its deferred tax assets in accordance with
the provisions of SFAS No. 109. In accordance with that standard, as of January 31, 2005 and 2004, the
Company recorded a valuation allowance of approximately $45,479,000 and $27,672,000, respectively, for its
net deferred tax assets including net operating and capital loss carryforwards. Based on the Company's recent
history of losses, a full valuation allowance was recorded in Ñscal 2004 and Ñscal 2003 and was calculated in
accordance with the provisions of SFAS No. 109, which places primary importance on the Company's most
recent operating results when assessing the need for a valuation allowance. Although management believes
that the Company's recent operating losses were heavily aÅected by the attendant Ñxed costs associated with a
signiÑcant expansion of cable homes, a challenging retail economic environment and a slowdown in consumer
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spending experienced by the Company and other merchandise retailers, the Company intends to maintain a
full valuation allowance for its net deferred tax assets and loss carryforwards until suÇcient positive evidence
exists to support reversal of the reserve. See Note 7 for additional information regarding income taxes.

Net Loss Per Common Share

The Company calculates earnings per share (""EPS'') in accordance with the provisions of Statement of
Financial Accounting Standards No. 128, ""Earnings per Share'' (""SFAS No. 128''). Basic EPS is computed
by dividing reported earnings by the weighted average number of common shares outstanding for the reported
periods. Diluted EPS reÖects the potential dilution that could occur if securities or other contracts to issue
common stock were exercised or converted into common stock of the Company during reported periods.

A reconciliation of EPS calculations under SFAS No. 128 is as follows:

For the Years Ended January 31,

2005 2004 2003

Net loss available to common shareholders ÏÏÏÏÏ $(57,886,000) $(11,675,000) $(39,392,000)

Weighted average number of common shares
outstanding Ì BasicÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36,815,000 35,934,000 37,173,000

Dilutive eÅect of convertible Preferred stock ÏÏÏÏ Ì Ì Ì

Dilutive eÅect of stock options and warrants ÏÏÏÏ Ì Ì Ì

Ì Ì Ì

Weighted average number of common shares
outstanding Ì DilutedÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 36,815,000 35,934,000 37,173,000

Net loss per common share ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (1.57) $ (0.32) $ (1.06)

Net loss per common share Ì assuming dilution $ (1.57) $ (0.32) $ (1.06)

For the years ended January 31, 2005, 2004 and 2003, approximately 1,072,000, 1,639,000 and 2,159,000,
respectively, in-the-money potentially dilutive common share stock options and warrants and 5,340,000 shares
of convertible preferred stock have been excluded from the computation of diluted earnings per share, as
required under SFAS No. 128, as the eÅect of their inclusion would be anti-dilutive.

Comprehensive Loss

The Company reports comprehensive loss in accordance with Statement of Financial Accounting
Standards No. 130, ""Reporting Comprehensive Income'' (""SFAS No. 130''). SFAS No. 130 establishes
standards for reporting in the Ñnancial statements all changes in equity during a period, except those resulting
from investments by and distributions to owners. For the Company, comprehensive loss includes net loss and
other comprehensive loss, which consists of unrealized holding gains and losses on securities classiÑed as
""available-for-sale.'' Total comprehensive loss was $57,601,000, $8,875,000 and $40,582,000 for the years
ended January 31, 2005, 2004 and 2003, respectively.

Stock-Based Compensation

At January 31, 2005, the Company has stock-based compensation plans, which are described more fully
in Note 6. The Company accounts for these plans under the recognition and measurement principles of
Accounting Principal Board Opinion No. 25, ""Accounting for Stock Issued to Employees,'' and related
Interpretations. No stock-based employee compensation cost is reÖected in net loss, as all options granted
under those plans had an exercise price equal to the market value of the underlying common stock on the date
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of grant. The following table illustrates the eÅect on net loss and net loss per share if the Company had applied
the fair value recognition provisions of Statement of Financial Accounting Standards No. 123, ""Accounting
for Stock-Based Compensation'' (""SFAS No. 123''), to stock-based employee compensation:

For the Years Ended January 31,

2005 2004 2003

Net loss available to common shareholders:

As reported ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(57,886,000) $(11,675,000) $(39,392,000)

Deduct: Total stock-based employee
compensation expense determined under fair
value based method for all awards, net of
related tax eÅectsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (15,395,000) (9,710,000) (12,533,000)

Pro forma ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $(73,281,000) $(21,385,000) $(51,925,000)

Net loss per share:

Basic:

As reported ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (1.57) $ (0.32) $ (1.06)

Pro forma ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1.99) (0.60) (1.40)

Diluted:

As reported ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ (1.57) $ (0.32) $ (1.06)

Pro forma ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (1.99) (0.60) (1.40)

The weighted average fair values of options granted were as follows:

Other Non- 1994
2004 Incentive 2001 Incentive 1990 Incentive  qualiÑed Executive
Stock Option Stock Option Stock Option Stock Stock Option

Plan Plan Plan Options Plan

Fiscal 2004 grantsÏÏÏÏÏÏÏ $6.44 $6.20 $ Ì $7.01 $Ì

Fiscal 2003 grantsÏÏÏÏÏÏÏ Ì 5.64 Ì 6.32 Ì

Fiscal 2002 grantsÏÏÏÏÏÏÏ Ì 7.68 5.44 Ì Ì

The fair value of each option grant is estimated on the date of grant using the Black-Scholes option
pricing model with the following weighted-average assumptions used for grants in Ñscal 2004, 2003 and 2002,
respectively: risk-free interest rates of 3.8, 3.5 and 3.3 percent; expected volatility of 36, 36 and 45 percent; and
expected lives of 6 to 7.5 years. Dividend yields were not used in the fair value computations as the Company
has never declared or paid dividends on its common stock and currently intends to retain earnings for use in
operations.

Fair Value of Financial Instruments

Statement of Financial Accounting Standards No. 107, ""Disclosures about Fair Value of Financial
Instruments'' (""SFAS No. 107''), requires disclosures of fair value information about Ñnancial instruments
for which it is practicable to estimate that value. In cases where quoted market prices are not available, fair
values are based on estimates using present value or other valuation techniques. Those techniques are
signiÑcantly aÅected by the assumptions used, including discount rate and estimates of future cash Öows. In
that regard, the derived fair value estimates cannot be substantiated by comparison to independent markets
and, in many cases, could not be realized in immediate settlement of the instrument. SFAS No. 107 excludes
certain Ñnancial instruments and all non-Ñnancial instruments from its disclosure requirements. Accordingly,
the aggregate fair value of amounts presented do not represent the underlying value of the Company.
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The Company in estimating its fair values for Ñnancial instruments used the following methods and
assumptions:

The carrying amounts reported in the accompanying consolidated balance sheets approximate the fair
value for cash and cash equivalents, short-term investments, accounts receivable, accounts payable and
accrued liabilities, due to the short maturities of those instruments.

Fair values for long-term investments are based on quoted market prices, where available. For equity
securities not actively traded, fair values are estimated by using quoted market prices of comparable
instruments or, if there are no relevant comparables, on pricing models, formulas or cash Öow forecasting
models using current assumptions.

ReclassiÑcations

Certain Ñscal 2003 amounts in the accompanying consolidated balance sheets and statement of
operations have been reclassiÑed to conform to the Ñscal 2004 presentation. This includes reclassifying
$5,669,000 in equity in losses of aÇliates previously reported in Ñscal 2002 as other income (expense) to a
presentation shown after the income tax provision (beneÑt). These reclassiÑcations had no impact on
previously reported net loss or shareholders' equity.

Use of Estimates

The preparation of Ñnancial statements in conformity with generally accepted accounting principles in the
United States of America requires management to make estimates and assumptions that aÅect the reported
amounts of assets and liabilities, the disclosure of contingent assets and liabilities as of the date of the Ñnancial
statements and the reported amounts of revenues and expenses during reporting periods. These estimates
relate primarily to the carrying amounts of accounts receivable and inventories, the realizability of certain
long-term assets and the recorded balances of certain accrued liabilities and reserves. Ultimate results could
diÅer from these estimates.

Recently Issued Accounting Pronouncements

In December 2004, the Financial Accounting Standards Board (""FASB'') issued a revision to Statement
of Financial Accounting Standards No. 123, ""Share-Based Payment'' (""SFAS No. 123(R)''). The revision
requires all entities to recognize compensation expense in an amount equal to the fair value of share-based
payments granted to employees. The statement eliminates the alternative method of accounting for employee
share-based payments previously available under Accounting Principles Board Opinion No. 25. The statement
will be eÅective for public companies for Ñscal years beginning after June 15, 2005. The Company has not
completed the process of evaluating the full Ñnancial statement impact that will result from the adoption of
SFAS No. 123(R). See Note 2, ""Stock-Based Compensation'', for the Company's disclosure regarding the
pro forma eÅect of the adoption of SFAS No. 123(R) on the Company's consolidated Ñnancial statements.

In December 2004, the FASB issued Statement of Financial Accounting Standards No. 153, ""Exchange
of Nonmonetary Assets'' (""SFAS No. 153''), an amendment of APB Opinion No. 29. SFAS No. 153 requires
all nonmonetary exchanges to be recorded at fair value, unless the assets exchanged do not have commercial
substance. A nonmonetary exchange has commercial substance under SFAS No. 153 if future cash Öows are
expected to change signiÑcantly as a result of the exchange. SFAS No. 153 will be eÅective for all
nonmonetary asset exchanges occurring in Ñscal periods beginning after June 15, 2005. The Company does not
expect the adoption of SFAS No. 153 to have a signiÑcant impact on its Ñnancial statements.
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3. CEO Transition Costs:

On May 20, 2003, the Company announced that its Chairman and Chief Executive OÇcer (""CEO''),
Gene McCaÅery, would be part of a transition process to determine a successor as CEO of the Company. On
December 1, 2003 the Company announced that its Board of Directors had named William J. Lansing as
President and CEO of the Company, eÅective December 16, 2003. Mr. Lansing joined the Company with
more than 15 years of senior management experience, including positions as President and CEO at public
companies in the consumer direct marketing and Internet commerce arenas. He also was appointed to the
Company's Board of Directors. In addition, the Board appointed Marshall S. Geller to serve as the non-
executive Chairman of the Board, following Mr. McCaÅery's resignation from the Board.

In conjunction with Mr. McCaÅery's resignation and the hiring of Mr. Lansing, the Company recorded a
charge to income of $4,625,000 in the fourth quarter of Ñscal 2003 related to the transition. CEO transition
costs consisted primarily of contract severance and hiring costs totaling $4,317,000, legal and other
professional fees totaling $247,000 and other direct transition costs totaling $61,000. Documents relating to
Mr. Lansing's employment with the Company and Mr. McCaÅery's separation from the Company were
included in a Report on Form 8-K Ñled on December 3, 2003.

4. Acquisitions and Dispositions:

On January 15, 2003, the Company announced that it entered into an agreement with Norwell Television
LLC to acquire full power television station WWDP TV-46 in Boston, which reached approximately
1.8 million cable households. The deal closed in the Ñrst quarter of Ñscal 2003 on April 1, following Federal
Communication Commission (""FCC'') approval. The Company made the investment in television station
WWDP TV-46 in order to build a long-term and cost eÅective distribution strategy in the Boston,
Massachusetts area. The purchase price of the acquisition was $33,617,000 and has been accounted for using
the purchase method of accounting as stipulated by Statement of Financial Accounting Standards No. 141,
""Business Combinations'' (""SFAS No. 141''). The results of operations of the acquired television station have
been included in the accompanying consolidated Ñnancial statements from April 1, 2003, the date of
acquisition. Pro-forma results of the Company, assuming the acquisition had been made at the beginning of
each period presented, would not be materially diÅerent from the results reported.

The following table summarizes the estimated fair values of the assets acquired and liabilities assumed
from television station WWDP TV-46 on the date of acquisition:

Current assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 176,000

Property and equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,598,000

Other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 5,000

FCC broadcasting license ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 31,943,000

Total assets acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 33,722,000

Current liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 105,000

Net assets acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $33,617,000

The Company assigned $31,943,000 of the total acquisition price to television station WWDP TV-46's
FCC broadcasting license, which is not subject to amortization as a result of its indeÑnite useful life. The
Company tests the FCC license asset for impairment annually, or more frequently if events or changes in
circumstances indicate that the asset might be impaired.

In February 2003, the Company entered into an agreement to purchase property and two commercial
buildings occupying approximately 209,000 square feet in Eden Prairie, Minnesota for approximately
$11,300,000. One building purchased is where the Company currently maintains its corporate administrative,
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television production and jewelry distribution operations. Included, as part of the acquisition, was a second
building of approximately 70,000 square feet of commercial space, which the Company utilizes for additional
oÇce space. As a result of this acquisition, the Company's long-term property lease on this space was
terminated.

In February 2003, the Company completed the sale of ten of its eleven low power television stations for a
total of $5,000,000. The Company recorded a pre-tax operating gain on the sale of these low power television
stations of $4,417,000 in the Ñrst quarter of Ñscal 2003. Management believes that the sale of these stations did
not have a signiÑcant impact on the ongoing operations of the Company.

On February 25, 2002, the Company announced it had signed a deÑnitive agreement to acquire 100% of
the outstanding shares of the parent of Minneapolis-based FanBuzz. FanBuzz is an e-commerce and
fulÑllment solutions provider of aÇnity based merchandise to some of the most recognized sports, media and
other entertainment brands in the world and many other professional sports teams, leagues and colleges. The
purchase price of the acquisition, which closed on March 8, 2002, was $14,100,000 and was accounted for
using the purchase method of accounting as stipulated by SFAS No. 141. The Company acquired FanBuzz to
position itself to become a provider of outsourcing solutions to companies wishing to add on-line or on-air
commerce to their existing business models. The acquisition allows the Company to use its existing expertise
in fulÑllment, customer care, merchandising and marketing. Additionally, the Company also expected to
reduce FanBuzz's costs through economies of scale. The purchase price and resulting goodwill reÖect
projected future cash Öows as a result of expected revenue growth and achievement of cost synergies from
leveraging the Company's economies of scale. The results of operations of FanBuzz have been included in the
accompanying consolidated Ñnancial statements as of March 8, 2002, the date of acquisition. Pro-forma
results of the Company, assuming the acquisition had been made at the beginning of each period presented,
would not be materially diÅerent from the results reported.

The following table summarizes the estimated fair values of the assets acquired and liabilities assumed
from FanBuzz on the date of acquisition:

Current assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 3,965,000

Property and equipment ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,305,000

Other assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 78,000

Intangible assetsÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,000,000

Goodwill ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 9,442,000

Total assets acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 18,790,000

Current liabilities ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 3,265,000

Capital lease obligations ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,425,000

Total liabilities assumed ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 4,690,000

Net assets acquired ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $14,100,000

Total amortizable intangible assets acquired were $2,000,000 (4-year weighted average useful life) and
were assigned as follows: registered website and URL address of $1,000,000 (3-year weighted average useful
life), partnership contracts of $280,000 (2-year weighted average useful life), non-compete agreements of
$230,000 (3-year weighted average useful life), favorable lease contracts of $200,000 (13-year weighted
average useful life) and other assets of $290,000 (2-year weighted average useful life). Total goodwill
recorded as a result of the acquisition was $9,442,000, none of which is expected to be deductible for tax
purposes. The Company does not expect there to be any signiÑcant residual value with respect to these
acquired intangible assets. During Ñscal 2004, the Company wrote oÅ the balance of goodwill after
determining that the book value signiÑcantly exceeded its implied fair value. See Note 16.
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5. Low Power Television Stations:

The FCC through the Communications Act of 1934 regulates the licensing of low power television
stations' transmission authority. Low power television station construction permits and the licensing rights that
result upon deÑnitive FCC operating approval are awarded solely at the discretion of the FCC and are subject
to periodic renewal requirements. As of January 31, 2005, the Company held a license for one low power
television station located in Atlanta, Georgia that it currently uses and classiÑes this remaining station as held
and used at January 31, 2005. See Note 4 regarding the Company's sale of low power television stations during
Ñscal 2003.

6. Shareholders' Equity and Redeemable Preferred Stock:

Common Stock

The Company currently has authorized 100,000,000 shares of undesignated capital stock, of which
approximately 37,044,000 shares were issued and outstanding as common stock as of January 31, 2005. The
Board of Directors may establish new classes and series of capital stock by resolution without shareholder
approval.

Dividends

The Company has never declared or paid any dividends with respect to its capital stock. Under the terms
of the Shareholder Agreement between the Company and GE Capital Equity Investments, Inc. (GE
Equity''), the Company is prohibited from paying dividends in excess of 5% of the Company's market
capitalization in any Ñscal quarter.

Redeemable Preferred Stock

As discussed further in Note 13, in Ñscal 1999, pursuant to an Investment Agreement between the
Company and GE Equity, the Company sold to GE Equity 5,339,500 shares of its Series A Redeemable
Convertible Preferred Stock, $0.01 par value for aggregate proceeds of $44,265,000 less issuance costs of
$2,850,000. The preferred stock is convertible into an equal number of shares of the Company's common stock
and has a mandatory redemption after ten years from date of issuance at $8.29 per share. The excess of the
redemption value over the carrying value is being accreted by periodic charges to equity over the ten-year
redemption period.

Warrants

As discussed further in Notes 2 and 15, in November 2000, the Company issued to NBC warrants to
purchase 6,000,000 shares of the Company's common stock at an exercise price of $17.375 per share. The
warrants were issued in connection with the Company's execution of a Trademark License Agreement
pursuant to which NBC granted the Company an exclusive, worldwide license to use certain NBC trademarks,
service marks and domain names to rebrand the Company's business and corporate name for a term of ten
years.

As discussed further in Note 13, in Ñscal 1999, the Company issued to NBC warrants to
purchase 1,450,000 shares of the Company's common stock at an exercise price of $8.29 per share. The
warrants were issued in connection with the Company's execution of a Distribution and Marketing Agreement
with NBC. In conjunction with the Company's November 2000 execution of the Trademark License
Agreement with NBC, the Company agreed to accelerate the vesting of these warrants. In Ñscal 2001, the
Company issued to NBC warrants to purchase 343,725 shares of the Company's common stock at an exercise
price of $23.07 per share. The warrants are immediately exercisable, and have a term of 5 years. In Ñscal 2002,
the Company issued to NBC warrants to purchase 36,858 shares of the Company's common stock at an
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exercise price of $15.74 per share. The warrants vest over 5 years, and have a term of 5 years from the date of
vesting. The additional warrants were issued in connection with the Company's Distribution and Marketing
Agreement with NBC, which provides that warrants will be granted at current market prices upon the
achievement of speciÑc goals in connection with distribution of the Company's television programming with
respect to FTE subscriber homes.

Stock Options

In June 2004, the shareholders of the Company approved the Company's 2004 Omnibus Stock Plan (the
""2004 Plan''), which provides for, among other things, the issuance of up to 2,000,000 shares of the
Company's common stock. The 2004 Plan is administered by the Company's Compensation Committee (the
""Committee'') and has two basic components, (a) discretionary awards for employees, directors and
consultants and (b) automatic option grants for outside directors. All employees of the Company or its
aÇliates are eligible to receive awards under the 2004 Plan. The Committee may also award nonstatutory
stock options and other awards under the 2004 Plan to individuals or entities who are not employees but who
provide services to the Company in capacities such as advisors, directors and consultants. The types of awards
that may be granted under the 2004 Plan include restricted and unrestricted stock, incentive and nonstatutory
stock options, stock appreciation rights, performance units and other stock-based awards. Incentive stock
options may be granted to employees at such exercise prices as the Committee may determine but not less
than 100% of the fair market value of the underlying stock as of the date of grant. No incentive stock option
may be granted more than ten years after the eÅective date of the 2004 Plan or be exercisable more than ten
years after the date of grant. The 2004 Plan provides for additional restrictions on incentive stock options
granted to an individual who beneÑcially owns 10% or more of the outstanding shares of the Company. The
2004 Plan also provides for option grants on an annual basis to each outside director of the Company. All
options granted to outside directors pursuant to the 2004 Plan are nonstatutory stock options with an exercise
price equal to 100% of the fair market value of the underlying stock as of the date of grant. All options granted
under the 2004 Plan are exercisable in whole or in installments, as determined by the Committee, and are
generally exercisable in annual installments of 33%.

In June 2001, the shareholders of the Company voted to approve the 2001 Omnibus Stock Plan (the
""2001 Plan''), which provides for the issuance of up to 3,000,000 shares of the Company's common stock. The
2001 Plan is administered by the Committee and has two basic components, (a) discretionary awards for
employees, directors and consultants and (b) options for outside directors. All employees of the Company or
its aÇliates are eligible to receive awards under the 2001 Plan. The Committee may also award nonstatutory
stock options and other awards under the 2001 Plan to individuals or entities who are not employees but who
provide services to the Company in capacities such as advisors, directors and consultants. The types of awards
that may be granted under the 2001 Plan include restricted and unrestricted stock, incentive and nonstatutory
stock options, stock appreciation rights, performance units and other stock-based awards. Incentive stock
options may be granted to participants at such exercise prices as the Committee may determine but not less
than 100% of the fair market value of the underlying stock as of the date of grant. With respect to incentive
stock options, no stock option may be granted more than ten years after the eÅective date of the 2001 Plan or
be exercisable more than ten years after the date of grant. The 2001 Plan also provides for additional
restrictions on incentive stock options granted to an individual who beneÑcially owns 10% or more of the
outstanding shares of the Company. The 2001 Plan also provides for option grants on an annual basis to each
outside director of the Company. All options granted to outside directors pursuant to the 2001 Plan are
nonstatutory stock options with an exercise price equal to 100% of the fair market value of the underlying
stock as of the date of grant. All options granted under the 2001 Plan are exercisable in whole or in
installments, as determined by the Committee, and are generally exercisable in annual installments of 33% to
50%.
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Previous to the adoption of the 2004 and 2001 Plans, the Company had in place an incentive stock option
plan (as amended, the ""1990 Plan''), which provided for the grant of options to employees to purchase up to
4,250,000 shares of the Company's common stock. In addition to options granted under the 1990 Plan, the
Company has also granted non-qualiÑed stock options to purchase shares of the Company's common stock to
current and former directors and certain employees. The Company also adopted an executive incentive stock
option plan (the ""1994 Executive Plan''), which provided for the grant of options to certain executives to
purchase up to 2,400,000 shares of the Company's common stock. Incentive stock options granted to
participants under these plans were granted at such exercise prices as the Committee determined but were not
less than 100% of the fair market value of the underlying stock as of the date of grant. The maximum term for
any options issued under either plan does not exceed 10 years from the date of grant. All options granted are
exercisable in whole or in installments, as determined by the Committee, and are generally exercisable in
annual installments of 20% to 50%. The exercise price of the non-qualiÑed stock options equaled the market
value of the Company's common stock at the date of grant and the maximum term of such options does not
exceed 10 years from the date of grant.

A summary of the status of the Company's stock option plans as of January 31, 2005, 2004 and 2003 and
changes during the years then ended are presented below:

2004 2001 1990 1994
Incentive Weighted Incentive Weighted Incentive Weighted Other Non- Weighted Executive Weighted
Stock Average Stock Average Stock Average QualiÑed Average Stock Average
Option Exercise Option Exercise Option Exercise Stock Exercise Option Exercise
Plan Price Plan Price Plan Price Options Price Plan Price

Balance outstanding,
January 31, 2002 ÏÏÏÏÏÏ Ì $ Ì 549,000 $16.27 2,053,000 $16.92 1,748,000 $16.31 1,456,000 $10.76

Granted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 1,994,000 16.16 10,000 11.44 Ì Ì Ì Ì

ExercisedÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì Ì Ì (199,000) 12.97 (166,000) 10.89 Ì Ì

Forfeited or canceledÏÏÏ Ì Ì (26,000) 19.96 (138,000) 22.65 (29,000) 19.68 Ì Ì

Balance outstanding,
January 31, 2003 ÏÏÏÏÏÏ Ì Ì 2,517,000 16.14 1,726,000 16.89 1,553,000 16.83 1,456,000 10.76

Granted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 782,000 13.69 Ì Ì 1,629,000 15.25 Ì Ì

ExercisedÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì (70,000) 14.34 (197,000) 13.45 (226,000) 9.33 (408,000) 3.38

Forfeited or canceledÏÏÏ Ì Ì (476,000) 16.12 (183,000) 17.92 (60,000) 19.67 Ì Ì

Balance outstanding,
January 31, 2004 ÏÏÏÏÏÏ Ì Ì 2,753,000 15.50 1,346,000 17.20 2,896,000 16.47 1,048,000 13.64

Granted ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,809,000 12.07 192,000 15.01 Ì Ì 450,000 16.96 Ì Ì

ExercisedÏÏÏÏÏÏÏÏÏÏÏÏÏ (5,000) 13.02 (168,000) 12.62 (91,000) 8.93 (107,000) 4.99 (300,000) 10.50

Forfeited or canceledÏÏÏ (24,000) 11.49 (711,000) 16.23 (202,000) 19.34 (415,000) 21.01 Ì Ì

Balance outstanding
January 31, 2005 ÏÏÏÏÏÏ 1,780,000 $12.08 2,066,000 $15.43 1,053,000 $17.51 2,824,000 $16.32 748,000 $14.90

Options exercisable at:

January 31, 2005 ÏÏÏÏÏÏ 769,000 $12.88 1,300,000 $15.47 1,056,000 $17.52 1,422,000 $17.07 748,000 $14.90

January 31, 2004 ÏÏÏÏÏÏ Ì $ Ì 1,036,000 $15.91 1,269,000 $17.10 1,318,000 $17.89 1,026,000 $13.45

January 31, 2003 ÏÏÏÏÏÏ Ì $ Ì 416,000 $16.77 1,442,000 $16.74 1,358,000 $17.70 1,349,000 $ 9.83
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The following table summarizes information regarding stock options outstanding at January 31, 2005:

Options Outstanding
Options ExercisableWeighted

Weighted Average Weighted
Average Remaining Average

Range of Options Exercise Contractual Life Options Exercise
Option Type Exercise Prices Outstanding Price (Years) Exercisable Price

2004 Incentive: ÏÏÏÏÏÏ $10.44-$13.99 1,780,000 $12.08 9.6 769,000 $12.88

2001 Incentive: ÏÏÏÏÏÏ $10.42-$21.99 2,066,000 $15.43 5.7 1,300,000 $15.47

1990 Incentive: ÏÏÏÏÏÏ $ 8.44-$10.69 59,000 $ 9.96 2.3 59,000 $ 9.96

$11.19-$19.00 600,000 $14.56 2.7 600,000 $14.55

$20.55-$24.69 394,000 $23.12 3.6 397,000 $23.13

$ 8.44-$24.69 1,053,000 $17.51 3.0 1,056,000 $17.52

Other Non-qualiÑed: $10.69-$19.94 2,639,000 $15.63 6.0 1,237,000 $15.73

$21.13-$34.50 185,000 $26.04 1.7 185,000 $26.04

$10.69-$34.50 2,824,000 $16.32 5.7 1,422,000 $17.07

Executive: ÏÏÏÏÏÏÏÏÏÏ $ 3.38 392,000 $ 3.38 1.2 392,000 $ 3.38

$22.50-$40.56 356,000 $27.57 5.5 356,000 $27.57

$ 3.38-$40.56 748,000 $14.90 3.2 748,000 $14.90

Totals: ÏÏÏÏÏÏÏÏÏÏÏ 8,471,000 5,295,000

Stock Option Tax BeneÑt

The exercise of certain stock options granted under the Company's stock option plans gives rise to
compensation, which is includible in the taxable income of the applicable employees and deductible by the
Company for federal and state income tax purposes. Such compensation results from increases in the fair
market value of the Company's common stock subsequent to the date of grant of the applicable exercised
stock options and is not recognized as an expense for Ñnancial accounting purposes, as the options were
originally granted at the fair market value of the Company's common stock on the date of grant. The related
tax beneÑts are recorded as additional paid-in capital when realized, and totaled $1,244,000, $2,149,000 and
$851,000 in Ñscal 2004, 2003 and 2002, respectively. The Company has not recorded the tax beneÑt through
paid in capital in these Ñscal years, as the related tax deductions were not taken due to the losses incurred.
These beneÑts will be recorded in the applicable future periods.

Restricted Stock

On February 1, 2003, the Company awarded 114,170 shares of restricted stock under the Company's
2001 Omnibus Stock Plan (as amended) to certain executive oÇcers. The stock vests one third on each of the
next three anniversary dates of the grant provided that the recipient is still employed with the Company. The
aggregate market value of the restricted stock at the date of award was $1,491,000 and has been recorded as
deferred compensation, a separate component of shareholders' equity, and is being amortized as compensation
expense over the three-year vesting period. In the second quarter of Ñscal 2004, the Company awarded an
additional 25,000 shares of restricted stock to certain employees. The restricted stock vests over diÅerent
periods ranging from 17 to 53 months so long as the recipient is still employed with the Company. The
aggregate market value of the restricted stock at the award dates was $308,000 and has been recorded as
deferred compensation, a separate component of shareholders' equity, and is being amortized as compensation
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expense over the respective vesting periods. During Ñscal 2004, approximately 5,000 shares of unvested
restricted stock were forfeited by employees who had resigned from the Company.

Common Stock Repurchase Program

In the second quarter of Ñscal 2001, the Company's Board of Directors authorized a $25 million common
stock repurchase program whereby the Company may repurchase shares of its common stock in the open
market and through negotiated transactions, at prices and times deemed to be beneÑcial to the long-term
interests of shareholders and the Company. In the second quarter of Ñscal 2002, the Company's Board of
Directors authorized the repurchase of an additional $25 million of the Company's common stock. In
November 2002, the Company's Board of Directors authorized an additional $25 million for repurchases of
the Company's common stock pursuant to its common stock repurchase program. As of January 31, 2005,
approximately $21 million remained under these stock repurchase authorizations. The repurchase program is
subject to applicable securities laws and may be discontinued at any time without any obligation or
commitment by the Company to repurchase all or any portion of the shares covered by the authorization. As
of January 31, 2005, the Company had repurchased a total of 3,820,000 shares of its common stock for a total
net cost of $54,322,000 at an average price of $14.22 per share. The Company did not repurchase any shares
under its repurchase program during the year ended January 31, 2005. During the year ended January 31,
2004, the Company repurchased 586,000 shares of its common stock at an average price of $10.97 per share.
During the year ended January 31, 2003, the Company repurchased 2,257,000 shares of its common stock at
an average price of $14.93 per share.

7. Income Taxes:

The Company records deferred taxes for diÅerences between the Ñnancial reporting and income tax bases
of assets and liabilities, computed in accordance with tax laws in eÅect at that time. The deferred taxes related
to such diÅerences as of January 31, 2005 and 2004 were as follows:

January 31,

2005 2004

Accruals and reserves not currently deductible for tax purposes ÏÏ $ 8,074,000 $ 8,213,000

Inventory capitalization ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 634,000 481,000

Basis diÅerences in intangible assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (946,000) (149,000)

DiÅerences in depreciation lives and methods ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (6,039,000) (7,473,000)

DiÅerences in investments and other items ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6,404,000 6,222,000

Net operating loss carryforwards ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 37,352,000 20,378,000

Valuation allowanceÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (45,479,000) (27,672,000)

Net deferred tax asset ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ Ì $ Ì

The provision (beneÑt) from income taxes consisted of the following:

Years Ended January 31,

2005 2004 2003

Current ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $25,000 $180,000 $(9,747,000)

Deferred ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ Ì Ì 4,208,000

$25,000 $180,000 $(5,539,000)
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A reconciliation of the statutory tax rates to the Company's eÅective tax rate is as follows:

Years Ended January 31,

2005 2004 2003

Taxes at federal statutory rates ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (34.0)% (34.0)% (34.0)%

State income taxes, net of federal tax beneÑt ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (3.0) (1.5) (1.3)

Non-deductible goodwill write down ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 6.1 Ì Ì

Valuation allowance ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 31.0 37.3 23.7

Tax exempt interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (0.1) (0.2) (0.8)

EÅective tax rateÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 0.0% 1.6% (12.4)%

Based on the Company's recent history of losses and as discussed further in Note 2, the Company has
recorded a full valuation allowance for its net deferred tax assets and loss carryforwards as of January 31, 2005
and 2004 in accordance with the provisions of SFAS No. 109. The ultimate realization of these deferred tax
assets depends on the ability of the Company to generate suÇcient taxable income and capital gains in the
future. As of January 31, 2005, the Company has net operating loss carryforwards of approximately
$119 million and capital loss carryforwards of approximately $800,000 that will begin to expire in January
2022 and January 2007, respectively.

8. Commitments and Contingencies:

Cable and Satellite AÇliation Agreements

As of January 31, 2005, the Company had entered into 3 to 12 year aÇliation agreements with
approximately 90 cable system operators along with the satellite companies DIRECTV and EchoStar (DISH
Network) that require each to oÅer the Company's television home shopping programming on a full-time
basis over their systems. Under certain circumstances, these television operators may cancel their agreements
prior to expiration. The aÇliation agreements provide that the Company will pay each operator a monthly
access fee and marketing support payment based upon the number of homes carrying the Company's
television home shopping programming. For the years ended January 31, 2005, 2004 and 2003, respectively,
the Company paid approximately $93,539,000, $85,359,000 and $79,542,000 under these long-term aÇliation
agreements.

The Company has entered into, and will continue to enter into, aÇliation agreements with other television
operators providing for full or part-time carriage of the Company's television home shopping programming.
Under certain circumstances the Company may be required to pay the operator a one-time initial launch fee,
which is capitalized and amortized on a straight-line basis over the term of the agreement.

Employment Agreements

On December 1, 2003, the Company entered into a three-year employment agreement with its new CEO.
The employment agreement speciÑes, among other things, the term and duties of employment, compensation
and beneÑts, termination of employment, severance and non-compete restrictions.

On November 25, 2003, the Company entered into a Separation Agreement with the then-serving CEO
whereby the executive resigned as President, CEO and Chairman of the Board. In addition, the agreement
stipulated, among other things, the terms of separation including severance payments, non-compete restric-
tions, and transition and continuing employment. As a direct result of entering into this Separation
Agreement, the Company recorded a $3,530,000 charge to earnings in the fourth quarter of Ñscal 2003, which
has been included as part of CEO transition costs.
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In addition, the Company has entered into employment and salary continuation agreements with a
number of oÇcers and on-air hosts of the Company and its subsidiaries for original terms ranging from 12 to
36 months. These agreements specify, among other things, the term and duties of employment, compensation
and beneÑts, termination of employment (including for cause, which would reduce the Company's total
obligation under these agreements), severance payments and non-disclosing and non-compete restrictions.
The aggregate commitment for future base compensation at January 31, 2005 was approximately $13,830,000.

Operating Lease Commitments

The Company leases certain property and equipment under non-cancelable operating lease agreements.
Property and equipment covered by such operating lease agreements include oÇces and warehousing facilities
at subsidiary locations, satellite transponder, oÇce equipment and certain tower site locations.

Future minimum lease payments at January 31, 2005 were as follows:

Fiscal Year Amount

2005ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 2,745,000

2006ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,076,000

2007ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,202,000

2008ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,042,000

2009 and thereafter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 18,535,000

Total rent expense under such agreements was approximately $3,608,000 in Ñscal 2004, $3,953,000 in
Ñscal 2003 and $4,817,000 in Ñscal 2002.

Capital Lease Commitments

The Company leases certain computer equipment and warehouse space under noncancelable capital
leases and includes these assets in property and equipment in the accompanying consolidated balance sheets.
The capitalized cost of leased assets was approximately $4,572,000 at January 31, 2005 and 2004.

Future minimum lease payments for assets under capital leases at January 31, 2005 are as follows:

Fiscal Year

2005ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 810,000

2006ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 439,000

2007ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 169,000

2008ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 169,000

2009 and thereafter ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 1,135,000

Total minimum lease payments ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 2,722,000

Less: Amounts representing interest ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (681,000)

2,041,000

Less: Current portionÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (661,000)

Long-term capital lease obligation ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $1,380,000

Retirement and Savings Plan

The Company maintains a qualiÑed 401(k) retirement savings plan covering substantially all employees.
The plan allows the Company's employees to make voluntary contributions to the plan. The Company's
contribution, if any, is determined annually at the discretion of the Board of Directors. Starting in January
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1999, the Company elected to make matching contributions to the plan. The Company currently matches $.50
for every $1.00 contributed by eligible participants up to a maximum of 6% of eligible compensation. The
Company made plan contributions totaling approximately $360,000, $263,000 and $226,000 during Ñscal 2004,
2003 and 2002, respectively.

9. Litigation:

The Company is involved from time to time in various claims and lawsuits in the ordinary course of
business. In the opinion of management, the claims and suits individually and in the aggregate will not have a
material adverse eÅect on the Company's operations or consolidated Ñnancial statements.

In July 2001, a customer, Vincent Bounomo, a Florida resident, commenced a purported class action
against the Company in Hennepin County District Court in Minneapolis, Minnesota, alleging that he had
purchased a computer system from the Company following a broadcast that had promised him free lifetime
access to the Internet as part of the computer system. The customer alleged that the Company had breached
its alleged promise to provide him free lifetime access to the Internet, breached certain warranties, and
violated state consumer protection statutes. The Company denied all liability. Following discovery, the
amendment of pleadings, and certain motion practice, the Company agreed to settle this action on a classwide
basis. Under the terms of the settlement, the Company will: (i) provide 15 months of free dial-up access to
the Internet to customers who purchased the computer systems at issue and who Ñle timely and complete
claim forms; (ii) pay plaintiÅs' attorneys' fees, class representatives fees, costs, expenses, and disbursements
as awarded by the court, up to a maximum total amount of $950,000; and (iii) pay the costs of notifying class
members and administering the settlement. The court granted Ñnal approval to the proposed settlement
following a fairness hearing on March 30, 2004, and ordered that the action, and all claims that were or could
have been asserted therein, be dismissed with prejudice. The Company's insurer and the vendor of the
computer systems have agreed to both pay a portion of the remaining cost of the settlement, after application
of insurance proceeds. The Company's portion of the settlement cost was approximately $470,000. The
Company recorded and recognized the litigation settlement in the Ñrst quarter of Ñscal 2003 when it was
determined that the loss was both probable and estimable after a binding Mediated Settlement Agreement
was signed. The Company recorded a liability for the cash settlement payment of approximately $1,190,000,
representing the estimated cash outlay the Company was required to remit under the settlement agreement.
The Company also recorded the amounts to be recovered from its computer vendor, approximately $470,000,
and insurance carrier, $250,000 as receivables on its balance sheet. The collectibility of the receivables
recorded was reasonably assured based upon the execution of the binding Mediated Settlement Agreement
and after assessing the ability of each party to pay the Company. The Company received the cash proceeds
from the insurance company and is currently receiving monthly payments from its computer vendor.

In August 2001, the Company entered into a Consent Agreement and Order with the Federal Trade
Commission (""FTC'') regarding the substantiation of certain claims for health and beauty products made on-
air during the Company's TV programming and on the Company's Internet web site. To ensure that it remains
in compliance with the Consent Agreement and Order and with generally applicable FTC advertising
standards, the Company has implemented a Compliance Program applicable to health and beauty products
oÅered through ShopNBC. Under the terms of the Consent Order, the Company must ensure that it has
scientiÑc evidence to back up any claims it might make regarding the health beneÑts of any food, drug, dietary
supplement, cellulite-treatment product or weight-loss program in connection with the advertisement or sale
of such products. In the event of noncompliance with the Consent Order, the Company could be subject to
civil penalties. The Company's execution of the Consent Agreement and Order with the FTC did not have a
material impact on the Company's operations or consolidated Ñnancial statements. During Ñscal year 2002,
the FTC made inquiries of the Company regarding certain statements made while a guest on-air spokesperson
was appearing for a multi-vitamin product called Physicians RX. The FTC alleged that claims did not meet
the applicable requirements set forth in the Consent Agreement and Order, which was disputed by the
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Company. The Company, without any admission of wrongdoing, entered into a Consent Decree on April 17,
2003 and agreed to pay a penalty of $215,000. The Company has the right to indemniÑcation from the vendor
who provided the product and the on-air spokesman. The Consent Decree and penalty did not have a material
eÅect on the Company's operations or consolidated Ñnancial statements.

10. Related Party Transactions:

At January 31, 2005 and 2004, the Company held a note receivable totaling $-0- and $4,158,000,
respectively, including accrued interest (the ""Note''), from a former executive oÇcer of the Company for a
loan made in 2000 under the oÇcer's employment agreement. The Note bears interest at a Öoating rate equal
to the Federal short-term rate in eÅect under Section 1274(d) of the Internal Revenue Code of 1986, as
amended, and is secured by shares of the Company's common stock and options to purchase shares of the
Company's common stock held by the former executive with a fair market value equal to 150% of the principal
balance borrowed under the Note. The Note is reÖected as a reduction of shareholders' equity in the
accompanying consolidated balance sheet since it is collateralized by a security interest in vested stock options
and in shares of the Company's common stock to be acquired by the former oÇcer upon the exercise of such
vested stock options. In the third quarter of Ñscal 2004, the Company received proceeds of $1,600,000 as
partial repayment of the Note and the remaining outstanding balance of $2,598,000 plus accrued interest was
paid oÅ in full on December 8, 2004.

In conjunction with its services agreement with RLM, the Company records revenue for amounts billed
to RLM for telemarketing, order taking and fulÑllment and warehousing services. Revenues recorded from
these services were $8,705,000, $8,605,000 and $7,666,000 for the years ended January 31, 2005, 2004 and
2003, respectively. Amounts due from RLM as of January 31, 2005 and 2004 were $850,000 and $748,000,
respectively.

In July 2004, the Company entered into an agreement with Right Now Technologies, Inc. (""Right
Now'') under which the Company paid Right Now approximately $150,000 during Ñscal year 2004 to utilize
certain customer services technologies developed by Right Now. The Company's President and Chief
Executive OÇcer, William J. Lansing, serves on the board of directors of Right Now.
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11. Supplemental Cash Flow Information:

Supplemental cash Öow information and noncash investing and Ñnancing activities were as follows:

For the Years Ended January 31,

2005 2004 2003

Supplemental cash Öow information:

Interest paidÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $198,000 $ 197,000 $ 140,000

Income taxes paidÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 77,000 $ 336,000 $ 39,000

Supplemental non-cash investing and Ñnancing activities:

Exercise of common stock purchase warrants ÏÏÏÏÏÏÏÏÏ $955,000 $ Ì $ Ì

Restricted stock award ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $308,000 $1,491,000 $ Ì

Restricted stock forfeited ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $115,000 $ Ì $ Ì

Liabilities assumed from acquisitions ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ Ì $ 105,000 $4,690,000

Issuance of 36,858 warrants in connection with NBC
Distribution and Marketing Agreement ÏÏÏÏÏÏÏÏÏÏÏÏ $ Ì $ Ì $ 172,000

Equipment purchases under capital leaseÏÏÏÏÏÏÏÏÏÏÏÏÏ $ Ì $2,054,000 $ 419,000

Accretion of redeemable preferred stock ÏÏÏÏÏÏÏÏÏÏÏÏÏ $285,000 $ 283,000 $ 282,000

12. Segment Disclosures and Related Information:

Statement of Financial Accounting Standards No. 131, ""Disclosures about Segments of an Enterprise
and Related Information'' (""SFAS No. 131''), requires the disclosure of certain information about operating
segments in Ñnancial statements. The Company's reportable segments are based on the Company's method of
internal reporting. The Company's primary business segment is its electronic media segment, which consists
primarily of the Company's television home shopping business and Internet shopping website business.
Management has reviewed the provisions of SFAS No. 131 and has determined that the Company's television
and Internet home shopping businesses meet the aggregation criteria as outlined in SFAS No. 131 since these
two business units have similar customers, products, economic characteristics and sales processes. Products
sold through the Company's electronic media segment primarily include jewelry, computers and other
electronics, housewares, apparel, health and beauty aids, Ñtness products, giftware, collectibles, seasonal items
and other merchandise. The Company's segments primarily operate in the United States and no one customer
represents more than 5% of the Company's overall revenue. The accounting policies of the Company's
segments are the same as those described in the summary of signiÑcant accounting policies in Note 2. There
are no material intersegment product sales. Segment information included in the accompanying consolidated
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balance sheets as of January 31 and included in the consolidated statements of operations for the years then
ended is as follows:

Electronic All Other
Years Ended January 31, Media FanBuzz (a) Corporate Total

2005

Revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $614,884 $ 25,782 $ 8,750 $ Ì $649,416

Operating income (loss)ÏÏÏÏÏÏÏÏÏÏÏ (44,891) (14,812) 619 Ì (59,084)

Depreciation and amortizationÏÏÏÏÏÏ 18,124 1,200 796 Ì 20,120

Interest income (expense) ÏÏÏÏÏÏÏÏÏ 1,628 (70) Ì Ì 1,558

Income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 25 Ì Ì Ì 25

Net loss ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (41,858) (15,372) (371) Ì (57,601)

IdentiÑable assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 338,245 5,007 7,044 Ì 350,296

Capital expenditures ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 13,409 308 1,005 Ì 14,722

2004

Revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $581,999 $ 25,609 $ 9,187 $ Ì $616,795

Operating income (loss)ÏÏÏÏÏÏÏÏÏÏÏ (12,148) (2,937) 4,161 Ì (10,924)

Depreciation and amortizationÏÏÏÏÏÏ 15,642 1,447 757 Ì 17,846

Interest income (expense) ÏÏÏÏÏÏÏÏÏ 1,488 (126) Ì Ì 1,362

Income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 180 Ì Ì Ì 180

Net income (loss)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (11,010) (3,553) 3,171 Ì (11,392)

IdentiÑable assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 359,673 10,808 26,110 Ì 396,591

Capital expenditures ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 23,071 403 15 Ì 23,489

2003

Revenues ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $529,682 $ 14,663 $10,581 $ Ì $554,926

Operating income (loss)ÏÏÏÏÏÏÏÏÏÏÏ (9,251) (4,397) 3,161 Ì (10,487)

Depreciation and amortizationÏÏÏÏÏÏ 12,206 1,415 2,316 Ì 15,937

Interest income (expense) ÏÏÏÏÏÏÏÏÏ 3,221 (54) Ì Ì 3,167

Write down of RLM investment ÏÏÏÏ (31,078) Ì Ì Ì (31,078)

Income taxes ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (4,638) (1,094) 193 Ì (5,539)

Net income (loss)ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ (38,281) (3,797) 2,968 Ì (39,110)

IdentiÑable assets ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 363,569 15,426 20,566 6,713(b) 406,274

Capital expenditures ÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 15,448 826 58 Ì 16,332

(a) Revenue from segments below quantitative thresholds is attributable to VVIFC, which provides
fulÑllment, warehousing and telemarketing services primarily to RLM, the Company and the NBC
Experience Store.

(b) Corporate assets consist of long-term investments not directly assignable to a business segment.
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Information on net sales by signiÑcant product groups is as follows (in thousands):

For the Years Ended January 31,

2005 2004 2003

Jewelry ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $361,886 $362,383 $345,369

Computers ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 83,271 87,689 88,511

Home ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 73,674 61,168 47,091

All others, less than 5% each ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ 130,585 105,555 73,955

Total ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $649,416 $616,795 $554,926

13. NBC and GE Equity Strategic Alliance:

In March 1999, the Company entered into a strategic alliance with NBC and GE Equity. Pursuant to the
terms of the transaction, NBC and GE Equity acquired 5,339,500 shares of the Company's Series A
Redeemable Convertible Preferred Stock (the ""Preferred Stock''), and NBC was issued a warrant to acquire
1,450,000 shares of the Company's common stock (the ""Distribution Warrants'') under a Distribution and
Marketing Agreement discussed below. The Preferred Stock was sold for aggregate consideration of
$44,265,000 (or approximately $8.29 per share) and the Company may receive an additional payment of
approximately $12.0 million upon exercise of the Distribution Warrants. In addition, the Company agreed to
issue to GE Equity a warrant (the ""Investment Warrant'') to increase its potential aggregate equity stake
(together with its aÇliates, including NBC) at the time of exercise to 39.9%. NBC also has the exclusive right
to negotiate on behalf of the Company for the distribution of its television home shopping service. The sale of
3,739,500 shares of the Preferred Stock was completed on April 15, 1999. Final consummation of the
transaction regarding the sale of the remaining 1,600,000 Preferred Stock shares was completed on June 2,
1999. The Preferred Stock was recorded at fair value on the date of issuance. The Preferred Stock is
convertible into an equal number of shares of the Company's common stock, subject to customary anti-
dilution adjustments, has a mandatory redemption on the 10th anniversary of its issuance or upon a ""change of
control'' at its stated value ($8.29 per share), participates in dividends on the same basis as the common stock
and has a liquidation preference over the common stock and any other junior securities. The excess of the
redemption value over the carrying value is being accreted by periodic charges to equity over the ten-year
redemption period. On July 6, 1999, GE Equity exercised the Investment Warrant and acquired an additional
10,674,000 shares of the Company's common stock for an aggregate of $178,370,000, or $16.71 per share.
Following the exercise of the Investment Warrant, the combined ownership of the Company by GE Equity
and NBC on a fully diluted basis was approximately 40%. In February 2005, GE Equity sold 2,000,000 shares
of the Company's common stock. Following GE Equity's sale of such common stock, GE Equity and NBC
have a combined ownership in the Company of approximately 37% on a diluted basis.

Shareholder Agreement

Pursuant to the Investment Agreement, the Company and GE Equity entered into a Shareholder
Agreement (the ""Shareholder Agreement''), which provides for certain corporate governance and standstill
matters. The Shareholder Agreement (together with the CertiÑcate of Designation of the Preferred Stock)
initially provided that GE Equity and NBC would be entitled to designate nominees for an aggregate of 2 out
of 7 board seats so long as their aggregate beneÑcial ownership is at least equal to 50% of their initial beneÑcial
ownership, and 1 out of 7 board seats so long as their aggregate beneÑcial ownership is at least 10% of the
""adjusted outstanding shares of common stock''. As deÑned in the Shareholder Agreement, GE Equity and
NBC have also agreed to vote their shares of common stock in favor of the Company's nominees to the Board
in certain circumstances. Subject to certain exceptions, all committees of the Board were to include a
proportional number of directors nominated by GE Equity and NBC. The Shareholder Agreement also

78



VALUEVISION MEDIA, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS Ì (Continued)

requires the consent of GE Equity prior to the Company entering into any substantial agreements with certain
restricted parties (broadcast networks and Internet portals in certain limited circumstances). Finally, the
Company is prohibited from exceeding certain thresholds relating to the issuance of voting securities over a
12-month period, the payment of quarterly dividends, the repurchase of common stock, acquisitions
(including investments and joint ventures) or dispositions, and the incurrence of debt greater than $40.0 mil-
lion or 30% of the Company's total capitalization. The Company is also prohibited from taking any action that
would cause any ownership interest of certain FCC regulated entities from being attributable to GE Equity,
NBC or their aÇliates.

The Shareholder Agreement provides that during the Standstill Period (as deÑned in the Shareholder
Agreement), and subject to certain limited exceptions, GE Equity and NBC are prohibited from: (i) any asset
or business purchases from the Company in excess of 10% of the total fair market value of the Company's
assets, (ii) increasing their beneÑcial ownership above 39.9% of the Company's shares, (iii) making or in any
way participating in any solicitation of proxies, (iv) depositing any securities of the Company in a voting trust,
(v) forming, joining, or in any way becoming a member of a ""13D Group'' with respect to any voting
securities of the Company, (vi) arranging any Ñnancing for, or providing any Ñnancing commitment
speciÑcally for, the purchase of any voting securities of the Company, (vii) otherwise acting, whether alone or
in concert with others, to seek to propose to the Company any tender or exchange oÅer, merger, business
combination, restructuring, liquidation, recapitalization or similar transaction involving the Company, or
nominating any person as a director of the Company who is not nominated by the then incumbent directors, or
proposing any matter to be voted upon by the shareholders of the Company. If, during the standstill period,
any inquiry has been made regarding a ""takeover transaction'' or ""change in control,'' each as deÑned in the
Shareholder Agreement, which has not been rejected by the Board, or the Board pursues such a transaction, or
engages in negotiations or provides information to a third party and the Board has not resolved to terminate
such discussions, then GE Equity or NBC may propose to the Company a tender oÅer or business
combination proposal.

In addition, unless GE Equity and NBC beneÑcially own less than 5% or more than 90% of the adjusted
outstanding shares of common stock, GE Equity and NBC shall not sell, transfer or otherwise dispose of any
securities of the Company except for transfers: (i) to certain aÇliates who agree to be bound by the provisions
of the Shareholder Agreement, (ii) which have been consented to by the Company, (iii) pursuant to a third
party tender oÅer, (iv) pursuant to a merger, consolidation or reorganization to which the Company is a party,
(v) in a bona Ñde public distribution or bona Ñde underwritten public oÅering, (vi) pursuant to Rule 144 of
the Securities Act of 1933, or (vii) in a private sale or pursuant to Rule 144A of the Securities Act of 1933;
provided that, in the case of any transfer pursuant to clause (v) or (vii), the transfer does not result in, to the
knowledge of the transferor after reasonable inquiry, any other person acquiring, after giving eÅect to such
transfer, beneÑcial ownership, individually or in the aggregate with such person's aÇliates, of more than 10%
of the adjusted outstanding shares of the common stock.

The standstill period will terminate on the earliest to occur of (i) the 10 year anniversary of the
Shareholder Agreement, (ii) the entering into by the Company of an agreement that would result in a
""change in control'' (subject to reinstatement), (iii) an actual ""change in control,'' (iv) a third party tender
oÅer (subject to reinstatement), or (v) six months after GE Equity and NBC can no longer designate any
nominees to the Board. Following the expiration of the standstill period pursuant to clause (i) or (v) above
(indeÑnitely in the case of clause (i) and two years in the case of clause (v)), GE Equity and NBC's
beneÑcial ownership position may not exceed 39.9% of the Company's fully-diluted outstanding stock, except
pursuant to issuance or exercise of any warrants or pursuant to a 100% tender oÅer for the Company.

On March 19, 2004 the Company, NBC and GE Equity agreed to amend the Shareholder Agreement as
follows: (i) to increase the authorized size of the Company's board of directors to 9 from 7, (ii) to permit
NBC and GE Equity to appoint an aggregate of 3 directors instead of 2 to the Company's board of directors,
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and (iii) to reÖect that NBC and GE Equity would no longer have the right to have its director-nominees on
the Audit, Compensation or Nominating and Governance Committees, in the event the committees must be
comprised solely of ""independent'' directors under applicable laws or Nasdaq regulations. Instead, NBC and
GE Equity would have the right to have an observer attend all of these committee meetings, to the extent
permitted by applicable law.

Registration Rights Agreement

Pursuant to the Investment Agreement, the Company and GE Equity entered into a Registration Rights
Agreement providing GE Equity, NBC and their aÇliates and any transferees and assigns, an aggregate of
four demand registrations and unlimited piggy-back registration rights.

Distribution and Marketing Agreement

NBC and the Company entered into the Distribution and Marketing Agreement dated March 8, 1999
(the ""Distribution Agreement'') that provides that NBC shall have the exclusive right to negotiate on behalf
of the Company for the distribution of its home shopping television programming service. The agreement has
a 10-year term and NBC committed to delivering an additional 10 million FTE subscribers over the Ñrst
42 months of the term. As compensation for these services, the Company currently pays NBC an annual fee of
approximately $1.6 million (increasing no more than 5% annually) and issued NBC the Distribution
Warrants. The exercise price of the Distribution Warrants is $8.29 per share. Of the aggregate
1,450,000 shares subject to the Distribution Warrants, 200,000 shares vested immediately, with the remainder
vesting 125,000 shares annually over the ten-year term of the Distribution Agreement. In conjunction with the
Company's November 2000 execution of the Trademark License Agreement with NBC, the Company agreed
to accelerate the vesting of the remaining unvested Distribution Warrants. The Distribution Warrants are
exercisable for Ñve years after vesting. Because NBC successfully delivered to the Company 10 million FTE
homes pursuant to the Distribution Agreement, in Ñscal 2001, the Company issued to NBC additional
warrants to purchase 343,725 shares of the Company's common stock at an exercise price of $23.07 and in
Ñscal 2002, the Company issued to NBC additional warrants to purchase 36,858 shares of the Company's
common stock at an exercise price of $15.74. On April 7, 2004, NBC exercised a portion of the Distribution
Warrants in a cashless exercise acquiring 101,509 shares of the Company's common stock. The Company had
a right to terminate the Distribution Agreement after the twenty-fourth, thirty-sixth and forty-second month
anniversary if NBC was unable to meet the performance targets. In addition, the Company would have been
entitled to a $2.5 million payment from NBC if the Company terminated the Distribution Agreement as a
result of NBC's failure to meet the 24-month performance target. NBC may terminate the Distribution
Agreement if the Company enters into certain ""signiÑcant aÇliation'' agreements or a transaction resulting in
a ""change of control.''

14. Ralph Lauren Media, LLC Electronic Commerce Alliance:

In February 2000, the Company entered into an electronic commerce strategic alliance with Polo Ralph
Lauren Corporation (""Polo Ralph Lauren''), NBC, NBCi and CNBC (""CNBC'') whereby the parties
created Ralph Lauren Media, LLC (""RLM''), a joint venture formed for the purpose of bringing the Polo
Ralph Lauren American lifestyle experience to consumers via multiple media platforms, including the
Internet, broadcast, cable and print. RLM is currently owned 50% by Polo Ralph Lauren, 37.5% by NBC and
its aÇliates and 12.5% by the Company. In exchange for their ownership interest in RLM, NBC agreed to
contribute $110 million of television and online advertising on NBC and CNBC properties, which has
subsequently been amended, NBCi agreed to contribute $40 million in online distribution and promotion and
the Company has contributed a cash funding commitment of up to $50 million. All of the Company's
commitment was funded by January 31, 2003. RLM's premier initiative is Polo.com, an Internet website
dedicated to the American lifestyle that includes original content, commerce and a strong community
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component. Polo.com oÇcially launched in November 2000 and includes an assortment of men's, women's
and children's products across the Ralph Lauren family of brands as well as unique gift items. As discussed in
Note 2, the Company recorded a $31,078,000 write down of its remaining RLM investment in the fourth
quarter of Ñscal 2002. In connection with the formation of RLM, the Company entered into various
agreements setting forth the manner in which certain aspects of the business of RLM are to be managed and
certain of the members' rights, duties and obligations with respect to RLM, including the Amended and
Restated Limited Liability Company Agreement, pursuant to which certain terms and conditions regarding
operations of RLM and certain rights and obligations of its members are set forth.

Agreement for Services

RLM and VVIFC entered into an Agreement for Services under which VVIFC agreed to provide to
RLM, on a cost plus basis, certain telemarketing services, order and record services, and fulÑllment and
warehouse services. The telemarketing services to be provided by VVIFC consist of receiving and processing
telephone orders and telephone inquiries regarding merchandise, and developing and maintaining a related
telemarketing system. The order and record services to be provided by VVIFC consist of receiving and
processing orders for merchandise by telephone, mail, facsimile and electronic mail, providing records of such
orders and related customer-service functions, and developing and maintaining a records system for such
purposes. The merchandise and warehouse services consist of receiving and shipping merchandise, providing
warehousing functions and fulÑllment functions and developing a system for such purposes. The original term
of this agreement continued until June 30, 2010, subject to one-year renewal periods, under certain conditions.
In the fourth quarter of Ñscal 2002, VVIFC agreed to amend its existing customer care and fulÑllment services
agreement with RLM in exchange for an $11 million cash payment. The cash payment was made in
consideration for VVIFC's Ñxed asset impairment incurred by the overbuild of the fulÑllment center utilized
by VVIFC to provide services to RLM, for early termination of its original long term services agreement and
for the change in terms of the agreement through the end of the period in which services are to be provided. In
accordance with this amendment, RLM is permitted to negotiate with other parties to provide it with
customer care and fulÑllment services. Of the $11,000,000 cash received, $2,600,000 relates to a prepayment
for a portion of the ongoing services the Company was obligated to provide through December 31, 2003, and
therefore was recorded as deferred revenue and was recognized over the related service period. The Company
also wrote oÅ and received cash consideration of $5,900,000 for Ñxed assets dedicated to the arrangement with
RLM that were deemed to be impaired as a result of the early termination of the original services agreement.
The eÅect of amending its RLM services agreement was to increase Ñscal 2002 operating income and net
income by $2,500,000, representing consideration received for the early termination of the agreement. On
May 18, 2004, RLM and VVIFC entered into a new Agreement for Services pursuant to which VVIFC
agreed to continue to provide certain telemarketing, customer support and fulÑllment services to RLM until
May 31, 2006.

15. NBC Trademark License Agreement:

On November 16, 2000, the Company entered into a Trademark License Agreement (the ""License
Agreement'') with NBC pursuant to which NBC granted the Company an exclusive, worldwide license for a
term of 10 years to use certain NBC trademarks, service marks and domain names to rebrand the Company's
business and corporate name and companion Internet website on the terms and conditions set forth in the
License Agreement. The Company subsequently selected the names ""ShopNBC'' and ""ShopNBC.com,'' to
rebrand the Company's marketing and sales eÅort. The new names were promoted as part of a marketing
campaign that the Company launched in the second half of 2001. In connection with the License Agreement,
the Company issued to NBC warrants (the ""License Warrants'') to purchase 6,000,000 shares of the
Company's common stock, par value $.01 per share, with an exercise price of $17.375 per share, the closing
price of a share of common stock on the Nasdaq National Market on November 16, 2000. The agreement also
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includes a provision for a potential cashless exercise of the License Warrants under certain circumstances. The
License Warrants have a Ñve year term from the date of vesting and vest in one-third increments, with one-
third exercisable commencing November 16, 2000, and the remaining License Warrants vesting in equal
amounts on each of the Ñrst two anniversaries of the License Agreement. As of January 31, 2003, all of the
License Warrants have vested. Additionally, the Company agreed to accelerate the vesting of warrants to
purchase 1,450,000 shares of common stock granted to NBC in connection with the Distribution and
Marketing Agreement dated March 1999 between NBC and the Company.

The Company has also agreed under the License Agreement to (i) restrictions on using (including
sublicensing) any trademarks, service marks, domain names, logos or other source indicators owned or
controlled by NBC or its aÇliates in connection with certain permitted businesses (the ""Permitted
Businesses''), as deÑned in the License Agreement, before the agreement of NBC to such use, (ii) the loss of
its rights under the grant of the license with respect to speciÑc territories outside of the United States in the
event the Company fails to achieve and maintain certain performance targets, (iii) amend and restate the
current Registration Rights Agreement dated as of April 15, 1999 among the Company, NBC and GE Equity
so as to increase the demand rights held by NBC and GE Equity from four to Ñve, among other things,
(iv) not, either directly or indirectly, own, operate, acquire or expand its business to include any businesses
other than the Permitted Businesses without NBC's prior consent for so long as the Company's corporate
name includes the trademarks or service marks owned or controlled by NBC, (v) strictly comply with NBC's
privacy policies and standards and practices, and (vi) until the earlier of the termination of the License
Agreement or the lapse of certain contractual restrictions on NBC, either directly or indirectly, not own,
operate, acquire or expand the Company's business such that one third or more of the Company's revenues or
its aggregate value is attributable to certain services provided over the Internet. The License Agreement also
grants to NBC the right to terminate the License Agreement at any time upon certain changes of control of
the Company, the failure by NBC to own a certain minimum percentage of the outstanding capital stock of
the Company on a fully-diluted basis, the failure of NBC and the Company to agree on new trademarks,
service marks or related intellectual property rights, and certain other related matters.

16. Asset Impairments and Employee Termination Costs:

In the third quarter of Ñscal 2004, the Company's FanBuzz reporting unit was notiÑed by the NHL
whereby the NHL had exercised its termination option, pursuant to their agreement with FanBuzz, and
terminated their contract eÅective February 1, 2005. Revenue from the NHL agreement represented
approximately 40% of FanBuzz's total net sales for the nine-month period ended October 31, 2004. Following
this notiÑcation, and in accordance with SFAS No. 142, the Company performed a discounted cash Öow
analysis that indicated that the book value of FanBuzz signiÑcantly exceeded its estimated fair value and that
a goodwill impairment had occurred. The Company compared the implied fair value of the goodwill with the
carrying amount and concluded that the goodwill was fully impaired and recorded a third-quarter impairment
charge of $9,442,000. In addition, the Company assessed whether there had been an impairment of the
FanBuzz long-lived assets in accordance with SFAS No. 144, ""Accounting for the Impairment or Disposal of
Long-Lived Assets,'' (""SFAS No. 144''). The Company concluded that the book value of certain long-lived
assets at FanBuzz was signiÑcantly higher than their probability-weighted expected future cash Öows and that
an impairment had occurred. Accordingly, the Company recorded a non-cash impairment loss and related
charge of $11,302,000 in the third quarter of Ñscal 2004. The charges included $9,442,000 of goodwill
impairment, $1,700,000 of Ñxed asset and capital expenditure impairment, and $160,000 of intangible asset
impairment.

In addition, in the fourth quarter of Ñscal 2004, the Company recorded an asset impairment charge of
$1,900,000 related to deferred advertising costs in the form of television advertising credits from NBC after it
was determined that the Company could no longer eÅectively use the credits.
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During the third and fourth quarters of Ñscal 2004, the Company also recorded a $3,964,000 charge to
earnings in connection with the decision to eliminate a number of positions within the Company in an eÅort to
streamline the corporate organization and reduce operating expenses. The charge consisted primarily of
severance pay and related beneÑt costs associated with the elimination of approximately 30 positions. The
severance is currently being paid out over periods extending out no more than two years.

17. Restatement of Previously Reported Accumulated Retained Earnings and Additional Paid-In
Capital:

In connection with the preparation of the Company's response to a letter received from the staÅ of the
Securities and Exchange Commission in August 2004, pursuant to a normal course review of the Company's
Ñscal 2003 Annual Report on Form 10-K, the Company determined that the March 1999 issuance of
convertible redeemable preferred stock and investment warrant, pursuant to the Company's strategic alliance
with GE Equity and NBC, were incorrectly recorded in the Company's Ñnancial statements. In Ñscal 1999 the
Company did not record a beneÑcial conversion feature associated with 5,339,500 shares of convertible
redeemable preferred stock as the Company and GE Equity agreed to establish a conversion price of $8.29 per
share that was equal to a 45-day trailing average stock price. Subsequently, the Company had determined that
the per share closing price on the date of issuance (March 8, 1999), of $10.12, would have been the
appropriate fair value of the common stock for the purpose of determining whether or not there existed a
beneÑcial conversion feature. Utilizing the closing stock price on the date of issuance would have resulted in a
beneÑcial conversion feature of approximately $9,771,000. The resulting impact should have been an
allocation of this intrinsic value of approximately $9,771,000 to additional paid-in capital. The discount
created by the allocation of intrinsic value to additional paid-in capital is analogous to a dividend on the
convertible redeemable preferred stock which would be amortized from the date of issuance, utilizing the
eÅective interest method, through the date the security is Ñrst convertible. Given the convertible redeemable
preferred stock was immediately convertible into common stock, the resulting discount should have been
amortized as a reduction to net income available to common shareholders in the Ñrst quarter of Ñscal 1999.
Therefore, the January 31, 2002 beginning additional paid-in capital and related accumulated retained
earnings balances were understated and overstated by approximately $9,771,000. There was no change to
previously reported total shareholders' equity or previously reported cash Öows as a result of this correction.

In conjunction with the strategic alliance with GE Equity and NBC, the Company also agreed to issue a
detachable investment warrant to GE Equity in March 1999. The Company did not consider the investment
warrant to have a material value based upon the terms of the investment warrant and did not allocate a portion
of the proceeds on the convertible redeemable preferred stock to the investment warrant at the time of
issuance. Upon further consideration of the relevant accounting guidance applicable in 1999, the Company
believed an independent appraisal of the relative fair value of the investment warrant was necessary to
determine whether a portion of the proceeds of the redeemable preferred stock was allocable to the investment
warrant. Based on this analysis the Company has determined that $4,186,000 represented the fair value of the
investment warrant issued in 1999. The resulting impact would have been an allocation of a portion of the
proceeds from the issuance of the convertible redeemable preferred stock to the fair value of the investment
warrant, analogous to a dividend on the convertible redeemable preferred stock. Therefore, a credit to
additional paid-in capital of approximately $4,186,000 with the resulting discount amortized from the date of
issuance, utilizing the eÅective interest method, through the date the security is Ñrst convertible should have
been recorded in the Ñrst quarter of Ñscal 1999. Given the convertible redeemable preferred stock was
immediately convertible into common stock, the resulting discount should have been amortized as a reduction
to net income available to common shareholders in Ñscal 1999. Therefore, the January 31, 2002 beginning
additional paid-in capital and related accumulated retained earnings balances were understated and overstated
by approximately $4,186,000. There was no change to previously reported total shareholders' equity or
previously reported cash Öows as a result of this correction.
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As a result of the above items the beginning additional paid-in capital and accumulated retained earnings
balances at January 31, 2002 have been restated as follows (in thousands):

As
As Previously

Restated Reported

January 31, 2002 Additional paid-in capital ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $287,462 $273,505

January 31, 2002 Accumulated retained earnings ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $ 14,562 $ 28,519

January 31, 2002 Shareholders' equity ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $344,820 $344,820
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None

Item 9A. Controls and Procedures

Disclosure Controls and Procedures

As of the end of the period covered by this report, the Company's management conducted an evaluation,
under the supervision and with the participation of the Company's chief executive oÇcer and chief Ñnancial
oÇcer of the eÅectiveness of the Company's disclosure controls and procedures (as deÑned in Rule 13a-15(e)
and 15d-15(e) under the Securities Exchange Act of 1934 (the ""Exchange Act'')). Based on this evaluation,
including consideration of the restatement of shareholders' equity disclosed in Note 17 of the consolidated
Ñnancial statements, the oÇcers concluded that the Company's disclosure controls and procedures are
eÅective to ensure that information required to be disclosed by the Company in reports that it Ñles or submits
under the Securities Exchange Act of 1934 is recorded, processed, summarized and reported within the time
periods speciÑed in Securities and Exchange Commission rules and forms.

MANAGEMENT'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The management of ValueVision Media, Inc. is responsible for establishing and maintaining adequate
internal control over Ñnancial reporting as deÑned in Rules 13a-15 (f) under the Securities Exchange Act
1934. The Company's internal control system was designed to provide reasonable assurance regarding the
reliability of Ñnancial reporting and the preparation of Ñnancial statements for external purposes in accordance
with generally accepted accounting principles.

All internal control systems, no matter how well designed, have inherent limitations. Therefore, even
those systems determined to be eÅective can provide only reasonable assurance with respect to Ñnancial
statement preparation and presentation. Because of its inherent limitations, internal control over Ñnancial
reporting may not prevent or detect misstatements. Also, projections of any evaluation of eÅectiveness to
future periods are subject to the risk that controls may become inadequate because of changes in conditions, or
that the degree of compliance with the policies or procedures may deteriorate.

Management assessed the eÅectiveness of the Company's internal control over Ñnancial reporting as of
January 31, 2005. In making this assessment, management used the criteria set forth by the Committee of
Sponsoring Organizations of the Treadway Commission in Internal Control Ì Integrated Framework.

Based on our evaluation under the framework in Internal Control Ì Integrated Framework, management
concluded that the Company's internal control over Ñnancial reporting was eÅective as of January 31, 2005.

Management's assessment of the Company's internal control over Ñnancial reporting as of January 31,
2005, has been audited by Deloitte & Touche LLP, an independent registered public accounting Ñrm, as
stated in their report.

/s/ WILLIAM J. LANSING

William J. Lansing
Chief Executive OÇcer

and President (Principal Executive OÇcer)

/s/ FRANK P. ELSENBAST

Frank P. Elsenbast
Vice President Finance, Chief Financial OÇcer

(Principal Financial OÇcer)
April 15, 2005
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Changes in Internal Controls over Financial Reporting

Our management, with the participation of the chief executive oÇcer and chief Ñnancial oÇcer,
performed an evaluation as to whether any change in the internal controls over Ñnancial reporting (as deÑned
in Rules 13a-15 and 15d-15 under the Securities Exchange Act of 1934) occurred during the period covered
by this report. Based on that evaluation the Chief Executive OÇcer and Chief Financial OÇcer concluded
that no change occurred in the internal controls over Ñnancial reporting during the period covered by this
report that materially aÅected, or is reasonably likely to materially aÅect, the internal controls over Ñnancial
reporting.

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Shareholders and Board of Directors
ValueVision Media, Inc. and Subsidiaries

We have audited management's assessment, included in the accompanying ""Management's Report on
Internal Control Over Financial Reporting'', that ValueVision Media, Inc. and Subsidiaries (the ""Company'')
maintained eÅective internal control over Ñnancial reporting as of January 31, 2005, based on criteria
established in Internal Control Ì Integrated Framework issued by the Committee of Sponsoring Organiza-
tions of the Treadway Commission. The Company's management is responsible for maintaining eÅective
internal control over Ñnancial reporting and for its assessment of the eÅectiveness of internal control over
Ñnancial reporting. Our responsibility is to express an opinion on management's assessment and an opinion on
the eÅectiveness of the Company's internal control over Ñnancial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether eÅective internal control over Ñnancial reporting was maintained in all material
respects. Our audit included obtaining an understanding of internal control over Ñnancial reporting, evaluating
management's assessment, testing and evaluating the design and operating eÅectiveness of internal control,
and performing such other procedures as we considered necessary in the circumstances. We believe that our
audit provides a reasonable basis for our opinions.

A company's internal control over Ñnancial reporting is a process designed by, or under the supervision of,
the Company's principal executive and principal Ñnancial oÇcers, or persons performing similar functions, and
eÅected by the Company's Board of Directors, management, and other personnel to provide reasonable
assurance regarding the reliability of Ñnancial reporting and the preparation of Ñnancial statements for external
purposes in accordance with generally accepted accounting principles. A company's internal control over
Ñnancial reporting includes those policies and procedures that (1) pertain to the maintenance of records that,
in reasonable detail, accurately and fairly reÖect the transactions and dispositions of the assets of the
Company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation
of Ñnancial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the Company are being made only in accordance with authorizations of management and
directors of the Company; and (3) provide reasonable assurance regarding prevention or timely detection of
unauthorized acquisition, use, or disposition of the Company's assets that could have a material eÅect on the
Ñnancial statements.

Because of the inherent limitations of internal control over Ñnancial reporting, including the possibility of
collusion or improper management override of controls, material misstatements due to error or fraud may not
be prevented or detected on a timely basis. Also, projections of any evaluation of the eÅectiveness of the
internal control over Ñnancial reporting to future periods are subject to the risk that the controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures
may deteriorate.

In our opinion, management's assessment that the Company maintained eÅective internal control over
Ñnancial reporting as of January 31, 2005, is fairly stated, in all material respects, based on criteria established
in Internal Control Ì Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission. Also in our opinion, the Company maintained, in all material respects, eÅective
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internal control over Ñnancial reporting as of January 31, 2005, based on criteria established in Internal
Control Ì Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated Ñnancial statements and Ñnancial statement schedule as of and for
the year ended January 31, 2005, of the Company and our report dated April 15, 2005, expressed an
unqualiÑed opinion on those Ñnancial statements and Ñnancial statement schedule.

/s/ DELOITTE & TOUCHE LLP

Minneapolis, Minnesota
April 15, 2005

Item 9B. Other Information

None

PART III

Item 10. Directors and Executive OÇcers of the Registrant

Information in response to this item with respect to certain information relating to the Company's
executive oÇcers is contained in Item 1 under the heading ""Executive OÇcers of the Registrant'' and with
respect to other information relating to the Company's executive oÇcers and its directors is incorporated
herein by reference to the sections titled ""Proposal 1 Ì Election of Directors'' and ""Section 16(a) BeneÑcial
Ownership Reporting Compliance'' in the Company's deÑnitive proxy statement to be Ñled pursuant to
Regulation 14A within 120 days after the end of the Ñscal year covered by this Form 10-K.

Code of Business Conduct and Ethics

The Company has adopted a code of business conduct and ethics applicable to all of its directors and
employees, including its principal executive oÇcer, principal Ñnancial oÇcer, principal accounting oÇcer,
controller and other employees performing similar functions. A copy of this code of business conduct and
ethics is available on our website at www.shopnbc.com, under ""Investor Relations Ì Business Ethics Policy''.
In addition, the Company has adopted a code of ethics policy for its senior Ñnancial management; this policy is
also available on our website at www.shopnbc.com, under ""Investor Relations Ì Code of Ethics Policy for
Chief Executive and Senior Financial OÇcers''.

The Company intends to satisfy the disclosure requirements under Form 8-K regarding an amendment
to, or waiver from, a provision of its codes of business conduct and ethics by posting such information on its
website at the address speciÑed above.

Item 11. Executive Compensation

Information in response to this item is incorporated herein by reference to the sections titled ""Propo-
sal 1 Ì Election of Directors Ì Director Compensation,'' ""Executive Compensation'' and ""Company Stock
Performance'' in the Company's deÑnitive proxy statement to be Ñled pursuant to Regulation 14A within
120 days after the end of the Ñscal year covered by this Form 10-K.

Item 12. Security Ownership of Certain BeneÑcial Owners and Management and Related Shareholder
Matters

Information in response to this item is incorporated herein by reference to the sections titled ""Security
Ownership of Principal Shareholders and Management'' and ""Equity Compensation Plan Information'' in the
Company's deÑnitive proxy statement to be Ñled pursuant to Regulation 14A within 120 days after the end of
the Ñscal year covered by this Form 10-K.
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Item 13. Certain Relationships and Related Transactions

Information in response to this item is incorporated herein by reference to the section titled ""Certain
Relationships and Related Transactions'' in the Company's deÑnitive proxy statement to be Ñled pursuant to
Regulation 14A within 120 days after the end of the Ñscal year covered by this Form 10-K.

Item 14. Principal Accountant Fees and Services

Information in response to this item is incorporated herein by reference to the section titled ""Propo-
sal 2 Ì RatiÑcation of Our Independent Auditors Ì Fees Billed by Deloitte & Touche LLP'' and ""Propo-
sal 4 Ì RatiÑcation of Our Independent Auditors Ì Approval of Independent Auditor Services and Fees'' in
the Company's deÑnitive proxy statement to be Ñled pursuant to Regulation 14A within 120 days after the end
of the Ñscal year covered by this Form 10-K.

PART IV

Item 15. Exhibit and Financial Statement Schedule

1. Financial Statements

‚ Report of Independent Registered Public Accounting Firm

‚ Consolidated Balance Sheets as of January 31, 2005 and 2004 (Restated)

‚ Consolidated Statements of Operations for the Years Ended January 31, 2005, 2004 and 2003

‚ Consolidated Statements of Shareholders' Equity for the Years Ended January 31, 2005, 2004
(Restated) and 2003 (Restated)

‚ Consolidated Statements of Cash Flows for the Years Ended January 31, 2005, 2004 and 2003

‚ Notes to Consolidated Financial Statements
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2. Financial Statement Schedule

VALUEVISION MEDIA, INC. AND SUBSIDIARIES

SCHEDULE II VALUATION AND QUALIFYING ACCOUNTS

Column A Column B Column C Column D Column E

Additions

Balances at Charged to
Beginning of Costs and Balance at

Year Expenses Other Deductions End of Year

For the year ended
January 31, 2005:

Allowance for doubtful
accounts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $2,054,000 $ 4,303,000 $ Ì $ (3,936,000)(1) $2,421,000

Reserve for returns ÏÏÏÏÏÏÏÏ $8,780,000 $120,238,000 $ Ì $(121,728,000)(2) $7,290,000

For the year ended
January 31, 2004:

Allowance for doubtful
accounts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $3,500,000 $ 4,556,000 $ Ì $ (6,002,000)(1) $2,054,000

Reserve for returns ÏÏÏÏÏÏÏÏ $7,954,000 $124,941,000 $ Ì $(124,115,000)(2) $8,780,000

For the year ended
January 31, 2003:

Allowance for doubtful
accounts ÏÏÏÏÏÏÏÏÏÏÏÏÏÏÏ $3,205,000 $ 6,704,000 $ Ì $ (6,409,000)(1) $3,500,000

Reserve for returns ÏÏÏÏÏÏÏÏ $6,551,000 $122,927,000 $125,000(3) $(121,649,000)(2) $7,954,000

(1) Write oÅ of uncollectible receivables, net of recoveries.

(2) Refunds or credits on products returned.

(3) Increased through acquisitions.

3. Exhibits

EXHIBIT INDEX

Exhibit
Number Exhibit

3.1 Sixth Amended and Restated Articles of Incorporation, as Amended.(B)

3.2 CertiÑcate of Designation of Series A Redeemable Convertible Preferred Stock.(G)

3.3 Articles of Merger.(Q)

3.4 Bylaws, as amended.(B)

10.1 Second Amended 1990 Stock Option Plan of the Registrant (as amended and restated).(H)‰

10.2 Form of Option Agreement under the Amended 1990 Stock Option Plan of the Registrant.(A)‰

10.3 1994 Executive Stock Option and Compensation Plan of the Registrant.(D)‰

10.4 Form of Option Agreement under the 1994 Executive Stock Option and Compensation Plan of the
Registrant.(E)‰

10.5 2001 Omnibus Stock Plan of the Registrant.(N)‰

10.6 Amendment No. 1 to the 2001 Omnibus Stock Plan of the Registrant.(P)‰
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Exhibit
Number Exhibit

10.7 Form of Incentive Stock Option Agreement under the 2001 Omnibus Stock Plan of the Regis-
trant.(R)‰

10.8 Form of Nonstatutory Stock Option Agreement under the 2001 Omnibus Stock Plan of the
Registrant.(R)‰

10.9 Form of Restricted Stock Agreement under the 2001 Omnibus Stock Plan of the Registrant.(R)‰

10.10 Option Agreement between the Registrant and Marshall Geller dated as of March 3, 1997.(A)‰

10.11 Option Agreement between the Registrant and Marshall Geller dated May 9, 2001.(N)‰

10.12 Option Agreement between the Registrant and Marshall Geller dated June 21, 2001.(N)‰

10.13 Option Agreement between the Registrant and Robert Korkowski dated March 3, 1997.(A)‰

10.14 Option Agreement between the Registrant and Robert Korkowski dated May 9, 2001.(N)‰

10.15 Option Agreement between the Registrant and Robert Korkowski dated June 21, 2001.(N)‰

10.16 Employment Agreement between the Registrant and William J. Lansing dated December 1,
2003.(S)‰

10.17 Option Agreement between the Registrant and William J. Lansing dated December 1, 2003.(S)‰

10.18 Separation Agreement between the Registrant and Gene McCaÅery dated November 25, 2003.(S)‰

10.19 Transition Employment Agreement between the Registrant and Gene McCaÅery dated Decem-
ber 1, 2003.(V)‰

10.23 Option Agreement between the Registrant and Nathan Fagre dated May 1, 2000.(K)‰

10.24 2002 Annual Management Incentive Plan of the Registrant.(P)‰

10.25 Employment Agreement between the Registrant and Nathan E. Fagre dated April 30, 2000.(M)‰

10.26 Amendment No. 1 to Employment Agreement between Registrant and Nathan E. Fagre dated as of
April 5, 2001.(R)‰

10.27 Form of Salary Continuation Agreement between the Registrant and each of Nathan Fagre dated
July 2, 2003 and Scott Danielson dated June 16, 2004.(T)‰

10.28 Salary Continuation Agreement between the Registrant and Brenda Boehler dated February 9,
2004.(V)‰

10.29 Form of Option Agreement between the Registrant and each of Brenda Boehler and Scott
Danielson.(U)‰

10.30 Transponder Lease Agreement between the Registrant and Hughes Communications Galaxy, Inc.
dated as of July 23, 1993 as supplemented by letters dated as of July 23, 1993.(C)

10.31 Transponder Service Agreement dated July 23, 1993 between the Registrant and Hughes Communi-
cations Satellite Services, Inc.(C)

10.32 Full-Time Transponder Capacity Agreement dated January 31, 2005 between the Registrant and
Panamsat Corporation*

10.33 Investment Agreement by and between ValueVision and GE Equity dated as of March 8, 1999.(F)

10.34 First Amendment and Agreement dated as of April 15, 1999 to the Investment Agreement, dated as
of March 8, 1999, by and between the Registrant and GE Equity.(G)

10.35 Distribution and Marketing Agreement dated as of March 8, 1999 by and between NBC and the
Registrant.(F)

10.36 Letter Agreement dated March 8, 1999 between NBC, GE Equity and the Registrant.(F)

10.37 Shareholder Agreement dated April 15, 1999 between the Registrant, and GE Equity.(G)

10.38 Amendment No. 1 dated March 19, 2004 to Shareholder Agreement dated April 15, 1999 between
the Registrant, NBC and GE Equity.(V)

10.39 ValueVision Common Stock Purchase Warrant dated as of April 15, 1999 issued to GE Equity.(G)

10.40 Registration Rights Agreement dated April 15, 1999 between the Registrant, GE Equity and
NBC.(G)

10.41 ValueVision Common Stock Purchase Warrant dated as of April 15, 1999 issued to NBC.(G)
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10.42 Letter Agreement dated November 16, 2000 between the Registrant and NBC.(M)

10.43 Warrant Purchase Agreement dated September 13, 1999 between the Registrant, Snap!LLC, a
Delaware limited liability company and Xoom.com, Inc., a Delaware corporation.(I)

10.44 Common Stock Purchase Warrant dated September 13, 1999 to purchase shares of the Registrant
held by Xoom.com, Inc., a Delaware corporation.(I)

10.45 Registration Rights Agreement dated September 13, 1999 between the registrant and Xoom.com,
Inc., a Delaware corporation, relating to Xoom.com, Inc.'s warrant to purchase shares of the
Registrant.(I)

10.46 Amended and Restated Limited Liability Company Agreement of Ralph Lauren Media, LLC, a
Delaware limited liability company, dated as of February 7, 2000, among Polo Ralph Lauren
Corporation, a Delaware corporation, National Broadcasting Company, Inc., a Delaware corpora-
tion, the Registrant, CNBC.com LLC, a Delaware limited liability company and NBC Internet,
Inc., a Delaware corporation.(J)

10.47 Agreement for Services dated February 7, 2000 between Ralph Lauren Media, LLC, a Delaware
limited liability company, and VVI FulÑllment Center, Inc., a Minnesota corporation.(J)

10.48 Amendment to Agreement for Services dated as of January 31, 2003 between Ralph Lauren Media,
LLC and VVI FulÑllment Center, Inc.(R)

10.49 Trademark License Agreement dated as of November 16, 2000 between NBC and the Regis-
trant.(L)

10.50 Warrant Purchase Agreement dated as of November 16, 2000 between NBC and the Registrant.(L)

10.51 Common Stock Purchase Warrant dated as of November 16, 2000 between NBC and the
Registrant.(L)

10.52 Amendment No. 1 dated March 12, 2001 to Common Stock Purchase Warrant dated as of
November 16, 2000 between NBC and the Registrant.(O)

10.53 ValueVision Common Stock Purchase Warrant dated as of March 20, 2001 between NBC and the
Registrant.(O)

10.54 2004 Omnibus Stock Plan.(V)‰

10.55 Form of Stock Option Agreement (Employees) under 2004 Omnibus Stock Plan.(W)‰

10.56 Form of Stock Option Agreement (Executive OÇcers) under 2004 Omnibus Stock Plan.(W)‰

10.57 Form of Stock Option Agreement (Executive OÇcers) under 2004 Omnibus Stock Plan.(W)‰

10.58 Form of Stock Option Agreement (Directors Ì Annual Grant) under 2004 Omnibus Stock
Plan.(W)‰

10.59 Form of Stock Option Agreement (Directors Ì Other Grants) under 2004 Omnibus Stock
Plan.(W)‰

21 SigniÑcant Subsidiaries of the Registrant.*

23.1 Consent of Independent Registered Public Accounting Firm.*

24 Powers of Attorney**

31.1 Rule 13a-14(a)/15d-14(a) CertiÑcation of Chief Executive OÇcer.*

31.2 Rule 13a-14(a)/15d-14(a) CertiÑcation of Chief Financial OÇcer.*

32.1 Section 1350 CertiÑcation of Chief Executive OÇcer.*

32.2 Section 1350 CertiÑcation of Chief Financial OÇcer.*

99.1 Financial Statements for Ralph Lauren Media, LLC for Ñscal years 2003 and 2002.***

99.2 Financial Statements for Ralph Lauren Media, LLC for Ñscal years 2004 and 2003.***

* Filed herewith.

** Included with Signatures.

*** To be Ñled by amendment.
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‰ Management compensatory plan/arrangement.

(A) Incorporated herein by reference to Quantum Direct Corporation's Registration Statement on
Form S-4, Ñled on March 13, 1998, File No. 333-47979.

(B) Incorporated herein by reference to the Registrant's Quarterly Report on Form 10-QSB for the quarter
ended August 31, 1994, Ñled on September 13, 1994, File No. 0-20243.

(C) Incorporated herein by reference to the Registrant's Registration Statement on Form S-3 Ñled on
October 13, 1993, as amended, File No. 33-70256.

(D) Incorporated herein by reference to the Registrant's Proxy Statement in connection with its annual
meeting of shareholders held on August 17, 1994, Ñled on July 19, 1994, File No. 0-20243.

(E) Incorporated herein by reference to the Registrant's Annual Report on Form 10-K for the Ñscal year
ended January 31, 1998, Ñled on April 30, 1998, File No. 0-20243.

(F) Incorporated herein by reference to the Registrant's Current Report on Form 8-K dated March 8, 1999,
Ñled on March 18, 1999, File No. 0-20243.

(G) Incorporated herein by reference to the Registrant's Current Report on Form 8-K dated April 15, 1999,
Ñled on April 29, 1999, File No. 0-20243.

(H) Incorporated herein by reference to the Registrant's Registration Statement on Form S-8, Ñled on
September 25, 2000, File No. 333-46572.

(I) Incorporated herein by reference to the Registrant's Quarterly Report on Form 10-Q for the quarter
ended July 31, 1999, Ñled on September 14, 1999, File No. 0-20243.

(J) Incorporated herein by reference to the Registrant's Annual Report on Form 10-K for the Ñscal year
ended January 31, 2000, File No. 0-20243.

(K) Incorporated herein by reference to the Registrant's Registration Statement on Form S-8, Ñled on
September 25, 2000, File No. 333-46576.

(L) Incorporated herein by reference to the Registrant's Quarterly Report on Form 10-Q for the quarter
ended October 31, 2000, Ñled on December 14, 2000, File No. 0-20243.

(M) Incorporated herein by reference to the Registrant's Annual Report on Form 10-K for the Ñscal year
ended January 31, 2001, File No. 0-20243.

(N) Incorporated herein by reference to the Registrant's Registration Statement on Form S-8 Ñled on
January 25, 2002, File No. 333-81438.

(O) Incorporated herein by reference to the Registrant's Quarterly Report on Form 10-Q for the quarter
ended April 30, 2001, Ñled on June 14, 2001, File No. 0-20243.

(P) Incorporated herein by reference to the Registrant's Proxy Statement in connection with its annual
meeting of shareholders held on June 20, 2002, Ñled on May 23, 2002, File No. 0-20243.

(Q) Incorporated herein by reference to the Registrant's Current Report on Form 8-K Dated May 16, 2002,
Ñled on May 17, 2002, File No. 0-20243.

(R) Incorporated herein by reference to the Registrant's Annual Report on Form 10-K for the Ñscal year
ended January 31, 2003, File No. 0-20243.

(S) Incorporated herein by reference to the Registrant's Current Report on Form 8-K dated December 1,
2003, Ñled on December 3, 2003, File No. 0-20243.

(T) Incorporated herein by reference to the Registrant's Quarterly Report on Form 10-Q for the quarter
ended June 30, 2003, Ñled on August 15, 2003, File No. 0-20243.

(U) Incorporated herein by reference to the Registrant's Registration Statement on Form S-8 Ñled on
March 19, 2004, File No. 333-113736.

(V) Incorporated herein by reference to Annex B to the Registrant's Proxy Statement in connection with its
annual meeting of shareholders held on June 22, 2004, Ñled on May 19, 2004, File No. 0-20243.

(W) Incorporated herein by reference to the Registrant's Current Report on Form 8-K dated January 14,
2005, Ñled on January 14, 2005, File No. 0-20243.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized,
on April 15, 2005.

VALUEVISION MEDIA, INC.
(Registrant)

By: /s/ WILLIAM J. LANSING

William J. Lansing
Chief Executive OÇcer and President

Each of the undersigned hereby appoints William J. Lansing and Frank P. Elsenbast, and each of them
(with full power to act alone), as attorneys and agents for the undersigned, with full power of substitution, for
and in the name, place and stead of the undersigned, to sign and Ñle with the Securities and Exchange
Commission under the Securities Act of 1934, any and all amendments and exhibits to this annual report on
Form 10-K and any and all applications, instruments, and other documents to be Ñled with the Securities and
Exchange Commission pertaining to this annual report on Form 10-K or any amendments thereto, with full
power and authority to do and perform any and all acts and things whatsoever requisite and necessary or
desirable. Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capacities indicated on April 15, 2005.

Name Title

/s/ WILLIAM J. LANSING Chief Executive OÇcer President and Director
(Principal Executive OÇcer)William J. Lansing

/s/ FRANK P. ELSENBAST Vice President Finance, Chief Financial OÇcer
(Principal Financial and Accounting OÇcer)Frank P. Elsenbast

/s/ MARSHALL S. GELLER Chairman of the Board

Marshall S. Geller

/s/ ROBERT J. KORKOWSKI Director

Robert J. Korkowski

/s/ JOHN D. BUCK Director

John D. Buck

/s/ DOUGLAS V. HOLLOWAY Director

Douglas V. Holloway

/s/ JAMES J. BARNETT Director

James J. Barnett

/s/ ALLEN L. MORGAN Director

Allen L. Morgan
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Name Title

/s/ JAY IRELAND Director

Jay Ireland

/s/ RON HERMAN Director

Ron Herman
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ShopNBC Channel Position
DirecTV Channel 370

Dish Network Channel 228

or check your local cable listing.

Investor Relations 
ValueVision Media, Inc.

6740 Shady Oak Road

Eden Prairie, MN 55344

Telephone: 952-943-6000

www.valuevisionmedia.com

Transfer Agent 
Wells Fargo/Stock Transfer Department

161 North Concord Exchange

South Saint Paul, MN 55075

Independent Registered Public
Accounting Firm
Deloitte and Touche, LLP

400 One Financial Plaza

120 South 6th Street

Minneapolis, MN 55402

Annual Meeting 
Thursday, June 23, 2005

9:00 a.m. CDT

6740 Shady Oak Road

Eden Prairie, MN 55344

Annual Report and Form 10-K 
The Company’s Annual Report and Form 10-K for the

fiscal year ended January 31, 2005 has been filed

with the Securities and Exchange Commission.

Additional copies of the Annual Report and Form 

10-K are available free of charge.

Customer Service 
Order Line: 800-474-6762

Customer Service: 800-676-5523

www.shopnbc.com

Company Officers
William Lansing President & CEO

Catherine Amick VP, On Air Sales

Tony Anderson VP, Central Operations

Brenda Boehler EVP, TV & Internet Sales

Tom Chow VP, IT Infrastructure

Mitch Cook VP, Customer Service

Steve Craig VP, IT Development

Rick Ehrman VP, Business Development

Frank Elsenbast CFO & VP, Finance

Nathan Fagre SVP, General Counsel

Jennifer Figlio VP, Merchandising Jewelry

Karen Johnston SVP, Merchandising

Craig Laing SVP, Show Management

Beth Logsdon VP, Merchandise Planning  

Rob Manning VP, Cable Affiliations

Mike Murray VP, Operations

Robb Richter VP, Marketing

John Roberts VP, Deputy General Counsel

Jon Stoltz VP, TV Operations

Nicholas Vassallo VP, Corporate Controller

Bryan Venberg VP, Human Resources

Board of Directors
Marshall Geller Chairman, ValueVision Media, Inc.

Senior Manager, St. Cloud Capital Partners LP

Jim Barnett CEO and Chairman, Turn Inc.

John Buck Chairman, Medica

Ron Herman President & CEO, 

GE Commercial Finance – Equity

Douglas Holloway President – Cable Investments, 

NBC Universal Cable

Jay Ireland President, NBC Universal Television Stations

Robert Korkowski Former SVP Finance, Opus Corporation

William Lansing President and CEO, ValueVision Media, Inc.

Allen Morgan Managing Director, Mayfield



Valuevision Media, Inc.

6740 Shady Oak Road
Eden Prairie, MN  55344

Nasdaq: VVTV

valuevisionmedia.com


