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UNI TED STATES
SECURI TI ES AND EXCHANGE COMM SSI ON
VASHINGTON, D.C. 20549

FORM 10-Q

I'XI' QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURI TIES EXCHANGE
ACT OF 1934

For the quarterly period ended March 31, 2002
or

I TRANSI TI ON REPCRT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURI TI ES EXCHANGE
ACT OF 1934

For the transition period from to

Conmission file number: 0-29739

REG STER COM | NC.

(Exact name of registrant as specified inits charter)

Del awar e 11-3239091
(State or other jurisdiction of (I.R'S. Enployer Identification No.)
incorporation or organization)

575 Eighth Avenue, 8th Floor,
New York, New York 10018

(Address of principal executive offices) (Zip Code)

(212) 798-9100

(Former name, former address and forner fiscal year,
if changed since |ast report)

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

As of May 1, 2002, there were 39,675,853 shares of the registrant’s
comon stock out st andi ng.
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PART . CONSOLI DATED FI NANCI AL | NFORMATI ON
[TEM 1. CONSOLI DATED FI NANCI AL STATEMENTS

REG STER. COM I NC.
CONSCLI DATED BALANCE SHEET

(I'n thousands, except share amounts)

<Tabl e>
<Caption>
March 31, 2002
(Unaudi t ed)
<S> <C
Assets
Current assets
Cash and cash equivalents......................... $ 66, 262
Short-terminvestments...........ocovveiviinnn.. 77, 856
Accounts receivable, less allowance of $1,815 and
$2,179, respectively. ... 15, 747
Prepaid domain nane registry fees................. 15, 228
Deferred tax assets, net...............coovvvvnn.n. 19, 522
Other current asSetsS.........c.vvviiiiiieiinennnnn. 6, 852
Total current assetsS...................oo..n. 201, 467
Fixed assets, met..........ccovvriiiiiiiieiin., 9,077
Prepai d domain name registry fees, net of current
POF LT ON. et e 7,124
Cther inveStmENtS. .. ..ot e 396
Marketable SsecuUrities. ..o, 61,871
Goodwi I and other intangibles, net.................. 18, 521
Total asSets.......vvvviiiii $ 298, 456

Liabilities and Stockhol ders’ Equity
Current liabilities

Accounts payabl e and accrued expenses............. $ 16, 161
Deferred revenue, net..... ..., 60, 286
Acquisition notes payable 8,522
Qther current liabilities......................... 5,106
Total current liabilities................... 90, 075

Deferred revenue, net of current portion............. 29, 344
Oher long-termliabilities 175
Total liabilities................oooiiuiin, 119, 594

Commitments and contingencies........................

Stockhol ders’ equity
Preferred stock -- $0.0001 par val ue, 5,000,000
shares authorized; none issued and outstanding.
Conmon stock -- $.0001 par val ue, 200,000,000
shares authorized; 39,499,295 shares issued and
outstanding at March 31, 2002, and 38,296, 581
shares issued and outstanding at Decenber 31

2001, .. 4
Additional paid-incapital........................ 210, 823
Unearned conpensation.................coovvvvnnnn. (2,552)
Accumul ated other conprehensive income............ 402
Accumul ated deficit...................o il (29, 815)

Total stockhol ders’ equity.................. 178, 862
Total liabilities and stockhol ders’ equity.. $ 298, 456
</ Tabl e>

The acconpanying notes are an integral part of these consolidated
financial statements.

2

Decenber 31, 2001

$ 61, 932
78,186

11, 876
13, 845
18, 415
5,184
189, 438
8,036

4,718

396
57,651
8, 550

4
210, 679
(3,007)

1,386
(33, 469)
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REG STER. COM | NC.
CONSCLI DATED STATEMENT OF OPERATI ONS
(UNAUDI TED)
(I'n thousands, except per share amounts)
<Tabl e>
<Capti on>
<S>

NEL T BVBNUBS. . ottt
Cost Of FBVENUES. ...\ 't

Goss Profit.....ooo i
Qperating costs and expenses

Sales and marketing. ...
Research and developnent.....................cooiiiins,

General and administrative (includes non-cash
conpensation of $455 and $424, respectively).........
Anortization of goodwill and other intangibles.........
Total operating costs and expenses...............

Income fromoperations. .........ovvviriruieiiiiininanns
Qther income, net. ... ...

Incorme before provision for income taxes..................
Provision for income taxes.........ovvvvvrvririeiinennnnnn,

Net INCOMB. ... ..covviri i

Ot her conpr ehensive income
Unrealized gain on marketable securities ..............
Unrealized loss on foreign currency translation........

Conprehensive iNCOME ......vvvvre i,

Basic earnings per share.........................

Wi ght ed average shares used in basic earnings
Per Share. ... ...

Diluted earnings per share.......................

\iéi ght ed average shares used in diluted earnings
Per Share.......o.oiii e

</ Tabl e>

Three nonths ended March 31

2002 2001

<C <C
$ 27,300 $ 30, 660
8, 753 8,451
18, 547 22,209
8,234 8,210
2,318 1,986
3, 864 4,343
30 3,882
14, 446 18, 421
4,101 3,788
1,590 2,475
5, 691 6, 263
(2,037) (4,312
3, 654 1,951
498 769
(96) -
$ 4,056 $ 2,720
$ 0.09 $ 0.05
38,572 36, 896
$ 0.08 $ 0.04
44,175 43, 467

The acconpanying notes are an integral part of these consolidated

financial statements.

3



=DOCUMENT 1 PAGE 5============ (PD 11-JUN-2002 13: 23: 25)

=EFW 2080306

<Page>
REG STER COM I NC.
CONSOLI DATED STATEMENT OF CASH FLOWS
(UNAUDI TED)
(I'n thousands)
<Tabl e>
<Capti on>
<S>
CASH FLOWS FROM CPERATI NG ACTI VI TI ES
Nt I NCOME. . e

Adjustments to reconcile net incone to net cash provided by
operating activities
Deferred revenuUeS. .. ...
Depreciation and amortization............cooviiiiiiiiiinn.,
Conpensatory stock options and warrants eXpense....................
Deferred income taxes, Net...........o.oviiriiiiniriiiiinnnn,
Unrealized oss on foreign currency translation....................
Changes in assets and liabilities affecting operating cash flows
Accounts receivable, net...... ...
Prepaid domain nane registry fees..... ...
Prepai d i NCOMB aXBS. .o\ttt ittt e
QLher CUTTENt BSSELS. o\ttt e
Accounts payabl e and accrued eXpenses. . .........viiiiiiiiiiiiiii,
Income taxes payable... ... ..o
Qher current liabilities. ...

Net cash provided by operating activities........................

CASH FLOWS FROM | NVESTI NG ACTI VI TI ES
Purchases of fiXxed aSSetsS. ......covvriiiiiii s
Purchases of inVEStIMENES. ...t e
Maturities of inVeStMBNES. ... . e
ACqUI ST LI 0N, Nt o

Net cash used in investing activities................covvvviinns

CASH FLOWS FROM FI NANCI NG ACTI VI TI ES
Net proceeds fromissuance of common stock and warrants................
Repayment of notes payable.......... ..o

Net cash provided by financing activities........................

Net increase (decrease) in cash and cash equivalents......................
Cash and cash equivalents at beginning of period..........................

Cash and cash equivalents at end of period.......................

Suppl emental disclosure of cash flow information
Cash paid for interest...... ..o
Cash paid for iNCOME LAXES. ... .\ tu it
</ Tabl e>

The acconpanying notes are an integral part of these consolidated
financial statenents.

4
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REG STER COM | NC.
NOTES TO FI NANCI AL STATEMENTS

1. NATURE OF BUSINESS AND ORGANI ZATI ON
NATURE OF BUSI NESS

Regi ster.com Inc. (the "Company" or "Register.cont) provides Internet
domai n nanme registration and other online products and services such as website
creation, web-hosting, email, domain nane forwarding and advertising.

Regi ster.com began processing registrations in the generic top |evel
donains (gTLD).com .net and .org in June 1999 and, as such, were the first
registrar accredited by the Internet Corporation for Assigned Names and Nunbers
(1CANN) to conpete in the domain nane registration market after | CANN introduced
competition in the industry. Currently, the Conpany registers, renews and
transfers domain names across the .com .net and .org gTLDs, in new gTLDs such
as .bhiz, .info and .name and in over 250 country code top level domains
(ccTLDs), such as .co.uk and .org.uk for the United Kingdom .de for Germany and
.jp for Japan.

In June 2000, the Conpany acquired Inabox, Inc., developers of website
creation software. Through its RegistryPro subsidiary, the Conpany is
establishing a registry for the new gTLD . pro, which will be dedicated to
certified professionals such as |awyers, doctors and accountants. The Conpany
also has a small equity stake in Afilias, the consortiumof 18 registrars, which
manages the registry for the new gTLD .info which went live in Cctober 2001

I'n March 2002, the Conpany acquired Virtual Internet plc, a |eading
provider of online intellectual property protection services based in the United
Ki ngdom

ORGANI ZATI ON

The Conpany originally operated as Forman Interactive Corp. ("Forman"),
a New York corporation that was formed in Novenber 1994. Pursuant to a Merger
Agreenent dated June 23, 1999 by and anong Register.com a Del aware corporation
formed in May 1999 specifically for the purpose of this nerger, and Forman, the
stockhol ders of Forman exchanged their shares for an equival ent nunber of shares
of Register.com References herein to the operations and historical financial
information of the "Conpany" prior to the date of the nerger refer to the
operations and historical financial informtion of Forman. On March 3, 2000, the
Conpany sol d shares of its comon stock through its initial public offering.

2. SUMVARY OF SI GNI FI CANT ACCOUNTI NG PQLI CI ES
PRI NCI PLES OF CONSCLI DATI ON
The consol i dated financial statenents include the accounts of the

Company and its whol | y-owned subsidiaries. Inter-conpany bal ances and
transactions have been elininated.
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I NTERI' M FI NANCI AL STATEMENTS

The interimfinancial statenments have been prepared by Register.com
without audit, pursuant to the rules and regul ations of the Securities and
Exchange Commission. In the opinion of management, financial statements included
inthis report reflect all normal recurring adjustnments which Register.com
consi ders necessary for fair presentation of the results of operations for the
interimperiods covered and of the financial position of Register.comat the
date of the interimbalance sheet. Certain informtion and footnote disclosures
normal Iy included in the annual financial statements prepared in accordance with
general |y accepted accounting principles have been condensed or onitted pursuant
to such rules and regul ations. However, Register.com believes that the
disclosures are adequate for understanding the information presented. The
operating results for interimperiods are not necessarily indicative of the
operating results for the entire year. These interimfinancial statements should
be read in conjunction with Register.conis December 31, 2001 audited financial
statements and notes thereto included in Register.coms Annual Report on Form
10-K.

CASH EQUI VALENTS

The Company considers all highly liquid investments purchased with an
initial mturity of 90 days or less to he cash equivalents. The Conpany
maintains its cash balances in highly rated financial institutions. At tines,
such cash bal ances may exceed the Federal Deposit Insurance Corporation linit.
The Conpany has pledged approximately $7,425,000 of its cash equival ents and
short-terminvestnents as col lateral against outstanding letters of credit as of
March 31, 2002.

| NVESTMENTS

The Conpany classifies the debt securities it has purchased as
mar ket abl e securities in accordance with the provisions of Statenment of
Financial Accounting Standards No. 115, "Accounting for Certain Investments in
Debt and Equity Securities." These securities are carried at fair market val ue,
with unrealized gains and losses reported in stockhol ders’ equity as a component
of other conprehensive income. Gains or |o0sses on securities sold are based on
the specific identification method.

Securities with mturities of less than one year are classified as
short-terminvestnents, and securities with maturities of greater than a year
are non-current and are classified as marketable securities, within the
consol i dated bal ance sheet.

REVENUE RECCGNI TI ON

The Conpany’s revenues are primarily derived fromdomain name
registration fees, advertising and online products and services.

DOVAI'N NAME REG STRATI ON FEES

Registration fees charged to end-users for registration services are
recogni zed on a straight-line basis over the life of the registration termfor
initial registrations and registration renewal s. Substantially all end-user
subscribers pay for services with major credit cards for

6
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which the Conpany receives daily remittances fromthe credit card carriers. A
provision for chargebacks fromthe credit card carriers is included in accounts
payabl e and accrued expenses. Such amounts are separately recorded and deduct ed
fromgross registration fees in determning net revenues. Referral commissions
earned by the Conpany’s participants in the Conpany's global partner network are
deducted fromgross registration revenue in deternining net revenues

ONLI NE PRODUCTS AND SERVI CES

Revenue fromonline products and services is recognized on a
straight-1ine basis over the period in which services are provided. Paynents
received in advance of services being provided are included in deferred revenue
Revenues from escrow services are recogni zed upon conpl etion of the escrow
service provided

ADVERTI SI NG

Advertising revenues are derived principally fromshort-term
advertising contracts in which the Conpany typically guarantees a nini num nunber
of inpressions or pages to be delivered to users over a specified period of tinme
for a fixed fee. Advertising revenues are recognized ratably in the period in
whi ch the advertisement is displayed, provided that no significant obligations
remain, at the lesser of the ratio of inpressions delivered over tota
guaranteed i npressions or the straight-line basis over the termof the contract
To the extent that nininum guaranteed inpressions are not met, the Conpany
defers recognition of the corresponding revenues until the guaranteed
i npressions are achi eved.

DEFERRED REVENUE

Deferred revenue primarily relates to the unearned portion of revenues
related to the unexpired termof registration fees, net of an estimte for
credit card chargebacks and external commissions, deferred advertising revenue
and online products and services revenue

PREPAI D DOVAIN NAVE REG STRY FEES

Prepai d domain name registry fees represent amounts paid to registries
for generic and country code domains for updating and maintaining the
registries. Domain name registry fees are recognized on a straight-line basis
over the life of the registration termfor initial registrations and
registration renewal s

| NCOVE TAXES

The Company recogni zes deferred taxes by the asset and liability method
of accounting for income taxes. Under the asset and liability nethod, deferred
income taxes are recognized for differences between the financial statement and
tax bases of assets and liabilities at enacted statutory tax rates in effect for
the years in which the differences are expected to reverse. The effect on
deferred taxes of a change in tax rates is recognized in income in the period
that includes the enactnent date. In addition, valuation allowances are
establ i shed when necessary to reduce deferred tax assets to the amounts expected
to be realized
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USE OF ESTI MATES

The preparation of financial statements in conformity with generally
accepted accounting principles requires the management of the Company to make
estimates and assunptions that affect the anounts reported in the financial
statenments and acconpanying notes. The Company’s nost significant estimtes
relate to credit card charge backs and refunds, the realizability of deferred
tax assets and the anortization period of intangible assets. Actual results
could differ fromthose estimates. The markets for the Company's products and
services are characterized by intense conpetition, technology advances and new
product/service introductions, all of which could inpact the future
realizability of the Company’s assets.

EARNINGS PER SHARE

The Conpany accounts for earnings per share in accordance with
Statement of Financial Accounting Standards No. 128, "Earnings Per Share."

Basi c earnings per share ("Basic EPS') is computed by dividing net
income available to conmon stockhol ders by the weighted average nunber of comon
shares outstanding during the period. Diluted earnings per share ("Diluted EPS")
gives effect to all dilutive potential commn shares outstanding during a
period. In computing Diluted EPS, the treasury stock method is used in
determining the number of shares assumed to be purchased fromthe conversion of
comon stock equival ents.

COVPREHENSI VE | NCOVE

The Conpany fol |l ows SFAS No. 130, "Reporting Conprehensive |ncome"
("SFAS No. 130"). This statement requires conpanies to classify items of their
conprehensive income by their nature in the financial statements and display the
accunul ated bal ance of other conprehensive income separately fromretained
earnings and additional paid-in capital in the equity section of a statement of
financial position. The difference between net income and conprehensive incone
for the three nonths ended March 31, 2002 included $498, 000 of net unrealized
gains in merketable securities and $96,000 of unrealized losses for foreign
currency translation. The difference between net income and conprehensive income
for the three months ended March 31, 2001 included $769,000, the net unrealized
gain in marketable securities.

RECENT ACCOUNTI NG PRONCUNCENENTS

In July 2001, the FASB issued Statement of Financial Accounting
Standards No. 141, "Business Conbinations" ("SFAS 141") and Statement No. 142,
"Goodwi | | and Qther Intangible Assets" ("SFAS 142").

SFAS 141 establishes accounting and reporting for business combinations
by requiring that all business combinations be accounted for under the purchase
method. Use of the pooling-of-interests method is no |onger permitted. SFAS 141
requires that the purchase method be used for business combinations initiated
after June 30, 2001. The adoption of SFAS 141 is not expected to have a material
i mpact on the Conpany’s financial condition or results of operations.

8
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SFAS 142 requires that goodwill no longer be amortized to earnings, but
instead be reviewed for inpairment. The Conpany adopted the Statement and ceased
amortization of goodwill effective January 1, 2002.

I'n accordance with the adoption provisions of SFAS 142, the following
is areconciliation of net income, basic earnings per share and diluted earnings
per share with the amounts reported by the Conpany for the three months ended
March 31, 2001 as if SFAS 142 had been in effect for the stated period.

<Tabl e>
<Caption>
Mar ch
(I'n thousands, except per share amounts) 20
<S> <C
Net | ncone:
Reported net incone $ 1
Anortization of goodw |l and other intangibles 3
Adj usted net incone $ 5
Basi ¢ earnings per Share:
Reported basic earnings per share $
Anortization of goodwi |l and other intangibles per share
Adj usted basic earnings per share $
Diluted Earnings Per Share:
Reported diluted earnings per share $
Anortization of goodwill and other intangibles per share
Adjusted diluted earnings per share $
</ Tabl e>

I'n August 2001, the FASB issued Statenent of Financial Accounting
Standards No. 144 "Accounting for the Inpairnment or Disposal of Long-Lived
Assets," ("SFAS 144"), replacing SFAS 121, "Accounting for the |npairnent of
Long-Li ved Assets and for Long-Lived Assets to Be Disposed Of," and portions of
APB Opinion 30, "Reporting the Results of Cperations." SFAS 144 provides a
single accounting model for long-lived assets to be disposed of and changes the
criteria that woul d have to be met to classify an asset as held-for-sale. SFAS
144 retains the requirement of APB Cpinion 30, to report discontinued operations
separately fromcontinuing operations and extends that reporting to a conponent
of an entity that either has been disposed of or is classified as held for sale.
SFAS 144 is effective January 1, 2002 for the Conpany. The adoption of SFAS 144
did not have a material inmpact on the Conpany’s financial condition or results
of operations.

RECLASSI FI CATI ON
Certain amounts in the financial statements of the prior year have been

reclassified to conformto the current year presentation for conparative
pur poses.
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3. CONTINGENCI ES
LI TI GATI ON

I'n Novenmber 2001, the Conpany, its Chairman, President, Chief Executive
Officer Richard D. Forman, former Vice President of Finance and Accounting, Alan
G Breitman, Coldman Sachs & Co. and Lehman Brothers, Inc. two of the
underwiters in the syndicate for our March 3, 2000 initial public offering,
were named as defendants in a class action conplaint alleging violations of the
federal securities laws in the United States District Court, Southern District
of New York. Coldman Sachs & Co. and Lehman Brothers, Inc. distributed 172,500
of the 5,750,000 shares in the PO The conplaint seeks unspecified damages as a
result of various alleged securities law violations arising fromactivities
purportedly engaged in by the underwiters in connection with our initial public
offering. Plaintiffs allege that the underwiter defendants agreed to allocate
stock in the Conpany’s initial public offering to certain investors in exchange
for excessive and undi sclosed comnissions and agreenments by those investors to
meke additional purchases of stock in the aftermarket at pre-determned prices.
Plaintiffs allege that the prospectus for the Company’s initial public offering
was false and misleading in violation of the securities |aws because it did not
disclose these arrangements. The Conpany intends to vigorously defend the
action, which is being coordinated with over three hundred other nearly
identical actions filed against other conpanies before one judge in the U.S.
District Court for the Southern District of New York. No date has been set for
any response to the conplaint.

There are various other claims, |awsuits and pending actions agai nst
the Conpany incidental to the operations of its business. It is the opinion of
managenent, after consultation with counsel, that the ultimte resolution of
such clainms, lawsuits and pending actions will not have a material adverse
effect on the Conpany’s financial position, results of operations or liquidity.

4. ACQUISITION OF VIRTUAL | NTERNET PLC

On February 1, 2002, through one of its newy established subsidiaries,
Regi ster.com (UK) Linited, the Company announced a recormended cash offer for
all outstanding shares of Virtual Internet plc. The offer valued Virtual
Internet plc at approximately $16.9 mllion. The of fer was declared
uncondi tional on February 22, 2002 and the Conpany purchased all shares tendered
prior to that date on March 8, 2002. The offer for the remaining shares closed
on March 27, 2002. Together with shares the Company had acquired in the market
directly, it owned approximtely 98%of Virtual Internet plc's shares as of
March 31, 2002. The Conpany expects to acquire the shares that had not been
tendered before March 27, 2002 through the compul sory acquisition procedure
pursuant to the U K Conpanies Act.

Virtual Internet plc sharehol ders, other than sharehol ders in certain
jurisdictions outside of the UK were given the opportunity to elect to receive
loan notes to be issued by Register.com(UK) linited in exchange for their
Virtual Internet plc shares. Register.com (UK) Limted issued approxi mtely $8.5
mllion in loan notes. These loan notes bear interest at a floating rate of
LIBOR minus 1% and may be redeemed at the request of the hol der at any tine
between six months after the date of issue and June 30, 2003, at which tine they
mature. The |oan notes are guaranteed as to principal by Barclays Bank plc,
whose guarantee is currently supported by a

10
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cash deposit of approximately $8.5 nillion by the Conpany. This deposit
guarantees the payment of the loan notes. The cash portion of the Virtual
Internet acquisition was funded with the Conpany's available cash resources. The
terms of the transaction were determned through arms’-length negotiations
between Register.comand Virtual Internet plc.

Virtual Internet plc is based in the U K and has operations in the
United States and Europe operating through two divisions: the Corporate Services
division and the Hosting division. The Corporate Services division provides
online intellectual property management and protection services under the
Net Sear chers brand. The Hosting division provides web-hosting services under the
Virtual Internet brand. The Company sold the Hosting division on May 9, 2002.

The results of operations for Virtual Internet plc's NetSearchers
busi ness have been included in the Conpany’s consolidated financial results
since March 8, 2002. The net realizable value of the net assets of the Hosting
division have been classified as "Assets held for sale" included in O her
Current Assets on the Conpany’s Bal ance Sheet. The inpact of Virtual Internet
plc’s business on net revenues and operating income in the quarter ended March
31, 2002 were $730,000 and $28,000, respectively.

Presented bel ow are the pro forma financial results of the Conpany
prepared under the assunption that the acquisition of Virtual Internet plc had
been conpleted as of January 1, 2001. These pro forma financial results include
the fol lowing significant assunptions:

The acquisition has been accounted for under the provisions of SFAS
141, "Business Conbinations" and SFAS 142, "Goodwill and Qther
Intangible Assets" as if adopted January 1, 2001. Intangibles of
$2.2 mllion have been identified and these primarily consist of
trademarks, customer relationships and software technology with a
wei ghted average life of 5.4 years. Goodwill of $7.8 million has
been recogni zed in connection with this transaction. The Goodwill
and identified intangibles reflect the prelininary allocation of the
excess of the acquisition cost over the fair value of the assets and
liabilities acquired. The estimate of fair value and the
identification of certain intangible assets is prelininary and
subject to change. For purposes of preparing this pro form
statement in order to maintain comparability between the reported
results for fiscal 2002 and 2001, all the intangible assets of
Virtual Internet plc with an indefinite life and goodwill have not
been amortized in the pro forma results.

The acquisition price of approximately $16.9 mllion was funded with
the issuance of $8.5 nillion of floating rate notes and $8.4 nillion
of cash. The floating rate notes had an interest rate during the
first quarter of fiscal 2001 and 2002 of 4.75% and 0.90%
respectively. An increase of 0.25%in the average short-term
interest rate would result in a change to interest expense of
$21,000 on an annual basis.

The exchange rates used in the translation of the historical
financial results of Virtual Internet fromU K pounds to US
dollars for the three months ended March 31, 2001 and 2002 is
US$1.458 and US$1.426 per U K pound, respectively.

11
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<Tabl e>
<Caption>
PRO FORVA

THREE MONTHS ENDED MARCH 31,
(I'n thousands) 2002 2001
<S> <C <C
Net sal es $ 29,028 $ 31,463
Net | ncome $ 2,981 $ 973
</ Tabl e>

| TEM 2. MANAGEMENT' S DI SCUSSI ON AND ANALYSI S OF FI NANCI AL CONDI TI ON AND RESULTS
CF OPERATI ONS

This report contains forward-looking statenents relating to future
events and our future performance within the meaning of Section 27A of the
Securities Act of 1933, as amended, and Section 21E of the Securities Exchange
Act of 1934, as anmended, including, without limtation, statements regarding our
expectations, beliefs, intentions or future strategies that are signified by the
words "expects", "anticipates", "intends", "believes" or sinilar |anguage
Actual results could differ materially fromthose anticipated in such
forward-1ooking statements. Al forward-1ooking statements included in this
docunent are based on informtion available to us on the date hereof. It is
routine for our internal projections and expectations to change as the year or
each quarter in the year progress, and therefore it should be clearly understood
that the internal projections and beliefs upon which we base our expectations
may change prior to the end of each quarter or the year. Although these
expectations may change, we may not informyou if they do. Qur conpany policy is
general |y to provide our expectations only once per quarter, and not to update
that information until the next quarter. W caution investors that our business
and financial performance are subject to substantial risks and uncertainties. In
eval uating our business, prospective investors should careful |y consider the
information set forth below under the caption "Risk Factors" in addition to the
other information set forth herein and el sewhere in our other public filings
with the Securities and Exchange Conmission

OVERVI EW AND SI GNI FI CANT ACCOUNTI NG PQLI O ES

Vi are a provider of global domain name registration and Internet
services for businesses and consumers that wish to have a unique address and
branded identity on the Internet. Domain nanes serve as part of the
infrastructure for Internet communications, including websites, email, audio
video and tel ephony

W& began processing registrations in the generic top |evel domains
(gTLD) .com .net and .org in June 1999 and, as such, were the first registrar
accredited by the Internet Corporation for Assigned Names and Numbers (1 CANN) to
conpete in the domain name registration market after | CANN introduced
conpetition in the industry. W had approximately 3.4 million domain nane
registrations under management as of March 31, 2002. Currently, we register
renew and transfer domain names across the .com .net and .org gTLDs, in new
gTLDs such as .biz, .info and .name and in over 250 country code top |eve
domains (ccTLDs), such as .co.uk and .org.uk for the United Kingdom .de for
Germany and .jp for Japan

Vi believe that we offer a quick and user-friendly registration process
as well as responsive and reliable customer support. W also offer a suite of
val ue-added products and
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services targeted to assist our custoners in devel oping and maintaining their
online identities, including

PRODUCTS AND SERVI CES PRODUCTS AND SERVI CES
PROVI DED BY US RESOLD BY US
website-creation tools under the names - emi

FirstStepSite(R) and iebSiteNow (TM

intellectual property and brand protection - search engine
services related to domain names submi ssion services
domain nane re-sale services offered through our - digital certificates

subsidiary Afternic.com

Domain nane registration activity is driven by the use of the Internet
by businesses and consumers for el ectronic comerce and conmunication, the
promotion, marketing and protection of brand and identity across the world and
other online activities. Qur mission is to becone the preferred partner for
custoners who seek to create, enhance and manage their Internet presence

Qur retail customers are typically small to mediumsize businesses as
wel | as small office/home office and individuals. Generally, these custoners
purchase domain name registration services directly fromour website at
www. regi ster.com Qur Corporate Services division provides domain nane
registration and related products and services to large corporations enterprises
with specialized registration needs including global registration and managenent
services, brand and trademark protection and enhanced security

In order to extend our distribution we naintain a Gobal Partner
Network of Internet Service Providers (1SPs), web-hosting conpanies, telecom
carriers, web portals and other e-businesses. Using our flexible software
sol utions, these conpanies are authorized to resell our domain nane registration
services and related products and services to their customers

Recently we launched Registry Advantage(TM, a domain registry
solution, to enable registries of all sizes to take advantage of our systems on
an outsourced hasis, and offering thema full domain registry solution

Through our RegistryPro subsidiary, we are establishing a registry for
the new gTLD .pro, which will be dedicated to certified professionals such as
| awyers, doctors and accountants. W also have a small equity stake in Afilias
the consortiumof 18 registrars, which manages the registry for the new gTLD
.info which went live in Cctober 2001

V¢ are the successor by merger to Forman Interactive Corp. Forman
Interactive comenced operations in 1994 as a devel oper of electronic comerce
software, and began offering web-hosting and related products and services in
1997. In February 1998, we began to distribute domain nanes for free and, to a
| esser extent, on a commission basis when we distributed domain names for
international registrars and registries. In April 1999, we comenced of fering
registration services for ccTLDs. On June 23, 1999, Forman Interactive
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merged with and into Register.com Inc. and we began operating as a paid
registrar in the .com .net and .org domains. In June 2000, we acquired Inabox,
Inc. and we used Inabox's software to devel op our FirstStepSite(R),
VebsiteNOW (TM products and My.register.com one of the reseller solutions
offered to our Gobal Partner Network. W acquired Inabox, Inc. for
approximtely $1.0 nillion in cash and 280,019 shares of our comon stock. In
Sept ember 2000, we acquired Afternic.com Inc., a leading secondary market
exchange for domain names, for approximately $10.0 nillion cash and 4,378, 289
shares of our common stock. Each of these transactions was accounted for using
the purchase method of accounting. As a result, the financial results of |nabox
and Afternic.comare consolidated with our financial results fromthe dates of
their respective acquisitions.

RECENT EVENT - ACQUI SI TION OF VI RTUAL | NTERNET PLC

On February 1, 2002, through one of our newy established subsidiaries,
Regi ster.com (U K ) Linited, we announced a recomended cash offer for all
outstanding shares of Virtual Internet plc. Virtual Internet plc is based in the
U K and has operations in the United States and Europe operating through two
divisions: the Corporate Services division and the Hosting division. The
Corporate Services division provides online intellectual property managenent and
protection services under the NetSearchers brand. The Hosting division provides
web- hosting services under the Virtual Internet brand. The offer valued Virtual
Internet plc at approximately L11.99 million (approximtely US $16.9
mllion). W consurmated our offer in March 2002 and we currently own
approximately 98%of Virtual Internet plc's shares. W are in the process of
acquiring the remaining shares through the compul sory acquisition procedure
pursuant to the U K Conpanies Act. Virtual Internet plc sharehol ders, other
than sharehol ders in certain jurisdictions outside of the UK, were given the
opportunity to elect to receive loan notes to be issued by Register.com(UK)
Linited in exchange for their shares. Qur results of operations for the three
month period ended March 31, 2002, include those of Virtual Internet’s
Net Sear chers busi ness since March 8, 2002. On May 9, 2002, we sold Virtual
Internet plc's Hosting division for $0.5 nillion. The net realizable value of
this divisionis included on the Balance Sheet as of March 31, 2002 as "Assets
held for Sale" within Cther Current Assets.

NET REVENUES

W& derive our net revenues from domain name registrations, online
products and services and advertising. Net revenues from domain name
registrations consist of fees paid by registrants over the course of the
registration period reduced by referral comnissions and a provision for credit
card chargebacks. VW currently earn registration fees in connection with new
renewal, extended and transferred registrations. Registration periods generally
range fromone to ten years.

Under current credit card industry practices, we are liable for
fraudul ent and disputed credit card transactions because we do not obtain the
cardhol der’s signature at the time of the transaction, even though the financial
institution issuing the credit card my have approved the transaction. If a
significant percentage of customers request refunds or chargebacks to their
credit cards based on clains that their credit card was used fraudul ently or
wi thout their consent, our business could be materially adversely affected. As a
result, we must estimate the anount of credit card chargebacks we will receive
inthe future related to credit card sales in the current
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period. In deternining our estimate, we review historical rates of credit card
char gebacks, current econonic trends and changes in acceptance of our products
and services on a nonthly basis. Deferred revenues and net revenues are
presented net of provisions recorded for potential chargebacks.

In addition to our standard registration fees published on our
wwv. regi ster. com website, we have a nunber of different fee structures for our
domai n name registration services. Qur Corporate Services division delivers a
diversified range of higher-priced services for our corporate custoners and
extends vol ume-based di scounts for domain name registrations and transfers. W
pay referral commissions based on a percentage of the net registration revenues
derived fromregistrations processed through certain participants in our d obal
Partner Network and those we process through our waw.register.com website
referred to us by participants in our affiliate network. Qther participants in
our Gobal Partner Network (those who use our My.register.con(TV and TPP
interfaces) pay us a fee per registration, discounted off of our standard
registration fee.

Domai n nane registration revenues are deferred at the time of the
registration and are recognized ratably over the termof the registration
period. Under this subscription-based model, we recognize revenue when we
provide the registration services, including customer service and maintenance of
the individual domain nane records. W require prepayment via credit card for
all online domain name registration sales, which provides us with the full cash
fee at the beginning of the registration period while recognizing the revenues
over the registration period. For some of our custonmers who register domin
names through our Corporate Services division and for some participants in our
Gobal Partner Network, we establish lines of credit based on credit worthiness.

W believe that the high growth rate experienced in the domain nane
registration market in late 1999 and 2000 is not an indication of anticipated
future growth rates. During that period substantial nunbers of domain nane
registrations were driven by factors including: (i) the recognition by
busi nesses that they needed to establish an online presence; (ii) significant
registration activity by domain nane specul ators, who register names with the
intention of reselling themrather than putting themto use; and (iii) extrenely
strong growth in new business start-ups in the Internet sector. In late 2000,
the domain name registration market's growth rate began to decrease. Since the
end of the third quarter of 2001, the overall nunber of .com .net and .org
gTLDs in the registry decreased from32 nillion as of September 30, 2001 to 28.8
mllion as of December 31, 2001 to 27.3 million as of March 31, 2002. This is
due, in large part, to the large nunber of names, which were registered in 1999
and 2000, by domain name specul ators. Because we had a significant number of
such pronotional nanes registered through various aggressive marketing efforts,
i ncludi ng our NanmeDeno. com service which we discontinued in February 2001, a
significant percentage of the domain nane registrations managed by us were not
renewed and |apsed in the fourth quarter of 2001. This resulted in a decrease of
our total names under managenment fromapproximately 3.8 million as of September
30, 2001 to approximately 3.3 nillion as of December 31, 2001. In the first
quarter of 2002 our total names under managenent increased slightly to 3.4
mllion as of March 31, 2002. Qur nunber of paid domain nane registrations,
renewal s and transfers, decreased sequentially each quarter fromthe first
quarter of 2000 until the introduction of new gTLDs in the fourth quarter of
2001. Registration renewal s contribute to our revenues from domein nane
registrations as our
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custoners’ initial registrations reach the end of their terns and a portion of
these customers renew their registrations. Over time, as the percentage of nanes
hel d by specul ators decreases, we expect to see an increase in renewal rates
across the industry. Taking into account all of these dynanics, we anticipate
that revenues fromdomain name registrations will remain relatively flat for the
short term but will increase over tine if our renewal and other marketing
efforts are successful. W also anticipate that revenue from domain names will
continue to be the largest component of our revenues for the foreseeable future

Online products and services, which primarily consist of applications
for new gTLDs, intellectual property protection services related to the
introduction of new gTLDs, email, domain nane forwarding, web-hosting, site
subni ssion to search engines and software, are sold either as one time offerings
or annual or monthly subscriptions, depending on the product or service
of fering. Exanples of the online products and services related to the
introduction of new gTLDs have included domain name applications for .biz, .info
and .name, Brand Protection Plans for .hiz (each such Plan included IP
(Intellectual Property) claimfiling and notification services, domain nane
application subnissions and the registration of the .biz domain name should the
customer obtainit), and defensive registrations for .name. Revenues from domain
nane applications, which may or may not result in domain registrations, and
these other related services for .biz, .info and .name were recognized upon the
sale of the applications and related services. Revenues fromour other online
products and services, such as email and domain name forwarding, are recognized
ratably over the period in which we provide such services. To date, online
products and services related to the introduction of new gTLDs have been
designed by the different new gTLD registries and, as such, we cannot be certain
as to which, if any, opportunities will arise nor the success we will meet in
selling these products and services. To date, our software revenues have not
been material and we do not expect these revenues to be material for the
foreseeabl e future

Advertising revenues are derived fromthe sale of sponsorships and
banner advertisenents under short-termcontracts that range fromone month to
one year in duration. W recognize these revenues ratably over the period in
whi ch the advertisements are displayed provided that no significant conpany
obligation remains and collection of the resulting receivable is probable

COST OF REVENUES

Qur cost of revenues consists of the costs associated with providing
domai n nane registrations and online products and services. Cost of revenues for
domain name registrations primarily consists of registry fees, depreciation on
the equi pment used to process the domain name registrations, the fees paidto
the co-location facilities maintaining our equipment and fees paid to the
financial institutions to process credit card payments on our behal f. W pay
registry fees for gTLDs ranging from $5.30 per year for each .hiz and .info
dommi n nane registration to $6 per year for each .com .net and .org domain name
registration and registry fees of approximately $5 to $160 for one- or two-year
country code domain name registrations. The largest conponent of our cost of
revenues is the registry fees, which, while paidinfull at the time that the
domain name is registered, are recorded as a prepaid expense and recogni zed
ratably over the termof the registration.
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Cost of revenues for our online products and services consists of fees
paid to third-party service providers, depreciation on the equipment used to
deliver the services, fees paid to the co-location facilities mintaining our
equi pment and fees paid to the financial institutions to process credit card
payments on our behal f. The cost of revenues for online products and services
are recogni zed ratably over the periods in which the services are provided

There are no material costs associated with our software revenues

i le we have no direct cost of revenues associated with our
advertising revenue, we do incur operational costs including salaries and
conmi ssions, which are classified as operating expenses. W& have no increnental
cost of revenues associated with delivering advertisenents since we use the sanme
equi pment to deliver the advertisements as we use for our domain nane
registration services

OPERATI NG EXPENSES

Qur operating expenses consist of sales and marketing, research and
devel opment, general and administrative, non-cash conpensation expenses, and
anortization of goodwill and other intangible assets. Qur sales and marketing
expenses consist primarily of enployee salaries, marketing programs such as
advertising, registry fees associated with the domain names registered through
NameDeno. com (di scontinued in February 2002) or as part of our pronotiona
canpai gns which offered free registrations and conmissions paid to our sales
representatives. Research and devel opment expenses consist primarily of enployee
salaries, fees for outside consultants and related costs associated with the
devel opnent and integration of new products and services, the enhancenent of
existing products and services and quality assurance. General and adnministrative
expenses, excludi ng non-cash conpensation, consist primrily of enployee
salaries and other personnel-related expenses for executive, financial and
adnini strative personnel, as well as professional services fees and bad debt
accrual s. Non-cash conpensation expenses are related to grants of stock options
and warrants made to enpl oyees, directors, consultants and vendors. Facilities
expenses are allocated across our different operating expense categories. In
addition to the $1.8 nillion, $2.2 nillion and $4.9 nillion of non-cash
conpensation expenses recorded in 2001, 2000 and 1999, respectively, we estimate
we will record approximately $3.0 nillion in additional non-cash compensation
charges through 2005 as fol lows: $1.8 nillion in 2002, $883,000 in 2003
$143,000 in 2004 and $174,000 in 2005. These charges primarily relate to the
i ssuance of enployee stock options having exercise prices bel ow fair market
val ue on the date of grant. The non-cash conpensation charges will reduce our
earnings or increase our |osses, as applicable, in future periods

NET | NCOVE

Al'though we achieved profitability for the quarter ended March 31, 2002
and for the year ended Decenber 31, 2000, we were not profitable for the year
ended Decenber 31, 2001. Qur net loss for 2001 included a one-tinme wite down of
approximtely $32.5 million of intangible assets associated with the acquisition
of Afternic and the reversal of a tax valuation allowance of $2.5 nillion. CQur
year 2000 profitability was due, in part, to a one-time gain of $4.6 nillion
fromthe sale of our investment in a private conpany and the recognition of
interest income. W anticipate that our operating expenses will increase in the
foreseeabl e future as we explore
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strategic opportunities, develop new products and services, expand
internationally, increase our sales and marketing operations, develop new
distribution channels and strategic relationships, inprove our operational and
financial systems and broaden our customer service capabilities. In addition,

| osses at RegistryPro and Virtual Internet may reduce our profitability in 2002.

RESULTS OF CPERATI ONS

The following tables set forth our selected unaudited quarterly
statement of operations data, in dollar amounts and as a percentage of net
revenues, for the three months ended March 31, 2002 and 2001. In our opinion,
this information has been prepared substantially on the same basis as the
audited financial statements appearing in our Annual Report on Form 10-K for the
year ended Decenber 31, 2001, and all necessary adjustnents, consisting only of
normal recurring adjustments, have been included in the amounts stated bel ow to
present fairly the unaudited quarterly results of operations data. The operating
results in any quarter are not necessarily indicative of the results to be
expected for any future period.

<Tabl e>
<Capti on>
THREE MONTHS ENDED MARCH 31,
2002 2001
(I'n thousands)
<S> <C <C
NBt TRVBNUBS. . ottt $ 27,300 $ 30,660
COSt Of TRVENUES. . .\ttt 8, 753 8, 451
Goss Profit. ..o 18, 547 22,209
Qperating costs and expenses
Sales and marketing...... ... 8,234 8,210
Research and developnent.............cc i 2,318 1,986
Ceneral and administrative (includes non-cash conmpensation of
$455 and $424, respectively)...... ..o 3,864 4,343
Anortization of goodwill and other intangibles................. 30 3,882
Total operating costs and expenses.................coovvvvnnn. 14, 446 18,421
Income fromoperations. . ......vvuurie i 4,101 3,788
QLher INCOMB, NBb. ... 1,590 2,475
[ NCONME LAX EXPENSE. .\ttt ettt et (2,037) (4,312)
Net I NCOMB. ...t e $ 3,654 $ 1,951
</ Tabl e>
<Tabl e>
<Capti on>
THREE MONTHS ENDED MARCH 31,
2002 2001
<S> <C <C
NEt T BVENUBS. ..ottt 100% 100%
CoSt Of FEVENUES. ...\ e 32% 28%
Q0SS Profit. ..o 68% 2%
Qperating costs and expenses
Sales and marketing. ......ooovvriii i 30% 27%
Research and development....... ... 9% 6%
General and adninistrative (includes non-cash conpensation of
$455 and $424, respectively).. ... 14% 14%
Anortization of goodwi |l and other intangibles................. - 13%
Total operating costs and eXpenses.............c...oovvevninn. 53% 60%
[ncome fromoperations. ........o.oiiiii 15% 12%
QLher INCOMB, NBL. ... .. 5% 8%
[NCOME £AX BXPENMSE. . .ttt ettt e et e -T% -14%
Net INCOMB. . ... 13% 6%
</ Tabl e>
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THREE MONTHS ENDED MARCH 31, 2001 AND 2002
NET REVENUES

Total net revenues decreased from$30.7 nillion for the three nonths
ended March 31, 2001 to $27.3 million for the three nonths ended March 31, 2002.

DOVAI N NAME REG STRATIONS.  Revenues from domain nane registrations
decreased 4.6%to $24.9 nillion for the three months ended March 31, 2002 from
$26.1 nillion for the three months ended March 31, 2001. This decrease was due
primrily to |ower preceding sales levels and the resulting recognition of a
| ower amount of deferred revenue during the three months ended March 31, 2002 as
conpared to the amount recognized during the three nonths ended March 31, 2001.

At March 31, 2002, we had $89.6 million of deferred revenue conmpared to
$77.4 mllion at December 31, 2001. This represents a net increase of $12.2
mllion for the three nonths ended March 31, 2002 as conpared to a $3.1 nillion
decrease in deferred revenue for the three months ended March 31, 2001. The
increase was primarily the result of the acquisition of Virtual Internet, which
contributed $7.1 nillion in deferred revenue, and increased sales fromrenewed
and transferred domain registrations. During the last twelve months, the average
termof our domain name registrations has remained relatively constant at 19
mont hs.

ONLI NE PRODUCTS AND SERVI CES. Revenues fromonline products and
services increased 4.4%from $794,000 for the three nonths ended March 31, 2001
to $829,000 for the three nonths ended March 31, 2002. The increase resulted
primrily fromsales of .nane defensive registrations.

ADVERTI SING. Revenues fromadvertising decreased 57.9%from $3.8
milion for the three months ended March 31, 2001 to $1.6 nmillion for the three
nonths ended March 31, 2002, primarily fromthe decrease in our rates and vol une
of advertising and sponsorships we sold on our www. register.com
FirstStepSite(R and other web pages during the current period. W anticipate
continuing to face increasing challenges in the Internet advertising market in
future periods.

COST OF REVENUES

Total cost of revenues increased from$8.5 million for the three nonths
ended March 31, 2001 to $8.8 nillion for the three months ended March 31, 2002.

COST OF DOVAIN NAME REG STRATIONS. Costs of domain nane registrations
increased 2.4%to $8.7 million for the three nmonths ended March 31, 2002 from
$8.3 mllion for the three months ended March 31, 2001. This increase was due
primarily to increased costs other than registration fees, such as fulfillment
costs.

COST OF ONLINE PRODUCTS AND SERVI CES. Cost of online products and
services increased from $173,000 for the three nonths ended March 31, 2001 to
$700,000 for the three nonths ended March 31, 2002 primarily due to fees paid to
the .name registry in connection with sales of .name defensive registrations.
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CPERATI NG EXPENSES

Total operating expenses decreased from$18.4 nillion for the three
months ended March 31, 2001 to $14.4 million for the three months ended March
31, 2002.

SALES AND MARKETING Sal es and marketing expenses remained relatively
constant, at $8.2 nillion for the three nonths ended March 31, 2001 and March
31, 2002 W anticipate that sales and marketing expenses for 2002 will show an
increase as compared to 2001 as we market new products and services in
accordance with our customer segmentation strategy and expand into new markets.

RESEARCH AND DEVELOPMENT. Research and devel opment expenses increased
16.7%from$2.0 nillion for the three nonths ended March 31, 2001 to $2.3
mllion for the three nonths ended March 31, 2002. The increase resulted
primrily fromsalaries associated with new personnel in technology to support
our growth. W anticipate that research and devel opment expenses will continue
to increase as we devel op and modify our systems to acconmodate growth in our
busi ness.

GENERAL AND ADM NI STRATI VE. CGeneral and adninistrative expenses
decreased 11.0%from$4.3 nillion for the three nonths ended March 31, 2001 to
$3.9 nillion for the three months ended March 31, 2002. The decrease was
primarily due to a reduction in bad debts and the associated reserves for the
three nonths ended March 31, 2002. W expect that our general and adninistrative
expenses will increase as appropriate to support our overall growh. Non-cash
conpensation expenses, included herein, increased from $424,000 for the three
months ended March 31, 2001 to $455,000 for the three nonths ended March 31,
2002. The non-cash conpensation expenses were primarily attributable to the
anortization of deferred conpensation related to enployee stock options. Based
principally on grants of stock options and warrants made to date, we will record
approximately $3.0 nillion of non-cash conmpensation charges in future periods as
follows: $1.8 million in 2002, $883,000 in 2003, $143,000 in 2004 and $174,000
in 2005.

ANORTI ZATI ON OF GOODW LL AND OTHER | NTANG BLES. Anortization and
write-down of goodwill and other intangibles decreased from$3.9 nillion for the
three months ended March 31, 2001 to $30,000 for the three months ended March
31, 2002. During the three nonths ended March 31, 2001, the anortization of
goodwi I | and other intangibles was primrily related to the acquisitions of
I'nabox in June 2000 and Afternic in Septenber 2000. In accordance with SFAS 142
we ceased amortization of goodwill effective January 1, 2002.

OTHER | NCOVE, NET

O her income, net, which consisted primarily of interest income, net of
interest expense, decreased from$2.5 nillion for the three months ended March
31, 2001 to $1.6 mllion for the three nonths ended March 31, 2002. The decrease
was primarily due to |ower interest rates in the current period and a shift in
our portfolio fromhigher rate taxable securities to |ower rate tax-exempt
securities.
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| NCOVE TAX EXPENSE

The provision for income taxes was $4.3 million for the three months
ended March 31, 2001 conpared to $2.0 million for the three nonths ended March
31, 2002. The decrease in incone tax expense is primarily due to a |ower net
income hefore provision for inconme taxes.

NET | NCOVE

Net income for the three months ended March 31, 2002 was $3.7 nillion
conpared to a net income of $2.0 million for the three months ended March 31,
2001. If the non-anortization provisions of SFAS 142 had been effective in 2001,
net income for the three months ended March 31, 2001 woul d have been $5.8
mllion.

LIQUIDITY AND CAPI TAL RESOURCES

H storically, we have funded our operations and met our capital
expenditure requirenents primarily through sales of equity securities, cash
generated from operations and borrowings. W issued 5,222,279 shares of our
comon stock to the public on March 3, 2000, which generated approxi mtely
$115.3 million after deducting the underwriting discount and other offering
expenses.

At March 31, 2002, the conbined total of our (i) cash and cash
equivalents, (ii) short-terminvestnents and (iii) marketable securities totaled
$206.0 nmillion. This is conpared to $197.8 million at Decenber 31, 2001.

On February 1, 2002, through one of our newy established subsidiaries,
Register.com (U K ) Limted, we announced a reconmended cash offer for all
outstanding shares of Virtual Internet plc for L.468 per share
(approximately $0.66 per share). The offer valued Virtual Internet at
approximtely L11.99 million (approximately $16.9 nillion). W consummated
our offer in March 2002 and we currently own approximately 98%of Virtual
Internet plc's shares. W are in the process of acquiring the remaining shares
through the conpul sory acquisition procedure pursuant to the U K Conpanies Act.
Virtual Internet plc sharehol ders, other than shareholders in certain
jurisdictions outside of the UK, were given the opportunity to elect to
receive |oan notes to be issued by Register.com(UK) Linited in exchange for
their Virtual Internet plc shares. These |oan notes bear interest at a floating
rate of LIBOR minus 1% and may be redeemed at the request of the hol der at any
time between six months after the date of issue and June 30, 2003, at which tine
they mature. W issued approximately L6.0 nmillion (approximtely $8.5
nmllion) inloan notes and the remainder of the purchase price has been paid in
cash. The loan notes are guaranteed as to principal only by Barclays Bank plc,
whi ch guarantee is currently supported by a cash deposit of L6.0 nillion
(approximately $8.5 million) by us. This deposit guarantees the paynent of the
| oan notes. The cash portion of the Virtual Internet acquisition of
approximately $8.4 nillion was funded with our available cash resources.

Qur business generated $10.0 nillion of cash fromoperations during the
three months ended March 31, 2002 conpared to $4.7 million in 2001. The increase
in cash generated fromoperations was primarily due to an increase in paid
domai n nane registrations, primarily fromrenewals.
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Net cash used for investing activities was $5.8 mllion for the three
months ended March 31, 2002 conpared to $18.5 nillion in 2001. Approxinately 83%
and 97% of the cash used for investing activities related to our purchase of
short-terminvestments and marketable securities in 2002 and 2001, respectively.
Net cash used for investing activities in 2002 for the acquisition of Virtual
Internet plc was $0.1 nillion. The aggregate purchase price was approximtely
$16.9 million. The purchase price was funded by the issuance of $8.5 nillion
aggregate principal amount of loan notes and $8.4 million in cash. In addition,
the Conpany acquired $8.7 nillion of cash which Virtual Internet plc had at the
date of acquisition. Finally, $0.9 nillion was used for the purchase of property
and equi pment and investment in our systems infrastructure.

Net cash provided by financing activities total ed $120,000 for the
three months ended March 31, 2002 conpared to $104,000 in 2001. In 2002 and 2001
the myjority of our financing activities were attributable to the issuance of
common stock upon the exercise of warrants and options.

Al'though we have no material conmitnents for capital expenditures or
other long-termobligations, we anticipate that we will increase our capital
expendi tures and | ease commitnents consistent with our anticipated growh in
operations, infrastructure and personnel, including the addition of new products
and services, inplenmentation of additional co-location facilities and various
capital expenditures associated with expanding our facilities. W currently
anticipate that we will continue to experience growh in our operating expenses
for the foreseeable future and that our operating expenses will be a material
use of our cash resources. \% believe that our existing cash and cash from
operations will be sufficient to meet our anticipated cash needs for working
capital and capital expenditures for at |east the next 12 nonths.
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R SK FACTCRS

ANY [ NVESTMENT IN CUR COMMON STOCK | NVOLVES A H GH DEGREE CF RISK. YQU
SHOULD CONSI DER CAREFULLY THE RI SKS DESCRI BED BELOW TOGETHER W TH THE OTHER
| NFORVATI ON CONTAINED IN TH'S REPCRT. |F ANY OF THE FOLLON NG EVENTS ACTUALLY
OCCURS, QOUR BUSI NESS, FINANCI AL CONDI TI ON AND RESULTS OF OPERATICNS MAY SUFFER
MATERI ALLY. AS A RESULT, THE MARKET PRICE OF QUR COWMON STOCK COULD DECLINE, AND
YOU COULD LOSE ALL OR PART OF YOUR | NVESTMENT IN OUR COVMON STOCK.

RI SKS RELATED TO QUR | NDUSTRY AND QUR BUSI NESS

VIE ENCOUNTER DI FFI CULTI ES FACED BY EARLY- STAGE COMPANI ES BECAUSE VE HAVE A
LIM TED OPERATI NG HI STORY AND THE DOMAIN NAME | NDUSTRY |'S YOUNG AND RAPI DLY
EVOLVI NG

The domain name registration industry is young and rapidly evolving.
Qur role in this industry dates back only to February 1998, when we began
providing a consumer interface for registering domain names by forwarding the
information we gathered fromthe consumer to Network Solutions or the applicable
country code registries. I'n June 1999, we began to conpete directly with Network
Solutions for registrations in the .com .net and .org domains. Mre recently,
we have started registering domain names in other gTLDs. Accordingly, we have
only alimted operating history as a domain name registrar upon which our
current business and prospects can be eval uated, and our operating results,
since June 1999, are not conparable to our results for prior periods. In
addition, the newy conpetitive and rapidly evolving nature of the domain nane
registration industry presents other risks and uncertainties that may affect our
ability to inplement our business plan successfully. W cannot assure you that
we will adequately address these risks and uncertainties or that our business
plan will be successful.

VEE HAVE A HI STCRY OF LOSSES AND ALTHOUGH VE WERE PROFI TABLE FCR THE YEAR ENDED
DECEMBER 31, 2000 AND FOR THE QUARTER ENDED MARCH 31, 2002, WE CANNOT ASSURE YQU
THAT VE WLL SUSTAIN CR | NCREASE QUR PROFI TABILITY CR PCSI TI VE CASH FLOWIN THE
FUTURE.

Al'though we achieved profitability for the quarter ended March 31, 2002
and for the year ended December 31, 2000, we were not profitable for the year
ended Decenber 31, 2001. In addition, our year 2000 profitability was due, in
part, to a one-time gain of $4.6 nmllion fromthe sale of our investment in a
private conpany and the recognition of interest income. W incurred |osses from
operations of approximately $9.7 million for the year ended Decenber 31, 1999,
$9.7 mllion for the year ended Decenber 31, 2000 and $19.9 nillion for the year
ended Decenber 31, 2001. As of March 31, 2002 our accunulated deficit totaled
$29.8 million. W anticipate that our operating expenses will increase in the
foreseeabl e future as we explore strategic opportunities, develop new products
and services, expand internationally, increase our sales and marketing
operations, develop new distribution channels and strategic relationships,

i nprove our operational and financial systems and broaden our custoner service
capabilities. In addition, losses at RegistryPro and Virtual Internet may reduce
our profitability in 2002. Accordingly, we cannot assure you that we will be
able to achieve profitability again or sustain or increase our positive cash
flowin the future.
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VE MAY NOT BE ABLE TO MAINTAIN CR | MPROVE QUR COVPETI TI VE POSI TI ON BECAUSE OF
STRONG COVPETI TI ON FROM VERI SI GN, | NC.

NETWORK SCLUTI ONS'  AUTHORI ZATI ON BY THE U.S. GOVERNMENT TO ACT AS THE SCLE
DOVAIN NAME REG STRAR PRICR TO APRIL 1999 IN THE . COM . NET AND . ORG DOVAI NS
G VES VERISIGN A SI GNI FI CANT COVPETI TI VE ADVANTAGE | N THE DOVAIN NANVE

REG STRATI ON | NDUSTRY.

Before the introduction of conpetition into the domain nane
registration industry in 1999, Network Sol utions was the sole entity authorized
by the U S. governnent to serve as the registrar for domain nanes in the .com
.net and .org domains. This position allowed Network Solutions to develop a
substantial customer base, which gives it advantages in securing customer
renewal s and in devel oping and marketing ancillary products and services. n
June 9, 2000, Network Solutions was acquired by VeriSign, Inc., a provider of
Internet trust services. W face significant conpetition fromVeriSign as we
seek to increase our revenue fromdomain name registration services, and we
cannot assure you that we will be able to maintain or inprove our conpetitive
position. The acquisition of Network Solutions by VeriSign has not only
facilitated cross-marketing between the two conpanies, but it has also
strengthened VeriSign's conpetitive advantage by enabling it to bundle
registration services with an expanded range of products and services. This
| eadership position together with VeriSign's broader array of products and
service offerings and strong financial position, enable it to conpete nore
effectively than most registrars in the formation of strategic partnerships, and
the pursuit of acquisition targets. W cannot assure you that we will be able to
overcone VeriSign's advantages and may therefore | ose certain partnership and
acqui sition opportunities to VeriSign.

VERI SIGN' S EXCLUSI VE CONTROL OVER THE REG STRY FOR THE . COM . NET AND . ORG
DOVAINS HAS G VEN I T AN ADVANTAGE OVER ALL COWPETI TI VE REG STRARS.

On May 25, 2001, I CANN finalized agreements with VeriSign that
supercede the original agreements between the parties and enable VeriSign to
continue to operate the .comregistry until at |east 2007 and the .net registry
until at least June 30, 2005 while retaining ownership and control over its
regi strar business. The agreements al so provide that, under certain conditions,
Veri Sign may continue to operate both registries beyond these dates. VeriSign
will also continue to operate the .org registry through December 2002.

As the exclusive registry for these domains, VeriSign receives fromus,
and fromevery other conpetitive registrar, $6 per domain name per year. The
substantial net revenues fromthese registry fees, and the certainty of
receiving them provide VeriSign significant advantages over any conpetitive
registrar. The most recent |CANN-VeriSign agreements strengthen VeriSign's
conpetitive advantage over us and other conpetitive registrars by securing
VeriSign's ability to act as a registrar while it is the sole registry for the
.com .net and .org domains and earns revenues fromthe fees conpetitive
registrars pay. W cannot assure you that devel opments under these
| CANN- Veri Sign agreenents, or any future amendments to themwill not materially
harm our business, financial condition and results of operation.
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VEE ALSO FACE COMPETI TI ON FROM OTHER COMPETI TI VE REG STRARS AND OTHERS I N THE
DOVAI'N NAME REG STRATI ON | NDUSTRY AND EXPECT TH'S COMPETI TI ON TO CONTI NUE TO
| NTENSI FY.

COWPETI TI'ON I N THE DOVAIN NAME REG STRATI ON SERVI CES | NDUSTRY CONTI NUES TO
| NTENSI FY AMONG THE MARKET PARTI CI PANTS

hen we began providing online domain nane registrations in the .com
.net and .org domains in June 1999, we were one of only five testbed conpetitive
registrars accredited by ICANN to interface directly with Network Sol utions’
registry for .com .net and .org domain names. Since the end of the testbed
period on Novermber 30, 1999, |CANN has continued to accredit new registrars. As
of April 29, 2002, |CANN had accredited 149 conpetitive registrars, including
us, to register domain nanes in one or nore of the gTLDs, though not all of
these accredited registrars are operational. W also face substantia
competition frommany resellers that are not accredited registrars but offer
domai n name registrations through a conpeting accredited registrar’s system The
continued introduction of conpetitive registrars and resellers into the domain
name registration industry and the rapid growh of some conpetitive registrars
and resellers who have already entered the industry have made it difficult for
us to maintain our unit market share during 2000 and 2001 and, together with a
decline in the growh rate of the domain name registration market, contributed
to a sequential quarterly decline in the nunber of paid domain nane
registrations, transfers and renewal s we performed fromthe first quarter of
2000 until the introduction of new gTLDs in the fourth quarter of 2001. If we
were to again experience a decline in paid domain name registrations, transfers
and renewal s our business, financial condition and results of operations could
be materially adversely affected

VEE FACE COMPETI TI ON FROM COMPETI TI VE REG STRARS AND OTHERS | N THE DOMAIN NANVE
REG STRATI ON | NDUSTRY THAT MAY HAVE LONGER CPERATING H STORIES, GREATER NAME
RECCGNI TI ON,  PARTI CULARLY N | NTERNATI ONAL MARKETS CR GREATER RESCURCES

Qur conpetitors in the domain nane registration industry include
companies with strong brand recognition and Internet industry experience, such
as major tel ecommunications firms, cable conmpanies, |SPs, web-hosting providers
Internet portals, systems integrators, consulting firms and other registrars
Many of these conpanies al so possess core capabilities to deliver ancillary
services, such as customer service, billing services and network managenent and
have a broad array of val ue-added products and services which they can bundle
with domain name registrations. Qur market position could be harmed by any of
these existing or future conpetitors, sone of which may have |onger operating
histories, greater name recognition, particularly in international markets, and
greater financial, technical, marketing, distribution and other resources than
we do.

| NCREASI NG COVPETI TICN I N THE DOVAIN NAVE REG STRATI ON | NDUSTRY COULD FORCE US
TO REDUCE QUR PRI CES FOR QUR CORE PRCDUCTS AND SERVI CES, WHI CH WOULD NEGATI VELY
| MPACT QUR RESULTS OF CPERATI ONS.

I'n response to increasing conpetition in the domain nane registration
industry, we may be required, by market factors or otherwise, to reduce, perhaps
significantly, the prices we charge for our core donmain name registration and
related products and services. Some of our conpetitors offer domain name
registration services at a wholesale price level ninimally above
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the $6 registry fee for .com .net and .org domains. Cther conpetitors,
including VeriSign, have reduced and may continue to reduce their pricing for
donmai n name registrations both for short-termpronotions and on a permanent
basis. Further, some of our conpetitors have offered domain nane registrations
for free, deriving their revenues fromother sources. Reducing the prices we
charge for dommin name registration services through our core register.com
branded offerings in order to remain conpetitive could materially adversely
affect our results of operations.

| F THE GROATH RATE OF THE MARKET FOR DOVAIN NAMES CONTI NUES TO FALL, OUR NET
REVENUES FROM DOMAIN NAME REG STRATI ONS MAY FALL BELOW ANTI CI PATED LEVELS.

The donmain name market is still inits early stages of devel opnent and
we do not expect that it will experience the sane high level of growh it has
experienced in the past. As the market began to absorb the slow down in the
growth and expansion of the Internet and Internet-related business and the
decrease of specul ative domain names discussed in the following risk factor,
based on VeriSign press rel eases, the total nunber of .com .net and .org
domains in the registry decreased from30.6 million as of March 31, 2001 to 27.3
mllion as of March 31, 2002. In addition the overall nunber of registrations in
each new gTLD, such as .biz and .info, is expected to be significantly | ower
than that for .comregistrations. The slow down in the overall market growth,
together with increased conpetition, contributed to a sequential quarterly
decline in the nunber of our paid domain name registrations, transfers and
renewal s fromthe first quarter of 2000 until the introduction of new gTLDs in
the fourth quarter of 2001. A resunption of this decline could materially
adversely affect our business, results of operations and financial condition.

| F OUR CUSTOMERS DO NOT RENEW THEI R DOMAI N NAME REG STRATI ONS CR | F THEY
TRANSFER THEI R REG STRATI ONS TO OUR COMPETI TORS, AND WE FAIL TO REPLACE THEIR
BUSI NESS OR DEVELCP ALTERNATI VE SOURCES OF REVENUE, OUR BUSINESS, FI NANCI AL
CONDI TI ON AND RESULTS OF OPERATI ONS WOULD BE MATERI ALLY ADVERSELY AFFECTED.

The growth of our business depends in great part on our custoners’
renewal of their domain name registrations through us. Qur first expirations for
.com .net and .org domain names occurred in January 2001. As such, we have only
limted experience to date with registration renewals. Qur renewal rate for paid
registrations for the year ended Decenber 31, 2001 was |ess than 50% W believe
that our renewal rates in 2001 were depressed by the high number of speculative
registrations that occurred during the initial growh stage of the domain nane
registration industry in 1999 and 2000. During the third and fourth quarters of
2000 we of fered one-year registrations at no charge or at significant discounts
to our standard registration fees. W have experienced and anticipate very |ow
renewal rates for these and other speculative registrations. Qur total domain
nane registrations under management declined from approximately 3.8 mllion as
of Septenber 30, 2001 to approximately 3.3 million as of December 31, 2001, but
then grewslightly to 3.4 nmillion as of March 31, 2002. W cannot predict the
vol ume of registration renewal s we shoul d expect or assure you that those
custoners who will renew their registrations will do so through us. If we are
unabl e to increase our overall renewal rate or number of new registrations, the
conbination of our custoners deciding not to renew their registrations through
us and the increase we have experienced in the transfers of registrations to
other registrars will continue to have the cunulative effect of decreasing the
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number of domain nane registrations under our managenment. This could cause our
revenues from domain nane registrations to decrease and could materially
adversely affect our business, financial condition and results of operations.

| F THE 1 NTRODUCTI ON CF NEW GTLDS EXPERI ENCE ADDI TI ONAL DELAYS R IF OLR
CUSTOMERS TURN TO OTHER REG STRARS FCR THEI R REG STRATI ON NEEDS FOR NEW GTLDS,
OUR BUSINESS, FINANCI AL CONDI TI ON AND RESULTS OF CPERATI ONS COULD BE MATERI ALLY
ADVERSELY AFFECTED.

Intervening factors, including |onger than expected contract
negotiations, changes to terms of the registry's product offering and
litigation, resulted in delays in the launches of the new gTLDs. The .biz, .info
and .name registries have launched their registration services, however, the
.pro registry only recently signed its agreement with ICANN, and still faces
many operational challenges prior to launch. W do not know if any additional
generic top level domains will be introduced in the future. Furthernore, the
overall nunber of registrations in each new gTLD that has been |aunched is
expected to be significantly lower than that for .comregistrations and we
cannot assure you that we will successfully market our capabilities with respect
to new gTLDs or that customers will rely on us to provide registration services
within these domains. Qur business, financial condition and results of
operations could be materially adversely affected if the new gTLDs are not
successful, additional new top |evel domeins are not introduced, or if
substantial numbers of our custoners turn to other registrars for their new gTLD
registration needs.

THE I NTRCDUCTI ON OF NEW TOP LEVEL DOMAINS MAY CAUSE FLUCTUATIONS IN OUR RESULTS
OF OPERATIONS, THEREBY MAKING OUR FUTURE OPERATI NG PERFORMANCE DI FFI CULT TO
PREDI CT.

V¢ anticipate that with the introduction of each new gTLD or newy
launched TLD such as .us or .eu, our revenue fromnew registrations and other
products and services related to the launch of these TLDs will initially
increase and then level off, which will have a corresponding affect on our net
revenues and our cost of revenues. As a result, our operating results may
fluctuate in the future. If our marketing and other expenses associated with
their launch exceed the revenues we recognize fromthese opportunities, our
busi ness, financial condition and results of operations could be materially
adversely affected.

VIE CANNOT ASSURE YOU THAT THE REG STRYPRO AND AFI LI AS VENTURES WLL BE
SUCCESSFUL. [N ADDITION, WE I NTEND TO | NCUR ADDI TI ONAL CAPI TAL EXPENDI TURES TO
ESTABLI SH AND DEVELOP REG STRYPRO S PRODUCTS AND SERVI CES. SUCH EXPENDI TURES
WOULD REDUCE THE FI NANCI AL RESOURCES VE COULD USE FOR OUR PRI MARY BUSI NESS.

I'n Novenber 2000, Afilias, LLC a consortiumof 18 | CANN-accredited
registrars including us, was selected to operate a registry for the .info gTLD
and RegistryPro, initially a joint venture between Virtual Internet plc and us,
was selected to operate a registry for the .pro gTLD which will be exclusively
for accredited professionals. In Mrch 2002, we consurmated our reconmended cash
offer for all outstanding shares of Virtual Internet and we have since acquired
approxi mately 98%of Virtual Internet’s shares. Wile Afilias |aunched real tine
.info registrations in Cctober 2001, RegistryPro only recently signed its
contract with I CANN and still faces many operational challenges prior to |aunch
including finalizing the overall technological integration and function of the
.pro top level domain product. In their early stages, these
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ventures will likely require additional infusions of capital as they establish
thensel ves as registries of newtop level domains. As they require further
funding it may be difficult to obtain financing from outside sources, and we
expect we will have to invest our own capital to build systems to support

Regi stryPro and to market its services. The same may occur with Afilias. A lack
of adequate funding could inmpact RegistryPro's ability to launch its services or
either Registry's ability to pronote the new top level domains in the

mar ket pl ace once |aunched. W cannot accurately predict whether there will be a
demand for the domain names for which these ventures would serve as the
registry, when or the extent to which we will be able to generate revenues from
Afilias and RegistryPro, or if either of these ventures will be profitable. If
there is no demand, or demand is |ower than anticipated, for these new gTLDs, or
if the returns on our capital expenditures are |ower than expected or take
longer to materialize, our primary business, financial condition and results of
operation could be materially adversely affected.

VIE CANNOT PREDI CT W TH ANY CERTAINTY THE EFFECT THAT NEW GOVERNMVENTAL AND
REGULATCRY POLICIES, OR | NDUSTRY REACTI ONS TO THOSE POLICIES, WLL HAVE ON QLR
BUSI NESS.

Before April 1999, Network Solutions managed the domain name
registration systemfor the .com .net and .org domains pursuant to a
cooperative agreement with the U.S. government. In November 1998, the Departnent
of Commerce recogni zed | CANN, to oversee key aspects of the Internet domain name
registration system Since that time and particularly because the domain nane
industry isinits early stages of devel opment, |CANN has been subject to strict
scrutiny by the public and the governnent. |CANN faces significant questions
regarding its financial viability and efficacy as a private sector entity, and
its President recently recomended a restructuring of the organization,
including additional roles for government and government funding. Wile these
issues will take time to sort out, the long termstructure and mission of | CANN
may evolve even in the coming year to answer perceived shortconings. As such, we
continue to face the risks that:

the U S. governnent may, for any reason, reassess its decision to
introduce conpetition into, or ICANN's role in overseeing, the
donai n name registration market;

the Internet commnity or the Departnent of Comerce or U.S.
Congress may become dissatisfied with | CANN and refuse to recogni ze
its authority or support its policies, which could create
instability in the domain name registration system

| CANN may attenpt to inpose additional fees on registrars if it
fails to obtain funding sufficient to runits operations;

accreditation criteria could change in ways that are di sadvantageous
to us;

we may not be selected as a registrar for additional top-Ievel
domains (particularly sponsored new gTLDs) as they becone approved;
and

[CANN's limted resources may seriously affect its ability to carry
out its mandate.
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OUR BUSI NESS W LL BE MATERI ALLY HARMED | F IN THE FUTURE THE ADM NI STRATI ON AND
OPERATI ON OF THE | NTERNET NO LONGER RELIES UPON THE EXI STI NG DOVAI N NAME SYSTEM

The domain name registration industry continues to develop and adapt to
changing technol ogy. This devel opment may include changes in the administration
or operation of the Internet, including the creation and institution of
alternate systems for directing Internet traffic without the use of the existing
donmai n name system Some of our conpetitors have begun registering domain nanes
with extensions that rely on such alternate systems. These conpetitors are not
subject to | CANN accreditation requirenents and restrictions. Qther conpetitors
have introduced naning systems which use keywords rather than traditional domain
names. The wi despread acceptance of any alternative systems could elimnate the
need to register a domain name to establish an online presence and coul d
materially adversely affect our business, financial condition and results of
operations

OUR REVENUES FROM ADVERTI SI NG MAY CONTI NUE TO BE ADVERSELY AFFECTED BY PERCEI VED
VIEAKNESS OF | NTERNET ADVERTI SI NG AND THE CONTI NUED VEAKNESS |N THE | NTERNET
ADVERTI SI NG MARKET

Qur revenues from advertising depend on the use of the Internet as an
advertising and marketing medium The Internet advertising market is relatively
new and rapidly evolving, and it cannot yet be conpared with traditiona
advertising media to gauge its effectiveness. As a result, demand for and market
acceptance of Internet advertising are uncertain. If advertisers perceive the
Internet to be a limted or ineffective advertising mediumor perceive our
websites to be less effective or less desirable than other Internet advertising
vehicles, advertisers may be reluctant to advertise on our websites. Many of our
current and potential custonmers have little experience with Internet advertising
and have allocated only a linited portion of their advertising and marketing
budgets to Internet activities. The adoption of Internet advertising
particularly by entities that have historically relied upon traditional nethods
of advertising and marketing, requires the acceptance of a new way of
advertising and marketing. These customers may find Internet advertising to be
less effective for meeting their business needs than traditional methods of
advertising and marketing

W conpete with websites and traditional advertising media for a share
of advertisers' total advertising budgets. In recent quarters, the overal
market for Internet advertising has been characterized by continuing and
significant reduction in demand, a reduction or cancellation of advertising
contracts, a significant increase in uncorrectable receivables fromadvertisers
and a significant reduction of Internet advertising budgets, especially by
Internet-related conpanies. In addition, an increasing nunber of
Internet-related companies have experienced deteriorating financial results and
liquidity positions, and/or ceased operations or filed for bankruptcy
protection, or my be expected to do so

For the year ended 2001, our advertising revenues were down 22.5%
compared to the year ended Decenber 31, 2000, and constituted 8.2%of our net
revenues. For the quarter ended March 31, 2002, this trend continued as our
advertising revenues were down 57.9%fromthe quarter ended March 31, 2001. The
price we are able to charge for advertisenments has been negatively inpacted by
the overal | Internet advertising market, which negatively inpacts our business
Gven the current market conditions, our customers that are Internet-related
conpani es
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may be anticipating or experiencing difficulty raising capital and therefore may
elect to scale back the resources they devote to advertising. The softness in
the market for Internet advertising coupled with the actual or perceived
ineffectiveness of Internet advertising in general could materially adversely
affect our business, financial condition and results of operations

| F CUR CUSTOMERS DO NOT FIND OUR EXPANDED PRODUCT AND SERVI CE OFFERI NGS
APPEALING OR IF VE FAI'L TO ESTABLI SH QURSELVES AS A RELIABLE SCURCE FOR THESE
PRODUCTS AND SERVI CES, VEE MAY REMAI N DEPENDENT ON DOMAIN NAME REG STRATI ONS AS A
PRI MARY SCURCE OF REVENUE AND OUR NET REVENUES MAY FALL BELOW ANTI Cl PATED
LEVELS

Part of our long-termstrategy includes diversifying our revenue base
by of fering val ue-added products and services related to domain name usage. Ve
expect to incur significant costs in acquiring, developing and marketing these
new products and services. W cannot assure you that we will be able to develop
new products and services outside of our primary business and, if we are able to
devel op such products and services, that we will succeed in attaining the
market's confidence in us as a reliable provider of these products and services
Qur primary business, domain name registration services, generated 91%of our
net revenues during the quarter ended March 31, 2002. If we fail to offer
products and services that nmeet our customers' needs, or we do not provide
products and services which are conpetitive with those offered in the
mar ket pl ace, or our customers elect not to purchase our products and services
our anticipated net revenues may fall bel ow expectations, we may not generate
sufficient revenue to offset these related costs and we will remain dependent on
donmai n name registrations as our prinmary source of revenue. In addition, as we
offer new products and services, we may need to increase the size and will need
to expand the training of our customer service staff to ensure that they can
adequately respond to customer inquiries. If we fail to provide our customer
service staff with training and staffing sufficient to support our new products
and services, we may |ose custoners who feel that their inquiries have not been
adequatel y addressed. Qur inability to successfully diversify our revenue base
from domain name registrations could, together with a decline in that market
materially adversely affect our business, financial condition and results of
operations

OUR ACQUI SI TI ON STRATEGY, AND OUR RECENT ACQUI SITION OF VIRTUAL | NTERNET PLC,
SUBJECTS US TO SI GNI FI CANT RI SKS, ANY CF VH CH COULD HARM OUR BUSI NESS,

Acquisitions, including our recent acquisition of Virtual Internet plc
involve a nunber of risks and present financial, managerial and operational
chal I enges, including

diversion of managenent attention fromrunning our existing
busi ness;

increased expenses, including legal, adninistrative and conpensation
expenses resulting fromnewy hired enpl oyees

increased costs to integrate the technol ogy, personnel, customer
base and business practices of the acquired conpany with our own;

adverse effects on our reported operating results due to possible
write-down of goodwi |l associated with acquisitions; and
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potential disputes with the sellers of acquired businesses,
technol ogi es, services or products.

W acquired Virtual Internet in March 2002, sold its hosting division
in My 2002 and have only recently begun the integration process of its
Net Sear chers division. W may not be successful in integrating the business,
technol ogy, operations and personnel of Virtual Internet or any other acquired
conpany. Moreover, performance problems with an acquired business, technol ogy,
service or product could also have a material adverse inpact on our reputation
as a whole. In addition, any acquired business, technol ogy, service or product
could significantly under-performrelative to our expectations, and we may not
achi eve the benefits we expect fromour acquisitions.

Qur recent acquisition of Virtual Internet presents a nunber of
chal I enges, including:

V¢ may not be able to increase revenues and/or cut expenses
sufficiently to turn Virtual Internet profitable.

Ve face increased managerial and operational challenges due to the
European location of Virtual Internet’s operations.

For all these reasons, our pursuit of an overall acquisition and
investment strategy or any individual acquisition or investment, including our
recent acquisition of Virtual Internet, could have a material adverse effect on
our business, financial condition and results of operations.

VEE RECENTLY EXPANDED OUR BUSINESS | NTERNATI ONALLY. TH' S EXPANSI ON COULD EXPOSE
US TO BUSI NESS RI SKS THAT COULD LIM T THE EFFECTI VENESS OF CUR GROMTH STRATEGY
AND CAUSE OUR RESULTS OF CPERATION TO SUFFER.

Vi recently expanded our business into international markets, through
our acquisition of Virtual Internet which is based in the United Kingdomand has
offices in France and Italy. Prior to this acquisition, our customer service
operation in Canada was our only experience with operations outside of New York
or the United States. Introducing and marketing our products and services
international l'y, developing direct and indirect international sales and support
channel s and managing Virtual Internet’s foreign personnel and operations will
require significant management attention and financial resources. There are a
nunber of risks associated with conducting our business internationally that
could negatively inpact our results of operation, including:

management and integration problems resulting fromcultural
di fferences;

political and econonic instability in some international markets;
conpetition with foreign conpanies;

legal uncertainty regarding liability and conpliance with foreign
| aws;

currency fluctuations and exchange rates;
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potentially adverse taxes

difficulties in protecting intellectual property rights in
international jurisdictions; and

the level of adoption of the Internet in international markets

V¢ may not succeed in our efforts to expand into international markets
and if we do, we cannot assure you that one or more of the factors described
above will not have a material adverse effect on our future internationa
operations, if any, and consequently, on our business, financial condition and
results of operation

| F WE ARE UNABLE TO MAKE SUI TABLE ACQUI SI TIONS AND | NVESTMENTS, OUR LONG TERM
GROWTH STRATEGY COULD BE | MPEDED.

Qur long-termgrowh strategy includes identifying and acquiring or
investing in suitable candidates on acceptable ternms. In particular, we intend
over time to acquire or make investments in providers of product offerings that
conpl enent our business and other conpanies in the domain nane registration
industry. In pursuing acquisition and investment opportunities, we may be in
conpetition with other conpanies having sinilar growh and i nvestnent
strategies. Conpetition for these acquisitions or investment targets could also
result in increased acquisition or investnent prices and a dimnished pool of
busi nesses, technol ogies, services or products available for acquisition or
investment. Qur long-termgrowh strategy could be inpeded if we fail to
identify and acquire or invest in promsing candidates on terms acceptable to
us

RAPI D GROWTH I N QUR BUSI NESS COULD STRAIN OUR MANAGERI AL, OPERATI ONAL,
FI NANCI AL, ACCOUNTI NG AND | NFORMATI ON SYSTEMS, CUSTOMER SERVI CE STAFF AND OFFI CE
RESCURCES

Qur expanded operations have placed a significant strain on our
resources. In order to maintain our growh strategy, we have had to and wil
continue to expand all aspects of our business, including our conputer systens,
tel econmuni cations systems and related infrastructure, customer service
capabilities and sales and marketing efforts. The demands on our network
infrastructure, technical staff and technical resources have grown rapidly with
our expanding custoner hase, our expansion of operations to Canada, our
acqui sitions and the increasing conmplexity of our product and service offerings
V¢ cannot assure you that our infrastructure, technical staff and technica
resources will adequately acconmdate these changes. Additionally, and as a
result of this growh, we need to inprove our financial and managerial controls
billing systens, reporting systems and procedures, and we need to, and will
continue to, expand, train and manage our workforce. If we fail to manage our
growh effectively, our business, financial condition and results of operation
could be materially adversely affected

| F VE ARE UNABLE TO ATTRACT AND RETAIN H GHLY QUALI FI ED MANAGENENT AND TECHNI CAL
PERSONNEL, CUR BUSI NESS MAY BE HARMED.

Qur success depends in large part on the contributions of our senior
managenent teamand technol ogy personnel and in particular Richard D. Forman
our President and Chief Executive Officer. W conmpete with other technology and
Internet conpanies in hiring and retaining qualified personnel. As a result, we
may be unable to retain our enployees or attract,
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integrate, train and retain other highly qualified enployees in the future. Over
the past years, we experienced high turnover among our enployees and have added
a significant nunber of new menbers to our management team These individual s
have not worked with one another before and may not be able to devel op an
effective working relationship. Moreover, our new managers are still |earning
about our conpany and our industry while working to expand our business into new
areas. |f our management team cannot work together effectively and cannot master
the details of our business and our market, then our business will be harmed

and we will incur additional costs in seeking and retaining new managenent
personnel . The loss of services of these or any other executive officers or the
loss of the services of other key enployees could harmour business. In
addition, if we fail to attract and successfully integrate new personnel, or
retain and notivate our current personnel, our business, financial condition and
results of operations could be materially adversely affected

VIE CANNOT ASSURE YOU THAT VE WLL BE ABLE TO GENERATE REVENUES CR PROFI TS FROM
CPERATIONS | N THE SECONDARY MARKET FOR DOMAIN NAMES OR THAT | CANN WLL NOT

| MPOSE RESTRI CTI ONS ON THE ABILITY COF ACCREDI TED REG STRARS TO CONDUCT BUSI NESS
IN TH'S SECTCR

In September 2000, we acquired Afternic.com Inc., a business which has
only been in operation since Septenber 1999. Through Afternic, we provide a
secondary market for conpanies and individuals to buy and sell donmain nanes, as
wel | as appraisal and escrow services for these names. The growth of the
secondary market did not meet our expectations and we did not generate the
anticipated level of revenues. As a result, and because market conditions and
attendant nultiples used to estinmate terninal values have becone and remain
significantly depressed since our acquisition of Afternic, our results for the
quarter ended September 30, 2001 included a one-time $32.5 million wite down of
intangi bl e assets associated with the acquisition of Afternic. In addition, we
cannot be certain that ICANN will not inpose certain terms and conditions on us
relating to the integration of Afternic’s secondary market operations with our
current operations

| F WE CONTI NUE TO | NCUR EXPENSES RELATED TO CREDI T CARD CHARGEBACKS AND REFUNDS
OUR BUSINESS, FINANCI AL CONDI TION AND RESULTS OF CPERATI ONS COULD BE MATERI ALLY
ADVERSELY AFFECTED

A substantial majority of our revenues are obtained through online
credit card transactions. Under current credit card industry practices, we are
liable for fraudulent and disputed credit card transactions because we do not
obtain the cardhol der’s signature at the time of the transaction, even though
the financial institution issuing the credit card my have approved the
transaction. If a significant percentage of our customers request refunds or
chargebacks to their credit cards based on claims that their credit card was
used fraudulently or without their consent, our business could be materially
adversely affected. Although we have inplenmented procedures to reduce fraudul ent
and disputed credit card transactions, we have a high rate of chargebacks and
refunds. If we cannot decrease our rate of chargebacks and credit card refunds
We experience, we may continue to experience a decrease of our net revenues
damage our relationship with custoners, credit card issuers and processors, and
our own creditors and in turn lose our ability to process certain credit card
transactions.
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IF VE FAIL TO COVPLY W TH THE REGULATIONS OF THE COUNTRY CODE REG STRIES CR ARE
UNABLE TO REG STER DOVAIN NAMES W TH THOSE REG STRIES, QUR BUSI NESS COULD BE
MATERI ALLY ADVERSELY AFFECTED.

Each of the country code registries requires registrars to comply with
specific regulations. Miny of these regulations vary fromcountry code to
country code. If we fail to conply with the regulations inposed by country code
registries, these registries will likely prohibit us fromregistering or
continuing to register domain names in their country codes. Further, in nost
cases, our rights to provide country code domain nane registration services are
not governed by written contract. In the case of our existing witten contracts
there is uncertainty as to which country's |aw may govern. As a result, we
cannot be certain that we will continue to be able to register domain nanes in
the ccTLDs we currently offer. Any restrictions on our ability to offer domain
name registrations in a significant nunber of country codes, or in a significant
country, could materially adversely affect our business, financial condition and
results of operations

| F COUNTRY CODE REG STRIES CEASE CPERATI ONS CR OTHERW SE FAIL TO PROCESS
REG STRATI ONS CR RELATED | NFORMATI ON ACCURATELY, VE WOULD BE UNABLE TO HONOR OUR
SUBSCRI PTI ONS RELATI NG TO THOSE COUNTRY CODES

Country code registries may be adninistered by the host country
entrepreneurs or other third parties. If these registry businesses cease
operations or otherwise fail to process domain nane registrations or the related
information in ccTLDs, we would be unable to honor the subscriptions of
registrants who have registered, or are in the process of registering, domin
nanes in the applicable ccTLD. If we are unable to honor a substantial nunber of
subscriptions for our custoners for any reason or if the country code registries
fail to process our customers’ registrations in a timely and accurate fashion
our business, financial condition and results of operations could be materially
adversely affected

VIE CANNOT ASSURE YOU THAT OUR STANDARD AGREEMENTS W LL BE ENFORCEABLE

Ve rely on several agreements that govern the terns of the services we
provide to our users, including, but not linited to, domain nane registration
and secondary market services. These agreenents contain a number of provisions
intended to limt our potential liability arising fromour providing services
for our customers including liability resulting fromour failure to register or
maintain domain names. As most of our custoners use our services online
execution of our agreements by customers occurs electronically or, in the case
of our terms of use, is deemed to occur because of a user’s continued use of the
website following notice of those terms. W believe that our reliance on these
agreenents is consistent with the practices in our industry, but if a court were
to find that either one of these methods of execution is invalid or that key
provisions of our services agreenents are unenforceable, we could be subject to
liability that could have a materially adverse effect on our business, financia
condition and results of operations
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OUR FAI'LURE TO REG STER OR MAINTAIN CR RENEW THE DOVAIN NAMES THAT VE PROCESS ON
BEHALF OF QUR CUSTOVERS, MAY SUBJECT US TO NEGATIVE PUBLICI TY CR CLAIMS OF LGSS,
VH CH COULD HAVE A MATERI AL ADVERSE EFFECT ON OUR BUSI NESS.

Clerical errors or systems failures have resulted in our failure to
properly register or to maintain or renew the registration of domain nanes that
we process on behal f of our customers. Qur failure to properly register or to
maintain or renew the registration of our customers’ domain nanes, even if we
are not at fault, may subject us to negative publicity or claims of |oss, which
together with the costs associated with defending such clains, could have a
material adverse effect on our business, financial condition and results of
operations

VEE MAY BE HELD LI ABLE | F TH RD PARTIES M SAPPRCPRI ATE OUR USERS' PERSONAL
| NFORVATI ON.

A fundanental requirenent for online commnications is the secure
transmssion of confidential information over public networks. If third parties
succeed in penetrating our network security or otherwise misappropriate our
customers’ personal or credit card information, we could be subject to
liability. Qur liability could include claims for unauthorized purchases with
credit card information, inpersonation or other sinilar fraud clainms as well as
for other nmisuses of personal information, including for unauthorized marketing
purposes. These claims could result in litigation and adverse publicity, which
coul d have a material adverse effect on our business, financial condition and
results of operations, as well as our reputation.

In addition, the Federal Trade Commission and state agencies have
investigated various Internet conpanies regarding their use of personal
information. The federal government has enacted |egislation protecting the
privacy of consumers’ nonpublic personal information. W cannot assure you that
our current information-collection procedures and disclosure policies will be
found to be in conpliance with existing or future laws or regulations. Qur
failure to conply with existing laws, including those of foreign countries, the
adoption of new laws or regulations regarding the use of personal information
that require us to change the way we conduct our business or an investigation of
our privacy practices could make it cost-prohibitive to operate our business and
prevent us frompursuing our business strategies

VIE MAY | NCUR SI GNI FI CANT EXPENSES RELATED TO THE SECURI TY OF PERSONAL
| NFORVATI ON' ONLI NE

The need to physically secure and securely transmit confidential
information online has been a significant barrier to electronic comerce and
online comunications. Any well-publicized compronise of security could deter
peopl e fromusing online services such as the ones we offer, or fromusing them
to conduct transactions that involve transnitting confidential information
Because our success depends on the general acceptance of online services and
el ectronic commerce, we may incur significant costs to protect against the
threat of security breaches or to alleviate problens caused by these breaches

35



=DOCUMENT 1 PAGE 37============ (PD 11-JUN-2002 13:23:25)
=EFW 2080306
<Page>

VE MAY NOT BE ABLE TO PROTECT AND ENFORCE OUR | NTELLECTUAL PRCPERTY RIGHTS CR
PROTECT QURSELVES FROM THE CLAIMS OF TH RD PARTI ES.

VIE MAY BE UNABLE TO PROTECT AND ENFORCE OUR | NTELLECTUAL PRCPERTY RI GHTS FROM
| NFRI NGEMENT.

Ve rely upon copyright, trade secret and trademark |aw invention
assi gnment agreenents and confidentiality agreenents to protect our proprietary
technol ogy and other assets, including software, applications and trademarks,
and other intellectual property to the extent that protection is sought or
secured at all. W do not currently have patents on any of our technol ogies or
processes. Wile we typically enter into confidentiality agreements with our
enpl oyees, consultants and strategic partners, and general |y control access to
and distribution and use of our proprietary information, we cannot ensure that
our efforts to protect our proprietary information will be adequate agai nst
infringement or nisappropriation of our intellectual property by third parties,
particularly in foreign countries where laws or |aw enforcenent practices may
not protect our proprietary rights as fully as in the United States.

V¢ have received initial rejections fromthe U S. Patent and Tradenark
ffice on our trademark applications for "register" and "register.cont based on
descriptiveness. W have responded to these initial rejections arguing that
these brands have become widely known through extensive use in commerce and are
valid trademarks. Wiile we will be taking all reasonable neasures to secure
federal trademark registrations for the "register" and "register.cont nmarks, we
cannot assure you that we will be able to obtain these registrations. Qur
inability to obtain these trademark registrations could materially harm our
busi ness.

Effective trademark, service mark, copyright and trade secret
protection may not be available in every country in which our services are or
will be made available. W also expect to Iicense proprietary rights such as
trademarks or copyrighted material to strategic partners in the course of
pl anned national and international expansion. Vhile we will attenpt to ensure in
our agreements that licensees will maintain the quality of our service, we
cannot assure you that they will not take actions that might diminish the value
of our proprietary rights or reputation, which could thereby materially harm our
busi ness.

Furthermore, because the validity, enforceability and scope of
protection of proprietary rights in Internet-related industries is uncertain and
still evolving, we cannot assure you that we will be able to defend our
proprietary rights. In addition to being difficult to police, once any
infringement is detected, disputes concerning the ownership or rights to use
intellectual property could be costly and time-consuming to litigate, my
distract management fromoperating the business and may result in our |osing
significant rights and our ability to operate our business.

VIE CANNOT ASSURE YOU THAT THI RD PARTIES WLL NOT DEVELGP TECHNOLOG ES R
PROCESSES SI M LAR OR SUPERI R TO QURS.

W cannot ensure that third parties will not be able to independently
devel op technol ogy, processes or other intellectual property that is simlar to
or superior to ours. The unauthorized reproduction or other nisappropriation of
our intellectual property rights, including copying the | ook, feel and
functional ity of our website, could enable third parties to benefit fromour
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technol ogy without our receiving any compensation and coul d materially adversely
affect our business, financial condition and results of operations

VIE MAY BE SUBJECT TO CLAIMS OF ALLEGED I NFRINGEMENT OF | NTELLECTUAL PROPERTY
RIGHTS OF TH RD PARTI ES

V¢ do not conduct conprehensive patent searches to determine whether
our technology infringes patents held by others. In addition, technol ogy
devel opnent in Internet-related industries is inherently uncertain due to the
rapi dly evolving technol ogi cal environnent. There may be nunerous patent
applications pending, many of which are confidential when filed, with regard to
technol ogies simlar to our own. To date, we have not been notified that our
technol ogies infringe the proprietary rights of any third parties. However
third parties may assert infringement clains against us with respect to past
current or future technologies, and these claims and any resultant |itigation
should it occur, could subject us to significant liability for damages. Even if
we prevail, litigation could be tine-consuning and expensive to defend, and
could result in the diversion of managenent’s tinme and attention. Any clains
fromthird parties may also result in linitations on our ability to use the
intellectual property subject to these claims unless we are able to enter into
agreenents with the third parties making these clains. Such royalty or licensing
agreenents, if required, may be unavailable on terms acceptable to us, if at
all. If a successful claimof infringement is brought against us and we fail to
devel op non-infringing technology or to |icense the infringed or simlar
technology on a tinely basis, it could materially adversely affect our business
financial condition and results of operations

V& rely on certain technologies that we |icense fromother parties. For
instance, VeriSign has |icensed us the right to use key software products and
dat abase technol ogy. W cannot assure you that these third-party technol ogy
licenses will not infringe on the proprietary rights of others or will continue
to be available to us on conmercially reasonable terms, if at all. The loss of
such technol ogy could require us to obtain substitute technol ogy of |ower
quality or performance standards or at greater cost, which could materially harm
our business

THE NATURE OF QUR SERVI CES MAY SUBJECT US TO ALLEGED | NFRI NGEMENT AND OTHER
CLAI'MS RELATING SPECI FI CALLY TO DOMAI N NAMES

As a registrar of domain names, a provider of web-hosting services, and
a participant in the secondary market for domain names, we may be subject to
various clainms, including claim fromthird parties asserting trademark
infringement or dilution, unfair conpetition and violations of publicity and
privacy rights, to the extent that such parties consider their rights to be
violated by the registration of particular domain names by our users or our
hosting of our users’ websites or secondary market activities

For exanple, we provide an automated service enabling users to register
domai n names and do not nonitor or review the content of such domain nanes
Users might register a domain nanes which, based on the nature and content of
such domain names, could be considered obscene, hateful or defamatory, or which
could infringe or dilute a third party’'s intellectual property. The law relating
to the liability of registrars stenming fromthe activities of registrants in
this regard is currently unsettled both within the United States and abroad, and
the actions of our users may therefore expose us to significant liability. Even
if we were to prevail in a dispute
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concerning such actions, litigation could be tine-consuning and expensive to
defend, and could result in the diversion of managenent’'s tine and attention.

In addition, the Anticybersquatting Consumer Protection Act was enacted
in Novenber 1999 to curtail a practice commonly known in the industry as
"cybersquatting.” A cybersquatter is generally defined in this Act as one who
registers a domain name that is identical or sinilar to another party’'s
trademark or the name of a living person, in each case with the bad faith intent
to profit fromuse of the domain name. Cybersquatting is a problemthat could be
exacerbated with any additional top level domain nanes that may be established
by | CANN. Although the Act states that registrars may not be held liable for
registering or maintaining a domein name for another person absent a showing of
the registrar's bad faith intent to profit fromthe use of the domain nane,
registrars may be held liable if they fail to conply promptly with procedural
provisions under the Act. If we are held liable under this law, any liability
could have a material adverse effect on our business, financial condition and
results of operations.

Al'though established case law and statutory |aw have, to date, shielded
us fromliability relating to cybersquatting registrations on our site in the
primry registration market, this law remins new and unsettled in many
jurisdictions and the application of these laws and precedent to the secondary
market or other domain nane registration related services is still undevel oped.
Therefore, we cannot predict what our potential liabilities my be with respect
to allegations that our participation in the secondary market facilitates
cybersquatting. Any determination that our secondary market activities or other
domain name registration related services facilitate cybersquatting coul d have a
material adverse effect on our business, financial condition and results of
operations.

RI SKS RELATED TO QUR TECHNOLOGY AND THE | NTERNET

SYSTEMS DI SRUPTI ONS AND FAI LURES COULD CAUSE OUR CUSTOMERS AND ADVERTI SERS TO
BECOVE DI SSATI SFIED WTH US AND MAY | MPAIR CUR BUSI NESS.

OUR CUSTOMERS, ADVERTI SERS AND BUSI NESS ALLI ANCES MAY BECOME DI SSATI SFIED W TH
QUR PRODUCTS AND SERVI CES DUE TO I NTERRUPTI ONS | N ACCESS TO OUR VEBSI TE.

Qur ability to maintain our conputer and tel econmunications equi pment
in working order and to reasonably protect themfrominterruptionis critical to
our success. Qur website must accommodate a high volume of traffic and deliver
frequently updated information. Qur website has in the past experienced slower
response tines as a result of increased traffic. W have conducted planned site
outages and experienced unplanned site outages with mninmal inmpact on our
business. |f we were to experience a substantial increase in traffic and fail to
increase our capacity, our custonmers would experience slower response times or
disruptions in service. Qur customers, advertisers and business partners my
become dissatisfied by any systems failure that interrupts our ability to
provide our products and services to them Substantial or repeated system
failures would significantly reduce the attractiveness of our website and coul d
cause our custonmers, advertisers and business partners to switch to another
domai n name registration service provider.
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QUR CUSTOMERS, ADVERTI SERS AND BUSI NESS PARTNERS MAY BECOME DI SSATI SFIED W TH
OUR PRCDUCTS AND SERVI CES DUE TO | NTERRUPTI ONS | N OUR ACCESS TO THE REG STRATI ON
SYSTEMS OF GENERI C TCOP LEVEL DOVAIN CR COUNTRY CODE REG STRI ES

V¢ depend on the registration systems of generic top level domain and
country code registries to register domain names on behal f of our custoners. W
have in the past experienced problems with the registration systems of these top
| evel domain registries, including outages, particularly during their
i mpl enentation phase. Any significant outages in the registration systems of
these registries woul d prevent us fromdelivering or delay our delivery of our
services to our custoners. Prolonged or repeated interruptions in our access to
the registries coul d cause our custonmers, advertisers and business alliances to
switch to another domain nane registration service provider

DELAYS CR SYSTEMS FAI LURES UNRELATED TO OUR SYSTEMS COULD HARM OUR BUSI NESS

Qur customers depend on | SPs, online service providers and others to
access our websites. Many of these parties have experienced outages and could in
the future experience outages, delays and other difficulties due to systens
failures unrelated to our systems. Although we carry general liability
insurance, our insurance may not cover any claims by dissatisfied custoners
advertisers or parties to our strategic alliances, or may be inadequate to
indemify us for any liability that may be inposed in the event that a claim
were brought against us. CQur business could be materially harmed by any system
failure, security breach or other damage that interrupts or delays our
operations

OUR BUSINESS WOULD BE MATERI ALLY HARMED | F OUR COVPUTER SYSTEMS BECOVE DAMAGED

Qur network and communications systems are |ocated at hosting
facilities in New Jersey and New York. V& are continually building out our
systems |ocated at these facilities and my in the future add additiona
facilities to make our systems geographically redundant. W cannot assure you
that our systens are, or ever will be geographically redundant, particularly
because of the proximty of our current facilities to one another and in |ight
of the increased threat of terrorismfollowing the recent events of September
11, 2001. Fires, floods, earthquakes, power |osses, teleconmunications failures,
break-ins and sinilar events could damage these systens. Computer viruses
el ectronic break-ins, human error or other simlar disruptive problens could
al so adversely affect our systens.

Despite any precautions we may take, the occurrence of a natura
disaster, a decisionto close a facility we are using without adequate notice
for financial reasons or other unanticipated problems at any of our facilities
including our hosting facilities, could result in lengthy interruptions in our
services. This risk has increased since Exodus Communications, Inc., which
operates our New Jersey hosting facility, filed for Chapter 11 protection under
the federal bankruptcy laws in Septenmber 2001. In addition, the failure by
Exodus or our other hosting facilities to provide our required data
comuni cations or any damage to or failure of our systems could result in
interruptions in our service. Such interruptions would reduce our revenues and
profits, and our future revenues and profits would be harmed if our users were
to believe that our systems are unreliable. In addition, our business
interruption insurance may not be adequate to conpensate us for |osses that may
occur. Accordingly, any significant damage to our systems or
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disruption in our ability to provide our services woul d have a material adverse
effect on our business, financial condition and results of operations

OUR ABILITY TO DELI VER QUR PRODUCTS AND SERVI CES AND CUR FI NANCI AL CONDI Tl ON
DEPEND ON OUR ABILITY TO LI CENSE TH RD- PARTY SOFTWARE, SYSTEMS AND RELATED
SERVI CES ON REASONABLE TERMS FROM RELI ABLE PARTI ES.

V¢ depend upon various third parties for software, systems and related
services, including access to the various registration systens of domain name
registries. Many of these parties have a linited operating history or may depend
on reliable delivery of services fromothers. If these parties fail to provide
reliable software, systems and related services on agreeable license terms, we
may be unable to deliver our products and services

FAI LURE BY CUR TH RD- PARTY SERVI CE PROVI DERS TO DELI VER SUCH SERVI CES WLL HAVE
A NEGATI VE EFFECT ON QUR BUSI NESS

V¢ have engaged Cybersource to process credit card payments for our
indi vidual customers. Therefore, if Cybersource or its systemfails for any
reason to process credit card payments in a timely fashion, the domin nane
reservation process will be delayed and customers may be unable to obtain their
desired domin nane

In addition, we offer services to our users, including electronic mai
and digital certificates, through various third party service providers engaged
to performon our behalf. In the event that these service providers fail to
mai ntain adequate levels of support or otherwise discontinue such Iines of
busi ness, we may experience a negative inpact to our customer relations and may
have to pursue replacenent third party relationships

OUR FAI'LURE TO RESPOND TO THE RAPI D TECHNOLOG CAL CHANGES IN QUR | NDUSTRY MAY
HARM OUR BUSI NESS

If we are unable, for technological, legal, financial or other reasons
to adapt in a timely manner to changing market conditions or customer
requirements, we could lose customers, strategic alliances and market share. The
Internet and electronic comerce are characterized by rapid technol ogica
change. Sudden changes in user and customer requirenents and preferences, the
frequent introduction of new products and services enbodyi ng new technol ogi es
and the emergence of new industry standards and practices coul d render our
existing products, services and systens obsolete. The energing nature of
products and services in the domain name registration industry and their rapid
evolution will require that we continually inprove the performance, features and
reliability of our products and services. Qur success will depend, in part, on
our ability:

to enhance our existing products and services

to develop and license new products, services and technol ogies that
address the increasingly sophisticated and varied needs of our
current and prospective customers; and
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to respond to technol ogi cal advances and energing industry standards
and practices on a cost-effective or tinely basis

The devel opment of additional products and services and ot her
proprietary technol ogy involves significant technol ogical and business risks and
requires substantial expenditures and lead time. W may be unable to use new
technol ogi es effectively or adapt our websites, internally devel oped technol ogy
or transaction-processing systems to custoner requirenents or emerging industry
standards. Updating our technology internally and licensing new technol ogy from
third parties may require us to incur significant additional capita
expendi t ures.

|'F I NTERNET USAGE DOES NOT GROW OR I F THE | NTERNET DOES NOT CONTI NUE TO EXPAND
AS A MEDI UM FOR COWERCE, OUR BUSINESS MAY SUFFER.

Qur success depends upon the continued devel opnent and acceptance of
the Internet as a widely used mediumfor commerce and communication. Rapid
growth in the uses of and interest in the Internet is arelatively recent
phenonenon, and we cannot assure you that use of the Internet will continue to
grow at its current pace. A number of factors could prevent continued growt h,
devel opnent and acceptance, incl uding:

the unwillingness of companies and consuners to shift their
purchasing fromtraditional vendors to online vendors

the Internet infrastructure may not be able to support the demands
placed onit, and its performance and reliability may decline as
usage grows

security and authentication issues may create concerns with respect
to the transmission over the Internet of confidential information
such as credit card numbers, and attenpts by unauthorized conputer
users, so-called hackers, to penetrate online security systens; and

privacy concerns, including those related to the ability of websites
to gather user information without the user’s know edge or consent
may inpact consumers’ willingness to interact online.

Any of these issues could slowthe growh of the Internet, which could
have a material adverse effect on our business, financial condition and results
of operations

VEE DEPEND ON THE TECHNOLOG CAL STABILITY AND MAI NTENANCE CF THE | NTERNET
| NFRASTRUCTURE

Qur success and the viability of the Internet as an information nedium
and commercial marketplace will depend in large part upon the stability and
mai ntenance of the infrastructure for providing Internet access and carrying
Internet traffic. Failure to develop a reliable network systemor tinely
devel opment and acceptance of conpl ementary products, such as high-speed modens,
could materially harmour business. In addition, the Internet could lose its
viability due to delays in the devel opment or adoption of new standards and
protocol s required to handle increased |evels of Internet activity or due to
increased governnent regul ation
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VEE MAY BECOME SUBJECT TO BURDENSOVE GOVERNMENT REGULATI ONS AND LEGAL
UNCERTAI NTI ES AFFECTI NG THE | NTERNET.

To date, government regul ations have not materially restricted the use
of the Internet. The legal and regulatory environment pertaining to the
Internet, however, is uncertain and may change. Both new and existing |aws may
be applied to the Internet by state, federal or foreign governnents, covering
i ssues that include:

sales and other taxes;

user privacy;

the expansion of intellectual property rights
pricing controls;

characteristics and quality of products and services
consumer protection;

cross-border comerce

libel and defamation

copyright, trademark and patent infringement
security

por nography; and

other clains based on the nature and content of Internet materials

The adoption of any new laws or regulations or the new application or
interpretation of existing laws or regulations to the Internet could hinder the
growth in use of the Internet and other online services generally and decrease
the acceptance of the Internet and other online services as media of
comuni cations, comerce and advertising. Qur business may be harned if any
slowing of the growth of the Internet reduces the demand for our services. In
addition, new legislation could increase our costs of doing business and prevent
us fromdelivering our products and services over the Internet, thereby harning
our business, financial condition and results of operations

THE | NTRCDUCTI ON OF TAX LAWS TARGETI NG COVPANI ES ENGAGED I N ELECTRONI C COMVERCE
COULD MATERIALLY ADVERSELY AFFECT OUR BUSINESS, FI NANCIAL CONDI TION AND RESULTS
CF CPERATI ONS

Ve file tax returns in such states as required by |aw based on
principles applicable to traditional businesses. However, one or nore states
coul d seek to inpose additional income tax obligations or sales tax collection
obligations on out-of-state conpanies, such as ours, which engage in or
facilitate electronic conmerce. A nunber of proposals have heen made at state
and local levels that could inpose such taxes on the sale of products and
services through the Internet
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or the income derived fromsuch sales. Such proposals, if adopted, could
substantially inpair the growth of electronic comerce and materially adversely
affect our business, financial condition and results of operations

On Novenmber 28, 2001, President Bush signed the Internet Tax
Nondi scrimnation Act, which limts the ability of the states to inpose taxes on
Internet-based transactions. \ile this legislation provides significant
benefits to Internet-based businesses, it will expire on November 1, 2003 and if
not renewed, would allow various states to inpose taxes on Internet-based
comerce. The inposition of such taxes could materially adversely affect our
busi ness, financial condition and results of operations

| NVESTMENT RI SKS
OUR STOCK PRICE, LIKE THAT OF MANY | NTERNET COVPANIES, IS H GHLY VCQLATI LE

The market price of our common stock has been and is likely to continue
to be highly volatile and significantly affected by a nunber of factors
i ncl uding

general market and econonic conditions and market conditions
affecting technol ogy and Internet stocks generally

linted availability of our shares on the open market

actual or anticipated fluctuations in our quarterly or annua
registrations or operating results

announcenents of technol ogi cal innovations, acquisitions or
investments, devel opnents in Internet governance or corporate
actions such as stock splits; and

industry conditions and trends

The stock market has experienced extreme price and vol ume fluctuations
that have particularly affected the market prices of the securities of
Internet-related companies. These fluctuations may adversely affect the market
price of our common stock

OUR DI RECTORS, EXECUTI VE OFFI CERS AND PRI NCI PAL STOCKHOLDERS OMN A SI GNI FI CANT
PERCENTAGE OF CUR SHARES, WHICH WLL LIMT YOUR ABILITY TO | NFLUENCE CCRPCRATE
MATTERS

As of May 1, 2002, our directors, executive officers and principa
stockhol ders beneficially owed approximately 24.4%of our common stock
Accordingly, these stockhol ders could have significant influence over the
outcone of any corporate transaction or other matter subnitted to our
stockhol ders for approval, including mergers, consolidations and the sale of al
or substantially all of our assets, and al so could prevent or cause a change in
control. The interests of these stockhol ders may differ fromthe interests of
our other stockholders. In addition, third parties may be di scouraged from
meking a tender offer or bhid to acquire us because of this concentration of
owner shi p.
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SHARES ELI G BLE FOR PUBLI C SALE COULD ADVERSELY AFFECT OUR STOCK PRI CE

Currently 11,667 shares of comon stock held by the former stockhol ders
of Inabox are subject to |ock-up agreements with us pursuant to which all 11,667
unregistered shares will be released fromthe Iock-up on June 4, 2002. In
addition, as of April 15, 2002, 939,363 shares of common stock held by the
former stockhol ders of Afternic.comare also subject to lock-up agreements and
will be released on a monthly basis until the expiration of the Iock-up
agreenents on Septenber 15, 2004. Of these shares, 32,392 shares are released
fromthe lock-up each month, of which 2,796 shares are covered by a registration
statenment and 29,596 shares are not covered by a registration statenent.
Additional Iy, a nunber of holders of our comon stock and comon stock issuable
upon the exercise of warrants have the right to require us to register their
shares under the Securities Act. If we register these shares, they can be sold
inthe public market. The market price of our comon stock could decline as a
result of sales by these existing stockhol ders of their shares of comon stock
inthe mrket or the perception that these sales could occur. These sales also
mght make it difficult for us to sell equity securities in the future at a tine
and price that we deem appropriate.

OUR CHARTER DOCUMENTS AND DELAWARE LAWMAY |NHIBI T A TAKEOVER THAT STOCKHOLDERS
MAY CONSI DER FAVORABLE.

Provisions in our amended and restated certificate of incorporation,
our anended and restated byl aws and Del aware |aw coul d delay or prevent a change
of control or change in managenent that would provide stockholders with a
premumto the market price of their conmon stock. The authorization of
undesi gnated preferred stock, for exanple, gives our board the ability to issue
preferred stock with voting or other rights or preferences that coul d inpede the
success of any attenpt to change control of the conpany. If a change of control
or change in managenent is delayed or prevented, this premium may not be
realized or the market price of our comon stock coul d decline.

| TEM 3. QUANTI TATI VE AND QUALI TATI VE DI SCLOSURES ABQUT MARKET RI SK.

Qur exposure to market risk is limted to interest rates and foreign
currency exchange rates. W believe that we are not subject to any material
interest rate risk because all of our investments are in fixed-rate, short-term
securities having a maturity of not more than two years with a majority having a
maturity of under one year. The fair value of our investment portfolio or
related income would not be significantly inpacted by either a 100 basis point
increase or decrease in interest rates due mainly to the fixed-rate, short-term
nature of the substantial mjority of our investment portfolio.

W& consi der our exposure to foreign currency exchange rate fluctuations
to be minor. Both the revenues and expenses of our wholly owned subsidiaries are
denominated in local currencies. In these regions, we believe this serves as a
natural hedge against exchange rate fluctuations because although an unfavorable
change in the exchange rate of the foreign currency against the United States
dollar will result in lower revenues when transiated to United States dollars,
operating expenses will also be |ower in these circunmstances. Because of our
linted exposure to the adverse inmpact of foreign currency exchange rate
fluctuations, we have not
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engaged in any hedging activities, although if future events or changes in
circunstances indicate that hedging activities would be beneficial, we my
consi der such activities

V¢ generally do not enter into financial instruments for trading or
specul ative purposes and do not currently utilize derivative financia
instruments
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PART 11. OTHER | NFORMATI ON

| TEM 6. EXH BI TS AND REPCRT ON FORM 8- K
(a) None.

(b) The following reports on Form8-K were filed during the quarter
ended March 31, 2002:

On February 4, 2002, we filed a Current Report on Form8-K, ItemS5,
announci ng a recomended cash offer by a whol | y-owned Regi ster.com subsidiary
for the outstanding shares of Virtual Internet plc ("Virtual Internet").

On February 27, 2002, we filed a Current Report on Form8-K, Item
5, announcing that our recommended cash offer for all outstanding shares of
Virtual Internet was declared unconditional on February 22, 2002.

On March 1, 2002, we filed a Current Report on Form8-K, ItemS5,
announcing that Peter A Forman, one of our directors and our co-founder, had
amended his witten selling plan to extend the termto Decenber 31, 2002.

On March 25, 2002, we filed a Current Report on Form8-K Item2,
announci ng the purchase of 97%of Virtual Internet’s shares in the recommended
cash offer.
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SI GNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934,
the registrant has duly caused this report to be signed on its behal f by the
under si gned thereunto dul'y authorized.

REG STER COM | NC.

Date: May 15, 2002 By: s/ Rene Mathis

Name: Rene Mathis

Title: Chief Financial Officer and Treasurer (Principal
Financial and Accounting Officer and Duly Authorized
O ficer)
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