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‘ CORPORATE PROFILE

ValueVision Media is a multi-channel, directto-consumer retailer that sells general merchandise to consumers
through television, the Irternet, and direct mail. The Company operates the third largest television home
shopping network in the United States — ShopNBC — and is @ leader in upscale television home shopping.
The network is available in 67 million homes through analog and digital cable as well as on DirecTV {channel
370) and Dish Network {channel 228). The ShopNBC television network is also broadcast on the Internet at
ShopNBC.TV. The Company broadcasts its product offerings 24 hours per day, 7 days per week. The Company's
cuslomers increasingly buy on the Internet as well as through the television channel. In 2008, sales at the
Company’s flagship site — ShopNBC.com — comprised 24% of total sales. ShopNBC leverages the
world-renowned NBC brand into the commerce arena, where the ShapNBC brand is synonymous with quality
and valve. The Company serves its customers with order capture, customer service, and fulfillment facilities in
Minnesota as well as fulfillment facilities in Kentucky. The Company also provides customer service and

fulfillment services to Polo.com,
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William Lansing
Chief Executive Officer
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Letter to Shareholders

ValueVision Media had another very good year in 2006. Revenue for the year grew 11%
to $767 million, again surpassing the growth rate of our major home shopping competitors.
Cur dramatically improved profitability reflects the increase in our scale - EBITDA excluding
stock option expense jumped nearly 500 percent from $3 million to $17.7 million.

It gives me great pleasure to recap the achievements of 2006 because our Company advanced
on every important measure of our business. We acquired more new customers, ending 2006
with 845,564 active customers, and we retained more of our existing customers than we ever
have in the past. Qur customer refention rate has climbed to 47 percent from 41 percent three
yeors ago. We set company records in 2006 for airtime produciivity, category diversification,
and the size of our television distribution footprint. ValueVision enters 2007 with great
momentum.

VALUEVISION PROGRESS IN 2006

- Delivered double-digit sales growth and sixfold EBITDA increase

- Strengthened differentiated position as the upscale home shopping network

- Broodened vendor base and category mix, offering our customers an increasingly
diverse mix of product

- Increased airtime produclivity, generating more sales from every hour and from every home

- Continved building the Internet business, growing faster than the rest of the
ecommerce industry

— Leveraged television assets fo establish a strong video presence on ShopNBC.com

— Added four million television homes

- Introduced new promotions and Internet markefing initiatives

THE UPSCALE HOME SHOPPING NETWOQRK

ValueVision has distinguished itself as the upscale home shopping network, selling higher
quality products with higher average selling prices to a more affluent customer base than our
competition. ShopNBC - our television network - offers high-end products to smart customers
who have high expectations. We are proud to meet those expectations.

DIVERSIFYING THE PRODUCT MIX

QOur customers have always loved ValueVision for the quality, design, and value of our jewelry
products. QOur challenge has been moving into other categories and maintaining the same
brand commitment — great product at a great price. We have spent several years investing

in other categories and the result - plainly evident in 2006 - is that we now have o successful
diversified business. In addition to our traditional strength in jewelry and watches, we have
seen great customer acceptance of our other categories of product — cosmetics, ready-tc-wear,
home furnishings, and electronics. We have made this shift while maintaining strong margins.
We added many new vendors in 2006, giving our customers a broader selection and
improving our value proposifion.

MAKING EVERY MINUTE COUNT

Our airlime productivity continued to improve in 2006. We implemented new programming
and sales approaches and it showed up in our sales per minute. We are a multi-channel
retailer with a big television presence; making those minutes count is critical to achieving o
good return on our distribution investment. In 2006, we saw that return improve.

BUILDING THE INTERNET BUSINESS

Owr Internet business continved to grow at a tremendous pace in 2006, finishing the year up
26 percent at $184 million. Internel now represents over 24 percent of our overall business.
Our internet marketing approaches - paid search, natural search optimization, affiliate
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marketing, and email - are all highly productive and represent an increasing percentage of
our markeling budgel. Our lifetime value models tell us that we have found ways to win new
customers on the Internet who are as valuable to us as the customers we win on television.
This is a pivotal point for ValueVision ~ we now have unlocked Internet growth which is as
altraclive econcmically as our television business.

In 2004, we continved our push into Internet video, leveraging our lelevision production skills.
We populated our site with thousands of product video clips and enjoyed the higher conversion
rates that accompany video presentation of product. We remain committed fo being a leader in
Internet video and will continue to expand our video offerings on the web.

ADDING DISTRIBUTION

We continued lo add new lelevision homes in 2006, ending the year at 67 million homes.
We are delighted by frends in the industry. The expansion of digital carriage expands the
absolute channel capacity in the cable system, opening up new opportunities for carriage
where they did not exist before. We expect to continue to grow our distribution by 3-4 million
homes per year.

MARKETING & PROMOTION

We think of ourselves as a direct marketing business and focus on how to build a long-term,
sustainable relationship with a customer across multiple channels. Our television business,
which is wonderful in its own right, turns out to be a great front end for our Internet business.
And our stream of communication with customers keeps them engaged in their relationship with
us, contributing to the 25 times per year purchase frequency that we enjoy with our top decile
of customers.

CONCLUSION

Investors have different ways of triangulating on whether they want to be invested in a
particular company. We all care about profitability and return on capital. As steward-inchief
of the ValueVision business, | can tell you that we care about these two metrics and we try to
improve on them each and every day.

Perhaps the most fundamenta! questions we all ask about a company are these: {1} is the
company in an attractive market, and {2) does the company have what it takes to be successful
in that market. | am pleased that | can say with confidence that VolueVision is in a very
oftractive television and Internet market - attractive because it is profitable and growing quickly
— and that ValueVision has what it lakes to be successful in that market — great people, great
execution, and sufficient scale.

20064 was a strong yeor for ValueVision and 2007 promises to be even better. We are
fortunate to have a strong feam executing well at a time when the world has noticed that
Internet video is the next big thing. We look forward to building value for you, our
shareholders, in 2007.

W il aar- LaMva\.j?

William Lansing
President & Chief Executive Officer




ValueVision Media, Inc.

6740 Shady Cak Road
Eden Prairie, MIN 55344

Letter to Employees

Three years ago we developed five principles to guide our actions at ValueVision Media. As we enter 2007,
| want to thank you for living these values and | want to reiterate our commitment to building o great company

with these values in mind.

1. Exceed our financial plan. Nothing will make our shareholders happier than meefing ond exceeding the
financial expectatiors of the investment community. Qur Company's longterm health and prosperity are absolutely
dependent on our consistent delivery of financial results. We are improving and will continue to improve going
forward. Let us do cur jobs and execute as though we are spending our own money in building our own business
- because that is exactly the trust that the shareholders have put in us.

2. Be customer-focused. How easy for us fo say these words and how meaningful when we actudlly do this.
IF we truly think about everything we do from the pointofview of the customer, wonderfu! things will follow.
Strong customer focus translates quickly into a compelling value propesition, climbing sales, happy customers,
repeat business, anid company profitability, Let us ask ourselves over and over what else we could do in every
aspect of our jobs ky win the customer over and keep the customer forever. Today we have lots of happy
customers. Let's keep them happy and let's go get lots more!

3. Foster a sales culture. Over the last year | have witnessed a marked increase in energy, enthusiasm, and
focus around achieving sales. | am proud to work in a company where we all care about our sales performance.
Let us all press, press, press - every hour of every day, 168 hours per week, to deliver the best sales performance
we possibly can. We are an alwaoys on business - we sell product all day and all night every day of the week -
let us not tire. Let us embrace the excitement of a business that never stops, that is always open, that brings
hcppiness to our customers each and every minute,

4. Build a first-class team. It is cbvious to me that our success is completely and totally a function of our people.
People are the whale game. Great people, working together, achieve great things. | see great people all over our
Company. And increasingly | see good teamwork. Great pecple acting os individual contributors will achieve
something, but great people working together will build a truly great company. Ours is a complex business with
many moving parts. It takes concerted teamwork to make our business perform. And when it does - when terrific
people work together - it is @ thing of beauty. We all know that great teams, winning feams, focus on teamwork
and on how each position supports the feam. In feam sports — and ours is one, make no mistake - it is the feam,
not individuals, who win or lose. Let us work together - recruiting, retaining, and molivating the very best talent -
to build a firstclass team.

5. Be a learning organization. This sounds like so much management theory. Yet this is so important for us.
We are a young company and we are still very much learning our way in the television home shopping business,
Let us test and learn, let us learn from our mistakes, let us get ever wiser, and let us pass our knowledge and best
practices to others. In order to be as good as our colleclive wisdom we must collect our wisdom and distribute it.
Ask yourself what you learned today.

The coming year will likely be the best in cur Company’s history. That is becouse of your hard work. Thank you
for the efforts to date and thanks for the energy you are bringing to our business in 2007. | am proud to work
with all of you.

i b S ShopBC
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CAUTIONAERY STATEMENT CONCERNING FORWARD-LOOKING INFORMATION

This annual report on Form 10-K, as well as other materials filed by us with the Securities and Exchange
Commission, and information included in oral statements or other written statements made or to be made by
us, contains forward-looking statements regarding us, our business prospects and our results of operations that
are subject to certain risks and uncertainties posed by many factors and events that could cause our actual
business, prospects and results of operations to differ materially from those that may be anticipated by the
forward-looking statements. Factors that could cause or contribute to such differences include, but are not
limited to, those described in the “Risk Factors” section of this annual report on Form 10-K, as well as risks
relating to: consumer spending and debt levels; interest rates; seasonal variations in consumer purchasing
activities; changes in *he mix of products sold by us; competitive pressures on sales; pricing and sales margins;
the level of cable and satellite distribution for our programming and associated fees; the success of our
e-commerce initiatives; the success of our strategic alliances and relationships; our ability to manage our
operating expenses successfully; risks associated with acquisitions; changes in governmental or regulatory
requirements; litigation or governmental proceedings affecting our operations; and our ability to obtain and
Tetain key executives and employees.




PART 1

Item 1. Business

When we refer to “we,” “us” or the “company,” we mean ValueVision Media, Inc. and its subsidiaries
unless the context requires otherwise. ValueVision Media, Inc. is a Minnesota corporation with principal and
executive offices located at 6740 Shady Oak Road, Eden Prairie, Minnesota 55344-3433, ValueVision Media,
Inc. was incorporated on June 25, 1990. Our fiscal year ended February 3, 2007 is designated fiscal 2006, our
fiscal year ended February 4, 2006 is designated fiscal 2005 and our fiscal year ended January 31, 2005 is
designated fiscal 2004, o '

A. General

We are an integrated direct marketing company that markets, sells and distributes its products directly to
consumers through various forms of electronic media and direct-to-consumer mailings. Our operating strategy
asa multi-channel retailer incorporates television home shopping, internet e-commerce, direct mail marketing
and fulfillment services. Qur principal electronic media activity is our television home shopping business,
which uses on-air spokespersons to market brand name merchandise and private label consumer products at
competitive prices. Our live 24-hour per day television home shopping programming is distributed primarily
through long-term cable and satellite affiliation agreements and the purchase of month-to-month full- and
part-time lease agreements of cable and broadcast television time. In addition, we distribute our programming
through a company-owned full power television station in Boston, Massachusetts. We also operate an internet
retailing website, www.shopnbc.com, which markets and sells a broad array of consumer merchandise,
including all products being featured in our television programming.

We have an exclusive license from NBC Universal, Inc., known as NBC, for the worldwide use of an
NBC-branded name and the peacock image for a period ending in May 2011. Pursuant to the license, we
operate our television home shopping network under the ShopNBC brand name and operate our internet
website under the ShopNBC.com brand name.

We currently provide fulfillment, warehousing, customer service and telemarketing services to Ralph
Lauren Media, LLC, known as RLM, the operator of the Polo.com e-commerce business.

Television and Internet Retailing

Our principal electronic media activity is our live 24-hour per day television home shopping network
program. Qur home shopping network is the third largest television home shopping retailer in the United
States. Through our merchandise-focused television programming, we sell a wide variety of products and
services directly to consumers. Sales from our television and companion internet website business, including
shipping and handling revenues, totaled $755,302,000, $680,592,000 and $614,884,000, representing 98%, 98%
and 99% of net sales, for fiscal 2006, 2005 and 2004, respectively. Products are presented by on-air television
home shopping personalities and guests; viewers may then call a toll-free telephone number and place orders
directly with us or enter an order on the ShopNBC.com website. Our television programming is produced at
our Eden Prairie, Minnesota facility and is transmitted nationally via satellite to cable sysiem operators,
satellite dish owners and to our full power broadcast television station WWDP TV-46 in Boston,
Massachusetts.

Products and Product Mix

Products sold on our television network and internet shopping website include jewelry, watches,
computers and other electronics, housewares, apparel, cosmetics, fitness products, giftware, collectibles,
seasonal items and other- merchandise. Jewelry represents our largest single category of merchandise,
representing 39% of television and internet net sales in fiscal 2006, 43% in fiscal 2005 and 49% in fiscal 2004,
Home products, including electronics product categories, represented approximately 37% of television home
shopping and internet net sales in fiscal 2006, 36% in fiscal 2005 and 31% in fiscal 2004. Watches, apparel, and
health and beauty product categories represented approximately 24% of television and internet net sales in
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fiscal 2006, 21% in fiscal 2005 and 20% in fiscal 2004. We believe that having a broad diversity of products
appeals to a larger segment of potential customers and is important to our growth. Our product diversification
strategy is to continue to develop new product offerings primarily in the home, apparel and accessories,
cosmetics, fitness and consumer electronics categories to supplement the existing jewelry and computer
businesses. Additiorally, our product strategy will continue to focus on: (i) jewelry and gems for core
customers; (ii) value products, including closeouts and opportunistic buys; (iii) highly demonstratable
products that leverage the television medium; and (iv) unique offers that cannot be found elsewhere.

B. Business Strategy

Our objective is to be positioned as a growing and profitable leader in multi-channel retailing in the
United States, offering consumers an entertaining, informative and interactive shopping experience. The
following strategies are being pursued to increase our revenues and profitability and grow the active customer
base, both for television sales and sales through the internet: (i) continue to diversify our mix of product
categories offered on television and the internet, in order to appeal to a broader population of potential
customers; (ii) maintain and increase the distribution of our television programming through new and
expanded agreements with cable and satellite system operators, as well as pursuing other means of reaching
customers such as through webcasting, internet videos and internet-based broadcasting networks;
(iii) increase the preductivity of each hour of television programming, through a focus on television offers of
merchandise that maximizes gross margin dollars per hour and marketing efforts to increase the number of
customers within the households currently receiving our television programming; (iv) continue the growth of
our internet business through the innovative use of technology and marketing efforts, such as advanced search
techniques, personalization, internet video, affiliate agreements and internet-based auction capabilitics;
(v) continue to enhance our television broadcast quality, programming, website features and customer
support; (vi) increase the average order size through sales initiatives such as add-on sales, continuity programs
and warranty sales; and (vii) leverage the strong brand recognition of the NBC brand name.

C. Television Program Distribution and Internet Operations
Television Home Shopping Network

Satellite Delivers of Programming. Our programming is presently distributed via a leased communica-
tions satellite transponder to cable systems, the full power television station in Boston, certain other broadcast
stations and satellite dish owners. On January 31, 2005, we entered into a new long-term satellite lease
agreement with our present provider of satellite services. Pursuant to the terms of this agreement, we
distribute our prograraming on a satellite that was launched in February 2006. The agreement has reduced our
annual cost of satellite service and provides us with a state-of-the-art sateilite transponder that uses new
technology to transmit a stronger signal. Satellite service may be interrupted due to a variety of circumstances
beyond our control, such as satellite transponder failure, satellite fuel depletion, governmental action,
preemption by the satellite service provider or service failure. The agreement provides us with preemptable
back-up services if satellite transmission is interrupted. However, there can be no assurance if satellite
transmission is interrupted that we will be able to utilize existing back-up satellite service transponder or
satellite capacity. In the event of any transmission interruption, we may incur substantial additional costs to
enter into new arrangements and be unable to broadcast our signal for some period of time.

Cable Affiliatior: Agreements. As of February 3, 2007, we had entered into long-term affiliation
agreements with approximately 130 cable system operators that require each operator to offer our television
home shopping programming substantially on a full-time basis over their systems. The stated terms of the
affiliation agreements typically range from three to twelve years, Under certain circumstances, the television
operators may cancel the agreements prior to their expiration. If these agreements are terminated, the
termination may materially or adversety affect our business. Also, we may not be able to successfully negotiate
acceptable terms with respect to any renewal of these contracts, The affiliation agreements generally provide
that we will pay each operator a monthly access fee and marketing support payments based on the number of
homes receiving our programming. Certain of the affiliation agreements also required payment of one-time
initial launch fees, which are capitalized and amortized on a straight-line basis over the term of the
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agreements. We are seeking to enter into affiliation agreements with additional television operators providing
for full- or part-time carriage of our programming.

A significant number of cable operators have started to offer cable programming on a digital basis. The
use of digital compression technology provides cable companies with greater channel capacity. While greater
channel capacity increases the opportunity for distribution and, in some cases, reduces subscriber fees paid by
us, it also may adversely impact our ability to compete for television viewers to the extent it results in higher
channel position for us, placement of our programming in separate programming tiers, the broadcast of
additional competitive channels or viewer fragmentation due to a greater number of programming alternatives.

During 2006, there were approximately 110 million homes in the United States with at least one
television set. Of those homes, there were approximately 65 million basic cable television subscribers and
approximately 27 million direct-to-home satellite subscribers. Homes that receive our lelevision home
shopping programming 24 hours per day are each counted as one full-time equivalent, or FTE, and homes that
receive our programming for any period less than 24 hours are counted based upon an analysis of time of day
and day of week that programming is received. We have continued to experience growth in the number of
FTE subscriber homes that receive our programming.

As of February 3, 2007, we served a total of approximately 69.2 million subscriber homes, or
approximately 67.0 million FTEs, compared with a total of approximately 66.0 million subscriber homes, or
approximately 62.9 million FTEs, as of February 4, 2006. As of February 3, 2007, our television home
shopping programming was carried by approximately 1,320 broadcasting systems on a full-time basis,
compared to 1,230 broadcasting systems on February 4, 2006, and 60 broadcasting systems on a part-time
basis for both fiscal years. The total number of cable homes that presently receive our television home
shopping programming represents approximately 65% of the total number of cable subscribers in the United
States. NBC has the exclusive right to negotiate on our behalf for the distribution of our television home
shopping service pursuant to the terms of the strategic alliance between us, NBC and GE Capital Equity
[nvestments, Inc. (now known as GE Commercial Finance — Equity, and referred to in this report as GE
Equity) entered into in March 1999. See “Strategic Alliances — NBC and GE Equity Strategic Alliance”
discussed below.

Direct Satellite Service Agreements. Our programming is carried on the direct-to-home, or DTH,
satellite services DIRECTV and DISH Network. Carriage on DIRECTV and DISH Network is full-time
under long-term distribution agreements. These agreements generally provide that we will pay each operator a
monthly access fee based upon the number of homes receiving our television home shopping programming. As
of February 3, 2007, our programming reached approximately 27 million DTH homes on a full-time basis.

Other Methods of Program Distribution. Qur programming is also made available full-time to “C”"-band
satellite dish owners nationwide and is made available to homes in the Boston, Massachusetts market over the
air via a full power television broadcast station owned by us. In fiscal 2006 and fiscal 2005, our Boston,
Massachusetts station and “C”-band satellite dish transmissions were responsible for less than 5% of our total
consolidated net sales. In December 2005, we completed the sale of our remaining low power television station
located in Atlanta, Georgia for a total of $400,000. The sale of this station did not have a significant impact on
our ongoing operations. We no longer hold any licenses for low power television stations.

Internet Website

Our website, ShopNBC.com, provides customers with a broad array of consumer merchandise, including
all products being featured on our television programming. The website includes a live webcast feed of our
programming, an archive of recent past programming, videos of many individual products that the customer
can view on demand and clearance and auction sites. Internet sales for fiscal 2006 increased at a greater rate
than television sales over fiscal 2005. Internet net sales in fiscal 2006 increased by 26% over internet net sales
in fiscal 2005, while television home shopping net sales in fiscal 2006 increased by 7% over television home
shopping net sales in fiscat 2005. Sales from our website business, inclusive of shipping and handling revenues,
totaled $184,139,000, $146,067,000 and $126,692,000, representing 24%, 21% and 20% of consolidated net
sales for fiscal 2006, 2005 and 2004, respectively. We believe that our internet business represents an
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importani component of our future growth opportunities, and we will continue to invest in and enhance our
internet-based capabilities.

Our e-commerce activities are subject to a number of general business regulations and laws regarding
taxation and online commerce. As the role and importance of e-commerce has grown in the United States in
recent years, there have been continuning efforts to increase the legal and regulatory abligations and restrictions
on companies conducting commerce through the internet, primarily in the areas of taxation, consumer privacy
and protection of consumer personal information. Such laws and regulations could increase the costs and
liabilities assoctated with our e-commerce activities. On December 3, 2004, President Bush signed into law a
three-year moratorium on internet access taxes. This law extended a ban on internet taxes that expired on
November 1, 2003. In addition, in November 2002, a number of states approved a multi-state agreement to
simplify state sales tax laws by establishing one uniform system to administer and collect sales taxes on
traditional retailers and electronic commerce merchants. No prediction can be made as to whether a new
internet tax moratorium will be enacted before the November 1, 2007 expiration of the existing moratorium,
or whether individual states will enact legislation requiring retailers such as us to collect and remit sales taxes
on transactions that occur over the internet. Adding sales tax to our internet transactions could negatively
impact consumer demand,

The federal Controlling the Assault of Non-Solicited Pornography and Marketing Act of 2003, or the
CAN-SPAM Act, was signed by President Bush on December 16, 2003 and went into effect on Januvary 1,
2004. The CAN-SPAM Act pre-empts similar laws passed by over thirty states, some of which contain
restrictions or requirements that are viewed as stricter than those of the CAN-SPAM Act. The CAN-SPAM
Act is primarily iin opt-out type law; that is, prior permission to send an e-mail to a recipient is not required,
but a recipient may affirmatively opt out of such future e-mail solicitations. The CAN-SPAM Act requires
commercial e-muils to contain a clear and conspicuous identification that the message is an advertisement or
solicitation for goods or services, as well as a prominent unsubscribe function that allows recipients to alert the
sender that they do not desire to receive future e-mail messages. In addition, the CAN-SPAM Act requires
that all commercial e-mail messages include a postal address unless the sender obtains prior affirmative assent
from the recipient.

Changes in consumer protection laws also may impose additional burdens on those companies conducting
business online, The adoption of additional laws or regulations may decrease the growth of the internet or
other online services, which could, in turn, decrease the demand for our products and services and increase our
cost of doing businegss through the internet.

In addition, since our website is available over the internet in ail states, various states may claim that we
are required to qualify to do business as a foreign corporation in such state, a requirement that could result in
fees and taxes as well as penalties for the failure to gualify. Any new legislation or regulation, the application
of laws and regulations from jurisdictions whose laws do not currently apply to our business or the application
of existing laws and regulations to the internet and other online services could have a material adverse effect
on the growth of cur business in this area.

D. Strategic Relationships
NBC Trademark License Agreement

On November 16, 2000, we entered into a trademark license agreement with NBC pursuant to which
NBC granted “1s an exclusive, worldwide license for a term of ten years to use certain NBC trademarks,
service marks and domain names to rebrand our business and corporate name and website. We subsequently
selected the names ShopNBC and ShopNBC.com.

Under the license agreement we have agreed, among other things, to (i} certain restrictions on using
trademarks, service marks, domain names, logos or other source indicators owned or controlled by NBC,
(ii} the loss of our rights under the license with respect to specific territories outside of the United States in
the event we fail to achieve and maintain certain performance targets in such territories, (iii) not own, operate,
acquire or expand our business to include certain businesses without NBC’s prior consent, (iv) comply with
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NBC’s privacy policies and standards and practices, and (v) not own, operale, acquire or expand our business
such that one-third or more of our revenues or our aggregate value is attributable to certain services (not
including retailing services similar to our existing e-commerce operations} provided over the internet. The
license agreement also grants to NBC the right to terminate the license agreement at any time upon certain
changes of control of our company, in certain situations upon the failure by NBC to own a certain minimum
percentage of our outstanding capital stock on a fully diluted basis, and certain other situations. On March 28,
2007, we and NBC agreed to extend the term of the license by six months, such that the license would
continue through May 15, 2011, and to provide that certain changes of control involving a financial buyer
would not provide the basis for an early termination of the license by NBC.

Strategic Alliance with NBC and GE Equity

In March 1999, we entered into a strategic alliance with NBC and GE Equily. Pursuant to the terms of
the transaction, NBC and GE Equity acquired 5,339,500 shares of our Series A Redeemable Convertible
Preferred Stock between April 1999 and June 1999, and NBC was issued a warrant to acquire
1,450,000 shares of our common stock, known as the distribution warrants, with an exercise price of $8.29 per
share, under a distribution and marketing agreement discussed below. In addition, we issued to GE Equity a
warrant, known as the investment warrant, to increase its potential aggregate equity stake {(together with its
affiliates, including NBC) at the time of exercise to approximately 40%. The preferred stock is convertible into
an equal number of shares of our common stock, subject to anti-dilution adjustments, has a mandatory
redemption on the tenth anniversary of its issuance or upon a change of control at $8.29 per share, participates
in dividends on the same basis as the common stock and has a liquidation preference over the common stock
and any other junior securitics. On July 6, 1999, GE Equity exercised the investment warrant and acquired an
additional 10,674,000 shares of our common stock for an aggregate of $178,370,000, or $16.71 per share.
Following the exercise of the investment warrant, the combined ownership of our company by GE Equity and
NBC on a diluted basis was approximately 40%. In February 2005, GE Equity sold 2,000,000 shares of our
common stock to several purchasers. In July 2005, GE Equity entered into agreements to sell an additional
2,604,932 shares of our common stock in privately negotiated transactions to a number of different purchasers;
this sale was completed on September 15, 2005. GE Equity and NBC currently have a combined ownership in
our company of approximately 27% on a diluted basis.

Shareholder Agreement

In March 1999, we also entered into a shareholder agreement with GE Equity, which provides for certain
corporate governance and standstill matters. The sharcholder agreement (together with the certificate of
designation of the preferred stock) initially provided that GE Equity and NBC would be entitled to designate
nominees for two out of seven members of our board of directors so long as their aggregate beneficial
ownership was at least equal to 50% of their initial beneficial ownership, and one out of seven members so long
as_their aggregate beneficial ownership was at least 10% of the “adjusted outstanding shares of common
stock,” as defined in the shareholder agreement. The shareholder agreement also requires the consent of GE
Equity ptior to our entering into any material agreements with certain restricted parties (broadcast networks
and internet portals in certain limited circumstances). Finally, we are prohibited from exceeding certain
thresholds relating to the issuance of voting securities over a twelve-month period, the payment of quarterly
dividends, the repurchase of common stock, acquisitions (including investments and joint ventures) or
dispositions, and the incurrence of debt greater than the larger of $40 million or 30% of our total capitalization.
We are also prohibited from taking any action that would cause any ownership interest by us in TV broadcast
stations from being attributable to GE Equity, NBC or their affiliates.

The shareholder agreement provides that during the standstill period (as defined in the shareholder
agreement), subject to certain limited exceptions, GE Equity and NBC are prohibited from: (i) any asset/
business purchases from us in excess of 10% of the total fair market value of our assets; (ii) increasing their
beneficial ownership above 39.9% of our shares; (iii) making or in any way participating in any solicitation of
proxies; (iv) depositing any securities of our company in a voting trust; (v) forming, joining or in any way
becoming a member of a *13D Group” with respect to any voting securities of our company; (vi) arranging
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any tinancing for, or providing any financing commitment specifically for, the purchase of any voting securities
of our company; (vi1) otherwise acting, whether alone or in concert with others, 1o seck to propose to us any
tender or exchange offer, merger, business combination, restructuring, liquidation, recapitalization or similar
transaction involving 1s, or nominating any person as a director of our company who is not nominated by the
then incumbent directors, or proposing any matter to be voted upon by our sharcholders. If, during the
standstill period, any inquiry has been made regarding a “takeover transaction” or “change in control,” each as
defined in the shareholder agreement, that has not been rejected by the board of directors, or the board
pursues such a transaction, or engages in negotiations or provides information to a third party and the board
has not resolved to terminate such discussions, then GE Equity or NBC may propose to us a tender offer or
business combination proposal.

In addition, unless GE Equity and NBC beneficially own less than 5% or more than 90% of the adjusted
outstanding shares of common stock, GE Equity and NBC shall not sell, transfer or otherwise dispose of any
securities of our company except for transfers: (i) to certain affiliates who agree to be bound by the provisions
of the shareholder agieement, (ii) that have been consented to by us, (iii} pursuant to a third-party tender
offer, (iv) pursuant to a merger, consolidation or reorganization to which we are a party, (v) in a bona fide
public distribution or bona fide underwritten public offering, (vi) pursuant to Rule 144 of the Securities Act of
1933, or (vii} in a private sale or pursuant to Rule [44A of the Securities Act of 1933; provided, that in the
case of any transfer pursuant to clause (v) or (vii), the transfer does not result in, to the knowledge of the
transferor after reasonable inquiry, any other person acquiring, after giving effect to such transfer, beneficial
ownership, individually or in the aggregate with that person’s affiliates, of more than 10% of the adjusted
outstanding shares of “he common stock.

The standstill period will terminate on the earliest to occur of (i) the ten-year anniversary of the
sharcholder agreement, (ii) our entering into an agreement that would result in a “‘change in control™ (subject
to reinstatement), (iii) an actual “change in control,” (iv) a third-party tender offer (subject to reinstate-
ment), or (v) six months after GE Equity and NBC can no longer designate any nominees to the board of
directors. Following the expiration of the standstill period pursuant to clause (i) or (v} above (indefinitely in
the case of clause (i) and two years in the case of clause (v)), GE Equity and NBC’s beneficial ownership
position may not exceed 39.9% of our diluted outstanding stock, except pursuant to issuance or exercise of any
warrants or pursuant te a 100% tender offer for our company.

On March 19, 2004, we agreed with NBC and GE Equity to amend the shareholder agreement as
follows: (i) to increase the authorized size of our board of directors to nine from seven; (ii) to permit NBC
and GE Equity together to appoint three directors instead of two to our board of directors; and (iii) to provide
that NBC and GE Equity would no longer have the right to have its director-nominees serve on the audit,
compensation or nominating and governance commitiees, in the event the committees must be comprised
solely of “independent” directors under applicable laws or Nasdaq regulations. In such case, NBC and GE
Equity would have the right to have an observer attend all of these commiltee meetings, to the extent
permitted by applicable law or regulation. '

Registration Rights Agreement

Pursuant to the investment agreement, we entered into a registration rights agreement with GE Equity
providing GE Equity, WBC and their affiliates and any transferces and assigns, an aggregate of five demand
registrations and unlimited piggy-back registration rights.

Distribution and Marketing Agreement

We entered into a distribution and marketing agreement with NBC dated March 8, 1999 that provides
NBC with the exclusive right to negotiate on our behalf for the distribution of our home shopping television
programming. NBC may terminate the distribution agreement if we enter into certain significant affiliation
agreements or a transaction resulting in a change in control. As compensation for these services, we agreed to
pay NBC an annual fee which was approximately $1.8 million in fiscal 2006, and issued NBC 1,450,000
distribution warrants, The exercise price of the distribution warrants is $8.29 per share. In fiscal 2004, NBC

6




exercised a portion of the original distribution warrants in a cashless exercise acquiring 101,509 shares of
common stock. In fiscal 2005, NBC exercised all remaining original distribution warrants in a cashless
exercise acquiring 281,199 additional shares of common stock. On March 28, 2007, we agreed with NBC to
reduce the amount of the annual fee payable to NBC to a market rate.

Polo Ralph Lauren/Ralph Lauren Media Electronic Commerce Alliance

In February 2000, we entered into an agreement with Polo Ralph Lauren, NBC, NBCi and CNBC
whereby the parties created RLM, a joint venture formed for the purpose of bringing the Polo Ralph Lauren
lifestyle experience to consumers via multiple media platforms, including internet, broadcast, cable and print.
During fiscal 2006, RLM was owned 50% by Polo Ralph Lauren, 37.5% by NBC and its affiliates and 12.5%
by us. RLM’s primary business activity to date has been the operation of the Polo.com website. Polo.com
launched in November 2000 and includes an assortment of men’s, women’s, children’s and home products
across the Ralph Lauren family of brands as well as unique gift items. In connection with the formation of
RLM, we entered into various agreements setting forth the manner in which certain aspects of the business of
RLM are to be managed and certain of the members’ rights, duties and obligations with respect to RLM. On
March 28, 2007, we sold our 12.5% ownership interest in RLM to Polo Ralph Lauren for approximately
$43.8 million.

Agreement for Services

In February 2000, RLM and our subsidiary VVI Fulfillment Center, Inc., known as VVIFC, entered into
an agreement for services under which VVIFC provides certain telemarketing, customer support and
fulfillment services to RLM. In the third quarter of fiscal 2006, RLM agreed to extend the term of its existing
services agreement with us to at least August 31, 2008, RLM has advised us that it intends to develop the
capability to provide these services internally in the future, and accordingly there can be no assurance that we
will continue to provide services to RLM beyond August 31, 2008 or, if so, for what period of time thereafter.
In March 2007, VVIFC and RLM further agreed to certain changes to the agreement for services, including a
potential extension of the term through mid-2009 at RLM’s option.

E. Marketing and Merchandising
" Television and Internet Retailing

Our television and internet revenues arc generated from sales of merchandise and services offered
through our television home shopping programming and website. Our television home shopping business
utilizes live television 24 hours a day, seven days a week, to create an interactive and entertaining atmosphere
to describe and demonstrate our merchandise. Selected customers participate through live conversations with
on-air hosts and occasional celebrity guests. We believe our customers make purchases based primarily on
convenience, value, quality of merchandise and promotional offerings, including financing. We believe that our
customers are primarily women between the ages of 35 and 55, with annual household income of
approximately $50,000 to $75,000. We schedule special programming at different times of the day and week to
appeal to specific viewer and customer profiles. We feature announced and occasionally unannounced
promotions to drive interest and incremental sales, including “Our Top Value,” a sales program that features
one special offer every day. We also feature other major and special promotional events, along with bargain,
discount and inventory-clearance sales.

Our merchandise is generally offered at or below comparable retail prices. We continually introduce new
products on our home shopping program. Inventory sources include manufacturers, wholesalers, distributors
and importers. We intend to continue to promote private label merchandise, which generally has higher than
average margins.

ShopNBC Private Label and Co-Brand Credit Card Program

In the third quarter of fiscal 2006, we introduced a new private label and co-brand revolving consumer
credit card program. The program is made available to all qualified consumers for the financing of purchases
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of products and services from ShopNBC and for the financing of purchases from other retailers. The program
is intended to be used by cardholders for purchases made primarily for personal, family or household use. The
issuing bank is the sole owner of the account issued under the program and absorbs all losses associated with
non-payment by cardholders. The issuing bank pays fees to us based on the number of credit card accounts
aclivated and on card usage. Once a customer is approved to receive a ShopNBC private label or co-branded
credit card and the card is activated, the customer is eligible to participate in our credit card rewards program.
Under the rewards program, points are earned on purchases made with the credit cards at ShopNBC and other
retailers where the co-branded card is accepted. Cardholders who accumulate the requisite number of points
are issued a $50 certificate award towards the future purchase of ShopNBC merchandise. The certificate
award expires after twelve months if unredeemed. The program provides a number of benefits 10 customers in
addition to the awards program, including deferred billing options and other special offers. During fiscal 2006,
customer us¢ of the private label and co-brand cards accounted for approximately 17% of our television and
internet sales. We believe that the use of the ShopNBC credit card furthers customer loyalty and reduces our
overall bad debt exposure since the credit card issuing bank bears the risk of bad debt on ShopNBC credit
card transactions.

Favorable Purchasing Terms

We obtain products for our direct marketing businesses from domestic and foreign manufacturers and
suppliers and are often able to make purchases on favorable terms based on the volume of products purchased
or sold. Many of our purchasing arrangements with our venders include inventory terms that allow for return
privileges for a portion of the order or stock balancing. We generally do not have long-term commitments with
our vendors, and . variety of sources are available for each category of merchandise sold. In fiscal 2006,
products purchased from one vendor accounted for approximately 17% of our consolidated net sales. We
believe that we could find alternative sources for this vendor’s products if this vendor ceased supplying
merchandise; however, the unanticipated loss of any large supplier could impact our sales and earnings on a
temporary basis.

F. Order Entry, Fulfillment and Customer Service

Our products are available for purchase via toll-free telephone numbers or our website. We maintain an
agreement with West Teleservices Corporation to provide us with telephone order entry operators for taking of
customer orders. West Teleservices provides teleservices to us from service sites located in Omaha, Nebraska
and Spokane, Wagshington, as well as through home agents. At the present time, we do not utilize any call
center services based overseas.

We own a 262,000 square foot distribution facility in Bowling Green, Kentucky, which we use to fulfill
our obligations under the services agreement entered into with RLM. The Bowling Green facility is also used
for the fulfillment of mostly non-jewelry merchandise sold by us. We distribute jewelry and other smaller
merchandise from our Eden Prairfe, Minnesota fulfillment center.

The majority of customer purchases are paid by credit card and debit cards. As discussed above, we
maintain a private label and a co-brand credit card program using the ShopNBC name. Purchases made with
the ShopNBC private label credit card are non-recourse to us. We also utilize an installment payment
program called ValuePay, which entitles customers to pay by credit card for certain merchandise offered in
two to six equal monthly installments. We intend to continue to sell merchandise using the ValuePay program
due o its significant promotional value. It does, however, create a credit collection risk from the potential
inability to collect outstanding balances,

We maintain a product inventory, which consists primarily of consumer merchandise held for resale. The
product inventory is valued at the lower of average cost or realizable value, and we reduce our balance by an
allowance for excess and obsolete merchandise. As of February 3, 2007 and February 4, 2006, we had
inventory balances of $66,622,000 and $67,844,000, respectively.
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Merchandise is shipped to customers by the United States Postal Service, UPS, DHL, and Federal
Express or other recognized carriers. We also have arrangements with certain vendors who ship merchandise
directly to our customers after an approved customer order is processed.

Customer service functions are performed and processed by West Teleservices as well as by us. Our in-
house customer service functions are located in our Brooklyn Center, Minnesota facility.

Our return policy allows a standard 30-day refund peried from the date of invoice for all customer
purchases. Qur return rates have been approximately 32% to 33% over the past three fiscal years. These return
rates are higher than the average return rates reported by our larger competitors in the television home
shopping industry. Management believes the higher return rate is partially a result of (i) the significantly
higher average selling prices of our products as compared to the average selling prices of our competitors, and
(ii) the fact that we have a higher percentage of sales attributable to jewelry products. Both of these
characteristics are associated with higher product return rates. Management has been pursuing a number of
initiatives to reduce the overall return rate.

G. Competition

The direct marketing and retail businesses are highly competitive. In our television home shopping and
e-commerce operations, we compete for customers with other types of consumer retail businesses, including
traditiona} “brick and mortar’” department stores, discount stores, warehouse stores and specialty stores; other
television home shopping and e-commerce retailers; infomercial companies; catalog and mail order retailers
and other direct sellers.

In the competitive television home shopping sector, we compete with QVC Network, Inc. and HSN,
Inc., both of whom are substantially larger than we are in terms of annual revenues and customers, and whose
programming is carried more broadly to U.S. households than is our programming. Both QVC and HSN are
owned by large, well-capitalized parent companies in the media business, who are also expanding into related
e-commerce businesses. The American Collectibles Network (ACN), the aperator of Jewelry Television, also
competes with us for television home shopping customers in the jewelry category, and ACN recently acquired
the assets of Shop At Home from E. W. Scripps Company and is operating a second channel of programming
in a number of non-jewelry categories, including collectible coins and knives. In addition, there are a number
of smaller niche players and startups in the television home shopping arena who compete with us.

The c-commerce sector is also highly competitive, and we are in direct competition with virtually all
other internet retailers, many of whom are larger, more well-established, more well-financed and/or have
broader customer bases. Certain of our competitors in the television home shopping sector have acquired
internet businesses complementary to their existing internet sites, which may pose new competitive challenges
for us. For example, the parent company of HSN has acquired the internet search business Ask Jeeves (now
known as Ask.com), and the parent company of QVC acquired Provide Commerce, an operator of retail
websites.

We anticipate continuing competition for viewers and customers, for experienced home shopping
personnel, for distribution agreements with cable and satellite systems, and for vendors and suppliers — not
only from television home shopping companies, but also from other companies that seek to enter the home
shopping and internet retail sectors, including telecommunications and cable companies, television networks,
and other established retailers. We believe that our success in the television home shopping and e-commerce
businesses is dependent on a number of key factors, including (i) obtaining carriage on additional cable
systems on favorable terms, (ii) increasing the number of households who purchase products from us, and
(iii} increasing the dollar value of sales per customer to our existing customer base. We believe that we are
positioned to compete because of our established relationships with cable operators. No assurance can be
given, however, that we will be able to acquire additional cable carriage at prices favorable to us or maintain
our current cable carriage.




H. Federal Regulation

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

Cable Television

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

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

The FCC has also been asked to reevaluate its 1993 extension of must carry rights to predominantly
home shopping television stations. While the FCC has never acted on that request, filed over ten years ago,
there can be no assurance that home shopping television stations will continue to have must carry rights. In
addition, under the Cable Act, cable systems may petition the FCC to determine that a station is ineligible for
must carry rights because of the station’s lack of service to the community, its previous noncarriage or other
factors. The unavailability of must carry rights to our existing or future stations would likely substantially
reduce the number of cable homes that could be reached by any full power television station that we own or
may acquire or on which we might provide programming,

Cable Leased Access

The Cable Act and the FCC’s rules provide unaffiliated cable programmers such as us with certain rights
to lease channels from cable operators. The FCC has recently announced plans to revisit its leased access rates
and policies in light of the lack of use of leased access channels, but there can be no assurance that the FCC
will act in any way that would increase the availability or affordability of leased access by us.

Broadcast Television

General. Our acquisition and operation of television stations is subject to FCC regulation under the
Communications Act. The Communications Act prohibits the operation of television broadcasting stations
except under a license issued by the FCC, The statute empowers the FCC, among other things, to issue,
revoke and modify broadcasting licenses, adopt regulations to carry out the provisions of the Communications
Act and impose penalties for violation of such regulations. Such regulations impose certain obligations with
respect to the programming and operation of television stations, including requirements for carriage of
children’s educational and informational programming, programming responsive to local problems, needs and
interests, advertsing upon request by legally qualified candidates for federal office, closed captioning, and
other matters, In addition, FCC rules prohibit foreign governments, representatives of foreign governments,
alicns, representatives of aliens and corporations and partnerships organized under the laws of a foreign nation
from holding broadcast licenses. Aliens may own up to 20% of the capital stock of a licensee corporation, or
generally up to 25% of a U.S. corporation, which, in turn, has a controlling interest in a licensee.
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Full Power Television Station. In April 2003, one of our wholly owned subsidiaries acquired a full power
television station serving the Boston, Massachusetts market. On April 11, 2006, the FCC granted our
application for renewal of the station’s license.

Broadcast Multiple Ownership Limits. Many of our existing and potential competitors are larger and
more diversified than we are, or have greater financial, marketing, merchandising and distribution resources.
In January 2004, Congress passed legislation that would allow a television broadcaster to own local television
stations reaching 39% of the nation’s households, up from the previous 35% limit. On March 1, 2007, the FCC
revised its rules to reflect this legislation. In June 2003, the FCC adopted rules that would have significantly
relaxed the limits and restrictions on media ownership. Among other changes, the FCC relaxed its rules
governing the common ownership of more than one television station in any given market. In June 2004, the
U.S. Court of Appeals for the Third Circuit invalidated these revised media ownership rules on the ground
that the FCC had failed to provide a sufficient justification for the relaxed ownership limitations and
restrictions, and stayed the new rules pending further FCC proceedings and subsequent judicial review. In
June 2006, the FCC issued a further notice of proposed rulemaking, again seeking comment on potential
changes to its media ownership rules. Although no prediction can be made as to the outcome of this
proceeding, it is possible that the FCC will adopt changes to these rules that permit increased consolidation in
the broadcast industry, making it more difficult for us to compete.

Alternative Technologies

Alternative technologies could increase the types of video program delivery systems on which we may
seek carriage. Three direct broadcast satellite systems known as DBS currently provide service to the public
and, according to FCC statistics, the number of DBS subscribers has increased to more than 27 million
households as of December 2005. Congress has enacted legislation designed to facilitate the delivery of local
broadcast signals by DBS operators and thereby to promote DBS competition with cable systems. In addition,
another new technology permits the viewing of live linear cable television channcls through broadband-
connected personal computers, laptops and mobile devices, without the need for a physical cable-box or
special software. We now make our live programming available in this manner through an agreement with
VDC Corporation, a media and technology services provider. VDC recently has filed complaints with the FCC
claiming eligibility for access to other cable and broadcast programming that it contends is necessary to attract
subscribers, and the owners of that programming have opposed these efforts, alleging that VDC’s technology
does not qualify for this access.

Advanced Television Systems

Technological developments in television transmission will make it possible for the broadcast and
nonbroadcast media to provide advanced television services, that is television services using digital or other
advanced technologies. The FCC in late 1996 approved a digital television technical standard known as DTV
to be used by television broadcasters, television set manufacturers, the computer industry and the motion
picture industry. This DTV standard allows the simultaneous transmission of multiple streams of digital data
on the bandwidth presently used by a normal analog channel. 1t is possible to broadcast one or more high-
definition channels with visual and sound quality superior to present-day television or several standard-
definition channels with digital sound and pictures of a quality slightly better than present television, or one
high-definition and one or more standard-definition channels; to provide interactive data services, including
visual or audio transmission, on multiple channels simultaneously; or to provide some combination of these
possibilities on the multiple channels allowed by DTV.

As part of the nationwide transition from analog to digital broadcasting, each full power television station
has been granted a second channel by the FCC on which to initiate digital operations. On February 1, 2006,
Congress passed a law setting a final deadline for the DTV transition of February 17, 2009, by which
broadcasters must surrender their analog signals and broadcast only on their atlotted digital frequency. We
commenced operations on our digital channel in May 2003. While broadcasters currently do not have to pay to
obtain digital channels, the FCC has ruled that a television station that receives compensation from a third
party for the ancillary or supplementary use of its DTV spectrum (e.g., data transmission or paging services)

11




must pay a fee of 5% of gross revenues received. The FCC has rejected a proposal that fees be imposed when a
DTV broadcaster receives payment for transmitting home shopping programming, although it left open the
guestion whether interactive home shopping programming might be treated differently. 1t is not yet clear
whether and how television broadcast stations will be able to profit by the transition to DTV, how quickly the
viewing public will emhrace the cost of new digital television sets and meonitors, or how difficult it will be for
viewers who do not do 50 to continue to receive television broadcasts, whether through cable or DBS service or
over the air. In addition, it ts unclear what rights television broadcast stations will have to obtain carriage of
their digital signals on local cable systems.

As noted above, the FCC’s must carry rules generally entitle analog full power television stations to
mandatory cable carriage of their signals, at no charge, to all cable homes located within each station’s
designated market area, or DMA. Although FCC rules currently extend similar cable must carry rights to
existing television stations that return their analog spectrum and convert to digital operations, in February
2005, the FCC affirmed its prior decision not to require cable operators to simultaneously carry broadcasters’
analog and digital signals during the transition. After the end of the digital transition in 2009, the FCC has
determined that full power television stations will be entitled to mandatory cable carriage of their digital
signals, although the FCC has yet to determine the extent to which cable and DBS operators will be required
to provide those signals to subscribers with analog television receivers in a viewable format. In addition, the
FCC confirmed that after the transition, cable operators will only be obligated to carry the primary video and
programming-related material of digital television station’s signals and are not required to carry any of the
stations’ additional programming streams. Petitions for reconsideration of that decision remain pending at the
FCC. In addition, as noted above, a number of issues relating to the rights television broadcast stations will
have to obtain carriage of their digital signals on local cable systems both during and after the close of the
transition to digital television remain subject to pending FCC proceedings.

As part of this transition to digital television, the spectrum currently used by broadcasters transmitting on
channels 52-69 will be transitioned to use by new wireless and public safety operators, Some broadcast
stations, including our station in the Boston, Massachusetts marketplace, have been given a digital channel
allocation within this spectrum. Under FCC rules, although stations awarded digital channels between
channels 52 and 69 may use those channels until the close of the DTV transition, they must either seek an
alternative digital channel below channel 52 on which to transmit their digital signal or transition their digital
operations to their analog channel. The FCC has established a timetable within which broadcast stations must
elect the channel on which they will transmit their digital signal after the close of the DTV transition, and in
April 2006, we filed a notification with the FCC seeking to provide our digital television operations in the
Boston marketplace on channel 10 after the transition. In October 2006, the FCC issued a notice tentatively
proposing to accept our proposal in a rulemaking proceeding that remains pending. While no comments were
filed opposing our selection of channel 10 as our digital television channel, there can be no guarantee that the
FCC will authorize us 1o operate on channel 10, or that we will be able to locate a suitable alternate channel
below channel 52 on which to provide digital transmissions after the close of the DTV transition that will
provide coverage equivilent to our current coverage.

Telephone Companies’ Provision of Programming Services

The Telecommunications Act eliminated the previous statutory restriction forbidding the common
ownership of a cable system and telephone company. AT&T, Verizon and a number of other local telephone
companies are planning to provide or are providing video services through fiber to the home or fiber to the
neighborhood technologies, while other local exchange carriers are using video digital subscriber loop
technology, known as VDSL, to deliver video programming, high-speed internet access and telephone service
over existing copper telzphone lines. In March 2007, the FCC released an order designed to streamline entry
by carriers by preempting the imposition by local franchising authorities of unreasonable conditions on entry.
Franchising authorities and cable operators have indicated an intention to seek judicial review of that order.
No prediction can be m.ade as to the deployment schedules of these telephone companies, the success of their
technologies, or their ability to attract and retain customers.
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Regulations Affecting Multiple Payment Transactions

The antitrust settlement between MasterCard, VISA and approximately 8 million retail merchants raises
certain issues for retailers who accept telephonic orders that involve consumer use of debit cards for multiple
or continuity payments. A condition of the seitlement agreement provided that the code numbers or other
means of distinguishing between debit and credit cards be made available to merchants by VISA and
MasterCard. Under Federal Reserve Board regulations, this may require merchants to obtain consumers’
written consent for preauthorized transfers where the merchant is aware that the method of payment is a debit
card as opposed to a credit card. We believe that debit cards are currently being offered as the payment vehicle
in approximately 30% of our transactions with VISA and MasterCard. Effective February 9, 2006, the Federal
Reserve Board amended language in its official commentary to Regulation E by removing an express
prohibition on the use of taped verbal authorization from consumers as evidence of a written authorization for
purposes of the regulation. There can be no assurance that compliance with the autherization procedures
under this regulation will not adversely affect the customer experience in placing orders or adversely affect
sales.

I. Seasonality and Economic Sensitivity

Our businesses are subject to seasonal fluctuation, with the highest sales activity normally occurring
during our fourth fiscal quarter of the year, primarily November through January. Our businesses are also
sensitive to general economic conditions and business conditions affecting consumer spending. Additionally,
our television audience (and therefore sales revenue) can be significantly impacted by major world or
domestic events, which divert audience attention away from our programming.

J. Employees
At FEbruary 3, 2007, we had approximately 1,200 employees, the majority of whom are employed in
customer service, order fulfillment and television production. Approximately 18% of our employees work part-

time. We are not a party to any collective bargaining agreement with respect to our employees. Management
considers its employee relations to be good.

K. Executive Officers of the Registrant

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

Name Age Position(s) Held

William J. Lansing ............ 48  President and Chief Executive Officer and Director
Frank P. Elsenbast ............ 41  Senior Vice President and Chief Financial Officer
Nathan E. Fagre .............. 51  Senior Vice President, General Counsel & Secretary
Karen F. Johnston............. 4%  Senijor Vice President — Merchandising

Bryan Venberg................ 38  Senior Vice President — Human Resources

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

Frank P. Elsenbast served as our Vice President of Financial Planning and Analysis from September 2003
to October 2004, when he became Vice President and Chief Financial Officer. Mr, Elsenbast was promoted to
Senior Vice President in May 2006. Mr. Elsenbast has over eighteen years of corporate finance, operations
analysis and public accounting experience. From May 2001 to September 2003, he served as Finance Director
and from May 2000 to May 2001 he served as Finance Manager at our company. Prior to joining us,
Mr. Elsenbast served in various analytical and operational roles with The Pillsbury Company from May 1995
through May 2000. Mr. Elsenbast is a CPA and began his career with Arthur Andersen, LLP.

Nathan E. Fagre joined us as Senior Vice President, General Counsel and Secretary in May 2000. From
1996 to 2000, Mr. Fagre was Senior Vice President and General Counsel of Occidental Oil and Gas
Corporation in l.os Angeles, California, the oil and gas operating subsidiary of Occidental Petroleum
Corporation. From 1995 to 1996, Mr. Fagre held other positions in the legal department at Occidental, His
previous legal experience included corporate and securities law practice with the law firms of Sullivan &
Cromwell in New York and Gibson, Dunn & Crutcher in Washington, D.C. Mr. Fagre has served on the
board of Ralph Lauren Media, L.L.C. as our representative since 2004, In addition, Mr. Fagre is a director,
member of the executive committee and secretary of the Electronic Retailing Association, an industry
association serving the television home shopping, e-commerce, infomercial and clectronic direct-response
industry.

Karen F. Johnston joined us as Vice President of Merchandising in May 2004 and was promoted to
Senior Vice President of Merchandising in February 2005. Ms. Johnston has more than eighteen years of
progressive experience in direct marketing and retailing. From 2002 to 2004, Ms. Johnston was in Product
Development and Merchandising Director for Target Corperation. From 1992 to 2002, Ms. Johnston served in
a number of merchandising positions at the Fingerhut Corporation including the Merchandising Director for
the jewelry, apparel and footwear division.

Bryan Venherg joined us as Vice President of Human Resources in May 2004 and was promoted to
Senior Vice President in May 2006. Mr. Venberg has more than fourteen years of experience in human
resource management. From October 1999 to May 2004, Mr. Venberg served as regional director of human
resources for Target Corporation. From September 1990 to October 1999, Mr. Venberg served in a number of
human resource and merchandising positions at Target Corporation,

L. Available Information

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

Our Investor Relations internet address is www.valuevisionmedia.com. The information contained on and
connected to our Investor Relations website is not incorporated into this report,

Item 1A. Risk Factors

In addition to the general investment risks and those factors set forth throughout this document, including
those set forth under the caption “Cautionary Statement Concerning Forward-Looking Information,” the
Sollowing risks should be considered regarding our company.
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We have a history of losses and may not be able to achieve or maintain profitable operations in the future,

We experienced operating losses from continuing operations of approximately $9.5 million, $18.6 million
and $44.3 million in fiscal 2006, 2005 and 2004, respectively. We reported a net loss per diluted share of $0.07,
$0.43 and $1.57 in fiscal 2006, 2005 and 2004, respectively. There is no assurance that we will be able to
achieve or maintain profitable operations in future fiscal years.

A majority of our cable and satellite distribution agreements are scheduled to expire at the end of 2008
and it may be difficult or more costly to renew these agreements for additional terms.

Cable and satellite distribution agreements representing approximately 60% of the total cable and satellite
households who currently receive our television programming are scheduled to expire at the end of 2008.
While we and NBC, as our agent, have begun initial discussions with certain cable system operators regarding
extensions or renewals of these agreements, no assurance can be given that we will be successful in negotiating
renewal contracts with all the existing systems, or that the financial and other terms of renewal will be on
acceptable terms. Failure to successfully renew carriage agreements covering a material portion of our existing
cable and satellite households on acceptable financial and other terms could adversely affect our future
growth, sales revenues and earnings unless we were able to arrange for alternative means of broadly
distributing our television programming.

Loss of the NBC branding license would require us to pursue a new branding strategy that may not be
successful and may incur significant additional expense.

We have branded our television home shopping network and internet site as ShopNBC and
ShopNBC.com, respectively, under an exclusive, worldwide licensing agreement with NBC for the use of
NBC trademarks, service marks and domain names that continues until May 2011. We do not have the right
to automatic renewal at the end of the license term, and consequently may be required 10 pursue a new
branding strategy which may not be as successful as the NBC brand with current or potential customers, and
which may involve significant additional expense. In addition, there are limitations and conditions to our use of
the license, which may under certain circumstances restrict us from pursuing business opportunities outside of
our current scope of operations. NBC also has the right to terminate the license prior to the end of the license
term in the event of a breach by us of the terms of the license agreement or upon certain changes of control, as
outlined in greater detail in “Business -— Strategic Relationships — ABC Trademark License Agreement”
above.

NBC and GE Equity have the ability 1o exert significant influence over us and have the right to disapprove
of certain actions by us.

As a result of their equity ownership in our company, NBC and GE Equity together are currently our
largest shareholder and have the ability to exert significant influence over actions requiring shareholder
approval, including the election of directors, adoption of equity-based compensation plans and approval of
mergers or other significant corporate events. Through the provisions in the sharcholder agreement and
certificate of designation for the preferred stock, NBC and GE Equity also have the right to disapprove of
certain major corporate actions by our company (as discussed under “Business — Strategic Relationships —
Shareholder Agreement” above). In addition, because NBC has the exclusive right to negotiate for the
distribution of our television home shopping programming, a termination of the strategic alliance with NBC
could adversely affect our ability to increase our program distribution.

Mandatory redemption of our Convertible Preferred Stock could have a material impact on our liquidity
and cash resources.

Our Class A Redeemable Convertible Preferred Stock issued to GE Equity may be redeemed upon
certain changes in control of our company and, in any event, may be redeemed in 2009 upon the ten-year
anniversary of its issuance (unless previously converted into commeon stock). If we are unable to generate
positive cash flow or obtain additional capital prior to any such redemption, the requirement that we pay cash
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in connection with such redemption may have a material impact on our liquidity and cash resources. The
aggregate redemption cost of all the Preferred Stock is $44,264,000. We ended fiscal 2006 with cash and cash
equivalents and short-term investments of $71,294,000 and no long-term debt. The Preferred Stock has a
redemption price of $8.29 per share and is convertible on a one-for-one basis into our common stock, and
accordingly, if the market value of our stock is higher than the redemption price immediately prior to the
redemption date, GE Equily may choose to convert its shares of Preferred Stock to common stock rather than
exercise its right to redemption.

Government regulation of the internet and e-commerce is evolving; unfavorable changes could adversely
affect our business.

We have made material investments in anticipation of the continuing growth of the internet as an
effective medium of commerce by merchants and shoppers. Our sales over the internet accounted for
approximately 24%, 21% and 20% of consolidated net sales during fiscal 2006, 2005 and 2004, respectively.
Additional laws and regulations may be adopted with respect to the internet or other online services, covering
such issues as user privacy, data security, advertising, pricing, content, copyrights and trademarks, access by
persons with disabilities, distribution, taxation and characteristics and quality of preducts and services. These
laws or regulations, i’ enacted, could make it more difficult for us to conduct business online, which could, in
turn, decrease the demand for our products and services and increase our cost of doing businéss through the
internet. Inherent with the internet and e-commerce is the risk of unauthorized access to confidential data,
including consumer credit card information, the risk of computer virus infection or other unauthorized acts of
electronic intrusion with the malicious intent to do damage. Although we have taken precautionary steps to
secure and protect our data network from intrusion and acis of hostility, there can be no assurance that
unauthorized access to our electronic systems will be prevented entirely,

Intense competition in the general merchandise retailing industry and particularly the live home shopping
and e-commerce sectors could limir our growth and reduce our profitability,

As a general merchandise retailer, we compete for consumer expenditures with other forms of retail
businesses, including department, discount, warchouse and specialty stores, television home shopping,
c-commerce businesses, mail order and catalog companies, and other direct sellers. The home shopping
industry is highly competitive, with the two largest competitors being HSN and QVC. QVC and HSN offer
home shopping programming similar to our programming, and are well established, reach a significantly larger
percentage of United States television households than we do, and in many markets have more favorable
channel locations than we haved. QVC is owned by Liberty Media Corp., while HSN is a wholly owned
subsidiary of InterActiveCorp. Liberty Media and InterActiveCorp are larger, more diversified and have
greater financial, marketing and distribution resources than us. The internet retailing industry is also highly
competitive, with numerous ¢-commerce wehsites competing in every product category we carry, in addition
to the websites operated by the other television home shopping companies. This competition in the internet
retailing sector makes it more challenging and expensive for us to attract new customers, retain existing .
customers and maintair. desired gross margin levels.

We may not be able to maintain its satellite services in certain situations, beyond our control, which may
cause our programming to go off the air for a period of time and incur substantial additional costs.

Our programtning is presently distributed to cable systems, full power television stations and satellite dish
owners via a leased communications satellite transponder. In the future, satellite service may be interrupted
due to a variety of circumstances beyond our control, such as satellite transponder failure, satellite fuel
depletion, governmental action, preemption by the satellite service provider and service failure. The agreement
provides us with preemptable back-up service if satellite transmission is interrupted. However, there can be no
assurance if satellite transmission is so interrupted that we will be able to utilize existing back-up transponder
or satellite capacity. In the event of any transmission interruption, we may incur substantial additional costs to
enter into new arrangements and be unable to broadcast its signal for some period of time.
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We may be subject to product liability claims for on air misrepresentations or if people or properties are
karmed by products sold by us.

Products sold by us and representations related to these products may expose us to potential liability from
claims by purchasers of such products, subject to our rights, in certain instances, to seek indemnification
against this liability from the suppliers or manufacturers of the products. In addition to potential claims of
personal injury, wrongful death or damage to personal property, the live unscripted nature of our television
broadcasting may subject us to claims of misrepresentation by our customers, the Federal Trade Commission
and state attorneys gencral. We maintain, and have generally required the manufacturers and vendors of these
products to carry, product liability and errors and omissions insurance. There can be no assurance that we will
be able to maintain this coverage or obtain additional coverage on acceptable terms, or that this insurance will
provide adequate coverage against all potential claims or even be available with respect to any particular claim.
There also can be no assurance that our suppliers will continue to maintain this insurance or that this coverage
will be adequate or available with respect to any particular claims. Product liability claims could resuit ina
material adverse impact on our financial performance.

Our ValuePay installment payment program could lead to significant unplanned credit losses if our credit
loss rate was to deteriorate.

We utilize an installment payment program called ValuePay that entitles customers to purchase
merchandise and generally pay for the merchandise in two to six equal monthly instaliments. As of February 3,
2007 and February 4, 2006, we had approximately $105 million and $77 million, respectively, due from
customers under the ValuePay instaliment program. We maintain altowances for doubtful accounts for
estimated losses resulting from the inability of our customers to make required payments. While credit losses
have historically been within our estimates for such losses, there is no guarantee that we will continue to
experience the same credit loss rate that we have in the past. A significant increase in our credit losses couid
result in a material adverse impact on our financial performance.

We place a significant reliance on technology and information management tools to run our existing
businesses, the failure of which could adversely impact our operations.

Our businesses are dependent, in part, on the use of sophisticated technology, some of which is provided
to us by third parties. These technologies include, but are not necessarily limited to, satellite based
transmission of our programming, use of the internet in relation to our on-line business, new digital technology
used to manage and supplement our television broadcast operations and a network of complex computer
hardware and software to manage an ever increasing need for information and information management tools.
The failure of any of these technologies, or our inability to have this technology supported, updated, expanded
or integrated into other technologies, could adversely impact our operations. Although we have, when possible,
developed alternative sources of technology and built redundancy into our computer networks and tools, there
can be no assurance that these efforts 1o date would protect us against all potential issues or disaster
occurrences related to the loss of any such technologies or their use.

The expansion of digital cable compression technology may adversely impact our ability to compete Sfor
television viewers.

The majority of cable operators have started to offer cable programming on a digital basis. The use of
digital compression technology provides cable companies with greater channel capacity. While greater channel
capacity increases the opportunity for us to be more widely distributed, it also may adversely impact our ability
to compete for television viewers to the extent it results in (i) higher channel position, (ii) placement of our
programming in separate programming tiers, or (iii) an expanding universe of programming choices all
competing for the same audience. We have historically experienced a higher annual sales revenue per FTE
with analog systems, as compared to digital systems. As more cable system operators move to all-digital
systems or require our programming to be carried on a digital tier, we could experience a reduction in the
growth or an absolute decline in sales per FTE, unless we are able to offset the reduction through increased
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marketing efforts, greater internet-based sales or alternative distribution channels for our television program-
ming. Such efforts may not be successful or may incur significant additional operating costs.

The unanticipated loss of one of our larger vendors could impact our sales on a temporary basis.

Historically, we have not entered into long-term supply arrangements that would require vendors to
provide products on an ongoing basis. In fiscal 2006, products purchased from one vendor accounted for
approximately 17% of our consolidated net sales. We believe that we could find alternative sources for this
vendor's products if this vendor ceased supplying merchandise; however, the unanticipated loss of any large
supplier could impact our sales on a temporary basis.

Many of our key functions are concentrated in a single location, and a natural disaster could seriously
impact our ability to operate.

Our television broadcast studios, internet operations, IT systems, merchandising team, inventory control
systems, executive offices and finance/accounting functions, among others, are centralized in our adjacent
offices at 6740 and 6690, Shady Oak Road in Eden Prairic, Minnesota. A natural disaster such as a tormado
could seriously disrupt our ability to continue or resume normal operations for some period of time. While we
have business continuity plans and emergency preparcdness protocols in place, no assurances can be given as
to how quickly we would be able to resume operations and how long it may take to return to normal
operations. We could incur substantial financial losses above and beyond what may be covered by applicable
insurance policies, and may experience a loss of customers, vendors and employees during the recovery period.

We operate with a high fixed cost base.

Qur television home shopping business operates with a high fixed cost base, primarily driven by fixed
annual fees under multi-year contracts with cable and satellite system operators to carry our programming. In
fiscal 2006, these fees aggregated approximately $112.6 million. In order to operate on a profitable basis, we
must reach and maintain sufficient annual sales revenues to cover our high fixed cost base. In the event we do
not achieve our expected sales revenue targets or experience an unanticipated decline in sales, our ability to
reduce operating expenses in the near term will be limited by the fixed cost base. In that case, our earnings and
growth prospects could be adversely affected.

Our television home shopping and internet businesses are sensitive to general economic conditions,
consumer confidence and major news events,

Our businesses are sensitive to general economic conditions affecting consumer spending. Our two major
categories of sales merchandise are jewelry and electronics, which due to their nature and relatively high price
points are more sensitive to changes in consumer demand than other product categories. Unfavorable
economic conditions and/or a loss of consumer confidence may lead to a reduction in consumer spending
generally and in home shopping specifically, and may lead to a reduction in consumer spending on the types of
merchandise we currently offer. Additionally, our television audience and sales revenuve can be significantly
impacted by major world or domestic events, which divert audience attention away from our programming.

Item 1B. Unresolved Staff Comments

None

Item 2. Properties

We own two commercial buildings occupying approximately 209,000 square feet in Eden Prairie,
Minnesota (a subuib of Minncapolis). One of the buildings is used for our corporate administrative, television
production and jewelry distribution operations. The second building has approximately 70,000 square feet of
commercial rental space, which we utilize for additional office space. We own a 262,000 squarc foot
distribution facility on a 34-acre parcel of land and lease approximately 72,000 square feet of warehouse space
in Bowling Green, Kentucky. We also lease approximately 25,000 square feet of office space for a telephone
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call center in Brooklyn Center, Minnesota, which we primarily use to fulfill our service obligations in
connection with the services agreement entered into with RLM and our own customer service operations.
Additionally, we rent transmitter site and studio locations in Boston, Massachusetts for our full power
| television station. We believe that our existing facilities are adequate to meet our current needs and that
| suitable additional or alternative space will be available as needed to accommodate expansion of operations.

ltem 3. Legal Proceedings

We arc involved from time to time in various claims and lawsuits in the ordinary course of business. In
the opinion of management, these claims and suits individually and in the aggregate have not had a material
adverse effect on our operations or consolidated financial statements.

As previously described in our annual and quarterly SEC filings, in July 2004, we commenced legal
proceedings against Navarre Corporation in state court in Minnesota seeking to enforce rights granted under a
stock purchase agreement and conversion agreement entered in 1997 as an inducement to obtain our
investment in NetRadio Corporation. On November 15, 2005, we agreed with Navarre to settle the claims we
made against Navarre and the counterclaims Navarre made against us. Under the settlement agreement
finalized in April 2006, Navarre made a cash payment to us and entered into an airtime agreement with us
whereby Navarre had the right to purchase advertising time from us during 2006.

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

No matters were submitted to our shareholders during the fourth quarter ended February 3, 2007.

PART I1

ltem 5. Market for Registrant’s Common Equity, Related Shareholder Matters and Issuer Purchases of
Equity Securities
Market Information for Common Stock

Our common stock is traded on the Nasdaq Global Market under the symbol “VVTV.” The following
table sets forth the range of high and low sales prices of the common stock as quoted by the Nasdag Global
Market for the periods indicated. :

_High Low

Fiscal 2006

First QUAITEr. . ..o vt e et a et $13.13  $11.48

Second QUAEr . .....covtiriiin o i 13.75 9.83

Third QUATTEE . . .ottt e et i 12.95 10.03

Fourth QUarter . . ... ..ottt e 14.12 11.83
Fiscal 2005

FIrst QUAarter. ..ottt e e e e 14.42 9.40

Second QUAMET ... ...\ttt i e 12.72 8.01

Third QUarier . . ...ttt e 13.51 9.24

Fourth QuUarter . ..o o ottt 13.38 9.47

Holders

As of April 2, 2007 we had approximately 550 shareholders of record.

Dividends

We have never declared or paid any dividends with respect to our capital stock. Pursuant to the
shareholder agreement we have with GE Equity, we are prohibited from paying dividends in excess of 5% of
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our market capitalization in any quarter. We currently expect to retain our earnings for the development and
cxpansion of our business and do not anticipate paying cash dividends in the foreseeable future. Any future
determination by us to pay cash dividends will be at the discretion of the board of directors and will be
dependent upon our results of operations, financial condition, any contractual restrictions then existing and
other factors deemed relevant at the time by the board of directors.

Issuer Purchases of Iiquity Securities

In August 2006, our board of directors authorized a common stock repurchase program. The program
authorizes our management, acting through an investment banking firm selected as our agent, to repurchase
up to $10 million of our common stock through August 2007 by open market purchases or negotiated
transactions at prices and amounts as we determine from time to time. We did not repurchase any shares
under our stock repurchase program in the fourth guarter of fiscal 2006. During the third quarter of fiscal
2006, we repurchased a total of 406,000 shares of common stock for a total repurchase amount of $4,682,000
at an average price of $11.54 per share. We did not repurchase any shares under any stock repurchase program
during fiscal 2005 or fiscal 2004,
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Stock Performance Graph

The graph below compares the cumulative five-year total return to our shareholders (based on
appreciation of the market price of our common stock) on an indexed basis with (i) a broad equity market
index and (ii) a peer group created by us over the same period and consisting of companies involved in various
aspects of the television home shopping, jewelry and internet retail and service industries. The presentation
compares the common stock price in the period from January 31, 2002 to February 3, 2007, to the Nasdaq
Global Market stock index and to the peer group. The total return to sharcholders of those companies
comprising the peer group are weighted according to their stock market capitalization. The companies in the
current peer group are: InterActiveCorp, the parent company of the Home Shopping Network; Liberty Media
Corporation, the parent company of QVC, a home shopping television network; Amazon.com, Inc., an on-ling:
retailer; RedEnvelope, Inc., an upscale on-line retailer; GS1 Commerce, Inc., a provider of professional
services to the on-line retail industry; Zale Corporation, a specialty jewelry retailer; and Whitchall Jewelers,
Inc., a specialty jewelry retailer. In fiscal 2006, we replaced E.W. Scripps Co., the parent company of the Shop
At Home home shopping television network from its peer group with RedEnvelope, Inc. due to E.W. Scripps
Co.’s divestiture of the Shop At Home network. The cumulative return is calculated assuming an investment
of $100 on January 31, 2002, and reinvestment of all dividends. You should not consider shareholder return
over the indicated period to be indicative of future shareholder returns.

COMPARISON OF 5§ YEAR CUMULATIVE TOTAL RETURN*
Among ValueVision Media, Inc., The NASDAGQ Composite Index
And A Peer Group

$20

50 . L .

1/31/02 131/03 1/31/04 1/31/05 2/4/086 2/3/07
——— ValuaVislon Madla, Inc. — = — NASDAQ Compasite ---@ - - Peer Group

* $100 Invested on 1/31/02 In stock or index-including relnvestment of dividends.
index calculated on month-end basis.

January 31, | January 31, | January 31, | January 31, | February 4, | February 3,

2002 2003 2004 2005 2006 2007
ValueVision Media, Inc. ............ $100.00 | $7009 | $ 9410 | § 7572 | $ 6599 | $ 65.94
Nasdaq Stock Market (U.S.) Index...| 100.00 67.88 105.70 106.89 121.35 130.43
Peer Group. ... v ovveee e iiinaenenn 100.00 84.91 125.22 115.22 110.04 119.04
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Item 6. Selected Firancial Data

The selected financial data for the five years ended February 3, 2007 have been derived from our audited
consolidated financial statements. The selected financial data presented below are qualified in their entirety by,
and should be read in conjunction with, the financial statements and notes thereto and other financial and
statistical informatior. referenced elsewhere herein including the information referenced under the caption
“Management’s Discussion and Analysis of Financiai Condition and Results of Operations.”

Statement of Operations Data:
Net sales

Net sales less cost of sales, exclusive of
depreciation and amortization(f)

Operating loss .........................
Loss from continuing operations(d) .......
Discontinued operations(e)
Per Share Data:

Net loss from continuing operations per
common share .. .....................

Net loss from continiing operations per
common share — assuming dilution . . ...

Weighted average shares outstanding:

Balance Sheet Data:

Cash and short-term investments ...... ...
Currentassets ...............couneinnn.
Properiy, equipment and other assets . ... ..
Total assets
Current liabilities
Other long-term obligations . . ............
Redecmable preferred stock. . ............
Shareholders” equity ....................

Year Ended
February 3, February 4,  January 31,  January 31,  January 31,
2007 2006(a) 2005(b) 2004(c) 2003
(In thousands, except per share data)
$767,275  $691,851 $623,634  $591,185 $540,262
267,161 238,944 204 096 209,508 192,924
(9,479) (18,646) (44,271) (7,987) (6,090)
(2,396)  (13457)  (42,719)  (8,329)  (35,753)
- (2296)  (14,882)  (3063)  (3,35T)
$ (007 § 037y $ (LITY § {023y $ (096)
$ (007) $ (037) $ (L17) $ (0.23) $ (0.96)
37,646 37,182 36,815 35,934 37,173
37,646 37,182 36,815 35934 37,173
February 3, February 4, January 31, January 31, January 3,
2007 2006 2005 2004 2003
(In thousands)
$ 71,294  $ 82350  $100,581 $127,181 $168,634
260,445 246,029 240,524 270,984 314,063
91,535 101,110 109,772 125,607 92,211
351,980 347,139 350,296 396,591 406,274
105,274 100,820 89,074 84,837 87,497
2,553 130 1,380 2,002 1,669
43,607 43,318 43,030 42,745 42,462
198,847 202,871 216,812 267,007 274,646
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Year Ended

February 3, February 4, January 31, January 31, January 31,
2007 2006 2005 2004 2003

(In thousands, except statistical data}

Other Data:

Sales margin{(f) . ............. . ......... 34.8% 34.5% 32.7% 35.4% 35.7%
Working eapital ............. ... ... ..., $155171  $145,209  $151,450  $186,147  $226,566
Current ratio . ... cvveieini e 2.5 2.4 2.7 32 36
EBITDA (as defined){g) ............... $ 16,116 $ 3,302 $(25401) § 6,762  $(28,897)
Cash Flows: ‘

Operating .....ovveeiiiiiiiiains $ 3,542 $(10,374) $(18,070) $ 3,368 § 3,666
Investing. ... et $ (1,562) $Q10,111) $ (2,304) § 23,003 § 19,185
Financing . . ........ooviiiiiiiiinnnan. $ (3,627) $ 988 $ 1,981 $§ (447) $(29,850)

(a)

(b)

(c)

(d)

(e)

(H

(g)

Results of operations for the year ended February 4, 2006 includes a $294,000 gain on the sale of a
television station. See Note 4 to the consolidated financial statements.

Results of operations for the year ended January 31, 2005 includes a non-cash charge of $1.9 million
related to the write off of deferred advertising credits. See Note 16 to the consolidated financial
statements. ’

Results of operations for the year ended January 31, 2004 include the operations of television station
WWDP TV-46 from the effective date of its acquisition, April 1, 2003. Results of operations for the year
ended January 31, 2004 also include a charge of $4.6 million related to costs associated with our chief
executive officer transition and a $4.4 million gain on the sale of television stations.

Loss from continuing operations includes a net pre-tax loss of $1.7 million from the sale and holdings of
investments and other assets in fiscal 2003 and a net pre-tax loss of $37.3 million from the sale and
holdings of investments and other assets in fiscal 2002,

Discontinued operations relate to the operations of our FanBuzz subsidiary, which were shut down in
fiscal 2005. See Notes 5 and 16 to the consolidated financial statements.

Management views net sales less cost of sales (exclusive of depreciation and amortization), or sales
margin, as an alternative operating measure because it is commonly used by management, analysts and
institutional investors in analyzing our net sales profitability. This term is not considered a measure
determined in accordance with generally accepted accounting principles, or GAAP. The comparable
GAAP measurement is gross profit, which is defined as net sales less cost of sales (inclusive of
depreciation and amortization). Our gross profit from continuing operations for fiscal 2006, 2005 and
2004 is $244.9 million, $218.4 million and $185.2 million, respectively. The percentage change year over
year under either measure is relatively consistent.

We define Earnings Before Interest, Taxes, Depreciation and Amortization, or EBITDA, as net loss from
continuing operations for the respective periods excluding depreciation and amortization expense, interest
income (expense) and income taxes. Management views EBITDA as an important alternative operating
performance measure because it is commonly used by analysts and institutional investors in analyzing the
financial performance of companies in the broadcast and television home shopping sectors. However,
EBITDA should not be construed as an alternative to operating loss or to cash flows from operating
activities (as determined in accordance with GAAP) and should not be construed as a measure of
liquidity. EBITDA, as presented, may not be comparable to similarly entitled measures reported by other
companies. Management has included the term EBITDA, before non-cash stock option expense, in its
presentation in order to maintain comparability of previously issued financial guidance and prior year's
reported results. Management also uses EBITDA, before non-cash stock option expense, to evaluate
operating performance and as a measure of performance for incentive compensation purposes.
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A reconciliation of EBITDA to its comparable GAAP measurement, net loss, follows:

Year Ended
February 3,  February 4,  Janvary 31,  Janvary 31,  January 31,
2007 2006 2005 2004 2003
{In thousands)

EBITDA, before non-cash stock option

45, 111N $17,672 $ 3302 $(25401) 3 6,762  $(28,897)
Less: non-cash stock option expense....... (1,556) — — — —
EBITDA (as defined) .................. 16,116 3,302 (25,401) 6,762 (28,897)
A reconciliation of EBITDA to net loss is

as follows:
EBITDA, asdefined .................... 16,116 3,302 (25,401) 6,762 (28,897)
Adjustments:
Depreciation and amortization............ (22,239) (20,569) (18,920) {16,399) (14,522)
Interest income .. ..... ... .. .. i 3,802 3,048 1,627 1,488 3,221
Income taxes ................ovviinnn, (75) 762 (25) (180) 4,445
Discontinued operations of FanBuzz. ... ... — {2,296) (14,882) (3,063) (3,357)
Netloss . .oveiini i, $(2,396)  $(15,753) $(537,601) $(11,392) §(39,110)

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

Introduction

| The following discussion and analysis of financial condition and results of operations is qualified by
| reference to and should be read in conjunction with the financial statements and notes thereto included

elsewhere herein.

Reform Act of 1995

Overview

Cautionary Statement for Purposes of the Safe Harbor Provisions of the Private Securities Litigation

The following Management’s Discussion and Analysis of Financial Condition and Results of Operations
and other materials 'we file with the Securities and Exchange Commission (as well as information included in
oral statements or other written statements made or to be made by us) contain certain forward-looking
statements within the meaning of the Private Securities Litigation Reform Act of 1995, These statements are
based on management’s current expectations and are accoerdingly subject to uncertainty and changes in
circumstances. Actual results may vary materially from the expectations contained herein due to various
important factors, ir.cluding (but not limited to): consumer spending and debt levels; interest rates; seasonal
variations in consumer purchasing activities; changes in the mix of products sold by us; competitive pressures
on sales; pricing and sales margins; the level of cable and satellite distribution for our programming and the
associated fees; the success of our e-commerce initiatives; the success of our strategic alliances and
relationships; our ability to manage our operating expenses successfully; risks associated with acquisitions;
changes in governmental or regulatory requirements; litigation or governmental proceedings affecting our
operations; the risks identified under “Risk Factors”,; significant public events that are difficult to predict, such
as widespread weather catasirophes or other significant television-covering events causing an interruption of
television coverage or that directly compete with the viewership of our programming; and our ability to obtain
and retain key executives and employees. Investors are cautioned that all forward-looking statements involve
risk and uncertainty and we are under no obligation {and expressly disclaims any obligation) to update or alter
our forward-locking statements whether as a result of new information, future events ar atherwise.

ValueVision Media, Inc. is an integrated direct marketing company that markets its products to
consumers through various forms of electronic media and direct-to-consumer mailings. Our operating strategy
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as a multi-channel retailer incorporates television home shopping business, internet e-commerce, direct mail
marketing and fulfiliment services. Our live 24-hour per day television home shopping programming is
distributed primarily through long-term cable and satellite affiliation agreements.

Products and Customers

Products sold on our television home shopping network and internet shopping website include jewelry,
watches, computers and other electronics, housewares, apparel, cosmetics, fitness products, giftware, col-
lectibles, seasonal items and other merchandise. Jewelry is our largest single category of merchandise,
representing 39% of television home shopping and internet net sales in fiscal 2006, 43% in fiscal 2005 and 49%
in fiscal 2004, Home products, including electronics product categories, represented approximately 37% of
television home shopping and internet net sales in fiscal 2006, 36% in fiscal 2005 and 31% in fiscal 2004.
Watches, apparel and health and beauty product categories represented approximately 24% of television home
shopping and internet net sales in fiscal 2006, 21% in fiscal 2005 and 20% in fiscal 2004. We believe that
having a broad diversity of products appeals to a broader segment of potential customers and is important to
growing our business. Our product diversification strategy is to continue to develop new product offerings
primarily in the home, apparel and accessories, cosmetics, fitness and consumer electronics categories to
supplement the existing jewelry and computer businesses. We believe that our customers are primarily women
between the ages of 35 and 55 with annual household incomes between $50,000 and $75,000 and believe our
customers make purchases based primarily on convenience, unique product offerings, value and quality of
merchandise.

Company Strategy

Our objective is to be positioned as a growing and profitable leader in multi-channel retailing in the
United States, offering consumers an entertaining, informative and interactive shopping experience. The
following strategies are being pursued to increase our revenues and profitability and grow the active customer
base, both for television sales and sales through the internet: (i) continue to diversify our mix of product
categories offered on television and the internet, in order to appeal to a broader population of potential
customers; (ii} maintain and increase the distribution of our television programming through new and
expanded agreements with cable and satellite system operators, as well as pursuing other means of reaching
customers such as through webcasting, internet videos and internet-based broadcasting networks;
(iii) increase the productivity of each hour of television programming, through a focus on television offers of
merchandise that maximizes gross margin dollars per hour and marketing efforts to increase the number of
customers within the households currently receiving our television programming; (iv) continue the growth of
our internet business through the innovative use of technology and marketing efforts, such as advanced search
techniques, personalization, internet video, affiliate agreements and internet-based auction capabilities;
(v) continue to enhance our television broadcast .quality, programming, website features and customer
support; (vi) increase the average order size through sales initiatives such as add-on sales, continuity programs
and warranty sales; and (vii) leverage the strong brand recognition of the NBC brand name.

Challenge

Our television home shopping business operates with a high fixed cost base, which is primarily due to
fixed contractual fees paid to cable and satellite operators to carry our programming. In order to attain
profitability, we must achieve sufficient sales volume through the acquisition of new customers and the
increased retention of existing customers to cover our high fixed costs. Our growth and profitability could be
adversely impacted if sales volume does not meet expectations, as we will have limited immediate capability to
reduce our fixed cable and satellite distribution operating expenses to mitigate any potential sales shortfall.

Our Competition

The direct marketing and retail businesses are highly competitive. In our television home shopping and
e-commerce operations, we compete for customers with other types of consumer retail businesses, including
traditional “brick and mortar” department stores, discount stores, warehouse stores and specialty stores; other
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television home shopping and e-commerce retailers; infomercial companies, catalog and mail order retailers
and other direct sellers.

In the competitive television home shopping sector, we compete with QVC Network, Inc, and HSN,
Inc., both of whom are substantially larger than we are in terms of annual revenues and customers, and whose
programming is carried more broadly to U.S. households than is our programming. Both QVC and HSN are
owned by large, well-capitalized parent companies in the media business, who are also expanding into related
e-commerce and weh-based businesses. The American Collectibles Network (ACN), the operator of Jewelry
Television, also competes with us for television home shopping customers in the jewelry category, and ACN
has recently acquired the assets of Shop At Home from E. W. Scripps Company and is operating a second
channel of programming in a number of non-jewelry categories, including collectible coins and knives. In
addition, there are a number of smaller niche players and startups in the television home shopping arena who
compete with us.

The e-commerce sector is also highly competitive, and we are in direct competition with numerous other
internet retailers, many of whom are larger, more well-financed and/or have a broader customer base. Certain
of our competitors in the television home shopping sector have acquired internet businesses complementary to
their existing internet sites, which may pose new competitive challenges for us. For example, the parent
company of HSN has acquired the internet search business Ask Jeeves (now known as Ask.com), and the
parent company of QVC acquired Provide Commerce, an operator of retail websites.

We anlicipate continuing competition for viewers and customers, for experienced home shepping
personnel, for distribution agreements with cable and satellite systems, and for vendors and suppliers — not
only from television home shopping companies, but also from other companies that seek to enter the home
shopping and internet retail industries, including telecommunications and cable companies, television
networks, and other established retailers. We believe that our success in the TV home shopping and
e-commerce sectors is dependent on a number of key factors, including (i) obtaining carriage on additional
cable systems on favorable terms, (ii) increasing the number of households who purchase products from us,
and (iii) increasing the dollar value of sales per customer to our existing customer base.

Results for Fiscal 2006

Consolidated net sales from continuing operations in fiscal 2006 were $767,275,000 compared to
$691,851,000 in fiscal 2005, an 11% increase. The increase in consolidated net sales from continuing
operations is directly attributable to the continued improvement in and increased saies from our television
home shopping and internet operations. Effective for fiscal 2005, the results of operations of FanBuzz have
been presented as loss from discontinued operations in the accompanying consolidated statements of
operations for all periods presented. Net sales attributed to our television home shopping and internet
operations increased 11% to $755,302,000 in fiscal 2006 from $680,592,000 in fiscal 2005. We reported an
operating loss of $9,479,000 and a net loss of $2,396,000 in fiscal 2006. We reported an operating loss of
$18,646,000 and a ret loss of $15,753,000, which included a net loss of $2,296,000 from discontinued
operations, in fiscal 2005. Operating expenses in fiscal 2006 included a $29,000 asset impairment charge.
Operating expenses in fiscal 2005 included an $82,000 charge related to employee terminations and a $294,000
gain on the sale of a television station,

Critical Accounting Policies and Estimates

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

Management believes the following critical accounting policies affect the more significant assumptions

and estimates used in the preparation of the consolidated financial statements:

e Accounts receivable. We utilize an installment payment program called ValuePay that entitles

customers to purchase merchandise and generally pay for the merchandise in two to six equal monthly
credit card installments in which we bear the risk for uncollectibility. As of February 3, 2007 and
February 4, 2006, we had approximately $105,197,000 and $77,447,000 respectively, due from
customers under the ValuePay installment program. We maintain allowances for doubtful accounts for
estimated losses resulting from the inability of its customers to make required payments. Estimates are
used in determining the allowance for doubtful accounts and are based on historical collection
expericnce, current trends, credit policy and a percentage of accounts receivable by aging category. In
determining these percentages, we review our historical write-off experience, current trends in the
credit quality of the customer base as well as changes in credit policies. While credit losses have
historically been within our expectations and the provisions established, there is no guarantee that we
will continue to experience the same credit loss rate that we have in the past or that losses will be
within current provisions. Provision for doubtful accounts receivable (primarily related to our ValuePay
program) for fiscal 2006, 2005 and 2004 were $6,065,000, $4,542.000 and $4,303,000, respectively.
Based on our fiscal 2006 bad debt experience, a one-half point increase or decrease in our bad debt
experience as a percentage of total television home shopping and internet sales would have an impact
of approximately $3.8 million on consolidated distribution and selling expense.

Inventory. We value our inventory, which consists primarily of consumer merchandise held for resale,
principally at the lower of average cost or realizable value, and reduce our balance by an allowance for
excess and obsolete merchandise. As of February 3, 2007 and February 4, 2006, we had inventory
balances of $66,622,000 and $67,844,000, respectively. We regularly review inventory quantities on
hand and record a provision for excess and obsolete inventory based primarily on a percentage of the
inventory balance as determined by its age and specific product category. In determining these
percentages, we look at our historical write-off experience, the specific merchandise categories on hand,
our historic recovery percentages on liquidations, forecasts of future product television shows and the
current market value of gold. If actual recoveries or future demand or market conditions differ from our
estimates and assumptions, additional inventory write-downs may be required in future periods.
Provision for excess and obsolete inventory for fiscal 2006, 2005 and 2004 were $2.977,000, $3,508,000
and $3,811,000, respectively. Based on our fiscal 2006 inventory write down experience, a 10% increase
or decrease in inventory write downs would have had an impact of approximately $298,000 on
consolidated net sales less cost of sales (exclusive of depreciation and amortization).

o Product returns. We record a reserve as a reduction of gross sales for anticipated product returns at

each month-end and must make estimates of potential future product returns related to current period
product revenue. Our return rates on our television and internet sales have been approximately 32% 1o
33% over the past three fiscal years. We estimate and evaluate the adequacy of our returns reserve by
analyzing historical returns by merchandise category, looking at current economic trends and changes
in customer demand and by analyzing the acceptance of new product lines. Assumptions and estimates
are made and used in connection with establishing the sales returns reserve in any accounting period.
Material differences may result in the amount and timing of revenue for any period if management’s
assumptions and estimates were significantly different from actual product return experiences.
Reserves for product returns for fiscal years 2006, 2005 and 2004 were $8,498,000, $7,658,000 and
$7,290,000, respectively. Based on our fiscal 2006 sales returns, a one-point increase or decrease in our
television and internet sales returns rate would have had an impact of approximately $4.4 million on
consolidated net sales less cost of sales (exclusive of depreciation and amortization).
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» Long-term investments. As of February 3, 2007 and February 4, 2006, we had $4,139,000 and
$1,383,000, respectively, of long-term equity investment securities of which all related to our
invesiment in RLM recorded in connection with our equity share of RLM income under the equity
method of accounting. We record an investment impairment charge when we believe an investment
has experienced a decline in value that is deemed to be other than temporary. Future adverse changes
in market conditions, or continued poor operating results of the underlying investments, could result in
significant non-operating losses or an inability 1o recover the carrying value of long-term investments
that may not be reflected in an investment’s current carrying value, thereby possibly requiring an
impairment charge in the future. While we believe that our estimaltes and assumptions regarding the
valuation of our investments are reasonable, different assumptions could have a matenial affect on our
valuations. On March 28, 2007, we sold our 12.5% ownership interest in RLM for approximately
$43.8 million. See Note 17 to the consolidated financial statements.

o FCC broadcasting license asset and goodwill. As of February 3, 2007 and February 4, 2006, we have
recorded an intangible FCC broadcasting license asset totaling $31,943,000 as a result of our
acquisition of Boston television station WWDP TV-46 in fiscal 2003. In assessing the recoverability of
our FCC broadcasting license asset, which we determined to have an indefinite life, we must make
assumptions regarding estimated projected cash flows and other factors to determine the fair value of
the related reporting unit. We performed an impairment test with respect to our FCC broadcasting
license in the fourth quarter of fiscal 2006 and determined that an impairment had not occurred. With
respect to tae FCC broadcasting license asset, the fair value of the reporting unit exceeded its carrying
value, If these estimates or related assumptions change in the future, we may be required to record
impairment charges for our indefinite life intangibles in future perfods. While we believe that our
estimates and assumptions regarding the valuation of our reporting unit are reasonable, different
assumptions or future events could materially affect our valvations. During the third quarter of fiscal
2004, we wrote off goodwill attributable to the FanBuzz acquisition totaling $9,442,000 as we had
determined that the goodwill was significanily impaired following FanBuzz's loss of its National
Hockey League contract in September 2004. See Note 16 to the consolidated financial statements. The
results of operations for FanBuzz are classified as discontinued operations in the accompanying
consolidated financial statements of operations.

+ Intangible assets. As of February 3, 2007 and February 4, 2006, we had amortizable intangible assets
totaling $13,993,000 and $18,115,000, respectively, recorded primarily as a result of warrants we issued
in conneclion with the trademark license agreement with NBC and the distribution and marketing
agreement entered into with NBC. In assessing the recoverability of our intangible assets, we must
make assumplions regarding estimated future cash flows and other factors to determine the fair value
of the respective assels and reporting units. If these estimates or related assumptions change in the
future, we may be required to record impairment charges for these assets in future periods. While we
believe that our estimates and assumptions regarding the valuation of these intangible assets are
reasonable, different assumptions or future events could materiatly affect our valuations. During fiscal
2004, we wrote off approximately $160,000 of intangible assets in connection with the FanBuzz
impairmeat. See Note 16 to the consolidated financial statements.

s Stock-based compensation. We account for stock-based compensation issued to employees in
accordance with Statement of Financial Accounting Standards No. 123(R) (revised 2004), “Share-
Based Payment” (“SFAS No. 123(R) "}, which revised SFAS No. 123, “Accounting for Stock-Based
Compensation,” and superseded APB Opinion No. 25, “Accounting for Stock Issued to Employees”
(“APB 257). This standard requires compensation costs related to all share-based payment transac-
tions to be recognized in the financial statements at fair value. The fair value of each option award is
estimated on the date of grant using the Black-Scholes option pricing model that uses assumptions for
stock volatility, option terms, risk-free interest rates and dividend yields. Expected volatilities are based
on the historical volatility of our stock. Expected term is calculated using the simplified method taking
into consideration the option’s contractual life and vesting terms. The risk-free interest rate for periods
within the contractual life of the option is based on the U.S, Treasury yield curve in effect at the time
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of grant. Expected dividend yields are not used in the fair value computations as we have never
declared or paid dividends on our common stock. While we believe that our estimates and assumptions
regarding the valuation of our share-based awards are reasonable, different assumptions could have a
material affect on our valuations. Sec Note 6, Shareholders’ Equity — Stock-Based Compensation, for
our disclosure regarding our share-based equity awards.

« Deferred taxes. We account for income taxes under the liability method of accounting whereby
income taxes are recognized during the fiscal year in which transactions enter into the determination of
financial statement income (loss). Deferred tax assets and liabilities are recognized for the expected
future tax consequences of temporary differences between the financial statement and tax basis of
assets and liabilities. Deferred tax assets and liabilities are adjusted for the effects of changes in tax
laws and rates on the date of the enactment of such laws. We assess the recoverability of our deferred
tax assets in accordance with the provisions of Statement of Financial Accounting Standards No. 109,
“Accounting for Income Taxes” (“SFAS No. 1097). In accordance with that standard, as of
February 3, 2007 and February 4, 2006, we recorded a valuation allowance of approximately
$54,663,000 and $55,244,000, respectively, for our net deferred tax assets and net operating and capital
loss carryforwards. Based on our recent history of losses, a full valuation allowance was recorded in
fiscal 2006, 2005 and 2004 and was calculated in accordance with the provisions of SFAS No. 109,
which places primary importance on our most recent operating results when assessing the need for a
valuation allowance. Although management believes that our recent operating losses were heavily
affected by a challenging retail economic environment and slowdown in consumer spending exper-
ienced by us and other merchandise retailers, we intend to maintain a full valuation allowance for our
net deferred tax assets and loss carryforwards until sufficient positive evidence exists to support reversal
of allowances.

ShopNBC Private Label and Co-Brand Credit Card Program

In the third quarter of fiscal 2006, we introduced and established a new private label and co-brand
revolving consumer credit card program. The program is made available to all qualified consumers for the
financing of purchases of products from ShopNBC and for the financing of purchases of products and services
from other non-ShopNBC retailers. The program is intended to be used by cardholders for purchases made
primarily for personal, family or household use. The issuing bank is the sole owner of the account issued under
the program and absorbs all losses associated with non-payment by cardholders. The issuing bank pays fees to
us based on the number of credit card accounts activated and on card usage. Once a customer is approved to
receive a ShopNBC private label or co-branded credit card and the card is activated, the customer is eligible
to participate in our credit card rewards program. Under the rewards program, points are earned on purchases
made with the credit cards at ShopNBC and other retailers where the co-branded card is accepted.
Cardholders who accumulate the requisite number of points are issued a $50 certificate award towards the
future purchase of ShopNBC merchandise. The certificate award expires after twelve months if unredeemed.

Discontinued FanBuzz Operations

In the second quarter of fiscal 2003, we decided to close our FanBuzz subsidiary operations and finalized
the shut down in the third quarter of fiscal 2005. FanBuzz, acquired by us in fiscal 2002, was an ¢-commerce
and fulfiliment solutions provider for a number of sports, media, entertainment and retail companies. The
decision to shut down FanBuzz was made after continued operating losses were experienced following the toss
of its National Hockey League contract in September 2004 and after a number of other FanBuzz customers
notified us in the first quarter of fiscal 2005 that they elected not to renew the term of their e-commerce
services agreements. FanBuzz ceased business operations as of October 29, 2005. The results of operations for
FanBuzz have been classified as discontinued operations in the accompanying consolidated statements of
operations for all periods presented. See Note 5 to the consolidated financial statements.
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Asset Impairments and Employee Termination Costs

During the first quarter of fiscal 20035, we recorded a non-cash impairment loss of $400,000 after receiving
notice from a number of FanBuzz customers who cither elected not 1o renew the terms of their e-commerce
services agreements or decided to terminate their agreements as permitted under the agreements. The
impairment charge is included in loss from discontinued operations in the accompanying fiscal 20035
consolidated statement of operations. During fiscal 2005, we also recorded an additional $979,000 charge and
established a related accrual primarily in connection with the downsizing of the FanBuzz operations. The
charge consisted primarily of severance pay and related benefit costs associated with the elimination of
approximately 25 -ositions. Of this charge, $897,000 is included in loss from discontinued operations in the
accompanying fiscal 2005 consolidated statement of operations.

In the third quarter of fiscal 2004, we wrote off goodwill atiributable to the FanBuzz acquisition as we had
determined that the goodwill was impaired following FanBuzz’s loss of its National Hockey League coniract
in September 200<, In addition, we also concluded that the book value of certain long-lived assets at FanBuzz
was significantly higher than their expected future cash flows and that an impairment had occurred in
accordance with SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets.”
Accordingly, we recorded a non-cash impairment loss and related charge of $11,302,000 in the third quarter of
fiscal 2004, The charges included $9,442,000 of goodwill impairment, $1,700,000 of fixed asset and capital
expenditure impairment and $160,000 of intangible asset impairment. The impairment is included in loss from
discontinued operations in the accompanying fiscal 2004 consclidated statement of operations. In addition, in
the fourth quarter of fiscal 2004, we recorded an asset impairment charge of $1,900,000 related to deferred
advertising costs in the form of television advertising credits with NBC after it was determined that we could
no longer effectively use the credits. During the third and fourth quarters of fiscal 2004, we also recorded a
$3,836,000 charge to earnings in connection with the decision to eliminate a number of positions within our
company in an eflort to streamline the corporate organization and reduce operating expenses. The charges
consisted primarily of severance pay and related benefit costs associated with the elimination of approximately
30 paositions.

Acquisitions and Dispositions

In December 2005, we completed the sale of our low power television station located in Atlanta, Georgia
for a total of $400,000. We recorded a pre-tax operating gain on the sale of this low power television station of
$294,000 in the fcurth quarter of fiscal 2005. Management believes that the sale of this station did not have a
significant impact on our ongoing operations.
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Results of Operations

The following table sets forth, for the periods indicated, certain statement of continuing operations data

expressed as a percentage of net sales.

* Includes television home shopping and internet sales only.
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Year Ended
February 3, February 4, January 31,
2007 2006 2005
Net SAlES . ..ottt et 100.0% 100.0% 100.0%
Sales MAargin .. ...ttt e i e 34.8% 34.5% 32.7%
QOperating expenses:
Distribution and selling . ... ... o o i 29.5% 30.7% 32.6%
General and administrative ... ... ... ... i 3.6% 3.6% 31.3%
Depreciation and amortization ........... ... ..o 2.9% 2.9% 3.0%
AsSet IMPAITIMENLS .« . ...t inint ittty — — 0.3%
Employee termination costs............oviieieiiiiiiiiiianns — — 0.6%
Total operating eXpenses . ..........coceuvnrroneniaiinnnnnes 36.0% 31.2% 39.8%
Operating 10SS . ........ ... . .o i (1.2)% (2% {(1.1)%
Other INCOME, MEL. ...\ttt i e e iaae i aaens 0.5% 0.4% _03%
Loss from continuing operations before income taxes and equity in
net income of affiliates. .. ........ ... .. .. .. i i (0.7Y% (2.3)% (6.8)%
INCOME fAKES . o ottt e e e -— 0.1% —
Equity in net income of affiliates ................ ... ...l 0.4% 0.2% —
Loss from continuing operations ................ ... ... ... (0.3)% {(2.0)% (6.8)%
Key Performance Metrics*
For the Twelve Months Ended
February 3, % February 4, % January 31,
2007 Change 2006 Change 2005
Program Distribution
Cable FTE's ... ... 39,288 4% 37,822 4% 36,351
Satellite FTE's ... ..cooiviiiiiiinns _ 25,923 8%  _ 24,088 13% 21,312
Total FTEs (Average 000°s) . .................. 65,211 5% 61,910 7% 57,663
Net Sales per FTE (Annualized) .............. $ 11.58 5% $ 10599 3% § 10.66
Customer Metrics
Active Customers — 12 month rolling . .......... 845,564 5% 803,607 7% 754,198
% New Customers — 2 month rolling . ......... 533% 56% 51%
% Retained Customers — 12 month rolling ...... 47% 44% 43%
Customer Penetration — 12 month rolling ....... 1.3% 1.3% 1.3%
Product Mix
Jewelry. . e 39% 43% 49%
Watches Apparel, Health & Beauty......... 24% 21% 20%
Home and Al Other .............. ... ... 37% 36% 31%
Shipped Units (000°s) ........... ..ot 4,989 1% 4,942 (1)% 5,004
Average Selling Price — Shipped Units ......... $ 21 8% § 196 9% $ 179




Program Distribution

Our television home shopping program was available to approximately 65.2 million average full time
equivalent, or FTE, households for the twelve months ended February 3, 2007, approximately 61.9 million
average FTE households for the twelve months ended February 4, 2006 and approximately 57.7 million
average FTE households for the twelve months ended January 31, 2005, Average FTE subscribers grew 5% in
fiscal 2006, resulting in a 3.3 million increase in average FTE's compared to fiscal 2005, Average FTE
subscribers grew 7% in fiscal 2005, resulting in a 4.2 million increase in average FTE’s compared to fiscal
2004. The annual increases were driven by continued strong growth in satellite distribution of our program-
ming and increased distribution of our programming on digital cable. We anticipate that our cable
programming distribution will increasingly shift towards a greater mix of digital as opposed to analog cable
tiers, both through growth of the number of digital subscribers and through cable system operators moving
programming that is carried on analog channels over to digital channels. Because of the broader universe of
programming choices available for viewers in digital systems and the higher channel placements commonly
associated with digitul tiers, the shift towards digital systems may adversely impact our ability to compete for
television viewers. Our television home shopping programming is also simulcast live 24 hours a day, 7 days a
week through our internet shopping website, www.shopnbc.com, which is not included in total FTE
households.

Ner Sales Per FTE

Net sales per FTE for fiscal 2006 increased 5%, or $0.59, per FTE compared to fiscal 2005. Net sales per
FTE for fiscal 2005 increased 3%, or $0.33, per FTE compared to fiscal 2004. The increases in fiscal 2006 and
fiscal 2005 net sales per FTE were largely the result of strong television home shopping and internet net sales
growth over each previous fiscal year, primarily in the first three quarters of fiscal 2006 and in the third and
fourth quarters of fiscal 2005, Net sales per FTE was significantly impacted in fiscal 2004 as a result of a
number of factors including the loss of a number of experienced television hosts, the effect of several severe
hurricanes that impacted areas of the East Coast during the year and a soft retail environment. In addition,
home shopping net sales growth was unfavorably affected during the second half of fiscal 2004 due to a
number of high profile television-covered special events that competed with the viewership of our program-
ming, including the 2004 Summer Clympics and the 2004 presidential election. Consistent with industry
practice, we include internet sales along with television sales in our calculation of net sales per FTE.

Customers

During fiscal 2006, we added 41,957 active customers, a 5% increase over fiscal 2005. During fiscal 2005,
we added 49,409 active customers, a 7% increase over fiscal 2004, The increase in active customers resulted
from the increase in houschold distribution, product diversification efforts and increases in marketing and
promotional efforts aimed at attracting new customers.

Customer Penetration

Customer penetration measures the total number of customers who purchased from us over the past
twelve months divided by our average FTE’s for that same period, This measure was 1.3% for each of fiscal
2006, fiscal 2005 and fiscal 2004. We include in our customer penetration calculations all of our customers
during the applicable time period, whether they became customers as a result of our television programming,
through direct-mail campaigns, or through our e-commerce marketing efforts.

Merchandise Mix

During fiscal 2006, jewelry net sales decreased from 43% of total television and internet net sales to 39%
as compared to fiscal 2005. Net sales from home products, including electronic categories, increased to 37% of
total television home shopping and internet net sales from 36% as compared to fiscal 2005 and net sales from
watches, apparel and health and beauty product categories increased to 24% of total television home shopping
and internet net sales from 21% as compared to fiscal 2005, During fiscal 2005, jewelry net sales decreased
from 49% of total television home shopping and internet net sales 10 43% as compared to fiscal 2004, Net sales
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from home products, including electronic categories, increased to 36% of total television home shopping and
internet net sales from 31% as compared to fiscal 2004 and net sales from watches, apparel and health and
beauty product categories increased to 21% of total television home shopping and internet net sales from 20%
as compared to fiscal 2004. Qur merchandise mix over the past several ycars has been moving away from our
historical reliance on jewelry and computers to a broader mix that also includes apparel, watches, health and
beauty, fitness, home and other electronic product lines. Going forward, we will be adjusting our merchandise
mix as needed in response to both customer demand and in order to maximize gross dollars per hour in our
television home shopping and internet operations. Net sales from home products, including electronic product
categories, increased as a percentage of total television home shopping and internet net sales during fiscal 2006
and fiscal 2005 primarily due to increased sales associated with consumer electronics.

Shipped Units

The number of units shipped during fiscal 2006 increased 1% from fiscal 2005 to 4,989,000 from
4,942,000, The number of units shipped during fiscal 2005 decreased 1% from fiscal 2004 to 4,942,000 from
5,004,000. The increase in shipped units during fiscal 2006 was due primarily to the overall increase in net
sales over fiscal 2005. The decrease in shipped units during fiscal 2005 was due primarily to a shift in the
product mix in the first half of fiscal 2005 to higher priced merchandise in the home and electronics categories
driven primarily by sales of consumer electronics.

Average Selling Price

Our average selling price, or ASP, per unit was $211 in fiscal 2006, an 8% increase over fiscal 2005. The
increase in the ASP in fiscal 2006 was driven by increases in price points associated primarily with watches,
electronics and apparel merchandise categories, in addition to the mix shift towards higher priced electronics
and home merchandise categories. For fiscal 2005, the average per unit selling price was $196, a 9% increase
over fiscal 2004. The increase in average selling price in fiscal 2005 was driven by increases in price points
associated with gold, silver, apparel and home merchandise categories as well as a shift in merchandise mix
from jewelry to sales of home products, particularly consumer electronics, which have higher average selling
prices.

Sales

Consolidated net sales from continuing operations, inclusive of shipping and handling revenue, for fiscal
2006 were $767,275,000 compared to $691,851,000 for fiscal 2005, an 11% increase. The increase in
consolidated net sales from continuing operations was directly attributable to continued improvement in net
sales from our television home shopping and internet operations. Net sales attributed to our television home
shopping and internet operations increased 11% to $755,302,000 for fiscal 2006 from $680,592,000 for fiscal
2005. The growth in television home shopping and internet net sales during fiscal 2006 is primarily attributable
to increased merchandise sales driven by the growth in the number of homes receiving our television
programming, higher productivity from existing homes due to increased sales per hour results achieved in the
jewelry, watches, apparel and electronics merchandise categories and a 26% increase, or $38,072,000, in
internet net sales over fiscal 2005. In addition, television and internet net sales increased due to increased
shipping and handling revenue resulting from increased sales during fiscal 2006 compared to fiscal 2005. We
intend to continue to develop our merchandising and programming strategies and increase marketing spending
with the goal of improving our television home shopping and internet sales results. While we are optimistic
that television home shopping and internet sales results will continue to improve, there can be no assurance
that our sales strategy will achieve the intended results.

Consolidated net sales from continuing operations, inclusive of shipping and handling revenue, for fiscal
2005 were $691,851,000 compared to $623,634,000 for fiscal 2004, an 11% increase. The increase in
consolidated net sales from continuing operations was directly attributable to continued improvement in net
sales from our television home shopping and internet operations. Net sales attributed to our television home
shopping and internet operations increased 11% to $680,592,000 for fiscal 2005 from $614,884,000 for fiscal
2004. The growth in the television home shopping and internet net sales is primarily attributable to increased
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merchandise sales driven by growth in the number of homes receiving our television programming and higher
productivity from existing homes due to increased sales per hour results achieved in all major merchandise
categories. In addition, television home shopping and internet net sales increased due to increased shipping
and handling revenue as a result of fewer shipping promotions in fiscal 2005 as compared to fiscal 2004. The
average number of FTE subscriber homes was 61.9 million for fiscal 2005 and 57.7 million for fiscal 2004, a
7% increase. In addition to new FTE subscriber homes, television home shopping and internet net sales
increased due to the continued addition of new customers from households already receiving our television
home shopping programming and a 15% increase, or $19,375,000, in internet net sales over fiscal 2004.

We record & reserve as a reduction of gross sales for anticipated product returns at each month-end based
upon historical product return experience. The return rates for our television home shopping and internet
operations have been approximately 32% 10 33% over the past three fiscal years and have remained relatively
stable. We continue to manage return rates and are adjusting average selling price points and product mix in
an effort to reduce the overall return rate related to our television home shopping and internet businesses.

Net Sales Less Cost of Sales (exclusive of depreciation and amortization)

Net sales less cost of sales (excluding depreciation and amortization), or sales margin, from continuing
operations for fiscal 2006 and 2005 was $267,161,000 and $238,944.000, respectively, an increase of
$28,217,000, or 12%. This increase is directly attributable to increased sales volume from our television home
shopping and internet businesses. We define sales margin as net sales less cost of sales (exclusive of
depreciation and amortization). Sales margin for fiscal 2006 was 34.8% compared to 34.5% for fiscal 2005,
The sales margin improvement for fiscal 2006 over fiscal 2005 was primarily due to the achievement of higher
merchandise margins on televiston and internet merchandise in primarily the jewelry, watches, electronics and
apparel product categories and as a result of decreased inventory obsolescence and lower promotional
discounting as a percentage of total net sales. Sales margin may not be comparable to those of other retailers,
singe some retailers include all of the costs related to their product distribution network in cost of sales,
including depreciation and amortization, while others, including us, exclude a portion of these costs from sales
margin, including them instead as either a component of distribution and selling expense or as a separate
component of operating expenses.

Net sales lzss cost of sales (exclusive of depreciation and amortization) from continuing operations for
fiscal 2005 and 2004 was $238,944,000 and $204,096,000, respectively, an increase of $34,848,000, or 17%.
The increase is directly attributable to increased sales volume from our television home shopping and internet
businesses and increases in sales margins on shipping and handling revenues. Sales margins for fiscal 2005
were 34.5% compared to 32.7% for fiscal 2004. Sales margin for fiscal 2005 increased 1.8 percentage points as
compared to gross margins of fiscal 2004 primarily due to increases in television home shopping and internet
shipping and handling margins of approximately 1.4%, as well as the achievement of higher merchandise
margins during iscal 2005. These increases reflect the negative impact of our fiscal 2004 free shipping loyalty
club which launched in February 2004, and lower promotional discounting during fiscal 2005. In addition,
sales margin also improved overall due to the achievement of higher merchandise margins in substantially all
major product categories, which was offset by a product mix shift that included greater sales in lower margin
electronic product categories during fiscal 2005.

Management views net sales less cost of sales (exclusive of depreciation and amortization), or sales
margin, as an alternative operating measure because it is commonly used by management, analysts and
institutional investors in analyzing the profitability of our company. This term is considered a non-GAAP
measure. The comparable GAAP measurement is gross profit, which is defined as net sales less cost of sales
(inclusive of depreciation and amortization). Our gross profit from continuing operations for fiscal 2006, 2005
and 2004 is $2£4.9 million, §218.4 million and $185.2 million, respectively. The percentage change year over
year under either measure is relatively consistent.
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Operating Expenses

Total operating expenses from continuing operations were $276,640,000, $257,590,000 and $248,367,000
for fiscal 2006, 2005 and 2004, respectively, representing an increase of $19,050,000, or 7%, from fiscal 2005 to
fiscal 2006, and an increase of $9,223,000, or 4%, from fiscal 2004 to fiscal 2005. Fiscal 2005 total operating
cxpenses included a charge of $82,000 recorded in connection with employee terminations and a $294,000 gain
recorded in connection with the sale of our remaining low power television station, which reduced total
operating expenses in fiscal 2005. Fiscal 2004 total operating expenses included a $1,900,000 non-cash charge
relating to a fourth quarter write down of television advertising credits and a charge of $3,836,000 recorded in
connection with management’s decision to eliminate a number of positions within our company.

Distribution and selling expense for fiscal 2006 increased $14,081,000, or 7%, to $226,450,000, or 30% of
net sales compared to $212,369,000, or 31% of net sales in fiscal 2005. Distribution and selling expense
increased over fiscal 2005 primarily due to an increase in salaries, accrued bonuses and related personnel costs
associated with hiring and retaining primarily merchandising, television production and show management
personnel and on-air talent of $3,452,000 during fiscal 2006; increased credit card and net collection fees of
$3,430,000 due to the overall increase in net sales; increased internet and direct-mail and marketing expenses
of $3,490,000 as we attempt to acquire additional customers and increase our overall penetration; increased
telemarketing and customer service costs of $3,463,000 associated with increased sales volumes and our
commitment to improve our customer service; a $724,000 contract buyout fee relating to our legacy private
label credit card agreement and increased share-based compensation expense of $778,000. These increascs
were offset by a decrease in net cable and satellite access fees of $888,000.

Distribution and selling expense for fiscal 2005 increased $9,210,000, or 5%, to $212,369,000, or 31% of
net sales compared to $203,159,000, or 33% of net sales in fiscal 2004. Distribution and selling expense
increased primarily as a result of increases in net cable access fees of $5,423,000 due to a 7% increase in the
number of average FTE subscribers over the prior year, increased costs associated with hiring and retaining
merchandising and show management personnel and on-air talent of $4,460,000 during fiscal 2005 and
increased credit card fees of $1,282,000 due to an overall decline in net sales made using the ShopNBC credit
card, which generally carries lower fees. These increases were offset by selling and distribution cxpense
decreases associated with decreased satellite rental fees of $825,000 and a prior year merchandising software
write-off totaling $868,000.

General and administration expense for fiscal 2006 increased $3,058,000, or 12%, to $27,922,000, or 4% of
net sales from continuing operations, compared to $24,864,000, or 4% of net sales from continuing operations
in fiscal 2005. General and administrative expense increased over fiscal 2005 primarily as a result of
compensation recorded refated to share-based payments of $778,000, increased salaties, accrued bonuses, and
related personnel costs of $2,982,000, information systems service fecs of $402,000 and director stock-based
compensation of $273,000, offset by decreased legal fees of $660,000 and proceeds received from a litigation
settlement totaling $300,000.

General and administration expense for fiscal 2005 increased $4,312,000, or 21%, to $24,864,000, or 4% of
net sales from continuing operations, compared to $20,552,000, or 3% of net sales from centinuing operations
in fiscal 2004. General and administrative expense increased over fiscal 2004 primarily as a result of increased
information system personnel salaries and consuiting fees and software maintenance fees of $2,069,000,
increased accrued bonuses of $1,941,000 and increased legal fees of $491,000.

Depreciation and amortization expense was $22,239,000, $20,569,000 and $18,920,000 for fiscal 2006,
2005 and 2004, respectively, representing an increase of $1,670,000, or 8%, from fiscal 2005 to fiscal 2006 and
an increase of $1,649,000, or 9%, from fiscal 2004 to fiscal 2005. Depreciation and amortization expense as a
percentage of net sales was 3% for fiscal 2006, 2005 and 2004. The dollar increases experienced durinig fiscal
2006 and fiscal 2005 are primarily due to increased depreciation and amortization as a result of assets places in
service in connection with our various application software development and functionality enhancements.
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Operating Loss

We reported an operating loss from continuing operations of $9,479,000 for fiscal 2006 compared with an
operating loss from continuing operations of $18,646,000 for fiscal 2005, an improvement of $9,167,000. Our
operating loss for fiscal 2006 improved from fiscal 2005 primarily as a result of our increase in sales margin as
described above under “Net sales less cost of sales (exclusive of depreciation and depreciation).” Offsetting
the increase in sales margin over fiscal 2005 were increases in distribution and selling expenses, particularly
(i) additional personnel costs associated with merchandising, television production, show management and
on-air talent, (ii} internet, direct-mail and marketing expenses, (iii) credit card fees and bad debt expense,
(iv) increases in general and administrative expenses recorded in connection with salaries, accrued bonuses
and information system service fees, and (v) increases in depreciation and amortizalion expense as a result of
assets placed in service in connection with our various application software development and functionality
enhancements, the details of which are discussed above. In addition, operating expenses increased over the
prior year due to the recording of noncash stock option expense totaling $1,556,000 resulting from our
adoption of SFAS No. 123(R) in the first quarter of fiscal 2006.

We reported an operating loss from continuing operations of $18,646,000 for fiscal 2005 compared with
an operating loss from continuing operations of $44,271,000 for fiscal 2004, an improvement of $25,625,000.
Operating loss for fiscal 2005 improved from fiscal 2004 primarily as a result of our increase in sales margin as
described above under “Net sales less cost of sales (exclusive of depreciation and depreciation}.” Offsetting
the increase in sales margin over fiscal 2004 were increases in distribution and selling expenses, particularly
(i) net cable access fees, (ii) additional costs associated with merchandising, show and on-air talent and credit
card fees, (ili) increases in general and administrative expenses recorded in connection with information
system personnel salaries, consulting fees and software maintenance fees, and (iv) increases in depreciation
and amortization expense as a result of assets placed in service in connection with our various application
software development and functionality enhancements, These expense increases were offset by the recording
of a $294,000 pre-tax gain following the sale of a low power television station in the fourth quarter of fiscal
2005.

Net Loss

For fiscal 2006, we reported a net loss available to common shareholders of $2,685,000, or $0.07 per basic
and diluted share, on 37,646,000 weighted average common shares outstanding. For fiscal 2005, we reported a
net loss available to common shareholders of $16,040,000, or $0.43 per basic and diluted share, on 37,182,000
weighted average common shares ocutstanding. For fiscal 2004, we reported a net loss available to common
shareholders of $57,886,000, or $1.57 per basic and diluted share, on 36,815,000 weighted average common
shares outstanding. Net loss available to common shareholders for fiscal 2006 includes the recording of
$3,006,000 of equily in earnings from RLM, a $500,000 gain on the sale of an investment, a $150,000 write-
down of a non-operating real estate asset held for sale, and interest income totaling $3,802,000 earned on our
cash and short-terin investments. Net loss available to common shareholders for fiscal 2005 includes a net loss
of $2,296,000 from. discontinued operations, a $250,000 cash dividend received from RLLM, a $256,000 write-
down of a non-operating real estate asset held for sale, the recording of $1,383,000 of equity in carnings of
RLM, a $762,000 income tax benefit, and interest income totaling $3,048,000 earned on our cash and short-
term investments. Net loss avaiiable to common shareholders for fiscal 2004 includes a net loss of $14,882,000
from discontinued operations, 8 $250,000 cash dividend received from RLM, a $300,000 write-down of a non-
operating real estate asset held for sale, and interest income of $1,627,000 earned on our cash and short-term
investments,

For fiscal 2005, 2005 and 2004, net loss reflects an income tax benefit (provision) of $(75,000), $762,000
and $(25,000), respectively, which resulted in a recorded effective tax rate of 3.2% in fiscal 2006, 4.9% in fiscal
2005 and 0% in fiscal 2004. We have recorded an income tax provision during fiscal 2006, fiscal 2005 and fiscal
2004 relating to state income taxes payable on certain income for which there is no loss carryforward benefit
available. We recorded an income tax benefit of $832,000 in the second quarter of fiscal 2005 related to the
reversal of an income tax contingency reserve that expired in the quarter and was no longer required. We have
not recorded any other income tax benefit on the losses recorded during fiscal 2006, fiscal 2005 and fiscal 2004
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due to the uncertainty of realizing income tax benefits in the future as indicated by our recording of an income
tax valuation reserve. Based on our recent history of losses, a full valuation allowance has been recorded and
was calculated in accordance with the provisions of SFAS No. 109, which places primary importance on our
most recent operating results when assessing the need for a valuation allowance. Although management
believes that our recent operating losses were heavily affected by the attendant fixed costs associated with a
significant expansion of cable homes, a challenging retail economic environment and a slowdown in consumer
spending experienced by us and other merchandise retailers, we intend to maintain a full valuation allowance
for our net deferred tax assets and net operating loss carryforwards until such point that we believe it is more
likely than not that such assets will be realized in the future.

Quarterly Results

The following summarized unaudited results of operations for the quarters in fiscal 2006 and 2005 have
been prepared on the same basis as the annual financial statements and reflect adjustments (consisting of
normal recurring adjustments) that we consider necessary for a fair presentation of results of operations for the
periods presented. Our results of operations have varied and may continue to fluctuate significantly from
quarter to quarter. Results of operations in any period should not be considered indicative of the results to be
expected for any future period.

37




First Second Third Fourth
Quarter Quarter Quarter Quaiter Total

(In thousands, except percentages and per share amounts)

Fiscal 2006:
Netsales ....................... $178,724 $186,982 $184,886 $216,683 $767275

Net sales less cost of sales
(exclusive of depreciation and

amortization) .. .. .............. 63,202 65,227 63,575 75,157 267,161
Salesmargin .................... 35.4% 34.9% 34.4% 34.7% 34.8%
Operating expensss . .............. 67,120 67,923 68,322 73,275 276,640
Operating income: (loss) .......... (3,918) (2,696) (4,747) 1,882 (9,479)
Other income, net................ 1,296 1,015 950 851 4,152
Income (loss) frem continuing

operations.. .................... (2,091) (696) (3,126) 3,517 (2,396)
Net income (loss) ............... $ (2,091) $ (696) $ (3,126) $ 3517 § (2,396)
Net income (loss) per share ....... $ (06) § (02) $§ (0% § 08§ (0D
Net income (loss} per share —

assuming dilution .............. $ (06) $ (02) § (0% $ 08 3 (07
Weighted average shares

outstanding:

Basic.......coviiiiin i, 37,679 37,736 37,628 37,484 37,646

Diluted ....................... 37,679 37,736 37,628 42,861 37,646
Fiscal 2005:

Netsales .........oeiviiinnnn.. $153,476  $169,492  $159,513  $209,370 $691,851

Net sales less cost of sales
{exclusive of depreciation and

amortization) . ................. 51,298 59,694 54,487 73,465 238,944
Sales margin .................... 33.4% 35.2% 34.2% 35.1% 34.5%
Operating expenses . . ............. 61,323 61,947 62,425 71,895 257,590
Operating income {loss) .......... (10,025) {2,253) {7,938) 1,570 {13,646)
Other income, net................ 917 487 717 923 3,044
Income (loss) from continuing

operations .. . ................... {9,114} (927) (6,845) 3,429 (13,457)
Discontinued operations . .......... (1,582) (493) (221) — (2,296)
Net income (loss) ............... $(10,696) $ (1,420) 8 (7.066) §$ 3,429 $(15,753)
Net income (loss) per share ..... .. $§ (29 3§ () § (19 % 09 3 (43)
Net income (loss) per share —

assuming dilution .............. $ (29 § (04) $§ (19 $ 08 § (43
Weighted average shares

outstanding:

Basic........... ... 0iieean. 37,077 37,102 37,120 37,427 37,182

Diluted ....................... 37,077 37,102 37,120 43,077 37,182
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Financial Condition, Liquidity and Capital Resources

As of February 3, 2007 and February 4, 2006, cash and cash equivalents and short-term investments were
$71,294,000 and $82,350,000, respectively, an $11,056,000 decrease. For fiscal 2006 working capital increased
$9.962,000 to $155,171,000 compared to working capital of $145,209,000 for fiscal 2005. The current ratio was
2.5 at February 3, 2007 compared to 2.4 at February 4, 2006.

Sources of Ligquidity

Qur principal sources of liquidity are our available cash, cash equivalents and short-term investments,
accrued interest earned from our short-term investments and our operating cash flow, which is primarily
generated from credit card receipts from sales transactions and the collection of outstanding customer
accounts receivables. The timing of customer collections made pursuant to our ValuePay installment program
and the extent to which we extend credit to our customers is important to our short-term liquidity and cash
resources. A significant increase in our accounts receivable aging or credit losses could negatively impact our
source of cash from operations in the short term. While credit losses have historically been within our
estimates for such losses, there is no guarantee that we will continue to experience the same credit loss rate
that we have had in the past. Historically, we have also been able to generate additional cash sources from the
proceeds of stock option exercises and from the sale of equity investments and other properties; however, these
sources of cash are neither relied upon nor controllable by us. We have no debt other than fixed capital lease
obligations and believe we have the ability to obtain additional financing if necessary. At February 3, 2007 and
February 4, 2006, short-term investments and cash equivalents were invested primarily in money market
funds, high quality commercial paper with original maturity dates of less than 270 days and investment grade
corporate and auction rate securities with tender option terms ranging from one month to one year. Although
management believes our short-term investment policy is conservative in nature, certain short-term invest-
ments in commercial paper can be exposed to the credit risk of the underiying companics to which they relate
and interest earned on these investments is subject to interest rate fluctuations. The maturities and tender
option terms within our investment portfolio generally range from 30 to 130 days.

Cash Requirements

Our principal use of cash is to fund our business operations, which consist primarily of purchasing
inventory for resale, funding account receivables growth in support of sales growth and funding operating
expenses, particularly our contractual commitments for cable and satellite programming and the funding of
capital expenditures. Expenditures made for property and equipment in fiscal 2006 and 2005 and for expected
future capital expenditures include the upgrade and replacement of computer software and front-end
merchandising systems, expansion of capacity to support our growing business, continued improvements and
modifications to our owned headquarter buildings and the upgrade and digitalization of television production
and transmission equipment and related computer equipment associated with the expansion of our home
shopping business and e-commerce initiatives. Historically, we have also used our cash resources for various
strategic investments and for the repurchase of stock under stock repurchase programs but are under no
obligation to continue doing so if protection of liquidity is desired. We have authorized a $10 million stock
repurchase program and have the discretion to repurchase stock under the program and make strategic
investments consistent with our business strategy.

We ended fiscal 2006 with cash and cash equivalents and short-term investments of $71,294,000, and no
long-term debt obligations. We expect future growth in working capital as revenues grow beyond fiscal 2006
but expect cash generated from operations to partially offset the expected use. We believe our existing cash
balances and our ability to raise additional financing will be sufficient to fund our obligations and
commitments as they come due on a long-term basis and sufficient to fund potential foreseeable contingencies.
These estimates are subject to business risk factors, including those identified under “Risk Factors.” In
addition to these risk factors, a significant element of uncertainty in future cash flows arises from potential
strategic investments we may make, which are inherently opportunistic and difficult to predict. We believe
existing cash balances, our ability to raise financing and the ability to structure transactions in a manner
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reflective of capital availability will be sufficient to fund any investiments while maintaining sufficient liquidity
for our normal business operations.

Total assets at February 3, 2007 were $351,980,000 compared to $347,139,000 at February 4, 2006.
Shareholders’ equity was $198,847,000 at February 3, 2007 compared to $202,871,000 at February 4, 2006, a
decrease of $4,024,000. The decrease in sharcholders’ equity from fiscal 2005 to fiscal 2006 resulted primarily
from the net loss of $2,396,000 recorded during the year, common stock repurchases of $4,699,000 and
accretion on redeemable preferred stock of $289,000. These decreases were offset by increases in shareholders’
equity of $1,901,000 related to the recording of share-based compensation and $1,459,000 primarily from
proceeds received related to the exercise of stock options. The decrease in shareholders’ equity from fiscal
2004 to fiscal 2005 resulted primarily from the net loss of $15,753,000 recorded during the year and accretion
on redeemable preferred stock of $287,000. These decreases were offset by increases in sharcholders’ equity of
$1,906,000 related to the exercise of stock options and vesting of deferred compensation of $190,000. As of
February 4, 2006, we had long-term debt obligations totaling $130,000 related to assets purchased under
capital lease arrangements.

For fiscal 2005, net cash provided by operating activities totaled $3,542,000 compared to net cash used for
operating activities of $10,374,000 in fiscal 2005 and net cash used for operating activities of $18,070,000 in
fiscal 2004. Net cash provided by operating activitics for fiscal 2006 refiects a net loss, as adjusted for
depreciation and amortization, share-based payment compensation, common stock issued to employees,
amortization of deferred revenue, gain on sale of property and investments, asset impairments and write off
charges, proceeds from RLM dividends and equity in net income of affiliates. In addition, net cash provided by
operating activities for fiscal 2006 reflects decreases in inventory, prepaid expenses and other assets, an
increase in deferred revenue, accounts payable and accrued liabilities, offset by an increase in accounts
receivable. Inventories decreased primarily as a result of our strong fourth quarter sales activity and
management’s focused effort 1o reduce overall inventory levels. Prepaid expenses decreased primarily as a
result of the timing of prepaid cable access fees. The increase in deferred revenue was primarily the result of
receiving upfront cash payments in connection with our new private label and co-branded credit card program.
The increase in accounts payable und accrued expenses is a result of increases associated with accrued salaries,
accrued cable access and marketing fees, offset primarily by amounts due to customers for returns. Accounts
receivable increased primarily due to the overall increase in net sales and specifically due to increases in sales
made utilizing extended payment terms and the timing of customer collections made under our ValuePay
installment program.

Neit cash used for operating activilies for fiscal 2005 reflects a net loss, as adjusted for depreciation and
amortization, common stock issued to employees, amortization of deferred compensation, gain on sale of
television stations, gain on sale of property and investments, asset impairment and write off charges, equity in
net income of affiliates, a noncash tax benefit recorded in fiscal 2005 and a gain on the termination of a long-
term lease associated with FanBuzz. 1n addition, net cash used for operating activities for fiscal 2005 reftects
an increase in inventories, accounts receivable and prepaid expenses and other assets, offset by an increase in
accounts payable and accrued liabilities. Inventories increased primarily in preparation for the fourth quarter
anticipated strong holiday season and as a direct result of our effort 1o diversify our product mix offerings.
Accounts receivable increased primarily due to an increase in receivables from sales utilizing extended
payment terms and the timing of customer collections under the ValuePay installment program. Prepaid
expenses and other assets increased primarily as a result of an increase in prepaid cable access fees due to the
timing of payments, an increase in deferred satellite rent, offset by a decrease in prepaid postage. The increase
in accounts payable and accrued liabilities is a direct result of the increase in inventory levels and the timing of
merchandise receipts. In addition, accounts payable and accrued liabilities increased as a result of the timing
of payments made for accrued cable access and marketing fees, offset by a decrease in accrued salaries and a
decrease in amounts due to customers for returned merchandise.

Net cash used for operating activities for fiscal 2004 reflects a net loss, as adjusted for depreciation and
amortization, common stock issued to employees, amortization of deferred compensation, loss on sale of
property and invesiments and ass¢t impairment charges recorded in fiscal 2004. In addition, net cash used for
operating activities for fiscal 2004 reflects a decrease in inventories and an increase in accounts payable and
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accrued expenses, offset by an increase in accounts receivable and prepaid expenses and other. Inventories
decreased primarily as a result of our strong fourth quarter sales activity and management’s focused effort to
reduce overall inventory levels. The increase in accounts payable and accrued expenses is a result of the timing
of payments related to long-term cable access fees, accrued severance recorded in connection with the third
quarter employee terminations and the timing of merchandise receipts. Accounts receivable increased due to
an increase in sales made utilizing extended payment terms for the ValuePay installment program and
increased credit card sales directly resulting from increased sales. Prepaid expenses and other increased
primarily as a result of our temporary acquisition of a personal residence in conjunction with an executive’s
hiring and relocation, increases in prepaid maintenance and salary contracts, postage and deferred rent offset
by a decrease in deferred television advertising costs.

We utilize an installment payment program called ValucPay that entitles customers to purchase
merchandise and generally pay for the merchandise in two to six equal monthly credit card installments. As of
February 3, 2007, we had approximately $105,197,000 due from customers under the ValuePay installment
program, compared to $77,447,000 at February 4, 2006. The increase in ValuePay receivables from fiscal 2005
is primarily the result of increased sales made utilizing extended payment terms and the general increase in
overall sales over the prior year. ValuePay was introduced many years ago to increase sales and to respond to
similar competitive programs while at the same time reducing return rates on merchandise with above average
selling prices. We record a reserve for uncollectible accounts in our financial staternents in connection with
ValuePay installment sales and intend to continue to sell merchandise using the ValuePay program.
Receivables gencrated from the ValuePay program will be funded in fiscal 2007 from our present capital
resources and future operating cash flows.

Net cash used for investing activities totaled $1,562,000 in fiscal 2006, compared 1o net cash used for
investing activities of $10,111,000 in fiscal 2005 and net cash used for investing activities of $2,304,000 in
fiscal 2004. Expenditures for property and equipment were $11,470,000 in fiscal 2006 compared to $9,750,000
in fiscal 2005 and $14,722,000 in fiscal 2004. Expenditures for property and equipment during fiscal 2006,
fiscal 2005 and fiscal 2004 primarily include capital expenditures made for the upgrade and replacement of
computer software and front-end ERP, customer care management and merchandising systems, related
computer equipment, digital broadcasting equipment and other office equipment, warehouse equipment,
production equipment and building improvements. Principal future capital expenditures are expected to
include the upgrade and replacement of various enterprise software systems, continued improvements and
modifications to our owned headquarter buildings, the expansion of warehousing capacity, the upgrade and
digitalization of television production and transmission equipment and related computer equipment associated
with the expansion of our home shopping business and e-commerce iniliatives. During fiscal 2006, we invested
$21,627,000 in various short-term investments, received proceeds of $31,035,000 from the sale of short-term
investments and received proceeds of $500,000 from the sale of an internet investment previously written off.

During fiscal 2005, we invested $80,454,000 in various short-lerm investments, received proceeds of
$79,193.000 from the sale of short-term investments, received proceeds of $400,000 in connection with the
sale of a low power television station and received proceeds of $500,000 from the sale of property and
equipment in connection with the shut down of FanBuzz.

During fiscal 2004, we invested $128,397,000 in various short-term investments, received proceeds of
$136,604,000 from the sale of short-term investments and received proceeds of $4,211,000 in connection with
a note receivable from a former officer.

Net cash used for financing activities totaled $3,627,000 in fiscal 2006 and related primarily to payments
made of $4,699,000 in conjunction with the repurchase of 406,000 shares of our common stock and payments
of long-term lease obligations of $363,000, offset by cash proceeds received of $1,435,000 from the exercise of
stock options. Net cash provided by financing activities totaled $988,000 in fiscal 2005 and related primarily to
cash proceeds received of $1,869,000 from the exercise of stock options, offset by payments of long-term
capital lease obligations of $881,000. Net cash provided by financing activities totaled $1,981,000 in fiscal
2004 and related primarily to cash proceeds received of $3,024,000 from the exercise of stock options, offset by
payments of long-term capital lease obligations of $1,043,000.
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Contractual Cash Obligations and Commitments

The following table summarizes our obligations and commitments as of February 3, 2007, and the effect
these obligations and commitments are expecied to have on our liquidity and cash flow in future periods:

Payments Due by Period (in thousands)

Less than More than

Total 1 Year 1-3 Years 3-5 Years 5 Years

Cable and satellite agreements(a) ... $344,762 $110,118  $139689 $66,672  $23,283
Employmerit agreements ........... 5,034 3,822 1,212 -— —
Operating |cases .................. 22,898 2,387 4,164 4,029 12,318
Capital leases. ..................., 141 141 — — —
Purchasc order obligations . ......... 48,875 48,875 — — —_
Total ............c. . ...t $421,710  $165,343  $145065  $70,701 $40,601

{a) Future cable and satellite payment commitments are based on subscriber levels as of February 3, 2007
and future payment commitment amounts could increase or decrease as the number of cable and satellite
subscribers increase or decrease. Under certain circumstances, operators may cancel their agreements
prior to expiration.

Impact of Inflation

We believe that inflation has not had a material impact on our results of operations for each of the fiscal
years in the thrce-year period ended February 3, 2007. We cannot assure you that inflation will not have an
adverse impact on our operating results and financial condition in future periods.

Recently Issued Accounting Pronouncements

In February 2007, the FASB issued SFAS No. 159 “The Fair Value Option for Financial Assets and
Financial Liabilities” (“SFAS No. 1597). This statement permits entities to choose to measure many
financial instruments and certain other items at fair value. The provisions of SFAS No. 159 are effective for
fiscal years beginning after November 15, 2007. We are currently evaluating the effect that the adoption of
SFAS No. 159 will have on our consolidated results of operations and financial condition.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (“SFAS No. 1577),
to establish a consistent framework for measuring fair value and expand disclosurgs on fair value measure-
ments. The provisions of SFAS No. 157 are effective for fiscal years beginning after November 15, 2007. We
are currently evaluating the effect that the adoption of SFAS No. 157 will have on our consolidated results of
operations and financial condition.

In July 2006, the FASB issued FASB Interpretation No. 48 (“FIN 48”), Accounting for Uncertainty in
Income Taxes — An interpretation of FASB Statement No. 109. FIN 48 prescribes a comprehensive model
for recognizing, measuring, presenting and disclosing in the financial siatements tax positions taken or
expected to be taken on a tax return, including a decision whether to file or not to file a tax return in a
particular jurisdiction. FIN 48 is effective for fiscal years beginning after December 15, 2006. If there are
changes in net assets as a result of the application of FIN 48, these will be accounted for as an adjustment to
retained earnirgs. We are currently assessing the impact of FIN 48 on our consolidated results of operations
and financial position.

Subsequent Event

On March 26, 2007, our wholly-owned subsidiary VVIFC and RLM entered into a rider to the existing
agreement for services (as amended) under which VVIFC provides RLM with fulfillment and certain
customer support services. The term of the agreement for services, as amended in October 2006, extends
through August 2008, Pursuant to the terms of the rider, VVIFC and RLM further agreed 1o certain changes
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to the agreement for services (as amended), including VVIFC's agreement to extend the term of the
agreement through mid-2009 if so requested by RLM.

On March 28, 2007, we entered into a membership interest purchase agreement with Polo Ralph Lauren,
NBC and certain NBC affiliates, pursuant to which we sold our 12.5% membership interest in RLM to Polo
Ralph Lauren for an aggregate purchase price of $43,750,000. The full text of the purchase agreement is
attached as an exhibit to our Current Report on Form 8-K filed with the SEC on April 3, 2007,

Concurrently with the execution of the purchase agreement, we also entered into an amendment to the
license agreement (for the limited, worldwide use of NBC trademarks, service marks, domain names and
logos), under which NBC agreed to extend the term of the license agreement to May 15, 2011 and to certain
limitations on NBC’s right to terminate the license agreement in the event of a change in control of our
company involving a financial buyer. On the same date, we also entered into an amendment to the distribution
agreement with NBC providing for a reduction in the annual affiliate relations and marketing fee paid by us to
NBC to a market rate.

Item TA. Quantitative and Qualitative Disclosures About Market Risk

We do not enter into financial instruments for trading or speculative purposes and do not currently utilize
derivative financial instruments as a hedge to offset market risk. We have held certain equity investments in
the form of common stock purchase warrants in public companies and accounted for these investments in
accordance with the provisions of SFAS No. 133. We currently do not have investments in the form of
common stock purchase warrants. Our operations are conducted primarily in the United States and as such
are notl subject to foreign currency exchange rate risk. However, some of our products are sourced
internationally and may fluctuate in cost as a result of foreign currency swings. We have no long-term debt
other than fixed capital lease obligations, and accordingly, are not significantly exposed to interest rate risk,
although changes in market interest rates do impact the level of interest income earncd on our substantial cash
and short-term investment portfolio.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

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

We have audited the accompanying consolidated balance sheets of ValueVision Media, Inc. and
Subsidiaries (the “Company”) as of February 3, 2007 and February 4, 2006 and the related consolidated
statements of operations, sharcholders’ equity and cash flows for each of the years ended February 3, 2007,
February 4, 2006 and January 31, 2005. Our audits also included Schedule I1: Valuation and Qualifying
Accounts for the years ended February 3, 2007, February 4, 2006 and January 31, 2005, included in Item 15.
These consolidated financial statements and financial statement schedule are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these consolidated financial statements
and the financial statement schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit 1o obtain reasonable
assurance about whether the consolidated financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated
financial statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in ali material respects, the
consotidated financial position of ValueVision Media, Inc. and Subsidiaries as of February 3, 2007 and
February 4, 2006, and the results of its operations and its cash flows for each of the years ended February 3,
2007, February 4, 2006 and January 31, 2005 in conformity with accounting principles generally accepted in
the United States of America. Also, in our opinion, the February 3, 2007, February 4, 2006 and January 31,
2005 financial statement schedules, when considered in relation to the basic consolidated financial statements
taken as a whole, present fairly in all material respects the information set forth therein.

As discussed in Note 2 and Note 6 to the consolidated financial statements, in fiscal 2006 the Company
changed its method of accounting for stock-based compensation.

We have also audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the effectiveness of the Company’s internal control over financial reporting as of
February 3, 2007, based on criteria established in Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission, and our report dated April 11, 2007,
expressed an unqualified opinion on management’s assessment of the effectiveness of the Company’s internal
control over financial reporting and an unqualificd opinion on the effectivencss of the Company’s internal
control over financial reporting.

/s/ DeLoitTE & ToucHE LLP

April 11, 2007
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VALUEVISION MEDIA, INC, AND SUBSIIMARIES

CONSOLIDATED BALANCE SHEETS

February 3, February 4,
2007 2006

(In thousands, except share
and per share data)

ASSETS

Current assets:
Cash and cash equivalents .. ... ... ... .. . it $ 41,496 § 43,143
Short-term INVESIMENLS . . .. ..ottt ettt 29,798 39,207
Accounts receivable, Nel .. .. ... . i 117,169 87,478
InventOrIes oo e e e e 66,622 67,844
Prepaid expenses and other. .. ... ... ... . . i 5,360 8,357
Total current @ssets . ... ... ...ttt 260,445 246,029
Property and equipment, net . ... ... e 40,107 46,958
FCC broadcasting license . .. . ... ... ... ... i iiiiiiiiiaiiiiiaannnnnn- 31,943 31,943
NBC Trademark: License Agreement, net..................cccviiieiinvinn.- 12,234 15,461
Cable distribution and marketing agreement, net .. ......................... 1,759 2,654
Investments and ofher assels ... .. ... ... it iiin it i 5,492 4,094

$ 351,980 § 347,139

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current liabilitics:

Accounts payable . .. ... L. s $ 57,196 $ 60,597
Accrued labllities .. ... ... . ... 47,709 40,223
Deferred revele . . ... ... . i e 369 —_—
Total current lHabilities .. ... ... ... . ittt e cianrr e 105,274 100,820
Other long-term obligations . . .......... ... ... it 2,553 130
Deferred reveRUE ... .. i i et et e e 1,699 —

Commitmenis and contingencies {Noies 8 and 9)

Series A Redeemable Convertible Preferred Stock, $.01 par value,
5,339,500 shares authorized; 5,339,500 shares issued and outstanding ....... 43,607 43,318

Shareholders’ equity: .
Common stock, $.01 par value, 100,000,000 shares authorized; 37,593,768 and

37,643,676 shares issued and outstanding . ... ..... ... ... .. ... .. .. ..... 376 376
Warrants to purchase 4,036,858 and 6,380,583 shares of common stock ...... 22,972 34029
Additional paid-in capital ......... . ... .. e 287,541 278,266
Deferred compensation ........ ...t tiuiiii i e — (154)
Accumulated deficit............... ... ol (112,042)  (109,646)

Total shareholders’ equity . ...... ... . .. i i 198,847 202,871

$ 351,980 $ 347,139

The accompanying notes are an integral part of these consolidated financial statements.
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VALUEVISION MEDIA, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF OPERATIONS

For the Years Ended

February 3, February 4, January 31,
2007 2006 2005
(In thousands, except share and per share data)
INEt SAIES . ittt e e $ 767275 % 691,851 $ 623,634
Cost of sales (exclusive of depreciation and amortization

shown below) .. ... . . i 500,114 452,907 419,538
QOperating (income) expenses:

Distribution and selling . . ......... ... . oo i 226,450 212,369 203,159

General and administrative . .. ... ... ... i 27,922 24,864 20,552

Depreciation and amortization ................ .. .ol 22,239 20,569 18,920

Asset impairments . ... ... ..o 29 — 1,500

Employee termination costs ............. . .....oiiiins — 82 3,836

Gain on sale of television station .. ..................... — (294) —

Total operating €Xpenses . . ... vv e iinnnrn-s 276,640 257,590 248,367
Operating 1088 .. ... . ... o i e (9,479) {18,646) (44,271)
Other income {expense):

(01173 PP 350 (4) (50)

TNEELESt TMCOIMIE . o v v v v e e e et e e e e eis enaan e aanns 3,802 3,048 1,627

Total other income {EXPENSE) . ... ... riiiarenenrans 4,152 3,044 1,577
Loss from continuing operations before income taxes and

equity in net income of affiliates . ...................... (5,327) (15,602) (42,694)

Income tax benefit (provision)................coooivn. (75) 762 (25)

Equity in net income of affiliates ... .................... 3,006 1,383 —
Loss from continuing operations .. ............. ... ... ... (2,396) (13,457) (42,719)
Discontinued operations:

Loss from discontinued FanBuzz operations, net of tax .. .. — (2,296) {14.882)
NG JOSS . ettt et et (2,396) (15,753) (57,601)
Accretion of redeemable preferred stock .................. (289) (287) (283)
Net loss available to common shareholders . ............... $  (2,685) § (16,040) $ (57,886)
Net loss per common share:

Continuing OPerations .. ...........oeeveeoereaarnssss $ (0.07) $ 037) % (1.17)

Discontinued operations ........ . ... o — (0.06) (0.40)

Nt LOSS .« oo oottt ee e $ (0.07) $ (0.43) $ {1.57)
Net loss per common share -—— assuming dilution:

Continuing Operations ...............voiiiureaainin. b (0.07) $ (0.37) % (1.17)

Discontinued operations ........... .. . i iaiiiinens — (0.06) (0.40)

NEt 0SS . o oot e e $ 007) § (0.43) % (1.57)
Weighted average number of common shares outstanding:

BaSie oottt e 37,646,162 37,181,717 36,815,044

Diluted ... e e 37,646,162 37,181,717 36,815,044

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

CONSOLIDATED STATEMENTS OF SHAREHOLDERS® EQUITY

For the Years Ended February 3, 2007, February 4, 2006 and January 31, 2005

Note

. Comion Stock Common . Receivable
Compreh Stock  Additionat From Total
Income Number of Par  Puarchase  Paid-In Deferred Former Accumulated Shaveholders
{Loss) Shares Value Warrants  Capital Compensation  Officer Deficit Equity
{In thousands, except share dafa)

Balance, January 31, 2004 .... ., 36,487,821 8365 $ 47,638 3260,100 $(646) $(4,158) § (36,292) 3267007

Netloss................u... $(57.601) (57,601) (57,601)
Increase in note receivable from

officer.................. ... _ - — - -— (53) —_— (53)
Proceeds received on notes

receivable. ... ...... ... —_ —_ — — — 4,211 — 4,211
Exercise of stock options and

commaon stock issuances ... ... 454,582 4 — 3,042 — — — 3,046
Exercise of stock purchase

WAITARLS . ... oo e iinreennns 101,509 1 (955) 955 — — — 1
Issuance of restricted stock . ..... - = — 308 (308) — — -
Restricted stock forfeited. . ... ... - - — (115) 115 — — —
Amortization of deferred

compensation ............... — - — —_ 486 - — 486
Accretion on redeemable

preferred stock .............. - = — (285) — — — {(285)
Balance, January 31, 2005 ... ... 37043912 370 46,683 264,005 (351) — (93,893) 216812

Netloss.............coovnt $(15,753) (15,753) (15,753)
Exercise of stock options and

common stock issuances .... .. 318,564 3 — 1,903 - — — 1,906
Exercise of stock purchase

WaTTAntS ... ..o eeii e 281,200 3 {5,378) 5,378 — — -— 3
Stock purchase warrants forfeited _— = (7.276) 7,276 — —_ — —
Restricted stock forfeited. ....... - - — (N 9 —_ — —
Amortization of deferred

compensation ............... _ - — — ‘190 — - 190
Accretion on redeemable

preferred stock .............. - = — (287) — — — (287}
Balance, February 4, 2006 ...... 37,643,676 376 34,029 278,266 (154) — (109,646) 202,871

Netloss.................... $ (2,396) (2,396} (2,396)
Repurchase of common stock. . .. (405,685)  (4) — (4,695} — — — (4,699}
Exercise of stock options and

common stock issuances ...... 355,777 4 —_— 1,455 —_ - —_ 1,459
Stock purchase warrants forfeited —_ —  (11,057) 11,087 — — — —
Share-based payment

compensation ............... — — — 1,901 —_ — — 1,901
Effect of accounting change

(SFAS 123R}. .............. - = — (154) 154 —_ -— —
Accretion on redeemable

preferred stock .............. - = — (289) — — — (289}
Balance, February 3, 2007 ...... 37,593,768 $376 § 22,972 §$287,541 3 — $  — ${112,042) $198,847

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

CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Years Ended

February 3, February 4, January 31,
2007 2006 2005

(In thousands)

OPERATING ACTIVITIES:
Nt 1085 . o ittt $ (2,396) $(15,753) § (57,601)

Adjustments 1o reconcile net loss to net cash (used for) provided
by operating activities:

Depreciation and amortization .. ........... oo 22,239 20,871 20,120
Share-based payment compensation ..............coooiiianns 1,901 — —
Common stock issued to employees .................oininns 24 37 22
Amortization of deferred revenue ............. ... ool (119) —_ —
Vesting of deferred compensation ............. ...l — 190 486
Gain on sale of television station .. ........ ... ... o —_ (294) —
Loss (gain) on sale of property and investments.............. (500) (250) 34
Asset impairments and writeoffs ........... ool 179 400 13,202
Equity in net income of affiliates .. ............ ...t (3,006) (1,383) —
RLM dividends ...... ... it 250 — —
Noncash lease termination benefit............. .. ... — (924) —
Noncash tax benefit. . .. .. .. .o — (832) —
Changes in operating assets and liabilities, net of businesses
acquired:
Accounts receivable . . ... .. s (29,691) (8,073) (8,239)
TNVEILLOTIES & oot v ee e e e oiin s e eiiaaee e ees 1,222 (12,941) 12,717
Prepaid expenses and other ............... ...l 3,594 (3,418) (3,417)
Deferred TEVENUE . ..ot it e e it e et icaasaacn s 2,188 — —_
Accounts payable and accrued liabilities. . ................. 7,657 11,994 4,606
Net cash (used for) provided by operating activities ... ... 3,542 (10,374) (18,070)
INVESTING ACTIVITIES:
Property and equipment additions . ............ .ol (11,470} (9,750) (14,722}
Proceeds from sale of investments and property ................ 500 500 —
Purchase of short-term investments................ . v vihen (21,627) (80,454)  (128,397)
Proceeds from sale of short-term investments .................. 31,035 79,193 136,604
Collection of note receivable from former officer ............... — —_ 4211
Proceeds from sale of television stations. ...................... — 400 —
Net cash used for investing activities .. ................. {1,562) (10,111) (2,304)
FINANCING ACTIVITIES:
Proceeds from exercise of stock options . ................ .. ... 1,435 1,869 3,024
Payments for repurchases of common stock.................... (4,699) — —_
Payment of long-term obligations ................ ..o (363) (881) (1,043)
Net cash provided by (used for) financing activities. ... ... (3,627) 988 1,981
Net decrease in cash and cash equivalents............... (1,647) (19,497) (18,393)
BEGINNING CASH AND CASH EQUIVALENTS ............. 43,143 62,640 81,033
ENDING CASH AND CASH EQUIVALENTS ................. $ 41,496 § 43,143 § 62,640

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

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended February 3, 2007, February 4, 2006, and January 31, 2005

1. The Company:

ValueVision Media, Inc. and Subsidiaries (the “Company™) is an integrated direct marketing company
that markets, sells and distributes its products directly to consumers through vartous forms of electronic media
and direct-to-consumer mailings. The Company’s operating strategy as a multi-channel retailer incorporates
television home shopping, internet e-commerce, direct mail marketing and fulfiliment services.

The Company’s t:levision home shopping business uses on-air spokespersons to market brand name
merchandise and private label consumer products at competitive prices. The Company’s live 24-hour per day
television home shopping programming is distributed primarily through long-term cable and satellite affiliation
agreements and the purchase of month-1o-month full and part-time lease agreements of cable and broadcast
television time. In addition, the Company distributes its programming through one Company-owned full
power television station in Boston, Massachusetts. The Company also complements its television home
shopping business by lhe sale of a broad array of merchandise through its internet shopping website,
www.shopnbc.com.

The Company has an exclusive license agreement with NBC Universal, Inc. (“NBC”), pursuant to
which NBC granted the Company worldwide use of an NBC-branded name and the peacock image for a ten-
year period. The Compzny rebranded its television home shopping network and companion internet shopping
website as “ShopNBC” and “ShopNBC.com,” respectively, in fiscal 2001.

The Company, through its wholly owned subsidiary, VVI Fulfillment Center, Inc. (“VVIFC”}, provides
fulfilment, warchousing, customer service and telemarketing services to Ralph Lauren Media, LLC
(“RLM™), the operator of the Polo.com e-commerce business. VVIFC also provides fulfillment and
warehousing services for the fulfillment of certain non-jewelry merchandise sold on the Company’s television
home shopping program and internet website,

2. Summary of Significant Accounting Policies:
Principles of Consolidation

The accompanying consolidated financial statements include the accounts of the Company and its wholly
owned subsidiaries. Intercompany accounts and transactions have been eliminated in consolidation.

Fiscal Year

The Company's most recently completed fiscal year ends on February 3, 2007 and such year is designated
“fiscal 2006.” The year er.ded February 4, 2006 is designated fiscal 2005 and the year ended January 31, 2005
is designated fiscal 2004. On April 29, 2003, the Company elected to change its fiscal year from a fiscal year
ending January 31 to a 52/53 week fiscal year which ends on the Saturday nearest to January 31. This change
was effective beginning with the Company’s 2005 fiscal year. The Company made this change in order to align
its fiscal year more closely io its retail seasonal merchandising plan. The change will also enhance the weekly
and monthly comparability of sales results relating to the Company’s television home-shopping business. As a
result of this fiscal year chunge, the fourth quarter of fiscal 2006 had 13 weeks compared to the fourth quarter
of fiscal 2005 which had 14 weeks, a 1.36% decrease in the number of days over fiscal 2005, In addition, fiscal
2005 had three additional days, or a 0.82% days over fiscal 2004. The change in the fiscal year was not
significant to the Company’s annual consolidated financial statements.

Revenue Recognition and Accounts Receivable

Revenue is recognized at the time merchandise is shipped or when services are provided. Shipping and
handling fees charged to customers are recognized as merchandise is shipped and are classified as revenue in
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VALUEVISION MEDIA, INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

the accompanying statements of operations in accordance with Emerging Issues Task Force (“EITF”) Issue
No. 00-10, “Accounting for Shipping and Handling Fees and Cost” (“EITF 00-10"). The Company classifies
shipping and handling costs in the accompanying statements of operations as a component of cost of sales.
Returns are estimated and provided for at the time of sale based on historical experience. Payments received
for unfilled orders are reflected as a component of accrued liabilities.

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

Accounts receivable consist primarily of amounts due from customers for merchandise sales and from
credit card companies, and are reflected net of reserves for estimated uncollectible amounts of $3,641,000 at
February 3, 2007 and $2,478,000 at February 4, 2006. The Company utilizes an installment payment program
called ValuePay that entitles customers to purchase merchandisc and generally pay for the merchandise in two
to six equal monthly credit card installments. As of February 3, 2007 and February 4, 2006, the Company had
approximately $105,197,000 and $77,447,000, respectively, of net receivables due from customers under the
ValuePay installment program. The Company maintains allowances for doubtful accounts for estimated losses
resulting from the inability of its customers to make required payments. Provision for doubtful accounts
receivable (primarily related to the Company’s ValuePay program) for the years ended February 3, 2007,
February 4, 2006 and January 31, 2005 were $6,065,000, $4,542,000 and $4,303,000, respectively.

Cost of Sales and Other Operating Expenses

Cost of sales includes primarily the cost of merchandise sold, shipping and handling costs, inbound freight
costs, excess and obsolete inventory charges and customer courtesy credits. Purchasing and receiving costs,
including costs of inspection, are included as a component of distribution and selling expense and were
approximately $11,689,000, $10,460,000 and $9,861,000 for the years ended February 3, 2007, February 4,
2006 and January 31, 2005, respectively. Distribution and selling expense consist primarily of cable and
satellite access fees, credit card fees, bad debt expense and costs associated with purchasing and receiving,
inspection, marketing and advertising, show production, website marketing and merchandising, telemarketing,
customer service, warehousing and fulfiliment. General and administrative expense consists primarily of costs
associated with executive, legal, accounting and finance, information systems and human resources depart-
ments, software and system maintenance contracts, insurance, investor and public relations and director fees.

Cash and Cash Egquivalents

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

Short-Term Investments

Short-term investments consist principally of high quality commercial paper with original maturity dates
of less than 270 days and investment grade corporate and auction rate securities with tender option terms
ranging from one month to one year. Auction rate securities are variable rate bonds tied to short-term interest
rates with maturities on the face of the securities in excess of 90 days. Auction rate securitics have interest rate
resets that occur through a modified Dutch auction, at predetermined short-term intervals, usually every 1, 7,
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28 or 35 days. Short-term investments are stated at cost, which approximates market value due to the short
maturities or the variable interests rates of these instruments. The Company maintains its short-term
investments at financial institutions in investment accounts that are not federally insured. Although
management believes the Company’s short-term investment policy is conservative in nature, certain short-
term investments in commercial paper can be exposed to the credit risk of the underlying companies to which
they relate and interest earned on these investments are subject to interest rate fluctuations. The Company has
not experienced losses in such accounts and believes it is not exposed to any significant credit risk on its short-
term investments. The average maturity of the Company’s short-term investment portfolio ranges from 30-
180 days.

The Company’s short-term investments consist of marketable equity and debt securities, which are
classified as either available-for-sale or held-to-maturity, depending on management’s investment intentions
relating to these securities. Available-for-sale securities are marked to market based upon quoted market
values of these securities, with the unrealized gains and losses, if any, net of tax, reported as a component of
accumulated other comprehensive income (loss). Realized gains and losses on the sale of available-for-sale
securities are compuied based upon initial cost adjusted for any other-than-temporary declines in fair value,
Investments categorized as held-to-maturity are carried at amorlized cost because the Company has both the
intent and ability to liold these investments until they mature. Premiums and discounts are amortized or
accreted into earnings over the life of the related available-for-sale or held-to-maturity security, Dividends or
interest income is recognized when earned. The Company owns no investments that are considered to be
trading securities.

Statement of Financial Accounting Standards WNo. 133, “Accounting for Derivative Instruments and
Hedging Activities” (“SFAS No. 133"}, establishes accounting and reporting standards requiring that
derivative instruments, as defined in the standard, be recorded in the balance sheet as either an asset or
liability measured at its fair value. SFAS No. 133 requires changes in the derivative’s fair value to be
recognized currently in earnings unless specific hedge accounting criteria are met. The Company no longer has
derivative warrant investments.

Inventories

Inventories, which consist primarily of consumer merchandise held for resale, are stated principally at the
lower of average cost or realizable value and are reflected net of obsolescence write downs of $4,431,000 at
February 3, 2007 and $3,910,000 at February 4, 2006.

Advertising Costs

Promotional advertising expenditures are expensed in the period the advertising initially takes place.
Direct response advertising costs, consisting primarily of catalog preparation, printing and postage expendi-
tures, are capitalized and amortized over the period during which the benefits are expected, generally one to
three months. The Company receives vendor allowances for the reimbursement of dircct advertising costs.
Advertising allowan:es received by the Company are recorded as a reduction of advertising expense and were
$1,125,000, $992,000 and $1,254,000 for the years ended February 3, 2007, February 4, 2006 and January 31,
2005, respectively. Advertising costs, after reflecting allowances given by vendors, totaled $18,610,000,
$14,408,000 and $14,785,000 for the years ended February 3, 2007, February 4, 2006 and January 31, 2005,
respectively, and consist primarily of contractual marketing fees paid to certain cable operators for cross
channel promotions. The Company includes advertising costs as a component of distribution and selling
expense in the Company’s consolidated statement of operations, In the fourth quarter of fiscal 2004, the
Company wrote down $1,900,000 of NBC advertising credits as they were deemed by management to be
impaired. See Note 16 for a full discussion of the Company’s fiscal 2004 asset impairments.
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Property and Equipment

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

Property and'équipr_ncnt consisted of the following:

Estimated

Useful Life February 3, February 4,

(In Years) 2007 2006
Land and improvements .......... .. .. oo — $ 3454000 § 3,455,000
Buildings and improvements ......... ... 0 5-40 18,403,000 18,109,000
Transmission and production equipment ........... 5-10 7,881,000 7,979,000
Office and warehouse equipment . ................ 3-i0 10,003,000 9,515,000
Computer hardware, software and telephone

eTe 111 7+] 141511 S 37 57,206,000 52,579,000

Leasehold improvements . .......... ... ... .. -- 3-5 3,440,000 3,515,000
Less — Accumulated depreciation and amortization (60,280,000)  (48,194,000)

$ 40,107,000 $ 46,958,000

NBC Trademark License Agreement

As discussed further in Note 15, in November 2000, the Company entered into a Trademark License
Agreement with NBC (the “License Agreement”) pursuant to which NBC granted the Company an
exclusive, worldwide license for a term of ten years to use certain NBC trademarks, service marks and domain
names to rebrand the Company’s business and corporate name on the terms and conditions set forth in the
License Agreement. In connection with the License Agreement, the Company issued to NBC warrants to
purchase 6,000,000 shares of the Company’s common stock at an exercise price of $17.375 per share (see
Note 6). In March 2001, the Company established a measurement date with respect to the License
Agreement by amending the agreement, and fixed the fair value of the trademark license asset at $32,837,000,
which is being amortized over the remaining ten-year term of the License Agreement. The Company used the
Black-Scholes option pricing model to compute the fair market value of the NBC warrants at March 12, 2001
Significant assumptions in the warrant fair value calculation included: market price of $11.00; exercise price of
$17.375; risk-free interest rate of 5.08%; volatility factor of 53.54%; and dividend yield of 0%. As of
January 31, 2003, all of the warranis were vested. In the fourth quarter of fiscal 2006, 2,000,000 of these
warrants had expired unexercised. As of February 3, 2007 and February 4, 2006, accumulated amortization
related to this asset totaled $20,603,000 and $17,376,000, respectively.

Cable Distribution and Marketing Agreement

As discussed further in Note 13, in March 1999, the Company entered into a ten-year Distribution and
Marketing Agreement with NBC, which provides that NBC shall have the exclusive right to negotiate on
behalf of the Company for the distribution of its home shopping television service. In compensation for these
services, the Company currently pays NBC an annual fee of approximately $1.8 million and issued NBC a
Distribution Warrant 1o purchase 1,450,000 shares of the Company’s common stock at an exercise price of
$8.29. The value assigned to the Distribution and Marketing Agreement and related warrant of $6,931,000 was
determined pursuant to an independent appraisal using the Black-Scholes option pricing model and is being
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amortized on a straizht-line basis over the term of the agreement. Significant assumptions used in the warrant
valuation included: market price of $9.00; exercise price of $8.29; risk-free interest rate of 5.01%; volatility
factor of 55.36%; and dividend yield of 0%. As of February 3, 2007 and February 4, 2006, accumulated
amortization relatec. to this assel totaled $5,389,000 and $4,696,000, respectively.

In fiscal 2001, the Company issued to NBC additional warrants to purchase 343,725 shares of the
Company’s common stock at an exercise price of $23.07 per share. The warrants were assigned a fair value of
$1,175,000, were immediately exercisable, and had a term of five years. In the fourth quarter of fiscal 2002, the
Company issued to NBC additional warrants to purchase 36,858 shares of the Company’s common stock at an
exercise price of $15.74 per share. The warrants were assigned a fair value of $172,000, vest over five years and
had a five-year term from the date of vesting. These warrants were issued in connection with the Distribution
and Marketing Agrzement which provides that additional warrants are to be granted at current market prices
upon the achieveraent of specific goals associated with the distribution of the Company's television
programming with respect to full-time equivalent (“FTE”) subscriber homes. The fair value assigned to these
distribution warranis were determined using the Black Scholes option pricing model and are being amortized
over the weighted average term of the new distribution agreements which range from five to seven years. As of
February 3, 2007 and February 4, 2006, total accumulated amortization related to these assets totaled
$1,130,000 and $928,000, respectively.

Goodwill and Other Intangible Assets

Statement of Financial Accounting Standards No. 142, “Goodwill and Other Intangible Assets”
(“SFAS No. 142"), addresses the financial accounting and reperting standards for the acquisition of
intangible assels outside of a business combination and for goodwill and other intangible assets subsequent to
their acquisition. This accounting standard requires that goodwill be separately disclosed from other intangible
assets in the statement of financial position, and no longer be amortized but tested for impairment annually or
whenever an event has occurred that would more likely than not reduce the fair value of the asset below its
carrying amount. Goodwill had been recorded by the Company in fiscal 2002 as a result of the acquisition of
FanBuzz, Inc. (“FanBuzz"). FanBuzz’s operations were discontinued in fiscal 2005. (See Note 5).

During the third quarter of fiscal 2004 the Company wrote ofl goodwill totaling $9,442,000 attributable to
the FanBuzz acquisition as the Company had determined that the goedwill was impaired following FanBuzz’s
loss of its National Hockey League (“NHL”) contract in September 2004.

Intangible assets have been recorded in connection with the Company’s acquisition of the ShopNBC
license and with the issuance of distributton warrants to NBC. Intangible assets have also been recorded by
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the Company as a result of the acquisition of television station WWDP TV-46. Intangible assets in the
accompanying consolidated balance sheets consists of the following:

Weighted February 3, 2007 February 4, 2006
Average Gross Gross
Life Carrying Accumulated Carrying Accumulated
(Years) Amount Amortization Amount Amortization
Amortized intangible assets:
NBC trademark license
apreement ............... 1¢ $32,837,000  $(20,603,000) $32,837,000 $(17,376,000)
Cable distribution and
marketing agreement ... ... 9.5 8,278,000 {6,519,000) 8,278,000 (5,624,000)

$41,115000  $(27,122,000) $41,115,000  $(23,000,000)

Unamortized intangible assets:
FCC broadcast license . ... ... $31,943,000 $31,943,000

Amortization expense for the NBC intangible assets was $4,122,000 for each of the years ended
February 3, 2007, February 4, 2006 and January 31, 2005, respectively. Amortization expense for FanBuzz
intangible assets for the years ended February 3, 2007, February 4, 2006 and January 31, 2005 was $-0-,
$68,000 and $433,000, respectively. Estimated amortization expense {or the succeeding five years is as follows:
$4,113,000 in fiscal 2007, $3,943,000 in fiscal 2008, $3,383,000 in fiscal 2009, $2,554,000 in fiscal 2010 and
$-0- in fiscal 2011, During the third quarter of fiscal 2004, the Company wrote off approximately $160,000 of
intangible assets in connection with a FanBuzz asset impairment. The results of operations for FanBuzz is
classified as discontinued operations in the accompanying consolidated financial statements of operations. See
Note 5 for a discussion of the discontinued operations of FanBuzz.

The FCC broadcasting license, which relates to the Company’s acquisition of television station WWDP
TV-46, is not subject to amortization as a result of its indefinite useful life. The Company tests the FCC
license asset for impairment annuaily, or more frequently if events or changes in circumstances indicate that
the asset might be impaired. There was no impairment as of February 3, 2007.

Investments and Other Assets

Investments and other assets consisted of the following:
February 3, February 4,
2006

2007
Investment in RLM .. ... .. . o i i $4,139,000 $1,383,000
Prepaid launch fees, net ... ... ..l 561,000 1,171,000
Deferred satellite rent .. ...t vt et i 672,000 1,164,000
Other, Met L. e e e 120,000 376,000

$5,492,000  $4,094,000

Prepaid launch fees represent prepaid amounts paid to cable operators upon entering into cable affiliation
agreements and prepaid satellite transponder launch fees. These fees are capitalized and amortized over the
lives of the related affiliation contracts, which range from 7-8 years.

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

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

Equity Investments

As discussed in Note 14, in February 2000, the Company entered into a strategic alliance with Polo
Ralph Lauren, NBC, NBCi and CNBC and created RLM, a joint venture formed for the purpose of bringing
the Polo Ralph Lauren American lifestyle experience 1o consumers via multiple platforms, including the
internet, broadcast, cable and print. Through fiscal 2006, the Company owned a 12.5% interest in RLM. The
Company, through VVIFC, has entered into an agreement to provide certain fulfillment and customer care
services to RLM.

The Company accounts for its ownership interest in RLM under the equity method of accounting and
adjusts its investment balance for its share of RLM income and losses each reporting period. In the fourth
quarter of fiscal 2002, the Company evaluated the carrying value of its RLM investment by evaluating the
current and forecasted financial condition of the entity, its liquidity prospects and its cash flow forecasts and by
comparing its historical operational results to plan. Through fiscal 2002, the RLM joint venture had incurred
significant operating losses since it commenced operations in November 2000 and the Company’s expectations
regarding RLM’s growth, earnings capability and ability 1o generate future positive cash flows had severely
diminished. The Company believed that based on RLM’s historic performance, future eamings and cash flow
outlook, 2002 services agreement amendment and a fiscal 2002 fourth quarter valuation analysis, an
impairment had occurred with respect to this investment and the decline in value was determined 1o be other
than temporary whereby the Company would not be able to recover the carrying amount of its investment. As
a result, the Company wrote down its RLM investment to zero in the fourth quarter of fiscal 2002. During
fiscal 2003, the Company began recording equity in net income of RLM for its equity interest in RLM after
recovering previously unrecorded losses. Total equity in net income of RLM recorded by the Company during
fiscal 2006 and 2005 was $3,006,000 and $1,383,000, respectively. In addition, the Company received cash
dividends totaling $250,000 from RLM during fiscal 2006. On March 28, 2007, the Company sold its 12.5%
ownership interest in RLM for approximately $43.8 million, See Note 17.

Accrued Liabilities

Accrued liabilities consisted of the following:

February 3, February 4,
2007 2006
Accrued cable access fE€S. .. ... e $17,960,000 $15,143,000
Accrued salaries and related .. ... ... L 11,530,000 7,030,000
Reserve for product returns . ... ... .. e 8,498,000 7,658,000
O her . e e 9,721,000 10,392 000

$47,709,000  $40,223,000

Income Taxes

The Company accounts for income taxes under the liability method of accounting in accordance with the
provisions of Statement of Financial Accounting Standards No. 109, “Accounting for Income Taxes”
(“SFAS No. 109”) whereby deferred tax assets and liabilities are recognized for the expected future tax
consequences of temporary differences between financial statement and tax basis of assets and liabilities.
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Deferred tax assets and liabilities are adjusted for the effects of changes in tax laws and rates on the date of the
enactment of such laws. The Company assesses the recoverability of its deferred tax assets in accordance with
the provisions of SFAS No. 109. In accordance with that standard, as of February 3, 2007 and February 4,
2006, the Company recorded a valuation allowance of approximately $54,663,000 and $55,244,000, respec-
tively, for its net deferred tax assets including net operating and capital loss carryforwards. Based on the
Company's recent history of losses, a full valuation allowance was recorded in fiscal 2006 and fiscal 2005 and
was calculated in accordance with the provisions of SFAS No. 109, which places primary importance on the
Company’s most recent operating results when assessing the need for a valuation allowance. Although
management believes that the Company’s recent operating losses were heavily affected by the attendant fixed
costs associated with a significant expansion of cable homes, a challenging retail economic environment and a
slowdown in consumer spending experienced by the Company and other merchandise retailers, the Company
intends to maintain a full valuation allowance for its net deferred tax assets and net operating loss
carryforwards until sufficient positive evidence exists to support reversal of the reserve. See Note 7 for
additional information regarding income taxes.

Net Loss Per Common Share

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

A reconciliation of EPS calculations under SFAS No. 128 is as follows:
For the Years Ended

February 3, February 4, Januvary 31,
2007 2006 2005
Net loss from continuing operations ............ $(2,396,000) $(13,457,000) $(42,719,000)

Weighted average number of common shares
outstanding — Basic.................. ... 37,646,000 37,182,000 36,815,000

Dilutive effect of convertible preferred stock .. ... — — —
Dilutive effect of stock options and warrants . .. .. — — —

Weighted average number of common shares

outstanding — Diluted ... .......... ... 00 37,646,000 37,182,000 36,815,000
Net loss from continuing operations per common

ShAIE .. . e $ (0.07) $ (0.37) % (1.17)
Net loss from continuing operations per common

share — assuming dilution................... $ (0.07) § (0.37) § (1.17)

In accordance with SFAS No. 128, for the years ended February 3, 2007, February 4, 2006 and
January 31, 20035, approximately 228,000, 611,000 and 1,072,000, respectively, in-the-money potentially
dilutive common share stock options and warrants and 5,340,000 shares of convertible preferred stock have
been excluded from the computation of diluted earnings per share, as required under SFAS No. 128, as the
effect of their inclusion would be anti-dilutive.
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Comprehensive Loss

The Company reports comprehensive loss in accordance with Statement of Financial Accounting
Standards No. 130, “Reporting Comprehensive Income” (“SFAS No. 1307). SFAS No. 130 establishes
standards for reporting in the financial statements all changes in equity during a period, except those resulting
from investments by and distributions to owners. For the Company, comprehensive loss represents its net loss,
Total comprehensive loss was $2,396,000, $15,753,000 and $57,601,000 for the years ended February 3, 2007,
February 4, 2006 and January 31, 2003, respectively.

Fair Value of Financial Instruments

Statement of Financial Accounting Standards No. 107, “Disclosures about Fair Value of Financial
Instruments™ (“SFAS No. 1077), requires disclosures of fair value information about financial instruments
for which it is practicable to estimate that value. In cases where quoted market prices are not available, fair
values are based on estimates using present value or other valuation techniques. Those techniques are
significantly affected by the assumptions used, including discount rate and estimates of future cash flows. In
that regard, the deriveed fair value estimates cannot be substantiated by comparison to independent markets
and, in many cases, could not be realized in immediate settlement of the instrument. SFAS No. 107 excludes
certain financial instruments and all non-financial instruments {from its disclosure requirements. Accordingly,
the aggregate fair value of amounts presented do not represent the underlying value of the Company.

The Company in estimating its fair values for financial instruments used the following methods and
assumptions:

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

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

Use of Estimates

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

Strock-Based Compensation

Effective Februzry 5, 2006, the Company adopted Statement of Financial Accounting Standards
No. 123R (revised 2004), “Share-Based Payment” (“SFAS No. 123R"), which revised SFAS No. 123,
“Accounting for Stock-Based Compensation,” and supersedes APB Opinion No. 25, “Accounting for Stock
Issued to Employees” (“APB 25”). This standard requires compensation costs related to share-based
payment transactions to be recognized in the financial statements beginning in fiscal 2006. The Company
adopted the standard using the modified prospective transition method, which requires the application of the
accounting standard to all share-based awards issued on or after the date of adoption and any outstanding
share-based awards that were issued but not vested as of the date of adoption, Accordingly, the Company did
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not restate the financial statements for periods prior to the first quarter of fiscal 2006 as a result of the adoption
but does present the disclosure-only effects of stock-based compensation. See Note 6.

In accordance with SFAS 123R, the estimated grant date fair value of each stock-based award is
recognized in income over the requisite service period (generally the vesting period). The estimated fair value
of cach option is calculated using the Black-Scholes option-pricing model. Non-vested share awards are
recorded as compensation cost over the requisite service periods based on the market value on the date of
grant.

Prior to February 5, 2006 the Company applied the recognition and measurement principles of APB 25 to
our stock options and other stock-based compensation plans as permitted pursuant to SFAS 123. in
accordance with APB 25, cost for stock-based compensation was recognized in income based on the excess, if
any, of the quoted market price of the stock at the grant date of the award or other measurement date over the
amount an employee must pay to acquire the stock. The exercise price for stock options granted to employees
equaled the fair market value of the Company’s common stock at the date of grant, thereby resulting in no
recognition of compensation expense by the Company. Non-vested share awards are recorded as compensa-
tion cost over the requisite service periods based on the market value on the date of grant. Unearned
compensation cost on non-vested share awards was shown as a reduction to shareholders’ equity.

Recently Issued Accounting Pronouncements

In February 2007, the FASB issued SFAS No. 159 “The Fair Value Option for Financial Assets and
Financial Liabilities” (“SFAS No. 159”). This statement permits entities to choose to measure many
financial instruments and certain other items at fair value. The provisions of SFAS No. 159 are effective for
fiscal years beginning after November 15, 2007. The Company is currently evaluating the effect that the
adoption of SFAS No. 159 will have on its consolidated results of operations and financial condition.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (“*SFAS No. 1577),
to establish a consistent framework for measuring fair value and expand disclosures on fair value measure-
ments. The provisions of SFAS No. 157 are effective for fiscal years beginning after November 15, 2007. The
Company is currently evaluating the effect that the adoption of SFAS No. 157 will have on its consolidated
results of operations and financial condition.

In July 2006, the FASB issued FASB Interpretation No. 48 (“FIN 48”), “Accounting for Uncertainty in
Income Taxes — an interpretation of FASB Statement No. 109.” FIN 48 prescribes a comprehensive model
for recognizing, measuring, presenting and disclosing in the financial statements tax positions taken or
expected to be taken on a tax return, inctuding a decision whether to file or not to file a tax return in a
particular jurisdiction. FIN 48 is effective for fiscal years beginning after December 15, 2006. If there are
changes in net assets as a result of the application of FIN 48, these will be accounted for as an adjustment to
retained earnings. The Company is currently assessing the impact of FIN 48 on its consolidated results of
operations and financial position.

3. ShopNBC Private Label and Co-Brand Credit Card Program:

In the third quarter of fiscal 2006, the Company introduced and established a new private label and co-
brand revolving consumer credit card program (the “Program”™). The Program is made available to all
qualified consumers for the financing of purchases of products from ShopNBC and for the financing of
purchases of products and services from other non-ShopNBC retailers. The Program is intended to be used by
cardholders for purchases made primarily for personal, family or household use. The issuing bank is the sole
owner of the account issued under the Program and absorbs losses associated with non-payment by
cardholders. The issuing bank pays fees to the Company based on the number of credit card accounts
activated and on card usage. Once a customer is approved to receive a ShopNBC private label or co-branded
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credit card and the card is activated, the customer is eligible to participate in the Company’s credit card
rewards program. Under the rewards program, points are earned on purchases made with the credit cards at
ShopNBC and other retailers where the co-branded card is accepted. Cardholders who accumulate the
requisite number of points are issued a $50 certificate award towards the future purchase of ShopNBC
merchandise. The certificate award expires after twelve months if unredeemed. The Company accounts for the
rewards program in accordance with Emerging Issues Task Force (“EITF”) issue No. 00-22, Accounting for
“Points” and Certain Other Time-Based or Volume-Based Sales Incentive Offers, and Offers for Free Products
or Services to Be Delivered in the Furure. The value of points earned is included in accrued liabilities and
recorded as a reduction in revenue as points are carned, based on the retail value of points that are projected to
be redeemed. Th: Company accounts for the Private Label and Co-Brand Credit Card Agreement in
accordance with EITF No. 00-21, Revenue Arrangements with Multiple Deliverables. In conjunction with the
signing of the ShopNBC Private Label and Co-Brand Credit Card Agreement, the Company received from
the issuing bank a non-refundable signing bonus as an incentive for the Company to enter into the agreement.
The bonus has been recorded as deferred revenue in the accompanying financial statements and is being
recognized as revenue over the term of the agreement.

4. Acquisitions and Dispositions:

In December 2003, the Company completed the sale of its low power television station located in Atlanta,
Georgia for a total of $400,000. The Company recorded a pre-tax operating gain on the sale of the low power
television station of $294,000 in the fourth quarter of fiscal 2005. Management believes that the sale of this
station did not have a significant impact on the ongoing operations of the Company.

5. Discontinued FanBuzz Operations:

In the second quarter of fiscal 2005, the Company decided to close its FanBuzz subsidiary operations and
finalized the shut down in the third quarter of fiscal 2005. FanBuzz was an e-commerce and fulfillment
solutions provider for a number of sports, media, entertainment and retail companies. The decision to shut
down FanBuzz vas made after continued operating losses were experienced following the loss of its NHL
coniract in September 2004 and after a number of other FanBuzz customers notified the Company in the first
quarter of fiscal 2005 that they elected not to renew the term of their e-commerce services agreements,
FanBuzz ceasec business operations as of October 29, 2005 and was a reporiable segment under
SFAS No. 131. The results of operations for FanBuzz have been classified as discontinued cperations in the
accompanying consolidated statements of operations for all periods presented. Net sales from discontinued
operations were $5,384,000 and $25,782,000 for the fiscal years ended February 4, 2006 and January 31, 2005,
respectively. Losses from discontinued operations were $2,296,000 and $14,882,000 for the fiscal years ended
February 4, 2006 and January 31, 20035, respectively. Gain recognized on disposal of FanBuzz in fiscal 2005
was $895,000. Tne Company’s consolidated balance sheet as of February 4, 2006 includes $357,000 in current
assets, $276,000 in current liabilities and $-0- in long-term assets and long-term liabilities related to FanBuzz.

6. Shareholders’ Equity and Redeemable Preferred Stock:

Commen Stock
The Company currently has authorized 100,000,000 shares of undesignated capital stock, of which
approximately 37,594,000 shares were issted and outstanding as common stock as of February 3, 2007. The

board of directors may establish new classes and series of capital stock by resolution without shareholder
approval.
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Dividends

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

Redeemable Preferred Stock

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

Warrants

As discussed further in Notes 2 and 15, in November 2000, the Company issued to NBC warrants to
purchase 6,000,000 shares of the Company’s common stock at an exercise price of $17.375 per share. The
warrants were issued in connection with the Company's execution of a Trademark License Agreement
pursuant to which NBC granted the Company an exclusive, worldwide license to use certain NBC trademarks,
service marks and domain names to rebrand the Company’s business and corporate name for a term of ten
years. In the fourth quarter of fiscal 2006, 2,000,000 of these warranis had expired unexercised.

As discussed further in Note 13, in fiscal 1999, the Company issued to NBC warrants to
purchase 1,450,000 shares of the Company’s commen stock at an exercise price of $8.29 per share. The
warrants were issued in connection with the Company’s execution of a Distribution and Marketing Agreement
with NBC. In conjunction with the Company’s November 2000 execution of the Trademark License
Agreement with NBC, the Company agreed to accelerate the vesting of these warrants. As of February 4,
2006, there are no longer warrants outstanding related to the fiscal 1999 Distribution and Marketing
Agreement. In fiscal 2001, the Company issued to NBC warrants to purchase 343,725 shares of the
Company’s common stock at an exercise price of $23.07 per share. These warrants expired unexercised during
fiscal 2006. In fiscal 2002, the Company issued to NBC warrants to purchase 36,858 shares of the Company’s
common stock at an exercise price of $15.74 per share. The warrants vest over five years, and have a term of
five years from the date of vesting. The additional warrants, which are currently outstanding, were issued in
connection with the Company’s Distribution and Marketing Agreement with NBC, which provides that
warrants will be granted at current market prices upon the achievement of specific goals in connection with
distribution of the Company’s television programming with respect to FTE subscriber homes.

Stock-Based Compensation

Stock-based compensation expense charged to continuing operations for fiscal 2006 related to stock
option awards was $1,556,000. The adoption of SFAS No. 123R in fiscal 2006 resulted in the recognition of
incremental pre-tax stock-based compensation expense and an increase in the year to date net loss of
$1,556,000 and a $.04 negative impact on basic and fully diluted loss per share. The Company has not
recorded any income tax benefit from the exercise of stock options due to the uncertainty of realizing income
tax benefits in the future. Additionally, the Company reclassified unearned compensation on restricted stock
awards of $154,000 to additional paid in capital. The cumulative effect adjustment for forfeitures related to
non-vested stock-based awards was not material.
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As of February 3, 2007, the Company had two active omnibus stock plans for which stock awards can be
currently granted: the 2004 Omnibus Stock Plan (as amended and restated in fiscal 2006) which provides for
the issuance of up to 4,000,000 shares of the Company’s common stock; and the 2001 Omnibus Stock Plan
which provides for the issuance of up to 3,000,000 shares of the Company's stock. These plans are
administered by the Company's Human Resources and Compensation Committee {“Compensation Commit-
tee”) and provide for awards for employees, directors and consultants. All employees and directors of the
Company or its affiliates are eligible to receive awards under the plans. The types of awards that may be
granted under these plans include restricted (unvested shares) and unrestricted stock, incentive and
nonstatutory stock options, stock appreciation rights, performance units, and other stock-based awards.
Incentive stock options may be granted to employees at such exercise prices as the Compensation Committee
may determine but not less than 100% of the fair market value of the underlying stock as of the date of grant.
No incentive stock option may be granted more than ten years after the effective date of the respective plan’s
inception or be exercisable more than ten years after the date of grant. Options granted to outside directors are
nonstatutory stocs options with an exercise price equal to 100% of the fair market value of the underlying
stock as of the date of grant. Options granted under these plans are exercisable and generally vest over three
years and generaily have contractual terms of either five years from the date of vesting or ten years from the
date of grant. Prior to the adoption of the 2004 and 2001 plans, the Company had other incentive stock option
plans in place in which stock options were granted to employees under similar vesting terms. The Company no
longer makes any further grants from these other plans. The Company has also granted non-qualified stock
options to current and former directors and certain employees with similar vesting terms.

The fair value of each option award is estimated on the date of grant using the Black-Scholes option
pricing model that uses assumptions noted in the following table. Expected volatilities are based on the
historical volatility of the Company’s stock. Expected term is calculated using the simplified method taking
into consideration the option’s contractual life and vesting terms. The risk-free interest rate for periods within
the contractual fife of the option is based on the U.S. Treasury vield curve in effect at the time of grant.
Expected dividend yields were not used in the fair value computations as the Company has never declared or
paid dividends cn its common stock and currently intends to retain earnings for use in operations.

Fiscal Fiscal Fiscal

2006 2005 2004
Expected volatility ............. .. ... ... ... ... ... 33%-35% 36% 36%
Expected torm (inmyears) .......... .. .c.coiviiiiininionn. 6 years 6 years 6 years
Risk-free interest rate. .. ... ... . . . .oiiieinnrnenn, 4.7%-5.12% 4.7% 3.8%
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A summary of the status of the Company’s stock option activity as of February 3, 2007 and changes
during the year then ended is as follows:

2004 2001 1990 1994
Incentive  Weighted Incentive Weighted Incentive  Weighted Other Non-  Weighted Executive Weighted
Stock Average Stock Average Stock Average Qualified Average Stock Average
Option Exercise Option Exercise Option Exercise Stock Exercise  Option Exercise
Plan Price Plan Price Plan Price Options Price Plan Price
Balance outstanding,
February 4, 2006. . . ... 1,776,000  $12.03  2,124000 $14.78 900,000 $18.16 2,551,000 $16.50 648,000  $16.68
Granted ,............ 120,000 12.10 140,000 1270 — — — — -_ —
Exercised ............ (41,000) 11.66 (59,000) 1242 (46,000) 10.78 {57,000) 10.76  (292,000) 3.38
Forfeited or canceled .. {121,000) 12.38 (581,000)  15.48 (392,000 1917 (656,000) 18.71 — —
Balance outstanding,
February 3 2007 ...... 1,734,000  $12.08 1,624,000 51444 462,000 $18.03 1,838,000 $15.89 356,000  $27.57
Options exercisable at:
February 3, 2007...... 1,394,000 $12.22 1,467,000 §14.64 462,000 $18.03 1,804,000 $15.98 336000 $27.57
February 4, 2006.. .. .. 1,322,000  $i239 2097000 $14.82 900,000 $18.16 2,501,000 $16.61 648,000 $16.68
Januvary 31, 2005.... .. 769,000 $12.88 1,300,000 $1547 1,036,000 $17.52 1,422,000 $17.07 748,000 $14.90
The following table summarizes information regarding stock options at February 3, 2007
Weighted Weighted
Weighted Average Weighted Average
Average Remaining Aggregate Vested or Average Remaining Aggregate
Options Exercise  Contractual Intrinsic Expected to  Exercise  Contractual Intrinsic
Option Type Quistanding Price Life (Years) Value Vest Price Life (Years) Value
2004 Incentive: ........ 1,734,000 $12.08 19 $1,078,000 1,700,000 §12.09 7.9 $1,042,000
2001 Incentive: ........ 1,624,000 $14.44 5.5 $ 85000 1,608,000 3$i1446 5.2 § 84,000
1990 Incentive: ........ 462,000 $18.03 0.7 § 26,000 462,000 $18.03 0.7 § 26,000
Other Non-qualified: ... 1,838,000 $15.89 5.2 $ 49000 1,838,000 $515.89 5.2 $ 49,000
1994 Executive:........ 356,000 $27.57 0.3 $ — 356,000 $27.57 0.3 $ —

The weighted average grant date fair value of options granted in fiscal 2006, 2005 and 2004 was $5.18,
$6.84 and $6.52, respectively. The total intrinsic value of options exercised during fiscal 2006, 2005 and 2004
was $2.984,000, $1,252,000 and $2,991,000, respectively. As of February 3, 2007, total unrecognized
compensation cost related to stock options was $2,186,000 and is expected to be recognized over a weighted
average period of approximately 1.0 year.

Prior to fiscal 2006, the Company accounted for its stock option plans under the recognition and
measurement principles of APB No. 25, and the disclosure-only provisions of SFAS 123. No employee stock
option compensation cost was reflected in the net loss, as all options granted under those plans had an exercise
price equal to the market value of the underlying common stock on the date of grant. The following table
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illustrates the effect on net loss and net loss per share if the Company had applied the fair value recognition
provisions of SFAS MNo. 123 to stock-based employee compensation:

For the Years Ended

February 4, January 31,
26 2005

Net loss available to common shareholders:
Asreported ... ... $(16,040,000) $(57,886,000)

Deduct: Total stock-based employee compensation expense
determined under fair value based method for all awards, net of

related tax efects . ... ..o e (17,591,000  (15,395,000)
Pro forma . ... .. . i $(33,631,000) $(73,281,000)
Net loss per share:
Basic:
AsTeporied . ..., $ (0.43) $ (1.57)
Proforma ... ... et (0.90) (1.99)
Diluted:
AsTeported . ... e $ (0.43) % (1.57)
Proforma .. ... ... .. . . . i (0.90) (1.99)

In December 2005, the Company’s board of directors approved the acceleration and vesting of
approximately 1,200,000 outstanding unvested stock options with an exercise price greater than $11.78 per
share as of December 19, 2005 under the Company’s stock-based incentive compensation plans. The options
affected are held by executive officers, directors and employees of the Company and have a range of exercise
prices between $11.80 and $19.26 per share and a weighted average exercise price of $15.06 per share. The
board accelerated the vesting period to eliminate the Company’s future recognition of compensation expense
associated with these out-of-the money stock options required under SFAS No. 123R, which was effective for
the Company beginning in the first quarter of fiscal 2006. As a condition of the acceleration, the Company also
imposed a holding period on shares underlying the accelerated options held by certain of its executive officers
‘requiring these officers to refrain from selling any shares acquired upon the exercise of the accelerated options
until the date on which the related options would have vested under the options’ original vesting terms.

Stock Option Tux Benefit

The exercise of certain stock options granted under the Company's stock option plans gives rise to
compensation, which is includible in the taxable income of the applicable employees and deductible by the
Company for federal and state income tax purposes. Such compensation results from increases in the fair
market value of the Company’s common stock subsequent to the date of grant of the applicable exercised
stock options ancd. is not recognized as an expense for financial accounting purposes, as the options were
originally granted at the fair market value of the Company’s commeon stock on the date of grant. The related
tax benefits will be recorded as additional paid-in capital if and when realized, and totaled $1,106,000,
$484,000 and $1,0963,000 in fiscal 2006, 2005 and 2004, respectively. The Company has not recorded the tax
benefit through paid in capital in these fiscal years, as the related tax deductions were not taken due to the
losses incurred. These benefits will be recorded in the applicable future periods.

Restricted Stock

On June 21, 2006, the Company granted a total of 40,000 shares of restricted stock from the Company’s
2004 Omnibus Stock Plan to its five non-management directors elected by the holders of the Company’s
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common stock (in contrast to the three directors elected by the holders of the Company’s preferred stock) as
part of the Company’s annual director compensation program. The restricted stock vests on the first
anniversary of the date of grant. The aggregate market value of the restricted stock at the date of award was
$468,000 and is being amortized as director compensation expense over the twelve-month vesting period. In
the second quarter of fiscal 2004, the Company awarded 25,000 shares of restricted stock 1o certain employees.
This restricted stock grant vests over different periods ranging from 17 to 53 months. The aggregate market
value of the restricted stock at the award dates was $308,000 and is being amortized as compensation expense
over the respective vesting periods. Compensation expense recorded in fiscal 2006, 2005 and 2004 relating to
restricted stock grants was $345,000, $190,000 and $486,000, respectively. As of February 3, 2007, there was
$276,000 of total unrecognized compensation cost related to non-vested restricted stock granted. That cost is
expected to be recognized over a weighted average period of 0.7 years, The total fair value of restricted stock
vested during fiscal 2006, 2005 and 2004 was $26,000, $888,000 and $672,000 respectively.

A summary of the status of the Company’s non-vested restricted stock activity as of February 3, 2007 and
changes during the nine-month period then ended is as follows:

Weighted Average
Grant Date Fair

Shares Yalue

Non-vested outstanding, February 4, 2006 ............. ... ... ..., 23,000 $12.28
Granted .. .. o e e 40,000 11.69
YT = OO U {3,000) 12.75
Forfeited ..ottt e et e e —_ —
Non-vested outstanding, February 3, 2007 .................. ... 60,000 $11.87

Common Stock Repurchase Program

In August 2006, the Company’s board of directors authorized a common stock repurchase program. The
program authorizes the Company’s management, acting through an investment banking firm selected as the
Company’s agent, to repurchase up to $10 million of the Company’s common stock through August 2007 by
open market purchases or negotiated transactions at prices and amounts as determined by the Company from
time to time. During fiscal 2006, the Company repurchased a total of 406,000 shares of common stock for a
total investment of $4,682,000 at an average price of $11.54 per share. The Company did not repurchase any
shares under its repurchase program during the fiscal years ended February 4, 2006 and January 31, 2005.
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7. Income Taxes:

The Company records deferred taxes for differences between the financial reporting and income tax bases
of assets and liabilities, computed in accordance with tax laws in effect at that time. The deferred taxes related
to such differences as of February 3, 2007 and February 4, 2006 were as follows:

February 3, February 4,
2007 2006

Accruals and reserves not currently deductible for lax purposes .. % 7,578,000 $ 6,093,000

Inventory capitalization . .......... ... ... . ... ... ... .. ..., 1,273,000 967,000
Basis differences in intangible assets .. ....................... (3,477,000) (2,643,000)
Differences in depreciation lives and methods .. ............... (5,043,000} (5,981,000)
Differences in investments and otheritems ................... 2,182,000 2,830,000
Net operating loss carryforwards . ... ... . ................. 52,150,000 53,978,000
Valuation allowance . .......... ... i it (54,663,000)  (55,244,000)
Net deferred tax asset ..., ..cvoonn i, $ — 3 —

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

Years Ended

February 3, February 4, January 31,
2007 2006 2005

O ¢ -1 1| (A $(75,000) $762,000  $(25,000)
Deferred . . ... e — — —

$(75,000) $762,000 $(25,000)

A reconciliation of the statutory tax rates to the Company’s effective tax rate is as follows:

Years Ended
February 3, February 4, January 31,
2007

2006 2005
Taxes at federal statutory rates . ........................ 35.0% 35.0% 35.0%
State income taxes, net of federal tax benefit ............. 4.1 5.2 2.0
SFAS 123(R) stock option vesting expense .............. (23.2) —_ —
Non-deductible goodwill write down . ................... — — {6.1)
Valuation allowance ....... .. ... e, (17.3) (35.3) {31.0)
Tax exempt interest . ......ooiiniiiiiii i — — 0.1
Effective tax rate on continuing operations ............... (1.4)% 4.9% 0.0%
Effective tax rate on equity in net income of affiliates . . .. ., 0.0% 0.0% 0.0%
Effective tax rate on discontinued operations ............. 0.0% 0.0% 0.0%

Based on the Company’s recent history of losses and as discussed further in Note 2, the Company has
recorded a full valuation allowance for its net deferred tax assets and net operating loss carryforwards as of
February 3, 2007 and February 4, 2006 in accordance with the provisions of SFAS No. 109. The ultimate
realization of these deferred tax assets depends on the ability of the Company to generate sufficient taxable
income and capital gains in the future. As of February 3, 2007, the Company has gross operating loss
carryforwards for Federal and State income tzx purposes of approximately $152 million and $77 million,
respectively, which begin to expire in Janvary 2022 and 2017, respectively.
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8. Commitments and Contingencies:
Cable and Satellite Affiliation Agreements

As of February 3, 2007, the Company had entered into three- to twelve-year affiliation agreements with
approximately 130 cable system operators along with the satellite companies DIRECTV and EchoStar
(DISH Network) that require each to offer the Company’s television home shopping programming on a full-
time basis over their systems. Under certain circumstances, these television operators may cancel their
agreements prior to expiration. The affiliation agreements generally provide that the Company will pay each
operator a monthly access fee and marketing support payment based upon the number of homes carrying the
Company’s television home shopping programming. For the years ended February 3, 2007, February 4, 2006
and January 31, 2005, respectively, the Company paid approximately $106,654,000, $99,857,000 and
$93,539,000 under these long-term affiliation agreements.

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

Future cable and satellite affiliation cash commitments at February 3, 2007 arc as follows:

Fiscal Year Amount

2007 . o e e e e $110,118,000
7 103,419,000
2000 . e e e i e e 36,269,000
0 1 35,818,000
2011 and therealter - .. o et 59,138,000

Employment Agreements

On December 1, 2003, the Company entered into a threc-year employment agreement with its chief
executive officer. The employment agreement specifies, among other things, the term and duties of
employment, compensation and benefits, termination of employment, severance, and non-compele restric-
tions. The employment agreement renews automatically for one-year terms on December st of each year,
unless either the chief executive officer or the Company has given notice of the intention not to renew the
agreement. No such notice was given by either party in fiscal year 2006, and accordingly the agreement was
rencwed for a one-year term until December 1, 2007.

In addition, the Company has entered into employment agreements with a number of officers and on-air
hosts of the Company for original terms ranging from 12 to 36 months. These agreements specify, among
other things, the term and duties of employment, compensation and benefits, termination of employment
(including for cause, which would reduce the Company’s total obligation under these agreements), severance
payments and non-disclosing and non-compete restrictions. The aggregate commitment for future base
compensation at February 3, 2007 was approximately $5,034,000.

Operating Lease Commitments

The Company leases certain property and equipment under non-cancelable operating lease agreements.
Property and equipment covered by such operating lease agreements include offices and warehousing facilities
at subsidiary locations, satellite transponder, office equipment and certain tower site locations.
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Future minimuin lease payments at February 3, 2007 are as follows;

Fiscal Year —Amount
200 . e e e e $ 2,387,000
2008 . . e e e e 2,156,000
200 o e e e 2,008,000
2000 e 2,012,000
200 and thereafter ... oo . e 14,335,000

Total rent expense under such agreements was approximately $2,640,000 in fiscal 2006, $2,771,000 in
fiscal 2005 and $3,608,000 in fiscal 2004,

Capital Lease Commitments

The Company leases certain computer equipment and software licenses under noncancelable capital
leases and includes these assets in property and equipment in the accompanying consolidated balance sheets.
The capitalized cost of leased assets was approximately $395,000 at February 3, 2007 and $2,084,000 at
February 4, 2006.

Future minimum lease payments for assets under capital leases at February 3, 2007 are as follows:

Fiscal Year

2007 e $ 141,000
Total minimum lease payments. .. ......... ..ottt 141,000
Less: Amounis representing interest . .. ... ...ttt i (7,000)

134,000
Less: Curment portion . . ... ...unn et e e e (134,000)
Long-term capital lease obligation ...... ... ... ... ... ... .. ... $ —

2006 Long Term Incentive Plan

In January 2006, following the approval of the Company’s board of directors, the Company established
the ValueVision Media, Inc. 2006 Long Term Incentive Plan. The purpose of the plan is to provide designated
key employees with financial incentives tied to the Company’s success in achieving challenging multi-year
financial and business goals. Management believes that the plan will assist the Company in its ability to retain
key employees, will reinforce a performance culture by rewarding measurable results over time and will tie a
meaningful portion of key employees’ total compensation to the achievement of multi-year corporate goats and
objectives.

Under the plan, for each performance period management and the compensation committee of the board
of directors establishes performance measures under the plan and targets for these measures that must be
achieved for awards under the plan. The initial performance period under the plan covers fiscal years 2006
through 2007. For this initial period, the committee determined that qualification for an incentive award under
the plan will be tied to the attainment of targets established for four specific financial and business measures at
the end of each of fiscal 2006 and fiscal 2007. These measures are: net sales; EBITDA (as defined by the
Company); net income; and gross margin dollars per hour. Awards are earned for achievement of the specific
targets for each of the four measures at the rate of up to 50% of the potential incentive award for fiscal 2006
and at the rate of up to 100% of the potential incentive award for fiscal 2007; however, the awards will not be
cumulative. The board of directors has authorized the plan to operate only for the initial performance period of
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fiscal years 2006 and 2007. The plan could be extended in future periods only upon an affirmative
determination by the board of directors.

All of the Company’s named executive officers and certain key employees designated by management
and the compensation committee of the board of directors were selected to participate in the plan for the
initial period. Each plan participant will be eligible to receive a 100% payout of their target award equal to
their base salary and annual bonus objective in the event that all of the targets set for each of the four plan
measures are fully achieved at the end of fiscal 2007, and provided that such participant remains an employee
in good standing of the Company at the time of payment under the plan, which is scheduled for carly 2008. In
the event all of the targets are not fully achieved during the performance period, the participant is eligible to
reccive a lesser amount under the plan based on the Company’s performance, however, no amount will be
awarded with respect to a plan measure unless at least 60% of the plan measure target is achieved. In the event
of early termination or inoperability of the plan due to a change in control of the Company and termination of
employment of a participant without cause by the company, the participant may receive a payment under the
plan as if all of the targets had been achieved in the initial performance period. All payments under the plan
will be made in cash. As of February 3, 2007, the Company has accrued approximately $2.6 miliion in
connection with the 2006 Long Term Incentive Program.

Change in Control and Separation Agreements

The Company has entered into change in control and separation agreements with a number of its officers
under which separation pay of up to 12 to 24 months of base salary and benefits could become payable in the
event of terminations without cause only under specified circumstances, including terminations following a
change in control (as defined in the related agreements) of the Company.

Retirement and Savings Plan

The Company maintains a qualified 401 (k) retirement savings plan covering substantially all employees.
The plan allows the Company’s employees to make voluntary contributions to the plan. The Company’s
contribution, if any, is determined annually at the discretion of the board of directors. Starting in January
1999, the Company elected to make matching contributions to the plan. The Company currently matches $.50
for every $1.00 contributed by eligible participants up to a maximum of 6% of eligible compensation. The
Company made plan contributions totaling approximately $860,000, $653,000 and $360,000 during fiscal 2006,
2005 and 2004, respectively.

9. Litigation:

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

10. Related Party Transactions:

In conjunction with its services agreement with RLM, the Company records revenue for amounts billed
to RLM for customer service, fulfillment and warchousing services. Revenues recorded from these services
were $11,973,000, $11,259,000 and $8,705,000 for the years ended February 3, 2007, February 4, 2006 and
January 31, 2005, respectively. Amounts due from RLM as of February 3, 2007 and February 4, 2006 were
$994,000 and $923,000, respectively. In the third quarter of fiscal 2006, RLM notified the Company that it
had elected to extend the term of their existing services agreement with the Company to at least August 31,
2008.
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The Company entered into an agreement with RightNow Technologies, Inc. (“RightNow™) in 2005
under which the Company purchased software applications which enable the Company to utilize certain
customer services technologies developed by RightNow. The Company’s President and Chief Executive
Officer, William J. Lansing, serves on the board of directors of RightNow. The Company made payments
totaling approximately $171,000 during fiscal 2006 and $48,000 during fiscal 2005 for this technology and
annual software maintenance fees relating to this technology and other services.

The Company entered into a Private Label Credit Card and Co-Brand Credit Card Consumer Program
Agreement with GE Money Bank for the financing of private label credit card purchases from ShopNBC and
for the financing of co-brand credit card purchases of products and services from other non-ShopNBC
retailers. GE Money Bank, the issuing bank for the program, is indirectly wholly-owned by the General
Electric Compaay (“GE"), which is also the parent company of NBC and GE Commercial Finance —
Equity. NBC and GE Commercial Finance — Equity have a substantial percentage ownership in the
Company and together have the right to select three of the nine members of the Company’s board of directors.

The Company and NBC are partners in a ten-year Distribution and Marketing Agreement dated
March 8, 1999 that provides that NBC shall have the exclusive right to negotiate on behalf of the Company
for the distribution of its home shopping television programming service. As compensation for these services,
the Company currently pays NBC an annual fee of approximately $1.8 million. As of February 3, 2007 the
Company has accrued approximately $151,000 in connection with this distribution agreement with NBC.

11. Supplemental Cash Flow Information:

Supplemental cash flow information and noncash investing and financing activities were as follows:
For the Years Ended

February 3, February 4, January 31,
2007 2006 2005
Supplemental cash flow information:
Interestpaid ...... ... . . $ -33,000 § 120,000 $198,000
Income 1axes Paid . ..........uennnnniiieainins. $ 66000 $ 71,000 §$ 77,000
Supplemental non-cash investing and financing
activities: :
Common stock purchase warrants forfeited ......... $11,057,000 $7,276,000 § —
Exercise of common stock purchase warrants. ....... h —  $5,378,000  $955,000
Restricted stock award. . ........... .ot $ 468,000 § —  $308,000
Restricted stock forfeited ...... ... ... .......... $ — $ 9000 $115,000
Proper:y and equipment purchases included in
accounts payable ... ... . ... ... ... .. ... L. $ 98000 $ 883,000 $296,000
Equipment purchases under capital lease ........... 3 — § 258000 % —
Noncash reduction of capital lease obligation from
FanBuzz capital lease termination ............... $ — $ 924000 % —
Accretion of redeemable preferred stock ... ... .. ... $ 289,000 $ 287,000  $285000
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12. Segment Disclosures and Retated Information:

Statement of Financial Accounting Standards No. 131, “Disclosures about Segments of an Enterprise
and Related Information” (“SFAS No. 1317), requires the disclosure of certain information about operating
segments in financial statements. The Company’s reportable segments are based on the Company’s method of
internal reporting. The Company’s primary business segment is its electronic media segment, which consists
primarily of the Company’s television home shopping business and internet shopping website business,
Management has reviewed the provisions of SFAS No. 131 and has determined that the Company’s television
and internet home shopping businesses meet the aggregation criteria as outlined in SFAS No. 131 since these
two businesses have similar customers, products, economic characteristics and sates processes. Products sold
through the Company’s electronic media segment primarily include jewelry, watches, computers and other
electronics, housewares, apparel, health and beauty aids, fitness products, giftware, collectibles, seasonal items
and other merchandise. The Company’s segments currently operate in the United States and no one customer
represents more than 5% of the Company’s overall revenue. The accounting policies of the Company’s
segments are the same as those described in the summary of significant accounting policies in Note 2. There
are no material intersegment product sales. Segment information included in the consolidated balance sheets
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as of February 3, 2007, February 4, 2006 and January 31, 2005 and included in the consolidated statements of
operations for the years then ended is as follows (in thousands):

Years Ended

February 3, 2007
Revenues.............
Operating income (loss)

Depreciation and
amortization ........

Interest income
(expense)

Income taxes..........
Net income (loss) ... ..
Identifiable assets . .. ...
Capital expenditures. ...

February 4, 2006
Revenues ..., .........
Operating income (12ss)

Depreciation and
amortization ........

Interest income
(expense)

Income tax benefit .. ...
Net income (loss) ... ..
Identifiable assets . . .. ..
Capital expenditures. ...

January 31, 2005
Revenues.............
Operating income (loss)

Depreciation and
amortization ........

Interest income
{expense)

Income taxes..........
Netloss..............

..........

Capital expenditures, . ..

ShopNBC & All Equity Continuing FanBuzz, Inc.
ShopNBC.com Other(a) Investments(b) Operations {Discontinued) Total
$755,302 $11,973 $ — $767,275 b $
(10,705) 1,226 — (9,479)
21,548 691 —_ 22,239
3,802 — — 3,802
(66) (9) — (75)
(5,629) 227 3,006 (2,396) (2,396)
341,576 6,265 4,139 351,980 351,980
11,428 42 — 11,470 11,470
$680,592 $11,259 § — $691,851 $ 5,384 $
(19,888) 1,242 — (18,646) (2,235)
19,707 862 — 20,569 302
3,048 — — 3,048 (61)
762 — — 762 —
(15,092) 252 1,383 (13,457) (2,296) (15,753)
338,939 6,461 1,383 346,783 356 347,139
9,623 38 — 9,678 12 9,750
$614,884 $ 8,750 § — $623,634 $25,782 $
(44,890) 619 — (44,271) (14,812)
18,124 796 — 18,920 1,200
1,627 — — 1,627 (70)
(25) — — (25) —
(42,348) (371) _— (42,719) (14,882) (57,601)
338,245 7,044 — 345,289 5,007 350,296
13,409 1,005 — 14414 308 14,722

(a) Revenue from segments below quantitative thresholds is attributable to VVIFC, which provides
fulfiliment, warchousing and telemarketing services primarily to RLM and the Company.

{b) Equity Investment assets and net income from equity investments consist of long-term investments and
earnings from ¢quity investments accounted for under the equity method of accounting and are not
directly assignable to a business segment.
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Information on net sales from continuing operations by significant product groups is as follows (in
thousands):

For the Years Ended
February 3, February 4,  January 31,

2007 2006 2005
Jewelry . e $285,262  $278,928  §288,142
| DA LeTe €y e) 111 -2 173,121 140.460 93,089
Watches, Apparel and Health & Beauty ................. 181,093 145,697 134,900
HoOme - o e e e e e 80,934 78,116 73,674
All others, less than 0% each ............. ... ... ... 46,865 48,630 33,829
oY 71 [ R $767,275  $691,851 $623,634

13. NBC and GE Equity Strategic Alliance:

In March 1999, the Company entered into a strategic alliance with NBC and GE Equity. Pursuant to the
terms of the transaction, NBC and GE Equity acquired 5,339,500 shares of the Company’s Series A
Redeemable Convertible Preferred Stock (the “*Preferred Stock™), and NBC was issued a warrant to acquire
1,450,000 shares of the Company’s common stock (the “Distribution Warrants”) under a Distribution and
Marketing Agreement discussed below. The Preferred Stock was sold for aggregate consideration of
$44,263,000 (or approximately $8.29 per share). In addition, the Company agreed to issue to GE Equity a
warrant (the “Investment Warrant”) to increase its potential aggregate equity stake (together with its
affiliates, including NBC) at the time of exercise to approximately 40%. NBC also has the exclusive right to
negotiate on behalf of. the Company for the distribution of its television home shopping service. The sale of
3,739,500 shares of the Preferred Stock was completed on April 15, 1999. Final consummation of the
transaction regarding the sale of the remaining 1,600,000 Preferred Stock shares was completed on June 2,
1999, The Preferred Stock was recorded at fair value on the date of issuance. The Preferred Stock is
convertible into an equal number of shares of the Company’s common stock, subject to anti-dilution
adjustments, has a mandatory redemption on the tenth anniversary of its issuance or upen a “change of
control” at $8.29 per share, participates in dividends on the same basis as the common stock and has a
liquidation preference over the common stock and any other junior securities. The excess of the redemption
value over the carrying value is being accreted by periodic charges to equity over the ten-year redemption
period. On July 6, 1999, GE Equity exercised the Investment Warrant and acquired an additional
10,674,000 shares of the Company’s common stock for an aggregate of $178,370,000, or $16.71 per share.
Following the exercise of the Investment Warrant, the combined ownership of the Company by GE Equity
and NBC on a fully diluted basis was approximately 40%. In February 2005, GE Equity sold 2,000,000 shares
of the Company’s common stock to a number of different purchasers. In July 2005, GE Equity entered into
agreements to sell an additional 2,604,932 shares of the Company’s common stock in privately negotiated
transactions to a number of different purchasers. In connection with such transactions, the Company filed a
registration statement on Form S-3 with the Securities and Exchange Commission in July 2005 with respect
to an aggregate of 4,604,932 shares of the Company’s common stock, pursuant to contractual registration
rights obligations. The Company received no proceeds from the sale of the shares covered by the registration
statement. GE Equity and NBC currently have a combined ownership in the Company of approximately 27%
on a diluted basis.

Shareholder Agreement

In March 1999, the Company and GE Equity also entered into a Sharcholder Agreement (the
“Sharcholder Agreement”), which provides for certain corporate governance and standstill matters. The
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Sharcholder Agrecment (together with the Certificate of Designation of the Preferred Stock) initially
provided that GE Equity and NBC would be entitled to designate nominees for two out of seven members of
the Company’s board of directors so long as their aggregate beneficial ownership was at least equal to 50% of
their initial beneficial ownership, and one out of seven members so long as their aggregate beneficial ownership
was at least 10% of the “adjusted outstanding shares of common stock.” The Shareholder Agreement also
requires the consent of GE Equity prior to the Company entering into any material agreements with certain
restricted parties {broadcast networks and internet portals in certain limited circumstances). Finally, the
Company is prohibited from exceeding certain thresholds relating to the issuance of voting securities over a
12-month period, the payment of quarterly dividends, the repurchase of common stock, acquisitions
{including investmznts and joint ventures) or dispositions, and the incurrence of debt greater than the larger
of $40.0 million or 30% of the Company’s total capitalization. The Company is also prohibited from taking any
action that would cause any ownership interest by the Company in television broadcast stations from being
attributable to GE Equity, NBC or their affiliates.

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

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

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

On March 19, 2004 the Company, NBC and GE Equity agreed to amend the Shareholder Agreement as
follows: (i) to increase the authorized size of the Company’s board of directors to nine from seven, (ii) to
permit NBC and GE Equity together to appoint three directors instead of two to the Company’s board of
directors, and (iii) to provide that NBC and GE Equity would no longer have the right to have its director-
nominees serve on the Audit, Compensation or Nominating and Governance Committees, in the event the
committees must be comprised solely of “independent” directors under applicable laws or Nasdagq regulations.
In such case, NBC and GE Equity would have the right to have an observer attend all of thesc committee
meetings, to the extent permitted by applicable law.

Registration Rights Agreement

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

Distribution and Marketing Agreement

NBC and the Company entered into a ten-year Distribution and Marketing Agreement dated March §;
1999 (the “Distribution Agreement”) that provides that NBC shall have the exclusive right to negotiate on
behalf of the Company for the distribution of its home shopping television programming. As compensation for
these services, the Company agreed to pay NBC an annual fee which was approximately $1.8 million in fiscal
2006, and issued NBC 1,450,000 distribution warrants. On March 28, 2007, the Company and NBC agreed to
reduce the amount of the annual fee payable 10 NBC to a market rate. See Note 17. The exercise price of the
distribution warrants was $8.29 per share. In conjunction with the Company’s November 2000 execution of
the Trademark License Agreement with NBC, the Company agreed to accelerate the vesting of the unvested
original Distribution Warrants. On April 7, 2004, NBC exercised a portion of the original Distribution
Warrants in a cashless exercise acquiring 101,509 shares of the Company’s common stock. In November
2005, NBC exercised all remaining original Distribution Warrants in a cashless exercise acquiring 281,199
additional shares of the Company’s common stock. Because NBC successfully delivered to the Company
10 million FTE homes pursuant to the Distribution Agreement, in fiscal 2001, the Company issued to NBC
additional warrants to purchase 343,725 shares of the Company’s common stock at an exercise price of $23.07
which expired unexercised during fiscal 2006 and in fiscal 2002, the Company issued to NBC additional
warrants to purchase 36,858 shares of the Company’s common stock at an exercise price of $15.74 which are
currently outstanding. The Company had a right to terminate the Distribution Agreement after the twenty-
fourth, thirty-sixth and forty-second month anniversary if NBC was unable to meet the performance targets.
In addition, the Company would have been entitled to a $2.5 million payment from NBC if the Company
terminated the Distribution Agreement as a result of NBC’s failure to meet the 24-month performance target.
NBC may terminate the Distribution Agreement if the Company enters into certain “significant affiliation”
agreements or a transaction resulting in a “change of control.”

14. Ralph Lauren Media, LLC Electronic Commerce Alliance (RLM):
During fiscal 2006, the Company owned a 12.5% equity interest in RLM which was being accounted for
under the equity method of accounting. RLM’s primary business activity to date has been the operations of

the Polo.com website. Polo.com officially launched in November 2000 and includes an assortment of men’s,
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women'’s and children’s products across the Ralph Lauren family of brands as well as unique gift items. In
connection with the formation of RLM, the Company entered into various agreements setting forth the
manner in which certain aspects of the business of RLM are to be managed and certain of the members’
rights, duties and obligations with respect to RLM, including the Amended and Restated Limited Liability
Company Agreement, pursuant to which certain terms and conditions regarding operations of RLM and
certain rights and obligations of its members are set forth. On March 28, 2007, the Company sold its 12.5%
ownership interest in RLM to Polo Ralph Lauren for approximately $43.8 million. See Note 17.

Agreement for Services

RLM and VVIFC entered into an Agreement for Services under which VVIFC agreed to provide to
RLM certain telemarketing, customer support and fulfillment services to RLM. In the third quarter of fiscal
2006, RLM notified the Company that it had elected to extend the term of their existing services agreement
with the Company to at least August 31, 2008. RLM has advised the Company that it intends to develop the
capability to provide these services internally in the future. On March 28, 2007, VVIFC and RLM entered
into an amendment to the agreement for services providing for certain changes to the agreement, including a
potential extension of the term through mid-2009 at RLM’s option. See Note 17,

15. NBC Trademark License Agreement:

On November 16, 2000, the Company entered into a Trademark License Agreement (the “License
Agreement”) with NBC pursuant to which NBC granted the Company an exclusive, worldwide license for a
term of ten years 1o use certain NBC trademarks, service marks and domain names 1o rebrand the Company’s
business and corporaie name and website. Under the License Agreement, the Company agreed 1o {i) certain
restrictions on using trademarks, service marks, domain names, logos or other source indicators owned or
controlled by NBC or its affiliates in connection with certain permitted businesses (the “Permitted
Businesses™), as defined in the License Agreement, before the agreement of NBC to such use, (ii) the loss of
its rights under the grant of the license with respect to specific territories outside of the United States in the
event the Company fuils to achieve and maintain certain performance targets in such territories, (i) amend
and restate the current Registration Rights Agreement dated as of April 15, 1999 among the Company, NBC
and GE Equity so as to increase the demand rights held by NBC and GE Equity from four to five, among
other things, (iv) not. own, operate, acquire or ¢xpand its business to include any businesses other than the
Permitted Businesses without NBC’s prior consent, (v) comply with NBC’s privacy policies and standards
and practices, and (vi) not own, operate, acquire or expand the Company’s business such that one-third or
more of the Company’s revenues or its aggregate value is attributable to certain services (not including
retailing services similar to the Company’s existing e-commerce operations) provided over the internet. The
License Agreement also grants to NBC the right to terminate the License Agreement at any time upon certain
changes of control of the Company, in certain situations the failure by NBC to own a certain minimum
percentage of the outstanding capital stock of the Company on a fully-diluted basis and certain other related
matters. On March 28. 2007, the Company and NBC agreed to extend the term of the license by six months,
such that the license would continue through May 15, 2011. See Note 17.

16. Asset Impairments and Employee Termination Costs:

During the quarter ended April 30, 2005, a number of FanBuzz customers notified the Company that
they elected not to renew the term of their e-commerce services agreements with FanBuzz or decided to
terminate their agreements as permitted in the agreement. Following these notifications, the Company
assessed whether ther: had been an impairment of the FanBuzz long-lived assets in accordance with
Statement of Financial Accounting Standards No. 144, “Accounting for the Impairment or Disposal of Long-
Lived Assets” (“SFAS No. 144”), The Company performed a cash flow analysis and concluded that the book
value of certain long-lived assets at FanBuzz was significantly higher than their probability-weighted expected
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future cash flows and that an impairment had occurred. Accordingly, the Company recorded a non-cash
impairment loss and related charge of $400,000 in the first quarter of fiscal 2005. The impairment charge is
included in loss from discontinued operations in the accompanying consolidated statement of operations for
the year ended February 4, 2006, '

During fiscal 2005, the Company also recorded an additional $979,000 charge to earnings and established
a related accrual primarily in connection with the downsizing of the FanBuzz operations. The charge consisted
primarily of severance pay and related benefit costs associated with the elimination of approximately
25 positions. The severance was paid out over periods ranging from one to twelve months. Of this charge,
$897,000 is included in loss from discontinued operations in the accompanying consolidated statement of
operations for the year ended February 4, 2006.

In the third quarter of fiscal 2004, the Company wrote off goodwill attributable to the FanBuzz
acquisition as the Company had determined that the goodwill was impaired following FanBuzz’s loss of its
NHL contract in September 2004. In addition, the Company also concluded that the book value of certain
long-lived assets at FanBuzz was significantly higher than their expected future cash flows and that an
impairment had occurred in accordance with SFAS No. 144, “Accounting for the Impairment or Disposal of
Long-Lived Assets.” Accordingly, the Company recorded a non-cash impairment loss and related charge of
$11,302,000 in the third quarter of fiscal 2004. The charges included $9,442,000 of goodwill impairment,
$1,700,000 of fixed asset and capital expenditure impairment and $160,000 of intangible asset impairment.
The impairment is included in loss from discontinued operations in the accompanying fiscal 2004 consolidated
statement of operations.

In addition, in the fourth quarter of fiscal 2004, the Company recorded an asset impairment charge of
$1,900,000 related to deferred advertising costs in the form of television advertising credits with NBC after it
was determined that the Company could no longer effectively use the credits. During the third and fourth
quarters of fiscal 2004, the Company also recorded a $3,836,000 charge to carnings in connection with the
decision to eliminate a number of positions within the Company in an effort to streamline the corporate
organization and reduce operating expenses. The charges consisted primarily of severance pay and related
benefit costs associated with the elimination of approximately 30 positions.

17. Subsequent Event:

On March 26, 2007, a wholly-owned subsidiary of the Company, VVIFC, and RLM entered into a rider
to the existing agreement for services (as amended) under which VVIFC provides RLM with fulfillment and
certain customer support services. The term of the agreement for services, as amended in October 2006,
extends through August 2008. Pursuant to the terms of the rider, VVIFC and RLM further agreed to certain
changes to the agreement for services (as amended), including VVIFC’s agreement to extend the term of the
agreement through mid-2009 if so requested by RLM.

On March 28, 2007, the Company entered into a Membership Interest Purchase Agreement (*Purchase
Agreement”) with Polo Raiph Lauren, NBC and certain NBC affiliates, pursuant to which the Company sold
its 12.5% membership interest in RLM to Polo Ralph Lauren for an aggregate purchase price of $43,750,000.
The full text of the Purchase Agreement is attached as an exhibit to the Company’s Current Report on
Form 8-K filed with the SEC on Aprit 3, 2007.

Concurrently with the execution of the Purchase Agreement, the Company also entered into an
amendment to the License Agreement (for the limited, worldwide use of NBC trademarks, service marks,
domain names and logos), under which NBC agreed to extend the term of the License Agreement to May 15,
2011 and to certain limitations on NBC’s right to terminate the License Agreement in the event of a change in
contro! of the Company involving a financial buyer. On the same date, the Company and NBC also entered
into an amendment to the Distribution Agreement providing for a reduction in the annual affiliate rclations
and marketing fee paid by the Company to NBC to a market rate.
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Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None

Item 9A. Contrele and Procedures
Disclosure Controls and Procedures

As of the end of the period covered by this report, management conducted an evaluation, under the
supervision and with the participation of our chief executive officer and chief financial officer of the
effectiveness of our disclosure controls and procedures (as defined in Rule 13a-15(e) and 15d-15(e) under the
Securities Exchange Act of 1934). Based on this evaluation, the officers concluded that our disclosure controls
and procedures are effective to ensure that information required to be disclosed by us in reports that we file or
submit under the Securities Exchange Act of 1934 is recorded, processed, summarized and reported within
the time periods specified in Securitics and Exchange Commission rules and forms, and to ensure that
information required to be disclosed by us in the reports we file or submit under the Exchange Act is
accumulated and communicated to management, including our principal executive and principal financial
officers, as appropriate to allow timely decisions regarding required disclosures.

MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

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

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

Management assessed the effectiveness of the Company’s internal control over financial reporting as of
February 3, 2007. In making this assessment, management used the criteria set forth by the Committee of
Sponsoring Organizations of the Treadway Commission in Internal Control — Integrated Framework.

Based on management’s evaluation under the framework in Internal Control — Integrated Framework,
management concluded that the Company’s internal control over financial reporting was effective as of
February 3, 2007,
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Management's assessment of the Company’s internal control over financial reporting as of February 3,
2007, has been audited by Deloitte & Touche LLP, an independent registered public accounting firm, as
stated in their report.

/s/ WiLLiaM J. LANSING

William J. Lansing
Chief Executive Officer
and President (Principal Executive Officer)

/s/ FRANK P. ELSENBAST

Frank P. Elsenbast
Senior Vice President Finance, Chief Financial
Officer { Principal Financial Officer)

April 11, 2007

Changes in Internal Controls over Financial Reporting

Management, with the participation of the chief executive officer and chief financial officer, performed an
evaluation as to whether any change in the internal controls over financial reporting (as defined in
Rules 13a-15 and 15d-15 under the Securities Exchange Act of 1934) occurred during the period covered by
this report. Based on that evaluation the chief executive officer and chief financial officer concluded that no
change occurred in the internal controls over financial reporting during the period covered by this report that
materially affected, or is reasonably likely to materially affect, the internal controls over financial reporting,
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Shareholdets and Board of Directors
ValueVision Media, Inc. and Subsidiaries

We have audited management’s assessment, included in the accompanying “Maragement's Report on
Internal Control Over Financial Reporting”, that ValueVision Media, Inc. and Subsidiaries (the “Company”)
maintained effective internal control over financial reporting as of February 3, 2007, based on criteria
established in fnternal Control — Integrated Framework issued by the Committee of Sponsoring Organiza-
tions of the Treadway Commission. The Company’s management is responsible for maintaining effective
internal control over financial reporting and for its assessment of the effectiveness of internal control over
financial reporting. Our respounsibility is to express an opinion on management’s assessment and an opinion on
the effectiveness of the Company’s internal control over financial reporting based on our audit.

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

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

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

In our opinion, management’s assessment that the Company maintained effective internal control over
financial reporting as of February 3, 2007, is fairly stated, in all material respects, based on criteria established
in Internal Control —- Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission. Also in our opinion, the Company maintained, in all material respects, effective
internal control over financial reporting as of February 3, 2007, based on criteria established in Internal
Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission. '
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We have also audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated financial statements and financial statement schedule listed in the
Index at Item 15 as of and for the year ended February 3, 2007, of the Company and our report dated April 11,
2007, expressed an unqualified opinion on those financial statements and financial statement schedule and
included an explanatory paragraph relating to the Company’s change in 2006 of its method of accounting for
stock-based compensation. '

/s/ DELOITTE & ToucHE LLp
April 11, 2007

Item 9B. Other Information

Nene

PART 1II

Item 10. Directors, Executive Officers and Corporate Governance

Information in response to this item with respect to certain information relating to our executive officers
is contained in Item 1 under the heading “Executive Officers of the Registrant” and with respect to other
information relating to our executive officers and directors is incorporated herein by reference to the sections
titled “Proposal 1| — Election of Directors™ and “Section 16(a) Beneficial Ownership Reporting Compliance”
in our definitive proxy statement to be filed pursuant to Regulation 14A within 120 days after the end of the
fiscal year covered by this Form 10-K.

Code of Business Conduct and Ethics

We have adopted a code of business conduct and cthics applicable to all of our directors and employees,
including our principal executive officer, principal financial officer, principal accounting officer, controller and
other employees performing similar functions. A copy of this code of business conduct and ethics is available
on our website at www.shopnbc.com, under “Investor Relations — Business Ethics Policy.” In addition, we
have adopted a code of ethics policy for our senior financial management; this policy is also available on our
website at www.shopnbe.com, undet “Investor Relations — Code of Ethics Policy for Chief Executive and
Senior Financial Officers.”

We intend to satisfy the disclosure requirements under Form 8-K regarding an amendment to, or waiver
from, a provision of our code of business conduct and ethics by posting such information on our website at the
address specified above.

Item 11. Executive Compensation

Information in response to this item is incorporated herein by reference to the sections titled “Propo-
sal 1 — Election of Directors — Director Compensation” and “Executive Compensation” in our definitive
proxy statement to be filed pursuant to Regulation 14A within 120 days after the end of the fiscal year covered
by this Form 10-K.

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

Information in response to this item is incorporated herein by reference to the sections titled “Security
Ownership of Principal Shareholders and Management” and “Equity Compensation Plan Information” in our
definitive proxy statement to be filed pursuant to Regulation 14A within 120 days after the end of the fiscal
year covered by this Form 10-K.
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Item 13, Certain Relationships and Related Transactions, and Director Independence

Information in response to this item is incorporated herein by reference to the section titled “Certain
Transactions” and “Proposal 1 — Election of Directors” in our definitive proxy statement to be filed pursuant
to Regulation 14A within 120 days after the end of the fiscal year covered by this Form 10-K.

Item 14. Principal Accountant Fees and Services

Information in response to this item is incorporated herein by reference to the section titled “Propo-
sal 2 — Ratification of the Independent Registered Public Accounting Firm — Fees Billed by Deloitte &
Touche LLP” and “Proposal 2 — Ratification of the Independent Auditors — Approval of Independent
Registered Public Accounting Firm Services and Fees™ in our definitive proxy statement to be filed pursuant
to Regulation 14A within 120 days after the end of the fiscal year covered by this Form 10-K.

PART IV

Item 15. Exhibir and Financial Statement Schedule
1. Financial Statements
» Report of Independent Registered Public Accounting Firm
» Consolidated. Balance Sheets as of February 3, 2007 and February 4, 2006

» Consolidated Statements of Operations for the Years Ended February 3, 2007, February 4, 2006 and
January 31, 2005

» Consolidated Statements of Shareholders’ Equity for the Years Ended February 3, 2007, February 4,
2006 and January 31, 2005

» Consolidated Statements of Cash Flows for the Years Ended February 3, 2007, February 4, 2006 and
January 31, 2005

» Notes to Consolidated Financial Statements
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2. Financial Statement Schedule

VALUEVISION MEDIA, INC. AND SUBSIDIARIES
SCHEDULE I VALUATION AND QUALIFYING ACCOUNTS

Column A Column B Column C Column D " Column E
Additions
Balances at Charged to
Beginning of Costs and Balance at
Year Expenses Deductions End of Year

For the year ended February 3, 2007:

Allowance for doubiful accounts ........ $2,478,000 $ 6,065,000 § (4,902,000)(1) $3,641,000
Reserve forreturns. ................... $7,658,000 $142,983,000 $(142,143,000)(2) $8,498,000
For the year ended February 4, 2006:

Allowance for doubtful accounts ........ $2421,000 § 4,542,000 § (4,485000)(1) $2,478,000
Reserve forreturms. . .................. $7,290,000 $131,682,000 $(131,314,000)(2) $7,658,000
For the year ended January 31, 2005:

Allowance for doubtful accounts ........ $2,054,000 $ 4,303,000 $ (3,936,000)(1) $2,421,000
Reserve forreturns. . .................. $8,780,000 $120,238,000  $(121,728,000)(2) $7,290,000

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

(2) Refunds or credits on products returned.

3. Exhibits
EXHIBIT INDEX
Exhibit
Number Exhibit

2 Membership Interest Purchase Agreement dated as of March 28, 2007 by and among Polo Ralph
Lauren Corporation, Ralph Lauren Media, LLC, NBC-Lauren Media Holding, Inc., NBC Universal,
Inc., CNBC.COM LLC, and ValueVision Media, Inc. (FF)

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

3.2 Certificate of Designation of Senes A Redeemable Convertible Preferred Stock.(G)

33 Articles of Merger.(Q)

34  Bylaws, as amended.(B}

10.1  Second Amended 1990 Stock Option Plan of the Registrant (as amended and restated).(H)t
10.2  Form of Cption Agreement under the Amended 1990 Stock Option Plan of the Registrant.(A)}
10.3 1994 Executive Stock Option and Compensation Plan of the Registrant.(D)t

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

10.5 2001 Omnibus Stock Plan of the Registrant.(N)+
106  Amendment No. 1 to the 2001 Omnibus Stock Plan of the Registrant.(P)}

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

108  Form of Nonstatutory Stock Option Agreement under the 2001 Omnibus Stock Plan of the
Registrant.(R) ¥
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Exhibit

Number
10.9
10.10
10.11
10.12
10.13
10.14
10.15
10.16

10.17
10.18
10.19
10.20
10.21

10.22

10.23
10.24

10.25
10.26

10.27

10.28
10.29
10,30

10,31
10.32

10.33
10.34
10.35

10.36

10.37

10.38

Exhibit
Form of Restricted Stock Agreement under the 2001 Omnibus Stock Plan of the Registrant. (R)t
Option Agreement between the Registrant and Marshall Geller dated as of March 3, 1997.(A)%
Option Agreement between the Registrant and Marshall Geller dated May 9, 2001.(N)+
Option Agreement between the Registrant and Marshall Geller dated June 21, 2001.(N)+
Option Agreement between the Registrant and Robert Korkowski dated March 3, 1997.(A)%
Option Agreement between the Registrant and Robert Korkowski dated May 9, 2001.(N)+
Option Agreement between the Registrant and Robert Korkowski dated June 21, 2001.(N)t

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

Option Agreement between the Registrant and William J. Lansing dated December 1, 2003.(S)+
Option Agreement between the Registrant and Nathan Fagre dated May 1, 2000.(K)+

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

Employment Agreement between the Registrant and Nathan E. Fagre dated April 30, 2000.(M)+
Amendment No. 1 to Employment Agreement between Registrant and Nathan E. Fagre dated as of
April 5, 2001.(R)t

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

Option Agreement between the Registrant and Jim Gilbertson dated November 30, 2005.(EE)t

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

[nvestment Agreement by and between the Registrant and GE Equity dated as of March 8, 1999.(F)

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

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

Letter Agreement dated March 8, 1999 between NBC, GE Equity and the Registrant. (F)
Shareholder Agreement dated April 15, 1999 between the Registrant, and GE Equity.(G)
Amendment No. | dated March 19, 2004 to Shareholder Agreement dated April 15, 1999 between
the Registrunt, NBC and GE Equity.(V)

ValueVisior. Common Stock Purchase Warrant dated as of April 15, 1999 issued to GE Equity. (G)
Registration Rights Agreement dated April 15, 1999 between the Registrant, GE Equity and
NBC.(G)

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

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

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

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

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

16.39
10.40

10.41
10.42
10.43

10.44
10.45

10.46
10.47
10.48
10.49
10.50

10.51
10.52
10.53
10.54
10.55

10.56

10.57
10.58
10.59
10.60
10.61
10.62
21
23.1
23.2
233
24
311
312
321
32.2

Exhibit
Agreement for Services dated February 7, 2000 between Ralph Lauren Media, LLC, a Delaware
limited liability company, and VV1 Fulfillment Center, Inc., a Minnesota corporation.(J)

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

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

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

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

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

2004 Omnibus Stock Plan.(V)t

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

Form of Stock Option Agreement (Executive Officers) under 2004 Omnibus Stock Plan. (W)}
Form of Stock Option Agreement (Executive Officers) under 2004 Omnibus Stock Plan.(W)$

Form of Stock Option Agreement (Directors — Annual Grant) under 2004 Omnibus Stock
Plan.(W){

Form of Stock Option Agreement (Directors — Other Grants) under 2004 Omnibus Stock
Plan.(W) '

Stock Purchase Agreement dated as of February 9, 2005 between GE Capital Equity Investments,
Inc. and Delta Onshore, LP, Delta Institutional, LP, Delta Pleiades, LP and Delta Offshore, Ltd.(Z)

Stock Purchase and Registration Agreement dated as of July 8, 2005 between GE Capital Equity
Investments, Inc. and Janus Investment Fund.(Y)

Stock Purchase and Registration Agreement dated as of July 8, 2005 between GE Capital Equity
Investments, Inc. and Caxton International Limited.(Y)

Stock Purchase and Registration Agreement dated as of July 8, 2005 between GE Capital Equity
Investments, Inc. and Magnetar Investmént Management, LLC.(Y)

Stock Purchase and Registration Agreement dated as of July 8, 2005 between GE Capital Equity
Investments, Inc. and RCG Ambrose Master Fund, Ltd.,, RCG Halifax Fund, Ltd., Ramius
Securities, LLC, Starboard Value and Opportunity Fund, LLC, Parche, LLC and Ramius Master
Fund, Ltd.(Y) “

Employment Agreement between the Registrant and Bryan Venberg dated May 3, 2004.(X)t
Form of Change of Control and Severance Agreement with Executive Officers.(AA) Y
Form of Resale Restriction Agreement with Executive Officers.(BB)t

2006 Long Term Incentive Plan.(CC)t

Description of Director Compensation Program(C)

Form of Restncted Stock Agreement (Directors) under 2004 Omnibus Stock Plan. (DD)
Significant Subsidiaries of the Registrant.*

Consent of Independent Registered Public Accounting Firm.*

Consent of Independent Registered Public Accounting Firm.*

Consent of Independent Registered Public Accounting Firm (by amendment) %

Powers of Attorney**

Rule 13a-14(a)/15d-14(a) Certification of Chief Executive Officer.*

Rule 13a-14(a}/15d-14(a) Certification of Chief Financial Officer.*

Section 1350 Certification of Chief Executive Officer.*

Section 1350 Certification of Chief Financial Officer.*
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Exhibit
Number
99.1

99.2

*%k

LA
(A)

(B)
(©)

Exhibit
Audited Financial Statements for Ralph Lauren Media, LLC as of April 1, 2006, and for the fifteen-
month period ended April 1, 2006*

Audited Financial Statements for Ralph Lauren Media, LLC as of March 31, 2007, and for the year
ended March 31, 2007

Filed herewith.

Included with Signatures.

Mahagemcm compensatory plan/arrangement.
To be filed by amendment.

Incorporated herein by reference to Quantum Direct Corporation’s Registration Statemcnt on
Form S-4, filed on March 13, 1998, File No. 333-47979.

Incorporated herein by reference to the Registrant’s Quarterly Report on Form 10-QSB for the quarter
ended August 31, 1994, filed on September 13, 1994, File No. 0-20243.

Incorporated herein by reference to the description of this program contained in the Registrant’s

. Current Report on Form 8-K dated June 14, 2006, filed on June 20, 2006, File No. 0-20243.

(D)
(E)
(F)
(G)
(H)
)
)
(K)
(L)
(M)
(N)
(0}
(P)
(Q)
(R)
(8)
(T)

Incorporated herein by reference to the Registrant’s Proxy Statement in connection with its annual
meeting of sharcholders held on August 17, 1994, filed on July 19, 1994, File No. 0-20243.

Incorporated herein by reference to the Registrant’s Annual Report on Form 10-K for the fiscal year
ended January 31, 1998, filed on April 30, 1998, File No. 0-20243.

Incorporated herein by reference to the Registrant’s Current Report on Form 8-K dated March 8,
1999, filed on March 18, 1999, File No. 0-20243.

Incorporated herein by reference to the Registrant’s Current Report on Form 8-K dated April 15,
1999, filed on April 29, 1999, File No. 0-20243.

Incorporated herein by reference to the Registrant’s Registration Statement on Form S-8, filed on
September 25, 2000, File No. 333-46572.

Incorporated hercin by reference to the Registrant’s Quarterly Report on Form 10-Q for the quarter
ended July 31, 1999, filed on September 14, 1999, File No. 0-20243,

Incorporated herein by reference to the Registrant’s Annual Report on Form 10-K for the fiscal year
ended January 31, 2000, File No. 0-20243.

Incorporated herein by reference to the Registrant’s Registration Statement on Form S-8, filed on
September 25, 2000, File No. 333-46576.

Incorporated herein by reference to the Registrant’s Quarterly Report on Form 10-Q for the guarter
ended Qctober 31, 2000, filed on December 14, 2000, File No. 0-20243.

Incorporated herein by reference to the Registrant’s Annuval Report on Form 10-K for the fiscal year
ended Januery 31, 2001, File No. 0-20243.

Incorporated herein by reference to the Registrant’s Registration Statement on Form S-8 filed on
January 25, 2002, File No. 333-81438.

Incorporated herein by reference to the Registrant’s Quarterly Report on Form 10-Q for the quarter
ended April 30, 2001, filed on June 14, 2001, File No. 0-20243.

Incorporated herein by reference to the Registrant’s Proxy Statement in connection with its annual
meeting of shareholders held on June 20, 2002, filed on May 23, 2002, File No. 0-20243.

Incorporatec herein by reference to the Registrant’s Current Report on Form 8-K Dated May 16,
2002, filed on May 17, 2002, File No. 0-20243.

Incorporated. herein by reference to the Registrant’s Annual Report on Form 10 K for the fiscal year
ended Januwary 31, 2003, File No. 0-20243.

Incorporated herein by reference to the Registrant’s Current Report on Form 8-K dated December 1,
2003, filed on December 3, 2003, File No. 0-20243.

Incorporated herein by reference to the Registrant’s Quarterly Report on Form 10-Q for the quarter
ended June 30, 2003, filed on August 15, 2003, File No. 0-20243,
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(u)

(V)

(W)

(X)

(2)

(Y)

(AA)

(BB)

(CC)

(PD)

(EE)

(FF)

Incorporated herein by reference to the Registrant’s Registration Statement on Form S-8 filed on
March 19, 2004, File No. 333-113736.

Incorporated herein by reference to the Registrant’s Proxy Siatement in connection with its annual
meeting of shareholders held on June 21, 2006, filed on May 23, 2006, File No. 0-20243.

Incorporated herein by reference to the Registrant’s Current Report on Form 8-K dated January 14,
2005, filed on January 14, 2005, File No. 0-20243.

Incorporated herein by reference to the Registrant’s Quarterly Report on Form 10-Q for the quarter
ended April 30, 2005, filed on June 9, 2005, File No. 0-20243.

Incorporated by reference to the Schedule 13D/A (Amendment No. 7} dated February 11, 2005, filed
February 15, 2005, File No. 005-41757.

Incorporated herein by reference to the Registrant’s Registration Statement on Form S-3 filed on
July 29, 2005, File No. 333-127040.

Incorporated by reference to the description of this program included in the Registrant’s Current
Report on Form 8-K dated August 24, 2005, filed on August 26, 2005, File No. 0-20243.

Incorporated herein by reference to the Registrant’s Quarterly Report on Form 10-Q for the quarter
ended October 29, 2003, filed on December 8, 2005, File No. 0-20243.

Incorporated herein by reference to the Registrant’s Current Report on Form 8-K dated December 19,
2005, filed on December 23, 2005, File No. 0-20243.

Incorporated herein by reference to the Registrant’s Current Report on Form 8-K dated June 21, 2006,
filed on June 26, 2006, File No. 0-20243.

Incorporated herein by reference to the Registrant’s Registration Statement on Form S-8 filed on
December 22, 2006, File No. 333-13957,

Incorporated herein by reference to the Registrant’s Current Report on Form 8-K dated March 28,
2007, filed on April 3, 2007, File No. 0-20243,
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SIGNATURES

Pursuant t¢ the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized,
on April 17, 2007,

VALUEVISION MEDIA, INC.
(Registrant)

By: /s/ WiLtlaM J. LANSING

. William J. Lansing
Chief Executive Officer and President

Each of the undersigned hereby appoints William J. Lansing and Frank P. Elsenbast, and each of them
(with full power to act alone), as attorneys and agents for the undersigned, with full power of substitution, for
and in the name, place and stead of the undersigned, to sign and file with the Securities and Exchange
Commission under the Securities Act of 1934, any and all amendmients and exhibits to this annual report on
Form 10-K and any and all applications, instruments, and other documents to be filed with the Securities and
Exchange Commission pertaining to this annual report on Form 10-K or any amendments thereto, with fuli
power and authority to do and perform any and all acts and things whatsoever requisite and necessary or
desirable. Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capacities indicated on April 17, 2007,

Name Title

/s/  WiLLIAM J. LANSING Chief Executive Officer President and Director
(Principal Executive Officer)

William J. Lansing

fsf FRANK P. ELSENBAST Senior Vice President Finance, Chief Financial Officer
Frank P. Elsenbast (Principal Financial and Accounting Officer)
/s/ MAFRSHALL S. GELLER Chairman of the Board

Marshall S. Geller

/s/ JaMES J. BARNETT Director
James J. Barnett

/s/  Jouw D. Buck Director
John D. Buck
fs/ RoONaALD J. HERMAN, JR, Director

Ronald J. Herman, Jr.

/s/ DoucgLas V. HoLLoway Director
Dougtas V. Holloway

/s!  JAay IRELAND Director
Jay Ireland
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Name

/s/ RoOBERT J. KORKOWSKI

Robert J. Korkowski

/s/ GEORGE A. VANDEMAN

George A. Vandeman
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Title

Director

Director
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Number

2

31
32

33
34
10.1

10.2
10.3
10.4

10.5
10.6

10.7

10.8

10.9

10.10
10.11
10.12
10.13
10.14
10.15
10.16
10.17
10.18

10.19
10.20

EXHIBIT INDEX

Exhibit

Membership Interest Purchase Agreement dated as of March 28,
2007 by and among Pole Ralph Lauren Corporation, Ralph Lauren
Media, LLC, NBC-Lauren Media Holding, Inc., NBC Universal,
Inc., CNBC.COM LLC, and ValueVision Media, Inc.

Sixth Amended and Restated Articles of Incorporation, as
Amended

Certificate of Designation of Series A Redeemable Convertible
Preferred Stock

Articles of Merger
Bylaws, as amended

Second Amended 1990 Stack Option Plan of the Registrant (as
amended and restated)

Form of Option Agreement under the Amended 1990 Stock Option
Plan of the Registrant

1994 Executive Stock Option and Compensation Plan of the
Registrant

Form of Option Agreement under the 1994 Executive Stock Option
and Compensation Plan of the Registrant

2001 Omnibus Stock Plan of the Registrant

Amendment No. 1 to the 200i Omnibus Stock Plan of the
Registrant

Form of Incentive Stock Option Agreement under the 2001
Omnibus Stock Plan of the Registrant

Form of Nonstatutory Stock Option Agreement under the 2001
Omnibus Stock Plan of the Registrant

Form of Restricted Stock Agreement under the 2001 Omnibus
Stock Plan of the Registrantt

Option Agreement between the Registrant and Marshall Geller
dated as of March 3, 1997

Option Agreement between the Registrant and Marshali Geller
dated May 9, 2001

Option Agreement between the Registrant and Marshall Geller
dated June 21, 2001

Option Agreement between the Registrant and Robert Korkowski
dated March 3, 1997

Option Agreement between the Registrant and Robert Korkowski
dated May 9, 2001

Option Agreement between the Registrant and Robert Korkowski
dated June 21, 2001

Employment Agreement between the Registrant and William J.
Lansing dated December 1, 2003

Option Agreement between the Registrant and William J. Lansing
dated December 1, 2003

Option Agreement between the Registrant and Nathan Fagre dated
May 1, 2000

2002 Annual Management Incentive Plan of the Registrant

Employment Agreement between the Registrant and Nathan E.
Fagre dated Apn! 30, 2000

Filed by

Incorporated by reference

Incorporated by reference
Incorporated by reference

Incorporated by reference
Incorporated by reference
Incorporated by reference

Incorporated by reference
Incorporated by reference
Incorporated by reference

Incorporated by reference
Incorporated by reference

Incorporated by reference
Incorporated by reference
Incorporated by reference
Incorporated by reference
Incorporated by reference
Incorporgtcd by reference
Incorporated by reference
Incorporated by reference
Incorporated by reference
Incorporated by reference
Incorporated by reference
Incorporated by reference

Incorporated by reference
Incorporated by reference




Exhibit
Number

10.21

10.22

10.23
10.24
10.25

10.26

10.27
10.28
10.29

10.30

10.31
10.32
10.33
10.34

10.35

10.36

10.37

10.38

10.39

Exhibit

Amendment No. | to Employment Agreement between Registrant
and Nathan E. Fagre dated as of April 5, 2001

Form of Salary Continuation Agreement between the Registrant
and each of Nathan Fagre dated July 2, 2003 and Scott Danielson
dated June 16, 2004

Option Agreement between the Registrant and Jim Gilbertson
dated November 30, 2005.(EE)

Form of Optioen Agreement between the Registrant and each of
Brenda Boehler and Scott Danielson

Investment Agreement by and between the Registrant and GE
Equity dated as of March 8, 1999

First Amendment and Agreement dated as of Apnl 15, 1999 to the
Investment Agreement, dated as of March §, 1999, by and between
the Registrant and GE Equity

Distribution and Marketing Agreement dated as of March 8§, 1999
by and between NBC and the Registrant

Letter Agreement dated March 8, 1999 between NBC, GE Equity
and the Registrant

Shareholder Agreement dated April 15, 1999 between the Regis-
trant, and GE Equity

Amendment No. | dated March 19, 2004 to Shareholder Agree-
ment dated April 15, 1999 between the Registrant, NBC and GE
Equity

ValueVision Common Stock Purchase Warrant dated as of

April 15, 1999 issued to GE Equity

Registration Rights Agreement dated April 15, 1999 between the
Registrant, GE Equity and NBC

ValueVision Common Stock Purchase Warrant dated as of
April 15, 1999 issued to NBC

Letter Agreement dated November 16, 2000 between the Registrant
and NBC

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

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

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

Amended and Restated Limited Liability Company Agreement of
Ralph Lauren Media, LLC, a Delaware limited liability company,
dated zs of February 7, 2000, among Polo Ralph Lauren Corpora-
tion, a Delaware corporation, National Broadcasting Company, Inc.,
a Delaware corporation, the Registrant, CNBC.com LLC, a
Delaware limited liability company and NBC Internet, Inc., a
Delawuare corporation

Agreement for Services dated February 7, 2000 between Ralph

Lauren Media, LLC, a Delaware limited liability company, and
VVI Fulfillment Center, Inc., a Minnesota corporation
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Amendment to Agreement for Services dated as of January 31,
2003 between Ralph Lauren Media, LLC and VVI Fulfillment
Center, Inc

Trademark License Agreement dated as of November 16, 2000
between NBC and the Registrant

Warrant Purchase Agrecement dated as of November 16, 2000
between NBC and the Registrant

Common Stock Purchase Warrant dated as of November 16, 2000
between NBC and the Registrant

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

ValueVision Commen Stock Purchase Warrant dated as of
March 20, 2001 between NBC and the Registrant

2004 Omnibus Stock Plan

Form of Stock Option Agreement (Employees) under 2004
Omnibus Stock Plan

Form of Stock Option Agreement (Executive Officers) under 2004
Omnibus Stock Plan

Form of Stock Option Agreement (Executive Officers} under 2004
Omnibus Stock Plan

Form of Stock Option Agreement (Directors — Annual Grant)
under 2004 Omnibus Stock Plan

Form of Stock Option Agreement (Directors — Other Grants)
under 2004 Omnibus Stock Plan

Stock Purchase Agreement dated as of February 9, 20035 between
GE Capital Equity Investments, Inc. and Delta Onshore, LP, Delta
Institutional, LP, Delta Pleiades, LP and Delta Offshore, Ltd.

Stock Purchase and Registration Agreement dated as of July 8,
2005 between GE Capital Equity Investments, Inc. and Janus
Investment Fund

Stock Purchase and Registration Agreement dated as of July 8,
2005 between GE Capital Equity Investments, Inc. and Caxton
International Limited

Stock Purchase and Registration Agreement dated as of July §,
2005 between GE Capital Equity Investments, Inc. and Magnetar
Investment Management, LLC

Stock Purchase and Registration Agreement dated as of July 8,
2005 between GE Capital Equity Investments, Inc. and RCG
Ambrose Master Fund, Ltd., RCG Halifax Fund, Ltd., Ramius
Securities, LLC, Starboard Value and Opportunity Fund, LLC,
Parche, LLC and Ramius Master Fund, Ltd

Employment Agreement between the Registrant and Bryan Venberg
dated May 3, 2004

Form of Change of Control and Severance Agreement with
Executive Officers

Form of Resale Restriction Agreement with Executive Officers
2006 Long Term Incentive Plan
Description of Director Compensation Program Changes
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Significant Subsidiaries of the Registrant
Consent of Independent Registered Public Accounting Firm
Consent of Independent Registered Public Accounting Firm
Consent of Independent Registered Public Accounting Firm
Powers of Attorney
Rule 13a-14(a)/15d-14(a) Certification of Chief Executive Officer
Rule 13a-14(a)/15d-14(a) Certification of Chief Financial Officer
Section 1350 Certification of Chief Executive Officer
Section 1350 Certification of Chief Financial Officer

Audited Financial Statements for Ralph Lauren Media, LLC as of
April 1, 2006, and for the fifteen-month period ended April 1, 2006

Audited Financial Statements for Ralph Lauren Media, LLC as of
March 31, 2007, and for the year ended March 31, 2007
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