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MERGER PROPOSED � YOUR VOTE IS VERY IMPORTANT
      On behalf of the boards of directors and management teams of both PFSweb, Inc. and eCOST.com, Inc., we are
pleased to deliver our joint proxy statement/ prospectus for the proposed merger involving PFSweb and eCOST. We
are proposing the merger because we believe it will provide substantial strategic and financial benefits to the
stockholders of each of our respective companies by creating more stockholder value than either company could
create individually and allowing stockholders to participate in a larger, more diversified company.
      In the merger, a subsidiary of PFSweb will merge with and into eCOST, with eCOST surviving as a wholly owned
subsidiary of PFSweb. As a result of the merger, eCOST stockholders will be entitled to receive one share of PFSweb
common stock for each share of eCOST common stock they own. PFSweb stockholders will continue to own their
existing shares, which will not be affected by the merger. On November 9, 2005, the last trading day before we
announced our letter of intent to pursue a merger, the closing price of PFSweb common stock as reported on the
Nasdaq Capital Market was $1.67. PFSweb expects to issue approximately 18,980,000 shares of PFSweb common
stock to eCOST stockholders in connection with the merger. Accordingly, we expect that eCOST stockholders will, as
a group, own approximately 46% of the outstanding shares of PFSweb common stock immediately after the merger.
Upon completion of the merger, PFSweb shares will continue to trade on the Nasdaq Capital Market under the trading
symbol �PFSW.�
      We cannot complete the merger unless PFSweb stockholders approve the issuance of PFSweb common stock in
the merger and a charter amendment to increase the number of PFSweb authorized shares of common stock and
eCOST stockholders approve and adopt the merger agreement and the transactions contemplated by the merger
agreement, including the merger. The obligations of PFSweb and eCOST to complete the merger are also subject to
the satisfaction or waiver of several other conditions to the merger. Additional information about PFSweb, eCOST
and the proposed merger is contained in this joint proxy statement/ prospectus. We encourage you to read this entire
document carefully, including the section entitled �Risk Factors� beginning on page 28.

 After careful consideration, the PFSweb board of directors has unanimously determined that the merger
agreement and the transactions contemplated by the merger agreement are advisable and unanimously
recommends that PFSweb stockholders vote �FOR� the proposal to issue PFSweb common stock pursuant to the
merger agreement. In addition, in order to complete the merger, PFSweb must amend its charter to increase
the number of authorized shares of PFSweb common stock. Accordingly, the board of directors of PFSweb also
recommends a vote �FOR� the proposed amendment to the PFSweb Amended and Restated Certificate of
Incorporation to increase the number of authorized shares of PFSweb common stock from 40 million shares to
75 million shares.

 Similarly, the eCOST board of directors has unanimously determined that the merger agreement and the
transactions contemplated by the merger agreement are advisable and unanimously recommends that eCOST
stockholders vote �FOR� the proposal to approve and adopt the merger agreement and the transactions
contemplated by the merger agreement, including the merger.

 Your vote is very important. Whether or not you plan to attend the special meeting of stockholders of PFSweb or
eCOST, please take the time to vote by completing and mailing the enclosed proxy card and returning it in the
accompanying pre-paid envelope as soon as possible. If your shares are held in �street name,� you must instruct your
broker in order to vote.

Sincerely, Sincerely,

Mark C. Layton Adam Shaffer
Chairman of the Board of Directors, Chairman of the Board of Directors,
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Chief Executive Officer Chief Executive Officer
PFSweb, Inc. eCOST.com, Inc.

 Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved of the securities to be issued under this joint proxy statement/ prospectus or passed upon the
adequacy or accuracy of this joint proxy statement/ prospectus. Any representation to the contrary is a
criminal offense.
      This joint proxy statement/ prospectus is dated December 29, 2005, and is first being mailed to PFSweb and
eCOST stockholders on or about December 29, 2005.
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ADDITIONAL INFORMATION
      This joint proxy statement/ prospectus incorporates by reference important business and financial information
about PFSweb and eCOST from documents that are not included in or delivered with this joint proxy statement/
prospectus. For a more detailed description of the information incorporated by reference into this joint proxy
statement/ prospectus and how you may obtain it, see �Where You Can Find More Information� on page 171.
      Each of PFSweb and eCOST is an SEC reporting company and it files annual, quarterly, current reports and other
information with the SEC. You can obtain any of these documents from the SEC through the SEC�s website at
http://www.sec.gov. You may also obtain copies of these documents, without charge, by requesting them in writing or
by telephone from the appropriate company at the following addresses.

PFSweb, Inc.
Suite 500

500 North Central Expressway
Plano, Texas 75074

(972) 881-2900
Attention: Investor Relations

eCOST.com, Inc.
Suite 106

2555 West 190th Street
Torrance, California 90504

(310) 225-4044
Attention: Investor Relations

 In order to receive timely delivery of the documents in advance of the respective PFSweb and eCOST
meetings, any request for any additional documents should be received no later than January 13, 2006.
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PFSWEB, INC.
500 North Central Expressway

Plano, Texas 75074
NOTICE OF SPECIAL MEETING OF STOCKHOLDERS

To Be Held On January 23, 2006
To the Stockholders of PFSweb, Inc.:
      NOTICE IS HEREBY GIVEN that a special meeting of stockholders of PFSweb, Inc. will be held on January 23,
2006 at 10:00 a.m., local time, at PFSweb�s principal offices at 500 North Central Expressway, Plano, Texas 75074 for
the following purposes:

      1. to consider and vote upon a proposal to approve the issuance of PFSweb common stock, $0.001 par value,
pursuant to the Agreement and Plan of Merger, dated as of November 29, 2005, by and among PFSweb, Inc., Red
Dog Acquisition Corp., a wholly owned subsidiary of PFSweb, and eCOST.com, Inc.;

      2. to consider and vote upon a proposal to approve the amendment to the PFSweb Amended and Restated
Certificate of Incorporation to increase the number of authorized shares of PFSweb common stock, $0.001 par
value, from 40 million shares to 75 million shares;

      3. to grant discretionary authority to adjourn the meeting, if necessary, to solicit additional proxies with respect
to proposals 1 and/or 2; and

      4. to transact such other business as may properly come before the special meeting or any adjournment or
postponement of the meeting.

      Please refer to the attached joint proxy statement/ prospectus for further information with respect to the business to
be transacted at the special meeting. Only stockholders of record of PFSweb common stock at the close of business on
December 21, 2005, the record date for the PFSweb special meeting, are entitled to notice of and to vote at this special
meeting or any adjournment or postponement of the special meeting.

 Your vote is important. Whether or not you expect to attend the PFSweb special meeting in person, please
complete, sign, date and return the enclosed proxy card as soon as possible to ensure that your shares are
represented at the special meeting. If your shares are held in �street name,� which means your shares are held of
record by a broker, bank or other nominee, you must provide your broker, bank or other nominee with instructions on
how to vote your shares. For specific instructions on voting procedures, please refer to the section entitled �The
PFSweb Special Meeting � Voting Procedures and Revocation of Proxies� beginning on page 50 of this joint proxy
statement/ prospectus and the instructions on the proxy card.

 The PFSweb board of directors has unanimously approved the merger agreement and unanimously
recommends that PFSweb stockholders vote �FOR� the proposal to issue PFSweb common stock pursuant to the
merger agreement. In addition, in order to complete the merger, PFSweb must amend its charter to increase
the number of authorized shares of PFSweb common stock. Accordingly, the board of directors of PFSweb also
recommends a vote �FOR� the proposed amendment to the PFSweb Amended and Restated Certificate of
Incorporation to increase the number of authorized shares of PFSweb common stock from 40 million shares to
75 million shares.

By order of the Board of Directors,

Harvey Achatz
Secretary

December 29, 2005
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eCOST.com, Inc.
Suite 106

2555 West 190th Street
Torrance, California 90504

NOTICE OF SPECIAL MEETING OF STOCKHOLDERS
To Be Held On January 23, 2006

To the Stockholders of eCOST.com, Inc.:
      NOTICE IS HEREBY GIVEN that a special meeting of stockholders of eCOST.com, Inc. will be held on
January 23, 2006 at 10:00 a.m., local time, at eCOST�s principal offices at 2555 West 190th Street, Suite 106, Torrance,
California 90504 for the following purposes:

      1. to consider and vote upon a proposal to approve and adopt the Agreement and Plan of Merger, dated as of
November 29, 2005, by and among eCOST.com, Inc., PFSweb, Inc. and Red Dog Acquisition Corp., a wholly
owned subsidiary of PFSweb, and the transactions contemplated by the merger agreement, including the merger,
pursuant to which Red Dog Acquisition Corp. would merge with and into eCOST and each outstanding share of
eCOST common stock would be converted into one share of PFSweb common stock;

      2. to consider and vote upon a proposal to grant discretionary authority to adjourn the special meeting, if
necessary, to solicit additional proxies with respect to proposal 1; and

      3. to transact such other business as may properly come before the special meeting or any adjournment or
postponement of the meeting.

      Please refer to the attached joint proxy statement/prospectus for further information with respect to the business to
be transacted at the special meeting. Only stockholders of record of eCOST common stock at the close of business on
December 21, 2005, the record date for the eCOST special meeting, are entitled to notice of and to vote at this special
meeting or any adjournment or postponement of the special meeting.

 Your vote is important. Whether or not you expect to attend the eCOST special meeting in person, please
complete, sign, date and return the enclosed proxy card as soon as possible to ensure that your shares are
represented at the special meeting. If your shares are held in �street name,� which means your shares are held of
record by a broker, bank or other nominee, you must provide your broker, bank or other nominee with instructions on
how to vote your shares. For specific instructions on voting procedures, please refer to the section entitled �The eCOST
Special Meeting � Voting Procedures and Revocation of Proxies� beginning on page 54 of this joint proxy
statement/prospectus and the instructions on the proxy card.

 The eCOST board of directors has unanimously approved the merger agreement and unanimously
recommends that eCOST stockholders vote �FOR� the proposal to approve and adopt the merger agreement and
the transactions contemplated by the merger agreement, including the merger.

 Please do not send any certificates representing your eCOST common stock at this time.
By order of the Board of Directors,

Adam Shaffer
Chief Executive Officer

December 29, 2005
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QUESTIONS AND ANSWERS ABOUT THE MERGER
 The following are some questions that you, as a stockholder of PFSweb or eCOST, may have regarding the

merger and the other matters being considered at the respective special meetings of stockholders of PFSweb and
eCOST and brief answers to those questions. PFSweb and eCOST urge you to read carefully the remainder of this
joint proxy statement/ prospectus because the information in this section does not provide all the information that
might be important to you with respect to the merger and the other matters being considered at their respective
special meetings of stockholders. Additional important information is also contained in the annexes to this joint proxy
statement/ prospectus.

Q: Why am I receiving this joint proxy statement/ prospectus?

A: PFSweb and eCOST have agreed to combine pursuant to the terms of a merger agreement that is described in this
joint proxy statement/ prospectus. A copy of the merger agreement is attached to this joint proxy statement/
prospectus as Annex A.

In order to complete the merger, PFSweb stockholders must vote to approve the issuance of shares of PFSweb
common stock in the merger and to amend the PFSweb charter to increase the number of authorized shares of
PFSweb common stock, and eCOST stockholders must vote to approve and adopt the merger agreement and the
transactions contemplated by the merger agreement, including the merger.

PFSweb and eCOST will hold separate meetings of their respective stockholders to obtain these approvals. This
joint proxy statement/ prospectus contains important information about the merger and the special meetings of
the respective stockholders of each of PFSweb and eCOST, and you should read it carefully. The enclosed voting
materials allow you to vote your shares without attending your special meeting.

Your vote is important. We encourage you to vote as soon as possible.

Q: Why are we proposing the merger?

A: PFSweb and eCOST believe the merger will provide substantial strategic benefits to the stockholders of PFSweb
and eCOST by combining eCOST�s key supplier relationships, growing customer base and expansive e-commerce
platform with PFSweb�s advanced technology and operational infrastructure thereby providing the combined
company with the enhanced ability to expand its market share in the fast growing web commerce market. We
also believe that the combined company will benefit from a number of synergies that, as implemented, will
reduce or eliminate certain eCOST operating costs.

Q: What will happen in the merger?

A: The businesses of PFSweb and eCOST will be combined. At the closing, Red Dog Acquisition Corp., a newly
formed and wholly owned subsidiary of PFSweb, will merge with and into eCOST, with eCOST surviving the
merger as a wholly owned subsidiary of PFSweb.

Q: What will I receive for my shares of eCOST stock?

A: Upon completion of the merger of Red Dog with and into eCOST, eCOST stockholders will be entitled to receive
one share of PFSweb common stock for each share of eCOST common stock owned immediately prior to the
closing of the merger. Instead of any fractional shares of PFSweb common stock, eCOST stockholders will
receive cash equal to the value of any fractional shares remaining. Please see �The Merger Agreement � Conversion
of Securities� on page 84.
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Q: How will PFSweb�s stockholders be affected by the merger and issuance of PFSweb common stock in the
merger?

A: After the merger, PFSweb�s stockholders will continue to own their existing shares of PFSweb common stock.
Accordingly, PFSweb�s stockholders will hold the same number of shares of PFSweb common stock that they
held immediately prior to the merger. However, because PFSweb will be issuing new shares of PFSweb common
stock to the eCOST stockholders in the merger, each outstanding share of

1
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PFSweb common stock immediately prior to the merger will represent a smaller percentage of the total number
of shares of PFSweb common stock outstanding after the merger.

Q: When and where are the special meetings?

A: The PFSweb special meeting will take place on January 23, 2006 at 10:00 a.m., local time, at 500 North Central
Expressway, Plano, Texas 75074.

The eCOST special meeting will take place on January 23, 2006 at 10:00 a.m., local time, at 2555 West
190th Street, Torrance, California 90504.

Q: What vote of PFSweb stockholders is required to approve the issuance of shares of PFSweb common stock
pursuant to the merger agreement and to amend the PFSweb charter to increase the number of authorized
shares?

A: Approval of the proposal to issue shares of PFSweb common stock pursuant to the merger agreement requires the
affirmative vote of a majority of the total votes cast at the PFSweb special meeting. In addition, in order to
complete the merger, it is necessary to amend the PFSweb certificate of incorporation to increase the number of
authorized shares of PFSweb common stock from 40 million shares to 75 million shares. The authorization of the
amendment to the PFSweb certificate of incorporation to increase the number of authorized shares of common
stock will require the affirmative vote of the holders of a majority of the outstanding shares of PFSweb common
stock entitled to vote thereon.

Q: Why does PFSweb need to amend its certificate of incorporation?

A: The amendment to PFSweb�s certificate of incorporation authorizing additional shares of common stock is
required by the merger agreement and is necessary for PFSweb to have enough authorized common stock to close
the merger and have the flexibility to meet business needs and take advantage of opportunities as they arise. The
additional shares would also be available for other corporate purposes, such as the issuance of shares of PFSweb
common stock upon the exercise of employee stock options.

Q: What will happen if PFSweb stockholders approve the issuance of shares of PFSweb common stock
pursuant to the merger agreement but do not approve the proposal to amend the PFSweb charter to
increase the number of authorized shares?

A: The merger will not occur since approval of the proposal to amend the PFSweb charter to increase the number of
authorized shares of PFSweb common stock is a condition of the merger agreement.

Q: What vote of eCOST stockholders is required to adopt the merger agreement?

A: The affirmative vote of a majority of the outstanding shares of eCOST common stock is required to adopt the
merger agreement. A stockholder of eCOST beneficially owning as of December 21, 2005 1,988,813 shares of
eCOST common stock (representing approximately 11.2% of the voting power of the eCOST common stock
outstanding as of such date), has agreed to vote such shares in favor of the adoption of the merger agreement.

Q: How does my company�s board of directors recommend I vote?

A: The PFSweb board of directors unanimously recommends that PFSweb stockholders vote �FOR� the proposal to
issue PFSweb common stock pursuant to the merger agreement and �FOR� the proposal to amend the certificate of
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incorporation to increase the number of authorized shares. For a more complete description of the
recommendation of the PFSweb board of directors, see �The Merger � PFSweb�s Reasons for the Merger� on
page 60.

The eCOST board of directors unanimously recommends that eCOST stockholders vote �FOR� the proposal to
approve and adopt the merger agreement and the transactions contemplated by the merger agreement, including
the merger. For a more complete description of the recommendation of the eCOST board of directors, see �The
Merger � eCOST�s Reasons for the Merger� on page 62.

2
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Q: Are stockholders entitled to appraisal rights?

A: Neither PFSweb stockholders nor eCOST stockholders are entitled to appraisal rights in connection with the
merger.

Q: What do I do now?

A: Carefully read and consider the information contained in this joint proxy statement/ prospectus, including its
annexes. There are several ways your shares can be represented at your stockholder meeting. You can attend your
stockholder meeting in person or you can indicate on the enclosed proxy card how you want to vote and return it
in the accompanying pre-addressed postage paid envelope.

Q: How do I cast my vote?

A: If you are a holder of record, you may vote in person at your special meeting or by submitting a proxy for your
special meeting. You can submit your proxy by signing and dating the enclosed proxy card and promptly
returning it in the enclosed envelope.

Q: If my broker holds my shares in �street name,� will my broker vote my shares?

A: If you hold your shares in �street name� in a stock brokerage account or if your shares are held by a broker, bank or
other nominee, you must provide your broker, bank or other nominee with instructions on how to vote your
shares. Please see the voting form of your broker, bank or other nominee that accompanies this joint proxy
statement/ prospectus.

Q: Can I change my vote after I have delivered my proxy?

A: Yes. You can change your vote at any time before your proxy is voted at your company�s stockholder meeting.
You can do this in one of three ways: (1) you can send a written notice of revocation; (2) you can submit a new,
later dated proxy card; or (3) if you are a holder of record, you can attend your stockholder meeting and vote in
person; however, your attendance alone will not revoke your proxy. If you choose either of the first two methods,
you must submit your notice of revocation or your new proxy to the Corporate Secretary of PFSweb or eCOST,
as appropriate, before the applicable stockholder meeting. However, if your shares are held in a �street name�
account at a brokerage firm or bank, you must contact your brokerage firm or bank to change your vote. If you
would like more information and you are a PFSweb stockholder, please see �The PFSweb Special Meeting � Voting
Procedures and Revocation of Proxies� on page 50. If you would like additional information and you are a eCOST
stockholder, please see �The eCOST Special Meeting � Voting Procedures and Revocation of Proxies� on page 54.

Q: What will happen if I abstain from voting or fail to vote?

A: In the case of PFSweb stockholders, the failure to cast your vote will not have any impact on the proposal to issue
shares of PFSweb common stock in connection with the merger. Abstentions will count toward the presence of a
quorum, but will not be considered votes cast and will therefore have no impact on the proposal to issue shares of
PFSweb common stock in connection with the merger. However, abstentions and broker non- votes will have the
same effect as a vote against the proposal to increase the number of authorized shares. As noted above, the
proposal to increase the number of authorized shares must be approved in order for the merger to occur.

In the case of eCOST stockholders, an abstention by you or your failure to cast your vote or instruct your broker
how to vote if your shares are held in �street name� will have the same effect as voting against the proposal to
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approve and adopt the merger agreement and the transactions contemplated by the merger agreement, including
the merger, because the required vote is a majority of the outstanding shares of eCOST common stock.

Q: Should I send in my eCOST stock certificates now?

A: No. After the merger is completed, you will receive written instructions from the exchange agent on how to
exchange your eCOST stock certificates for PFSweb stock certificates. Please do not send in your eCOST stock
certificates with your proxy card.
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Q: When do you expect the merger to be completed?

A: PFSweb and eCOST are working to complete the merger as quickly as practicable. PFSweb and eCOST currently
expect to complete the merger in the first quarter of 2006. However, the exact timing of the completion of the
merger cannot be predicted because the merger is subject to stockholder approvals and other conditions.

Q: What should PFSweb stockholders or eCOST stockholders do if they receive more than one set of voting
materials for their company�s special meeting?

A: You may receive more than one set of voting materials for your special meeting, including multiple copies of this
joint proxy statement/ prospectus and multiple proxy cards or voting instruction cards. For example, if you hold
your shares in more than one brokerage account, you will receive a separate voting instruction card for each
brokerage account in which you hold shares. If you are a holder of record and your shares are registered in more
than one name, you will receive more than one proxy card. Please complete, sign, date and return each proxy card
and voting instruction card that you receive.

Q: What are the U.S. federal income tax consequences of the merger?

A: PFSweb and eCOST intend for the merger to qualify as a reorganization within the meaning of Section 368(a) of
the Internal Revenue Code. If the merger qualifies as a reorganization, eCOST stockholders generally will not
recognize any gain or loss upon their receipt of PFSweb common stock in the merger, except for gain or loss
resulting from the receipt of cash in lieu of a fractional share of PFSweb common stock. No gain or loss will be
recognized by eCOST, PFSweb or its stockholders as a result of the merger.

The tax consequences of the merger to each eCOST stockholder will depend on each stockholder�s particular
circumstances. eCOST stockholders should read the discussion in the section entitled �The Merger � Material
United States Federal Income Tax Consequences� and consult their tax advisors regarding the tax consequences of
their participation in the merger in light of their individual circumstances.

Q: Who can help answer my questions?

A: PFSweb stockholders who have any questions about the merger or how to submit a proxy, or who need additional
copies of this joint proxy statement/ prospectus or the enclosed proxy card or voting instruction card, should
contact:

PFSweb, Inc.
500 North Central Expressway

Plano, Texas 75074
Attention: Investor Relations
Telephone: (972) 881-2900

eCOST stockholders who have any questions about the merger or how to submit a proxy, or who need additional
copies of this joint proxy statement/ prospectus or the enclosed proxy card or voting instruction card, should
contact:

eCOST.com, Inc.
2555 West 190th Street

Torrance, California 90504
Attention: Investor Relations
Telephone: (310) 225-4044
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SUMMARY
 This summary highlights selected information from this document. It does not contain all of the information that is

important to you. We urge you to carefully read the entire document and the other documents to which we refer in
order to fully understand the merger and the related transactions. See �Where You Can Find More Information� on
page 171. Each item in this summary refers to the page of this document on which that subject is discussed in more
detail.

The Companies
PFSweb, Inc.
500 North Central Expressway
Plano, Texas 75074
(972) 881-2900
      PFSweb is an international provider of integrated business process outsourcing services to major brand name
companies seeking to maximize their supply chain efficiencies and to extend their traditional and e-commerce
initiatives in the United States, Canada, and Europe. PFSweb offers such services as professional consulting,
technology collaboration, managed web hosting and internet application development, order management,
web-enabled customer contact centers, customer relationship management, financial services including billing and
collection services and working capital solutions, information management, facilities and operations management,
kitting and assembly services, and international fulfillment and distribution services.
      PFSweb also operates a products division through its wholly-owned subsidiary, Supplies Distributors. Supplies
Distributors is a master distributor of various products, primarily technology products manufactured by or for
International Business Machines Corporation. Through its merger with eCOST, PFSweb expects to diversify its
product line and seek new opportunities in the fast growing web commerce market.
eCOST.com, Inc.
2555 West 190th Street
Torrance, California 90504
(310) 225-4044
      eCOST is a leading multi-category online discount retailer of high quality new, close-out and refurbished
brand-name merchandise. eCOST currently offers over 100,000 products in twelve primary merchandise categories,
including computer hardware and software, home electronics, digital imaging, watches and jewelry, housewares, DVD
movies, video games, travel, bed and bath, apparel and accessories, licensed sports gear and cellular/wireless.
Additionally, we offer other categories of products and services, including pet supplies and flowers through various
affiliate relationships. eCOST appeals to a broad range of consumer and small business customers through what it
believes is a unique and convenient buying experience offering two shopping formats: every day low price and its
proprietary Bargain Countdowntm. This combination of shopping formats helps attract value-conscious customers
looking for high quality products at low prices to the eCOST.com website. Additionally, eCOST offers a fee-based
membership program to develop customer loyalty by providing subscribers exclusive access to preferential offers.
eCOST offers suppliers an efficient sales channel for merchandise in all stages of the product life cycle. eCOST
carries products from leading manufacturers such as Apple, Canon, Citizen, Denon, Hewlett-Packard, Nikon, Onkyo,
Seiko and Toshiba and has access to a broad selection of merchandise, including deeply discounted close-out and
refurbished merchandise.
      eCOST was previously a wholly-owned subsidiary of PC Mall, Inc., a direct marketer of computer hardware,
software, peripheral, electronics, and other consumer products and services. In September 2004, eCOST completed an
initial public offering of 3,465,000 shares of common stock, leaving PC Mall with ownership of approximately 80.2%
of the outstanding shares of common stock. On April 11, 2005,
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PC Mall distributed its ownership interest in eCOST to PC Mall common stockholders by means of a special dividend.
The Merger (page 57)
      PFSweb and eCOST have agreed to a merger under the terms of the merger agreement described in this joint
proxy statement/ prospectus. We have attached the merger agreement as Annex A to this joint proxy statement/
prospectus. We encourage you to read the merger agreement in its entirety.
      Under the terms of the merger agreement, Red Dog Acquisition Corp., a newly formed and wholly owned
subsidiary of PFSweb, will merge with and into eCOST and the separate corporate existence of Red Dog will cease.
eCOST will be the surviving corporation in the merger and will continue as a wholly owned subsidiary of PFSweb.
      Upon completion of the merger, eCOST stockholders will be entitled to receive one share of PFSweb common
stock for each share of eCOST common stock owned immediately prior to the closing of the merger. Instead of any
fractional shares of PFSweb common stock, eCOST stockholders will receive cash equal to the value of any fractional
shares remaining. Stockholders of PFSweb will continue to own their existing shares.
Reasons for the Merger (page 60 and page 62)
      PFSweb and eCOST believe the merger will provide substantial strategic benefits to the stockholders of PFSweb
and eCOST by combining eCOST�s key supplier relationships, growing customer base and expansive e-commerce
platform with PFSweb�s advanced technology and operational infrastructure thereby providing the combined company
with the enhanced ability to expand its market share in the fast growing web commerce market. The combined
company should also benefit from a number of synergies that, as implemented, should reduce or eliminate certain
eCOST operating costs.
Recommendations of the Boards of Directors (page 62 and page 65)
      The PFSweb board of directors unanimously approved the merger agreement and unanimously recommends that
PFSweb stockholders vote �FOR� the proposal to issue PFSweb common stock pursuant to the merger agreement and
�FOR� the proposal to amend the PFSweb certificate of incorporation to increase the number of authorized shares.
      The eCOST board of directors unanimously approved the merger agreement and unanimously recommends that
eCOST stockholders vote �FOR� the proposal to approve and adopt the merger agreement and the transactions
contemplated by the merger agreement, including the merger.
Opinion of Wells Fargo Securities, LLC (page 65)
      On November 23, 2005, Wells Fargo Securities, LLC (referred to in this joint proxy statement/ prospectus as
Wells Fargo Securities) rendered its oral opinion to the PFSweb board of directors, subsequently confirmed in writing
as of November 23, 2005, that, as of the date of its opinion and based upon and subject to the various considerations
set forth in its written opinion, the exchange ratio pursuant to the merger agreement was fair, from a financial point of
view, to PFSweb.
      The full text of the Wells Fargo Securities opinion, which sets forth, among other things, the assumptions made,
procedures followed, matters considered and limitations on the scope of the review undertaken by Wells Fargo
Securities in rendering its opinion, is attached as Annex C to this joint proxy statement/ prospectus. PFSweb
stockholders are urged to, and should, read the Wells Fargo Securities opinion carefully and in its entirety. The Wells
Fargo Securities opinion addresses only the fairness, from a financial point of view, of the exchange ratio to PFSweb
as of November 23, 2005, and does not constitute a recommendation to any stockholder of PFSweb or eCOST as to
how such stockholder should vote or take any other action with respect to the merger.
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Opinion of Thomas Weisel Partners LLC (page 73)
      On November 29, 2005, Thomas Weisel Partners LLC delivered its written opinion to the eCOST board of
directors that, as of the date of its opinion and based upon the assumptions made, matters considered and limits of
review set forth in its written opinion, the exchange ratio pursuant to the merger was fair to the holders of eCOST
common stock from a financial point of view.
      The full text of the Thomas Weisel Partners written opinion, which sets forth, among other things, assumptions
made, procedures followed, matters considered and limitations on the scope of the review undertaken by Thomas
Weisel Partners in rendering its opinion, is attached as Annex D to this joint proxy statement/ prospectus. eCOST
stockholders are urged to, and should, read the Thomas Weisel Partners opinion carefully and in its entirety. The
Thomas Weisel Partners opinion addresses only the fairness to the stockholders of eCOST, from a financial point of
view, of the exchange ratio, and does not constitute a recommendation to any stockholder as to how such stockholder
should vote or act on any matter relating to the merger.
Ownership of PFSweb after the Merger
      PFSweb expects to issue approximately 18,980,000 shares of PFSweb common stock to eCOST stockholders in
connection with the merger. Accordingly, eCOST stockholders will, as a group, own approximately 46% of the
outstanding shares of PFSweb common stock immediately after the merger.
Interests of Officers and Directors of eCOST in the Merger (page 82)
      In considering the recommendation of the eCOST board of directors regarding the merger agreement and the
transactions contemplated by the merger agreement, including the merger, you should be aware that members of the
eCOST board of directors and certain eCOST executive officers have interests in the transactions contemplated by the
agreement that may be different than, or in addition to, the interests of eCOST stockholders, generally. These interests
include:

� the agreement of PFSweb to issue an aggregate of approximately 700,000 options to purchase PFSweb common
stock to officers and key employees of eCOST, of which two executive officers will receive 550,000 options; and

� the entitlement of eCOST officers and directors to certain indemnification rights and director and officer
insurance for a period of six years following the merger.

      The eCOST board of directors was aware of these interests and considered them, among other matters, in making
its recommendation with respect to the merger agreement and the transactions contemplated by the merger agreement,
including the merger.
Share Ownership of Directors and Executive Officers
      As of December 21, 2005, directors and executive officers of PFSweb and their affiliates beneficially owned and
were entitled to vote approximately 1,027,906 shares of PFSweb common stock, collectively representing
approximately 4.6% of the shares of PFSweb common stock outstanding on that date. Approval of the proposal to
issue shares of PFSweb common stock pursuant to the merger agreement requires the affirmative vote of a majority of
the total votes cast at the PFSweb special meeting. The authorization of the amendment to the PFSweb certificate of
incorporation to increase the number of authorized shares of common stock will require the affirmative vote of the
holders of a majority of the outstanding shares of PFSweb common stock entitled to vote thereon.
      As of December 21, 2005, directors and executive officers of eCOST and their affiliates beneficially owned and
were entitled to vote 15,036 shares of eCOST common stock, collectively representing approximately less than 1% of
the shares of eCOST common stock outstanding on that date. The affirmative vote of a majority of the outstanding
shares of eCOST common stock is required to adopt the merger agreement.
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Management and Operations Following the Merger (page 83)
      After the merger, all of the executive officers of PFSweb will remain with PFSweb in their current capacities, and
Adam Shaffer will continue as Chief Executive Officer of eCOST, subject to the terms of his employment agreement
with eCOST.
Appraisal Rights (page 83)
      Neither PFSweb stockholders nor eCOST stockholders are entitled to appraisal rights in connection with the
merger.
Conditions to Completion of the Merger (page 90)
      In order to complete the merger, PFSweb and eCOST must satisfy a number of conditions, including, but not
limited to, the following:

� the registration statement covering the shares of PFSweb common stock to be issued to eCOST stockholders in
the merger, of which this joint proxy statement/ prospectus forms a part, must have been declared effective by the
Securities and Exchange Commission;

� PFSweb stockholders must approve the proposal to amend the PFSweb charter to increase the number of
authorized shares and issue PFSweb common stock pursuant to the merger agreement;

� eCOST stockholders must approve the proposal to approve and adopt the merger agreement and the transactions
contemplated by the merger agreement, including the merger;

� no governmental agency or court shall have issued any order that prevents or prohibits the completion of the
merger;

� all material consents, approvals and authorizations of any governmental agency must have been obtained;

� the shares of PFSweb common stock issuable to the eCOST stockholders in the merger must have been approved
for listing on the Nasdaq Capital Market;

� since the date of the merger agreement, no event shall have occurred that has a material adverse effect on eCOST
or PFSweb;

� eCOST shall not be in breach of, and no condition, event or act which with the giving of notice or lapse of time,
or both, would become an event of default, shall have occurred and be continuing under, any indebtedness for
borrowed money;

� The chief executive officer and the chief financial officer of each of eCOST and PFSweb must not have failed to
provide the certifications required by the Sarbanes-Oxley Act;

� eCOST must have received a written opinion from its legal counsel to the effect that the merger will qualify as a
reorganization within the meaning of Section 368(a) of the Internal Revenue Code; and

� eCOST must have received a written opinion from its legal counsel to the effect that the merger should not cause
Section 355(e) of the Internal Revenue Code to apply to the April 2005 spin-off distribution of shares of eCOST
Common Stock by its former parent, PC Mall.

No Shop and Termination Fees (page 88 and 92)
      The merger agreement contains a �no shop� provision that, subject to limited fiduciary exceptions, restricts the
ability of eCOST to initiate, solicit or knowingly encourage competing third-party proposals to acquire all or a
significant part of eCOST. There are only limited exceptions to eCOST�s agreement that the eCOST board of directors
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favor of adopting the merger agreement. The eCOST board of directors is generally permitted to participate in
discussions or negotiations with, request clarifications from, or furnish information to a third party that has made an
unsolicited acquisition proposal and may withdraw, modify or amend its recommendation in a manner adverse to
PFSweb if the eCOST board of directors determines in good faith that failure to take such actions would be
inconsistent with its fiduciary duties. If the eCOST board of directors fails to recommend that stockholders of eCOST
vote to adopt the merger agreement or withdraws or adversely modifies or changes its recommendation or approves or
recommends a competing acquisition proposal or, upon PFSweb�s request, within five days of eCOST�s receipt of a
competing acquisition proposal fails to affirm its recommendation to stockholders, PFSweb generally will be able to
terminate the merger agreement and be entitled to reimbursement of all of its out-of-pocket costs and expenses
incurred by it in connection with the merger, including the fees and expenses of its legal counsel, accountants and
financial advisors, and to be paid a $1.2 million termination fee by eCOST. In addition, in some situations where a
competing acquisition proposal has been made and the merger agreement is subsequently terminated, eCOST would
be required to pay PFSweb the $1.2 million termination fee if eCOST completes, or enters into a binding agreement
with respect to, that competing acquisition proposal during the twelve-month period following the termination.
Termination of the Merger Agreement (page 91)
      PFSweb and eCOST can jointly agree to terminate the merger agreement at any given time. Either company may
also terminate the merger agreement if the merger is not completed by February 14, 2006, subject to certain
limitations, and under other circumstances described in this joint proxy statement/ prospectus.
Voting Agreement (page 93)
      PFSweb and Red Dog have entered into a voting agreement with Frank F. Khulusi, Chairman, President and Chief
Executive Officer of PC Mall, pursuant to which he has agreed to vote the shares beneficially owned by him in favor
of the adoption of the merger agreement. As of December 21, 2005, Mr. Khulusi beneficially owned 1,988,813 shares
of eCOST common stock (representing approximately 11.2% of the voting power of the eCOST common stock
outstanding as of such date). This voting agreement is attached to this joint proxy statement/ prospectus as Annex B.
Regulatory Approvals (page 80)
      Since the size of the transaction does not meet the statutory minimum, no filing or waiting period is required under
the Hart-Scott-Rodino Antitrust Improvements Act of 1976. Neither PFSweb nor eCOST is aware of any
governmental or regulatory approvals required to complete the merger.
Material United States Federal Income Tax Consequences of the Merger (page 80)
      PFSweb and eCOST intend for the merger to qualify as a reorganization within the meaning of Section 368(a) of
the Internal Revenue Code. If the merger qualifies as a reorganization, eCOST stockholders generally will not
recognize any gain or loss upon their receipt of PFSweb common stock in the merger, except for gain or loss resulting
from the receipt of cash in lieu of a fractional share of PFSweb common stock. No gain or loss will be recognized by
eCOST, PFSweb or its stockholders as a result of the merger.
      The tax consequences of the merger to each eCOST stockholder will depend on each stockholder�s particular
circumstances. eCOST stockholders should read the discussion in the section entitled �The Merger � Material United
States Federal Income Tax Consequences� and consult their tax advisors regarding the tax consequences of their
participation in the merger in light of their individual circumstances.
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Accounting Treatment (page 82)
      The merger will be accounted for using the purchase method of accounting under U.S. generally accepted
accounting principles.
Risks (page 28)
      In evaluating the merger, the merger agreement or the issuance of shares of PFSweb common stock in the merger,
you should carefully read this joint proxy statement/ prospectus and especially consider the factors discussed in the
section entitled �Risk Factors� on page 28.
Comparison of Stockholder Rights (page 162)
      The rights of eCOST stockholders will change as a result of the merger due to differences in PFSweb�s and
eCOST�s governing documents. Although both PFSweb and eCOST are incorporated under the laws of the State of
Delaware, the rights of eCOST stockholders currently are governed by the eCOST certificate of incorporation and the
eCOST bylaws. Upon completion of the merger, eCOST stockholders will be entitled to receive shares of capital stock
of PFSweb, and their rights will be governed by the Delaware General Corporation Law, the PFSweb certificate of
incorporation and the PFSweb bylaws.
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Summary Selected Historical Financial Data
      PFSweb and eCOST are providing the following information to aid you in your analysis of the financial aspects of
the merger.
PFSweb, Inc.
      The following selected historical consolidated financial information as of December 31, 2004, 2003 and for the
years ended December 31, 2004, 2003 and 2002 has been derived from PFSweb�s audited financial statements, which
have been included in this proxy statement/ prospectus. The information as of September 30, 2005, and for the
nine-month periods ended September 30, 2005 and 2004, has been derived from PFSweb�s unaudited financial
statements, which have been included in this proxy statement/ prospectus and which have been prepared on the same
basis as the audited financial statements and, in the opinion of management of PFSweb, include all adjustments,
consisting only of normal recurring adjustments and accruals, necessary for a fair presentation of the financial
condition at such date and the results of operations for such periods. Historical results are not necessarily indicative of
the results to be obtained in the future.
      The selected consolidated statements of operations data for the nine months ended December 31, 2001 and the
year ended March 31, 2001 and the selected consolidated balance sheet data as of December 31, 2002 and 2001 and
March 31, 2001 have been derived from PFSweb�s audited consolidated financial statements, and should be read in
conjunction with those statements, which are not included in this proxy statement/ prospectus. The selected
consolidated statements of operations data for the twelve months ended December 31, 2001 and nine months ended
December 31, 2000, and the selected consolidated balance sheet data as of December 31, 2000 have been derived
from PFSweb�s unaudited condensed consolidated financial statements, and should be read in conjunction with those
statements, which are not included in this proxy statement/ prospectus.
      The selected consolidated financial data should be read in conjunction with �Management�s Discussion and
Analysis of Financial Condition and Results of Operations,� �Risks Related to PFSweb,� and the consolidated financial
statements and notes thereto that are included in this prospectus/proxy. See �Where You Can Find More Information�
on page 171.
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Historical Selected Condensed Consolidated Financial Data

Nine Months Ended Nine Months
Ended

September 30, Year Ended December 31, December 31, Year
Ended

March 31,
2005 2004 2004 2003 2002 2001 2001(a) 2000 2001

(Unaudited)(Unaudited) (Unaudited) (Unaudited)
(In thousands, except per share data)

Condensed
Consolidated
Statements
of
Operations
Data:
Revenues:
Product
revenue,
net $ 189,352 $ 195,435 $ 267,470 $ 249,230 $ 57,492 $ � $ � $ � $ �
Service
fee
revenue 45,274 29,764 42,076 33,771 35,825 39,194 27,953 37,017 48,258
Pass-through
revenue 13,601 9,323 12,119 3,435 3,692 5,118 3,721 5,554 6,952
Other
revenue � � � � � 497 100 1,700 2,097

Total
revenues 248,227 234,522 321,665 286,436 97,009 44,809 31,774 44,271 57,307

Costs of
revenues:
Cost of
product
revenue 176,651 184,302 251,968 235,317 54,343 � � � �
Cost of
service
fee
revenue 33,860 19,614 28,067 23,159 22,660 25,840 18,209 26,790 34,421
Cost of
pass-through
revenue 13,601 9,323 12,119 3,435 3,692 5,118 3,721 5,554 6,952
Cost of
other
revenue � � � � � (568) (627) 2,411 2,470

224,112 213,239 292,154 261,911 80,695 30,390 21,303 34,755 43,843
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Total
costs of
revenues

Gross
profit 24,115 21,283 29,511 24,525 16,314 14,419 10,471 9,516 13,464
Percent of
revenues 9.7% 9.1% 9.2% 8.6% 16.8% 32.2% 33.0% 21.5% 23.5%
Selling,
general
and
administrative
expenses 23,359 20,493 27,091 25,442 27,012 23,254 16,892 18,924 25,286
Severance
and other
termination
costs � � � � 1,213 � � � �
Asset and
lease
impairments � � � 257 922 � � � �
Other � � � � � (5,141) (5,141) � �

Income
(loss) from
operations 756 790 2,420 (1,174) (12,833) (3,694) (1,280) (9,408) (11,822)
Percent of
revenues 0.3% 0.3% 0.8% (0.4)% (13.2)% (8.2)% (4.0)% (21.3)% (20.6)%
Equity in
earnings of
affiliate � � � � 1,163 � � � �
Interest
expense
(income),
net 1,325 1,125 1,460 2,000 (161) (707) (496) (880) (1,091)

Income
(loss)
before
income
taxes and
extraordinary
item (569) (335) 960 (3,174) (11,509) (2,987) (784) (8,528) (10,731)
Income tax
expense
(benefit) 644 533 734 572 94 (230) (219) 36 25

Income
(loss)
before
extraordinary
item (1,213) (868) 226 (3,746) (11,603) (2,757) (565) (8,564) (10,756)
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Extraordinary
item � gain
on
purchase
of 51%
share of
Supplies
Distributors � � � � 203 � � � �

Net
income
(loss) $ (1,213) $ (868) $ 226 $ (3,746) $ (11,400) $ (2,757) $ (565) $ (8,564) $ (10,756)

Per share
data:
Net
income
(loss) per
share:
Basic $ (0.05) $ (0.04) $ 0.01 $ (0.20) $ (0.63) $ (0.15) $ (0.03) $ (0.48) $ (0.60)

Diluted $ (0.05) $ (0.04) $ 0.01 $ (0.20) $ (0.63) $ (0.15) $ (0.03) $ (0.48) $ (0.60)

Weighted
average
number of
shares
outstanding:
Basic 22,349 21,270 21,332 19,011 18,229 18,004 18,036 17,870 17,879
Diluted 22,349 21,270 23,468 19,011 18,229 18,004 18,036 17,870 17,879
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As of As of December 31, As of
September 30, March 31,

2005 2004 2003 2002 2001(a) 2000 2001

(Unaudited) (Unaudited)
Consolidated
Balance Sheet
Data:

Cash and cash
equivalents $ 14,681 $ 13,592 $ 14,743 $ 8,595 $ 10,669 $ 18,143 $ 22,266
Working capital 23,780 22,608 21,407 16,045 11,189 21,055 19,941
Total assets 127,502 130,327 108,359 107,222 51,611 58,789 59,089
Long-term
obligations 8,527 8,749 3,760 4,514 5,873 4,100 4,353
Shareholders�
equity 29,596 29,926 28,417 26,470 36,605 39,010 37,001

(a) In June 2001, PFSweb changed its fiscal year end from March 31 to December 31.
eCOST
      The following selected historical financial information as of December 31, 2004 and 2003 and for the years ended
December 31, 2004, 2003 and 2002 has been derived from eCOST�s audited financial statements, which have been
included in this proxy statement/ prospectus. The selected balance sheet data as of December 31, 2002 has been
derived from eCOST�s audited financial statements, and should be read in conjunction with those statements, which
are not included in this proxy statement/ prospectus. The historical financial information for the years ended
December 31, 2001 and 2000 has been derived from financial statements contained in eCOST�s Registration Statement
on Form S-1 filed with the SEC on August 27, 2004, in which the financial information with respect to the year ended
December 31, 2000 was unaudited. The information as of September 30, 2005, and for the nine-month periods ended
September 30, 2005 and 2004, has been derived from eCOST�s unaudited financial statements, which have been
included in this proxy statement/ prospectus and which have been prepared on the same basis as the audited financial
statements and, in the opinion of management of eCOST, include all adjustments, consisting only of normal recurring
adjustments and accruals, necessary for a fair presentation of the financial condition at such date and the results of
operations for such periods. Historical results are not necessarily indicative of the results to be obtained in the future.
      eCOST had been historically consolidated as a wholly-owned subsidiary of PC Mall and consequently, the
financial information through April 11, 2005 (the date of the spin-off of eCOST from PC Mall) has been derived from
the consolidated financial statements and accounting records of PC Mall and reflect significant assumptions and
allocations. Accordingly, the financial statements through the year ended December 31, 2004 do not necessarily
reflect the financial position and results of operations of eCOST had it been a stand-alone company. Additionally, the
results of operations for the period from January 1, 2005 to April 11, 2005, included in the results for the nine months
ended September 30, 2005, do not necessarily reflect the results of operation of eCOST had it been a stand-alone
company.
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      The selected financial data should be read in conjunction with �Management�s Discussion and Analysis of Financial
Condition and Results of Operations,� �Risks Related to Our Business,� and the financial statements and notes thereto
that are included in this prospectus/proxy. See �Where You Can Find More Information� on page 171.

Nine Months Ended
September 30, Year Ended December 31,

2005 2004 2004 2003 2002 2001 2000

(Unaudited) (Unaudited) (Unaudited)
Statements of
Operations Data:
Net sales $ 134,290 $ 120,389 $ 178,464 $ 109,709 $ 89,009 $ 83,996 $ 109,513
Cost of goods sold 125,084 109,055 162,139 99,409 79,429 75,057 104,170

Gross profit 9,206 11,334 16,325 10,300 9,580 8,939 5,343
Percent of net sales 6.9% 9.4% 9.1% 9.4% 10.8% 10.6% 4.9%
Selling, general
and administrative
expenses 17,393 12,783 18,384 9,885 8,945 8,578 14,956

Income (loss) from
operations (8,187) (1,449) (2,059) 415 635 361 (9,613)
Percent of net sales (6.1)% (1.2)% (1.2)% 0.4% 0.7% 0.4% (8.8)%
Interest (income)
expense(1) (139) (7) (67) 76 461 675 430
Interest expense
PC Mall
commercial line of
credit(2) � 1,329 1,329 1,476 1,097 709 1,070
Interest income
PCMall
commercial line of
credit(2) � (1,329) (1,329) (1,476) (1,097) (709) (1,070)

Income (loss)
before income
taxes (8,048) (1,442) (1,992) 339 174 (314) (10,043)
Income tax
provision (benefit) 5,350(3) (535) (784) (5,872)(3) 27 � �

Income (loss)
before cumulative
effect of change in
accounting
principle $ (13,398) $ (907) $ (1,208) $ 6,211 $ 147 $ (314) $ (10,043)
Cumulative effect
of change in
accounting

� � � � � � (10)
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Net income (loss) $ (13,398) $ (907) $ (1,208) $ 6,211 $ 147 $ (314) $ (10,053)

Per Share Data:
Earnings (loss) per
share before
cumulative effect
of change in
accounting
principle and net
income (loss) per
share:
Basic $ (0.76) $ (0.06) $ (0.08) $ 0.44 $ 0.01 $ (0.02) $ (0.72)

Diluted $ (0.76) $ (0.06) $ (0.08) $ 0.43 $ 0.01 $ (0.02) $ (0.72)

Weighted Average
Number of Shares
Outstanding(5):
Basic 17,576 14,385 15,155 14,000 14,000 14,000 14,000
Diluted 17,576 14,385 15,155 14,279 14,422 14,000 14,000

(1) Interest expense related to net advances from PC Mall. See note 7 of the notes to financial statements in eCOST�s
annual report on Form 10-K/ A for the year ended December 31, 2004 included in this proxy statement/
prospectus.

(2) Interest expense and interest income related to borrowings by PC Mall under its commercial line of credit and the
related receivable from PC Mall. See note 3 of the notes to financial statements in eCOST�s annual report on
Form 10-K/ A for the year ended December 31, 2004 included in this proxy statement/ prospectus.

14

Edgar Filing: PFSWEB INC - Form 424B2

Table of Contents 36



Table of Contents

(3) Results primarily from the reversal and subsequent reestablishment of a valuation allowance for the net deferred
tax asset in 2003 and the nine months ended September 30, 2005, respectively. See note 4 of the notes to financial
statements in eCOST�s annual report on Form 10-K/ A for the year ended December 31, 2004 included in this
proxy statement/ prospectus and note 4 to financial statements in eCOST�s Form 10-Q for the period ended
September 30, 2005 included in this proxy statement/ prospectus for an explanation of the deferred tax asset and
related reserve.

(4) Represents the cumulative effect of the adoption of Staff Accounting Bulletin No. 101 resulting from the change
in timing of revenue recognition for goods delivered. The change in accounting did not have a material effect on
basic or diluted net loss per share.

(5) See note 1 of the notes to financial statements in eCOST�s annual report on Form 10-K/ A for the year ended
December 31, 2004 included in this proxy statement/ prospectus for an explanation of the determination of the
number of shares used to compute the basic and diluted per share amounts.

As of As of December 31,
September 30,

2005 2004 2003 2002 2001 2000

(Unaudited) (Unaudited) (Unaudited)
Balance Sheet Data:
Cash and cash equivalents 6,290 8,790 � � � �
Working capital
(deficiency) 6,529 16,348 (1,312) (16,276) (16,649) (16,622)
Total assets 21,048 26,514 39,476 24,765 13,589 26,827
Long-term obligations � � � � � �
Shareholders� equity
(deficit) 8,576 21,280 4,039 (16,101) (16,263) (15,949)
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Selected Unaudited Pro Forma Condensed Combined Financial Data
      The merger transaction will be accounted for using the purchase method of accounting in accordance with
accounting principles generally accepted in the United States of America. The tangible and intangible assets and
liabilities assumed of eCOST will be recorded as of the merger transaction date, at their respective fair values, and
added to those of PFSweb. For a more detailed description of purchase accounting, see �The Merger � Accounting
Treatment� on page 82.
      PFSweb has presented below summary unaudited pro forma combined financial information that reflects the
purchase method of accounting and is intended to provide you with a better picture of what the businesses might have
looked like had they actually been combined. The combined financial information may have been different had the
companies actually been combined. The selected unaudited pro forma combined financial information does not reflect
the effect of asset dispositions, if any, or cost savings that may result from the merger. You should not rely on the
summary unaudited pro forma combined financial information as being indicative of the historical results that would
have occurred had the companies been combined or the future results that may be achieved after the merger.
      The following summary unaudited pro forma combined financial information (i) has been derived from, and
should be read in conjunction with, the unaudited pro forma condensed combined financial statements and related
notes included in this joint proxy statement/ prospectus beginning on page 17 and (ii) should be read in conjunction
with the consolidated financial statements of PFSweb and eCOST and other information included in this joint proxy
statement/prospectus or previously filed by PFSweb and eCOST with the SEC. See �Where You Can Find More
Information� on page 171.

Nine Months
Ended Fiscal Year

September 30, December 31,
2005 2004

(In millions (In millions
except per except per
share data) share data)

Statements of Operations Data:
Net revenues $ 382.5 $ 500.1
Loss from operations (8.1) (0.6)
Net loss (9.9) (2.7)
Net loss per share of common stock

Basic (0.24) (0.07)
Diluted (0.24) (0.07)

At
September 30,

2005

(In millions)
Balance Sheet Data:
Cash and cash equivalents $ 21.9
Working capital 29.6
Total assets 167.0
Long-term obligations 27.4
Shareholders� equity 56.2
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UNAUDITED PRO FORMA CONDENSED COMBINED
FINANCIAL STATEMENTS OF PFSWEB AND eCOST

      The following selected unaudited pro forma condensed combined financial statements give effect to the merger of
PFSweb and eCOST under the purchase method of accounting. The pro forma adjustments are made as if the merger
had been completed on January 1, 2004 for the results of operations data for the year ended December 31, 2004 and
for the nine months ended September 30, 2005, and as of September 30, 2005 for balance sheet purposes.
      Under the purchase method of accounting, the aggregate consideration paid is allocated to the tangible and
identifiable intangible assets acquired and liabilities assumed on the basis of their fair values on the transaction date.
Any excess purchase price is recorded as goodwill. A preliminary valuation was conducted to assist the management
of PFSweb in determining the fair values of a significant portion of these assets and liabilities. This preliminary
valuation has been considered in management�s estimates of the fair values reflected in these unaudited pro forma
condensed combined financial statements. A final determination of these fair values cannot be made prior to the
completion of the merger. The final valuation will be based on the actual net tangible and intangible assets and
liabilities assumed of eCOST that exist as of the date of the completion of the merger.
      The unaudited pro forma condensed combined financial statements do not include any adjustments for liabilities
resulting from integration planning, as management of PFSweb and eCOST are in the process of making these
assessments and estimates of these costs are not currently known. However, costs will ultimately be recorded for costs
associated with integration activities that would affect amounts in the pro forma financial statements.
      These unaudited pro forma condensed combined financial statements have been prepared based on preliminary
estimates of fair values. The actual amounts recorded as of the completion of the merger may differ materially from
the information presented in these unaudited pro forma condensed combined consolidated financial statements. In
addition, the impact of ongoing integration activities, the timing of completion of the merger and other changes in
eCOST�s net tangible and intangible assets that occur prior to completion of the merger could cause material
differences in the information presented.
      These unaudited pro forma condensed combined financial statements should be read in conjunction with the
historical consolidated financial statements and accompanying notes of PFSweb and the historical financial statements
and accompanying notes of eCOST included in this joint proxy statement/ prospectus. The unaudited pro forma
condensed combined financial statements are not necessarily indicative of the consolidated results of operations or
financial condition of the combined company that would have been reported had the merger been completed as of the
dates presented, and are not necessarily representative of future consolidated results of operations or financial
condition of the combined company.
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Unaudited Pro Forma Condensed Combined Balance Sheet
As of September 30, 2005

Pro Forma Pro Forma
PFSweb eCOST Adjustments Notes Combined

(In thousands, except share data)
ASSETS

CURRENT ASSETS:
Cash and cash equivalents $ 14,681 $ 6,290 $ 965 (a) $ 21,936
Restricted cash 1,409 � � 1,409
Accounts receivable, net 45,059 5,080 � 50,139
Inventories, net 38,583 6,737 (952) (b) 44,368
Other receivables 9,745 � � 9,745
Prepaid expenses and other current
assets 3,682 894 (228) (c) 4,348

Total current assets 113,159 19,001 (215) 131,945

PROPERTY AND EQUIPMENT,
net 12,995 1,868 � 14,863
RESTRICTED CASH 150 � � 150
NET INTANGIBLE ASSETS � � 7,500 (d) 7,500
GOODWILL � � 11,176 (e) 11,176
OTHER ASSETS 1,198 179 � 1,377

Total assets $ 127,502 $ 21,048 $ 18,461 $ 167,011

LIABILITIES AND SHAREHOLDERS� EQUITY
CURRENT LIABILITIES:

Current portion of long-term debt
and capital lease obligations $ 20,849 $ � $ � $ 20,849
Trade accounts payable 58,306 7,015 � 65,321
Accrued expenses 10,224 3,208 1,500 (f) 14,932
Due to Affiliate, net � 1,082 � 1,082
Deferred revenue � 1,167 (1,035) (b)(g) 132

Total current liabilities 89,379 12,472 465 102,316

LONG-TERM DEBT AND
CAPITAL LEASE OBLIGATIONS,
less current portion 6,551 � � 6,551
DEFERRED TAXES 1,976 � � 1,976
COMMITMENTS AND
CONTINGENCIES
SHAREHOLDERS� EQUITY:

Preferred stock � � � �
Common stock of PFSweb 23 � 19 (h) 42
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APIC � PFSweb 58,697 � 26,553 (h) 85,250
Common stock of eCOST.com � 18 (18) (i) �
APIC � eCOST.com � 34,152 (34,152) (i) �
Deferred stock-based
compensation � (958) 958 (i) �
Accumulated deficit (30,290) (24,636) 24,636 (i) (30,290)
Accumulated other comprehensive
income 1,251 � � 1,251
Treasury stock at cost (85) � � (85)

Total shareholders� equity 29,596 8,576 17,996 56,168

Total liabilities and shareholders�
equity $ 127,502 $ 21,048 $ 18,461 $ 167,011

The accompanying notes are an integral part of these unaudited pro forma
condensed combined financial statements.
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Unaudited Pro Forma Condensed Combined Statements of Operations
For the fiscal year ended December 31, 2004

Pro Forma Pro Forma
PFSweb eCOST Adjustments Notes Combined

(In thousands, except per share
data)

Condensed Combined Statements of
Operations Data:

Revenues:
Product revenue, net $ 267,470 $ 178,464 $ � $ 445,934
Service fee revenue 42,076 � � 42,076
Pass-through revenue 12,119 � � 12,119

Total revenues 321,665 178,464 � 500,129

Costs of revenues:
Cost of product revenue 251,968 162,139 � 414,107
Cost of service fee revenue 28,067 � � 28,067
Cost of pass-through revenue 12,119 � � 12,119

Total costs of revenues 292,154 162,139 � 454,293

Gross profit 29,511 16,325 � 45,836
Percent of revenues 9.2% 9.1% 9.2%
Selling, general and administrative
expenses 27,091 18,384 917 (j) 46,392

Income (loss) from operations 2,420 (2,059) (917) (556)
Percent of revenues 0.8% (1.2)% (0.1)%
Interest expense (income), net 1,460 (67) � 1,393

Income (loss) before income taxes 960 (1,992) (917) (1,949)
Income tax expense (benefit) 734 (784) 784 (k) 734

Net income (loss) $ 226 $ (1,208) $ (1,701) $ (2,683)

Per share data:
Net income (loss) per share:

Basic $ 0.01 $ (0.07)

Diluted $ 0.01 $ (0.07)

Weighted average number of shares
outstanding:

Basic 21,332 18,980 40,312
Diluted 23,468 18,980 40,312
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condensed combined financial statements.
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Unaudited Pro Forma Condensed Combined Statements of Operations
For the nine months ended September 30, 2005

Pro Forma Pro Forma
PFSweb eCOST Adjustments Notes Combined

(In thousands, except per share data)
Condensed Combined Statements of
Operations Data:

Revenues:
Product revenue, net $ 189,352 $ 134,290 $ � $ 323,642
Service fee revenue 45,274 � � 45,274
Pass-through revenue 13,601 � � 13,601

Total revenues 248,227 134,290 � 382,517

Costs of revenues:
Cost of product revenue 176,651 125,084 (1,339) (l) 300,396
Cost of service fee revenue 33,860 � � 33,860
Cost of pass-through revenue 13,601 � � 13,601

Total costs of revenues 224,112 125,084 (1,339) 347,857

Gross profit 24,115 9,206 1,339 34,660
Percent of revenues 9.7% 6.9% 9.1%
Selling, general and administrative
expenses 23,359 17,393 2,027 (j)(l) 42,779

Income (loss) from operations 756 (8,187) (688) (8,119)
Percent of revenues 0.3% (6.1)% (2.1)%
Interest expense (income), net 1,325 (139) � 1,186

Loss before income taxes (569) (8,048) (688) (9,305)
Income tax expense (benefit) 644 5,350 (5,350) (k) 644

Net income (loss) $ (1,213) $ (13,398) $ 4,662 $ (9,949)

Per share data:
Net loss per share:

Basic $ (0.05) $ (0.24)

Diluted $ (0.05) $ (0.24)

Weighted average number of shares
outstanding:

Basic 22,488 18,980 41,468
Diluted 22,488 18,980 41,468

The accompanying notes are an integral part of these unaudited pro forma
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NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED
FINANCIAL STATEMENTS

1. Basis of Presentation and New Accounting Pronouncements
      These unaudited pro forma condensed combined financial statements have been prepared based upon historical
financial information of PFSweb and eCOST giving effect to the merger transaction and other related adjustments
described in these footnotes. Certain footnote disclosures normally included in financial statements prepared in
accordance with accounting principles generally accepted in the United States have been condensed or omitted as
permitted by SEC rules and regulations. These unaudited pro forma condensed combined financial statements are not
necessarily indicative of the results of operations that would have been achieved had the merger transaction actually
taken place at the dates indicated and do not purport to be indicative of future financial position or operating results.
The unaudited pro forma condensed combined financial statements should be read in conjunction with the historical
financial statements.
      The merger transaction will be accounted for using the purchase method of accounting, in accordance with
accounting principles generally accepted in the United States, with PFSweb treated as the �acquiror� and eCOST as the
acquired company.
      The unaudited pro forma condensed combined statements of operations combine the historical consolidated
statements of operations of PFSweb and eCOST, for the nine months ended September 30, 2005 and the fiscal year
ended December 31, 2004, giving effect to the merger and related events as if they had been consummated on
January 1, 2004. The unaudited pro forma condensed combined balance sheet combines the historical consolidated
balance sheet of PFSweb and the historical consolidated balance sheet of eCOST, giving effect to the merger and
related events as if they had been consummated on September 30, 2005.
      The unaudited pro forma condensed combined income statements do not reflect significant operational and
administrative cost savings, which are referred to as synergies, that management of the combined company estimates
may be achieved as a result of the merger transaction, or other incremental costs that may be incurred as a direct result
of the merger transaction.
2. Purchase Price and Financing Considerations

Purchase Price
      The merger agreement provides that each outstanding share of eCOST common stock will be converted into the
right to receive one share of PFSweb common stock. The merger agreement also provides that upon completion of the
merger, all options outstanding under various eCOST�s option plans will be canceled.
      For purposes of presentation in the unaudited pro forma condensed combined financial information, the
preliminary estimate of the purchase price for eCOST is assumed to be as follows:

Number of shares of eCOST common stock outstanding (see Financing Considerations below) (in
thousands) 18,980
Exchange ratio 1.00

18,980
Multiplied by PFSweb�s stock price (see Financing Considerations below) $ 1.40

Share consideration (in thousands) $ 26,572
Estimated transaction costs (in thousands) 1,500

Estimated purchase price (in thousands) $ 28,072

      The tangible and intangible assets and liabilities assumed of eCOST will be recorded as of the merger transaction
date, at their respective fair values, and added to those of PFSweb. The reported financial
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NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED
FINANCIAL STATEMENTS � (Continued)

position and results of operations of PFSweb after completion of the merger will reflect these values, but will not be
restated retroactively to reflect the historical financial position or results of operations of eCOST. The allocation is
dependent upon certain valuations and other studies that have not progressed to a stage where there is sufficient
information to make a definitive allocation. Accordingly, the purchase price allocation pro forma adjustments are
preliminary and have been made solely for the purpose of providing unaudited pro forma condensed combined
financial information. The final purchase price allocation, which will be determined subsequent to the closing of the
merger, and its effect on results of operations, may differ significantly from the pro forma amounts included in this
section, although these amounts represent management�s best estimate.
      For the purpose of this pro forma analysis, the above estimated purchase price has been allocated based on a
preliminary estimate of the fair value of tangible and intangible assets and liabilities assumed as follow:

(In thousands)
Book value of net assets acquired at September 30, 2005 $ 8,576
Remaining allocation:

Deferred revenue adjustment, net 83
Write-off of prepaid insurance policy (228)
Proceeds from assumed exercise of stock options 965
Identifiable intangible assets at fair value(1) 7,500
Goodwill 11,176

Estimated purchase price $ 28,072

(1) PFSweb estimates that substantially all of the acquired identifiable intangible assets will be attributable to the
following categories:

Estimated
Estimated Estimated Annual
Fair Value Useful Lives Amortization

(In
thousands)

(In
thousands)

Trademark name $ 5,000 10 years $ 500
Customer relationships 2,500 6 years 417

      PFSweb recognizes that if the final valuation, which is expected to be completed within three to six months from
the completion of the merger, derives different amounts from their estimate, PFSweb will adjust these expected
identifiable intangible amounts to those amounts.
      In accordance with the requirements of Statement of Financial Accounting Standards No. 142, �Goodwill and Other
Intangible Assets� (�SFAS No. 142�), the goodwill associated with the merger will not be amortized.

Financing Considerations
      The unaudited pro forma condensed combined financial information included herein reflects management�s best
estimate of the amounts of financing at the time this unaudited pro forma condensed combined financial information
was prepared. The actual amounts of financing will not be determined until shortly before the closing date of the
merger. The unaudited pro forma condensed combined financial information presented herein assumes the following:
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      PFSweb will issue approximately 19.0 million shares of PFSweb common stock to eCOST in the transaction.
The number of shares to be issued was computed based on the number of shares of
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NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED
FINANCIAL STATEMENTS � (Continued)

eCOST common stock outstanding on November 29, 2005 of approximately 17.8 million plus approximately
1.2 million in-the-money stock options outstanding as of November 29, 2005 which will be fully vested prior to
the transaction. The number of shares estimated to be issued does not include approximately 3.1 million
out-of-the-money stock options with exercise prices ranging from $1.43 to $17.36, a portion of which could be
exercised prior to the transaction resulting in the issuance of additional shares of PFSweb common stock. For
purposes of computing the purchase price, the price of the PFSweb common stock to be issued is assumed to be
$1.40 per common share, based on the recent price range of PFSweb�s common stock. The actual purchase price
will be determined based on the average closing price of PFSweb�s common stock on NASDAQ for the period
beginning two days prior to the consummation of the merger and ending on the consummation of the merger.

3. Pro Forma Adjustments
      Adjustments included in the column under the heading �Pro Forma Adjustments� in both the unaudited pro forma
combined balance sheet and statements of operations correspond with the following:

Pro Forma Balance Sheet Adjustments
      (a) The adjustment represents cash received for approximately 1.2 million in-the-money stock options assumed to
be exercised by eCOST option holders prior to the merger.
      (b) The adjustment represents the cost of product related to inventory in transit to customers and not legally owned
by eCOST as of September 30, 2005.
      (c) The adjustment represents a write-off of a prepaid insurance policy that will no longer have value as a result of
the merger.
      (d) The adjustment represents the estimated value of identifiable intangible assets consisting of $5.0 million for
trademark name and $2.5 million for customer relationships.
      (e) The adjustment records goodwill from the purchase price allocation of $11.2 million.
      (f) The adjustment to accrued expenses represents the accrual of PFSweb�s direct merger transaction costs of
approximately $1.5 million, which consists primarily of legal and professional fees and have been included in the
purchase price. Actual costs may vary from such estimates.
      (g) The adjustment represents the elimination of deferred revenue related to inventory in transit to customers as of
September 30, 2005.
      (h) The adjustments to common stock and additional paid in capital of approximately $19,000 and $26.6 million,
respectively, represent the estimated par value and additional paid in capital of the shares to be issued by PFSweb to
effect the combination.
      (i) The adjustments represent the elimination of acquired historical eCOST shareholders� equity.

Pro Forma Statements of Operations Adjustments
      (j) The adjustment to depreciation and amortization represents amortization of certain acquired intangibles, such as
trademark name and customer relationships. The combined company expects to amortize the estimated fair value of
the identifiable intangible assets of approximately $7.5 million with finite lives on a straight-line basis over an
estimated average useful life of 6-10 years. Upon finalization of the asset valuations, specific useful lives will be
assigned to the acquired assets, and depreciation and amortization will be adjusted accordingly.
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NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED
FINANCIAL STATEMENTS � (Continued)

      (k) The adjustment represents the reversal of eCOST�s income taxes as no income tax expense or benefit would
have been recorded for the operations of eCOST had such operations been combined with PFSweb for the periods
presented.
      (l) Certain of eCOST�s fulfillment expenses, totaling approximately $1.3 million for the period from April 2005 to
September, 2005 have been reclassified to selling, general and administrative expense from cost of product revenue to
be consistent with PFSweb�s financial statement presentation. Prior to April 2005, fulfillment services were provided
by PC Mall and were included in the cost of product purchased from PC Mall.
      The unaudited pro forma condensed combined statements of operations do not reflect compensation expense of
approximately $0.3 million, which under SFAS 123R, Share-Based Payment, which will be adopted by PFSweb in the
first quarter of 2006, is the expected annual impact of granting approximately 700,000 options to purchase PFSweb
common stock to officers and key employees of eCOST in 2006 on the effective date of the merger at an estimated
fair value of $1.13 per option, which will vest over 3 years.

4. Cost Savings
      The unaudited pro forma condensed combined financial statements do not reflect the expected realization of
annual recurring cost savings of approximately $4 million to $5 million in the first full year of operations. These
savings are expected to result from, among other things, the reduction of overhead expenses, changes in corporate
infrastructure and reduced freight costs. Although management expects that cost savings will result from the merger,
there can be no assurance these cost savings will be achieved.
5. Pro Forma Net Loss Per Share
      Pro forma net loss per common share for the nine months ended September 30, 2005 and the fiscal year ended
December 31, 2004 have been calculated based on a pro forma basis which reflects the issuance of 19.0 million
PFSweb common shares to eCOST in the merger as described below. (In millions, except per share data)

September 30,
2005

Pro forma net loss $ (9.9)
Historical PFSweb basic and diluted weighted average shares 22.5
Incremental shares issued in the merger 19.0
Pro forma combined basic and diluted weighted average shares 41.5
Pro forma basic and diluted net loss per common share $ (0.24)

December 31,
2004

Pro forma net loss $ (2.7)
Historical PFSweb basic weighted average shares 21.3
Incremental shares issued in the merger 19.0
Pro forma combined basic and diluted weighted average shares 40.3
Pro forma basic and diluted net loss per common share $ (0.07)
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Comparative Per Share Information
      The following table sets forth selected historical per share information of PFSweb and eCOST and unaudited pro
forma combined per share information after giving effect to the merger between PFSweb and eCOST, under the
purchase method of accounting, assuming that one share of PFSweb common stock had been issued in exchange for
each outstanding share of eCOST common stock. You should read this information in conjunction with the selected
historical financial information, included elsewhere in this document, and the historical financial statements of
PFSweb and eCOST and related notes that are included in this joint prospectus/proxy statement. The unaudited
PFSweb pro forma combined per share information is derived from, and should be read in conjunction with, the
unaudited pro forma condensed combined financial statements and related notes beginning on page 17 of this joint
proxy statement/ prospectus. The historical per share information is derived from audited financial statements of
PFSweb and eCOST as of and for the year ended December 31, 2004 and unaudited financial statements of PFSweb
and eCOST as of and for the nine months ended September 30, 2005.
      PFSweb presents the unaudited pro forma combined per share information for informational purposes only. The
pro forma information is not necessarily indicative of what the financial position or results of operations actually
would have been had PFSweb completed the merger at the dates indicated. In addition, the unaudited pro forma
combined per share information does not purport to project the future financial position or operating results of the
combined company.

For the Year Ended
December 31, 2004

Historical
Pro

Forma
PFSweb eCOST Combined

Net income (loss) per share:
Basic $ 0.01 $ (0.08) $ (0.07)
Diluted $ 0.01 $ (0.08) $ (0.07)

For the Nine Months Ended
September 30, 2005

Historical
Pro

Forma
PFSweb eCOST Combined

Net loss per share:
Basic and Diluted $ (0.05) $ (0.76) $ (0.24)

      Neither PFSweb nor eCOST has ever paid any cash dividends on their shares of capital stock.
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Comparative Market Price
      PFSweb common stock trades on the Nasdaq Capital Market under the symbol �PFSW.� eCOST common stock
trades on the Nasdaq National Market under the symbol �ECST.� The table below sets forth the high and low sale prices
of PFSweb common stock and eCOST common stock for the periods indicated.

PFSweb eCOST
Common Stock Common Stock

High Low High Low

2003
First Quarter ended March 31, 2003 $ 0.50 $ 0.35
Second Quarter ended June 30, 2003 0.79 0.34
Third Quarter ended September 30, 2003 2.86 0.59
Fourth Quarter ended December 31, 2003 3.25 1.37
2004
First Quarter ended March 31, 2004 2.15 1.59
Second Quarter ended June 30, 2004 1.85 1.30
Third Quarter ended September 30, 2004* 1.69 1.20 8.19 5.71
Fourth Quarter ended December 31, 2004 3.60 1.45 22.25 6.58
2005
First Quarter ended March 31, 2005 3.75 2.19 16.69 6.30
Second Quarter ended June 30, 2005 2.67 1.66 6.96 2.62
Third Quarter ended September 30, 2005 2.85 1.53 4.38 1.75
Fourth Quarter (through December 19, 2005) 1.77 1.08 2.05 1.04

* eCOST common stock has been traded on the Nasdaq National Market under the symbol �ECST� since August 27,
2004.

      The above table shows only historical comparisons and may not provide meaningful information to eCOST
stockholders in determining whether to adopt the merger agreement or PFSweb stockholders in determining whether
to approve the issuance of shares of PFSweb common stock in connection with the merger. PFSweb and eCOST
stockholders are urged to obtain current market quotations for PFSweb and eCOST common stock and to carefully
review the other information contained in this joint proxy statement/ prospectus and incorporated by reference into
this joint proxy statement/ prospectus.

26

Edgar Filing: PFSWEB INC - Form 424B2

Table of Contents 54



Table of Contents

      The following table provides the high and low closing prices per share of PFSweb common stock and eCOST
common stock, each as reported on the Nasdaq Capital Market and the Nasdaq National Market, respectively, on
November 9, 2005, the last full trading day preceding the public announcement that PFSweb and eCOST were
considering entering into a merger agreement, and December 19, 2005.

eCOST Common
PFSweb Common eCOST Stock

Stock Common Stock Equivalent(1)

High Low High Low High Low

November 9, 2005 $ 1.72 $ 1.62 $ 1.80 $ 1.69 $ 1.72 $ 1.62
December 19, 2005 $ 1.34 $ 1.29 $ 1.25 $ 1.18 $ 1.34 $ 1.29

(1) Pro forma equivalent per share values that eCOST stockholders would receive in exchange for each share of
eCOST common stock if the merger were completed on these two dates, applying the one for one exchange ratio
offered in the merger.

      Neither PFSweb nor eCOST has ever paid any cash dividends on their shares of capital stock. Under the merger
agreement, eCOST has agreed not to pay dividends pending the completion of the merger without the written consent
of PFSweb. If the merger is not consummated, the eCOST board of directors presently intends that it would continue
its policy of retaining earnings, if any, to finance the expansion of its business. The PFSweb board of directors
presently intends to retain earnings, if any, for use in its business and has no present intention to pay cash dividends
before or after the merger.
      As of December 21, 2005, there were approximately 6,100 PFSweb shareholders of which approximately
200 were record holders of PFSweb common stock.
      As of December 21, 2005, there were approximately 5,000 eCOST shareholders of which approximately 40 were
record holders of eCOST common stock.
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RISK FACTORS
 The merger involves a high degree of risk for PFSweb and eCOST stockholders. eCOST stockholders will be

choosing to invest in PFSweb common stock by voting in favor of the approval and adoption of the merger agreement
and the transactions contemplated by the merger agreement, including the merger. An investment in shares of
PFSweb common stock involves a high degree of risk. In addition to the other information contained in this joint
proxy statement/ prospectus, including the matters addressed in �Cautionary Statement Concerning Forward-Looking
Statements� on page 48, you should carefully consider the risks described below before deciding whether to vote for
the approval and adoption of the merger agreement and the transactions contemplated by the merger agreement,
including the merger, in the case of eCOST stockholders, or for the issuance of shares of PFSweb common stock
pursuant to the merger agreement and the charter amendment to increase the number of authorized shares of common
stock, in the case of PFSweb stockholders. You should also read and consider the other information in this joint proxy
statement/ prospectus. See �Where You Can Find More Information� on page 171. Additional risks and uncertainties
not presently known to PFSweb and eCOST or that are not currently believed to be important to you, if they
materialize, also may adversely affect the merger and PFSweb and eCOST as a combined company.

 In addition, PFSweb�s and eCOST�s respective businesses are subject to numerous risks and uncertainties,
including the risks and uncertainties described in each company�s annual report on Form 10-K for the fiscal year
ended December 31, 2004, each company�s quarterly report on Form 10-Q for the quarter ended September 30, 2005,
and each company�s current reports filed on Form 8-K. These risks and uncertainties will continue to apply to PFSweb
and eCOST as independent companies if the merger is not consummated.
Risks Related to the Merger

The exchange ratio, which determines the number of shares of PFSweb common stock that eCOST
stockholders will receive for each share of eCOST common stock in the merger, is fixed at one for one, and
such shares of PFSweb common stock may not maintain their current value or the value they had when the
merger agreement was signed.

      The value of PFSweb common stock issued in the merger will depend on its market price at the time the merger
closes and afterwards. When the merger closes, each share of eCOST common stock will be exchanged for one share
of PFSweb common stock. This exchange ratio will not be adjusted for changes in the market price of PFSweb
common stock or changes in the value of eCOST common stock, and the merger agreement does not provide for any
price-based termination right. Accordingly, the then current dollar value of PFSweb common stock that eCOST
stockholders will receive upon the merger�s completion will depend entirely upon the market value of PFSweb
common stock at the time the merger is completed. The share prices of PFSweb common stock and eCOST common
stock are subject to the general price fluctuations in the market for publicly-traded equity securities, and the prices of
both companies� common stock have experienced volatility in the past. Any reduction in the price of PFSweb common
stock will result in eCOST stockholders receiving less value in the merger at the closing. Any increase in PFSweb�s
stock price will result in eCOST stockholders receiving more value in the merger at the closing. PFSweb and eCOST
stockholders will not know the exact value of PFSweb common stock to be issued to eCOST stockholders in the
merger at the time of the special meetings of stockholders. PFSweb and eCOST urge you to obtain recent market
quotations for PFSweb common stock and eCOST common stock. Neither PFSweb nor eCOST can predict or give
any assurances as to the respective market prices of its common stock at any time before or after the completion of the
merger.
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PFSweb may fail to realize the anticipated synergies, cost savings, growth opportunities and other benefits
expected from the merger, which could adversely affect the value of PFSweb common stock after the merger.

      PFSweb and eCOST entered into the merger agreement with the expectation that the merger will result in
synergies, cost savings, growth opportunities and other benefits to the combined company. However, the ability to
realize these anticipated benefits of the merger will depend, in part, on the ability of PFSweb to integrate the business
of eCOST with the businesses of PFSweb. The integration of two independent companies is a complex, costly and
time-consuming process. It is possible that these integration efforts will not be completed as smoothly as planned or
that these efforts will divert management attention for an extended period of time. Delays encountered in the
integration process could have a material adverse effect on the revenues, expenses, operating results and financial
condition of PFSweb following the merger. Although PFSweb and eCOST expect significant benefits, such as
increased cost savings, to result from the merger, there can be no assurance that PFSweb will realize any of these
anticipated benefits.

The market price of the shares of PFSweb common stock may be affected by factors different from those
affecting the shares of eCOST common stock.

      If the merger is completed, holders of eCOST common stock will become holders of PFSweb common stock.
Former holders of eCOST common stock will be subject to additional risks upon exchange of their shares of eCOST
common stock for PFSweb common stock in the merger, some of which are described below in the section entitled ��
Risks Related to PFSweb.� For a discussion of the business of PFSweb see page 94.

eCOST and PFSweb stockholders may receive a lower return on their investment after the merger.
      Although PFSweb and eCOST believe that the merger will create financial, operational and strategic benefits for
the combined company and its stockholders, these benefits may not be achieved. The combination of PFSweb�s and
eCOST�s businesses, even if conducted in an efficient, effective and timely manner, may not result in combined
financial performance that is better than what each company would have achieved independently if the merger had not
occurred.

Uncertainty regarding the merger may cause clients, customers, suppliers and others to delay or defer decisions
concerning PFSweb and eCOST, which may harm the results of operations of either or both companies.

      In response to the announcement or completion of the merger, PFSweb and eCOST clients, customers and
suppliers may delay or defer outsourcing, purchasing or supply decisions or otherwise alter existing relationships with
PFSweb and eCOST. Prospective clients and customers could be reluctant to contract for the combined company�s
services or purchase the combined company�s products due to uncertainty about the combined company�s ability to
efficiently provide products and services. In addition, clients, customers, suppliers and others may also seek to
terminate or change existing agreements with PFSweb or eCOST as a result of the merger. These and other actions by
clients, customers, suppliers and others could negatively affect the business of the combined company.

The merger agreement restricts eCOST�s abilities to pursue alternatives to the merger and may discourage
alternative transaction proposals.

      The merger agreement contains a �no shop� provision that, subject to limited fiduciary exceptions, restricts the
ability of eCOST to initiate, solicit or knowingly encourage competing third-party proposals to acquire all or a
significant part of eCOST. There are only limited exceptions to eCOST�s agreement that the eCOST board of directors
will not withdraw, modify or amend in a manner adverse to PFSweb the recommendation of the eCOST board of
directors to holders of eCOST common stock that they vote in favor of adopting the merger agreement. The eCOST
board of directors is generally permitted to
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participate in discussions or negotiations with, request clarifications from, or furnish information to a third party that
has made an unsolicited acquisition proposal and may withdraw, modify or amend its recommendation in a manner
adverse to PFSweb if the eCOST board of directors determines in good faith that failure to take such actions would be
inconsistent with its fiduciary duties. If the eCOST board of directors fails to recommend that stockholders of eCOST
vote to adopt the merger agreement or withdraws or adversely modifies or changes its recommendation or approves or
recommends a competing acquisition proposal or, upon PFSweb�s request, within five days of eCOST�s receipt of a
competing acquisition proposal fails to affirm its recommendation to stockholders, PFSweb generally will be able to
terminate the merger agreement and be entitled to reimbursement of all of its out-of-pocket costs and expenses
incurred by it in connection with the merger, including the fees and expenses of its legal counsel, accountants and
financial advisors, and to be paid a $1.2 million termination fee by eCOST. In addition, in some situations where a
competing acquisition proposal has been made and the merger agreement is subsequently terminated, eCOST would
be required to pay PFSweb the $1.2 million termination fee if eCOST completes, or enters into a binding agreement
with respect to, that competing acquisition proposal during the twelve-month period following the termination.
PFSweb required that eCOST agree to these provisions as a condition to PFSweb�s willingness to enter into the merger
agreement. Such restrictions and termination fees could discourage a third party with an interest in acquiring all or a
significant part of eCOST from considering or proposing an alternative or competing transaction. See �The Merger
Agreement � No Solicitation of Other Transactions.�

If the merger is not completed, the stock prices and businesses of PFSweb and eCOST may be adversely
affected.

      If the merger is not completed, PFSweb and eCOST could each suffer a number of consequences that would
adversely affect its business, including:

� eCOST may be obligated to pay PFSweb all of its out-of-pocket costs and expenses incurred by it in connection
with the merger, including the fees and expenses of its legal counsel, accountants and financial advisors, and a
$1.2 million termination fee if the merger agreement is terminated in certain circumstances;

� the price of PFSweb and eCOST common stock may decline if and to the extent that the current market price of
PFSweb and eCOST common stock, as applicable, reflects a market assumption that the merger will be
completed;

� either company�s operations may be harmed to the extent that clients, customers, suppliers and others believe that
such company cannot effectively compete in the marketplace without the merger, or there is uncertainty
surrounding the future direction of the product and service offerings and strategy of PFSweb or eCOST on a
stand-alone basis;

� PFSweb and eCOST would not derive the strategic benefits expected to result from the merger, which could
adversely affect their respective businesses; and

� many costs related to the merger, such as legal, accounting and financial advisory fees, must be paid by each
company regardless of whether the merger occurs.

Uncertainties associated with the merger may cause PFSweb and eCOST to lose key personnel.
      Current and prospective PFSweb employees and eCOST employees may experience uncertainty about their future
roles with the combined company until or after strategies with regard to the combined company are announced or
executed. In addition, eCOST does not have employment agreements with any of its key employees other than with its
Chief Executive Officer, Adam Shaffer. These uncertainties may adversely affect PFSweb�s and eCOST�s ability to
attract and retain key management, sales, marketing and technical personnel. If a substantial number of key employees
leave as a result of the announcement of the merger or after completion of the merger, or the combined company fails
to attract key personnel, the combined company�s business could be adversely affected.
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eCOST may be required to indemnify PC Mall for taxes arising as a result of the merger.
      It is a condition to the consummation of the merger that eCOST receive a written opinion from its legal counsel to
the effect that the merger should not cause Section 355(e) of the Internal Revenue Code to apply to the April 2005
spin-off of eCOST from its former parent, PC Mall. Such opinion will be based on certain factual representations
made by PC Mall and eCOST and certain factual and legal assumptions made by eCOST�s legal counsel. Such opinion
will represent such legal counsel�s best judgment regarding the application of the U.S. federal income tax laws, but will
not be binding on the IRS or the courts. No assurance can be given that the IRS will not assert a contrary position or
that any such contrary position would not be sustained by a court. If the Merger does cause Section 355(e) to apply to
the April 2005 spin-off of eCOST from PC Mall, eCOST must indemnify PC Mall for any resulting tax-related
liabilities.
Risks Related to PFSweb

PFSweb�s historical financial information may not be representative of its future results.
      The financial information for the periods October 1, 1999 to October 1, 2002 reflect PFsweb�s then agreements
with IBM and master distributors of certain IBM products (until July 2001 a third party, and from July 2001 until
September 2002, Supplies Distributors, PFSweb�s then 49% owned subsidiary). Under these agreements, the master
distributors owned and distributed the IBM product and PFSweb provided transaction management and fulfillment
services to the master distributors. Under these agreements, PFSweb did not own the IBM product and PFSweb�s
revenue was service fee revenue (based on product sales volume or other transaction based pricing) and not product
revenue.
      In October 2002, PFSweb acquired the remaining 51% ownership interest in Supplies Distributors and PFSweb
now consolidates 100% of Supplies Distributors� financial position and results of operations into its consolidated
financial statements. Upon consolidation, effective October 1, 2002, PFSweb owns the IBM product and records
product revenue as the product is sold to IBM customers. PFSweb also eliminates the service fee revenue earned from
providing transaction management and fulfillment services to its now wholly-owned subsidiary, Supplies Distributors.
      As a result of reflecting revenue earned under the master distributor agreements as product revenue in certain
historical periods and as service fee revenue in others, PFSweb�s historical results of operations may not be indicative
of its future operating or financial performance.

PFSweb anticipates incurring significant expenses in the foreseeable future, which may reduce its ability to
achieve or maintain profitability.

      To reach its business growth objectives, PFSweb may increase its operating and marketing expenses, as well as
capital expenditures. To offset these expenses, PFSweb will need to generate additional profitable business. If
PFSweb�s revenue grows slower than either it anticipates or its clients� projections indicate, or if PFSweb�s operating
and marketing expenses exceed its expectations, PFSweb may not generate sufficient revenue to be profitable or be
able to sustain or increase profitability on a quarterly or an annual basis in the future. Additionally, if PFSweb�s
revenue grows slower than either it anticipates or its clients� projections indicate, PFSweb may incur unnecessary or
redundant costs and its operating results could be adversely affected. PFSweb also expects to incur additional
expenses upon the adoption of Statement on Financial Accounting Standards No. 123R, Accounting for Stock-based
Compensation.

PFSweb�s service fee revenue and gross margin is dependent upon its clients� business and transaction
volumes and PFSweb�s costs; many of PFSweb�s client service agreements are terminable by the client at will;
PFSweb may incur financial penalties if it fails to meet contractual service levels under certain client service
agreements.

      PFSweb�s service fee revenue is primarily transaction based and fluctuates with the volume of transactions or level
of sales of the products by its clients for whom it provides transaction management services. If PFSweb is unable to
retain existing clients or attract new clients or if it dedicates significant
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resources to clients whose business does not generate sufficient revenue or whose products do not generate substantial
customer sales, PFSweb�s business may be materially adversely affected. Moreover, PFSweb�s ability to estimate
service fee revenue for future periods is substantially dependent upon PFSweb�s clients� and its own projections, the
accuracy of which has been, and will continue to be, unpredictable. Therefore, PFSweb�s planning for client activity
and targeted goals for service fee revenue and gross margin may be materially adversely affected by incomplete,
delayed or inaccurate projections. In addition, many of PFSweb�s service agreements with its clients are terminable by
the client at will. Therefore, PFSweb cannot assure you that any of its clients will continue to use PFSweb�s services
for any period of time. The loss of a significant amount of service fee revenue due to client terminations could have a
material adverse effect on PFSweb�s ability to cover its costs and thus on its profitability. Certain of PFSweb�s client
service agreements contain minimum service level requirements and impose financial penalties if PFSweb fails to
meet such requirements. The imposition of a substantial amount of such penalties could have a material adverse effect
on PFSweb�s business and operations.

PFSweb�s operating results are materially impacted by its client mix and the seasonality of their business.
      PFSweb�s business is materially impacted by its client mix and the seasonality of their business. Based upon
PFSweb�s current client mix and their current projected business volumes, PFSweb anticipates its service fee revenue
business activity will be at its lowest in the first quarter of its fiscal year and that its product revenue business activity
will be at its highest in the fourth quarter of its fiscal year. PFSweb believe results of operations for a quarterly period
may not be indicative of the results for any other quarter or for the full year. PFSweb is unable to predict how the
seasonality of future clients� business may affect its quarterly revenue and whether the seasonality may change due to
modifications to a client�s business. As such, PFSweb believes that results of operations for a quarterly period may not
be indicative of the results for any other quarter or for the full year.

PFSweb�s systems may not accommodate significant growth in its number of clients.
      PFSweb�s success depends on its ability to handle a large number of transactions for many different clients in
various product categories. PFSweb expects that the volume of transactions will increase significantly as it expands its
operations. If this occurs, additional stress will be placed upon the network hardware and software that manages
PFSweb�s operations. PFSweb cannot assure you of its ability to efficiently manage a large number of transactions. If
PFSweb is not able to maintain an appropriate level of operating performance, it may develop a negative reputation,
and impair existing and prospective client relationships and its business would be materially adversely affected.

PFSweb may not be able to recover all or a portion of its start-up costs associated with one or more of its
clients.

      PFSweb generally incurs start-up costs in connection with the planning and implementation of business process
solutions for its clients. Although PFSweb generally attempts to recover these costs from the client in the early stages
of the client relationship, or upon contract termination if the client terminates without cause prior to full amortization
of these costs, there is a risk that the client contract may not fully cover the start-up costs. To the extent start-up costs
exceed the start-up fees received, excess costs will be expensed as incurred. Additionally, in connection with new
client contracts PFSweb generally incurs capital expenditures associated with assets whose primary use is related to
the client solution. There is a risk that the contract may end before expected and PFSweb may not recover the full
amount of its capital costs.

PFSweb�s revenue and margins may be materially impacted by client transaction volumes that differ from
client projections and business assumptions.

      PFSweb�s pricing for client transaction services, such as call center and fulfillment, is often based upon volume
projections and business assumptions provided by the client and PFSweb�s anticipated costs
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to perform such work. In the event the actual level of activity or cost is substantially different from the projections or
assumptions, PFSweb may have insufficient or excess staffing, incremental costs or other assets dedicated for such
client that may negatively impact its margins and business relationship with such client. In the event PFSweb is unable
to meet the service levels expected by the client, PFSweb�s relationship with the client will suffer and may result in
financial penalties and/or the termination of the client contract.

PFSweb�s business is subject to the risk of customer and supplier concentration.
      For the year ended December 31, 2004, a U.S. government agency (via a subcontract agreement with IBM) and
Xerox Corporation represented approximately 43%, and 15%, respectively, of PFSweb�s total service fee revenue, net
of pass-through revenue. For the nine months ended September 30, 2005, a U.S. government agency (via a
subcontract agreement with Accenture), a consumer products company and Xerox Corporation represented
approximately 29%, and 15% and 13%, respectively, of PFSweb�s total service fee revenue, net of pass-through
revenue. The loss of, or non-payment of invoices by, any or all of such U.S. agency, consumer products company or
Xerox as clients would have a material adverse effect upon PFSweb�s business. In particular, the agreement under
which PFSweb provides services to such clients are terminable at will upon notice by such clients.
      Substantially all of PFSweb�s product revenue was generated by sales of product purchased under master
distributor agreements with IBM and is dependent on IBM�s business. PFSweb�s product revenue business is dependent
upon its master distributor relationship with IBM and the continuing market for IBM products. A termination of the
relationship with IBM or a decline in customer demand for such products could have a material adverse effect on
PFSweb�s business. Sales to two customers accounted for approximately 12% and 11% of PFSweb�s total product
revenues for the year ended December 31, 2004. Sales to three customers accounted for approximately 14%, 12% and
11% of PFSweb�s total product revenues for the nine months ended September 30, 2005. The loss of any one or more
of such customers, or non-payment of any material amount by these or any other customer, would have a material
adverse effect upon PFSweb�s business.

Changes to financial accounting standards may affect PFSweb�s reported results of operations.
      PFSweb prepares its financial statements to conform to generally accepted accounting principles, or GAAP.
GAAP are subject to interpretation by the American Institute of Certified Public Accountants, the SEC and various
bodies formed to interpret and create appropriate accounting policies. A change in those policies can have a significant
effect on PFSweb�s reported results and may even affect its reporting of transactions completed before a change is
announced. Accounting rules affecting many aspects of PFSweb�s business, including rules relating to accounting for
asset impairments, revenue recognition, arrangements involving multiple deliverables, employee stock purchase plans
and stock option grants, have recently been revised or are currently under review. Changes to those rules or current
interpretation of those rules may have a material adverse effect on PFSweb�s reported financial results or on the way it
conducts its business.

PFSweb operates with significant levels of indebtedness and is required to comply with certain financial and
non-financial covenants; PFSweb is required to maintain a minimum level of subordinated loans to its
subsidiary Supplies Distributors; and PFSweb is obligated to repay any over-advance made to Supplies
Distributors by its lenders.

      As of September 30, 2005, PFSweb�s total credit facilities outstanding, including debt, capital lease obligations and
its vendor accounts payable related to financing of IBM product inventory, was approximately $62.1 million. Certain
of the credit facilities have maturity dates in calendar year 2006 or after, but are classified as current liabilities in
PFSweb�s consolidated financial statements. PFSweb cannot provide assurance that its credit facilities will be renewed
by the lending parties. Additionally, these credit facilities include both financial and non-financial covenants, many of
which also include cross default provisions applicable to other agreements. PFSweb cannot provide assurance that it
will be able to
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maintain compliance with these covenants. Any non-renewal or any default under any of PFSweb�s credit facilities
would have a material adverse impact upon its business and financial condition. In addition PFSweb has provided
$7.0 million of subordinated indebtedness to Supplies Distributors, the minimum level required under certain credit
facilities as of September 30, 2005. The maximum level of this subordinated indebtedness to Supplies Distributors
that may be provided without approval from PFSweb�s lenders is $8.0 million. The restrictions on increasing this
amount without lender approval may limit PFSweb�s ability to comply with certain loan covenants or further grow and
develop Supplies Distributors� business. PFSweb has guaranteed most of the indebtedness of Supplies Distributors.
Furthermore, PFSweb is obligated to repay any over-advance made to Supplies Distributors by its lenders to the extent
Supplies Distributors is unable to do so.

PFSweb faces competition from many sources that could adversely affect its business.
      Many companies offer, on an individual basis, one or more of the same services PFSweb does, and PFSweb faces
competition from many different sources depending upon the type and range of services requested by a potential
client. PFSweb�s competitors include vertical outsourcers, which are companies that offer a single function, such as
call centers, public warehouses or credit card processors. PFSweb competes against transportation logistics providers
who offer product management functions as an ancillary service to their primary transportation services. PFSweb also
competes against other business process outsourcing providers, who perform many similar services as PFSweb. Many
of these companies have greater capabilities than PFSweb does for the single or multiple functions they provide. In
many instances, PFSweb�s competition is the in-house operations of its potential clients themselves. The in-house
operations of potential clients often believe that they can perform the same services PFSweb does, while others are
reluctant to outsource business functions that involve direct customer contact. PFSweb cannot be certain that it will be
able to compete successfully against these or other competitors in the future.

PFSweb�s sales and implementation cycles are highly variable and its ability to finalize pending contracts may
cause its operating results to vary widely.

      The sales cycle for PFSweb�s services is variable, typically ranging between several months to up to a year from
initial contact with the potential client to the signing of a contract. Occasionally the sales cycle requires substantially
more time. Delays in signing and executing client contracts may affect PFSweb�s revenue and cause its operating
results to vary widely. PFSweb believes that a potential client�s decision to purchase PFSweb�s services is
discretionary, involves a significant commitment of the client�s resources and is influenced by intense internal and
external pricing and operating comparisons. To successfully sell PFSweb�s services, PFSweb generally must educate
its potential clients regarding the use and benefit of PFSweb�s services, which can require significant time and
resources. Consequently, the period between initial contact and the purchase of PFSweb�s services is often long and
subject to delays associated with the lengthy approval and competitive evaluation processes that typically accompany
significant operational decisions. Additionally, the time required to finalize pending contracts and to implement
PFSweb�s systems and integrate a new client can range from several weeks to many months. Delays in signing and
integrating new clients may affect PFSweb�s revenue and cause its operating results to vary widely.

PFSweb is dependent on its key personnel, and PFSweb needs to hire and retain skilled personnel to sustain its
business.

      PFSweb�s performance is highly dependent on the continued services of its executive officers and other key
personnel, the loss of any of whom could materially adversely affect PFSweb�s business. In addition, PFSweb needs to
attract and retain other highly-skilled, technical and managerial personnel for whom there is intense competition.
PFSweb cannot assure you that it will be able to attract and retain the personnel necessary for the continuing growth
of its business. PFSweb�s inability to attract and retain qualified technical and managerial personnel would materially
adversely affect PFSweb�s ability to maintain and grow its business.
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PFSweb is subject to risks associated with its international operations.
      PFSweb currently operates a 150,000 square foot distribution center in Liege, Belgium and a 13,000 square foot
distribution center in Richmond Hill, Canada, near Toronto, both of which currently have excess capacity. PFSweb
cannot assure you that it will be successful in expanding in these or any additional international markets. In addition to
the uncertainty regarding PFSweb�s ability to generate revenue from foreign operations and expand its international
presence, there are risks inherent in doing business internationally, including:

� changing regulatory requirements;

� legal uncertainty regarding foreign laws, tariffs and other trade barriers;

� political instability;

� potentially adverse tax consequences;

� foreign currency fluctuations; and

� cultural differences.
      Any one or more of these factors could materially adversely affect PFSweb�s business in a number of ways, such as
increased costs, operational difficulties and reductions in revenue.

PFSweb is uncertain about its need for and the availability of additional funds.
      PFSweb�s future capital needs are difficult to predict. PFSweb may require additional capital to take advantage of
unanticipated opportunities, including strategic alliances and acquisitions and to fund capital expenditures, or to
respond to changing business conditions and unanticipated competitive pressures. In addition, if the merger is
completed, eCOST will become a wholly-owned subsidiary of PFSweb and eCOST may need additional financing as
well. PFSweb may also require additional funds to finance operating losses, including operating losses incurred by
eCOST. Should these circumstances arise, PFSweb�s existing cash balance and credit facilities may be insufficient and
PFSweb may need to raise additional funds either by borrowing money or issuing additional equity. PFSweb cannot
assure you that such resources will be adequate or available for all of its future financing needs. PFSweb�s inability to
finance its growth, either internally or externally, may limit PFSweb�s growth potential and its ability to execute its
business strategy. If PFSweb is successful in completing an additional equity financing, this could result in further
dilution to PFSweb stockholders or reduce the market value of PFSweb common stock.

PFSweb is subject to disputes with clients, customers and other authorities which, if not resolved in PFSweb�s
favor, may materially adversely affect its results of operations.

      In the ordinary course of PFSweb�s business, one or more of its clients or customers may dispute PFSweb invoices
for services rendered or other charges. As of September 30, 2005, an aggregate of approximately $0.9 million of
PFSweb invoices were in dispute. Although PFSweb believes it will resolve these disputes in its favor, the failure to
do so may have a material adverse effect on PFSweb�s results of operations. PFSweb also receives municipal tax
abatements in certain locations. During 2004 PFSweb received notice from a municipality that it did not satisfy certain
criteria necessary to maintain the abatements. PFSweb plans to dispute the notice, but if the dispute is not resolved
favorably, additional taxes could be assessed against PFSweb for calendar years 2004 and 2005, which through
September 30, 2005, could be $0.4 million to $0.5 million for 2004 and $0.4 million for 2005.

PFSweb may engage in future strategic alliances or acquisitions that could dilute its existing stockholders,
cause PFSweb to incur significant expenses or harm its business.

      PFSweb may review strategic alliance or acquisition opportunities that would complement its current business or
enhance its technological capabilities. Integrating any newly acquired businesses, technologies
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or services may be expensive and time-consuming. To finance any acquisitions, it may be necessary for PFSweb to
raise additional funds through borrowing money or completing public or private financings. Additional funds may not
be available on terms that are favorable to PFSweb and, in the case of equity financings, may result in dilution to
PFSweb stockholders. PFSweb may not be able to operate any acquired businesses profitably or otherwise implement
its growth strategy successfully. If PFSweb is unable to integrate any newly acquired entities or technologies
effectively, its operating results could suffer. Future acquisitions by PFSweb could also result in incremental expenses
and the incurrence of debt and contingent liabilities, any of which could harm PFSweb�s operating results.

PFSweb�s business could be adversely affected by a systems or equipment failure, whether that of PFSweb or
its clients.

      PFSweb�s operations are dependent upon its ability to protect its distribution facilities, customer service centers,
computer and telecommunications equipment and software systems against damage and failures. Damage or failures
could result from fire, power loss, equipment malfunctions, system failures, natural disasters and other causes. If
PFSweb�s business is interrupted either from accidents or the intentional acts of others, PFSweb�s business could be
materially adversely affected. In addition, in the event of widespread damage or failures at PFSweb�s facilities, its
short-term disaster recovery and contingency plans and insurance coverage may not be sufficient.
      PFSweb�s clients� businesses may also be harmed from any system or equipment failures PFSweb experiences. In
that event, PFSweb�s relationship with these clients may be adversely affected, PFSweb may lose these clients,
PFSweb�s ability to attract new clients may be adversely affected and PFSweb could be exposed to liability.
      Interruptions could also result from the intentional acts of others, like �hackers.� If PFSweb�s systems are penetrated
by computer hackers, or if computer viruses infect PFSweb�s systems, PFSweb�s computers could fail or proprietary
information could be misappropriated.
      If PFSweb�s clients suffer similar interruptions in their operations, for any of the reasons discussed above or for
others, PFSweb�s business could also be adversely affected. Many of PFSweb�s clients� computer systems interface with
PFSweb�s systems. If PFSweb clients suffer interruptions in their systems, the link to PFSweb�s systems could be
severed and sales of the client�s products could be slowed or stopped.

A breach of PFSweb�s e-commerce security measures could reduce demand for its services. Credit card fraud
and other fraud could adversely affect PFSweb�s business.

      A requirement of the continued growth of e-commerce is the secure transmission of confidential information over
public networks. A party who is able to circumvent PFSweb�s security measures could misappropriate proprietary
information or interrupt PFSweb�s operations. Any compromise or elimination of PFSweb�s security could reduce
demand for PFSweb�s services.
      PFSweb may be required to expend significant capital and other resources to protect against security breaches or
to address any problem they may cause. Because PFSweb�s activities involve the storage and transmission of
proprietary information, such as credit card numbers, security breaches could damage its reputation, cause it to lose
clients, impact its ability to attract new clients and PFSweb could be exposed to litigation and possible liability.
PFSweb�s security measures may not prevent security breaches, and failure to prevent security breaches may disrupt
PFSweb�s operations. In certain circumstances, PFSweb does not carry insurance against the risk of credit card fraud
and other fraud, so the failure to adequately control fraudulent transactions on its client�s behalf could increase
PFSweb�s expenses. To date PFSweb has not suffered material losses due to fraud.
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PFSweb may be a party to litigation involving its e-commerce intellectual property rights.
      In recent years, there has been significant litigation in the United States involving patent and other intellectual
property rights. PFSweb may be a party to intellectual property litigation in the future to protect its trade secrets or
know-how. United States patent applications are confidential until a patent is issued and most technologies are
developed in secret. Accordingly, PFSweb is not, and cannot be, aware of all patents or other intellectual property
rights of which its services may pose a risk of infringement. Others asserting rights against PFSweb could force it to
defend itself or its customers against alleged infringement of intellectual property rights. PFSweb could incur
substantial costs to prosecute or defend any such litigation.

If PFSweb fails to maintain an effective system of internal controls, it may not be able to accurately report its
financial results or prevent fraud. As a result, current and potential stockholders could lose confidence in
PFSweb�s financial reporting, which could harm its business, and the trading price of PFSweb common stock.

      PFSweb has begun a process to document and evaluate its internal controls over financial reporting to satisfy the
requirements of Section 404 of the Sarbanes-Oxley Act, which requires annual management assessments of the
effectiveness of PFSweb�s internal controls over financial reporting and a report by its independent auditors addressing
these assessments. Based on the current requirements, and PFSweb�s current public float, PFSweb is not required to
comply with Section 404. However, in this regard, PFSweb management has been dedicating internal resources, has
engaged outside consultants and has begun to develop a detailed work plan to (i) assess and document the adequacy of
internal controls over financial reporting, (ii) take steps to improve control processes, where appropriate, and
(iii) validate through testing that controls are functioning as documented. If PFSweb fails to correct any issues in the
design or operating effectiveness of internal controls over financial reporting or fail to prevent fraud, current and
potential stockholders could lose confidence in PFSweb�s financial reporting, which could harm its business and the
trading price of PFSweb common stock.
Risks Related to PFSweb�s Business Process Outsourcing Industry

If the trend toward outsourcing does not continue, PFSweb�s business will be adversely affected.
      PFSweb�s business could be materially adversely affected if the trend toward outsourcing declines or reverses, or if
corporations bring previously outsourced functions back in-house. Particularly during general economic downturns,
businesses may bring in-house previously outsourced functions to avoid or delay layoffs. The continued threat of
terrorism within the United States and abroad and the potential for sustained military action may cause disruption to
commerce and economic conditions, both domestic and foreign, which could have a material adverse effect upon
PFSweb�s business and new client prospects.

PFSweb�s market is subject to rapid technological change and to compete PFSweb must continually enhance
its systems to comply with evolving standards.

      To remain competitive, PFSweb must continue to enhance and improve the responsiveness, functionality and
features of its services and the underlying network infrastructure. If PFSweb is unable to adapt to changing market
conditions, client requirements or emerging industry standards, its business could be adversely affected. The internet
and e-commerce environments are characterized by rapid technological change, changes in user requirements and
preferences, frequent new product and service introductions embodying new technologies and the emergence of new
industry standards and practices that could render PFSweb�s technology and systems obsolete. PFSweb�s success will
depend, in part, on its ability to both internally develop and license leading technologies to enhance PFSweb�s existing
services and develop new services. PFSweb must continue to address the increasingly sophisticated and varied needs
of its clients and respond to technological advances and emerging industry standards and practices on a cost-effective
and timely basis. The development of proprietary technology involves significant technical and business
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risks. PFSweb may fail to develop new technologies effectively or to adapt its proprietary technology and systems to
client requirements or emerging industry standards.
Risks Related to eCOST

eCOST may not be able to achieve or maintain profitability.
      eCOST reported a net loss for the quarter ended September 30, 2005 of $2.3 million and had an accumulated
deficit of $24.6 million at September 30, 2005. Without giving effect to the merger, eCOST does not expect to achieve
profitability until at least 2006 and may not be able to achieve or maintain profitability on a quarterly or annual basis.
eCOST�s ability to achieve or maintain profitability depends on a number of factors, including its ability to:

� reduce the decline in its sales that have occurred over the last three quarters;

� maintain or increase sales in the future;

� maintain vendor relationships, procure merchandise and fulfill orders in an efficient manner; and

� control costs.
eCOST may need additional financing and may not be able to raise additional financing on favorable terms or
at all, which could increase its costs, limit its ability to grow and dilute the ownership interests of existing
stockholders.

      eCOST anticipates that it may need to raise additional capital in the future if the merger with PFSweb does not
occur. eCOST cannot be certain that it will be able to obtain additional financing on commercially reasonable terms or
at all. If eCOST raises additional funds through the issuance of equity, equity-related or debt securities, such securities
may have rights, preferences or privileges senior to those of the rights of eCOST�s common stock and eCOST�s
stockholders will experience dilution of their ownership interests. eCOST�s agreements with PC Mall will limit its
ability to issue equity securities in the future without PC Mall�s consent for up to three years following the distribution.
For a description of these limitations, please see �Risks Relating to our Relationship with PC Mall.� in eCOST�s 10-Q
filed with the Securities and Exchange Commission on November 14, 2005. eCOST�s failure to obtain additional
financing or its inability to obtain financing on acceptable terms could require eCOST to incur indebtedness that has
high rates of interest or substantial restrictive covenants, issue equity securities that will dilute the ownership interests
of existing stockholders, scale back its operations, or fail to address opportunities for expansion or enhancement of its
operations.

eCOST�s operating results are difficult to predict.
      eCOST�s operating results have fluctuated in the past and are likely to vary significantly in the future based upon a
number of factors, many of which it cannot control. eCOST operates in a highly dynamic industry and future results
could be subject to significant fluctuations. Revenue and expenses in future periods may be greater or less than
revenue and expenses in the immediately preceding period or in the comparable period of the prior year. Therefore,
period-to-period comparisons of eCOST operating results are not necessarily a good indication of its future
performance. Some of the factors that could cause eCOST�s operating results to fluctuate include:

� price competition that results in lower sales volumes, lower profit margins, or net losses;

� fluctuations in coupon redemption rates;

� the amount and timing of advertising and marketing costs;

� eCOST�s ability to successfully implement new technologies or software systems;

� eCOST�s ability to obtain sufficient financing;
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� changes in the number of visitors to the eCOST website or eCOST�s inability to convert those visitors into
customers;

� technical difficulties, including system or Internet failures;

� fluctuations in the demand for eCOST products or overstocking or understocking of products;

� management of the eCOST fulfillment center;

� fluctuations in shipping costs, particularly during the holiday season;

� economic conditions generally or economic conditions specific to the Internet, online commerce, the retail
industry or the mail order industry;

� changes in the mix of products that eCOST sells; and

� fluctuations in levels of inventory theft, damage or obsolescence.
If eCOST fails to successfully manage or expand its inventory management and order fulfillment operations, it
may be unable to meet customer demand for its products and may incur higher expenses or additional costs.

      eCOST order fulfillment and distribution operations are located in Memphis, Tennessee. PC Mall provided
inventory management and order fulfillment services to eCOST until the completion of the eCOST spin-off in April
2005. In January 2005, eCOST signed a lease for its own distribution facility located near the FedEx main hub in
Memphis, Tennessee and commenced operations in this facility in April 2005. Any failure to manage eCOST�s
inventory and order fulfillment operations could seriously disrupt its operations and cause it to be unable to meet
customer demand for its products. eCOST could incur higher fulfillment expenses than anticipated or incur additional
costs as a result of many factors including lost, damaged or mis-shipped inventories.

If eCOST fails to accurately predict its inventory risk, its margins may decline as a result of write-downs of its
inventory due to lower prices obtained from older or obsolete products.

      Some of the products eCOST sells on its website are characterized by rapid technological change, obsolescence
and price erosion (for example, computer hardware, software and consumer electronics), and because eCOST may
sometimes stock large quantities of particular types of inventory, inventory reserves may be required or may
subsequently prove insufficient, and additional inventory write-downs may be required.

Increased product returns or a failure to accurately predict product returns could decrease eCOST�s revenues
and impact profitability.

      eCOST makes allowances for product returns in its financial statements based on historical return rates. eCOST is
responsible for returns of certain products ordered through its website from its distribution center as well as products
that are shipped to its customers directly from its vendors. If eCOST�s actual product returns significantly exceed its
allowances for returns, especially as eCOST expands into new product categories, its revenues and profitability could
decrease. In addition, because eCOST�s allowances are based on historical return rates, the introduction of new
merchandise categories, new products, changes in its product mix, or other factors may cause actual returns to exceed
return allowances, perhaps significantly. In addition, any policies intended to reduce the number of product returns
may result in customer dissatisfaction and fewer repeat customers.
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eCOST�s ability to offer a broad selection of products at competitive prices is dependent on its ability to
maintain existing and build new relationships with manufacturers and vendors. eCOST does not have
long-term agreements with its manufacturers or vendors and some of its manufacturers and vendors compete
directly with eCOST.

      eCOST purchases products for resale both directly from manufacturers and indirectly through distributors and
other sources, all of whom eCOST considers its vendors. During 2004, eCOST offered products on its website from
over 1,000 third-party manufacturers. eCOST does not have any long-term agreements with any of these vendors. Any
agreements with vendors governing eCOST�s purchase of products are generally terminable by either party upon
30 days� notice or less. In general, eCOST agrees to offer products on its website and the vendors agree to provide
eCOST with information about their products and honor eCOST customer service policies. As eCOST has recently
transitioned to performing inventory management and order fulfillment functions on its own, it will need to continue
to build its own relationships with vendors and obtain favorable product pricing and vendor consideration. If eCOST
does not maintain relationships with vendors on acceptable terms, including favorable product pricing and vendor
consideration, it may not be able to offer a broad selection of products or continue to offer products at competitive
prices, and customers may refuse to shop at the eCOST website. In addition, some vendors may decide not to offer
particular products for sale on the Internet, and others may avoid offering their new products to retailers such as
eCOST who offer a mix of close-out and refurbished products in addition to new products. From time to time, vendors
may terminate eCOST�s right to sell some or all of their products, change the applicable terms and conditions of sale or
reduce or discontinue the incentives or vendor consideration that they offer. Any such termination or the
implementation of such changes could have a negative impact on eCOST�s operating results. Additionally, some
products are subject to manufacturer or distributor allocation, which limits the number of units of those products that
are available to eCOST and other resellers.
      eCOST�s revenue is dependent in part on sales of HP and HP-related products, which represented 21% of net sales
in 2003, 27% in 2004 and 28% for the nine months ended September 30, 2005.

eCOST is dependent on the success of its advertising and marketing efforts, which are costly and may not
achieve desired results, and on its ability to attract customers on cost-effective terms.

      eCOST�s revenues depend on its ability to advertise and market its products effectively. Increases in the costs of
advertising and marketing, including costs of online advertising, paper and postage costs, costs and fees of third-party
service providers and the costs of complying with applicable regulations, may limit eCOST�s ability to advertise and
market its business without impacting its profitability. If eCOST�s advertising and marketing efforts prove ineffective
or do not produce a sufficient level of sales to cover their costs, or if eCOST decreases its advertising or marketing
activities due to increased costs, restrictions enacted by regulatory agencies or for any other reason, eCOST�s revenues
and profit margins may decrease. eCOST�s success depends on its ability to attract customers on cost-effective terms.
eCOST has relationships with online services, search engines, shopping engines, directories and other websites and
e-commerce businesses through which it provide advertising banners and other links that direct customers to the
eCOST website. eCOST expects to rely on these relationships as significant sources of traffic to the eCOST website
and to generate new customers. If eCOST is unable to develop or maintain these relationships on acceptable terms, its
ability to attract new customers on a cost-effective basis could be harmed. In addition, certain of eCOST�s existing
online marketing agreements require it to pay fixed placement fees or fees for directing visits to the eCOST website,
neither of which may convert into sales.

Increased product returns or a failure to accurately predict product returns could decrease eCOST revenues
and impact profitability.

      eCOST makes allowances for product returns in its financial statements based on historical return rates. eCOST is
responsible for returns of certain products ordered through its website from its distribution center as well as products
that are shipped to its customers directly from its vendors. If eCOST actual product returns significantly exceed its
allowances for returns, especially as it expands into new product
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categories, eCOST�s revenues and profitability could decrease. In addition, because eCOST�s allowances are based on
historical return rates, the introduction of new merchandise categories, new products, changes in product mix, or other
factors may cause actual returns to exceed return allowances, perhaps significantly. In addition, any policies intended
to reduce the number of product returns may result in customer dissatisfaction and fewer repeat customers.

Because eCOST experiences seasonal fluctuations in its revenues, its quarterly results may fluctuate.
      eCOST�s business is moderately seasonal, reflecting the general pattern of peak sales for the retail industry during
the holiday shopping season. Typically, a larger portion of its revenues occur during the first and fourth fiscal
quarters. eCOST believes that its historical revenue growth makes it difficult to predict the effect of seasonality on its
future revenues and results of operations. In anticipation of increased sales activity during the first and fourth quarter,
eCOST incurs additional expenses, including higher inventory and staffing costs. If sales for the first and fourth
quarter do not meet anticipated levels, then increased expenses may not be offset which could decrease eCOST�s
profitability. If eCOST were to experience lower than expected sales during its first or fourth quarter, for any reason, it
would decrease eCOST�s profitability.

eCOST�s business may be harmed by fraudulent activities on its website.
      eCOST has received in the past, and anticipates that it will receive in the future, communications from customers
due to purported fraudulent activities on the eCOST website. Negative publicity generated as a result of fraudulent
conduct by third parties could damage eCOST�s reputation and diminish the value of its brand name. Fraudulent
activities on eCOST�s website could also subject it to losses. eCOST expects to continue to receive requests from
customers for reimbursement due to purportedly fraudulent activities or threats of legal action if no reimbursement is
made.

eCOST�s facilities and systems are vulnerable to natural disasters or other catastrophic events.
      eCOST�s headquarters, customer service center and the majority of its infrastructure, including computer servers,
are located in California, an area that is susceptible to earthquakes and other natural disasters. eCOST�s new
distribution facility located in Memphis, Tennessee, houses or will house substantially all of the product inventory
from which a substantial majority of orders are shipped. A natural disaster or other catastrophic event, such as an
earthquake, fire, flood, severe storm, break-in, terrorist attack or other comparable problems could cause interruptions
or delays in eCOST�s business and loss of data or render it unable to accept and fulfill customer orders in a timely
manner, or at all. eCOST�s systems are not fully redundant, and eCOST does not have duplicate geographic locations
or earthquake insurance. California has in the past experienced power outages as a result of limited electrical power
supplies. These outages may recur in the future and could disrupt the operation of eCOST�s business. Because eCOST�s
inventory and distribution facility is located in an area that is susceptible to harsh weather, a major storm, heavy
snowfall or other similar event could prevent it from delivering products in a timely manner. eCOST currently has no
formal disaster recovery plan and its business interruption insurance may not adequately compensate it for losses that
may occur.

eCOST�s business is subject to political, economic and other risks associated with the Philippines.
      In order to reduce costs, eCOST intends to shift certain of its operations to the Philippines, which subjects eCOST
to political, economic and other uncertainties, including expropriation, nationalization, renegotiation, or nullification
of existing contracts, currency exchange restrictions and international monetary fluctuations. Furthermore, the
Philippines has experienced violence related to guerrilla activity.
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Delivery of eCOST�s products could be delayed or disrupted by factors beyond its control, and it could lose
customers as a result.

      eCOST relies upon third party carriers for timely delivery of its product shipments. As a result, eCOST is subject
to carrier disruptions and increased costs due to factors that are beyond its control, including employee strikes,
inclement weather and increased fuel costs. Any failure to deliver products to customers in a timely and accurate
manner may damage eCOST�s reputation and brand and could cause it to lose customers. eCOST does not have a
written long-term agreement with any of these third party carriers, and it cannot be sure that these relationships will
continue on terms favorable to eCOST, if at all. If eCOST�s relationship with any of these third party carriers is
terminated or impaired or if any of these third parties is unable to deliver products, eCOST would be required to use
alternative carriers for the shipment of products to customers. eCOST may be unable to engage alternative carriers on
a timely basis or on favorable terms, if at all. Potential adverse consequences include:

� reduced visibility of order status and package tracking;

� delays in order processing and product delivery;

� increased cost of delivery, resulting in reduced margins; and

� reduced shipment quality, which may result in damaged products and customer dissatisfaction.
If eCOST does not successfully expand its website and processing systems to accommodate higher levels of
traffic and changing customer demands, it could lose customers and its revenues could decline.

      To remain competitive, eCOST must continue to enhance and improve the functionality and features of its
website. If eCOST fails to upgrade its website in a timely manner to accommodate higher volumes of traffic, its
website performance could suffer and eCOST may lose customers. In addition, if eCOST fails to expand the computer
systems that it uses to process and ship customer orders and process customer payments, it may not be able to fulfill
customer orders successfully. As a result, eCOST could lose customers and revenues could decline. The Internet and
the e-commerce industry are subject to rapid technological change. If competitors introduce new features and website
enhancements embodying new technologies, or if new industry standards and practices emerge, eCOST�s existing
website and systems may become obsolete or unattractive. Developing the eCOST website and other systems entails
significant technical and business risks. eCOST may face material delays in introducing new services, products and
enhancements. If this happens, customers may forgo the use of eCOST�s website and use those of its competitors.
eCOST may use new technologies ineffectively, or it may fail to adapt its website, transaction processing systems and
computer network to meet customer requirements or emerging industry standards.

If eCOST fails to successfully expand its merchandise categories and product offerings in a cost-effective and
timely manner, its reputation and the value of its new and existing brands could be harmed, customer demand
for its products could decline and its profit margins could decrease.

      eCOST has generated the substantial majority of its revenues during the past five years from the sale of computer
hardware, software and accessories and consumer electronics products. In the past 18 months eCOST launched several
new product categories, including digital imaging, watches and jewelry, housewares, DVD movies, video games,
travel, bed and bath, apparel and accessories, licensed sports gear and cellular/wireless. While its merchandising
platform has been incorporated into and tested in the online computer and consumer electronics retail markets, eCOST
cannot predict with certainty whether it can be successfully applied to other product categories. In addition, expansion
of its business strategy into new product categories may require eCOST to incur significant marketing expenses,
develop relationships with new vendors and comply with new regulations. eCOST may lack the necessary expertise in
a new product category to realize the expected benefits of that new category. These requirements could strain
managerial,
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financial and operational resources. Additional challenges that may affect eCOST�s ability to expand into new product
categories include its ability to:

� establish or increase awareness of new brands and product categories;

� acquire, attract and retain customers at a reasonable cost;

� achieve and maintain a critical mass of customers and orders across all product categories;

� attract a sufficient number of new customers to whom new product categories are targeted;

� successfully market new product offerings to existing customers;

� maintain or improve gross margins and fulfillment costs;

� attract and retain vendors to provide an expanded line of products to customers on terms that are acceptable; and

� manage inventory in new product categories.
      eCOST cannot be certain that it will be able to successfully address any or all of these challenges in a manner that
will enable it to expand its business into new product categories in a cost-effective or timely manner. If eCOST�s new
categories of products or services are not received favorably, or if its suppliers fail to meet eCOST�s customers�
expectations, eCOST�s results of operations would suffer and its reputation and the value of the applicable new brand
and other brands could be damaged. The lack of market acceptance of eCOST new product categories or inability to
generate satisfactory revenues from any expanded product categories to offset their cost could harm eCOST�s business.

If eCOST is unable to provide satisfactory customer service, it could lose customers.
      eCOST�s ability to provide satisfactory levels of customer service depends, to a large degree, on the efficient and
uninterrupted operation of its customer service operations. Any material disruption or slowdown in its order
processing systems resulting from labor disputes, telephone or Internet failures, power or service outages, natural
disasters or other events could make it difficult or impossible to provide adequate customer service and support.
Further, eCOST may be unable to attract and retain adequate numbers of competent customer service representatives
and relationship managers for its business customers, each of which is essential in creating a favorable interactive
customer experience. Due to increased customer service needs during the holiday shopping season, eCOST hires
temporary employees during the third and fourth fiscal quarters. As a result, eCOST may have difficulty properly
staffing its customer service operations during peak sales season. Further, temporary employees may not have the
same levels of training or professional responsibility as full-time employees and, as a result, may be more likely to
provide unsatisfactory service to customers and potential customers. If eCOST is unable to continually provide
adequate staffing and training for our customer service operations, its reputation could be seriously harmed and
eCOST could lose customers. In addition, if eCOST�s e-mail and telephone call volumes exceed its present system
capacities, eCOST could experience delays in placing orders, responding to customer inquiries and addressing
customer concerns. eCOST�s customer service facility currently accommodates customer service representatives at
close to its capacity during peak sales period, so eCOST may be required to expand its customer service facility in the
near future. eCOST may not be able to find additional suitable office space on acceptable terms or at all, which could
seriously hinder its ability to provide satisfactory levels of customer service. Because eCOST�s success depends in
large part on keeping its customers satisfied, any failure to provide high levels of customer service would likely impair
its reputation and decrease its revenues.
      In addition, as a cost savings measure, eCOST intends to transition certain of its operations to the Philippines,
including a portion of its customer service functions. If eCOST is unable to successfully execute its plans in the
Philippines, including providing sufficient levels of customer service, its business will be harmed.
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eCOST may not be able to compete successfully against existing or future competitors.
      The market for online sales of the products eCOST offers is intensely competitive and rapidly evolving. eCOST
principally competes with a variety of online retailers, specialty retailers and other businesses that offer products
similar to or the same as eCOST�s products. Increased competition is likely to result in price reductions, reduced
revenue and gross margins and loss of market share. eCOST expects competition to intensify in the future because
current and new competitors can enter the market with little difficulty and can launch new websites at a relatively low
cost. In addition, some of eCOST�s product vendors have sold, and continue to intensify their efforts to sell, their
products directly to customers. eCOST currently or potentially competes with a variety of businesses, including:

� other multi-category online retailers such as Amazon.com and Buy.com;

� online discount retailers of computer and consumer electronics merchandise such as Computers4Sure, NewEgg
and TigerDirect;

� liquidation e-tailers such as Overstock.com and SmartBargains.com;

� consumer electronics and office supply superstores such as Best Buy, Circuit City, CompUSA, Office Depot,
OfficeMax and Staples; and

� manufacturers such as Apple, Dell, Gateway, Hewlett-Packard and IBM, that sell directly to customers.
Many of the current and potential competitors described above have longer operating histories, larger customer bases,
greater brand recognition and significantly greater financial, marketing and other resources than eCOST. In addition,
online retailers may be acquired by, receive investments from or enter into other commercial relationships with larger,
well-established and well-financed companies. Some of eCOST�s competitors may be able to secure products from
manufacturers or vendors on more favorable terms, devote greater resources to marketing and promotional campaigns,
adopt more aggressive pricing or inventory availability policies and devote substantially more resources to website
and systems development than eCOST is able to.

If the protection of eCOST�s trademarks and proprietary rights is inadequate, its brand and reputation could
be impaired and it could lose customers.

      eCOST has six trademarks that it considers to be material to the successful operation of business: eCOST®,
eCOST.com®, eCOST.com Bargain Countdowntm, eCOST.com Your Online Discount Superstore!tm, Bargain
Countdowntm and Bargain Countdown Platinum Clubtm. eCOST currently uses all of these marks in connection with
telephone, mail order, catalog and online retail services. eCOST also has several additional pending trademark
applications. eCOST relies on trademark and copyright law, trade secret protection and confidentiality agreements
with its employees, consultants, suppliers and others to protect its proprietary rights. eCOST�s applications may not be
granted, and eCOST may not be able to secure significant protection for its service marks or trademarks. eCOST�s
competitors or others could adopt trademarks or service marks similar to its marks, or try to prevent eCOST from
using its marks, thereby impeding its ability to build brand identity and possibly leading to customer confusion. Any
claim by another party against eCOST for customer confusion caused by use of eCOST�s trademarks or service marks,
or eCOST�s failure to obtain registrations for its marks, could negatively affect its competitive position and could
cause it to lose customers.
      eCOST has also filed an application with the U.S. Patent and Trademark Office for patent protection for its
proprietary Bargain Countdowntm technology. eCOST may not be granted a patent for this technology and may not be
able to enforce its patent rights if its competitors or others use infringing technology. If this occurs, eCOST�s
competitive position, revenues and profitability could be negatively affected.
      Effective trademark, service mark, patent, copyright and trade secret protection may not be available in every
country in which eCOST will sell its products and offer its services. In addition, the relationship
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between regulations governing domain names and laws protecting trademarks and similar proprietary rights is unclear.
Therefore, eCOST may be unable to prevent third parties from acquiring domain names that are similar to, infringe
upon or otherwise decrease the value of its trademarks and other proprietary rights. If eCOST is unable to protect or
preserve the value of its trademarks, copyrights, trade secrets or other proprietary rights for any reason, eCOST�s
competitive position could be negatively affected and it could lose customers.
      eCOST also relies on technologies that it licenses from related and third parties. These licenses may not continue
to be available to eCOST on commercially reasonable terms, or at all, in the future. As a result, eCOST may be
required to develop or obtain substitute technology of lower quality or at greater cost, which could negatively affect its
competitive position, cause it to lose customers and decrease its profitability.

If third parties claim eCOST is infringing their intellectual property rights, eCOST could incur significant
litigation costs, be required to pay damages, or change its business or incur licensing expenses.

      Third parties have asserted, and may in the future assert, that eCOST�s business or the technologies it uses infringe
on their intellectual property rights. As a result, eCOST may be subject to intellectual property legal proceedings and
claims in the ordinary course of business. eCOST cannot predict whether third parties will assert additional claims of
infringement in the future or whether any future claims will prevent it from offering popular products or services.
      On July 12, 2004, eCOST received correspondence from MercExchange LLC alleging infringement of its
U.S. patents relating to e-commerce and offering to license its patent portfolio to eCOST. On July 15, 2004, eCOST
received a follow-up letter from MercExchange specifying which of eCOST�s technologies it believes infringe certain
of its patents, alone or in combination with technologies provided by third parties. Some of those patents are currently
being litigated by third parties, and eCOST is not involved in those proceedings. In addition, three of the four patents
identified by MercExchange are under reexamination at the U.S. Patent and Trademark Office, which may or may not
result in the modification of the claims. In the July 15th letter, MercExchange also advised that it has a number of
applications pending for additional patents. MercExchange has filed lawsuits alleging infringement of some or all of
its patents against third parties, resulting in settlements or verdicts in favor of MercExchange. At least one such
verdict was appealed to the United States Court of Appeals for the Federal Circuit and was affirmed in part.
      If eCOST is forced to defend against these or any other third-party infringement claims, whether they are with or
without merit or are determined in its favor, eCOST could face expensive and time-consuming litigation, which could
result in the imposition of a preliminary injunction preventing it from continuing to operate its business as currently
conducted throughout the duration of the litigation or distract eCOST�s technical and management personnel. If
eCOST is found to infringe, it may be required to pay monetary damages, which could include treble damages and
attorneys� fees for any infringement that is found to be willful, and either be enjoined or required to pay ongoing
royalties with respect to any technologies found to infringe. Further, as a result of infringement claims either against
eCOST or against those who license technology to eCOST, eCOST may be required, or deem it advisable, to develop
non-infringing technology, which could be costly and time consuming, or enter into costly royalty or licensing
agreements. Such royalty or licensing agreements, if required, may be unavailable on terms that are acceptable, or at
all. eCOST expects that participants in its market will be increasingly subject to infringement claims as the number of
competitors in the industry grows. If a third party successfully asserts an infringement claim against eCOSt and it is
enjoined or required to pay monetary damages or royalties or eCOST is unable to develop suitable non-infringing
alternatives or license the infringed or similar technology on reasonable terms on a timely basis, eCOST�s business,
results of operations and financial condition could be materially harmed.
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eCOST may be liable for misappropriation of its customers� personal information.
      Data security laws are becoming more stringent in the United States and abroad. Third parties are engaging in
increased cyber attacks against companies doing business on the Internet and individuals are increasingly subjected to
identity and credit card theft on the Internet. If third parties or unauthorized employees are able to penetrate eCOST�s
network security or otherwise misappropriate its customers� personal information or credit card information, or if
eCOSt gives third parties or its employees improper access to customers� personal information or credit card
information, eCOST could be subject to liability. This liability could include claims for unauthorized purchases with
credit card information, impersonation or other similar fraud claims. This liability could also include claims for other
misuses of personal information, including unauthorized marketing purposes. Liability for misappropriation of this
information could decrease eCOST�s profitability. In such circumstances, eCOST also could be liable for failing to
provide timely notice of a data security breach affecting certain types of personal information. In addition, the Federal
Trade Commission and state agencies have brought numerous enforcement actions against Internet companies for
alleged deficiencies in those companies� privacy and data security practices, and they may continue to bring such
actions. eCOST could incur additional expenses if new regulations regarding the collection, use or storage of personal
information are introduced or if government agencies investigate our privacy or security practices.
      eCOST relies on encryption and authentication technology licensed from third parties to provide the security and
authentication necessary to effect secure transmission of sensitive customer information such as customer credit card
numbers. Advances in computer capabilities, new discoveries in the field of cryptography or other events or
developments may result in a compromise or breach of the algorithms that eCOST uses to protect customer
transaction data. If any such compromise of security were to occur, it could subject eCOST to liability, damage its
reputation and diminish the value of its brand-name. A party who is able to circumvent the security measures could
misappropriate proprietary information or cause interruptions in operations. eCOST may be required to expend
significant capital and other resources to protect against such security breaches or to alleviate problems caused by
such breaches. eCOST�s security measures are designed to prevent security breaches, but its failure to prevent such
security breaches could subject eCOST to liability, damage its reputation and diminish the value of its brand-name.
      Moreover, for the convenience of its customers, eCOST provides non-secured channels for customers to
communicate. Despite the increased security risks, customers may use such channels to send personal information and
other sensitive data. In addition, �phishing� incidents are on the rise. Phishing involves an online company�s customers
being tricked into providing their credit card numbers or account information to someone pretending to be the online
company�s representative. Such incidents have recently given rise to litigation against online companies for failing to
take sufficient steps to police against such activities by third parties, and may discourage customers from using online
services.

eCOST may be subject to product liability claims that could be costly and time consuming.
      eCOST sells products manufactured and distributed by third parties, some of which may be defective. If any
product that eCOST sells were to cause physical injury or damage to property, the injured party or parties could bring
claims against eCOST as the retailer of the product. eCOST�s insurance coverage may not be adequate to cover every
claim that could be asserted. If a successful claim were brought against eCOST in excess of its insurance coverage, it
could expose it to significant liability. Even unsuccessful claims could result in the expenditure of funds and
management time and could decrease profitability.
Risks Related to eCOST�s Industry

eCOST�s success is tied to the continued use of the Internet and the adequacy of the Internet infrastructure.
      eCOST�s future revenues and profits, if any, substantially depend upon the continued widespread use of the
Internet as an effective medium of business and communication. If use of the Internet declines or the Internet
infrastructure becomes an ineffective medium for business transactions and communication,
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eCOST may not be able to effectively implement its growth strategy and it could lose customers. Widespread use of
the Internet could decline as a result of disruptions, computer viruses or other damage to Internet servers or users�
computers. Additionally, if the Internet�s infrastructure does not expand fast enough to meet increasing levels of use, it
may become a less effective medium of business transactions and communications.

The security risks of e-commerce may discourage customers from purchasing goods over the Internet.
      In order for the e-commerce market to develop successfully, eCOST and other market participants must be able to
transmit confidential information securely over public networks. Third parties may have the technology or know-how
to breach the security of customer transaction data. Any breach could cause customers to lose confidence in the
security of eCOST�s website and choose not to purchase from the website. If someone is able to circumvent our
security measures, he or she could destroy or steal valuable information or disrupt operations. Concerns about the
security and privacy of transactions over the Internet could inhibit the growth of the Internet and e-commerce.
Security measures may not effectively prohibit others from obtaining improper access to information. Any security
breach could expose eCOST to risks of loss, litigation and liability and could seriously disrupt its operations.

Credit card fraud could decrease eCOST�s revenues and profitability.
      eCOST does not currently carry insurance against the risk of credit card fraud, so the failure to adequately control
fraudulent credit card transactions could reduce its revenues and gross margin. eCOST may in the future suffer losses
as a result of orders placed with fraudulent credit card data even though the associated financial institution approved
payment of the orders. Under current credit card practices, eCOST may be liable for fraudulent credit card
transactions because it did not obtain a cardholder�s signature. If eCOST is unable to detect or control credit card fraud,
or if credit card companies require more burdensome terms or refuse to accept credit card charges, eCOST�s revenues
and profitability could decrease.

Additional sales and use taxes could be imposed on past or future sales of eCOST�s products or other products
sold on eCOST�s website, which could adversely affect eCOST�s revenues and profitability.

      In accordance with current industry practice and eCOST�s interpretation of applicable law, eCOST collects and
remits sales taxes only with respect to physical shipments of goods into states where eCOST has a physical presence.
If any state or other jurisdiction successfully challenges this practice and imposes sales and use taxes on orders on
which eCOST does not collect and remit sales taxes, eCOST could be exposed to substantial tax liabilities for past
sales and could suffer decreased sales in that state or jurisdiction in the future. In addition, a number of states, as well
as the U.S. Congress, have been considering various legislative initiatives that could result in the imposition of
additional sales and use taxes on Internet sales. If any of these initiatives are enacted, eCOST could be required to
collect sales and use taxes in states where eCOST does not have a physical presence. Future changes in the operation
of eCOST�s business also could result in the imposition of additional sales and use tax obligations. The imposition of
additional sales and use taxes on past or future sales could adversely affect eCOST�s revenues and profitability.

Existing or future government regulation could expose eCOST to liabilities and costly changes in its business
operations, and could reduce customer demand for its products.

      eCOST is subject to general business regulations and laws, as well as regulations and laws specifically governing
the Internet and e-commerce. Such existing and future laws and regulations may impede the growth of the Internet or
other online services. These regulations and laws may cover taxation, user privacy, marketing and promotional
practices, database protection, pricing, content, copyrights, distribution, electronic contracts, email and other
communications, consumer protection, product safety, the provision of online payment services, intellectual property
rights, unauthorized access (including the Computer Fraud and Abuse Act), and the characteristics and quality of
products and services. It is unclear how existing
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laws governing issues such as property ownership, sales and other taxes, libel, trespass, data mining and collection,
and personal privacy apply to the Internet and e-commerce. Unfavorable resolution of these issues may expose
eCOST to liabilities and costly changes in its business operations, and could reduce customer demand. The growth
and demand for online commerce has and may continue to result in more stringent consumer protection laws that
impose additional compliance burdens on online companies. For example, California law requires notice to California
customers if certain personal information about them is obtained by an unauthorized person, such as a computer
hacker. These consumer protection laws could result in substantial compliance costs and could decrease profitability.

Laws or regulations relating to privacy and data protection may adversely affect the growth of eCOST�s
Internet business or its marketing efforts.

      eCOST is subject to increasing regulation relating to privacy and the use of personal user information. For
example, eCOST is subject to various telemarketing and anti-spam laws that regulate the manner in which it may
solicit future suppliers and customers. Such regulations, along with increased governmental or private enforcement,
may increase the cost of growing the business. In addition, several jurisdictions, including California, have adopted
legislation limiting the uses of personal user information gathered online or require online services to establish privacy
policies. Pursuant to the Children�s Online Privacy Protection Act, the Federal Trade Commission has adopted
regulations regarding the collection and use of personal identifying information obtained from children under 13 years
of age. Increasingly, federal, state and foreign laws and regulations extend online privacy protection to adults.
Moreover, in jurisdictions where eCOST does business, there is a trend toward requiring companies to establish
procedures to notify users of privacy and security policies, to obtain prior consent from users for the collection, use
and disclosure of personal information (even disclosure to affiliates), and to provide users with the ability to access,
correct and delete personal information stored by companies. These data protection regulations and enforcement
efforts may restrict eCOST�s ability to collect, use or transfer demographic and personal information from users, which
could be costly or harm marketing efforts. Further, any violation of privacy or data protection laws and regulations
may subject eCOST to fines, penalties and damages, as well as harm to its reputation, which could decrease its
revenues and profitability.

CAUTIONARY STATEMENT
CONCERNING FORWARD-LOOKING STATEMENTS

      This joint proxy statement/ prospectus contains forward-looking statements that are entitled to the protection of the
safe harbor contained in the Private Securities Litigation Reform Act of 1995. These statements are based on current
expectations, estimates, forecasts, and projections about the industries in which PFSweb and eCOST operate and the
beliefs and assumptions of PFSweb and eCOST. Words such as �anticipate,� �believe,� �continue,� �could,� �estimate,� �expect,�
�goal,� �intend,� �may,� �plan,� �project,� �seek,� �should,� �target,� �will,� �would,� variations of such words, and similar expressions are
intended to identify forward-looking statements.
      In this joint proxy statement/ prospectus, these forward-looking statements include, among others, statements
regarding:

� PFSweb�s and eCOST�s respective reasons for the merger;

� the completion and timing of the consummation of the merger;

� the anticipated benefits of the merger, including the expectation of greater revenue opportunities and operating
efficiencies and cost savings;

� the intention that the merger qualify as a reorganization within the meaning of Section 368(a) of the Internal
Revenue Code;

� future financial results of PFSweb, eCOST and the combined company;
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� the effect that the public announcement of the merger may have on each company�s sales and operating results
and on their ability to retain key management and personnel;

� the ability of the merger to increase stockholder value;

� the integration of the two companies;

� the combined company�s synergies and the cost savings and growth opportunities relating to such synergies;

� growth and growth opportunities;

� the combined company�s competitive and market position;

� opportunities for cross-marketing the products and services of the combined company; and

� the combined company�s response to industry shifts, technological changes, increased competition and market
demand.

      These forward-looking statements involve certain risks and uncertainties. The ability of either PFSweb or eCOST
to predict results or the actual effects of its plans and strategies, or those of the combined company, is inherently
uncertain. Accordingly, actual results or events may differ materially and adversely from those expressed in any
forward-looking statements. For a detailed discussion of the factors that may cause such a difference, see �Risk Factors�
beginning on page 28 of this joint proxy statement/ prospectus.
      We caution you not to place undue reliance on these forward-looking statements, which speak only as of the date
of this joint proxy statement/ prospectus. Except to the extent required by applicable law or regulation, neither
PFSweb nor eCOST undertakes any obligation to update or revise these forward-looking statements, whether as a
result of new information, future events or otherwise.

THE PFSWEB SPECIAL MEETING
 This joint proxy statement/ prospectus is being provided to PFSweb stockholders as part of a solicitation of

proxies by the PFSweb board of directors for use at a special meeting of PFSweb stockholders. This joint proxy
statement/ prospectus provides PFSweb stockholders with the information they need to know to be able to vote or
instruct their vote to be cast at the special meeting of PFSweb stockholders.
Date, Time and Place
      The special meeting of PFSweb stockholders will be held on January 23, 2006 at 10:00 a.m., local time, at
PFSweb�s principal offices at 500 North Central Expressway, Plano, Texas 75074.
Matters for Consideration
      The PFSweb special meeting is being held for the following purposes:

� to approve the issuance of PFSweb common stock pursuant to the Agreement and Plan of Merger, dated as of
November 29, 2005, by and among PFSweb, Red Dog Acquisition Corp., a wholly owned subsidiary of PFSweb,
and eCOST;

� to approve the amendment to the PFSweb Amended and Restated Certificate of Incorporation to increase the
number of authorized shares of Common Stock, $0.001 par value, from 40 million shares to 75 million shares;

� to grant discretionary authority to adjourn the special meeting, if necessary, to solicit additional proxies with
respect to either or both of the preceding two proposals; and

� to transact such other business as may properly come before the special meeting or any adjournment or
postponement of the meeting.
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      The approval of BOTH Proposal No. 1 and Proposal No. 2 is required in order for PFSweb to consummate the
merger.
Recommendations of the PFSweb Board of Directors

Merger
 The PFSweb board of directors has unanimously approved the merger agreement and unanimously

recommends that PFSweb stockholders vote �FOR� the proposal to issue PFSweb common stock pursuant to the
merger agreement. See �The Merger � PFSweb�s Reasons for the Merger� and �The Merger � Recommendation of the
PFSweb Board of Directors� on pages 60 and 62, respectively, for a more detailed discussion of the recommendation of
the PFSweb board of directors.
Amendment to Amended and Restated Certificate of Incorporation

 The PFSweb board of directors has unanimously approved the amendment to the PFSweb Amended and
Restated Certificate of Incorporation to increase the number of authorized shares of Common Stock,
$0.001 par value, from 40 million shares to 75 million shares of the Company and recommends a vote �FOR� the
proposed amendment for the reasons set forth below.
      The PFSweb board of directors has unanimously adopted a resolution approving and recommending to the
stockholders for their approval an amendment to Article Fourth of its amended and restated certificate of
incorporation authorizing an increase in the number of authorized shares of common stock from 40,000,000 shares to
75,000,000 shares.
      PFSweb is currently authorized to issue 40,000,000 shares of common stock, of which, as of December 21, 2005,
22,527,014 shares were issued and outstanding, 5,449,518 shares were reserved for issuance upon the exercise of
outstanding options, 395,486 were reserved for issuance upon the exercise of outstanding warrants and 86,300 were
held as treasury stock. If the merger agreement is approved and consummated in accordance with its terms, PFSweb
will issue one share of PFSweb common stock in exchange for each outstanding share of eCOST common stock. As
of December 21, 2005, there were 17,827,205 shares of eCOST common stock outstanding. In addition, if and to the
extent outstanding options to purchase eCOST common stock are exercised prior to the consummation of the merger,
the number of shares of PFSweb common stock to be issued in the merger will increase correspondingly.
Consequently, in order for PFSweb to have enough authorized shares of common stock to issue in the merger and to
satisfy current and future option and warrant exercises, the number of authorized shares of PFSweb common stock
must be increased.
Voting Procedures and Revocation of Proxies

 Your vote is important. Whether or not you expect to attend the PFSweb special meeting in person, please
complete, sign, date and return the enclosed proxy card as soon as possible to ensure that your shares are
represented at the special meeting. Returning the proxy card does not deprive you of your right to attend the
PFSweb special meeting and to vote your shares in person.

Voting in Person
      If you plan to attend the PFSweb special meeting and wish to vote in person, you will be given a ballot at the
special meeting. Please note, however, that if your shares are held in �street name,� which means your shares are held of
record by a broker, bank or other nominee, and you wish to vote at the PFSweb special meeting, you must bring to the
special meeting a proxy from the record holder authorizing you to vote at the PFSweb special meeting.

Voting by Proxy
      The method of voting by proxy differs for shares held as a record holder and shares held in �street name.� If you
hold your shares of PFSweb common stock as a record holder, you may vote by signing and
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dating the enclosed proxy card and promptly returning it in the enclosed envelope. If, on the other hand, you hold your
shares of PFSweb common stock in �street name,� then you will receive instructions from your broker, bank or other
nominee that you must follow in order to vote your shares. Your broker, bank or other nominee may allow you to
deliver your voting instructions over the internet or by telephone. Please see the voting instruction card from your
broker, bank or other nominee that accompanies this joint proxy statement/ prospectus.
      All properly signed proxies that are received prior to the special meeting and that are not revoked will be voted at
the special meeting according to the instructions indicated on the proxies or, if no direction is indicated, they will be
voted �FOR� the proposal to issue PFSweb common stock pursuant to the merger agreement and �FOR� the proposal to
increase the number of authorized shares of PFSweb common stock.

Revocation
      You may revoke your proxy at any time before your proxy is voted at the PFSweb special meeting by taking any
of the following actions:

� submitting another proxy card bearing a later date;

� delivering written notice of revocation to PFSweb�s Corporate Secretary at 500 North Central Expressway, Plano,
Texas 75074; or

� attending the PFSweb special meeting and voting in person, although attendance at the special meeting will not,
by itself, revoke a proxy.

      If your shares are held in �street name,� you may change your vote by submitting new voting instructions to your
broker, bank or other nominee. You must contact your broker, bank or other nominee to find out how to do so.
Record Date and Shares Entitled to Vote
      Only holders of record of PFSweb common stock at the close of business on the record date, December 21, 2005,
are entitled to notice of and to vote at the special meeting. These stockholders are entitled to cast one vote for each
share of common stock held as of the record date on all matters properly submitted for the vote of stockholders at the
special meeting. As of the record date, there were approximately 22,527,014 shares of PFSweb common stock
outstanding and entitled to vote at the special meeting.
Quorum and Vote Required
      A quorum of stockholders is necessary to hold a valid special meeting. The presence, in person or by proxy, of the
holders of a majority of the shares of PFSweb common stock issued and outstanding and entitled to be voted at the
special meeting is necessary to constitute a quorum at the PFSweb special meeting. The approval of the issuance of
common stock in the merger requires the affirmative vote of a majority of the votes cast at the special meeting. The
authorization of the amendment to the PFSweb amended and restated certificate of incorporation to increase the
number of authorized shares of common stock will require the affirmative vote of the holders of a majority of the
outstanding shares of PFSweb common stock entitled to vote thereon. On the record date, the directors and executive
officers of PFSweb and their affiliates beneficially owned and were entitled to vote approximately 1,027,806 shares of
PFSweb common stock, which represent approximately 4.6% of the outstanding shares of PFSweb common stock.
Abstentions and Broker Non-Votes
      Abstentions and broker non-votes will be counted for the purpose of determining whether a quorum is present, but
they will not be counted as votes cast on any matter. Broker non-votes refer to unvoted proxies submitted by brokers
who are not able to vote on a proposal absent instructions from the beneficial
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owner. Because abstentions and broker non-votes will not be considered votes cast, they will have no effect on the
outcome of the proposal to approve the issuance of PFSweb shares in the merger; however, abstentions and broker
non-votes will have the same effect as a vote against the proposal to amend the PFSweb charter to increase the
number of authorized shares.
Solicitation of Proxies and Expenses
      PFSweb is soliciting proxies for the PFSweb special meeting from PFSweb stockholders. PFSweb will bear the
entire cost of soliciting proxies from PFSweb stockholders, except that PFSweb and eCOST have each agreed to share
equally all expenses incurred in connection with the filing with the SEC of the registration statement of which this
joint proxy statement/ prospectus forms a part, and the printing and mailing of this joint proxy statement/ prospectus
and related proxy materials. In addition to the solicitation of proxies by mail, PFSweb will request that brokers, banks
and other nominees send proxies and proxy materials to the beneficial owners of PFSweb common stock held by them
and secure their voting instructions, if necessary. PFSweb will reimburse those record holders for their reasonable
expenses. PFSweb has also made arrangements with Mellon Investor Services to assist it in soliciting proxies, and has
agreed to pay a fee of approximately $6,500 plus expenses for those services. PFSweb also may use several of its
regular employees, who will not be specially compensated, to solicit proxies from PFSweb stockholders, either
personally or by telephone, internet, telegram, facsimile or special delivery letter.
Admission to the Special Meeting
      All PFSweb stockholders, including stockholders of record and stockholders who hold their shares in �street name�
are invited to attend the PFSweb special meeting. If you plan to attend the special meeting, you must bring a form of
personal photo identification with you in order to be admitted. PFSweb stockholders who are not record holders but
hold shares in �street name� should provide proof of beneficial ownership on the record date for the PFSweb special
meeting, such as their most recent account statement or other similar evidence of ownership. Anyone who does not
provide valid photo identification or comply with the other procedures outlined above upon request may not be
admitted to the special meeting.
Other Business
      As of the date of this joint proxy statement/ prospectus, PFSweb does not know of any matters that will be
presented for consideration at the PFSweb special meeting other than as described in this joint proxy statement/
prospectus. If any other matters are properly presented for voting at the special meeting or any adjournments or
postponements of the special meeting, the enclosed proxies will confer discretionary authority on the individuals
named as proxies to vote the shares represented by the proxies as to any other matters. The individuals named as
proxies intend to vote in accordance with their best judgment as to any other matters.
Householding
      The rules promulgated by the SEC permit companies, brokers, banks or other intermediaries to deliver a single
copy of a proxy statement to households at which two or more stockholders reside. This practice, known as
�householding,� is designed to reduce duplicate mailings and save significant printing and postage costs as well as
natural resources. Stockholders sharing an address who have been previously notified by their broker, bank or other
intermediary and have consented to householding, either affirmatively or implicitly by not objecting to householding,
will receive only one copy of this joint proxy statement/ prospectus. If you would like to opt out of this practice for
future mailings and receive separate proxy statements for each stockholder sharing the same address, please contact
your broker, bank or other intermediary. You may also obtain a separate joint proxy statement/ prospectus without
charge by sending a written request to PFSweb, Inc., Attention: Investor Relations, 500 North Central Expressway,
Plano, Texas 75074, or by calling PFSweb at (972) 881-2900. PFSweb will promptly send additional copies of
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this joint proxy statement/ prospectus upon receipt of such request. Householding does not apply to stockholders with
shares registered directly in their name.
Assistance
      If you need assistance in completing your proxy card or have questions regarding the special meeting, please
contact:

PFSweb, Inc.
500 North Central Expressway

Plano, Texas 75074
(972) 881-2900

Attn: Investor Relations
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THE eCOST SPECIAL MEETING
 This joint proxy statement/ prospectus is being provided to eCOST stockholders as part of a solicitation of proxies

by the eCOST board of directors for use at a special meeting of eCOST stockholders. This joint proxy statement/
prospectus provides eCOST stockholders with the information they need to know to be able to vote or instruct their
vote to be cast at the special meeting of eCOST stockholders.
Date, Time and Place
      The special meeting of eCOST stockholders will be held on January 23, 2006 at 10:00 a.m., local time, at eCOST�s
principal offices at 2555 West 190th Street, Suite 106, Torrance, California 90504.
Matters for Consideration
      The eCOST special meeting is being held for the following purposes:

� to consider and vote upon a proposal to adopt the Agreement and Plan of Merger, dated as of November 29,
2005, by and among eCOST, PFSweb and Red Dog Acquisition Corp., a wholly owned subsidiary of PFSweb
and the transactions contemplated by the merger agreement, including the merger. If the merger agreement is
approved and the transactions contemplated by the merger agreement are completed, then each outstanding share
of eCOST common stock would be converted into one share of PFSweb common stock;

� to grant discretionary authority to adjourn the special meeting, if necessary, to solicit additional proxies with
respect to the adoption of the merger agreement; and

� to transact such other business as may properly come before the special meeting or any adjournment or
postponement of the meeting.

Recommendation of the eCOST Board of Directors
 The eCOST board of directors has unanimously approved the merger agreement and unanimously

recommends that eCOST stockholders vote �FOR� the proposal to approve and adopt the merger agreement and
the transactions contemplated by the merger agreement, including the merger. See �The Merger � eCOST�s
Reasons for the Merger� and �The Merger � Recommendation of the eCOST Board of Directors� on pages 62 and 65,
respectively, for a more detailed discussion of the recommendation of the eCOST board of directors.
Voting Procedures and Revocation of Proxies

 Your vote is important. Whether or not you expect to attend the eCOST special meeting in person, please
complete, sign, date and return the enclosed proxy card as soon as possible to ensure that your shares are
represented at the special meeting. Returning the proxy card does not deprive you of your right to attend the eCOST
special meeting and to vote your shares in person.

Voting in Person
      If you plan to attend the eCOST special meeting and wish to vote in person, you will be given a ballot at the
special meeting. Please note, however, that if your shares are held in �street name,� which means your shares are held of
record by a broker, bank or other nominee, and you wish to vote at the eCOST special meeting, you must bring to the
special meeting a proxy from the record holder authorizing you to vote at the eCOST special meeting.

Voting by Proxy
      The method of voting by proxy differs for shares held as a record holder and shares held in �street name.� If you
hold your shares of eCOST common stock as a record holder, you may vote by signing and dating the enclosed proxy
card and promptly returning it in the enclosed envelope. If, on the other hand, you hold your shares of eCOST
common stock in �street name,� then you will receive instructions from your broker, bank or other nominee that you
must follow in order to vote your shares. Your broker, bank
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or other nominee may allow you to deliver your voting instructions over the internet or by telephone. Please see the
voting instruction card from your broker, bank or other nominee that accompanies this joint proxy statement/
prospectus.
      All properly signed proxies that are received prior to the special meeting and that are not revoked will be voted at
the special meeting according to the instructions indicated on the proxies or, if no direction is indicated, they will be
voted �FOR� the proposal to adopt the merger agreement.

Revocation
      You may revoke your proxy at any time before your proxy is voted at the eCOST special meeting by taking any of
the following actions:

� submitting another proxy card bearing a later date;

� delivering written notice of revocation to eCOST�s Corporate Secretary at 2555 West 190th Street, Suite 106,
Torrance, California 90504; or

� attending the eCOST special meeting and voting in person, although attendance at the special meeting will not,
by itself, revoke a proxy.

      If your shares are held in �street name,� you may change your vote by submitting new voting instructions to your
broker, bank or other nominee. You must contact your broker, bank or other nominee to find out how to do so.
Record Date and Shares Entitled to Vote
      Only holders of record of eCOST common stock at the close of business on the record date, December 21, 2005,
are entitled to notice of and to vote at the special meeting. These stockholders are entitled to cast one vote for each
share of common stock held as of the record date on all matters properly submitted for the vote of stockholders at the
special meeting. As of the record date, there were approximately 17,827,205 shares of eCOST common stock
outstanding and entitled to vote at the special meeting.
Quorum and Vote Required
      A quorum of stockholders is necessary to hold a valid special meeting. The presence, in person or by proxy, of the
holders of a majority of the outstanding shares of eCOST common stock entitled to vote at the special meeting is
necessary to constitute a quorum at the eCOST special meeting. The adoption of the merger agreement requires the
affirmative vote of a majority of the outstanding shares of eCOST common stock. On the record date, the directors
and executive officers of eCOST and their affiliates beneficially owned and were entitled to vote approximately
15,036 shares of eCOST common stock, which represent approximately less than 1% of the outstanding shares of
eCOST common stock.
Abstentions and Broker Non-Votes
      Abstentions and broker non-votes will be counted for the purpose of determining whether a quorum is present, but
they will not be counted as votes cast on any matter. Broker non-votes refer to unvoted proxies submitted by brokers
who are not able to vote on a proposal absent instructions from the beneficial owner. Because the affirmative vote of a
majority of the outstanding shares of eCOST common stock is required to adopt the merger agreement, abstentions
and broker non-votes will have the effect of a vote against the adoption of the merger agreement.
Solicitation of Proxies and Expenses
      eCOST is soliciting proxies for the eCOST special meeting from eCOST stockholders. eCOST will bear the entire
cost of soliciting proxies from eCOST stockholders, except that PFSweb and eCOST have each agreed to share
equally all expenses incurred in connection with the filing with the SEC of the registration statement of which this
joint proxy statement/ prospectus forms a part, and the printing and mailing of this joint proxy statement/ prospectus
and related proxy materials. In addition to the solicitation of proxies by mail, eCOST will request that brokers, banks
and other nominees send proxies and proxy
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materials to the beneficial owners of eCOST common stock held by them and secure their voting instructions, if
necessary. eCOST will reimburse those record holders for their reasonable expenses. eCOST has also made
arrangements with Mellon Investor Services to assist it in soliciting proxies, and has agreed to pay a fee of
approximately $6,500 plus expenses for those services. eCOST also may use several of its regular employees, who
will not be specially compensated, to solicit proxies from eCOST stockholders, either personally or by telephone,
internet, telegram, facsimile or special delivery letter.
Admission to the Special Meeting
      All eCOST stockholders, including stockholders of record and stockholders who hold their shares in �street name�
are invited to attend the eCOST special meeting. If you plan to attend the special meeting, you must bring a form of
personal photo identification with you in order to be admitted. eCOST stockholders who are not record holders but
hold shares in �street name� should provide proof of beneficial ownership on the record date for the eCOST special
meeting, such as their most recent account statement or other similar evidence of ownership. Anyone who does not
provide valid photo identification or comply with the other procedures outlined above upon request may not be
admitted to the special meeting.
Other Business
      As of the date of this joint proxy statement/ prospectus, eCOST does not know of any matters that will be
presented for consideration at the eCOST special meeting other than as described in this joint proxy statement/
prospectus. If any other matters are properly presented for voting at the special meeting or any adjournments or
postponements of the special meeting, the enclosed proxies will confer discretionary authority on the individuals
named as proxies to vote the shares represented by the proxies as to any other matters. The individuals named as
proxies intend to vote in accordance with their best judgment as to any other matters.
Householding
      The rules promulgated by the SEC permit companies, brokers, banks or other intermediaries to deliver a single
copy of a proxy statement to households at which two or more stockholders reside. This practice, known as
�householding,� is designed to reduce duplicate mailings and save significant printing and postage costs as well as
natural resources. Stockholders sharing an address who have been previously notified by their broker, bank or other
intermediary and have consented to householding, either affirmatively or implicitly by not objecting to householding,
will receive only one copy of this joint proxy statement/ prospectus. If you would like to opt out of this practice for
future mailings and receive separate proxy statements for each stockholder sharing the same address, please contact
your broker, bank or other intermediary. You may also obtain a separate joint proxy statement/ prospectus without
charge by sending a written request to eCOST.com, Inc., 2555 West 190th Street, Suite 106, Torrance, California
90504, Attn: Secretary, or by calling eCOST at (310) 225-4044. eCOST will promptly send additional copies of this
joint proxy statement/ prospectus upon receipt of such request. Householding does not apply to stockholders with
shares registered directly in their name.
Assistance
      If you need assistance in completing your proxy card or have questions regarding the special meeting, please
contact:

eCOST.com, Inc.
2555 West 190th Street

Suite 106
Torrance, California 90504

(310) 225-4044
Attention: Investor Relations
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THE MERGER
 The following discussion contains material information pertaining to the merger and the merger agreement. This

discussion does not purport to be complete and is qualified in its entirety by reference to the merger agreement, voting
agreement and financial advisor opinions attached as annexes to this document. We urge you to read and review
those documents as well as the discussion in this document.

 The merger agreement is included in this joint proxy statement/ prospectus in order to provide you with
information regarding its terms. It is not in any way intended to provide you with factual information about the
current state of affairs of either PFSweb or eCOST. Such information can be found elsewhere in this joint proxy
statement/ prospectus (including the attached annexes) and in the other public filings that PFSweb and eCOST make
with the SEC, which are available without charge at www.sec.gov. The merger agreement contains representations,
warranties, covenants and other agreements, each as of specific dates. These representations, warranties, covenants
and other agreements are qualified by information contained in confidential disclosure memoranda that the parties
exchanged in connection with the execution of the merger agreement. The disclosure memoranda contain information
that modifies, qualifies and creates exceptions to the representations, warranties, covenants and other agreements set
forth in the merger agreement. Although some of the information contained in the disclosure memoranda may be
non-public, PFSweb and eCOST do not believe that this information is required to be publicly-disclosed under the
federal securities laws. Moreover, certain of these representations, warranties, covenants and/or other agreements
may not be accurate or complete as of a specific date because they are subject to a contractual standard of materiality
that may be different from the standard generally applied under the federal securities laws and/or were used for the
purpose of allocating risk between PFSweb and eCOST rather than establishing matters as facts. Finally, information
concerning the subject matter of these representations, warranties, covenants and other agreements may have
changed since the date of the merger agreement, which may or may not be fully-reflected in PFSweb�s and eCOST�s
public disclosures. Accordingly, you should not rely on these representations, warranties, covenants and other
agreements as statements of fact.
General Structure
      Each of the PFSweb board of directors and the eCOST board of directors has unanimously approved the merger
agreement pursuant to which the businesses of PFSweb and eCOST will be combined in a stock-for-stock merger.
Upon completion of the merger, Red Dog Acquisition Corp., a newly formed and wholly owned subsidiary of
PFSweb, will merge with and into eCOST, with eCOST surviving the merger and continuing as a wholly owned
subsidiary of PFSweb. Upon completion of the merger, eCOST stockholders will be entitled to receive one share of
PFSweb common stock for each share of eCOST common stock owned immediately prior to the closing of the
merger.
      Upon completion of the merger, each outstanding option to purchase eCOST common stock will be cancelled and
terminated and no outstanding eCOST options will be assumed by PFSweb. Instead, PFSweb intends to issue new
options to eCOST officers and employees under PFSweb�s employee stock option plan. See �The Merger � Interests of
Directors and Officers of eCOST in the Merger.�
Background of the Merger
      Since 2001, Mark Layton, Chairman and Chief Executive Officer of PFSweb, has been a member of the board of
directors of PC Mall, a direct marketer of computer hardware, software, peripheral, electronics and other consumer
products and services. Prior to September 2004, eCOST was a wholly-owned subsidiary of PC Mall. In September
2004, eCOST completed an initial public offering of 3,465,000 shares of common stock leaving PC Mall with
ownership of 14,000,000 shares or approximately 80.2% of the outstanding shares of eCOST. In April 2005, PC Mall
distributed its 14,000,000 shares of eCOST to the stockholders of PC Mall.
      As a director of PC Mall, Mr. Layton was familiar with the development and operations of eCOST and
participated in the discussions of the strategy to spin off eCOST from PC Mall.
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      In October 2004, PFSweb and eCOST had preliminary discussions regarding the provision by PFSweb of
fulfillment services for eCOST, but these discussions were not pursued.
      In June 2005, Mr. Layton and eCOST�s then chief financial officer had further discussions regarding the
opportunity for PFSweb to provide fulfillment services to eCOST. As a result of these discussions, Mr. Layton and
another PFSweb senior executive met at eCOST�s office with Adam Shaffer, eCOST�s Chief Executive Officer. At this
meeting, the executives discussed eCOST�s fulfillment and distribution needs, PFSweb�s fulfillment and distribution
capabilities and the opportunity for PFSweb to provide these services to eCOST.
      In July and August 2005, there were several general conversations between executives of PFSweb and eCOST
regarding the opportunity for PFSweb to provide fulfillment and distribution services for eCOST and the benefits and
cost savings that eCOST could achieve thereby.
      In August 2005, PFSweb held a strategic planning session for its senior executives. One of the ideas developed at
this session was the possibility of expanding the PFSweb products division which was concentrated on the sale and
distribution of IBM products. PFSweb management believed that expanding the breadth of the products offered by the
products division could provide further growth opportunities.
      On August 3, 2005, eCOST engaged Thomas Weisel Partners to act as its financial advisor in exploring financing
or strategic alternatives, including a potential private investment in public equity (PIPE) or sale or merger of eCOST.
      On August 26, 2005, Thomas Weisel Partners began contacting parties with a potential interest in pursuing an
acquisition or merger transaction with eCOST. Thomas Weisel Partners contacted 21 parties. 14 parties (in addition to
PFSweb) signed confidentiality agreements and received preliminary information. No management meetings were
held with any of these partes. As of November 29, 2005, PFSweb was the only party that indicated any interest in
pursuing an acquisition or merger transaction with eCOST.
      In September 2005, Mr. Layton contacted Mr. Shaffer to raise the possibility of a merger or other strategic
alliance. On September 20, 2005, the parties exchanged a non-disclosure and confidentiality agreement in order to
exchange information.
      During September, Thomas Weisel Partners began contacting potential investors for a financing transaction. None
of the potential investors contacted indicated an interest in pursuing an acquisition of eCOST common stock. Two
potential investors indicated an interest in pursuing an acquisition of eCOST convertible preferred stock. However,
eCOST determined not to move forward with either of those potential financings due to, among other things, the
dilutive nature of the proposed financial instruments.
      On October 5, 2005, at a regularly scheduled eCOST board meeting, Mr. Shaffer updated the board on potential
financing and strategic alternatives. In addition, Mr. Shaffer informed the board of preliminary discussions held with
PFSweb regarding a potential merger transaction.
      On October 14, 2005 the PFSweb board of directors held a special meeting to review the results of the August
strategic planning session. At this meeting, the idea of a merger or other strategic alliance with eCOST was raised and
discussed in general terms.
      On October 21, 2005, Mr. Shaffer met at PFSweb�s offices with Mr. Layton and other PFSweb executives to
review financial and operational information of both companies. They also discussed the core strengths of each
company and the possible synergies that could be achieved in a combined company. On October 24, 2005, Mr. Layton
and Mr. Tom Madden, PFSweb�s Chief Financial Officer, met at eCOST�s offices with Mr. Shaffer and eCOST
President Gary Guy to further discuss the merger synergies. Each company shared further information about its
customers, suppliers, strengths, weaknesses and detailed cost information. Preliminary terms of a merger were
discussed as well as the timeline and steps required to complete a possible merger. During the following week,
executives of both companies met to conduct further due diligence and investigate possible cost savings and synergies
available to a combined company.
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      On October 24, 2005 the eCOST board of directors held a special meeting with Thomas Weisel Partners and
Latham & Watkins LLP to discuss the status of the pursuit of financing and strategic alternatives with Thomas Weisel
Partners, as well as the status of the discussions with PFSweb.
      On November 1 and 2, 2005, Mr. Layton and Mr. Shaffer discussed the terms of the merger and the possibility of
entering into a non-binding letter of intent. On November 2, 2005, counsel for PFSweb forwarded a draft letter of
intent to counsel for eCOST.
      On November 3, 2005, the board of directors of PFSweb held its regularly scheduled quarterly board meeting.
Mr. Shaffer was invited to attend a portion of the meeting to describe eCOST and to present with Mr. Layton the
opportunities for growth that could be available to a combined company as well as the potential product, distribution
and financial synergies between the two companies. During and after the presentations, the PFSweb board of directors
asked a number of questions and discussions ensued. After actively discussing the potential merger at length,
PFSweb�s board of directors authorized Mr. Layton to engage a financial advisor and to pursue negotiations
concerning a merger.
      On November 4, 2005, the eCOST board held a special meeting to discuss the potential merger transaction with
PFSweb and the non-binding letter of intent.
      On November 8 and 9, 2005, Mr. Layton and Mr. Shaffer continued discussions regarding the terms of a
non-binding letter of intent. On November 10, 2005, both companies signed the letter of intent which was then
publicly disclosed.
      Between November 8 and November 28, 2005 both companies continued to conduct due diligence, and counsel
for both companies drafted and negotiated the terms of the merger agreement.
      On November 15, 2005, PFSweb retained Wells Fargo Securities as its financial advisor to render an opinion with
respect to the fairness from a financial point of view of the exchange ratio to PFSweb in the potential merger with
eCOST.
      On November 15 and 16, 2005, management of PFSweb and representatives of Wells Fargo Securities met with
senior management of eCOST in eCOST�s offices to conduct due diligence on eCOST. On November 14, 2005, senior
management of eCOST and representatives of Latham & Watkins LLP met with senior management of PFSweb to
conduct due diligence on PFSweb. On November 17, 2005, representatives of Thomas Weisel Partners met
telephonically with senior management of PFSweb to conduct due diligence on PFSweb.
      On November 23, 2005, the PFSweb board of directors held a special telephonic meeting attended by PFSweb�s
senior management, PFSweb�s legal counsel, Wolff & Samson PC, and representatives of Wells Fargo Securities. Prior
to the meeting, the board of directors received a package of information which included drafts of the proposed
definitive merger agreement and related documents. PFSweb�s senior management and legal counsel reviewed with the
board of directors information regarding PFSweb and eCOST and provided an update on its business, legal and
financial due diligence investigations of eCOST. Senior management and legal counsel also made presentations on the
outcome of final negotiations of the terms of the proposed definitive agreements. They noted that the terms of the
proposed definitive agreements were substantially complete, except for the receipt of a satisfactory consent agreement
from eCOST�s lender. Representatives of Wells Fargo Securities reviewed with the board Wells Fargo Securities�
fairness analysis of the proposed exchange ratio in the potential merger. Representatives of Wells Fargo Securities
also delivered to the PFSweb board of directors Wells Fargo Securities� oral opinion, subsequently confirmed in
writing, that, as of November 23, 2005, and based upon and subject to the various considerations described in the
written opinion, the exchange ratio pursuant to the merger agreement was fair, from a financial point of view, to
PFSweb. Following extensive discussions and consideration, the PFSweb board of directors, by unanimous vote, but
subject to the receipt of a satisfactory consent agreement from eCOST�s lender, Wachovia Capital Finance Corporation
(Western), (1) determined that the merger agreement and the transactions contemplated by the merger agreement are
advisable, (2) approved and adopted the merger agreement, (3) adopted resolutions recommending that PFSweb�s
stockholders approve the issuance of PFSweb common stock pursuant to the merger

59

Edgar Filing: PFSWEB INC - Form 424B2

Table of Contents 90



Table of Contents

agreement, (4) determined that the amendment to the PFSweb charter to increase the number of authorized shares of
PFSweb common stock is advisable and (5) adopted resolutions recommending that PFSweb�s stockholders approve
the charter amendment to increase the number of authorized shares of PFSweb common stock.
      On November 25, 2005, the board of directors of eCOST held a special telephonic meeting attended by eCOST�s
senior management and outside legal advisors. Prior to the meeting, the board of directors received a package of
information which included drafts of the proposed definitive merger agreement and related documents. eCOST�s senior
management and outside legal counsel reviewed with the board the information regarding PFSweb and eCOST, and
provided an update on its business, legal and financial due diligence investigations of PFSweb. Due to on-going
negotiations with Wachovia Capital Finance Corporation (Western) regarding the execution of a consent agreement
necessary under the terms of the Loan and Security Agreement dated August 3, 2004 between eCOST and Wachovia,
as amended, the board decided to adjourn the meeting until the senior management of eCOST and Wachovia could
reach an agreement on the consent agreement.
      On November 29, 2005, eCOST and Wachovia Capital Finance Corporation (Western) executed a consent
agreement satisfactory to PFSweb.
      On November 29, 2005, the board of directors of eCOST held a special telephonic meeting attended by eCOST�s
senior management and outside legal and financial advisors. Representatives of Latham & Watkins LLP then reported
on the outcome of the final negotiations of the terms of the proposed definitive agreements, including the consent
agreement with Wachovia, followed by a presentation by Thomas Weisel Partners of its detailed financial analysis of
the proposed transaction. Representatives of Thomas Weisel Partners then rendered their oral opinion to the board of
directors of eCOST, subsequently confirmed in writing, that as of November 29, 2005, and based upon the
assumptions made, matters considered and limits of review set forth in their written opinion, the exchange ratio was
fair to the holders of eCOST common stock from a financial point of view. At that time, the eCOST board of
directors, by unanimous vote, (1) determined that the merger agreement and the transactions contemplated by the
merger agreement are advisable, (2) approved and adopted the merger agreement, and (3) resolved to recommend that
eCOST�s stockholders approve and adopt the merger agreement and the transactions contemplated by the merger
agreement, including the merger.
      Following the approval of each company�s board of directors, the merger agreement and related documents were
executed by the parties on November 29, 2005 in accordance with their respective board�s authorization. The
transaction was announced in a joint press release on November 29, 2005.
PFSweb�s Reasons for the Merger
      In the course of making its decision to approve the merger, the PFSweb board of directors consulted with PFSweb
management, as well as its legal counsel, Wolff & Samson PC, and its financial advisor, Wells Fargo Securities.
Among the matters considered by the PFSweb board of directors in its deliberations were the following material
factors:

� the strategic benefits of the merger, including:
� the potential to expand the PFSweb products division in the growing web commerce market;

� the belief that the combination of PFSweb�s core strengths in distribution, order fulfillment, call center and
technology, and eCOST�s core strengths in marketing, customer acquisition, supplier relationships and
diversified customer base should result in a stronger, more stable, combined company;

� the expectation that, as a combined company, eCOST would be able to achieve substantial cost savings, with
certain cost savings, such as freight costs, being able to be achieved in a short time period;
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� the belief that eCOST would have the opportunity to accelerate its growth potential if it were part of a
combined company with a stronger financial platform and improved operational and technology infrastructure;

� the expectation that the combined company would have the opportunity to realize cost savings from the
reduction of operating expenses, such as the elimination of redundant public company expense; and

� the expectation that the combined company would have the opportunity to obtain synergies as products and
services are cross-marketed and distributed over broader customer bases as well as the potential international
expansion of eCOST�s business in Canada and Europe using PFSweb�s existing operational and distribution
capabilities; and

� the financial terms of the merger in light of information concerning PFSweb�s and eCOST�s respective businesses,
financial condition, results of operations, earnings, technology positions, managements, competitive positions and
prospects on a stand-alone basis and forecasted combined basis, which indicated that combining PFSweb and
eCOST would be beneficial to stockholders of the combined company because the combined company would be
better positioned to be successful over the long term than either company would be on a stand-alone basis;
� current financial market conditions, including the relative valuations of both companies; and

� the exchange ratio negotiated with eCOST and the relative valuation of eCOST considering recent and
historical market prices of PFSweb common stock, as well as how this compares to prices in recent comparable
transactions;

� an assessment of alternatives to the merger, including the difficulties in expanding PFSweb�s products division
internally;
� the belief that the terms of the merger agreement, including the parties� representations, warranties and
covenants, as qualified by the confidential disclosure memoranda, and the conditions to their respective
obligations, are reasonable for a transaction of this nature; and

� the presentation by Wells Fargo Securities and its oral opinion rendered on November 23, 2005 to the PFSweb
board of directors, subsequently confirmed by delivery of its written opinion dated as of November 23, 2005,
to the effect that, as of such date, and based upon and subject to the various considerations described in its
written opinion, the exchange ratio pursuant to the merger agreement was fair, from a financial point of view,
to PFSweb.

      The PFSweb board of directors also considered a variety of potentially negative factors in its deliberations
concerning the merger, including the following:

� the dilution that would result from the issuance of shares of PFSweb common stock as merger consideration;

� the risk that the potential benefits sought in the merger, including the synergies and cost-saving opportunities,
may not be fully realized;

� the projected costs and expenses anticipated to be incurred in the integration of the businesses, operations and
workforce of the two companies and the risk that such integration may not be successfully implemented in a
timely and efficient manner, or at all;

� the significant costs incurred in connection with the merger, including the transaction expenses arising from the
merger;

� the possibility of eCOST continuing to incur operating losses and eCOST�s need to obtain sufficient working
capital financing;

� 
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value of the consideration to be paid to eCOST stockholders on completion of the merger could be significantly
more than the per share value of the consideration immediately prior to the announcement of the proposed
merger;

� the possibility that the merger might not be consummated, or that consummation might be unduly delayed;

� the possibility that the market price of PFSweb common stock could decrease sharply if the merger was not
viewed favorably by stockholders, financial analysts and the press, generally;

� the risk of the potential loss of key personnel; and

� the other risks described under the caption �Risk Factors� beginning on page 28.
      After due consideration, the PFSweb board of directors concluded that, on balance, the overall potential benefits of
the merger to PFSweb and its stockholders outweighed the negative factors associated with the merger.
      The above discussion of the factors considered by the PFSweb board of directors is not intended to be exhaustive,
but is believed to set forth the principal factors considered by the PFSweb board of directors. The PFSweb board of
directors collectively reached the conclusion, by unanimous vote, to approve the merger agreement in light of the
various factors described above and other factors that each member of the PFSweb board of directors felt were
appropriate. In view of the wide variety of factors considered by the PFSweb board of directors in connection with its
evaluation of the merger and the complexity of these matters, the PFSweb board of directors did not consider it
practical, and did not attempt, to quantify, rank or otherwise assign relative weights to the specific factors it
considered in reaching its decision. Rather, the PFSweb board of directors made its recommendation based on the
totality of information presented to, and the investigation conducted by, it. In considering the factors discussed above,
individual directors may have given different weights to different factors.
Recommendation of the PFSweb Board of Directors

 After careful consideration, the PFSweb board of directors, by unanimous vote, has determined that the
merger agreement and the transactions contemplated by the merger agreement are advisable.
ACCORDINGLY, THE PFSWEB BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS THAT
PFSWEB STOCKHOLDERS VOTE �FOR� THE PROPOSAL TO ISSUE PFSWEB COMMON STOCK
PURSUANT TO THE MERGER AGREEMENT AND �FOR� THE PROPOSAL TO AMEND THE PFSWEB
CHARTER TO INCREASE THE NUMBER OF AUTHORIZED SHARES OF PFSWEB COMMON STOCK.
eCOST�s Reasons for the Merger
      In the course of making its decision to approve the merger, the eCOST board of directors consulted with eCOST
management, as well as its legal counsel, Latham & Watkins LLP, and its financial advisor, Thomas Weisel Partners.
Among the matters considered by the eCOST board of directors in its deliberations were the following material
factors:

� its understanding of the current and prospective business environment in which eCOST and PFSweb operate,
including international, national and local economic conditions, the competitive environment in the on-line
retailing and web commerce industry generally, the technological trends in the on-line retailing and web
commerce industry, and the likely effect of these factors on the combined company or, in the alternative, on
eCOST on a stand-alone basis; the eCOST board of directors considered in particular that the competitive nature
of the on-line retailing and web commerce industry made it more likely that eCOST�s prospects for growth would
be enhanced if its businesses were combined with PFSweb�s to create a more efficient and operationally sound
company;
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� its understanding of eCOST�s business, operations, financial condition, earnings and prospects on a stand-alone
basis, in light of relevant factors, including the fact that eCOST has incurred substantial operating losses and
needed to gain scale to rationalize its operating economics;

� its understanding of PFSweb�s business, operations, financial condition, earnings and prospects on a stand-alone
basis and a forecasted combined basis with eCOST;

� its belief that PFSweb has technological and other expertise in logistics, fulfillment and distribution that would
provide the opportunity to improve eCOST�s operating margins and enhance customer service and overall
business;

� the anticipated strategic fit between PFSweb and eCOST, which the eCOST board of directors believed will
provide the combined company with significantly greater capabilities than either company has, or could develop,
on its own, including the complementary nature of the core strengths of each company; and

� the significant cost savings and synergies that the eCOST board of directors believed could result from the
transaction, including:
� anticipated cost savings from the elimination of duplicate expenses of compliance with public company
requirements and various general and administrative corporate functions, including warehousing and freight
expenses, and the rationalization of the combined company�s management information systems; and

� potential sales and marketing synergies, as the combined company offers new and expanded product and
service offerings to existing and new customers;

� the financial terms of the transaction, including the relative historical trading prices of eCOST common stock and
PFSweb common stock, the fixed exchange ratio of one share of PFSweb common stock for each share of
eCOST common stock; in particular, the eCOST board of directors noted that the consideration in the form of
PFSweb common stock offered eCOST stockholders the ability to become stockholders of PFSweb and
participate in the benefit of the significant cost savings and synergies that the eCOST board of directors believed
could result from the merger;

� the financial analyses of Thomas Weisel Partners, eCOST�s financial advisor, and the written opinion dated
November 29, 2005 of Thomas Weisel Partners that, as of the date of its opinion and based upon the assumptions
made, matters considered and limits of review set forth in its written opinion, the exchange ratio was fair to
holders of eCOST common stock from a financial point of view (the opinion is discussed further below under
�The Merger � Opinion of Thomas Weisel Partners LLC�). In considering the foregoing opinion, the eCOST board
of directors was aware that eCOST had agreed to pay Thomas Weisel Partners a fee upon the delivery of its
opinion (the fee is discussed further below under �The Merger � Opinion of Thomas Weisel Partners LLC�);

� the evaluation of financing alternatives, which would have been very expensive to eCOST and dilutive to its
shareholders;

� the results of the contacts that Thomas Weisel Partners had made with other potential acquirers of eCOST;

� the terms and conditions of the merger agreement, including the nature of the parties� representations, warranties,
covenants and agreements; in particular, the eCOST board believed, after reviewing the merger agreement with
its legal advisors, that the merger agreement offered eCOST reasonable assurances as to the likelihood of
consummation of the merger and did not impose unreasonable burdens on eCOST;

� 
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common stock for PFSweb common stock in the merger generally would be tax-free to holders of eCOST
common stock for U.S. federal income tax purposes;

� the fact that no regulatory consents were required for the consummation of the merger; and

� the expectation that the merger could be completed in the first quarter of 2006.
      The eCOST board of directors also considered a variety of potentially negative factors in its deliberations
concerning the merger, including the following:

� the difficulties and management challenges inherent in completing a merger and integrating the businesses,
operations and workforce of eCOST with those of PFSweb;

� the risk that the potential benefits of the merger, including the expected cost savings and synergies, might not be
fully achieved;

� the risk that the merger might not be consummated and the possible adverse implications to customers, vendors,
investor relations and employee morale under such circumstances;

� the significant costs incurred in connection with the merger, including the transaction expenses arising from the
merger;

� that certain members of eCOST�s management have interests that were different from or in addition to the
interests of eCOST stockholders generally, including the indemnification and directors and officers insurance to
be provide to the eCOST board of directors; and

� the risk that, although eCOST has the right under limited conditions to consider and participate in discussions and
negotiations with respect to alternative acquisition proposals, the provisions of the merger agreement relating to
the potential payment of a termination fee of $1.2 million to PFSweb may have the effect of discouraging such
proposals. See �Risk Factors � Risks Related to the Merger � The merger agreement restricts eCOST�s abilities to
pursue alternatives to the merger and may discourage alternative transaction proposals.�

      The eCOST board of directors also considered that the fixed exchange ratio would not adjust upwards to
compensate for declines, or downwards to compensate for increases, in the price of PFSweb common stock prior to
the closing of the merger, and that the terms of the merger agreement did not include termination rights triggered
expressly by a decrease in the value of the merger consideration implied by the market price of PFSweb common
stock. The eCOST board of directors determined that this structure was appropriate and the risk acceptable in view of:
the eCOST board of directors� focus on the relative intrinsic values and financial performance of PFSweb and eCOST
and the percentage of the combined company to be owned by former holders of eCOST common stock; the inclusion
in the merger agreement of other structural protections such as the ability to terminate the merger agreement in the
event of a material adverse effect on the business, financial condition or results of operations of PFSweb; and eCOST�s
ability, under the limited circumstances specified in the merger agreement, to consider and participate in discussions
and negotiations with respect to alternative acquisition proposals.
      After due consideration, the eCOST board of directors concluded that, on balance, the overall potential benefits of
the merger to eCOST and its stockholders outweighed the negative factors associated with the merger.
      The above discussion of the factors considered by the eCOST board of directors is not intended to be exhaustive,
but is believed to set forth the principal factors considered by the eCOST board of directors. The eCOST board of
directors collectively reached the conclusion, by unanimous vote, to approve the merger agreement in light of the
various factors described above and other factors that each member of the eCOST board of directors felt were
appropriate. In view of the wide variety of factors considered by the eCOST board of directors in connection with its
evaluation of the merger and the complexity of these matters, the eCOST board of directors did not consider it
practical, and did not attempt, to quantify, rank or otherwise assign relative weights to the specific factors it
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the investigation conducted by, it. In considering the factors discussed above, individual directors may have given
different weights to different factors.
Recommendation of the eCOST Board of Directors

 After careful consideration, the eCOST board of directors, by unanimous vote, has determined that the
merger agreement and the transactions contemplated by the merger agreement are advisable.
ACCORDINGLY, THE eCOST.COM BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS THAT
eCOST STOCKHOLDERS VOTE �FOR� THE PROPOSAL TO APPROVE AND ADOPT THE MERGER
AGREEMENT AND THE TRANSACTIONS CONTEMPLATED BY THE MERGER AGREEMENT,
INCLUDING THE MERGER.
Opinion of Wells Fargo Securities, LLC
      Wells Fargo Securities was engaged by PFSweb to render a fairness opinion in connection with the merger. As
part of its investment banking activities, Wells Fargo Securities is regularly engaged in the valuation of businesses and
their securities in connection with mergers and acquisitions, negotiated underwritings, offerings of listed and unlisted
securities and other corporate transactions. Wells Fargo Securities was selected by PFSweb�s board of directors to
deliver a fairness opinion based on Wells Fargo Securities� qualifications, expertise, reputation and knowledge with
respect to the valuation of businesses similar to PFSweb.
      At a meeting of the PFSweb board of directors on November 23, 2005, Wells Fargo Securities rendered its oral
opinion, subsequently confirmed in writing, to the PFSweb board of directors that, as of such date, and based upon
and subject to the various considerations described in its written opinion, the exchange ratio pursuant to the merger
agreement is fair, from a financial point of view, to PFSweb. Wells Fargo Securities confirmed its opinion in writing
by delivery to the PFSweb board of directors of a written opinion dated November 23, 2005. No limitations were
imposed by PFSweb�s board of directors upon Wells Fargo Securities with respect to the investigations made or
procedures followed in rendering its opinion.

 The full text of the written opinion of Wells Fargo Securities, dated November 23, 2005, which sets forth,
among other things, the assumptions made, procedures followed, matters considered and limitations on the
scope of the review undertaken by Wells Fargo Securities is attached as Annex C to this joint proxy statement/
prospectus and is incorporated herein by reference. You are urged to read the opinion in its entirety.
      Wells Fargo Securities� written opinion is directed to and provided for the information of PFSweb�s board of
directors in connection with and for the purposes of its evaluation of the merger, and addresses only the fairness from
a financial point of view of the exchange ratio pursuant to the merger agreement to PFSweb as of the date of such
opinion and does not address any other aspect of the merger. Wells Fargo Securities� opinion is not intended to be and
does not constitute a recommendation to any stockholder of PFSweb or eCOST as to how such stockholder should
vote, or take any other action, with respect to the merger and the stockholders of PFSweb and eCOST are not
permitted to rely upon it as such. The summary of Wells Fargo Securities� opinion set forth in this joint proxy
statement/ prospectus is qualified in its entirety by reference to the full text of such opinion attached as Annex C to
this joint proxy statement/ prospectus, which should be read carefully and in its entirety.
      In arriving at its opinion, Wells Fargo Securities, among other things:

� reviewed certain publicly available financial statements, including audited and interim financial statements, and
other business and financial information relating to eCOST and PFSweb that Wells Fargo Securities deemed
relevant;

� reviewed certain internal financial statements and other financial and operating data, including certain financial
forecasts and other forward looking information, concerning eCOST as prepared by and reviewed with the
respective managements of eCOST and PFSweb;
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� reviewed certain internal financial statements and other financial and operating data, including certain financial
forecasts and other forward looking information, concerning PFSweb as prepared by and reviewed with the
management of PFSweb;

� conducted discussions with the respective managements of eCOST and PFSweb concerning the businesses, past
and current operations, financial condition and future prospects of both eCOST and PFSweb, independently and
combined, including discussions with the respective managements of eCOST and PFSweb concerning cost
savings and other synergies and benefits that are expected to result from the merger as well as their views
regarding the strategic rationale for the merger;

� reviewed a draft merger agreement dated November 11, 2005;

� reviewed the publicly available historical stock price and trading activity of eCOST�s common stock and PFSweb�s
common stock;

� compared the financial performance of eCOST and the historical stock prices and trading activity of eCOST�s
common stock with that of certain other publicly traded companies comparable with eCOST;

� compared the financial performance of PFSweb and the historical stock prices and trading activity of PFSweb�s
common stock with that of certain other publicly traded companies comparable with PFSweb;

� compared the financial terms of the merger with the financial terms, to the extent publicly available, of other
transactions that Wells Fargo Securities deemed relevant;

� reviewed the pro forma impact of the merger on PFSweb�s earnings per share;

� prepared an analysis of the relative contributions of eCOST and PFSweb to selected financial measures of the
combined company based on financial forecasts and estimates prepared by the management of PFSweb;

� prepared a discounted cash flow analysis of eCOST and PFSweb; and

� made such other financial studies and inquiries, and reviewed such other data, as Wells Fargo Securities deemed
necessary, including its assessment of general economic, market and monetary conditions.

      In Wells Fargo Securities� review and analysis, and in arriving at its opinion, Wells Fargo Securities assumed and
relied upon the accuracy and completeness of all of the financial and other information provided to it (including
information furnished to Wells Fargo Securities orally or otherwise discussed with Wells Fargo Securities by the
respective managements of eCOST and PFSweb) or publicly available and neither attempted to verify independently,
nor assumed responsibility or liability for verifying, any of such information. Wells Fargo Securities relied upon the
assurances of the respective managements of eCOST and PFSweb that they are not aware of any facts that would
make such information inaccurate or misleading. Furthermore, Wells Fargo Securities did not obtain, conduct and was
not provided with, or assume any responsibility for obtaining or conducting, any independent valuation or appraisal of
the properties, assets or liabilities (contingent or otherwise) of eCOST or PFSweb, nor did Wells Fargo Securities
evaluate the solvency of eCOST or PFSweb under any state or federal laws relating to bankruptcy, insolvency or
similar matters. In relying on the financial forecasts, analyses and projections (and the assumptions and bases therefor)
for eCOST and PFSweb (including the synergistic savings and benefits projected to be realized with respect to
operations of the combined companies following the merger and the timing thereof) that were provided to Wells Fargo
Securities, Wells Fargo Securities assumed, with PFSweb�s consent, that such forecasts and projections had been
reasonably prepared in good faith on the basis of reasonable assumptions and reflected the best currently available
estimates and judgments of their respective managements as to the future financial condition and performance of
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Wells Fargo Securities assumed no responsibility for, and expressed no view as to such, forecasts, analyses and
projections or the assumptions on which they were based. eCOST and PFSweb do not publicly disclose internal
management projections of the type provided to Wells Fargo Securities in connection with its analysis of the merger,
and such projections were not prepared with a view toward public disclosure. These projections were based on
numerous variables and assumptions that are inherently uncertain and may be beyond the control of the respective
managements of eCOST and PFSweb, including, without limitation, factors relating to general economic and
competitive conditions and prevailing interest rates. Accordingly, actual results could vary significantly from those set
forth in such projections.
      Wells Fargo Securities also assumed that the merger would be consummated upon the terms set forth in the draft
merger agreement that it reviewed without material alteration or waiver thereof, and that the merger would qualify as
a reorganization within the meaning of Section 368(a) of the Internal Revenue Code, and would not cause
Section 355(e) of the Internal Revenue Code to apply to the spin-off distribution of shares of eCOST�s common stock
by PC Mall. Wells Fargo Securities assumed in the course of PFSweb and eCOST obtaining the necessary regulatory
or other consents and approvals (contractual or otherwise) for the merger, no restrictions, including any amendments
or modifications, would be imposed that would have a material adverse effect on the contemplated benefits of the
merger to PFSweb. In addition, Wells Fargo Securities assumed that the historical financial statements of each of
eCOST and PFSweb reviewed by it had been prepared and fairly presented in accordance with U.S. generally
accepted accounting principles consistently applied. Wells Fargo Securities further assumed that as of November 23,
2005 there had been no material adverse change in eCOST�s or PFSweb�s assets, financial condition, results of
operations, business or prospects since the date of the last audited financial statements made available to Wells Fargo
Securities, which statements were dated December 31, 2004.
      Wells Fargo Securities� opinion is necessarily based upon market, economic and other conditions as they exist and
can be evaluated on, and on the information made available to it as of, November 23, 2005. It should be understood
that subsequent developments may affect the conclusion expressed in Wells Fargo Securities� opinion and that Wells
Fargo Securities disclaims any undertaking or obligation to update, revise or reaffirm its opinion or otherwise
comment upon events occurring after November 23, 2005. Wells Fargo Securities� opinion is limited to the fairness,
from a financial point of view and as of the date of its opinion, to PFSweb of the exchange ratio. Wells Fargo
Securities did not express any opinion as to (i) the value of any employee agreement or other arrangement entered into
in connection with the merger, (ii) any tax or other consequences that might result from the merger or (iii) what the
value of PFSweb common stock will be when issued to eCOST�s stockholders pursuant to the merger or the price at
which shares of PFSweb common stock may be traded in the future. Wells Fargo Securities was not retained to advise
PFSweb with respect to, nor does its opinion address, the relative merits of the merger compared with any other
business strategy that PFSweb�s board of directors has considered or may be considering, nor does it address the
underlying business decision of PFSweb to engage in the merger. Furthermore, Wells Fargo Securities� opinion does
not address any legal or accounting matter, as to which it understands that PFSweb obtained such advice as it deemed
necessary from qualified professionals.
      In accordance with customary investment banking practice, Wells Fargo Securities employed generally accepted
valuation methods in reaching its opinion. The following is a summary of the material analyses performed by Wells
Fargo Securities in connection with providing its oral opinion and the preparation of Wells Fargo Securities� written
opinion. Certain of the summaries of financial analyses presented herein include information presented in tabular
format. In order to fully understand the financial analyses used by Wells Fargo Securities, the tables must be read
together with the text of each summary. The tables alone do not constitute a complete description of the financial
analyses. These analyses are not part of Wells Fargo Securities� opinion.

Comparable Public Company Analysis
      As part of its analysis, Wells Fargo Securities reviewed certain financial information and calculated commonly
used valuation measurements for each of eCOST and PFSweb, as applicable, to corresponding information and
measurements for groups of selected comparable publicly traded companies.
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      The selected companies forming the group to which eCOST was compared were:

� Blue Nile, Inc.

� Drugstore.com, Inc.

� Overstock.com, Inc.

� Provide Commerce, Inc.

� RedEnvelope, Inc.
      This group is referred to in this joint proxy statement/ prospectus as the eCOST selected comparables. While
noting that none of the comparable public companies listed above are identical to eCOST, Wells Fargo Securities
selected these companies because they are publicly traded companies with market capitalizations and internet retail
operations that for purposes of this analysis may be considered similar to those of eCOST.
      The selected companies forming the group to which PFSweb was compared were:

� Brightpoint, Inc.

� Digital River, Inc.

� GSI Commerce, Inc.

� Innotrac Corporation

� StarTek, Inc.

� Zomax Inc.
      This group is referred to in this joint proxy statement/ prospectus as the PFSweb selected comparables. While
noting that none of the comparable public companies listed above are identical to PFSweb, Wells Fargo Securities
selected these companies because they are publicly traded companies with market capitalizations and business process
outsourcing operations that for purposes of this analysis may be considered similar to those of PFSweb.
      The financial information and valuation measurements reviewed by Wells Fargo Securities included, among other
things:

� the closing share price as of November 22, 2005;

� total enterprise value, or TEV; and

� ratio of total enterprise value to calendar year 2006 estimated earnings before interest, taxes, depreciation and
amortization, referred to in this proxy statement as EBITDA.

      The following table presents, as of November 22, 2005, the total enterprise value of eCOST comparable
companies as a multiple of 2006 estimated EBITDA:

TEV/2006E
EBITDA

Selected Comparable Companies Multiple

� Blue Nile, Inc. 25.99x
� Drugstore.com, Inc. 31.78x
� Overstock.com, Inc. 62.08x
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      The following table presents, as of November 22, 2005, the total enterprise value of PFSweb comparable
companies as a multiple of 2006 estimated EBITDA:

TEV/2006E
EBITDA

Selected Comparable Companies Multiple

� Brightpoint, Inc. 11.75x
� Digital River, Inc. 8.31x
� GSI Commerce, Inc. 17.42x
� Innotrac Corporation NA
� StarTek, Inc. 7.59x
� Zomax, Inc. NA

      To calculate the applicable multiples for the eCOST selected comparables and the PFSweb selected comparables,
Wells Fargo Securities used publicly available information concerning historical and estimated financial performance.
To calculate the applicable multiples for eCOST and PFSweb, Wells Fargo Securities used projections prepared by
PFSweb management.
      Based on its selected comparable companies analysis and its assessment of the resulting data, Wells Fargo
Securities determined that, in its judgment, the relevant range of multiples for total enterprise value to 2006 estimated
EBITDA to apply to eCOST was 13.0x to 32.0x, which resulted in an implied enterprise value for eCOST of $17.6 to
$43.3 million. In addition, based on this selected comparable companies analysis, Wells Fargo Securities determined
that eCOST common stock had an implied per share value of $1.30 to $2.71, which yielded an implied exchange ratio
for the transaction ranging from 0.8817x to 1.8311x.
      No company utilized in the comparable company analysis is identical to eCOST or PFSweb. In identifying the
relevant peer groups, Wells Fargo Securities made judgments and assumptions with regard to the nature of the
companies� business and industry segment, general business, economic, market and financial conditions and other
matters, many of which are beyond the control of eCOST or PFSweb. These other matters include the impact of
competition on the business of eCOST or PFSweb and the industry generally, industry growth and the absence of any
adverse material change in the financial condition and prospects of eCOST or PFSweb or in the industry or financial
markets in general. Accordingly, Wells Fargo Securities believes the analysis is not simply mathematical. Rather, it
involves complex considerations and qualitative judgments, reflected in Wells Fargo Securities� opinion, concerning
differences in financial and operating characteristics of the selected companies and other factors that could affect the
public trading value of the selected companies. Mathematical analysis, such as determining the average or median, is
not in itself a meaningful method of using peer group data.

Precedent Transactions Analysis
      Wells Fargo Securities reviewed and compared the proposed financial terms of the merger to corresponding
publicly available financial terms of selected precedent transactions in the e-commerce industry. These transactions
were chosen because they involve public and private companies that have
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operations that are similar to those of eCOST and PFSweb. The related transactions that Wells Fargo Securities
reviewed consisted of the following:

Announcement Date Target Acquirer

06/01/2005 � Shopping.com � eBay
05/04/2005 � LowerMyBills.com Inc. � Experian Ltd.
04/06/2005 � Ciao AG � Greenfield Online, Inc.
03/21/2005 � Ask Jeeves, Inc. � IAC/InterActive Corporation
02/17/2005 � About, Inc. � The New York Times Company
11/15/2004 � MarketWatch, Inc. � Dow Jones & Company, Inc.
08/03/2004 � Pricerunner AB � ValueClick, Inc.
07/31/2004 � Lycos, Inc. � Daum Communications

Corporation
06/24/2004 � Advertising.com, Inc. � America Online, Inc.
03/26/2004 � Kelkoo S.A. � Yahoo! Inc.
03/26/2004 � Switchboard Incorporated � Infospace, Inc.
03/03/2004 � Interactive Search Holdings, Inc. � Ask Jeeves, Inc.
02/23/2004 � Comet Securities, Inc. � FindWhat.com, Inc.
07/14/2003 � Overture Services, Inc. � Yahoo! Inc.
06/18/2003 � Espotting Media Inc. � FindWhat.com, Inc.
02/25/2003 � Fast Search and Transfer ASA � Overture Services, Inc.
02/18/2003 � AltaVista Company � Overture Services, Inc.
12/22/2002 � Inktomi Corporation � Yahoo! Inc.
07/08/2002 � PayPal, Inc. � eBay Inc.

      The information analyzed by Wells Fargo Securities for the precedent transactions included the total enterprise
value implied by the offer price to eCOST�s next twelve months EBITDA based on publicly available historical and
projected financial information. The following table reflects the total enterprise
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value implied by the offer price as a multiple of eCOST�s next twelve months estimated EBITDA for each of the
selected transactions:

TEV as a Multiple of
Next

Twelve Months
Estimated

Precedent Transactions EBITDA

Shopping.com/eBay 17.48x
LowerMyBills.com Inc./Experian Ltd. 8.35x
Ciao AG/Greenfield Online, Inc. 16.11x
Ask Jeeves, Inc./IAC/ InterActive Corporation 17.74x
About, Inc./The New York Times Company 23.00x
MarketWatch, Inc./Dow Jones & Company, Inc. 34.58x
Pricerunner AB/ValueClick, Inc. 8.14x
Lycos, Inc./Daum Communications Corporation NA
Advertising.com, Inc./America Online, Inc. NA
Kelkoo S.A./Yahoo! Inc. 19.22x
Switchboard Incorporated/Infospace, Inc. 23.25x
Interactive Search Holdings, Inc./Ask Jeeves, Inc. 16.11x
Comet Securities, Inc./FindWhat.com, Inc. NA
Overture Services, Inc./Yahoo! Inc. 9.00x
Espotting Media Inc./FindWhat.com, Inc NA
Fast Search and Transfer ASA/Overture Services, Inc NA
AltaVista Company/Overture Services, Inc NA
Inktomi Corporation/Yahoo! Inc. NA
PayPal, Inc./eBay Inc. 30.23x

      Based on this analysis and its assessment of the resulting data, Wells Fargo Securities determined that, in its
judgment, the relevant range of multiples for total enterprise value in a change-in-control context to 2006 estimated
EBITDA to apply to eCOST was 10.0x to 30.0x, which resulted in an implied enterprise value for eCOST of $13.5 to
$40.6 million and an implied value per share of $1.08 to $2.56, which, in turn, yielded an implied exchange ratio for
the transaction ranging from 0.7318x to 1.7311x.
      No transaction utilized as a comparison in the precedent transactions analysis is identical to the merger. In
evaluating the precedent transactions, Wells Fargo Securities made judgments and assumptions regarding industry
performance, general business, economic, market and financial conditions and other matters, many of which are
beyond the control of eCOST, such as the impact of competition on eCOST and the industry generally, industry
growth and the absence of any material adverse change in the financial condition and prospects of eCOST or the
industry or in the financial markets in general. Mathematical analysis such as determining the average or median is not
in itself a meaningful method of using comparable transaction data.

Discounted Cash Flow Analysis
      Wells Fargo Securities performed discounted cash flow analyses for eCOST as a stand-alone entity and for
PFSweb as a stand-alone entity. Wells Fargo Securities calculated the discounted cash flow values for each of eCOST
and PFSweb as the sum of (a) the present value of the estimated future free cash flows that eCOST or PFSweb, as the
case may be, would generate for the fiscal years 2005 through 2010, plus (b) the present value of the perpetuity value
of eCOST or PFSweb, as applicable. The estimated future cash flows for eCOST and PFSweb were based solely on
PFSweb�s management projections, and do not reflect any synergies or the final impact of the ownership of eCOST by
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      The range of estimated perpetuity values was calculated by applying growth rate percentages ranging from 6.0%
to 8.0% for eCOST and 5.0% to 7.0% for PFSweb to estimated 2010 after tax free cash flow

71

Edgar Filing: PFSWEB INC - Form 424B2

Table of Contents 109



Table of Contents

provided by the management of PFSweb. The growth rate ranges were selected based on an assessment of likely
growth rates in the economy overall and Wells Fargo Securities� views on the likely growth rate for companies
comparable to eCOST and PFSweb in a maturing industry. The present value of the cash flows and perpetuity values
were calculated using discount rates ranging from 16.0% to 24.0% for eCOST and 11.0% to 15.0% for PFSweb. The
discount rate ranges were selected after analyzing a weighted average cost of capital, analysis of the eCOST and
PFSweb selected comparables.
      Based on the discounted cash flow analysis and its assessment of the resulting data, Wells Fargo Securities
determined that, in its judgment, the implied enterprise value, using a market value approach, for eCOST was $13.5 to
$31.1 million, using the midpoint of the growth rate in perpetuity for the high and low discount rates of 16.0% to
24.0%. In addition, based on this analysis, Wells Fargo Securities determined that eCOST common stock had an
implied value per share of $0.79 to $1.75, which yielded an implied exchange ratio for the transaction ranging from
0.5361x to 1.1842x. Wells Fargo Securities also analyzed the transaction using an intrinsic value approach to
discounted cash flow. Based on this analysis, Wells Fargo Securities determined that, in its judgment, the implied
enterprise value for eCOST was $25.0 to $33.4 million, using the midpoint of the growth rates for the high and low
discount rates of 16.0% to 24.0%. In addition, based on this analysis, Wells Fargo Securities determined that eCOST
common stock had an implied value per share of $1.42 to $1.88, which yielded an implied exchange ratio for the
transaction ranging from 0.9617x to 1.2699x, using the midpoint of the high and low discount cash flow valuation
ranges for eCOST and PFSweb.

Exchange Ratio Analysis
      Wells Fargo Securities reviewed the ratios of the closing prices of eCOST common stock to the corresponding
closing prices of PFSweb common stock over various periods ending November 22, 2005. These ratios are referred to
as average exchange ratios. Wells Fargo Securities examined these average exchange ratios and found them to be as
follows:

Average
Moving Moving Exchange

Averages Averages Ratio
Period Ending November 22, 2005 eCOST PFSweb (x)

November 22, 2005 $ 1.43 $ 1.48 0.9662
30-day average $ 1.56 $ 1.53 1.0230
60-day average $ 1.82 $ 1.61 1.1269
90-day average $ 2.23 $ 1.80 1.2093
12-month average $ 3.52 $ 2.29 2.4933
12-month high $ 21.60 $ 3.42 8.4047
12-month low $ 1.23 $ 1.38 0.8239

      Based on the exchange ratio analysis and its assessment of the resulting data, Wells Fargo Securities determined
that the implied exchange ratio for the transaction ranged from 0.9662x to 1.2093x. In determining the relevant range,
Wells Fargo Securities focused its analysis on a comparison of more recent trading prices, in light of a variety of
factors it considered relevant, including significant declines in eCOST�s trading price in the first six months of the year
that made comparisons of the two companies prices for such period less meaningful.

Contribution Analysis
      Based on various operating and financial measurement factors of the equity contribution of eCOST to the
combined company, Wells Fargo Securities performed a contribution analysis to determine the implied enterprise
value of eCOST, the implied per share value of eCOST common stock and an implied exchange ratio for the
transaction. In performing this analysis, Wells Fargo Securities compared pro forma contribution of each of PFSweb
and eCOST based on certain operating and financial information provided by the management of PFSweb. The
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period 2006 through 2010 included the estimated gross margin, EBITDA and net income. The contribution analysis
was based on projections provided to Wells Fargo Securities by the management of PFSweb and did not reflect any
synergies or the final impact of the ownership of eCOST by PFSweb.
      Based on the contribution analysis and its assessment of the resulting data, Wells Fargo Securities determined that,
in its judgment, the relevant range of the implied exchange ratio for the transaction ranged from 1.0000x to 1.5000x.
Wells Fargo Securities made this determination after considering a variety of factors that it considered relevant to
assess the relative importance of the various data points.

Pro Forma Analysis of the Merger
      Wells Fargo Securities analyzed the pro forma impact of the merger on earnings per share for PFSweb for the
estimated fiscal years 2006 and 2010. The pro forma results were calculated as if the merger had closed on
December 31, 2005 and were based on estimated earnings derived from projections provided by the management of
PFSweb.
      Based on this analysis, Wells Fargo Securities noted, relying upon pretax synergies identified, estimated and
provided by the management of PFSweb, that the merger would be accretive to earnings per share for fiscal year 2006.
      The preparation of a financial opinion is a complex process and is not necessarily susceptible to a partial analysis
or summary description. In arriving at its opinion, Wells Fargo Securities considered the results of all of its analyses
as a whole and did not attribute any particular weight to any particular analysis or factor considered by it.
Furthermore, Wells Fargo Securities believes that selecting any portion of Wells Fargo Securities� analyses, without
considering all its analyses, would create an incomplete view of the process underlying Wells Fargo Securities�
analysis and opinion. In addition, Wells Fargo Securities may have deemed various assumptions more or less probable
than other assumptions, so that the ranges of valuations resulting from any particular analysis described above should
not be taken to be Wells Fargo Securities� view of the actual value of eCOST or PFSweb.
      Wells Fargo Securities was engaged by PFSweb to render a fairness opinion in connection with the exchange ratio
of the merger and it received a retainer fee and received a fee upon the delivery of its opinion. In addition, PFSweb
agreed to reimburse the expenses of Wells Fargo Securities and to indemnify Wells Fargo Securities for certain
liabilities that may arise out of its engagement by PFSweb. No portion of the fee or reimbursement of expenses to
Wells Fargo Securities is contingent on the consummation of the merger, nor is any of Wells Fargo Securities� fee or
expense reimbursement contingent on the conclusions reached in the Wells Fargo Securities opinion. In the ordinary
course of business, Wells Fargo Securities and its affiliates may actively trade in the equity securities of PFSweb or
eCOST for its own account or the accounts of its customers and, accordingly, may at any time hold a long or short
position in such securities.
Opinion of Thomas Weisel Partners LLC
      The board of directors of eCOST engaged Thomas Weisel Partners to act as its financial advisor and to render a
fairness opinion in connection with the proposed merger of Red Dog Acquisition Corp. with and into eCOST. eCOST
selected Thomas Weisel Partners to act as its financial advisor in connection with the merger based on Thomas Weisel
Partners� experience, expertise and reputation.
      On November 29, 2005, Thomas Weisel Partners delivered to the board of directors of eCOST its written opinion
that, as of that date, and based upon the assumptions made, matters considered and limits of review set forth in
Thomas Weisel Partners� written opinion, the exchange ratio pursuant to the merger was fair to the holders of eCOST
common stock from a financial point of view.

 The full text of Thomas Weisel Partners� written opinion, which sets forth, among other things, the
assumptions made, procedures followed, matters considered and limitations on the scope of the review
undertaken by Thomas Weisel Partners in delivering its opinion, is attached as Annex D to this proxy
statement/ prospectus. Stockholders should read the opinion carefully and in its entirety. The following
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description of Thomas Weisel Partners� opinion is only a summary of the written opinion and is qualified in its
entirety by the written opinion and is not a substitute for the written opinion.

 Thomas Weisel Partners directed its opinion to the board of directors of eCOST in its consideration of the
merger. The opinion does not constitute a recommendation to the stockholders of eCOST as to how they should
vote with respect to the merger. The opinion addresses only the financial fairness of the exchange ratio to the
stockholders of eCOST as of the date of the opinion. It does not address the relative merits of the merger or any
alternatives to the merger. Further, it does not address eCOST�s underlying decision to proceed with or effect
the merger, or any other aspect of the merger.
      In connection with its opinion, Thomas Weisel Partners, among other things:

� reviewed certain publicly available financial and other data, including financial forecasts, with respect to eCOST
and PFSweb, including the consolidated financial statements for recent years and interim periods to
September 30, 2005, and certain other relevant financial and operating data relating to eCOST and PFSweb made
available to Thomas Weisel Partners from published sources and from the internal records of eCOST and
PFSweb;

� reviewed the financial terms and conditions of the merger agreement draft dated as of November 23, 2005;

� reviewed certain publicly available information concerning the trading of, and the trading market for, eCOST�s
common stock and PFSweb�s common stock;

� compared eCOST and PFSweb from a financial point of view with certain other publicly traded companies which
Thomas Weisel Partners deemed to be relevant;

� considered the financial terms, to the extent publicly available, of selected recent business combinations of
companies which Thomas Weisel Partners deemed to be comparable, in whole or in part, to the merger;

� reviewed and discussed with representatives of the management of eCOST and PFSweb certain information of a
business and financial nature regarding eCOST and PFSweb, furnished to Thomas Weisel Partners by eCOST
and PFSweb, including financial forecasts and related assumptions of eCOST and PFSweb;

� made inquiries regarding and discussed the merger and the merger agreement and other matters related thereto
with eCOST�s counsel; and

� performed such other analyses and examinations as Thomas Weisel Partners deemed appropriate.
      In preparing its opinion, Thomas Weisel Partners did not assume any responsibility independently to verify the
foregoing information and have relied on its being accurate and complete in all material aspects. Thomas Weisel
Partners also made the following assumptions:

� with respect to the financial forecasts for eCOST and PFSweb provided to Thomas Weisel Partners by their
respective management, Thomas Weisel Partners assumed, upon the advice of and with the consent of eCOST,
for purposes of its opinion that such forecasts (including the assumptions regarding cost synergies) have been
reasonably prepared on bases reflecting the best available estimates and judgments of their respective
management at the time of preparation as to the future financial performance of eCOST and PFSweb and that
they provide a reasonable basis on which Thomas Weisel Partners can form its opinion;

� that there have been no material changes in the assets, financial condition, results of operations, business or
prospects of eCOST or PFSweb since the respective dates of their last financial statements made available to
Thomas Weisel Partners;

Edgar Filing: PFSWEB INC - Form 424B2

Table of Contents 113
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the Securities Act of 1933, as amended, the Securities Exchange Act of 1934, as amended, and all other
applicable federal and state statutes, rules and regulations;
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� that the merger will be recorded as a purchase under generally accepted accounting principles;

� that the merger will be treated as a tax-free reorganization for federal income tax purposes and will not cause
Section 355(e) of the Internal Revenue Code to apply to the spin-off distribution of shares of eCost common
stock by PC Mall, Inc.; and

� that the merger will be consummated in accordance with the terms described in the merger agreement, that the
final merger agreement will not differ in any respect material to Thomas Weisel Partners� opinion from the
November 23, 2005 draft review by Thomas Weisel Partners, and without waiver by eCOST of any of the
conditions to its obligations thereunder.

In addition,
� Thomas Weisel Partners relied on advice of counsel and independent accountants to eCOST as to all legal and
financial reporting matters with respect to eCOST, the merger, and the merger agreement;

� Thomas Weisel Partners did not assume responsibility for making an independent evaluation, appraisal or
physical inspection of any of the assets or liabilities (contingent or otherwise) of eCOST or PFSweb, nor was
Thomas Weisel Partners furnished with any such appraisals; and

� Thomas Weisel Partners� opinion was based on economic, monetary and market and other conditions as in effect
on, and the information made available to Thomas Weisel Partners as of, the date of its opinion. Accordingly,
although subsequent developments may affect its opinion, Thomas Weisel Partners has not assumed any
obligation to update, revise or reaffirm its opinion.

      The following represents a brief summary of the material financial analyses performed by Thomas Weisel Partners
in connection with providing its opinion to the board of directors of eCOST. Some of the summaries of financial
analyses performed by Thomas Weisel Partners include information presented in tabular format. In order to fully
understand the financial analyses performed by Thomas Weisel Partners, you should read the tables together with the
text of each summary. The tables alone do not constitute a complete description of the financial analyses. Considering
the data set forth in the tables without considering the full narrative description of the financial analyses, including the
methodologies and assumptions underlying the analyses, could create a misleading or incomplete view of the financial
analyses performed by Thomas Weisel Partners.

Selected publicly traded company analysis
      Thomas Weisel Partners calculated the implied per share value of eCOST and implied exchange ratio based on
multiples of enterprise value, which Thomas Weisel Partners defined as market capitalization plus net debt plus
convertible preferred stock, to (1) the last twelve months revenues and gross profit, (2) calendar year 2005 and 2006
estimated revenues, and (3) calendar year 2005 and 2006 estimated gross profit, for four consumer electronics
resellers with a primary online distribution channel. Projected 2005 and 2006 information for eCOST was based on
projections of eCOST management. Projections for the selected companies was based on public filings, published
Wall Street research analysts� reports and forecasts and other publicly available third party sources. Thomas Weisel
Partners believes that the four companies listed below have operations similar to some of eCOST�s operations, but
noted that none of these companies has the same management, composition, size or combination of businesses as
eCOST:

� Insight Enterprises;

� PC Connection Inc.;

� PC Mall Inc.; and

� Zones Inc.
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      The following table sets forth the range of multiples, implied per share value of eCOST and implied exchange
ratios (based on the $1.39 per share market price of PFSweb on November 28, 2005) indicated by this analysis:

Enterprise Value/ Enterprise Value/
LTM Revenue LTM Gross Profits

Third Quartile 0.2x 1.6x
Mean 0.2x 1.4x
Median 0.1x 1.1x
First Quartile 0.1x 1.0x
Implied eCOST Enterprise Value (millions) $22.0-$33.1 $14.8-$21.7
Implied eCOST Equity Value (millions) $28.3-$38.4 $21.1-$27.9
Implied eCOST Per Share Value $1.57-$2.13 $1.17-$1.55
Implied eCOST Exchange Ratio 1.1308x-1.5328x 0.8439x-1.1163x

Enterprise Value/
Enterprise Value/ Gross Profits
Revenue 2005E 2005E

Third Quartile 0.2x 1.8x
Mean 0.2x 1.5x
Median 0.1x 1.0x
First Quartile 0.1x 0.9x
Implied eCOST Enterprise Value (millions) $19.7-$32.2 $12.5-$20.0
Implied eCOST Equity Value (millions) $26.0-$38.5 $18.8-$26.3
Implied eCOST Per Share Value $1.44-$2.13 $1.04-$1.46
Implied eCOST Exchange Ratio 1.0374x-1.5347x 0.7513x-1.0488x

Enterprise Value/
Enterprise Value/ Gross Profits
Revenue 2006E 2006E

Third Quartile 0.2x 1.7x
Mean 0.2x 1.3x
Median 0.1x 1.0x
First Quartile 0.1x 0.8x
Implied eCOST Enterprise Value (millions) $22.4-$36.7 $18.2-$29.2
Implied eCOST Equity Value (millions) $28.7-$43.0 $24.5-$35.5
Implied eCOST Per Share Value $1.59-$2.38 $1.36-$1.97
Implied eCOST Exchange Ratio 1.1476x-1.7164x 0.9772x-1.4154x

      The implied exchange ratios above were each based on a range of multiples of first quartile to mean. The quartiles
were calculated using statistical interpolation to divide the probability distribution into four equal areas.
      The multiples derived from the implied estimated enterprise values, revenues and gross profit of the companies
listed above were calculated using data that excluded all extraordinary items, non recurring charges, and
merger-related expenses. In each case, Thomas Weisel Partners multiplied the ratios derived from its analysis by
eCOST�s applicable historical and projected estimated revenues and gross profit to calculate the resulting price ranges
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      While the selected publicly traded company analysis compared eCOST to consumer electronics resellers with a
primary online distribution channel, Thomas Weisel Partners did not include every company that could be deemed to
be a participant in this same industry, or in any specific sectors of this industry.
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Contribution analysis
      Thomas Weisel Partners analyzed the relative contributions of eCOST and PFSweb to the pro forma combined
company with respect to estimated revenue and gross profit for the 2005 and 2006 fiscal years and estimated earning
before interest, tax, depreciation and amortization (EBITDA) for the 2006 fiscal year. Thomas Weisel Partners then
calculated a per share valuation for eCOST based on its percentage contribution to the combined company for each
operating metric. The following table shows the implied percentage contributions of eCOST and PFSweb to revenue,
gross profit and EBITDA for such periods:

% Contribution

Implied Implied Implied
Per Implied

eCOST PFSweb Enterprise
Value

Equity
Value

Share
Value

Exchange
Ratio

FY 2005 ($ millions)
Revenue 36.2% 63.8% $ 26.0 $ 32.2 $ 1.79 1.2871x

Gross Profit 30.1% 69.9% $ 19.8 $ 26.1 $ 1.45 1.0411x
EBITDA NM NM% $ NM $ NM $ NM NMx

FY 2006 ($ millions)
Revenue 41.0% 59.0% $ 31.8 $ 38.1 $ 2.11 1.5205x
Gross Profit 41.4% 58.6% $ 32.3 $ 38.6 $ 2.14 1.5410x
EBITDA 10.3% 89.7% $ 5.2 $ 11.5 $ 0.64 0.4629x

      Based on the market equity value of PFSweb, these contributions translate into per share equity valuations for
eCOST ranging from $1.45 to $1.79 in 2005 and from $0.64 to $2.14 in 2006. Based on the $1.39 per share market
price of PFSweb on November 28, 2005, these contributions translate into an implied exchange ratio for eCOST of
NM (not meaningful) to 1.2871x in 2005 and of 0.4629x to 1.5410x in 2006.

Discounted cash flow analysis
      Thomas Weisel Partners used cash flow forecasts of eCOST for calendar years 2005 through 2009, as projected by
eCOST�s management, to perform a discounted cash flow analysis. In conducting this analysis, Thomas Weisel
Partners assumed that eCOST would perform in accordance with these forecasts. Thomas Weisel Partners also
assumed $10 million of convertible preferred equity (net of transaction expenses) would be issued by eCOST in 2006
in order to capitalize the business through 2009. Thomas Weisel Partners first estimated the discounted value of the
projected cash flows using discount rates ranging from 15.0% to 25.0%, which range of discounted rates were selected
based upon a weighted average cost of capital analysis for eCOST and other companies used in the selected publicly
traded companies analysis. Thomas Weisel Partners then estimated the terminal value by applying exit multiples to
eCOST�s estimated 2009 EBITDA, which multiples ranged from 6.0x to 9.0x. Thomas Weisel Partners then
discounted the terminal value to present values using discount rates ranging from 15.0% to 25.0%. This analysis
indicated a range of enterprise values, from which net debt was subtracted, to calculate a range of equity values.
Thomas Weisel Partners performed this analysis assuming $10 million in equity was converted at the market price of
eCOST on November 29, 2005 (the as-converted analysis) and assuming the $10 million in equity was not converted
(the non-converted analysis). The non-converted analysis implied per share values ranging from $1.23 to $2.38 and
the as-converted analysis implied per share values of $1.27 to $2.10. Based on the $1.39 per share market price of
PFSweb on November 28, 2005, this analysis implies an exchange ratio for eCOST ranging from 0.8896x to 1.7147x
in the non-converted analysis and 0.9174x to 1.5086x in the as-converted analysis.

Selected transactions analysis
      Based on public and other available information, Thomas Weisel Partners calculated enterprise value, which
Thomas Weisel Partners defined as market capitalization plus net debt plus redeemable convertible preferred stock, as
a multiple of revenue and gross profit for the last 12 months and the next 12 months in nine selected acquisitions of
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value below $100 million that have been announced since January 1, 2001. Projected financial information for eCOST
was based on projections of eCOST management. The acquisitions reviewed in this analysis were the following:

Announcement Date Name of acquiror Name of target

June 29, 2004 Sportsman�s Guide The Golf Warehouse
July 1, 2004 eBay Inc. Baazee.com

January 29, 2004 Blyth Inc. Walter Drake
December 17, 2002 Alloy Inc. Old Glory Boutique
November 11, 2002 Network Engines TidalWire

March 26, 2002 PC Connection MoreDirect.com
December 4, 2001 Global Sports Ashford.com

July 24, 2001 Forsyth Technology Enterprise Computing
May 30, 200 PC Connection Cyberian Outpost

      The following table sets forth the range of multiples, implied per share value of eCOST and implied exchange
ratios (based on the $1.39 per share market price of PFSweb on November 28, 2005) indicated by this analysis:

Announced Announced
Enterprise Value/Revenue Enterprise Value/Gross Profit

LTM NTM LTM NTM

Third Quartile 0.7x 0.3x 1.3x 1.0x
Mean 0.4x 0.2x 1.1x 0.8x
Median 0.5x 0.1x 0.9x 0.4x
First Quartile 0.1x 0.1x 0.7x 0.3x
Implied eCOST
Enterprise Value
(millions) $21.0-$76.7 $16.0-$47.8 $9.6-$15.6 $7.0-$16.6
Implied eCOST
Equity Value
(millions) $27.3-$83.0 $22.3-$54.1 $15.9-$21.9 $13.3-$22.9
Implied eCOST Per
Share Value $1.52-$4.59 $1.24-$3.00 $0.89-$1.22 $0.74-$1.27
Implied eCOST
Exchange Ratio 1.0918x-3.3064x 0.8931x-2.1568x 0.6382x-0.8749x 0.5331x-0.9147x

      The implied values of eCOST above were each based on a range of multiples of first quartile to mean. In each
case, Thomas Weisel Partners multiplied the ratios derived from its analysis by eCOST�s estimated revenue and gross
profit to calculate the resulting price ranges listed above.
      No company or transaction used in the selected company or selected transactions analyses is identical to eCOST or
the merger. Accordingly, an analysis of the results of the foregoing is not mathematical; rather, it involves complex
considerations and judgments concerning differences in financial and operating characteristics of the companies and
other factors that could affect the public trading value of the companies to which eCOST, PFSweb, and the merger are
being compared.

Premiums paid analysis
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      Based on public information, Thomas Weisel Partners reviewed the consideration paid in 24 stock-for-stock
acquisitions announced since January 1, 2002 with transaction values between $10 and $100 million. Thomas Weisel
Partners calculated the implied per share value of eCOST and implied exchange ratios based on premiums paid in the
transactions over the exchange ratio for the acquiror and the acquired company as of one day prior to the
announcement of the acquisition and over the one week and thirty day periods prior to the announcement of the
acquisition.
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      The following table sets forth the range of premiums, implied per share value of eCOST and implied exchange
ratios (based on the $1.39 per share market price of PFSweb on November 28, 2005) indicated by this analysis:

Average Exchange Ratio

Transactions Since 1/1/02 1 Day 1 Week 30 Days

3rd Quartile 28.3% 30.3% 25.7%
Mean 17.9% 18.4% 20.4%
Median 22.0% 19.7% 14.5%
1st Quartile 2.8% 4.7% 7.1%
Implied eCOST Enterprise Value
(millions) $22.1-$22.9 $23.9-$31.3 $21.9-$26.8
Implied eCOST Equity Value
(millions) $28.4-$35.4 $30.2-$37.6 $28.2-$33.1
Implied eCOST Per Share Value $1.57-$1.96 $1.68-$2.09 $1.56-$1.84
Implied eCOST Exchange Ratio 1.1326x-1.4121x 1.2060x-1.5013x 1.1265x-1.3214x

      The implied values of eCOST above were each based on a range of multiples of first quartile to third quartile.
      The foregoing description is only a summary of the analyses and examinations that Thomas Weisel Partners
deems material to its opinion. It is not a comprehensive description of all analyses and examinations actually
conducted by Thomas Weisel Partners. The preparation of a fairness opinion necessarily is not susceptible to partial
analysis or summary description. Thomas Weisel Partners believes that its analyses and the summary set forth above
must be considered as a whole and that selecting portions of its analyses and of the factors considered, without
considering all analyses and factors, would create an incomplete view of the process underlying the analyses set forth
in its presentation to the board of directors of eCOST. In addition, Thomas Weisel Partners may have given some
analyses more or less weight than other analyses, and may have deemed various assumptions more or less probable
than other assumptions. The fact that any specific analysis has been referred to in the summary above is not meant to
indicate that this analysis was given greater weight than any other analysis. Accordingly, the ranges of valuations
resulting from any particular analysis described above should not be taken to be the view of Thomas Weisel Partners
with respect to the actual value of eCOST.
      In performing its analyses, Thomas Weisel Partners made numerous assumptions with respect to industry
performance, general business and economic conditions and other matters, many of which are beyond the control of
eCOST and PFSweb. The analyses performed by Thomas Weisel Partners are not necessarily indicative of actual
values or actual future results, which may be significantly more or less favorable than those suggested by these
analyses. These analyses were prepared solely as part of the analysis performed by Thomas Weisel Partners with
respect to the financial fairness of the exchange ratio to be received by holders of shares of eCOST common stock
pursuant to the merger as of the date of the opinion, and were provided to the board of directors of eCOST in
connection with the delivery of the Thomas Weisel Partners� opinion. The analyses do not purport to be appraisals or
to reflect the prices at which a company might actually be sold or the prices at which any securities may trade at any
time in the future. The consideration to be received by the holders of shares of eCOST common stock in the merger is
based upon a fixed exchange ratio and, accordingly, the market value of the consideration may vary significantly from
the price on the date of Thomas Weisel Partners� opinion.
      As described above, Thomas Weisel Partners� opinion and presentation were among the many factors that the
board of directors of eCOST took into consideration in making its determination to approve the merger agreement,
and to recommend that eCOST�s stockholders approve the merger agreement.
      Thomas Weisel Partners is acting as eCOST�s exclusive financial advisor in connection with the merger. Pursuant
to the terms of the engagement, eCOST has paid Thomas Weisel Partners a fee equal to $600,000. Thomas Weisel
Partners may be entitled to receive a fee in the event that the merger is not
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consummated but eCOST consummates an alternative transaction within 12 months of the expiration or termination of
Thomas Weisel Partners� engagement, which fee is contingent upon the consummation of such alternative transaction.
In addition, eCOST has agreed to reimburse Thomas Weisel Partners for its expenses incurred in connection with its
engagement, including the reasonable fees and expenses of its legal counsel and any other professionals retained by
Thomas Weisel Partners. eCOST has also agreed to indemnify Thomas Weisel Partners and related persons against
certain liabilities in connection with its engagement, including liabilities under the federal securities laws. In the
ordinary course of its business, Thomas Weisel Partners actively trades the equity securities of eCOST and PFSweb
for its own account and for the accounts of customers and, accordingly, may at any time hold a long or short position
in such securities. Thomas Weisel Partners has performed various investment banking services for eCOST.
Regulatory Approvals Required for the Merger
      PFSweb�s acquisition of eCOST is not subject to review by the Antitrust Division of the United States Department
of Justice or the United States Federal Trade Commission. Neither PFSweb nor eCOST believes that any
governmental or regulatory approvals are required to complete the merger.
Material United States Federal Income Tax Consequences of the Merger
      The following discussion describes the material U.S. federal income tax consequences of the merger to eCOST,
U.S. holders (as defined below) of eCOST common stock, PFSweb and its stockholders. This discussion is not a
complete analysis of all potential U.S. federal income tax consequences, nor does it address any tax consequences
arising under any state, local or foreign tax laws, or any other federal tax laws. This discussion is based on the Internal
Revenue Code of 1986, as amended (the �Code�), Treasury Regulations promulgated thereunder, judicial opinions, and
administrative pronouncements and published rulings of the IRS, all as in effect on the date of this joint proxy
statement/ prospectus. These authorities may change, possibly retroactively, resulting in U.S. federal income tax
consequences different from those discussed below. No ruling has been or will be sought from the IRS with respect to
the matters discussed below, and there can be no assurance that the IRS will not take a contrary position regarding the
tax consequences of the merger, or that any such contrary position would not be sustained by a court.
      This discussion is limited to U.S. holders who hold their shares of eCOST common stock as a capital asset within
the meaning of Section 1221 of the Code (generally, property held for investment). This discussion does not address
all U.S. federal income tax considerations that may be relevant to a particular stockholder in light of the stockholder�s
particular circumstances. This discussion also does not consider any specific facts or circumstances that may be
relevant to stockholders subject to special rules under the U.S. federal income tax laws, including U.S. expatriates,
partnerships and other pass-through entities, �controlled foreign corporations,� �passive foreign investment companies,�
corporations that accumulate earnings to avoid U.S. federal income tax, financial institutions, insurance companies,
brokers, dealers or traders in securities, commodities or currencies, tax-exempt organizations, tax-qualified retirement
plans, persons subject to the alternative minimum tax, persons holding eCOST common stock as part of a hedge,
straddle or other risk reduction strategy or as part of a conversion transaction or other integrated investment, and
persons who acquired their shares of eCOST common stock upon the exercise of stock options or as compensation.
      For purposes of this discussion, the term �U.S. holder� means a beneficial owner of eCOST common stock who is
treated for U.S. federal income tax purposes as:

� an individual citizen or resident of the United States;

� a corporation (or other entity taxed as a corporation for U.S. federal income tax purposes) created or organized in
or under the laws of the United States, any state thereof or the District of Columbia;

� an estate, the income of which is subject to U.S. federal income tax regardless of its source; or
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� a trust that (1) is subject to the primary supervision of a U.S. court and the control of one or more U.S. persons or
(2) has validly elected to be treated as a U.S. person for U.S. federal income tax purposes.

      If a partnership (or other entity or arrangement taxed as a partnership for U.S. federal income tax purposes) holds
eCOST common stock, the tax treatment of a partner in the partnership generally will depend upon the status of the
partner and the activities of the partnership. Partnerships and partners in such partnerships should consult their tax
advisors regarding the tax consequences of the merger to them.

 We recommend that eCOST stockholders consult their tax advisors regarding the U.S. federal income tax
consequences of the merger to them in light of their particular circumstances, as well any tax consequences
arising under any state, local or foreign tax laws or any other federal tax laws.

Structure of the Merger
      As a condition to completing the merger, eCOST must receive from Latham & Watkins LLP an opinion dated as
of closing that the merger qualifies as a reorganization within the meaning of Section 368(a) of the Code. The opinion
will be based on customary factual assumptions and representations, as set forth in representation letters to be
delivered by each of eCOST and PFSweb at the time of closing, which assumptions and representations must continue
to be true and accurate in all respects as of the closing. The opinion also will assume that the merger will be completed
according to the terms of the merger agreement. An opinion of counsel represents such counsel�s best legal judgment
and is not binding on the IRS or any court.

Tax Consequences of the Merger
      If the merger qualifies as a reorganization within the meaning of Section 368(a) of the Code, the material
U.S. federal income tax consequences to eCOST stockholders who participate in the merger will be as follows.

� You generally will not recognize any gain or loss on the receipt of PFSweb common stock in exchange for your
eCOST common stock in the merger.

� Your aggregate tax basis in (i) the shares of PFSweb common stock received in the merger and (ii) any fractional
shares of PFSweb common stock for which you receive cash, will be the same as your aggregate tax basis in the
eCOST common stock exchanged in the merger.

� Your holding period in the shares of PFSweb common stock received in the merger will include the holding
period of the eCOST common stock exchanged therefor.

� If you receive cash in lieu of a fractional share of PFSweb common stock, you generally will recognize capital
gain or loss in an amount equal to the difference between the amount of cash received and your tax basis in the
fractional share.

      No gain or loss will be recognized by eCOST, PFSweb or its stockholders as a result of the merger.
Backup Withholding

      Non-corporate holders of eCOST common stock may be subject to backup withholding on any cash payments
received in the merger. However, backup withholding may be avoided if a stockholder (1) furnishes a correct taxpayer
identification number and certifies that it is not subject to backup withholding on IRS Form W-9 or any substitute
form included in the letter of transmittal to be delivered to eCOST stockholders following the completion of the
merger, (2) provides a certification of foreign status on the applicable IRS Form W-8, or (3) is otherwise exempt from
backup withholding and properly establishes such exemption. Backup withholding is not an additional tax, and any
amounts withheld may be allowed as a refund or credit against a stockholder�s U.S. federal income tax liability,
provided the stockholder furnishes the required information to the IRS.
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 The tax consequences of the merger to each eCOST stockholder will depend on each stockholder�s
particular circumstances. We recommend eCOST stockholders consult their tax advisors regarding the
U.S. federal income tax consequences of the merger to them in light of their individual circumstances, as well as
any tax consequences arising under any state, local or foreign tax laws or any other federal tax laws.
Accounting Treatment
      The merger will be accounted for using the purchase method of accounting under U.S. generally accepted
accounting principles. Under the purchase method of accounting, the purchase price in the merger is allocated among
the eCOST assets acquired and the eCOST liabilities assumed to the extent of their fair market value, with any excess
purchase price being allocated to goodwill. The allocation of the purchase price to the assets and liabilities of eCOST
contained in this document is preliminary. The final allocation of the purchase price will be determined after the
merger is completed and after completion of an analysis to determine the assigned fair values of eCOST�s assets and
liabilities. See �Unaudited Pro Forma Condensed Combined Consolidated Financial Statements of PFSweb and eCOST�
beginning on page 17.
Public Trading Markets
      PFSweb has agreed to use reasonable best efforts to cause the shares of PFSweb common stock to be issued in the
merger to be approved for listing on the Nasdaq Capital Market prior to the completion of the merger. It is a condition
to the completion of the merger that the shares of PFSweb common stock issuable in the merger be approved for
listing on the Nasdaq Capital Market.
      If the merger is completed, eCOST common stock will be delisted from the Nasdaq National Market.
Resales of PFSweb Common Stock
      In general, shares of PFSweb common stock issued to eCOST stockholders pursuant to the merger will be freely
transferable, except for any shares received by persons who may be deemed to be �affiliates� of the parties under the
Securities Act of 1933, as amended. Persons who may be deemed to be �affiliates� include individuals or entities that
control, are controlled by, or are under common control with a person, and may include officers and directors, as well
as significant stockholders. Affiliates may sell their shares of PFSweb common stock only pursuant to an effective
registration statement under the Securities Act covering the resale of those shares, an exemption under Rule 145(d) of
the Securities Act or any other applicable exemption under the Securities Act. PFSweb�s registration statement on
Form S-4, of which this joint proxy statement/ prospectus constitutes a part, does not cover the resale of PFSweb
common stock received by affiliates in the merger.
Interests of Directors and Officers of eCOST in the Merger
      In considering the recommendation of the eCOST board of directors regarding the merger, eCOST stockholders
should be aware that certain executive officers and directors of eCOST have interests in the transactions contemplated
by the merger agreement that may be different from, or in addition to, the interests of eCOST stockholders generally.
The eCOST board of directors was aware of these interests and considered them, among other matters, in making its
recommendation.

Indemnification; Directors� and Officers� Insurance
      Pursuant to the merger agreement, the indemnification provided to eCOST�s directors and officers in eCOST�s
certificate of incorporation, bylaws and any indemnification agreements will continue in full force and effect for a
period of six years after the completion of the merger. In addition, for a period of six years, PFSweb must obtain
directors and officer insurance for eCOST�s directors and officers, with coverage that is no less favorable than eCOST�s
existing policy, or if the annual cost of such a policy
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exceeds 150% of the cost of eCOST�s current policy, then the maximum coverage available for such a premium.

PFSweb Stock Options
      The board of directors of PFSweb has authorized and approved the granting of approximately 700,000 options to
purchase shares of PFSweb common stock to various officers and key employees of eCOST. These options will:

� be issued under the PFSweb stock option plan as of the closing date of the merger;

� have an exercise price equal to the closing price of the PFSweb common stock on the Nasdaq Capital Market as
of the date of issuance; and

� be subject to cumulative quarterly vesting over a three year period commencing on the date of grant.
Adam Shaffer, the Chief Executive Officer of eCOST, will receive 350,000 PFSweb options and Gary Guy, President
of eCOST, will receive 200,000 PFSweb options.
Management and Operations Following the Merger
      Upon completion of the merger, eCOST will be a wholly-owned subsidiary of PFSweb, and the sole member of
the board of directors of eCOST will be Mark Layton, Chairman and Chief Executive Officer of PFSweb, all of the
executive officers of PFSweb will remain with PFSweb in their current capacities, and Adam Shaffer will continue as
Chief Executive Officer of eCOST, subject to the terms of his employment agreement with eCOST. Under the terms
of his employment agreement, Mr. Shaffer serves as an employee at will, subject to his right to receive a severance
payment equal to six months base salary in the event his employment is terminated by eCOST without cause.
Appraisal Rights
      Appraisal rights are statutory rights that enable stockholders to dissent from an extraordinary transaction, such as a
merger, and to demand that the corporation pay the fair value for their shares as determined by a court in a judicial
proceeding instead of receiving the consideration offered to stockholders in connection with the extraordinary
transaction. Appraisal rights are not available in all circumstances, and exceptions to these rights are provided under
the laws of Delaware, which is the state of incorporation of PFSweb and eCOST. As a result of these exceptions,
neither PFSweb stockholders nor eCOST stockholders are entitled to appraisal rights in the merger.

THE MERGER AGREEMENT
 The following summary describes specified aspects of the merger agreement. This discussion does not purport to

be complete and is qualified in its entirety by reference to the merger agreement, which is attached as Annex A and
incorporated herein by reference. We urge you to read the merger agreement carefully and in its entirety.
Structure of the Merger
      In accordance with the terms and subject to satisfaction or waiver of the conditions set forth in the merger
agreement, Red Dog Acquisition Corp., a newly formed and wholly owned subsidiary of PFSweb, will merge with
and into eCOST. The separate corporate existence of Red Dog will then cease, and eCOST will then continue as the
surviving corporation in the merger and will be a wholly owned subsidiary of PFSweb.
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Effective Time of the Merger
      The closing of the merger will take place when all of the conditions contained in the merger agreement are
satisfied or waived. The merger will become effective upon the filing of a certificate of merger with the Secretary of
State of the State of Delaware or at such later time as is specified in the certificate of merger.
Conversion of Securities
      Upon completion of the merger of Red Dog with and into eCOST, each share of eCOST common stock issued and
outstanding immediately prior to the completion of the merger will automatically be converted into the right to receive
one share of PFSweb common stock. Each share of eCOST common stock held in the treasury by eCOST or by
PFSweb or Red Dog, immediately prior to the completion of the merger will be canceled without any payment of
consideration.
      The exchange ratio, which equals one share of PFSweb common stock for each share of eCOST common stock,
will be equitably adjusted for any stock dividend, stock split, subdivision, reclassification, recapitalization,
combination, exchange of shares or similar event with respect to shares of PFSweb common stock or eCOST common
stock effected between the date of the merger agreement and the completion of the merger.
      Promptly after completion of the merger, PFSweb�s transfer agent will mail to former eCOST stockholders a letter
of transmittal and instructions to be used in surrendering stock certificates that represented shares of eCOST common
stock prior to the completion of the merger. When a former eCOST stockholder delivers these certificates to the
exchange agent along with a properly executed letter of transmittal and any other required documents, the former
eCOST stockholder will receive PFSweb stock certificates representing the number of whole shares of PFSweb
common stock to which the stockholder is entitled under the merger agreement and cash in lieu of any fractional
shares of PFSweb common stock.
Treatment of eCOST Stock Options
      Upon completion of the merger, all options to purchase eCOST common stock then outstanding under eCOST�s
stock option plans and option agreements, if not sooner exercised in accordance with their terms, will be cancelled.
Representations and Warranties
      In the merger agreement, eCOST and PFSweb (along with Red Dog) made representations and warranties to each
other about their respective companies consistent with representations and warranties made by companies engaging in
similar transactions. The representations and warranties given by eCOST, PFSweb and Red Dog will not survive
completion of the merger.
      These representations and warranties are qualified by information in confidential disclosure memoranda that the
parties exchanged in connection with signing the merger agreement. The merger agreement is attached as Annex A to
provide you with information regarding its terms and conditions. It is not intended to provide any other factual
information about the parties. Such information can be found elsewhere in this joint proxy statement/ prospectus and
in the other public filings each of the parties makes with the SEC, which are available without charge at www.sec.gov.
Conduct of Business by eCOST Prior to Completion of the Merger
      eCOST has agreed that, subject to certain specified exceptions, prior to the completion of the merger, it will
conduct operations only in the ordinary and usual course of business consistent with past practice. In
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addition, eCOST will not, between the date of the merger agreement and the completion of the merger, do any of the
following without PFSweb�s prior written consent:

� amend its certificate of incorporation or bylaws;

� issue, sell, pledge, dispose of, grant, transfer or encumber any of its capital stock, convertible securities, or
options, warrants or other rights to acquire any capital stock or convertible securities, other than the issuance of
eCOST common stock upon the exercise of options outstanding as of the date of the merger agreement;

� sell, pledge, dispose, transfer, lease, license, guarantee or encumber any material property or assets, except
pursuant to existing contracts or commitments or the sale or purchase of goods in the ordinary course of business
consistent with past practice;

� enter into any commitment or transaction outside the ordinary course of business consistent with past practice;

� declare or pay any dividends or make other distributions;

� enter into any agreement with respect to the voting of its capital stock;

� reclassify, combine, split, subdivide or redeem, purchase or otherwise acquire any of its capital stock;

� acquire any interest in any person or any assets, other than acquisitions of assets in the ordinary course of
business consistent with past practice;

� incur any indebtedness for borrowed money or issue any debt securities or assume, guarantee or endorse the
obligations of any person for borrowed money, except for indebtedness for borrowed money incurred pursuant to
agreements in effect at the time of the merger agreement;

� terminate, cancel or agree to any material change in any material contract;

� increase the compensation or benefits of directors, officers or employees, except as otherwise required by existing
commitments or policies;

� grant any rights to severance or termination pay to, or enter into any employment or severance agreement with,
any director, officer or other employee, or establish, adopt, enter into or amend any collective bargaining, bonus,
profit sharing, thrift, compensation, stock option, restricted stock, pension, retirement, deferred compensation,
employment, termination, severance or other plan, agreement, trust, fund, policy or arrangement for the benefit of
any director, officer or employee;

� amend or waive any performance or vesting criteria or accelerate vesting, exercisability or funding under any
benefit plan;

� pay, discharge or satisfy any material claims, liabilities or obligations, except in the ordinary course of business;

� accelerate or delay collection of material notes and accounts receivable in advance or beyond their regular due
dates;

� delay or accelerate payment of material accounts payable in advance of their due dates;

Edgar Filing: PFSWEB INC - Form 424B2

Table of Contents 130



� make any material change in accounting policies or procedures other than in the ordinary course of business
consistent with past practice or as required by United States generally accepted accounting principles or by a
government entity;

� waive, release, assign, settle or compromise any material claims, litigation or arbitration;

� make any material tax election, settle or compromise any material tax liability, amend any material tax return or
file any tax refund for any material amount;
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� modify, amend or terminate, or waive, release or assign any material rights or claims with respect to any
confidentiality or standstill agreement;

� knowingly act in a manner intended or reasonably expected to materially delay the consummation of the merger
or result in any of the conditions to the merger not being satisfied; or

� authorize or enter into any agreement or otherwise make any commitment to do any of the foregoing.
Conduct of Business by PFSweb Prior to Completion of the Merger
      PFSweb has agreed that it will not, between the date of the merger agreement and the completion of the merger,
do any of the following without eCOST�s prior written consent:

� amend its certificate of incorporation or bylaws;

� issue, sell, pledge, dispose of, grant, transfer or encumber any of its capital stock, convertible securities, or
options, warrants or other rights to acquire any capital stock or convertible securities, other than the issuance of
PFsweb common stock upon the exercise of options outstanding as of the date of the merger agreement and the
issuance of PFSweb common stock options in the ordinary course of business;

� sell, pledge, dispose, transfer, lease, license, guarantee or encumber any material property or assets, except
pursuant to existing contracts or commitments or the sale or purchase of goods in the ordinary course of business
consistent with past practice;

� enter into any commitment or transaction outside the ordinary course of business consistent with past practice;

� declare or pay any dividends or make other distributions;

� enter into any agreement with respect to the voting of its capital stock;

� reclassify, combine, split, subdivide or redeem, purchase or otherwise acquire any of its capital stock;

� acquire any interest in any person or any assets, other than acquisitions of assets in the ordinary course of
business consistent with past practice;

� incur any indebtedness for borrowed money or issue any debt securities or assume, guarantee or endorse the
obligations of any person for borrowed money, except for indebtedness for borrowed money incurred pursuant to
agreements in effect at the time of the merger agreement;

� terminate, cancel or agree to any material change in any material contract;

� increase the compensation or benefits of directors, officers or employees, except as otherwise required by existing
commitments or policies;

� grant any rights to severance or termination pay to, or enter into any employment or severance agreement with,
any director, officer or other employee, or establish, adopt, enter into or amend any collective bargaining, bonus,
profit sharing, thrift, compensation, stock option, restricted stock, pension, retirement, deferred compensation,
employment, termination, severance or other plan, agreement, trust, fund, policy or arrangement for the benefit of
any director, officer or employee;

� amend or waive any performance or vesting criteria or accelerate vesting, exercisability or funding under any
benefit plan;
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� accelerate or delay collection of material notes and accounts receivable in advance or beyond their regular due
dates;
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� delay or accelerate payment of material accounts payable in advance of their due dates;

� make any material change in accounting policies or procedures other than in the ordinary course of business
consistent with past practice or as required by United States generally accepted accounting principles or by a
government entity;

� waive, release, assign, settle or compromise any material claims, litigation or arbitration;

� make any material tax election, settle or compromise any material tax liability, amend any material tax return or
file any tax refund for any material amount;

� modify, amend or terminate, or waive, release or assign any material rights or claims with respect to any
confidentiality or standstill agreement;

� knowingly act in a manner intended or reasonably expected to materially delay the consummation of the merger
or result in any of the conditions to the merger not being satisfied; or

� authorize or enter into any agreement or otherwise make any commitment to do any of the foregoing.
Additional Agreements

Stockholder Meetings
      PFSweb has agreed to call and hold a meeting of its stockholders for the purpose of voting upon the approval of
the issuance of PFSweb common stock pursuant to the merger agreement and the charter amendment to increase the
number of authorized shares of PFSweb common stock as promptly as reasonably practicable after the date on which
the registration statement covering those shares of PFSweb common stock becomes effective with the SEC. In
connection with the PFSweb stockholder meeting, the PFSweb board of directors will use its reasonable best efforts to
obtain PFSweb stockholder approval, will recommend that PFSweb stockholders approve the issuance of the PFSweb
common stock pursuant to the merger agreement and approve the charter amendment to increase the number of
authorized shares, and will not withdraw or adversely modify its recommendation.
      eCOST has agreed to call and hold a meeting of its stockholders for the purpose of voting on the adoption of the
merger agreement as promptly as reasonably practicable after the date on which the registration statement covering the
shares of PFSweb common stock to be issued in the merger becomes effective with the SEC. Subject to the fiduciary
duty exceptions described in the merger agreement and other applicable laws, the eCOST board of directors will use
its reasonable best efforts to obtain eCOST stockholder approval, will recommend that the eCOST stockholders
approve the merger agreement, and will not withdraw or adversely modify its recommendation.

Access to Information and Confidentiality
      Each of PFSweb and eCOST has agreed to provide access to its books and records to the other party and its
officers, employees and other representatives, and to comply with its obligations under confidentiality agreements
among the parties.

Consents and Filings
      PFSweb and eCOST have agreed to use their reasonable best efforts to take all necessary action to consummate
the transactions contemplated by the merger agreement, obtain any required consents and licenses, and make all
necessary filings.

Employee Benefits
      With respect to each PFSweb employee benefit plan in which eCOST employees participate after the merger
(other than stock option plans), eCOST employees will be granted credit for service with eCOST for purposes of
determining vesting and entitlement to benefits, except to the extent such service credit
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will result in the duplication of benefits or to the extent that service was not recognized under the eCOST employee
benefit plan.
Indemnification of Officers and Directors
      The merger agreement provides that all rights to indemnification in effect as of the date of the merger agreement
as provided in eCOST�s certificate of incorporation, bylaws and any indemnification agreements will survive the
merger and will continue in full force and effect and be honored, without any amendment, for a period of six years
after the completion of the merger.
      In addition, for a period of six years, PFSweb must obtain director and officer insurance policy for eCOST�s
directors and officers, with coverage that is no less favorable than eCOST�s existing policy, or if the annual cost of
such a policy exceeds 150% of the cost of eCOST�s current policy, then the maximum coverage available for such a
premium.
Tax-Free Reorganization Treatment
      PFSweb and eCOST intend for the merger to qualify as a reorganization within the meaning of Section 368(a) of
the Internal Revenue Code. Each party and their respective subsidiaries will use their reasonable best efforts to take
any action necessary for the merger to qualify as a reorganization, and neither party or their respective subsidiaries
will take any action that could reasonably be expected to prevent the merger from qualifying as a reorganization. For a
description of the material U.S. federal income tax consequences of the merger, see �The Merger � Material United
States Federal Income Tax Consequences� on page 80.
No Solicitation of Other Transactions
      The merger agreement provides that eCOST and its subsidiaries will not, through any representatives or otherwise:

� initiate, solicit, knowingly encourage, or take any other action to facilitate any acquisition proposal (as defined
below);

� participate or engage in any discussions or negotiations regarding, or furnish any nonpublic information with
respect to, or facilitate any inquiries or proposals that may reasonably be expected to lead to an acquisition
proposal;

� engage in discussions with any person with respect to any acquisition proposal;

� approve, endorse or recommend any acquisition proposal; or

� enter into any agreement, commitment or understanding contemplating or relating to any acquisition proposal;
provided that, eCOST may, in response to an acquisition proposal that was not solicited after the date of the merger
agreement or in violation of the terms of the merger agreement, participate in discussions or negotiations with or
furnish information to any person that makes an acquisition proposal if:

� the discussions, negotiations or furnishing of information to that person is subject to a confidentiality agreement
containing customary terms and conditions;

� the eCOST board of directors reasonably determines in good faith, after consultation with its outside legal
counsel and financial advisor, that the acquisition proposal could reasonably be expected to lead to a superior
proposal (as defined below); and

� the eCOST board of directors reasonably determines in good faith, after consultation with its outside legal
counsel, that a failure to participate in the discussions or negotiations or furnish information to that person would
be inconsistent with its fiduciary duties under applicable law.
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In addition, eCOST has agreed that the eCOST board of directors will not withdraw, modify or amend in a manner
adverse to PFSweb its recommendation of the approval of the merger agreement by eCOST stockholders. However,
the eCOST board of directors may withdraw, modify or amend its recommendation of the merger if, following receipt
of a superior proposal:

� eCOST has complied with the non-solicitation provisions of the merger agreement;

� the eCOST board of directors reasonably determines in good faith, after consultation with its outside legal
counsel, that a failure to withdraw, modify or amend its recommendation would be inconsistent with its fiduciary
duties under applicable laws; and

� prior to withdrawing, modifying or amending its recommendation, the eCOST board of directors has given
PFSweb at least five days� notice of its intention to take such action and the opportunity to meet with eCOST and
its outside counsel and financial advisor.

      In addition, eCOST has agreed to promptly advise PFSweb of any request for information with respect to any
acquisition proposal or any inquiries, proposals, discussions or negotiations with respect to any acquisition proposal,
and promptly provide to PFSweb copies of any written materials received in connection with the foregoing. With
respect to any superior proposal, eCOST must provide PFSweb with an opportunity during the five-day period
described above to negotiate revisions to the terms of the merger agreement for the good faith consideration by
eCOST�s board of directors.
      The merger agreement defines an �acquisition proposal� as any offer or proposal concerning any of the following:

� a merger, consolidation, business combination or similar transaction involving eCOST;

� a sale, lease or other disposition by merger, consolidation, business combination, share exchange, joint venture or
otherwise of assets of eCOST that represent 20% or more of the consolidated assets of eCOST and its
subsidiaries;

� an issuance, sale, or other disposition of (including by way of merger, consolidation, business combination, share
exchange, joint venture or any similar transaction) securities (or options, rights or warrants to purchase, or
securities convertible into or exchangeable for such securities) representing 20% or more of voting power of
eCOST;

� a transaction in which any person or group acquires beneficial ownership, or the right to acquire beneficial
ownership, of 20% or more of eCOST�s outstanding voting capital stock; or

� any combination of the foregoing (other than the merger contemplated by the merger agreement).
      The merger agreement defines a �superior proposal� as a bona fide written offer made by any person other than
PFSweb or Red Dog that:

� is not solicited by eCOST in violation of the non-solicitation provisions of the merger agreement;

� concerns an acquisition proposal involving eCOST, except that for purposes of this definition references in the
above definition of acquisition proposal to �20%� are changed to �50%�;

� is on terms that the eCOST board of directors in good faith concludes (following consultation with its financial
advisors and outside legal counsel) are more favorable to eCOST stockholders than the transactions contemplated
by the merger agreement; and

� is, in the good faith judgment of the eCOST board of directors, reasonably likely to be financed and completed on
the terms proposed, taking into account the various legal, financial and regulatory aspects of the proposal.
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Conditions to Completion of the Merger
      The respective obligations of PFSweb and eCOST to effect the merger are subject to the satisfaction or waiver,
prior to the completion of the merger, of customary conditions, including the following:

� the registration statement covering the shares of PFSweb common stock to be issued to eCOST stockholders in
the merger has been declared effective by the SEC and no stop order suspending the effectiveness of the
registration statement has been issued or threatened by the SEC;

� the merger agreement, the merger and the other transactions contemplated by the merger agreement (including
the issuance of the shares of PFSweb common stock and the PFSweb charter amendment to increase the number
of authorized shares) have been approved by the requisite vote of the stockholders of PFSweb and eCOST;

� no governmental agency or court has issued any order, decree, judgment or injunction that prevents or prohibits
consummation of the completion of the merger or any other transaction contemplated by the merger agreement;

� all material consents, approvals and authorizations of any governmental entity have been obtained; and

� the shares of PFSweb common stock issuable to the eCOST stockholders in the merger have been approved for
listing on the Nasdaq Capital Market.

      In addition, the obligations of PFSweb and Red Dog to effect the merger are subject to the satisfaction or waiver,
prior to the completion of the merger, of each of the following conditions:

� the representations and warranties of eCOST will be true and correct as of the date the merger is to be completed,
except where the failure of those representations and warranties to be true and correct would not have a material
adverse effect on eCOST;

� eCOST has performed or complied in all material respects with all material agreements and covenants required
by the merger agreement to be performed or complied with prior to the date the merger is to be completed;

� eCOST has obtained all material consents, approvals and authorizations required pursuant to the merger
agreement;

� since the date of the merger agreement, no event will have occurred that has a material adverse effect on eCOST;

� eCOST�s chief executive officer and chief financial officer have not failed to provide, with respect to eCOST�s
filings with the SEC after the date of the merger agreement, any necessary certification required by the
Sarbanes-Oxley Act;

� no suit, claim, action, proceeding or investigation shall be or have been instituted, commenced, pending or
threatened that is reasonably likely to (i) impose material limitations on the ability of PFSweb effectively to
exercise full rights of ownership of eCOST or (ii) restrain, enjoin, prevent, prohibit or make illegal, or impose
material limitations on, the ability of eCOST to operate its business in the manner presently conducted; and

� eCOST shall not be in breach of, and no condition, event or act which with the giving of notice or lapse of time,
or both, would become an event of default, shall have occurred and be continuing under, any indebtedness for
borrowed money.

      In addition, the obligations of eCOST to effect the merger are subject to the satisfaction or waiver, prior to the
completion of the merger, of each of the following conditions:

� the representations and warranties of PFSweb and Red Dog will be true and correct as of the date the merger is to
be completed, except where the failure of those representations and warranties to be true and correct would not
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� PFSweb has performed or complied in all material respects with all material agreements and covenants required
by the merger agreement to be performed or complied with prior to the date the merger is to be completed;

� PFSweb has obtained all material consents, approvals and authorizations, required pursuant to the merger
agreement;

� since the date of the merger agreement, no event will have occurred that has a material adverse effect on PFSweb;

� PFSweb�s chief executive officer and chief financial officer have not failed to provide, with respect to PFSweb�s
filings with the SEC after the date of the merger agreement, any necessary certification required by the
Sarbanes-Oxley Act;

� eCOST has received a written opinion of Latham & Watkins LLP to the effect that the merger will not cause
Section 355(e) of the Internal Revenue Code to apply to the April 2005 spin-off distribution of shares of eCOST
common stock; and.

� eCOST has received a written opinion of Latham & Watkins LLP to the effect that the merger qualifies as a
reorganization within the meaning of Section 368(a) of the Internal Revenue Code.

Termination of the Merger Agreement
      The merger agreement may be terminated and the merger may be abandoned at any time prior to the completion of
the merger:

� by mutual written consent of the PFSweb and eCOST boards of directors;

� by PFSweb or eCOST if:
� the merger has not been completed prior to February 14, 2006, unless it is the terminating party�s failure to
fulfill any obligation under the merger agreement that resulted in the failure of the merger to occur on or before
that date;

� any governmental entity has issued an order or ruling permanently restraining, enjoining or otherwise
prohibiting the transactions contemplated by the merger agreement, and such order or ruling has become final
and nonappealable; or

� the approval by the stockholders of PFSweb and eCOST required for consummation of the merger is not
obtained, unless it is the terminating party�s failure to fulfill any obligation under the merger agreement that
resulted in the failure to obtain the approval of such party�s stockholders;

� by PFSweb if:
� the eCOST board of directors has: (i) failed to make, or withdrawn or adversely modified its recommendation
of the merger, (ii) approved or recommended to its stockholders an acquisition proposal other than that
contemplated by the merger agreement or entered into any agreement with respect to an acquisition proposal,
(iii) after an acquisition proposal has been made, failed to affirm its recommendation of the merger within five
days of any request by PFSweb to do so or (iv) recommended that its stockholders tender their shares in any
tender offer or exchange offer that is commenced (other than by PFSweb) which, if successful, would result in
any person or group becoming a beneficial owner of 20% or more of its outstanding shares of capital stock; or

� there has been a breach by eCOST of any representation, warranty or covenant contained in the merger
agreement that (i) would result in eCOST�s failure to satisfy specified merger conditions and (ii) is not cured
within 20 days or prior to February 14, 2006, if sooner; provided that PFSweb is not in material breach of its
obligations or its representations and warranties under the merger agreement and PFSweb has given eCOST at
least 20 days� prior written notice;

Edgar Filing: PFSWEB INC - Form 424B2

Table of Contents 140



91

Edgar Filing: PFSWEB INC - Form 424B2

Table of Contents 141



Table of Contents

� by eCOST if:
� it receives a superior proposal and eCOST has complied with certain obligations under the merger agreement,
including (i) giving PFSweb five days� written notice of the eCOST board of directors� decision to terminate;
(ii) renegotiating in good faith with PFSweb during this five-day period without receiving a competing
proposal from PFSweb that eCOST�s board of directors has determined to be as favorable to eCOST�s
stockholders as the superior proposal, and (iii) paying PFSweb the termination fee required under the merger
agreement (as described below);

� the PFSweb board of directors has failed to make, or has withdrawn or adversely modified its recommendation
of the issuance of shares of PFSweb common stock; or

� there has been a breach by PFSweb of any representation, warranty or covenant contained in the merger
agreement that (i) would result in PFSweb�s failure to satisfy specified merger conditions and (ii) is not cured
within 20 days or prior to February 14, 2006, if sooner; provided that eCOST is not in material breach of its
obligations or its representations and warranties under the merger agreement and eCOST has given PFSweb at
least 20 days� prior written notice.

Expenses
      Generally, all fees and expenses incurred in connection with the merger agreement and the transactions
contemplated by the merger agreement will be paid by the party incurring those expenses. However, PFSweb and
eCOST will share equally all expenses related to printing, filing and mailing the registration statement and the joint
proxy statement/ prospectus and all SEC filing fees incurred in connection therewith.
Termination Fee
      Under the terms of the merger agreement, eCOST has agreed to pay PFSweb a termination fee of $1.2 million in
the event that the merger agreement is terminated:

� by eCOST because it receives a superior proposal; or

� by PFSweb because the eCOST board of directors: (1) fails to make, or withdraws or adversely modifies its
recommendation to the eCOST stockholders of the merger agreement, (2) approves or recommends an acquisition
proposal other than that contemplated by the merger agreement or enters into any agreement with respect to an
acquisition proposal, (3) following an acquisition proposal, fails to affirm its recommendation to the eCOST
stockholders of the merger agreement within five days of any request by PFSweb to do so or (4) recommends that
its stockholders tender their shares in a tender offer or exchange offer that is commenced (other than by PFSweb)
which, if successful, would result in any person or group becoming a beneficial owner of 20% or more of
eCOST�s outstanding shares of capital stock.

      eCOST will also be required to pay PFSweb the $1.2 million termination fee if all of the following conditions are
met:

� PFSweb or eCOST terminates the merger agreement because the merger has not been completed prior to
February 14, 2006 or the eCOST stockholders failed to approve the adoption of the merger:

� at any time after the date of the merger agreement but before its termination, an acquisition proposal has been
publicly made, proposed or communicated; and

� within twelve months following the termination of the merger agreement, eCOST consummates or enters into an
agreement with respect to the acquisition proposal which is subsequently consummated.
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Amendment and Waiver
      Subject to applicable law, the parties may amend the merger agreement in writing at any time prior to the
completion of the merger. In addition, at any time prior to the completion of the merger, any party to the merger
agreement may (1) extend the time for performance of any of the obligations of the other party, (2) waive any
inaccuracies in the representations and warranties of the other party and (3) waive compliance by the other party with
any of the agreements or conditions in the merger agreement. However, after a party has received the approval of its
stockholders, no amendment, extension or waiver can be made that by law or in accordance with the rules of the
Nasdaq National Market requires further stockholder approval without such further approval.

VOTING AGREEMENT
 The following summary describes specified aspects of the voting agreement. This discussion does not purport to be

complete and is qualified in its entirety by reference to the voting agreement, which is attached as Annex B and
incorporated herein by reference. We urge you to read the voting agreement carefully and in its entirety.
      As an inducement to PFSweb and Red Dog to enter into the merger agreement, Frank Khulusi, the Chairman and
Chief Executive Officer of PC Mall, the former parent corporation of eCOST, has entered into a voting agreement
pursuant to which he has agreed to vote his shares in favor of the adoption of the merger agreement. As of
December 21, 2005, Mr. Khulusi beneficially owned 1,988,813 shares of eCOST common stock (representing
approximately 11.2% of the voting power of the eCOST common stock outstanding as of such date).
      Pursuant to the terms of the voting agreement, Mr. Khulusi has agreed to vote (1) in favor of the merger, the
adoption of the merger agreement and the approval of transactions contemplated by the merger agreement, (2) against
any acquisition proposal other than contemplated by the merger agreement with PFSweb, and (3) against any
proposal, action or transaction that would impede, frustrate, prevent or nullify the merger, the merger agreement or the
transactions contemplated by the merger agreement. Mr. Khulusi has also agreed not to sell, transfer or otherwise
dispose of such stockholder�s shares of eCOST common stock to any person making a competing acquisition proposal.
      In addition, similar to the non-solicitation provisions in the merger agreement, he has agreed not to (1) solicit,
initiate or knowingly encourage or take any other action to facilitate any competing acquisition proposal,
(2) participate or engage in any discussions or negotiations or furnish nonpublic information to any person with
respect to any inquiry or proposal that could reasonably be expected to lead to a competing acquisition proposal, or
(3) engage in any discussions with any person with respect to a competing acquisition proposal.
      The voting agreement terminates upon the earlier to occur of (1) the completion of the merger or (2) the
termination of the merger agreement in accordance with its terms. See �The Merger Agreement � Termination of the
Merger Agreement� on page 91.

AMENDMENT OF PC MALL AGREEMENTS
      eCOST and its former parent corporation, PC Mall, are parties to an agreement under which PC Mall provides
eCOST with usage of its telecommunications systems, hardware and software systems, information technology
services and related support services under an agreement with a term of two years expiring in September 2006, which
either party may terminate with six months prior notice. PFSweb, eCOST and PC Mall have agreed to amend this
agreement, effective upon the closing date of the merger, to permit either of PC Mall or eCOST to terminate this
agreement upon 90 days prior notice. eCOST and PC Mall are also parties to a sublease under which eCOST
subleases its Torrance, California, headquarters from PC Mall. PFSweb, eCOST and PC Mall have similarly agreed to
amend this sublease, effective upon the closing date of the merger, to permit either of PC Mall or eCOST to terminate
this
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sublease upon 90 days prior notice. In addition, PFSweb, eCOST and PC Mall have agreed, effective upo
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